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Whilst blended finance (BF) has been gaining traction in India, lack of adequate
documentation, research, and transparency has led to limited awareness and standardized
understanding around the topic. This has created a critical need for an India-specific
perspective on this innovative impact investment approach. Asha Trust partnered with
Societe Generale and the Impact Investors Council (IIC) to prepare this report as a first step
toward creating data-driven awareness in the Indian ecosystem and increasing the pools
of capital aligning with BF. This report is backed by the first-ever open-source database

of ~180 BF transactions executed in India in the last decade and considered fill the end

of the calendar year (CY) 2022. Multiple fransactions with similar structures have been
combined under a single transaction for analysis under the database; thus the actual
number of BF transactions executed in India may be much higher. Each transaction has
been confirmed and interpreted with the help of one or more stakeholders via written
communication or interview-based discussions or both. We believe that these resources
will initiate many critical discussions on the quality of BF activity in India, efficacy and
leverage, appropriateness of instruments, scalability, return potential, etc., and encourage
stakeholders to review their plans and strategies effectively.

Defining Blended Finance and the Framework for Analysis

Over the years, some ambiguity and variety has evolved in the ways BF is defined. At its
core, BF uses public and philanthropic finance to mobilize additional commercial capital,
primarily from private sources, to help the international development community achieve
sustainability goals. It also aligns investors and investment instruments to a common set
of financial and impact objectives. In simple words, BF is the use of catalytic capital
from public or philanthropic sources to increase private sector investment in
sustainable development.

In this report, we have presented a five-point framework developed on the

basis of commonly used and accepted global definitions of BF. \We have used

this framework to screen BF transactions and define the scope of our report. The key
elements of this framework are — impact, leverage, role of catalytic and concessional
capital, financial returns, and timeframe. To assess the landscape of the Indian BF market
in the last decade, based on our five-point framework and a detailed set of assumptions
and considerations, we built the first-ever open-source database of BF fransactions in
India. The analysis was based on this database of ~180 BF transactions, ~55 interview
and survey-based inputs from senior professionals and experts in the industry. The
stakeholders represented diverse groups in the Indian BF space — development finance
institutions (DFls), banks, non-banking financial companies (NBFCs), impact investors,
international and domestic philanthropic institutions, strategic intermediaries and service
providers.
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Size of the Indian Blended Finance Market

As per our estimates, the Indian BF market stood at USD 1.30 billion in 2022 and
is projected to reach USD 2.64 billion by 2027. Cumulatively, with approximately 180
transactions over 2010-2022, India had an average deal flow of about 14 BF transactions
per year. The Indian BF market size on a cumulative basis stood at USD 5.6 billion during
the 13-year period, about 3.4% of the cumulative global market'.

The Indian BF market has been growing at a fast pace, showing resilience to
recent economic shocks. It has grown by 8x during the 13-year period from 2010-
2022, indicating a compound annual growth rate of 18.8%, higher than the growth rate
of the global BF market at ~11%. Overall, while Asia has emerged as an increasingly
important destination for blended capital globally, within the region, India accounted for
the largest number (47%) of BF transactions by volume. However, India’s share is lower
when analyzed in terms of value. As per our analysis, as of 2022, the Indian BF market
constituted ~40% of the Asian BF market.

India’s average transaction ticket sizes are well below the global average, lower
than Asian neighbors as well. This may be due to the diversity of innovative pilot
projects and scaled solutions in India. In the last 13 years, the average annual transaction
sizes have ranged from approximately USD 10.4-22.3 million, significantly lower than the
global median of USD 30-80 million during the timeframe.

Key Actors in the Indian Blended Finance Market

While DFls and multilateral development banks (MDBs) are the largest investor
categories globally, the Indian BF market is led by NBFCs and banks. NBFCs and
banks have been the most prominent investor groups in BF, together accounting for 43%
of the ~180 transactions analyzed during 2010-2022, followed by MDBs and DFls with
about 29% share.

Among catalytic investors, besides DFls and MDBs, international foundations
have played a leading role. Participation by domestic foundations and corporate
social responsibility (CSR) capital has been negligible. Most of our interviews
indicate DFIs would continue to play a key role in terms of credit enhancement,
especially via guarantee-based structures, and build a frack record for a given product
or sector. International foundations have played a vital role in developing the BF market,
contributing not only capital but also significant knowledge and learnings from their
experience across geographies. However, a roadmap for mainstreaming sunset clauses
should be created for scalability.

! Convergence Report: The State of Blended Finance, 2021
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Lack of clarity around legal and regulatory aspects is constraining participation
of domestic philanthropic partners. Despite shared objectives of addressing
sustainable development goal (SDG)-related issues, significant philanthropic capital

is sitting on the fence about participating in BF transactions. From the interviews, it

has been noted that mindset and mistrust challenges are equally critical. Despite the
significant scope to participate, Indian family offices view investing and philanthropy as
separate and do not yet fully appreciate the catalytic or concessional investor role. Some
of these issues can be addressed by creating much needed awareness, transparency,
and templatization in the BF market.

Prominent Instruments and Transaction Structures

Debt-based instruments have gained traction among DFls and commercial
investors, while catalytic investors continue to explore results-based financing.
Unlike global trends, where concessional debt and equity continue to be the most
prominent blending instruments, in India, guarantees and risk insurance products (mostly
funded) are the most prominent instruments for BF transactions. In fact, one out of every
two closed BF transactions in India involves guarantees.

Technical Assistance (TA) and design grants have played a critical role in driving
growth and innovation. Given that the BF approach is still emerging and needs significant
resources toward structuring, identifying right partners, and monitoring for outcomes,
technical assistance can be especially useful in providing comfort to new investors in
sectors traditionally deemed high risk and non-traditional transaction structures.

Concessional and subordinated debt is gaining prominence, especially toward
driving blended transactions in matured sectors. These instruments account for
almost 20% of the market by value. One significant reason for the popularity of these
instruments is the fact that commercial investors understand these structures relatively
better along with their risk-return profile. Thus, less effort is required for educating them
or structuring these fransactions.

Facilities are the most common vehicle for blending; they constitute almost 43%
of the market in India by value. Bonds and notes come second with 30% of the market
share. Unlike global trends, where funds continue to be the most prominent vehicle type
and command about 35% of the market by volume, in India, they constitute only 18% of
the market by value and only 10% by volume.

Impact bonds, though most discussed in media and almost used
synonymously with BF, represent less than 2% of the market by
value
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Leverage Trends

Over the last 13 years, the Indian BF market has shown significant leverage of
5.06x. Concessional and subordinated capital-led transactions have shown a leverage
of 5-6x, and guarantees and risk insurance-led transactions, which have a wide range
of applicability, have shown a leverage of 2.5-3x. Results-based financing transactions in
India have delivered leverage of slightly over 2x.

Prominent Sectors

Financial services and energy make up ~ 65% of the market by value, similar to global
trends, while agriculture and livelihoods are prominent and upcoming sectors.
Overall, there is a fairly good distribution of transactions across sectors by volume,
reflecting pipeline of bankable projects and interest from various investors toward each of
these sectors.

Going forward as well, as per our discussions and interviews, besides financial services
sector, the energy sector is likely to attract the highest level of interest; at a sub-segment
level, green energy projects and decentralized energy projects will continue to gain fraction,
mainly driven by increasing global focus on climate change mitigation and national net zero
targets. This will be closely followed by agriculture and access to livelihoods.

Key Issues Faced by Investors in the Indian Blended
Finance Market

Overall, there is a reasonable consensus among stakeholder groups about the top areas
of concerns:

a) cost and time for structuring BF transactions, and

b) lack of a clear and robust regulatory and legal environment.

Areas that are of relatively lesser concern across stakeholders are:
a) lack of intermediaries to help structure and manage BF fransactions, and
b) poor impact management by investees.



n

Key Interventions Needed to Unlock the Blended Finance

Approach in India

Multiple interventions would be needed to augment the growth potential for BF in India.

Engagement with
governments

e Setting up an institutional

framework: Institutional
interventions can help
centrally plan policies,
standards, reporting
frameworks, etc. This would
be an important step tfoward
scaling.

e Advocacy toward

legal and regulatory
issues: This will facilitate
merging of different
types of commercial and
philanthropic capital.

Aiming for scale

Reduced cost of
structuring: Bespoke
transactions that must be
constantly tailored and are
expensive due to complex
legal, regulatory, and tax
regime should pave the way
for more standardization for
similar future transactions.

Building templatized
models: Templatized
models need to be created
to address the inherent
complexity in laws while
structuring fund flows
between different sources
of capital.

Building awareness
and trust

® Evangelisation and

building trust through
examples and data:

This is especially critical
for unlocking domestic
philanthropic capital, e.g.,
high net worth individual
capital, CSR funds, and
assets owned by religious
trusts in India. Lack of
trust and awareness is the
biggest impediment for this
segment.

Transparency and
documentation: There is a
need for more data around
transactions, structures,
partners, returns, impact,
and learnings. DFls and
MDBs can play a key role
here, leveraging learning
from global experiences
as well as taking the lead
in creating a culture of
transparency to help scale
the market.

While these interventions would help build momentum for BF in India in general, two
key investor groups — banking, financial services, and insurance (BFSI) and domestic
philanthropic organizations (including CSR and family offices) — would be at the fulcrum
of unlocking the BF segment in India.
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Potential Interventions for BFSI Players
Partnership and engagement with philanthropic capital providers
Creation of an industry-level BF credit and refinance fund for greater systemic support

Regulatory interventions to allow for a flourishing BF market, especially addressing legal
hurdles preventing the intermixing of private capital with philanthropic capital

Linkages with public sector banks

Expansion of priority sector lending to include more impact/ SDG-linked sectors

Potential Interventions for Philanthropic Players
Templatization and facilitation of select blended structures

Addressing challenges related to restrictions and lack of clarity with respect to certain
provisions in the legal and tax regimes

Suitable relaxations in the Foreign Contribution (Regulation) Act, 2010, to enable BF
transactions

Improved data sharing and documentation about success stories

Platform building for collaboration
Overall, the BF market in India is at a nascent stage but growing faster than ever. Growing
interest among investors, both global and domestic, indicates significant potential for

this segment in the next few years. However, several challenges need to be addressed to
achieve greater scale and momentum in this space.
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Globally, BF has been the preserve of large foundations and multilateral development
agencies. However, there is a possibility of attracting much larger pools of capital to
impact-linked sectors and enterprises, by broadening the system to philanthropic
capital pools like corporate social responsibility (CSR) funds and domestic
foundations, and institutional commercial capital from the likes of banks and financial
intermediaries. In this report, we have made an attempt to deepen awareness around
the rapidly evolving topic of BF and to explore its relevance in the Indian impact
investment market.

Whilst BF has been picking up in India, lack of adequate
documentation, research, data, and transparency has led to
limited awareness and standardized understanding around the
topic. We believe there is a critical need for an India-specific
perspective on this innovative impact investment approach.

Asha Impact Trust thus partnered with Societe Generale and the Impact Investors Council
(IIC) to create this report and database as a first step toward increasing awareness and
knowledge sharing among stakeholders.

This report presents a comprehensive landscape of the BF ecosystem in India. The
objective is to bring together the varied and fragmented definitions and experiences of
different players to explore key trends, learnings, insights, and adaptability to a rather
under-researched and less commonly understood concept in the Indian context. The
report also aims to shed light on its drivers, challenges, opportunities, sectors, actors,
instfruments, etc.

Significant effort has also gone into creating the first-ever open-source BF database, on
which the analysis of this report is based. This database, capturing the BF transactions
executed in India in the last decade, has been prepared based on detailed transaction-
level data collected from secondary research and primary interviews. Each transaction
has been confirmed and interpreted with the help of one or more stakeholders via
written communication or interview-based discussions or both. For ease of reference, this
database is available in this report under Annexure 5. It may be noted that the database
has been made available as a free public resource.

