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Aspen Network of Development
Entrepreneurs (ANDE)

The Aspen Network of Development Entrepreneurs (ANDE) is a global
network of 250+ organizations that propel entrepreneurship in emerging
markets. ANDE members provide critical financial, educational, and
business support services to small and growing businesses (SGBs)
based on the conviction that SGBs will create jobs, stimulate long-term
economic growth, and produce environmental and social benefits.

LGT Impact Ventures

Founded in 2007 LGT Impact Ventures (LGT IV) is an impact investor
targeting both attractive financial returns and measurable, positive
social and/or environmental impact. LGT IV invests in scalable business
models and helps to build strong companies that provide less advantaged
people with access to essential services and products in areas such as
education, health, agriculture, energy, information and communication
technologies. LGT IV aim is to improve the quality of life of less advantaged
people, contribute to healthy ecosystems and build resilient, inclusive and
prosperous communities.

Latin American Private Equity & Venture
Capital Association (LAVCA)

The Latin American Private Equity & Venture Capital Association (LAVCA)
is a not-for-profit membership organization dedicated to supporting the
growth of private equity and venture capital in Latin America and the
Caribbean. LAVCA's membership is comprised of over 170 firms, from
leading global investment firms active in the region to local fund managers
from Mexico to Argentina. Member firms control assets in excess of USS60
billion directed at capitalizing and growing Latin American businesses.
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Opening Letter

Dear Readers,

We are excited to share The Impact |lnvesting Landscape in
Latin America with you, the first report of its kind on the state
of impact investing across Latin America.

Impact investing has gained momentum in recent years, as
increasing numbers of investors look to align their money
with their values. Individual investors, development financial
institutions, foundations, and increasingly governments and
institutional investors are moving funds into this space. At
investment management and philanthropic conferences across
the globe, and in Latin America, it is hard to avoid discussions
of impact investment these days.

In many cases, the line between traditional fund managers and
impact investors is blurring, and the number of firms that cite
impact as a key element of their overall strategy has grown.

Though the industry has blossomed in Latin America, there
are still a number of challenges to its growth. An important
one is the lack of quality data about the industry. ANDE
members, LAVCA members, and other pioneers in the industry
have consistently pointed to the lack of information about

the size, scope and perceived effect of impact investments as
a key barrier to future expansion. This report represents an
important step in creating a source of reliable data on impact
investing activity for the region.

The analysis shows that impact investing is off to a promising
start in the region. Further, we are encouraged to see that
investment activity is led by Latin American impact investors,
rather than solely driven by international institutions. We
anticipate that the industry will continue to grow in the coming
years, and encourage further involvement in strengthening the
broader ecosystem from government, corporations, and local
civil society organizations.

Sincerely,

Cate Ambrose Randall Kempner
President and Executive Director Executive Director

LAVCA ANDE



Executive Summary

In recent years, very little industry research has focused on
Latin America despite active and growing communities of
impact investors in many of the region’s countries. This report
is a step towards filling that knowledge gap, and maps the
landscape of impact investing in Latin America.

The report opens with a regional analysis of broad trends
in fundraising, deals, and exits, along with a special focus
on pipeline development, technical assistance, impact
measurement, talent, and gender. Following this overview
is a series of deep dives into impact investing in three key
markets where the industry is most active or developed: Brazil,
Colombia, and Mexico.

Impact Investing in
Latin America

éﬂﬂ A Growing Industry

This study has identified 78 firms that made impact investments
in Latin America between 1997 and 2016. Twenty-eight impact
investors headquartered in Latin America manage US $1.2 billion in
assets under management (AUM). Thirty-one firms headquartered
outside of Latin America that have made impact investments in the
region manage a total of US $7.2 billion in AUM, considering both
Latin America and allocations to other regions.

Firms that invest exclusively in Mexico manage US $392 million, in
Brazil US $186 million, and in Colombia US $52 million in AUM.

Nearly 80% of respondents made their first investment after 2007,
when the term “impact investing was coined, with 14 to 15 new
entrants every two years. The growth in impact investing has been
driven by those investing in impact enterprises. While the number
of investors that made investments in microfinance institutions
and agricultural cooperatives more than doubled between 2007
and 2015, the number that focus only on impact enterprises grew
nearly seven times in that same period.



The type of organizations making impact investments are diverse
in size, organizational structure, the type of capital they have been
able toraise, and their relative expectations for financial and impact
return on investment. 46% target a return of 10% and lower, while
56% target net annual returns of 11% and higher.

Impact Investing Deals

Respondents reported US $1.3 billion invested in 522 impact
investing deals in 2014 and 2015. Based on the number
of firms that invest there, the top three countries in our
sample are Mexico, Colombia, and Brazil. The top sectors
for investment in 2014 and 2015 were financial inclusion,
agriculture, and health. Respondents reported 52 exits in
2014 and 2015.

@ Challenges and Opportunities

Respondents commonly reported that sourcing quality
deals, achieving expected returns, and fundraising pose
the greatest challenges for the industry. Respondents
were overall optimistic about 2016. They anticipated
raising US$2.4 billion globally and investing USS$796
million in 336 deals.



Brazil

* Between 2014 and 2016, the number of active impact investors
in the country increased from 22 to 29. Currently, the total AUM
of local organizations stands at US$186 million; in 2014 it was
USS177 million (in 2016, seven organizations reported their AUM,
compared with eight reporting in 2014).

» The market for impact investing in Brazil has grown over the
past two years, but at a lower rate than investors had expected!
Several factors may have influenced this, including the current
political and economic crisis, high interest rates, and the lack of
a successful track record. It is also important to highlight that
one participant in the 2014 survey left the market prior to the
2016 survey which affected the overall AUM managed by local
firms.

e The number of domestic investors increased between 2014
and 2016. In 2014, there were nine Brazil-based investors and 13
international investors. By 2016 these numbers increased to 13
and 16, respectively.

e Return expectations remain relatively high in Brazil. In 2014,
53% of investors reported target returns 16% and higher.2 In
2016, 50% of investors targeted net annual returns of 16% or

higher, compared to 37% from the region as a whole.

» The most commonly used financial instrument is equity (67%),
followed by debt (52%), quasi-equity (41%), and other types of
investments (22%). In the 2014 study, investors reported equity
investments at 84%, debt at 32%, quasi-equity at 47%, and other
forms of investment at 21%.3

e In 2014 and 2015, impact investors in Brazil made 48 new
investments totalling approximately US $70 million. This number
is lower than the 68 new investments4 investors reported
expecting in the 2014 study.4

* Key impact investment sectors in Brazil are health, agriculture,
education, and financial inclusion.

e Of those interviewed in 2016, 89% said they measure social
and environmental impact, although many still face challenges
in finding adequate methods of measurement. This indicates a
growing concern over impact measurement, compared to the
75% who reported difficulty in measuring impact in 2014.5

e Investors plan to invest US $105 million in 88 deals in 2016.



Colombia

 International funds dominate the impactinvesting ecosystem
in Colombia. Only three are local firms focused solely on
the Colombia market, which manage a total AUM of USS$ 52
million.

e The Colombian economy has emerged as a stable growth
market in the region. The final peace agreement with the
Fuerzas Armadas Revolucionarias de Colombia (FARC) which
is expected to be signed in 2016, has the potential to further
accelerate the economy. This will be a significant opportunity
for impact investing in Colombia.

e The private equity industry in Colombia is relatively young
but has developed quickly. Impact investing has grown within
this industry but still as a niche segment.

* Investors reported 16 deals in 2014 and 2015. The average
deal size was USS2.2 million. International firms invest in
higher average deal sizes (US$3.9 million) than national firms
(USS$550,000).

* Investors reported 7 exits in 2014 and 2015.
Close to 80% of the impact investing in Colombia is in financial
inclusion and agriculture sectors.

e For impact investing to grow in Colombia requires more
awareness about the industry as a whole in the country.
Universities can play an important role in this process.

e Unlike Brazil and Mexico, where impact investing is more
developed, Colombia is still in early stages. For impact
investing to evolve from its current status as a niche investing
approach, the industry will need increased government
support, greater involvement of the local private sector, and
wider communication of its activities.

10



Mexico

e The impact investing ecosystem in Mexico includes both local
and international firms, with 42 investors focused on Mexico, 15 of
which are exclusively investing in Mexico.

o Government regulations and the creation of the National Institute
for Entrepreneurship (INADEM) have spurred the growth of private
equity markets and are accelerating entrepreneurship in Mexico.

» Impact investors headquartered in Mexico manage US $392 million.
Of that total, US $359 million AUM corresponds to non-MFl investors.
International firms that invest in Mexico manage US $6.8 billion.

* In 2014 and 2015, investors closed 45 deals in Mexico, primarily in
financial inclusion, health, and agriculture. This trend is consistent
with expectations for 2016.

* Five exits were registered in Mexico, and most of them occurred
as strategic sales.

» Mexican-based investors aim to fundraise US $136 million in 2016,
and all investors project they will invest US $199 million in 105 deals.

e Local firms typically seek higher return rates than international
investors.

e Management is critical to the success of the enterprises, and
therefore to the impact investors. Relevant actors need to work to
attract talent to the sector in order to build strong enterprises.

» The private sector still needs to play a stronger role in the
impact investment ecosystem by investing in, buying, and scaling
impact enterprises.

e The public sector could get more involved by defining and
regulating impact measurement in order to create policies that
incentivize investment in impact enterprises and that also create a
legal structure for impact enterprises.

e Post-investment engagement has been crucial to the success
of enterprises. Opening markets, providing strategic contacts,
understanding costumer and market data, and offering recruitment
support represent a few things investment firms are increasingly
doing to support their portfolio.

» Mexico joined recently the G8 the Impact Investment Task Force.
It created its National Advisory Board in order to advocate and
strengthen the industry. Local industry players are keen to work
with the global industry.

11



Recommendations

Impact investing in Latin America is impossible to describe as a
single, unified industry. However, in considering the future of the
industry some broad trends hold true for the region as a whole.

Entrepreneurial solutions have the potential to sustainably
contribute solutions to the region’s biggest challenges, but the
impact investing industry must grow across the region to reach
this potential. Some markets need a stronger base of local actors
engaged in impact investing. In other more developed markets
there still exists a gap in early stage financing, and, some fear, in
adequate later stage B and C round financing.

Attracting new actors and increased flows of capital to impact
investing will require coordinated promotion from current leaders
in the field. Impact investors should transparently share lessons
from the past ten years’ experience, highlighting success cases
and also setting expectations about both financial return and
impact potential.

There are three groups in particular that will be important to
engage in the coming years: governments, large corporations,
and universities. These stakeholders have the potential to create
the incentives, additional funding, and education necessary for
the industry to grow.

12
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Introduction

In the past decade, the private sector has increasingly b
force to create social good. Social enterprise, corporate shared value,
and socially responsible investing have exploded across business
schools, consumer consciousness, and shareholder expectations.
Forexample, in the United States sustainable, responsible, and impact
investing grew 76% between 2012 and 2014, to USS$6.6 trillion assets
under management (AUM).6

Impact investing was first defined in 2007, launching a global
movement of investors with the intention to generate social and
environmental impact alongside a financial return. Impactinvesting is
an opportunity for investors interested in financial opportunities that
align with their values, as well as for governments seeking innovative
ways to fund social programs.” The need for impact-oriented capital
is clear. For example the Sustainable Development Goals face a USS
2.5 trillion annual investment gap globally, a gap that impact investors
can help fill.
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Defining Impact Investors

For the purposes of this report, we count impact investors as those
firms that:

e Make direct investments in companies

¢ Have positive social or environmental impact
as an explicit objective

e Have an expectation of a financial return

e Invest a minimum of US $25,000 using any instrument,
including debt, equity, quasi-equity, guarantees, or other.

This definition matches the definition that was used in the 2014
study “The Impact Investing Landscape in Brazil,” but is less
inclusive than the four characteristics that the Global Impact
Investing Network (GIIN) defines as key to impact investing.
Those are: the intention to create positive social or environmental

’

Introduction

impact, expectation of financial return, diverse asset classes, and
impact measurement.

The criteria applied in this report deliberately exclude certain
investments, narrowing the focus on specific segments of the
impact investing industry. This report excludes investments into
microenterprises which are typically around US $2,000, project
finance such as green bonds, and direct investments made by
Development Finance Institutions (DFIs). DFls play a critical role in
impact investing in the region, primarily through investments into
funds. The report excludes the few that make direct deals because
their size would distort the overall picture of the market.

The investors that participated in the survey are nonetheless
diverse, and include private equity and venture capital fund
managers, as well as family offices, foundations, and nonprofits.
While microfinance institutions (MFIs) themselves are excluded
from this sample, fund managers that invest in MFls are included.
These firms are all called "impact investors,” including those that
were active before that term was coined in 2007.

17/
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Methodology

Research took place in two phases. First, LAVCA distributed a survey

between December 2015 and March 2016 to 136 firms that the

research team identified as highly likely impact investors. This survey

focused on general investing practices and transactions that took 7 SURVEY

place in 2014 and 2015. Second, the research team conducted a RESPONDENTS
series of semi-structured interviews with 15 to 25 key actors each

in Brazil, Colombia, and Mexico. This approach, called a sequential

mixed-methods approach, allows the research team to use qualitative

data gathered through interviews to enhance, validate, and provide

context to the quantitative data collected from the survey.

|
In our outreach to impact investors, we excluded the Caribbean as 15 2 5 INTERVIEWS IN

a primary geography of focus. However a few survey respondents
provided data on investments in the Dominican Republic and Haiti,
and that data is included.

See Appendix 1 for a more detailed description of the

methodology. BRAZIL COLOMBIA MEXICO
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2.1 Summary of Key Points

A Growing Industry

¢ Seventy-eight firms reported that they have made impact
investments in Latin America. The first impact investment was
made in 1997.

e Twenty-eight impact investors headquartered in Latin America
manage US $1.2 billion in assets under management (AUM). Thirty-
one firms headquartered outside of Latin America that have made
impact investments in the region manage a total of US $7.2 billion
in AUM, considering both Latin America and allocations to other
regions.

e Firms that invest exclusively in Mexico manage US $392 million,
in Brazil US $189 million, and in Colombia US $52 million in AUM.

¢ Nearly 80% of respondents made their first investment after 2007,
when the term impact investing was coined.

 Industry growth has been relatively steady since 2007. Between
1997 and 2007, on average three or four new players entered the
market every two years. Between 2008 and 2015, the number of
new entrants jumped to 14 or 15 every two years.

e The growth in impact investing has been driven by those
investing in impact enterprises. While the number of investors that
made investments in microfinance institutions and agricultural
cooperatives more than doubled between 2007 and 2015, the
number that focus on impact enterprises grew nearly seven times
in that same period.

* The type of organizations making impact investments are diverse
in size, organizational structure, the type of capital they have been
able to raise, and their relative expectations for financial and impact
return on investment.

20
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Impact Investing Deals

» The top three countries in our sample are Mexico, Colombia, and
Brazil based on the number of firms that have invested there since
1997.

e Respondents reported USS$1.3 billion invested in 522 impact
investing deals in 2014 and 2015.

¢ The top sectors in 2014 and 2015 by both capital deployed and
number of deals were financial inclusion, agriculture, and health.

* Respondents reported 52 exits in 2014 and 2015.

@ Challenges and Opportunities

¢ Respondents commonly reported that sourcing quality deals,
achieving expected returns, and fundraising pose the greatest
challenges in the sector.

* Respondents were optimistic about 2016. They anticipated
raising USS$2.4 billion globally total and investing US$796 million
in 336 deals.

2.2 Regional Context

ﬁ([l Macroeconomic Trends

After a decade of growth in the 2000s, many countries in Latin America
have been experiencing an economic downturn. The IMF reported that
growth in Latin America and the Caribbean dropped below one percent
in 2015.8 The degree of economic decline has not manifested evenly
across the region. Brazil, for example, is in recession, whereas Mexico's
outlook is more positive. Economies that depend heavily on commaodity
exports face the biggest challenges, whereas economies that have
strong trade relationships with the United States are growing.’

