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Speaking the Same Language,
Clarifying Terms
Question s & A nswe rs with Peter Be rl i ne r

Impact investments are any type of investments intended and
structured to generate both a financial return and a measurable
social return. Note we use the term “social return” to be inclusive
of positive social, economic, and/or environmental change. Impact
investing includes capital deployed by all types of investors,
including individuals, commercial investors, and institutions. It is the
broadest term used to describe the investment of assets (rather
than grants or distributions) for community change.

Q. What is the difference between impact investing and mission investing?
The term mission-related investments (MRIs) describes impact investments
made by foundations, including community foundations, and other types of
organizations established for charitable purposes and whose core purpose
is to foster positive social, economic or environmental change. For these
organizations, it makes eminent sense that their investments are aligned
with and, to the greatest degree possible, designed to support their mission
and goals.
MRIs are made primarily to diversify and enhance the foundation’s investment
portfolio and, at the same time, deliver some measurable social return.
No matter which term is used, and they are often used interchangeably, it
is important to keep sight of the critical role that foundations play in the
broader field of impact investing. Foundations have attributes that other
investors do not. Due to their charitable purposes, many foundations are less
constrained by return requirements than other types of investors. They can be

Peter Be rliner
Managing Director
Mission Investors
Exchange

more patient. Because of their commitment to mission and, like community
foundations to a specific geographic location, they are better positioned to
monitor and evaluate social returns and to hold investees accountable.
Furthermore, foundations—and especially community foundations—have a
great deal of social capital, including knowledge, experience, and connections
to communities. This social capital can be mobilized to influence others,
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Speaking the Same Language, Clarifying Terms • Q & A with Peter Berliner

including policy makers and other capital providers, to attend to the interests of
populations that markets have previously ignored.
Q. What is the difference between PRIs and MRIs? How do they relate to community
foundations?
Both “impact investment” and “MRI” defines investments that may be intended to
receive a financial return that is comparable to other types of investments (marketrate), but they may also be priced at a below-market rate to achieve a specific social
return. These latter types of investments emphasizing social return are often called
program-related investments (PRIs), a term most often associated with private
foundations that can meet payout requirements using this type of investment strategy,
i.e., concessionary investments.
PRIs are generally structured for high social return and below-market financial returns
expected, whereas MRIs are generally structured to generate significant expected
financial returns and some social returns. PRIs result in a significant community benefit,
and they are made primarily for program purposes (e.g., building affordable housing).
Financial returns are expected to be minimal. The investment is expected to be repaid
in full, and the risk-adjusted earnings on the investment are expected to be lower than
what is considered to be market rate. These also can be referred to as program-driven
or concessionary investments.
Since community foundations are unlike private foundations in that the IRS requires
an annual five percent payout of private foundation assets, community foundations do
not make PRIs in the strict sense of the term, but they can and do make concessionary
investments that behave like PRIs made by private foundations.
Q. What are the general types of impact investments from a return standpoint?
Impact investments include both investments that are expected to earn significant
rates of financial return and significant rates of social return, with many variations of
the ratio of return between these two results. How your foundation invests (e.g., high
social, low financial; high financial, some social) depends on your goals, the source of

private equity

public equity

cash

ees
guara
nt

cash

senior
loans

subordinated
loans

equity

grant support

B el ow- Mar ke t I n v e s t m e n t s

fixed income
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Q. What are “social impact bonds”? Are they also a form of impact investing?
Community foundations and other investors are exploring innovative structures,
including social impact bonds (SIBs) and pay-for-performance contracts, in order to
carry out impact investing and scale the good work of successful nonprofits. SIBs
are, oddly enough, not bonds but rather performance contracts between multiple
entities, most often including the public sector, private sector investors, a nonprofit
agency or agencies providing services, and an intermediary organization that manages
the process. The idea behind SIBs originated in the United Kingdom. These complex
investment vehicles are meant to be tools that align incentives to create more efficient
delivery of social services—the investment mechanism is built on producing public
sector cost savings that are then used to pay investors a return on their capital
investments. In theory, SIBs should promote innovation and cross sector collaboration,
and create mechanisms for upfront financing not always available in public sector
budgets. But SIBs are in the experimental stage, and their effectiveness cannot yet be
known. Community foundations may be particularly interested in place-based SIBs, as
the foundations can play the role both of investor and coordinator of multi-stakeholder
engagement necessary to make SIBs viable.

