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Impact and Return...
not Impact versus Return

Once, creating a better world was called charity,
and generating return was termed investing.

Our goal is to make them the same thing.

Investing for a better world.

Why should responsible investing mean sacrificing
return? At Candriam, as for many academics and
for the UN PRI, responsible investing means
enhancing returns. If words mean something, let's
introduce another nuance. We like to invest for
impact, as does an ever-growing proportion of
investors.

We welcome the investment world’s next step. In
Impact Investing, the underlying business model is
the impact — goods or services designed to meet
a societal need, either social or environmental.
These companies economic and financial
performance are linked to their social or
environmental missions. We believe that pursuing
environmental and/or social returns simultaneously
with financial returns yields a more efficient
outcome than treating this goals separately.
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The Nascent Impact
Business Model

Impact Investing: What is it?

An Impact Investment is “made with the intention to generate positive, measurable social and

environmental impact alongside a financial return”.

So says the Global Impact Investing Network'. Across
Candriam, for all investments, we hold the conviction
that those companies which embrace sustainability-
related opportunities and challenges, along with their
financial opportunities and challenges, are the most likely
to generate shareholder value. So for Impact Investing,
we would begin with the GIIN definition, but we would
add:

o Market returns - Rather than simply a positive
financial return, at Candriam, we believe that

Impact Investments should target market returns.

Covid sharpens the focus

If anyone doubted the investment needs for public health,
food security, the environment, and the creation of secure
jobsand a living wage, then the Covid-19 pandemic should
have caught their attention by now. Throughout the
academic thesis on which this document rests¥, as well
as in Candriam’s own investment approach, Impact
Investing refers to both social AND environmental
investments.

The damage from Covid continues to be most severe for
the must vulnerable, across all nations. News headlines
are demonstrating that social impact business models are
in demand across the globe. After the governmental or

¢ Impact and financial returns are interlinked
- We believe Impact Investments should be holistic
businesses in which the impacts generated and
the growth in financial returns are entwined.

This is not a mere rebranding of the ‘sustainable’ label.
The difference is that Impact is the intent. Impact is a
business model in which the impact creates the financial

returns.

charitable responses in the teeth of the crisis, infrastructure
will need to be maintained, restored, or newly built.

Remote teaching, tele-health, and increased use of remote
accessto courts and other citizen services are examples of social
needs with rising demand and unequal access. Impactinvesting
can play an important role in these areas, in all countries.

Over the last fifty years, there has been a transformation
in thought about the purpose of the firm, and the role of
shareholders versus other stakeholders - see the
appendix, Nuances and Nomenclature, for some thoughts.
Covid is an extra push to an evolution already underway.
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Impact Investment growth potential

There is plentiful scope for Impact Investments.  which were once left to governments or controlled
The UN Trade and Development conference estimated  through regulation could become profitable impact
a $2.5 trillion need? for initiatives to avert threats of ~ business opportunities.

food insecurity, pandemics, energy supply, climate

change, etc. If certain externalities such as emissions  Additionally, because of these needs, some businesses
are priced, taxed, or fined - for example, wide may be eligible for government or other grants,
adoption of carbon pricing - products and services  offering a cushion to seed investors.

Figure 1: Market Size Perspective
Global equities, Global sustainable all asset classes, Global Impact all asset classes

Global Equities
ca.$85T

Dec 2019 Global Sustainable

ca. $31T, all asset
Jan 2019

Impact Investment
ca. $715, all asset classes
Dec 2019

Sources: FactSet, GSIA3 bienniel, GIIN

The GIIN estimated the Impact Investment sector at $502 billion in December 2018, and $715 billion in
December, 2019. That is, a leap of 42% in just twelve months.

* The foundations of this Candriam White Paper rest on the findings of the Imperial College

thesis Impact Investing - Is there a case for European institutional investors to pursue Impact

Investing in Europe*. The thesis methodology was based on in-depth interviews with leading

impact investors and industry stakeholders throughout Europe, conducted in collaboration

with Candriam. The thesis author has subsequently joined Candriam’s Impact Investing Team.
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Impacts and Returns

Societal Impact: Social or Environmental?

A surprising number of Impact Investments pursue
Social goals. Indeed, the quintessential image of an
Impact Investment, micro-lending, is a social goal-
driven business. Many Impact Investments address
both types of societal goals, social and environmental
- clean water, for example. Environmental impact®still
leads in total dollars of Impact Investments, but Social
investments are growing rapidly and lead in the number
of investments. One might expect Covid to highlight
not just the need, but the opportunities for businesses
which target social needs, and attract investment.

