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Introduction

One finding from the Investor Contribution 2.0 public consultation is that while many investors
understand investor contribution at a conceptual level, they remain unsure how to implement
those concepts in their day-to-day practice. This case study illustrates how a leading investor,
British International Investment, has not only incorporated investor contribution into high-level
strategy but also operationalized it in detail throughout the investment process.

British International Investments (BIll) is one of the world's first development finance institutions
(DFls), with 75 years' experience as an impact investor in emerging economies. Like many DFls,
Bll is a taxpayer-funded institution with a mandate to do things that create impact and that other
investors are not doing, to avoid “crowding out” or displacing private sector investors. Their
mandate has led them to create a robust approach to investor contribution that is widely relevant
to investors seeking to create impact that would likely not have occurred otherwise — regardless of
those investors' funding source, tax-exempt status, and financial goals and constraints.

As part of the Investor Contribution 2.0 project, Impact Frontiers invited BIl to share this "behind-
the-scenes” look at how it operationalizes its commitment to investor contribution. Impact Frontiers
synthesized the following case study from internal documentation provided by BIl, with the aim of
demonstrating not only that it is possible to assess and manage investor contribution consistently
and systematically, but also to provide an example that can inspire other investors.

Overall Framework

Bll assesses both the impact of the project or business plan that their investment would support,
as well as Bll's contribution to that impact as an investor, where the counterfactual is what would
happenif they declined to invest (but another investor potentially does). The figure below illustrates
the relationship across these elements of impact (please note that this figure is conceptual only,
no such calculation is actually made). Contribution here can be thought of as varying between O
(none of it) and 1 (all of it).

Figure 1: Elements of impact.
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Investor Contribution Framework

Bll articulates the rationale for their approach to investor contribution as follows:

Additionality means supplying inputs - financial and non-financial - that private investors [i.e,,
purely commercial or non-impact investors] likely would not. But whilst input additionality is
necessary forimpact, it is not sufficient. We use the term "‘contribution” to refer to the difference
that our additional inputs make to development outcomes.

Contribution is not something that can be directly measured, because it requires a comparison
of what happens if we invest against what would happen if we do not. Only one of those can
ever be observed.

Qur approach to assessing our expected contribution is to ask ourselves the right questions and
assemble the available evidence and analysis, so that we can arrive at a decision based on the

balance of probabilities.

They identify three elements as comprising their contribution:
* Financial additionality, i.e., allocating and managing capital.

- Defines the extent to which Bll's capital is financially additional to the investee. Identifies
whether they provide capital that others would not and how this supports Bll's impact.

- Includes both the quantity of capital and quality (terms) provided. By terms, Bll means
attributes such as the following, without limitation:

— Interest rates (for debt) or enterprise valuation (for equity)
— Tenor of the loan (for debt) or intended investment period (for equity)
— Grace periods or flexible amortization schedules
— Mezzanine or innovative structures that the private sector doesn't provide to that client
- Flexible collateral requirements
* Value additionality, i.e., adding value beyond capital, through expertise or partnerships.

- Defines the extent to which BIl brings expertise and/or partnerships that can deliver material
increases to impact that would otherwise not be achieved by others.

- Changes to impact can relate to outcomes, greater scale, greater depth/duration, more
underserved stakeholders. Define degree of confidence that these changes would not have
occurred without Bll.Raising investment standards through BIll's expertise or partnerships
beyond what would otherwise be achieved.
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* Mobilizing capital
- Defines the extent to which Bll is mobilizing additional capital, how they have done it and how

it has led to changes in investors' decisions, as well as defining Bll's level of confidence that
this would not have happened otherwise.

- IsBllincreasing the guantity of investment in its target geographies, which would not otherwise
be there?