We have actively researched various actors, instruments, and themes that have
been explored in India and those in the pipeline and analyzed approximately 180 BF
transactions. Some of the key questions that the report aims to answer are:
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How can BF be defined keeping the current Indian impact investing context in mind
Which BF instruments and vehicles have been used widely in India

Which sectors are seeing the most fraction in terms of BF transactions

Who are the current and upcoming actors in this space

What have been the learnings and experience from some of the prominent transactions
Which are the sectors or segments of the market where BF might work better

What are the opportunities and limitations for scaling of BF in India, especially from
investors’ perspective

We believe that the transaction database and report will provide a meaningful push to
stakeholders fo review their plans and strategies and elevate the dialogue on BF. Both
these resources will also initiate many critical discussions on the quality of BF activity in
India, efficacy and leverage, appropriateness of instruments, scalability, return potential,
etc. Though this report does not address these concerns, it provides the much-needed
starting point for these questions to be explored through more detailed and wider
research.

We believe the database will go a long way in catalyzing the BF market in India by openly
sharing knowledge on transactions and wish this to be a live entity. We are exploring
partners and resources to keep this database updated and accurate. Please reach out to
Asha Impact Trust and IIC to explore opportunities to join this endeavor.
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Definition of
Blended Finance
for this report



Historically, structures and concepts similar to BF, such as public-private partnerships,
have existed. Thus, the practice of blending different sources of capital is not necessarily
new. Nevertheless, it is only recently that the term 'blended finance' has received much
attention, especially with the development and impact angle.

Over the years, some ambiguity and variety has evolved in the ways BF is defined. This
is frue even among development finance institutions (DFls) and multilateral development
banks (MDBs) that are taking a lead in endorsing this investment approach. As
commercial and philanthropic capital providers and facilitators explore the potential of
BF, and assess the relevance of various interventions, it is important to evaluate different
definitions for BF adopted by various development actors. This is a critical step toward
influencing the scope and specificities of interventions that investors need to evaluate.

In India too, while BF has been adopted for select projects for almost two decades now,
the use of the term has not been standardized. During our survey, despite reasonable
understanding and experience, most interview respondents felt that the market can
benefit from a common and clear understanding of this approach, to build their
respective strategies, and overall readiness to participate in BF investment opportunities.

This chapter discusses a five-point framework borrowing from commonly used and
accepted global definitions, built for the purpose of this report. This framework can be
used for deeper stakeholder consultations, and developing the BF market in India.
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OUR FIVE-POINT FRAMEWORK FOR DEFINING BLENDED
FINANCE

We have reviewed various definitions adopted by global actors in the context of this report.
This included definitions and principles defined by the Organization for Economic Co-
operation and Development (OECD), the DFI Working Group on Blended Concessional
Finance for Private Sector Projects, the European Union, the Global Impact Investing
Network, and Convergence. (Please refer to Annexure 2: Review of global blended
finance definitions and principles.)

While the definitions of BF may vary, in practice, they are largely complementary and share
common attributes. At its core, BF uses public development finance and philanthropic
capital to mobilize additional commercial capital, primarily from private sources, to help
achieve sustainability goals. It also aligns investors and investment instruments for a
common set of financial and impact objectives.

After carefully considering various working definitions and principles around BF, we have
aligned ourselves with the definition adopted by the DFI Working Group on Blended
Concessional Finance for Private Sector Projects and further adopted and detailed by
Convergence. In simple words,

BF is the use of catalytic capital from public or philanthropic
sources to increase private sector investment in sustainable
development.

Overall, by improving the risk-return profile of investments without distorting functioning
markets, BF incentivizes and mobilizes private capital in emerging markets like India,
where public sector resources and donor funds are limited as compared to the
sustainable development goal (SDG) financing needs.

To define the key characteristics of BF and then screen BF fransactions for our database,
we established a five-point framework that is explained in Figure 1. A detailed note on
this is available under Annexure 3: Five-point framework for defining blended finance
transactions.

In addition, we have explored multiple BF approaches and instruments that have been
used in India. Figure 2 provides an overview and categorization of these, while in
subsequent chapters, we have discussed and analyzed them in detail.



Figure 1:

Defining Blended Finance: 5 Point Framework

Multiple definitions of blended finance converge on factors of concessionality, leverage
and additionality of impact. We use this framework to classify BF transactions.

The transaction contributes toward delivering
predefined impact. There should be an
element of clearly defined and measurable
Impact SDG related achievement objectives.

]

The transaction is aimed at crowding-

in private investment in an identified BF
vehicle such as fund, facility, program,
project, bonds in an impact focused high-
risk sector.  Leverage

N

The transaction essentially involves
catalytic capital to improve the risk-return
profile of the transaction, by providing
often needed risk-cushioning to attract
more commercial capital. In most cases,
this represents the concessional capital
component (grants, TA, guarantee, lower
risk-adjusted return expectations, tenure,
subordination, other terms), aimed at
market-making.

w o

Catalytic/
Concessional

Participants of the transaction may be
organizations with different investment
objectives such as financial return, social
impact or a blend of both. Focus is on
market-based organisations or projects that
have an intended earned income. Returns

N

Blending of commercial and concessional
capital should happen within the same
transaction/timeframe to leverage catalytic
Timeframe  ability of concessional capital.

m o
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PROMINENT BLENDED FINANCE INSTRUMENTS AND

VEHICLES COVERED IN THE REPORT

Several instruments fall into the broader BF category: guarantees, first-

loss capital,

results-based financing, concessional debt and equity, subordinated debt, grants, and
TA. The choice of instrument is influenced by the need of the organization, sector, type

of transaction, country circumstances, and the fundamental obstruction to private sector

investment.

We have created conceptual clusters of instruments commonly used in the Indian context'.

Figure 2:
Prominent BF instruments and vehicles

Approach Instrument  Description Applicability
Concessional e Debt, e Direct financial investment e Aimed at improving the
capifal subordinated into a fransaction or BF credit or investment profile
debt, vehicle of early / growth-stage
concessional companies and projects in a
debt Losses on the value of the relatively established sector
security are absorbed by or asset category. A select
Equity, junior the junior/ subordinated set of investors may take
equity (including  tranche first riskier (junior) positions to
mezzanine) crowd in more mainstream
capital sources
Guarantee or ¢ Guaranfees e Generally, a third party e Risk underwriting
sl d provides an extra layer of instruments can either
risk insurance First-loss protection for the beneficiary improve the credit profile or
capital of a service (protection provide comfort to investors

against capital losses or to
provide credit enhancement)

Loan guarantees can be
complete or partial

by effectively shifting the
risk-return profile of an
investment opportunity.

Mostly provided in upcoming
sectors, o widen or deepen
an emerging business model
or transaction structure

TA and grants ° Grants e A financial confribution with no °
expected repayment, e.g., to support
TA capacity building, provide strategic

or technical support. TA facilities can
improve project financial viability by

TA is an essential tool to attract
private capital to development
projects, allowing knowledge
gaps to be addressed and

new projects to be developed.

offsetting high upfront transaction Mostly used when new sectors,

costs, and reducing the uncertainty of fransaction structures, or impact

a project becoming operational measurement systems are being
explored.

Advisory, assistance, or training to the

investee business or other value chain TA can be directly incorporated
and ecosystem actors provided either within a BF fund or facility, or
pre- or post-investment operated as a separate entity

! Blended Finance: A Brief Overview, International Development Finance Club, 2019
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Results-based ¢ Development/ e Instruments that provide e Market incentives aim
financing Social Impact incentives and disincentives to support investment
Bonds to achieve desired impact in sectors that are
) outcomes or results (tie at high impact, but in
Social Success least a portion of payments to which normal market
Note/ Interest .
Subvention achievement) fundamentals do not
exist, yet. They are
This type of financing is aimed particularly important
at rewarding innovation and in market segments
successful implementation of that require innovation
a project with clear impact around new products
benefits and services that

address development

Blended finance vehicles or transaction types

In this report, we have identified five blended transaction types or vehicles. Each of
these transaction types can use one or multiple BF instruments mentioned above.

Fund: This includes both debt and equity funds, and fund of funds. For the purpose of the
report, we have only considered funds that have a blended capital structure in terms of source
of funds. Funds reduce investor risk exposure via diversification and are familiar structures for
private investors.

Facility: Convergence defines a blended facility as an earmarked allocation of public
development resources (including funding sometimes provided by philanthropic sources)
combined with private capital at the vehicle level, for deployment toward a specific recipient or
intervention. Blending may occur within the facility itself or the facility may be set up to carry
out blended transactions. Here the role of the catalytic or concessional investor is to facilitate
the return seeking capital and to mostly act as a guarantor for the actual transaction.

Bond and note: These include corporate issuances and green bonds.

Company: This refers to company-level blended transactions and / or where a company
maintains a blended capital structure, attracting grants, concessional debt and equity, and
private investments. All investments are made within the company itself.

Project: This involves various stakeholders coming together and pooling in capital and
resources to achieve a common outcome under a clearly defined project special purpose
vehicle or a similarly defined structure. These transactions involve challenges similar to project
finance and need resources for pre-investment project preparation. In case of BF, we have
considered development impact bonds (DIBs) or social impact bonds (SIBs) as examples of
projects.

Using these concepts and framework, we have analyzed the emerging landscape of BF in India
in the next chapter.
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It is a well-accepted fact that delivering SDGs and the Paris Agreement will require

more resources than that are being spent on development outcomes. This is particularly
true for developing countries. According to World Investment Report - UNCTAD, 2014,
current investment levels leave a gap of approximately USD 2.5 trillion per year?. To

meet the United Nations’ (UN) SDG targets, India needs a whopping USD 2.64 trillion
investment’, translating into an annual financing gap of USD 0.6 trillion. Along with
international aid and government spending, there is a critical need to co-opt monies from
capital markets and philanthropy toward meeting development outcomes.

While priority sector lending has historically encouraged banks and financial institutions
in India to provide institutional credit to credit-deficient impact sectors such as
agriculture and micro, small, and medium enterprises (MSMEs), it has also created a
conducive backdrop for enterprises in these sectors to build a credit history with banks.
Similarly, impact investment funds have drawn the attention of private equity markets to
emerging sectors and business models. With this background, along with positive policy
and institutional tailwinds in the form of recent budgetary announcement regarding a BF
facility under the National Bank for Agriculture and Rural Development (NABARD) and
active discussions around building India’s Social Stock Exchange, BF is being increasingly
seen as an interesting opportunity by various investor segments in India. In August 2020,
the Department of Economic Affairs, Ministry of Finance, Government of India, and UN
Nations Development Programme, India, launched the Sustainable Finance Collaborative
with the objective of bringing together leading experts and organizations to work
together to boost the country’s efforts on mobilizing sustainable and green finance. One
of the key objectives is to foster specific dialogue on addressing barriers to deploying
innovative financing instruments for sustainable development.

To assess the landscape of the Indian BF market in the last decade, based on our five-
point framework and a detailed set of assumptions and considerations (Please refer to
Methodology), we built the first-ever open-source database of BF transactions in India.
We believe that it represents 76-80% of the market, as defined by this report. The
analysis presented in this chapter is based on the database and ~55 semi-structured
interviews of and survey-based inputs from senior professionals and experts in the
industry. The stakeholders represent diverse groups in the BF space in India — DFls,
banks, NBFCs, impact investors, international and domestic philanthropic institutions,

strategic intermediaries, and service providers.

2 World Investment Report 2014: Investing in the SDGs: An Action Plan, UNCTAD
3 Opportunity2030: The Standard Chartered SDG Investment Map, 2020
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INDIAN BLENDED FINANCE MARKET VALUED AT USD
1.3 BILLION IN 2022, 40% OF ASIAN BLENDED
FINANCE MARKET

As per our estimates, the Indian BF market stood at USD 1.3 billion in 20224, This
represents 14.0% of the global BF market by value. Globally, BF annual capital flows
have been averaging at approximately USD 9.0 billion since 2015. As per a report by
the DFI Working Group on Blended Concessional Finance for Private Sector Projects,
DFls financed projects worth more than USD 10.4 billion in 2019 through blended
concessional finance®.