The financial press and others have been examining
the extent to which the broadly-defined sustainable

investing world actually puts much emphasis on the
‘'S’ or ‘'Social’, in Environment, Social, and Governance
factors. The conversation has become louder since
the outbreak of the Covid-19 pandemic.

One note. Impactis not ESG investing (Environmental,
Social, and Governance factors). For some investors,
ESG has a reputation as a negative screen. Candriam
applies ESG as a positive screen, to help investors
identify sustainable growth (in both the ‘green’ and
‘enduring’ sense of the word sustainable). Impact
Investing is neither an analysis nor a ‘screen’; it is a

founding intent.

Figure 2: Societal Investment areas - Social, Environmental, or both?

Left side - Percent of AUM.
Right side - Percent of respondents with any allocation to each sector.

16% Percent of AUM Energy

12% Fin services (excl. microfinance)
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39%
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22%

26%
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49%

‘Other’ includes investments that did not align to these sector categories such as real estate, tourism, community development, retail, and sector agnostic investments.
WASH = Water, Sanitation and Hygiene; ICT = Information Communications and Technology

Source: GIIN, 2020 Annual Impact Investor Survey
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Impact goals - a taxonomy

Despite the size and popularity of sustainable investing
(Figure 1), ESG analysis suffers from an under-developed
taxonomy and measurement system. Impact Investors,
as a younger and smaller segment facing the same
hurdles, have watched and learned. While more is
needed, Impact Investing has made important progress

in taxonomy and measurement over the last three years.

The United Nations SDGs, the seventeen Sustainable
Development Goals formalized in 2015 to provide a
“blueprint to achieve a better and more sustainable

future for all” by 2030, is increasingly being used in
finance as a common language and taxonomy.
This includes Impact Investors, who are increasingly
employing the SDGs to describe qualitative goals,
enhancing comparability. At the end of 2019, it was
reported that 73% of Impact Investors used the SDGs
for at least one measurement purpose, up from 60%
over just the previous twelve months.”

Figure 3: The United Nation Sustainable Development Goals
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A spectrum of returns

‘Impact Investing’ was once thought of as sacrificing
some financial return in exchange for a social or
environmental goal. To some, ‘Impact Investing’ could
denote anything from a return of capital - that is, a

zeroreturn — to a near-market return. (Perhaps some
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Bund buyers these days would actually consider a zero
return to be above market?) After all, compared to
donation, return of capital to recycle for additional

projects is very attractive to philanthropists.



Figure 4: Investment goals spectrum
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Once we may have thought of a spectrum where investors
may have sacrificed some return to achieve other goals.

Philanthropy Return of Capital

Financial return

Financial Return

only

Increasingly, ESG is being seen as a path to outpeformance.®
We envision Impact Investing as following that path.’

Philanthropy

Return of Capital

Financial return

Impact
Investing

Responsible
Investing

Financial Return
only

Impact with market returns - the holistic approach

The GIIN's broad and sophisticated 2020 survey shows
that 67% of Impact Investors target market returns
or better'®. The GIIN noted previously that, “Fully one
third of our respondents are motivated to make
Impact Investments because of - not in spite of - their
financial return potential.”"" We say... Right on.
We do not accept a compromise in either Impact or
financial returns.

The GIIN's carefully constructed survey included only

current Impact Investors. Candriam conducted a simple
survey in the May 2020 edition of our Convictions
newsletter, with a single question: What return do you
expect from Impact Investments? Of our 165 respondents,
including a wide array of investor types, 38% expect
Impact returns of market rates or better. A pretty good
start for a broad audience! We hope that we, and the
rest of the Impact Investing universe, will provide
results which convince the 62% remaining investors.




IMPACT: DUAL-PURPOSE INVESTING

Asset classes

Impact Investments are made across a wide range of
asset classes (Figure 5). In a survey conducted by the
GIIN'?, Impact Investors accounting for $404 billion of

Fixed Income

Green bonds are typically tied to specific climate and
environmental projects, so are backed by Impact
assets. While private and public debt instruments are
the largest category in Impact Investing at this time,
green bonds are less than 1% of the overall bond
market. With socially and environmentally-aware
investing on the rise, and debt backed both by the

Private Equity, Start-ups, Real Assets

Roughly a fourth of the Impact category, these are
currently our focus. At this stage in the development
of Impact Investing, we feel that growing societal
impact and financial returns together is most efficiently
accomplished through participating in the equity of

Public Equity?