RE SO U R C E S
Explore social impact bonds on the Mission Investors Exchange website here.
Read the latest SIB news collected by Mission Investors Exchange here.

author bio
Peter Berliner is the managing director of Mission Investors Exchange, a national network of foundations
making investments to achieve their philanthropic goals. He previously served as program director for
the Paul G. Allen Family Foundation and as chief executive officer of the Children’s Alliance, a statewide
advocacy organization based in Seattle. Peter is a co-chair of 501 Commons, a nonprofit support
organization, and former president of the board of Philanthropy Northwest, a regional association of
grantmakers. Mission Investors Exchange is a project of Philanthropy Northwest and is housed in its
offices in Seattle.
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Why Impact Investing
for Community Foundations?
Impact investing—also called mission investing or programrelated investing—represents a set of powerful tools being used
by foundations of all types and sizes to make a difference in
communities and sectors. By investing in ways that generate both
a targeted social or environmental benefit and a financial return,
impact investing tools help foundations make the most of their
capital assets.

The underlying purpose of impact investing is to provide investment
capital in order to deliver specific social benefits to the community.
The premise of impact investing is that by providing innovators and
entrepreneurs from both the nonprofit and for-profit sectors greater
access to capital, they will develop and create facilities, products,
and services that will meet the needs of people and communities not
adequately served by the existing marketplace. These enterprises must
be complementary to the foundation’s mission and goals.
Efforts to advance disadvantaged communities generally rely on
governmental and philanthropic support in the form of grants. Given
current constraints on public funding, greater pressure has been placed
on foundations to provide the capital to meet a wide range of needs.
But the fact of the matter is that, no matter the ups and downs of the
markets and budgets, the demand for change capital far exceeds the
supply, and grantmaking can’t fill that gap.

Neither new nor novel,
impact investing is a tried
and true set of practical
tools that can complement
your established programs
and strategies. Impact
investments are being
used by foundations
of all types and sizes,
national and regional,
urban and rural.

When challenges and opportunities out-pace resources, it’s time for
foundations to expand their options. Community foundations throughout
the country are doing just that by incorporating impact investing tools
into their philanthropic toolbox.
Every community foundation seeks ways to maximize their resources
in order to help the communities they serve. They invest their assets
responsibly in order to remain dependable for the long term. They
strategically grant a portion of those returns to charitable organizations
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Why Impact Investing for Community Foundations?

making a difference in their community. Done well, impact investing combines stewardship and impact in
ways that can responsibly and concurrently create both financial and social returns.
Neither new nor novel, impact investing is a tried and true set of practical tools that can complement your
established programs and strategies. Impact investments are being used by foundations of all types and
sizes, national and regional, urban and rural. Use of these tools (and their resulting financial return) can
expand your options, make fuller use of your resources, and extend your impact.
By supplementing traditional grantmaking with impact investing, community foundations are able to:
• Deploy a greater proportion of their resources in support of mission and goals;
• Attract additional public and private resources to foundation-backed initiatives and projects;
• Increase the amount of capital available to address community needs; and
• Sustain and grow assets for future use.

The premise of impact investing is that by
providing innovators and entrepreneurs from both
the nonprofit and for-profit sectors greater access
to capital, they will develop and create facilities,
products, and services that will meet the needs
of people and communities not adequately served by
the existing marketplace.

Other compelling reasons for community foundations to engage in impact investing include the following:

Bu i ld s t r o n g e r working relation shi ps. Incorporating investment strategies into your work with
community partners – both nonprofit and for-profit enterprises – can help strengthen existing relationships,
as well as build new ones.

S t r e n g t h e n c ommun ity capacity. Your current grantees may be able to build their sophistication
and capacity to become investees of your organization and/or others, resulting potentially in new or
stronger programs or the ability to bring programs to scale.
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S ca l e c o mmu n ity solution s. Having the flexibility to go beyond traditional grantmaking can create
opportunities for community foundations to play a larger role in collaborative efforts addressing large
scale community challenges, such as job creation or affordable housing preservation. As co-investors,
foundations can leverage their financial and non-financial assets and bring new attention and support to
their own organizations.

D i v e r s i f y i n v e stmen t strategies. Impact investments can be made in a variety of ways and applied
to a broad range of causes, e.g., loans, loan guarantees, cash deposits, bonds, or equity investments that
support a wide variety of projects such as g community health centers, education and schools, access to
the arts, and other causes. Read Tools to Find Investments to learn more.

