Pushing the Envelope: Expanding the Limits of

Mission Investing

By Peter Berliner and David Wood

Progressive philanthropy has (at least)
two mantras: do more with limited re-
sources and tackle systems while work-
ing on problems. Both of these core mo-
tivators for mission investors can help
clarify how to move the field forward.

While still a relatively small but
growing practice, foundations of all
types and sizes are using mission in-
vestments — designed to generate both
a financial and a social or environmen-
tal return — to expand their impact and
to direct greater amounts of capital to-
ward community needs.

Through this strategy, foundations
are not only tapping into the greater
part of their assets — their endowments
— they also are influencing how finan-
cial markets respond to critical domes-
tic or global challenges.

Neither is easy work and both re-
quire foundations to think and work in
new ways. It may mean reviewing the
foundation’s purpose, values and strat-
egies; reexamining investment goals;
and challenging widely accepted be-
liefs about the market. For many foun-
dations, it also means establishing new
partnerships to find or create invest-
ment opportunities and encouraging
others to join in.

‘DOING MORE’ IN PRACTICE:

Here are a few ways in which active
mission investors are pushing existing
boundaries:

“Going 100%”: If a majority of foun-
dations were to begin mobilizing their
endowments or investment portfolios
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through mission investment, billions of
dollars could be channeled toward ad-
dressing community needs. Consider
that while foundations together disperse
an estimated $50 billion each year in
grants, their collective endowments ex-
ceed $600 billion. Currently, only about
one in seven foundations is actively en-
gaged in mission investing and, of those,
only half are using their endowed funds
to do so. The potential for much greater
activation of foundations assets is great.

Some foundations are leading the
way by seeking to deploy 100 percent
of their endowment assets in support
of their missions. Not satisfied to limit
mission investments to a small slice of
their endowment or program assets,
these investors have found like-minded
investment advisors and fund manag-
ers to help them find suitable invest-
ments across asset classes. Once seen
as an unrealistic target, 100 percent is
becoming a way to distinguish a foun-
dation’s full commitment to mission in-
vesting in practice.

One such foundation is KL Felicitas,
a small to medium family foundation,
which over the past seven years has
converted more than 85 percent of its
assets to mission-aligned investments,
while generating competitive, market-
rate returns. Its story challenges the
prevailing assumption that doing good
means sacrificing returns.

Another family foundation, the Erich
& Hannah Sachs Foundation, is deploy-
ing its endowment through program-re-
lated investments (PRIs), which provide
below-market capital to community de-

velopment and other similar organiza-
tions. Not encumbered by a requirement
that it live in perpetuity, the foundation
has been able to elevate its impact by
recycling repayments of principal into
new investments. As a result, it will have
deployed far more dollars through the
life of the foundation than it would have
by making grants alone.

The likelihood that more foundations
will be able to increase their mission in-
vestments is on the rise with the emer-
gence of new investment opportunities
and more mission investing success sto-
ries. One valuable resource is the frame-
work developed by the Tellus Institute
called Total Portfolio Activation' that de-
scribes ways in which mission investors
can find investment opportunities within
every asset class in their portfolios.

Building new products: A second ap-
proach for foundations is not simply to
search for suitable mission investment
opportunities, but also to help create
them. In Detroit, for instance, the Kresge
Foundation has partnered with NCB
Capital Impact to create the Woodward
Corridor Investment Fund, focused on
dense, mixed-use, mixed-income invest-
ment meant to revitalize a core Detroit
neighborhood. The fund is designed to
offer more patient and lower transaction
cost capital to deals that conventional
finance has not served.

The Housing Partnership Equity Trust
(HPET), a new real estate investment trust
managed by the Housing Partnership
Network, received important support
and investments from the MacArthur
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and Ford Foundations as well as Pruden-
tial, Citibank and Morgan Stanley. HPET
is meant to offer a quicker route to bid-
ding and closing on deals, and create a
lower transaction cost structure that will
make it easier to attract new investors
into the affordable housing space.

In each of these cases, foundation mis-
sion investors took leadership roles in cre-
ating products that better met the needs of
end users of capital and the communities
meant to benefit from transactions.

Focusing on sector or place: A third strat-
egy is for foundations to draw on their
abundance of social capital to focus
attention and resources on a particular
place or problem. Foundations are privy
to a wealth of information and are well-
positioned to bring disparate groups to
work together. Community foundations
in both urban and rural areas are taking
the lead, for example, in identifying lo-
cal needs and investment opportunities.
They are also convening public and pri-
vate investors to build capacity within
their communities and to make use of
investment capital by supporting com-
munity development financial institu-
tions and other local organizations.

Further, while investment opportu-
nities are expanding, finding the right
targeted options requires additional
internal and external capacity. In Or-
egon, for instance, Meyer Memorial
Trust helped lead a partnership with the
Oregon governor’s office, the Ford Fam-
ily Foundation and the Mid-Columbia
Economic Development District to de-
velop an online listing platform for eco-
nomic development investments, with
the goal of calling attention and reduc-
ing barriers to investment in areas that
may not receive attention from conven-
tional markets. Here, the foundation’s
work may leverage private investment
in important social goals.

