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the managing partner, while the investors that it persuades to invest are
the “limited partners” (LP). The LPs generally consist of various insti-
tutional investors. Pension funds and foundations are the most com-
mon institutional LPs. The private sector arm of a bilateral or multi-
lateral development bank, such as the IFC, may also be a limited part-
ner. The GP usually contributes about 1 percent of the fund’s capital,
while the LPs contribute 99 percent of the capital. The GP also receives
an annual fee of about 2 to 3 percent of the total committed capital.

For international investing, a public sector guarantor, such as OPIC,
may extend a guarantee to the fund.

The GP then considers entrepreneurs/unlisted companies that need
financing as companies approach the venture capital firm for capital.
The firm screens them for their investment potential and negotiates
each deal. The GP also conducts due diligence on the companies. The
finance stages vary from “start-up” and first-stage financing for illiquid
companies to second-stage financing and expansion capital.

An ongoing symbiotic relationship exists between the venture capital
firm and the venture capital fund. The entrepreneurs/unlisted com-
panies benefit, not only from the infusion of capital, but from the ex-
pertise and networking provided by the GP, who also may acquire a
seat on the company’s Board of Directors.

Once the fund’s capital is invested, the search for new investors and
new investment opportunities slows down. Thus, the investment activ-
ity of the venture capital firm is only visible at certain times of the
venture capital cycle, and information may only be available on a fund
during the fundraising/creation stage and when the exit strategy for a
portfolio company is being implemented.

The successful exit strategy, which is normally three to seven years after
the venture capital firm enters, is where the big returns are made on
initial investments. The “exit” may be by an IPO, a strategic merger
(sometimes merged with a limited partner), an acquisition, or liquida-

tion of the company. Upon the sale of equity, the venture capital fund
distributes the return on investment among the partners and collects a
management fee according to the contractual covenants of the partnership.

LEVERAGE POINTS
Development Bank’s Private Sector Lending Arm (such as
the IFC)—Reputational/Bottom-line leverage. As the largest direct and
indirect provider of equity capital to small companies in the private
sector throughout the developing world, the IFC is in a strong position
to require adherence to environmental standards and information dis-
closure requirements for its own investments and those of the private
equity funds that it helps to establish. In addition, the IFC can help
mobilize finance for environmentally positive enterprises.

Limited Partners—Values-based leverage. Institutional investors, par-
ticularly pension funds and foundations, could exercise influence over
venture capital funds by proactively financing “green” venture capital
funds or by making their financial commitments contingent upon ful-
fillment of environmental conditions.

Tax Laws—Policy leverage. By providing tax relief or incentives, gov-
ernmental agencies can significantly influence how venture capitalists
act in various countries around the world. For example, tax breaks could
be provided for investments in companies that comply with environ-
mental protocols.
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AVAILABLE INFORMATION
National Venture Capital Association: http://www.nvca.com

Assets Alternatives, (617) 431-7353

European Venture Capital Association: http://www.evca.org

The Asian Venture Capital Journal: http://www.asiaventure.com

Capital Venture: http://www.capitalventure.com

Venture One, VC, and private equity research and information: http:/
/www.v1.com

Trade periodicals:
The Private Equity Analyst (Assets Alternatives)

Box 8.1 The Terra Capital Fund:  A New Biodiversity Investment Vehicle for Latin America

Background: Consumer awareness has driven a growing market for products
and production practices that protect biodiversity. For example, the demand
for organic produce, sustainably harvested timber, and ecotourism are all
expected to grow at double-digit rates. Yet, there is limited financial support
for small- and medium-scale enterprises engaged in these sectors. Available
support is piecemeal and has come from nongovernmental organizations
(NGOs), foundations, and aid agencies. Private equity capital for biodiversity is
scarce—most commercial banks are not familiar with this sector, many
projects are too small for direct financing, and existing venture capital funds
have focused on other high-return sectors.

Action: The International Finance Corporation (IFC) has been instrumental in
bridging this funding gap. IFC, together with the World Bank, developed the
concept of a biodiversity venture capital fund and retained external consult-
ants to evaluate investor interest in a pooled venture capital fund aimed at
biodiversity investments. IFC then brought together expertise in fund
management and biodiversity project development from within the World
Bank Group to further develop the concept.  A major obstacle to the
competitiveness of such a fund has been the high cost of financial and technical
due diligence required to meet biodiversity criteria. IFC resolved this problem
by obtaining US$5 million from the Global Environment Facility (GEF), to be
used exclusively to meet the incremental operating cost associated with
biodiversity-related investments of the fund.

Outcome: The “Terra Capital Fund,” to be capitalized at US$20 million to
US$50 million, is expected to commence operation shortly to fund
biodiversity-related projects in Latin America. IFC will be a core investor with
an investment of up to 20 percent of the fund’s total equity commitments. The
fund will be based in Brazil and managed by a company whose shareholders—
among them IFC—combine experience in venture capital, investment banking,
and biodiversity project management.  A Biodiversity Advisory Board will be
created to prepare investment criteria and provide advice on particular
projects.

Analysis: The Terra Capital Fund will allow investors to take advantage of
bottom-line opportunities in biodiversity-related investments. The develop-
mental role of IFC was critical in bringing equity financing to biodiversity-
related ventures. In addition, the GEF funds required to meet the incremental
cost of ensuring biodiversity gains were an indispensable component of the
project. The success of the fund will demonstrate the viability of biodiversity
projects and should enhance private flows to this sector in the future.

Sources: Global Environment Facility. “Latin America Terra Capital Fund.”
Project Document. June 1997; and Global Environment Facility. “Work
Program Proposed for Council Approval.” October 6, 1995.
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The Asian Venture Capital Journal
The Latin America Private Equity Analyst
Latin Finance
Galante’s Venture Capital and Private Equity Directory
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9. FOUNDATIONS

PROFILE
A foundation is a nonprofit organization established to manage a pool
of capital and distribute grants for purposes consistent with the mis-
sion or philosophy of the organization. Foundations thus have two dis-
tinct operations, a grant-making side and an investment side, and it is
the earnings from the investment side that enable the foundation to
continue to give grants over the long run. However, in practice the two
sides usually operate independently of each other. Exceptions to this
general rule take the form of so-called Program-Related Investments
(PRIs), which are low-interest loans allocated by foundation staff in a
similar manner to grants, and mission-related venture capital invest-
ments. Figure 9.1 summarizes four key characteristics of foundations of
particular importance to the public interest community.

