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Executive Summary

Impact Investing Australia (llA), the operating arm of the Australian Advisory Board on Impact Investing,
(AAB) would like to thank you for your consideration of our submission. This submission sets out what we
believe to be the key impediments around growth in the Australian Il market and our views on the key policies
required to accelerate its development.

Impact investing (ll) has an important role to play in driving inclusive growth and contributing to the
Sustainable Development Goals (SDGs) both in Australia and the broader Indo-Pacific. Impact investments
are already tackling social and environmental issues effecting families and communities but the market in
and from Australia lacks scale. Like any new market, impact investing will grow faster with the right market
building infrastructure. While recognising that the government has various roles in impact investing as a
market participant, market builder and market regulator, the focus of this submission is around the role it
can play as a market builder in supporting the pieces of infrastructure that can catalyse private capital and
investment.

This submission is broken down by the key pillars of the Il eco-system namely demand, supply and
intermediation.

A common issue that has played out both in Australia and globally is a lack of particularly social impact
investing (SII) product. At the heart of this issue is a lack of Sll intermediaries specifically both fund managers
and originators of transactions. Experience from other countries in addressing this issue shows that catalytic
institutions such as national impact investment wholesalers and development finance institutions (DFIs) have
provided “go to places” to help co-ordinate fragmented efforts, and support the development of
intermediation and related investible products.

Another area requiring support is innovation and demonstration of new approaches to solving societal issues.
A key breeding ground for this innovation is within social enterprises defined as for purpose entities which
can be either profit or not for profit. Again, as demonstrated by overseas experience policies fostering social
enterprise development are key in delivering social innovation and building a pipeline of sustainable
organisations into which impact investments came be made.

Finally, relevant to all pillars but for this submission grouped on the supply side is the need for further
awareness raising and capacity building both within and outside of government.

Our key recommendations address these market gaps with potential policies outlined to enable Il growth
both within and from Australia.

Key Recommendations

Impact investing in Australia
Addressing the gap in intermediation with the establishment of a SIl wholesaler

The Australian Government has taken some good first steps in support of SIl in Australia with early policy
moves back as early as 2010 with the establishment of the Social Enterprise Development Investment Fund
(SEDIF). This was followed by a suite of measures in the 2017/18 budget ($30.4m) added to in the 18/19
budget (Cumulative $38.7.m). The last budget saw an additional $14.1m for outcomes payment trials and
the announcement of a SIl Taskforce within the Department of Prime Minister and Cabinet ($5m) to be
advised by an Independent Expert panel.

The role of the Sl taskforce is to take stock of what has been done and develop a strategy for a whole of
Commonwealth Government approach to Sll. If we look to other countries, taskforces like this one have been
the mechanism from which substantive policy initiatives have emerged. The most significant of these have
looked to address the gap in intermediation and Sl product development with an impact investment
wholesaler.
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How an Il wholesaler is structured and where and how it operates may vary but, the common elements of ||
wholesalers are: they are dedicated to measurable social impact; they invest in funds, other intermediaries
and directly or indirectly in social enterprises; they help to develop their targeted Il market (regional or
national); and they seek to invest where but for their catalytic capital, investees could not raise sufficient
funds.

Since 2015, we have been discussing with government what a game-changing Sll wholesaler could and should
be in an Australian context. Our blueprint for the SIl wholesaler involved a process of rigorous by an AAB
working group compromised of senior cross sector leaders from investment and commercial banking, the
community sector, funds management, legal practice, management consulting and philanthropy in
consultation with Big Society Capital (UK Wholesaler). Global experience and learnings were adapted for the
Australian context. The conceived Australian Sll wholesaler already has a proposed name, Impact Capital
Australia (ICA).

The term “wholesale” (or indirect investment) refers to only one of the market gaps that ICA seeks to fill
namely that of seeding new impact investment funds. Typically new funds need a 3 year track record to
attract mainstream investment and ICA could act as a corner-stone investor to help build this track record.
ICA’s strong capability in both impact and financial measurement and management would heighten
confidence for co-investment. In this way, it would help create the array of impact funds across potentially
different areas of impact and asset classes that the market is demanding.

Armed with a suite of financing tools, ICA could also support market development through facilitating or
enabling transactions or fund development around priority social issues. Specifically co-developing solutions
with impact at the core and appropriately engineered financing models to support its delivery. This aspect
of its operations may include origination and direct investment.

From the outset ICA would be set up to leverage government funds to unlock private capital and drive
positive societal outcomes at scale. Over time, ICA could help create a self-sustaining for-purpose market
that would not require ongoing government support.

The global Il market is growing but Australia has yet to realise the potential of this market to attract capital
to tackle social issues. The time has come for the Australian government to do what many of its counterparts
around the world have already done - commit funding to a national impact investment wholesaler to foster
the intermediation and product development that the SIl market desperately needs to scale and grow.

Recommendation 1:

Create a step change in Australia’s Il market by committing a minimum of $150m in 2020/21 to be
matched by Australian financial institutions and other societally focused investors to establish a SlI
wholesaler for Australia, Impact Capital Australia (ICA). The Government’s contribution could be
structured as a grant and/or an approved investment taking into account budgetary and capital
account implications.

ICA will be a game changing $300m institution with the capital, mission and mandate to improve
people’s lives by helping to drive the SIl market in Australia to scale.

Addressing the gap in demand through Social Enterprise Support

There are an estimated 20,000 Social enterprises (SEs) in Australia. Social Enterprises are businesses (either
profit or not for profit) which primarily exist to fulfil a social or environmental purpose. The SE sector has an
incredibly important role to play in helping to address our social issues but this is not without its challenges.

In May 2015, seed funded by the National Australia Bank, IIA established what is now called the Impact
Investment Ready Growth Grant. The grant was targeted at helping SEs to get “ready” to raise the capital
they needed to grow. Its purpose was to build SE capacity and in tandem support intermediaries providing
the services required for investment readiness. Since November 2018, this program has been administering
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funding for the Department of Social Services’ Sector Readiness Fund ($7m over 3 years). Over the last 4.5
years we have numerous examples of grantee SEs that have been enabled to scale and grow their impact.
Examples include Hire-Up, Vanguard Laundry Services, Outlook, Nightingale Housing, Maths Pathways and
Humanitix.

Running this grant program has put us at the centre of the SE eco-system where we have collected views
from intermediaries, investors and the social enterprises themselves. What we have identified are two clear
gaps in the market in:

1) Earlier stage social enterprise support.

2) Contract readiness support.

Recommendations 2 & 3:
Complement the DSS sector readiness fund with two additional policies:

1) An earlier stage social enterprise growth fund ($2m + $1m administration) which is co-funded
with philanthropy and/or corporate sponsorship which provides capacity building,
mentorship and funding support for SEs before the point at which they would consider
investment.

2) Establish a contract readiness fund ($5m + $1m Administration) similar in construct to the DSS
SRF but targeted specifically around contract rather than investment readiness. This would
provide much needed capacity building support for SEs tendering for contracts to support their
growth. It would also be highly complementary to government social procurement policies
(See Recommendation 4).

There is a clear policy imperative for governments to enable private sector creation of social value. As part
of its marketing building efforts in Sll, the Australian Government could leverage its significant buying power
and overlay a social as well as economic lens to the goods, services and construction it procures. This would
not only potentially deliver better value for money for the Government but also help to support the growth
of social enterprises.

