





























> Currently, there is limited or no information
available regarding the social impact of these
investments. PGGM is interested in developing
some standardised metrics to measure the
impact of their targeted ESG investments.
Towards this end, working with Rotterdam
University's Centre for Strategic Philanthropy,
PGGM has developed an approach to identifying
impact across eight impact areas.

This year an approach to measure performance
on impact indicators for each impact area is
being piloted in close collaboration with
external fund managers. Going forward, these
impact indicators will be included in reporting
requirements. PGGM is keen to collaborate with
other asset owners to refine these indicators in
order to reach a more standardised approach
to reporting on impact.

PGGM expects that measuring and monitoring
of the social impact of its targeted investments
will enable better informed investment
decisions. Also, it will allow PGGM to work
actively with fund managers to seek ways

to achieve greater social impact and reduce
possible negative impacts.

While the ESG targeted investments are
expected to meet the regular financial
requirements as other investments in the
respective asset class, it is too early to say what
impact they have had on the risk/return profile
of their portfolios. However, some teams have
argued that this type of investment helps to
diversify their investments — which may in turn
have an impact on their risk/return profile. This
is a question PGGM would like to investigate
further in the future.

You can access PGGM'’s Responsible
Investment Annual Report 2011 here. &
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http://www.pggm.nl/Images/PGGM_RI_annualreport_2011_tcm21-183371.PDF

Obviam - A track record of financial returns
and impact in emerging and frontier markets

Obviam is an independent investment advisor that offers a broad range

of investors access to impact investing in emerging and frontier markets.
Obviam’s senior partners have invested over US $400 million in more than
70 funds and 300 underlying small and medium sized enterprises (SMESs)
on behalf of the Swiss Confederation since 1999. Obviam continues to
invest on behalf of the Swiss Government, and is currently the investment
manager of the Swiss Investment Fund for Emerging Markets (SIFEM),
the Development Finance Institution (DFI) of the Swiss Confederation.

Obviam was established with an objective to
mobilise private investments for development.
SIFEM'’s capital remains the largest share of
Obviam’s mandate, but its goal is to attract
other clients that seek to invest responsibly
in emerging markets within an established,
sustainable structure. Obviam is a fund-of-
funds manager: it invests in private equity
fund managers operating on the ground in
developing countries.

SIFEM, similar to other DFls, tends to favour
investment in SMEs as it believes this is where it
can best support developing countries in terms
of job creation, private sector development and
improving economic revenues. Many SMEs in
emerging and frontier markets face barriers to
access capital and tend to suffer from a lack of
capital for growth because of a dearth of local
financing available. Consequently, Obviam
tends to invest in local private equity fund
managers that invest growth capital where
their investment can help, for example,
manufacturing to expand production lines

or build new warehouses for expansion.

All of Obviam’s investments for SIFEM follow
four critical development investment tenets:

Subsidiarity: providing long-term financing
in markets where it is scarce.

Leverage: mobilising third-party capital by
providing a ‘signalling’ effect to the market
through investments.

Additionality: taking an active approach
to investing, Obviam aims to assist private
equity funds it invests in (especially new
investment teams and first-time funds)
to develop and improve according to
international best practice.

Sustainability: ensuring investments
made are both financially viable and
follow ESG best practices.>




>Through their investments, Obviam expects
to generate impact outcomes including job
creation, access to capital, mobilisation of
third-party capital, enhanced labour conditions
and standards, and improved environmental
accountability and corporate governance.

Addressing blockages to SME growth is another

way in which Obviam’s investments create value.

Aside from capital, many of the SMEs require
operational and strategic input to attain growth
objectives. Obviam invests in private equity
funds that specifically cater to these needs. This
is done through assisting SMEs to define and
implement strategies across a host of activities
from financial reporting to product innovation.
These strategies include assisting SMEs to
manage ESG issues such as formalising board
structures, establishing health and safety
practices as well as conforming to social and
environmental standards in business operations.
Obviam’s ESG objectives are to ensure that
SMEs operate according to local laws at a
minimum and to put them on a path towards
international best practice.

Obviam has recently been building partnerships
for sustainable private equity fund initiatives in
areas such as clean tech, education, healthcare
and forestry. For example, it recently invested
in a sustainable forestry fund in Africa, which
faces the most significant deforestation rates
in the world. Other examples include an
allocation into an education fund in India and
the first clean tech fund in sub-Saharan Africa.

With an expected annual internal rate of
return (IRR) ranging from five to 15 per cent,
Obviam's strategies create value by providing
financial returns as well as positive social and
environmental impact.

You can read more about Obviam’s
impact investments here. &
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http://www.obviam.ch/impact/

CalPERS - Investing for the sustainable
economy across asset classes

The California Public Employees' Retirement System, better known as
CalPERS, provides retirement and health benefits to more than 1.6 million
public employees, retirees, and their families on behalf of 3,000 public
employers across the state of California. Its total investment portfolio

is valued at US$ 230 billion. CalPERS views sustainability, in its simplest
form, as the ability to continue. For a long-term investor like CalPERS,
sustainability considerations underpin investment decisions in order to
achieve long-term risk adjusted returns consistent with fiduciary duty.

CalPERS has approximately US$ 1.2 billion
invested in the alternative energy sector through
its Alternative Investment Management (AIM)
program. These investments are made in private
equity, usually venture capital, and are spread
across hundreds of companies. The majority
of these companies are in the biofuels and
solar sector (22 and 21 per cent respectively).
The rest is invested in wind, building and
energy efficiency, biomass and waste.