Size and Leaders
Worldwide, there are nearly 40,000 foundations. However, 20 percent
of these foundations control 96 percent of all foundation assets. The
Council on Foundations in the United States estimates the collective
assets of U.S.-based foundations to total some US$189.2 billion. These
foundations disbursed more than US$10 billion in grants in 1996. That
same year, more than US$100 million in PRIs were made by ten foun-
dations. Some of the largest foundations include the Lilly Endowment,
with US$13 billion in assets, the Ford Foundation, the Robert Wood
Johnson Foundation, and the David and Lucile Packard Foundation in
the United States; the Fondation de France; and the Sasakawa Peace
Foundation in Japan.

Key Features
Traditionally more conservative in their investment strategies, founda-
tions have become more aggressive, investing in various higher growth
(and higher risk) foreign stocks and “emerging market” funds. Large
foundations are more likely to invest some assets in foreign investments,
ranging up to 25 percent of total holdings. According to a survey by the
Council on Foundations, 69 percent of U.S. grantmakers utilize exter-
nal investment managers (1).

Regulation
In the United States, the principal regulatory framework for founda-
tions is provided by tax legislation, which requires a foundation to pay
out a rolling average of 5 percent annually of its total assets and admin-
istrative expenses in grants in order to maintain its tax-exempt status. A
current U.S. Internal Revenue Service (IRS) proposal seeks to enforce
greater disclosure on grantmaking activities by making the Form 990
tax returns filed by foundations more easily available to the public (2).
The investment operations within foundations face virtually no regula-
tion.

Figure 9.1 Key Characteristics of Foundations
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Attention to Environmental Issues
Frequently, a foundation’s portfolio of investments appears to be in
conflict with its mission. For example, a foundation making grants to
an environmental nongovernmental organization (NGO) for research
on climate change and alternative energy might also be investing in
carbon-intensive industry stocks (3). Until the 1990s, no mainstream
foundation appeared to be integrating its grantmaking philosophy into
its investment management strategy. Traditionally, the investment side
was delegated to external asset managers solely to maximize profit. Al-
though some foundations are now considering how to integrate social
and environmental goals into their investment strategies, foundation
financial managers and board members have resisted adopting “so-
cially responsible” investment guidelines because they consider this
step financially imprudent. It is often argued that the foundation’s
mission is best served by maximizing capital available for disburse-
ment as grants.

The New York-based Jessie Smith Noyes Foundation has attempted to
“reduce the dissonance” between asset management and grantmaking
values through a three-pronged strategy of screening its portfolio to
exclude companies with particularly troublesome environmental im-
pacts, engaging in shareholder activities to support the work of grant-
ees (see Box 9.1), and including mission-related venture capital invest-
ments in its investment portfolio (4).

Relevance to Developing and Transition Economies
Although several foundations based in industrialized countries have sig-
nificant international grantmaking programs, an indigenous, Western-
style foundation sector is not well established in most developing and
transition countries. The limited size of the foundation sector in some
countries is attributed to a variety of factors, including the lack of tax
incentives for charitable contributions, or the absence of a philanthropic
tradition. In other cases, foundation-like activities take different forms
from the ones familiar in the United States and Asia.

FOUNDATION DIAGRAM
Figure 9.2 illustrates the operation of a foundation. A foundation is
established in order to direct funds from an aggregate asset pool to-
wards grants that advance the organization’s mission or philosophy.
The original and subsequent assets may come from donations, endow-
ments, and bequests. This asset pool is utilized by the foundation’s
program staff and mission-related consultants to provide grants and
PRIs. Organizations such as the Foundation Center and the Council
on Foundations serve as information resources to the foundations as
well as to organizations seeking funding. In regards to tax laws, foun-
dations do not pay any federal income tax, but they do pay an excise tax
on investments.

Grantees, such as NGOs, may have an ongoing relationship with the
grantmaking staff and may communicate with foundation staff about
grantmaking and investing priorities. Although it is the grants side of
the foundation that interacts with grantees, the finance side of the foun-
dation manages the foundation’s portfolio of investments. Many of the
individuals managing the finances of foundations are likely to be exter-
nal to the organization. The treasurer and finance committee are the
link between the board and the asset managers/financial advisors. The
Board of Directors is the fiduciary of the foundation and, along with
the Executive Director, can determine the strategy of the portfolio’s
investment. Usually, however, this responsibility is left to the Chief Fi-
nancial Officer (CFO) and external financial advisors, while the assets
managers work to diversify the foundation’s investments. The income
generated from the return on investments replenishes the aggregate
asset pool for another cycle of grants.

Many foundations do not exercise their proxy power, via shareholder
resolutions or other shareholder activities, to influence corporations in
which they hold stock, abdicating their rights and responsibilities on
proxy issues to the external asset managers who vote proxies as they
deem appropriate. A few foundations have begun to make mission-
related venture capital investments in high-risk, high-return commer-
cial ventures related to their grantmaking portfolios.
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LEVERAGE POINTS
Executive Director/Board Members—Values-based/Reputational
leverage. Foundation board members are obligated to direct the
organization’s investment strategy. An individual or group of board
members with sufficient knowledge and commitment can lead an ini-
tiative to internalize the foundation’s mission into its investment strat-
egy, for example, by applying social or environmental screens, or by
engaging asset managers with an expertise in socially responsible in-
vesting.

Treasurer/Finance Committee—Bottom-line/Values-based lever-
age. Unless the treasurer or members of the finance committee are re-
ceptive to internalizing the foundation’s mission into its investment
strategy, an initiative for change within the foundation is unlikely to be
successful. Demonstrating the correlation between environmental is-
sues and financial performance is critical.

Proxy Power—Values-based/Reputational leverage. Because many
foundation boards fail to exercise proxy power over stock held in the

Background: In 1994, the Intel Corporation came under scrutiny for its
environmental and hiring practices at a US$1.7 billion manufacturing plant in
New Mexico, based on a report prepared by the Southwest Organizing
Project (SWOP), an organization that promotes economic and environmental
justice in that state. Intel did not acknowledge or respond to SWOP’s report.
One of SWOP’s funders, the Jessie Smith Noyes Foundation, realized that it
held 100 shares—then worth about $6,000—of Intel stock and asked, in the
words of Noyes’ President Stephen Viederman, “What we could do, in our
capacity as a shareholder, to help.”

