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What is Ethical Capital?

Ethical capital constitutes financial assets that are mobilized and
invested according to the system of moral ideals, or code of
values, of the owners of the capital.

+ Examples:
* Ethically screened stocks on the stock markets
+ Ethically targeted direct investments, or impact investments.



Examples of Impact Investments

* Aloan to a renewable energy business, Husk Power, in Bihar,
India-biomass gasification of rice husk, providing rural
employment

+ Mortgage financing for an affordable housing project in

Oakland, California-routed through Pacific Community
Ventures, a community-development finance institution



Impact Investing: Part of the Future
of Finance

Along with:

*x

*

*

*

*x

*x

Government tax revenues

Domestic private investment

Foreign direct investment

Overseas development assistance
Charitable grants

Other innovative finance instruments



Current Context

+ Slow economic growth globally
# High unemployment and growing inequality
# Pressure to reduce western aid budgets

+ Continued ascendance of new economic powers: China, India, Brazil,
Korea, Indonesia

# Increased importance of G-20 in global governance

* Increased development assistance and trade on the part of the new
powers

+* Need and opportunity to lever private sector capital to address
pressing social issues



New Options for Innovative Finance

# Ten years of R&D by UNDP, OECD, World Bank, think tanks
* GAVIl vaccine bonds: $7B+ in long-term government pledges

+ New options proposed that can be driven by G-20 countries:
# SWEF Infrastructure Fund

Financial Transaction Tax (Tobin Tax)

Remittance Transfer Savings

Diaspora Bonds

Fuel Tax (Global Component)

E S

(see Gates, 2011)



Impact Investing: “actively placing capital in businesses and
funds that generate social and/or environmental good and at
least return nominal principal to the investor”




Investments intended to create positive impact beyond financial return

) A

Provide capital

* Transactions currently tend to be
private debt or equity investments

* We expect more publicly traded
investment opportunities will
emerge as the market matures

Businesses designed with intent

* The business (fund manager of company)
into which the investment is made should
be designed with intent to make a
positive impact

* This differentiates impact investments
from investments that have
unintentional positive social or
environmental consequences

Source: JP Morgan, Rockefeller Foundation and GIIN, 2010

The investment should be expected
to return at least nominal principal
* Donations are excluded
* Market-rate or market-beating
returns are within scope

to generate positive social

and/or environmental benefit

Positive social and/or
environmental impact should
be part of the stated business
strategy and should be
measured as part of the success
of the investment



Impact investing:
Core Definitional Elements

Tangible Impacts

“Investments intended to create positive impact beyond financial returns”

Source: O’Donohoe, Leijonhufvud and Saltuk, 2010



Impact Investing: Mapping Returns

Source: adapted from Monitor Institute 2009, via Rockefeller Foundation , 2011
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Actors in the Impact Investing Industry

* High net worth * Investment advisors
individuals/families * Fund managers
* Corporations + Family offices
* Governments * Foundations
* Employees * Banks
* Retail investors + Corporations
» Foundations + Venture funds
* Impact investment
funds/intermediaries

* Pension funds
* Sovereign wealth funds

* Development
finance institutions

* Government
investment programs

Source: Harji and Jackson, 2012



Describing Impact Investing Around the World
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sustainable and scalable
social enterprises

Investments that deliver social
and environmental benefits to
emerging markets while
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generating profit

.

Market-based strategies in
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and measurable sacial or
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problems
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Mapping the Impact Investing Industry
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Types of Impact Investment Products

# Private debt (loans, guarantees)

# Government debt (loans, guarantees)

# Equity-like debt (e.g., convertible bonds, warrants)

# Private equity (direct purchase of shares in enterprise)

# Social stock exchange units (purchase of tradable shares via an
organized market)

# Social impact bonds (premium on financial return to private
investors for non-profit achievement of outcome targets)

14



More Types of Impact Investment
Products

# Program related investments (usually debt) of foundations and
endowments

+ Deposits in social banks, credit unions, CDFls
+ Community investment notes
+ Disability savings plan (Canada)

15



Local Impact Investors

Impact investment funds of banks
Micro-enterprise, SME and non-profit financing from credit unions

