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foreword

Since we published Philanthropy’s New Passing Gear: Mission-
Related Investing in early 2008, the investment and philanthropic
landscape has changed dramatically. Despite the global
economic volatility we have seen in the past year, and perhaps in
part a result of it, interest in impact investing — creating social
and environmental impacts in addition to investment returns —
has grown significantly. Investors are creatively challenging the
status quo in order to address major problems such as poverty,
climate change and the inequality between rich and poor.

While organizations serving the needs of investors and
philanthropists interested in this approach have begun to
multiply, and new tools are being developed to provide insights
into how people and markets interact, barriers still exist. There
is a clear need for established best practices and for practical
guidance in developing an asset allocation framework; sourcing
investment opportunities; performing due diligence on
managers and opportunities; understanding the behavioral and
external factors that motivate investment decisions; analyzing
risk and return from a financial, social and environmental
perspective; as well as measuring and benchmarking the
performance and impact of these types of investments.

The pathways to scaling social and environmental
innovation are also changing. Collaborations among the public,
private and social sectors have proliferated as governments have
responded to the current financial crisis and sought to find
innovative means to address these challenges. While
philanthropy has always relied on other sectors to co-create and
sustain social change, the fact remains that governments and
traditional philanthropy do not have sufficient funds to address
the world’s most serious problems. Commercial capital and the
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tremendous power of market forces will have to be part of
the solution.

Solutions for Impact Investors: From Strategy to
Implementation aims to increase the rigor with which impact
investors frame their investment decisions and demonstrate
the integration of impact investing across asset classes. In
conjunction with the team of academics and practitioners who
have produced this monograph, Rockefeller Philanthropy
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Chapter 1:

Introduction

From Strategy to Implementation: How
can our investments make a difference?
How can we maximize our impact?

“Impact Investing seeks to generate social and environmental
impacts in addition to financial returns.”

As we look out at the challenges facing the world and the limits
of the current resources addressing them, we see impact
investing playing a central role in bringing forward real
solutions. We believe impact investing can create social good at
scale and begin to address some of the world’s most pressing
problems where commercial markets and donor-based programs
have not. The sharp dichotomy between profit-maximizing
financial investment and “give-it-away” charity is gradually
losing its edge. Jed Emerson has used the term “Blended Value
Investing” to describe this combination of investment and
philanthropy. He concisely framed the concept in the following:

“There is an idea that values are divided between the financial
and the societal, but this is a fundamentally wrong way to view
how we create value. Value is whole. The world is not divided
into corporate bad guys and social heroes.”*
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However, if we want to ensure that our good intentions
create real impact, these aspirations must be supported by a
well-considered investment strategy and a rigorous execution
process. Impact investors are now able to execute strategies
across a range of asset classes, risk-adjusted financial returns and
impact themes — these investors face the challenge of selecting
outstanding impact investments directly or indirectly through
the appropriate funds which, in turn, evaluate and select the
impact investments. Given the growing opportunities in today’s
marketplace, these strategies can and should be driven by an
impact investor’s dual goals of addressing specific social and/or
environmental impacts while seeking an appropriate level of
investment return. Our team of academics and impact
investment practitioners set out to explore the structures and
processes impact investors can use to tighten the link between
investment decision-making and generation of impact. We have
chosen the broader term “impact investing” in this monograph
since its relevance extends to individual and institutional
investors in addition to philanthropic investors such as
foundations where mission-related investment would describe
this activity.

As we seek to create impact and investment return
simultaneously, the framing is critical. By clarifying our
definitions of investment and impact, we can better understand
some of the assumptions and views people bring to this field.

Impact: a meaningful change in economic, social, cultural,
environmental and/or political conditions due to specific actions
and behavioral changes by individuals, communities and/or society
as a whole.?
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Investment: the choice by an investor to risk his or her assets with the
goal of a financial gain in the future.

Are these two objectives at cross-purposes? Must we
sacrifice return in order to generate impact, or conversely, must
we dilute impact to gain additional financial return? Is there a
middle ground between creating dependencies through
grantmaking and sacrificing long-term sustainability to achieve



These investors may be driven by fiduciary requirements as in the
case of pension plans.