Action: After consulting with SWOP,  Viederman appeared at an Intel stock-
holder meeting in 1994 to ask Intel to respond to SWOP’s report. He was
told that Intel does not deal with “vocal minorities.” Next, working with
SWOP,  Noyes filed a shareholder resolution asking Intel to improve its
environmental, health, and safety (EHS) policy and to commit to sharing
nonproprietary information with local communities. It noted that Intel
“jeopardizes stockholder investments by picking environmentally risky sites”
for its plants. The 1995 resolution, with nine co-filers, was supported by 5
percent of the vote (8 percent abstaining). Shortly thereafter, Intel and SWOP
began meeting to discuss SWOP’s concerns. With little tangible progress
toward policy change, Noyes re-filed the resolution with several co-filers, this
time including four other philanthropic foundations with whom it had shared
its concerns.

Outcome: Before the resolution could come to a vote at the 1996 stockhold-
ers’ meeting, Intel drafted a new and improved EHS policy.  After consulting

with SWOP and the other co-filers, Noyes agreed to withdraw the resolu-
tion.

Analysis: The Noyes Foundation supported its grantee,  SWOP,  not only with
grant funds but with the leverage of its endowment holdings. The combination
of SWOP’s community organizing and shareholder activism facilitated by
Noyes, brought Intel to the bargaining table. The shareholder resolution
raised bottom-line concerns about the plant, but also carried with it the
possibility of costs to Intel’s reputation.  Although Intel claims the new EHS
policy simply codified existing procedures, local organizations that monitor
high-tech companies suggest that the shareholder resolution accelerated
change at Intel.  At Noyes and the four supporting foundations, the decision
to link the investment and grantmaking sides of their work sparked internal
discussion and, in some cases, internal guidelines for such actions. Thus, action
resulted not only in a policy change at Intel, but has also provoked the
broader philanthropic community to explore links between grantmaking and
investment.

Sources: Stephen G. Greene.  “Foundations’ Shareholder Activism.”  The
Chronicle of Philanthropy. January 25, 1996. p. 25; and Stephen Viederman.
“Adding Value to Your Grants.” Foundation News and Commentary. January/
February 1997.

Box 9.1 A Foundation Speaks with Its Endowments as well as Its Grants
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organization’s portfolio or otherwise engage in shareholder activities, it of-
ten falls upon a single board member who has sufficient knowledge and
commitment and is willing to take the initiative to begin to ensure that
the foundation’s shareholder resolution record and corporations in which
it owns stock are consistent with its mission or grantmaking philosophy.

Program Related-Investments (PRIs)—Values-based leverage.
PRIs are often an underutilized part of a foundation’s financing capa-
bility. PRIs can be used to support progressive entrepreneurial activities
by for-profit or nonprofit organizations and still count toward the
foundation’s 5 percent annual payout requirement.

Venture Capital—Bottom-line leverage. Some foundations have be-
gun to utilize their investment portfolios to finance high-risk, high-
return commercial ventures related to their missions.
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10. CONCLUSION

This concluding chapter takes a broader comparative view of the eight
industry segments described in preceding chapters and assesses their
significance for the public interest community seeking to influence the
environmental character of private financial flows to developing and
transition economies. The chapter first compares the eight segments
based on their sensitivity to various types of leverage. It then summa-
rizes cross-cutting issues and opportunities relevant to the financial
services industry as a whole. Finally, this chapter assesses the opportu-
nity offered by engagement with the private financial services industry
compared to that offered by engagement with public sector agencies
and operating companies and identifies opportunities for change.

COMPARATIVE OPPORTUNITY ACROSS
INDUSTRY SEGMENTS

Size
A first approximation of the relative opportunity offered by the eight
segments is determined by the magnitude of assets they control or man-
age and the extent to which they are active in the sectors or geographic
regions of interest. As mentioned in the introduction, the eight seg-
ments featured in this guide are presented in order of relative size. Com-
mercial banks collectively represent the world’s largest single pool of
private capital, with assets in the tens of trillions of dollars, while pri-
vate foundations collectively control assets in the range of hundreds of
billions of dollars. Total assets controlled by the financial sector have
been increasing at double-digit rates overall in the 1990s, with mutual

funds posting the highest rate of growth and the property and casualty
insurance industry lagging behind the rest (1).

In terms of their relative significance for environmental sustainability
in developing and transition economies, commercial banks were re-
sponsible for approximately 14 percent of North-South financial flows
in 1996, and are often involved in the finance of large infrastructure
projects with significant environmental footprints. With the increasing
securitization of financial flows to developing and transition econo-
mies, the activities of investment banks, mutual funds, and pension
funds based in industrialized countries have become increasingly inter-
national. In 1996, some 38 percent of total North-South financial flows
were in the form of bonds or portfolio equity (2), but data on the sectoral
composition of those flows are scarce.

Although many insurance companies based in industrialized countries
have also diversified their asset portfolios to include emerging market
securities to some degree (although industry guidelines propose a limit
on such exposure), only the reinsurance industry has diversified its un-
derwriting activities internationally to a significant extent.

The underwriting activities of most primary insurance issuers continue
to be primarily or exclusively domestic. Similarly, although many pri-
vate foundations based in the United States have diversified their asset
portfolios to include emerging market securities, only a few founda-
tions fund projects overseas because it is difficult to monitor an inter-
national grants portfolio with limited U.S.-based staff (3).

Thus, the opportunities offered by the eight segments vary by overall
size, degree of activity in developing and transition economies, and
even by the variation in the extent of that activity across different parts
of the same segment.

Accessibility and Receptivity
A second approximation of the relative opportunity offered by the eight
segments is determined by the accessibility of each segment to the pub-
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lic—through regulation and information disclosure—and by how re-
ceptive each segment will be to an environmental message, which may
be at least in part a function of the segment’s risk aversion and time
horizon for realizing return on investment. A more fully elaborated
regulatory framework and a higher degree of information disclosure
provide the public interest community with more openings for engage-
ment. More risk-averse segments may be more sensitive to potential
liabilities related to the environment, while those investing for the long
run may have more reason to care about the environmental sustainability
of the enterprises in which they are investing.

Figure 10.1 captures these four key characteristics (degree of regulation,
availability of information, risk aversion, and time horizon) in a single
diagram, and places the eight industry segments side by side for ease of
comparison. (The four parameters have been subjectively estimated rela-
tive to each other based on expert opinion, and are intended only for
comparison across the segments in the context of strategic planning.)
As a first approximation, the relative size of the area outlined by the
four parameters provides an indication of the current potential for le-
verage that each segment presents.

According to these measures, commercial banks and pension funds
present opportunities due to their high degree of regulation, while life
insurance should offer opportunity based on a high degree of risk aver-
sion and long time horizon. Mutual funds and P&C insurance occupy
a middle position, while foundations, investment banks, and venture
capital score low because of their more limited information disclosure
and degree of regulation.

