
 

  

 

The Investment Process – Assessing Financial & Social Returns 

High Level Overview of Key Frameworks in our Investment Process (3/3) 

As an asset management firm, our investment processes are at the heart of everything we do. 

Investors often make a critical mistake in assuming good outcomes are the result of a good process 

and that bad outcomes imply a bad process. In contrast, the best long-term performers in any 

probabilistic field – such as investing – all emphasize process over outcome. 

A good investment process is a systematic, disciplined and repeatable set of steps to determine if an 

investment should be pursued. Most of our investment careers have been spent building and refining 

that process to identify investments with attractive return profiles.  

The investment process for an Impact Investment & a standard investment – by our definition – should 

not vary when it comes to evaluating financial returns.  

The key addition to an investment process for Impact Investment, is to have an approach to 

determining and measuring the social return or social impact the company is creating. This paper 

provides the overarching principles we use to construct our proprietary investment processes. Here 

we purposely provide only high-level overviews to our social investment processes and encourage you 

to reach out for more information.   
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Executive Summary 

Our investment processes for assessing financial returns for prospective Impact Investments is consistent with our 

approaches to any other investment we consider at Waypoint 

• Given our objective is to earn competitive, market returns, our approach to analyzing an Impact Investment from a 

financial return perspective doesn’t change 

• For interested investors, we have detailed process documentation for the major components of investment due 

diligence (i) deal sourcing (ii) due diligence (ii) deal structure (iv) value creation (v) governance & portfolio strategy 

 

The importance of measuring and reporting social impact cannot be understated and remains one of the major challenges 

across all types of social investing 

• Importance of Measurement:  Social impact is difficult to define, creating potential for scarce resources (capital and 

human capital) to be deployed into programs that are not truly creating impact; given the volume of capital and 

resources these companies are using1, there is a heightened desire for: 

o A need for quantified outcomes / results vs. subjective articulations of the impact a company creates 

o Accountability of these companies to measurable results 

o Awareness of programs that are working or not and being able to compare similar initiatives 

o Making a case to funders that your organization is delivering impact  

• The Difficulty in Measurement: How do we define “doing good”, or “impact”? Even if defined reasonably well, tying 

impact outcomes to financial values is challenging due to the number of stakeholders affected. Generally, the sector 

lacks quality data infrastructure for tracking, and every established method of measurement is criticized for some level 

of required subjectivity.  

• The challenges in measurement is not an excuse to not measure. Impact Investors need a process to evaluate 

social returns the same way they need a process to evaluate financial returns 

 

Our frameworks for developing a measurement model for social return are built using an investors’ mindset analogous to 

returns on invested capital (ROIC) as well as the SROI framework facilitated by Social Value UK 

• Return on invested capital (ROIC) is used to assess a company’s efficiency in allocating capital at attractive returns. 

Investors determine an appropriate measure of profitability or cash flow a business generates and divide by the capital 

invested in the organization – this can be interpreted as “the dollars created for every dollar invested in the company” 

• We define social return as the “dollars of social impact created for every dollar invested in the company” 

• Our goal is to develop a social investment thesis and we use the Social Return on Investment (SROI) framework as a 

foundation to do so. SROI is facilitated by Social Value UK – a network for 700 global members – and standardized to 

provide a consistent quantitative approach defining impact 

• We often base our investment decisions on the projected social value we believe we can create 

• Each investment must (i) measure, track and report SROI to its investors (ii) have quantifiable targets to be achieved 

over the course of the investment and (iii) obtain a Social Value Certificate2 from Social Value UK as an indicator that it 

commits to, implements and maximizes SROI to the best of its abilities during the course of investment 

While we cannot provide the full details of our investment process, we provide two underlying frameworks that form the 

basis for how we think through developing a social investment thesis.  

 
1 Responsible Investment Association, 2018 Responsible Canadian Investment Trends Report 
2 http://www.socialvalueuk.org/social-value-certificate/ 
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Framework 1: The foundations of a measure of social return are built from an investors’ mindset – namely, returns 

on invested capital 

 

 

 

 

 

 

 

 

 

 

 

 

 

Companies create value, by growing cash flows/returns while ensuring that the return on invested capital (ROIC) is greater 

than the cost of raising capital.  