2. Impact First Investors seek to optimize social or environmental
returns with a financial floor. This group uses social/environmental
good as a primary objective and may accept a range of returns, from
principal to market-rate. This group is able to take a lower than
market-rate of return in order to seed new investment funds that
may be perceived as higher risk, or to reach tougher social/
environmental goals that cannot be achieved in combination with
market-rates of return.

Looking across the universe of impact investors, it is
important to keep this distinction in mind in order to
understand the investment opportunities specific impact
investors will pursue. However, investors may also make both
financial first and impact first investments. This clear separation
between financial returns and impact may be less appropriate for
investors who use a broader, more integrated approach —
including both financial and non-financial factors — when
evaluating their investment opportunities.

The Target Audiences

Solutions for Impact Investors: From Strategy to Implementation is
written from the perspective of the impact investor supplying
the capital rather than the enterprises using the capital. Our
expected audience includes investors who may have already
made impact investments, but have not yet connected these
investments to their overall investment strategy, and traditional
investors who have not made impact investments and struggle
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with how impact investing can be integrated into pre-existing

asset allocation and portfolio management models. While we

acknowledge the important role which grant-based philanthropy

can play in furthering social and environmental goals, it is not

the focus of this monograph. Interested readers include:

» Philanthropic investors seeking to enhance their knowledge of
social, mission-related and program-related investments;

 Individual investors (e.g., high net-worth individuals);

« Institutional investors (e.g., pension fund managers); and

= Advisors (wealth management advisors, investment advisors
and family trust advisors) seeking to provide their clients with
impact investment opportunities.

Publication Goals

In writing this monograph, our main goal is to provide impact
investors with tools to tighten the link between their investment
decisions and impact creation. Our intent is threefold: to attract
more capital to impact investing; to assist impact investors as
they move from organizational change to executing and refining
their impact investment decision-making process; and to narrow
the gap within foundations between program professionals and
investment professionals thereby contributing to a mutual
understanding and implementation of a portfolio approach to
impact investing.

Additionally, we intend to help break down the barriers
making it difficult to identify opportunities in impact investing.
To this end, we provide examples throughout the monograph
and at www.rockpa.org/impactinvesting of impact investment
opportunities in most major asset classes.

Chapter 1: Introduction 13






= Creating new impact-related processes AND operating within
strict investment policy discipline;

= Optimizing for environmental & social impact AND applying
the rigor of investment management tools;

e Investing in new markets & asset classes AND maintaining
exposure to traditional investment strategies;

e Embracing new business models AND adhering to recognized
financial theory;

= Evaluating impact performance AND subjecting investments
to recognized financial benchmarks; and

e Expanding the scope and scale of philanthropic capital AND
maintaining adherence to fiduciary responsibilities.

Throughout this monograph, we illustrate how the
impact investor can embrace the Genius of AND to successfully
develop and execute a rigorous approach, utilizing existing
portfolio theory and investment discipline.

Uncertainty and Risk

The generation of investment returns and impact requires us to
take actions we hope will deliver positive social and financial
returns in the future. Whether making a loan or funding a
program, this desired future outcome is subject to risk. We must
understand that both investing and generating impact operates
under uncertainty. Given this uncertainty, we need to stay alert
to both the societal changes we seek and the changing
investment environment and formulate clear investment policies
to express our risk preferences and ensure well-informed and
focused investment decisions.

Chapter 1: Introduction 15



Behavioral Finance and Impact Investing

In addition to embedding impact investing within the traditional
investment framework of risk and return, we would like to
explore how elements of behavioral finance can be applied to
the discipline of impact investing. Traditional finance uses
models in which people are self-interested and rational. While
this framework is appealingly simple, evidence from psychology,
economics and finance indicates that both assumptions are
unrealistic. People can be altruistic and less than fully rational.
With the study of rationality, the behavioral finance literature
emphasizes that both investors and managers of firms deal with



most of us ‘satisfice’ rather than optimize, meaning that we are
content with decisions that achieve some goal with which we
shall be satisfied, rather than delaying a decision until we find
the absolute best alternative;

= Recognize that you, and others, will be relying on rules of
thumb to make your decisions; and

« Recognize that the challenge is to find sensible rules of thumb.
Indeed, one goal of this monograph is to provide sensible
heuristics for impact investing.