Latin America has historically been the most socially unequal region
in the world. Latin American countries are typically 30% more unequal
than the world average, as measured by a 0.5 Gini coefficient for the
region. However, there is less inequality today than in the past. Economic
growth and government policies in the 2000s resulted in a significant
decline in poverty and growth of the middle class. Employment rates
have increased, and average incomes have risen, particularly for poor
and low-income people® In the 2000s, the proportion of extremely
poor people in Latin America declined more than 50%.*

21
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The economic slowdown is nonetheless taking its toll by slowing
progress in reducing inequality. The proportion of the population
classified as middle class remained stagnant in 2014.%

% Entrepreneurial Ecosystem

Entrepreneurship has the potential to drive economic growth, stability,
and other measures of well-being in nations around the world. In
particular, businesses with the ambition to scale will create jobs as
they grow, and create ripple effects for their supply chain partners.
The context in which these enterprises operate determines that path
to scale. For example, workforce skills, government policies, and the
availability of capital can help or hinder young enterprises on their
growth path.

This broader context is equally important for impact enterprises as
traditional enterprises. Impact-oriented businesses face the same
challenges, in addition to often facing added pressure to their growth
by serving low-income customers.

The “Index of Systemic Conditions for Dynamic Entrepreneurship”
(ISCEd), an assessment of entrepreneurial ecosystems around the
world, assigns a score to over 50 countries based on the strength of
multiple enabling aspects of the business environment. Across Latin
America, common challenges to entrepreneurial development
include the lack of interested entrepreneurs with growth
ambitions, a lack of early stage funding, and weak networks.?

Another assessment of entrepreneurial ecosystems, the Global
Entrepreneurship and Development Institute (GEDI), assigns a score
based on a country's entrepreneurial “abilities, aspirations, and
attitudes” and the economic ‘infrastructure.” GEDI data on Latin
America shows similar trends. While the region shows relatively high
levels of “startup skills,” countries in the region demonstrate low levels
of risk capital, innovation, and growth.**
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Table 1. Entrepreneurial Ecosystem Scores and Rankings for
Select Countries

% Private Capital Markets

According to research from EMPEA, Latin America attracts the

Count ICSEd-Prodem GEDI second highest concentration of emerging market private capital,
r
Hnty Rank Rank drawing 17% of the USS178 billion invested in emerging markets.™
United States ond 1st LAVCA reports that private equity and venture capital players invested
$14.3 billion in the region in 2014 and 2015.

Germany 8th 14th
China 23rd 60th Table 2. Private Equity and Venture Capital Fundraising and
Chile 50th 16th Investment in Latin America, 2011-2015
Brazil 35th 92nd 2011 2012 2013 2014 2015
Colombia 40th 43rd oghaising | 10270 | 5553 5497 | 10.391 7.213
Hexico Aend S Investment | 6504 | 7875 | 8886 | 7873 6.469
Peru 43rd 70th
Bolivia 48th 69th Source: LAVCA, Latin America Venture Capital: Five Year Trends
Nicaragua - 110th

caragu The economic slowdown is hindering private capital markets in some
Ecuador 45th 88th countries, however. In EMPEA's annual survey, limited partners (LPs)

pointed to Spanish-speaking Latin America as the most attractive
region for emerging market investors in 2014 and 2015. The region
fell to fourth place in 2016.1
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Accordingtodatafrom LAVCA, LPsbelieve thatlow entryvaluations
and good dealflow are strong in Latin America compared to
other emerging market private equity destinations. On the other
hand, currency volatility, the political climate, and the regulatory
environment make Latin America less attractive compared to
other regions.”

In spite of this trend, venture capital has grown in Latin America.
According to research from LAVCA, VC investors have closed US $2.3
billion in fundraising since 2011, and invested just over US S2 billion in
667 deals, mainly in the tech sector.®®

Figure 1. Venture Capital Deals 2011-2015

$594
$526

b $425
=) $387
£
()
£
¢ | $143
£

2011 2012 2013 2014 2015

Source: LAVCA

Key Social Challenges

While the region has made enormous progress in reducing poverty,
major challenges remain. The challenges that populations face in
Latin America represent areas where impact enterprises have real
opportunity to make positive change.

¢ Resilience & Poverty. Many of those who recently moved out of
poverty are at risk of sliding back in to poverty. They are part of the
population of 220 million people worldwide who earn enough that they
are not officially “poor” (earning $4 a day), yet do not earn enough to be
characterized as middle class (earning $10 a day).*® For them, informal
employment is a major risk. Since about half of all jobs in the region are
informal, this poses a threat to continued prosperity.2°

e Education. Most children are able to attend school, but the quality
of the education they receive remains relatively low. According to a
2014 study, Latin American students are two years behind the OECD
average.®

e Healthcare. While advances have been made in providing
universal healthcare, according to estimates from the World Health
Organization, approximately 30% of the population in Latin America
cannot access healthcare.®
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« Climate Change. Latin America has the potential to be one of the regions
most affected by the extremes of climate change, with threats including
dwindling water supply, and reductions in agricultural productivity.?®

Looking towards the future, according to one assessment of the
region’s trajectory towards achieving the Sustainable Development
Goals, Latin America is on track to reduce inequality, end extreme
poverty, and provide universal access to energy. Goals that are
severely underperforming in the region and will not be achieved
unless a reversal is made include reducing violent deaths, reducing
slum populations, and several environmental issues: reducing waste,
combating climate change, and protecting marine environments.?

Itis in around these challenges that we expect impact enterprises to play.

@ An Overview of Impact Investing

Latin America represents an important area of activity for the global
impact investing industry. In the 2015 edition of the GIIN's Impact
Investor survey, 44% of respondents included Latin America as a
region of focus, representing US $7 billion in capital out of the US
$77.4 billion total AUM?® (This total includes assets managed by DFIs,
banks, and pension funds as well as fund managers).

In some countries the market is relatively mature, with significant
activity from local fund managers and other actors as well as interest
from international players. For example, the Latin American Impact
Investing Forum, which brings together regional players, has been held
annually since 2010. The Global Social Impact Investment Steering
Group, a network based in the G8 with the aim of catalyzing the
global social impact investment market, now includes two national
members in Latin America — Brazil and Mexico. These groups aim
to influence government policy and the private sector, and organize
national impact investing markets.

The data in this report include three main segments within impact
investing: microfinance investors, agriculture social lenders, and
those that invest in impact enterprises. These segments overlap:
some investors invest in MFls, agricultural cooperatives, and impact
enterprises, for example. Data on the first two segments exists for
2014 and 2015.

Microfinance investors managed total microfinance portfolios of US
S7.7 billion in 2014, of which US $690 million was in Latin America.
Peru and Ecuador were among the top ten recipients for microfinance
investment in 2014, at over 5 % of the global total each.?®
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The Council on Sustainable Agricultural Finance tracks data from its
nine members, all “impact-first agricultural lenders,” that target farmer
cooperatives. In Latin America, members disbursed US $372 million in
2015, and US $372 million in 2014, respectively 66 and 62 % of total
disbursements.?’

There is little data available on the third segment, investors that
target impact enterprises often with a venture capital model. That
is a gap that this study aims to fill.

°?

Impact Investing
in Latin America
Regional Overview

How does the data in this study
compare?

This survey provides data from a large and diverse
sample of impact investors in Latin America.
Although the survey did not capture the entire
universe of activity, the sample is an accurate
representation of the comparative size and scope
of impact investing in the region. For example,
respondents reported USS900 million invested in
2015. This sum is approximately 13% of the GIIN's
annual impact investor's survey total for capital
committed by fund managers in 2015 (S7 billion).
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2.3 Overview on Key Actors

L@ Notes on the Samp[e Forty-eight percent of respondents invest in just one market, while

the remaining 52% target either multiple countries in Latin America,
Seventy-eight firms completed the survey.??. Many of these firms and/or countries beyond Latin America. Survey respondents
are local to the region: 52% are headquartered in Latin America, represent diverse organizations. Some identify primarily as impact
28% in United States and Canada, and 17% in Europe. investors, while others make impact investments as part of a

broader organizational mandate.

Fig.2 Headquarter Countries (where n >2)
Source: LAVCA-ANDE
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Investors range in size as well, from less than one to 500 impact

investment professionals on staff (median = 5, n=67). Respondents’ . ) . .

AUM totals USS$8.4 billion and ranges from just over US$100,000 InveStmg in Microfinance

to USS$3 billion (n=60), Median AUM per firm is US$30 million. Impact investors that focus on MFls manage more capital and
invest with bigger ticket sizes—including some deals larger than
USS100 million--than investors that do not focus on MFIs.

Table 3. Type of organization
The microfinance industry took off globally in the 1990s, long

before the terms impact investing and impact enterprises

Impact Investor 63%

_ . . emerged. It began as a fragmented set of NGOs and
Private Equity/Venture Capital Fund 31% foundations, but has matured to the point that MFls have
Foundation 16% commercialized and some large MFls have reached an IPO
Business incubator/accelerator 0% or have been acquired by large banks. In the 2000s, investors

began providing equity and debt investments to those MFls
Family Office 7% ST g e . .
that had transitioned from NGOs to non-bank financial
Bank/Financial Services Institution /% institutions (NBFIs).
Endowment 3%
Other 17% Microfinance, as a mature sector within impact ihvesting,
can serve as a reference point for the rest of the industry.

Investors can learn from its path to scale as an industry, the
Note: 42 selected more than one type (n=68) possible backlash that can come after negative impacts are
Source: LAVCA-ANDE . .

revealed, and safeguards to protect both financial returns

and strong social performance.
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Impactinvestors that target microfinance institutions (MFIs) participate
in a distinct and more mature segment of the market. Among these
17 firms are both investors that focus exclusively on MFls, and those
that target a range of investments including MFIs. The distinction
between MFI and non-MFl investor is important because of the size
disparity between groups: those that target MFls are eight times larger
than those that do not. For that reason, the report often splits out the
MFI investor subgroup in presenting the data.

Fig. 3. AUM by MFI focus (USS million)

Non-MFI Investors (n=42) MFI Investors (n=17)
USS$47 Average AUM, $1,978 US$376 Average AUM, $6,392

Source: LAVCA-ANDE
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Another key difference in survey respondents is the target market:
those that make investments in a single country are on average
six times smaller than those with an international focus. For survey
respondents that target more than one region, we do not have data
on the expected allocation of their assets to Latin America versus
other regions. When we present data on AUM, we clarify the amount
that is held by local investors versus those based outside of Latin
America; likewise, we identify the amount held by those that focus
on a single Latin American market versus those that target multiple
countries, and sometimes multiple regions.

Fig 4. AUM by Investor Geographic Focus

100% of AUM
directed at
LatAm

Only some of AUM
directed at LatAm

¢ Single-Country Investors ¢ International Investors -
» US$28 Average AUM HQ outside LatAM

) e US$238 Average AUM
¢ International Investors

e HQ in LatAm US$96 Average AUM
Source: LAVCA-ANDE
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<O Overview

Nearly 80% of respondents made their first investment after 2007,
when the term “impact investing” was coined. The pace of new firms

making impact investments in Latin America picked up in 2009, 80
and continued at that higher level through 2015.

70
Figure 5.. Year of First Impact Investment in Latin America (2016 excluded)
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Since the boom in 2009, there has been a sharper uptick in new
entrants headquartered in Latin America (from nine to 29), compared
to new entrants based outside Latin America (13 to 24).

Figure 6. Number of Organizations with First Impact Investment in
Latin America by HQ
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There was an even sharper contrast between firms that invest in MFls
and those that don't. The number of new entrants that invest in MFls
decreased after 2008, while the number of new entrants that don't
focus on MFls jumped from 10 before 2008 to 47 in 2009 and later.

Figure 7. Number of Organizations with First Impact Investment in
Latin America by MFI Focus
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Source: LAVCA-ANDE
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Geographic Focus

Since 1997, 78 survey respondents have invested in 20 Latin
American countries, with the largest number of firms investing
in Mexico, Colombia, and Brazil. The profiles of investors in each
market are often distinct.

Table 4. Number of Impact Investors per Country
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Country Number of Firms % of Sample
Mexico 42 55%
Colombia 32 41%
Brazil 29 37%
Peru 13 17%
Bolivia 11 14%
Nicaragua 9 12%
Ecuador 8 10%
El Salvador 6 8%
Guatemala 6 8%
Honduras 6 8%
Paraguay 6 8%
Chile 5 6%
Costa Rica 5 6%
Dominican Republic 4 5%
Panama 3 4%
Argentina 2 3%
Belize 1 1%
Haiti 1 1%
Suriname 1 1%
Uruguay 1 1%
Source: LAVCA-ANDE. Note: Total count by country includes partial 25

survey responses which are excluded from subsequent analyses



Table 5. Types of impact investors active in each country where 102 or more of survey respondents invest

Source: LAVCA-ANDE
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BOLIVIA BRAZIL COLOMBIA ECUADOR MEXICO NICARAGUA PERU
(n=11) (n=29) (n=32) (n=8) (n=42) (n=9) (n=13)

Year of First Investment
2009 - 2016 18% 83% 78% 38% 70% 22% 46%
2008 and Earlier 82% 17% 22% 63% 30% 78% 54%
Invest in MFls
No 45% 83% 63% 13% 63% 22% 46%
Yes 55% 17% 38% 88% 37% 78% 54%
Geographic Focus
International 82% 55% 88% 100% 54% 100% 92%
Single-Country 18% 45% 13% 0% 46% 0% 8%
Headquarters
LatAm 27% 52% 25% 0% 42% 11% 8%
Outside LatAm 73% 48% 75% 100% 58% 89% 92%
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2.4 Impact Investing Deals

@ Geography & Sector

Respondents reported US $1.3 billion invested: US $430 million in 2014
and US $901 million in 2015.° Based on all data, Peru, Ecuador, and
Costa Rica had the highest deal value in 2014 and 2015.

Figure 8. Total Invested by Country (USSM)
Source: LAVCA- ANDE
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Looking at detailed deal data only, top countries by deal volume
were Brazil, Mexico, Peru, and Colombia. A small number of
microfinance deals of US $100 million and higher earned Peru,
Ecuador, Costa Rica, and Paraguay their leader status.

Note on Deal Data: Fifty-nine respondents provided detailed information on deals, and five
respondents provided data in aggregate. Data presented here on 2014 and 2015 transactions
include complete information for 170 deals, deal information without the amount invested for
18 deals, and aggregate capital invested by investor at the country or regional level from five
firms on 334 deals.
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Table 6. Number of Deals and Average Deal Size by Country, 2014-2015
(Note: this data excludes the $382 million reported in aggregate)
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Comiy | Mmber | Touved | Aregeoe s 9o Do i
Brazil 48 $689 S15 $68.9 S15
Mexico 45 S64.7 S1.6 $32.9 S1.0
Peru 23 52104 S117 $294 S2.1
Colombia 16 $32.7 S22 $15.2 S12
Nicaragua 10 S24.1 S24 S1.9 S0.3
Bolivia 8 $24.6 $3.1 $1.0 $0.2
Ecuador 7 $199.6 $28.5 - -
Costa Rica 5 S211.0 $42.2 $4.8 S24
Guatemala 5 S1.7 $0.3 S0.7 S0.2
Paraguay 3 $93.8 $469 - -
El Salvador 3 S84 $2.8 - -
Chile 3 S1.1 S04 S11 S04
Other 1 $10.8 S47 - -

Note: Deals classified as MFI where 1) the investor was an MFI-investor, and 2) sector was financial inclusion.
Source: LAVCA- ANDE
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Looking at detailed deal data only, agriculture was the most active

sector in terms of the number of deals (41), while microfinance Sector Number  Total Average
of Deals Invested  Deal Size

attracted the most total capital deployed (US $788 million).

Table 7. Deals by impact sector & MICROFINANCE* 35 $788.3 $22.5
(data excluded where number of deals < 3)

“Note: Investors reported on the sector “financial inclusion.” Deals in this group were designated FINANCIAL INCLUSION

Microfinance when the investor was an MFl investor. Deals were designated Financial Inclusion 2 15 $]_4 9 S]_ 1
= C CRO ANCE)* . .
(excl. microfinance) when the investor was not an MFl investor. (EXCL. MICROFINANCE)

Source: LAVCA- ANDE
€ EDUCATION 12 $8.6 S0.8

== CAPACITY BUILDING 6 $1.9 S04

ENERGY 4 S27 S0.7

()

1 SUSTAINABLE LVELIHOODS 3 S0.5 $0.2
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Table 8. Deal Data by Country and Sector for Top Countries by 2014-2015
(data restricted where number of deals < 3)

Source: LAVCA- ANDE

BOLIVIA BRAZIL
Total Average Total Average
Sector glfu [r)r:;(lesr Invested  Deal Size Sector 2‘# &2?; Invested  Deal Size
(USS M) (USS M) (USS M) (USS M)

‘
‘

® AGRICULTURE 3 S04 $0.1 ® AGRICULTURE 9 $31.4 $3.5
w0
OTHER 1 . . S FINANCIAL INCLUSION 6 $3.6 $0.7

<£ CAPACITY BUILDING 4 $1.9 $0.5

COSTARICA
Number Total Average
Sector of Deals [nvested  Deal Size POLLUTION PREVENTION 1 ) )
(USS M) (USS M) m AND WASTE MANAGEMENT

(

‘

® AGRICULTURE 2 - -
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COLOMBIA
Total Average Total Average
Sector (I;lfu [r)nelgfsr Invested  Deal Size Sector glfu [r)nelgfsr Invested  Deal Size
(USS M) (USS M) (USS M) (USS M)
_—4
w2 FINANCIAL INCLUSION $175 © HEALTH 6 $5.9 S1.2
€ EDUCATION 248 COMMUNITY DEVELOPMENT 4 S0.3 S01
| omermnme - |

® RENEWABLE ENERGY 3 S0.8 503

‘

©

ECUADOR € EDUCATION 2 - .

