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Overview

Sample text from an Indian deal below based on an ‘earnings participation right’ model with an agreement to revolve all ‘earnings’ back into mutually agreed upon lines of the operating budget of the business. Note: this term sheet is an example of a soft agreement (or ‘hard grant’) and does not deliver any financial returns back to said investor.

[INSERT INVESTEE DESCRIPTION] 

XYZ is a subsidiary of the XYZ Development Foundation, a registered non-profit voluntary organisation since 199X whose primary aim is to initiate action at the XYZ level for the [INSERT OBJECTIVE HERE].  
XYZ has been able to develop a [INSERT] strategy which channels resources directly to people and associations of the communities, working at the village/watershed level.  The emphasis is on self-help participation and the belief that average villagers have the desire, the right and the capability to promote their own welfare and prosperity and to participate in the decisions (monetary, strategic and otherwise) that affect their lives.

Also implied in the mandate of XYZ and incorporated in its approach and methodology is the promotion of the entrepreneurial spirit— the belief that people can determine their own destiny, establish goals, take risks and invest their time and energy to achieve their aspirations for a better life.  
XYZ spearheads programmes which focus on improving the quality of life of [INSERT] communities through sustainable community development strategies, training and technology transfer, micro enterprises and marketing by strengthening the capacity of local organisations which are being promoted as new forms of self-sustaining commercial organisations.  

XYZ, which was formed by team members of XYZ who branched out to establish a collective of several self-help groups, in the year 200X.  Each year XYZ has been able to distribute X as bonus to producers in proportion to individual participation in the total business. It is also significant to note that XYZ has functioned as a commercial enterprise, without any grant-in-aid, even though the organization invested in building upon the capacity of people and enabled the formation of a social platform, aspects which are usually not within the mandate of a regular business enterprise.

In addition to these, XYZ also supports excellent activities in the areas of A, B and C.  

· ELABORATE HERE
Recommendation

Investment:  £XX,000

This organization is well run and efficient, with a strong ethos of sustainability and community empowerment.  Turnover levels of each separate line of activity span from £XK to £XK.  All XYZ enterprises make a profit.  

The following funding is required to scale out of the main areas of business:

Activity






Rs. in Lakhs

1. A








XX.00


2. B








X.00
        

3. C


                                              

XX.00


4. D

                                                       
 
XX.00


Total of 1 to 4






Rs. XX.00 lakhs

Add 10% as Administration Costs



Rs.   X.00 lakhs

Grand Total                                                    
Rs. XX lakhs 









or XX,000 pounds

Of which, XYZ would contribute                   

Rs.   X lakhs

Therefore, total funds required = Rs. XX lakhs or XX,000 pounds.

IMPACT:  

This investment would benefit X NUMBER OF resource-poor households with a population of X people. The per capita investment is approximately Rs. X or Rs. Y per household, which is roughly X pounds per capita or Z pounds per household.

Term Sheet 
April 15, 2008
1. This Term Sheet sets out the terms under which NAME OF INVESTOR (hereinafter referred to as “XYZ”) will make an investment into NAME OF INVESTEE/XYZ (hereinafter referred to as “XYZ”), which recognises and is consistent with the status of XYZ.
2. INVESTOR will invest GBP £XX,000 into XYZ for an Earnings (EBITDA) Participation Right.
3. The investment equally into two tranches: GBP £XX,000 with immediate effect and GBP £XX,000 upon INVESTOR being satisfied following a review of the activities of XYZ that it has achieved the following targets within six months of operation:
3.1. A
3.2. B
3.3. C
3.4. D
3.5. E
4. The Earnings Participation Right requires XYZ to transfer and hold a minimum of 6.5% of XYZ’s gross annual EBITDA in a separate ‘INVESTOR-XYZ Revolving fund’ bank account, (this should equate to  Investment Return Rate (IRR) of at least X% over a 10 year period from start date of this term sheet based on current financial projections). This transfer will be made within 10 days of the completion and signing of the Audited accounts which will be completed within 3 months of financial year end.  In the event XYZ does not make this payment, it will remain a first priority payment for the business accruing at a rate of X% per annum.
5. However it is agreed that as long as XYZ does not spin out a full commercial entity, INVESTOR will not require the creation of the INVESTOR-XYZ Revolving Fund.   
6. It is further agreed that a plan will be developed outlining the roadmap towards spinning out of XYZ an independent, sustainable commercial entity (target Q1 2009).  This will possibly be called ‘XYZ Producers Company’. INVESTOR will provide assistance (as per needs, discussed and agreed upon with XYZ) in determining this roadmap.

7. Upon the creation of XYZ’s fully commercial ‘producer’s group’ entity, XYZ will place said funds in the INVESTOR-XYZ Revolving fund account as a first priority payment of earnings participation proceeds 

8. XYZ agrees that:
8.1. All monies generated by XYZ from the earnings participation payments will be reinvested solely into the growth and scale-out of XYZ and its directly related lines of business OR into the development and growth of a related 2nd producer group with the same social objectives as XYZ/XYZ. 

8.2. Any payments Reinvested as set out in 8.1  should only be applied as follows:
EXAMPLES BELOW:

· Hiring of specialised organisations/individuals capable of enhancing the scope of the Business, through critical inputs like Design, New Products, Packaging Ideas, Standardisation Processes, etc.
· Increasing installed capacities of existing processing unit/s 
· Introducing improvements in terms of appropriate technologies regarding processing, storage and packaging facilities.
8.3. Any proposal to create a 2nd producer group associated with XYZ shall be discussed with INVESTOR and will be bound by the same conditions as mentioned in points 2, 3, 4 and 5 below.
8.4. INVESTOR will have Board Representation in any/all new “producer’s group” commercial entities spun out by XYZ.
8.5. INVESTOR’s consent will be required for: 

· Any new investment of greater than £XK [in aggregate]

· Annual budget of the Producers Company
9. Reporting and communication requirements: XYZ agree that they will provide INVESTOR with the following:
9.1. A quarterly investor pack of information to be produced with 4 weeks of the end of each quarter.  Each report will include: 

· P&L account for the current month and year to date with a comparison against budget

· cash flow statement

· balance sheet (includes status of accrued INVESTOR proceeds in said ‘INVESTOR revolving fund’ bank account)

· Rolling Cash flow forecast for the next 12 months
· Return on Capital Report for each of the lines of business (A, B, C, and D).
9.2. An annual Business development report (for new initiatives or scale out of old ones to new areas) including key performance indicators (KPIs):
· Evolution of each of the X main lines of business

· What share of the consumers’ rupee reaches the producer?
· Market penetration within X region vs. metro centres?
9.3. An annual update of Social Impact indicators 
· Track the annual increase in supplementary incomes to all categories of producers in the four divisions on an annual basis. 

· Track the utilisation of such incomes, vis-à-vis education, health, and shelter.
· Track growth in the quality of leadership amongst producers and producer-groups, i.e., increased participation in XYZ democratic structures like Z institutions.

10.  It is implicit in the structure of this transaction that a) XYZ wishes to continue to grow and scale as a commercial enterprise, b) further investment as the business matures is desirable.
Signatures:

	On behalf of INVESTOR 


Name: 

-----------------------------------

Position: 

-----------------------------------


	On behalf of INVESTEE

Name: 

-----------------------------------------

Position: 

-----------------------------------------




This document is illustrative only and is by no means a representation of any recommendation or advice in any form by the Artha Platform or its representatives or associates.


