INVESTMENT

Navigating the Path of

Socially Responsible Investment

The concept of PRIs
harkens back to the
fertile mind of
Benjamin Franklin,
who dedicated 2,000
pounds to establish a
revolving fund for

young artisans.

by Rick Cohen

OR MANY NONPROFIT ORGANIZATIONS WITH A

fund balance, reserve fund, or endow-

ment to invest, the decisions are fre-

quently beyond the knowledge and

experience of their exec utive direc tors.
Most nonprofit leaders run organizations
bec ause they know their subject matter fields,
not because they’re investment whizzes.

But they all know—or ought to know—that
it’s crucial for nonprofits to consider how they
invest their funds and what the options are. The
good guidebooks tell nonprofits to earn inve st-
ment returns and get as much out of every buck
as possible instead of letting funds sit idle.
Increasingly, they also recommend that nonprof-
its think about the soc ial purpose of their inve st-
ments. Why invest in environmentally and
socially de structive corporate stock when social -
investment funds offer a combination of healthy
market returns and contribution to nonprofits’
socioeconomic missions?

Although usu ally thought of as the province
of large, endowed nonprofits like universities or
foundations, social investment is a tool that
every nonprofit can take advantage of by match-
ing its resources with inve st ment po ssibilities.
For quite some time, versions of social invest-
ment, such as foundations’ “program-related
investments” (PRIs), have been in the mix of
investment vehicles for some foundations. Since
the Tax Reform Act of 1969 allowed PRIs, several

Rick COHEN is the Nonprofit Quarterly’s national

correspondent.

32 REPRINTED FROM THE NONPROFIT QUARTERLY

foundations have actively made below-market
loans and investments, notably the Ford,
MacArthur, and David and Lucile Packard foun-
dations, among others.

The concept of PRIs—in which found a tions
issue debt or equity investments to nonprofit or
for-profit entities with a ch aritable purpo sebut
without the expectation that the investment
earns a market-ratereturn—harkens back to the
fertile mind of Benjamin Franklin, who dedi-
cated 2,000 pounds to establish a revolving fund
for young artisans,' a concept that one might
expect to see in the portfolios of major philan-
thropies today.

By definition and experience, mo st of founda-
tions’ PRIs are predicated on accepting below-
market rates of return. According to the
Hand book on Responsible Investment Across
Asset Classes,? socially conscious invest ment
need not be structured to earn less than conven-
tional market alternatives. Mission-related
investments that achieve market returns consti-
tute another tool to address economic and envi-
ronmental issues of concern to socially minded
institutional and individual investors.

Funded in part by the investment-innova tive
F.B. Heron Foundation,’ the new book from the
Bo ston College Center for Corporate Citizenship
and the Social Investment Forum lays out a frame-
work for nonprofits large and sm all to sort through
mission-rel ated social-investment options. It is a
broa der, more robust concept of “responsible
investment” th an simply making program-rel ated
investments. As the Hand book notes, the lens is

PHOTOGRAPH © BRIAN HAGIWARA/BRAND X/CORBIS




=




Getting the Most out of Organizational Investments

If you think nonprofit finance per se is daunting, putting your nonprofit into the position
of being an investor (determining where to place your fund balance, your reserve fund,
your endowment if you have one, etc.) or an investmentrecipient(with a productto pitch
to foundations and high—net worth individualsinterested in mission-related investments,
or MRIs) sometimes feels like walking a circus high-wire without a net.

Letsface it. Plenty of us have a tough enough time just filling out our annual tax forms
by April 15, TurboTaxnotwithstanding.We often find ourselves frozen and bleary-eyed
when we sit down with realtors and brokers to buy a home. So don’t be down on yourself
when the nonprofit discussion moves from debates about cash versus accrual accounting
into debates aboutinvesting money in social investment funds, ommunity development
banks, and local economic development ventures.

Consider it from two perspectives. The first is your nonprofit as an investor. Eve ry non-
profit has resources: short-term resources such as cash, slightly longer-term funds held in
perhaps 60-day or 90-day certificates of deposits, maybe other funds that aren’t needed
so quickly that can be put into longer-term notes or instruments, and perhaps even
longer-tem investment potentials of reserves or an endowment. Most groups simply
invest these resources for maximum returns,but the Handbookon Responsible Investment
Across Asset Classes tells you that your organization can use its funds for social purposes
without sacrificing market-comparable returns.

