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Nexus Centers Nepal

How will NEXUS Centers Nepal be funded in the future?

This is a teaching case written by students from the Honours Class of the Erasmus
School of Economics as part of the co-creation part of the curriculum. In the progress
of writing this case, Katina Gikas, co-founder of Water Tech Trading, provided the
authors with information needed to write a case that hopefully gives food for thought.
This case will serve the purpose of finding a suitable and viable financing source for
NEXUS Centers Nepal, a social enterprise which provides social infrastructure in rural
areas of Nepal. Furthermore, the case will show the complexity of the funding process
for social enterprises in general. To gain insight into these problems, this case will
provide some background information about NEXUS Centers Nepal and the current
economic market of social enterprises and their main sources of funding.
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Introduction
From Energy and Health Issues to Climate Change and Sustainable Development,
all are growing global challenges for humanity. Indeed, the world is changing, but
so are mindsets. Eight years ago, Water Tech Company started noticing that young
individuals nowadays are a lot more socially responsible than others; they aren’t just
socially aware but they are actually making a real difference in their communities.
In addition, there is a huge discrepancy in priorities between younger generations
and the functioning corporate systems they are surrounded by when it comes to
societal impact and social consciousness. This is also something that Katina Gikas
has experienced in the corporate world, where a sense of social responsibility hardly
seems to be found. Consequently, Water Tech Company founders decided to get out of
the corporate world. They wanted to give back to the community, they wanted to be
part of change.
Katina was thinking of combining her knowledge of the corporate world with her
husband’s knowledge on green and self-sufficient offshore water purifying technology
to do good. With this in mind, Water Tech Trading came across Lars Willi from
Weconnex who had combined the idea of mobile water purification driven by solar and
wind, in the form of Trunz systems.
In 2013, Water Tech Trading partnered with Weconnex AG, and together they embarked
on the path of creating and funding NEXUS Centers Nepal. With the aim of helping the
underprivileged and with a high sense of social responsibility, NEXUS Centers Nepal
started as the initiator of water shops to produce clean drinking water in Nepal. To
provide the Nepalese people with one of their basic human rights, NEXUS Centers
Nepal uses the same technology offshore ships use to produce clean drinking water
driven by solar energy. Whilst setting up a business model it was very important that
the locals around the NEXUS Centers Nepal Centers could learn how to make their own
clean drinking water, instead of just giving it to them. The first NEXUS Center opened
in August 2016 in Nepal. The conditions in Nepal were tough, as water is full of arsenic
and many remote off-grid areas have no access to clean water. Exposure to the toxic
water is threatening people’s health and associated with many diseases and health
issues in the long run. Yet, one cannot see or taste whether the water contains arsenic
or not. According to the WHO, the health effects of drinking water that contains arsenic
include skin lesions and cancer. 2.3 million people in Nepal are exposed to water with
an unhealthy amount of arsenic. Fortunately, NEXUS Centers Nepal were able to treat
the water as they have the right technology to take the arsenic out. Right now, they
have 15 centers up and running in Nepal and other locations.
NEXUS Centers Nepal provides the locals with clean drinking water for an affordable
price. The founders later incorporated other basic services like energy, communication,
internet access, medical treatment and rents out rooms to local entrepreneurs who
want to sell their own products into NEXUS Centers Nepal.
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Furthermore, the business model of NEXUS Centers Nepal has been found to be
viable in the long- term. Research was conducted by the management, and the results
showed that NEXUS Centers Nepal needs to scale up to at least twenty-five centers to
reach break-even. However, this is not yet feasible as they need more funding to be
able to grow towards that target.
As NEXUS Centers Nepal seems to be in a critical situation right now, namely at the
bottom of the “Valley of Death” (see Appendix A), finding a viable source of funding is
crucial to keep the business up and running. To increase the possible revenue, NEXUS
Centers Nepal 3.0 is currently being developed, where they plan to involve agricultural
products in the business. With this business plan, they aim to increase revenue as well
as social and ecological impact, but hopefully it will simultaneously open up different
finance possibilities, including agricultural funds. Scaling up to fifty centers is only
possible when additional funding has been established. The centers might be selfsustaining at the moment, but they do not generate sufficient income to pay back the
initial investment. Thus, finding a viable stream of funding is of crucial importance.