Figure 3:
Blended Finance Market Size Comparison (USD Mn): 2021-22.

9,000

+20% over bottom up
calculated number to
3,240 arrive at total market

|

1,301

Global market Asia market India (2022)-
(Convergence) (Convergence) Asha Estimates

Overall, while Asia has emerged as an increasingly important destination for blended
capital globally, within the region, India accounted for the largest number (47%) of BF
transactions by volume®. However, India’s share is lower when analyzed in terms of value.
As per our analysis, as of 2022, the Indian BF market constituted ~40% of the Asian
BF market.

4 The actual market size estimated using our database stood at USD 1.1 billion, 70-80% of the market, excluding certain
transactions due to lack of timeliness and poor quality of data shared by market participants. Further, our database
is representative, but not comprehensive. This is because of the limitations of the bottom-up approach used for data
collection, ours being the first-ever attempt to aggregate and publish such a database for India. It may be noted that the
analysis presented in this report is limited to the aggregate picture presented by the transactions captured in the database.
5 DFI Working Group on Blended Concessional Finance for Private Sector Projects, December 2020

¢ Convergence Report: Data Brief, Blended Finance in Asia, June 2019
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Figure 4:
Indian Blended Finance Market - Market Size Growth (USD Mn)

ms

2010 20m 2012 2018 2014 2015 2016 2017 2018 2019 2020 2021 2022

Indian BF market is less than 5% of cumulative global market, but is growing at a fast pace
and showing more resilience to recent economic shocks. As per our analysis, the Indian
BF market has grown by 8x from USD 0.1 billion to USD 1.1 billion during the 13-year
period from 2010-2022. This indicates a compound annual growth rate of (CAGR) of
18.8%, higher than the growth rate of the global BF market at 11.0%.

Overall, with approximately 180 transactions during 2010-2022, India has an average
deal flow of about 14 BF transactions per year. In terms of value, the Indian BF market
represented a cumulative market size of USD 5.6 billion during the 13-year period,

about 3.4% of the cumulative global market. To date, aggregate global BF flows’ have
totaled just over USD 160 billion®. The global BF market has experienced a steady annual
deal count since 2015, averaging 55 closed transactions per year.

Although the number of global blended transactions closed in 2020 followed annual
market frends, BF flows were significantly lower compared to historical trends (~USD 4.5
billion in 2020, 50% less than 2019). This trend could be due to several factors, including
donors and private investors pivoting to protect and provide pandemic-related relief to
their existing programs and portfolios. Other factors could include an increased perception
of risk associated with emerging markets considering the pandemic, as well as logistical
barriers due to travel restrictions. However, the Indian BF market has seen a steady y-o-y
increase in the last 2-3 years, although the rate of growth has slowed comparatively.

7 It may be noted that while aggregate figures for India have been calculated based on our analysis of transactions during
2010-2022, the comparable figure presented for the global market is an aggregate to-date figure and hence, may also
include transactions completed prior to 2010. However, we believe that those would be a small proportion as compared
fo the overall global figure, and therefore, should be comparable.

8 Convergence Report: The State of Blended Finance, 2021
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India’s average transaction ticket sizes are clearly below the global
average, lower than Asian neighbors as well

As per Convergence?, transactions targeting India have been smaller, on average,
compared to those across all Asian countries, which may reflect the diversity of innovative
pilot projects and scaled solutions in the country. Nearly all the BF transactions launched
during 2017-2019 in Asia targeted countries beyond India — especially Vietnam,
Myanmar, and Indonesia. As per our database, the average ticket size for 2022 stood
at USD 19.36 million. In the last 13 years, the average annual transaction sizes have
ranged from USD 10.4 million to USD 22.3 million, significantly lower than the global
median of USD 30-80 million during the timeframe®. Based on recent years’ transactions,
it may be inferred that in India, typically facilities and funds represent the largest ticket
sizes, while projects and companies attract the smallest.

Figure &:
Indian BF Transactions: Average Ticket Size (USD Mn)
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8 Convergence Report: The State of Blended Finance, 2021

? The median overall deal size for blended transactions globally in 2020 was USD 30 million, compared to USD 49.5
million in 2019, and USD 77.7 million in 2018. Source: Convergence — The State of Blended Finance, 2021
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Figure 6:
Cumulative BF Market 2010-2022 by Type of Capital (by value)
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Overall, in terms of value of the cumulative market base, commercial return-seeking
capital contributes about 83%; guarantees, 9%; concessional or risk capital, 6%; and
outcome-linked funding and TAs each at only 1% (Figure 6).
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WHILE DFIS AND MDBS ARE THE LARGEST INVESTOR
CATEGORIES GLOBALLY, INDIAN BLENDED FINANCE
MARKET IS LED BY NBFCS AND BANKS

Globally, public investors constituted almost two-thirds and private commercial investors,
led by banking, financial services, and insurance (BFSI), constituted almost one-third

of the BF market. Public investors are most often DFIs or MDBs, which participate in
blended transactions in a variety of ways — by bringing different types of capital, i.e.,
concessional capital, risk / commercial capital, and grants/ philanthropic capital. It may
also include government sources of funding. Private commercial investors, i.e., large
banks, financial institutions, impact funds, etc., participate either at the organizational
level or at the business unit level. The most prominent commercial investors in BF over
the past five years have generally been commercial banks such as Societe Generale,
Mitsubishi UFJ Financial Group, Standard Chartered Bank, and Deutsche Bank. The
venture capital (VC) fund Accel Partners has also been active.

Unlike global trends, in India, NBFCs and banks have been the most prominent investor
groups in BF, together accounting for 43% of the ~180 transactions analyzed during
2010- 2022, followed by MDBs and DFls with about 29% share. However, VC and
impact funds constituted only 5% of the market. Domestic foundations and NGOs
together continue to account for the smallest proportion of blended transactions across
organization types, contributing to approximately 4.6% of transactions during the period.

In commercial commitments, NBFCs and banks together accounted for more
than three-fourths of the transactions

During 2010-2022, of the cumulative BF investment of USD 5.6 billion, almost USD 4.6
billion or 83% has been return-seeking capital (Figure 6). The return-seeking component
of the Indian BF market has mostly been driven by NBFCs, followed by banks and
financial institutions, with almost 77% market share by volume. VC and impact funds
constituted only 9% of the market by volume. Some of the prominent commercial
investors in the Indian BF market include Indusind Bank, Caspian Debt, YES Bank,
Axis Bank, Samunnati Financial Intermediation & Services Pvt Ltd, and Grameen™
Impact Investments India. Figure 7 indicates the participation by different return-seeking
investors toward commercial capital commitments.

19 It may be noted that this list is indicative since many institutions requested for confidentiality while sharing
fransaction data.
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Figure 7:

Sources of Commercial Commitments to BF transactions, 2010-2022

100% = 75 investors, more than one type of investor per transaction
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Guarantee-backed debt issuances are the most used instrument for this segment of
investors and commanded almost 80% of the transactions (see USAID USDFC Partial
Credit Guarantee Structure below). This is followed by upcoming instruments like social
success notes or SSNs (also referred to as SDG bonds) and subordinated debt. While
SSNs (see LIFE SDG Bond, Page 32) are af one end of the spectrum in terms of scale

of investments with an average deal size of around USD 2 million, subordinated debt is
usually seen in transactions averaging USD 100-200 million (see Northern Arc PERSEC
Transaction, Page 32).

Under the US Agency for International Development (USAID)-US
ﬂv’ International Development Finance Corporation (USDFC) Partial Credit

= Guarantee program, USAID-USDFC and a private bank partnered to
USAID-USDFC create a USD 71 million facility to provide loans to enterprises operating

Partial Credit in the water, sanitation, and hygiene (WASH) space for water provision,

Guarantee water purification, foilet manufacturing, and fecal sludge management.

Structure USAID and USDFC provided a 50% pari passu partial guarantee
coverage for the portfolio, while a private bank was the lender.
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The Livelihood Innovation Fostering the Economy (LIFE) SDG Impact Bond
provided a credit facility of USD 1.3 million (INR 100 million) to a pool of
five for-profit skill development social enterprises. The bond presented

a successful workable financial structure to private investors, corporates
as well as the government to shift the credit facility assessment for such
enterprises from being only a risk based assessment model to an impact
based one. Impact outcomes were incentivized by offering a subvention
on interest rates for the enterprises, paid for by philanthropic capital, on
achieving a pre-determined level of impact.

Northern Arc structured and arranged the first persistent securitization
(PERSEC) transaction in India for impact MFls. The structure typically has
two franches: a senior tranche where commercial banks come in and a
subordinated tranche (catalytic) where Northern Arc is the investor. PERSEC
allowed monthly collections and prepayments in the underlying pool to
be used to buy further receivables from the originator subject to a strict
eligibility criterion and with provisions for early amortization if default rates
reached a threshold level. This structure addressed the needs of financial
institution clients looking for long-term financing and investors seeking
better risk-adjusted returns. The PERSEC structure mobilized ~USD 95
million in financing.

Our interviews with commercial investors indicate that there is a significant challenge
in building adequate pipeline for BF products, given their unique and relatively complex
structures. As a result, absorption of capital and ability to assess and showcase portfolio

performance is slow and resource intensive. Also, standard commercial financing

structures are often not preferred by philanthropic organizations, especially domestic

institutions in this space. Critical concerns of philanthropic investors include gap in

impact reporting capacity of underlying borrowers, and limited interest from investees.
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Among catalytic investors, besides DFIls and MDBs, international
foundations have played a leading role; participation by domestic
foundations and CSR capital has been negligible

In India, of the cumulative BF investments, almost USD 0.9 billion (16%) has been
contributed by concessional and catalytic capital”. This has mostly been driven by
development agencies, DFls, MDBs, and international foundations. Some of the
prominent concessional and catalytic investors in the Indian BF market include
USAID, USDFC, Michael & Susan Dell Foundation (Dell Foundation), UBS Optimus
Foundation, British Asian Trust, Northern Arc Capital, Rabo Foundation, Green
Climate Fund (set up by FMO), and British International Investment (formerly known
as CDC)™. Figure 8 indicates the participation by different concessional and catalytic
investors in blended finance transactions.

Figure 8:

Sources of Concessional/Catalytic Commitments to BF Transactions,
2010-2022

100% = 75 investors, more than one type of investor per transaction
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" Catalytic capital aims to provide the often-needed risk cushioning, thereby improving the risk-return profile of
transactions and attracting more commercial capital. In most cases, this represents the concessional capital component
such as grants, TA, guarantees, lower return expectations, and longer tenure. In some cases, it may also be in the

form of return-seeking subordinated debt, aimed at specific high-risk sectors or situations. Here, the concessionality

is in terms of lower cost to the issuer/ borrower because of the unique credit enhancement structure and underwriting
capabilities of the intermediary. Without such structures, affordability for the borrower (in terms of cost or market
access) would be significantly worse. As markets for these asset classes mature, the need for such concessionality is
likely to reduce.

2It may be noted here that this list is indicative since many institutions either requested for confidentiality while sharing
transaction data or shared the names of select organizations in case of many investors participating in the transactions.
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Discussion around sunset clauses® of DFI-backed structures is required
As most of our interviews indicate, DFIs would continue to play a role in terms of credit
enhancement, especially via guarantee-based structures. However, to most of the market
participants, lack of clarity around sunset clauses is a concern. In other words, while they
believe that DFIs’ role as a catalytic investor is critical in terms of building track record for

a given product or sector, a roadmap for mainstreaming should be created and put in

place from the onset.

International foundations are bringing critical knowledge and capacity
building resources

International foundations have also played a vital role in developing the BF market.