Similarly: 

• For companies to create social value, the social impact they create must be greater than their social cost  

• Instead of cash flows as the numerator, we need an appropriate quantifiable measure of social impact 

• Instead of just invested capital as the denominator, we need a measure that includes the invested capital and the 

time / human resources expended in the initiative 

• We need to be able to communicate to our stakeholders the following messages: 

o For every dollar invested in this company, the company generates $X in social value 

o Our company generates more sustainable / better / has a greater impact than other programs since the 

typical program generates $Y in social value 

• While it may appear intuitive, the non-for-profit, charity, donation and Impact Investment space is still in 

the early stages of employing such measurements. This thinking has not been that prevalent in the social 

investment space in the past 

 

 

 

 

 

 

How Businesses Create Value: They earn returns in excess of their cost of capital 

 

 

 

 

 

 

 

 

 

 

 

* The typical accounting / finance formula for ROIC would be Net Operating Profit After Tax / Invested Capital; 

however our goal here is to determine the measure of cash flows for the numerator that is most representative of the 

cash flow generation of the company 

 

Invested Capital 

A business requires 

capital to invest into 

products/services 
You don’t get this capital 

for free, there is a cost of 

capital 
Let’s call this the Cost of 

Capital X% 

Cash Flow/ Returns* 

A business turns invested 

capital into cash 

flows/returns* 
Let’s express cash flows / 

returns as a percentage of 

invested capital (Cash 

Flow* / Invested Capital): 

Y% 

Core Concept of Value Creation 

• A company raises capital at a cost of 

X%, and creates a return on that 

capital of Y% 

• If Y% is less than X%, the company 

is destroying value 

• A company is creating value when 

Y% is > than X% 

• A “value creating” company 

reliably generates Y% > X% 
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Framework 2: The Social Return on Investment (SROI) Framework 

SROI started as a specialised form of cost-benefit analysis which has grown to incorporate significant aspects of 

stakeholder driven evaluation. It places a monetary value on the social impact (the benefit) of an activity and compares this 

with the cost incurred in creating that benefit. While this is a feature of any cost-benefit analysis, SROI is specialised in 

being tailored to the analysis of social purpose activities, both in terms of articulating and measuring impact, and in the 

way it is undertaken. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Why do we integrate the SROI Framework into our Social Investment Processes? 

1. No framework for social impact measurement is perfect 

Every form of measurement and forecasted social impact is prone to criticisms of subjectivity. What we appreciate 

about SROI is  

a. Its formalized development process – we believe in rigorous iterative processes in all probabilistic fields 

1. Establishing scope and 

identifying stakeholders 
2. Mapping outcomes 

3. Evidencing outcomes and 

giving them a value 

Scope of analysis is clearly 

delineated with the organization, 

and key stakeholders are identified 

  

The active involvement of 

stakeholders, which includes staff, 

management, investors and others 

 

The iterative, group-based 

involvement approach of SROI is a 

key distinguishing factor from other 

cost-benefit analyses 

A process for: 

How resources (inputs) are 

used… 

…to deliver activities 

(measured as outputs)… 

…and how these activities tie to 

outcomes for each key 

stakeholder 

This process is the most rigorous 

step and most iterative. 