Total Average
Number
Sector i -
of Deals  [nvésted  DealSize # CAPACITY BUILDING 1 : :

® AGRICULTURE
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NICARAGUA
Total Average Total Average
Sector Efu&t;?sr Invested Deal Size Sector Nfu [r)n b?r Invested Deal Size
(USS M) (US$ M) orbeals  (ussm) (US$ M)

» AGRICULTURE 3 $22.2 S74 ¢« OTHER 7 S35 S05
s
OTHER 1 S0.2 - «#) BIODIVERSITY CONSERVATION 1 - -

® SUSTAINABLE LIVELIHOODS 1 - -

‘

PARAGUAY
Total Average
Sector (l;lfu [r)net:le; Invested Deal Size
(USS M) (USS M)
L —4
#» AGRICULTURE 1 - -
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~
mm Capital Deployed by Investor

On average, respondents each invested USS19 million in three deals
in 2014 and 2015. This picture is skewed by two large outliers, which
together represent /6% of the total capital disbursed. When these outliers
are removed, the survey respondents averaged USS5 million invested,
with an average deal size of around USS3 million.

Looking at median values rather than averages, it is clear that the majority
of investors in the sample place even less capital. The median total capital
disbursed for those that do not invest in MFls is about USS1 million, with a
median deal size of $500,000.

Table 9. Deals per Investor

Median Median Median
Type Number Capital Deal

of Deals Disbursed Size
All respondents (n=59) 2 $2.2 S1
Do Not Invest in MFls (n=46) 2 S0.9 S0.5
Invest in MFls (n=13) 3 S7.9 S4

Note: all currency in USSM
Source: LAVCA- ANDE
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The largest impact investing deals in the sample were microfinance
deals of over $100 million each. Investors that target MFIs disbursed
85% of impact investing dollars, yet accounted for only 35% of deal
volume.

Figure 9. Total Capital Deployed and Deal Volume

@ \Flinvestors (n=13) @ \on MFlinvestors (n=45)

Total capital deployed (USSM)
$811 $139

Number of deals

0 200 400 600 800 1.000

Source: LAVCA- ANDE

40



Q Business Stage

Investors classify most deals as expansion or growth stage, followed
by early stage. Seed stage deals represent just six percent of
reported deals.

Table 10
Number Total Average
of Deals Invested Deal Size
(USS M) (USS M)
Farly Stage 64 $46 $0.77
Expansion/Growth Stage 103 $901 $9.59
Seed / Incubator Stage 10 S1 $0.09
Other 5 S3 $0.80

Note: Deals with incomplete information excluded from this table.
Source: LAVCA- ANDE
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é?}' General Practices: Instruments and Deal Sizes

In addition to information on individual deals, respondents reported
on general practices at their firms. Sixty-eight percent of survey
respondents reported using more than one instrument for making
investments, with equity most common followed by debt and then
quasi-equity.

Figure 10. Instruments Used (n=69)

EQUITY

QUASI EQUITY

DONATION/GRANT
GUARANTEES

OTHER

Source: LAVCA- ANDE
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Respondents reported an average ticket size of US $1.7 million, and
64% of respondents reported average deals of US S1 million or less.
Firms that invest in MFIs reported a US $4 million average deal size
compared to US $1 million average for non-MFl investors.

MORE THAN US5M

U$2-US5MILLION
17%

US$1-US2MILLION
15%

U$500,001-USIMILLION
17%

U$250,001-U$500,000
18%

Figure 11. Average Ticket Size Distribution

U$50,001 - U$250,000
18%

U$50,000 AND UNDER

11%

0 5% 10% 15% 20% 25% 30% 35%
Source: LAVCA-ANDE

g Gender

According to respondents, about 20% of portfolio companies
include women on the founding team. That figure seems to
compare favorably with the 15% of US venture capital investments
that went to women-led businesses in 2014%°. But many firms invest
far in fewer women-led businesses than that benchmark. Thirty-five
percent of respondents reported no investments in women-led
businesses, and 30% reported that 10% or fewer of investments
were in women-led businesses.

We know that the supply of women-led businesses is not the issue.
Approximately one third of SMEs are owned by women, and about
half of all ventures that apply to accelerator programs include women
on the founding team.** However, research has shown that women
entrepreneurs do not receive investment at the same rate as men, due
to a combination of “culture, collateral, and capacity.”** These factors
are likely at play in the impact investing industry as in the traditional
investing sector.
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Co-investments

Respondents report on average that 36% of deals are co-
investments. Investors that target just one market are more likely
than international investors to co-invest: they report 47% co-
investments versus 20% from international investors.

We also asked respondents about the partnerships they have developed to
generate pipeline. Sixty-four percent said they worked with a partner to identify
prospects. Partners include universities, government, accelerators, and VC
funds. Seven percent mentioned that their firm includes an acceleration or
incubation arm that provides pipeline to the fund.

Those that said they did not formally work with partners often mentioned that
their team was embedded in the local impact enterprise ecosystem, or had wide
networks thatallow them to source their own pipeline. In some cases, respondents
remarked that there were No partners to work with in a specific country.

Table 11. Pipeline partnerships (n=55)

% of Respondents
Partnership 64%
No Formal Partnerships 29%
Proprietary Accelerator 7%

Source: LAVCA-ANDE Survey

A few organizations emerged as key pipeline partners, listed by 10%
or more of respondents with partnerships. These were: Artemisia,
Endeavor, Village Capital, Agora Partnerships, New Ventures Mexico,
and 500 Startups.

B Exits

Nineteen investors reported on 52 exits, the majority of which
were “strategic sales.” There were no exits reported in Brazil,
seven in Colombia, and five in Mexico. The remaining 40 exits took
place in other countries in the region.

Table 12. Exits

Strategic Sale to
Sale Another Buyer
Colombia 4
Mexico 4 1
Other Countries in Region 38 2

N

Total 45

Source: LAVCA-ANDE
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2.5 Fundraising

Respondents reported US $84 billion total AUM, of which US $1.2
billion (15% of the total) is managed by firms that are headquartered
in Latin America. The US $7.2 billion managed by firms headquartered
outside of Latin America is not exclusively intended for investment in
the region.

A conservative estimate of the available capital for
impact investing in Latin America is USS 2.3 billion. That
includes 100% of the USS$1.2 billion managed by firms
headquartered in the region, and 15% of the $7.2 billion
managed by firms headquartered outside the region.

The majority of that capital has been raised from institutional
investors, such as development finance institutions. Approximately
three percent of AUM is raised from philanthropic sources, without
expectation of a return. Five percent of AUM comes from firms’
proprietary sources rather than from external fundraising.
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Table 13. AUM by Capital Source

et Peren
Respondents AUM
Institutional capital 51% $4,160 50%
Mixed Sources 3% $3,003 36%
Unknown and Other 4% $499 6%
Proprietary 23% $440 5%
Donated/philanthropic capital 19% 5268 3%

Source: LAVCA-ANDE

Return expectations are correspondingly diverse, including 11%
that expect a negative return and 7% with expectations of a greater
than 25% return.
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Figure 12. Net Annual Return Expectations (N=27) The majority of respondents fundraise from outside Latin America.

20% ° ° o
19% 19% 19% Table 14. Fundraising Sources

18% n=69
16% 15%
14% Qutside Latin America 64%
Brazil 25%

12%

11% 11% Mexico 22%
10% Other Latin American Countries 16%
8% 7% Colombia 9%
6% Source: LAVCA-ANDE
4%
2%
0%

Negative 0-5% 6-10% 11-15% 16-20% 21-25% More
than
25%

Source: LAVCA-ANDE
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2.6 Post-lnvestment Support

On average, respondents hold portfolio companies for six years.
During this period, investors typically complement the capital they
provide with other business support, such as advice, expertise, or
direct technical assistance (TA). The most common form of TA

Table 15. Type of Technical Assistance Offered
Source: LAVCA-ANDE

STRATEGIC SPECIALIZED
AND BUSINESS TECHNICAL
CONSULTING MENTORING ASSISTANCE

80 @@
o

FELLOWSHIP OTHER TRAINING/ACADEMIC
PROGRAM AND/OR PROGRAMS N=59
VOLUNTEERS
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investors offer is strategic and business consulting, followed
by mentoring. Most investors provide TA in-house or they hire
consultants. Only 25% of investors maintain a formal partnership with
a capacity development provider.

Table 16. How investors deliver Technical Assistance
Source: LAVCA-ANDE

PARTNERSHIP WITH CAPACITY
IN-HOUSE DEVELOPMENT PROVIDER OTHER

D000

LOCAL CONSULTANTS INTERNATIONAL
HIRED CONSULTANTS HIRED

In an open-ended question, the majority of respondents said they paid
for TA with their own resources through, for example, management
fees, operating budget, or through their own foundation. Thirty-
five percent reported fundraising to pay for TA, either by soliciting
donations or grants from corporations and foundations, or by
establishing TA facilities funded by LPs or others alongside the fund.
The remainder relied on pro-bono support.
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2.7 Impact Measurement

Eighty-five percent of respondents say they measure impact. \When
asked which tools they use to measure impact, the majority include
‘other” tools, which most respondents described as a proprietary set
of metrics or an in-house impact framework. Respondents could
select more than one tool used to measure impact, and a large
number of those that mentioned ‘other” also reported using an
industry standard.

RIS was the most common standard used by the total pool of
respondents, followed by GIIRS and the PPl Of those investors
headquartered in Latin America, however, GIIRS was more commonly
selected than IRIS.

Table 17. Impact Measurement Tools Used (n=57)

. HQ
Percent HQin Outside
of Total LatAm
LatAm

Other 65% 15 22
RIS 46% 9 17
GIIRS 39% 13
PP 7% 0 4

Source: LAVCA-ANDE
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Most often, the impact investor pays for impact measurement,
rather than the LP or portfolio company. Respondents completed an
open-ended question about the challenges of impact measurement.
The most common challenge reported was the high cost of
measurement and the limited resources available to implement
metrics. Other common challenges included the difficulty of
aggregating data from diverse portfolio companies, followed by
outcome measurement, and connecting impact measurement to
management.

Table 18. Challenges measuring impact (n=46)

Cost / Resources 23%

Portfolio-Wide Metrics 19%
Measuring Outcomes 15%
Impact Measurement 13%

to Management

Source: LAVCA-ANDE
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According to respondents, investment expertise and talent on the
investing team is relatively easy to access locally in Latin America.
Impact measurement expertise, on the other hand, is relatively
difficult to access.

Figure 13. Availability of Local Expertise and Talent

50% 46%

38% 21% 33%
25%

25% 22%

13%

Talent on the Expertise in impact Pipeline development
investing team assessment partners

. Difficult to access . Readily available

Source: LAVCA-ANDE
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2.8 Key Challenges and Opportunities

In general, survey respondents see the global growth of the impact
investing industry as a positive development for Latin America, but
note that there are several key challenges to the continued growth
of impact investing in the region. Some of these challenges seem to
be universal, while some influence primarily local or global investors.

Figure 14. Top 10 Challenges (n=39)
Source: LAVCA-ANDE
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Pipeline was the primary challenge that emerged. Respondents
noted that finding investment-ready deals that align with the
investor’'s goals is difficult, and competition for deals among

investors can be high.

In addition, many respondents noted that securing financial
returns —and also social returns—was a major challenge. The low
level of successful exits in many markets is a potential threat to
the industry. Adequate methodologies to measure the impact of
investments was another issue that several respondents raised.

Investors headquartered in Latin America also often noted the
difficulty of fundraising, and referred to political and regulatory
issues that impact the market.

Investors headquartered outside of Latin America often noted
currency risk, given the recent devaluation of local currencies
against the US dollar. International investors also more often
noted the lack of appropriate capital, such as patient capital.

Respondents mentioned a diverse range of opportunities, from
specific sectors (like fintech and agriculture), to the widening of the
impact investing “tent,” to experimentation with new instruments.

The key challenges that emerged in 2015 are similar to the
challenges reported in the 2013 report from Bain and Company.
That report lists pipeline development, impact measurement, exits,
and government support as the four main challenges.*’

In addition, these issues parallel the challenges highlighted in
the global impact investing market. According to the GIIN's 2016
survey, a commonly cited challenge continues to be "high quality
investment opportunities.”*
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% Expectations for 2016

Respondents plan to raise US $2.4 billion total in 2016, with
local firms expecting to raise US $537 million of that total.
Respondents predicted they would deploy US$796 million in 336
deals. Nearly one-third of respondents planned to invest in financial
inclusion, followed by nearly one-fifth in agriculture.

Table 19. Expected Investments 2016 (n=58)

Capital to Number

Commit (USSM) | of Deals
Brazil $105 88
Colombia S123 44
Mexico $199 105
Other Latin American Countries S369 99

Source: LAVCA-ANDE
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Figure 15. Top 4 Priority Sectors for 2016
(respondents had to choose one)

(n=65)
29 FINANCIAL

% INCLUSION
18% AGRICULTURE
12% EDUCATION

1 1% HEALTH

Source: LAVCA-ANDE
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@ Evolution of the Market: Brazil, Colombia, and Mexico

Based on interviews with regional players, some key differences
emerged about the stage of development of three major impact
investing markets in Latin America.

’ Brazil: High Expectations

Brazil is seen as the most mature market, and one distinct from the
rest of Spanish-speaking Latin America. Investors in Brazil in particular
feel pressure to deliver key “success stories” soon, in order to prove
the validity of investing for social and financial returns, and stimulate
further growth of the industry.

- : : :
"' According to interviewees:

¢ The size and diversity of Brazil's economy and development of its private
capital markets position it as one of the best opportunities in the region.

 Brazil seems separate from Spanish-speaking Latin America, not just
in language, but also in its economy and culture. Investors operating
in one Spanish-speaking country in the region are more likely to
move to another Spanish-speaking market than try to enter Brazil.

« Players see Brazil as having the most developed impact investing industry.
Brazil was the first Latin American country with national membership on
the Social Finance Task Force, and its impact investing ecosystem was the
first to advocate to policymakers and unite the private sector. In addition,
many investors have specialized in specific sectors, like education or health.

¢ Brazil seems to have more leadership from private foundations
to develop impact investing than Mexico or Colombia.
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Colombia: International Hub

Many impact investors that focus on the entire Latin America region
are based in Colombia. However the local impact investing industry is
still nascent, with very few local firms. This is a country with growing
potential for increased impact investment.

°¢
Impact Investing

in Latin America
Regional Overview

]
"' According to interviewees:

¢ Players see Colombia as a new market with huge potential for
social innovation, and strong attraction for international investors.

e Unlike Brazil and Mexico where impact investing is mainly
concentrated in Sdo Paulo and Mexico City, in Colombia the
industry has developed more evenly throughout the country in
cities such as Bogota, Cali, and Medellin.

¢ Colombia’s environment for traditional investors has been
improving, which has helped the impact investing industry as well.
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‘.’ Mexico: Dynamic and Growing

The impact investing industry in Mexico has boomed since
2012, and many investors see the market as a hub for impact
entrepreneurship activity. Most players are relatively new, and the
industry is undergoing growth and changes.

. : : :
&"' According to interviewees:

eMexico'seconomyislargeanddiverse,andthelocalentrepreneurial
ecosystem has been strengthening in recent years. This has driven
the development of the ecosystem for impact enterprises as well.

 Impact investing is seen as having wide institutional support and promotion
from the government compared to other countries in the region.

» Corporations are important players in Mexican impact investing,
which respondents think is tied to the relationship Mexican companies
have with US partners.

¢ In Mexico, impact investing seems to be very centralized in Mexico
City, with little activity in other regions.