Given the relative flexibility in terms of regulations as compared to domestic foundations,

our database indicates that international foundations like the Dell Foundation have
participated via a wide variety of instruments. These include guarantees, TA grants,
retfurnable grants, concessional debft, external commercial borrowings, equity

participation, efc. Besides capital, these foundations have also managed to bring

significant knowledge and learnings from their global experience.

Lack of clarity around legal and regulatory aspects is constraining
participation of domestic philanthropic partners

Despite shared goals of addressing SDG-related issues, significant philanthropic capital

is sitting on the fence about participating in BF transactions. Globally, while foundations
and NGOs represented about 9% of the commitments during 2018-2020 (in terms of
number of transactions), share of philanthropic capital in the Indian BF space is estimated
at less than 2%.

Legal and regulatory challenges stemming from limitations of the CSR Act, 2013, Foreign
Contribution (Regulation) Act, 2010, income tax regulations, efc., have been cited as the
most common reason. From the interviews, it has been noted that mindset challenges
are equally critical — CSR teams and large domestic foundations have inhibitions about
working with commercial entities, and there is a general mistrust across parties stemming
from diverging objectives of financial returns and impact. Further, there is significant
scope for family offices to participate. The prominent issue here is that Indian family
offices view investing and philanthropy as separate and do not yet fully appreciate the
role of risk capital. Some of these issues can be addressed by creating much needed
awareness, fransparency, and templatization in the BF market. However, there are a few
emerging instances where CSR has been used innovatively o crowd-in commercial
capital (see lIT Delhi-360 One Foundation Livelihood project, page 40)

5 Sunset clause refers to the need for a clearly defined plan at the onset that provides an automatic repeal of all or part
of the DFI’s support once a specific date or stage is reached.
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DEBT-BASED INSTRUMENTS HAVE GAINED TRACTION
AMONG DFIS AND COMMERCIAL INVESTORS, WHILE
CATALYTIC INVESTORS CONTINUE TO EXPLORE
RESULTS-BASED FINANCING

Unlike global trends, where concessional debt and equity continue to be the most
prominent blending instruments, in India, guarantees and risk insurance instruments
(mostly funded) are the most prominent instruments for BF transactions.

Figure 9:
Global Blended Finance Market: By Instrument (2020)
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One out of every two closed BF transactions in India involves
guarantees

In terms of value, guarantees form ~40% of the market. Guarantees have the potential
to mobilize sizable quantities of private debt capital, as they allow providers to maximize
their balance sheets and can be adapted to address specific risks, e.g., USAID-USDFC
Partial Credit Guarantee Facilities (see Page 36). The fact that these are the simplest
and most mature instruments, make them one of the most widely used instruments.
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Figure 10:
Total Market Size by Instrument (Value)
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l‘m‘} USAID-USDFC has partnered with various commercial lenders to unlock
(| commercial capital of approximately USD 540 million since 2015. It is a

USAID-USDFC | partial pari passu credit guarantee facility and has been utilized by a wide

Partial Credit variety of NBFCs and banks such as Indusind Bank, HDFC Bank, Kotak

Guarantee Mahindra Bank, Caspian, Svakarma, RBL Bank, cKers Finance, Electronica

Facilities Finance Ltd, and Samunnati, across diverse sectors such SME finance,
clean energy, WASH, healthcare, agri-tech, and forestry.
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TA and design grants have played a critical role in driving growth
and innovation

Given that the BF approach is still emerging and needs significant resources toward
structuring, identifying right partners, and then monitoring for outcomes, TA and design
grants have played an important role in the expansion of the BF market in India. These
grants are provided with no intention of seeking any financial return. They are often used
in combination with other instruments like impact bonds and guarantees to support and
ensure that financial and impact goals are achieved.

TA grants can be especially useful in providing comfort to new investors in sectors
traditionally deemed high risk and non-traditional transaction structures. They can create
more attractive transactions at the pre-investment stage (i.e., by improving environmental,
social, and governance standards or impact monitoring and reporting) to secure the right
commercial and philanthropic investment, e.g., WaterCredit Microfinance Sanitation
Loans (below).

Launched in 2005, the WaterCredit initiative for microfinance institutions
in the WASH space, was created to expand access to clean drinking water
and sanitation in India. Water.org provided grants, TA, and educational
resources to microfinance institutions operating in the area, for them

Microfinance to scale up disbursements of sanitation loans. Under this program,
Sanitation microfinance institutions provided loans to households to expand access to
Loans

clean drinking water and sanitation infrastructure. The program mobilized a
total of USD 855 million from various domestic banks.

Concessional and subordinated debt is gaining

prominence, especially toward driving blended transactions

in matured sectors

Concessional debt and equity, including subordinated debt, are the most prominent
forms of blending globally. In India too, these instruments, especially debt instruments,
are gaining prominence. These instruments represent almost 20% of the market by
value. Here, public, philanthropic, and commercial investors provide capital on below-
market terms into a transaction’s capital stack, thereby enhancing its credit profile or
adding loss protection to the benefit of more senior investors. One significant reason for
the popularity of these instruments is the fact that commercial investors understand these
structures relatively better along with their risk-return profile. Thus, less effort is required
for educating them or structuring these transactions.

Subordinated debt, though not essentially concessional, has been catalytic in expanding
the impact NBFC space in India.
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While the impact NBFC segment is getting increasingly mainstreamed and does not need
blended structures, COVID-19 yet again created demand for a blended approach for this
market segment, e.g., multi-originator securitization (MOSEC) (below) and PERSEC
structures (see Page 32). Further, concessional debt, associated with lower return

or longer time horizon or favorable structure (e.g. bullet repayments), has also been a
significant instrument, e.g., NABARD—TCCL Solar Rooftops for Housing (below).

Northern Arc has facilitated over 100 transactions under the MOSEC
structure for impact MFls. In this structure, portfolios of multiple originators
A are pooled together and securitized. All MOSEC transactions feature double-
@ layered downside protection for investors: first-loss tranches provided by

originators to the respective microloans and second-loss credit enhancement
offered by Northern Arc via investment into the junior tranche or a guarantee.
The first loss cash reserve ensures that originators remain efficient and
effective in their collection obligations. MOSEC structures have cumulatively
mobilized ~USD 700 million in financing.

Northern Arc
MOSEC

The Green Climate Fund provided a USD 100 million line of credit via
NABARD for development of rooftop solar power in India’s commercial,
industrial, and residential sectors. NABARD on-lent to Tata Cleantech (joint
venture between Tata Capital Ltd and the International Finance Corporation
NABARD— or IFC), which is an NBFC lending to rooftop solar projects. Another USD
TCCL Solar 100 million was provided by Tata Cleantech Capital, and USD 50 million
Rooftops for by private investors/equity. The transaction had a total leverage of 1.5:1. The
Housing program proposed to replace 250 MW of grid power with power generated
from solar rooftop projects, resulting in reduction of ~5,200,000 tCO2eq
of emissions (baseline scenario) over 20 years.

Conceptually, subordinated equity — mostly called junior equity — exists, but has not
been used much in the Indian context.

Impact bonds, though most discussed in media and almost used
synonymously with BF, hold less than 2% of the market by value
The Educate Girls DIB, Quality Education India DIB, and Utkrisht DIB are some of the
most well-known transactions in this space. The Haryana Early Literacy Outcomes

DIB and Skill India Impact Bond are some of the more recent examples. The primary
reason for choosing these instruments is their focus on measuring impact outcomes
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over inputs and strengthening the relationship between the impact created and the
financial payment. Another strong motivation for initiators choosing this instrument is

the demonstration effect of the instrument. However, such transactions typically need
stakeholders with pre-existing knowledge, expertise, and alignment on the impact metrics
and fargets. While initially small scale, recent bonds have averaged ~USD 10 million in
size; however, the time and transaction costs required to structure and bring different
stakeholders together, have limited the scale-up of these instruments.

SSNs, despite challenges, are being explored actively by catalytic
investors

Another BF innovation that has demonstrated considerable potential is the SSN. In India,
about 12% of transactions by volume have been built around this instrument. Due to the
interest subvention model, SSNs are particularly suited where the investee/ borrower has
the capacity to repay loans, but is unable to afford the high cost of debt typically charged
by commercial lenders, e.g., Varthana Non-convertible Debenture (NCD) Excellence
Project (below). SSNs have been used by organizations such as Dell Foundation and
Grameen Capital India, while the Rockefeller Foundation, Yunus Social Business, and
UBS Optimus Foundation piloted them globally. A key challenge in developing SSN-
based transactions is identifying right commercial investors.

The Dell Foundation designed and developed a pay-for-performance
instrument along with implementation partner, Varthana, an NBFC. The
foundation offered Varthana an NCD with a mix of USD 6 million in
commercial and USD 2 million of concessional capital for driving learning

Varthana NCD | outcomes in affordable private schools. The objective was to use financial

Excellence incentives to nudge school owners to prioritize quality learning. Using the

Project

NCD, Varthana mobilized smaller loans to 337 schools across 11 cities in India.
The foundation incentivized the schools with a rebate on interest rate linked
to improvement in learning outcomes. TA of USD 1 million was also provided
to Varthana to build capacity in these schools to understand and assess
learning outcomes.

Social Success Note Playbook, ANDE, Asha Impact, 2019
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FACILITIES AND BONDS ARE THE MOST ACTIVE TYPES
4-4 OF VEHICLES; FUNDS ARE LIKELY TO GAIN MORE
PROMINENCE IN THE FUTURE

Globally, funds (e.g., equity funds, debt funds, and funds of funds) have consistently accounted
for the largest share of BF transactions and represent 35-40% of the global BF market. Private
equity funds, in particular, have gained momentum. This is closely followed by projects and
company-level fransactions. In 2020-2021, only 6% of blended transactions were in the form of
bonds or notes, and facilities constituted only 4% of the closed transactions globally.

In India, however, facilities are the most common blended structure; almost 45% of all
transactions in 2011-2022 (by volume) used facilities as the vehicle type. This includes guarantee
facilities by DFIs and MDBs and those created with a specific sectoral focus such as SAMRIDH
(see page 42). Even by value, facilities represented almost 43% of the market. Facilities are
most popular on account of offering a high level of customization needed in emerging/ high-risk
sectors and hence, being able to offer tangible financial risk mitigation, TA, investment support,
etc. Facilities allow multiple investors to participate at the platform level, pool funds, and hence,
create economies of scale at the fop-most tier, while detailed structuring, due diligence, and
monitoring can be customized by the facility manager at the individual investee level. Based

on our investor interviews, we understand that these vehicles involve relatively high fransaction
management costs, which can be amortized with time and scale. At present, given the relatively
smaller scale of facilities in India, these are often being supported with TA grants.

[IT Delhi (SAMRIDH Hosting entity) through its research and development deployed
g ’= an innovative financing solution to enable skilling and placement to generate
/__a: livelihoods for beneficiaries from vulnerable communities.

IIT Delhi-360 Phase 1 (Training): The project leverages 360 One Foundation's grant of INR 1.3 Cr
to unlock additional working capital loan of INR 4.0 Cr from NSDC at an affordable
One rate of 6% p.a. through 30% partial risk guarantee. The borrower (skilling entity)
Foundation trains and places 2420 beneficiaries (3 to 4x beneficiaries in comparison fo training
Livelihood using vanilla grant) and provides employment opportunities and livelihood linkages to
. them. The guarantee is renewable for two years. If the risk guarantee is not invoked
generation or is partially invoked, it will be utilized to further enable working capital loan, thereby
through training additional beneficiaries.
skilling Ph . , ” : :
ase 2 (Placement & Retention): On achievement of an additional milestone ie
project under | peneficiaries are retained in the job after 3 months post placement, a component
SAMRIDH of 360 One Foundation's grant (INR 26.7 lakhs) will be used in the form of a Social
Success Note linked to placement and retention of beneficiaries thus leading to
further reduction in cost of borrowing for the implementing entity and incentivizing
the risk investor (NSDC) for better performance outcomes.

initiative

This initiative is compliant with CSR regulations under clause (ix) (b) of Schedule VII of
the Companies Act, 2013.
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Figure TI:
Total Market Size by Vehicles (Volume)
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Bonds and notes constituted about one-fourth of the market by volume and almost one-
third by value. The fact that they are most easily understood by commercial investors,
makes them relatively easier to scale and attract investments.

