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Moreover,  the  interviewees  say  that  the  business  plan,  which  has  been  evaluated  as 
 effective in achieving positive impact, has to be followed, and that certain alterations need 
 to be approved by the investors. However, away from that, the funding does not seem to 
 be tied to any specific clauses on the equity side. Grants and loans, on the other hand, have 
 a bit more strict rules (Daae, 2019; Stange, 2019). Furthermore, Malene Bason advises her 
 clients to be more pragmatic with regards to the usage of the funding. If the investor has 
 done a good screening, then the investor has invested in entrepreneurs who share much 
 of the same values with regards to impact as himself. Hence, Bason (2019) says that one 
 can be pretty sure that the investment is going to have some impact. Overall, the way our 
 interviewees act is consistent with what existing literature recommends.  


Takeaways 


The control rights act as the basis of a contract between an investor and an entrepreneur, 
as it allows shareholders to steer the company strategy in the right direction, as they can 
gain control over the company if necessary, e.g. if there is a breach of contract.  We can 
separate between rigid and flexible contracting, whereas the latter allow for uncertainty, 
and  hence  does  not  incorporate  exact  goals  into  the  contract.  However,  flexible 
contracting can lead to shrinking on the task of pursuing impact if it is not stated in the 
contract,  hence,  if  there  exist  any  uncertainty  in  how  impact  is  valued  by  the 
entrepreneurs,  the  contract  should  be  more  rigid  around  impact.  Furthermore,  rigid 
contracting is also suggested in cases where there exists a strong tension between two 
goals, as the situation where investors are just as eager to achieve both social impact and 
a strong financial return. Lastly, we find that contingency-based contracts on impact, both 
with  regards  to  allocation  of  equity  and  control,  is  optimal  to  constrain  or  encourage 
certain behaviour by the entrepreneur.  


contracts  are  incomplete,  meaning  that  they  are  not  fully  comprehensive  of  all  future 
 contingencies. Hence, instead of focusing all effort on pre-screening and due diligence to 
 formulate contracts, one accepts a less comprehensive contract on the basis that more 
 post-monitoring and control efforts will be employed. This section will thus discuss the 
 post-investment process and ways of controlling and monitoring investments. The theory 
 states  that  if  investors  cannot  observe  the  actions  of  the  investee,  the  investee  might 
 behave opportunistically and hence, the investors will face challenges related to moral 
 hazard. The aim of this section is thus to obtain an understanding of how agency problems 
 can be avoided by monitoring and controlling the investments.  


Monitoring is an important part of the relationship between a venture capitalist and an 
 entrepreneur (Landström, 2007). The importance of monitoring stems from the potential 
 goal misalignment coupled with asymmetric information between the two parties, which 
 again may result in moral hazard from the entrepreneur’s side (ibid). Monitoring is thus 
 referred to as the procedures and routines that are applied by the venture capitalist to 
 evaluate the entrepreneur’s performance and behaviour. As demonstrated, the allocation 
 of  control  rights  is  a  central  feature  of  the  financial  contracts,  and  are  traditionally 
 allocated such that if the venture acts in a way which is not in alignment with the interest 
 of the investor, the investor can take the necessary actions. However, to verify the actions 
 and  efforts  of  the  entrepreneur,  the  investors  need  to  incur  monitoring  of  their 
 investments and the venture itself. According to Hart (1995), investors usually conduct a 
 more  thorough  post-monitoring  of  their  investments  if  they  find  it  too  complicated  or 
 costly  to  write  contracts  that  take  all  possible  outcomes  of  the  investment  into 
 consideration. The post-monitoring is hence seen as the most essential phase for these 
 investors. Moreover, Kaplan & Strömberg (2000) state that the investment analysis done 
 in  the  pre-investment  screening  and  due  diligence  is  often  used  as  a  guide  for  
 post-investment monitoring.  


  


Traditional  investors  have  several  options  for  monitoring  of  their  investments.  By  for 
example taking on an active role in the board of the venture, the investors can enforce 
their rights and influence and steer the strategic direction of the venture (Bellavitis et al., 


due to their dual objectives. While as impact investors have the option to follow the same 
 procedures  as  traditional  investors  in  terms  of  monitor  the  financial  side  of  their 
 investments, they face several potential challenges when monitoring the social side. As 
 previously  identified  in  our  thesis,  there  is  a  lack  of  frameworks  to  evaluate  impact 
 investments, and investors face the problem of possible green-washing. Therefore, it is 
 crucial for investors to be able to monitor their investments if specific goals with expected 
 outcomes are not clearly stated.  