Bll's assessment of their investor contribution is not based on a binary outcome measure. To
analyze their contribution, they assess each of the three elements of contribution (financial
additionality, value additionality, and mobilization), as well as stating their confidence in those
assessments and the scale at which they are expected to occur. Rating their contribution allows
them to vary the bar they set depending on the impact of the investment. A low contribution
is permissible if the impact of the investment is very large, but would not be acceptable if the
impact of investment is small. Bll sees these investment decisions as involving a two-sided risk - on
one hand, of making investments that are not additional and on the other hand, failing to make
investments that are additional.

The following diagramillustrates how the three elements of investor contribution in this framework,
as well as its scale and Bll's level of confidence in it, factor into the impact framework:

Figure 2: Confidence and Scale of Investor Contribution.
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Additionally, the figure below illustrates how different combinations of the impact of an investment
and contribution can produce a large enough expected impact to justify the decision to invest:

Figure 3: Conceptual illustration of the investment decision.

Proceed with
investment

IMPACT OF THE INVESTMENT

Decline
investment

NONE HIGH
CONTRIBUTION
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Investor Contribution Rating

To aid in their decision-making process, Bll assigns one of four ratings (none; low; medium; high)
to the expected investor contribution of each proposed deal. This rating reflects the anticipated
scale of Bll's contribution, along with their confidence that they are offering capital and/or other
forms of engagement that private investors would not offer. Investment opportunities where
they expect to make no contribution are rejected by Bll's investment teams before being taken to
Investment Committee.

To support deal teams in assigning ratings consistently across the organization and over time, Bl
developed the following guidelines, which are intended to be treated more as rules of thumb than
hard rules:

HIGH Where both our confidence and scale of contribution are considered significant. We would expect Bll to
contribute an outsized proportion of the impact vs our relative to the scale of our capital commitment.

* Cases where capital is not offered at all. These will normally be transactions in the most
underdeveloped markets and/or with immature sponsors (e.qg., first-time funds).

* Or cases with both financial and value additionality where both confidence and scale of contribution
are significant for both.

* Where only value additionality is provided a transaction should not be rated high.

* More activity does not mean more contribution. Some transactions can require a high level of support
from BII but this does not mean they should automatically be rated high.

MEDIUM Where we are comfortable that we are making a difference, but a proportion of the impact would
probably be achieved by another private investor. We would expect Bll to contribute a proportion of the
impact which is broadly consistent with the scale of our capital.

* Where we are confident there is financial additionality where either capital is not offered on the same
terms, or not offered in sufficient quantity.

* Cases with only value additionality require a high confidence and scale, and most cases with only
value additionality should be rated low. Particular focus should be applied to the potential scale
of impact from value additionality - normally a more developmental strategy with significant BlI
influence is required for cases with only value additionality to be rated medium.

Low Where there are questions over our confidence and/or scale of contribution. Our contribution is less
than the proportion of capital we provide. This is usually the case where Bll's contribution is a relatively
small part of the overall impact of the investment, or where there is significant uncertainty over
the counterfactual.

* A low rating can be a result of greater uncertainty or limited scale. It is expected there will be more
low ratings at screening than pre-liminary/final rounds, as there is more uncertainty at this stage of
the process.

e Where there are risks of crowding out e.qg., competitive processes/bids/auctions, well-funded markets.

« Significant secondary/replacement capital/refinance. Except in exceptional cases where a more
development strateqy is being pursued (these will normally require Bll control).
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NONE Where it is deemed BIl is making an immaterial contribution to the transaction. This rating should not
be used at Investment Committee as transactions should be dropped before reaching this stage.

* Where there is no financial additionality (crowding out) and the scale of value additionality is
immaterial to impact. Examples include value additionality related to CSR programs or value
additionality which may benefit the company commercially but make difference to impact.