Unlike the global trends, where funds continue to be the most prominent vehicle type
and constitute 35% of the market, in India, they hold only 10% of the market by volume
and only 20% by value. A plausible reason may be potential challenges and lack of
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precedence in setfting up and running BF funds in India. For instance, Bridges and

the UBS Optimus Foundation are in the process of closing the SDG Outcome Fund
(SDGOF), a vehicle to support social outcomes contracts in low- and middle-income
countries. SDGOF aims fo raise USD 75-100 million from a range of funders including
foundations and philanthropy, high net worth individuals, DFIs, and commercial capital.
Going forward, based on our market interactions, we expect this category to grow in
prominence.

Supported by USAID and implemented by IPE Global, SAMRIDH unlocks
j‘ affordable capital through blended finance structures to scale high-impact
=C$) and commercially sustainable solutions targeted to improve healthcare for

SAMRIDH vulnerable communities. It is structured as a multi-sectoral partnership, with

Healthcare the Government of India, development agencies, private sector, including

Blended entrepreneurs, accelerators, and financial institutions, and academia.

Financing SAMRIDH has mobilized a capital pool of USD 350+ million to offer both

Facility grant and debt financing provision to healthcare enterprises, with a target to
achieve a leverage of 8—10x on its investments.

4.5 CATALYTIC CAPITAL HAS BEEN ABLE TO CO-OPT
. RETURN-SEEKING CAPITAL ALONG WITH SIGNIFICANT
LEVERAGE

One of the critical measures of success of a BF tfransaction is the extent of leverage, i.e.,
the ratio of return-seeking (commercial) capital mobilized by the catalytic capital invested
and expended.

According to the IFC™, lower income countries need more support to overcome
perceived risks and constraints, and create conditions for effective crowding in of
commercial capital. The constraints are mostly related to risk parameters, costs, capacity,
and regulatory issues. The amount of concessionality required in lower income countries
also tends to be greater due to these factors. As per the IFC’s calculations based on DFI
self-reported data', DFI’s leverage of concessional amount for lower-middle-income
countries (with income levels comparable to India) was 5.4x during 2017—2018.

4 Using Blended Concessional Finance to Invest in Challenging Markets, IFC, 2021
'S Concessional amounts include concessional contributions from sources beyond the DFI reporting group
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Overall, the Indian BF market, over the last 12 years, has shown a leverage of 5.06x%.
(The figure is likely to be higher for more recent years.) About USD 0.9 billion of catalytic
capital (concessional, guarantees, TA grants, other grants, subvention, etc.) has mobilized
USD 4.6 billion of return-seeking commercial capital. However, it varied significantly

with the type of instrument. In some cases, even for a given instrument, it varied with
transactions."”

Figure 12:

Leverage by Instrument Category
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Concessional and subordinated capital led transactions have shown a leverage
of 5-6x. This shows high level of efficiency built into the transactions. As discussed in the
earlier section, these instruments have managed to scale in more matured sectors like
financial access, followed by clean energy.

led transactions, which have a wide range of applicability, have shown a
leverage of 2.5-3x. The transactions have been spread over a wide range
of sectors and ticket sizes. DFls and international foundations have played a

Guarantees

and risk

insurance

leading role in these transactions. With significant vintage and track record,
this category shows further scope of improving efficiency and scale, and

hence, leverage.

s [t may be noted that this figure has been calculated based on conservative calculations assuming the entire amount
of catalytic capital is entirely reserved or expended by the catalytic investor for the purpose of given transaction. In
reality, however, based on the structure or risk assessment of default, the actual amount invested by the catalytic
investor may be much lower and hence the leverage of such transactions may be significantly higher. For example, in
case of a 50% pari-passu portfolio guarantee structure, the leverage has been calculated as 2x, However, in reality,
given the estimated default risk of such transaction, the amount reserved towards the guarantee by the catalytic
investor may be only a fraction of the guarantee committed towards 100% default event. This makes the structure far
more efficient and the leverage as high as 30-40x. However, these default risk estimation and accounting practices
vary for each investor and transaction type.

7 For this analysis, we have broadly categorized transactions in our database into TA/ grants, concessional capital,
guarantee /risk insurance, and results-based financing. To understand the categorization better, refer to Chapter 2,
page 15.
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Results-based financing transactions in India have delivered leverage of
approximately 2.2x. While the leverage ratios are relatively lower, the instruments have
created a significant demonstration effect in sectors and business models that are
typically not considered amenable to commercial investments. The learnings around
capacity building of implementation organizations and quality of impact measurement
and reporting have been significant.

While fransactions driven by TA, design grants, and returnable grants show significant
leverage, such transactions are far and few. In most cases, these grants are used in
combination with another financial instrument such as guarantees, interest subvention, or
subordinate finance. An interesting example of TA grant being used effectively to leverage
commercial investments is the US-India Clean Energy Finance Facility (USICEF) (below).

USICEF is India’s first project preparation facility to scale up distributed
solar power projects, develop them into viable investment opportunities,
and drive long-term debt financing. Grant-funded TA helps prepare high-

quality investment-grade project proposals to increase prospects of obtaining
long-term debt financing. So far, the grantees have been able to mobilize
cumulative USD 300 million of commercial capital in long-term financing.
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FINANCIAL SERVICES AND ENERGY MAKE UP ~65% OF
THE MARKET BY VALUE, SIMILAR TO GLOBAL TRENDS

Globally, energy (35%), agriculture (28%), and financial services (26%) showed the
highest proportion of closed fransactions by sector in 2020. In India, focus on energy
and financial services is comparable to the global trends — agriculture and livelihoods
are prominent and upcoming sectors.

In terms of volume, after financial services, agriculture and livelihoods, saw the next
highest level of traction, at 15% and 19% respectively each, followed by clean energy
(12%), health (9%), and WASH (9%). Overall, there is a fairly good distribution of
transactions across sectors, reflecting interest from various investors.

Figure 13:
BF Transactions by Sector (Volume), 2010-2022

100% = 77 transactions
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In terms of value, financial services and energy are both leading with one-third market
share each. The main reason is financial services sector’'s amenability fo simpler credit
enhancement structures like first-loss guarantee and subordinated debt. Overall, among
development sectors, it is relatively the most mature, regulated, and well-funded. The
energy sector has seen a global thrust, especially for renewable and clean energy
projects. In India, it is also a focus sector for the government with the announcement of
2070 net zero target and has seen strong policy tailwinds. The sector is well understood,
and mature business models with absorptive capacity have led to blended capital



flowing in. With an amenable policy and institutional environment, WASH (18%) related
transactions also saw significant traction and higher ticket sizes as compared to other
sectors.

Going forward as well, as per our discussions and interviews, besides financial services,
the energy sector will be amenable to BF, and green energy projects and decentralized
energy projects will continue to gain traction. This will be closely followed by agriculture
and access fo livelihoods.

Figure 14:

BF Transactions by Sector (Value USD Mn), 2010-2022

100% = USD 5.6 Bn market base
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It may be interesting to note that in line with the higher market share (by value), tfop
sectors like financial services, energy, and WASH have been using guarantee-based
instruments, followed by more simple and mature instruments like concessional debt.

Guarantees are also the most used instruments in emerging sectors like agriculture and
livelihoods. TA has been used almost consistently across all sectors. Also, results-based
financing instruments (DIBs, SSNs, etc.) have been used consistently across sectors in
more recent years.
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Based on our market interviews, we believe that as sectors mature, they
increasingly move from more complex and bespoke instruments such as
results-based financing to guarantee-backed structures, and finally, to
simpler and scalable subordinated or concessional debt structures.

Figure 15:

BF Transactions: Instrument usage across sectors, 2010-2022
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BLENDED FINANCE MARKET IS AT A NASCENT STAGE,
PRESENTS MODERATE-RISK, LOW-RETURNS, AND
HIGH-IMPACT OPPORTUNITY

Most of our interviews indicated that there is general enthusiasm around BF in the Indian
market. However, it is mostly at an innovation, experimentation, and “nascent” level.
Almost 87% of our market survey respondents agree that the BF market is at a nascent
stage, with only 13% viewing it as a matured segment.

While there are several discussions around transactions, standardization,
institutionalization, etc., these are mostly anchored by select segments of investors —
DFls and international foundations — and there is limited awareness among the broader
impact investing community. Multiple actors are engaging in innovative small-scale
transactions, but there is relatively limited traction around large-scale BF transactions.

Figure 16:

Perception of financial risk return in BF transactions among survey
respondents

N= 26 (#survey respondents)

High Risk 1 1
Moderate Risk 14 1 7
Low Risk %)
Low Return Moderate Returns High Returns

More than 50% of the survey respondents view BF as a moderate-risk, low-return space.
This largely reflects views of return-focused commercial investors and impact funds.

Currently, most of the risks (pipeline related, impact related, etc.) are being managed
through complex low-scale structures, leading to high transaction costs. However, most
market participants have shared that the BF market may have reached a turning point in
terms of innovation, where standardization of instruments, structures, and impact metrics
can play a major role in improving the attractiveness of this segment.
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Almost 85% of the respondents believe this space has potential for
high impact

All respondents agreed with the benefits of BF listed in the survey — the top one being
its ability to unlock mainstream capital. Further, service providers and intermediaries
shared that impact alignment across actors is an important benefit. For instance, in many
fransactions, monitoring and evaluation experts were a part of the decision-making
process from an earlier stage than usual, leading to better impact outcomes. Other
benefits include opportunity for capacity building of investees, which is essential to build
the market.

As per Northern Arc Capital, “NBFCs are focused on growing their business,
and impact reporting capacity is less. For a recent BF transaction, impact
measurement was identified as a focus area. We identified resources within
the team, designed our own impact measurement structures, and then vetted
them with investors experienced in this space. It was a challenge but should
get easier in future.”

Figure 17:
Key benefits of using BF structures as identified by survey respondents

N= 31 (#survey respondents)

B Commercial Concessional B Service Provider

5.0 4.6 4.6
45 44 44 43
4.0 39 40 3.9

4.0 3.6 3.6
[
o
o
g 3.0
e
o
> 20
(]
=

1.0

0.0

Unlock mainstream Aligns investors and Encourages better Provides better visibility
capital investees around allocation of time and and transparency
impact and financial resources amongst
returns investees

1- Not a benefit at all/ negligible 3- Somewhat important but not critical 5- Seen as a key benefit



51

IMPACT MEASUREMENT AND REPORTING NEED
SIGNIFICANT STRENGTHENING AND ALLOCATION OF
RESOURCES

Most of our market survey interviews indicated that in the absence of sufficient,
accessible, and comparable data from all stakeholders, efforts to scale BF will be
inhibited. Lack of data disclosure also breeds stakeholder mistrust. Except for DIBs, select
guarantee-backed pilot transactions, and a few recent bonds, representing 10-15% of the
BF transactions, the rigor of impact measurement has been relatively low, while there has
been general intent around impact. The underlying sectors or a broad understanding of
the end user/ client/ beneficiary has mostly been used as a proxy to build the impact or
SDG-related case for most BF transactions.

Disclosures on additional impact created are limited and piecemeal. Our interactions
indicate that while banks, NBFCs, and DFls have been the most active investor groups,
whether playing a commercial or a catalytic role, they have not provided for adequate
significance or resources toward impact measurement. Understanding investing motives
and fracking impact outcomes become even more difficult when DFls invest via financial
intermediaries as the in-house capability and systems around impact measurement and
reporting, are limited. Among catalytic investors, international foundations have mostly
led this aspect of transactions in terms of both financial and non-financial support.