Recommendation 4:

Establish a national Social Procurement policy to derive greater social value through Australian
Government contracts and purchasing power and further support the growth of social enterprises.

An additional benefit of this policy could be in its encouragement of other anchor institutions to establish
their own social procurement policies to further grow the market, creating additional opportunities for SEs
to participate in the market.

Addressing the gap on the supply side through awareness raising and capacity building

Within Government:

Our international experience and networks across the GSG have evidenced significant precedent in the
establishment of a dedicated Office within Government to build capacity and develop a whole of government
policy for SIl. Examples include: the Government Inclusive Economy Unit in the UK and The Dutch Innovative
Finance Taskforce in Ministry of Foreign Affairs of the Netherlands. A local example is the Office of Social
Impact Investment in NSW which has been highly effective in developing a whole of NSW Government S|
strategy.
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Centralising Il in one department and with a responsible Minister would give the Government the ability to
both anchor its Il knowledge in one place and coordinate the agenda across departments. As evidence by
the NSW experience, it could enable a clearer line of sight to opportunities to mobilise private capital for
public good, build capability and attract new talent. Finally, the approach could provide a strong base for
engagement with other key Il stakeholders such as business, social enterprises, investors and community.

Outside Government:

The cross-sector nature of Il requires a centralised and co-ordinating entity for all the stakeholders (including
government) and a stable funding mechanism to support this market building activity. The AAB through its
operating entity IIA has implemented and co-ordinated some important market building activities but the
lack of a stable funding base continues to be a major constraint. In addition, while the AAB has
representatives from investors, banks, the community sector, philanthropy and business the Government is
not represented. Market building will need to continue in the short to medium term to raise awareness and
build capability in other sectors to complement government action and reduce dependency over time. A
funded Impact Investing Institute could be a centre of excellence from which the AAB could drive
collaboration; bringing together the work of cross-sector entities for pro-active and collaborative
engagement with the government. The recently created Impact Investing Institute in the UK, which
combined the UK NAB and the UK Sll Taskforce (2016) is a working example of this government funded model.

Indicative components of an Australian Impact Investment Institute could be:

1) Knowledge Hub — driving education, training and thought-leadership. This could encompasses awareness
raising across key stakeholder groups including by collaborating with representative membership bodies
such as RIAA, UNPRI, the GIIN, Philanthropy Australia, the Shared Value Project, the Community Council
of Australia, and the AICD. Leveraging existing AAB/IIA and GSG materials and networks, a broad suite
of tools could be used including: an online information portal, case studies, events and social media;

2) Eco-system & Capacity Building - market development initiatives such as the provision of technical
assistance, to build capacity and networks. Leveraging the global partnerships of the AAB, through the
GSG, including with the Impact Management Project, the UNDP SDG Initiative and the OECD, the Institute
could help inform best practice around impact management and measurement as well as Il policy
frameworks. The Institute could work with investor groups, SEs, governments and others to build
capacity in relevant areas.

3) Collaboration toward innovation & scale —the Institute could co-ordinate organisations to pool resources,
innovate and/or aggregate solutions or investment products to drive scale. AAB/IIA global networks
could again be used to leverage models from other jurisdictions to inform the develop of pilots in key
policy areas.

An objective market builder such as the AAB/IIA which fosters cross-sector collaboration informed by the
GSG network and partners is an important component of market infrastructure.

Recommendations 5 & 6:

These recommendations are targeted at raising market awareness and driving capability through building
centres of excellences both within and outside of government:

e Create a dedicated Office of Social Impact Investment within the Department of the Prime
Minister and Cabinet, leveraging the existing expertise of the Sll Taskforce. This could build public
sector capacity and create a go to place within government while ensuring impact integrity is
maintained as the market develops.

e Fund an independent Impact Investment Institute with an initial commitment of $5m over 3
years. This would mirror the example in the UK and provide a centre of excellence outside of
government to help inform policy, drive market awareness and build broader sector capability.

The combination of these initiatives would deliver a more efficient and effective allocation of existing
resources and more future resources through investment targeted at achieving social impact.
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Impact Investing from Australia

The Department of Foreign Affairs and Trade (DFAT) has for a number of years recognised the importance of
impact investing from Australia into the Indo-Pacific region particularly in support of the achievement of the
Sustainable Development Goals (SDGs). Small (in relative dollar terms) but important policy measures such
as Pacific RISE and the Scaling Frontier Innovation initiatives have all been supportive of capacity building and
social enterprise development. These alongside more recent initiatives such as a blend finance funding
partnership with Convergence should be continued and consideration given to the opportunities for further
expansion in the International Aid Review.

Recommendation 7:
Capitalise on the good work already done and:

° Extend existing programs for SE capacity building such as Pacific RISE and Scaling Frontiers
Innovation to further enable Indo-Pacific social enterprise development.

In last year’s submission, we suggested that the Australian Infrastructure Financing Facility for the Pacific
(AIFFP) may be the appropriate institution within the government’s remit through which to catalyse further
impact investment. One year on, it is clear that the AIFFP will likely maintain a very specific Pacific remit and
so has limited capacity to address broader regional Il issues. There may however be an opportunity to do
this through an expanded and sufficiently capitalised Emerging Markets Impact Investment Fund (EMIIF).
The EMIIF (launch pending) is effectively a regional Il wholesaler however with current funding of only $40m,
it will be difficult for it to play a significant role in driving regional impact investment. If however, its capital
pool was expanded and it was enabled with a suite of different financing options including some capacity for
technical assistance, greater potential could be unleashed.

The EMIIF could potentially utilise tools used in blended finance to attract private investment in a way that
is beneficial and sustainable for targeted countries. The EMIIF could also be the vehicle through which
broader collaborations are evolved with emerging DFIs such as FinDev Canada and the new USIDFC.
Importantly, it could work in a collaborative way with an Australian Il wholesaler, ICA, once established, to
ensure consistency in impact management and measurement and to jointly build institutional investor
participation in Social Impact Investing (Sll).

Recommendation 8:

Australia’s role in International Development and impact investing from Australia would be further
strengthened by a development finance organisation committed to growing impact investment in the
region. Leveraging an existing policy initiative, the EMIIF could be the building block of this organisation.

Expand the funding and toolkit of the EMIIF by $100m (to $140m) to increase its ability to effectively
seed product and fund intermediaries and related capacity building (including for investors) in and
into the region. To accelerate the impact delivery, the appropriation period should be at a maximum
3 years.

Our recommendations for ICA in Australia and the extended impact investing activities in support of impact
investing from Australia go hand in hand. A catalytic wholesale institution in ICA, working alongside the EMIIF
to fund intermediaries and build capacity in impact investing through sharing knowledge, practice and impact
measurement and management frameworks would significantly enable Australia’s role and investment in
the broader regional market.
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Conclusion

This suite of recommendations is focused on the market building activities of Government to promote an
active Australian impact investment market which would see better outcomes for both Australian
communities and those in the Indo Pacific. There is no doubt that these initiatives could be further enhanced
by government in its role as market participant and regulator and details of related policy initiatives are in
Appendix 6. Notwithstanding, catalytic institutions driving intermediary capacity; funded go to places within
and outside of government and support for social enterprise, will, as international experience illustrates,
make the biggest difference in putting the impact investing market in and from Australia on a path to scale.