Bllprovidesitsteams with further guidance on assessing the scale of impact from value additionality:

Meaningful impact from value additionality means:

(i) the value addition delivers impact which would form part of an investment case and is aligned
with the core businesses. It should not include CSR programs or other impact which is tangential
to the core business; and,

(ii) the relative depth and scale of the impact is commensurate with Bll's resources committed
to it. Where Bll is financially additional the resources committed to it are generally considered
to be staff time (from Bl and the business). Where there is only value additionality it should be
commensurate with both Bll's capital and the staff time involved. A larger transaction with more
Bll staff time committed to it would need to demonstrate more impact from value additionality,
for example, by delivering two or more areas of value additionality which deliver impact which
is aligned with the core business.

Value additionality is usually realized through quality improvements rather than scale
improvements. It is normally considered that the marginal impact of quality enhancements
reduces as overall quality increases. E.g., creating a job paying $1,500 per annum is more
impactful than increasing wages from $1,500 to $3,000 per annum, which in turn is more
impactful than increasing wages from $5,000 to $6,500 per annum.

As noted above, it is recognized that transactions are more likely to receive a lower rating at
screeningwhenthereislessinformation and therefore more uncertainty around our contribution
and the likelihood of success. This should not be a cause for concern and it is recognized that
ratings may increase during the investment process.
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Bl further specifies that:

As with financial additionality, we are concerned with establishing whether private investors
would not provide the same non-financial inputs, and that what we do differently makes a
material contribution to development outcomes. We may justify an investment solely because
of our value additionality, but such cases require scrutiny to avoid crowding-out private investors
on the grounds of value additionality that makes an immaterial contribution to development.

The onus is on Bll to show that the non-financial inputs provided are valued by the client and
we are not pushing initiatives on firms that will likely be ineffectual, without "buy-in" from
management. Evidence that the investee has adjusted its strategy or made substantive new
commitments because of engaging with BIl prior to investment should be provided, where
possible, to support the investment decision.
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Gathering the Necessary Information

Bll provides the following guidance to deal teams on potential ways to gather the contextual
information required for assessment of the expected investor contribution of a prospective deal:

The deal teams are responsible for asking themselves the right questions to test the likelihood
of financial or value additionality, as appropriate in the context of the investment in question.
Some potentially relevant guestions are:

Based on what you know about the availability of capital in the market — sector and geography
— are there examples of recent private investments that resemble the investment under
consideration, in the same market?

Does the business require finance of a certain quantity or on certain terms to be viable or
meaningfully increase its probability of success? Do we observe finance on those terms
available in the market?

What do we know about the project sponsor's or GP's efforts to raise finance from private investors?

Does the investment in guestion differ from the typical investment in its market — is it an
outlier? Does it have special characteristics that explain why superficially similar businesses
could attract private finance, but this business could not?

Is the market in a down-cycle? (Would the investment be counter-cyclical?)

Is the investment part of a country's agreed investment strategy, where it has already been
determined that capital is lacking and DFls like Bll are needed?

Is the investment pioneering new markets or business models?

What does the risk return profile look like? The more appealing the investment is as a
commercial proposition, the less likely we are financially additional.

How deep has our engagement been with the sponsor or GP? Have we observed material
changes in the business plan, ESG practices (or commitments), or other practices, as a result?
Can we document that?

Can we get an explicit statement from management about why they want investment from Bl
and what they will do differently as a result?

How much influence do we really have over management? (Seat on board, on committees).

If we are offering non-financial services, do we have real expertise and a track record of
delivery? Have we dedicated the resources needed to follow through?

Do we have evidence the firm values our non-financial inputs, will there be meaningful
conseguences if they fail to implement what is proposed? Will we receive reliable metrics to
monitor implementation?
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* How do the non-financial services that we propose to offer differ from those typically offered
by commercial investors (who may also pay for ESG consultants, offer strategic advice etc.)?