SENSITIVITY TO DIFFERENT  TYPES OF
LEVERAGE

Sensitivity to Values-Based Leverage
Certain subsegments of the financial services industry not bound by
fiduciary responsibility to seek maximum financial return may be rela-
tively more sensitive to values-based leverage translated through indi-

vidual or private institutional investors. The recent proliferation of so-
cially and environmentally screened mutual funds in industrialized coun-
tries is one indication of the industry’s responsiveness to investor pref-
erences. Although pension funds often resist pressure to make invest-
ment decisions on social or environmental grounds citing fiduciary re-
sponsibility, the CalSTRS/CalPERS case described in Box 5.1 illustrates
how values-based leverage mobilized members of public employees’
unions and called attention to a stock eventually deemed questionable
on bottom-line grounds.

Private foundations may also be particularly receptive to values-based
leverage because of the apparent inconsistency between values promoted
by a foundation’s grantmaking activity on the one hand, and its invest-
ment activity on the other. The example of the Noyes Foundation described
in Box 9.1 illustrates the potential power of linking these two activities.

Sensitivity to Reputational Leverage
In general, the financial services industry is somewhat less exposed to
reputational leverage than more consumer-oriented businesses: international
investment banks and insurance companies, for example, tend to have low
“brand name” recognition among the general public. Commercial banks,
however, because of their large customer base of depositors, may be some-
what more sensitive to reputational leverage, as illustrated by the example
of the Dresdner Bank, described in Box 2.1. In addition, the role of com-
mercial banks in project finance in developing and transition econo-
mies renders them particularly vulnerable to project-specific advocacy.

Most segments of the financial services industry can be expected to
respond to reputational leverage targeted at the operating companies or
projects that they invest in, if adverse publicity is sufficient to damage
either the profitability of the enterprise or its attractiveness to investors.
For example, as described in Box 3.1, the reluctance of the financial
services industry to participate in new international bond offerings by
the State Development Bank of China may in part be due to environ-
mental advocates’ having linked such bonds to the financing of the
controversial Three Gorges Dam.
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Currently, however, in the context of rapidly increasing foreign direct
investment, information on the activism against alleged corporate irre-
sponsibility abroad is not readily available to investors. Making sure
that analysts on Wall Street are aware of public interest campaigns against
individual companies is an important leveraging opportunity in its own
right.

Sensitivity to Bottom-Line Leverage
Bottom-line leverage should be a potent method for focusing the atten-
tion of all segments of the financial services industry on environmental
considerations. Not only should creditors, investors, and underwriters
respond to opportunities to increase returns to improve their own prof-
itability; many financial intermediaries such as pension funds are le-
gally obligated to take into account any information that would mate-
rially affect the risk and return characteristics of their portfolios. Thus,
if environmental factors can be demonstrated to have positive impacts,
financial intermediaries could be considered negligent if they do not
take them into account (4). Because of the herd-like behavior typical of
the financial industry—in other words, once the “conventional wis-
dom” is successfully challenged, most market participants shift from
the old way of doing things to the new way very quickly—a change in
perception about the relationship between environmental and financial
performance could have dramatic results (5).

Until very recently, the bottom-line interests of the financial services
industry related to the environment have focused on the downside risks
and potential liabilities associated with failure to perform adequate due
diligence on environmental factors. As described in previous chapters,
the commercial banking and P&C insurance industries in the United
States woke up to the salience of environmental concerns to their busi-
nesses only after facing significant losses when they became liable for
the costs of cleaning up contamination caused by borrowers or casualty
claims related to contamination-related harm.

In the context of developing and transition economies, however, lower
environmental standards, inconsistent enforcement, and weak judiciary

systems lessen the threat of financiers being held liable for environmen-
tal harm. Instead, threats to a firm’s so-called “social license to operate,”
which can be generated by local community resistance to environmen-
tally destructive activity, can impose delays in completing projects or
disruptions to operations that can have severe financial consequences,
for example to those involved in project finance.

As described in Box 6.1, the P&C insurance industry has begun to take
seriously the bottom-line implications of climate change for the profit-
ability of its underwriting business, in light of mounting claims for
storm-related damages in recent years. If the linkages among green-
house gas emissions, climate change, and casualty losses become more
accepted, the P&C insurance industry could become a powerful politi-
cal force in support of national and international climate protection
policies. Moreover, at least one firm has begun to take steps toward
integrating these concerns into its investment portfolio.

Over the past two years, attention has begun to shift to the positive
opportunities offered by taking environmental factors into account in
financial decisionmaking. As described in Box 4.1, an emerging body
of literature demonstrates a small but statistically significant positive
correlation between a firm’s environmental performance and its finan-
cial performance (6). This finding should be of interest to mutual funds,
pension funds, and asset managers for insurance companies and foun-
dations, which may be able to increase their overall returns by
overweighting environmentally proactive companies in their portfo-
lios.

Finally, venture capitalists should be interested in financing new envi-
ronmentally driven products and services that offer a competitive ad-
vantage due to changing public policies and preferences for environ-
mental sustainability. As described in Box 8.1, the identification and
packaging of such opportunities, particularly in developing and transi-
tion countries, is an important leveraging opportunity for the public
interest community and for public institutions such as the International
Finance Corporation.
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(a) Commercial Banks

Figure 10.1 Snapshot of the Eight Industry Segments
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(e) P&C Insurance (f) Life Insurance

(g) Venture Capital (h) Foundations
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Sensitivity to Policy Leverage
Policy leverage is potentially the most potent type of leverage to be
brought to bear across all segments of the financial services industry,
harnessing the power of the government to regulate corporate activity
and to create incentives through fiscal policies. Policy change in turn
creates new opportunities for bottom-line leverage, by altering the rela-
tive profitability of environmentally friendly corporate performance.

In the first instance, the financial services industry can often be relied
upon to amplify the effect of policy change imposed on the operating
companies that are the industry’s clients. For example, the U.S. stock
market reacted negatively when firms were first required to disclose
Toxic Release Inventory (TRI) data in 1989, reflecting a change in in-
vestor expectations about the likely pollution abatement costs faced by
those firms (7).

There is also opportunity for policy leverage directly toward segments
of the financial industry itself. With the exception of venture capital
and private foundations, the financial services industry is rather highly
regulated, but current regulatory frameworks and institutions—par-
ticularly those at the international level—rarely address environmental
concerns explicitly. Requiring banks, insurance companies, and invest-
ment managers to put into place and to disclose information about
their environmental risk management systems would be one opportu-
nity to remedy this deficit (8).