S t r e n g t h e n y our fo un d atio n ’ s influe nce . Your own staff may become better community
partners by learning how to use more complex investment tools. In recent years, the number of community
foundations that are including impact investing as part of their philanthropy has been steadily growing. For
these community foundations, impact investing creates new opportunities:
• Support projects and initiatives that are too large for grants alone.
• Collaborate with other public and private funders.
• Engage existing and potential donors.
• Build community capacity.
• Shape and influence the marketplace.

D i v e r s i f y r i s k an d return. Impact investments can be as simple as purchasing a certificate of
deposit at a community bank that in turn supports lending in under-served communities. Or they can be or
as complex as an equity investment in a start-up company developing new technology to address a social
or environmental challenge.

Use of these tools (and their resulting financial
return) can expand your options, make fuller use of
your resources, and extend your impact.
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P ro tect stewar d sh ip and repu tati on. Any community foundation, regardless
of size, can become an impact investor – with thoughtful and careful planning
and execution to ensure that your investing is done responsibly and effectively.
Foundations often determine the types of investments they will make based on their
expertise and internal capacity, the type of the problem they wish to address, and their
comfort with risk or uncertainty. While some community foundations may have the
internal capacity to manage these kinds of investments, most benefit from the services
of external groups such as philanthropic partners, intermediary organizations, and
strategic, legal and/or financial advisors. (Mission Investors Exchange members can
access listings of attorneys, investment advisors, and philanthropic consultants.)
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The Many Forms of Impact Investing

Impact investments come in many forms. They range across asset
classes from deposits in community banks, to loans for affordable
housing, to equity investments in small business and community
development projects. They may target merely the return of capital,
they may be below-market investments that target some specific
social impact, or they may be market-rate investments that have a
measurable social benefit.

In every case, impact investments have two characteristics: they are
financial investments that target some specified return on investment;
and they have a social purpose with defined goals for social impact.
The first consideration for impact investing by community foundations
is how to match community needs with appropriate financial
investments. Not all community investment situations will benefit
from an impact investment that must be repaid and finite resources
demand a close eye on the appropriate amount of subsidy for those
organizations that can benefit from impact investments.
Examples of impact investments by community foundations include:
• Credit guarantees for projects or funds
• Deposits in community banks or credit unions
• Loans to community development financial Institutions for
lending to community projects
• Angel investments or equity investments in funds that target
start-up or high impact entrepreneurs
• Real asset investments in real estate or environmental
conservation projects that have specified social benefits.
Please explore all community foundation case examples here.
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Impact investments by foundations are most often made through financial intermediaries
who specialize in the sector. But there are a number of cases where foundations
themselves invest directly in specific projects. It is important for foundations to be aware
of the specific skills needed either to identify appropriate intermediaries or (the potentially
more difficult path of) underwriting direct investments on their own.

A P P LY TH IS!
Dig deeper into the spectrum of impact investments. The illustration below, developed
by the F.B. Heron Foundation, is an often-used method of showing the spectrum
of investment tools utilized by foundations. The continuum features below-market
investments, beginning with grant support on the left, and proceeds to market-rate
investments on the right end of the spectrum. But what does each one mean in layman’s
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mark et- rate In vestments
Courtesy The F.B. Heron Foundation

In every case, impact investments have two
characteristics:
 hey are financial investments that target some
1. T
specified return on investment.
 hey have a social purpose with defined goals for
2. T
social impact.

GRAN T SUP P O RT: A sum of money given by an organization, especially a philanthropy or
a government, for a particular social or economic purpose. There is no financial return.

E Q UITY ( sto ck) : A below-market equity investment example would be buying stock at
a time when a company is first starting out and returns are much less certain or expected
than buying at a time when the future of the company and its success is clearer.
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SUBORDIN ATED LO ANS: A loan repaid last (or later than other investors) ranks below
other loans with regard to claims on assets or earnings in the event of a bankruptcy. In a
default situation, creditors with subordinated debt would not get paid out until after the
senior debt holders were paid in full. Foundations making subordinated loans can leverage
other money to the project by taking on relatively more risk than commercial investors are
willing or able to do.

SENIO R LO ANS: A senior loan is returned first to the lender, before all other claims
against a borrower. In the event of a bankruptcy, the senior loan is the first to be repaid,
before all other parties receive repayment.

