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                    We could not always hear what the respondents were saying, so then we have indicated 
 this in the transcripts by using dots (…).  


When referring to interviews in the text, we will refer to Appendix 2.1 for respondent 1, 
 Appendix 2.2 for respondent 2, and so on.  


Respondent: 1 


Interviewees: Frederik Engedal and Laura Paludan-Müller 
Company:  Nordic Development Corporation   


Date:    08.04.2019  
 Duration:  01:00:25  


Introduction 


Interviewer:  Could you give us a brief overview over your company and motivations for 
 impact investing? 


Engedal:   Sure. I guess I, first of all, believe that it is necessary, we are to reach the goals we 
 want as a society, with the SDGs or some other goals, but I think with way the 
 private sector dominates most markets and societies now, achieving anything in 
 terms of sustainability or impact without the private sector is not really feasible, 
 and impact investment is one way in which to align the agendas of the private 
 sectors and the other sectors. And personally, I think that I found out relatively 
 late that I was interested in impact investing. I was already on a business track to 
 become a teacher or a professor or whatever.  


P.-Müller:   I mean, we come pretty much from the same place and the same study 


actually, but I think for me, it was actually starting out with my exchange in Canada 
 where I had this strategies for sustainability course, and it was actually the first 
 time  I  heard  about  can  you  do  capitalism  in  another  way,  do  it  have  to  be 
 maximization for shareholder or do you actually have other responsibilities. So to 
 have that discussion about capitalism, that was a complete eye opener actually. 


Also, the first time I heard about how can you make social innovation, how can you 
 actually link all that money we have in the world with something that maximise 
 good, I think that is amazing. I think that is actually the whole purpose of making 
 social or environmental return together with financial. I think that is the way you 
 actually go forward and make solutions to some of these problems.  


Interviewer:  What types of impact investments do you consult on? 


Engedal:   There are different types [of impact investments] but they all follow the same basic 
 principle. It is a model invented in the UK in 2010, so not that old, and it has not 
 been tried a lot, and there are not any finished programs to evaluate whether or 
 not it works as intended. But the basic idea is that the municipality or another form 
 of a government authority that wants to commission some form of social change, 
 decides  to  pay  some  other  organization,  typically  an  NGO  or  a  private  sector 
 company,  to  deliver  results  instead  of  delivering  a  service.  The  way  it  usually 
 functions if a government body contracts with an external service provider, they 
 pay for a specific set of services to be delivered and not a specific set of results to 
 be delivered. The problem is that you of course also can only pay for results after 
 the service has been delivered, and NGO service providers usually cannot afford 
 to deliver the services upfront of the payment, so the third part of the program is 
 external investors who pays the service deliver upfront under condition that they 
 will  get  a  return  if  they  are  successful  and  deliver  results,  which  trigger 
 government payment for the results.  


Interviewer:   Do you think those investors are also interested in the social aspect, or do 
 you think they care more about the financial?  


Engedal:   Absolutely. For now at least, it is primarily because of the social, and also in the 
 very  first  programs,  primarily  investors  were  high-net-worth  individuals  and 
 foundations etc. As an investment, it is simply not been tried enough to, or even 
 not possible to evaluate the risk properly, which excludes most of the commercial 
 investors.  


Interviewer:   What are your motivations and aims of your clients? 


P.-Müller:  I mean, does it not depend on what investors we are talking about? Institutional 
 investors  they  are  under  some  legal  requirement,  that  means  that  they  cannot 
 invest in stuff that is not giving them a return compared to, you know, the market 
 return. So for them, it would be risk and return, for now at least, almost be the 
 most important stuff. The social stuff would mainly be because our clients want it. 


But if you take philanthropists or family offices, which are the ones who have been 
 the most into it for now, it is the social side that is the important one where we 
 actually do it as an investment and just not granting money. Then we can actually, 
 you know, making more social impact because we can sustain it and make it also 
 economic stable.  


Engedal:   About the institutional investors, it is not that they necessarily do not care about 
 the social impact, but they are by law required to, no matter what, to consider the 
 financial return above all else, but they do still try to maximise their social impact 
 within the frameworks.  