The relative size of the self-reported public equity ‘Impact’
category demonstrates the data difficulty in analyzing
Impact Investments. The survey communicates on self-

Figure 5: “Impact” Investments by Asset Class
Self-defined, self-reported

37% Private Debt

Capital Invested
24% Public Debt
16% Private Equity
10% Public Equity

10% Real Assets

Equity-like Debt

ES

Deposits/Cash Equiv

ES

N
2
X
_—-

Other

Source: GIIN

the estimated $715 billion market responded, showing
that debt comprised more than half of their Impact
Investments.

project assets and often also by the credit of the parent
company, investor demand for green bonds is
outstripping supply. At one time, green bonds were
viewed as offering higher risk-adjusted returns; the
strong demand may have eroded that advantage by
lastyear. The constraint on green bonds is the number
of projects, and not the capital supply.

this new type of business model. We hope these
companies grow big and strong and supply our
colleagues with more green bonds. And eventually
many large Impact public equities for our more
traditional investment funds.

reported data. Put less diplomatically — beware of
‘greenwashing’ in publicly-traded equity until the
definition of Impact’ becomes fully standardized.

16%

Number of investments 61%




Nuts and Bolts
Scalability

Our requirement that Impact and returns should interlink
is notjust an investment philosophy, itis a practical check
to help evaluate the scalability and success of an Impact
business model. As for any private equity investment
and many other areas, scalability of the business model
is critical to the return on the investment.

In today’s market where green bonds focus on individual
projects and much Impact equity is still in the venture capital
and private equity stages, larger institutional investors may
find the investments too small”® to build a meaningful
position, or the number of investments available too few
to provide portfolio diversification. At the moment, this
rapidly-growing area has the happy problem of more
investor interest than supply of investments.

limit of skilled
managerial, entrepreneurial, and investment professionals,

Scalability is constrained by the

Measurement and Reporting

More than half of Impact Investors believe that reporting
isimproving, and share their best practices. Standardizing
measurement will help develop the Impact ecosystem.

Five years ago, there were more than 150 methods to
measure the impact of an investment'. Not to panic; most
investors now focus on a narrower range of quantitative
and qualitative systems. IRIS™, the GIIN's investor-led
system, is developing a measurement system with metrics
and definitions, which gaining in usage. Reporting for Impact
Investments will be most useful in expanding investment
inthe area whenitbecomes comparable, or atleast parallel,
to that which investors already know and use.

The most widely-used standard is the United Nations SDGs,
a qualitative measure (Figure 3). At present, most investors
use a combination of qualitative information, proprietary
metrics, and the IRIS standards. Qualitative measures are
easier to communicate, and can be less expensive to measure.
If qualitative reporting is included, 98% of surveyed Impact

JULY, 2020

particularly for social projects. Impact Investments
may begin by addressing unmet needs in a local
community. When these businesses expand, investors
and on-the-ground teams may need to adapt training
to local areas or local culture or regulatory
environments, and adapt to individual situations, all
while expanding the business. It may be necessary to
tailor the concept - potentially rendering scale less
profitable. The skills, time, and resources required

could be a great barrier to entry.

Impact Investing does not have to be only about infant-
sized companies destined to growth into huge publicly-
traded companies. SMEs are an under-financed sector
of the global economy, and in many nations, they are the
companies creating the job growth. Impact Investing has
a big role to play here; yet again, it is constrained by the
availability of skilled and experienced professionals.

Investors measure social and environmental performance in
some form. Costs of measuring and reporting Impact are
high; more so for Social Impact than for Environmental Impact.
The clearer definitions for renewable energy, for example,
reduce the cost of measuring their impact. This provides
support for the expectation that improving measurement
comparability can also reduce measurement costs.

Many currentImpact Investors are finding that they are able
to clearly define their impact strategy. However, industry
participants are finding it more difficult to collect ‘quality’
data, and particularly challenging to compare impact results
with a’market performance’ measure. Ten years ago, 85% of
surveyed Impact Investment managers used proprietary
measurement systems. This has reversed, and now 89% use
external tools and systems'®. A ‘market’ measure may not
have been established yet, but progress is ongoing. For the
moment, potential investors must pay particular attention
to the goals laid out, to ensure that they will be satisfied with
the ultimate measurement and reporting.

8
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Risks to manage

Because itis a nascent category, Impact Investing shares
many of the risks of any other alternative investments.
For investors who prefer at this point, as we do, to grow
their impact through private equity, most of the risks
are similar, although some loom a bit larger. Scalability
is critical, as for other early-stage investments. Impact
reporting is expensive, and lacking in agreed standards.
Comparable measurement and management data is
not yet fully developed. Indeed, measurement is
considered the second-greatest risk in Impact Investing,
for the moment. Skill sets are in short supply both for
Impact Investment management, and, in common with
some venture capital areas, skills are also in short supply
for operational management of impact business models.

In Impact Investing, skills of the on-the-ground team are
both the biggest limitation to growth in supply of

investments, and the greatest risk to success of
investments. Across the first fifty of the one hundred
studies and interviews conducted by Candriam', all
“institutions place an enormous importance on the
additional value from investors beyond the deployment
of capital”.

