Impactinvesting in emerging markets: Opportunities for institutional investors

impaCt Financial Inclusion I is the second generation private equity

. . fund launched by the Australian firm LeapFrog in 2074. It was

!nVE_Stan significantly oversubscribed, raising USD 400 million to be

INStitute invested in financial inclusion across Africa and South Asia.
Investments are de-risked through a diversified portfolio and
active management approach.

Fund manager: LeapFrog Group
Total assets under management (AUM): Around USD 1.6 billion

CASE STUD¥ ® |eapFrog Group is an Australian private equity firm founded in 2007, with
USD 1.6 billion in AUM

(] [ ] [ ]
F I n a n C I a l I n C I U S I 0 n FU n d I I The fund specialises in growth-stage and expansion equity investments in

financial institutions, distributors for financial products, enablers of financial
Le a p Fro g I nve Stm e nts services, and recently healthcare

Invested companies have provided financial services to over 25 million people

across 13 countries

LeapFrog Investments was named Africa Firm of the Year in 2016 by Private

Equity International, a global insight, analysis and data provider for the private

equity industry

Geography: Sub-Saharan Africa and South Asia Investment overview

Size: Around USD 400 Million (raised)

Impact thesis: Financial inclusion Key fund limited American International Group, Inc. (AIG), AXA,
partners (LPs) and Zurich Insurance, Christian Super, MetLife,
investors Prudential Financial, Inc.

Instrument type Private equity (financial inclusion)
Average investment size .
. tfoli . USD 10-50 million
e © Impact Investing Institute In portrolio companies
¥ In &

www.impactinvest.org.uk . .
Time horizon Long-term closed fund (10 years +)

This case studyis provided for information only and should not be interpieted as constituting investment
advice or any regulated activity: The information and figures provided are accurate as per the latest
information publicly available and/or made available to'the Institute for the purpose of this research.




Case study: Financial Inclusion Fund Il

Financial return profile

Track record: Above market-rate

® Top-quartile returns compared to other emerging market private equity

investment funds
® Between 2009-2019, grew 33% on average
Liquidity:

® |lliquid investment

® Long-term (10+ years])

Risk profile

Currency risk: Diversification across 35 emerging markets including in numerous
local currencies

Execution risk: LeapFrog generally owns majority shares in microfinance
institutions (MFIs) and has developed a significant track record in supporting

companies scale, exiting through profitable sales or initial public offerings (IPOs)

Concentration risk: Diversification through investments in 26 companies

Sources: : i) LeapFrog Website [Accessed 06/10/20], i) ‘AVAC Member Interview: LeapFrog
Investments’, 2015. iii) LeapFrog Investments, Impact Results’, 2019.
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Investment thesis

LeapFrog's investment philosophy is “profit with purpose”, investing in companies
that provide impactful services and market-rate returns.

LeapFrog achieves this through rigorous sourcing and assessment through a
proprietary framework (FIIRM) looking at:
1. Financial performance: Including revenue, profitability, internal rate of return
(IRR)
2. Impact: Key performance indicators (KPIs) on the number of consumers,
renewal ratios, efficacy, etc.
3. Risk management: Environmental, Social and Governance (ESG), governance,
and other risk management
4. Consumer insights: Social outcomes, experience, loyalty

These insights are essential to build investor trust and accurately predict return
expectations

Investment structure: Equity and value creation

Alongside an equity investment, LeapFrog provides a number of tools and capacity
building services to investees, including:
® Governance and financial management support: Effectiveness of their
organisational structure and accurate financial management
® Product design and pricing: Building on customer insights to develop positive
user journeys and affordable price points
Sales and distributions plans: Improved customer outreach
Technology platforms: Offering products via mobile or digital platforms to
reach more customers

® Human resources and talent management: Scaling sustainably and training
new staff

® Measurement tools: Including rolling out the FIIRM dashboard
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Investment selection

Eligible investments

The following projects are considered eligible:
1. MFIs focused on bottom-of-the-pyramid (BoP)
customers, defined as those with an income of
USD 10 a day or less
2. MFlIs adhering to the FIIRM criteria on financial,
impact and risk metrics

Due diligence process

Due diligence of possible investments through
assessment against the following criteria:
® Scale: Strength of the business case for scaling
the MFI
® Quality: Appropriateness and quality of products
provided
® Affordability: Price points affordability for BoP
customers
® Governance: Strength of governance and
leadership within the MFI
The due diligence also collects consumer insights to
understand unmet demands, pain points, perceived
future risks and drivers of satisfaction

Impact targeting

Impact thesis

Theory of change: LeapFrog invests primarily in MFls
that deliver micro-insurance products (life, health,
property, casualty), which provide a safety net to low-

income individuals and businesses in case of external
shocks and thus prevent them from dropping below the
poverty line

Target stakeholders: Low-income individuals and micro
and small businesses (with an income of USD 10 per
day or less) that are willing and able to pay for critical
products and services

Impact metrics and outcomes

® | eapFrog's proprietary framework, FIIRM, is used
to track KPIs on financial, impact, innovation
and risk metrics within a live dashboard. Data
is collected monthly and quarterly for each
investment, including:

O Total target stakeholders (205 million
people reached by essential financial
services to date)

O Jobs created (127683 new permanent jobs
created to date)

® The datais complemented by consumer insights
on 14 markets and 10,000 directinterviews

® The assessments are verified by Tideline, a
leading impact investing consultancy

® LeapFrogis a founding signatory and key
participant in the development of the
standardised International Finance Corporation
(IFC) Operating Principles for Impact Management,
which are being rolled out across the impact
investing sector
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Institutional investor spotlight: Prudential Financial, Inc.
Investment: Unknown

Prudential Financial, Inc. has been a repeat investor in several LeapFrog funds. In
2018, Prudential committed additional capital to LeapFrog's new emerging markets
fund focused on healthcare and financial services.

“Prudential's lead investment in LeapFrog’s latest fund underscores our conviction in
the power of capital-based solutions to solve the financial, social, environmental, and
economic challenges of our changing world. We are pleased to partner with LeapFrog
to redlise the enormous potential for inclusive growth and shared prosperity in
emerging Asia and Africa.”

Charles Lowrey, Chairman and CEO of Prudential Financial, Inc.

Other similar opportunities in the market

® |n 2019, LeapFrog launched its third fund, exceeding its USD 600 million
target to raise USD 700 million

® The mandate of investment was broadened to include both financial services
and healthcare and attracted investment from many repeat investors of its
earlier funds, including Prudential Financial Inc., AIG, AXA, Christian Super, and
others

® Micro-insurance overall is nascent in Sub-Saharan Africa and South Asis,
but the opportunity is large, with only around 4% of the population in Sub-
Saharan Africa currently covered

® |eapFrogand IFC are currently the largest players, although a number of
public-private partnerships are developing to scale this proposition

in partnership with Dalberq



