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A one per cent solution

Carlo Umberto Bonomi, senior partner
of InvestIndustrial, has an idea - if you
were to get all European venture capital
and private equity funds to give one per
cent of their profits to charity and man-
age them centrally and efficiently, you
would raise an annual sum big enough
to have a significant impact on a multi-
tude of social problems. He outlined the
idea at the EVPA conference in Septem-
ber. We asked him to explain in more
detail how it would work, how realistic a
prospect he considered it and what ob-
stacles he foresaw to its achievement.

: ey It's what InvestIndus-
2 o trial, a southern Euro-
r , I‘ C pean industrial private

o equity fund (www.

InVest (of childin investindustrial.

) : com), itself does in
respect of its own cor-
porate foundation, In-
vest for Children (i4c)

(www.invcati'os‘cir:'i~:i;"-;';1.r:n-';;). The compa-

ny (InvestIndustrial is the Private Equity arm

of the BI-Invest Group) founded Invest i4c
ten years ago as a channel for its corporate
giving. It reflects, Carlo says, the founding
members’ ‘vocation to do charity work, but
we wanted to give a professional and efficient
direction to that work.’ So two years ago, In-

Invest ndustra



vestIndustrial devised the idea of giving one
per cent of what it made - from the capital
gain on the sponsor’s commitment to funds,
through the capital gain on the team’s com-
mitment to funds, carried interest earned on
funds, the profits of the management compa-
ny, as far as the founding partners’ salaries
- to charity. When the idea was proposed,
all InvestIndustrial’s founding partners said
yes ‘and “closed the deal” immediately as
the compelling reasoning is clear. Previously
there was a lot of goodwill but no real strat-
egy behind our giving.’

A one per cent club

Now, he wants to roll out the idea, and to per-
suade private equity firms in Europe to adopt
the same strategy and to set up a central
organisation to manage the resultant funds.
There is a straightforward argument for this,
he believes - efficiency and the leverage that
the amount of capital raised would provide.
You would at a stroke take away the costs of
running an individual corporate foundation.
‘If we had such a fund,’ he says, 'I would fire
everyone in my foundation tomorrow.’ ‘The
biggest problem in charity is inefficiency,’ he
believes. ‘You can't be egoistic and just look
at what you want to do locally because ego-
ism is inefficiency. In today’s world philan-
thropy must be seen as a business and you
must look at how to get the best return on
your investment because the needs we're
trying to address are so big.’

Ideally, he would set up such a central man-

agement fund with a well-paid Chief Execu-
tive of proven pedigree. ‘You'd go to private
equity firms, tell them the idea - we've got
this fund managed centrally and by the way,
the CEO is Jack Welsh [the successful CEO
behind General Electric] for example. This
year, we'll give 300 million Euros to tackling
malaria and the money will come in on day
one.’ As this last remark indicates, another
important aspect of the plan for Carlo is con-
centration of the fund’s object. ‘All the money
should go to one project each year, wheth-
er it's multiple sclerosis, HIV/AIDS, malaria,
Downs Syndrome or whatever, because my
experience tells me - focus, focus, focus. I'd
rather have five successful big projects than
two hundred smaller ones....let's not compete
between InvestIndustrial, 3i, Apax, Black-
stone, CVC, KKR etc, on the subject of phi-
lanthropy, let's put the money to work like
we do in the private equity industry so we
can be efficient in giving.’

‘As an example,’ he says, ‘I admire Bill Gates,
but I admire Warren Buffet more because he
saw that using the Gates Foundation could
leverage his money better than using his own
foundation. But he also told them "I want a
seat on the board and you'd better tell me
where you put my money” so they're ac-
countable.

How would it work?

So a central fund would administer the mon-
ey, but who would decide where to spend
it? His view is that there should be an in-

dependent body, whose members the equi-
ty firms would nominate but on which they
would not be directly represented. ‘They'd be
elected every five years and they would de-
cide where the money goes and no project
gets funded twice.’ But he insists that the de-
tails of the project can be safely worked out
in due course as participants join the project.
For the present, the main task is to persuade
people to buy into the concept.