Moreover, “the dearth of knowledge means that Impact
Investing is [currently] synonymous with ‘higher risks'in
investing... [however] The skills needed for Impact
Investment will not be in short supply indefinitely as the
market ages.” Also consistent among all the case studies
and interviews was that “institutions place an enormous
importance on the additional value from investors
beyond the deployment of capital. Impact Investors are
required to support the governance and management
structures of SMEs and offer their expertise in sectors
where the demand is lacking infrastructure.”

Exit Strategy: maintaining the impact

Everyissue seems to lead back to how one defines Impact
Investing. Public equities are typically liquid, the easiest
exit. While some bonds may trade infrequently, at least
they mature. Figure 5 implies that 60% of Impact
Investments are illiquid - private debt, private equity, or
real assets. Exit strategy is an investor considerationin all
private equity. Fortunately, private equity and venture
capital is an established asset class with an exit path, often
trade sales or IPOs (or occasionally, write-offs). Obviously,
the success of the exit strategy is inextricably bound with
the accuracy in forecasting the business model scalability.
It also underscores the importance of skills on the ground
in Impact Investing.

And now for something completely different. To our view,
a successful exit from an Impact Investment demands
that under the new owner, the business model
continues to interlink societal impact and financial
returns. Phrased differently, there must be a responsible
exit, and/or the buyer must be an impact investor.

At this early stage in the Impact business model, where
so many of the pure Impact Investments are still
private equity, asset managers with additional skill
sets are required. Private equity managers must evaluate
the business model and monitor operations with a
constant eye on a profitable exit, presumably as the
business passes from startup to growth. If Impact private
equity managers define a successful exit as one which
both pays out at the time of exit, and continues the societal
impact beyond the exit, they must have the experience
to anticipate the future business stages, such as growth,
maturity, and renewal.

In the first set of fifty interviews of European institutional
investors conducted jointly by Candriam in 2016 and
2017, 80% reported some difficulties in their exit strategy
with at least one Impact Investment. In the 2020 GIIN
survey, a significant 48% of respondents reported that
suitable exit options were a concern, although a huge
76% reported that progress is being made in Impact
Investment exit strategies'®.



JULY, 2020

A Framework for Impact

Investing

Private Equity: Funds and direct co-investment

The Impact Investing paradigm is nascent and
fragmented, and must be viewed through a niche lens'.
Our own direct studies, along with industry data, lead
us to conclude that most of the pure impact business
models are still in the private equity stage.

Direct investment, and venture capital funds, require
intensive due diligence and that analysis demanding
very specific skills and resources.?® We believe that for
the next several years, the best structure for investor

Figure 6: Candriam Impact philosophy

Impact Measurement

=

Intentionality: Impact purpose of the investment

participation in Impact business models is through a
fund of funds. To best address this early stage, we would
propose a portfolio of Impact private equity funds, direct
company co-investments, and Impact bonds.

We have developed a holistic philosophy to structure
our internal analyses (Figure 6). To put this into practice,
we have spent three years studying the market and
building Impact skills into our long-standing multi-
management team.

Step Rationale

(-0

Financial Return

Financial and extra-financial objectives interlinked

Alignment of Interests

2

Performance Fees mechanically linked to the social plan

_\\ [ Sustainable Development
/Q\ Goals

Alignment with UN SDGs

Source: Candriam

How would a Fund of Funds address the challenges?

This structure helps address some of the practical
challenges such as the relative youth of the business
model. These challenges include the need to identify
scalable impact, our search for pure impact business
models, the small size and typically non-public nature
of the existing equities, the skills challenge of evaluating
private companies, the evaluation of entrepreneurial
skills on the ground, diversification, and measurement
and reporting.

Theskills challenge of Impact Investing includes entrepreneurial
and financial skills, as well as business-specific operational
skills. Venture capitalists involved in Impact business models
therefore tend to include partners with these operational
skills, to the benefit of the investments, and tend to investin
businessesin related areas according to their expertise. This
specialization naturally leads to a lack of diversification within
any single well-staffed Impact VC fund. This related
diversification challenge of can also be addressed by a fund
of funds approach.

10
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Other investment management skills can also be brought
to bear if the fund of funds is managed by a broadly-
staffed investment firm. At the current stage of
development, Impact Investors are a diverse range. They
may be specialised departments within large insurance
companies with, for example, full risk departments at
their disposal. Frequently, Impact Investment managers
are venture capitalists with terrific on-the-ground skills,
but lacking in the sophisticated risk monitoring
departments and other infrastructure of a larger financial
firm. Indeed, roughly two-thirds of the Impact Investors
responding to the GIIN's made only Impact Investments.?’
The need for skills such as legal and financial structure
evaluation, operational checks, reporting, compliance
verification, can all more reliably met in this early stage
using a fund of funds structure.