Use the asset class definitions in the Han d book or at www.xigi.net to consideryour
options, but befo reyou do, ask yourself how investing your resources could contributeto
the mission and values of your organization. What are the underlying values and motivations
of your nonprofit that could be adva n ced by investing your funds appropriately? That is a
crucial board discussion, the board has to beinvolved, leading the charge, and buying in.

Then bring in the experts. Thereare plenty who can help you find products and guide
you through the reasonable options, especially if your nonprofit is not a behemoth brim-
ming with fund balances but is simply trying to ensure that all of its funds do good.
(onversations with some socially minded bankers might start with the pioneering
ShoreBank Corporation (www.shorebankcorp.com/bins/site/templates/splash.asp),
the socially responsibleinvestments of Se |- Help (www.self-help.org), or the “socially
progressivebanking” services of Wainwright Bank and Trust Company (https://www.
wainwrightbank.com/html/personal/index. html). You can also talk to a socially respon-
sible financial planner or adviser, 222 of whom are listed at the Social Investment Forum
Web site (www.socialinvest.org/directory/results.dfm?category=FA). Evenif your non-
profit isn’t the billion-dollar size of a foundation or university, there are people to call
on for advice.

But what if you want to get some of these socially responsible investments? This isn't
afly-by-night game, like mailing out dozens of blind letters of interest to pote ntial funders
listal in somefoundation directory. Your nonprofit is a candidatefor social investment
only when it has a business enterprise that warrants equity or loan capital.But be careful.
Like most small businesses in general, most nonprofit income-producing ventures fail in
short order.
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one of “investing in financial products that seek to

achieve social and/or environmental goals as well

as yield market ra te financial returns.”

According to the authors, “Foundation and
university endowments, pension funds, socially
responsible investors including church pension
funds and socially respansible mutual funds,
high-net worth individuals, nonprofits, and
others [can] target investments that create long-
term societal we alth while also achieving institu-
tional financial objectives.”

Rare is the nonprofit that doesn’t diversify its
assets. The ingenious approach of the Hand book
is to offer organizations a schema for examining
responsible inve st ment options among various
classes of assets that a foundation or other non-
profit might employ. The Hand book offers a
framework for investments and categorizes them
into the following asset classes:

e Cash and cash equivalents. The Hand book sug-
ge sts that market-ratereturns can be achieved
through cash inve st ments in community - ori-
ented banks such as community development
fin ance institutions (CDFIs ),! community devel-
opment banks,” and community development
credit unions (CDCUs).°

e Flixed-income instruments (fixed-return bonds,
etc., issued by local governm ents, corpo rations,
and larger nonprofits). Investors can target
fixed-income in vestments toward “community
development—targeted investments” (for
example, asset-backed or mortgage-backed secu-
rities for sm all-business activity or lower-income
home purchases), government debt (for
example, bonds that would support the creation
of “public goods,” such as infrastructure
improvement or sustainable energy develop-
ment), and corporate debt (using responsible
invest ment funds such as tho se offered by
Domini Social Investments’” and Morley Fund
Management to inve stin corpora tions that con-
tribute to society and to avoid tho se that are
economically, socially, and environmentally
harmful).

e Public equities (publicly traded stocks of large
corporations). The Hand book recommends
employing social investment “screens” (“nega-
tive screens” to eliminate investments in
noxious industries such as arms production,
tobacco, alcohol, gambling, etc., and “positive
screens” to emph asize and seek investments in
companies that contribute to solving environ-
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mental and social problems) and pursuing
“active ownership” in which investors vote as
shareholders and file shareholder resolutions
to, for example, promote corporate trans-
parency and accountability.?®
Private equity (investments in unlisted co m-
panies such as venture capital investments,
“generally only available to institutional
in ve stors, venture capitalists, and high-net-
wo rth individuals”). The Handbook sugge sts
“product-foc used investments” (that is, inve st-
ment supporting “environmentally and soc ially
beneficial products and services” such as
renewable energy or “clean tech”) and econom-
ically targeted investments to historically
underserved communities, such as investments
in enterprises owned by women and minorities
in lower - income neigh borhoods.
® Real estate. Inve stors can look to their real esta te
portfolio to support affordable and workforce
housing, brownfield development,’ smart-growth
projects,” and “green construction.”"

