“We have also created the right to identity so that
your money reachesyoudirectly. It isthe largest anti-
corruption platformthat anyone has ever built. It will
enable people to get their benefits and entitlements
without paying a bribe.”

—Rahul Gandhi, addressing the Congress Party,
ondJanuary 17

n time, the Congress’ leader-in-waiting
might be proven right. But for now, his
government’s big push on moving wel-
fare entitlements directly into the bank
accounts of beneficiaries,a weapon itun-
veiled in a small tehsil in Rajasthan in
October 2012 to make an electoral offen-
sive, is beginning to resemble a double-
edged sword.

Direct benefit transfer (DBT) was one of the fac-
tors intended to rescue the party in the Rajasthan
elections, heldlast December, but that does not seem
to have happened. In the three Rajasthan districts
where it launched DBT on January 1, 2013, or 11
months before the state went to polls, the Congress
won just two out of the 27 seats on offer. If the expe-
rience of Rajasthan is anything to go by, a similar
poorreturnofelectoral capitalfrom DBT awaits the
Congress elsewhere.

The implementation problems that blunted DBT
inRajasthan, the originallaboratory, are endemic
acrossthe country. “Thebenefitsneverreached the
people,” says Raghuvir Singh Meena, the Congress
MP from Udaipur, of the experience of DBT in and
around his constituency, which sendseightlegisla-
torstothe Rajasthan assembly.

Thebenefitsarenot goingdown either in the rest of
the country—DBT is currently being implemented
in 121 districts in all—in the scale and sweep, or
within the timelines, the Congress had envisioned.
A senior Central government official working on
rural development, not wantingtobenamed, agrees
with the premise of cash transfers, but is critical
of the way it is being implemented. “There was an
unseemly hurry,” he says. “It was a big mistake to
set these deadlines, when it was clear that the sup-
portingfactors were not in place.”

Incomplete Linkages

The DBT process is essentially an assembly of two
parts. Thefirst partisthe Aadhaar number, being
issued by the Unique Identification Authority of
India (UIDAI) to every Indian. According to the
10-year progress report of the UPA, released at
the prime minister’s press conference earlier this
month, 510 million Aadhaar numbers had been is-
sued, butthishasnotnecessarily cover all benefici-
aries of welfare schemes. In Rajasthan, for example,
the Aadhaar enrolment is 62%. “You and I do not
need Aadhaar numbers,” says the Central govern-
ment official . “The people

working on NREGA do. For In the direct
them, itistransformational.” H

The second pieceisthelink- benEfIt tranSfer
age of an Aadhaar number ro"out Various
to a bank account number, !
which is the job of banks. So arms of the
far, according to the same
UPA progress report, only government
40 million bank accounts are not movmg

had been seeded with this
number. This leaves a lot of tOgether
beneficiariesinthe cracks.

The three districts where DBT was launched in
Rajasthan—Ajmer, Alwar and Udaipur—shows
the adverse impact of this incompleteness. Of the
325,590 registered beneficiaries present in these
three districts, only 31% had an Aadhaar number
and only 12% received DBT.

Dudu tehsil, in Jaipur district, was where the
Congress, in arally attended by all its top leaders,
sounded the poll bugle. “Dudu was never the first
choiceforunveiling DBT,” saysa Jaipur-based state
government official involved in planning and im-
plementing the unveiling ceremony, not wanting
to be named. “We had said Kheroda in Udaipur is
the most favourable place, keepingin mind various
thingssuch asadministrative preparedness for or-
ganisinganeventofthatscale, Aadhaarenrolments
status, number of beneficiaries, etc. Dudu was given
only as an alternate option.”

This official terms the choice of Dudu as a “politi-
cal decision”. Members of the Rajasthan Congress
cite the influence Babulal Nagar, the ML A from
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Dudu then, had with Ashok Gehlot, the then chief
minister. Before he wasdisgraced and imprisoned
on charges of rape, in October 2013, Nagar was
an important Congress leader representing the
Scheduled Castes.