Finally, fiscal incentives can be offered to investors that create new bot-
tom-line opportunities for the financial services industry. Following a
parliamentary initiative, in 1995 the Dutch Ministry of Finance de-
clared interest and dividend income from investment in certain “green”
investment funds to be tax-free. The purpose of the tax break is to en-
courage investment in designated categories of approved environmental
projects, including developing and maintaining forests, sustainable en-
ergy, environmentally friendly housing, and organic farming. The policy
has created a sudden surge in demand for such new investment prod-
ucts, leading to almost 2 billion Dutch guilders in finance for green
projects in 1997 (9).

CROSS-CUTTING ISSUES AND OPPORTUNITIES
The segment-by-segment descriptions of the financial services industry
provided in this guide reveal several cross-cutting issues and opportuni-
ties characteristic of the industry as a whole. These include the impor-
tance of information disclosure and standard performance indicators,
the role of providers of information and analysis to the industry, the
potential to connect “both sides of the house”—or bridge separate parts
of the same industry segment—and the continuing importance of share-
holder activism. In addition, ongoing structural and regulatory changes
in the industry, related to financial globalization, raise a new set of is-
sues and opportunities.

Importance of Information Disclosure and Standard Perfor-
mance Indicators
All four types of leverage described in this guide depend on informa-
tion disclosure and performance indicators in order to most effectively
influence the behavior of the financial services industry. Values-based
investors must be able to screen out bad actors and screen in environ-
mental performers, requiring both firm-specific information and in-
formation related to the composition of investment portfolios.
Reputational leverage depends on the ability to link specific investors
to the environmental performance of specific firms or projects. Finan-
cial markets require consistent and comparable information regarding
environmental performance to be able to discern and reward superior
environmental performance. The enforcement of policy leverage is simi-
larly constrained. In particular, the ability to award incentives for envi-
ronmentally friendly investment—such as the tax breaks offered in the
Netherlands described above—depends on the existence of agreed-upon
criteria for “green” certification.

The private financial services industry and the public interest commu-
nity thus share an interest in enhanced corporate transparency and dis-
closure of information, especially by firms in developing and transition
economies. A 1997 study by the Investor Responsibility Research Cen-
ter found that of 97 S&P 500 corporations with foreign operations
that were examined, approximately 75 percent included no data in their
publicly available documents regarding their environmental performance
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overseas (10). Strengthening the disclosure requirements faced by
transnational corporations is thus an important leveraging opportu-
nity, and engagement with the SEC in the United States, its analogues
in other countries, and the International Organization of Securities
Commissions is an important next step for the environmental commu-
nity.

However, information alone is not useful if it is not presented in a
consistent and comparable manner. The development of standard indi-
cators and formats for reporting on environmental performance is thus
a critical challenge, and one that presents an opportunity for collabora-

tion between the environmental and financial communities (11). One
example of such collaboration is the Global Reporting Initiative of the
Coalition for Environmentally Responsible Economies (CERES), which
is seeking to standardize corporate environmental reporting worldwide (12).

Adaptation of such standards to be used and applied to the financial
services industry is a complementary challenge. Efforts are currently
underway under the auspices of the European Commission to modify
the European Eco-Management and Audit Scheme (EMAS) to meet
the needs of the financial services sector and to enable the sector to
participate in the scheme (13).

Background: Since 1991, the United Nations Environment Programme (UNEP)
has been instrumental in drawing the attention of the financial services
industry to environmental concerns. In 1992, UNEP brokered the “Statement
by Banks on the Environment and Sustainable Development” (later revised and
renamed the “Statement by Financial Institutions”), and in 1995 followed with a
“Statement of Environmental Commitment by the Insurance Industry.” Both
statements include commitments to mainstream environmental considerations
into core business practices, such as risk assessment and management.

Action:  By July 1998, 115 financial institutions and 78 insurance companies
were signatories to the statements, and thereby commited to incorporate
environmental considerations into internal and external business activities. In
an ongoing effort to translate those commitments into practical actions, UNEP
organizes outreach meetings and collaborations with regional and national
banking associations, holds an annual roundtable meeting with the interna-
tional financial community, and fosters the sharing of best practices and
effective environmental management tools through a quarterly newsletter, an
online clearinghouse of resources, “how-to” materials, and topic-specific
seminars.

Outcome: UNEP’s principal accomplishment has been to facilitate dialogue
within the financial services and insurance industries and between the financial
and environmental communities on how to meet the goals of the statements.
An outcome of the intra-industry dialogue is that 50 companies from the
insurance and financial services industries have agreed to support the market

for photovoltaic cells through a combination of direct investments in technol-
ogy and installation of solar panels on their buildings. The dialogue has also
encouraged financial and environmental professionals to engage each others’
policy arenas. The number of environmentalists participating in events
sponsored by the UNEP Financial Services Initiatives has been steadily
increasing, while members of the Insurance Initiative presented a position
statement on climate change at the Conference of Parties to the Framework
Convention on Climate Change in Kyoto in 1997.

Analysis: While the bottom-line arguments that link environmental concerns
and the financial services industry have always been powerful, they have
existed in an institutional vacuum. The contribution of the UNEP initiatives has
been to articulate these arguments clearly, provide a forum in which they can
be fully developed and disseminated, and provide vehicles through which they
can be integrated into the internal activities and external policy frameworks of
the financial institutions.

Sources: UNEP Insurance Industry Initiative information packet and background
papers. “UNEP’s Financial Services Initiative.” UNEP Financial Services
Initiative Newsletter, Issue 1 (December 1996), Issue 2 (August 1997), and
Issue 3 (January 1998); and Vorhies, Deborah. “UNEP’s Effort to Increase
Environmental Responsibility in Banking, Investment Sectors.” International
Environmental Reporter. April 3, 1996.

Box 10.1 The UNEP Financial Services Initiatives on the Environment
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The Role of Providers of Information and Analysis
Among the most influential actors in the financial services industry are
purveyors of information and analysis regarding the value of various
investment opportunities: ratings agencies, “sell-side” analysts, and in-
vestment advisory services. In addition, regulators, industry associa-
tions, and the financial press all play a role in “agenda-setting,” and
developing norms of industry practice.

Particularly in the realm of bottom-line leverage, ensuring knowledge
and understanding among these actors of the potential relevance of
environmental information to financial analysis is crucial. Currently,
most professionals in the industry at best lack awareness of the rel-
evance of environmental factors to their work, and often are even ac-
tively skeptical.

