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1. Introduction

Community Development Financial Institutions (CDFIs) offer essential financial and economic
resources to underserved communities, with the goal of having positive impacts on those
communities. But assessing impact is hard, and CDFls face significant trade-offs when tasked
with devoting additional resources to impact measurement and management. Capital providers
to CDFls face similar constraints.

The tools presented here are intended to help simplify — while also strengthening — the process
through which CDFls and their capital providers assess the expected impacts of prospective
loans and realized impact of past loans, as well any non-financial engagement or technical
assistance they provide borrowers.

When asked to describe the positive impact that their lending and/or non-financial assistance
has on their borrowers, CDFIs often describe something to the effect of “we provide funding for
people and projects who otherwise would not have access to it (at all, or at our more favorable
terms), often working with marginalized groups and under-resourced communities to support
projects that make a meaningful difference in end-stakeholders’ wellbeing.”

In the language of impact investing, this aligns with the concept known as "investor
contribution” — investor actions that cause or are expected to cause a change in outcomes for
end-stakeholders and/or the natural environment, which would not have likely occurred in the
absence of those actions. This is also referred to as “additionality,” or what would have occurred
“put for” a CDFI's actions.

The tools presented below are designed to help CDFls and their capital providers measure,
increase, and report on their investor contribution to impact. These tools include:

e Due diligence questions to assess contribution before making a loan;
o Arating scale to distinguish between degrees of more or less investor contribution; and,
e A template for evaluating and expressing the investor contribution for a loan.

This range of tools — some more in-depth, and some designed to be less time-consuming — is
offered because different CDFls face different operational and cost constraints that shape their
impact management. They can be used as-is or further customized by individual CDFIs.

This document also includes detailed definitions of key concepts such as “impact” and “investor
contribution,” so that users of the tools have the same baseline understanding of these core
concepts. Additionally, there are several examples of how CDFIs have used the investor
contribution template to craft claims about positive investor contribution, along with examples
of CDFIs" impact ratings and impact reports showing how they have evaluated and described
their investor contribution.

Altogether, these resources can help CDFls build upon their current impact management
practices, with the hope that this can ultimately help increase overall impact as CDFlIs account
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for the particular changes in outcomes for end-stakeholders that would not have likely occurred
without CDFIs’ actions.

Intended users of these tools include CDFls, and capital providers to CDFls, that are seeking to
increase their positive impacts via loans and/or non-financial engagement.' The tools should be
used once for each instance of investor contribution, ideally by someone who is close enough
to the transaction (e.qg., loan officer, impact officer) to have the necessary contextual
information.

Potential uses for these tools include loan officers presenting their case for intended positive
investor contribution, as well as others who are evaluating those claims. Additionally, these
tools could be used to aggregate and synthesize claims of investor contribution across a
portfolio. This can aid in evaluating past performance, informing future portfolio strategy, and
setting targets, as well as communicating investor contribution to external stakeholders.
Additionally, these tools can be used to help validate actual ex-post intended positive investor
contribution against ex-ante expectations, and to monitor intended positive investor
contribution over the course of a loan.

'The tools are not intended to be a sufficient resource for identifying or evaluating harms to end-
stakeholders and the natural environment and should be used alongside other approaches specifically designed for
those purposes.
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2. Key Concepts

Outcome and Impact — An outcome is the level of well-being experienced by a group of people,
or the condition of the natural environment, as a result of an event or action. An impact is a
change in an outcome caused by an organization. An impact can be positive or negative,
intended or unintended.? Impact management is the process of identifying the positive and
negative impacts that an enterprise has on people and the planet, and then reducing the
negative and increasing the positive.

End-stakeholders — In short, the people or the aspects of the natural environment experiencing
the outcome. In some cases this will be the same as the borrower (e.g., owners of a small
business), but in other cases it will be the people who receive the services provided by the
borrower. The Impact Management Platform offers this more comprehensive definition of a
stakeholder: “An individual or aspect of the natural environment that can reasonably be
expected to be significantly affected by the entity’s activities, products, and services, or whose
actions can reasonably be expected to affect the ability of the entity to successfully implement
its strategies and achieve its objectives.”® For avoidance of doubt, the term “end-stakeholder”
is intended to emphasize inclusion of stakeholders that are experiencing outcomes below social
or environmental thresholds (i.e., below acceptable levels), and stakeholders that have
relatively little power, status, or voice, whose interests are thus at greatest risk of not being
taken into account in users' decision-making.

Investor contribution — Positive investor contribution is defined as "investor actions that cause
or are expected to cause a change in outcomes for end-stakeholders and/or the natural
environment that would not have likely occurred in the absence of those actions.”* “Investor
actions” can be either capital allocation (e.g., loans) and/or non-financial engagement (e.qg.,
technical assistance). This definition encourages investors to consider what outcomes might
have occurred in the absence of their actions (i.e., the possible counterfactual, explained in
more detail below).

Counterfactual — Understanding their own contribution to a social or environmental outcome
requires CDFlIs to consider what likely would have happened in the absence of the CDFI's
actions. This process is known as “counterfactual analysis.” Counterfactual analysis focuses on
a CDFI's contribution to the social or environmental outcomes that end-stakeholders

2 Different organizations define the terms “outcomes” and “impacts” differently. The Impact Management
Platform presents two options for the definition of those terms. This document uses the second of the options
offered by the Platform. (https://impactmanagementplatform.org/terms-and-concepts).

3 https://impactmanagementplatform.org/impact/

4 While investor contribution can also be negative (i.e., investor actions that are associated with either a
negative outcome level or with a negative change in outcomes for end-stakeholders or the natural environment),
these materials are designed to help CDFIs measure and manage positive investor contribution.

5 A note about terminology: the term “investor contribution” comes from the five dimensions of impact, a
framework for managing enterprises’ impacts on people and the planet that was collaboratively developed through
the Impact Management Project. The language of that framework was developed with both investors and
enterprises in mind. For consistency, that terminology is carried over to this CDFl-oriented toolkit, because the
concept can be useful to CDFls engaged in impact management. Put more simply, this toolkit uses the term
"investor contribution” to mean “CDFI contribution.”
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experience, relative to what likely would have occurred anyway. What makes counterfactuals
difficult is that we rarely know with certainty what would have happened otherwise.
Nevertheless, thinking carefully about possible counterfactuals — even if you do not have
perfect evidence — often leads to different and better decisions than not thinking about
counterfactuals at all.

Claim — The template (Appendix 4) is designed to support CDFls in expressing and evaluating
claims of intended positive investor contribution. A claim is simply a statement that an
approximate amount of intended positive investor contribution is expected to occur or has
occurred with an approximate likelihood. Both the amount and likelihood may vary in their
specificity and confidence, but a detailed explanation/justification of how these assessments
were reached will give the claim more credibility.

Burden of proof — CDFIs are not encouraged to strive for definitive proof of investor
contribution, which is not realistic.® Rather, CDFlIs are recommended to seek a preponderance
of evidence that provides good reason to believe that a claim about the amount and likelihood
of investor contribution is more likely true than not. Users are encouraged always to bear in
mind the differences between the amount and likelihood of investor contribution claimed, and
the strength of evidence presented to support that claim.’

6 Striving for definitive proof of investor contribution is not realistic because investor contribution
involves counterfactuals, and therefore it cannot be measured directly, only estimated. There is often uncertainty
involved in these estimates. The uncertainty may pertain to the magnitude of the impact, the likelihood that it
would have occurred anyway in the absence of the investor, or both. This challenge is not unique to impact
management — uncertainty and measurement error are present in financial accounting and reporting as well.
Those fields generally recommend disclosure of estimates, and even disclosure of the uncertainty itself, so long as
the information is relevant and faithfully represented, and sources and methods used are described.

" For instance, a lender might provide strong evidence that investor contribution is unlikely and will be
small in amount if it does occur. Conversely, a lender might provide weak evidence that investor contribution is
likely and will be large in amount. Regardless of whether the amount and the likelihood of investor contribution are
zero, small, or large, lenders are encouraged to apply a consistent burden of proof: a preponderance of evidence
leading the user to believe that a claim is more likely true than not.
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3. Resources for CDFls

Investor contribution is one of the more abstract foundational concepts in impact management,
because the practice of counterfactual analysis is inherently subject to uncertainty and data
limitations. The tools presented here are intended to make these concepts concrete, helping
CDFls evaluate and express the investor contribution of particular loans. Every CDFI will have a
unigue context that shapes their engagement with these tools.

The initial tool developed for this project was a detailed template that CDFls could fill out and
reference before, during, and after a loan term. The template is structured to guide users
through a step-by-step approach to developing a narrative claim of positive investor
contribution.t This template was piloted by approximately ten CDFls as part of the project.