At Candriam, we have colleagues managing traditional,
sustainable, indexed, and absolute return investments
and funds across the spectrum of liquid and less-liquid
assets, including a full and independent risk
management team. We can call on an in-house team
of Environmental, Social, and Governance researchers
with almost 25 years of experience. Supported by this
investment infrastructure, Candriam’s solution was to
build a four-member Impact Investing team within our
existing multi-management team. The Candriam Impact
Investing Team has also brought on board the author

of our collaborative Impact Investing research study.

FoF managers can help clients with monitoring and
measurement, described as the second-greatest
specific challenge in Impact Investing after the need
for specific skills. The data, performance measurement,
and performance reporting challenges - including
measurement costs — also benefit from a fund-of-funds
approach. The increasing standardization of reporting
within the Impact community brings some comparability
to qualitative impact measurement; 75% of surveyed
Impact Investors incorporate one of two systems, the
UN SDGs or the IRIS Catalog of Metrics.?? AlImost 90%
of Impact Investors report increasing the rigor of their
impact measurement and reporting standards.?* With

the goal of a market standard not yet fully realized,
investorsin afund of funds can benefit from a manager
who screens those underlying funds not only for impact
performance, but for clarity and comparability in their

impact reporting.

@ @ We can call on an in-house

team of Environmental. Social,
and Governance researchers with

almost 25 years of experience. @ @

The structure can help investors overcome the lack of
historical data. The measurement and reporting of
impact is both difficult and expensive because of the
complexity of social objectives. Not only is historical
data lacking, but data is not yet easily comparable
across funds. For this reason, choosing the manager
for an Impact fund of funds may be even more critical
than for most funds of funds. At Candriam, we spent
three years prior to launch interviewing investors, and
creating a 25-factor scoring system based on our
practical and academic research. Our database is
internally consistent, and continues to grow both as
we conduct more research on existing private Impact
companies and funds, and as we make more
investments. In the near term, this helps improve
information and follow-up questions and conversations
to monitor investments using our own internal criteria.

Impact and financial results should be positively related.
Afund of funds allows for alignment of interests. By our
definition, the Impact performance and the financial
return for an Impact Investment should be positively
correlated. One way to enforce this in a fund of funds
is to align the incentive or performance fees with both
impact targets and financial return targets. That is, the
manager does not receive performance fees unless
both hurdles are exceeded. It is amazing how much a
well-designed fee structure can both inform, and

benefit, clients.
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Investment equals
Impact PLUS Return

At Candriam, it is our conviction that an Impact Investment should interlink the societal impact

and the financial return of the investment. This is an important addition to the definition, and one

which is very personal to us as responsible investors.

Investing Evolves

The United Nations PRI has over 2,000 signatories,
representing invstments of $90 trillion. Investing
responsibly, and identifying sustainable companies
through analysis of Environmental, Social, and Governance
factors, or ESG, is a very visible and growing method of
investment selection. The next step for financial markets
toimprove the deployment of capital resources is Impact

Investing. That is, investing in companies whose actual
business models are dedicated to measurable societal
impact, and whose social or environmental results
generate their financial returns.

We believe that pursuing environmental and/or social
returns simultaneously with financial returns yields a more
efficient outcome than treating these goals separately.

Candriam’s Conviction

As responsible investors, it is our mission to help financial
markets meet societal challenges. Around the world, in
developed and emerging markets alike, Covid has merely
made our existing social and environmental issues more
visible.

We pledge to bring our collective experience to Impact
Investing. A fledgling investment category, we believe that

Today and Tomorrow

For today, our goal at Candriam to make it easier for our
clients to become involved in the nascent area of Impact
Investing. As a responsible investor for almost 25 years
we hope that actively sharing our best practices in Impact

forthe moment, itis bestincubated as private equity funds
of funds. We have a long-established multi-management
business, established risk systems, and a history of innovation
in responsble investing. We launched our first ethical fund
in 1996 and first sustainable fund in 1998, established in-
house ESG research in 2005, and were a founding signatory
of the UN PRI in 2006. We look forward to this new chapter.

Investing will help make extend the adoption and success
of this new business model.

For tomorrow, we hope to make Impact Investments
accessible for all.

Impact. We can measure it. We can manage it.
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Case Study: Investment

Social Impact Ventures NL,
a Dutch impact venture
capital manager

Intentionality/Impact Measurement Circular Solutions

Market-based solutions in three key social and D SANITAION

environmental impact challenges in the Netherlands
- Circular Economy, Healthy Living, and People Power.