Micro-enterprise, SME and non-profit financing by Business
Development Bank of Canada

CED Investment Funds
PRIs of foundations

Loans and equity investments by high net-worth individuals and
families

Social impact bonds

16



What Impact Investing is Not

Not a silver bullet [/ panacea

Not implying that every social issue can be solved through
market-based approaches

Not replacing the important role of philanthropy

Not an excuse for governments to ignore their obligations to
marginalized populations or their obligations to redistribute
wealth

17



The Potential of Impact Investing

+ The ability to unlock new types of capital to address a range of
social issues, and to combine capital in creative ways

* An opportunity to address the limitations of traditional
investment approaches that narrowly focus on financial
returns

+ A desire by more wealthy investors to generate both financial
and social returns

18
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Value of Reported Investments,

by Region, 2011

Value of Reported Investments,
By Region (2011)

Source: Saltuk, Bouri and Leung, Insight into the Impact Investment Market, 2012



Unlocking Capital at Scale: Vaccine Bonds

. USS$ 7.2 billion committed to countries
* Impact investors Source: GAVI Alliance data as at 31 December 2011

provide the upfront

capital to stimulate

vaccine research o

and development B e o

Vaccine introduction grant
US$ 39.9 million
0.5%

Operational support
USS 37.9 million

1.5% 05%
* Investments backed Immunisation services support (ISS) Civil society organisations (CSOs)
by international aid US$ 358 million US$ 23.1 million
. 4.9% 0.3%
commitments I
# 2008: International - e i
Finance Facility 8.1% New and underused
vaccines (NVS)
(IFFI) for USS 6,082.4 millon
83.9%

Immunization
issued bonds which
raised the
equivalent of over
$1 billion
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KEY NEEDS -+ Innovation capability « Operationalizing
» Strategy the model

development and » Focus on cost,
business planning value and pricing

» Marketing strategy
and execution

* Supply chain design
and implementation

+ Talent networks * Learning » Systems and
« Seed funding orientation and processes
flexibility + Talent and networks
* Innovation » Funds for marketing,
capability supply chain, fixed

» Funds to facilitate
market trials and
refinement

assets, inventory

Source: Monitor and Acumen Fund, 2012

Rolling out the model to
reach large numbers

of customers and/or
suppliers

« Competitive strategy

* Realizing scale
efficiencies

« Risk management

« Formalization of
impact standards
and expectations

« Stakeholder
management

 Funds to support
expansion
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Case Study: Global Easy Water Products
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11
» Funding from various donors utilized primarily » Building supply » ~$16M BMGF grant » Further expansion
for R&D activities and business expansion chain and marketing for demand genera-
» Low-cost drip irrigation system developed and FIRtagy Voninuia
refined by 2004 » Pilots done with aim » Targeted R&D to
to set-up a for-profit reduce cost, enhance

products and build /
enhance supply chain
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Measuring Social Impact:
Interrogating the Theory of Change

+ The key to an effective social impact measurement system is a clear
theory of change

# Atheory of change sets out, usually in a visual format, the investor’s
theory of how the channeling of capital into business and social
activities undertaken will result in change in the lives of employees,
community members or other key stakeholder groups and what
indicators are used to judge the success of these efforts

# Atheory of change also depicts the key assumptions and potential
obstacles expected in trying to achieve this social impact

# Atheory of change evolves and adapts through experience and
learning

24



ROOT CAPITAL IMPACT 7N

Through our Lending program and Financial Advisory Services, Root Capital strengthens

rural small and growing businesses (SGBs). While our ultimate goal is to improve farmer Household Level Outcomes: Higher/Stable
household income, our financing also strengthens local communities, promotes sustainable Incomes and Improved Livelihoods
landscapes, and increases the availability of commercial sources of capital. Our clients purchased $283M in coffee, bananas,

cashews, cocoa, cosmetic ingredients, cotton, fisheries,
handcrafts, mango, rice, seeds, sesame, shea butter,
spices, and vegetables from 181,000 local suppliers
during 2011,

4

- n
QOutputs: Capital and Financial —} Enterprise Level Outcomes: Community Level Outcomes: Sustainable
Training Small and Growing Business Landscapes and Gender Equality
We disbursed $81.4M to 170 rural SGBs Growth During 2011, we supported approximately 38,560 women
and trained managers from 80 enterprises. During 2011, our borrower enterprises producers. In addition, our clients managed nearly
generated $354M in revenue. 412,000 sustainable hectares of agricultural, forested,

and wild-harvested land.