Confluence Philanthropy agrees with us that “one of the simplest steps
a foundation can take to leverage its mission is to invest cash locally
through community based financing. Cash deposits of $250,000 or less
in community financial institutions, credit unions, or regional banks are low-risk
FDIC insured investments that offer competitive rates of return while furthering
philanthropic missions.” Learn more about Confluence Philanthropy’s Carrying Your
Cash. And then check out our Good Deal Hunting page about National Community
Investment Fund’s BankImpact tool, perhaps the easiest way to find an appropriate
community development banking institution in your area.

BELO W MARKET CASH DEPOSITS: Bank deposits at below-market rates are commonly
carried out as deposits to small or emerging community development credit unions.
Typically a foundation will provide a community development credit union with lending
capital for mortgages or small business loans.

LO AN G UARANTEES: A foundation can co-sign a note if the borrower is not eligible for
a conventional loan. It is a way for a foundation to mitigate risk for the lending financial
institution for important community projects.

Not all community investment situations will benefit from an impact
investment that must be repaid to some degree … and finite
resources demand a close eye on the appropriate amount of subsidy
for those organizations that can benefit from impact investments.
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MARKET- RATE CASH D EPOSI TS: Market-rate FDIC-insured deposits are traditionally
offered by full-service community development banks (CDBs). Most often these cash
deposits serve as the backing for lending to low- and moderate-income communities.

FIX ED IN CO ME: The most common type of fixed-income instrument is a bond typically
issued by governments, municipalities, or corporations. They are contractual obligations of
fixed interest payments to an investor with the additional expectation that principal will be
repaid upon maturity of the bond.

P RIVATE EQ UITY: Stocks in companies not traded publicly on the stock market can be
used to fund new technologies, expand working capital within an owned company, make
acquisitions, or to strengthen a balance sheet. Capital for private equity is raised from
retail and institutional investors.

P UBLIC EQ UITY ( stocks ): Public equity is an asset class where individuals and
organizations can buy ownership in shares, or stock, of a company through a public
market such as the New York Stock Exchange or NASDAQ. These investments are typically
screened for fit with mission.

R esources :
Expanding the Market for Community Investment in the United States, Lisa Wolf, David
Wood, and Paul Irving. 2013.
Investing for Impact: Case Studies Across Asset Classes, The Parthenon Group, Bridges
Ventures, and the Global Impact Investing Network. 2010.
Handbook on Responsible Investment Across Asset Classes, David Wood and Belinda Hoff.
2008.
Handbook on Climate Related Investing across Asset Classes, Valerie LaVoie and David
Wood, Institute for Responsible Investment. 2009
Mission Investors Exchange members can browse the Investment Database, which consists
of concessionary investments made by community and other foundations. (Non-members
can learn more about joining Mission Investors Exchange by emailing us here.
The glossary on the Mission Investors Exchange website is a useful tool as you delve
deeper into asset classes, contracting, and more.
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The unique role of community
foundations in impact investing

Community foundations have a particular capacity that distinguishes
them in the broader world of impact investing. They are a natural
point of connection between community needs, civic leaders,
supporting nonprofits, the donor community, and important social
issues. They have the ability to marshal their own and others’
resources to deploy private capital for social impact.

As impact investors, community foundations face the challenge and
opportunity of being place-based. This will likely limit the universe
of impact investment options to them; but it also means they have
close connections to place, and the capacity to identify, support, and
generate investment opportunities that others might not.

AP P LY th is! What role can your community
foundation play in impact investing?

Invest: using impact investments to support

financially ready providers of important social
services or community development services
that allow those providers to grow their
organizations and extend their reach
	Partner: leveraging investments or grants
to partner with other investors that lead to
multiple sources of capital for important social
goals
Build: offering grants, technical assistance,

and potentially investments that build capacity
in community organizations and investment
intermediaries to engage in impact investing in
targeted areas

learn main | map main | case examples | glossary
Community Foundation Field Guide to Impact Investing

©2013 Mission Investors Exchange®. All rights reserved.

