The Impact Class Concept

Initial Findings from the Navigating Impact
Investing Project

November 17, 2016

Organized by the Federal Reserve Bank of St. Louis

The Connecting Communities® audio conference series is a Federal Reserve System initiative intended to provide timely information on emerging and important
community and economic development topics with a national audience. The audio conference series complements existing Federal Reserve Community
Development outreach initiatives that are conducted through our regional Reserve Bank offices and at the Federal Reserve Board of Governors in Washington, D.C.
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Welcome

Thank you for attending today’s session. How to join (remember, this session is being recorded)

e Call-in number: 888-625-5230
e Conference code: 1401-5928#
e Webinar link: https://www.webcaster4.com/Webcast/Page/584/17382

You have two options to ask questions today:
*These questions may be part of the recorded archive for this session.

e Email us at: communities@stls.frb.org
¢ Type your question into the chat box of the webinar

An archived recording of this session will be available on the Connecting Communities® web site shortly
after the session ends. Please visit

In connection with this session, you can find a variety of additional resources on this topic, available at
www.fedcommunities.org. We encourage you to browse through this site and to contact your regional
office if you would like additional information on any of these items.
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Legal Notices and Disclaimer

The information, analyses, and conclusions set forth
are those of the presenters and do not necessarily
indicate concurrence by the Board of Governors of

the Federal Reserve System, the Federal Reserve
Banks, or members of their staffs.
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Community Development (CD)

e The CD function within the Federal Reserve System—consisting of
individual departments at each of the 12 Federal Reserve Banks and at the
Board of Governors—promotes economic growth and financial stability for
low- and moderate-income (LMI) communities and individuals through a
range of activities, including:

— Convening stakeholders,
including practitioners,

financial institutions, 9 1
nonprofits, governmental Minneapolis B B 185 ton
agencies, and the 12 —Ly L New York
philanthropic and private Msan Francisco 10 : \ 7 kel
Kansas Cityml g .

SeCtO rs St. Louis Rlcgmond

— Conducting and sharing 2 6 m
research to examine 1 = Atlanta
economic challenges facing Dallas

LMI communities and
attendant policy .
implications Haned

— ldentifying emerging issues
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Today’s Presenters and Agenda

e Cathy Clark, Director, CASE i3 Initiative on Impact Investing,
Durham, North Carolina

e Ben Thornley, Managing Partner, Tideline, San Francisco,
California

e Sasha Dichter, Chief Innovation Officer, Acumen, New York,
New York

 The following will be discussed:
— The impact capital market
— The case for impact classes
— Reaction to the impact class framework
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The Impact Capital Market

Cathy Clark

Director, CASE i3 Initiative on Impact Investing
Duke University

Durham, North Carolina
cathy.clark@duke.edu
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What is Impact Investing?

e v
. --..._f =

------------
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Addressing Barriers to Impact Investing

e Could defining the segments under the tent help address critical
impact investing field obstacles to create:

— Better market, program, product, and policy development?
— Aligned expectations of risk, return, and impact?

— Easier entry and efficiency for investors?

— Stakeholder-supported performance evaluation?

— More informed advocacy around what works?

— More effective engagement with investees?
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Supported by:
ON
OMIDYAR NETWORK

Navigating Impact Investing Project

 Objective:

— Help optimize the process of matching an investor’s unique risk,
return, and impact preferences with the right investment
opportunities

e Approach:

— Literature review of 200+ sources from diverse fields, extensive
market outreach (over 1,000 pages of transcripts from 45
interviews), and 2 advisory group meetings (including an in-
person event hosted by BlackRock in New York City)

e Audience:
— Primary: asset owners and their advisors
— Secondary: investment managers
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Impact Capital Market

PURCHASERS OF IMPACT CAPITAL SOURCES
w f Purchasers High Net Worth Individuals
.
or Foundation "
o VEHICLES Foundations
Corporate i .
Purchasers Granis Endowments
% IMPACT Laans CAPITAL Corporates
anes ORGAN OMS Equi CHANMELS & Mazs Retail
m;;npmﬁt I'.'.Iuaj:mh INTERMEDIARIES
Grant-Based Orgs ' ﬁﬂsﬁx Managers &
N t
Eamed-Income Orgs Brokers
volit Investment Funds
Impact Erff.;rgfﬁfs Investment Platforms
For Profits Investment Netwaorks
Integrating Impact CDFis/DFls
Government Accele g
Agencies Competitions

Source: CASE Smart Impact Capital, © Duke University 2016
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Spectrum of Capital

i This is one of the more prominent, widely adopted frames for the market, which places impact investing within a broader i
| spectrum ranging from traditional investment to philanthropy. This highlights an important evolution in thinking about the |
! market: that the impact-first and finance-first distinction is not enough. !