While all our recommendations are important, the lynchpin to scale is the establishment of an Australian
Impact Investment wholesaler, the rigorous design of which is encapsulated in ICA. This measure will enable
demonstration of more innovative approaches to tackling issues that matter for communities. It will help
build and develop market intermediaries and the capacity needed to drive the SIl market to scale. ICA could
also help unlock new sources of foreign investment into both our own country and across the region
particularly when working in collaboration with EMIIF.

Impact Investing Australia welcomes the opportunity to have input into this pre-Budget process. We urge
the Australian Government to take up the opportunity for targeted action to fuel development of impact
investment. The IIA Executive and members of the AAB will be happy to meet to discuss any aspect of this
Submission.
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Addressing market gaps and driving scale

Key gaps in the Il market include: lack of origination capacity and long-term capital, viability of intermediaries
and aggregators, misalignment of funding terms and incentives, mispriced risk and information asymmetries,
under-developed secondary markets, and inconsistency in impact measurement and management. When
this is coupled with a broader lack of awareness and capacity around impact investing it’s no surprise that
the market lacks scale.

Capacity needs to be built in impact management, measurement and risk assessment, and associated
transaction development with appropriate capital structures. The involvement of private financiers,
(including philanthropist), governments and the community sector necessitates significant cross-sector
collaboration.

The barriers are not insurmountable. The trajectory of other markets, like the UK, shows an impact
investment wholesaler can support multiple functions of market development. It can improve people’s lives
by catalysing the connection between investment and impact through support for a critical enabler -
intermediation.

The dimensions of demand, supply and intermediation are all key pillars of the impact investing eco-system,
(Figure 2). Gaps exist across each of these dimensions with the most significant to market development being
the gap in intermediation. Intermediation is the key connector and a critical enabler of the demand and
supply elements.

Figure 2: The Impact Investing Eco-System

Impact Investing
Eco-System

Supply Intermediation Demand for
of Impact of Impact Impact Capital
Capital Capital

Government & Regulation; Policy & Advocacy

Market Builders & Professional Services (Research Firms, Advisory Firms,
Head Hunting Firms, Investment Banks, Educators, Lawyers, Auditors, etc.)

Source: Adapted by IIA from Global Steering Group on Impact Investment, 2019

We have heard too many times to count, that there is plenty of demand for Il investments but no pipeline.
This comment really reflects the mismatch between the nature of the capital investors are prepared to supply
and that which is needed. The uncertainty and risk dimensions of new market-based investment activity and
innovation can push up the cost and/or reduce the flexibility and availability of finance and this is playing out
in 1l. Further, private markets do not readily supported the delivery of public goods or optimise social
outcomes so a mindset change is required. Finally, Il requires the measurement of the social outcomes which
needs data access and availability and requisite frameworks and capability potentially further complicating
pricing.
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Figure 9: GEEREF intermediary support and leverage effect 2017

As at the end of 2017, GEEREF had investments in 13 funds.
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Overview of a potential Australian SIl wholesaler, ICA

An Australian SIl wholesaler, ICA would be game changing infrastructure conceived to scale the SIl market
in Australia. It is designed to be independent, with a mission, investment mandate and sufficient catalytic
capital at $300m, to “get noticed” and significantly accelerate market development.

As a predominantly wholesaler investor and market champion, ICA could provide seed capital to new impact
funds, and bring tools and expertise to the structuring of products including the measurement of outcomes.

Recommendation 1:

Create a step change in Australia’s SIl market by committing a minimum of $150m in 2020/21 to be
matched by Australian financial institutions and other societally focused investors to establish a Sli
wholesaler for Australia, Impact Capital Australia (ICA). The Government’s contribution could be
structured as a grant and/or an approved investment taking into account budgetary and capital account
implications.

ICA will be a game changing $300m institution with the capital, mission and mandate to improve people’s
lives by helping to drive the SIl market in Australia to scale.

Detail on the vision, mission and mandate designed for ICA is provided in Appendix 2. We outline below
ICA’s two key roles as an investor and market champion.

ICA an Investor

As an investor, ICA will focus ~80% of its activity on finance for existing and new intermediaries. In its
capacity as a wholesaler or fund of funds, ICA will invest in funds seeking to enter the SIl market or those
looking to grow in key social impact sectors.

ICA will also retain ~20% of its capital for investment directly into transactions that promise socially impactful,
innovative and scalable solutions. It will “crowd-In" rather than “crowd-out” capital with direct investments
which would not typically attract first mover capital from other sources.

Impact driven organisations and initiatives need access to capital on appropriate terms. While on the
investor side there is an increasing pool of capital seeking impact. The most efficient way to match demand
and supply is through effective and appropriately skilled intermediaries delivering a variety of investment
products for different types of issues and organisational requirements.

ICA is designed to provide a long-term committed platform that can have a catalytic effect to stimulate
intermediaries and, through them, demand and deal pipeline. Funding by ICA in this way creates a much
more significant multiplier effect, (discussed in more detail below).

In addition, without the availability of capital from an institution such as ICA, innovative ideas developed by
intermediaries will struggle to find investors willing to go first on acceptable terms or who can appropriately
price impact risk and return. When initiatives consistently don’t get off the ground, the cycle acts as a
disincentive to others.

ICA’s investment mandate will have three central elements: clear impact, financial viability and contribution
to market development. ICA will have the scope to be the first mover, providing flexible and appropriate
terms and sending important signals to build market confidence and attract other investors. Its investment
process will attribute value beyond financial returns to the social and market development dividends of new
funds and products entering the market.

ICA as a Market Champion

As a market champion, ICA could facilitate market development by proactively identifying opportunities and
tackling barriers. Its combination of capital and collaborative approach will see it quickly become a go to
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These outcome areas incorporate many aspects of the key policy priorities of the Australian Government.
ICA, through its broader enablement of the SIl market will support government policy priorities as follows:

= Relieving pressure on budget: Government and philanthropy alone cannot meet growing budgetary
pressure around social issues. Through unlocking private capital, ICA is intended to create a multiplier
effect for government capital estimated at over 16x on fully invested capital. A drilldown on this
multiplier is in Appendix 2.

Place-based investment in particular will be supported where opportunities exist to improve the flow
of capital to communities that have experienced significant under-investment or withdrawal of
industry. This will be further enhanced by increased investment availability in social services
infrastructure.

= Delivering more jobs. The development of a robust for purpose or social enterprise sector enabled
by greater access to capital through ICA, will support inclusive economic and jobs growth.

= Guaranteeing essential services. ICA will enable:

= greater efficacy of government capital in service delivery by targeting outcomes with every dollar
invested;

= private co-investment delivering both more capital and better results through measurement;
= innovation in service delivery through collaboration of cross-sector actors.

Measures to encourage market-based approaches could also encourage competition and facilitate
access to quality services for all parts of the community.

A key focus of ICA would be on scaling innovation around new structures and models including private co-
investment and cross-subsidisation. This could help to tackle cost of living pressures in areas such as aged
care and childcare. ICA could also catalyse and unlock private capital for housing and social infrastructure.
This could encourage a range of intermediaries and approaches to meet increasing demand for affordable
stock particularly in key areas of reform such as disability support and aged care.

While ICA will operate domestically, it will send a strong market signal supportive of foreign policy priorities
to encourage private sector partnerships, innovation and enterprise development in the Indo-Pacific and
improve outcomes for women and girls. It is complementary to the recently announced Emerging Markets
Impact Investment Fund and the Investing in Women and Pacific Rise initiatives.

Apart from its alignment to policy priorities, ICA’s design is also consistent with the Government’s Principles
of Social Impact Investing. A detailed analysis of ICA against each of the Principles is set out in Appendix 4.