The section will proceed as follows. At first, we will analyse how social impact can be 
 measured. In order to monitor the investees, investors need to be able to measure the 
 actual outcomes of the investment, which is why we seek to examine this process. Later 
 on, we move on to how investors actively can monitor their investments, and how they 
 control the investees if they are not performing as expected.  


Measuring social impact  


One of the remaining questions in impact investing is how social impact can be measured 
 (Reeder  et  al.,  2015).  The  state  of  impact  measurement  is  still  not  satisfactory,  and 
 common methods and metric systems are still in an early phase of development (Reeder 


& Colantonio, 2013). If impact cannot be measured, it will be more difficult for investors 
 to  know  whether  the  investees  are  behaving  opportunistically  or  are  following  the 
 original plan. As previously explained, So & Staskevicius (2015) argue that there are four 
 key  elements  of  measuring  impact,  namely;  estimating,  in  terms  of  due  diligence; 


planning, which includes deriving metrics and data collection methods for monitoring; 


monitoring, which focus on measuring and analysing impact to ensure mission alignment 
 and performance; and lastly, evaluation of the post-investment impact of an intervention 
 or investment.  


Stating social and/or environmental goals  


Following the approach of So & Staskevicius (2015), a few of the interviewees argue that 
one way to approach impact measurement is to define social and/or environmental goals 
for  each  project  and  measure  the  results  compared  to  the  initial  expectations.  One 
investor  suggested  that  by  mapping  activities,  outputs,  outcome  and  impact,  one  can 


benchmark or apply the theory of change to examine if the intended effect is reached or 
 some adjustments are needed. Bason (2019) states that one should take the investment 
 strategy into account first, and figure out a way to measure the impact afterwards: “I think 
 you have to look at the specific strategy and say what kind of impact you are reaching for 
 and then figure out how to set some kind of metrics” (Appendix 2.2, q. 23). If expected goals 
 and expectations are stated, the measurement process gets more straightforward, since 
 investors and investees know what they have to measure and report on.  


Impact reporting requirements  


According to Findlay & Moran (2018), the probability for goal misalignments between the 
 investor  and  investee  is  increasing  if  the  impact  cannot  be  monitored  and  reported 
 accurately. Therefore, we seek to get a deeper understanding of whether the investors in 
 our sample have implemented any impact reporting requirements or metrics, and if so, 
 which  requirements  they  are  using.  Several  of  the  interviewees  say  that  they  have 
 developed various types of reporting requirements to measure and report on their impact 
 progress.  While  developing  these,  the  investors  define  metrics  and  measurement 
 methods  and  agree  on  what  makes  the  most  sense  for  them  to  evaluate.  Three  of  the 
 interviewees  mention  concrete  examples  of  how  they  have  implemented  such 
 requirements in their organisations. These investors state that they have developed some 
 impact reporting schemes, where quarterly or annual reports are produced, respectively. 


Daae (2019) gives an example of the chosen way of reporting in Ferd SE: “We have an 
 annual  impact  report  that  we  publish  at  Ferd  SE.  All  companies  are  required  to  report 
 annually on agreed parameters, so we try to aggregate […], and then we report on individual 
 KPIs as well” (Appendix 2.6, q. 17). This is in line with results from an in-depth analysis 
 over impact investors conducted by J.P. Morgan, which finds that most impact investors 
 are either reporting on a quarterly (29%) or annually basis (44%) (Saltuk et al., 2011). 


Other investors tell that they are yet to develop reporting tools as they lack the expertise 
to take them through and that this is especially related to direct investments. Jahonen 
(2019) explains that, e.g. fund investments or SIBs, on the other hand, more standardised 
reporting tools are often developed together with the managers running the funds or the 
mangers of the SIBs.   


Many of the investors in our sample have implemented reporting methods and metrics; 


however,  there  are  still  some  of  the  respondents  that  state  that  they  have  no  such 
 reporting systems in place. The latter group of investors is thus more prone to situations 
 of moral hazard, as the investees are not required to report on their actions, and can thus 
 act opportunistically.  


Frameworks and methods for measuring impact 


While  some  investors  have  developed  specific  tools  for  impact  measurement,  other 
 investors believe that there is no accurate way of measuring the actual impact created. 