Background NEXUS Centers Nepal
When NEXUS Centers Nepal centers was created, employees had to be hired to fulfil
the purpose of the centers, namely to provide the locals with safe and clean drinking
water. With the objective to provide more equal opportunities, NEXUS Centers Nepal
decided to hire women to run the centers. The idea was to make women more
independent from their husband, who would be working abroad in most cases (e.g.
Dubai, Oman, Qatar). Hiring the women to work for the centers was easy, yet keeping
them seemed to be more difficult. Some started to lose interest during the training
period. Also, there were various other reasons why the employees left the centers,
including sickness of a family member or migration to large cities where more
opportunities could be found.
The paying scheme consists of a standard low income, and on top of this income a
factor to go out and fill the shop with people. In this way, there is an incentive to
be pro-active and trying to bring in customers, instead of being passive, waiting for
people to arrive at the center.
However, consumers preferred the delivery of clean drinking water over visiting the
shop themselves, hence a delivery service was introduced. This proved to work out,
creating a win-win for both the employees and the customers. The employees would
generate a higher revenue, which in turn had a positive effect on their income, and
the consumers of the water did not any longer feel the burden of going to the shop
and ask for help. The funding for these delivery vehicles was not always as straightforward, yet, this delivery service is currently available for all products sold in the
NEXUS Centers Nepal.
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Industry background
NEXUS Centers Nepal is a social entrepreneurship, which means that the organization
seeks to increase economic value as well as social value. Water Tech Trading believes
in adding triple bottom line value, which consists of impact on people, profit and the
planet. Also, every organization should try to create economic value. If an organization
can’t, it means the business model is a poor one.

Definition of Social Enterprise
There is no consensus on the definition of a social enterprise. The concept of a social
enterprise is a contested concept, which means that many people think differently
about what the term ‘social enterprise’ entails (Choi & Majumdar, 2014).
Some researchers view social entrepreneurship as not-for-profit organizations with the
main objective of finding new financing strategies through enterprise-related projects.
Others think the concept involves business activities to serve the bottom of the
pyramid. Another group of academics think the term implicates any form of creation of
social infrastructure to resolve the social obstacles, whether that involves participating
in an economic climate or not.
In this case, we use the following definition: A social enterprise uses social innovations
to solve social problems and to bring about social change, pursuing to make profits
by participating in commercial activities. Both the creation of economic value and the
creation of social value in a social enterprise are intensively intertwined (Alter, 2006).
For developing countries, the presence of a social enterprise is valuable. Policy
makers have discovered that social enterprises address issues that have been poorly
addressed or ignored by the government and they help in the process of finding
efficient access to socioeconomic development. The fact that there is an interesting
opportunity for the state and for individuals is a support for this type of enterprise.

Fee-for-service model
Different types of models exist for social entrepreneurships. In this case, the
social enterprise follows the fee-for-service model (Alter, 2006). This means that it
commercializes its social services and then sells them directly to the target population.
The fee-for-service model is an embedded model; the social program is located in
the business itself. This need not be the case for every model. Sometimes, a business
has a different overall mission from the missions of its individual social programs. In
a fee-for-service model, the mission is centered around social services to its target
population, to effect social change.
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Social enterprises also thrive on financial self-sufficiency. They try to achieve this
through the income that is generated by fees charged for its services. The earned
income is used to pay service delivery and business expenses. A dilemma with this
model, a dilemma also present in this case, is that the earned income depends on the
fees paid by the customers. However, these customers are often very poor and it can
be very difficult to find the right balance between the fees and the needed income.
NEXUS Centers Nepal is not willing to raise the prices because that would undermine
the whole concept of running a social enterprise: making the products that NEXUS
Centers Nepal sells available for the community. Moreover, the prices are benchmark
prices, and the industry even tends to drive down the prices.

