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Efficient Impact Frontier Simulation – Participant Instructions


Notes on the Excel Simulation Workbook:
· Your Excel workbook has two sheets. The first sheet, “Full Set of Possible Loans,” includes 200 loans from which you will choose 20 loans to construct your portfolios. These are real data about real loans in Root Capital’s portfolio in 2015, anonymized and simplified for this purpose. 
· You choose a loan for a portfolio by clicking or writing “Yes” in columns A-E of the first sheet. 
· The second sheet, “Portfolio Dashboard,” auto-calculates and displays indicators of the aggregate impact and financial performance of whichever loans you chose in the first sheet. Not every financial and impact indicator will be used; they are there for students that wish to explore further on their own. 
· To sort data based on one column, click on the arrow in row 2 of that column.
· To sort data based on multiple columns go to “Data” on the control Ribbon, and click on “Sort.” You can “add levels” as needed using the button on the top left of the pop up box.
· In both sheets, there is space for five distinct portfolios. If you wish, you can use this space to create and compare multiple portfolios side by side. 

Detailed definitions for each column can be found in the separate “Simulation Glossary.” Throughout, for consistency with emerging industry consensus, Root Capital’s impact metrics are mapped to the five dimensions of impact articulated by the Impact Management Project, which are in parentheses.





Getting to Know the Data (5 minutes):
· Spend a few minutes getting to know the data. Try sorting the loans by different financial and impact variables and see if any interesting patterns emerge.
· If you were building your own portfolio, based on your own desired impacts and financial risk / return preferences, which impact variables would you prioritize? How important are these variables to you relative to financial risk and return? Discuss with your group. You don’t actually need to build this hypothetical portfolio.


Constructing Portfolios (20 minutes):

Part 1: Construct the most profitable possible portfolio of 20 loans to businesses that all provide livelihood improvements to farmers, and that are certified to have strong environmental practices (i.e., cells C20 and F20 should both be 100%). 
What is the total Expected Net Income of the portfolio you create (i.e., cell F25?):_____________

Part 2: Construct a portfolio of exactly 20 loans (i.e., cell C4 of the dashboard) that includes the greatest possible number of loans that are BOTH high-additionality AND in areas of extreme poverty (i.e., cell C17 of the dashboard), relative to the total net loan income of the 20 loans selected (i.e., cell F25 of the dashboard).
Note: there are multiple ‘correct’ answers, collectively spanning a spectrum of financial return and impact. However, each ‘correct’ answer represents a portfolio that offers the greatest possible amount of the specified impact relative to the portfolio’s Expected Net Income.
· Option A: create a portfolio that generates at least $200k in net income but also includes a few loans that are both high-additionality and extreme poverty
· Option B: create a portfolio that breaks even (i.e., total net loan income of approximately $0) and that includes the greatest possible number of loans that are both high additionality and extreme poverty, given the break-even constraint
· Option C: create a portfolio that, first and foremost, includes the greatest possible number of loans that are both high additionality and extreme poverty, and secondarily, loses the least possible money (i.e., minimize negative total net loan income) 
At the end of the session, we will have an opportunity to project your portfolios onto the screen and learn whether your portfolio lies on the efficient impact frontier. Towards that end, on the Results Form (attached) write down the following for the portfolio you created, and hand it to the instructor or facilitator:
· Number of loans in your portfolio that are high additionality AND operate in a context of extreme poverty (i.e., cell C17 in the Excel dashboard)
· Total expected net income of your portfolio ($) (i.e., cell F25 in the Excel dashboard)
· Your first name (or names, if a group)

Part 3: Construct one or more of the ‘bonus portfolios’ described on the back of this page


Discussion (5 minutes):
1. What lessons do you take away from this exercise? What aspects are generalizable, either for your own work or for the world at large (e.g., mainstream financial sector; development finance sector; impact investors; philanthropists; policymakers)? 


Efficient Impact Frontier Simulation -- Instructions for “Bonus Portfolios”

(1) You are Root Capital, and at a conference you meet a philanthropist who is interested in gender equality in Latin America. She is willing to provide a grant of up to $230,000 to cover net losses (i.e., total expected net income) for up to 20 loans to gender inclusive businesses in Central America (plus Mexico) and South America. 
	What is the best portfolio you can present to this donor?
	How many loans does it include, for what total dollar amount lent?
	How many women did these businesses reach?
	What is the net financial profit or loss or your portfolio (i.e., total expected net income)?
	What are its other impact characteristics?
 
(2) You are Root Capital, and your prospective investor is a wealth manager whose clients wish to ensure that their assets are invested in businesses that are not doing harm, and if possible, doing some good. They would like the greatest possible return on their capital, but are not sure what level of financial return to expect. 
	What 20 loans would you pick to best meet their expectations? 
	What is the net financial profit or loss or your portfolio (i.e., total expected net income)? 
	What are its impact characteristics?

(3) You are Root Capital, and your prospective investor is a multilateral development finance institution (e.g,. World Bank, African Development Bank) that wishes to invest in agricultural businesses in Africa. They want to go beyond what commercial banks are willing to do and are willing to invest up to $7 million in debt (i.e., total loan amount) and provide $500,000 in grant funding (i.e., total expected net income) to do so -- as long as all of their money finances businesses that improve farmer livelihoods. 
	What is the best portfolio you can create to meet their expectations?
	How many loans does it include, for what total dollar amount lent?
	What is the net financial profit or loss or your portfolio (i.e., total expected net income)? 
	What are its impact characteristics?

(4) You are Root Capital, and your investor is interested in biodiversity conservation. S/he wants to support businesses that are implementing practices that improve sustainable livelihoods for smallholder farmers living in biodiversity hotspots, and thereby reduce the need for these farmers to clear high-conservation value forests or poach plants and animals from within those forests. This investor wants 100% return of capital or better but isn't sure what level of positive financial return to expect on this investment strategy.
	What is the best portfolio you can present to this investor?
	How many loans does it include, for what total dollar amount lent?
	What is the net financial profit or loss or your chosen portfolio? 
	What are its other impact characteristics?



Portfolio Simulation Results Form
To hand in to instructor or facilitator at end of exercise


	Percentage of loans in your portfolio that are high additionality AND operate in a context of extreme poverty (i.e., cell C17 in the Excel dashboard)

	

	[bookmark: _GoBack]Total expected net income of your portfolio ($) (i.e., cell F25 in the Excel dashboard)


	

	Your first name or names
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