Proposal for Exploring Community Investment Opportunities

“We at Columbia University take pride in our community and embrace opportunities to give back to the neighborhood we call home. Our students, faculty, and staff are dedicated to applying their combined talents, energy, and resourcefulness in ways that contribute to improving the quality of life in Upper Manhattan.”
- http://neighbors.columbia.edu/

Executive Summary

Columbia University has always prioritized engagement with its community in Upper Manhattan; it benefits from numerous physical and human resources drawn from the community, and gives back through programs and services that attend to the needs of the community. We would like the ACSRI and the Board of Trustees to consider a new form of civic engagement: Community Investing. 
Community investments are the best way to maximize the social impact of Columbia’s endowment while providing a secure market-rate return on its investments. In addition to having a substantial social impact in its immediate community, Columbia could have an even greater social effect by serving as an influential leader on community investing. Increased public attention on the investment practices of leading institutions of higher learning has led a number of colleges and universities, including Duke University, Williams College, Trinity College, and the University of Southern New Hampshire, to successfully integrate community investments into their investment policies. Not only should Columbia match its peers by adopting a policy of community investments, but, as a top-tier University, Columbia is positioned to set a precedent for other colleges and universities, which would have an impact on communities across the nation. 

There are many options for community investments, with varying degrees of risk and potential returns; one potential option is insured deposits in community development banks and credit unions, which are as secure as such deposits in comparable conventional depositories and which offer comparable rates of return. Investing in community banks and credit unions would require no more time or energy than any other investment in a conventional depository. Once such an investment is made, Columbia’s investment managers and the ACSRI would only need to ensure that they remained satisfied with the financial health (as with any other investment) and social performance of the community financial institution. 
In the following pages, we elaborate on the benefits of community investing and provide an overview of the various community investment options. The Columbia Law School Human Rights Clinic and other students from around the university would be willing and able to assist the ACSRI or the Trustees in exploring these community investing options in more depth, including research into local institutions, investments with specific rates of return, or investments with a specific social focus. If we can be of any assistance in the exploration or implementation of this proposal, or if we can answer any further questions, please contact us at les2116@columbia.edu.
Why Community Investing? 
Although West Harlem and the surrounding areas have been working with local partners, including Columbia University, to improve the schools, parks, and local businesses, many community needs remain unmet. Unemployment and homelessness persist, and many community members continue to lack access to basic services and amenities. Significantly, the community continues to lack access to financial capital, which is one of the most important tools for strengthening the community and creating local opportunities. Securing financial capital is often prohibitively difficult for low-income families and community projects; by investing in community development banks, Columbia can use its endowment to help build the local community while remaining fiscally responsible and ensuring institutional stability. 
Columbia’s traditional form of community development—community service, service-learning, outreach programs, medical and legal assistance, etc.—is important, providing essential services and producing solutions to specific problems. However, these ‘human resources’ investments fail to use Columbia’s full capacity to attack one of the root problems of distressed communities, the lack of financial capital. Through community investments, Columbia can infuse investment money into job creation, affordable housing, small business development, vital community services such as child care and health care, and other local community development projects, not as charitable contributions, but as market-rate investments with reliable returns. Some Community Investment Institutions (CIIs) also provide additional services, such as education, mentoring, and technical support, and they help build relationships between families, nonprofits, small businesses, and conventional financial institutions and markets.
Adopting a Community Investment Policy at Columbia University
As the success of these community development institutions depends primarily on the availability of investment capital from dependable funding sources, they are an ideal investment alternative for universities who have pledged a commitment to their local community. As a Columbia University website dedicated to the neighborhood states, “We at Columbia University take pride in our community and embrace opportunities to give back to the neighborhood we call home. Our students, faculty, and staff are dedicated to applying their combined talents, energy, and resourcefulness in ways that contribute to improving the quality of life in Upper Manhattan.” Investing a portion of Columbia’s large endowment is an important and effective way to give back to our neighborhood. Furthermore, investing in community development initiatives supports Columbia’s mission to equip its students with the skills to critically examine the society in which they live, so as to make decisions that result in greater good then harm. University Trustees can lead by example by leveraging available assets to invest in Upper Manhattan’s long-term development.