The next three chapters detail the investment activity and trends in
each country.
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3.1 Summary of Key Points

This chapter presents an assessment of the impact investing
industry in Brazil based on survey data from:

29 firms that have made impact
investments in Brazil

2 2 interviews with members of the
local impact investing ecosystem

This survey builds on the 2014 study the ANDE and LGT IV
conducted, "Mapping the Impact Investing Ecosystem in Brazil.” 13
investors provided data for the previous and current study, enabling
some comparison and analysis of the industry’s evolution.

The key findings of this research include:

e Between 2014 and 2016, the number of active impact investors
in the country increased from 20 to 29. Currently, the total AUM
of local organizations stands at US$186.3 million; in 2014 it was
USS$177 million (in 2016, seven organizations reported their
AUM, compared with eight reporting in 2014).
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e The market for impact investing in Brazil has grown over the
past two years, but at a lower rate than investors had expected.
Several factors may have influenced this, including the current
political and economic crisis, high interest rates, and the lack of
a successful track record. It is also important to highlight that
one participant in the 2014 survey left the market prior to the
2016 survey which affected the overall AUM managed by local
firms.

e The number of domestic investors increased between 2014
and 2016. In 2014, there were nine Brazil-focused investors and
13 international investors. By 2016 these numbers increased to
13 and 16 respectively.

e Return expectations remain relatively high in Brazil. In 2014,
53% of investors expected returns 16% and higher. In 2016,
50% of investors targeted net annual returns of 16% or higher,
compared to 37% from the region as a whole.

¢ The most commonly used financial instrument is equity (67%),
followed by debt (52%), quasi-equity (41%), and other forms of
investment (22%). In the 2014 study, investors reported equity
investments at 84%, debt at 32%, quasi-equity at 47%, and other
forms of investment at 21%.3¢
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e In 2014 and 2015, impact investors in Brazil made 48 new
investments totalling approximately US$70 million. This number is
lower than the 68 new investments investors reported expecting
in the 2014 study.’

¢ Key impact investment sectors in Brazil are health, agriculture,
education, and financial inclusion.

e Of those interviewed in 2016, 89% said they measure social
and environmental impact, although many still face challenges
in finding adequate methods of measurement. This indicates a
growing concern over impact measurement, compared to the
75% who reported difficulty in measuring impact in 2014.38

e Investors plan to invest US $105 million in 88 deals in 2016.

3.2 Brazil Context

The impact investing sector has shown considerable growth
in Brazil over the past decade. The first impact investment in
Brazil was made in 2003 when only one impact investor was
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reported as active. By 2009 there were seven active investors,
by the end of 2013 the country had 22 impact investors, and
in 2016 this number reached 29.%°

Among the 14 survey respondents headquartered in Brazil, 13
firms reported AUM USS186 million, with an average AUM of
US S11 million per fund.“® The majority of these investors focus
on financial inclusion, education, health, and agriculture.

1 BRAZIL-FOCUSED
IMPACT INVESTORS

US$186 e
USS11 pkuon,

FINANCIAL

INCLUSION EDUCATION HEALTH AGRICULTURE
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Despite this growth, the impact investing market represents
only a small portion of Brazil's capital markets. For example,
the venture capital and private equity industry has a median
AUM of USS70 million per fund and 195 actors in the sector.
However, according to practitioners, Brazil's demand for social
and economic development across diverse areas will continue
driving high growth and support the impact investing sector to
gain representativeness in the overall investment industry.

Brazil enjoyed considerable socioeconomic advancement
between 2003 and 2014 as approximately 29 million people
moved out of poverty. Income inequality decreased from
2004 to 2015, as measured by a 0.058 reduction in its Gini
coefficient to reach 0.497 in 2014 .42

Yet the country still faces significant challenges related to
inequality. Compared to countries with similar levels of
development, the level of income inequality in Brazil is still
relatively high:** 25.4% of employed workers receive less than
the minimum wage,* while 0.7 % earn more than 20 times
the minimum wage.*> The country also face specific social
challenges on sectors such as education, health, financial
services, and agriculture.
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In this context, impact investing plays an important role, as
it can encourage effective collaboration between impact
entrepreneurs and financial markets, which may lead to solutions
to social and environmental challenges. The subsequent
sections explore the results of the current research in order
to show where the activities and opportunities exist for impact
investments in Brazil.
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3.3. Impact Investing in Brazil: Overview of Key Actors i ezl

The impact investing industry in Brazil continues to grow. According
to the 2014 study, seven investors were active in 2009, and 22 in
201346 By mid-2016, this number had grown to 29 investors.

Figure 16. Year of First Impact Investment in Brazil
(2016 excluded)

—— Cumulative total 4 25
B Number of Impact
Investors 20
3
15
2
10
1
5
0 0
Source: LAVCA-ANDE 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
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The growing impact investment community includes both Brazil-
based investors (which increased from 9 to 13 between 2014 and
2016) and international investors (11 in 2014 and 14 in 2016) operating
in the country.¥

Table 20: Firms that Invest in Brazil by Headquarter Country
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Table 21. Year of First Impact Investment by Headquarters Location

International Brazil
2010 and earlier 7 3
2011-2015 8 9

Country Number of Investors
Brazil 14
United States 6
Switzerland 4
Other 5

Source: LAVCA-ANDE

Of the new impact investors in Brazil, ten made their first
investment between 2014 and the first quarter of 2016.#® In the
last five years, the number of Brazil-based investors has grown at the
same pace as international investors entering Brazil.

Note: 2016 excluded
Source: LAVCA-ANDE

In 2016, Brazil-focused investors reported US $186 million in
AUM, compared to US $177 million AUM in 2014. In addition,
international impact investors that include Brazil manage US $5.4
billion in AUM, compared to US $3 billion in 2014. While there
cannot be a direct comparison between the 2014 and 2016 data
because the sample is not identical, the overall impression is that the
growth of the market has slowed. In 2014, impact investors estimated
they would raise US $150 million in 2014 and 2015 — an ambitious
target given the size of the market at that time. But it seems that
many investors have fallen far short of that goal, or have pushed their
fundraising timeline into 2016.
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Diversity in investor type, nature of funds raised,

EY and form of investment

Figure 17. — Investor Organization Type
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Funding sources also varied. Forty-eight percent of investors manage

institutional capital, 22% raise philanthropic capital, which involves
donations used for investment, and 19% manage capital from their
Brazil has seen increased diversification in the geographic origin of own sources.
investors as well as in the type of investor operating in the country.

Table 22. Capital Sources

(respondents were able to choose more than one option).

N

W

N

=

6
5
O I

Number of Investors

Capital Source Number
Institutional capital (expectation of financial returns) 13
Donated/philanthropic capital 5
(no expectation of financial returns)

5

3

Proprietary Capital
Mixed or Other
I Source: LAVCA-ANDE

Impact Private Equity/  Business
investors  Venture Capital incubator/
Fund acelerator

Source: LAVCA-ANDE

Foundation Other
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The target net annual returns on impact investments in Brazil are also
diverse, and relatively high compared to the rest of the region. More
than 50% of investors target net annual returns of 16% or higher,
compared to 37% of investors in the region as a whole expecting
similar returns. Eleven out of 18 investors expected to earn a rate of
return above inflation (10.67% in 2016*); and nine expected to earn a
rate of return above the benchmark interest rate (14.25 % SELIC rate®).

Figure 18. Net Annual Return Expectations in Brazil

JIIlII

0-5% 6-10%  11-15% 16-20% 21-25% >25%

N W

=

Number of Investments

Source: LAVCA-ANDE Survey. Inflation rate defined as IPCA (IBGE) as of total 2015, Selic as of April 2016.
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There is also increasing variety in the financial instruments used.

Figure 19. Financial Instruments Used

EQUITY

QUASI EQUITY®?

Source: LAVCA-ANDE Survey

More investors are using debt compared to the 2014 study, which
showed only 32% of respondents including debt investments.

Twenty-two percent of respondents reported using other type of
investments as well. The total value of grants disbursed by impact
investors was just over US $2 million in 2014 and 2015.

In sum, the range of impact investing strategies — from those that
target higher than a 25% rate of return to investors who include grant-
making as part of their portfolio — reflects the similarly diverse nature
of impact businesses.
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3.4 Deals

In 2014 and 2015, impact investors in Brazil invested US$69
million in 48 deals. That total reflects growth in the market,
though at a slower rate than projected (estimates from 2014
suggested deal totals would reach between USS89 million and
USS127 million for the 2014-2015 time period).

Table 23: Total Investments in 2014/2015

Number Totalamount | Average Median
Year of Investments invested Deal Size | Deal Size
(USS M) (USS M) (USSM)
2014 20 19.2 11 $0.9
2015 28 49.6 1.8 $0.3
Total 48 68.8 15 $0.4

Source: LAVCA-ANDE
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The average ticket size was about US $1.5 million, which was
36% higher than the average of US $1.1 million reported in
2014. Based on their average deal size, international investors
reported a larger ticket size than Brazilian investors (US$2.5 million
for international and US$750,000 for Brazil-based investors).® The
rising value of the dollar may have been a contributing factor to
this trend in the country. It is worth watching how this will evolve,
given the recent rise in value of the Brazilian real.

Figure 20. Distribution of Target Average Ticket Size

MORE THAN $5M

$2-$5MILION

$1-$2MILLION

$500,001-$1MILLION

$250,001-$500,000

$50,001 -
$250,000

$50,000 AND UNDER

0 1 2 3 4 5 6 7

. International Investors ' Brazil-focused Investors
Source: LAVCA-ANDE
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Of the sectors receiving investment in 2014-2015, 13 deals were
in health, followed by agriculture with 9 deals. Despite the lower
number of deals, agriculture received close to 30% more funds.

Table 24. Deals by impact Sector 2014-2015

Number Total Average
Sector of Invested Ticket Size
Deals (USSM) (USSM)

¢ AGRICULTURE 9 $3143 S35M

S

|
w2 FINANCIAL INCLUSION 6 S361 S70 M

== CAPACITY BUILDING 4 $191 S50 M

Source: LAVCA-ANDE Survey
Note: data excluded where N<3
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Co-investments

Brazilian investors report that 48% of their investments are done
as co-investments, compared with only 33% of the investments
closed by international investors that work in Brazil.

B Exits

The average targetholding periodin Brazilis four years until exit, one
year less than the average for Latin America as a whole. However,
no exits have been reported for the impact investing in Brazil. The
current instability in the country increases the difficulties for the
exit market and some investors wait for conditions to settle down
to advance in this topic. The lack of "success cases” continues to
be a stumbling block for the industry.
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3.5 Fundraising and 2016 Expectations in Brazil

Brazil recorded GDP growth at 0.1% in 2014, and at -3.8% in 2015. Itis
expected to fall another 3.3% in 2016.> Despite this, investors remain
optimistic about the industry. Brazil-focused investors say they plan
to raise US $269 million in 2016. This estimate is high compared to
the firms' target of US $150 million for 2014 to 2015, and current AUM
of US $186 million >3

Impact investors mention financial inclusion (eight investors),
education (five), and health (four) most often as the sectors likely
to receive investment in 2016.

8 FINANCIAL EDUCATION
INCLUSION 5

4 HEALTH

Figure 21. Number of Investors Planning to Invest by Sector

FINANCIAL
INCLUSION

EDUCATION
OTHERS
HEALTH

AGRICULTURE

BIODIVERSITY
CONSERVATION

ENERGY

HOUSING

0 1 2 3 4 5 6 7 8

Number of cases

Source: LAVCA-ANDE Survey
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3.6 Post-Investment Support

Many investors report that growth is impeded by the difficulty of
finding qualified entrepreneurs and identifying technical partners
to support them. Impact entrepreneurs’ skills, knowledge, and

needed for success, many investors offer a package of support
services bundled with the investment. According to the investors in
Brazil, mentorship and consultancy are the most common forms
of technical assistance (TA) provided. Most provide these services
with in-house resources.

management abilities are critical if investors are to reap social and
financial returns. In order to provide their investees with the resources

Figure 22. Type of TA Provided Figure 23. Means of delivering support

INTERNATIONAL
OTHERS - CONSULTANTS -
Tiemcs « oo o
ASSISTANCE CONSULTANTS
FELLOWSHIP PARTNERSHIP
PROGRAM AND/OR _ WITH SPECIALIZED -
VOLUNTEERING SUPPLIER
BUSINESS AND
CONSULTING

o

1

2

3

4

10

11

Number of cases Number of cases

Source: LAVCA-ANDE Survey Source: LAVCA-ANDE Survey
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3.7 Impact Measurement

The ability to measure and evaluate impact is a fundamental
requirement for scaling the impact investing market in Brazil,
just as it is for international markets. Eighty-nine percent of
impact investors in Brazil say that they measure their social or
environmental impact.

Figure 24. Impact Measurement Tool

IN-HOUSE
METRICS

29%

In addition, the majority of respondents indicated that they have
developed an in-house tool or proprietary set of metrics. They
may use these approaches in addition to the industry standards.
These results are consistent with impact measurement trends
worldwide, where 37 % use IRIS alongside proprietary frameworks
and metrics.>*

Typically, the investor covers the costs related to measuring impact
in Brazil (five out of 13 respondents), followed by the investee (four
out of 13 respondents).

Figure 25. Who Pays for Impact Evaluation?

Number of cases
'_\
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OTHERS INVESTMENT  INVESTEE
FUNDS

Source: LAVCA-ANDE Survey
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The need to measure impact is clear, but the means of
measurement continue to present a constant challenge for the
sector. According to one of the interviewees, it is essential to have:
‘a feasible standard for comparison’, making it possible to “deliver
to the investor what was promised.”

The challenges that investors and investees in establishing and
implementing metrics are multi-fold. First, there is a balance
needed between standardizing metrics so that they can be used
to compare impact across countries and regions, while ensuring
that they are relevant to the local context.

“There exists a challenge in having, on the
one hand, global standards that allow
comparisons, and on the other, local

metrics that enable identification of
results that are relevant to the context.”
- International investor
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Based on the interviews with diverse players in the impact
investment market, large companies and international investors
are most affected by the challenge of balancing both general and
specific metrics, since these larger, multi-national entities have
broader portfolios, and deal with a larger range of project types.

Another measurement challenge comes from the fact that
different sectors require different metrics. Impact investments in
education, for example, can be more complex to measure than
those in energy generation, given the latter typically has more
objective metrics than the first.

Measurement-related challenges exist in all sectors, however, especially
as it applies to the long-term effects that investments may have on
the end beneficiaries. Questions remain about the indicators and time
periods that are most appropriate, as the timeframe for reaching a
measurable impact may be different from the investment maturity.

Measurement is critical, but investors agree that improving and
expanding their measurement efforts is challenging because
of the associated costs, the need to integrate evaluation with
operational activities, and the need to balance customization with
standardization.
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3.8 Challenges and Opportunities

The instability of the political and economic environment, the lack
of impact investment success stories, the difficulty in establishing
adequate metrics, and the challenges to cooperation between
players operating in the ecosystem are ongoing worries for impact
investors.

On a positive note, the country has seen advances on these issues
since 2014. The majority of interviewees said that there are more
high-quality impact entrepreneurs seeking investment, and that
attracting talent to the field is not as difficult as it was in 2014.

CHALLENGES
Political & Economic Situation in Brazil

Economic and political instability are factors that could keep away
new actors, hinder fundraising, or discourage new investments.

The current economic downturn in Brazil brings a challenge for
the impact investing sector, as for any other sector in the country.
Private sector investors complain that they do not know how the
political arena will evolve, and those in the public sector state that
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the continuity of their work is under threat. Impact investors mention
rising inflation and institutional instability as factors that may dampen
performance. In contrast, International investors see these issues
as potential opportunity for returns, given the devaluation of the
Brazilian real versus the dollar.

How the impact investment market will evolve in the coming years
depends on how the country’s political and economic scenarios
develop. Despite the trend of growth highlighted in international
reports on impact investing, current investors are cautious about the
expansion of investments in Brazil given the current environment of
institutional instability.®’

Different sectors will feel different impacts of the political situation.
Areas such as education and health will likely continue to receive
impact investments. One of the interviewees suggested that the
energy and microfinance sectors, in contrast, will develop only with
adequate regulation.
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ﬁ[l Proving the Impact Investing Model

Several interviewees pointed out that there is still a need to prove
the impact investment model in Brazil. There are no clear success
stories, which makes it more difficult to raise funds, and limits
the number of new investors willing to enter the field. There is a
consensus that are still few professionals familiar with this type of
investment, and an even smaller number of impact investors in
Brazil.