Return/Interlinkage Heqlthy Living

Target significant minority stakes with particular rights GOOD HEALTH LIFE BELOW LIFE
8 8 y P & ANDWELLBEING 14 WATER 15 ONLAND

— such as board seats, strategy, management “__\
appointments — and budget approval, in scalable i

enterprises, sharing of experience and learning
alongside team, investors, entrepreneur, other

stakeholders. Target 100% impact goals and net
People Power

QUALITY DEGENT WORK AND
EDUCATION ECONOMIC GROWTH

Alignment m| fl/"

Investments typically between €1 million and €8 million, 10 ke 19 sronsis
. L . INEQUALITIES CONSUMPTION
responsible exits in 5 to 7 years through trade/strategic - AND PRODUCTION

sales to buyers aligned with the mission, or IPOs. (=) ‘ N ’
\ 4

financial returns of double digits.
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Case Study: Investment

Samasource,
an investment of Social
Impact Ventures

Intentionality/Impact Measurement

DECENT WORK AND

Move people out of poverty in some of the poorest ECONOMIC GROWTH
parts of the world by training low-income young people M
for jobs in artificial intelligence. #aiforall "'

Says one employee, “Real empowerment is not in
books, it's in work”. Quantifiable targets are set entirely
in terms of number of jobs created.

Return/Interlinkage

Provider of training data to technology teams through
aworkforce 90% sourced from low-income backgrounds
in countries such as Kenya and Uganda. Revenue, or
turnover, growth is linked to number of persons moved
out of poverty through developing their technology
skills and ensuring their ongoing relevance in the digital

economy.

Alignment

Substantial scale available through satisfaction of large
international customers and high demand growth for
product. Exit multiple tied to revenues and/or EBITDA,
aligned as long as workforce continues to be majority
from disadvantaged backgrounds.

Initial investment February, 2019 and targetting an exit
to a responsible strategic buyer/investor in 5-7 years.
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Case Study: Investment

Olio,
an investment of Social
Impact Ventures

Intentionality/Impact Measurement

SUSTAINABLE CITIES RESPONSIBLE GLIMATE

Reduce food waste and increasing social cohesion 11 oo B 12 e, B 13 oo
AND PRODUCTION

through a hyper-local mobile peer-to-peer consumer
app primarily for food sharing, which prevents good ﬁ éﬁ

food from being discarded. This business creates
impact in all three of SIVs main themes - Circular
Economy, Healthy Living, and People Power. Three-year
guantifiable targets set based on CO, emissions
avoided, liters of water saved, and with a lesser
weighting, number of interactions confirmed through
the app.

Return/Interlinkage

Local and personal interactions can be replicated
across regions and countries by leveraging the app,
interlinking growth of impact and revenues. Still in early
stage; 2 million people have the app and have saved
and redistributed 648 tonnes of food.

Alignment

Exit potential to large international multi-use (social)
marketplaces/platforms such as Amazon or eBay;
comparable young companies raising funds, providing a
benchmark for revenue and suscriber muliples.

Initial investment December, 2019 and targetting an exit
to a responsible strategic buyer/investor in 5-7 years.
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Nomenclature

Candriam’s long history of sustainable investing, particularly
of ESG analysis and managing ESG portfolios demonstrates
that value and values can be aligned and grow together.**
Candriam believes strongly that companies which
embrace sustainability-related opportunities and
challenges in concert with their financial opportunities
and challenges are the most likely to generate
shareholder value; indeed, our ESG analysis of publicly-
traded companies is based on this conviction.

The UN PRI, of which Candriam was a founding

signatory, specifies that responsible investment “should
be pursued even by the investor whose sole purpose
is financial return.” Perhaps there is an expectations
bias, or perhaps managers and investors faced a
learning curve. In the twentieth century, most investors
expected that ESG strategies would necessarily
sacrifice returns. Most contemporary studies show
that companies which follow good ESG practices can
reduce their cost of capital.

What Impact Investing is not: Impact versus ESG

Environmental, Social, and Governance factors can be
integrated into the investment process to build portfolios
of sustainable investments, usually listed equity
securities or debt instruments. These issuers can be
evaluated for their impact on climate change, societal
well-being, or resource efficiency. ESG investments can
be measured through impact indicators such as
greenhouse gas emissions, water usage, or gender
diversity. Investors may use voting rights and engage
in dialogues to influence and accompany company
managements to adopt more sustainable practices; in
our view, sustainable practices are more shareholder-
friendly practices in the long term.