Throughout the monograph we highlight behavioral
finance issues, how they affect investment decisions, and how
these issues can be addressed in the context of impact investing.
Along with specific guidelines, we also provide general
suggestions for mitigating bias. Finally, we help investors
develop a menu of sensible behavioral finance questions to assist
in the investment evaluation process.

Challenges Ahead

Translating impact investing from a concept into action raises

several challenges we wish to address:

 How do impact investors formulate a strategy to support their
mission and values and then find the appropriate investment
opportunities to realize that strategy?

e How are impact investors’ intentions to create financial
returns and a social or environmental impact captured in the
evaluation and selection of impact investing opportunities?

= What is the appropriate operating framework for evaluating
impact investing options?

= Given the broad universe of potential impact investments, how
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can impact investors most efficiently and effectively make
these investment decisions?

* How can investments be made at sufficient financial scale
without diluting the impact?

e How can organizations develop an impact investing policy to
address strategic and governance issues?

= What are the organizational changes needed to implement
impact investing and how can impact investors select the right
advisors and partners?

= What are the appropriate legal structures for impact investing
vehicles?

e How can impact investors evaluate the trade-off between a
focus on specific impact themes and the need to apply
portfolio diversification and asset allocation tools most
effectively?

* How can impact investors integrate aspects of behavioral
finance?

To provide a framework in which impact investors can
move toward action, we separate impact investing into two
distinct activities:

(1) Establishing an Impact Investing Strategy; and
(2) Implementing and Maintaining an Impact Investing Strategy.

The Impact Investing Cycle

Establish Strategy

Implement and Maintain Strategy

Articulate Create Define Develop Generate  Analyze Evaluate
Mission Impact Impact Impact Deal Deals Impact
and Themes Investing Flow

Values Policy

18
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We first outline how an impact investor can develop a
strategy and then translate that strategy into concrete
implementation steps. In this split between strategy and
execution, we see the Impact Investing Policy as the critical link.
The Impact Investing Policy is the tangible result of establishing
an Impact Investing Strategy. It explicitly articulates hypotheses,
or theories of change, about how the investment will generate a
social and/or environmental impact. To date, these assumptions
have not typically been rigorously defined, and investors have
relied on loose theories of change in order to support their
investments. Most impact investors have expended considerable
effort in developing and articulating their mission and are now



projects inspired by the work of social philosopher Rudolf
Steiner. Today, RSF’s mission is to transform the way the
world works with money by providing innovative investing,
lending and giving services that address key issues in the areas
of Food & Agriculture, Education & the Arts, and Ecological
Stewardship.

e The KL Felicitas Foundation (www.klfelicitasfoundation.org),
a California-based private family foundation, was established
by the Kleissner family in 2000 with the following mission: to
enable social entrepreneurs and enterprises worldwide to grow
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harnessing the Genius of AND to effect real change across
impact themes ranging from community-based water projects in
the developing world to improving education in the US. We
hope to inspire you to roll up your sleeves and take on the hard
but rewarding work of impact investing and make its promise

a reality.

1 www.blendedvalue.org

2 “McKinsey’s Approach to Learning for Social Impact,” Discussion Paper, Draft June
2009.

3 Freireich, Jessica and Katherine Fulton, “Investing for Social & Environmental
Impact,” Monitor Institute, 2009.

4 Collins, James C. and Jerry I. Porras, “Built to Last: Successful Habits of Visionary
Companies,” 1997.
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Chapter 2:

Articulating Mission
and Values

Establish Strategy Implement and Maintain Strategy

Avrticulate a D Develop Ge Al Evi
Mission | | Impact De D |
and 1 Investing Flo

Values Policy

The Road Map

Your impact investing strategy should be firmly aligned with
your personal or institution’s core values and mission. Reflecting
Rockefeller Philanthropy Advisors’ own mission of helping
donors create thoughtful, effective philanthropy throughout

the world, the following questions were developed as a
Philanthropic Road Map to assist donors in structuring their
goals and missions. We have adapted this Philanthropic Road
Map to become the Impact Investing Roadmap. This tool can
help you clarify your motivations, select impact themes,
determine your approach to these issues and structure your
actions. Consider the following questions as a way to determine
your current position and clarify assumptions before formalizing
an impact investing strategy.