This lack of visibility and successful cases can create a vicious cycle
in which current investors become more conservative and finance
fewer, more established ventures with potentially lower impact.
There is, therefore, a trade-off between choosing organizations that
are better structured to receive the investment and those that could
have greater impact.
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“It's a dilemma that we face: what is our
legacy? What is really the impact that we
can expect from this? (...) What is worth

the trouble now — taking something that's
already structured and helping to scale
it up, or taking a good idea and helping
to transform it into a good business?” -
Corporation

71



? Pipeline Quality & Appropriate Capital

Advances have taken place between 2014 and 2016 in the quality
of entrepreneurs and the availability of talent, yet many investors
still highlight the quality of entrepreneurs and businesses as a
challenge to expanding the sector.

“we see few entrepreneurs that are genuinely
well qualified and positioned, with operating

experience” - Investor

Many argue that universities should provide more
entrepreneurship-training opportunities.

In addition, many players pointed out the need for more seed
and risk capital in order for promising ideas to evolve into a
potential investment opportunities. They see the need for more
angel investors to begin making impact investments in Brazil to
provide that much-needed seed capital.
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[@]?1 Collaboration & Support

Initiatives that promote dialogue and cooperation between different
organizations are fundamental to the impact investing field. Despite
the existence of some initiatives striving for a more united approach,
communication between members of the ecosystem still needs to
improve.

Another challenge that investors frequently cited during the
interviews was sector isolation. Many investees experience similar
problems; better communication and collaboration could allow
problems and solutions to be identified faster, and make sharing
ideas more effective. Investors see support for this process as crucial
to generating returns on investment.

In addition, some see the need for greater participation from the
public sector. The most common ideas were to make government
funds available and enact legislation to incentivize impact
investments. Interviewees also mentioned involving universities to
identify technological solutions and train entrepreneurs.

72



OPPORTUNITIES

Q Cooperation as a way to scale up impact
investment

The impactinvesting practices in Brazil suggests growing demand
for increased collaboration and information sharing. Several of
the interviewees state that such collaboration practices will be
necessary for establishing success stories of impact investments.
Examples of this type of collaboration include the development
of sector-specific databases designed to document the work of
relevant players and establish indicators for key markets. Such
a database might also be one way to lower the cost of social
performance measurement.

E Impact investing as a mainstream strategy in
the financial markets

Diverse players in the industry believe that impact investing
will become mainstream in Brazil. There is already growing
awareness of social problems, and private investors increasingly
recognize that they have a responsibility to help address them.
However, some interviewees claimed that many important
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actors in this field are still conservative when it comes to making
actual financial commitments. To that end, institutional changes,
including within large investing firms, will be necessary for impact
investments to become mainstream.

@ Private sector engagement

One area where change is occurring is among corporate social
responsibility departments.

“it is increasingly difficult to differentiate what
is 100% social investment and what is related to

the business” - Corporation

Today, corporate impact investing is typically housed separately
from the company’s core business. Investors believe that significant
change will come when other departments start integrating these
impact enterprises into the core business.
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The growing general interest in the social and environmental
impact of companies is also driving expansion for impact investing.

“We believe (...) that the characteristics that
we seek as an impact investor are gradually
becoming characteristics that transform this

company into something attractive on the
stock market. Financial returns alone are no
longer enough” - VC-PE
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¢ | Public sector engagement

In the context of Brazil's growing political and economic
instability, local actors understand that there is an opportunity to
engage and partner with the government, as they seek to address
society’s needs and tackle social issues in innovative ways. Impact
entrepreneurs may be a good fit to fill this gap.

In addition, investors are also anticipating the implementation
of Social Impact Bonds (SIBs) in Brazil. According to one of the
interviewees, SIBs would represent:

“SIBs would represent an important
milestone for impact investing” - Law firm

Brazil already has two potential SIB projects in development.®®
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3.9 Conclusion

Impact investing in Brazil is undergoing a period of transition.
Representatives of diverse organizations operating in this field are
confident that impact investing will become a common type of
investmentin the long term. Yet there remains some anxiety in the short
term, as stakeholders feel the pressure to create success stories that can
provide the visibility and credibility the market needs to scale up.

The challenges to scale include uncertainties in the Brazilian political
and economic environment, but also the need for changes in
the behaviour of social investors operating in Brazil. Increased
cooperation and connection between diverse organizations can
facilitate new investments and attract new players.
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Thereisalsoroom for more innovation in the impact investing market.
The dominant perception among managers in this field is that what
differentiates impact investments relates more to the goal of creating
social/environmental results than to the mechanism for investment.
To date, Brazil's impact investors have relied on mechanisms similar
to those of traditional Venture Capital and Private Equity firms. These
managers believe that innovations such as impact-based repayment
mechanisms (social impact bonds, for example) can have significant
impact in this field, and can scale up the use of more innovative
investment approaches.

Despite these challenges, the Brazilian market has still experienced
growth in the amount of investments and the number of deals. This
shows that there is significant demand for impact investing in the
country.
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3.10 Recommendations

There are several opportunities for immediate action in the
impact investing field in Brazil. These topics align with the
15 recommendations the Brazilian Social Finance Task Force
made in 2014. The perceptions and comments captured in
the quantitative and qualitative data collected for this study
reinforce these recommendations.

Share knowledge

Most mainstream market participants still know little about
impact investing. Educating actors such as entrepreneurs,
investors, foundations, bankers, and members of academia
continues to be a priority task. Sharing success stories and
lessons learned from past challenges could help engage more
players.

Foster collaboration

In order to reinforce public and private sector engagement,
participants could leverage existing successful partnerships
with select corporations and governmental departments as
a way to build trust and inspire other actors. These partners
should act as spokespeople in the impact investing industry.
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Broaden university engagement

Educational institutions from all over the country should build
courses focused on impact businesses, impact investing, and
impact measurement. These institutions are key to encourage
students to develop entrepreneurial skills.

Attract more early stage investment

This could include angel investors. In this sense, the growing
segment of equity crowd funding could bring small investors
closer to investment opportunities. While crowd funding
regulations are still being finalized, this type of investment
could provide an opportunity to engage Brazilian individuals
with the investment culture.

Strengthen socially-minded capital in the impact field

This would involve engaging high net worth individuals,
corporate foundations and institutes, stimulating the culture
of impact, and innovating in investing mechanisms outside of
the traditional venture capital sector to scale this type of flows.
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4.1 Summary of Key Points

This chapter presents an assessment of the impact investing industry
in Colombia based on survey data from 32 firms that have made
impact investments in Colombia, and 16 interviews with members of
the local impact investing ecosystem. Key findings are that:

3 2 firms that have made impact
investments in Colombia

16 interviews with members of the
local impact investing ecosystem

¢ International investors dominate the impact investing
ecosystem in Colombia. Only three are local firms focused
solely on the Colombia market, which manage a total AUM of
USS 52 million.

¢ The Colombian economy has emerged as a stable growth
market in the region. The final peace agreement with the Fuerzas
Armadas Revolucionarias de Colombia (FARC) which is expected
to be signed in 2016, has the potential to further accelerate
the economy. This will be a significant opportunity for impact
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investing in Colombia.

¢ The private equity industry in Colombia is relatively young but
has developed quickly. Impact investing has grown within this
industry but still as a niche segment.

e Investors reported 15 deals in 2014 and 2015. The average deal
sizewas US $2.2 million. International firmsinvestin higheraverage
deal sizes (US$3.9 million) than national firms (US$550,000).

¢ Investors reported 7 exits in 2014 and 2015. Close to 80% of
the impact investing in Colombia is in financial inclusion and
agriculture sectors.

eForimpactinvestingtogrowinColombiarequires moreawareness
about the industry as a whole in the country. Universities can play
an important role in this process.

e Unlike Brazil and Mexico, where impact investing is more
developed, Colombia is still in early stages. For impact investing
to evolve from its current status as a niche investing approach,
the industry will need increased government support, greater
involvement of the local private sector, and wider communication
of its activities.
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4.2 Colombia Context

% Macroeconomic trends

Colombia has one of the most stable economies in Latin America.
Despite its crime and security challenges, which are mostly concentrated
in rural areas, Colombian economic policies have generated continuous
growth. Its economy grew by an annual average of 4.9% between 2009
and 2014, a rate which has placed the country among the four biggest
economies in Latin America. In 2015 Colombia’s growth rate slowed to
3.7% as a result of the fall in international oil prices and the devaluation
of Colombia’s currency. The Colombian government expects a growth
rate of 3.5% depending on the recovery of international oil prices in the
coming years.

Since 2010 Colombia’s inflation rate has been below 5%. It reached an
all-time low for the decade of 2.2% in 2013, and an upper limit of 44% in
2015. Inflation is expected to increase slightly in 2016 to 6%, but in the
medium-term it expected to return to a rate between 2% and 47%.

Colombian economic growth has enabled increases in per capita income
for its citizens. Since 2000, per capita income in Colombia has doubled,
and is expected to reach USS$14,110 by 2018. Income growth has created
a growing middle class as well as increases in consumption. In 2002
the middle class in Colombia accounted for 16% of the population; it is
expected to grow to 37% of the national population by 2020.%
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Figure 26. Growth of the Middle Class in Colombia
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Unemployment in Colombia dropped to 8.9% - three percentage points
lower than registered in 2010. Unemployment is expected to continue
on a downward trend in the next 24 months, reaching the goal set by the
National Government of 8.1% for 2016 and 7.5% for 2018. The challenge
for the Colombian economy is to maintain these positive economic
indicators despite low oil prices and the devaluation of the Peso.
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Be Social Issues

Economic growth and declining unemployment, accompanied by
complementary public policies, have led to a reduction in extreme
poverty in Colombia. The percentage of people living in extreme
poverty decreased from 12% in 2010 to 8% in 2015. The national
government hopes to reduce extreme poverty to a historical 6%
rate by 2018.%

Although Colombia is one of the more stable economies in the
region, it still faces major social and environmental challenges.
Inequality is a major issue, with 30% of the population officially
classified as poor. Conflict with the FARC and drug traffickers
has displaced more than two million people. Coverage of public
services exceeds 90% in urban centers but reaches only 60% in
rural areas. Only 40% of the population has their own home. Basic
primary education exceeds 95% across the country, but only 30% of
students attend university.

In addition, Colombia boasts the second highest level of biodiversity
in the world. Such rich natural resources are usually found in areas
of conflict or exploitation of natural resources, which puts this
biological richness, and the communities that live next to it, at
permanent risk.
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However, the combination of these social conditions, environmental
challenges and economic growth, make Colombia an attractive
country for developing impact investing.

Entrepreneurial Ecosystem

The entrepreneurial ecosystem in Colombia is very dynamic. According
to the Ministry of Commerce, Industry and Tourism, there are more
than 700 organizations that support entrepreneurship throughout
the country. Bogota has the largest number of support organizations
in the country; 180 were registered in 2012.°® Medellin has achieved
strong local government support and private participation; these
supports have given the city international standing in entrepreneurship
and innovation.

There remain important areas for improvement in Colombia’s
entrepreneurial sector. Private and public actors are still challenged
by the need to provide specialized support to entrepreneurs, and
do so in a way that avoids burdensome costs. In addition, there are
strong opportunities to expand the entrepreneurial support more
broadly in small and medium cities throughout the country.
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All signs indicate that the country is taking the right steps. According
to the Global Entrepreneurship Monitor, Colombia is characterized as
having one of the highest rates of entrepreneurship in the world. Since
the first edition of this report came out in 2006, Colombia has been
among the top five countries for entrepreneurial activity.®® The latest
GEM Colombia report indicates that Colombian entrepreneurs now
seek more opportunity ventures than subsistence ventures, compared
to equal amounts of opportunity and subsistence ventures in 2006.
Despite these positive indicators, survival rates for companies have
declined in recent years.

o ? o
The Impact
Investing

Landscape in
Colombia

Private capital markets

Private capital markets in Colombia have grown steadily and generated
interest from both national and international investors. Since 2005,
when the first two fund managers entered the Colombian market,
the private capital funds sector in Colombia has grown. According
to the Colombian Association of Private Capital Funds (Colcapital),
the number of professional fund managers has grown at an average
annual rate of 40.6% since 2005. The Colombian market currently has
43 active fund managers.®

Forty-eight percent of fund managers are international firms and the
remaining 52% are domestic firms. By 2014, these managers had
created 55 funds, 24 of which have a regional focus and 31 of which
have a local focus. The capital placed in these funds comes mainly
from pension funds (41%), followed by Family Offices (19%).

According to Colcapital, funds in Colombia are mainly growth funds,
real estate funds, and venture capital funds. Only one impact-investing
fund is part of this association. Is expected that the market is going
to keep growing at a similar rate in the coming years, mainly driven
by the favorable economic conditions: the controlled inflation rate,
steady economic growth, decreasing unemployment, rising middle
class, and increased investment opportunities, all of which will attract
new investors and benefit current ones.

82



4.3 Overview of Key Actors

‘FO-] Number of investors

This study identified 32 investors in the impact investing ecosystem
in Colombia.?? Some of these investors exclusively make impact
investments, while others mix impact investing and traditional
investing. Fifty-four percent of respondents consider themselves
Impact Investors; 21% are Private Equity/Venture Capital fund
managers.

Figure 27. Type of organization
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Source: LAVCA-ANDE Survey

Note: 5 investors provided partial survey responses, and are not included in the majority of the
data presented below
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Regardless of their legal status, different organizations might play
similar roles. For example, foundations can provide grants with similar
terms as those issued by impact investors.

{g} Capital sources

Ninety-one percent of investors are international, and have
investments in Colombia as well as in other countries. These
investors reported US $6.7 billion in total AUM, although not
exclusively for Colombia. Three investors invest only in Colombia,
and reported US $52 million in AUM.

Fifty-six percent of the capital managed by investors in Colombia is

institutional capital, followed by proprietary capital, and philanthropic
capital.
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Figure 28. Capital Sources
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Eighty-one percent of respondents report fundraising outside of
Latin America, while 22% fundraise in Colombia, and 30% in other
Latin American countries. Local fundraising, by both national and
international firms, is encouraging for the future establishment of
additional impact investing fund managers based in Colombia.
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@ Expected Returns

Half of survey respondents report expected net annual returns of
10% and lower, and the remaining half reported expected returns
between 11% and 20%. Many impact Investors in Colombia target
lower returns than in Brazil and Mexico, and also the local venture
capital industry. In Colombia, venture capital investors interviewed
reported an expectation of return above 20%.

Figure 29. Annual Target Returns
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@ Entrants over time
Impact investors have been operating in Colombia since 2004. The firms, one to two each year. During the second period from 2010-
years between 2004 and 2016 can be divided into three periods in 2013, 18 international firms entered the market, and the first
the evolution of the impact investing market in Colombia. The period two national impact investors appeared. During the third period,
from 2004-2009 saw the gradual entrance of 9 international between 2014 and 2016, three more firms appeared, one each year.
Figure 30. Year of First Impact Investment in Colombia (2016 data excluded)
Source: LAVCA-ANDE
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“You have to build investment
opportunities, the Colombian market
is not dry but neither is a market with
thousand opportunities, | do not
more than 10 impact

anticipate
investment funds with strong portfolios,
maybe in the post-conflict” - VC fund
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4.4 Deals

Investors report that deploying capital has taken longer than expected.
They attribute these long time frames to the fact that the Colombian
impact investing ecosystem is still at an early stage of development in
comparison with Mexico and Brazil.

However, Most impact investors in Colombia are in the process of
closing their first deals. In the next two years, interviewees project that
they will exceed the previous pace of capital deployment.

@ Top Sectors

In 2014 and 2015, investors reported USS56 million in impact
investments; this report has detailed data on 16 of those deals
totaling USS32 million.

Investors in Colombia have shown the most interest in those sectors
showing traditional entrepreneurial opportunity (capacity for scale,
etc.) and ripe market conditions (competition, business infrastructure
development), as well as in those sectors becoming more open and
opportunity-rich as a result of improvements in security.
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Table 25. Deals by Sector 2014 & 2015

Sector / Stage

® AGRICULTURE

w2 FINANCIAL INCLUSION
««  OTHER

€ EDUCATION

== CAPACITY BUILDING

TOTAL

Number
of Deals

16

Total Invested
(USSM)

$4.3
$175

$10.4

$32.7

Average Invested
(USSM)

$0.6
$8.8

$3.5

$2.2

Source: LAVCA — ANDE Survey




The sectors receiving the most investment are financial inclusion
and agriculture, with a total of 10 investments and an average
ticket size of US$2.2 million in 2014 and 2015.