These investors state that the measurement process is a matter of personal opinions as 
 there exist numerous ways of doing it, and since the definition of what impact actually is, 
 to  some  extent  is  subjective.  Closely  connected  to  the  concerns  identified  in  the  
 pre-investment process, are the issues with lack of ways to compare and measure pre-investments 
 after  they  have  been  conducted.  Our  findings  show  that  none  of  the  investors 
 acknowledge IRIS or any similar methods as a proper way of measuring impact. Again, 
 the question of how one can compare investments is addressed by Engedal (2019):  


“I think the social impact is a lot more complex than environmental or economic impact, 
 because there are so many different variables. You cannot control everything, you cannot 


measure everything, you cannot measure all the 800 indicators on each investment, and 
 even if you could, how do you weight them compared to each other?” 


(Appendix 2.1, q. 26) 


The majority of our interviewees share the opinion that the existing methods are mostly 
relevant  for  large  institutional  investors  that  have  enough  capacity  and  experience  to 
apply  such  complex  measurement  frameworks.  Most  of  the  investors  agree  that  the 
impact investing market is just not there yet and that many of the investees are rather 
small  organisations  without  the  resources  to  conduct  comprehensive  measurement 
reports for their investors. Daae (2019) is one of the investors that argues that some of 
the  investees  are  simply  too  small  to  have  enough  resources  for  a  thorough  impact 
measurement report:  


“[…] recognising that these companies are very different, and quite a few of them are at an 
 early stage and have not done this before, we have to be pragmatic about it. We cannot 


really expect a company with 1-2 employees to do a full impact management report.” 


(Appendix 2.6, q. 18) 


In addition to IRIS, the SROI is mentioned in the literature as one of the main methods of 
 measuring  impact  (So  &  Staskevicious,  2015).  However,  none  of  the  investors  in  our 
 sample state that they are using this method either. For example, Stange (2019) tells that 
 they applied SROI a few years ago, but that it resulted in just a number and not much 
 information, and that it was very time consuming to use. Several of the investors thus 
 state  that  they  have,  like  in  the  pre-investment  phase,  developed  their  own  ways  of 
 measuring their created impact. Bason (2019) shares the same view regarding the usage 
 of IRIS, based on her experience with impact investors: “The IRIS I think would only be for 
 big institutional investors with large investment teams. I think so far it is kind of hand-held” 


(Appendix 2.2, q. 23).  


The  lack  of  proper  tools  for  measuring  and  reporting  on  impact  can  complicate  the 
 investment process substantially. If investors do not have clear ways of measuring the 
 created impact, it is challenging for them to know what is good impact and what is not, 
 and to know when to interfere if an investment steers in the wrong direction. As stated 
 by Paludan-Müller (2019): “[...] regular investors are so trained in financial evaluation, so 
 they would know exactly when to do what. I think it would be more difficult if they do not 
 feel that the social part is meeting their expectations” (Appendix 2.1, q. 29).   


Thus,  this  section  has  provided  us  with  valuable  insights  on  how  impact  investors 
approach the challenge of measuring impact. It is clear that the lack of measuring and 
reporting tools complicates the process, and it makes it more difficult for investors to 
know if the investees are behaving as agreed on or not. Similarities to the pre-investing 
phase where no globally accepted frameworks for evaluating impact, also constitutes a 
challenge in the post-investment phase. We do, however, find that some of the investors 
we interview are not directly measuring the impact they create; instead, they focus on 


impact management and monitoring of the investees’ progress. This brings us over to the 
 next section, where these topics will be further analysed.   


Monitoring and control  


From the previous section, it is clear that it is difficult to define an exact way of measuring 
 impact, and that investors in our sample approach this differently. This section thus seeks 
 to examine the monitoring process among impact investors, and what common practices 
 of  monitoring  might  be.  As  stated  in  the  introduction  to  the  post-monitoring  section, 
 investors may demand board seats and management replacement rights to control the 
 direction  of  the  venture  (Bellavitis  et  al.,  2017).  In  an  impact  investment,  monitoring 
 further requires the investors to make sure the social objectives are upheld, and that the 
 investee  is  reaching  the  goals  agreed  upon  in  advance.  The  monitoring  process  thus 
 serves as a mean to avoid moral hazard from the investee.  


From our findings, we can see that investors apply different methods to monitor their 
 investment and that some investors are putting more effort into monitoring than others. 