Investors in publicly-traded shares do not exert direct
control over management The majority of public
companies were not originally founded with the

intention to generate these positive impacts. The best-
managed companies are incorporating these impacts
into their business models as they evolve; or in some
exceptional cases, even changing their business models

to an Impact Intent.

Impact Investing at Candriam takes the next step
beyond ESG analysis, by investing in private equities
whose business models have clear and measurable
societal targets, either environmental or social. This is
amore direct result, in that the impact is the business
model, and the impact is a prerequisite in our decision

to make an Impact Investment in the firm.
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Investing for impact — or Impact Investing?

One might easily say that when applying ESG criteria to
publicly-traded equities, one is investing both for
financial returns, and investing for impact. Because we
believe that companies which meet social and
environmental challenges are more likely to achieve
financial objectives, at Candriam, investing for impact
aligns with many of our corporate goals about
responsible investing.

The argument that financial markets can allocate capital
for the benefit of society is widely accepted. For example,
several years ago the CFA Institute updated its mission
statement by adding that the investment profession
should work for ‘the ultimate benefit of society’

Impact Investing, as the GIIN defines it, is a long way from
a mutual fund category as designated by, say, Morningstar
or Lipper. Impact Investing is not a methodology, like ESG
investing; it is not a style, like income or growth; it is not
an asset class like European equities, or emerging market

bonds. Indeed, Impact Investing crosses asset classes,
including bonds, private equity, and others.

Is this greenwashing, a limitation of the language, or just
the sign of a young investment concept? Probably all.
Although the GIIN defines an Impact Investment as one
“made with the intention to generate positive, measurable
social and environmental impact”, — that is, intent —
some of the GIIN's own self-reported survey data includes
a 10%-plus tranche of publicly-traded equities.

While to us, the term Impact Investment describes only
projects established with the intent to create an impact,
original intent is not the only way to make an impact
with our investments. Investors just need to remember
toread the ingredients before deciding which investment
box holds the product which best satisfies their goals.
This definitional ambiguity is one of the reasons we
define the Impact strategy by seeking a correlation
between impact and financial return.



How investors can invest with impact

The options available for Impact Investments, or profit with a purpose, depend on the

goals, size, and experience of the investor, as is the case for all investing.

The most obvious Impact Investment options, such as direct investment in seed stage
or early growth companies founded with the intent to produce a specific impact, and
direct investment in green bonds, are most suitable for institutional investors or high
net worth individuals.

Funds of Impact companies, like most venture capital funds, usually have a minimum
investment and a minimum multi-year holding period beyond the range of most
individuals.

Green bonds can be a bit more accessible, although they are a tiny 1% of the debt
market and lack a universal certification. Retail investors are likely to find the normal
considerations as for any corporate bond - large face value of individual bonds, and
low liquidity. The small but increasing number of green bond mutual funds may provide
easier options for individuals.

All'is not lost for retail equity investors. Individuals can still invest for impact, especially
environmental impact. Even direct investment is a possibility - some countries offer tax
incentives and maintenance services for individuals to invest in low-income housing.
There is project finance; there are green bond funds, and traditional bond funds which
hold green bonds. An increasing number of mutual funds invest broadly in climate
change topics, including low-carbon or green energy funds, but also less obvious areas
such as non-traditional agriculture. And while we wait for these new little Impact
companies to grow up and become big public Impact companies, there are many
sustainable investment options. Just like breakfast cereal, read the label first.

What's my goal?

Carbon footprint? Social? Environmental?
OOOOO 5% E 80% E
80% S 5% S
CcoO

2 15% G 15% G
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A highly selective history of
the purpose of the firm

OK Boomers, here come the Millennials !

It's not quite as black-and-white as Boomers versus
Millennials, but there has been a transformation in
academic thought, and perhaps popular thought, about
the responsibilities of publicly-traded companies.

Boomers: Shareholders only?

Milton Friedman, 1976 Nobel Laureate in Economics
and father of monetary theory, might also be called
the unintentional father of the shareholder society.
The so-called ‘Friedman Doctrine’ holds that a firm'’s
main, perhaps only, responsibility is to shareholders
and to maximizing shareholder value. First published
as an editorial in 1970, Friedman and generations of
subsequent financial scholars declared that firms which
spend money for social initiatives are stealing profits
from the real owners, the shareholders. Those owners

Millennials: the Stakeholder Society

A stakeholder approach expands the responsibilities
of a corporation to more stakeholders, including
investors and shareholders, employees, customers,
suppliers, society, and the environment.

