














6 Foreword

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
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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

















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,
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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



























KL Felicitas Foundation:
KL Felicitas Foundation’s mission is to enable social
entrepreneurs and enterprises worldwide to grow sustainably,
with an emphasis on rural communities and families. These
social enterprises can be for-profit ventures, non-profit ventures,
or hybrid ventures that combine the passion and aspiration of a
social/environmental mission with the discipline, innovation and
determination commonly associated with a for-profit business.
These social enterprises should have one or more of the
following characteristics: (1) they provide goods and services 
for the poor or disadvantaged, and/or (2) they employ people
from the poor or disadvantaged, and/or (3) they are majority
owned by the poor or disadvantaged communities. KL Felicitas
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• Impact analysis is provided separately by a specialist and must
be coordinated with traditional financial advisors’ workflows.

Despite these challenges, new service providers have
emerged to provide solutions due to the pioneering efforts of
impact investors throughout the field. These new service
providers include institutional consulting firms, global asset
management firms, private banks, specialized product providers,
boutique advisory practices and thematic research providers
along with peer networking and collaborative investor groups of
impact investors. These impact advisory service providers are
helping to break down the barriers and build the field of impact
investing.
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Guarantees
Guarantees are another important tool impact investors use to
mitigate the credit risk created by an organization when it
receives a loan from a bank or other lending institution. You can
use your assets as collateral to provide security (guarantee) to an
organization based on this collateral. Unlike other impact
investments, a guarantee may not require upfront deployment of







funds based on RSF’s cost of capital, as is typical for many non-
profit intermediaries. Beginning in 2004, RSF designed a
traditional socially-responsible investment (SRI) program (i.e.,
screening and active ownership strategies) by contracting with
several SRI asset managers within three portfolios — Equity,
Fixed Income and Cash. Investments were primarily in public
equity, public debt and cash, making it difficult to determine the
degree to which investments were aligned with RSF’s mission
and theory of change. In 2005, RSF moved to a more directly
managed SRI program with one institution providing expertise
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Source: Meyer Memorial Trust
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communities become self-sufficient. We know from experience
that both governments and markets can fail, and some of those
failures present opportunities for impact investors. Altruism and
narrow self-interest co-exist in most people. For most people
there are limits to how much they are willing to sacrifice in
order to help others. Some impact investors are willing to accept
lower financial returns relative to risk in exchange for
generating a social benefit, or what some might call a social
return. Others are willing to engage in impact investing, as long
as they do not need to sacrifice financial returns while pursuing
impact objectives.

Behavioral finance has several implications when it
comes to impact investing. First, impact investing adds value
when it is able to counter some form of market failure. Second,
investors will benefit if they understand the psychology which
underlies a market failure. Third, the activity of impact investing
will increase if investors become more comfortable with it. In
his book The Management Illusion, Hersh Shefrin developed a
checklist for managers to test whether they are subject to
behavioral biases. This checklist is also useful for assessing
impact investment opportunities. Below you will find examples
of these behavioral biases. Each example is presented in three
parts: a definition; diagnostic questions; and an illustration of
the concept.

1. Overconfidence — Investors overestimate their ability and
the accuracy of the information they have.
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on the systemic overconfidence of investors — particularly the
senior managers of large Wall Street investment banks such as
Bear Stearns.8

2. Unrealistic Optimism — Individuals attach too high a



50 Chapter  4 :  Def ining Impact

5. Availability Bias/Recency Effect — Investors overweigh
readily-available information, e.g., by overstating recently
observed events.
• Are we placing too much weight on evidence that is in front of us, or

easily recalled, and insufficient weight on information that is harder
to obtain, or less easily recalled?

Impact investors investing in alternative asset classes sometimes
only review a very small slice of data to make their investment
choices. Since it may be impossible for them to view and analyze
the rest of the data, they may base their decision on this readily-
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7. Mental Accounting — Individuals allocate wealth to
separate mental compartments and ignore fungibility and
correlation effects.

As outlined throughout this monograph, impact investing
reflects the desire by investors to overcome the bias that
financial assets dedicated to financial return cannot be mixed















and separate factors which serve as inputs to the financial
component of the asset allocation process from those that do
not. Although important, the potential social and/or
environmental impact should not influence the financial risk
attributable to a given asset class or investment in the asset
allocation modeling process.