The financial sector, specifically those financial actors engaged in
promoting financial inclusion, has received the most investment in
Colombia according to investors. Low levels of banking penetration in
"base-of-the-pyramid” communities, coupled with the financial needs
of these populations, offer investment opportunities that have been
exploited by impact investors.

The agro-processing sector is likewise one of the country’s prime
recipients of investment. Colombia has the potential to become Latin
America’s pantry due its privileged location. Colombia has a variety
of climates capable of generating a diversified supply of agricultural
products for both domestic and international markets. Advancements
in the agro-processing sector would allow the country to migrate
from being a lower value-add supplier of agricultural raw materials
into a higher value-add producer of finished goods. Development in
this sector has the potential to create jobs and higher income in local
communities, leading to increased stability necessary for further long-
term investment growth.
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Beyond these two sectors, impact investors are very interested
in the education and health sectors, but they have found that in
Colombia there is good public coverage in these sectors. Investors
that nonetheless want to develop these markets seek specialized
investments, like specialized health care centers for certain diseases,
or innovative complementary models to the public education system.

Regardless of sector, all of the investment recipients operate in
markets that have the potential to increase formal employment in
Colombia. Investors have found companies in different sectors with
a high capacity to generate employment. The possibility of labor
formalization in companies with high growth potential is a factor that
investors find attractive.

It is noteworthy that among investors that reported investees’ region,
50% were headquartered in Bogota, while the remaining 50% are
deployed in different regions of the country, especially the departments
of Antioquia, Cauca, and Huila, which are important centers for agro-
processing.
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@ Deal Size

Firms that invest in Colombia target an average deal size of US
$2.23 million. International firms target higher deals than local
ones: US $2.4 million compared to US $ 550,000. This difference
indicates that national funds are investing in smaller businesses, and
may be investing at earlier stages of the recipient’s life cycle.

However, the combination of these social conditions, environmental
challenges and economic growth, make Colombia an attractive
country for developing impact investing.
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Figure 31. Average Ticket Size
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Stage

In the early years of Colombia’s impact investing market, “At first there was not much to find, we began
investors looked for medium-sized companies at an early stage looking for opportunities in the social side
of growth that had the potential to scale at a national and : .

regional level. Finding companies that fit these criteria has not with scalable business models. We have found
been easy. Investors say it is easier today to find companies ready more traditional companies with social impact
for investment, but the size of the companies is smaller than they than scalable social companies.” - VC fund
expected. manager

As a result, some firms have invested in entrepreneurs who did

not identify themselves as impact entrepreneurs, but whose
businesses and operations still fit within the investment thesis of

the fund. The role of the investor in these companies has been to
strengthen the generation of environmental and social benefits,

and to develop impact metrics.

“The main challenge has been the absence
of business with scaling potential in different

sectors of our interest, and the institutional
capabilities to reach the scales expected by our
funders” - Impact Investing Fund Manager
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This has had two major effects on the impact investing process in
Colombia. The first is related to the valuation methods used by the
funds to size their potential investments. Investors mentioned they
have had to become more creative about how they valuate, without
abandoning financial formality. The generalrule in terms of valuation
of investments has become "no rule;” valuation is particular to each
case, and the most appropriate methodology or combination of
methodologies is used. All representatives interviewed agreed that
investors do not use just one valuation method.

The second is related to instrument choice. For smaller companies,
investors are using debt and quasi-equity, which are believed to be
better for the smaller companies they are finding since they allow
investors to work closely with investees during the early stages
and help steer them until they reach the required size for larger
investment. Over 80% of investors in Colombia invest debt,
followed by 78% that invest equity and 59% that invest quasi-
equity. Most investors use multiple instruments depending on the
needs of the portfolio companies.
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Figure 32. Instrument Type
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E» Exits

There have been few exits to date in the impactinvesting Colombian
ecosystem. Investors are still deploying capital, and the typical
holding period is projected between five and seven years—for most
investments that time frame has not yet been met.

Investors reported seven exits: three were executed as a strategic
sale, and four were sold to other buyers. Investors prefer to exit
investments through sale to a strategic buyer. Buyers are sometimes
other funds, a move that is attractive. The funding chain between
funds is still developing; selling an investment to another fund—
especially to an international fund—may have possibilities.

4.5 Fundraising 2016

Investors expect to raise an additional US $1.52 billion in 2016, of
which 98% corresponds to international firms, and the remaining
2% (US $30 million) to local firms. The resources of the international
investors are not exclusively tagged for investment in Colombia.
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Most of the investors find resources through their own marketing
and promotional efforts. Only one investor, a large international fund,
employs external specialists to help fund-raising; this organization’s
strategy is to identify global investment for potential investors, and
therefore they complement their search with the work of these
specialists.

Fund representatives agree it has been more difficult recently to capture
impact investment resources in Colombia, and worldwide. Since the
funds have not all closed, and therefore have not yet generated returns
for investors, they do not have a track-record of success. Results from
the investments are expected in the next years.

“10 years with many promises and few
exits. Not everything has been successful

and this has an impact on the fundraising.”
- VC Fund
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The exchange rate is also challenging for investors. In 2015 the
Colombian currency experienced an annual devaluation of almost
40%, a factor that has a significant effect on the expected return of
some investments.

4.6 Pipeline Development

Investors believe that the impact investing ecosystem has developed
in Colombia over the past five years. There are more entrepreneurs
developing companies that are better prepared for investment.

However, that despite the increased opportunity, companies are in
general not prepared for the investment process. As a result, funds
have had to adapt their instruments, and approach companies at
earlier stages than they had planned in order to seed the pipeline for
future investments. Approaching less mature companies and financing
their activities is considered a key step.

For this reason, partnering with accelerators and incubators s
very important, not only to identify companies but also to enable
investment-readiness. Investors see these organizations as key to a
mature ecosystem, and as a way to reduce their own transaction costs.
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Consensus among those interviewed was that closer partnerships and
government support for incubators and accelerators would have a
large impact on the development of the ecosystem.

Other mechanisms to find potential investees include conducting
proprietary searches, participating in events, and developing networks
to identify entrepreneurs in the community. In the early years of impact
investing in Colombia, investors largely found their recipients through
their own efforts, but today many investors report that companies now
seek them out directly.

In particular, when an entrepreneur in an investor's network refers a
company, they are often given special consideration. Fund managers
believe that their personal network of contacts in Colombia’s
entrepreneurial ecosystem can filter more reliable opportunities.

Despite the benefits generated by capacity developers in building
pipeline, very few firms are willing to pay others to help them search
for investment opportunities, or to prepare companies to receive
investment. Investors view these activities as valuable, but they have
an imperative to keep administrative costs under control. This is
particularly true for small firms. Thus, investors do not engage in formal
partnerships with incubators and accelerators, but maintain contact
with them to participate in their events and access information on
potential investees.
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Firms co-invest at lower levels than in other markets. Investors
reported an average of 21% of deals as co-investments, compared
with 36% for the region as a whole.

There is no only one way and criteria to choose the company to invest.
Some investors prioritize impact criteria, others financial criteria. In
either case, the invested companies must meet the minimum required
returns—economic, environmental, and social established for the
investor.

Management quality refers to the ability of the management team
of the company, and is a key criteria during the investment decision.
Lack of management skills inside invested companies, including
poor development of middle management, is a major challenge for
investors. Investors agree that much of the work they do after the
investment involves helping the entrepreneur strengthens his or her
team.
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“We invest in companies with management

potential. [We] don’t invest in “one man
shows”, it is essential to [think about the]

team.” - VC Fund
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4.7 Post-investment support

When a fund decides to invest in a company, it provides not only
capital but also nonfinancial benefits. Mainly, investors provide
access to their business network and technical assistance (TA).

TA can be expensive and resources are limited, especially for small
funds. Funds mainly offer assistance in business and development
strategy, which is part of their monitoring process. As a result, the TA
provided by investors includes strategic consulting and specialized
technical assistance.

Some funds have mentoring and volunteer programs, or agreements
with more mature organizations that can provide portfolio firms
with technical support over the term of the investment. Twenty-
seven percent of funds provide mentoring and 9% participate
in volunteer programs. Only 2% provide financial or specialized
technical assistance, such as accounting or legal services and
training or academic programes.
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Figure 33. Type of technical assistance
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4.8 Impact Measurement

Since social and environmental impact of business is the differentiating
element of impact investing, impact measurement is a key activity.
Despite significant advances in the field, firm representatives report
that there is not yet one methodology that be used for all businesses.

Investors in Colombia primarily use their own methodologies, or
a proprietary adaptation of existing methods, to measure impact
of their portfolio investments (77%). IRIS and GIIRS are the most
common standardized tools in use.
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Figure 34. impact measuerment methodologies used by investors
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4.9 Key Challenges and
Opportunities for Impact
Investing in Colombia

Impact investors believe that the peace agreement between the
FARC and the Colombian government will be positive for the
impact investing industry. The national stability reinforced by the
agreement will encourage national and international investors to
place resources in sectors and regions that traditionally were viewed
as higher risk because of ongoing instability.

The resources that are expected to enter the country with the peace
process will strengthen the institutional environment, and provide
support for the development of new businesses, and the growth
of existing businesses. Given the high demand for social sector
services, there will be increased opportunities for impact investing.

“The peace agreement will be a great

opportunity, the market will move to the peace”
- Capacity Development Provider
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In this new context, there will
be increased demand for impact
investment and an entrepreneurial
approach to creating economic,
social, and environmental benefits.

In terms of sectors, financial inclusion and agriculture will continue
to receive the largest share of impact investments, for these reasons:
First, because these are relevant high-demand sectors in the post-
conflict context. Second, investors have already developed expertise
in these sectors, which will facilitate their ability to negotiate exits
that meet their investment goals.
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Figure 35. Expected Investments by Sector 2016
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Investors reported their intention to close 2016 between one and
two investments per fund, with a value in average of US $3.71
million per investment. There is a remarkable difference in the
number of investments and their average investment total between
international funds (2 deals and US $6 million) compared to local
funds (1 deal and US $1 million).

International investors based in Colombia may leverage their
experience here to make investments in the regional market.
Peru and Central American countries are the most interesting
for these investors, mainly due to increased institutional and
economic development alongside a large volume of unmet needs
that create opportunity for social entrepreneurs. In these markets
there are evolving and market opportunities in similar sectors in
which Colombian investors have already gained experience (e.q.
agriculture, financial inclusion, and education).
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4.10 Recommendations

Although impact investing in Colombia has been developing for
over ten years, the industry is still nascent and requires greater
participation of public and private sector. International investors
have a continued interest in Colombia, since they consider it as a
market with high potential for development in the medium term.

In general, the players in the ecosystem believe it is too early to
assess whether impact investing has “fulfilled its promise.” They
look to assess social and financial returns in the coming three to
five years. They identify a few issues as key to its future success.

Greater participation from local firms will be important to the
industry’s development. To date, international actors have taken
the lead to grow the eco-systems; while important, these players
have investment interests in other countries in Latin America;
Colombia needs a stable community of local players as well.
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Public sector support should become more nuanced. The
Colombian government has taken important steps to develop the
private equity industry in the country, but their actions have not
taken into account differences in fund size or sector focus. They
seem isolated and specific efforts. Government support should
continue, but more finely consider sector specialization, as well
as the particular approach of impact investing. In addition, broad
support for entrepreneurship is important. Pro-entrepreneurship
policy has lost strength and dynamism in the last two years,
which may affect the emergence of new business initiatives that
may be interesting for impact investors in the mid-term.

The Colombian private sector can develop impact initiatives
within their value chains. Some companies have already done
so through corporate social responsibility initiatives, but it is
necessary forthemto develop these efforts by steppingintoimpact
investing. In addition, the private sector can take advantage of
the coming peace agreement to involve more local actors in the
development of impact investing in Colombia, perhaps through
establishing partnerships with local governments for business
development in post-conflict regions.
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Finally, universities play an important role in strengthening the
ecosystem through research and outreach. Ecosystem expansion
has been limited by the lack of communication to date about
impact investing activities. Universities have the potential and
credibility to facilitate this communication and in so doing to
help impact investing evolve from its current status as a niche
activity.
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5.1 Summary of Key Points

This chapter presents an assessment of the impact investing industry
in Mexico based on survey data from 42 firms that have made impact
investments in Mexico, and 24 interviews with members of the local
impact investing ecosystem. Key findings are that:

4 firms that have made impact
investments in Mexico

24 interviews with members of the
local impact investing ecosystem

e The impact investing ecosystem in Mexico includes both local
and international firms, with 42 investors focused on Mexico, 15 of
which are exclusively investing in Mexico.

¢ Government regulations and the creation of the National Institute
for Entrepreneurship (INADEM) have spurred the growth of private
equity markets and are accelerating entrepreneurship in Mexico.

e Impact investors headquartered in Mexico manage US$392 million.
Of that total, US$311 million AUM corresponds to non-MFI investors.
International firms that invest in Mexico manage US$6.3 billion.
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¢ |n 2014 and 2015, investors closed 45 deals in Mexico, primarily
in financial inclusion, health, and agriculture. This trend is
consistent with expectations for 2016.

¢ Five exits were registered in Mexico, and most of them occurred
as strategic sales.

¢ 15 Mexican based investors aim to fundraise US$224 million in
2016, expect to commit US$199 million, and project that they make
105 deals.

e Local firms typically seek higher return rates than international investors.

e Management is critical to the success of the enterprises, and
therefore to the impact investors. Relevant actors need to work
to attract talent to the sector in order to build strong enterprises.
e The private sector still needs to play a stronger role in the
impact investment ecosystem by investing in, buying, and scaling
impact enterprises.

e The public sector could get more involved by defining and
regulating impact measurement in order to create policies that
incentivize investment in impact enterprises and that also create a
legal structure in which for impact enterprises can operate under.
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¢ Post-investment engagement has been crucial to the success
of enterprises. Providing strategic contacts, understanding
costumer and market data, and offering recruitment support
represent a few things investment firms are increasingly doing to
support their portfolio.

e Mexico joined recently the G8 Impact Investment Task Force.
It created its National Advisory Board in order to advocate and
strengthen Mexico the sector.

5.2 Mexico Context

As one of the strongest economies in Latin America, Mexico
has attracted particular interest from private markets. Significant
attention and resources have been focused recently on growing
and strengthening the country’'s entrepreneurial ecosystems. For
example, when the Anonymous Society to Promote Investment
(Spanish acronym - SAPI) was created at the end of 2005, it helped
accelerate the private equity sectorin Mexico. One way it did this was
by allowing founders and investors of limited liability corporations
to buy and sell shares freely as a company.®?
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Since 2008, Mexico has seen a significant increase in private equity.
Fundraising has dramatically increased from US $140 million raised
in 2008 to US $1.162 billion raised in 2015, which marks an increase
of 4% to 16% of investment in the region directed to Mexico.®* The
ability to both attract international investors and incentivize local
actors has resulted in a competitive advantage for Mexico compared
with its peers in Latin America.

The Mexican government has played a critical role in the growth
of the investment sector. A series of regulations have allowed the
private equity and venture capital markets to experience rapid
growth. In 2009, pension funds were allowed to place 10% of their
investments into PE by Certificates of Capital Development (CKD's),
boosting the growth of Mexico-based, single-country funds. When
the National Institute for Entrepreneurship (INADEM) was created
in 2012, it empowered a strategic player to provide institutional
investment, which in turn resulted in the launch of 36 venture
funds.®> INADEM has also provided funding for SME's, incubators
and accelerators, and others.®® Venture capital deals increased six-
fold between 2011 and 2015, deploying more than US $ 260 million
in total. Many of these deals were for less than USS1 million.%” The
rise of PE and VC has also helped empower the impact investment
sector.
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Mexico still faces a number of social problems. Mexico suffers from
significantincome inequality, as shown by its national Gini coefficient
of 0.48. According to the National Committee for the Evaluation
of the Social Development Policies (Spanish acronym - CONEVAL),
in 2014, 46.2% of the Mexican population was poor; 9.5% lived in
extreme poverty, and 36.6% lived in moderate poverty. Mexico's
poor have limited access to education, health care, housing, food,
or basic services. Nineteen percent of the Mexican population is
excluded from formal education, while 18% do not have access to
health care services. Fifty-nine percent of the population does not
have access to social security. In terms of housing, 12% of Mexicans
do not have a house, and 21% that do have homes still do not have
access to basic services such as water, electricity, plumbing, etc.
Despite Mexico's robust agriculture sector, 23% of the population
experiences food scarcity.®® These are critical issues that reflect
growing inequality in Mexico.