__________________________________________________________________________________________________________________________

IMPACT INVESTMENTS

TRADITIONAL RESPONSIBLE SUSTAINABLE THEMATIC IMPACT-FIRST PHILANTHROPY

Competitive Returns

Environmental, Social, and Governance (ESG) Risk Management
ESG Opportunities

High Impact Solutions
—_—)

FINANCE-ONLY THE NEW PARADIGM IMPACT-ONLY

Limited or no focus on
ESG factors of
underlying investments

Focus on ESG risks
ranging from a wide
consideration of ESG

Focus on ESG
opportunities through
investment selection,

Focus on one or a
cluster of issue areas in
which social or

Focus on one or a
cluster of issue areas in
which social or

Focus on one or a
cluster of issue areas in
which social or

(%)
8 factors to negative portfolio management, environmental need environmental need environmental need
(@) screening of harmful and shareholder created commercial requires some financial requires 100% financial
= products advocacy growth opportunity for trade-off trade-off
market rate or market
beating returns
« Private equity firm * Best-in-class socially * Clean energy mutual Fund providing debt or
- integrating ESG risks responsible fund equity to social
= into investment investment fund « Emerging markets enterprises ?r'ld/or
% analysis * Long-only public health care fund trading charities
g * Ethically screened equity fund focused * Microfinance
] investment funds on deep integration structured debt fund

of ESG to create
additional value

Source: Ten Year Report: A decade of investing for impact and sustainable growth. Bridges Ventures. January 2013.
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Linking Asset Classes and Impact Themes

This chart is by far the most commonly cited by investors in describing their intentions, mapping investments by :
sector and asset class. The goal of impact classes is to be additive by providing an understanding of the approaches !

to impact investing that transcends sector and asset class.

LiQuIDITY INCOME AND WEALTH PRESERVATION CAPITAL APPRECIATION AND WEALTH GROWTH INFLATION PROTECTION

Notes/ Gbsollie Commodities
h h Returns, : : Equity L : :
e /C?s Other Debt ./ Public Equity quity Long/ Private Equity Real Estate and Other
Alternatives . Low Equity Short
Obligations . Real Assets
Correlations
Positive and Green Real
CLIMATE Green Deposit Tax-Exempt . : Clean Tech Estate
Carbon Trading Negative .
CHANGE Bank Green Bonds R Venture Capital Investment
Screening
Trusts
Alternative - .
Screen Corporate . Exchange Traded Renewable Energy Efficient Sustainable
ENERGY Energy Project N
Bonds . Funds Energy Venture Capital Feedstocks
Finance
Corporate Water Treatment Unit Investment Water Water
Infrastructure Proiect Finance Trust, Closed End Funds Technology
Bonds ) Funds Venture Capital
Community Bank - .
COMMUNITY P————- Foreclosure Microfinance Shareholder CD Venture Transportation
DEVELOPMENT Deposit Repair Institutions Debt Proxy Voting Capital Smart Dev. Funds
- - . . Small and i
SOCIAL Social Enterprise Micro-Cap Listed - Conservation/
Credit Social Ci i Eco-touri
ENTERPRISES redi ocial Companies e co-tourism
C
HEALTH AND o Structured Public onsumer , A
Bridge Financing Product Venture ~ Organic Farming
WELLNESS Note .
Capital
Trade Fi Blended Debt
SUSTAINABLE rade Finance Smart Growth erT - e. Thematic Ranchland, Sustainable
DEVELOPMENT Guarantee/ Municipal Boards Equity Hybrid Screenin Agriculture Timber
Deposit & Structures E €

Linked Deposit/
Guarantee

Education Private
Equity

University Green
Building

EDUCATION

Source: “Illustrative Landscape of Impact Themes with Asset Class Exposures” Solutions for Impact Investors: From strategy to implementation. Rockefeller Philanthropy Advisors. November 2009.

er School
Bonds

; Mission Investors Exchange. September 2015.

This version: Essentials of Impact Investing: A guide for small-staffed foundations. Arabella Advisors; Exponent Philanthrop
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The Case for Impact Classes

Ben Thornley
Managing Partner, Tideline

San Francisco, California
ben@tideline.com
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Role in the Investment Process

Impact classes provide an additional layer of information, supplementing
other factors related to impact.