A clear and accountable implementation plan has been developed for ICA. The plan has four stages,
with identified work-streams, milestones and time-frames:

= Stage 1: concept design;

= Stage 2: pre-funding implementation;

= Stage 3: formation and capitalisation; and

= Stage 4: post-funding implementation.

Stage 1, ICA’s concept design is based on a broad evidence base and is the product of a collaboration between
cross-sector leaders, locally and globally. A three year process of robust co-design and planning has brought
ICA to a point where it can be readily implemented. Stage 2 has been progressed to the final stages. The
next major milestone is securing capital commitments from significant stakeholders including the
Australian Government.
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Figure 16: ICA’s proposed initiatives for Pipeline Development

Proposals developed by Proposals invited from the Co-design with selected
intermediaries market fund managers

-
N
"
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Affordable
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Organisations &
Enterprises

Impact Capital
Australia

Design & Origination

..

Place based Investment

Source: Impact Investing Australia, 2019

Drawing on international experience, early opportunities for investment have been identified in: social and
affordable housing as a complement to other initiatives; accommodation and services for people with
disabilities to support transition to the National Disability Insurance Scheme; community investment to drive
jobs and economic activity in priority areas and; the acceleration of outcomes-based approaches to
commissioning, (Figure 17).
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Figure 17: Initial opportunities for ICA’s Pipeline
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Australian intermediaries poised for growth
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Examples of potential wholesale investments for ICA include:

a fund to invest in aspirational small and medium enterprises in communities that have experienced
a lack or withdrawal of investment to generate impact in jobs and local economic activity, (Case
Study 1);

a social impact bond fund focused on social service-based investments across a range of outcome
areas;

a social to affordable housing transition investment fund to move people along the continuum from
social to affordable housing;

a fund that makes investments to: support new business models that enable new approaches to
tough social issues or; enable social purpose organisations to expand successful initiatives.
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Case study 1: Drawing on the UK experience — an Australian place-based investment fund

UK experience: Bridges sustainable growth fund: Bridéﬁ\es

Fund Management

Bridges’ Sustainable Growth Funds invest in ambitious growth businesses that are helping to tackle
some of society’s biggest challenges — in areas like healthcare, education and the environment.
Bridges invest £2m-£20m in businesses pursuing organic growth, buy and build, and multi-site roll
out strategies across any of their impact themes.

Since its first fund was launched in 2002, Bridges have built a strong track record resulting in 10
successful exits generating multiples ranging from 1.6-22x.

In 2013, the fund won best British private equity exit for the partial sale of its stake in the Gym
Group at 3.7x generating an IRR of 50%.

Impact themes: Examples of investments:
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Health & Education & Sustainable Lhl
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Australian concept for a sustainable growth fund:

Building on work already done to adapt leading community investment models for the Australian
context, ICA could cornerstone an Australian sustainable growth fund.

Like the Bridges fund, it will seek to invest in SMEs in communities which have experienced
sustained under investment.

Impact will be targeted at economic development, employment and training opportunities and
improved societal outcomes within the communities.

Ultimately designed to shift long term dependency on public funds in these communities and
create a demonstration effect to encourage further innovation and private investment.

Australian 5 in Geelong, |
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Source: Impact Investing Australia, 2018 from information collected on Bridges Sustainable Growth Fund.
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Current SE initiatives & identified gaps

In Australia, the Commonwealth Department of Social Services $7m Sector Readiness Fund administered by
the lIA growth grant is an initiative that currently supports one aspect of this SE gap. IIA has been running
the Growth Grant for a period of 4.5 years with initial funding coming from the National Australia Bank. We
have identified a number of gaps in the market set out in the Table 5. Unsurprisingly these gaps are relatively
consistent with those experienced in other international markets.

Table 5: Key Findings and Recommendations from the Growth Grant Program

Finding Recommendation

Most unsuccessful applicants are too early.
There is a clear gap in support of these early
stage enterprises.

Development of a program that provides both early stage
grant and mentorship similar in concept to the ones run
by the Nathan Cullen Foundation and the Myer Innovation
fellowship (Case Study 4). This could potentially be match
funded with philanthropy although would need to be
agnostic to corporate form (i.e. both profit and NFP). This
could also be an effective mechanism to encourage
blended financing models.

A number of funds designed to invest in SEs
have applied to the program but do not
qualify. These funds are very important to
market development in terms of enabling
more diversified investment and encouraging
a broader set of investors.

Consider extending the SRF to support SE funds to do
capital raising, (adaption of existing SRF program).

Also supports the need for ICA which could potentially
provide seed capital to new and emerging Sl funds.

There is a hurdle to the use of blended finance
in for profit structures. Grants from
foundations are constrained by only being
available to NFPs with DGR status.

Government has a role to play in supporting the
development of blended finance models in the for profit
for purpose sector. The establishment of a grant fund
(potentially as a complement to an impact investment
wholesale fund) could facilitate the development of this
market.

Additionally, consideration could be given to extending
PRI concessions and grant making to non-DGR recipients
where impact can be substantiated.

With the new contract opportunities created
through social procurement frameworks in
states such as Victoria, a need has been
identified to support SE Contract Readiness.
Contract Readiness may but does not
necessarily require investment readiness.

Consider establishing a complementary fund to the SRF
targeting Contract Readiness (CR). Experience in this can
be drawn from the UK in its establishment of the
Investment and Contract Readiness Fund. What this
fund’s evaluation makes clear is that while some of the
capacity building requirements between Investment
Readiness (IR) and CR (E.g. social impact measurement
and management and financial modelling) are similar, CR
requires very specific skills in tendering and bid writing.

Linked to contract readiness is social procurement policy.
We have seen some strong examples of the effectiveness
of this in the Victorian context and see the opportunity as
significant for a Commonwealth based social procurement
framework.
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Case study 7: Policy Ownership — Departmental Unit Approach, UK

b In the UK, domestic Il policy is the primary responsibility of the Government Inclusive Economy
D ere Unit (IEU) in the Department for Digital, Culture, Media and Sport. Previously called the Social
Media&Sport | hyestment and Finance Team within the UK Cabinet Office, it historically concentrated on the
financing needs of SEs and charities and more recently began to explore broader opportunities for impact
investing to create large scale social impact. In 2016, the team was formally changed to the IEU to reflect
this broader narrative and now works to build partnerships with the private and social sectors to find
innovative ways of addressing some of the UK’s most challenging social and economic issues. A large part of

this work is devoted to developing the impact investing market.

The IEU has a cross government mandate to work in partnership with other departments such as the Treasury,
the Department for Work and Pensions, and the Ministry for Housing, Communities and Local Government,
on cross-cutting issues that |l can help address, such as social housing.

It also works as a knowledge hub to support other policy-makers to use Il to achieve certain policy aims.

According to Tom Le Quesne, Head of the IUE: “Our technical expertise, cross-sectoral experience and deep
networks in the business and finance worlds make us a unique team. We are very outward-facing and believe
that only by working in partnership with a broad range of stakeholders, from FTSE 100 firms to innovative
social enterprises, and also with other government departments, can we help solve the most complex social
issues.”

The IEU in coordinating impact investment for domestic policy, works closely with the Department for
International Development, which co-ordinates Il for international development.