For the impact first investor, positive attributes of a
desired social or environmental impact may outweigh pure
financial considerations in the ultimate decision to allocate to a
given investment. An investor may choose to go beyond
traditional philanthropy and grants to employ flexible, patient
capital opportunities that reflect the investor’s desire to leverage
social and environmental programs. Nonetheless, choosing the
impact first approach should not dismiss the inclusion,
evaluation and consideration of the financial risk associated with
the proposed investment within the asset allocation framework.10

In some cases, an investment may satisfy both impact
first and financial first investors. Opportunities that have high
financial, social and/or environmental return are scarcer, but
should be easier to identify once a clear investment thesis and
theory of change have been developed. The impact investor’s
next step is to decide if they will fully embrace the Genius of
AND by integrating impact investments into the overall
portfolio allocation as opposed to a carve-out, a dedicated pool of
capital allocated outside the portfolio. A carve-out approach may
be appropriate for someone new to impact investing, but a
committed impact investor should implement an integrated
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portfolio construction methodology, the integrated impact
investor should evaluate and allocate investments within their
defined investment policy.

If opting to use a carve-out approach, a risk profile,
investment objective and target asset allocation should be
developed for this portion of the portfolio. Although some
investors envision replicating their overall asset allocation
objectives within this segregated impact investment pool, there
are often practical limitations in doing so. Asset size of the
portfolio and potential cost of the investments are two such
constraints. For example, the investment universe available to a
$100 million portfolio is far different from that of a $2 million
portfolio. Additionally, costs are typically higher for smaller or
more retail-focused products. This higher cost may lead to
other challenges which may ultimately limit the impact
investor’s ability to optimize for either the financial or
social/environmental impact objectives they seek. 

Whether choosing an integrated or 



















considerations. Although microfinance is categorized as an
absolute return/low equity correlated strategy in the matrix, a
microfinance strategy can range from grants to non-profits to
private/public equity in fully commercial microfinance
institutions. Microfinance options are so numerous that one can
narrow the impact objectives to focus on particular geographies,
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Investor Intent
The first step is to clarify your motivation and intent as an
impact investor. Is it to maximize profits with demonstrated
social and/or environmental benefits? Or is the objective to seek
out the optimal impact solutions for the societal and/or
environmental challenges? Or is it both?

Based on the answer to this question, you need to
develop the pipeline of investment opportunities. Once the
portfolio objectives of financial risk/return and impact are
clearly defined and articulated in the investment policy
statement, internal investment and/or program staff, external
advisors and consultants, fund managers and/or other resources
will be able to identify the appropriate opportunities.
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of the offering documents and operational assessment of the
management company.

If the investment fails to successfully complete the
financial due diligence process, but appears to exhibit
meaningful social or environmental impact, it can be directed
for consideration within the impact first process. 

Assuming the proposed financial first investment has
successfully completed the appropriate investment due diligence,
an evaluation of the social and/or environmental impact should
be completed. The extent of social and/or environmental impact
should be articulated in the investment policy statement. You
may choose to accept the impact metrics currently offered by
the fund/investment, develop agreed-upon standards for
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provided an “Impact Investment Profile” template on page 84
which can be customized to evaluate impact investing
opportunities. Using this form, we have included three Impact
Investment Profiles in this chapter. Additional Impact Investment
Profiles, which were produced over the course of our research,
have been made available at www.rockpa.org/impactinvesting. 

The profiles featured in this chapter and the case studies
in the following chapter are representative examples of the more
than 100 funds and enterprises our team researched for this
publication. We have evaluated and documented each example
using the same criteria for social and environmental impact
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1. Impact Overview
a. Problem/Need: Developing markets lack enterprises that produce

clean, sustainable energy, and energy demand often outpaces





1. Impact Overview
a. Problem/Need: Sustainability challenges relating to business

include the depletion of natural resources, the failure of companies
to adequately monitor their corporate citizenship practices,
companies’ participation in industries that offer or introduce
negative externalities to society and the continued efforts needed
to enhance workplace diversity.

b. Description of the Market: Neuberger Berman selects mid- and
large-cap stocks typically traded on US exchanges. 

c. Investment’s Response to Market: The Fund highlights companies
that best approach issues of good governance and corporate









Generating deal flow is an ongoing and evolving
process. Investment managers, product designers, intermediaries
and often impact investors themselves are continually
developing offerings to harness the scale and power of capital
markets to deliver solutions to the social and environmental
challenges faced by society. These efforts are not only underway
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evaluates the social entrepreneur’s intention for beginning the
business, potential exit strategies, and plans for improving
production and supply chains from a social impact perspective.
The Credit Committee reviews first the intention(s) of the
entrepreneur and the social impact to ensure alignment with
RSF’s values and strategic plan, and then the underwriting is
reviewed. If approved, RSF has a board-approved Loan
Authorities Matrix for obtaining the required signatures for
closing. Day-to-day management of loan clients is the
responsibility of the individual relationship managers.
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Pico Bonito Investment Process