Motivation: Why are you interested in impact investing? Some
answers include: seeking an enhanced financial return while
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making positive social and/or environmental impacts; heritage;
expression of values; leaving a legacy; affiliations; causes;
involving younger generations; environmental awareness; social



Evaluation: What is your time horizon and level of
engagement? What is your tolerance for risk? How do you
define success or progress toward your goal?

The complete Impact Investing Road Map should
identify your motivations and issues, define your goals and
approaches for key issues, and select the appropriate types of
investments. It will become part of your Impact Investing
Policy. Based on this Road Map, you will be in a position to see
and assess results, and adjust as needed. Your mission and values
can then be operationalized through the appropriate legal
structures and investment vehicles.

Applying the Road Map/Articulating
the Mission

We first present how RSF Social Finance, the KL Felicitas
Foundation and The Calvert Social Investment Foundation
developed their missions, created their impact investing
philosophies and identified their impact investing themes. We
also note how they approach financial first and impact first
transactions and select their partners and advisors. We then
highlight how they have translated their strategies into concrete
impact themes in order to reflect their theories of change. And
finally, we share how they are applying tools such as asset
allocation and portfolio theory to deal generation, due diligence,
portfolio monitoring and a customized evaluation process to fine
tune their strategies over time.
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RSF Social Finance

RSF Social Finance (RSF) was incorporated in 1936 and until
1983 engaged exclusively in fundraising and charitable giving to
organizations inspired by the work of Austrian social
philosopher Rudolf Steiner. In 1984, RSF began providing
direct loans to organizations that likewise supported Steiner’s
insights on associative economics and social renewal. Then, in
the late 1990s, RSF expanded its mission to serve a broader
range of clients with compatible values and intentions, including
those engaged in non-profit and for-profit social enterprise.
Today, RSF offers investing, lending and philanthropic services.
RSF strives to create innovative financial vehicles that not only
generate deep social and environmental impact, but also foster
community among participants. RSF currently has more than
1,000 clients and $130 million in consolidated assets, and has
made over $190 million in loans and over $90 million in grants
since 1984.

RSF frames all of its work in terms of an overarching
purpose to transform the way the world works with money.
This purpose is informed by the following set of core values:
Spirit: The primary role of money is to serve the highest
intentions of the human spirit.

Trust: People are best served by financial transactions that are
direct, transparent and personal, based on long-term
relationships.

Interdependence: Economic success will be defined by social
and ecological impact, not by financial results alone.
Community: Networks and associations will be increasingly
important in the circulation of money.
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Innovation: A deeply entrepreneurial culture is required to
generate breakthrough ideas at the intersection of social change
and finance.

Equality: All those seeking to align their values and their money
will have access to opportunities for investing, lending and giving.

With regard to impact investing, RSF offers funds
designed to serve a range of individual and institutional
investors. The funds include a core lending program of
short-term notes supporting non-profit and for-profit social
enterprises; a mezzanine debt fund providing growth capital for
for-profit social enterprises; and a program-related investment
(PRI) fund designed for foundations wishing to invest in PRIs
but lacking the in-house capacity to do so.

KL Felicitas Foundation

The KL Felicitas Foundation (KL Felicitas) founders, Charly
and Lisa Kleissner, first became interested in sustainability,
mission and social investments as a way to break down the
“value/ethic firewall” between their personal and business lives.
Impact investing is a logical extension of their core beliefs. It
enables the foundation to use a wide range of investment
vehicles to support social enterprises, including grants, social
loans, loan guarantees and private equity. Impact investing also
allows family foundations like KL Felicitas with assets of
approximately $10 million to maximize their impact by
augmenting annual grantmaking with the effects of an
investment strategy aligned with their mission. The Kleissners
apply the following approach/values to their personal lives and
work including their role as trustees of the foundation:
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e Commitment to high touch;

« Belief that a grass-roots approach is more successful and
sustainable than a top-down approach;

= Belief that systemic societal problems can be addressed most
effectively through cross-sector partnerships, market forces
and/or hybrid solutions;

= Commitment to leverage as many aspects of the foundation’s
structure and activities as possible; and

= Commitment to considering the holistic impact of everything
they do.