While  some  investors  have  fairly  structured  monitoring  processes  in  place,  other 
 investors tend to mainly focus on the financial return, whereas the social outcomes are 
 considered more as a bonus.  


Lack of experience and resources  


Although  some  investors  in  our  sample  state  that  they  are  yet  to  develop  structured 
monitoring processes, they stress that they still care about the social returns. The reason 
why they focus more on the financial part of the investment is often that they feel more 
confident in how to measure financial returns. Janhonen (2019) is one of the investors 
that claim that their main focus is monitoring of the financial return, but that they are 
working on including the social aspect, too: “But that is something we should develop, as it 
is  now  a  work  in  progress” (Appendix  2.4,  q.  18). The  impact  advisory  companies  we 
interviewed agree that lack of experience and resources is a challenge for investors that 
seek to monitor their investments. Paludan-Müller (2019) states that “So the monitoring 
and  the  evaluation  part  is  …  I  mean,  it  is  definitely  important  and  it  is  what  makes  a 
difference,  but  also  attached  to  a  lot  of  heavy  work” (Appendix  2.1,  q.  24). It  is  further 


highlighted that the complex monitoring process and uncertainties related to the process 
 might lead to investors hesitating to enter the market, especially if they want to do it right.  


Active versus passive role in the investee 


By analysing our results, engagement in the monitoring process seems to be dependent 
 on the investment type. While direct investments tend to be heavily monitored by the 
 investors, more passive investments, such as, e.g. fund investments, tend to result in less 
 focus on the monitoring of the investment. Moreover, we find that it depends on whether 
 the focus of the investors is on social returns or financial returns. Even though all our 
 interviewees address the importance of social returns, some of the investors are more 
 willing  to  accept  a  trade-off  in  return  for  social  impact.  We  find  that  one  group  of  the 
 investors  are  very  active  in  their  investees  and  have  a  well-established  monitoring 
 process implemented, while the other group of investors have chosen to prioritise it less, 
 often due to the high amount of resources it requires. Among these investors, only one 
 investor clearly states that they do not want to be actively involved in their investments, 
 due to the amount of time and resources it requires.  


We find that for the investors that focus considerably on monitoring, most of them engage 
 actively in the investees. The active involvement is often in terms of board seats, but also 
 in  terms  of  field  trips  and  on-site  visits  to  their  investees’  respective  locations.  As  an 
 example, Stange (2019) is one of the investors who prefer to be actively involved. She tells 
 that  they  work  closely  with  their  investees  and  often  visit  them  to  check  up  on  their 
 progress and maintain a good relationship with them. Moreover, she states that: “What 
 we offer is not only financial investments, but also operational” (Appendix 2.3, q. 26). Daae 
 (2019) states that active involvement is a crucial part of their investment approach:  


“We attend every board meeting, we have workshops with them 2-3 times a year, […] we do 
 workshops on impact management, we help them with financial workshops and stuff, and 


we also invite them in twice a year for a joint two-day workshop for all the companies 
 where we all meet and discuss various topics that we think are relevant to them and things 


we want to communicate to them […].” 


Additionally, Daae (2019) addresses that impact is a subject on every board meeting, and 
 that by having such a close relationship with their investees, it is easier to make sure that 
 impact is a part of the everyday business for the companies. Bason (2019) shares similar 
 opinions about active involvement and field trips, and argues that field trips are essential 
 for  the  measuring  and  monitoring  process  to  carefully  follow  up  on  the  investee’s 
 progress and behaviour.  


On the other hand, the investors we found to be less involved in their investees, share the 
 view that it requires too much effort and resources to actively engage in the investees’ 


operations. The investor that stated that they prefer not to be actively involved states that 
 they  used  to  take  on  an  active  role  in  past  investments  and  that  they  usually  always 
 required a board seat. However, after a strategy change a couple of years ago, they decided 
 to change their direction and externalise their investment processes, which is why they 
 do not wish to be an active investor anymore. This investor, however, states that they 
 often still want to have an advisory board seat. Another investor that is not always actively 
 engaged is Veen (2019). She tells that due to their split portfolio of passive and active 
 investments, they only seek to be involved in the latter.  


Active  involvement  and  board  seats  are  both  mechanisms  to  encourage  disciplined 
 behaviour of the investees. When the investors continually can keep track of the investees’ 


performance, the chances for moral hazard will decrease. Hence, the investors who do not 
 engage actively in the investee in terms of involvement and board seats etc., are more 
 likely to be subject to less disciplined behaviour from the investees.  