The feedback from that pilot period was used to revise the template. However, the overarching
feedback was that it would be helpful for CDFlIs to have simpler tools for assessing investor
contribution. To that end, this section also presents a range of quicker and more accessible
tools developed via this project.

CDFlIs participating in the pilot discussed what the "reference” group for counterfactual
analysis should include. Should CDFlIs only consider what prospective borrowers could likely
obtain from commercial banks, or should they also consider what prospective borrowers could
likely obtain from other CDFIs? In other words, should they claim to have investor contribution
for the aspects of capital or technical assistance that borrowers likely would not have obtained
from a commercial bank or from other CDFls?

While this project did not seek to provide a definitive answer to that question, the participating
CDFls expressed a preference for including other CDFls in the reference group. In other words,
they would only claim to have investor contribution for the aspects of capital or technical
assistance that borrowers likely would not have obtained from other CDFlIs. Though more
challenging, the rationale was that this approach was: (1) more technically correct from an
impact evaluation perspective, because it focuses on the CDFI's actions that cause or are
expected to cause a change in outcomes for end-stakeholders and/or the natural environment
which would not have likely occurred in the absence of those actions; and, (2) more borrower-
centric because it best reflects the reality of a borrowers’ capital and technical assistance
choices. Participants noted that CDFls serve very different target markets, in which other
commercial and CDFI lenders are active to varying degrees. CDFlIs are encouraged to consider
their geographic and sector context, and take into account all options available to borrowers in
their context.

8 This template originated in a project led by Impact Frontiers and The Predistribution Initiative (PDI),
which was an industry consensus-building effort to develop resources that can support investors in measuring,
managing, and reporting their positive and negative contributions to impact and systematic risk. More information
about this “Investor Contribution 2.0 (IC 2.0)" project is available here: https://impactfrontiers.ora/work/investor-
contribution-2.0
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3.1. Claim Template and Narratives

As mentioned above, one of the tools that CDFIs have found useful for assessing investor
contribution is a template that helps users develop a narrative claim of investor contribution.
The template quides users through a step-by-step process of writing an evidence-based
narrative in which a CDFI describes their investor contribution for a particular loan.?

The template helps CDFls consider each of the following six elements of investor contribution:

1. Lender actions (e.qg., lending, non-financial engagement)

2. Lender-level counterfactual (i.e., what would the borrower likely have received from
other sources in the absence of this loan/non-financial engagement?)

3. Change in borrower activities (i.e., what did the borrower do as a result of this
loan/non-financial engagement?)

4. Borrower-level counterfactual (i.e., what would the borrower likely otherwise have
done without this loan/non-financial engagement?)

5. Change in outcomes for end-stakeholders

6. End-stakeholder-level counterfactual (i.e., what would end-stakeholders likely have
experienced without this loan/non-financial engagement?)

The template is intended to help CDFls organize available data (quantitative and qualitative)
addressing each of the above points to build a credible, evidence-backed claim of investor
contribution. The template file includes detailed instructions.

Due to its length, the full template is shown in Appendix 2, and is available as a separate file
here in Word and here in Excel.

The template can be modified to meet individual organizations’ needs. For example, one CDFI
piloting an early draft of the template suggested that they might want to combine Questions
23, 2b, and 3 into one table in order to simplify their data storage and future review process.
Another CDFI created a digital questionnaire version of the template using Forms in Microsoft
365, structured so that their lending team could easily select answers to each question. They
also modified the wording of the questions to align with the terminology they use in their
organization. Details of this example are shown in section 5.2.

3.2. Suggested Questions to Ask Prospective Borrowers

The template described in section 3.1is relatively long and detailed. For a quicker initial
assessment of the investor contribution of a particular loan, the following list of questions
could be posed directly to a potential borrower during screening or underwriting.

e If you don't receive this loan from us, what alternative sources of funding do you have
available, if any?

? Examples of these narratives are shown in section 5 below.
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Will this loan enable you to provide benefits for your community/beneficiaries that
would not be possible (or would be significantly smaller in scale) with another source
of financing?

Would the terms/conditions of our funding result in meaningfully better outcomes for
end-stakeholders (the ultimate beneficiaries of the project) than the terms/conditions
of alternative funding sources?

What non-financial assistance would be helpful for us to provide you?

If you don't receive this non-financial engagement from us, what alternative options do
you have for receiving it, if any?

Would the non-financial engagement we can offer you result in meaningfully better
outcomes for end-stakeholders than the non-financial engagement of those
alternatives?

Is there any additional information you would like to share about what our
loan/engagement can offer you that you wouldn't otherwise have access to?

3.3. Suggested Questions to Address in Loan Memos

CDFlIs may also wish to include and address these suggested due diligence questions in their
loan memos, or use them as a checklist to ensure that the information is included in the memo.
These questions may also serve as prompts to seek more information from prospective
borrowers, if the format of these gquestions fits a CDFlI's needs better than the questions in
section 3.2.

1.

In what way(s), if any, would our loan and/or non-financial engagement differ from
what the loan recipient would likely otherwise receive? Choose one:
a. Inthe amount, terms, and conditions of the loan
b. Inthe non-financial engagement we would provide to this loan recipient
c. Both
d. Neither

If d, investor contribution is unlikely. If a-c, provide rationale and supporting
evidence here, then proceed to Q2:

Would the loan recipient act differently if we do lend and/or engage than if we don't?
a. Very likely (i.e., beyond a reasonable doubt)
b. Likely (i.e., more likely than not)
c. No or highly unsure (i.e., <50% likely)

If ¢, investor contribution is unlikely. If a or b, provide rationale and supporting
evidence here, then proceed to Q3:

Would end-stakeholders experience better outcomes if we lend and/or engage than if
we don't?

a. Very likely (i.e., beyond a reasonable doubt)
b. Likely (i.e., more likely than not)
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c. No or highly unsure (i.e., <50% likely)

If a or b, provide rationale and supporting evidence here:

3.4. Investor Contribution Ratings, With Examples

An impact rating is a user-friendly rubric with criteria for what constitutes higher or lower
impact. There is no one “right” approach to impact ratings: organizations build different kinds
of impact ratings to reflect their particular context and goals.

This section offers a basic rating focusing on investor contribution. This can be used either on
a standalone basis or as a component in an impact rating that includes other factors (e.qg.,
number of people reached, whether those people were currently or historically marginalized,
degree of change in outcomes experienced by those people).

Investor contribution ratings can be broken down into sub-categories to cover the likelihood
that other lenders (CDFI or otherwise) would provide similar financing and/or non-financial
engagement; the effect on borrower actions; and the resulting changes in outcomes for end-
stakeholders. The first table below offers basic criteria for high, medium, and low along each of
these dimensions.

Individual CDFIs may wish to articulate more specific criteria suited to their contexts. For
instance, to qualify for “medium” in the Lending component, a CDFI might further specify that
the likely alternatives have an interest rate that is at least 300 basis points higher, require
collateral, and/or require a more senior repayment position.

If used as part of a larger impact rating, the “End-stakeholder level” component would be
broken into (or replaced by) a more comprehensive set of components that each describe one
aspect or dimension of impact. The five dimensions of impact established by the Impact
Management Project and now stewarded by Impact Frontiers can be useful for organizing this
analysis.

If desired, these components can be aggregated into an overall score or rating, as per the
following examples. In the first example (the second table below), an overall rating is assigned
purely judgmentally and gqualitatively based on the ratings for the individual components. In the
second example (the third table below), the ratings on each individual component are given a
guantitative value, and an overall score is calculated.
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Table 1. Investor Contribution Rating Components and Criteria

Component
CDFI Level:
Lending

CDFI Level:
Engagement

Borrower
Level

End-
stakeholder
Level

Criteria

High: It is unlikely (i.e., <50% likely) that the borrower will be able
to obtain the requested capital in our absence

Medium: It is more likely than not that the borrower will be able to
obtain a loan from other lenders in our absence, but with
significantly worse terms or conditions than ours

Low: It is more likely than not that the borrower will be able to
obtain this loan from other lenders in our absence, with similar
terms and conditions

High: Offering non-financial engagement to borrowers that other
lenders would be unlikely to offer, and that is more likely than not
to significantly enhance borrowers' impact performance

Medium: Offering non-financial engagement to borrowers that
other lenders would be unlikely to offer, and that will have a small
or uncertain effect on borrowers’ impact performance

Low: Offering non-financial engagement that is similar to or less
helpful than what other lenders would offer

