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2. Have we noticed a shift in risk or return expectations amongst 
Investment Committees at Foundations compared to one or two years ago? 

Yes. As impact investing practitioners make investments they get more comfortable with the process 
and deal flow. They gain confidence in their ability to understand an investment opportunity, collaborate 
with other investors and place capital. These practitioners then speak to other investors who are earlier 
in their journey and share challenges and victories. As the sector grows, knowledge, experience and 
understanding all go toward reducing perceived risk. 

Globally speaking, we are now at the end of term for many first generation impact funds. There are now 
exits, results, and impact outcomes to examine. For example, a recent GIIN study reported that over 75% 
of impact investors deployed capital into private equity. Depending on the market type and target 
returns, investors reported average gross return expectations ranging from 4.9% to 16.5% for 2016 
vintage equity investments. Whereas private debt had gross returns between 2.7% - 9.2% depending on 
whether the investment was in a developed or emerging market .

3. What about transaction costs and fees? There has always been hesitation 
around impact investing being expensive. What have we learned here? 

Over the last few years fee structures are becoming better understood by investors, but we haven’t seen 
enough scale to have a notable difference on reducing transaction costs just yet.

Additional upfront costs for investors are a reality as new policies and strategies are being developed 
and the status quo is being challenged. Once these are developed and the learning curve shortens, we 
expect to see a dramatic reduction in transaction costs. Furthermore, certain fixed costs seem high when 
compared against small deal sizes, resulting in higher costs as a percentage of the total investment. 

1. In the six months since the Guidebook for Foundations was released, what 
is still the number one concern of Foundation boards? 

Certainty of return. Many boards still view impact investing as fundamentally risky. When paired with the 
perception that impact investing vehicles are limited to risky private equity structures or direct deals 
into early stage ventures, boards worry! 

However, a growing body of research and market data shows that impact investments can generate 
target returns and even outperform the market. For example, a recent study by Cambridge Associates 
found that smaller private equity impact funds with less than $100 million assets under management 
returned a net internal rate of return of 9.5% compared to 4.5% for similarly sized traditional funds . 
When engaging in impact investing as an approach, foundations are likely to have a portfolio of 
investments with a range of expected financial returns. Of these, only program-related investments 
(PRIs) deliberately target a lower return in exchange for a greater impact. Just like any other investment, 
impact investments require rigorous financial and impact due diligence, and returns are highly 
dependent on the manager. The good news is that there are a variety of investment vehicles, with a wide 
assortment of risk and return profiles. 
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Management fees are a different issue and asset class specific. Today, we see much less of an “impact 
premium” than we did a decade ago. Fees are generally consistent with non-impact products in the same 
asset class. For example mutual funds will have a management expense ratio which can range from 1-3% 
depending on the type of fund. A private equity investment that is structured as a limited partnership 
would typically have a fund management fee of 1.5-2.5%. 

5. What advice do we offer Foundations or their Boards looking to be more 
knowledgeable and engaged in the impact ecosystem?

Don’t go it alone! Impact investors love to talk about what they do and are a fundamentally collaborative 
group. Talk with other active, aligned foundations to learn about process and identify co-investment 
opportunities. Identify peer foundations or impact investing affinity groups to take part in future 
gatherings and signal your willingness to participate. This will help determine if there are themes that 
resonate with your areas of interest and investment parameters. In addition, there is a growing body of 
resources on this topic that can be very helpful and inspiring. 

4. What do we say to Foundations concerned about subjecting their 
endowments to “unnecessary risk”?  

The “risk” of doing impact investing can be managed. As with any other part of your portfolio, you 
determine the allocation you are comfortable with. 

Most foundations decide that a 5-10% carve-out for impact is a reasonable allocation that does not 
create significant portfolio risk. These pools are separate from their overall portfolio and have different 
investment parameters and targets. As asset owners become comfortable with this type of investing, 
they often allocate more of their portfolio towards impact.

The other consideration with respect to the risk of impact investing is the risk of not doing it. Consider 
the opportunity cost of not aligning your assets to your mission? Foundations are defined by their 
mission and thus ignoring the impact of your portfolio may ultimately jeopardize your purpose. 