Syndication  


According  to  theory,  syndication  can  potentially  serve  as  a  method  to  avoid  agency 
problems and can be applied in both the pre-investing and the post-monitoring phase 
(Bellavitis et al., 2017). Syndication refers to a situation where investors go together and 
collaborate about the due diligence and monitoring of an equity investment to share the 
costs  and  risks  (ibid).  Some  of  the  investors  in  our  sample  mention  syndication  as  a 
possible way of overcoming the time constraints and resource constraints related to 


post-monitoring of investments. For example, Bason (2019) states that: “Ideally, I think what 
 you would see is investors grouping together because they can share the resources. It is very 
 time consuming and expensive” (Appendix 2.2, q. 23). Another investor points out that in 
 a typical venture capital setting, one would typically find companies that share the same 
 values and expectations as oneself and go into the investments together. Janhonen (2019) 
 points out that syndication is very typical for venture capital investments, and in those 
 settings,  the  investors  usually  have  the  same  understanding  of  what  the  goals  are. 


However,  Janhonen  (2019)  further  claims  that  this  might  be  challenging  in  an  impact 
 investing setting: “[…] that is very difficult because in some cases you have investors who 
 are  just  looking  to  optimise  financial  return,  then  you  may  have  some  philanthropic 
 investors who are only interested in the impact of the company” (Appendix 2.4, q. 6).   


Moreover, we find that most investors in our sample do not mention syndication as a part 
 of their investment process. That being said, the investors still put much focus on talking 
 to peers and market experts and discussing with other investors in the field how 
 best-practice monitoring processes could be implemented.  


Poor performance  


The theory states that an important part of the post-monitoring process is how investors 
 are reacting to poor performance of the investees, and which actions that can be taken if 
 poor  performance  is  taking  place  (Bellavitis  et  al.,  2017).  Poor  performance  can,  for 
 example, be that the investee is not behaving as expected, or that the agreed-upon goals 
 are not being met. As discussed previously, investors can require board control to better 
 decide the strategic direction of the investees. Additionally, board control can be used by 
 investors as a reaction to poor performance, and gradually, investors could replace the 
 management of the poor performing investee (Bellavitis et al., 2017; Kaplan & Strömberg, 
 2002).  Our  focus  will  be  on  poor  performance  in  terms  of  social  returns,  as  the  social 
 aspects of the investment decisions are the subject of analysis in this thesis.  


We find that investors share different opinions about the matter of poor performance. 


Worth noticing is that only one of the investors in our sample recognised management 


only invest in mature businesses, while all the other investors in our sample invest in 
 early-stage ventures and start-ups. Our findings are therefore in line with Bellavitis et al. 


(2017) that state that replacement of the management is more relevant when investing 
 in mature companies.  


Regarding board control rights, our findings show that the majority of the investors prefer 
 to have a board seat in the company they invest in. For these investors, the view on how 
 one should respond to poor performance differs among them. Two of the investors share 
 similar  opinions  about  the  concern  and  claim  that  it  depends  whether  the  poor 
 performance is because the investee needs more help and can be controlled, or if it is due 
 to generally poor performance. If the case is the former, the investors say that they will 
 try their best to support the investees by, e.g. provide them with more help, go in with 
 consultants or add extra resources. If the poor results are due to bad performance, on the 
 other hand, the investors state that they might withdraw from the investment or confront 
 the  investee,  but  that  they  rarely would  enforce  their  board  rights.  Stange  (2019) 
 underlines  that  a  close  relationship  with  the  investees  potentially  can  prevent  poor 
 performance:  


“[…] if the poor performance is because there is no alignment in the mission, we sort of 
 have withdrawn from some, but mostly, since we work closely with people that we know, 


we do not reinvest in organisations that we see are not good.” 


(Appendix 2.3, q. 28). 


  
The  other  investor  highlights  that  even  though  their  company  possesses  a  significant 
capital  and  easily  could  rule  over  smaller  entrepreneurs  if  things  do  not  turn  out  as 
planned, it is not their style to do so and that they would rather try to solve the problems 
together with their investees. Hence, although these two investors possess board seats, 
they  state  that  they  would  not  use  their  rights  unless  the  case  is  very  extreme.  As  an 
example of a worst-scenario setting, one of the investors pointed out that they would help 
the investees to scale down their businesses or develop a controlled exit plan. 
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