High: It is more likely than not that the borrower organization
would take significantly more or different actions to benefit end-
stakeholders because of our lending/engagement, compared to
what they would be able to do without our lending/engagement
Medium: Our lending/engagement may enable the borrower
organization to take more or different actions to benefit end-
stakeholders than they otherwise would, but the effect is small,
uncertain, or both

Low: The recipient would more likely than not take substantively
the same actions with and without our lending/engagement
High: It is more likely than not that the changes in borrower
actions enabled by our lending/engagement will in turn result in
significantly more impact on end-stakeholders

Medium: The changes in borrower actions enabled by our
lending/engagement may result in more impact on end-
stakeholders, but the effect is small, uncertain, or both

Low: The changes in borrower actions, if any, are unlikely to
translate to a substantive change in outcomes for end-
stakeholders
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Table 2. Qualitative Investor Contribution Rating (with examples)

Lending
opportunity

Example
borrower 1
Example
borrower 2
Example
borrower 3

Lending:

Our loan would
meaningfully
differ from what
the recipient
would likely
otherwise
receive

H
L

L

Engagement:
Our engagement
would
meaningfully
differ from what
the recipient
would likely
otherwise
receive

Borrower level:
The recipient’s
impact-relevant
activities would
differ if we do
lend and/or
engage than if
we don't

End-stakeholder
level:™©

How great is the
estimated difference
between end-
stakeholder outcomes
with and without our
loan/engagement
(also taking into
account the likelihood
of the outcomes
occurring the way we
expect)

H

L

M

Table 3. Quantitative Investor Contribution Rating (with examples)

Lending
opportunity

Example
borrower 1
Example
borrower 2
Example
borrower 3

Lending:

Our loan would
meaningfully
differ from what
the recipient
would likely
otherwise
receive

Numerical score:

Engagement:
Our engagement
would
meaningfully
differ from what
the recipient
would likely
otherwise
receive

Numerical score:

Borrower level:
The recipient’s
impact-relevant
activities would
differ if we do
lend and/or
engage than if
we don't

Numerical score:

End-stakeholder
level:

How great is the
estimated difference
between end-
stakeholder outcomes
with and without our
loan/engagement
(also taking into
account the likelihood
of the outcomes
occurring the way we
expect)

Numerical score:

High =3
Medium =2
Low =1
High (3)

Low (1)

Low (1)

High =3
Medium =2
Low =1
High (3)

Low (1)

High (3)

High =3
Medium =2
Low =1
Medium (2)

Medium (2)

Medium (2)

High =3
Medium =2
Low =1
High (3)

Low (1)

Medium (2)

Overall
investor
contribution
rating

Overall
investor
contribution
rating

Total score
ranges (sum
of the four
preceding
columns):

High: 10-12
Medium: 7-9
Low: 4-6
High
(3+3+2+3=11)
Low
(1+1+2+1=5)
Medium
(1+3+2+2=8)

© CDFl impact ratings often break stakeholder-level impact down further. That is, this “end-stakeholder"
column is just a placeholder for a larger number of factors that CDFIs might include at the stakeholder level.
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These are just simple examples. Organizations can build on these in a number of ways,
including:

e Adding weights to each component, reflecting the organization’s goals/priorities

e Refining score ranges within each category

e Adding more a granular analysis of the five dimensions of impact at the stakeholder
level

e Adding more specific criteria to help increase rating consistency across the lending
team

For more information about impact ratings, please see Impact Frontiers’ Handbook and Online
Curriculum.
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4. Resources for Providers of Capital to CDFls

The resources in this document were originally framed around evaluating and expressing CDFIs’
investor contribution. A result of the research collaboration is that these resources were
modified for use by capital providers to CDFlIs as well.

4.1. Claim Template and Narratives

A customized version of the claim template is the most in-depth tool offered to capital providers
to CDFIs." Capital providers to CDFIs are not encouraged to attempt to trace their own
additionality down through the CDFI and enterprise levels to the resulting changes in outcomes
for stakeholders and/or the natural environment, which in most situations is not possible.

The template for capital providers to CDFIs can be used in tandem with the CDFI template. That
is, capital providers do two things:

1. Use the claims template for capital providers to develop a claim about the capital
provider’'s own financial and/or non-financial additionality to that CDFI; and

2. Ask the CDFls in which they invest to use the CDFI version of the template (section 3.1,
above).

Due to its length, the full template is shown in Appendix 3, and is available as a separate Word
document here.

4.2. Due Diligence Questions

The questions listed below might be useful for capital providers to CDFls during their pre-
allocation process as they anticipate what the additionality of a particular capital allocation
opportunity might look like, to get a sense of how much difference their financing and/or non-
financial engagement will make to the recipient CDFI and ultimately to the end-stakeholders:

1. In what way(s), if any, would your capital and/or non-financial engagement differ
from what the CDFI would likely otherwise receive? Choose one:

a. Inthe amount, terms, and conditions of the capital.

b. In the non-financial engagement we would provide this CDFI.
c. Both

d. Neither

Provide rationale and supporting evidence here:

" Additionality refers here solely to the capital provider-level counterfactual, that is, a capital provider
action that would not have likely occurred otherwise. Put differently, it refers to a capital provider supplying inputs
to a CDFI (often financial, but also including non-financial engagement such as technical assistance) that others
would not. This contrasts with investor contribution, which is an investor action that causes a change in end-
stakeholder outcomes that would not likely have occurred otherwise.
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2. In light of the evidence provided by the CDFI, what is the overall likelihood and
magnitude of the CDFI's own investor contribution to impact that would result from
this capital?

a. Low
b. Medium
c. High
d. Unsure

Provide rationale and supporting evidence here:
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5. Examples

This section presents worked examples in which users have modified the above tools for the
particular needs of diverse organizations, including loan funds of various sizes, a mortgage
lender, and a capital provider to CDFls.

5.1. Investor Contribution Narratives

The following are examples of CDFIs" investor contribution claims that have been synthesized
from completed investor contribution claim templates (see Section 3.1, and Appendix 2).”?

Example 1: Leviticus Fund

Leviticus Fund completed the investor contribution template for two loans to an affordable
housing co-op which needed emergency repairs. One of the co-op's two elevators failed in early
2020. If the second elevator failed, the co-op would be required to temporarily relocate
residents on the upper floors, seriously impairing the property’s viability.

While the co-op had secured some financing to address their repair needs, they needed a lender
that would accept a riskier, fourth lien position for a new loan transaction, and they were
pessimistic about being able to find a lender who would take such a junior position in the case
of a default or foreclosure. Leviticus Fund stepped in and accepted that position and extended
its first loan to the co-op for $645,000. A second loan was then made to the co-op in 2023 for
$3.5 million.

The first loan had a comfortable LTV of 42%. A portion of the second loan paid off the existing
lenders ahead of Leviticus, which moved the Leviticus loan to the first position in the collateral,
but it also increased their LTV to 89%. Lenders approve real estate loans based on a borrower's
overall financial condition, the historical and projected operating cash flow from the subject
property (as measured by a debt service coverage ratio), and the value of the collateral relative
to the loan amount or LTV. The higher the LTV, the greater the risk of not fully repaying an
outstanding loan balance from the liquidation of the collateral.

A building consultant for this project shared the following feedback with Leviticus: “It was
incredible for Leviticus to step in behind three other lenders at that level of potential risk. Few
nonprofit lenders would have done that, and | think you can see the success.”

With the financing provided in part by Leviticus, the co-op was able to get the elevators
repaired, contributing to the overall safety and convenience for the co-op residents and
avoiding the need for resident relocation. Additionally, the lead consultant projected a decrease
in the buildings’ electrical usage from the greater efficiencies achieved by replacing the old
elevators. The consultant also reported the following about the success of this project: “All the
work is completed, and people are extremely happy. Beyond the health, safety, and convenience
of workable elevators, the difference in the electric usage cost of those 45-year-old elevators

2 Synthesized by Impact Frontiers and shared with the CDFIs' permission, with some sensitive details
omitted.
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compared to the new ones is substantial. It's going to have a significant impact on the building's
electrical usage.”

In addition to the financing, Leviticus provided insight on tenant participation of co-op
operations through conducting anonymous surveys. Leviticus distributes tenant surveys on a
yearly basis to select projects and helps borrowers understand the importance of affordable
housing in the community through collecting and analyzing survey data.

Example 2: Low Income Investment Fund (LIIF)

LIIF's Black Developer Capital Initiative (BDCI) predevelopment line of credit provides
unsecured financing for pre-construction costs for multiple affordable housing projects in the
borrower's development pipeline over the course of five years. The BDCI product offers loan
terms that are more flexible than LIIF's standards and is provided at a discounted interest rate.
It is a scarce resource with limited capital available. A look at one BDCI line of credit provides a
case study of investor contribution.