Financial market clout will be devolving to the
Millennials. Within ten years, this generation will be
the largest share of workers and leaders. Importantly
for both the corporate world and the investment
markets, this cohort is expected to inherit $30 trillion
in assets from their parents by 2025%°

@ @ Boomers see doing good as

separate from investing; whereas
Millennials don't see how you could

possibly separate the two.? 9 @

who want to see company profits used for society
should take their dividends or capital gains and allocate
these funds as they choose - reinvest, make a charitable
contribution, or spend. Professor Friedman, it must
be remembered, was an advisor to both US President
Ronald Reagan and British Prime Minister Margaret
Thatcher. One might conclude that Wall Street took
this doctrine much further than Friedman intended,
moving beyond the shareholder firm to the ‘greed is
good’ shareholder society.

To be fair to the Baby Boom?3° generation, many
investors in this age cohort care deeply about whether
the companies in which they invest are good corporate
citizens. Roughly half of the Baby Boom generation
lists ESG considerations as central to investment
decisions®'. A few of these Baby Boomers were the
university-age protestors of the 1960s and 1970s, and
are back out on the streets in June, 2020.
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A highly selective history of

Impact Investing

Impact Investing: Old or New?

We prefer to think of Impact as a nascent business
model. For an historian, we would probably date the
Impact strategy from 2007, when the Rockefeller
Foundation’s Lake Como Summit took mission-related
investing a further step, to realize the financial and

extra-financial objectives in parallel.

Growing

As an investible market, Impact Investing is growing
rapidly off a ‘small’ base, with an estimated market size
of $500 bn at the end of 201832 and $715 bn at the end
of 2019. Well, according to the late US Senator Everett
Dirksen “a billion here, a billion there; and pretty soon
you're talking real money.” For perspective, in a world
where several public companies already boast individual
equity market caps in excess of $1 trillion each, the
entire Impact investment market is likely to reach that
level this year.

As private equity has become more popular, it has
suffered from more demand for investments than good
ideas from entrepreneurs. Impact has a surplus of
business needs and addressable markets; the problem
is businesses — scalable Impact business models, and
managers to implement them. The UN Trade and
Development conference estimated a $2.5 trillion need?®?
for initiatives to avert threats of food insecurity,
pandemics, energy supply, climate change, etc. So the
addressable Impact Investment market is large. The
profitable addressable market is likely to grow as we
correctly price emissions, water pollution, waste, and
social consequences.

Figure 7: Genesis of Impact Investing
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Figure 8: Growth of Impact Investing
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Not quite ready for prime time

Demand for investing in Impact businesses is
outstripping supply, in part because of the need for
experienced and entrepreneurial business managers,
as well as the need for experienced entrepreneurs and
investment managers. Thanks to the growth in investor
interest, the growth of the available investments, and
the efforts of Impact Investors as an industry, the
definition of Impact Investing is beginning to coalesce
around the GIIN's definition - an investment “made
with the intention to generate a positive, measurable social
and environmental impact alongside a financial return.”

Amazing progress has been made in turning the
concept into a recognized strategy in just the most
recent three years.>* Academic interest in studying

715
502
228
14
—
2015 2016 2017 2018 2019

the concept is blossoming. Once thought of as
emerging markets and frontier markets (perhaps
because of the fame of microlending), more than a
third of Impact assets under management are in
developed markets as of the end of 2018.%°

Statistics remain both minimal, and lacking in
comparability. As a young corporate structure, Impact
companies remain predominantly structured as private
equity. Of course Impact projects within non-Impact
companies may be financed with ‘green bonds’ or
other instruments. This small size of Impact companies
leads to some of the same issues as any other
alternative investment. Results are self-reported, and
lacking in widely-adopted reporting standards such



as GIPS®®. The survivorship bias, valuation time lags
and valuations incorporating estimates rather than
public market prices make Impact equity similar to
other private equity. However ‘flawed’ an alternative
index might be, it offers a starting point; as a
newcomer to alternatives, Impact Investing does not
yet benefit from an index or benchmark.

The early life of an asset class

So, how do you study it? If Impact is not an asset class,
not a category, perhaps not really an investment
strategy, then what is it? Perhaps, a new business
model or profit paradigm? And if it is none of these,
and has few statistics how does one study it?

The Impact paradigm has been around long enough
to develop a group of keenly interested investors. some
quite large. Candriam'’s Multi-Management Team has
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Returning to the opportunities, Impact private equity
presumably offers diversification benefits when combined
with other asset classes, as other private equity
investments do. It should not be too long before we
have reasonable data to analyse. At the moment, the
rapidly-growing Impact market has the happy problem
of more investor interest than supply of investments.

studied the the investment potential for three years,
interviewing more than one hundred institutional
investors in Impact Investing, fifty of them in
collaboration with an academic study.

We hope you have enjoyed Candriam’s qualitative review of the industry helpful. For more information, do not

hesitate to contact your Candriam sales representative. Suggested industry data sources include GIIN and the IFC.
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