Source: World Economic Forum (collaborating with the UK Government), Behind the scenes of Impact Investment Policy-making 2018

Case study 8: Policy Ownership — Departmental Taskforce Approach, The Netherlands

The Dutch taskforce on Innovative Finance for Development within the Ministry of Foreign
N e Affairs recognises the need for other forms of financing beyond traditional public-sector

funding. The Task force acts as a knowledge and expertise hub for innovative financing
mechanisms as well as a coordinating unit to source new opportunities for innovative financing for
international development policy delivery, such as DIBs and guarantees.

Policy staff and financial controllers from the Directorate General for International Co-operation (DGIS)
comprise the task force. They not only share their experience but also explore new instruments to actively
advise DGIS staff on project proposals with innovative finance elements.

According to Johannet Gaemers, Project Manager, Innovative Finance for Development, Ministry of Foreign
Affairs of the Netherlands “It has been very useful to have a dedicated task force made up of colleagues from
across the department to actively seek new financing approaches, including impact investing, and embed it
into our policy-making. It is challenging to move away from traditional grant-funding to new forms of
financing but this task force has helped the organization to open up to consider and develop new ideas.”

Source: World Economic Forum (collaborating with the UK Government), Behind the scenes of Impact Investment Policy-making 2018

IMPACT INVESTING AUSTRALIA | 45










28th January2020

The cross-sector nature of impact investing requires a centralised and co-ordinating entity for all the
stakeholders and a stable funding mechanism to support this. ll1A was created to function as the centralised
and co-ordinating entity of the AAB but the stable funding base continues to be a key constraint. The AAB
has representatives from investors, banks, the community sector, philanthropy and business but government
is missing. A funded “institute” could bring together the work of these cross-sector entities for pro-active
and collaborative engagement with the government (ideally through the adoption of Recommendations 6
and 7). We envisage an Impact Investing Institute would be a centre of excellence for collaboration across
the dimensions of Figure 18.

Figure 18: Dimensions of a Il Institute and Centre of Excellence

Knowledge Hub SIl Institute: Eco-system &
' capacity building

Centre of
Excellence for r

Sl & Social 0-1

Innovation u J

AUSTRALIAN ADVISORY BOARD
ON IMPACT INVESTING

IMPACT
& INVESTING
AUSTRALLY

Collaboration towards
innovation and scale

Source: Impact Investing Australia, 2019

An indicative design of the Il Institute around the above components could be as follows:

1)

2)

Knowledge Hub — driving education, training and thought-leadership.

This should encompasses awareness raising across key stakeholder groups including by collaborating
with representative membership bodies such as RIAA, UNPRI, the GIIN, Philanthropy Australia, the
Shared Value Project, the Community Council of Australia, and the AICD. Leveraging existing AAB/IIA
and GSG materials and networks, a broad suite of tools could be used including: an online
information portal, case studies, events and social media. This could raise public awareness and
provide information to make it easier to make values-aligned investments.

In addition, collaboration with universities and practitioners in the field could vyield further
incorporation of Il within mainstream businesses and specialist courses to educate next generation
leaders. Practical and evidence based thought-leadership could also be used to inform Il policy
development.

Eco-system & Capacity Building - market development initiatives such as the provision of technical
assistance, to build capacity and networks. Leveraging the global partnerships of the AAB, through
the GSG, including with the Impact Management Project, the UNDP SDG Initiative and the OECD, the
Institute could help inform best practice around impact management and measurement as well as |l
policy frameworks. The Institute could work with investor groups, SEs, governments and others to
build capacity in relevant areas.
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3) Collaboration toward innovation & scale — the Institute would seek to co-ordinate organisations and
institutions to pool resources, and support innovation and/or aggregation in products and delivery
models to drive scale. AAB/IIA global networks could again be used to leverage models from other
jurisdictions to inform the develop of pilots in key policy areas.

In summary, funding an objective market builder such as the AAB which fosters cross-sector collaboration
informed by the GSG network and partners is a important component of market infrastructure.
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Enabling a catalytic institution for impact investment
from Australia

Recommendation 8:

Australia’s role in International Development and impact investing from Australia would be further
strengthened by a development finance organisation committed to growing impact investment in the
region. Leveraging an existing policy initiative, the EMIIF could be the building block of this organisation.

Expand the funding and toolkit of the EMIIF by $100m (to $140m) to increase its ability to effectively
seed product and fund intermediaries and related capacity building (including for investors) in and
into the region. To accelerate the impact delivery, the appropriation period should be at a maximum
3 years.

If utilising an expanded EMIIF, the Australian Government would need to ensure that organisation has a
mission and mandate that will see the effective and timely deployment of different types of capital.
Ultimately, the EMIIF would need to have the capability to utilise other tools used in blended finance to
attract private investment in a way that is beneficial and sustainable for targeted countries. The EMIIF could
also provide a vehicle through which broader collaborations are evolved with emerging DFIs such as FinDev
Canada and the new USIDFC.

An expanded EMIIF would need to work in a collaborative way with ICA, once established, in ensuring
consistency in impact management and measurement and in building stakeholder awareness and capacity
in the impact investing sector. Working together ICA and EMMIF could help Australia contribute to the
achievement of the SDGs in the Indo Pacific region as leaders in enabling policy. They could:

= support investors to build their awareness and capacity, reframe their investment approach to
incorporate SDG impact and potentially reassess tolerance and/or mitigation approach for risk and
liquidity management.

= Support Australian corporates to adopt a shared value approach that considers the SDGs in a regional
context. Sustainability of supply chain including potential investment in capacity building, technology
and ensuring integrity of labour practices are all important factors.

The regional issues encapsulated in the SDGs require Australia to take further action NOW if we are to avoid
the detrimental and irreversible effects of a failure to act for current and future generations. Impact investing
is providing an important mechanism to collaborate, participate and actively engage around solutions to
these issues and intermediation is critical. A commitment to further funding this key gap is a critical step for
Australia in helping to achieve the SDGs in our region.
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Conclusion

This suite of recommendations is focused on the market building activities of Government to promote an
active Australian impact investment market which would see better outcomes for both Australian
communities and those in the Indo Pacific. There is no doubt that these initiatives could be further enhanced
by government in its role as market participant and regulator, details of related policy initiatives are in
Appendix 6. However, catalytic institutions driving intermediary capacity; funded go to places within and
outside of government and support for social enterprise, will, as international experience illustrates, make
the biggest difference in putting the impact investing market in and from Australia on a path to scale.

While all our recommendations are important, the lynchpin to scale is the establishment of an Australian
Impact Investment wholesaler, ICA. This measure will enable demonstration of more innovative approaches
to tackling issues that matter for communities. It will help build and develop market intermediaries and the
capacity needed to drive the Sl market to scale. ICA could also help unlock new sources of foreign investment
into both our own country and across the region particularly when working in collaboration with EMIIF.