Lending: High likelihood that the LIIF financing differs meaningfully from the alternative. The
most likely alternative scenario is that this borrower would not have received predevelopment
financing through an alternative line of credit. It is possible that another CDFI might have
provided a small unsecured predevelopment loan for individual projects, but this type of capital
is a limited resource at CDFls, with high demand. If another CDFI did have capital available for
this borrower, it is likely that the loan would have come with less favorable terms such as
smaller amount, higher interest rate, shorter loan term, and/or less flexibility on draw
conditions. This borrower (and guarantor) would not have met the minimum financial metrics
and experience thresholds that traditional commercial real estate lenders set; therefore, the
borrower would not be able to access unsecured predevelopment capital in this amount, with
these terms from such a lender.

Engagement: High likelihood that LIIF's engagement differs meaningfully from the alternative.
Using their knowledge of this industry, LIIF worked with the borrower’s principal to understand
their experience in development beyond the limited years that their company has been in
business. Another CDFIl would likely have provided the same level of engagement; however,
given that this product and terms would not be available elsewhere, the opportunity for
engagement would not have presented itself.

Recipient: High likelihood that borrower’s impact-relevant activities will differ as a result of the
LIIF loan. The borrower intends to use these funds for two initial projects on which they expect
to begin work within six months of closing. In the long term, it is expected that the LIIF loan will
enable the borrower to (a) establish a credit history, which will help it obtain financing from
institutional lenders and tax credit investors, and (b) produce fee income from multiple new
projects that will enable business growth. An educated guess about what likely would have
happened without LIIF's financing is that the borrower’s share of ownership and developer fees
in joint ventures would be lower if they were not able to bring predevelopment capital to the
table to cover their portion. This would in turn limit the earnings of the company and its balance
sheet growth, which would make it difficult to access other sources of capital to gain larger
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ownership shares of developments in the future. It might lead to a longer growth timeline for
the firm to get to a lead developer position.

End-Stakeholder: Unknown. At the end-stakeholder level, it would be challenging to compare
the outcomes experienced by residents living in and around projects that the borrower goes on
to build. Not just because this happens so far in the future, but also because the affordable
housing developments would likely be built regardless of the LIIF borrower’s involvement. LIIF
has yet to determine if there is a discernible difference in what residents experience in an
affordable housing development built by a BDCI borrower compared with the alternative, and
continues to focus the investor contribution of this loan product on the impact to the borrower.

5.2. Questionnaire for Mortgage Loan Officers

The following example is from Alternatives Federal Credit Union. They used Forms in Microsoft
365 to make a digital questionnaire for their lending team to use to express investor
contribution, based on the template presented in section 3.1 but reworded to fit their needs.
That online form is formatted such that users can simply click the answer they want for each
multiple-choice question.

Much of this toolkit is framed around CDFI lending to businesses/organizations, but this
example illustrates how these concepts can be applied to loans to individuals.

AFCU mortgage loans reflection questionnaire

Please reflect upon our mortgage loans (purchase, refinance, and home equity) and
answer the following questions to the best of your ability.

1. What type of mortgage loan best describes this borrower?
a. First time home buyer
b. Purchase
c. Refinance
d. Home equity
2. What's our strategy for making a positive impact with this loan while
considering our financial return?
a. We look for lending opportunities others might not see, aiming for both
a meaningful impact and a solid financial return
b. We're open to taking on more risk than usual for the potential financial
return we might get
c. We're okay with a lower financial return than what others might expect,
provided the risk level stays the same
d. We focus on non-financial ways to boost the positive impact of the
person or organization getting the loan

The following set of questions asks us to consider: “How might our loan offer
support and stand out from what the recipient could get elsewhere?”
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3. What specific details about our loan - like the amount, the payback conditions,
and any extra support we provide - would make it unique for the recipient?
4. What kind of offer (amount, conditions) and additional support do you think the
recipient would typically get from other lenders, if at all?
5. On ascale of 1-5, how sure are we about this comparison? Select one of the
following:
5-Highly Confident. Our confidence in this response is very high. It's based on
strong evidence or clear logic, making us almost certain of its accuracy.
4-Somewhat Confident. We're fairly sure about this response. There's more
evidence or reasoning supporting it than against it, though it's not
completely foolproof.
3-Neutral. Our confidence level is moderate. We have as much reason to believe
this response is accurate as we do to question it. It's a 50-50 situation
where the outcome could go either way.
2-Somewhat Uncertain. We have some reservations about this response. There
are a few pieces of evidence to suggest it might be accurate, but there are
just as many reasons to doubt it.
1-Highly Uncertain. Our confidence in this response is minimal. It's more of a
guess than a grounded prediction, with little to no concrete evidence to
support it.

The following set of questions asks us to consider: “How might our involvement
with a loan or additional support change the recipient's actions?”

6. Since we provided the loan or additional support, what actions do we expect
from the recipient?
7. Onascale of 1-5, how confident are we in this expectation? Select one of the
following:
5-Very High Expectations We are almost certain that the recipient will take very
significant action in response to our loan or support. Our confidence in this
is very high, based on solid evidence or clear logic, leaving very little room
for doubt.

4-High Expectations. We have high expectations that the recipient take
significant action as a result of our loan or support. Our confidence in
these expectations is high, meaning there's strong evidence or reasoning
to support our predictions, though minor uncertainties may still exist.

3-Moderate Expectations. We believe the recipient will take a balanced or
moderate amount of action in response to our loan or support. Our
confidence is also moderate, suggesting that while there's a reasonable
basis for our expectations, there's still a notable degree of uncertainty.

2-Low Expectations. We expect some action from the recipient, but nothing
substantial. Our confidence in these expectations is low, indicating that
there's some basis for our predictions but also significant doubts.

1-Very Low Expectations. We anticipate minimal or no significant action from
the recipient as a result of our loan or support. Our confidence in this
prediction is very low, suggesting almost no basis for our expectations or a
complete uncertainty about the recipient’s actions.

8. Conversely, if we had not provided this loan or support, what do we think the
recipient would have done, given the other options they had, as previously
mentioned?

9. On ascale of 1-5, how certain are we about this outcome? Select one of the
following:
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5-Highly Confident. Our confidence in this response is very high. It's based on
strong evidence or clear logic, making us almost certain of its accuracy.

4-Somewhat Confident. We're fairly sure about this response. There's more
evidence or reasoning supporting it than against it, though it's not
completely foolproof.

3-Neutral. Our confidence level is moderate. We have as much reason to believe
this response is accurate as we do to question it. It's a 50-50 situation
where the outcome could go either way.

2-Somewhat Uncertain. We have some reservations about this response. There
are a few pieces of evidence to suggest it might be accurate, but there are
just as many reasons to doubt it.

1-Highly Uncertain. Our confidence in this response is minimal. It's more of a
guess than a grounded prediction, with little to no concrete evidence to
support it.

Based on the responses to questions # 6 & 8, please consider: "How might the
people or communities we're trying to help be better off with our involvement than
without it?" (Please talk about each group or area you are focusing on)

10. What good outcomes do we expect for them because we decided to help?

1. What is our reason for thinking this?

12. What outcomes might happen for them if we had decided not to help, based on
what we said in question 8?

13. Any additional comments you would like to add about this borrower or loan?

A selection of results from this questionnaire are presented below as examples:

Table 4. Examples From the AFCU Mortgage Loans Reflection Questionnaire

Question

What type of mortgage loan
best describes this borrower?
What's our strategy for making
a positive impact with this loan
while considering our financial
return?

What specific details about our
loan - like the amount, the
payback conditions, and any
extra support we provide -
would make it unique for the
recipient?

What kind of offer (amount,
conditions) and additional
support do you think the
recipient would typically get
from other lenders, if at all?

On a scale of 1-5, how sure are
we about this comparison?
Since we provided the loan or
additional support, what actions

Example 1
Refinance

We're okay with a lower financial
return than what others might

expect, provided the risk level stays

the same

This 5/5 ARM allows for a
competitive rate while requiring
only 5% down to avoid PMI. The
5/5 ARM is the same rate
regardless of borrower's credit
score.

The recipient would have had a
higher interest rate.

4

We expect this borrower was
refinancing to consolidate credit

card debt. We expect them to have

Example 2
Home equity

We look for lending opportunities others
might not see, aiming for both a
meaningful impact and a solid financial
return

Member consolidated $43,000.00 in
credit card debt with doing a fixed rate
home equity loan; saving our member
roughly $800.00 a month by
consolidating at a lower rate than they
were currently getting on their credit
cards.

