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baCkground

Despite tremendous interest among 
impact investors in achieving both 
PDUNHW�UDWH�ĆQDQFLDO�UHWXUQV�DQG�VRFLDO�RU�
environmental impact, there has not been a 
ĆQDQFLDO�SURGXFW�WR�GDWH�WKDW�H[SOLFLWO\�OLQNV�
ĆQDQFLDO�UHWXUQV�ZLWK�LPSDFW�

0RUHRYHU��QRQSURĆW�RUJDQL]DWLRQV�KDYH�
largely been left out of the impact investing 
PRYHPHQW���'HVSLWH�WKHLU�LQKHUHQW�PDQGDWH�
to achieve social impact, there are very few 
ZD\V�WR�LQYHVW�LQ�QRQSURĆW�RUJDQL]DWLRQV�
DQG�HDUQ�ĆQDQFLDO�UHWXUQV��WKHUHE\�OLPLWLQJ�
QRQSURĆW�DFFHVV�WR�WKLV�JURZLQJ�SRRO�RI�
LQYHVWPHQW�FDSLWDO���

Other than loans or loan funds, the vehicles 
that have been developed to invest in 
WKH�ZRUN�RI�QRQSURĆW�RUJDQL]DWLRQV�DUH�
EHVSRNH�DQG�HQWDLO�VLJQLĆFDQW�OLPLWDWLRQV��
including the inability to replicate quickly 
DQG�VFDOH��

The Impact Security represents a unique 
VROXWLRQ�WR�WKHVH�FKDOOHQJHV���7KH�,PSDFW�
Security is an innovative, proprietary 

ĆQDQFLDO�SURGXFW�WKDW�H[SOLFLWO\�OLQNV�
ĆQDQFLDO�UHWXUQV�ZLWK�LPSDFW���7KH�,PSDFW�
Security offers donors a new way to give 
WKDW�PD[LPL]HV�LPSDFW��SURYLGHV�LPSDFW�
LQYHVWRUV�ZLWK�D�VWUHDPOLQHG�ĆQDQFLDO�
SURGXFW�WKDW�SD\V�ĆQDQFLDO�UHWXUQV�
EDVHG�RQ�LPSDFW��DQG�HQDEOHV�QRQSURĆW�
RUJDQL]DWLRQV�WR�DFFHVV�QHZ�VRXUFHV�RI�
FDSLWDO�ZLWK�D�IRFXV�RQ�LPSDFW�

A NEW WAY TO FUND IMPACT

 Đ Donors – a new way to donate 
WKDW�PD[LPL]HV�LPSDFW

 Đ Impact Investors�å�D�VWDQGDUGL]HG�
ĆQDQFLDO�SURGXFW�WKDW�H[SOLFLWO\�
OLQNV�ĆQDQFLDO�UHWXUQV�ZLWK�LPSDFW

 Đ �omruoC|��u]-mb�-ࢼomv – a new 
fundraising tool that enables 
access to new sources of capital 
tied to impact performance

Impact investing is a fast-growing asset class that represents a 
UDGLFDO�QHZ�DSSURDFK�WR�LQYHVWLQJ�LQ�FRPSDQLHV��RUJDQL]DWLRQV��
ĆQDQFLDO�SURGXFWV��DQG�IXQGV�WKDW�VWULYH�WR�JHQHUDWH�PHDVXUDEOH�
VRFLDO�RU�HQYLURQPHQWDO�LPSDFW�DORQJVLGH�ĆQDQFLDO�UHWXUQV�

BACKGROUND
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definiTion

THE IMPACT SECURITY
The Impact Security must have the 
IROORZLQJ�ĆYH�FKDUDFWHULVWLFV�

��� The proceeds of issuance, excluding 
transaction fees, are deployed 
exclusively to advance an entity’s 
charitable mission

��� The terms of the instrument specify a 
predetermined set of impact outcome(s)

��� The terms of the instrument include 
the public reporting of an objective, 
predetermined process for third-party 
measurement and/or evaluation of 
impact outcome(s)

��� A predetermined outcome payor(s) 
undertakes responsibility either to 
guarantee the issuer’s obligation to 
repay investors, or to make payments of 
the contingent returns to the investors 
on behalf of the issuer

��� $Q�LQYHVWRUèV�ĆQDQFLDO�UHWXUQ�LV�YDULDEOH�
based upon predetermined impact 
outcome(s)

Because the Impact Security is issued 
E\�D�QRQSURĆW�RUJDQL]DWLRQ��IRXQGDWLRQ��
government, or supranational entity, the 
offering is exempt from SEC registration 
UHTXLUHPHQWV�

The Impact Security combines the 
contingent returns concept found in pay-
IRU�VXFFHVV�ĆQDQFLQJV�ZLWK�DQ�HVWDEOLVKHG��
scalable and tradable capital markets 
VWUXFWXUH��D�GHEW�VHFXULW\�

7KH�,PSDFW�6HFXULW\�LV�D�GHEW�VHFXULW\�LVVXHG�E\�D�QRQSURĆW�
RUJDQL]DWLRQ��IRXQGDWLRQ��JRYHUQPHQW��RU�VXSUDQDWLRQDO�HQWLW\��
featuring variable returns that are contingent on the achievement of 
SUHGHWHUPLQHG�LPSDFW�PHWULFV��

DEFINITION

A NEW FINANCIAL PRODUCT

 Đ ,VVXHG�E\�D�QRQSURĆW�RUJDQL]DWLRQ��
foundation, government, or 
supranational entity