Our survey indicates that the standardization of impact measurement is needed at a
much wider scale to bring down the cost of measurement, which can further improve the
financial attractiveness of the project without compromising on impact measurement.

It is important to build documentation and transparency around learnings,
especially from not-so-successful transactions. Here, funds and impact bonds
must extend their learnings to lending-based structures, especially around
impact measurement.

To address the lack of clarity around impact-measurement rigor, donors need
to be more forward leaning — DFls should not trade off impact-measurement
aspects for scale.

Impact measurement and management should not be viewed as an impediment
for BF transactions; after all, impact creation is one of the drivers of BF.

Due to variation in impact measurement, comparisons should not be made
between sectors. Definition of impact must be contextual, sector relevant, and

rigorous.

Hypothesis around incrementality needs to be established for each transaction.
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TIME, COST, AND GENERAL LACK OF UNDERSTANDING
ABOUT BLENDED FINANCE STRUCTURES ARE KEY
CHALLENGES

While the BF market in India is showing promise and a general sense of curiosity and
excitement among investors, there are several challenges that need to be addressed for
this segment to scale effectively and deliver its objective of increasing commercial capital
in the impact-led sectors.

Following are some of the key challenges identified by various investor groups, as per our
survey.



Figure 18:
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Key challenges in BF transactions as identified by survey respondents

Challenges: Knowledge and Track Record
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Overall, there is a reasonable consensus among stakeholder groups about the top areas
of concerns:

a) cost and fime for structuring BF transactions and

b) lack of a clear and robust regulatory and legal environment.

There is an even greater consensus among the areas of lesser concerns across
stakeholders:

a) lack of intermediaries to help structure and manage BF transactions, and

b) poor impact management by investees.

Structure, and not scale of transaction, is the main issue for most investors.
Sunset clause, especially for DFI-led transactions, needs to be clarified. For
example, first-loss guarantee cannot be offered forever; we need to define

which milestones would suggest that the product is market ready.

Overall, we understand that the BF market in India is at a nascent stage, but growing
faster than ever. Results-based financing is gaining fraction; however, there is also an
increasing demand for simpler structures in the segment. Growing interest among
investors, both global and domestic, indicates significant potential for this segment in the
next few years. However, there are several challenges that need to be addressed for BF
to achieve greater momentum. The next chapter outlines future opportunities and key
interventions needed to scale the BF segment in India.
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BF is not a silver bullet, but has the potential to create a massive opportunity to bring
long-term and large-scale capital towards SDG financing.

While many external factors need fo be considered, standardization of definition,
structures, products, and market information is the critical and most accepted trigger to
scale and mainstream BF among Indian private and philanthropic investors. This section
discusses some of these nuances.

INDIAN BLENDED FINANCE MARKET IS PROJECTED TO
REACH USD 2.6 BILLION BY 2027

Based on our analysis of the transaction pipeline, stakeholder interviews, and current
CAGR-based projection (~18.8%), we expect the Indian BF market to be at USD 2.6
billion by 2027.

Figure 19:
Projected growth in the Indian BF market based on transaction
pipeline (USD Mn)
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This is a conservative estimate considering the weak debt markets and general economic
growth outlook in India at the time of conducting this survey. However, when seen in

the global perspective and backdrop of past performance of the BF segment in India, it
indicates significant focus and momentum building in this space.
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Figure 20:
Type of Blended Finance instruments used, as per survey respondents

Types of instruments used/plan on being used by Commercial Investors
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Types of instruments used/plan on being used by Concessional Investors
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Debt will continue to be the preferred instrument for commercial investors;
grants will find higher interest among both categories of investors

Our survey analysis indicates that in the last few years, for commercial investors, debt

and guarantees have been the preferred instruments. For concessional investors,

guarantees and grants have been the preferred categories. Over the next 4-5 years,

mezzanine debt and subordinated equity is likely to gain market share for the commercial

investor segment. Interestingly, for both investor segments, grant based instruments are

expected to gain interest.

Funds and facilities will be the most preferred type of vehicle

In terms of vehicles, funds and facilities would be the most preferred vehicle for commercial
investors. Interestingly, concessional investors also indicated their preference for these

two vehicles, in addition to impact bonds. While Impact Bonds are an instrument and
categorized as 'Projects', they have been shown separately in the graph below based on the
preference indicated by respondents.

Figure 21:

Future preference for BF vehicle type by commercial and
concessional investors
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Commercial N= 28, Concessional N= 22 ( # of Responses, multiple responses per respondent )
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Financial services will continue to attract stakeholder interest

As per the stakeholder interviews and market survey conducted, the key sectors that are
likely to draw maximum interest are financial services, agriculture, healthcare, livelihoods,
and energy.
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Figure 22:

Focus sectors for BF for both commercial and concessional capital
in the future

N = 116 (# of responses, multiple responses per respondent)
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While these interventions would augment the growth potential for BF in India in general,
two key investor groups — BFSI and domestic philanthropic organizations (including CSR
and family offices) — would be at the fulcrum of unlocking the BF segment in India.

The following chapter summarizes current interventions, challenges, opportunities, and
potential interventions for these two investor groups. The chapter also presents learnings

from our research, analysis, and stakeholder survey.
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BLENDED FINANCE CAN HELP SUPPORT COMMERCIAL
INVESTORS BROADEN AND DEEPEN THE MARKET

While private funding for the social sector has been growing faster than public funding
in the last few years, post COVID-19, there is even higher scope for this trend. However,
often the perception of risk is not aligned with the actual risk. Thus, in India, majority
social enterprises and non-profits continue to remain sub-scale due to lack of timely,
low-cost, and patient capital. By improving the risk-return profiles of investments without
distorting functioning markets, BF incentivizes and mobilizes private capital in emerging
and frontier markets, where public sector resources and donor funds are limited.

Impact-led sectors can expand the investable universe for investors
Some impact sectors have been especially prominent in attracting private investments

to the BF space. These include financial inclusion, clean energy, WASH, and agriculture.
EdTech and healthtech also present significant opportunity for blending approaches to
tip the scale for almost-viable investments.

Then, there are sectors such as land use and forestry, that offer very powerful ways to
address SDGs, but have so far seen very little in the way of private investment due to
inherent challenges, particularly around scale, project bankability, and revenue models
where the cashflow is delayed, and a lack of market mechanisms to monetize returns
(e.g., carbon pricing for avoided greenhouse gas emissions). We believe that these
sectors stand to draw more commercial capital under BF fransactions.

SMEs present an impact-driven investment opportunity

India is the third largest startup ecosystem in the world with ~73,000 startups, many
of which are solving complex social issues. While INR 43 billion has been poured into
startups in 2021 alone, only ~600 social enterprises raised USD 11 billion of funding
during 2010-2019%, leaving a significant segment unaddressed.

The credit gap for MSMEs, which has also been steadily growing over the past decade, is
pegged at ~USD 240 billion'. Less than a fifth of the existing 56 million MSMEs are able
to tap into the formal credit market as they lack collateral and data management systems
for financial reporting, resulting in a high perceived risk?°. BF, among other innovative
approaches and tools such as fintech and alternative credit scoring mechanisms, could
help address this gap.

Based on stakeholder inputs and interviews with India-focused investors, banks,

NBFCs, financial infermediaries, DFls, fund managers, philanthropic institutions, CSR
professionals, and sector experts, we have summarized key transaction structures

being used by banks and NBFCs in the BF segment and the prominent challenges
plaguing them. We have also suggested potential opportunities for this segment and the
interventions needed to support banks and NBFCs explore these opportunities.

18 |IC-Asha Impact Report: The India Impact Investing Story, 2020

1 MSMEs, India's growth engine, face a Rs 16 lakh crore credit gap, The Economic Times, June 27, 2019
20" IFC-Intellecap Report: Financing India’s MSMEs, November 2018
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Sustainable
Forestry Loan
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Guarantee

Dell
Foundation-
Caspian Loan
Guarantee:

To encourage financing to businesses operating in the forestry sector,
the Rabo Foundation and USAID partnered with two Indian financial
institutions fo support loans totaling more than USD 15 million, through
a loan portfolio guarantee structure. The financing is geared toward
SMEs, cooperatives, producer companies, and microfinance institutions
that are directly or indirectly engaged in sustainable landscapes through
agriculture, forestry, and other land uses.

The Rabo Foundation is the first-loss guarantor, while USAID acts as

the second guarantor, sharing risks equally (pari passu) with the partner
financial institution at the portfolio level, after application of first loss. The
program size is USD 15 million with a duration of 10 years.

The Dell Foundation provided guarantee support to Caspian Debt, an
NBFC, to unlock on-lending credit of INR 1,500 million (USD 20 million)
for micro enterprises, and impact 10,000-15,000 micro entrepreneurs and
their employees. Caspian offers loans to companies focusing on financial
inclusion and to social enterprises in the areas of agriculture, education,
healthcare, and energy. Up to 20% of the loans were covered by a partial
risk guarantee.
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l

Current interventions

Exploring a range of structures on the
risk-return spectrum with a focus on
underlying impact-focused sectors:
Banks are participating in BF transactions
via the following models;

» A DFl or a philanthropic capital provider
takes a higher risk position than the bank,
in the form of first-loss default guarantee.
Examples: Rabo Foundation-USAID
Sustainable Forestry Loan Portfolio
Guarantee (see page 63), USAID USDFC
Partial Credit Guarantee (see page
32), Dell Foundation-Caspian Loan
Guarantee (see page 63). Most impact
financing is focused on this risk sharing
piece. These are for typical high-risk
emerging sectors/ products, where the
given sector or borrower does not have a
demonstrated profit or credit track record.

» A DFl takes an equal risk position in the
form of pari passu partial guarantee. This
catalytic capital helps the bank increase
total exposure fo the given sector or free
up the guarantee limits for the bank.

»  Banks may partner with a catalytic equity
investor and cover a wide range of
financing requirements of the investee,
typically a growing impact enterprise, in a
highly customized manner. Working along
with equity investors can prove catalytic
as it can help improve the credit quality of
the underlying borrower, and over time,
mainstream the borrower.

Catalyzing commercial investments via
structuring and subordination: Specialized
NBFCs are focusing on building scale

in lending in the impact-focused asset
classes by franching capital and assessing
associated risks. Investment in high-risk or
subordinated debt may be catalytic in terms
of repayment terms. Example: Northern
Arc Capital MOSEC (see page 38)

l

Challenges

Lack of market participants across

risk spectrum: There has been a lack of
subscribers fo high-risk structures in the
Indian debt market. Achieving the target
credit rating at a reasonable guarantee level
to ensure viability of the deal, has been a
challenge for various structured fransactions
in the impact NBFC space.

Finding the right catalytic partners:
Standard commercial financing programs
are not preferred by philanthropic
organizations, especially domestic
institutions in this space.

Limited pipeline: Building adequate
pipeline for unique BF products is a
challenge.

¢ Limited understanding and track
record: Absorption of capital and
assessment of sector / portfolio
performance over time require patience
and resources.

Limited capacity around impact
measurement: There is no clear alignment
and understanding on impact measurement.
Impact reporting capacity of underlying
borrowers is limited. For instruments like
impact bonds, where impact measurement
gains higher focus, this limitation has proven

to be a prominent challenge.
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Banks and NBFCs

Opportunities

Expanding to new sectors: BF principles can
be adopted to solve pressing challenges in
critical segments and sectors such as MSMEs
and agriculture.

Deepening the market: Impact-focused
products deepen the market reach by
extending last-mile lending to segments
beyond metro and Tier 1 cities.

Product innovation: Banks and NBFCs
embrace technology to serve diverse
customer segments such as first-time
borrowers and seasonal farmers, who require
innovative financial products to cater to their
distinct needs.

Maximizing efficiency: Banks and NBFCs
maximize impact per rupee spent through
effective use of leverage, allowing them fo
service a larger pool of beneficiaries using
limited resources.