This member would have been turned
away from any typical Credit Union
and/or Banks with her credit score and
DTl alone. She would not have gotten
much support if any.

5

To continue to make their payments on
time as they have been, and to also save
additional money monthly with the
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Question
do we expect from the
recipient?

On a scale of 1-5, how confident
are we in this expectation?

Conversely, if we had not
provided this loan or support,
what do we think the recipient
would have done, given the
other options they had, as
previously mentioned?

On a scale of 1-5, how certain
are we about this outcome?

What good outcomes do we
expect for them because we
decided to help?

What is our reason for thinking
this?

What outcomes might happen
for them if we had decided not
to help, based on what we said
in guestion 8?

5.3. Impact Ratings

Example 1

significant savings in interest rate
and monetary gains from
refinancing higher interest rate
loans. This will save their family of
4 money over the long run.

5

The borrower's credit is fair,
meaning that they would have been
approved elsewhere, but may have
been assigned a higher interest
rate. Because our 5/5 ARM product
allows for the same interest rate to
be applied regardless of credit
score, they are able to get a great
refinance at a good rate.

4

They will have more opportunity to
build generational wealth due to
being able to spend less on high
interest credit cards and keeping
more of that money in their
pockets, in equity in their home,
and in their community.

This family will be saving over
$3,000 each month by refinancing
their debt into their home.

They would either have to pay a
higher interest rate for the same
type of loan (resulting in less
savings per month) or would have
to keep the credit card debt as-is
and realize no savings incentive.

Example 2

roughly $800.00 that the members are
saving monthly by doing the
consolidation.

5

The member would be stuck in an
endless cycle of trying to pay off their
credit cards, they wouldn't be able to
catch up, and would not be able to
establish any type of savings with all of
their monies going towards the credit
card payments.

The family will be able to have comfort
and a peace of mind knowing that they
will have additional funds in their
accounts every month.

The simple fact that having additional
funds on hand is an extra level of
security. Stronger means of security
allows my members to live life more
comfortably.

They would be caught in an endless
cycle of stress and debt.

The following are examples of investor contribution components of impact ratings developed
by CDFls. The exact details of scoring scales and weights are confidential to the organizations,
but the examples below still offer a general sense of how these CDFls evaluate investor
contribution and incorporate that information into their impact ratings.

Example 1: LIIF

LIIF created an Impact-Risk-Profitability (IRP) Framework to operationalize racial equity in their
lending business. The IRP centers their mission and enables them to balance impact with
financial risk and return. A key feature of the IRP is LIIF's Impact Scorecard. The scorecard
“helps our lenders identify projects and organizations that are creating access, driving positive
outcomes, and building power and agency for Black, Latino, and other people and communities
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of color,” and is designed around a set of dimensions of impact, including additionality/investor
contribution. As of this publication, LIIF's Scorecard continues to be adapted and revised. A
selection from the current version is shown here with permission:

Table 5. Details on Each Element of Additionality in LIIF's Scorecard:

Additionality Criteria Explanation
LIIF utilized a special capital LIIF utilized a special capital product or grant for the deal.
product or grant for the deal Special capital products include: NMTC allocation, credit

enhancement (e.g., CMF/DOE), BGP, any formal Fund, etc.
Grants: If LIIF provides a grant alongside the loan (e.g., ECE
grant for provider).

LIIF provided unique LIIF provided unigue navigation or leadership that enabled
navigation, leadership, or TA the financing transaction to close, in one of the following
that facilitated the project categories: (1) LIIF bridged a knowledge gap or resource
financing gap for an under-resourced sponsor, such as introductions

to additional financing sources, consultants, or other third-
party providers. (2) LIIF led a multi-party transaction with
complicated structure or capital stack. Unique leadership
should be above and beyond a typical transaction, and
acknowledged by the project sponsor as critical to their
success.

“But for” LIIF, this capital truly  LIIF's loan was the only option available for this financing,

would not have been provided  without which the project would not have moved forward.
This criterion is not met solely based on LIIF offering more
favorable terms than other capital providers; the sponsor
must affirm there were no other options.

More details on LIIF's Impact Scorecard and this overview of LIIF's Impact-Risk-Profitability
(IRP) Framework are available on the website at: https://www.liifund.ora/strategic-
priorities/impact-risk-profitability-irp-framework/

Example 2: LISC
LISC developed an Impact Matrix to have "“a data-informed approach to refine how we
incorporate impact into LISC's loan process,” leveraging quantitative and qualitative data that

they already collect during underwriting.”

Contribution is featured as one of the six dimensions of the matrix, as shown here:

B https://www.lisc.org/media/filer_public/62/88/6288eech-2fe8-4cil-bede-
b491f3e6111a/072122_lisc_impact_matrix.pdf

Investor Contribution Toolkit - 22


https://www.liifund.org/strategic-priorities/impact-risk-profitability-irp-framework/
https://www.liifund.org/strategic-priorities/impact-risk-profitability-irp-framework/
https://www.lisc.org/media/filer_public/62/88/6288eecb-2fe8-4c11-bede-b491f3e6111a/072122_lisc_impact_matrix.pdf
https://www.lisc.org/media/filer_public/62/88/6288eecb-2fe8-4c11-bede-b491f3e6111a/072122_lisc_impact_matrix.pdf

Who are we providing the investment
to and how will they benefit?

Is the project community
supported and will it benefit
the existing community?

» Contribution

Could the project
occur without us?

What is the scale, depth, and
duration of the intended impact?

» Risk Mitigation
Are all risks to people

and planet mitigated through

project design or other factors?

Does the project align with LISC's and the
local LISC office’s strategic goals?

The details of what factors are taken into account when evaluating contribution are
summarized in the image below. Internally, they assign points to each category based on
weights that reflect their impact goals, to yield an overall contribution scale that is factored
into the broader Impact Matrix.

Product Type: Does LISC's product fill an unmet need in the market?

Does the borrower fall outside traditional lending standards?

3. Contribution

Borrower
Experience

Will LISC’s investment induce or arrange additional financing?

Could the project occur

Catalytic Investment without us?

& Leverage

How many hours of TA has LISC provided
to the borrower pre-closing?

Technical Assistance

Is LISC providing additional resources or credit enhancement
for this project?

Capital Contribution

Does this investment increase the capacity of the

Impact Contribution

borrower to access traditional capital for future projects?

Source: https://www.lisc.org/media/filer public/62/88/6288eecb-2fe8-4ca1-bede-
b4gifeb111a/072122 lisc_impact matrix.pdf

5.4. Additionality Vignette From a Capital Provider to CDFls

The following vignette was created from answers to “Option 1. Open-ended due diligence
guestions for capital providers to CDFIs"” from the template for capital providers (Appendix 3),
graciously shared by CNote.

For their example allocation of capital, CNote’s approach to intended additionality is best
described as pursuing an opportunity that has been overlooked by other capital providers, and
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that offers both impact and competitive risk-adjusted financial return. Their capital is expected
to differ from what the CDFI would likely otherwise receive because the CDFI's current investor
base is limited to capital from individual investors. This CDFI could pursue, and is pursuing, other
opportunities for capital that are a good fit for their business model and cost of capital goals.
In a rising interest rate environment, the CDFI's capital raising has slowed despite having a
robust pipeline of loan requests. As of Q2 2024, CNote provided this capital at a sub 5% interest
rate for terms ranging from 30 to 60 months (though this is subject to change). CNote capital
allows this CDFI to diversify its capital structure and continue to scale.
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Appendix 1: Contributors

The following people generously shared their insights and experiences using these tools,

which shaped their development:"

Emily Andrews, Momentus Capital

Daniel Brett, Broadstreet Impact Services
Kathleen Clark, Alternatives Federal Credit Union
Grace Earle, Broadstreet Impact Services
Joseph Euphrat, U.S. Bank

Liza Fleming-lves, Genesis Fund

Eliisa Frazier, Low Income Investment Fund
Charu Gupta, Broadstreet Impact Services
Gigi Guyton-Thompson, Genesis Fund

Jimmie Howlett, U.S. Bank

Peter Klemz, Locus

Chris Lash, Momentus Capital

Jane Lee, Leviticus Fund

Monica Magalhaes, Low Income Investment Fund
Laura Mixter, LISC

Aditya Nekkanti, Broadstreet Impact Services
Ana Orians, Root Capital

Julia Phipps, CNote

Erica Quin-Easter, Genesis Fund

Phillip Sangokoya, U.S. Bank

Mayowa Sanusi, U.S. Bank

Maryann Sorese, Leviticus Fund

Tamra Thetford, CNote

Eugenia Vivanco, Raza Development Fund
Kazandra Zelaya, Raza Development Fund

" Individual views do not necessarily reflect those of their organizations.