__________________________________________________________________________________________________________________

1. Define vision and 2. Develop strategy and

o - 3. Execute strategy \ 4. Evaluate performance
motivations narrow investments

STEPS*

GEOGRAPHY AND SECTOR
RPA Landscape

CAPROCK iPAR ool TARGET OUTCOMES, ADDITIONALITY, COST-EFFECTIVENESS,

AND EXTERNALITIES***

GOALS AND PREFERENCES Bridges Impact Radar

SAMPLE Investor questionnaires IMPACT APPROACH Vital Capital Diamond
CONSIDERATIONS AND EVIDENCE
AND TOOLS INTENTIONS AND MOTIVATIONS Impact classes STANDARDIZED AND CUSTOM METRICS
Barclays behavioral tool IRIS AND GIIRS
IMPACT THESIS Proprietary frameworks

Place, process, planet,
product, paradigms**

Sources:

*Process adapted in part from: Impact investing: A primer for family offices. World Economic Forum. December 2014.
**Making Sense of the Many Kinds of Impact Investing. Brian Trelstad. HBR. January 2016.

***Variables drawn from Bridges Ventures’ Impact Radar framework
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Designing Impact Classes

_________________________________________________________________________________________________________________________

DESIGN OBJECTIVES CHALLENGES

How to characterize impact without getting into the

Limited set of high-level classes . . .
cornucopia of impact goals and objectives

How to best articulate or layer information and

Simple and compelling construct . .
P P g resist the urge to over-complicate

How to incentivize managers to self-categorize,
Meaningful and objective while leaving open the possibility of third-party
verification

How to ensure the framework has value without

Neutral on the degree or quality of impact making value judgments

How to create classes that include all impact

rical and exhaustive : : : : :
Catego investments, without precluding new innovations
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Impact Class Concept

PROSPECTIVE ELEMENTS

Type of impact evidence Inputs, outputs, outcomes, impacts

Role of impact investing capital Pioneering, scaling, influencing

Level of market development, nature

Market and beneficiary characteristics .. :
y of beneficiary, capital need

MODEL FRAMEWORK #1 MODEL FRAMEWORK #2

IMPACT EVIDENCE Beneficiary

IMPACT
CLASS

Market Capital need

=
<t
=
o
<
o
w
(@)
w
|
o
o
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Framework #1: Landscape

This preliminary example of an impact class framework combines two variables: role of impact capital and type of impact
evidence. This approach allows clustering based on why impact investing is needed (role of impact capital) and how the
resulting impact is demonstrated (type of impact evidence). The impact classes in this case may be each individual cell in

the matrix or could be groups of cells with overarching characteristics in common.

TYPE OF IMPACT EVIDENCE

OUTCOME DATA

THESIS-ALIGNED IMPACT DATA
. . STRATEGIC OUTPUTS Track output and outcome .
Have investment practices . . . Can provide data that
aliened with impact Report a selection of data on an ongoing basis exolicitly informs
intentigons and repoprt il relevant investee OUTPUTS and can provide DATA an,sess\r/nent of
level data on investee CONSISTE'EO\AVLI;H 1091 P([))SEm\?I?léLi?\ITG”:cfior ADDITIONALITY AND/OR
PRACTICES AND ACTIVITIES COST-EFFECTIVENESS

target beneficiaries

INFLUENCING

PROMPTING the B
impactful actions of =

mature businesses

SCALING

GROWING proven,
impactful business

models or sectors

PIONEERING

SEEDING new or early

stage impactful B B C C
business models and
financial innovations

—
=
o
<<
O
|
(®)
5
=
L
(@)
w
—
@)
oc

Please note that these frameworks are preliminary and are still undergoing testing and development.
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Framework #2: Elemental

i Below is another preliminary example framework defined by three variables—the nature of beneficiaries, nature of the
i market, and degree of capital need—that in combination describe the approach to impact. For the purpose of arriving at
| high-level impact classes, each of the three variables has two discrete settings (defined below), which is indicated

i according to light or dark shading of the triangles in the graphic.

i Please note that these I
. frameworks are preliminary and i
' arestillundergoing testingand | BENEFICIARY
! development. E