* |s the path to impact direct and easy to observe, or are we relying on an intangible and
convoluted story?

e For funds, is Bll needed to get to a viable first close or a viable size? Have other LPs expressly
stated a desire to see Bll commit? Has Bll helped educate inexperienced LPs

In completing the contribution template teams should document the evidence they
have collected in considering these questions. The assessment of contribution should
be proportionate to the risks involved in the decision being taken. A case where there is
significant risk of crowding out private investors requires more consideration and evidence
than a case where BIl is clearly additional. The contribution template is not intended to be
exhaustive. It is intended to capture the most significant things Bll is doing which make a
difference to impact. These should be things Bll is committed to delivering and has agreed
with the investee, not potential opportunities which may or may not arise during the course of
the investment.
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Contribution Assessment Template

Finally, Bll provides a standardized template for deal teams to complete:

SUMMARY:

Summarize the overall contribution assessment including the basis for the rating.

RATING:
None/Low/Medium/High

This should highlight the areas of Bll's contribution which are most significant in

achieving impact that would not otherwise occur.

NATURE

Financial Additionality:
Capital is not offered at all
Capital is not offered in sufficient quantity

Capital is not offered on the same terms

Value Additionality:
Knowledge and advice

Improvement of processes, practices
or standards

Job quality

Women's economic empowerment
Climate change

Support for developmental strategies

Reputational improvement

Mobilization:

- Describe what we are doing to mobilize
capital into this transaction.

CONFIDENCE

Describe and explain our
confidence that we are doing
something other investors
would not.

Describe and explain our
confidence that we are doing
something other investors
would not.

Describe and explain our
confidence that we are mobilizing
capital into this transaction which
would not otherwise be available
to the investee/fund.

ENSURING CONSISTENCY: DETAILED CRITERIA AND “CASE LAW"

SCALE

Describe the difference this
contribution makes to the
impact of the transaction.

Describe the difference this
contribution makes to the
impact of the transaction.

This should include a
consideration the likelihood
of success of the value
addition activities.

Describe the difference this
contribution makes to the
impact of the transaction.

In addition to the guidance shown above, Bll provides extensive guidance at an even more
granular level of detail customized specifically for the needs of teams working on direct
equity investments, fund investments, and debt investments.

Finally, on topics in which investor contribution is particularly difficult to assess, such as
competitive bidding situations and secondary market transactions, Bll has begun to compile
a body of “Case Law" that codifies guidance based on precedents set by past investment
committee decisions.
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ILLUSTRATIVE EXAMPLES

The deal teams and embedded impact professionals are responsible for forming a view of
the expected development impact of the business, should we decide to invest. We do not
base our decisions on the total impact of the business, only that part which results from
our investment. Our impact framework requires us to understand the nature of the impacts
and how those impacts will be achieved. We focus on the "how" because we often make
investments with indirect paths to impact, a thorough understanding of which is necessary
to make better decisions. We also carefully consider the risks to impact. This concept is
illustrated graphically in Figure 4, where the size of the bars represents the sum of all
varieties of development impact.

Figure 4: Understanding our impact.

WHAT

EY

How impactful is the
investment Bll is
considering making?

O

=
£
o

Impact resulting
from investment

HOW MUCH

Growth of A How much risk is there to
business without RISK achieving the impact?
Existing impact investment (not
of business part of our impact
decision)

Evaluating the DI case for investment is straightforward when we are confident that no
investment would take place without us. Typically, however, an investment in some shape
or form would likely take place, should we decline to invest ourselves. Our impact on
development consists of the difference between what happens if we invest, and what
happens if we do not. We cannot avoid thinking about this "unobserved counterfactual” but
we will rarely have a precise idea of what it looks like. We use the concept of contribution to
capture how much of the impact of the investment Bll is responsible for in comparison to
an alternative investor, when they exist.
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Figure 5: Understanding Contribution.

Bll's contribution

to impact

Impact that would
be achieved
without Bl

:ﬂ; How much of this impact is
due to BII?