Investor Contribution Toolkit - 25



Appendix 2: Template for Evaluating and Expressing CDFIs' Intended Positive Investor
Contribution

Introduction and Instructions
Note: technical terms are bolded on this page, and definitions are provided for reference on the next page.

Introduction: This template is intended to aid CDFls in expressing and evaluating claims of intended positive investor contribution
- impacts on people and the natural environment that likely would not have occurred but for the CDFI — through loans and/or non-
financial engagement (such as technical assistance). Users should feel free to customize the template to their contexts and needs.

Intended Users:
e CDFIs seeking to increase their positive impacts via loans and/or non-financial engagement.”
e The template should be completed once for each claim of investor contribution, ideally by someone who is close enough to
the transaction (e.qg., loan officer, impact officer) to have the necessary contextual information about the borrower and the
borrower's stakeholders.

Potential Uses:
e Loan officers to present their case for intended positive investor contribution, and others to evaluate those claims.
e Loan officers to aggregate and synthesize claims of investor contribution across a portfolio.
o To evaluate past performance, inform future portfolio strategy, and set targets.
o To communicate investor contribution to external stakeholders.
e To validate actual ex-post intended positive investor contribution against ex-ante expectations.
e To monitor intended positive investor contribution over the course of a loan.

Two Format Options:

e Option1is a simple set of open-ended questions phrased for use in pre-lending due diligence of loan recipients.

> The template is not intended to be a sufficient resource for identifying or evaluating harms to end-stakeholders and the natural environment and
should be used alongside other approaches specifically designed for those purposes.
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e Option 2 uses a tabular format to break Out magnitude, likelihood, and evidence of intended positive investor contribution.
It includes space for post-lending assessment as well as pre-lending due diligence. Two versions are provided: one with
detailed instructions and one blank for ease of use.

Information Sources: Users may populate the template with information obtained through the lending process as well as through

market research, stakeholder engagement, and any other sources of relevant information about the contexts of the enterprise, its
end-stakeholders, and the natural environment.

Counterfactual Analysis:'® Some sections of the template (especially Question 5 in Option 1, and the third column in each table in

Option 2) are hard to get evidence for, so often you will just be able to make an educated guess and then explain your reasoning.
Sometimes anecdotal evidence is also available and, while incomplete, can be used to support your reasoning.

' Defined in more detail under “Counterfactual” in Section 2 toward the beginning of this document.
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Option 1: Open-ended due diligence questions about potential borrowers
Note: Retrospective evaluations can follow the same logic.

1.

2.

Briefly describe the borrower, project/business, and what the financing is for.

In what way(s), if any, would our loan and/or non-financial engagement differ from what the loan recipient would likely
otherwise receive?”
a) What amount, terms, and conditions of the loan,”® and/or what kind of non-financial engagement, would we provide
to this loan recipient?
b) What amount, terms, and conditions would the loan recipient most likely receive from other lenders (if any)? What
non-financial engagement would the loan recipient most likely receive from other lenders (if any)? What is the
likelihood / what is our degree of confidence?

[If we expect our loan or non-financial engagement to differ from what the loan recipient would likely otherwise receive:]
In what way(s), if any, would the loan recipient act differently if we do lend and / or engage than if we don't?
a) If we lend and/or engage: What do we expect the loan recipient to do? What is the likelihood? What is our degree of
confidence?
b) If we don't lend and/or engage: What do we expect the loan recipient to do considering alternatives? What is the
likelihood? What is our degree of confidence?

[If we expect our loan or non-financial engagement to differ from what the loan recipient would likely otherwise receive
AND if we expect that difference to result in a change in their actions:]
In light of our answers to 4a and b, in what way(s), if any, would end-stakeholders and/or the natural environment

"1f your loan is a necessary condition for additional financing from other lenders and/or if you facilitate a coordinated, collaborative engagement with

other lenders, describe the cumulative amount of financing extended and/or coordinated, collaborative engagement with other lenders that would not occur in
your absence. It is useful to include both other CDFls and traditional lenders, as relevant, when completing this section.

8 This can also include execution: speed and ease of execution is a big deal to many CDFI clients, and shifting a lending process or requirements to

enable quicker execution to meet a borrower's need can make a significant difference to a borrower and their ability to impact end-stakeholders.
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experience better outcomes if we lend and / or engage than if we don't? (Specify per relevant group of end-stakeholders.
For more guidance, see “Counterfactual Analysis" on page 2 and “Counterfactuals” on page 3).”
a) What level of outcome do we expect end-stakeholders to experience if we lend and / or engage, and why?

What level of outcome do we expect end-stakeholders would likely experience if we do not lend and / or engage, considering our
answer to 4b?

® The "“Investor Contribution” module in Impact Frontiers' online curriculum offers a video that walks users through examples of investor contribution
based on counterfactual analysis: https://impactfrontiers.org/online-curriculum/investor-contribution/
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Option 2: Tabular (with instructions)
Note: depending on your strategy you may complete 2a (lending), 2b (engagement), or both before proceeding to question 3.

1. Briefly describe the borrower, project/business, and what the financing is for.

2a. Lending: In what wa

Screening/Underwriting

Our Loan
Description: Describe the amount, terms and
conditions, and any other relevant
characteristics of the loan you would provide.
If your loan is a necessary condition for
additional financing from other lenders,
describe the total financing that the recipient
would receive.
Amount of Loan:
Terms & Conditions of Loan:
Other:
Evidence & Reasoning:
If your loan is a necessary condition for
additional financing from other investors,
explain the details of how exactly your capital
was necessary for attracting the other capital;
otherwise leave this part blank.

(s), if any, would our loan differ from what the reci

pient would likely otherwise receive?

Most Likely Alternative Scenario
Description: Describe the amount, terms and
conditions, and any other relevant
characteristics of the loan that the recipient
would most likely receive from others if you do
not lend.

If you think the recipient likely would not
receive a loan at all, simply put “none.”
Amount of Loan:

Terms & Conditions of Loan:

Other:

Evidence & Reasoning: Provide the evidence
and reasoning that inform your estimate
above.

Likelihood of Difference
Estimate the likelihood, or
your degree of confidence,
that your loan would differ
from what the recipient
would likely otherwise
receive.

You may express this in any
way you like (e.q.,
percentages, ranges,
high/medium/Iow, etc.)

During the Loan Term

If desired, note progress versus expectations, actions taken to increase investor contribution through lending, and evidence that
emerges about what the likely alternative scenario would have been. This can be used to “keep tabs” on progress (or lack
thereof) toward investor contribution over the loan term, if this template is being used as an ongoing check-in tool (as opposed to
just using it during the screening/underwriting stage and then again after the loan term.

After the Loan Term

Note here if the amount, terms, or conditions
of the loan you provided were different than
expected.

Note here if your estimate of the amount,
terms, and conditions of the loan that the
recipient likely would have received has

Indicate any changes to your
estimate of likelihood /
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changed in light of additional information
received during the lending period. Also note
how any modifications you made during the
loan term (extended term, restructuring, etc.)
and compare to what you think an alternative
financing source would do.

degree of certainty, and
evidence / rationale.

2b. Engagement: In what way(s), if any, would our engagement differ from what the recipient would likely otherwise

receive?

Screening/Underwriting

Our Engagement
Description:
Describe how you plan to engage with the
recipient to improve outcomes for end-
stakeholders.?°
Evidence & Reasoning:

If your participation is a necessary condition for

a collaborative engagement with other lenders
to improve end-stakeholder outcomes, describe
the collaborative engagement.

Most Likely Alternative Scenario
Description:
Describe the engagement that the recipient
would most likely receive from others if you
do not engage, along with evidence and
reasoning.
Evidence & Reasoning:
If you think the recipient likely would not
receive impact-relevant engagement, simply
put “none.”

Likelihood of Difference
Estimate the likelihood, or
your degree of confidence,
that your engagement will
differ from what the
recipient would likely
otherwise receive.

You may express this in any
way you like (e.q.,
percentages, ranges,
high/medium/low, etc.)

During the Loan Term

If desired, note progress versus expectations, actions taken to increase investor contribution through engagement, and
evidence that emerges about what the likely alternative scenario would have been. This can be used to “keep tabs” on progress
(or lack thereof) toward investor contribution over the loan term, if this template is being used as an ongoing check-in tool (as
opposed to just using it during the screening/underwriting stage and then again after the loan term.

After the Loan Term

Note here if your engagement with the recipient

was different than expected.

Note here if your estimate of the
engagement that the recipient likely would
have received has changed in light of
additional information received during the
lending period.