1. learn

• Basics of Impact Investing

The Unique Role of Community Foundations in Impact Investing

Convene: drawing together appropriate investors, community advocates, public

officials, important institutions, and other stakeholders to raise awareness about impact
investing and the potential it offers
Engage: building awareness and offering opportunities to local donor communities for

impact investing, providing a central point of entry to the field for donors
Inform: using their knowledge of community needs and intermediary (nonprofit

and for-profit) capacity to inform potential impact investors of opportunities in their
communities

RESO URCES:
The glossary on the Mission Investors Exchange website is a useful tool as you delve
deeper into asset classes, contracting, and more.
Browse the Mission Investors Exchange website for written materials and on-demand
streams to deepen your understanding of how community foundations can be savvy
impact investors.
Northern New England Community Foundation Impact Investing: A Rural Community
Foundation Case Study, GPS Capital Partners and The Philanthropic Initiative. 2013.

As impact investors, community foundations
face the challenge and opportunity of
being place-based. This will likely limit
the universe of impact investment options
to them; but it also means they have close
connections to place, and the capacity to
identify, support, and generate investment
opportunities that others might not.
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The new recycling: loan funds
Question s & A nswers with M arc R and

Community foundations are carrying out impact investing in a
variety of ways, including forming loan funds for both emergency
and more long-term, strategic purposes.

Q. Why did the Marin Community Foundation create a loan fund and
what does it fund?
The Marin Community Foundation Loan Fund was created in 1989 to
increase the Foundation’s support of nonprofits in Marin County as
a complement to its grant programs. The Loan Fund is an important
resource for the community’s nonprofits, since it provides capital to
borrowers that are not served by the commercial banks due to the
perceived risk of the nonprofit sector. The Loan Fund’s low interest rate
helps bring their projects and programs to fruition—something that the
market rate would not allow.
The Loan Fund provides short- and long-term financing for a wide
range of important endeavors in Marin County, including affordable
housing, human needs, environmental protection, and education,
among many others. For example, the Loan Fund has enabled the
construction and/or rehabilitation of over 400 units of affordable and
special-needs housing in Marin.
Q. Have you had defaults on any loans in the Loan Fund?
We currently have $20 million of lending capital and have loaned out
$30 million to nonprofits in the last ten years alone with a 0% default
rate.
Q. What does this experience tell you about impact investing
generally?
Foundations can use impact investing in a number of ways, including

Marc R and
Program Director
Marin Community
Foundation

providing low cost financing to organizations that may be experiencing
growth or facing significant financial change, including merging with
another organization. Investing in nonprofits provides a platform for
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a different relationship with nonprofit providers. Foundations become investors and
strategic partners. Discussion topics change due to this role and may include long-term
financial forecasting.
Q. What benefits have you seen to the Foundation from impact investing?
The benefits to foundations making investments are multiple. Investment dollars
do not necessarily come from the grant distribution allocation, so foundations can
achieve impact while preserving grant dollars for other programmatic functions. If the
investment is structured properly, the funds are returned to the foundation, which can
then make new investments into the community. This recycling of funds is a powerful
tool. In the past 10 years, Marin Community Foundation has invested over $30 million
into the local nonprofit community. The repayment rate over the past 20 years has
been 100%. Funds have recycled several times and helped create more than 400 units
of affordable housing, financed health care clinics, and provided space for a domestic
violence organization.

R esources:
Mission Investors Exchange members can browse Loan Fund investments from our
Investment Database. (Non-members can learn more about joining Mission Investors
Exchange by emailing us here.)

Since its inception in 1989, the Loan Fund has made
nearly $30 million in loans and has a zero percent
default rate.
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The Potential of Community
Foundation Impact Investing
questi ons & Answe rs with Lu t her Ragi n, Jr.

Q. How does community foundation involvement in impact
investing (either as an investor or as a convener) potentially
help drive capital to create impact?
Impact investments generally are a way to put capital to use while
preserving or even building the assets for future uses. But their
value can extend even further. By directing money to certain types
of enterprises or toward communities in which there are limited
investments, community foundations can pave the way for investments
from other public entities or from the private sector.

Investment by a community foundation often serves
as an important “signal” to other potential investors
that the project is high quality and shows strong
potential to positively impact the community.