P.-Müller:  Yeah, and they would get a fee, legally, if they did not meet those requirements so 
 for  them  it  is  just  really  important,  and  also  my  experience  is  that  the 
 environmental sides of impact investments are more established than the social 
 sides of it. It is easier to measure and easier to collect […]. Take solar panels, you 
 see there is a business model with it, and you can actually measure it and you can 
 expect that this is going to be a trend that is going to continue for the next 10 years. 


For the social side of it, it is more difficult. When does it work, what is the output?  


Interviewer:   Let us say they [the institutional investors] have two different options, both 
 of them will guarantee them at least a market-rate of return, but one of them 
 is just a market-rate return, but with higher impact, and the other one is a 
 higher return, but with a lower impact. Do you necessarily think they would 
 go for the higher rate of return?  


Engedal:   That is a good question. It depends from company to company and from person to 
 person in those companies. There is not a well enough established field to really 
 say anything about in terms of pension companies. There is a matter which I guess 
 is the closest to impact investing in Danish pension funds-  


P.-Müller:    Still mostly ESG, right?  


Engedal:   Yeah,  it  is  still  mostly  negative  screening,  so  there  is  not  really  an  established 
 impact investing practice among institutional investors in Denmark.  


P.-Müller:    Yeah, and a lot of is really… you forget the organizational side of it, when you just 
 talk  about  the  rate  of  return.  I  mean,  it  is  really  driven  by  who  is  actually  the 
 manager, and what is the intention; do they want to drive this agenda forward or 
 do they feel most responsible to […] maybe in a bit more conservative way.  


Engedal:   If  a  pension  fund  in  Denmark  starts  a  more  progressively  or  radical  impact 
 investment, it would likely be a sub-department somewhere with a manager that 
 has the specific job description of making high impact investments. So he would of 
 course  go  for  the  high  impact  if  he  can,  but  if  you  ask  a  regular  pension  fund 
 manager,  they  would  likely  just  consider  whatever  CSR  or  ESG  of  the  possible 
 investment and code of conduct they have to sign up to.  


P.-Müller:    My experience is that they are not trained at all to even evaluating or assessing the 
 social  or  environmental  impact  of  it.  I  think  you  could  say  that  institutional 
 investors are finance-first, primarily because of legal requirements.    


Investment process 


Part 1: Pre-investment process 


Interviewer:   Could you please describe the investment process; from the first encounter 
with a possible investee through the final investment decision/deal? 


Engedal:   First of all, the question really depends on the type of investment, organizations 
 and people. It can be everything, as we discussed, from pension funds which will 
 probably not even engage with the investee at all, just look at whatever material 
 from  some  middle  man  or  fund  manager  and  decide  this  is  a  high  impact 
 investment, and then there is all the way down to the private side with VCs and 
 angel investors who invest in some agricultural projects in developing countries, 
 and then there are social impact bonds, which we primarily can speak about. The 
 investment  process  is  not  really  clear  yet,  there  have  not  been  any  real  social 
 impact bonds in Denmark yet, so we push it a lot, and specific service providers 
 push it, and maybe the municipality will push it and also investors that are actually 
 looking. But it is not happening in any sort of established process. Typically, we 
 will either be contacted by some organization that got a good idea, or we have a 
 good idea ourselves, and we will try to mobilise partners around this idea which 
 is both service providers and of course in this case also municipalities and then 
 the  investors  are  actually  the  last  step.  Because  at  least  here  in  Denmark,  the 
 reason that we do not have more social impact bonds is not lack of investors but 
 more due to lack of projects that are investible.   


Interviewer:   Is  the  focus  mainly  on  the  pre-screening  or  post-monitoring  process? 


According to theory, many investors choose to focus on one of them.  


Engedal:   Sure, but there are two reasons that make it kind of difficult. First of all, there are 
 not any set standards for how you can measure impact, so again, it depends on 
 whether  you  are  an  institutional  investor  that  look  at  some  sort  of  index  and 
 decide I like this because it produces windmills or if you do a social impact bond 
 where actual return is dependent on the social impact created. But that is of course 
 very strict monitored. The investor will not screen the investees so much based on 
 do they provide some sort of good, but do we believe in their ability to create a 
 specific impact.  