Indicate any changes to
your estimate of likelihood /
degree of certainty, and
evidence / rationale.

20 "End-stakeholders” can refer to people and/or the natural environment.
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3. Recipient Level: In what way(s), if any, would the recipient act differently if we do lend and / or engage than if we don't?

Screening/Underwriting

Recipient Activities With Our

Lending / Engagement
Description: Describe the recipient activities
affecting end-stakeholder outcomes that you
expect to occur if you lend and/or engage.

Evidence & reasoning:

Recipient Activities Without Our
Lending/ Engagement
Description: Describe the recipient activities
affecting end-stakeholder outcomes that you
expect to occur if you do not lend and/or
engage.

Evidence & reasoning:

Likelihood of Difference
Estimate the likelihood, or
your degree of confidence,
that the recipient’s impact-
relevant activities would
differ if you chose to lend
than they would otherwise.
You may express this in any
way you like (e.q.,
percentages, ranges,
high/medium/low, etc.)?

During the Loan Term

If desired, note recipient actions taken versus expectations and evidence that emerges about what the likely alternative
scenario would have been. This can be used to “keep tabs"” on progress (or lack thereof) toward investor contribution over the
loan term, if this template is being used as an ongoing check-in tool (as opposed to just using it during the
screening/underwriting stage and then again after the loan term.

After the Loan Term

Describe actions the recipient ended up
taking, including differences from your
expectations.

Note here if your estimate of what the
recipient likely would have received has
changed in light of additional information
received during the lending period.

Indicate any changes to your
estimate of likelihood /
degree of certainty, and
evidence / rationale.

2' This may reflect both the likelihood of the recipient’s actions if you do lend/engage, and the likelihood of the recipient’s actions if you do not.
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4. End-Stakeholder Level: In what way(s), if any, would end-stakeholders and/or the natural environment experience better
outcomes if we lend and/or engage than if we don't, considering our answers to Q3 and Q47 (Specify per relevant group of end-

stakeholders)

End-Stakeholder Outcomes
With Our Lending / Engagement

Screening/Underwriting

Description:

Use end-stakeholder-level
impact management tools and
metrics (e.g., 5 Dimensions of
Impact, GRI and IRIS+ metrics)
to describe the outcomes you
expect end-stakeholders to
experience as a result of the
recipient’s activities if you
lend or engage.#

Evidence & reasoning:

End-Stakeholder Outcomes
Without Our Lending /
Engagement

Description:
Use end-stakeholder-level
impact management tools and
metrics (e.g., 5 Dimensions of
Impact, GRI and IRIS+ metrics)
to describe the outcomes you
expect end-stakeholders to
experience as a result of the
recipient’s activities if you do
not lend or engage.?

Evidence & reasoning:

Magnitude of Investor

Contribution
How great is the
estimated difference
between stakeholder
outcomes with and
without your loan /
engagement?

Likelihood of Investor
Contribution

Estimate the
likelihood, or your
degree of confidence,
that the outcomes you
expect with and
without your loan /
engagement will occur
as you describe.
You may express this
in any way you like
(e.g., percentages,
ranges,
high/medium/low,
etc.)

During the Loan Term

If desired, note stakeholder outcomes versus expectations and evidence that emerges about what the likely
alternative scenario would have been. This can be used to “keep tabs” on progress (or lack thereof) toward investor
contribution over the loan term, if this template is being used as an ongoing check-in tool (as opposed to just using
it during the screening/underwriting stage and then again after the loan term.

22 In particular, consider and include: relevant information about the end-stakeholders (Who), the kind(s) of outcome(s) you expect end-stakeholders to
experience (What), the number of end-stakeholders you expect to experience each outcome (How Much - Scale), the level of outcome you expect them to
experience (How Much - Depth), and the extent to which end-stakeholders would experience worse outcomes in the absence of the recipient (Enterprise
Contribution) if the end-stakeholders are other than the recipient themselves. “Likelihood of Difference” captures some, but not all, of the considerations
relevant to Impact Risk. These terms are from the five dimensions of impact — more details are available here: https://impactfrontiers.org/norms/five-

dimensions-of-impact/

23 See footnote 27.
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After the Loan Term

Describe the outcomes that
end-stakeholders experienced,
including differences from
your expectations.

Note here if your estimate of
what outcomes end-
stakeholders would have
experienced has changed in
light of additional information
received during the lending
period.

Indicate any changes to
your estimate of
magnitude above, and
evidence / rationale.

Indicate any changes
to your estimate of
likelihood / degree of
certainty, and
evidence / rationale.
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Option 2: Tabular (blank)
Note: depending on your strategy you may complete 2a (lending), 2b (engagement), or both before proceeding to question 3.

1. Briefly describe the borrower, project/business, and what the financing is for.

2a. Lending: In what way(s), if any, would our loan differ from what the recipient would likely otherwise receive?

Our Loan Most Likely Alternative Scenario Likelihood of Difference
Description: Description:
Amount of Loan: Amount of Loan:
Terms & Conditions of Loan: Terms & Conditions of Loan:
Screening/Underwriting | Other: Other:
Evidence & Reasoning: Evidence & Reasoning:

During the Loan Term

After the Loan Term

2b. Engagement: In what way(s), if any, would our engagement differ from what the recipient would likely otherwise
receive?

Our Engagement Most Likely Alternative Scenario Likelihood of Difference
Description: Description:
Screening/Underwriting | Evidence & Reasoning: Evidence & Reasoning:

During the Loan Term

After the Loan Term
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3. Recipient Level: In what way(s), if any, would the recipient act differently if we do lend and / or engage than if we don't?

Recipient Activities With Our Recipient Activities Without Our
Lending / Engagement Lending/ Engagement Likelihood of Difference
Description: Description:
Screening/Underwriting
Evidence & reasoning: Evidence & reasoning:

During the Loan Term

After the Loan Term | |

4. End-Stakeholder Level: In what way(s), if any, would end-stakeholders and/or the natural environment experience better
outcomes if we lend and/or engage than if we don't, considering our answers to Q3 and Q47? (Specify per relevant group of end-
stakeholders)

End-Stakeholder Outcomes

End-Stakeholder Outcomes Without Our Lending / Magnitude of Investor Likelihood of Investor
With Our Lending / Engagement Engagement Contribution Contribution
Description: Description:
Screening/Underwriting | Evidence & reasoning: Evidence & reasoning:

During the Loan Term

After the Loan Term
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Appendix 3: Template for Evaluating and Expressing the Intended Positive Investor Contribution
of CDFlIs and the Additionality of Organizations That Provide Capital to CDFls

Introduction and Instructions

Introduction: One template created for this research project is for use by CDFls. In addition, this template has been created to
support organizations that provide capital to CDFls. These organizations are encouraged to consider the investor contribution —
that is, impacts on people and the natural environment that likely would not have occurred but for the organization — of the CDFls
to which they provide capital, and to consider their own financial and non-financial additionality®* to those CDFls. They are not
encouraged to attempt to trace their own additionality down through the CDFI and enterprise levels to the resulting changes in
outcomes for stakeholders and/or the natural environment, which in most situations is not possible.

As such, a capital provider to a CDFI would typically make two claims for each CDFI to which it allocates capital:

1. One claim about the capital provider's own financial and/or non-financial additionality to that CDFI (using this template);
and

2. One claim (or set of claims) about the investor contribution of the CDFI (best completed by the CDFl itself, using the CDFI
template from Appendix 2).

A claim is simply a statement that an approximate amount of intended positive investor contribution (or additionality) is expected
to occur or has occurred with an approximate likelihood. Users should feel free to customize the template to their contexts and
needs.

Intended Users:
o Designed to offer capital providers to CDFls a practical way to manage and report both the intended positive investor
contribution of the CDFls to which they allocate capital, as well as their own additionality to those CDFls.®

24 Additionality refers here solely to the capital provider-level counterfactual (i.e., a capital provider action that wouldn't have likely occurred
otherwise), in contrast to investor contribution (i.e., an investor action that causes a change in stakeholder outcomes that wouldn't likely have occurred
otherwise).

25 The template is not intended to be a sufficient resource for identifying or evaluating harms to end-stakeholders and the natural environment and
should be used alongside other approaches specifically designed for those purposes.
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e The template should be completed once for each CDFI, ideally by someone who is close enough to the transaction (e.qg.,
investment officer, impact officer) to have the necessary contextual information about the CDFI and its approach to
investor contribution.

Potential Uses:
e To synthesize assessments of intended positive investor contribution across a portfolio.
o To communicate intended positive investor contribution to external stakeholders.
o To evaluate past performance, inform future portfolio strategy, and set targets.
e To assess actual ex-post intended positive investor contribution against ex-ante expectations.