By serving as an early investor or assuming a disproportionate amount of
risk, community foundations can attract additional resources to a particular
cause or market. For example, philanthropists have demonstrated the
efficacy of investing in entrepreneurs in low-income communities through
microfinance. They have used their investments to build a market for local,
organic food as well as to revitalize neighborhoods and promote economic
development. These types of investments are catalytic and in keeping with
the role of community foundations as community leaders.

luther ragin, jr.
President and CEO
Global Impact
Investing Network

A distinctive advantage and core competence of a community foundation
is its local knowledge, credibility and expertise. These advantages can be
effectively leveraged by a community foundation to attract capital to local
projects. This is often clear in the role of convener, but is equally important
in cases where community foundations invest in local projects. Investment
by a community foundation often serves as an important “signal” to other
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The Potential of Community Foundation Impact Investing • Q & A with Luther Ragin, Jr.

potential investors that the project is high quality and shows strong potential to
positively impact the community.
Q. What are some of the specific strategies leaders in community foundations can
use to play a role in moving capital in markets including and/or beyond community
philanthropy? Is this an appropriate role for them?
Through their convening power and investments, community foundations can help
identify local talent, particularly management talent, and help mobilize investor interest
in supporting quality local partners and organizations through the signaling effect
mentioned earlier. While investors ultimately make their own investment decisions and
appropriately assume related risks, the ability of a community foundation to leverage its
local knowledge and experience to influence others can generate significant benefits in
the community, with reach beyond the scope of its grant-funded projects alone.
Q. What are some of the challenges or gaps in capital markets serving social or
environmental good that community foundations might be able to fill?
The principal “gap” is credible information on high quality local partners and investment
opportunities. For both, credibility is enhanced and made concrete by a community
foundation’s willingness to co-invest alongside national or regional investors.
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is dedicated to increasing the scale and effectiveness of impact investing. Through his leadership, the
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Making the case for
impact investing
ques t i ons & Answe rs with El l en Remm er

Q. Why should community foundations explore impact investing?
Community foundations are uniquely qualified to build the capacity
of their regions to grow and effectively deploy impact investing
strategies for public good. They are naturally positioned to raise
awareness of and provide credible information about the emerging
field, and they can build on their position as a trusted “go-to”
knowledge hub by providing information for interested investors.
There are few other local or regional players that could serve this
function.

Community foundations can help the donor community
– especially next generation and younger donors –
find their way through the often mysterious maze
of impact investing, which has few guidebooks or
expert advisors in local settings.
Q. What can community foundations do for their grantees through impact
investing?
Given their strong knowledge and relationships with nonprofits, community
foundations can play a role in ensuring that appropriate nonprofit
organizations learn about the opportunities for receiving impact investing
capital and build the technical skills for implementation. Community
building can also connect with, support, and highlight the growing field
of social enterprise and business accelerators, which are often focused on
double bottom line businesses.

Ellen Remmer
Senior Par tner
The Philanthropic
Initia tive
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Donor Engagement
by Kath ryn E. Merchant a nd El l en Remme r

Community foundations around the country are finding that many
donors and prospective donors are intrigued by the opportunity to
make a charitable investment with donor advised fund (DAF) assets
and get the money back, possibly with interest. They can recycle
charitable dollars and achieve a financial return as well as a social,
economic and/or environmental return. National research has shown
that 10 percent of “high net worth” or “high income” households
are very interested in impact investing, and another 38 percent are
interested but want to learn more, suggesting that the potential
market is significant.1

How a community foundation chooses to involve donors can range
widely, from offering a socially screened investment option, to
responding to donor requests to establish a low-interest revolving
loan pool, to establishing a structured program of impact investing
opportunities in which the community foundation co-invests its
discretionary assets. To select the approach that works best for your
community foundation, and to establish the capacity to execute on it,
you can learn from other community foundations that have pioneered
this approach to leveraging donor assets and enabling donors to make

Kathryn E. M e rchant
President/CEO
The Greater Cincinnati
Foundation

an even greater difference in multiple ways, right where they live!

D o n or E n g a g eme n t C an In cr e as e C omm un i t y
Fo und at i o n Im pact
Grants are the main tools for community investment that donors know
best. Good grants generate meaningful social return, but no financial
return to the community foundation or DAF. Whether it is debt, equity,
a loan guarantee or another market instrument, an impact investment
adds to a donor’s philanthropic toolbox, going beyond gifts and
grants. Engaging donors is a way for community foundations to add
value to individual donors’ philanthropy and ramp up the potential
for large-scale impact by aggregating, unleashing and focusing more
capital into the community.
1

Ellen Remmer
Senior Par tner
The Philanthropic
Initiative

Money for Good, Hope Consulting, May 2010, www.hopeconsulting.us/work/moneyfor-good. Survey sample included households with incomes greater than $80,000,
with an oversampling of households with incomes greater than $300,000.
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donor engagement by Kathryn E. M e rchant and Ellen Remmer