Foundations can do similar work
through a sector-specific focus. The
California Health Care Foundation’s

Responsive Philanthropy

FIGURE 1: FOUNDATION ENGAGEMENT IN MISSION INVESTING, 2011

Market-rate Mission-related
Investments (MRIs) — 3%

Program-related
Investments (PRIs) — 7%

Source: The Foundation Center, Key Facts on Mission Investing, 2011.

Based on the responses of 1,195 foundations.

(CHCF) investment practice in health
care delivery to poor or otherwise dif-
ficult-to-reach populations has helped
create a new avenue for mission invest-
ment that draws on the combination of
technical and financial skills that CHCF
has cultivated in-house.

These three approaches illustrate
how forward-thinking foundations are
pushing the limits of existing invest-
ment markets. Going 100 percent chal-
lenges conventional portfolio manage-
ment and pushes demand for mission
investment opportunities; building new
products calls for innovative financing
strategies and solutions such as creat-
ing new funds or other investment ve-
hicles; sector and place-based invest-
ing necessitates engaging diverse asset
owners and civic leaders to address
problems and serve markets that are
overlooked or undervalued by conven-
tional investors. These strategies, and
others, can expand what is possible
to achieve with mission investing and
highlight for new entrants how vibrant
and creative mission investing can be.

WHAT ELSE IS NEEDED?

Adoption of mission investing, and in-
novation in the field, is being spurred
by foundations, investor circles, sup-

port organizations, investment advi-
sors, fund managers and researchers
developing case studies and publishing
reports. The recent Sonen report, Evolu-
tion of an Impact Portfolio,* on the con-
version of the KL Felicitas Foundation’s
portfolio to a mission-focused portfolio
generating market rate returns is help-
ing to dispel preconceptions about the
limits of mission investing. The F.B.
Heron Foundation’s proclamation The
World Has Changed and So Must We?
is a call to action for all foundations
and an indication that Heron’s commit-
ment to mission investing goes beyond
simply investing its own portfolio.
Recently, Mission Investors Exchange
collaborated with the Council on Foun-
dations to develop a Community Foun-
dation Field Guide to Impact Investing*
that details the steps required to design
and implement a mission investing pro-
gram. In many ways, simply demystify-
ing the process can go a long way.
However, barriers still remain, in-
cluding the continued dependence of
many foundations on investment advi-
sors who lack deep understanding or a
commitment to mission investing. Hav-
ing knowledgeable partners and advi-
sors who will search out investments
that are aligned with mission is critical.
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FIGURE 2: HOW DO WE FUND OUR GOAL?

POSITIVE
MISSION
IMPACT

Source: Tides, http://blog.tides.org/2012/05/17/program-related-
investment-changing-business-as-usual-for-philanthropy/.

This may require finding new advisors
or creating new incentives to redesign
existing relationships.

Shifting practice toward mission in-
vesting has costs that need to be recog-
nized and supported. The more innova-
tive or ambitious the goal, the greater
the need for financial and human capital
commitments, particularly in early stages.

Equally important is for foundations,

and philanthropists in general, to un-
derstand and embrace the reality that
they are uniquely positioned to provide
the long-range vision, skills and re-
sources, and patient capital needed to
bridge the inevitably long distance be-
tween ideas and execution. To do this,
they need to develop both coherent
strategies and garner support of their
key stakeholders and constituents.

IMPACT INVESTING BY SMALL FOUNDATIONS

THE WAY FORWARD

By definition, pushing out the bound-
aries of what’s possible in mission in-
vesting is not a path of least resistance
for foundations or an easy undertaking.
But we think the effort can bring real
rewards by bringing more resources to
bear on difficult social problems and
encouraging innovative new approach-
es and partnerships that wouldn't other-
wise see the light of day. H

Peter Berliner is managing director of Mis-
sion Investors Exchange. David Wood is
director of the Initiative for Responsible
Investment.

Notes

1. See hitps://www.missioninvestors.org,/
tools /total-portfolio-activation-a-frame-
work-for-creating-social-and-environmen-
fal-impactacross.

2. See hitps:/ /www.missioninvestors.org,/
fools/evolution-of-an-impact-porifolio-
from-implementation-o-results

3. See hitps:/ /www.missioninvestors.
org/system/files /tools /the-world-has-
changed-and-so-mustwe-clara-millertb-
heron-foundation. pdf.

4.  See https:/ /www.missioninvestors.org/
CommunityFoundationFieldGuide.

Because mission invesfing is nof reported on foundation fax refurns, it's challenging fo get accurate figures about the extent to which
U.S. philanthropies engage in the practice. Survey data is the best we can get.

According to the Association of Small Foundations, about 1in 10 (11 percent] of small foundations engage in impact investing.

Impact Investment Type

Of Foundations Reporting Impact Investing,
Average Percentage Practicing Each Approach

Screens on stocks, bonds or mutual funds

Direct investments on private companies or funds

Deposits at Community Development Financial Institutions

59%
31%
10%

Source: Association of Small Foundations, 2073 Foundation Operations and Management Report,
http://www.smallfoundations.org/tools-resources/data-and-research/foundation-operations-and-management-report/.
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