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The Ins and Outs of Mission-Based Investing

Increasingly foundations are using their assets to not just grow their corpus over time, but to make specific,
focused and aligned investments, with the goal of directly furthering their mission. Collectively, the use of an
organization’s investments to further their mission, is referred to as “mission-based investing” (MBI). The goal of
MBI is to generate both a financial return (in order to grow the foundations corpus to meet the spending needs of
both today and tomorrow) as well as a social return. Broadly speaking there are three categories of MBI ranked
from easiest to most challenging to implement: Socially Responsible Investments (SRI), Mission-Related
Investments (MRI) and Program-Related Investments (PRI).

Socially Responsible Investments: SRIs are the most common implementation of MBI. The process of screening
securities in both the public and private markets using positive and/or negative screens based on pre-determined
attributes can be a straightforward tool to help align an investment portfolio with the core beliefs and mission of
an organization. Screening can be implemented in broad vehicles such as ETFs or commingled funds or built custom
vis-a-vis a separate account. Increasingly investors are turning to direct indexing solutions to implement their
screened portfolio at a lower cost than traditional SMAs. A second implementation of SRl is through voting proxies
as an active shareholder of a company. The goal is to be present and vote on important corporate policies that
align with the organization’s mission.

LCG can help guide organizations seeking an investment approach with clear, consistent and mission aligned
parameters within their investments. Once implemented, LCG can also help identify and implement investment
managers able to create a new custom solution following an objective. Beyond customizing public investments,
it’s important to provide a holistic approach to screening across illiquid strategies as well. Given many nonprofits
have at least some exposure to private alternatives, a comprehensive strategy is often viewed as mission critical
and should not be limited due to fund structure or liquidity.

Mission Related Investments: MRI’s or “impact” investments, generally constitute direct investments in businesses
that are furthering a particular social mission. Examples could include purchasing bonds issued to provide first-
time homebuyers with downpayment support, municipal securities issued to revitalize poor neighborhoods, or
even direct investments in private companies driving a particular social initiative such as green energy, low-income
housing, or job skills training.

LCG can help organizations who have an interest in making investments that align with their specific mission or
values. This might include funds that focus on companies providing basic services while helping people in the
community break out of poverty, investments in green energy, clean water and renewables in emerging markets
and nutrition, healthcare and financial services for disadvantaged communities closer to home. This is important
because as a fiduciary, there is a need to generate competitive returns from these Mission Based Investments in
addition to furthering their mission. LCG can source managers and investments, provide investment and
operational due diligence for suitability and provide ongoing reporting regarding on the specific investments.

Program Related Investments: PRIs are most akin to grants a foundation may make and must therefore meet
certain charitable standards to qualify. PRIs can be attractive when an organization is seeking to meet the 5%
spending rule and the financial markets have not enabled more traditional spending. PRIs also can enable a
foundation to focus a higher percentage of their assets towards its charitable goals. Examples may include low-
interest or interest-free loans to needy students, investments in low-income housing projects or low-interest loans
to small businesses owned by members of economically disadvantaged groups (source IRS).

Because program-related investments are the most challenging to implement, they are also the most uncommon
to find. And while LCG’s clients have not yet implemented PRI, there are notable case studies available speaking



to the opportunity, process, successes, challenges and learnings associated with such an endeavor. Importantly
there are several considerations for any organization looking at PRlIs.

e Operational and investment due diligence is critical to understand not just the impact but the viability of
a particular investment.

e The capacity of the staff or team at the foundation to manage and oversee the investment must be con-
sidered. For example, the IRS has strict guidelines for PRIs and the staff must ensure that these guidelines
are maintained.

e The foundation must have the ability to monitor, document and manage the additional financial oversight
needed to ensure the investment is operating as intended and achieving the desired social impact.

In many ways, the oversight and governance required of PRIs is similar to that of direct co-investment opportuni-
ties with private equity general partners. As such, organizations should evaluate all the options available along
with associated risks, costs and benefits before pursuing such a strategy.



Past performance is not indicative of future results.

This document was prepared without regard to the specific objectives, financial situation, or needs of any particular
person or entity who may receive it. This analysis is for informational purposes only and is not intended to be an
offer, solicitation, or recommendation with respect to the purchase or sale of any security, nor a recommendation
of services supplied by any investment organization and does not include all factors that should be considered when
choosing an investment advisor or strategy.

This presentation is not investment, legal, tax, or accounting advice. Investors should consult with their own
professional advisors for advice on any investment, legal, tax, or accounting issue(s). While the information
contained herein highlights important data, it does not purport to highlight all dimensions of risk.

The information provided herein is based on matters as they exist as of the date of preparation, or otherwise
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise revised
to reflect information that subsequently becomes available, or circumstances existing or changes occurring after the
date hereof.

The information and opinions contained in this material are derived from various sources. No representations are
made as to the accuracy or completeness of the information set forth in these materials. LCG reserves the right at
any time and without notice to change, amend, or cease publishing the information.