The Handbook even takes on more esoteric
and specialized asset classes such as invest-
ments in hedge funds and commodities to
demonstrate how the principles of environmen-
tal and social an alysis of investment options can
be applied to the intersection of nonprofits’ mis-
sions and goals and satisfy their appetite for
market-level financial returns.

Social investment by asset class is no longer
uni que. A socid-capital index offers a somewhat
comparable “asset fan”"* and posts examples of
various offerings from nonprofit and for-profit
entities. Some of the organizations on the site
might seem a little kitschy; for example, one
entity pitches a “process tool for any moral
agent—individu als and corpora tions—touse for
ethic al improvement, coaching and co-creation
with self - oiganizing communities,” but plenty of
others with social-investment offerings are
respected organizations with strong track
records of providing soc ial investments, includ-
ing Enterprise Corporation of the Delta; Afford-
able Housing Resources in Nashville; BRID GE
Housing Corporation in California; the Housing
Assistance Council in Washington, D.C.; which
works on rural housing nation wide; the commu-
nity-based Manna in Washington, D.C.; and
Mercy Housing’s Mercy Loan Fund. All of the se
nonprofits offer re al esta te investment opportu-
nities in affordable housing and de sign invest-
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ment ve hicles to capture re s pansible inve st ment
assets. The Rockefeller Foundation has taken
this a step further with a large grant to su pport
a “soc ial stock market” for inve stments in cle an
technology and other soc ially and economically
desirable products.®

However useful the description of asset
cl asses, the Handbook’s most important tool is a
series of guideposts for each asset class to help
investors design an asset—class specific respon-
sible investment strategy. The environmental,
social, and governance lenses outlined in the
Hand book help inve stors understand how inve st-
ment options can fit and carry forward their
institutional missions. The challenge for
investors isn’t to select one social fund from
Column A and a soc ial enterprise from Column B
but to deploy an analytical framework for deter-
mining what might constitute responsible inve st-
ments that fit investors’ interests and needs and
generate returns comparable to those of the
market as me asured by accepted market metrics.
As the Hand book and other valuable recent
social investment publications—such as the MRI
guide for trustees issued by Rockefeller Philan-
thropy Advisors makes clear—applying a
strong analytical lens is crucial to successful
responsible investing.

There is plenty of hyper bole in the social-
enterprise field; phil anth rocapitalists sometimes
revert to a one-size-fits-all notion that nonprofits
ought to turn a profit and run like mini-capitalist
investment vehicles. Re se arch from the likes of
the Ford Foundation’s Michael Edwards® and
analyses by respected organizations such as
SEED CO" in New York City should tell nonprofits
and inve stors ali ke to look before they leap.

But you won't find the outl andish hyperbole
in the Handbook. It is a technical but accessible
tool for guiding nonprofits to understand where
they might stand as investors with resources to
place and as recipients with investments oppor-
tunities to offer. For nonprofits, it may be time to
take advantage of the Hand book’s advice for
institutional investors and add loans and equity
to their re que sts for grants from foundations and
others sitting on tax-exempt endowments."”

For nonprofits attempting to acce ss charita-
ble endowments these days, it’s a different world.
In January 2008, at the Davos World Economic
Forum, Microsoft Ch airman Bill Ga tes called for
a “creative capitalism” that would “stret ch the
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Applying a strong
analytical lens is
crucial to successful

responsible investing.



For nonprofits
attempting to access
charitable endowments
these days, it’s a

different world.

reach of market forces so that more people can
make a profit, or gain recognition, for doing work
to ease the world’s ine quities.”* Not surprisingly,
not only did much of the world press take notice,
the Gates statement was tre ated as a serious call
to action for Microsoft’s corporate brethren and
competitors.

The evidence suggests that, proportion ally,
s ocially responsible investment growth is outpac-
ing grow th in convention al market investments,
though the size of the responsible invest ment
share of investment capital is still relatively small.
As of 2007, according to the Soc ial Inve st ment
Forum, the total volume of professionally
managed assets in using some combination of
three responsible investment stra tegies—screen-
ing, sh areholder advocacy, and community invest-
ing—has increased to $2.71 trillion,
approxim ately $1 out of every $9 of profe ssion ally
managed investment assets. Between 2005 and
2007, that represents an 18 percent growth of
socially responsible investment assets, compared
with 3 percent growth in all professionally
managed investments."

This is not easy stuff, but for nonprofits and
investors the Handbook is a useful guide for nav-
iga ting possible responsible investment opportu-
nities and strategies.

(rockpa.org/
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