Moreover, community investment is a sound financial policy. Insofar as the university already has a policy of keeping some of its endowment in stable, low-yield accounts, there is nothing for the university to lose if it opts to do this through investments in Community Development Banks, which have comparable secure returns. Indeed, the university may have plenty to gain – other colleges and universities that have invested a portion of their endowment into community investments have seen an increase in the number of alumni donations due to alumni support for a more socially responsible investment policy.
Opportunities related to the Manhattanville project 
Columbia’s investment in community development institutions serving West Harlem would demonstrate Columbia’s dedication to assisting with the long-term success of its community. Columbia’s proposed expansion into West Harlem has been met with resistance from the local community. While Columbia has taken efforts to fold the local community into its design for the Manhattanville Project and promises to bring new jobs and economic development to the area, many community members still believe that local businesses and residents will be adversely affected by the proposed expansion and by the further changes to the neighborhood that would likely follow Columbia’s expansion. In addition to Columbia’s own programs and projects dedicated to community development, Columbia can empower the local community by investing in community banks that will fund projects initiated and controlled by local community groups. Allowing the community to fund and implement its own development objectives is crucial for both the long-term viability of development projects and Columbia’s reputation in the community. 

Recommendations
Community investing offers Columbia University an important opportunity to support the community while continuing to manage its endowment prudently.  Moreover, a commitment by the University to undertake community investments would set it apart as a leader among its peer institutions.  To this end, there are several steps that Columbia should take.
· Consider the community investment options available to Columbia. The university should engage in an informed discussion of community investing options. This discussion could be convened under the Advisory Committee on Socially Responsible Investing (ACSRI) or the Trustees Subcommittee on Shareholder Responsibility (TSSR), or it could be discussed under an ad-hoc advisory committee.  This discussion should include representatives from both the school and the community, and should be undertaken with the Columbia endowment investment managers.  This discussion should consider, among other things, guidelines on community investing for Columbia, investment options, what geographic area the university would like to consider its community (for example, New York City, or more specifically Harlem), and the social focus for the university’s investments (for example, affordable housing or small business loans).
· Modify the mandate of the Advisory Committee on Socially Responsible Investing (ACSRI) to include a focus on community investing.  Columbia University proved itself to be a leader among its peer schools when it created the ACSRI in 2000 to deal with issues of proxy voting.  Columbia should continue to lead its peer schools by committing to community investing.  The responsibilities of the ACSRI should be expanded to include making recommendations regarding community investments and tracking the success of such investments.
· Commit to investing a set percentage of the endowment into some type of community investment.  Community investment options can offer rates of return comparable to current investments.  In committing to investing a mere 1% of its endowment in community investments, Columbia could ensure that it continues to invest its endowment prudently, while having a tremendous positive impact on its community.  A commitment of a set percentage of its endowment would render Columbia a leader among its peer institutions, and would solidify Columbia’s reputation as an institution that fully supports the community.
Community Investment Options
There are several community investment options that offer rates of return comparable to conventional investments. The three main types of community investment are: direct investment, community investment portfolios, and mutual funds. 

Direct investment into the community provides an alternative to traditional secure forms of investment such as bonds. By investing in Community Development Financial Institutions (CDFI), Columbia would be making long-term investments and receiving a fixed rate of return. Specific types of CDFI include: 

· Community Development Banks. Community Development Banks are chartered and regulated on the same basis as conventional banks and offer similar products and services, but with the purpose of providing these services in underserved communities. CDBs offer the same security as conventional banks because they are FDIC insured up to $100,000 per depositor.
· Community Development Credit Unions. Community Development Credit Unions are non-profit cooperatives that are government regulated like banks. Like bank deposits and CDBs, CDCU deposits are FDIC insured up to $100,000 per depositor.
· Community Development Loan Funds. Community Development Loan Funds are non-profit charitable organizations that receive loans from socially motivated investors, as well as grants and donations from public and private sources, and use this capital to make a variety of loans to a variety of community development initiatives. Although there is a greater range of risk with CDLFs, the potential social impact is greater.
· Community Development Venture Capital Funds. These venture capital funds make equity or equity-like investments in businesses that have the promise of creating jobs, fostering entrepreneurial ability, and creating wealth and/or other benefits for low-income people in distressed communities.
· Microenterprise programs. Microenterprise programs lend money to businesses with fewer than five employees that require a small loan (less than $25,000) and do not have access to commercial banking services. Though often uninsured, the positive impact on the community can be high.
Community Investment Portfolios, now offered by many institutions, are pooled community investment products in which individual CDFI investments are selected by professionals; the investments are then carefully managed with broadly spread risk. Comparable to more familiar types of mutual funds, this option offers diversified portfolios of investments and a high level of security.
Socially responsible mutual funds are another method of community investment. These funds have the advantage of being very liquid, yet investors do not control the types of projects that are funded. Investors can, however, choose funds that target areas of particular interest to an investor. Groups that offer this product include the Calvert Group, Domini Social Investments and Parnassus Investments.

Community Investing Products

	Community Development Banks 

&
Community Development Credit Unions 


	Products Available 
	Description 
	Rate of Return 
	Investment Term 
	Security 
	Services Provided to Communities

	
	Checking
and/or Savings Account 
	Accounts in banks or credit unions. 
	Market-rate 
	No minimum term. 
	All depositors federally insured up to $100,000. 
	Basic financial services and loan products to underserved individuals and community development projects. 