But, says the state official quoted earlier: “Dudu,
aswellasJaipurdistrict,donothaveaparticularly
good Aadhaar coverage. At61%, ithas slightly im-
provedin Aadhaarlately. Butin2012,ithad not.” In
theassembly elections, the Congressfielded Nagar’s
brother Hazarilal Nagar, wholost to the BJP candi-
date by 33,720 votes.

Weak Coordination

According to an official of a bank involved in DBT
implementation in Jaipur district, not wanting to
benamed, the initial plan was to implement all wel-
fareschemesvia DBT. “It could not be done because
there was a paucity of data about the schemes—for
instance, the list of beneficiaries in scholarship
schemes were not fully available,” he says. “The
seedingwithbankaccountshadalsonotbeen done.”
Sujata Chaturvedi, deputy director (northernre-
gion)of UIDAI, findsthedata claimabsurd. “Idonot
believethattherecanbenolistsavailable,” shesays.
“Before DBT, the schemes were being implemented
by conventional methods.

For their implementation,

Of the 325'590 some lists will obviously

registered have beﬁﬁ neededl,degen i{
. some of them could be no

beneficiaries  genuine”
i In Rajasthan, where
three more districts were

in three

Rajasthan added from July 1, 2013
W . (Jhunjhunu, Paliand Kota),
dIStrICtS, adecision was taken to im-
0 plement DBT for LPG cyl-
Only 31 /"’ had inder sales, the reasoning
an Aadhaar being that it would compel
o people to obtain Aadhaar
and only 12% numbers. “However, even
received DBT the DBT scheme for LPG

seemstobefacingtoomany
roadblocks, with the gas
agencies, government departments and banks not
coordinating well,” the bank official says.

A senior UIDAI official who has a pulse on the
all-India picture on DBT's says, on the condition
of anonymity, that the problem is various arms of
the government arenotaligned inthe DBT rollout.
“The principal secretaries of all welfare schemes
running ministries resisted DBT implementation
duringitsrollout,” hesays. “When the DBT division
ofthe Planning Commission spoke with district col-
lectorsdirectly and got thelist of beneficiaries, the
secretaries of ministries refused to own up to the
data. They did not cooperate in implementation.”

Similarly, there were different issues with differ-
ent states, this official adds. For instance, Andhra
Pradesh, one of the states with high Aadhaar cover-
age (65%), refused to cooperate in implementation
as it already had a system of electronic transfer
in place that functioned well. In Rajasthan, when
former chief minister Gehlot expanded the ambit
of the health and pension schemes, he did not opt
for the DBT route.

Last-Mile Issues

There have been other problems. “Seeding went
too slowly,” says the Central government offi-
cial. “There are problems with the last mile. The
banking correspondent model has serious prob-
lems. It was also a mistake to make Aadhaar man-
datory even when everyone did not have it.”

In schemes were DBT was being used, the
patchy coverage in Rajasthan hurt. “Due to illiter-
acy, many people could not obtain their Aadhaar

cards and welfare benefits promised
to them via DBT by visiting banks or
post offices, where they faced a lot of
redtape,” says Meena, the Udaipur MP.
“Since it was promoted so much, the
promise and hope created by Aadhaar
among Adivasis wasbelied and, among
other reasons, it has added to a lot of
discontent against the party and its
government.”

“One day, everyone will be happy that
they did this,” says the Central govern-
ment official of DBT. “In that sense, all
this hurry has done some good as well.
The creation of new architecture for
welfare delivery has speeded up. We
see that in the rate at which broadband
hasreached panchayats, inthe acceler-
ation of financial inclusion into rural
India.” For now, though, cash transfers
arestrugglingfordirection,andareun-
likely to result in vote transfer for the
party thattook ownership ofthe idea but
not its implementation.

akshay.deshmane@timesgroup.com
With inputs from M Rajshekhar
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Social Businesses: Using Equity for Impact

It connects philanthropic monies with social
enterprises wary of commercial capital. Now,
with a financial innovation, RangDe is looking to
scale up, drawing the best from for-profits and
from NGOs, reports Naren Karunakaran

The Middle Ground

Today, there are 2 routes adopted by entrepreneurs in the social space.
The RangDe way seeks to promote a third way: a social business that
has the rigour and accountability of for-profits, and the commitment to
a cause inherent in NGOs.