By educating the broader donor community about opportunities for impact investing, the
community foundation will be positioned more prominently and favorably to a broader
audience of prospective donors—next generation and entrepreneurs especially—who
believe in the power of market discipline in community investments. As a consequence,
community foundations can grow the population of local, social donors and investors.
The community foundation should structure its donor engagement strategy in a way that
supports the foundation’s overall strategy, suits the context in which they operate (e.g.,
investment opportunities, presence of intermediaries, donor demographics), and meets
the interests of their donors and prospects. Some foundations have decided to offer local
investment opportunities to donors who are passionate about specific issues such as
healthcare, arts and culture, jobs and workforce, energy efficiency and affordable housing.
Other foundations have established pooled funds, either focused on a specific theme of
strategic importance such as economic and community development, or on a varied set of
local opportunities. This diversity of options deepens a community foundation’s ability to
meet donor interests and make a significant difference.

Community foundations are perfectly
positioned to add value to the experience of
local philanthropy for individual donors who
want to make a difference where they live.

W h y d on o r e n g ag eme nt e xc it e s us an d why shoul d y ou be exci ted , too
Community foundations are perfectly positioned to add value to the experience of local
philanthropy for individual donors who want to make a difference where they live. Donors
believe that their community foundations have the credibility and standing to educate
them, define critical market and social needs, and facilitate and aggregate impact investing
opportunities in their communities. Donors may make either permanent contributions or
a recoverable transfer from a donor advised fund. Donors can use a percentage of their
donor advised fund assets to invest directly in local projects instead of indirectly in the
stock market. The rest of the DAF assets continue to be invested in a balanced portfolio,
and donors can continue to use that portion of a donor advised fund to make grants to
their favorite charities. DAF impact investing is a fresh new vehicle for attracting new
donors to a community foundation who increasingly expect the same level of engagement
from their community philanthropy as they do from their active lives and business
ventures.
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The power of donor engagement • questions & answers with Kathryn E. Merchant and Ellen Remmer

Q and A with Kath y M erchant and El l en Re mm er
To pic: The Power of Donor Engagement
There are multiple opportunities to engage donors in the impact investing process at
your foundation and ways to attract donors to your foundation because of a strong
impact investing program.
Q: What do you suggest to get started on engaging donors in impact investing?
	Build on a program track record.
Build a sound impact investing program in at least one sector that the community
foundation knows well, developing a pipeline of “easy wins” and establishing a
track record for both social and financial returns, using the community foundation’s
discretionary assets or a dedicated “evergreen” pool of funds from any source.
	Make sure Board and CEO are “on board” first.
Before engaging donors, make sure the Board and CEO fully understand the risks
and rewards. Ideally, some board members will participate in the impact investing
program.
	Assess and cultivate the market.
Conduct focus groups and educational sessions with small groups of donors,
including a mix of experienced impact investors, and those who are willing or eager
to learn more. Use the focus groups as a motivational opportunity. Identify “donor
leaders” and early investors who can provide feedback on strategy. Consider focus
groups or individual meetings with professional advisors, too, recognizing that they
are most interested in market-based returns.
	Develop donor-centric messages and materials.
Donors in focus groups have resonated with messages such as: recycling of funds,
leverage, double bottom line, and investing in local community as an alternative to
the stock market. Even if offering a pooled option, provide donors with tangible
examples of specific investments and social/environmental impacts that are closely
aligned with their interests. Before developing written materials, test them with
donors.
	Engage and train donor relations/development staff.
Donor relations/development staff must understand impact investing so they can
be part of the “sales team” and help identify and cultivate prospects.
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The power of donor engagement

	Meet with donors one-on-one during the sales process.
Offering a new and different product like this requires one-on-one meetings with
prospective donors. Most community foundations have begun with donors who are
willing to invest at least $25,000 and many donors have allocated over $100,000.
	Develop sound policies and parameters.
Donors want confidence that the foundation will conduct professional due diligence
and manage the investment well. See the five articles on Creating a Plan, Policies,
and Procedures in the Field Guide’s Design section.
	Develop disclosure statements and waiver forms.
Have donors sign forms attesting to their understanding that returns are not
guaranteed and assets are illiquid for the duration of the impact investment.
	Price products and deals so that the community foundation costs are
covered.