The implication for the public interest community is that financial
industry professionals must be made aware of the emerging literature
linking environmental and financial performance. Although the United
Nations Environment Programme (UNEP) Financial Services and In-
surance Initiatives described in Box 10.1 are an important step to-
ward that goal, more effort is needed to penetrate the mainstream
investment community. Once they become convinced of the relevance
of environmental issues to their industry, regulators, industry associa-
tions, and the financial press all provide potential vehicles for getting
the message out.

Connecting “Both Sides of the House”
A feature common to several financial industry segments is that envi-
ronmental sensitivity occurs in different degrees in different parts of
the same organization. For example, the underwriting side of the insur-
ance industry as a whole has developed significant environmental ex-
pertise to deal with claims related to toxic contamination, and the P&C
insurance industry has become increasingly concerned about how cli-
mate change may contribute to the increased incidence of catastrophic
loss. However, this expertise has not yet been brought to bear on the
investment activities of the same firms. Similarly, the public interest

values expressed in the grantmaking and program-related investments
of private foundations are seldom reflected in the investment portfolios
of those same foundations. Illuminating these inconsistencies may of-
fer a promising strategy to begin connecting “both sides of the house.”

Importance of Shareholder Activism
The examples in Boxes 2.1, 5.1, and 9.1 highlight the continuing utility
of shareholder activism in putting environmental concerns on the agen-
das of operating companies and financial entities. The financial ser-
vices industry can itself have leverage over the environmental perfor-
mance of operating companies through exercising shareholder rights,
as illustrated by the CalPERS/CalSTRS and Noyes Foundation ex-
amples. Such resolutions can alert the broader investment community
to concerns about a corporation’s environmental performance. At the
same time, shareholder resolutions directed at the financial entities
themselves—such as the one presented by Urgewald at the Dresdner
Bank shareholders’ meeting—can be an effective way to generate a
response to environmental concerns related to a particular project and
can induce an institution to adopt stronger environmental policies
overall.

Context of Financial Globalization
The financial services industry is experiencing significant change glo-
bally. In industrialized countries, a trend is occuring toward increasing
consolidation, illustrated by several “megamergers” that have taken place
in 1997 and 1998. Consolidation is also blurring the boundaries among
previously distinct industry segments. This situation will require regu-
latory innovation, and perhaps provide opportunities for upward har-
monization of information disclosure and other policies to support
and encourage organizations to improve environmental performance.
Consolidation is also creating a small group of well-known global
companies, which may be more vulnerable to reputational lever-
age than their smaller, less widely known, premerger components.
However, consolidation could also have the effect of reducing com-
petition, rendering companies more impervious to public interest
pressure.
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In many developing and transition economies, the “rules of the game”
for the financial sector are being written—or rewritten—in the context
of financial globalization. In the wake of the Asian financial crisis, bank-
ing sector regulation is undergoing reform in several countries, provid-
ing an opportunity to increase transparency overall and potentially to
include new disclosure requirements related to environmental manage-
ment and risk. Domestic capital markets are being created in emerging
markets, providing an opportunity to impose environmental criteria
on newly publicly listed companies. Prior to the financial crisis, for
example, the Stock Exchange of Thailand required manufacturing and
industrial listing applicants to undergo an environmental audit and to
submit an environmental impact assessment report for new manufac-
turing plants (14).

At the same time, there is concern that the emergence of ever-larger
transnational corporations and new international investment rules—
such as those proposed under the Multilateral Agreement on Invest-
ment (MAI)—will further constrain the ability of governments to con-
dition the welcome afforded to foreign investment on its environmen-
tal character (15). As trade in financial services is itself liberalized, the
need for global standards and international cooperation for financial
sector regulation has become apparent (16). Placing environmental is-
sues on the agenda in relevant policy arenas is an important opportu-
nity for the public interest community.

OVERALL INDUSTRY SIGNIFICANCE FOR
PROMOTING ENVIRONMENTAL
SUSTAINABILITY
Because private financial flows to developing and transition economies
have dramatically increased, and the degree of securitization of those
flows has increased, the private financial services industry has become
an important leverage point for the environment. However, the relative
opportunity presented to the public interest community through direct
engagement with the industry, compared to alternative engagements
with public sector institutions and private sector operating companies,
is not immediately obvious. The international “rules of the game” for

governing transboundary economic relationships are in flux, making it
more complicated to identify the most strategic points of engagement.

Compared to Direct Engagement with Public Institutions
Compared to engagement with public sector institutions—including
governments of countries where financial firms are located, governments
of countries receiving international investments, and multilateral insti-
tutions such as the World Bank Group—engagement of the private
financial services industry on environmental issues is more difficult.
The number of private financial institutions is far greater than the num-
ber of public counterparts, and these institutions are accountable to
private shareholders and clients rather than to the general public. Ac-
cordingly, compared to strategies aimed at influencing public institu-
tions, engagement with the private financial services industry requires a
higher degree of targeting and different strategies to deal with a lesser
degree of transparency and public accountability.

In contrast to direct engagement with the private financial services in-
dustry, engagement with governments can significantly influence sys-
temic change in how the industry operates through policy leverage. In
industrialized countries, there is significant scope for further strength-
ening requirements and enforcement related to environmental risk
management and information disclosure.

However, where the environmental implications of increasing financial
flows are concerned, the governments of many countries that receive
international financing are characterized by “responsibility vacuums”
that are due to limited political legitimacy and institutional capacity
(17). Public interest groups in less democratic societies may be less able
than their counterparts elsewhere to hold public agencies and private
corporations accountable for their environmental performance; at the
same time, governments may hesitate to raise or enforce environmental
standards for fear of driving away coveted capital flows (18). Influenc-
ing the private financial services industry based in industrialized coun-
tries may thus be a “second best” strategy for integrating environmental
considerations into financial decisions in recipient countries where there
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are political or capacity constraints on more direct public sector regula-
tion of corporate activity.

Engagement with multilateral financial institutions may offer indirect
policy leverage through advice to borrower governments. Through their
cofinancing and guarantee operations, as well as their policy advice on
designing the “rules of the game” for both the productive and financial
sectors, multilateral institutions are also well positioned to influence a
far greater proportion of international financial flows than just their
own portfolios.

The International Finance Corporation (IFC), for example, requires its
financial sector clients to attend a one-week training seminar in envi-
ronmental management, and a recent survey of IFC clients revealed
that the IFC’s assistance on environmental matters was among the top
three most valued services (19). The next frontier is to integrate envi-
ronmental objectives into the policy advice and technical assistance pro-
vided by such multilateral public agencies to client governments in the
design of the “rules of the game.” For example, such agencies could
encourage governments to address environmental concerns in the list-
ing criteria for stock exchanges and more general financial sector dis-
closure requirements.