Structuring AR
FOR-PROFIT NOT-FOR-PROFIT

Registered as a private limited company Registered usually as
and functions like any other business trusts or societies

Funding

FOR-PROFIT NOT-FOR-PROFIT

e Offers Equity e Raise debt Grants and donations
Funding OUtCOmES T T e
FOR-PROFIT NOT-FOR-PROFIT

e Pursuit of scale and profits e Impact directly related to

e Impact is considered a given. Lot funding avallab!e o
of talk, but little thought or effort e Impact peaks with infusion of
about measuring and reporting project money; organisation
true impact remains anaemic

Unforgiving nature of capital: e Mission and objectives often
leaves little scope for manoeuvre; changed or tweaked to suit
for entrepreneur to explore, learn, funders of the day

make mistakes and correct course e Transparency, accountability

e Investor obsession with valuation and efficiency issues
and exit can be detrimental e Scale thus always

On rare occasions, promoter is remains a challenge
sidelined by investors o No focus on sustainability

UST AS A DISRUPTIVE MODEL IS
beginning to sear through the poli-
tics of the country, an organisational
innovation in the social sector has
burst through the old order, threatening to
churn impact investing and philanthropy
as it is practised today. A not-for-
profit company, infused with the
commitment and passion of jhola-
wala NGOs and adorned by the
rigour and trappings ofatrue-blue
business entity, is inviting equity G
investments from donors-investors
withthe promise of returningtheir
principalanytimethey want aftertwo years.

The company—valued atabold Rs 50 crore
on the basis of social performance metrics,
somethingunheard of in the non-profit sec-
tor—also offers quarterly audits and guid-
ance on impact and sustainability akin to
any publicly listed company. The idea is to
channel growth capital to social businesses
without saddling them with the negatives
often associated with commercial capital
focused sharply on profits.

It’s already causing a flutter in impact in-
vestingand social sectors, evokingarange of
reactions—spirited, gung-ho support, wait-
and-watch, studied indifference. Yet, the
consensusisthatitisaground-breakingex-
periment indisruptive innovation. “Thereis
thishugemiddle-ground between for-profit
social enterprises and traditional NGOs
which hasbeenmissed,” says Ramakrishna
NK, co-founder and CEO of RangDe. “Ours
will be a new class of business; a possible
game-changer.”

Changing Form To Scale Up
RangDe is an online microfinance lending
platform that connects lenders to small en-
trepreneurs, and manages the ecosystem
around it. It has been around for six years;
in its formative years, it was mentored and
supported by Nachiket Mor, then with the
ICICIFoundation.It’sbeen aparticipantand
witnesstothe evolution of the Indian social
sector asatraditional trust.

Onlynow, given theexigenciesand theurge
to scale, it has emerged in a new avatar: a

Section 25 not-for-profit company under the
Companies Act, which can offer equity, raise
debt and also accept grants. While Section
25 companies abound, RangDe offers a new
take on positioning a not-for-profit, raising
funds, scalingand runningabusiness, with-
out losing sight of the underprivi-
leged communities it serves. It is
raising Rs 5 crore, 10% of its valu-
ation, by offering2,000 shares with
afacevalueofRs10atapremium of
Rs 24,990 each.

It is soliciting philanthropic
money as equity in the company
with the assurance that donors-investors,
if they so desire, can take back the entire
principal, after alock-in period. The excess
generated on exitofaninvestorandentryofa
new one, resultingfrom improved valuation
ofthe company having met its milestones, is
tobe ploughed back into RangDe. “Imagine
the excitement it can create when we return
theamount,” says Ramakrishna. Recycling
of money happens. The amount can be chan-
nelled into some other social enterprise.

“The accent is on how efficiently you are
using money,” says Shekhar Kirani, part-
ner at the India office of Accel Partners, a
venture and growth equity firm involved
with category-defining technology compa-
nieslike Facebook, Dropbox, Angry Birds,
BookMyShow and Flipkart. Kirani, aformer
country manager of VeriSign India, ishand-
holding RangDe in refining its business
model, in his personal capacity.