Impact Investing Australia welcomes the opportunity to have input into this pre-Budget process. We urge
the Australian Government to take up the opportunity for targeted action to fuel development of impact
investment. The lIA Executive and members of the AAB will be happy to meet to discuss any aspect of this
Submission.
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APPENDICES

Appendix 1 — Abbreviations and Acronyms

AAB Australian Advisory Board on Impact Investing

ADB Asian Development Bank

AIFFP Australian Infrastructure Financing Facility for the Pacific

AllB Asian Infrastructure Investment Bank

ANDE Aspen Network of Development Entrepreneurs

APAC Asia Pacific

ASEAN Association of South East Asian Nations

AVPN Asia Venture Philanthropy Network

BUILD Act Better Utilisation of Investment Leading to Development Act

DFAT Department of Foreign Affairs and Trade (Australia)

DFI Development Finance Institution

DMC Developing Market Countries

EBRD European Bank for Reconstruction and Development

EIB/EIF European Investment Bank/Fund

EMIIF Emerging Market Impact Investment Fund

FinDev Canada Canada’s Development Finance Institution (announced in 2017)

GEEREF Global Energy Efficiency and Renewable Energy Fund

GIF Global Infrastructure Facility

GSG Global Steering Group for Impact Investment

IFC International Finance Corporation (World Bank Group)

IFI International Finance Institution

Il Impact Investing/Investment

IIF Impact Investment Forum (established by RIAA)

A Impact Investing Australia

11X Impact Innovation Exchange

IMF International Monetary Fund

IMP Impact Management Project

Indo-Pacific Region ranging from the eastern Indian Ocean to the Pacific Ocean connected
by Southeast Asia, including India, North Asia and the United States.

INGO International Non-government organisation

IsDB Islamic Development Bank

iXc Innovation Exchange (A DFAT initiative)
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LEAP Leading Asia’s Private Sector Infrastructure Fund

LDCs Least Developed Countries

LLDC Landlocked Developing Countries

MCPP Managed Co-lending Portfolio Program (an IFC Initiative)
MDB Multi-lateral Development Banks

MIGA Multi-lateral Investment Guarantee Agency

MSME Micro, Small and Medium-sized Enterprises

NAB National Advisory Board for Impact Investment

NGO Non-Government Organisation

OECD Organisation for Economic Co-operation and Development
ODA Official Development Assistance

OPIC Overseas Private Investment Corporation (USA), now the USIDFC, (see below).
PPF Project Preparation Facilities

PPP Public Private Partnerships

SDGs United Nations Sustainable Development Goals

SE Social Enterprise

Sli Social Impact Investing/Investment

SMEs Small and Medium-sized Enterprises

SRF Department of Social Services Sector Readiness Fund

RIAA Responsible Investment Association of Australasia

TLFF Tropical Landscape Financing Facility

UN United Nations

UNCTAD United Nations Conference on Trade and Development
UNCDF United Nations Capital Development Fund

UNDP United Nations Development Program

UNESCAP United Nations Economic and Social Commission for Asia and the Pacific
USAID United States Agency for International Development

USIDFC United States International Development Finance Corporation
WB World Bank
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Figure 21: Theory of Change - Mapping the Course Towards Scale
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Impact Actors are all actors entering the impact
investment ecosystem and growing practice

Impact Leaders are those impact actors who are pioneers
or develop deep specialisation and capacity for impact

Impact Network refers to the range of developing
communities of practice and industry for impact

s refer to the range of roles and

Avoiding Harm Capital, Benefit Stakeholder Capital
and Contribute to Solutions Capital refer to the ABC of

the impact management project

Design for Scale means design of capital or solutions or
both for scaling effects, direct or indirect, including
replication and dissemination to increase reach, driving

impact Practice loop deepens impact
DOMINANT STATE Mn:::‘;r;:::;'e] practice by embedding impact
The dominant approach in Impact ° managem?nft s ilntegrity thadt
the current economy Intermediation perjfrc‘;:]rr:ranns c: aar:éngg r;v?vs
?;i';;’f‘:?::;:is;ig?"c'al b confidence and demand.
i"VEﬂmeTi‘ ﬁ“ not yet takT Levers to drive more effective A
aczm;nt DI effects on people participation and integrity of otherwise
and the planet. A pragtice bui k cor:jﬁdegc: in v;hat is
Impact eing achieved and that there is
The Investments with Intspgri'ty { progress being made that benefits
Unknown Impact loop — people in ways that are meaningful

reinforces investments that
do not take impact into
account in objective setting,
decision making or
performance.

—_—
¢ Impact

LEGEND

-—
Network * R
— Elements Connections
Levers to mobilise more people and organisations R Adding effects
to become active and grow their participation plus Things to grow Cause —— Effect
catalytic action to spur collective and effective Strengthening/increase

responses for impact at scale. of the cause leads to

strengthening/increase

The Widening Impact Participation locp Breakthrough

mobilises more actors and encourages them to L Levers ! of the effect

grow demand and develop impact capability

and networks. Substracting effects
Cause — — —» Effect

WIDENING PARTICIPATION Strengthening of the

cause leads to
weakening of the effect

to people and sustains the planet.

DEEPENING IMPACT PRACTICE

Today's dominant
reinforcing feedback
loop

Cause —— Effect

Priority causes and
effects to deliver
impact at scale
Cause ——> Effect

changes in mindset, behaviours and networks and
changes that increase capacity for reach and impact
invading policy and regulation

Impact Collaboration means collaboration to drive
greater scale and positive impact, including between non-
traditional partners, with a focus on catalytic action and
flexible capital to enable effects unlikely to occur

Impact Integrity means commitment to impact
management and accountable impact practice and
governance, including applicable principles and standards

Loops
Reinforcing loop

R ) These loops reinforce
behaviours and actions and
have a multiplier effect.

Source: Global Steering Group for Impact Investment (GSG) Working Group, The Impact Principle: Widening participation and deepening practice for impact investment at scale, 2018.
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Two objectives and reinforcing effects are highlighted in Figure 22: widening participation and deepening
practice to drive towards the achievement of impact at scale.

Widening participation brings focus to:

e mobilising more and different people and organisations (actors) to become active and grow their
participation;

e catalysing impact through collaboration and design of more effective responses; and critically designing
for impact at scale, understanding the role of flexible capital and the need for intermediation.

Deepening of impact practice requires:
e embedding impact management and measurement; and

e impact integrity through commitment to principles and standards. Of importance is collective action to
drive the infrastructure, frameworks and benchmarks that build confidence and trust and enable more
informed choices about impact.

The lynchpin for achieving solutions and investment at scale and bringing them together is intermediation.
Intermediaries activate different actors and drive pipeline, product and channel development. They design,
originate, structure, and develop platforms and measurement frameworks. Intermediaries can design
solutions in place or package opportunities to match investor preferences or both.

Effective intermediation influences the broader system. Expertise developed by intermediaries working on
multiple initiatives can be applied more rapidly across the eco-system. Deepening and diversifying the pool
of intermediaries across the value chain for impact in a sustainable way is critical to a dynamic and functional
system at scale. In Australia, there are still critical gaps in intermediation and many of the intermediaries
lack the scale needed to enable them to be more proactive in the design and development of impact
opportunities and/or investment product. This underpins the need for a catalyst such as ICA focused on the
development of intermediaries.

Figure 22: Intermediaries: various and critical roles in the impact eco-system.

e TR
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more than one role

Source: GSG Working Group Report, The Impact Principle: widening participation and deepening practice for impact investment at
scale, 2018; adapted from Burkett, I, The Role of Specialist Intermediaries in Reaching Underserved Markets, 2013
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Figure 24: Portfolio dynamics for impact
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Source: ICA Implementation presentation, 2017

Figure 25: ICA’s role as a wholesaler
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Source: ICA Implementation presentation, 2017
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As a threshold requirement, all investments will need to demonstrate impact in one or more of the
outcome areas that define the portfolio, (Figure 26).