)

0

Capital Market Level Outcomes: Dynamic

Capital Markets and Rural Economies

During 2011, 36 percent of our borrowers accessed
commercial capital. Our clients also received $1,689,150 in
co-investment loans from our partner financial institutions.

* This figure reflects the impact of our Sustainable Trade Fund (STF).

25
Source: Root Capital, 2011



Source: Jackson and Harji, 2012
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Measuring Social Impact:
A Sample of Tools and Approaches

+ Language: Impact Reporting and Investment Standards (IRIS)
+ Enterprise Governance: B Corporations

+ Investor Ratings: Global Impact Investing Ratings System
(GIIRS)

+ Approaches/Uses: Rating, Assessment, Management
+ Tools: Social Return on Investment
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Type and Maturity of Measurement

Method
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Source: Social Venture Technology Group, 2008



Where Measurement Approaches are
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Observations on Social Impact in
Impact Investing

# Impact investing field has been “metrics rich but data poor”,
but this is changing

Investor focus dominates
Sectoral metrics vary (e.g., microfinance)
Moving beyond data collection = analysis

Tension between centralized and decentralized systems
persists

* Important to understand and apply the models and tools of
social impact assessment
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When Things Go Wrong

+ Bad things can happen to good ideas and good people

+ Managing the social and business dimensions at the same time
is challenging

* Business environments are volatile
* The private sector fails all the time, but it is private!
+ Capital and measurement are not enough
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What To Do? Short-Term Responses

Evaluate on a case-by-case basis and programs as a whole
Protect vulnerable parties

Undertake SROI and other value-analysis studies

Rebuild the business plan, reposition the enterprise
Ensure strong business leadership, financial reporting
Draw lessons for future investments and programs
Strengthen regulation and monitoring

Get back on the horse and keep riding!

* X K K KX X X X
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What to Do? Long-Term Responses

* Build a cohort of new leaders in business, finance and the
social sector with the skills and commitment to design and
execute impact investments and social enterprises successfully

+ Develop targeted training programs jointly designed by
community, government, business and educational
stakeholders, using case studies of both failure and success

# Increase resources for monitoring, evaluation, regulation and
mentoring
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Accelerating Impact Investing

Increase the velocity of:

*x

*
*
*

*

Evaluating, monitoring, learning and improving
Scaling up capital pools
Diversifying investment products and services

Strengthening the capacity of social enterprises to receive and
use capital

Refining cost-effective impact-measurement tools
Building the leaders of the future
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Resources: Accelerating Impact

Accelerating Impact

Achievements, Challenges and
What's Next in Building
the Impact Investing Industry

Jackson and Associates Led

http://www.rockefellerfoundation.org//uploads/images/fda23bag-ab7e-4c83-9218-24fdd79289cc.pdf
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Publications

*

*

*

Resources

Bugg-Levine, A. and J. Emerson. Impact Investing: Transforming How We Make Money
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Landscape.” Godeke Consulting and Rockefeller Foundation, 2012.

JI|3 Morgan, GIIN, Rockefeller Foundation. “Impact Investments: An Emerging Asset
Class.” 2010.

Monitor and the Acumen Fund. “From Blueprint to Scale: The Case for Philanthropy in
Impact Investing.” 2012.
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Catalyzing An Emerging Industry.” 2009.

SVT Group. “Catalog of Approaches to Impact Measurement.” 2008.

United National Development Program. “Innovative Financing for Development: A New
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Resources

Organizations

# Carleton Centre for Community Innovation carleton.ca/ccci

+ GIIRS giirs.org

+ Global Impact Investing Network thegiin.org

+ MaRS Centre for Impact Investing impactinvesting.marsdd.com
* Purpose Capital purposecap.com

+ Social Investment Organization socialinvestment.ca

# SROI Network (Canada) sroi-canada.ca
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