Preserving Social Businesses
Therefurbished RangDe draws on the tenets
of ‘social business’ as propounded by Nobel
laureate Muhammad Yunus: a non-loss,
non-dividend company focused exclusively
on delivering social benefits. “For me, as a
social entrepreneur, impact comesfirst,and
then returns,” says Ramakrishna, who is
not impressed by the community of impact
investorsthatnow abound and the nebulous
nature of the impact claimed.

Yunus often explains his model of social
business: “When profit and human needs
conflict, profit generally wins...social busi-

nessisaboutmakingacomplete sacrifice of
financial reward from business; it’s about
total delinking from the old frameworks of
business.” It doesn’t mean social businesses
arenotallowed to make profits; they can, as
longas it stays within the company.

Ramakrishna and his wife Smita, co-
founder of RangDe, arenow buildingonthis
flexibility available to them after spending
yearsshyingaway from impact capital, even
as many social entrepreneurs recast their
models as for-profit private limited compa-
niestoattract commercial capital.

The couple wanted toescape the suffocating
strings and sins of so-called impact capital.
The effort, importantly, was also to retain
the “freedom and space” to learn, unlearn,
and evolve without compromising on core
values. “It took us six years to merely fig-
ureout whether ourmodel is working; which
impact investor would have the patience to

wait so long,” asks
RangDe’s

Smita, alluding to

. A the short timelines of
innovation impactinvestors who,
. in the pursuit of scale
|nV0|Ves and profit, give little
ici i thought about what it
ralsmg.equrty does to the entrepre-
and using neur, theorganisation
. or the communities
social returns  they serve.
H “Several social en-
as'a valuation trepreneurs I know
driver areunder tremendous

pressure,evenstaring
at ‘existential questions’, as they see their
models being pulverised by impact inves-
tors,” says Ramakrishna who left a high-
payingIT consultantjob inthe UK formicro-
finance. Aswitnesstothedilemmas of social
entrepreneurs, he would like to catalyse half
a dozen social businesses in his mould and
istalking withlike-minded entrepreneurs.

Measurlng Impact

Mission drift is becoming a key concern in
thesocial sector. Vineet Raiof Aavishkaar,
oneofthepioneerimpactinvestors, concedes
theimpactinvestingsectorisintumult,and

that the expectations of the sector are all
muddled and awry. He and several others
have therefore catalysed the Indian Impact
Investors Council (ITIC) to self-regulate, do
some clean-up, and accord a sense of order
andsanityinthespace. “Creatingtheright
metrics of measuring impact is going to be
longdrawn and difficult,” he says.

While crafting his model, Ramakrishna
and his cohorts, in fact, debated long and
hard on impact metrics. Is it the amount of
loans disbursed, empowerment of women,
orrisingincomelevels of borrowers? It was
then narrowed down to numbers of ‘first-
timeborrowers’, untouched by institutional
finance. This component then found its way
into the computation of valuation.

However, valuation in this context is just
a totem pole. People like Kirani advised
Ramakrishna to get the product right as a
priority and build efficiencies: how to lower
costs per loan, minimise defaults, enhance
communication channels and reporting
mechanisms with online investors,and also
improving the company’s technology back-
bone. “It’simperative for Ramtostartthink-
inglike a product company,” says Kirani.

Shobha Punukollu, a Singapore-based
former banker and one of the first to pick up
equity inthenew RangDe, roots forthe inno-
vative conceptand thefactthatthe company
has been able to hold low interest rates to
bottom-of-the-pyramid borrowers. RangDe’s
annual percentage rate is 15.3 % —microfi-
nance companies charge around 26 %.

Punukollu has invested in RangDe to see
it scale up. With several investments in for-
profitsocial enterprises, she feelsthisisthe
biggest challenge for companies inthe space.
“Building of human capital is also criti-
cal,” she says. Punukollu is also keen that
Ramakrishnashoreuphismarketingskills.

Right now, along with fund-raising, the
focus is to attract the right kind of people
on the company board—who will ask tough
questions and uphold the spirit of innova-
tion that underlines this new animal in the
Indian social sector.

naren.karunakaran@timesgroup.com