Figure 26: ICA Outcome areas
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Financial model for ICA

Modelling indicates ICA will need initial capital of $300m to provide a signal to the market, invest in deals at
scale, and to operate self-sufficiently. Initial capital contributions to ICA (Figure 27) have been modelled:
Government 50%; mainstream financial institutions 40%; community, philanthropy and other investors 10%.

If the government’s contribution was a grant ICA’s income stream, including interest earned on seed funding,
will support the origination function and fund market building activity and the establishment and operating
costs.

The terms of funding are likely to be different for each of the categories of capital provider. Grant or
investment funding from governments; debt from major financial institutions on terms that include
preservation of capital but with a return below full commercial rates; and debt on similar terms from the
community sector and other investors providing it meets their fiduciary duties. Initial modelling anticipates
ICA will have a self-sustaining cash flow profile within 7 years.
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Figure 27: Initial capital structure for Impact Capital Australia
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Initially conceived by the Australian Advisory Board as a $350m fund, a rigorous process was put in place to
validate the capital requirements for ICA thereby reducing this to $300m. Underpinning this is a financial
model developed by Impact Investing Australia together with a Working Group of senior leaders and A.T.
Kearney, and predicated on ICA’s proposed business operating model.

The first step in this process was the construction of an economic model to better understand the key
financial levers of the business across the elements of revenue, capital and expenses. The economic model
also considers the tangible and intangible drivers of value, such as brand and government policy changes, to
enable appropriate risk recognition and assessment across these dimensions. The economic model was
further broken down and tested for key sensitivities. These identified sensitivities form the basis of the most
significant variables and assumptions around which the financial model is built.

Once the initial financial model was constructed, a sub-committee of the Working Group, with extensive
experience in financial markets and analysis, rigorously examined assumptions and sensitivities. The financial
model went through extensive and iterative revision as part of this process.

The modelling indicates that $300m is the total capital required to ensure a sustainable business model for
ICA. The first 5 years of cumulative net income will result in a deficit which will need to be supported by ICA’s
initial capital. Over a 10-year period, this deficit becomes a surplus as investments mature enabling ICA to
self-sufficiency. It is anticipated ICA will reach net positive cash flow in 7 years with steady state cash flow in
10 years, based on an assumed life cycle of investments at 7 years. Capital contributions to ICA will need to
be patient to correspond with the underlying investment profile.

A summary of the economic model, sensitivities and financial model are available in the full Blueprint
document.
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Drill down on the multiplier effect

It is anticipated that a government investment in ICA will have a significant multiplier effect on government
capital. This is set out in Table 9 below with a blended multiplier effect of 16x.

Table 9: ICA Multiplier effect explained

Direct Wholesale
ICA at Start up [D] [wW] Total ICA [D+W]

% of portfolio 20% 80% 100%
ICA Investment (M) 60 240 300
Maximum Investment % 40% A40% n/a
ICA + Private Direct Investment 150 600 750
Maximum % of Investee

Purchased 25% n/fa
Funds Investment (SM) 2400 2400
Government Capital (SM) 150 30 120 150
Total Private capital (SM) 150 120 2280 2400
Multiplier on Government funds 1.0 4.0 19.0 16.0

Source: ICA Implementation presentation, 2017

ICA modelling assumes that the maximum direct or wholesale investment ICA makes in an entity is 40%. This
is consistent with the ratio of comparable companies such as the Clean Energy Finance Corporation and Big
Society Capital since inception.

Investments by funds in investee companies is capped at 25% which takes into account both a conservative
approach to the multiplier effect and risk management at the fund level.

The result shows a multiplier effect on private capital of 16x on the government’s capital at the final stage of
investment. Implying a $150m contribution by the government into ICA will unlock $2.4bn of private capital.

Governance and leadership

Clear, transparent and accountable governance is a minimum requirement for ICA. Its governance principles
are designed to enable it to execute its unique mission and mandate effectively and for impact, financial
return and the benefit of the market as a whole (Figure 27).

ICA’s mission and mandate for the public good will be embedded in its Constitution and in the policies that
govern its operations. ICA also needs to be independent and not be reactive to, or inhibited by, shorter-term
drivers, vested interests, or changes in the political environment.
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Legal advice has been obtained from Ashurst on regulatory and compliance considerations and structuring
and governance. Policies and processes will be put in place to embed the requirements and ensure it is
compliant with relevant licensing and regulatory requirements. It will be transparent and accountable to the
public and market. It will operate collaboratively, including with its founding partners.

Figure 28: Structure and governance will ensure conformity to the agreed mission and mandate
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Source: Adapted from Blueprint to Market, 2015

ICA will be constituted as a public company with a Constitution that embeds and safeguards its mission and
mandate. The Board of the organisation will have responsibility under the Corporations Act for its
stewardship. A majority of the Board will be non-executive directors to safeguard the independence of the
organisation.

A committee structure will be put into place to oversee key aspects of governance and operations. Additional
expertise may be sought, to ensure that expertise and evidence on social impact, on investment and on
markets are brought together in appropriate combinations.

ICA will also be accountable for performance as an organisation, investor and market champion. It will have
structured and rigorous processes for measurement and reporting. Those processes will embed
accountability for impact achieved, financial performance and market development effects.

In addition, ICA will proactively seek to establish a reputation in the market for excellence, integrity and
transparency; and operate on a basis where transactions with which it is involved reach the market with
effective execution and monitoring of impact.
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ICA will have a Board of committed Australian leaders that combines diversity of experience and perspectives
with individual credentials, providing ICA with stewardship to operate with excellence, integrity and impact
(Figure 29).

A highly effective team led by a first-rate executive will be critical. Based on the lessons from other impact
funds, the team will be constructed to integrate investment professionals, impact strategists and systems
expertise for maximum capacity to deliver across the three core elements of impact, financial viability and
market development. Over time, ICA will become an important training ground for talent.

Figure 29: ICA will have a leadership structure to support effective execution & accountability

Board of Directors, max 10,
chosen based on experience
and diversity; stakeholder and
investor representation
through streamlined nominee
structure

. & & & & Investment & Impact Risk & Audit Nominations
aUs Committee Committee Committee

1288
Highly experienced Executive teamto be

Chief selected through nominations process.
Executive
Officer Executive team lead day to day operations
and work with Board to drive strategy and
market development

Small, high-performing team focused on
excellence and delivery

Invg?’zr?wfen‘t Chief Impact
Officer Strategist

Source: Revised from Blueprint to Market 2015

ICA will recruit people with clear values-alignment with its mission, excellent track record, skills, experience
and reputation to satisfy expectations of government, regulators, and other investors and to build confidence
with the social and impact investment sectors. Across the team, there will need to be capacity to deliver
against all dimensions of the mission and mandate.

For the purposes of establishing ICA, it is proposed that leadership from the Australian Advisory Board on
Impact Investing will work with key stakeholders including government and other founding capital providers
to establish an appropriately credentialed Board to make initial appointments.

Once operations are established, an Appointments Committee of the Board will be responsible for
nomination of future Board members and key executive positions including Chief Executive Officer, Chief
Investment Officer and Chief Impact Strategist. Board Committees will comprise members of the Board and
appropriately qualified external parties that bring particular expertise.

Implementation and accountability

ICA can be delivered in line with all requirements of the Public Governance, Performance and Accountability
Act 2013 (PGPA Act) and the Commonwealth Grants Rules and Guidelines (CGRGs). The design for ICA and
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the proposed founding partnership for the Australian Government specifically meets all the seven key
principles under the CGRG, including integrated governance arrangements to mitigate risk. Performance
monitoring is built into the design and will be reflected in contracting arrangements, including for impact
reporting to be made publicly available.