CONTRIBUTION

Bll's investments contribute to development impact in a wide variety of ways, and
understanding contribution requires a full understanding of the unique characteristics
and context of an investment. What follows is a small set of simple illustrative examples,
intended to help communicate how the concept of contribution can be applied in practice,
with the implication that real life cases will not be as clear cut.
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ILLUSTRATIVE EXAMPLES

EXAMPLES: CONTRIBUTION RATING

1. Greenfield investment where we are confident no one else would invest.

BIl contribution is all of

the impact.
Rated: HIGH
2.Investing in the growth of a company by crowding-out a private investor, with
no value additionality.
Bll makes no contribution when
we are merely substituting for
Rated: NONE

another investor.

3.Secondary transaction (acquisition) in competition with other bidders, but
with high confidence that BIl will successfully execute a significantly more
developmental strategy.

_ Bll's contribution comes from
Rated: MEDIUM

the impact of the strategy. Could
be rated high if scale/confidence
warrants it.

4.Growth investment with high confidence that another investor could be found (no
value additionality).

_ Bll's contribution is the impact

from the expansion discounted
by the level of uncertainty
around our financial additionality.
If the impact is sufficiently large,
that could offset the probability
that we may not be needed to
achieve it.

Rated: LOW
This would be flagged
for IC discussion.

5.BIl provides 5-year term loan USD facility to a corporate.

I Loc:! banks have limited

appetite to provide longer
tenor USD financing. Rated: MEDIUM

6.Secondary transaction in which BIl will ask firm to implement a CSR project.

The only difference we make

is an immaterial CSR initiative. sk Lekl
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EXAMPLES: CONTRIBUTION RATING

7.Bll anchors a pioneering private equity impact fund in a frontier market.

- We are confident the fund would
not exist without us.

Rated: HIGH
8.Bll helps a fund reach its target size in maturing market (no value additionality).
I The fund would probably have
reached a viable size without us
but we make it larger and more Rated: LOW

likely to succeed. Contribution
depends on how scarce capital is
in the relevant market.

This would be flagged
for IC discussion.
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DETAILED WORKED EXAMPLE

AgricultureCo is a technology company based in Kampala, Uganda that helps small-scale farmers maximize
their profits while strengthening their resilience. AgricultureCo bundles everything a farmer needs: financing,
farm inputs, advice, insurance and market access, when possible. Satellite data and machine learning enable
better credit decisions, and automated operations keep costs low and processes scalable.

SUMMARY:

High confidence that Bll's capital is needed for AgricultureCo to fund its expansion plan. Bll is
providing material value additionality by improving AgricultureCo's customer protection practices
and environmental and social management system BIl has successfully mobilized co-investment from
a private agriculture tech-focused investment fund to complete the company's Series B round.

NATURE

Financial Additionality:
Capital is not offered at all

Capital is not offered in
sufficient quantity

Capital is not offered on
the same terms

Value Additionality:
Knowledge and advice

Improvement of processes,
practices or standards

Women's economic
empowerment

Human capital/skills

Support for developmental
strategies

Mobilization:

CONFIDENCE

We have a high degree of confidence that equity capital
is not available in sufficient quantity from commercial
sources. Bll's capital is additional to the market and is at
low risk of displacing commercial investment because:

* AgricultureCo had struggled to attract sufficient
equity to fully fund its business plan - only been able
to raise ~80% of its target from private investors
after four months.

* The company has not reached advanced discussions
with any other interested parties.

Market studies have found that capital is currently not
available in sufficient supply to meet the financing
needs of agricultural MSMEs.

Financial institutions in Uganda do not provide
tailored credit products to the agriculture sector in
Uganda, likely due to the sector’s elevated risk profile.

Bll has agreed an Environmental and Social Action
Plan (ESAP) with AgricultureCo, which includes
support from Bll's Impact teams to further enhance
the company's customer protection practices and
environmental and social management system (ESMS)
in accordance with international best practice and IFC
Performance Standards.