Like intermediaries, many community foundations recover the administrative costs
of working with donors by taking a percentage of the investment return to cover
costs of due diligence, monitoring, reporting and administration.
	Report financial and social returns.
Prepare templates to report financial and social returns to donors on a semi-annual
basis, and consider in-person briefing sessions. Reports should include stories as
well as numeric metrics.
	Modify fund statements.
Make sure the back office is ready to modify fund activity statements, allocate
principal and interest payments, and other stewardship/accounting elements.
Q: Would you please illustrate some examples of donor engagement?
Donor A is passionate about health care, and concerned about uncertainties
surrounding implementation of the Affordable Care Act. With the help of a community
foundation, which had set up a loan fund with an established intermediary, this donor
decided to co-invest to provide low-cost capital to federally qualified health centers.
These centers will use loans from the intermediary to expand facilities and add
equipment to increase access to health care for low-income families.
Donor B, who is a venture capitalist, loves the concept of leverage. This donor was
excited to invest in a community foundation’s “Nonprofit Assistance Fund,” which
provides low-cost loans and technical assistance in several different sectors. She is
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questions & answers with Kathryn E. Merchant and Ellen Remmer

thrilled that the community foundation is showing leadership in this area and eager
to invest in their capacity to offer more impact investing products. The donor’s DAF
investment leveraged the community foundation’s endowed assets even further. It
also helped the borrowers to attract other philanthropic, government and market-rate
capital for their projects.

RESOURCES:
Impact Investing for Community Foundations Webinar Series – Four Parts. Presented
by Mission Investors Exchange, 2011.
Impact Investing: A 21st Century Tool to Engage Donors in Foundation Review 2012
(Vol 4:4). Amy Cheney, Robert Killins, and Kathy Merchant, The Greater Cincinnati
Foundation, 2012.
Money for Good. Hope Consulting, 2010.
Gateways to Impact: Industry Survey of Financial Advisors on Sustainable and Impact
Investing. Rockefeller Foundation, Calvert Foundation, Hope Consulting, Deutsche
Bank, Envestnet, Veris Wealth Partners, 2012.

Events
Membership
Conference
Twitter
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It Takes Commitment
Impact investing requires commitment and support, both internally
from foundation trustees and staff, and externally from investment
consultants and managers who often are engaged to carry out the
foundation’s impact investing strategies. Careful consideration of the
sorts of commitment and resources required to achieve your intended
goals is necessary.

The potential payoff from impact investing is an expanded set of tools, a
broader set of partners, and a more robust group of community service
providers in your community. The resources it may take to achieve these
benefits are neither insignificant nor insurmountable. The important
thing is that you make an honest appraisal of what will be necessary as
you build your program, and that you maintain the capacity to adjust as
circumstances require.

AP P LY th is! Do You Have What It Takes?
	Leadership and Strategic Direction.
Boards of trustees and foundation executives
need to develop distinct, communicable goals
and strategies to achieve them. These need to be
clear enough to be understood by staff and service
providers, and practicable enough to offer real
opportunities for investment that achieves social
goals.
	Capacity for Execution. No matter what type
of investments you choose, impact investing
will likely involve developing new skill-sets
among foundation staff, and perhaps among the

You will likely need to
take some risks and
learn from mistakes along
the way, although
the growing
number of foundations
active in impact investing
offers an increasing
base of knowledge from
which to build.

consultants and investment managers with whom
the foundation engages. In some cases, this may
mean bringing on new staff or expanding the roles
of staff in your organization.
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It Takes Commitment

P
 rogram design. Consistent processes for identifying potential investment

opportunities, underwriting (performing due diligence) on deals, assuring legal
compliance with IRS regulations and fiduciary duties, and assessing the potential
(and later, the actual) social impact of impact investments.
C
 reativity and Patience. Impact investing may challenge the conventional

understanding of how foundations manage their investment portfolios, engage
grantees, and coordinate internally among staff and externally among service
providers. You will likely need to take some risks and learn from mistakes along the
way, although the growing number of foundations active in impact investing offers
an increasing base of knowledge from which to build.

Reso urces:
Mission Investors Exchange is the association for impact investors at foundations and
philanthropic organizations using mission investments as a philanthropic tool. Please
email or call us at 206-443-8463 at any time if we can help you locate resources,
introduce you to kindred spirits at peer foundations, or to talk through your latest
impact investing ideas and plans.

The potential payoff from impact investing is an expanded
set of tools, a broader set of partners, and a more robust
group of community service providers in your community.
The resources it may take to achieve these benefits are
neither insignificant nor insurmountable.
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