Competition
At the basis of the underdevelopment of rural areas, and specifically this lack of
provision of safe drinking water lies the Nepalese Civil War, which lasted until 2006.
After this war, many NGOs ‘s have been founded to provide the Nepalese in rural
areas with clean drinking water. They use various techniques: water tabs, carbon block
filters, small water pumps that purify the water and many other solutions. The main
competitors of NEXUS Centers Nepal are organizations that sell the dangerous water
but tell their customers that it has been purified and that it is totally safe. These
organizations can, thus, sell their water at a very low price, because they do not have
the costs that come with filtering the water. This might be a serious threat to the
existence of the Nexus centers.

Financing
The number of social enterprises is increasing and the support for traditional,
philanthropic, and government sources is declining. Therefore, the competition for
funding sources is increasing. To illustrate, for a specific Dutch Water Fund, there
are 3,000 organizations who apply. Entrepreneurs realize they need to become more
competitive. They feel pressured to be more professional, to increase social impact,
and to be accountable for results. Also, they are forced to look beyond the funds and
explore alternative financing sources. They need to offer high-quality products and
realize social, and perhaps even more important, economic impact.
It has proven to be difficult for social enterprises to attract funding. First, it is evident
that the potential value of the market created is low: To serve their purpose, social
enterprises are often located in poor areas where, although the social value of the
enterprise is high, the economic value tends to be low. Raising prices is not a viable
option because the society is financially not able to keep up with the inflation.
Secondly, there does not exist any widely accepted measurement program to measure
the socioeconomic impact of social enterprises. Social impact is difficul to quantify,
which means that investors are less willing to provide funds for such an ambiguous
project.
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Even if some funds have been raised in the initial stage, it is difficult to maintain this
stream of investments until profits are generated. Traditional non-profit funding (such
as grants and fundraising) is available for the seed stage, in which the enterprises
need to establish their first services and products, but not for organizational
expansion (see Appendix B and C). The traditional funding (market-rate private equity
and debt) in this expansive stage is very difficult to obtain for social enterprises. This
is the case because the enterprises are unable to offer the conventional market-rate
ROI, which causes the lack of new growth and expansion capital needed for these
enterprises. This capital needs to be long-term and risk tolerant (Emerson, Freundlich,
Fruchterman, Berlin, & Stevenson, 2007).
Overholster (2006) claims that the capital needed is such that, when scaled, the
enterprise can be sustained. He argues that “growth capital is used to build the
means of production, [...] [and therefore] cover the deficits a firm incurs en route to
sustainability.” To get this funding for expansion, one must target the right investors.
(Neighbor, Ulrich, Milikan, & Meer, 2010) have shown that there are six kinds of
investors having different motivations and priorities (see Appendix D). The study
has shown that the first three segments, socially focused, safety first and quality,
will contribute to more than 75 percent of the global impact investment market,
currently and in the future. For these segments, the main hurdles for investors can be
summarized by the same five barriers (Kickul & Lyons, 2016): (1) Lack of track record,
(2) don’t know where to find, (3) don’t see advisors recommending, (4) limited advice
available and (5) insufficient ratings/benchmarks.
The common denominator in these barriers is the fact that the industry faces a lack of
efficient intermediation, causing a mismatch in supply and demand of financing, partly
due to high transaction costs.

Financing NEXUS Centers Nepal
NEXUS Centers Nepal initially was funded by Aqua For All, which is a non-profit
organization funded by the water taxes of the Netherlands. Aqua For All invests
money in projects that provide safe water and sanitation services for the Bottom of
the Pyramid. Aqua For All gave NEXUS Centers Nepal the option to obtain a grant and
a recoverable grant. The grant was taken but the recoverable grant was not: repaying
within two year was too soon to be a feasible goal. Moreover, a long-term loan, free of
interest, was provided by Drop For Life, and another grant was obtained from Repic,
which is an organization that provides financing for projects related to (renewable)
energy. All these funds enabled NEXUS Centers Nepal to set up seven centers.
Unfortunately, financing through crowdfunding did not work.