Two Format Options:
e Option1is a simple set of open-ended questions phrased for use in the due diligence process before capital is allocated to a
CDFI.
e Option 2 uses a tabular format to break Out magnitude, likelihood, and evidence of investor contribution. It includes space
for post-allocation assessment as well as pre-allocation due diligence. Two versions are provided: one with instructions and
one blank for ease of use.

Information Sources: Users may populate the template below with information obtained through the capital allocation process as
well as through market research and any other sources of relevant information about the CDFI. It may also be helpful to review the
version of this template that is intended for CDFIs themselves (Appendix 2), and to have a CDFI's completed version of that
template inform the populating of this template.

Counterfactual Analysis: Some sections of the template (e.g., questions 3 and 4 in Option 1, and the third column in each table in
Option 2) are hard to get evidence for, so often you will just be able to make an educated guess and then explain your reasoning.
Sometimes anecdotal evidence is also available and, while incomplete, can be used to support your reasoning.

Burden of Proof: Users are recommended to seek "a preponderance of evidence" that provides good reason to believe a CDFI's
claim of intended positive investor contribution, as well as their own claim of additionality. Users are encouraged always to bear in
mind the differences between the amount and likelihood of investor contribution/additionality claimed, and the strength of
evidence presented to support those claims.?®

26 For instance, a capital provider might present strong evidence that investor contribution is unlikely, and will be small in amount if it does occur.
Conversely, a capital provider might present weak evidence that investor contribution is likely and will be large in amount. Regardless of whether the amount
and the likelihood of investor contribution are zero, small, or large, capital providers are encouraged to apply a consistent burden of proof: a preponderance of
evidence leading the user to believe that a claim is more likely true than not.
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Option 1: Open-ended due diligence questions for capital providers to CDFls
Note: Retrospective evaluations can follow the same logic.

Questions about the capital provider's own financial and/or non-financial additionality to the CDFI:
1. Briefly describe the capital recipient and how they intend to use this capital.

2. Which of the following best describes your approach to intended additionality (if any) with this allocation of capital?
a. Pursuing opportunities to provide capital that have been overlooked by other capital providers and that offer both
impact and competitive risk-adjusted financial return.
. Accepting greater risk than other capital providers would for a given level of financial return.
c. Accepting less financial return than other capital providers would for a given level of risk.
d. Pursuing non-financial engagements to improve the CDFI's impact performance.

3. In what way(s), if any, would your capital and/or non-financial engagement differ from what the CDFI would likely otherwise

receive®’?
a. What amount, terms, and conditions of capital, and/or what kind of non-financial engagement, would we provide to
this CDFI?

b. What amount, terms, and conditions would the CDFI most likely receive from other capital providers (if any)? What
non-financial engagement would the CDFI most likely receive from other capital providers (if any)? What is the
likelihood / what is our degree of confidence?

4. [If we expect our capital or non-financial engagement to differ from what the CDFI would likely otherwise receive:]
In light of the evidence provided by the CDFI, what is the overall likelihood and magnitude of the CDFI's own investor
contribution to impact?

27 |f your capital allocation is a necessary condition for additional financing from other capital providers and/or if you facilitate a coordinated,
collaborative engagement with other capital providers, describe the cumulative capital allocation and/or coordinated, collaborative engagement with other
capital providers that would not occur in your absence.
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Option 2: Tabular (with instructions)
Note: depending on your strategy you may complete 3a (capital allocation), 3b (engagement), or both.

1. Briefly describe the capital recipient and how they intend to use this capital.

2. Which of the following best describes your approach to additionality with this capital allocation?
a. Pursuing opportunities to provide capital that have been overlooked by other capital providers and that offer both

impact and competitive risk-adjusted financial return.
Accepting greater risk than other capital providers would for a given level of financial return.
Accepting less financial return than other capital providers would for a given level of risk.

O O

d. Pursuing non-financial engagements to improve the CDFI's impact performance.

3a. Capital Allocation: In what way(s), if any, would our capital differ from what the enterprise would likely otherwise receive?

Pre-Allocation

Our Capital Allocation
Describe the amount, terms and conditions, and
any other relevant characteristics of the capital
you would provide.
If your capital is a necessary condition for
additional financing from others, describe the
total capital that the CDFI would receive.
Amount of Capital:
Terms & Conditions of Capital:
Other:
Evidence & Reasoning:
If your capital is a necessary condition for
additional financing from others, explain the
details of how exactly your capital was necessary
for attracting the additional financial; otherwise
leave this part blank.

Most Likely Alternative Scenario
Describe the amount, terms and conditions, and
any other relevant characteristics of the capital
that the CDFI would most likely receive from
others if you do not allocate capital to them.

If you think the CDFI likely would not receive
capital at all, simply put “none.”

Amount of Capital:

Terms & Conditions of Capital:

Other:

Evidence & Reasoning:

Provide the evidence and reasoning that inform
your estimate above.

Likelihood of Difference
Estimate the likelihood, or
your degree of confidence,
that your capital would differ
from what the CDFI would
likely otherwise receive.

You may express this in any
way you like (e.q.,
percentages, ranges,
high/medium/low, etc.)
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If desired, note progress versus expectations, actions taken to increase additionality through capital allocation, and evidence that
emerges about what the likely alternative scenario would have been. This can be used to “keep tabs” on progress (or lack thereof)
During Ownership | toward additionally, if this template is being used as an ongoing check-in tool (as opposed to just using it during the pre-allocation
stage and then again post-exit).

Note here if the amount, terms, or conditions of Note here if your estimate of the amount, Indicate any changes to your
the capital you provided were different than terms, and conditions of the capital that the estimate of likelihood /
Post-Exit expected. CDFl likely would have received has changed in | degree of certainty, and
light of additional information received during evidence / rationale.
ownership.

3b. Engagement: In what way(s), if any, would our engagement differ from what the CDFI would likely otherwise receive?

Our Engagement Most Likely Alternative Scenario Likelihood of Difference
Describe how you plan to engage with the CDFI to Describe the engagement that the CDFI would | Estimate the likelihood, or
improve their investor contribution, and explain why | most likely receive from others if you do not your degree of confidence,

you expect it will improve their investor engage, along with evidence and reasoning. that your engagement will
contribution.?8 If you think the CDFI likely would not receive differ from what the CDFI
- If your participation is a necessary condition for a impact-relevant engagement, simply put would likely otherwise
Pre-Allocation : : : " " .
collaborative engagement with other capital none. receive.
providers to improve end-stakeholder outcomes, You may express this in any
describe the collaborative engagement. way you like (e.q.,

percentages, ranges,
high/medium/low, etc.)
If desired, note progress versus expectations, actions taken to increase investor contribution through engagement, and evidence
that emerges about what the likely alternative scenario would have been. This can be used to “keep tabs” on progress (or lack
During Ownership | thereof) toward additionally, if this template is being used as an ongoing check-in tool (as opposed to just using it during the pre-
allocation stage and then again post-exit).

Note here if your engagement with the CDF| was Note here if your estimate of the engagement | Indicate any changes to your
Post-Exit different than expected. that the CDFI likely would have received has estimate of likelihood /
changed in light of additional information degree of certainty, and
received during ownership. evidence / rationale.

28 "End-stakeholders” can refer to people and/or the natural environment.
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Option 2: Tabular (blank)
Note: depending on your strategy you may complete 3a (capital allocation), 3b (engagement), or both.

1. Briefly describe the capital recipient and how they intend to use this capital.

2. Which of the following best describes your approach to investor contribution with this capital allocation?
a. Spotting a combination of impact and competitive risk-adjusted financial return overlooked by other capital
providers.
Accepting greater risk than other capital providers would for a given level of financial return.
Accepting less financial return than other capital providers would for a given level of risk.
d. Pursuing non-financial engagements to improve the enterprise’s impact performance.

oo

3a. Capital Allocation: In what way(s), if any, would our capital differ from what the enterprise would likely otherwise receive?

Our Capital Allocation Most Likely Alternative Scenario Likelihood of Difference
Amount of Capital: Amount of Capital:
Terms & Conditions of Capital: Terms & Conditions of Capital:
Pre-Allocation Other: . Other: .
Evidence & Reasoning: Evidence & Reasoning:

During Ownership

Post-Exit
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3b. Engagement: In what way(s), if any, would our engagement differ from what the enterprise would likely otherwise receive?

Our Engagement Most Likely Alternative Scenario Likelihood of Difference
Description: Description:
Pre-Investment Evidence / Reasoning: Evidence / Reasoning:

During Ownership
Post-Exit
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