P.-Müller:    But  actually,  I  think  you  can  categorise  it  into  two  really  broad  categories,  just 
 based on our knowledge. For social impact bonds, it would be the monitoring and 
 actual  final  result  that  would  be  important,  because  this  is  determining  what 
 return  the  investors  would  get.  This  is  only  from  my  own  experience,  nothing 
 within our work here, but for institutional investors, what I have been seeing is 
 that it is actually very much try or never, because again, there is no standards and 
 no specific way of how you do it, so let us just take these two funds that we can see 
 promise  impact  and  let  us  just  try.  For  them,  pre-screening  is  much  more 
 important, who is the manager of the fund that we want to invest in, do we trust 
 the manager, do we think he knows what he is doing, and actually they have not 
 been into the monitoring or evaluation at all. They are just saying let us just try 
 and then we see if our plans are working and then we see how we are doing and 
 then we are going to do it in the same way with others funds and investments, and 
 then we are going to see in the long way how to actually evaluate this. So I think 
 from that point of view it is pre-screening that is of importance. You do not even 
 have any knowledge within the institutions of how we are measuring this or how 
 do we do this. They are so used to the finance part.  


Engedal:   I think the exception to that might be investments that are either completely or 
partly driven by philanthropists. For example, a lot of the impact investments in 
Africa  are  led  by  investment  funds  established  by  the  Bill  Gates  Foundation  or 
Rockefeller  Foundation,  and  I  think  some  of  them,  again  based  on  my  own 
experience,  have  pretty  robust  monitoring  systems  and  take  a  more  active 
management part afterwards because they actually want to succeed with some 
predefined goals and not just measure the metrics. I think you will see the whole 


Interviewer:   How is a possible investment decision evaluated? 


Potential financial returns/social impact 


Any frameworks used in the evaluation (balanced scorecard, theory of 
 change, IRIS, etc.)? 


Engedal:   There  are  some  [specific  frameworks],  there  is  IRIS  and  the  big  one  now  is  of 
 course the SDGs, which is probably going to be the primary tool going forward, 
 and whether it is as precise or well-defined as IRIS […] they made a certification 
 our of IRIS now as well which I  cannot remember the name of, but people are 
 already starting to use it. Then there are foundations especially, that have their 
 own scorecards or metrics, both in terms of impact investing and when they hand 
 out  donations  where  there  is  a  much  greater  focus  on  how  they  measure  the 
 impact. So that is a huge, confusing field.  


Interviewer:  I have read that is also one of the reasons why it is so hard to develop impact 
 investing, because there is no standardised tools  


P.-Müller:    Yes, and in the lack of that, when organizations are starting to do it, we see it more 
 and more, they are just going to make their own. Then you end up with a thousand 
 definitions and  standards and ways of doing it.  


Engedal:   Yeah, but the definition of impact investing is that if you intend to make an impact 
 investment, then it is an impact investment, so right now, pretty much everyone 
 can say that they are creating impact because they are measuring something, and 
 say  that  the  intention  to  increase  what  they  measure  is  technically  an  impact 
 investment.  In  terms  of  our  work,  when  we  do  social  impact  bonds,  the  result 
 indicator is the impact that is measured, which is maybe how many people are 
 going to be employed or…  


P.-Müller:    That is actually kind of simple, right? We have a homeless project so how many 
 people that used to be homeless are not homeless anymore.  


Engedal:   Yeah,  it  is  straight  forward  compared  to  a  lot  of  other  impact  investments,  but 
 because return is directly dependent on it, there is much more requirements about 
 the validity of the measurement, so instead of having standards for what should 
 be  measured,  defined  by  every  individual  project,  there  are  being  developed 
 standards for how to evaluate the economic impact resulting from reaching some 
 results so how much will the municipality benefit if this person gets employed. 


There are being developed standards for what is the degree of evidence we need 
 for this claim, do we need to have random control group studies or can we do the 
 baseline, or can we make some trans-municipal system; all results cause the same 
 in all municipalities. There is a different kind of standard that are needed, but there 
 are still-  


P.-Müller:    The bottom line is that it is just difficult to make a simple tool to compare impact 
 investments, because if they are not evaluated by the same standards then how 
 would you compare them.  