Compared to Direct Engagement with Operating Companies
The direct ecological “footprint” of the financial services industry is
small compared to that of the most extractive or pollution-intensive
industries. Although there is likely room to make the industry more
eco-efficient with respect to savings of paper and lighting, for example,
the financial services industry is of interest to the environmental com-
munity primarily because of its potential leverage over operating com-
panies through market mechanisms or as a constituency for policy
change.

Engagement with the financial services industry is thus a complement
to, rather than a substitute for, engagement with operating companies,
including transnational corporations as well as domestic firms in devel-

oping and transition economies. Corporations should be at least as sen-
sitive to bottom-line leverage as their financiers: corporate managers
and investors alike are interested in opportunities to increase profits
through improved environmental performance. However, to the extent
that the financial community recognizes such opportunities first, it can
have a powerful multiplier effect by communicating an environmental
message to a large base of corporate clients.

Creditors, investors, and underwriters can reinforce reputational or
bottom-line leverage directed at a particular company: environmen-
tally irresponsible companies may not pay attention to environmental
critics until the financial community begins to do so. At the same time,
for environmentally responsible companies to be rewarded for their
superior performance, financial markets must be able to recognize en-
vironmentally sound behavior and value it appropriately. Industry leaders
in environmental management are thus an important constituency for
change in market perceptions and policy requirements related to envi-
ronmental factors.

IDENTIFYING OPPORTUNITIES
Precisely because attention to the relationship between environmental
issues and the financial services industry is new, it is likely that a signifi-
cant amount of “low-hanging fruit” remains to be harvested. Most in-
dividual and institutional investors are not aware of the environmental
profiles of their investment portfolios, and at least some portion of
those investors is likely to be sensitive to values-based or reputational
leverage. Most financial industry professionals are not aware of the empiri-
cal evidence linking environmental and financial performance, and many
would be interested in learning more if the value in doing so were more
clear. Most financial industry regulators have not considered the possibil-
ity of pursuing environmental objectives through disclosure requirements
and fiscal incentives, and perhaps would do so if exposed to the idea.

Until recently, the efforts of the public interest community, and par-
ticularly environmentalists, to influence the financial services industry
have depended on the use of values-based or reputational leverage. A
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new generation of strategies employing bottom-line and policy leverage
is just getting underway, starting an important debate about which of
the two types of leverage is most powerful—or most politically fea-
sible—in the context of financial globalization. Over the next few years,
significant experience will be gained as alternative strategies are tested
and evaluated.

Although engagement with the private financial services industry is only
one of several avenues to be pursued by the public interest community
in support of environmentally sustainable development—and is not
necessarily the most important—significant leveraging potential remains
to be exploited. This activity, however, should complement rather than
substitute for direct engagement with public agencies and operating
companies. Both environmental groups and industry professionals are
on the steep part of the learning curve in identifying opportunities to
meet common objectives. Because of yet-to-be-exploited opportunities
to influence investors, industry professionals, and regulators, engage-
ment of the financial services industry is an avenue worth pursuing to
obtain leverage for the environment.
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GLOSSARY*

acquisition—one company taking over controlling interest in another
company. Investors are always looking for companies that are likely to
be acquired, because those who want to acquire such companies are
often willing to pay more than the market price for the shares they need
to complete the acquisition.

actuary—mathematician employed by an insurance company to cal-
culate premiums, reserves, dividends, and insurance, pension, and an-
nuity rates, using risk factors obtained from experience tables. These
tables are based on both the company’s history of insurance claims and
other industry and general statistical data.

American Depositary Receipts (ADR)—receipt for the shares of
a foreign-based corporation held in the vault of a U.S. bank and enti-
tling the shareholder to all dividends and capital gains. Instead of buy-
ing shares of foreign-based companies in overseas markets, Americans
can buy shares in the U.S. in the form of an ADR. ADRs are available
for hundreds of stocks from numerous countries.

analyst—person in a brokerage house, bank trust department, or mutual
fund group who studies a number of companies and makes buy or sell
recommendations on the securities of particular companies and industry groups
. . . . Some analysts have considerable influence, and can therefore affect the
price of a company’s stock when they issue a buy or sell recommendation.

bond—any interest-bearing or discounted government or corporate
security that obligates the issuer to pay the bondholder a specified sum
of money, usually at specific intervals, and to repay the principal amount
of the loan at maturity. Bondholders have an IOU from the issuer, but
no corporate ownership privileges, as stockholders do.

credit—in general: loans, bonds, charge-account obligations, and open-
account balances with commercial firms.

debt—1. money, goods, or services that one party is obligated to pay
to another in accordance with an expressed or implied agreement. Debt
may or may not be secured. 2. general name for bonds, notes, mort-
gages, and other forms of paper evidencing amounts owed and payable
on specified dates or on demand.

derivative—short for derivative instrument, a contract whose value
is based on the performance of an underlying financial asset, index, or
other investment.

disclosure—release by companies of all information, positive or nega-
tive, that might bear on an investment decision, as required by the Se-
curities and Exchange Commission and the stock exchanges.

divestiture—disposition of an asset or investment by outright sale,
employee purchase, liquidation, and so on.

due diligence†—investigation by an underwriter, credit officer, or
analyst into all information relevant to the value and risk of a security
or loan to meet regulatory or other disclosure guidelines.

equity—ownership interest possessed by shareholders in a corpora-
tion—stock as opposed to bonds.

ERISA—The Employee Retirement Income Security Act, 1974 law

*Reprinted with permission from Dictionary of Finance and Investment Terms. 1995.
John Downes, ed. New York: Barron’s Educational Series, Inc.

†Definition complied from various sources.
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governing the operation of most private pension and benefit plans. The
law eased pension eligibility rules . . . and established guidelines for the
management of pension funds.

Form 10-K—annual report required by the Securities and Exchange
Commission of every issuer of a registered security, every exchange-
listed company, and any company with 500 or more shareholders or $1
million or more in gross assets. The form provides for disclosure of
total sales, revenue, and pretax operating income . . . . Form 10-K be-
comes public information when filed with the SEC.

index fund—mutual fund that has a portfolio matching that of a
broad-based portfolio. This may include the Standard & Poor’s 500
Index, indexes of mid- and small-capitalization stocks, foreign stock
indexes, and bond indexes, to name a few.

initial public offering (IPO)—a corporation’s first offering of stock
to the public. IPOs are almost invariably an opportunity for the exist-
ing investors and participating venture capitalists to make big profits,
since for the first time their shares will be given a market value reflect-
ing expectations for the company’s future growth.

investment—use of capital to create more money, either through in-
come-producing vehicles or through more risk-oriented ventures de-
signed to result in capital gains.