Financial inclusion is also one of the biggest challenges that Mexico
faces when compared to the rest of Latin America. Mexico is ranked
74th out of 131 countries by the World Bank in financial inclusion.®®

Social entrepreneurs and impact investors can play a critical role in
tackling some of these social issues through business innovation.
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19 DO NOT HAVE ACCESS TO
% FORMAL EDUCATION
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POPULATION
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% HEALTH CARE SERVICES
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12 DO NOT HAVE
% A HOUSE
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POPULATION

23 EXPERIENCE

% FOOD SCARCITY
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POPULATION
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5.3 Impact Investing in Mexico:
Overview of Key Actors
The first impact investment was made in Mexico in 2000, seven Specifically, 80% of current actors made their first investment in
years before the term was coined. Since then, there has been a Mexico after 2007, and more than half began making impact
steady increase in funds raised and invested in the country. investments in Mexico since 2012.
7 Figure 36. Year of First Impact Investment in Mexico (2016 data excluded) 45

Source: LAVCA-ANDE
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At the beginning of 2016, impact investors focused only on
Mexico managed US $392 million. The total rises to US $7.1 billion
in AUM once international firms are included.

Table 26. Total Assets Under Management in Mexico (US S Millions)

International Mexico- Total
focused
Non-MFI Investors S 492 S 359 S 851
MFI Investors $6,265 S 33 $6,298
Total $ 6,757 $392 $7148

Source: LAVCA-ANDE

42 respondents reported that they had made an impact investment
in Mexico. Of those firms, 27 were internationally focused
while 15 were focused exclusively on Mexico. Only a few of the
Mexico focused investors are MFI investors, while over half of the
internationally focused investors are MFI investors. Thirty three
percent of investors are headquartered in Mexico, and thirty one
percent are based in the United States.

Table 27 Headquarter Country
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Mexico 33%
United States 31%
Switzerland 12%
Other 24%

Source: LAVCA-ANDE
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There is a great deal of diversity between active investors, and the The diversity of investor types within the Mexican ecosystem s
sector is growing. Sixty-two percent of the investors engaged also reflected in diverse capital sources. Of all the firms investing
in impact investment in Mexico identify themselves as impact in Mexico, 62% raised institutional capital while 31% manage
investors, while 35% are VC/PE. The rest are a mix of family offices, proprietary capital. Others raise a mix of philanthropic and return-
foundations, financial institutions, and others. seeking capital.
Table 28. Types of Firms Table 29. Capital Sources, Mexico Investors n=13
Impact Investor Institutional capital B
, , , (expectation of financial returns) 62%
Private Equity/Venture Capital Fund
Foundation Proprietary capital 31%
Other
. . . L Donated/philanthropic capital 5
Bank/Financial Services Institution (no expectation of financial returns) 0%
Family Office
Business incubator/accelerator Mixed or Other 8%
Endowment

Source: LAVCA-ANDE

Source: LAVCA-ANDE
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5.4 Deals

Impact Investors invest using multiple instruments. Debtand equity
are most common with growing interest in quasi-equity models.

Figure 37. Financial Instruments Used by Mexico Investors (n=12)

EQUITY

Source: LAVCA-ANDE

DEBT

» OTHER

?
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In terms of the expected net annual return, the responses of 23
firms investing in Mexico show that there is a tendency for local
investors to seek higher returns. Eighty-two percent of the Mexico-
only funds expect returns higher than a 15% net annual return, and
36% of investors expect returns higher than 25%. In contrast, 83% of
international investors expect less than a 16% rate of return.

Table 30. Expected Annual Returns

International Mexico
(n=12) (n=11)
Negative 8% 0%
0-5% 25% 9%
6-10% 17% 9%
11-15% 33% 0%
16-20% 17% 18%
21-25% 0% 27%
More than 25% 0% 36%

Source: LAVCA-ANDE

109



The expected return varies among the array of investors that
make up part of the impact investment space. On one side of the
spectrum are investors that expect to subsidize the social return,
while others assert that there is no (and should be no) trade-off
between return and impact. This latter group expects returns
similar to those of the venture capital market in the region, which
primarily range between 16% and 21%.7

In order to mitigate risks and leverage capital, co-investment
strategies have risen in popularity among local investors.
These investors report that 53% of their investments are co-
investments. In contrast, only 20% of international firms'
portfolios are co-investments.

@ Pipeline Development

Pipeline development in Mexico is still mostly achieved
through personal networks, peer to peer references, and
through networking events where firm representatives meet
entrepreneurs. Although many impact investors in Mexico
collaborate with various accelerator programs, most do not have
accelerated ventures in their portfolios. Representatives say that
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in general the pipeline has increased in the last few years, finding
more and stronger entrepreneurs. They mention that there are
more entrepreneurs building companies with a social focus. Yet
the investors still struggle to find enterprises with the expertise
in the problem they are trying to solve, and with a business plan
that can scale and create impact.

“We look for entrepreneurs who are
married to the problem, not the solution -

the solution may change depending on the
costumer” - Investor
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@ Deals, structures and exits

Impactinvestors deployed USD $100 million in Mexico in 2014 and
2015. This report has information on 46 of those deals, totaling
USS65 million. Although more deals were made in 2015 (24
deals in 2015 and 22 deals in 2014), more capital was deployed
in 2014 (US $38.6 million) than in 2015 (US $26.5 million). The
average ticket size in 2014 was US $2 million dollars, compared

to the average ticket size of US $1.2 million dollars in 2015.

When deals invested in microfinance
institutions are excluded, the average
deal size from international investors
is US $770,000, compared to average
deal size of US $1 million from
Mexican-focused investors.
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Figure 38. Distribution of Average Ticket Size by Investor Type
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These investments have been made in a wide variety of sectors.
Mexico, as stated above, has a major opportunity to improve
access to health care, financial services, education, and food
to its most vulnerable populations. Not surprisingly, the main
sectors of interest for impact investors in the region are
financial inclusion, health, and agriculture.

In 2014 and 2015, financial inclusion attracted the largest share
of investment, representing 28% of the deals done in 2014,
and the 37% of the deals done in 2015. Current projections from
investors indicate that financial inclusion will also be greatest
area of impact investment focus for 2016, with 41% of investors
focused on that sector.
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FINANCIAL INCLUSION

2 8% IN 2014
37% IN 2015
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Table 31. Number of Deals by Sector, 2014-2015

Number Total Capital Average Deal

Sector of Deals Deployed (US$M) Size (US$M)

‘

= FINANCIAL INCLUSION (MFI) 7 $318 $45

‘

¢ AGRICULTURE 5 S5.2 $10

ENERGY 3 2.5 S0.8
2@ TECHNICAL ASSISTANCE SERVICES 3 S05 S0.2
1 HOUSING 2 - :

Source: LAVCA — ANDE Survey
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Health and agriculture have also received attention from impact
investorsin Mexico.In 2014, 15% of the deals were made in health
companies. Although the health sector attracted only 12.5% of
deals in 2015, it remains one of the most attractive investment
sectors. In 2015, agriculture increased its share of investments
made to 12.5%. The focus on health and agriculture is expected
to continue in 2016, due to the serious obesity problems
that Mexico faces. Seventy percent of Mexico's population is
overweight, which carries major implications for a public health
crisis, and is compounded by a weak social security system.” At
the same time, Mexico's agricultural production capabilities, and
overall economic strength mean that there is untapped potential
for agricultural development.

Impact investors in Mexico highlighted that regardless of the
approach used to value a company, they would not invest in any
enterprise that did not have social or environmental focus as
an explicit goal. This perspective differentiates impact investors
from venture capital funds. Integrating the social aspect does not
impact the financial valuation, however. Though some investors
try to put a value on the expected impact a company hopes
to achieve, it is very difficult to attach a monetary value to the
unknown.
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Firm representatives are open to using alternative valuation
models, such as the demand-dividend model, a quasi-equity
investment structure that is based on cash flow in order to
provide flexibility to the enterprise growth.”? Yet, these financing
approaches sometimes place a larger burden on the impact
investors and entrepreneurs, as these structures are less common,
but still need to comply with legal and fiscal regulations and
policies.

Five exits have been reported in Mexico, most of which have
occurred within the financial inclusion sector. Most investors
expect to exit investments through a strategic sale to another
company, and/ or to a buyout by another investor. Yet skepticism
remains towards a number of exit approaches. Management
buyouts are unlikely given current high interest rates, and IPOs
are almost non-existent as an alternative for exit. Beyond equity
investments, most debt and quasi-equity investments, especially
made in agricultural businesses, have been, or are currently
being, paid off on time to their investors.

Impact investors interviewed also see a risk, given the lack of
Series B and Series C investors in the local market, that enterprises
have a limited ability to raise the next round of capital, and will
therefore default on their current obligations. Some investors are
therefore raising funds specifically to invest in larger firms.
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In a number of cases in the region, investors have had to write off
investments. The reasons vary, from a natural disaster affecting
the recipient business, to bad management by the recipient,
to the market not being ready for the product provided by a
company. Investors report that family enterprises are particularly
risky given the nuances of these businesses,

/\ Risks and Financial Stability

Sharp depreciation of a number of Latin American currencies
since 2014 has raised questions about whether impact investors
in Latin America will be able to realize their expected returns.
The interviewees in Mexico who voiced concern about currency
depreciation had made investments while there was a stronger
peso; their portfolio will now need to over-perform to meet their
initialexpectedreturninUSdollars. Onthe otherhand, devaluation
has increased the assets available to invest in local currency, and
firms” ability to invest in more deals. Firm representatives are also
likely to mention other sources of risk, such as natural disasters,
and the ability of the management teams to operate and grow
the enterprise at the expected financial and impact performance.

cocce
The Impact

Investing Landscape
in Mexico

The investors also mentioned the political environment and the
market knowledge of the entrepreneur a prominent source of
risk. However, the investors’ main concern has been to support
enterprise growth, as they believe that in time they will be able to
extract returns that surpass inflation rates.
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5.5 Fundraising and 2016 expectations

Five Mexico-only investors aim to raise US$136 million in 2016,
with an average of US$27 million raised per firm. International
investors expect to raise a total of US S1.3 billion for impact
investments.

Interest from local investors as limited partners in impact investment
funds has grown in parallel to market interest in PE and VC deals.
Seventy-two percent of the Mexico-focused impact investors
have been able to fundraise from local institutional investors,
such as INADEM, NAFIN, family offices, high net worth individuals,
and other local actors. Twenty-two percent of these investors have
also received investment from outside of Latin America, possibly
motivated by the interest shown by local investors.

Mexican funds highlighted some concerns about fundraising.
Investors see growing interest in the impact investment sector from
both local private equity and global institutions. Nonetheless, the
investors face pressure to deliver results from the investments they
have already made, in order to generate confidence in the fund
management team and thereby attract further investment. Impact
investing in Mexico has also become more competitive as more
fund managers enter the region. None of the funds currently work
with third parties to support their fundraising.

“There is no room for mistakes any more, if
we want to raise a second fund, we need to
prove to our investors our track record and

successes” - Investor

Notwithstanding concerns about fundraising, impact investors
expect to invest US $199 million in 105 deals in Mexico in 2016.
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5.6 Post-Investment Support

Post investment portfolio engagement has become a priority topic
for Mexican investors that want to generate impact and financial
returns. Supporting enterprise growth matters to everyone
involved. Investors provide a variety of services and approaches to
post-investment support, but the general view is that this aspect of
investment has become one of the most pressing issues.

Figure 39. Technical Assistance Provided by
Impact Investors in Mexico

Source: LAVCA - ANDE Survey
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Both global and local investors provide support to their
entrepreneurs in different forms: 77% of the investors offer
strategic and business consulting and 55 % provide mentoring
to their portfolio companies. Other investors provide specialized
technical assistance and training programs or academies. A
number of investors provide more than one of these services.

STRATEGIC

CONSULTING

SPECIALIZED
TECHNICAL
ASSISTANCE

35%

OTHERS 19%

FELLOWSHIP
PROGRAM/
VOLUNTEERS

13%

TRAINING/
ACADEMIC
PROGRAMS

10%
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0 10% 20% 30% 40% 50% 60% 70% 80% 90%
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Out of the firms that provide support to their recipient
enterprises, 71% do it in-house or with pro bono partnerships.
Others may either partner with a capacity development provider,
or hire external consultants to support them when a particular
enterprise faces specific challenge. Consultants are usually paid by
investor's management fees, though some investors have pursued
grants specifically for the purpose of paying for technical post-
investment support.

There is broad consensus that post-investment support is critical.
However it is also time consuming and expensive. In the past two
years, international and Mexico-focused impact investing firms
have invested a total of USS$16 million in support to companies
in their portfolio. One international investor accounted for the
majority of this amount, almost 65% of the US$16 million through
its separate technical assistance facility.

cocce
The Impact

Investing Landscape
in Mexico

It is difficult to quantify the time and money spent on technical
assistance, given that some assistance is provided through ongoing
communication between fund managers and the entrepreneurs in
their portfolio. In addition to technical support, most investment
fund managers hold a seat on the board of directors of the
companies in which they invest. Firm representatives also work
to connect their entrepreneurs with opportunities and strategic
partners in order to enter new markets, and obtain new clients,
and pro bono legal or marketing services. Most of the investors
interviewed also reported that they support portfolio companies
in their effort to attract and identify talent.
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5.7 Impact Measurement

Impact investors in Mexico, as elsewhere, face challenges when
measuring outputs, outcomes, and impact. According to the survey,
50% of the Mexico-focused firms are not measuring impact in
any way. The remaining firms, including all of the international
investors and 50% of the Mexico-focused firms, are actively
assessing and measuring their impact. Most firms are motivated to
measure impact in order to increase credibility with investors. There
are some investors who pursue impact evaluation also as a way
to conduct market research and generate customer feedback. This
group sees their efforts to identify useful indicators of impact as an
important complement to efforts to measure economic growth of
the enterprise.

Most of the investors use in-house measurement tools to assess
impact. Some use a mix of proprietary tools and industry standard
methods such as IRIS and/or GIIRS. Nonetheless, investor
representatives communicate that they are interested in moving
toward collecting practical data that both the enterprise and the
investor can use. They also plan to identify technological solutions
that might help them improve financial and social outcomes.
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Measurement requires resources from both the entrepreneurs and
the fund. There is ongoing discussion in Mexico about who should
assume those costs. According to survey respondents, 44 % of the
investors in Mexico assume the cost of impact assessment. These
costs become part of their management fees structure. A much
smaller 26% of the respondents report that they have an investor
who pays for their measurement efforts. Another 18% report that
a third party, such as a foundation, pays for impact assessments.
Only 11% of the investors report that the recipient entrepreneurs pay
for the impact assessment of their enterprise. Impact investors use
the results of impact assessments to validate investee's business
models as well as their social and environmental impact.
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5.8 Challenges and Opportunities

Ay

Q= Talent

“The biggest risk is the operation of the
entrepreneur and their team” — Investor

Talent is critical to the growth potential of the Mexican

entrepreneurial ecosystem, in order to develop new ideas, build
the investment pipeline, and instrumental to the growth and
performance of the enterprise. Talent is also a major source of
risk for investors, as stated in every interview. Investors state that
the quality of the founding team largely dictates the financial
and impact potential of the social business. Impact investors
consistently communicate that they invest in teams and
people, because those teams and the skills they have, business
management and strategic planning are a source of great
opportunity and of risk.

Small enterprises have a hard time attracting high-quality talent
and expertise, given their limited resources.” Since most impact
enterprises in Mexico are small, they face particular challenges.
Both investors and the enterprises they support need talent with
the financial expertise and the social commitment to work for an
impact-focused enterprise. An even more specialized set of skills
is needed by those enterprises in the process of transitioning
from a startup company into a growth stage enterprise, given
that the entrepreneurial tools needed at the beginning stage are
different from those needed to manage and grow a business.

“Very difficult, you cannot pay them what a
corporation offers [talented employees], and there
is still very little risk aversion Mexico for people to

take sweat equity” - Investor
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“We have a hard time finding middle

managers who can execute on the
company'’s strategy and manage technical
staff” - Entrepreneur

Some investors work to identify potential candidates for their
portfolio companies as part of the post-investment support they
provide. Some even work with head hunters to find people for
key roles. However, headhunting is still expensive, and a limited
talent pool means that headhunters face the same challenges that
enterprises do when recruiting talent.