Potential interventions

Partnership and engagement with
philanthropic capital providers: Due

to aligned objectives, there is significant
potential to increase engagement between
foundations, CSR organizations, impact
NBFCs, DFls, and governments. It may also
be useful to evaluate building an active
platform fo support debt funding for impact
NBFCs.

Systemic support: Creation of an industry-
level BF credit and refinance fund can
facilitate greater systemic support.

Further, regulatory interventions will allow
for a more flourishing BF ecosystem.

Linkages with public sector banks: This
will help improve transmission of funds
from public sector banks to smaller impact
NBFCs through enabling of regulatory
guidelines.

Priority sector lending needs to be
expanded to include more impact/ SDG-
linked sectors beyond agriculture and
microfinance with the right incentive
structures.



The Blended Finance India Narrative

66

IMPACT SCALING OPPORTUNITY FOR PHILANTHROPIC
CAPITAL

Philanthropic capital allocation in India stood at INR 640 billion in 2020 and grew y-o-y
by 23%, despite the pandemic?'. This capital largely has four sources?2

o Foreign: Comes from foreign sources such as large international foundations and
accounts for 25% of the total philanthropic capital in the market

Corporate-driven funding: Includes CSR departments of large corporations (e.g.,
Asian Paints, ITC), as well as corporate foundations (eg. JSW Foundation).
CSR funding accounts for 28% of the total philanthropic funding market in India

Domestic foundations: Includes family foundations as well as independent
foundations, which are funded, incubated, and implemented domestically

Individual driven funding: Includes philanthropic funding by high net worth
individuals and retail/ common individuals. Family philanthropy accounts for 19% of the
total philanthropic capital allocations

Leveraging philanthropic capital to expand the market and build

demonstration effect

Philanthropic organizations have the unique opportunity to leverage their capital

to crowd in commercial funding for SDG financing using the BF approach. Using
concessional investments, philanthropic donors can take on some of the critical risks/
costs of a transaction, thus making it a more attractive opportunity for commercial capital
in the social sector. These fransactions can also demonstrate investability in a certain
sector and can incentivize fully commercial replications.

Opportunity for philanthropic investors for scaling impact per dollar
In a BF transaction, every dollar of philanthropic capital is able to create a higher scale
social impact due to incremental leverage of commercial capital.

Capacity building and knowledge transfer

Outcome-based financing instruments like impact bonds encourage rigorous impact
measurement and management, and that rigor has translated into many impact bonds
outperforming pre-set outcomes. Very often, the presence of philanthropic capital in BF
fransactions encourages better diversity and inclusion practices within investees and helps
build the internal capacity of investees around measurement and reporting through capital
as well as other resources.

21 https://www.dasra.org/assets/uploads/resources/Bain_Dasra_India_Philanthropy_Report.pdf

22 https:/www.sattva.co.in/publication/research-domestic-institutional-philanthropy-in-india/
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This was the world's first maternal and newborn health impact bond.

It targeted to reach up to 600,000 pregnant women and newborns

in Rajasthan, India, by providing improved care during delivery, over a
five-year period. It was developed in collaboration with USAID, Merck for
Mothers, UBS Optimus Foundation, Population Services International,
Palladium, and Hindustan Latex Family Planning Promotion Trust. It aimed

to improve the quality of maternal care in Rajasthan’s private healthcare
facilities by supporting up to 440 small healthcare organizations to meet
the new government quality standards (LaQshya guidelines) and maintain
them over the long term. It had a maximum outcome payment of USD 8
million provided by Merck for Mothers and USAID. UBS Optimus was the
risk investor, providing a total investment of USD 3.5 million.
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The following pages summarize the key challenges, opportunities and potential
interventions needed for philanthropic capital to explore BF transactions, based on our

interviews with key stakeholders.

Philanthropic Organizations
and CSR Funds

i

Current interventions

Impact-first approach: While the impact
measurement rigor has varied across fransactions,
philanthropic investors have consistently
aftempted to integrate an “impact-first” approach
across investments structures like — grants,
returnable grants, equity, guarantees, concessional
debt, first-loss capital, TA, etfc.

Result-linked and guarantee-backed
structures: A number of fransactions based on
the guarantee model and a few on the impact
bond model have been piloted in the Indian
landscape.

Multiple complex structures like DIBs have

been successfully launched in India in the last
decade — such as Educate Girls DIB, Quality
Education India DIB, and Utkrisht Impact Bond
(see page 67). However, instruments like impact
bonds should not be viewed as a silver bullet.
They present an opportunity to test innovative
implementation approaches with an outcome
focus and build track record in unexplored or
niche segments.

Building capacities, demonstrating potential:
The focus has been on market building by

sharing knowledge and building social finance
practice areas. Philanthropic capital has been
more willing to allocate resources toward piloting
new structures, and capturing and disseminating
learnings emerging from innovative BF structures
such as guarantee backed facilities, impact bonds
and social success noftes.

BF has also been driven by interest from investee
social enterprises due o desire and opportunity
to improve their infernal fund raising, scaling, and
reporting capacity.

Driven by international foundations: Most
philanthropic capital in the BF space in India has
been driven by international foundations with

an active setup in India. Some of the prominent
names include Dell Foundation, British Asian Trust,
UBS Optimus Foundation, Rabo Foundation, and
Shell Foundation.

l

Challenges

Limited participation by Indian institutions: Indian
CSR capital pools and domestic foundations are yet
to participate actively in BF transactions. But, some
of them are now evaluating the space.

Complex legal framework prevents blending:
The legal system strictly separates activities of
entities into for-profit and not-for-profit. As a result,
for-profit and non-profit activities exist within two
parallel legal ecosystems, and it is difficult for them
to interact with ease or combine efforts toward
developmental objectives in innovative ways. For
instance, for-profits cannot receive grants without
difficulties and tax inefficiencies that make it
practically unfeasible for social enterprises to tap
funding that is aligned with their social intent.

Lack of data, documentation, and overall
transparency: Lack of data-driven evidence around
additional impact generated by these transactions,
is a prominent concern area for philanthropic
organizations.

Concerns about expensive and time-consuming
structures: Structuring costs and long furnaround
time of complex BF structures are seen as an
impediment by most stakeholders. These factors
have led to limited scale of DIBs and other bespoke
structures.

Mindset challenges limiting potential for
partnerships: CSR and large domestic foundations
have inhibitions about working with commercial
entities. This inhibition is driven by the fact that
traditional CSR managers prefer a more hands-on
approach and rigorous impact measurement, which
is often lacking in more commercially structured
transactions.

Lack of strategic view on blending as an
investment or giving approach: Most domestic
foundations view their investments from problem-
first lens; however, due to lack of in-house capacity
or view on BF structures, have not actively engaged
on this front and often default to more familiar
instruments such as grants.

Indian family offices view investing and philanthropy
from separate lenses and do not yet fully appreciate
the risk investor role.
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Philanthropic Organizations
and CSR Funds

[
Opportunities

Using TA and design grants to drive
innovation: Philanthropic capital with no financial
return expectations can be used strategically in the
form of TA or design grants to drive innovation.
Most commercial invetsors are unable to invest in
innovation due to fiduciary responsibilities.

Addressing market failures in impact-focused
sectors: Within the philanthropic sector, different
sources of funds, from foundations, DFls, and
CSR, can be used for solving market failures that
limit the use of private capital?>. Some examples
are:

Foundation capital can be used to provide
first-loss guarantees or concessional capital
that targets below-market returns in the form of
junior equity or debt.

DFls can help investors and banks achieve scale
and volume for impact-focused deals.

To make CSR capital more result oriented,
outcome funding contracts can be structured.

Family office capital offers flexibility, and hence,
can be invested across sfructures. It can range
from philanthropic to market based. Today,
family offices understand impact investing
better. Further, there is increasing interest from
second generation members of Indian family
offices.

Increasing focus toward simpler and scalable
BF structures: Simpler structures and reduced
fransaction costs are driving demand for BF in
India. For example, equity structures are simpler
for evaluation by family offices.

Bespoke structures allow for creating
demonstration effect: While these are usually
complex and resource intensive, bespoke
structures like DIBs and SIBs present potential for
crowding-commercial or return seeking capital
and demonstration effect. And once new models
are shown to be workable and successful, capital
can be raised to scale up the proven intervention.

Templatization and facilitation of identified
select blended structures: Select BF structures
can be identified and encouraged by the
government via a conducive legal and institutional
environment.

Some examples of potential legal and regulatory
interventions that may be explored:

Social venture funds could be allowed to give
loans directly to both non-profit and for-profit
social enterprises

With respect to the Foreign Contribution
(Regulation) Act, 2010, suitable relaxations
may be considered with a view to enable BF
fransactions

Improved data sharing and documentation:
More investor conversations about success stories
and learnings will help evangelise the concept of BF
and develop interest among other investors. More
education is needed about different structures and
instruments.

Platform building for collaboration: Plaiform
building will help investors find pipeline in sectors and
structures of infterest. Here, government participation
is crucial. Social Stock Exchange and the newly
formed CSR exchange platform could be structural
interventions that facilitate this.

Leadership and capacity building of CSR teams:
To drive the innovative structures, creating internal
champions in CSR teams, at the decision maker

or senior level, is important along with expanding
knowledge within teams. This can also help legal
teams fo navigate any questions or concerns.

2 Re-Imagining Traditional Finance for India’s COVID Recovery by SDG Finance Facility, 2030 Water Resources Group,

Impact Investors Council & Nishith Desai Associates, May 2021
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CONCLUSION
9.9

While significant amount of capital has been deployed by governments fo achieve

SDGs by 2030, the funding gap requires tapping into additional sources of finance.
Commercial capital can fill this gap, provided opportunities are appropriately structured
and the risk-return profile is aligned. Grants and other forms of philanthropic capital

can be used in innovative ways to de-risk investments by commercial capital and direct
it foward specific social and development objectives. This approach of BF will offer a
significant opportunity to various investor classes fo deepen and scale investments in the
impact-linked sectors in the coming years.

However, investors and intermediaries in this space are facing several roadblocks. Some
of the most prominent ones are:

Complex legal framework preventing blending

Lack of data, documentation, and overall fransparency

Concerns about expensive and time-consuming structures

Lack of strategic view on blending as an investment or giving approach

Limited pipeline of bankable projects

Limited capacity around impact measurement, especially for commercial investors

While government, over the years, has taken various steps to promote philanthropy and
CSR, and improve availability of low-cost capital to the marginalized sectors, there is a
need to build collective action to scale the opportunity presented by BF structures. The
report suggests the following areas of interventions, especially to unlock philanthropic
capital from domestic foundations and family offices and commercial investments from
banks and NBFCs:

¢ Address the critical legal and regulatory hurdles: Some of the potential interventions are
social venture funds that are allowed to give loans directly to both non-profit and for-profit
social enterprises, and suitable relaxations to the Foreign Contribution (Regulation) Act, 2010.

¢ Improved data sharing and documentation of transaction structures and success stories:
This would also create more awareness around different structures and instruments. In this
study, we have prepared and shared the first ever BF database for India (Annexure 4: Blended
Finance Database for India). However, it is critical to maintain this database with high-quality
resources.

¢ Build a platform for collaboration: In this context, [IC and USAID India have set up India
Blended Finance Collaborative (IBFC), a platform to accelerate and mainstream the use

of blended finance in India through access to curated knowledge, resources and relevant
networks. This will help investors find pipeline in sectors and structures of interest. Here,
government participation is crucial. The recently announced Social Stock Exchange and the
newly formed CSR exchange platform could be structural interventions that facilitate this.
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Some important points regarding the BF fransaction database are as follows:

®

Data for the BF transaction database has been collected from a combination of
secondary and primary sources based on extensive research and stakeholder
interactions between February 2022 and April 2023. Secondary sources were
considered, confirmed, and interpreted with one or more stakeholders via written
communication or interview-based discussions or both.

Transactions have been considered from 2010. Transactions (e.g., bonds, funds, or
facilities) issued or set up prior to this period but live 2010 onwards, have also been
included.