Interviewer:   How do your clients view the balance of social and financial performance 
 (finance-first vs. impact-first)?  


Are the social goals or financial goals in focus? Equal? 


Engedal:   Anyone  who  invest  in  our  projects  it  is  not  because  of  the  return,  first  and 
 foremost. Both because of course creating the impact that you want to create, but 
 also because they want help try out a new model of delivering welfare in Denmark, 
 so create an innovation agenda. I think the other terms again, it depends on which 
 investors you speak to and which kind of investments you are talking about. I think 
 there is quite a significant portion that do not value one over the other, but has 
 both as a requirement. If they do two investments, one might be a return of 10% 


with a relatively low impact, and they might do another investment with a return 
of 1% but with a high impact. So it is not necessarily either or, I think.  


P.-Müller:    Yeah, I think it is really good to think about the balance, like, it is a little high here 
 and a little low here, and the next one can be the other way around.  


Interviewer:   How does your clients evaluate the impact risk? 


Mission alignment 


Engedal:   It depends on the form of the investment, I would say, because let us say it is a loan 
 where you as an investor do not have a lot to say and it is specifically stated in your 
 contract that the loan is dependent on you reaching this kind of impact, which I 
 have not seen. But, if it is an equity investment, and you buy 30% of a company, 
 then you have 30% of the saying, because you are in the board and can do active 
 management if you want. I would say that in terms of social impact bonds, it is a 
 big problem because you are not used to evaluating the risk of whether or not you 
 are able to reach a social outcome. It is not technically that different than saying 
 we can reach this performance financially this year, but one of the ways it has been 
 done in Finland for example, is that actually instead of contracting with a service 
 provider directly, the investor contracts with an intermediary. That has also been 
 done  in  the  UK.  Then  the  intermediary  would  be  obliged  to  pay  the  investors 
 returns if they get results. Then it is their job to find the right service providers to 
 provide the service. So if it is a 5 year program and after 1 year the investors can 
 see that this is not going according to the plan, then they can ask the intermediary 
 to find new service providers.  


Interviewer:   Have you experienced any goal misalignments in any projects you have had?  


Engedal:   Not really in terms of social impact bonds, but then again, it is a new model and I 
 think all of the investors are pretty aware of what they are doing. I have read about 
 instances in the UK, where social organisations may have felt what you describe 
 as  “goal  misalignments”  –  specifically  as  they  were  critical  towards  having  to 
 spend much more time on reporting on performance goals rather than spending 
 time with their clients/target group. I cannot comment on whether or not this was 
 a  result  of  misalignment  between  the  investor  and  investee  or  rather  just  an 
 inherent  part  of  results-based  contracting.  From  personal  experience  when  I 
 wrote my thesis a few years back, I had some cases where there was a conflict 
 between the investor and investee after the investment had been made, because 
 they  …  especially  the  investees,  felt  that  the  investors  were  overstepping  their 
 boundaries and they wanted to involve in the office and say that you should have 
 a new CEO or whatever. But it was unclear who was right, so to speak, and whether 
 it was fully legal etc. And it was not ever concerned with the impact side so much, 
 more the financial side.    


P.-Müller:    I know that some of the pension funds that have been investing in some of the new 
 SDG funds etc. have been branding it as this is impact investing and for developing 
 countries,  but  when  it  comes  to  it,  they  have  really  high  requirements  for  the 
 return, meaning that some maybe good projects, that could have had a high impact, 
 are not being made because they have really high requirements for returns.  


Interviewer:   How  are  possible  exit  opportunities  evaluated?  Are  there  any  concerns 
 connected to this? 


Engedal:   Again, it depends on the form of investment. I do not think we have seen any exits 
 on social impact bonds actually, I think people usually stay. I remember reading 
 about  troubles  with  exiting  in  African  investments,  but  I  cannot  say  if  that  is 
 specifically impact investments or […]. 


P.-Müller:    I mean, I know it is an ongoing concern, but it is not something I have experienced 
myself. I can just recognise that it is one of the big things that is still lacking in 
order to actually know what you are going in to and how do you do this, because 
as an investor, it is like … the concept is very much like, how do we measure, what 
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