. Vulnerable Undefined
Benefits are targeted primarily Benefits are primarily broad-
to people, places, or systems based and are not targeted
that are disadvantaged, under toward people, places, or
threat, and/or lack access to systems that are demonstrably
resources and opportunity. vulnerable.
IMPACT
CLASS
MARKET CAPITAL NEED
Underdeveloped Established Critical Supplemental
The investment’s market is The investment’s market is Limited opportunities are Access to capital is generally
relatively new, emerging, or relatively proven, efficient, and available for the investee to available in the investee’s
subject to systemic challenges. well-functioning. access capital, implying that market. Additional capital
capital provided plays a key role provided is of a supplemental
in making the impact possible. nature.
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Most Recent Framework

ACCOUNTABILITY

Practices Indicators Evidence

Influencing ALIGNED i |

ROLE

Scaling i THEMATIC i

Pioneering i i TARGETED
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Example of Investment Process

Impact classes in practice: Categorizing hypothetical investments

preferences to suitable investments.

__________________________________________________________________________________________________________________________

The following example illustrates how impact classes could help diverse investors match their specific

A government enters into a pay-for-success Sector/impact theme Prisoner rehabilitation
contract that encourages private investors to Asset class Pay-for success contract
provide the initial fund|.ng for.ar.l |.ntervent|on BesmEnly United Kingdom

aimed at reducing recidivism.
Impact class TARGETED
Sector/impact theme Health care delivery
A foundation makes a program-related Asset class Fixed income
investment into a fund that p.ro.wdes financing for Geography United States
community clinics.

Impact class THEMATIC
Sector/impact theme Environment

A high-net-worth investor invests in a mutual fund I o -
that invests in public equities and files AEIsts AUAIE E IS
shareholder resolutions or engages with public Geography International

companies on environmental issues.
Impact class ALIGNED
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Reaction to the Impact Class Framework

Sasha Dichter

Chief Innovation Officer, Acumen
New York, New York
sdichter@acumen.org
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CUMEN
CHANGING
THE WAY

THEWORLD

TACKLES
POVERTY

Al
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GLOBAL PRESENCE

INVESTMENTS BY
REGION

27% EAST AFRICA
27% INDIA

15% PAKISTAN

7% WEST AFRICA

3% LATIN AMERICA
1% UNITED STATES
19% MULTI-GEOGRAPHY



OUR IMPACT TO DATE

CUMULATIVE COMPANIES* LIVES LEADERS +ACUMEN COURSE
INVESTED* IMPACTED DEVELOPED CHAPTERS SIGN-UPS




ACUMEN INVESTS PIONEER AND EARLY GROWTH
CAPITAL WHERE THERE IS THE BIGGEST FINANCING GAP

WHERE MOST Risk capital is scarce for early-stage WHERE MOST
GRANTS ARE social enterprises. IMPACT FUNDS
GIVEN Acumen fills this critical INVEST

ng%

V. ' :.‘
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In 2007 they set out to
eradicate kerosene.
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INVESTING TO SCALE:
D.LIGHT DESIGN
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INVESTING TO SCALE:
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INVESTING TO SCALE:
D.LIGHT DESIGN
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INVESTING TO SCALE:
D.LIGHT DESIGN

$3.9M

INVESTED

@
22 M
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INVESTING TO SCALE:
D.LIGHT DESIGN

$3.9M

INVESTED

@

$5 Billion

IN FUEL SAVINGS
FOR THE POOR
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Questions?

You have two options to ask questions today:

1. Email us at:
2. Type your question into the chat box of the webinar
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Join Us for Our Next Connecting Communities!

e |nvesting in Digital Inclusion Under CRA:

- Thursday, December 08, 2016
-2-3pm CT/ 3-4 pm ET

e Presenters:

- Joanne Hovis, CTC Technology & Energy
- Jordana Barton, Federal Reserve Bank of Dallas

- Cathy Gates, Board of Governors of the Federal Reserve
System
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Wrap-Up/Closing

Thank you to today’s presenters and to all participants for joining this session.

Next steps:

e All session materials are available on our website and in the next few
days, we will be posting an audio file of today’s session.

e If you have topical suggestions for future sessions or any questions
about this program, please feel free to contact us at
communities@stls.frb.org.

e Information about future sessions will be posted on our website along
with archived materials from past sessions:
www.stlouisfed.org/connectingcommunities/.
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Related Resources

""-" FedCommunities.or
ihaabe 8

Federal Reserve community development resources promoting
people, place, practice and small business

In connection with this session, you can find a variety of
additional resources on this topic available at
www.fedcommunities.org.

It provides an array of practical resources to help you in your
role as a CD professional, whether your work involves
supporting people, places, the practice of CD, or small business

development.
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