Outcomes are inherently vague and 

deciding what / what not to include 

is the greatest challenge 

Data gathering & ascribing a 

monetary value to the outcomes 

 

We treat this step with the rigor 

(and limitations) of any forecast 

assumptions in our financial models 

 

No forecast approach is perfect, but 

we need to use experience and 

professional judgement while 

triangulating them rigorously 

4. Establishing impact 

Placing qualitative context around 

the quantified monetary values 

ascribed 

Context includes factors such as: 

- Industry differences 

- Value relative to other companies 

with similar causes 

- Constraints that are specific to 

your organization (e.g. 

governmental) 

5. Calculating the SROI 

Final steps in gathering all the 

information to-date and expressing 

social return in the form of an SROI 

ratio 

 

This includes analysis akin to Net 

Present Value (NPV), sensitivity 

analysis, and relative analysis that 

would normally be conducted in a 

financial valuation model 

The most important step 

No approach is perfect – SROI 

must be written up, fully explained 

and provide to all stakeholders 

 

The accepting of critique, and 

pressure-testing of the SROI 

process is the only way to 

balance the judgement required 

to develop SROI and the desire to 

improve your company’s 

calculation over time 

6. Reporting, using, embedding 
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b. Facilitation bodies to ensure the quality of the SROI through a formalized audit and assurance process 

c. The growing adoption of SROI allowing for increased comparability 

 

2. It allows for professional judgement and professional “pressure testing” 

Estimates and assumptions are inherent to any social impact measurement technique and this is often a prime 

criticism of SROI. As investors, we find this criticism slightly unfair and normal of any forecasting technique 

applied in business strategy or in capital markets. Your forecast outputs are only as good as the quality of the 

inputs. 

 

Estimates and assumptions are professional judgements – and are necessary in a world where definitions cannot 

be translated into perfect formula or equation and instead needs a variety of quantitative techniques and 

triangulations.  

 

What makes these judgements reasonable is the process of audit and assurance that is available to test your work 

and the commitment to pressure testing impact with your stakeholders and validation bodies.  

 

3. Other measurement methods do not have the same scale or support, but are still valuable in triangulating SROI 

In addition to SROI we have studied Balance Scorecard, Social Cost/Benefit Analysis (SCBA), Ongoing 

Assessment of Social Impacts, and plenty of independent company frameworks. We do not engage in the critique 

of any one model, because every model (including SROI) has its limitations. In our view, each methods has 

similarities to SROI in some facets, and can be valuable in triangulating our SROI results. We simply prefer SROI 

as the foundational basis of our work for the reasons.  

 

Social Value UK, outlines the major critiques of the SROI methods and their response / rebuttal to them publicly 

here:  

 

For those truly interested in understanding and applying SROI, we provide links to 4 critical papers that formed the basis 

for how we deploy SROI as a component of our social investment process.  

Social UK’s Guide to Social Return on Investment: 

Social UK’s Assurance and Accreditation System 

Social UK’s Social Value Certification 

Critiques & Challenges of Using Social Return on Investment and their Rebuttals  

 

 

 

 

 

 

 

 

 

 

http://www.socialvalueuk.org/app/uploads/2016/03/SROI%20Myths%20and%20Challenges_2016.pdf
http://www.socialvalueuk.org/app/uploads/2016/03/The%20Guide%20to%20Social%20Return%20on%20Investment%202015.pdf
http://www.socialvalueuk.org/assurance-and-accreditation/
http://www.socialvalueuk.org/social-value-certificate/
http://www.socialvalueuk.org/app/uploads/2016/03/SROI%20Myths%20and%20Challenges_2016.pdf
http://www.socialvalueuk.org/app/uploads/2016/03/SROI%20Myths%20and%20Challenges_2016.pdf
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Social Investment Thesis Conclusions 

Our objective in writing these documents on Impact Investing were to: 

• Create clarity around social investing definitions – namely the different ways one can invest in a socially-conscious 

manner 

• Show you why Impact Investing aligns with our firm’s values as it balances an investors’ mindset in generating 

social returns, and believes in building sustainable business models that can support a market return and retain 

top talent 

• Provide a “lay of the land” when it comes to Impact Investing in Canada today and where the opportunities lie 

• Give you a teaser about how we think about opportunities in Impact Investing, and how we think about our 

investment processes – we were purposely high level here 

 

For those interested in learning more about our investment processes and investing alongside us in Impact Investing 

strategies, we encourage you to reach out our Partners https://www.waypointinvestmentpartners.com/our-team to learn 

more.  

 

https://www.waypointinvestmentpartners.com/our-team

