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Introduction:
On June 2nd, Latimpacto hosted a webinar for its community members on impact linked
finance. Bjoern Struewer, Founder & CEO at Roots of Impact, and Patrizia Baffioni
Impact-Linked Finance Leader at Roots of Impact, were the main speakers.

Roots of Impact is an advisory firm specialized in innovative and blended finance that
collaborates closely with public funders and impact investors across the globe to scale
high-performing enterprises and innovations with strong potential for impact. The guest
speakers from this organization were:

A brief overview of their journey to provide context: They are based in Germany. However,
their impact-linked finance work started in Latinamerica in 2016, with some partners from
the area. Now, they have expanded worldwide and work with organizations that can provide
catalytic funding. They develop a very innovative model that they like to explain in three key
ideas:

Idea 1: Money is waiting at the end of the pipeline

- What do 80% of impact enterprises serving the Bottom of the Pyramid have in
common? They all have a pattern, and the same challenge: they are not operating at
or near the scale and are not ready to take on investment.

- The typical target enterprises everybody is most interested in, because they create
substantial social benefits might not always fit investors because they are simply too
risky for their business model compared to the return they can generate. Return and
risk have to be in balance, but usually, it doesn’t happen in high-impact
organizations.

- We are always asking, when is an enterprise ready for investors? So investors are
always waiting at the end of the pipeline. The problem is: between the Start Up
stage and the maturity, there is a critical stage where the enterprise is too large for
grant programs or microfinance and too small (and risky) for institutional investors. It
is crucial to find solutions to overcome this point.

- In terms of impact, it is imperative to see these enterprises not only generate direct
impact if they are able to scale; but they also generate indirect impact such as
inspiring others to replicate.

Idea 2: Deep impact needs more than traditional finance

- New investment structures need to be developed in order to finance social solutions
since traditional finance is not reaching these initiatives.

- The unique thing about impact enterprises is not only creating financial value but
social impact, that is not always appreciated in market prices. So the question they
needed to answer was: What if social value mattered to the businesses?

- Social impact incentives -SIINC- were the answer they came up with. They realized
they could get ideal investors who valued social development, such as public
funders or philanthropic funders. They could help overcome the critical stage that
was holding social enterprises back to cover their costs on the early stage.

- How do SIINCs work? The transaction is based on two contracts. One between the
outcome payer, someone who really cares about impact, could be a foundation or a
public funder, who signs the contract with the Impact Enterprise. Often outcomes
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get verified, and then the outcome payer pays the money to the outcome
enterprise. The second contract is between the investor and the impact enterprise. It
might look similar to an impact bond model, but is different due to separated
contracts and parts.

- What does it take to actually do a SIINC?
- Strong evidence for impact.
- Potential for scalability over time to become commercially self-sustainable; or

the possibility of entering into public contracting in cases where the
government is willing to pay for an essential service.

- Direct and measurable outcomes or proxies.
- Market failure because to achieve their aim, they are in a position of

prioritizing impact over profit.

Idea 3: Better terms for better impact: their claim for impact linked finance

- They believe impact enterprises should be rewarded for the value they create for
society.

- They found out that they could be the investor too. That way, counting on very
patient investors, entrepreneurs would get rewarded for all the value they create, for
example, by forgiving the last installment payment on a loan. They looked for a way
to make this a must for any financial instrument they work with.

- To go from SIINC to Impact-Linked Finance they define their model as a hybrid
between Blended Finance, Impact Investing, and Results-Bases Finance because it
shares characteristics of all these practices and can be implemented in different
ways.

- Some of the Impact-Linked Finance instruments beyond SIINC are:
- Reimbursable or convertible SIINC: potential repayment or conversion, for

example, based on profitability triggers.
- Impact-Linked Loan: reduction of interest rates according to achievement of

development outcomes.
- Impact-Linked Revenue Share Agreement: reduction of repayment cap

according to achievement of development outcomes.

Lessons learned for practitioners of Impact-Linked Finance:

- To prepare enterprises for SIINC, it is important they learn about good impact
measurement and management practice.

- Co-creating incentive schemes together with entrepreneurs is a very powerful
approach for both enterprises and outcome funders.

- Sector-specific programs allow to compare better individual Impact-Linked Finance
transactions and create substantial efficiencies in the structuring process.

- Technology will play a significant role in enabling better impact measurement and
management: It will accelerate the practice of linking finance to impact.

- It is crucial in any transaction to understand where additionality lies - it can take
different forms, depending on the enterprise’s concrete context and needs.

- SIINC is only one tool of the vast Impact-Linked Finance toolbox: impact rewards
can be integrated into any financial instrument.

Impact-Linked Finance Bootcamp:

Roots of Impact and Latimpacto offer an Impact-Linked Finance Bootcamp to deepen and
study financial solutions that directly link financial rewards to the achievement of positive
social outcomes that can take many forms. They can include direct incentive payments,
reduced interest rates, or payment obligations for achieving positive results (as opposed to



outputs). This Bootcamp offers a unique opportunity to learn how to embed rewards into
any financial instrument and how to design enterprise-friendly financing solutions that make
impact count.

You can find more information in the Bootcamp brochure at this link.

About Latimpacto:
Our purpose is to mobilize providers of different types of capital to ensure a more

efficient deployment of financial and non-financial resources, thus generating a positive,
sustainable and long-term social and environmental impact.
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