Background Brief
Triodos Sustainable Trade Fund (TSTF) provides trade financing for
certified fair trade and organic (CFT/O) producers. The fund provides



underdeveloped as defined by the OECD. Often, they have significant
obstacles to foreign investment, including underdeveloped or



In the event of default by underlying borrowers to the TSTF, the losses
are shared by and charged to the pledged deposits (guarantors) held





Challenges and Opportunities
The activities of the Triodos Sustainable Trade Fund, as with any
trade finance investment strategy, are exposed to multiple risks.
Triodos analyzes the risk associated with production, non-delivery,
debtor, trade dispute and defaulting buyer, to name a few, in
constructing their loan portfolio. 

The guarantors are exposed to this risk, inherent in farming in
developing countries, through TSTF as an intermediary. In the event
of a natural disaster or a poor crop yield, exports to merchants 
will be reduced, and in turn their payments to TSTF will be reduced,
and the losses charged pro rata to guarantors. Although this risk is
uncorrelated with other market-related risks to which guarantors will
be normally exposed, this “export risk” can be significant. Triodos
has successfully mitigated these challenges due to their extensive
experience and successful track record in the areas of microfinance
and trade finance, as demonstrated by their management of Hivos-
Triodos Fund, Triodos Doen Foundation and the Triodos Fair Share
Fund. Over the past five years, according to Triodos, only two losses
have been reported, amounting to less than 1% of the average
amount of loans disbursed.

Guarantees with Triodos Sustainable Trade Fund represent exposure
to an illiquid cash allocation. All deposits are euro-denominated,





Background Brief
Dial 1298 for Ambulance (Dial 1298) provides a private, reliable,
round-the-clock emergency ambulance response for residents in
select cities within India. It utilizes a tiered pricing, cross-subsidy
model to ensure access for all regardless of ability to pay. Based on
the success of its Mumbai initiative, Dial 1298’s principals have
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Dial 1298 for Ambulance — C A S E  S T U D Y cont.

by programs certified by the American Heart Association and New
York Presbyterian Hospital. 

Tiered Pricing Cross-Subsidy Model
Dial 1298’s business model is based on tiered pricing with cross-
subsidies. Some customers pay less than the marginal cost of
producing these goods or services, while other customers pay higher
than the marginal cost.11 A portion of the revenues generated from
selling goods or services to customers able to pay the full price are
used to subsidize those unable to cover any or part of the full cost 
of service. Dial 1298 employs a sliding price scale: wealthier
customers, selecting the more expensive hospitals, pay the full rate
for an ambulance ride, while the poor receive a deep discount — up
to 50% off — or free service. 

Dial 1298’s business model targets a ratio of paid to free ambulance
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instilling explicit, values-based strategies and evaluation at every
layer of the organization, from day-to-day business execution to
client relationships to its contributions to the overall field of
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social service, it can present problems in comparing social returns
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There are a number of initiatives under way to address
the infrastructural gaps for impact assessment. In this regard,
the Impact Reporting and Investment Standards (IRIS) initiative
of the Global Impact Investing Network seeks to move toward
standardizing the measurement and reporting of social and/or
environmental impact investment. Developed by a group of
leading impact investors (with support from Deloitte and
Touche, PriceWaterhouseCoopers, Google.org and B Lab) and
piloted with investment funds and companies around the world,
the IRIS standards seek to establish uniform definitions of terms
for social impact reporting (just as the GAAP standards do for
financial reporting) and to equip fund managers and direct
investees to adopt these standards. IRIS will also aggregate
social performance data and release benchmarking reports that
enable impact investors to compare investments against their
peers — a capacity that proved central in the growth of
mainstream venture capital and private equity.

The field of impact measurement remains very much in
flux with much innovation and a lack of industry-wide standards.
However, impact investors are currently deploying meaningful
approaches. We anticipate that impact evaluation will continue
to be an area of rapid consolidation and progress.

13 For additional research on impact measurement, please see the San Francisco Federal
Reserve Community Investment Review, Summer 2009
(http://www.frbsf.org/publications/community/review/vol5_issue2/index.html).

14 See Kramer, Mark and Sarah Cooch, Investing for Impact, FSG Social Impact, Boston,
2006 for an analysis of impact measurement — particularly the integration of
qualtitative measurements.

15 “McKinsey’s Approach to Learning for Social Impact,” McKinsey & Co., Discussion
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