He is doing this through personal contact
with family or largely-family run private eq-
uity companies in southern Europe because
‘their decision-making processes, as family-
run businesses, is much faster on this sub-
ject.! (The founding partners of InvestIndus-
trial and i4c are Bonomi family members).
It won't happen overnight, he acknowledg-
es, but basically, he believes it is a winning
formula because ‘the argument is so com-
pelling.” What he is proposing is in effect a
reform and rationalisation of corporate phi-
lanthropy in Europe, at least among private
equity firms. His scheme would provide a
definite amount of corporate giving, direct-
ed at one social problem, and would remove
the need for the whole apparatus of corpo-
rate foundations.

In practice

He admits, though, that there are certain
big constraints to his vision. In practice, he
says, though it would be wonderful if all pri-
vate equity firms in Europe were to join his
1 per cent club, most will be restrained by



their own systems and regulations. This is a
second reason why he is concentrating his
proselytizing efforts on family or largely fam-
ily-run foundations.

Institutional investors account for 72 per cent
of investments over the past 5 years. The re-
maining 28 per cent are ‘family-related’ in-
vestment funds, and, based on a net 2 times
return (that is, a doubling of the sum in-
vested) on investments which, is ‘the indus-
try average’ and the official European Ven-
ture Capital Association figure, his one per
cent scheme could generate from these some
€92 million. And there is still the possibility of
some of the institutional investors chipping in
and an unknown amount from management
company profits. ‘If all Venture Capital firms
and Private Equity firms in Europe gave 1 per
cent,” he calculates, ‘we are talking approxi-
mately €350 million per annum!’

However, even discounting the institutional
investors and taking the smaller figure which
Carlo’s pragmatism suggests, ‘we're still talk-
ing about big numbers.” No-one would dis-
pute that, but governments and multilater-
al agencies invest substantially more in the
kinds of problems he is talking about without
solving them. Why does he think his scheme
would succeed where public money has not?
‘Because,’ he argues, ‘what I'm proposing is
more accountable and efficient. Government-
funded initiatives are great on two counts:
they happen and they tend to have a fair
amount of money...but they also have two
problems: they happen late because of bu-
reaucracy and they tend not to be efficient,
because there is usually a lack of accounta-

bility. I therefore would like to see a full “out-
sourcing” of government charitable funds so
the end user gets the best of two worlds: a
lot of it and fast.’

Suppressing individual preferences
for common benefit

If there is an obvious advantage for family-
led firms in the economy of the idea, there
are obstacles to be overcome too. The big-
gest problem, he thinks, is that families often
have their own preferential objects of giving,
and ones which resonate with them personal-
ly. Participants would have to accept that the
money would not necessarily go to the area
to which they traditionally give. It's a hur-
dle that the Bonomi family has already con-
fronted and mentally overcome - one of the
family has Downs Syndrome and this is the
area that i4c concentrates on. And, again, he
believes that the common benefit potentially
served by pooling resources provides an un-
answerable argument.

A variant of this problem is that of parochial-
ism. If, for example, he's talking to companies
in Italy and in Spain, won't those companies
want their money to go to Italian causes or
Spanish causes? He thinks that, at first, this
may well be the case and, in fact, having re-
gional associations of the one per cent club,
so to speak, may be the most practical way to
get the scheme going in the first place. ‘I can
get twenty Spaniards round a table in Madrid



tomorrow and that’s maybe easier than get-
ting together ten Spaniards, five Italians, a
German, a Dutchman or whatever and get-
ting them to agree - and maybe they solve
a purely Spanish problem.” That would be a
beginning to what he sees as a long process.
‘Let’s face it, it will take time but maybe ten
years down the line, we’ll have a European
fund where people have overcome their pref-
erences and that can put significant money
into one cause or problem.’

Finally, he believes there are two more over-
riding reasons why his idea can and will work.
‘First, our generation is much more open. It's
got a wider field of experience than the last
one and it's seen more of the world. Second,
our generation cannot afford not to do some-
thing. The gap between the rich and the poor,
the haves and the have-nots is expanding.
We have a duty to really make it happen.’

Carlo U Bonomi is senior partner of In-
vestIndustrial. He can be contacted at
cub@investindustrial.com

For more information on i4c, see
www.investforchildren.org