Calvert Social Investment Foundation

The Calvert Social Investment Foundation (Calvert Foundation)
was launched in 1988 with the mission of maximizing the flow
of capital to disadvantaged communities. Although it was
launched with the support of Calvert Group, Ltd., and major
national foundations, Calvert Foundation operates as an
autonomous non-profit entity. Calvert Foundation’s investment
philosophy is to provide investors a modest financial return
while generating a high social impact. The foundation is able to
provide needed capital to underserved markets while seeking to
control risk for investors. Calvert Foundation places loans
primarily with affordable housing lenders and developers, small
business lenders, microfinance institutions and other community
development organizations that have a track record of success.
Calvert Foundation operates three main programs:

Community Investment Notes:



foundation paying investors a below-market fixed interest rate.
Investors accept this below-market interest rate in exchange for
supporting the positive social impact generated by Notes
proceeds. These proceeds are invested in a diversified pool of
high credit-quality non-profit financial intermediaries, federally-
insured community development banks and credit unions,
affordable housing developers, marketable fixed income
securities, microfinance institutions, fair trade cooperatives, and
for-profit social enterprises. As of year-end 2008, Notes sales
exceeded $158 million to more than 4,600 investors.

Community Investment Partners:

Community Investment Partners (CIP), Calvert Foundation’s
business services unit, offers consulting, analysis, asset
management and capital markets solutions to institutional and
individual investors who wish to create or enhance their
community investment programs, and to organizations wanting
to raise capital through non-traditional distribution networks. At
year-end 2008, CIP was servicing 26 clients, representing an
additional $66 million in community investment assets under
management.

Calvert Giving Fund:

The Calvert Giving Fund, Calvert Foundation’s socially
responsible donor-advised fund, provides donors opportunities
to: make tax-deductible donations to the Giving Fund; invest
their donated assets in the Calvert Group socially-screened
mutual fund Notes, or alternative socially responsible
instruments; and recommend donations to non-profit
organizations around the world. Calvert Giving Fund was
launched in 2000, and at year-end 2008 had net assets of over
$26 million from 413 donor-advisors.
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Impact First, Financial First and Blended
Transactions

As demonstrated by RSF, KL Felicitas and Calvert Foundation,
impact investors can have distinct approaches to the question of
financial return and impact. Calvert and RFS offer impact first
only investments to their clients. KL Felicitas utilizes all three
types of investments in their portfolio — impact first, financial
first and blended transactions.

In some circumstances, investors with different return
requirements will co-invest in the same enterprise or project. In
these collaborative deals, it makes sense for the financial first
and impact first investors to combine capital to fund the
transaction. This type of structure is also widely used by the
public sector to attract capital into particular target programs or
industries (e.g., the US Federal Government’s Low Income
Housing Tax Credit or the International Finance Corporation’s
risk-sharing structures with private investors). In these
structures, the impact first investors must be very clear as to
how their subsidy of financial first investors is increasing the
overall impact and capital of the project and not just de-risking
the deal for the commercial investors.

KL Felicitas supports the view that many systemic
approaches to social issues require a partial subsidy in the form
of a grant or a PRI. In these deals, the partial subsidy often
reduces the risk for the financial first investment in a partner
organization. These types of hybrid investments should ideally
achieve an impact that could not otherwise be accomplished.
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e Community Development;

e Social Enterprises;

e Health & Wellness;

= Sustainable Development; and
e Education.

The impact themes RSF, KL Felicitas and Calvert
Foundation have used to define their impact investment
activities provide insight into how impact investors are
translating impact goals into investment themes. Even among
these impact investors, there is a clear diversity of impact
themes. The integration of impact themes across investment
asset classes is presented in Chapter 5.

RSF Social Finance:

RSF’s impact themes are derived from its three impact focus
areas. Food & Agriculture; Education & the Arts; and
Ecological Stewardship. Food & Agriculture supports
diversification, region-first approaches and sustainable practices.
Education & the Arts invests in initiatives that address the
intellectual, emotional, aesthetic and