Investment Advisers Act—legislation passed by Congress in 1940
that requires all investment advisers to register with the Securities and
Exchange Commission. The Act is designed to protect the public from
fraud or misrepresentation by investment advisers.

Investment Company Act of 1940—legislation passed by Con-
gress requiring registration and regulation of investment companies by
the Securities and Exchange Commission. The Act sets the standards
by which mutual funds and other investment vehicles of investment
companies operate, in such areas as promotion, reporting requirements,

pricing of securities for sale to the public, and allocation of investments
within a fund portfolio.

investor—party who puts money at risk; may be an individual or an
institutional investor.

limited partnership—organization made up of a general partner
who manages a project, and limited partners, who invest money but
have limited liability, are not involved in day-to-day management, and
usually cannot lose more than their capital contribution. Usually lim-
ited partners receive income, capital gains, and tax benefits; the general
partner collects fees and a percentage of capital gains and income.

Lipper Mutual Fund Industry Average—average performance
level of all mutual funds, as reported by Lipper Analytical Services of
New York. The performance of all mutual funds is ranked quarterly
and annually, by type of fund, such as aggressive growth fund or in-
come fund. Mutual fund managers try to beat the industry average as
well as the other funds in their category.

load—sales charge paid by an investor who buys shares in a load mu-
tual fund or annuity. Loads are usually charged when shares or units are
purchased; a charge for withdrawing is called a back-end load. A fund
that does not charge this fee is called a no-load fund.

mergers—combination of two or more companies, either through a
pooling of interests, where the accounts are combined; a purchase where
the amount paid over and above the acquired company’s book value is
carried on the books of the purchaser as goodwill; or a consolidation,
where a new company is forced to acquire the net assets of the combin-
ing companies.

money market—market for short-term debt instruments—nego-
tiable certificates of deposit, Eurodollar certificates of deposit, com-
mercial paper, banker’s acceptances, treasury bills, and discount notes
of the Federal Home Loan Bank, Federal National Mortgage Associa-
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tion, and Federal Farm Credit System, among others. Federal funds
borrowings between banks, bank borrowings from the Federal Reserve
. . . and various forms of repurchase agreements are also elements of the
money market. What these instruments have in common are safety and
liquidity.

Morningstar Rating System††—system for rating open- and closed-
end mutual funds and annuities by Morningstar Inc. of Chicago. The
system rates funds from one to five stars, using a risk-adjusted perfor-
mance rating in which performance equals total return of the fund.
The system rates funds assessing downside risk, which is linked to the
three-month U.S. treasury bill.

net asset value (NAV)—in mutual funds, the market value of a
fund share, synonymous with bid price. In the case of no-load mutual
funds, the NAV, market price, and offering price are all the same figure,
which the public pays to buy shares; load fund market or offer prices
are quoted after adding the sales charge to the NAV. The NAV is calcu-
lated by most funds after the close of the exchanges each day by taking
the closing market value of all securities owned plus all other assets
such as cash, subtracting all liabilities, then dividing the result by the
total number of shares outstanding.

no-load fund—mutual fund offered by an open-end investment com-
pany that imposes no sales charge on its shareholders. Investors buy
shares in no-load funds directly from the fund companies, rather than
through a broker, as is done in load funds.

private placement—sale of stocks, bonds, or other investments di-
rectly to an institutional investor like an insurance company. A private
limited partnership is also considered a private placement. A private
placement does not have to be registered with the Securities and Ex-
change Commission, as a public offering does, if the securities are pur-
chased for investment as opposed to resale.

proxy—1. written power of attorney given by shareholders of a corpo-
ration authorizing a specific vote on their behalf at corporate meetings.
Such proxies normally pertain to election of the Board of Directors or
to various resolutions submitted for shareholders’ approval. 2. person
authorized to vote on behalf of a stockholder of a corporation.

Prudent-Man (investor) Rule—standard adopted by some U.S.
states to guide those with responsibility for investing the money of oth-
ers. Such fiduciaries must act as a prudent man or woman would be
expected to act, with discretion and intelligence, to seek reasonable in-
come, preserve capital, and, in general, avoid speculative investments.

rating—evaluation of securities investment and credit risk by rating
services such as Moody’s Investors Service and Standard & Poors
Corporation.

Safe Harbor—provision in a law that excuses liability if the attempt
to comply in good faith can be demonstrated. For example, safe harbor
provisions would protect management from liability under Securities and
Exchange Commission rules for financial projections made in good faith.

secondary market—exchanges and over-the-counter markets where
securities are bought and sold subsequent to original issuance, which
took place in the primary market. Proceeds of secondary market sales
accrue to the selling dealers and investors, not to the companies that
originally issued the securities.

Securities and Exchange Commission (SEC)—federal agency
created by the Securities Exchange Act of 1934 to administer that act
and the Securities Act of 1933. The SEC is made up of five commis-
sioners, appointed by the President of the United States on a rotating
basis for five-year terms. The chairman is designated by the President
and, to insure its independence, no more than three members of the
commission may be of the same political party. The statutes adminis-

††Definition compiled from various sources.
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tered by the SEC are designed to promote full public disclosure and pro-
tect the investing public against malpractice in the securities markets.

SEC Rule 144—public sale of unregistered securities sets forth the
conditions under which a holder of unregistered securities may make a
public sale without filing a formal registration statement.

securitization—process of distributing risk by aggregating debt in-
struments in a pool, then issuing new securities backed by the pool.

security—instrument that signifies an ownership position in a corpo-
ration (a stock), a creditor relationship with a corporation or govern-
mental body (a bond), or rights to ownership such as those represented
by an option, subscription right, and subscription warrant.

syndicate—(or purchase group) a group of investment bankers that,
operating under the agreement among underwriters, agrees to purchase
a new issue of securities from the issuer for resale to the investment
public; also called the underwriting group.

underwrite—Investments: to assume the risk of buying a new issue of
securities from the issuing corporation or government entity and resell-
ing them to the public, either directly or through dealers. The under-
writer makes a profit on the difference between the price paid to the
issuer and the public offering price, called the underwriting spread.
Insurance: to assume risk in exchange for a premium.