ERASMUS TRUSTFONDS: TEACHING CASE | NEXUS CENTERS NEPAL

7

These centers, plus three water shops that were established at the beginning of the
project, and five schools which were added in 2017, are running at the moment, but
do not generate enough revenue to break-even. If they eventually will make profits,
they are obligated to pay a flat fee. In that case, NEXUS Centers Nepal would be able
to repay loans and eventually reinvest in the centers. For an overview of the current
financial status of NEXUS Centers Nepal, see Appendix E.
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Appendix A
The “Valley of Death” (see figure 1) refers to the fact that many enterprises will fail
to generate a sufficient stream of revenues in order to survive and continue in the
business. Most start-ups, both commercial and social, initially manage to find a source
of funding, yet are unsuccessful in keep finding sources to finance scaling up as a
business and actually make profits.
Breaking down the model
After finding the first round of financing, the firm can start on the research and
development. Clearly, the development does not come for free: Hiring staff is
expensive. Also, operating costs are incurred, while there is not yet a stream of
revenues. Eventually, the product has to be brought to the market, which is costly as
well. Scaling up is only possible when the consumer demand is high enough to meet
the revenues needed to both keep the current office running and to execute the
upscaling project.

Figure 1 Valley of death and pioneering stages
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Appendix B
Besides the three main sources of funding for social enterprises, namely grants, loans
and equity, there are some forms that are in-between these three:
Blended Funding
Combining public funding such as grants or subsidies with private debt or equity
funding. It can also come in the form of a grant and commercial money, both coming
from private funding or vice versa. Private funding is constrained by the risk induced by
the social enterprise, and therefore it is often difficult to obtain funding. While social
enterprises are of great value concerning the provision of a public good in a developing
area, it will not always obtain the funds needed to keep operating. In that case, public
funding is the solution: It reduces the risk for private investors, and therefore, more
private funds can be obtained. However, most of the public funding is strongly linked
to corruption.
Results-Based Financing (RBF)
Group of performance-based funding options. RBF introduces a way of financing by
ticking boxes at the end of each period. This type of funding is beneficial in terms
of administration, accountability, and transparency by connecting the funds to the
performance rate of the enterprise. NEXUS Centers Nepal already has a similar
agreement with one of its investors. Payback is agreed on 70% of free cash flow up to a
multiple of 1.5x the investment. However, monitoring the progress is time costly.
Development Impact Bonds
Public and private sector actors agree on a feasible social goal they want to achieve in
the future. They should also pick a measurement tool to evaluate the progress made.
The private investors are initially funding the project so that the service providers (in
this case, the entrepreneurs) can actually realize the project. After a period of time,
an independent group of researchers measures the effect. If the goal is achieved, the
public sector pays back the investments done by the private sector, plus a return. If
the goal is not achieved, the private investors lose their money.
Philanthropy
A new form of philanthropy is recoverable grants, which are loans that need to be
repaid unless the enterprise is not able to. Another form is the one of enterprise
philanthropy, which are grants with hands-on support.
Crowdfunding
Entrepreneurs will make an appeal to the relatively rich parts of society to make a
small contribution in order to eventually fund the project when enough contributions
are made.
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Appendix C
In addition to Appendix B, the following table describes some more sources of funding
for enterprises in general:
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Appendix D
An overview of the six types of social investors:
Safety First
“I want to know I’ll get my money back and maybe some upside. The social benefits are
secondary.”
Socially Focused
“This is a great way to support the causes that are important to me.”
Quality Organization
“Show me a strong business model and a good track record, and I’ll invest.”
Hassle Free
“If I don’t have to look too hard and it’s a pretty liquid investment, I’m willing to try.”
Personally Recommended
“A business school classmate is a social entrepreneur. I’m happy to invest in his
venture.”
Sceptic
“I keep my charitable giving and financial investments separate. I’m not at all
interested.”
Adapted from: https://thegiin.org/
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Appendix E

Note: Trade Receivables are very high in Q3 to make up for a long period of bad accounting.
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Note: Depreciation of Equipment mainly consists of depreciation on the technology. Hence, the
depreciation on the building itself is relatively low.
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