Diversity, or the lack of it, also plays a role in the talent discussion.
Applying a gender lens to the enterprise portfolios of impact
investors reveals that 41% of the investment firms had no women
among the founding teams in their portfolio. Of the remaining
investors, 26% reported that 10% of their portfolio companies had at
least one woman on the founding team. The lack of women founders
that receive financing remains a pressing issue for the sector.
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The Role of Universities:

Given the need for more diverse talent, and the overall high demand
for talent to work for and with recipient companies as employees
and service providers, it is critical for the impact investment sector
to attract and retain high qualified talent. Universities can play an
important role in this regard.

Mexican universities have had incubator programs for a few years.
However, these entities rarely follow up with the companies they
incubate after the business plan creation phase, and very few focus
on social businesses. Some universities are starting to offer classes
and lectures on social entrepreneurship, but impact investment
remains a little-known concept among students. These efforts are
usually launched as part of the business programs, and rarely reach
audiences in other departments, a fact which shuts out the talent
pool of budding economists and social scientists.

Overall, universities have played a limited role in the sector. Some
allow students to work for impact enterprises to fulfill their “social
service” requirements that Mexican college students need to
complete as requirement for graduation. Beyond that, universities
have made few infrastructure investments to create awareness of
the impact investment sector.
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“We need universities to take an active role
in the ecosystem, creating a center for social
entrepreneurship in  which successful

entrepreneurs can influence and support
potential entrepreneurs. A place to innovate and
produce relevant information, in which we can
leverage the spirit of the university.” - Impact
Enterprise

(@ Engaging with the Traditional Private Sector

Engaging the private sector is important in order to achieve scale
in the impact investment industry. Every person interviewed
mentioned the need to engage the private sector more in the
space. Some corporate entities are already supporting the impact
investment sector in Mexico, but interviewees expressed that
most of these corporations are still very cautious and conservative
in their involvement.
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“In Mexico corporations are still seeing
entrepreneurship as a marketing tool for

consumers. We need corporations to play an
active role in the market acquiring or investing
in small enterprises” - Investor

Most of the corporate engagement in the impact investing space
has taken place through corporate social responsibility (CSR)
departments. Some of these CSR initiatives have been instrumental
In supporting accelerator programs, and sponsoring events to
facilitate collaboration, networking, and research. Other corporate
representatives are actively leveraging their in-house professional
expertise. Corporate volunteer programs allow corporate
employees to offer their time and expertise on a pro-bono project
basis to impact entrepreneurs. Other private corporations are
exploring corporate venture capital in impact enterprises.
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“We need to start innovating on how

to engage with social entrepreneurs” -
Corporate representative

Engagement with the private sector can go much broader
and deeper. The impact investment sector needs to be able
to attract a variety of corporate actors to play different roles.
Some of these may include: provide philanthropic support for
impact enterprises, encouraging companies to include impact
enterprises as providers in their supply chain, and helping
companies play a role as investors or as strategic buyers to help
Create success stories for the industry.

Corporations are, for their part, still very conservative in their use
of investment dollars. Impact enterprises and the entrepreneurs
who run them need to prove their value to private sector actors,
and overcome the perspective that a large corporation can simply
replicate the services the impact enterprise offers in-house.

Though corporate entities are showing more interest in the field
of impact investing, if local corporations became leading and
influential stakeholders, the impact investing ecosystem would
flourish even more.

[] Public Sector Engagement

The recent creation of the INADEM has brought attention,
interest, and investment to the entrepreneurial sector in Mexico.
In addition to the investment the institute has provided to private
equity, venture capital, and impactinvesting funds in Mexico, it has
provided additional support to accelerators, incubators, capacity
development providers, ecosystem builders and entrepreneurs
themselves.

Nonetheless, the impact investment ecosystem in Mexico still
has a communication challenge. The Mexican government uses
the word "impact” to describe fast-growth enterprises, which are
referred to elsewhere as gazelles. This choice of terminology
creates confusion and clouds the goals and intentions of the
impact investing sector in the eyes of the public.
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In addition, there are other responsibilities that other governmental
institutions both at the state and national could assume. For
example, the public sector could create legislation to support
impact investing, which would help create a stronger enabling
environment for entrepreneurs and impact investment in general.

“As government officials, we should be getting
the word out there of what impact investment is,
that is part of our job in order to strengthen the

ecosystem” - Government official

Some state governments have already begun to propel and
incentivize impact investment. Most notably, the Secretary of
Innovation and Technology in Jalisco is leading an effort to create
a social impact bond to incentivize and support various activities
around social entrepreneurship. The state of Yucatan, in partnership
with Promotora Social Mexico, has also launched a local initiative
for social entrepreneurs, and also supports the development of the
Latin American Impact Investment Forum in the region.
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5.9 Conclusions

Growth in venture capital and private equity is correlated with the
growth of impact investment in Mexico. In fact, many VC firms in
Mexico are investing in alternative sectors such as energy, health,
financial technology much more than just technology.” This has
led to some co-investments by impact investors and venture capital
investorsinimpactenterprises. Impactinvestors are also recognizing
the increasing important of providing post-investment assistance to
their portfolio companies.

Investors remain positive about the fundraising and deal growth for
2016. Mexico has seen a significant growth of civil society actors in
the impact investment sector and the creation of the Alliance for
Impact Investment, the local chapter of the Global Social Impact
Investment Steering Group launched by the G8. However there the
need to address other aspects of the entrepreneurial ecosystem to
improve the supply of talent, impact measurement, and coordination
among and between sectors remains.
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5.10 Recommendations

Respondents were cautious when asked whether impact investing
is currently fulfilling its promise. Such caution is grounded in the
fact that the sector still needs to mature, professionalize, and
attract a broader and more diverse set of actors. New actors
have emerged to provide more support services, mentorship, and
financial assistance to entrepreneurs. Respondents perceive that
impactinvesting in Mexicois goingin theright direction, although
the 'right’ direction may differ depending on the stakeholder.
Nonetheless, all those interviewed expressed a strong intent to
continue working to strengthen and further the development of

“There is a risk we may attract too many actors
to the sector, without really having proof of

the impact investing sector.

what we are trying to achieve” - Investor
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Commitment

In the context of those good intentions, various challenges to the
sector remain. First, the sector is perceived to lack true innovators.
Second, respondents fear that the entrepreneurs active today
are not fully knowledgeable about the real context and the daily
nuances of the social problems they are trying to address. Impact
Investment may risk being a “fad” to millennials, who look for
mission-driven jobs without necessarily having the expertise to do
them. Third, the sector needs to take its commitment to impact
seriously, and with that it needs to develop rigorous evaluation
standards in order to lend credibility to the social and environmental

goals of both investors and the enterprises they support. Yet,
evaluation takes time, and the impact investment space is still too
young to have success stories to validate its impact claims.

“Ilwould like to see some gray hairsinthe sector,
we need experienced professionals within the

field” - Capacity Development Provider
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Communication with other sectors

Impact investors need to communicate their activities to
traditional sectors and industries active in Mexico more effectively.
Impact investment should be described as simply another asset
class managed by private equity advisors and banks. It should be
perceived as a sector that can attract talent: one in which major
universities, corporations, and public sector actors are involved.

“Social entrepreneurs need to be part of the
mainstream investment, we shouldn't exclude
ourselves as a boutique club, we should want to

change the 'normal’ standard” - Entrepreneur

Investors: Riskier approaches

There is also a call for fund managers and their investors to take
more risks. To date, a thin line has separated impact investment from
venture capital. In some cases, actors on each side of that line share
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or complete for investments. Impact investors should differentiate
themselves by making more frontier investments, taking more risks,
and creating more innovating investment structures.

Role of Universities

Universities are critical to talent development. Not only can they
plant the seed for entrepreneurial thinking, and help people
develop the skills to create new enterprises, but they can also
create awareness about the impact investment sector and can act
as a conduit to attract more talent to impact enterprises. There is
also a clear need for executive education programs for mid-career
experts that are interested in being part of the impact investment
sector.

Another opportunity exists to connect academic talent in
universities with stakeholders in the impact investment ecosystem
inorder to collectand better analyze date. Forexample, the industry
would benefit from studies on the most effective approaches to
impact measurement and assessment, research on sector-specific
challenges, or analysis of the effectiveness of social impact bonds.
The impact investment ecosystem needs to collaborate with
academia, especially given young people's growing interest in
mission-driven work.
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Private sector:

The private sector can support the impact investing industry in
various ways including through corporate venturing, building
ecosystem infrastructure such as capacity development providers,
and integrating impact enterprises into their value chain.

Another way that corporations or private foundations can
contribute is to invest in impact enterprises through social impact
bond, a form of public-private collaboration that can help spur the
sector forward.

Public Sector:

There remains consensus on the view that the government needs
to take a more active role in establishing a common foundation for
impact investing, including definitions, regulations, and incentives
to create a successful impact investment environment. For
example, the government could create a specific legal structure for
impact enterprises, incentivize investment in impact enterprises,
facilitate grant investments to businesses, and more.
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Collaboration:

Lastly, the sector needs to collaborate to address systemic
challenges and work together to mitigate risks. This could involve
influencing local philanthropy, corporations, and governmental
officials to actively participate in the sector. Impact investing
stakeholders also need to work together to create relevant and
accessible information to reach and inspire more entrepreneurs.

127






CONCLUSION




Q Mainstreaming Impact Investingin Latin America

Impactinvesting in Latin America is impossible to describe as a single,
unified industry. Within the region each country context is distinct,
from just emerging to more mature. Some of those more mature
markets are at a period of transition, with many investors soon looking
to exit their current investments. And in some of the more nascent
markets, much work needs to be done in strengthening the broader
entrepreneurial ecosystem, not just the environment for impact
enterprises.

However, in considering the future of the industry some broad trends
hold true for the region as a whole based on interviews and survey
responses.

Entrepreneurial solutions have the potential to sustainably solve the
region’s biggest challenges, but the impact investing industry must
grow across the region to reach this potential.

seccey

Conclusion

e Some markets are dominated by international players, or by
investors in one sector. These countries need to attract additional
local firms to impact investing.

¢ In countries with more a developed industry there is not
enough risk capital available for early stage impact enterprises.
And investors fear there ultimately there may not be enough
later stage Series B or C financing.

Attracting new actors and increased flows of capital to impact
investing will require coordinated promotion from current leaders in
the field. The fragmented, niche nature of the industry can prevent
it from growing, as potential new actors are not sure where to play,
entrepreneurs may not seek out impact capital, and high-quality
talent is not drawn to the industry.

e Impact investors should transparently share lessons from the
past ten years' experience, highlighting success cases and also
setting expectations about both financial return and impact
potential.
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There are three groups in particular that will be important to engage
in the coming years.

ay
ﬂ Government

Policies can be an important force to accelerate an industry —
or dampen its development. Among impact investors, there is
general consensus that the government should take a more active
role in supporting impact enterprises and impact investing. The
mechanisms governments could use to support the industry include
reducing the legal and regulatory challenges for impact-oriented
firms, creating tax incentives for impact investment, and supporting
the development of the entrepreneurial ecosystem.

Large corporations

Have an important role to play in impact investing. The private
sector can support the industry in various ways including through
corporate venturing, integrating impact enterprises into their value
chain, or investing corporate social responsibility funding into
developing the entrepreneurial ecosystem.

coccy
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'ﬁ‘Zl Universities

Can create broader awareness of impactinvesting, develop students’
skills necessary to enter the industry, and lead research.
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i Recommendations for Future Study

This report has left several issues with open questions that require
more in-depth study.

What valuation methodologies are used, and what are the drivers for
pricing in various sectors? Clarity on and a benchmark for valuation
methodologies could be especially useful to equity investors in
impact enterprises, especially for early stage businesses in sectors
that are still in development.

What impact measurement approaches can work best for key
sectors in the region: financial inclusion, agriculture, and health?
Specific areas to explore are methods for data collection, assessing
the existing evidence base, and compiling open data sources for
impact measurement.

What role does gender play in the impact investing industry?
Given the burgeoning practice of genderlens investing, better
understanding where the gaps lie will ensure that capital will be
well-placed to reduce gender inequality.

°?

Conclusion
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Appendix: Methodology & Participants

Methodology

Research took place in two phases. First, LAVCA distributed a survey
between December 2015 and March 2016 to 136 contacts that the
research team identified as highly likely impact investors. The survey
focused on transactions that took place in 2014 and 2015.

Second, the research team conducted a series of semi-structured
interviews with around 20 key actors each in Brazil, Colombia, and
Mexico. Interview subjects included actors that were not impact
investors, including representatives from government, corporations,
venture capital, entrepreneurs, and capacity development providers.

This approach, called a sequential mixed-methods approach, provided
qualitative data gathered through interviews to enhance, validate, and
provide context to the quantitative data collected from the survey.

All country research teams used a common interview guide developed
in consultation with all research partners and the advisory committee.

e The Brazil team, led by ANDE's Rebeca Rocha and Taina Costa and
Alberto Rossi, from LGT IV, conducted 20 interviews, which were
recorded. The research team at Insper then coded and analysed these
interviews using ATLAS.ti software. Interviews were tagged with ten
codes: i) Challenges; ii) Ecosystem; iii) Investment types; iv) Future of the
market; v) Innovation; vi) Impact measurement; vii) Manager motivation;
viii) Investor motivation; ix) Target projects; x) Risk-returns-impact.

* The Colombia team from the School of Management at Universidad de
los Andes, conducted 12 interviews. Each interview was recorded, and
the responses coded and analysed using NVivo software.

* ANDE's Katia Dumont with the support of Enrique Cervantes, conducted
24 semi-structured interviews. Responses were both tabulated during
the interview with pre-determined codes, and also coded after the fact
based on categories that were derived from the conversations.

Thank you to the individuals who took the time to participate in
interviews, and complete the survey.
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Interview Participants

Tahira Dosani, Accion Venture Lab
Daniel Ibri, Acelera Partners

Maure Pessanha, Artemisia

Bernardo Bonjean, Avante

Esteban Angel, Bamboo Finance
Fernando A. Sim&es Filho, Bem Te Vi
Leonardo Pamplona, BNDES

Pedro Massa, Coca-Cola Brasil

Rodrigo Menezes, Derraik & Menezes
Luis Fernando Guggenberger & Aline Mamede Alvarenga, Fundacgdo Telefonica-Vivo B RAZ I L

Bruno Cani Stussi Neves, Gera Venture

Beto Scretas, ICE

Jon Bloom, Kiva

Juan Carlos Moreno, LGT Impact Ventures
Henrique Martins de Araujo, BID-Fomin

Kim Machlup, MOV Investimentos
Humberto Matsuda, Performa Investimentos
Vivianne Naigeborin, Potencia Ventures
Krishna Aum de Faria, SEBRAE

Rob Packer, SITAWI - Financas do Bem
Daniel 1zzo, Vox Capital

Rodrigo Brito, World Transforming Technologies - WTT
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Interview Participants

Santiago Alvarez, Acumen

Daniel Gonzalez, Avina Foundation

Bernard Eikenberg, Bamboo Finance

Blanca Ariza, Bavaria Foundation

Andrés Bello, Bolivar Foundation

Paula Arango, Elevar Equity

Alberto Riafno, Fondo Inversor

Maria Antonia Hoyos, Fundacion Capital

Hector Cateriano, Small Enterprise Assistance Fund (SEAF) CO LO M B IA
Esteban Velasco, Velum Ventures

Camilo Botero, Veronorte

Camilo Santa, Yunus Social Business
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Interview Participants

Miguel Duhalt, Adobe Capital

Fernando Lelo de Larrea, ALL Venture Partners
Hernan Fernandéz, Angel Ventures Mexico
Alejandro Diez Barroso, Dila Capital

Nathalie Prado, EcoEnterprises Fund

Francisco Larysse, EGADE Business School

Karla Breceda, El Buen Socio

Luis Ramirez, FEMSA

Patricia Armendariz, Financiera Sustentable
Fulvia Morales, Fomento Social Banamex

Kusi Hornberger, Global Partnerships M EX I CO
Adriana Tortajada, INADEM

Eric Perez-Grovas, Jaguar Ventures

Antoine Cocle, Kaya Impacto

Rodrigo Villar, New Ventures Mexico

Rafael de la Guia, Omydiar Network

Rodolfo Diez, Promotora Social México
Jernomino Bollen, Root Capital

Fernando de Obeso, Salud Facil

Cristina Yoshida Fernandez, Secretaria de Tecnologia e Innovacion, Jalisco
Alexander Eaton, Sistema Biobolsa

Gonzalo Hernandéz, Universidad Iberoamericana
José Medina, Unreasonable Institute México
Amanda Jacobson, Village Capital
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