The implementation plan is already in advanced stages of development. Work to refine this is on-going
through a process of securing founding partnerships with the Australian Government and financial
institutions to enable ICA to be operational as quickly as possible once the initial capital is secured. The plan
recognises that an establishment phase during which key personnel are engaged and proper accountabilities
and governance are established will be essential before funding can be deployed in the market. An outline
of the proposed approach to implementation is set out in Figure 30 and the implementation tasks are further
detailed in Table 10.

Ensuring that the robust policy logic and design and the governance and accountability mechanisms are
mapped and reflected in contract arrangements with Government will be an essential step. Initial delivery
of value for money will include securing partnerships with financial institutions and other private and
community sector partners.

An independent Board of highly qualified and experienced leaders will be appointed as a first step as
stewards for the implementation. Appointment of a CEO and other key executive roles including the Chief
Investment Officer and the Chief Impact Strategist is a priority.

Operationalising the Governance architecture (as outlined) will also be a priority. This includes finalising a
Board charter, establishing investment and operating policies and putting in place a framework for measuring
and reporting on ICA’s operating and financial performance, including impact. In addition, a risk and
compliance framework together with related policies will be adopted. Effective risk management will be
critical in ensuring the ultimate integrity and sustainability of ICA as an organisation and no investment will
be made before this is in place.

Figure 30: Key implementation milestones will ensure a strong basis for ongoing governance

. . & . Governance and oversight will be provided by a highly
YT aw experienced steering group with a strong track record and skills
& & & . ' set across finance, business, government and the NFP sector.
4 The steering group will be accountable to capital providers and

work with major stakeholders.

Steering Group

Clear workstreams, milestones and timeline

Key Personal

Identify potential:
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appointments

* Senior
management
appointments

Legal & Policy

* Constitutional
review

* Licencing
requirements

* Policy framework
including for risk

Investors

Funding
MNegotiations:

* Terms

* (Other structural

requirements

Investment

* Refine Impact and
Investment
Frameworks

* Develop Pipeline
* Develop Investee
Guidelines [incl

management.

reporting and
accountability].

L

Steering group
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*

Providing support

* 1)

Representatives from On-going collaboration
both government and with broader market
the banks participants

Source: Impact Investing Australia, 2017
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This implementation stage for ICA will be relatively fast and its organisational structure will evolve from the
core as it builds capacity. It may be necessary to retain specialist advisors to provide advice to the Board
during this initial phase to ensure that all of the compliance obligations are met, and processes established
in a manner that meets the intention of best practice governance, risk management and delivery.

Table 10: Key implementation tasks will involve rigorous framework, policy and systems development

Stage 4 (~6 months)

Legal and Governance

Stage 3 (~6 months)

Finalise ICA Board

Obtain required licences e.g.
Australian Financial Services Licence

Put in place financial delegations from
Board to Executive

Define Board Charter clarifying role
and risk/control Framework

Formalise Board operating structure
including role of sub-committees

Finalise Risk Management and
Compliance Framework

Formalise organisational structure &
employment plan

Develop impact and investment
performance frameworks

Develop corporate plan and reporting
frameworks

Adopt and publish Board charter and

operating, investment and
performance policies

Establish Board sub-committees

Implement performance and
reporting systems

Publish corporate plan

Embed risk management &
compliance systems

Adoption of investment and valuation
policy and investee reporting
guidelines.

Personnel Finalise key executive appointments Recruit other key personnel
Finance and Establishment tasks including: office Document and adopt policies and
Operations accommodation & set up, insurance, procedures relating to: financial

auditors, tax registration, software
and systems, communication and IT
contracts, service contracts etc.

Develop a more detailed forward
budget

Refine initially identified areas of
potential investment

operations, HR and Finance
delegations, procurement, accounts
management, stakeholder and media
communications

Engage market, in particular financial
intermediaries

Formal launch

Communications

Initial development of stakeholder and
media communications strategy

Design and establish ICA website

Ongoing communication materials

Source: Updated from Impact Investing Australia, 2017
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Risk management

International experience and an understanding of the Australian market for impact investment has informed
a preliminary assessment of the potential risks and associated mitigation strategies for ICA. Some of these
are outlined in Table 11.

Table 11: Early Identification of some potential risks and associated mitigation strategies.

Risk Mitigation strategy
Capital deployment slower than Provision for ICA to undertake origination and design and co-
forecast create strategies with the market; capacity development for

intermediaries

Failure to capture impact Development of practical, useful impact framework including
employing best practice impact management in design,
strategy, management and measurement

Lack of Innovation Foster partnerships and collaboration; convene stakeholders
to co-design in areas of priority for need and demand

Lack of scale Understand mainstream investor needs and combine focus
on services with asset backed transactions while scalable
enterprise models build

Underperformance of financial Balance portfolio across finance, impact and market
return development dimensions and design for financial
sustainability over medium term (7-10 years); manage
investor expectations on term requirements to achieve
impact and financial outcomes.

Source: ICA Working Group discussion and analysis

ICA Theory of change

Figure 31 sets out ICA’s Theory of Change for a stronger impact investing market facilitating more and better
outcomes for our Australian communities.
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Figure 31: ICA’s Theory of change

Impact Capital Australia: Theory of Change
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Source: Impact Investing Australia, 2017
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A stronger impact
investing market
facilitating both more
AND better outcomes
for our communities
in the key issue areas.

Early Childhood
& Education

Mental Health
& Well-being
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Disability
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LELA
Communities &
Inclusion

Housing & Local
Amenity

Conservation,
Environment &
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Income & Financial
Inclusion

Arts, Culture &
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Appendix 5: Case studies

Examples of impact created by Big Society Capital in key outcome areas.

Case Study 12: Nesta Impact Investments and GetMyFirstlob — Education, training and employment

. .
7 ",
° Y GetMyFirstJob
nestﬂ .‘ e yw‘hereu all starts.
Impact
Imvestments
GetMyFirstlob (GMF) launched in 2012 as a one-stop-shop through an innovative web-based platform

connecting young people, training providers, colleges and employers. This platform provides more effective and
efficient connections across what had become a fragmented and difficult to navigate market.

In 2015, Nesta Impact Investments (NII) invested £500,000 into sales, marketing and other resources to enable
GetMyFirstlob (GMF) to scale-up their reach and impact. At the time of launching in 2015, when
unemployment amongst 16 to 24 years old’s had risen by 30,000 to 764,000, over 160,000 young people were
registered with GMF) who hoped to place 10,000 young people into apprenticeships in that year

Increasing the number of young people entering suitable apprenticeships creates measurable social impacts by
improving their skills, employment readiness and rates of employment.

Impact: Catalytic Capital:

The platform grew to 250,000+ candidates in 2016, processing 30,000+
applicants monthly and working with 150+ colleges, employers and
providers across the UK. In December 2017, nearly 12,000 vacancies were

listed, 28,000 candidates shortlisted and 500 recruiters were working on
filling apprenticeship opportunities.

Improving the rate and quality of apprenticeship placements aims to
encourage more apprenticeship opportunities for young people.

Source: Impact Investing Australia, 2017, adapted from information on Nesta Impact Investments and City and Guild websites.

Case Study 13: Bridges Funds Management and Babington Group — Education and training

Source: Impact Investing Australia, 2017 adapted from information on Babington Group and Bridges Funds Management websites.
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