Sample Investment Policy Statement


COMMUNITY FOUNDATION
INVESTMENT POLICY STATEMENT

Background

In XX, THE FOUNDATION’s Board set aside capital for an impact investment program that 1) creates jobs in economically impacted areas; 2) strengthens economically impacted areas of The AREA; and/or 3) improves the social, health and/or environmental conditions of The AREA. This document outlines the policies and procedures for THE FOUNDATION’s Impact Investment Program (the “Program”).

Principles

The Program will be managed based on the following principles:

1. Investments through or in partnership with intermediaries are generally preferred.
2. The Program stands alone, is not meant to integrate with THE FOUNDATION’s traditional investment pool. 
3. The Program will be initially focused on less risky investments in intermediaries in an effort to build momentum, but has flexibility to take risk and make direct investments where appropriate.
4. Investments can be made in both nonprofit and for-profit entities and earn market or below market rates of return.
Authority & Process

THE FOUNDATION’s Impact Investment Committee (“the Committee”) has the authority to consider and act finally on all matters relating to the Program. The Committee will provide semi-annual reports to THE FOUNDATION Board outlining Program investments, performance, and related activity. 

Program Guidelines

Objectives

Return: The Program seeks long-term income generation and capital appreciation and an overall annualized return net of fees of XX%. The stated target return is net of an approximate XX% annual fee used to repay THE FOUNDATION for internal administration and [third party Advisor expenses]. 

Risk: The Program will be comprised primarily of illiquid, private transactions. The Program seeks to reduce risk through comprehensive underwriting, diversification across investments, and by limiting investments that are not secured by meaningful collateral or form of loss protection.

Parameters
Impact: The Program will consist solely of investments that further THE FOUNDATION’s mission of creating positive and sustainable change in The AREA. THE FOUNDATION generally seeks to make strategic investments where its capital is key and/or catalytic to success.

Time Horizon: The Program is invested and evaluated over the long-term, with a minimum XX-year time horizon. With the exception of venture capital, no single investment will have duration of more than XX years. However, the Committee may extend duration on a case-by-case basis.

Allocation: The Program does not seek to diversify across all asset classes; the allocation is driven by the underlying investment opportunities. However, to mitigate risk, unsecured investments that have a reasonable potential for loss of principal shall comprise no more than XX% of the committed Program. To mitigate investment concentration risk, a maximum of XX% of the committed Program can be invested in any single entity.
Investment Criteria: The Committee will consider investment opportunities that have a reasonable likelihood of returning invested capital plus a rate of return of between XX - XX% depending upon degree of financial risk. This means that:

· The applicant may be a nonprofit or for-profit entity, but must have an identifiable source of income or asset base for repaying THE FOUNDATION’s investment.
· The identifiable sources of repayment could be rental income, income from business activities (either from the sale of services, products or other assets), repayment from loans or equity investments made by the investee (e.g., in the case of impact investments to lending institutions or other financial intermediaries), or royalties received by the applicant from licensing intellectual property or other assets.  If there are concerns regarding how secure or sufficient the sources of repayments might be, the investment could be further secured by a guarantee from a financially stronger entity.

· THE FOUNDATION prefers to invest in entities with a prior track record of repaying invested capital and/or entities led by a management team with such experience.

· Repayment schedules will be negotiated on a case-by-case basis based on the borrower’s anticipated sources of repayments.

· Investees will be expected to pay closing costs equal to legal fees incurred by THE FOUNDATION and, particularly for direct investments, a portion of THE FOUNDATION’s transaction costs. THE FOUNDATION will consider using investee or intermediary’s standard loan and investment documents, if available. THE FOUNDATION’s legal counsel will review documents if deemed necessary and appropriate.

· Any investment commitment that remains unused or inactive after XX years from the date of its issuance shall immediately revert to THE FOUNDATION.

Monitoring & Evaluation: Investments will be evaluated on a quarterly basis relative to the going in return projections, operating metrics, and covenants, where applicable. THE FOUNDATION’s Finance Group is responsible for servicing all impact investments, including receiving and reporting all loan repayments, and notifying borrowers if payments are overdue. The Finance Group will maintain detailed financial records on all impact investments and will produce financial status reports on a quarterly basis for the Committee and participating Donor Advised Funds, if applicable.
In the case of delinquent payments, THE FOUNDATION’s Chief Financial Officer will meet with the borrower immediately to address the problem area.  Any changes in loan terms or conditions must be reviewed and approved by the Committee.

Investment Process

1. Impact criteria eligibility: The Committee is responsible for evaluating prospective investees’ social and financial impact and fit with the Program’s goals and objectives.

2. Preliminary Memo: If the proposed investment meets THE FOUNDATION’s social impact criteria, prospective investees must submit materials, including purpose of investment, use of proceeds, proposed term and rate, repayment source, etc. This information is incorporated into a Summary Memo outlining the investment opportunity.

3. Initial Review: The Committee reviews the Summary Memo. Based on a discussion of the relative merits and weaknesses, and whether the impact and return objectives can be met, the Committee determines whether to undertake full due diligence. If the Committee does not view the opportunity as viable, it will reject the investment at this stage.

4. Due diligence: Depending on the situation, the due diligence process will include a site visit; in-person meetings and/or conference calls with the investee’s management, borrowers, other investors, board members, and if relevant, industry or sector experts and practitioners; and review of audited and interim financial statements, annual reports, and business plans. The due diligence process will also include legal due diligence on whether the potential investee has violated any significant legal or regulatory obligations. For investments in intermediaries, due diligence would include a review of loss reserves, loss experience, delinquencies, investment committee process and membership, and underwriting guidelines. 

5. Investment Memorandum: If the due diligence process reveals that the opportunity warrants an investment recommendation, an Investment Memorandum is prepared for the Committee. The Investment Memorandum will: a) describe the opportunity and how it meets the Program’s criteria; b) summarize the salient findings from the due diligence process; c) outline the key risks and mitigants, d) describe whether and how THE FOUNDATION’s investment would leverage other sources of capital, and e) outline a preliminary term sheet.

6. Approval: The Investment Memorandum is the basis for Committee discussion and approval, upon majority vote. 

7. Closing: If approved by the Committee, the Advisor would negotiate/finalize structure and terms and work with Finance staff to execute legal documents. A minimum XX% loan loss reserve would be established for each investment at the time of closing, but may be higher depending on level of risk.

8. Reporting: Investees are generally required to submit quarterly financial statements, annual audited financials, and any other information or metrics agreed to in advance.
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