Impact and additionality have been considered on a self-declaration basis. Transactions
without enough evidence or shared information in terms of targeted impact or financial
additionality, have not been considered. In some cases, this may be due to lack of data
availability, and hence, remains subjective.

The database is representative, and cannot be considered as comprehensive.

Some of the data points remain unconfirmed and have been considered as
assumptions for the analysis. These have been marked in the database accordingly.

Some of the data points have been marked as confidential. These have been
considered for the aggregate analysis, but have not been shared as part of the

published database.

Analysis has been performed on a calendar-year basis.
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SURVEY AND INTERVIEW PROTOCOL OUTLINE

The survey was aimed af recording responses at an organization level; the results were
then aggregated at the industry level. The objective was to map the landscape of the
Indian BF market from the perspective of various critical actors, particularly investors,
both commercial and philanthropic, including banks, financial institutions, foundations,
DFls, efc.
The questionnaire was designed to:

Understand the responders/responders’ organization

Understand their general views on the BF space in India

Know their experience in this space (last decade)

Know their plans in this space (next 4-5 years)
The survey was aftempted by senior executives from 31 relevant organizations.
The purpose of the interview was to understand the landscape of the Indian BF market
from the perspective of various critical actors, particularly investors, both commercial
and philanthropic, including banks, financial institutions, foundations, DFls, etc. These
semi-structured interviews were 45-60 minute long, and respondents included senior
executives from 24 relevant organizations.

Both the survey and interview followed the outline below.

What is your/ organization’s level of familiarity with the term “blended finance™?
How do you perceive the BF market in India?

77

1.
2
3. What is your perception of financial and social impact risk-return associated with BF?
4

Do you have any experience participating in the sector? What has the experience
been? What instrument, sector, or vehicle did you participate in?

5. What role(s) do you plan to play in the BF transactions in India in the near future (4-5

years)? Why?
6. Which of the following instrument types does your organization plan to use when
participating in BF transactions in India? Why?

7. Which transaction type or vehicle would best describe your plans of participation in

the BF transactions in India? Why?
8. Which sectors do you plan to focus on via the future BF transactions? Why?
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9. What are some of the challenges you face regarding BF transactions?

Pipeline
Track record
Regulation
Impact

Cost

Time

10. What are some of the benefits of BF that you have observed?

Detailed questions regarding instruments used were asked depending on the
organization and its experience with BF or using a particular instrument.
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e REVIEW OF GLOBAL BLENDED FINANCE DEFINITIONS
7.2 AND PRINCIPLES

Following are the definitions adopted by various significant global actors in the BF space:

1. The OECD defines BF as the strategic use of development finance for the mobilization
of additional finance toward sustainable development in developing countries. Here,
additional finance refers primarily fo commercial finance. It classifies BF instruments
as equity instruments, debt instruments, mezzanine instruments, guarantees and
insurance, hedging, and grants and TA. In addition, the OECD identifies four types of
BF mechanisms: funds, syndication, securitization, and public-private partnerships.
According to the OECD, the overarching objective for the use of BF is the expansion
of sustainable, market-based solutions for development financing needs. Critically
important aspects include engagement of local capital markets, use of concessionality
as a precondition to blending, and provision of monitoring and evaluation mechanisms.

2. The DFI Working Group on Blended Concessional Finance for Private Sector
Projects defines BF as concessional finance from donors or third parties alongside
DFI’'s normal own-account finance and/or commercial finance from other investors,
to develop private sector markets, address SDG-related issues, and mobilize private
resources. The DFI Working Group, 2018, considers that BF is the use of catalytic
capital from public or philanthropic sources to increase private sector investment in
sustainable development.

3. The European Union uses its own term “blending,” which is distinct from BF. Blending
is defined as the strategic use of a limited amount of grants to mobilize financing
from partner financial institutions and the private sector to enhance the development
impact of investment projects.

4. According to the Global Impact Investing Network, BF is a strategy that combines
capital with different levels of risk in order to catalyze risk-adjusted, market-rate-
seeking financing into impact investments. The providers of the risk-tolerant, “catalytic”
capital in BF structures aim to increase their social and/or environmental impact by
accessing larger, more diverse pools of capital from commercial investors.

5. As per Convergence, BF is the use of catalytic capital from public or philanthropic
sources to increase private sector investment in sustainable development. This is same
as that adopted by the DFI Working Group on Blended Concessional Finance for
Private Sector Projects.

Overall, BF is a structuring approach that allows organizations with different objectives to
invest alongside each other while achieving their own objectives (whether financial return,
social impact, or a blend of both). Convergence focuses on BF to catalyze private investment.
In simple words, BF is the use of catalytic concessional capital from public or philanthropic
sources fo increase private sector commercial investment in sustainable development.
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FIVE-POINT FRAMEWORK FOR DEFINING BLENDED
FINANCE TRANSACTIONS

After carefully considering various working definitions and principles around BF, we
have defined BF as “the use of catalytic capital from public or philanthropic sources to
increase private sector investment in sustainable development.”

To further define the key characteristics of BF and select BF transactions for our
database, we have defined a five-point framework below:

The transaction contributes toward achieving the SDGs. There should be an element of
clearly defined and measurable SDG-related achievement of objectives. Transactions
that lack a clear mandate and measurement or reporting of impact, have not been
included. However, the rigor of measurement and reporting may vary.

The transaction involves catalytic capital to provide the often-needed risk cushioning,
thereby improving the risk-return profile and attracting more commercial capital. In most
cases, this represents the concessional capital component (grants, TA, guarantee, lower
return expectations, tenure, subordination, etc.), aimed at market making, especially for
structures or sectors where there is lack of mainstream capital.

As a result, transactions that only involve return-seeking investors, without any clear
component of concessional or catfalytic component, have not been considered, and vice
versa. For example, fraditional impact investment funds that include all limited partners at
comparable commercial terms, have not been included.

It may be noted that in some cases, where the catalytic piece of capital is in the form of
subordinated debt, aimed at specific high-risk sectors or situations, the concessionality is
in terms of lower cost to the issuer/ borrower because of the unique credit enhancement
structure and underwriting capabilities of the intermediary. Without such structures,
affordability for the borrower (in terms of cost or market access) would have been
significantly worse. As markets for these asset classes mature, the need for such
concessionality is likely to reduce.

The fransaction is aimed at mobilizing additional private investment in an identified BF
vehicle such as fund, facility, program, project, and bond in an impact-focused sector.
Transactions that do not have a return-seeking investor, commercial or philanthropic,
participating in the capital structure, have not been considered.

As a result, transactions that only involve DFI or government funding, without active
participation of commercial investors in the structure, have not been considered.
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Thus, large-scale government schemes or programs aimed at incentivizing or subsidizing
commercial capital, but with no particular evidence of mobilizing commercial capital,
have not been included.

It may be noted that due to lack of high-quality data, only the extent of leverage has
been estimated, the quality of leverage has not been considered. We have used our best
judgement to filter out those transactions where leverage was negligible as participation
of commercial capital was disproportionately lower or next to negligible as compared to
the catalytic component. However, structures like DIBs and SIBs have been considered as
exceptions.

Different investors in a BF structure will have different return expectations, ranging
from concessional to market rate. Participants of a transaction may be motivated
differently to invest alongside each other while achieving their own objectives, whether
financial return, social impact, or a blend of both. Overall, the focus is on market-based
organizations or projects that yield a positive financial return.

Blending of commercial and concessional capital should happen within the same
transaction/timeframe to leverage the catalytic ability of concessional capital or the
purpose of catalytic capital should clearly state its objective to attract commercial capital
within a specified visible period.

Some transactions may involve instruments such as grants or TA to support a business
survive or grow through a high-risk period, usually an early-stage business in a nascent
sector with no clear specific intent or aim to catalyze other forms of capital over an
identified visible period. Such transactions may have potential for blending over the

long term, but may have an inter-femporality element in terms of blending. For example,
grants provided at the seed stage to make a social venture investible for private capital at
a later stage. Such fransactions have not been included here.
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Total investment needs of the developing world, estimated at USD 2.5 trillion per year,
cannot be met by public and philanthropic investments alone. It's time for the private
sector to step up and offer solutions to bridge the gap.

The Asha Impact Trust partnered with Societe Generale and IIC to undertake a landscape
study on BF in India and the role it can play in plugging the above-mentioned investment

gap.

The lead authors of this report are Aparna Dua (Director, Asha Impact Trust), Swati

Shah Gupta (Consultant, Asha Impact Trust), Shivika Chauhan (Associate, Asha Impact
Trust), and Maitreyi Menon (Analyst, Asha Impact Trust). We also benefitted from
invaluable guidance throughout the drafting process from Ramraj Pai (CEQ, India Impact
Investors Council). The qualitative and quantitative analyses also benefited from various
contributors, who generously gave their time. They are listed below.

We would like to extend our sincere gratitude to the following individuals who shared
their experiences and expertise via in-depth qualitative interviews: Rishi Razdan, Acumen;
Amit Chandra and Gayatri Nair Lobo, A.T.E. Chandra Foundation; Abha Thorat Shah and
Anushree Parekh, British Asian Trust; Krati Garg and Ragini Bajaj Chaudhary, Caspian
Impact Investment; Sagar Joshi, Climate Policy Initiative; Tushar Thakkar, Dalberg; David
Kuijper and Jim Brands, FMO; Roopa Satish, Indusind Bank; Himanhsu Sikka, Archish
Gupta, and Achin Biyani, IPE Global Ltd; Natasha Patel, India Sanitation Coalition; Prachi
Jain Windlass, Dell Foundation; Ravi Vukkadala, Northern Arc Capital; Varad Pande

and Kriti Mittal, Omidyar Network India; Arindum Dutta and Dheeraj Mutreja, Rabo
Foundation; Priya Naik, REVIVE Alliance; Deepak Goel, Shell Foundation; Dhun Dhavar,
UBS Optimus Foundation; Apoorv Shukla, USAID; Nirav Gala, Vivriti Capital; Manoj Gulati
and Sudhir Arya, Water.org; and Prabhir Correa, Waterfield Advisors.

We would also like to thank organizations that shared their experiences, plans, and
opinions via our form-based market survey: A.T.E. Chandra Foundation, Aavishkaar
Capital, Ankur Capital, Asha Impact Trust, Asian Development Bank, British International
Investment, British Asian Trust, British High Commission, Calvert Impact Capital, Caspian
Debt, Climate Policy Initiative, Dalberg, Gromor Finance, IDinsight, IPE Global Ltd
(SAMRIDH Healthcare BF Facility), Kaizenvest, KOIS, Michael and Susan Dell Foundation
India, Northern Arc Capital, Samunnati, Shell Foundation, Sterlite Technologies Ltd (STL),
The Lemelson Foundation, UBS Optimus Foundation, United Nations Development
Programme, USAID, Vivriti Asset Management Private Ltd, Waterfield Advisors, and YES
Bank.
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The report also benefited greatly from the conftribution of the following organizations o
the transaction database: 360 One Foundation, Aavishkaar Group, British Asian Trust,
British International Investment, Caspian Impact Investment, Central Square Foundation,
Climate Policy Initiative, FCDO, Grameen Capital, KOIS, the Michael & Susan Dell
Foundation, Northern Arc Capital, Rabo Foundation, Tata Cleantech Capital, Samhita,
Samunnati, Shakti Foundation, Shell Foundation, UBS Optimus Foundation, USAID,
Villgro, Vivriti Capital and Water.org.

We would also like to thank our reviewers from USAID, India, and the Michael & Susan
Dell Foundation for their expertise, comments, and feedback.

We would like to extend special thanks to the IIC team members — Neha Bhatnagar,
Ranjna Khanna, Deepanshi Balooni, Sagar Kalra and Vedant Batra — for their support in
creating the BF transaction database and report.

We are especially grateful to the Societe Generale team for providing financial support,
and invaluable insights and guidance from time fo time.
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