BIl has successfully mobilized co-investment from

an agriculture tech-focused private equity fund that
would likely not have invested without Bll sharing

its technical and commercial due diligence findings
(reducing due diligence costs), and supporting the
company's internal customer protection practices and
ESMS (reducing risk in line with appetite).
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SCALE

Expected impact would
be proportionately
lower as AgricultureCo
would be unable

to fund its growth
plans without BIl's
investment.

Strengthening the
company'’s customer
protection and E&S
practices will further
mitigate unexpected
impact risks.

Series B capital from
commercial sources
would likely be ~10%
lower without Bll's
mobilization efforts
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Finally, the following figure shows how the assessment of investor contribution from the above
example fits into Bll's larger assessment of the investments' expected impact:

Figure 6: Assessment of Investments’ Expected Impacts.

Increased economic opportunities and Strengthened resilience and adaptive
ITJ::C‘:I’_F levels of economic productivity (SDG 8.2, capacity to climate-related hazards and
8.5) driven by yield and profit increases. natural disasters (SDG 13.1).
WHAT
EEONOM CROTH 13 oo
a ©
Direct: Increases farmer yield and profitability by offering a bundling of services which
CHANNEL address core bottlenecks for the African farmer. Bll's investment will help expand the
ow company's offering vertically (connecting farmers to markets) and horizontally (into new
crops), further increasing the economic Impact for farmers.
STAKEHOLDER Customers (farmers)
GEOGRAPHY Uganda (currently across 8 counties); potential addition of two new African
WHO countries by 2025
CHARACTERISTICS  « 4504 of AgricultureCo's farmers live below $3.20/day (2011 purchasing power parity
(PPP)) and 70% live below $5.50/day (2011 PPP)
* 45% of farmers served are female
* Average total farm acreage is 1.5 acres (median 1.0 acres)
e SCALE Grow farmer reach from 50,000 (currently) to 2,000,000 within five years
DEPTH / * Increased quality of life (80% of farmers), increased productivity (70% of farmers),
HOW MUCH DURATION and improved income stability (65% of farmers)

* First-time access to services like AgricultureCo (40% of farmers)

* Three times the output for AgricultureCo farmers compared to Uganda average

* Increased resilience through bundled offering of climate-smart advice, Inputs
and insurance

RISK 1 Execution: Future expansion into new crops and into
marketplace access

Mitigation: Company's experience and expertise; monitoring
commercial performance

Medium

RISK

RISK 2 Execution: Unfair marketing or other misuse of personal data
Mitigation: Strong ethics policy, trusted agents embedded Low
within farmer communities and centralized credit decision-
making process

FINANCIAL Capital is not offered in sufficient quantity. AgricultureCo would
not have scaled their operations without Bll's participation.

CONTRIBUTION VALUE ADD BIl will add value to the transaction by improving the processes

. . Medium
and practices of AgricultureCo.

MOBILIZATION Confident that Bl has contributed to the mobilization and
involvement of other investors.
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NP7 British British International Investment is the UK's development
NS mgeersl%%%leoﬁ}al finance institution and impact investor, backed by the UK
Government. We help solve the biggest global development
challenges by investing patient, flexible capital to support

private sector growth and innovation.

A

We invest to create more productive, sustainable and
inclusive economies in Africa, Asia and the Caribbean,
enabling people in those countries to build better lives for
themselves and their communities.

Learn more at bii.co.uk

IMPACT Impact Frontiers is a peer learning and market-building

FRONTIERS collaboration, developed with and for asset managers,
asset owners and industry associations. The initiative
creates practical tools and peer-learning communities that
support investors in building their capabilities for managing
impact, and integrating impact with financial data, analysis,
frameworks, and processes.

Impact Frontiers originated at Root Capital, migrated to the
Impact Management Project in 2019 as a natural platform
for industry collaboration, and is now continuing as an
independent non-profit initiative of the Bridges group.

Learn more at impactfrontiers.org
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