 Đ Established, scalable, tradable 
debt security structure

 Đ Offering exempt from SEC 
registration requirements

 Đ Variable returns tied to impact

DONATE VS. INVEST

The words “donate” and “invest” are often 
XVHG�LQWHUFKDQJHDEO\�LQ�WKH�QRQSURĆW�
VHFWRU���)RU�SXUSRVHV�RI�WKLV�SDSHU��WKH�
WHUPV�ZLOO�EH�XVHG�DV�GHĆQHG�KHUH�

	om-ࢼom – a tax-deductible 
ĆQDQFLDO�FRQWULEXWLRQ�WR�D�QRQSURĆW�
RUJDQL]DWLRQ�

Investment – the purchase of an 
asset with the expectation of future 
ĆQDQFLDO�UHWXUQV�
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ParTiCiPanTs

DONORS
Donors may include foundations, family 
RIĆFHV��FRUSRUDWLRQV��DQG�LQGLYLGXDOV�ZKR�
want to make tax-deductible donations and/
or qualifying distributions directly or through 
vehicles, such as Donor Advised Funds 
�'$)V����*RYHUQPHQWV�PD\�SDUWLFLSDWH�DV�
donors, or grant-makers, at the federal, 
VWDWH��FRXQW\��DQG�FLW\�OHYHOV���6XSUDQDWLRQDO�
entities that include the United States as a 
PHPEHU�PD\�SDUWLFLSDWH�DV�GRQRUV�DV�ZHOO�

INVESTORS
Investors may include anyone interested 
in impact investing opportunities that 
have the potential to yield both social 
DQG�ĆQDQFLDO�UHWXUQV���%HFDXVH�WKH�
Impact Security is an “exempt security,” 
investments may be accepted from non-
accredited and accredited investors, 
including, but not limited to, individuals, 
retail investors, institutional investors, 
IDPLO\�RIĆFHV��HQGRZPHQWV��DQG�
foundations making program related 
investments (PRIs) or mission related 
LQYHVWPHQWV��05,V��

NONPROFIT ORGANIZATIONS
1RQSURĆW�RUJDQL]DWLRQV�LQFOXGH�,56�
approved 501(c)(3) charities, private 
foundations and private operating 
foundations, as well as entities established 
RU�RUJDQL]HG�DQG�RSHUDWHG�H[FOXVLYHO\�IRU�
charitable purposes and not for pecuniary 

SURĆW��LQFOXGLQJ�D�VSHFLDO�SXUSRVH�HQWLW\�
formed for the sole purpose of investing in 
D�QRQSURĆW�RUJDQL]DWLRQ�

INTERMEDIARIES
The assistance of several intermediaries is 
required to structure and offer an Impact 
6HFXULW\���7KHVH�PD\�LQFOXGH�VWUXFWXULQJ�
DGYLVRUV��DWWRUQH\V��ĆVFDO�DJHQWV��
intermediaries, evaluators, placement 
DJHQWV��DQG�LPSDFW�DXGLWRUV�

The Impact Security brings together donors, impact investors, and 
QRQSURĆW�RUJDQL]DWLRQV�

PARTICIPANTS

INVESTING IN A 
NONPROFIT ORGANIZATION

$�QRQSURĆW�RUJDQL]DWLRQ�PXVW�
exist for a charitable purpose and 
FDQQRW�HQJDJH�LQ�IRU�SURĆW�DFWLYLWLHV���
3XUVXDQW�WR�,56�UHJXODWLRQV��QRQSURĆW�
executives and/or board members 
FDQQRW�SURĆW�IURP�D�WUDQVDFWLRQ��EXW�
GHEW�FDQ�EH�UHSDLG�ZLWK�LQWHUHVW���7KH�
debt repayment component of the 
Impact Security is similar to loans that 
QRQSURĆW�RUJDQL]DWLRQV�FRPPRQO\�
UHFHLYH�IURP�WUDGLWLRQDO�OHQGHUV���,Q�
both cases, the debt is repaid using 
GRQDWLRQV�RU�HDUQHG�UHYHQXH�
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MeChaniCs

7KH�,PSDFW�6HFXULW\�HQDEOHV�D�QRQSURĆW�RUJDQL]DWLRQ��IRXQGDWLRQ��
government entity, or supranational entity to issue debt with 
conditional payments associated with the achievement of 
SUHGHWHUPLQHG�LPSDFW�PHWULFV�E\�WKH�VHUYLFH�SURYLGHU�

7KH�IROORZLQJ�LV�D�VXPPDU\�RI�WKH�IXQFWLRQV��UROHV�DQG�HOLJLEOH�SDUWLFLSDQWV�LQ�DQ�,PSDFW�6HFXULW\�

MECHANICS

FUNCTION ROLE ELIGIBLE PARTICIPANTS

Issuer An issuing entity issues the 
Impact Security

 Đ 501(c)(3) or 501(c)(4) entity, including 
a public charity, private foundation, 
or private operating foundation

 Đ 3RROHG�QRQSURĆW�YHKLFOH

 Đ Another entity established or 
RUJDQL]HG�DQG�RSHUDWHG�H[FOXVLYHO\�
for charitable purposes and not for 
SHFXQLDU\�SURĆW

 Đ A special purpose entity formed for 
the sole purpose of investing in a 
QRQSURĆW

 Đ A governmental entity (federal, state, 
county, or city)

 Đ 6XSUDQDWLRQDO��H�J���:RUOG�%DQN��
that includes the United States as a 
member

Investor An interested investor will 
SXUFKDVH�DQ�,PSDFW�6HFXULW\��WKH�
investor buys the Impact Security 
as an investment and not as a 
GRQDWLRQ�

The investor invests upfront 
ULVN�FDSLWDO�DQG�PD\�UHDOL]H�
ĆQDQFLDO�UHWXUQV�FRQWLQJHQW�RQ�
WKH�DFKLHYHPHQW�RI�WKH�VSHFLĆHG�
LPSDFW�PHWULFV�

 Đ Accredited and non-accredited 
individual investors

 Đ Institutional investors

 Đ Corporations

 Đ Foundations making PRIs/MRIs
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MeChaniCs

FUNCTION ROLE ELIGIBLE PARTICIPANTS

Donor (or Outcome 
Payor)

The donor (or outcome 
payor) commits to make a 
tax-deductible or qualifying 
donation, or government grant, 
payable contingent on the 
achievement of predetermined 
LPSDFW�PHWULFV�

 Đ Government (federal, state, county, 
or city)

 Đ Foundation

 Đ Corporation

 Đ Individual

 Đ Supranational entity

 Đ Donor Advised Fund

Service Provider $Q�LPSOHPHQWLQJ�DJHQF\�XWLOL]HV�
the proceeds to undertake 
activities to achieve the 
SUHGHWHUPLQHG�LPSDFW�RXWFRPHV�

 Đ 501(c)(3) entity, including a public 
charity, private foundation, or private 
operating foundation

 Đ 3RROHG�QRQSURĆW�YHKLFOH

 Đ Another entity established or 
RUJDQL]HG�DQG�RSHUDWHG�H[FOXVLYHO\�
for charitable purposes and not for 
SHFXQLDU\�SURĆW

Intermediaries Intermediaries assist with 
RIIHULQJ��VDOHV��WUDQVIHUV�DQG�RU�
H[FKDQJHV��DQG�DXGLWLQJ�RI�DQ�
,PSDFW�6HFXULW\�

 Đ Structuring Advisors

 Đ Attorneys

 Đ Fiscal agents (or trustees)

 Đ Intermediaries

 Đ Evaluators

 Đ Placement agents

 Đ Impact auditors
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flow of funds

FLOW OF FUNDS
7KH�IROORZLQJ�LV�D�SRVVLEOH�RIIHULQJ�VWUXFWXUH�LQYROYLQJ�WKH�LVVXDQFH�RI�DQ�,PSDFW�6HFXULW\���
)RU�DGGLWLRQDO�RIIHULQJ�VWUXFWXUH�DOWHUQDWLYHV��SOHDVH�VHH�WKH�$SSHQGL[�

Diagram 1 – Standard Flow of Funds

INVESTOR(S)
Upfront Investment 

Capital

OUTCOME PAYOR(S)
Performance Based 

Donations

ISSUER

SERVICE PROVIDER
Implement Services 

& Report Impact

Donation Pledge

Investment

Impact Security

Payment of 
donation, 
principal, returns, 
and/or bonus 
based on impact 

1

2

3

4
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exaMPle TransaCTion

EXAMPLE TRANSACTION
IMPACT GOALS

 Đ Empower 10,00 people to lift themselves out of poverty through employment

 Đ $FKLHYH�RUJDQL]DWLRQDO�VHOI�VXVWDLQDELOLW\

DEAL TERMS

ISSUER 1RQSURĆW�2UJDQL]DWLRQ INVESTMENT AMOUNT $8 million USD

TERM 5 years MAXIMUM  INVESTOR 
REPAYMENT

$10 million USD

IMPACT METRIC Audited worker earnings

FLOW OF FUNDS

IMPACT 
INVESTORS

Commit $8 
million in 
upfront risk 
capital by 
purchasing 
the Impact 
6HFXULW\�

IMPACT 
INVESTORS

Are paid 
up to $10 
million, 
principal plus 
interest, over 
years 2-5 
as impact is 
DFKLHYHG�

NONPROFIT 
ORGANIZATION

Uses the $8 
million to achieve 
the impact goals 
DV�YHULĆHG�E\�DQ�
independent 
third- party 
DXGLWRU�

PRIVATE 
DONORS

)XOĆOO�WKHLU�
donation pledge 
of $8 million to 
WKH�QRQSURĆW�
RUJDQL]DWLRQ�
over years 2-5 
as impact is 
DFKLHYHG�

PRIVATE 
DONORS

Pledge to donate 
$10 million to 
WKH�QRQSURĆW�
RUJDQL]DWLRQ�
if the impact 
metric is 
DFKLHYHG�
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sTruCTure

1.  ISSUER
The issuer should be:  (i) a 501(c)(3), 501(c)
����RU�D�êSRROHG�QRQSURĆW�YHKLFOH�ë��LL��
DQRWKHU�HQWLW\�HVWDEOLVKHG�RU�RUJDQL]HG�
and operated exclusively for charitable 
SXUSRVHV�DQG�QRW�IRU�SHFXQLDU\�SURĆW���LLL��D�
special purpose entity formed for the sole 
SXUSRVH�RI�LQYHVWLQJ�LQ�D�QRQSURĆW��RU��LY��D�
JRYHUQPHQWDO�HQWLW\�

2.  OUTCOME PAYOR
The issuer or a third-party payor or 
guarantor may undertake the obligation, on 
behalf of the issuer, to make payments to 
the holders of the Impact Security to the 
H[WHQW�WKDW�WKH�VSHFLĆHG�FRQWLQJHQFLHV��L�H���
the achievement of impact performance 
WDUJHWV��DUH�PHW�

3.  USE OF PROCEEDS
The use of the proceeds raised through 
the issuance of the security must be clearly 
disclosed in the offering materials, and the 
proceeds, excluding transaction costs, must 
be deployed exclusively to further the social 
SXUSRVH�RI�WKH�VHUYLFH�SURYLGHU�

The issuer should make certain 
representations and warranties relating to its 
intended use of proceeds and will covenant 
not to use the proceeds for any purpose 
RWKHU�WKDQ�WKH�VSHFLĆHG�XVHV�

The terms of the security should require 
the issuer or independent third party to 

provide an attestation or report regarding 
GHSOR\PHQW�RI�IXQGV�

'LVFORVXUHV�RI�UHOHYDQW�DXGLWHG�ĆQDQFLDO�
statements should be made and the terms of 
the Impact Security should outline where and 
how such reports will be made available to 
LQYHVWRUV�DQG�LQWHUHVWHG�PDUNHW�SDUWLFLSDQWV�

4.  DEBT STRUCTURE
The Impact Security should be structured 
as a contingent payment debt obligation of 
WKH�LVVXHU���7KH�VHFXULW\�VKRXOG�LQFRUSRUDWH�
a contingent repayment component 
whereby certain payments, which may be 
interest payments and/or principal amounts 
(or both), are tied to, or contingent upon, 
WKH�DFKLHYHPHQW�RI�VSHFLĆHG�LPSDFW�
SHUIRUPDQFH�WDUJHWV��

,Q�RUGHU�WR�EH�FKDUDFWHUL]HG�DV�D�êGHEW�
security,” the Impact Security must 
evidence a promise to pay the certain (non-
contingent) payments on the security and 
the holder of the debt security must have 
the recourse or remedies typically available 
WR�D�GHEW�KROGHU�

As is the case with debt securities issued 
by corporate obligors, the Impact Security 
may be issued pursuant to the terms of a 
êQRWH�SXUFKDVH�DJUHHPHQW�ë�D�êĆVFDO�DJHQF\�
DJUHHPHQW�ë�RU�DQ�êLQGHQWXUH�ë

All disclosures relating to the Impact 
Security should identify the security as a 
GHEW�VHFXULW\���7KH�WHUPV�VKRXOG�PDNH�FOHDU�
WKDW�WKH�GHEW�VHFXULW\�LV�WUDQVIHUDEOH�

,Q�RUGHU�WR�SURPRWH�DQG�DFKLHYH�VWDQGDUGL]DWLRQ��WUDQVSDUHQF\�DQG�
disclosure, an Impact Security should meet the following criteria:

STRUCTURE
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sTruCTure

5.  FISCAL AGENT OR TRUSTEE
7KHUH�VKRXOG�EH�D�ĆVFDO�DJHQW��LVVXLQJ�
and paying agent or indenture trustee 
LQGHSHQGHQW�RI�WKH�LVVXHU���6XFK�HQWLW\�DOVR�
will act as “registrar” (in the event that the 
securities are not issued and cleared through 
a central depository, like The Depository Trust 
Company, Euroclear, or Clearstream) for the 
securities and will facilitate sales, transfers 
or exchanges of the securities, as well as 
SD\PHQWV�RQ�WKH�VHFXULWLHV�

6.  DEBT SECURITY IDENTIFIER
To the extent that the issuer of the Impact 
6HFXULW\�RU�WKH�ĆQDQFLDO�LQWHUPHGLDU\�
assisting the issuer (whether acting as a 
placement agent or an underwriter) obtains 
D�VHFXULW\�LGHQWLĆHU��L�H���D�&86,3�QXPEHU��
an ISIN or similar), so that the security 
can be held in a brokerage account, it will 
REWDLQ�D�êGHEWë�LGHQWLĆHU�

7.  IMPACT EVALUATION & REPORTING
At issuance, the terms of the Impact 
Security must declare the predetermined 
desired impact outcome(s) as well as 
the evaluative tools(s), process(es) and/
or statistical method(s) by which impact 
RXWFRPH�V��ZLOO�EH�PHDVXUHG�

An independent, third party impact auditor 
should be appointed to verify the impact 
RXWFRPHV�

The security should identify a 
predetermined reporting schedule over 
the lifetime of the security appropriate to 
the impact outcome(s) being measured and 
UHVXOWLQJ�LQYHVWRU�SD\PHQWV���7KH�VHFXULW\�
should identify where the reports will be 
PDGH�SXEOLFO\�DYDLODEOH�

8.  INVESTOR REPAYMENT TERMS
The documentation should clearly disclose 
all investor repayment terms, rates and 
VFKHGXOHV�

SECURITY QUALIFICATIONS

$Q�,PSDFW�6HFXULW\�TXDOLĆHV�DV�D�êVHFXULW\ë�DV�GHĆQHG�LQ�6HFWLRQ���D�����RI�WKH�
Securities Act, which includes traditional instruments such as notes, stock, bonds 
DQG�VLPLODU�LQVWUXPHQWV���$OWKRXJK�WKH�,PSDFW�6HFXULW\�PD\�EH�FRQVLGHUHG�QRYHO��WKH�
LQVWUXPHQW�ĆWV�ZLWKLQ�WKH�FRQFHSW�RI�D�êQRWHë�RU�DQ�êLQYHVWPHQW�FRQWUDFW�ë�

$Q�êLQYHVWPHQW�FRQWUDFWë�LV�GHĆQHG�DV�DQ\�FRQWUDFW�RU�WUDQVDFWLRQ�ZKHUHE\�D�SHUVRQ�
�L��LQYHVWV�PRQH\���LL��ZLWK�WKH�H[SHFWDWLRQ�RI�SURĆWV��WKDW��LLL��GHSHQGV�RQ�WKH�HIIRUWV�
RI�RWKHUV�WR�UHDOL]H�WKH�EHQHĆW�RI�LWV�LQYHVWPHQW���7KH�,PSDFW�6HFXULW\�LQYROYHV�D�
PRQHWDU\�LQYHVWPHQW��QRW�D�GRQDWLRQ��IURP�LQYHVWRUV���,QYHVWRUV�ZLOO�EH�DZDUH�RI�WKH�
SRWHQWLDO�IRU�SURĆW���$QG��ODVWO\��WKH�UHWXUQ�RQ�WKH�,PSDFW�6HFXULW\�GHSHQGV�H[FOXVLYHO\�
RQ�WKH�HIIRUWV�RI�WKH�QRQSURĆW�VHUYLFH�SURYLGHU��QRW�WKH�GRQRU�RU�LQYHVWRU��
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regisTraTion

NONPROFIT ISSUER
,Q�WKH�8QLWHG�6WDWHV��D�QRQSURĆW�LVVXHU�FDQ�
offer its securities publicly in reliance on 
the exemption provided by Section 3(a)(4) 
RI�WKH�6HFXULWLHV�$FW�RI�������DV�DPHQGHG�

Section 3(a)(4) of the Securities Act 
exempts from the registration requirement 
êDQ\�VHFXULW\�LVVXHG�E\�D�SHUVRQ�RUJDQL]HG�
and operated exclusively for religious, 
educational, benevolent, fraternal, 
charitable, or reformatory purposes and not 
IRU�SHFXQLDU\�SURĆW�ë

An IRS tax ruling as to 501(c)(3) status 
GRHV�QRW�JXDUDQWHH�WKDW�WKH�LVVXHU�TXDOLĆHV�
IRU�WKH�6HFWLRQ���D�����H[HPSWLRQ���,I�WKH�
issuer, despite its tax-exempt status, serves 
a substantial non-charitable purpose, or if 
any part of its net earnings “inures to the 
EHQHĆW�RI�DQ\�SHUVRQ��SULYDWH�VWRFNKROGHU�
or individual,” it will not be able to avail 
LWVHOI�RI�WKH�6HFWLRQ���D�����H[HPSWLRQ�

GOVERNMENT ISSUER
In the United States, a US government 
issuer can offer securities in a public 
offering in reliance on the exemption 
provided by Section 3(a)(2) of the Securities 
$FW�RI�������DV�DPHQGHG�

An Impact Security can also be issued by 
international governments, international 
RUJDQL]DWLRQV��DQG�VXSUDQDWLRQDO�HQWLWLHV�

PRACTICAL IMPLICATIONS
In practical terms, the exemption from the 
registration requirements is helpful in that 
it means:

 Đ The issuer does not have to prepare 
DQG�ĆOH�D�UHJLVWUDWLRQ�VWDWHPHQW��ZKLFK�
would require substantial time, effort 
and expense

 Đ 7KH�LVVXHU�DQG�LWV�ĆQDQFLDO�LQWHUPHGLDU\�
may use general solicitation and offer 
the securities publicly, reaching a 
potentially larger audience of interested 
impact investors

 Đ The offering would not be required to 
be structured as a private placement 
(where communications about the 
offering would be limited or where the 
offering would be open only to certain 
types of investors)

 Đ &HUWDLQ�QRWLFH�DQG�RWKHU�ĆOLQJV�ZLOO�
be required to be made in states that 
do not have exemptions from Blue 
Sky registration requirements for the 
VHFXULWLHV�RI�QRQSURĆWV

 Đ The securities can settle through a 
depository, like DTC, and can be held 
through a brokerage account

 Đ The securities would not be subject to 
transfer restrictions

7KH�,PSDFW�6HFXULW\�LV�H[HPSW�IURP�6(&�UHJLVWUDWLRQ�

REGISTRATION REQUIREMENTS
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regisTraTion

STATE REGISTRATIONS
Whereas the Securities Act regulates the 
offer and sale of securities at the federal 
level, each individual state has its own 
VHW�RI�VHFXULWLHV�ODZV���7KHVH�VWDWH�ODZV�
DUH�NQRZQ�DV�ê%OXH�6N\�ODZV�ë�:KLOH�%OXH�
Sky laws vary from state to state, these 
laws generally require that securities 
be registered with state securities 
commissioners prior to their offer or sale 
ZLWKLQ�WKH�VWDWH���$V�VXFK��D�VLQJOH�FODVV�
of securities may need to be registered in 
several states (in addition to any federal 
UHJLVWUDWLRQ�UHTXLUHPHQW����$V�LV�WKH�FDVH�
under the Securities Act, the majority of 
Blue Sky laws include exemptions from 
UHJLVWUDWLRQ���7KHVH�H[HPSWLRQV�YDU\�IURP�
VWDWH�WR�VWDWH�

Federal law also creates a category of 
securities that are exempt from all state 
registration requirements (“Covered 
6HFXULWLHVë����8QIRUWXQDWHO\��VHFXULWLHV�
LVVXHG�E\�QRQSURĆWV�DUH�QRW�LQFOXGHG�LQ�WKH�
OLVW�RI�&RYHUHG�6HFXULWLHV�

In summary, before offering or selling 
securities in a particular state, and unless 
the Impact Security can otherwise be 
structured as a Covered Security, the 
VWDWHèV�%OXH�6N\�ODZV�PXVW�EH�DQDO\]HG�WR�
GHWHUPLQH�ZKHWKHU�UHJLVWUDWLRQ��ĆOLQJV�RU�
IHHV�DUH�UHTXLUHG���0RVW�VWDWHV�SURYLGH�IRU�
H[HPSWLRQV�IRU�����F�����HQWLWLHV�

ANTI-FRAUD PROVISIONS
Regardless of whether a security is exempt 
from certain requirements under the 
Securities Act, the Exchange Act or state 
securities laws, the anti-fraud provisions of 
WKH�VHFXULWLHV�ODZV�ZLOO�FRQWLQXH�WR�DSSO\���
:KLOH�WKH�VSHFLĆF�DQWL�IUDXG�SURYLVLRQV�
may differ, they all generally prohibit the 
use of any scheme to obtain money by 
means of an untrue statement or omission 
of a material fact, or by any manipulative 
or deceptive device, in connection with the 
SXUFKDVH�RU�VDOH�RI�VHFXULWLHV���$�YLRODWLRQ�
of these anti-fraud provisions can result in 
FLYLO�OLDELOLW\���$V�D�UHVXOW��GLVFORVXUHV�DQG�
offering materials used in connection with 
the offer and sale of any Impact Securities 
VKRXOG�EH�YHWWHG�FDUHIXOO\�
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USE OF PROCEEDS BONDS
The Impact Security has a different return 
SURĆOH�WKDQ�WUDGLWLRQDO�8VH�RI�3URFHHGV�
Bonds that seek to have a social impact, 
such as Social Bonds, Health Bonds, 
RU�*UHHQ�%RQGV���7KH�,PSDFW�6HFXULW\�
features a variable or contingent return 
tied to impact achievement whereas Use 
RI�3URFHHGV�%RQGV�KDYH�D�Ć[HG�UHWXUQ�
LQGHSHQGHQW�RI�LPSDFW�RXWFRPHV���,Q�D�
Use of Proceeds Bond, impact reporting is 
YROXQWDU\��DOWKRXJK�HQFRXUDJHG���/LNH�WKH�
Impact Security, Use of Proceeds Bonds are 
DOVR�VWUXFWXUHG�DV�GHEW�VHFXULWLHV�

PRACTICAL IMPLICATIONS

Returns on a Use of Proceeds Bond are 
paid regardless of whether impact is 
DFKLHYHG���&RQYHUVHO\��SD\PHQWV�RQ�WKH�
Impact Security are contingent upon the 
LPSDFW�DFKLHYHG�E\�WKH�VHUYLFH�SURYLGHU���
Impact reporting is required under an 
Impact Security, meaning that impact 
results are transparent to investors, donors, 
DQG�WKH�JHQHUDO�SXEOLF���/HDUQLQJV�IURP�
which approaches are successful in having 
impact, and which are not, will be more 
readily available to drive future investment 
DQG�VHUYLFH�SURYLGHU�GHFLVLRQV�

IMPACT BONDS
The primary difference between Impact 
Bonds – such as Social Impact Bonds, 
Development Impact Bonds, and 
Healthcare Impact Bonds – and the 

,PSDFW�6HFXULW\�LV�VWUXFWXUH���7R�GDWH��
Impact Bonds, despite their name, have 
not been structured as bonds – the 
WHUP�LV�D�PLVQRPHU���,QVWHDG��WKH\�KDYH�
historically been structured through 
investments in limited liability companies 
RU�LQ�SDUWQHUVKLSV��ZKLFK�DUH�QRW�ĆQDQFLDO�
SURGXFWV���$�OLPLWHG�OLDELOLW\�FRPSDQ\�RU�
partnership is established for purposes 
of funding a particular mission-based 
LQLWLDWLYH���*HQHUDOO\��//&�LQWHUHVWV�RU�
partnership interests are offered and sold 
in private placement transactions, made 
pursuant to Securities Act exemptions, 
such as Section 4(a)(2) and/or Regulation D 
(Rule 506) solely to accredited investors or 
TXDOLĆHG�SXUFKDVHUV�

PRACTICAL IMPLICATIONS

Structuring an Impact Bond investment 
through an investment in a limited liability 
company or a partnership means that offers 
may not be made using general solicitation 
(unless the participants want to undertake 
special efforts to verify investor status) 
and offers are limited to high net worth or 
LQVWLWXWLRQDO�LQYHVWRUV�RQO\���7KH�LQWHUHVWV�
sold in these transactions are considered 
“restricted securities,” and are not readily 
WUDQVIHUDEOH���$Q�LQYHVWRU�WKDW�VHHNV�WR�
transfer the LLC or partnership interest 
would be bound by the terms of the LLC 
operating agreement or the partnership 
DJUHHPHQW��DV�WKH�FDVH�PD\�EH���0RUHRYHU��
the restricted securities cannot be held in a 
EURNHUDJH�DFFRXQW���&RQYHUVHO\��WKH�,PSDFW�
Security can be offered using a general 

7KH�,PSDFW�6HFXULW\�LV�GLVWLQFW�IURP�H[LVWLQJ�LPSDFW�LQYHVWLQJ�YHKLFOHV�

COMPARISON
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VROLFLWDWLRQ�RU�WKURXJK�D�SULYDWH�RIIHULQJ���
Impact Securities are readily transferable 
DQG�FDQ�EH�KHOG�LQ�D�EURNHUDJH�DFFRXQW�

PRIVATE EQUITY IMPACT INVESTING
“Double bottom line” private equity funds 
WKDW�FRQFXUUHQWO\�VHHN�PDUNHW�UDWH�ĆQDQFLDO�
returns and social impact have historically 
PHDVXUHG�WKHVH�ĆQDQFLDO�DQG�VRFLDO�UHWXUQV�
LQGHSHQGHQWO\���3ULYDWH�HTXLW\�LQYHVWPHQW�
is limited to institutional accredited 
LQYHVWRUV��TXDOLĆHG�SXUFKDVHUV�RU�TXDOLĆHG�
LQVWLWXWLRQDO�EX\HUV�

PRACTICAL IMPLICATIONS

Private Equity Impact Investing explicitly 
IRFXVHV�RQ�ĆQDQFLDO�UHWXUQV�DQG�VRFLDO�
LPSDFW��EXW�ĆQDQFLDO�UHWXUQV�DUH�QRW�
UHOLDQW�XSRQ�LPSDFW���$Q�LQYHVWPHQW�FRXOG�
IRUHVHHDEO\�JHQHUDWH�ĆQDQFLDO�UHWXUQV��
while not delivering on the social impact 
PHWULFV�VHW�IRUWK���$OWHUQDWLYHO\��VRFLDO�
impact metrics could be achieved, but in 
the absence of a viable business model 
LQYHVWRUV�PD\�QRW�EHQHĆW�ĆQDQFLDOO\���7KH�
Impact Security has contingent payments 
associated with the impact achieved, 
PHDQLQJ�WKH�OHYHO�RI�ĆQDQFLDO�UHWXUQ�LV�
OLQNHG�WR�WKH�OHYHO�RI�VRFLDO�LPSDFW�

Private equity investors generally are 
prohibited from taking an ownership stake 
LQ�D�QRQSURĆW�RUJDQL]DWLRQ���&RQYHUVHO\��

the Impact Security allows investment in a 
QRQSURĆW�RUJDQL]DWLRQ�

LOANS OR LOAN FUNDS
1RQSURĆW�RUJDQL]DWLRQV�FXUUHQWO\�DFFHVV�
capital using traditional loans where a 
OHQGHU��ZKLFK�PD\�EH�D�ĆQDQFLDO�LQVWLWXWLRQ��
or a multilateral or quasi-sovereign, 
governmental entity, a municipality, or 
a combination of these, will extend a 
ORDQ�RU�RWKHU�FUHGLW�IDFLOLW\�WR�D�QRQSURĆW�
RUJDQL]DWLRQ��

Traditional loans differ from the Impact 
6HFXULW\�LQ�VHYHUDO�ZD\V���)LUVW��WKH�
repayment of the loan is not contingent 
upon the achievement of predetermined 
LPSDFW�RXWFRPHV���6HFRQG��ZKLOH�WKH�ORDQ�
may have loss guarantors who agree to 
UHSD\�WKH�ORDQ��LI�WKH�QRQSURĆW�RUJDQL]DWLRQ�
defaults, it does not have a predetermined 
donor or outcome payor in place to repay 
WKH�RXWVWDQGLQJ�DPRXQW��7KLUG��D�ORDQ�LV�
QRW�UHDGLO\�WUDQVIHUDEOH��)RXUWK��LW�PD\�
EH�GLIĆFXOW�IRU�D�EURDG�EDVH�RI�LPSDFW�
LQYHVWRUV�WR�SDUWLFLSDWH�WKURXJK�D�ORDQ�

PRACTICAL IMPLICATIONS

With a loan or loan fund, investors must be 
UHSDLG�ZKHWKHU�RU�QRW�LPSDFW�LV�DFKLHYHG���
With an Impact Security, investors returns 
DUH�H[SOLFLWO\�OLQNHG�WR�LPSDFW�SHUIRUPDQFH��
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risks

ISSUER
With the Impact Security, an outcome 
payor, which may not be the issuer, will 
donate the funds to meet the contingent 
SD\PHQW�REOLJDWLRQ�b�,I�WKH�RXWFRPH�SD\RU�
GHIDXOWV��WKH�LVVXHU�LV�OLDEOH�IRU�UHSD\PHQW�b�
The holder of the Impact Security has the 
recourse and remedies typically available to 
D�GHEW�KROGHU�

INVESTOR
Impact investing is new and can involve a 
ULVN�RI�FDSLWDO�ORVV���,I�LPSDFW�LV�QRW�DFKLHYHG�
at the levels required to trigger repayment 
of principal and/or interest, the investor 
may lose all or a substantial amount of the 
FDSLWDO�LQYHVWHG���7KH�VSHFLĆF�WHUPV�RI�DQ�
individual Impact Security may allow for 
substantial or total loss of capital in which 
case, the loss can be written off as a capital 
ORVV�DJDLQVW�FDSLWDO�JDLQV�

Like other investment products, the Impact Security is not without 
ULVN���$Q�LQYHVWPHQW�LQ�,PSDFW�6HFXULWLHV�PD\�QRW�EH�DSSURSULDWH�IRU�
RU�VXLWDEOH�IRU�DOO�LQYHVWRUV���%HIRUH�LQYHVWLQJ��\RX�VKRXOG�FDUHIXOO\�
UHDG�WKH�GLVFORVXUH�RU�RIIHULQJ�PDWHULDOV�UHODWHG�WR�WKH�VSHFLĆF�
,PSDFW�6HFXULW\�RIIHULQJ�

RISKS
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DONOR
The Impact Security empowers donors with 
a new way to make donations that applies 
LQFHQWLYHV�WR�RXWFRPHV���8VLQJ�WKH�,PSDFW�
Security, donations are success-based and 
GHIHUUHG��PD[LPL]LQJ�LPSDFW�RYHU�WLPH���7KH�
XQLTXH�VWUXFWXUH�FDWDO\]HV�QHZ�VRXUFHV�RI�
capital and unlocks impact data thereby 
SURPRWLQJ�D�PRUH�HIĆFLHQW��LPSDFW�IRFXVHG�
VHFWRU�

INVESTORS
The Impact Security provides a broad range 
of investors with a new way to invest in 
QRQSURĆW�RUJDQL]DWLRQV���,QYHVWRUV�JDLQ�
WKH�RSSRUWXQLW\�WR�HDUQ�ĆQDQFLDO�UHWXUQV�
EDVHG�RQ�LPSDFW�RXWFRPHV���,Q�DGGLWLRQ��
DV�D�VWDQGDUGL]HG�ĆQDQFLDO�LQVWUXPHQW��WKH�
Impact Security eases the transaction and 
WUDQVIHUDELOLW\�SURFHVVHV��

NONPROFIT ORGANIZATIONS
The Impact Security opens up access 
to new, different sources of capital 
IRU�QRQSURĆW�RUJDQL]DWLRQV��LQFOXGLQJ�
LQYHVWPHQW�FDSLWDO���,W�SURYLGHV�ćH[LEOH��
ORQJ�WHUP�ĆQDQFLQJ�WKDW�LV�DOLJQHG�ZLWK�
LPSDFW�JRDOV�

INTERMEDIARIES
The Impact Security provides 
intermediaries with new sources of 
EXVLQHVV�JURZWK�

The Impact Security offers a new way to fund impact with 
VLJQLĆFDQW�EHQHĆWV�WR�DOO�SDUWLFLSDQWV�

BENEFITS
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IMPACT SECURITY SUMMARY
FEATURES BENEFITS

Investor Pay for Success Performance driven structures that 
link funding with impact

Financial Instrument 6WDQGDUGL]HG�'HDO�6WUXFWXUH�

 Đ SEC-Exempt Debt Security

 Đ 6WDQGDUGL]HG��IDPLOLDU�
documentation

 Đ Easy replication

 Đ Transaction speed

Use of Proceeds 1RQSURĆW�RUJDQL]DWLRQ 2SSRUWXQLW\�WR�LQYHVW�LQ�QRQSURĆW�
RUJDQL]DWLRQV�å�WKH�PDMRU�GULYHUV�RI�
impact in the world

Financial Returns  Đ Variable

 Đ Contingent upon achievement 
of pre-determined and 
LQGHSHQGHQWO\�YHULĆHG�LPSDFW�
outcomes

Investor returns increase as 
impact increases

Marketing & Investor 
Access

Public offering open to all investors Increased access by broader group of 
investors

Transferability 
& Liquidity

 Đ Easily held in a brokerage 
account and transferable

 Đ Tradable

 Đ Broader investor market

 Đ Increased potential for liquidity

Reporting Enables public disclosures 
and reporting

 Đ Increased transparency

 Đ (IĆFLHQW�SULFLQJ

Tax Reporting 1099 Investor preferred
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The Impact Security represents a powerful new way to fund 
LPSDFW�XVLQJ�D�VWDQGDUGL]HG�ĆQDQFLDO�SURGXFW�WKDW�H[SOLFLWO\ 
OLQNV�FDSLWDO�ZLWK�LPSDFW�

7KH�VWDQGDUGL]DWLRQ�DQG�WUDQVSDUHQF\�LQKHUHQW�LQ�WKH�,PSDFW�6HFXULW\�VWUXFWXUH�IRVWHUV�
integrity and promotes broader participation in the emerging impact investing and pay-for-
VXFFHVV�VHFWRUV�

%\�H[SDQGLQJ�WKH�RSWLRQV�RI�GRQRUV��LQYHVWRUV�DQG�QRQSURĆW�RUJDQL]DWLRQV�LQ�DQ�HIĆFLHQW��
performance-focused way, the Impact Security will accelerate the growth of the impact 
PDUNHW�DQG�PDUNHW�LQIUDVWUXFWXUH��IXUWKHU�WUDQVIRUPLQJ�WKH�ZD\�WKH�ZRUOG�ĆQDQFHV�LPSDFW��

CONCLUSION
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aPPendix

Diagram 2 – Alternate Flow of Funds (Multiple Service Providers)

INVESTOR(S)
Upfront Investment 

Capital

OUTCOME PAYOR(S)
Performance Based 

Donations

ISSUER

SERVICE PROVIDER(S)
Implement Services 

& Report Impact

SERVICE PROVIDER(S)
Implement Services 

& Report Impact

SERVICE PROVIDER(S)
Implement Services 

& Report Impact

Diagram 3 – Alternate Flow of Funds (Issuer Is Outcome Payor)

INVESTOR(S)
Upfront Investment 

Capital

ISSUER 
+ OUTCOME PAYOR

SERVICE PROVIDER(S)
Implement Services 

& Report Impact

SERVICE PROVIDER(S)
Implement Services 

& Report Impact

SERVICE PROVIDER(S)
Implement Services 

& Report Impact

APPENDIX

Donation Pledge
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Impact Security
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Diagram 4 – Alternate Flow of Funds (Issuer Is Service Provider)

INVESTOR(S)
Upfront Investment 

Capital

OUTCOME PAYOR(S)
Performance Based 

Donations

ISSUER 
+ SERVICE PROVIDER
Issue Impact Security, 
Implement Services, 

& Report Impact

Diagram 5 – Alternate Flow of Funds (Earned Revenue)
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