	
	Certificate of Deposit (CD) 
	Deposit made to a bank or credit union. 
	Market-rate; below market rate also available. 
	One month to 120 months. 
	All depositors federally insured up to $100,000. Banks in the CDARS program offer insurance on up to $20 million.
	

	
	Individual Retirement Account (IRA) 
	Tax-deferred retirement account. Permits deposits of up to $4,000 per year, for withdrawal after retirement.
	Varies with IRA type (traditional, education, Roth, money market) and with investment term.
	Varies with IRA type; often one-year minimum.
	All depositors federally insured up to $100,000.
	

	
	Money Market Account 
	Combination of short-term, low-yield investments (CDs and treasury bills).
	Slightly higher than a savings account.
	No minimum term.
	All depositors federally insured up to $100,000.
	

	
	Equity Investment in a Bank
	Preferred stock in a bank. 
	No established return, based on performance of invested bank. 
	No maturity date. 
	Not insured. 
	

	
	Secondary Capital in a Credit Union 
	Subordinate loan that helps a credit union build its balance sheet. 
	Varies, often below-market. 
	Term varies, but generally long term. 
	Not insured. 
	

	Community Development Loan Funds
(Domestic) 
	Senior Loan 
	Individual or institutional investor lending money to a CII.
	Varies with investment term and size, usually between 0 and 4%. 
	Term set by investor; often one-year minimum.
	Generally backed by loan loss reserves, and the CII's net worth. Generally not insured, but may be secured by collateral.
	Funds finance high-impact community development by providing capital to one or more of the following: developers of affordable housing, small businesses and microenterprises in the U.S., and nonprofit community organizations. Many CIIs also provide technical assistance and training to borrowers, and advocate for policy changes to support their constituencies. 

	
	Subordinated Loan
	Institutional investor providing a loan that is subordinate to senior loans and helps build the CII's balance sheet. 
	
	Term set by investor; often one-year minimum.
	
	

	
	Equity Equivalent (EQ2) Investment 
	Deeply subordinated obligation by an institutional investor to help build a CII's balance sheet. Can provide banks with enhanced CRA credit. 
	
	Terms vary, but should have a rolling term with a minimum of 5-10 years to be equity-like. 
	
	

	International Community Development Funds (International) 
	Senior and Subordinated Loans to Microfinance, Guarantee, or Small & Medium Enterprise Funds 
	Individual or institutional investor lending money to a fund financing community development projects. 
	Varies by institution, usually between 0-4% depending on investment term and size. 
	Terms set by investor; often one-year minimum. 
	Not insured; often protected by collateral, loan loss reserveds, and a CII's net worth.
	Investment in funds that work with microfinance institutions, cooperatives, local banks, and small and medium enterprises around the world to provide financing and job training to underseved people and communities.

	
	Commercial Bonds or Private Equity Funds 
	Debt and/or equity investment in a pool of top-tier institutions. 
	Varies, but often between 5-10% depending on management fees. 
	Varies, based on offering.
	
	

	Community Development Venture Capital Funds 
(Domestic and International) 
	Pools of Equity Investments 
	Equity investments in new businesses in low-income areas in the U.S. and abroad.
	Potential for higher returns when company profits, and lower returns when profit is low.
	Term varies.
	Not insured; often protected by collateral.
	Equity investments and debt with equity characteristics to businesses; extensive managerial and entrepreneurial assistance. Creates new jobs in low-income areas.

	Social Enterprises
(Domestic and International) 
	Equity Investment
	Social purpose businesses, often tied to nonprofits, that use their profit to further their mission while providing job skills to lower-income communities. 
	Varies with investment details. 
	Term varies. 
	Not insured. 
	Provide employment and business skills in underserved communities, and raise money through the business to futher social mission of the organization.

	Community Development Pooled Funds
(Domestic and International)
	Senior and Subordinated Loans
	Investments spread over a number of CIIs that diversifies the portfolio and lowers risk. 
	Varies with investment term and size, usually 0-4%. 
	Term decided by investor; often one year minimum. 
	Not insured; often protected by collateral, loan loss reserves, and credit enhancements.
	A combination of services to underserved communities through loans to or investments in CIIs. 

	Community Development Bond Funds
(Domestic)
	Mutual Fund 
	Pools of fixed-income securities (mortgage- and asset-backed securities, municipal bonds, etc) invested in low and moderate communities.
	No established return, please visit the Mutual Fund Performance Chart.
	Term decided by investor.
	Not insured.
	Support affordable housing, health care facilities, and other economic development in low and moderate income communities.