There are several promising companies in the
solar and biofuels sectors, which are targeting
an initial public offering (IPO) soon, but the
portfolio is still maturing and thus far, only
has a small number of significant winners.
Market adoption has been slower than
anticipated, and there is a tendency to
underestimate capital intensity in product
manufacturing and deployment.

For a large pension fund like CalPERS, these
investments represent a relatively small share
of their total AUM. However, in absolute terms
these investments are significant. By trialling
the diversification and performance benefits
of these investments, CalPERS hopes that
they are sending a signal to the market. For
example, their capital commitments to the
AIM Environmental Technology Program
helped catalyse an additional US$ 4 billion
of capital commitments into the alternative
energy sector. Over time as track records and
scalability improves, the size of their allocation
is likely to reflect those of more established
alternative asset class sub-sectors.>
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> In public equities CalPERS identifies
investment opportunities in those companies
that have been forward-thinking on climate
change. In 2010, US$ 500 million was allocated
to an internally managed public stocks
environmental index fund. This strategy is
modelled on the HSBC Global Climate Change
Benchmark Index and invests in approximately
380 securities around the world that derive
a material portion of their revenues from
environmentally friendly sectors such as low-
carbon energy production, energy efficiency
management and carbon-trading.

CalPERS has a long-standing investment in
forestlands. The investment target is one per
cent of the total investment fund representing
approximately US$ 2.3 billion. Investments are
made both in the US market and internationally
and are managed by external managers. They
are primarily plantations which can reduce CO2
emissions through carbon sequestration. For a
long-term investor like CalPERS, forestry is a
robust investment as it has proven attractive
risk-adjusted returns, low correlation with
other investments and diversification benefits.

You can access CalPERS' ESG Report here. K&

15


http://www.calpers.ca.gov/eip-docs/about/press/news/invest-corp/esg-report-2012.pdf

Christian Super - Gaining competitive advantage

Operating since 1984, Christian Super is a not-for-profit
Australian industry superannuation pension fund. It applies
Christian stewardship principles to the retirement savings of
over 18,000 members representing US$ 600 million in assets.

Christian Super’s members invest in the fund
partly because of its values — they hope to
make a positive social contribution to society
as well as earning a commercial financial
return for their retirement. In order to fulfil
this mandate, Christian Super has made a
number of investments creating a positive
social and environmental impact. Moreover,
these investments help Christian Super fulfil
its fiduciary duty by providing ways to gain
diversification to improve the risk/return
profile of the fund.

Its first such investment was in the clean
tech field. The investment was structured as
a private equity fund of funds, with a value of
US$ 25 million. The overall performance of this
investment has been better than the average
private equity fund in the sector although it has
not proved to be the diversifying investment
the fund had hoped. This is because in the
extreme circumstances of the financial crisis
it ended up being more closely correlated
with global equity markets and therefore a less
effective hedge against equity downside than
expected. Currently clean tech accounts for
three per cent of the fund's total assets,

all of which are located outside Australia.

The Australian clean tech market is difficult.
With other cheap sources of energy, renewabl
energy has struggled to meet performance
targets. Many of the efficiency technologies
have gone offshore for commercialisation.

However, the Australian government this
year put forward its plans for a US$ 10 billion
‘green bank’, the Clean Energy Finance
Corporation (CEFC), which it hopes will
catalyse private sector investment and
provide a pathway for institutional investors
to invest in renewable technology. The fund
says government indications that it may
accept below market rate for its portion

of the investments could bring on board
institutional investors willing to take up the
potential risk in expectation of receiving any
excess returns. However, the access to cheap
clean coal in Australia makes the development
of the clean tech market difficult.>

e
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> The fund has also invested in the area

of microfinance. Its first investigations date
back to 2008 when microfinance was moving
from being a capital returns only investment to
more commercial rates of return on successful
projects. The fund has made two allocations
so far: an initial US$ 7 million in 2009 and a
further US$ 5 million in 2010. Both exposures
are hedged back into AUD to protect against
volatility. The end beneficiaries of both those
investments are clients of microfinance banks
around the world. Over half of the ultimate
beneficiaries are women, and between 40 to
50 per cent are in rural areas. The clients use
the money primarily in microenterprise across
a diverse range of industries — from farming
and agriculture to clothing, small hardware or
tourist shops and small goods manufacturers.

Christian Super has also been a pioneer in quasi
public/private investment structures. It became
the first Australian superannuation fund to
put money into a fund with a Community
Development Finance Institution (CDFI) when
the government announced the development
of a new social initiative where it would match
dollar-for-dollar, any externally invested capital,
and take the first hit on any investment risk.

The deal is one of three such joint ventures in
Australia. The total pool of capital across these
three funds is US$ 40 million, of which US$ 20
million is granted from the government and
US$ 6 million invested by Christian Super. In
the short term it expects returns of around
4.5 per cent, rising to 6.5 per cent as the
projects mature and the interest rate cycle
comes out of its trough.

You can read more about Christian
Super's impact investments in their
2011 Annual Report. &
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www.christiansuper.com.au/resources/publications/member/2011-annual-report

Disclaimer

The information contained in the report is meant for informational purposes only and is subject to
change without notice. The content of the report is provided with the understanding that the authors
and publishers are not herein engaged to render advice on legal, economic, investment or other
professional issues and services. Subsequently, the PRI is also not responsible for the content of web
sites and information resources that may be referenced in the report. The access provided to these
sites does not constitute an endorsement by the PRI or the information contained therein. Unless
expressly stated otherwise, the opinions, findings, interpretations and conclusions expressed in the
report are those of the various contributors to the report and do not necessarily represent the views
of the PRI or the member institutions of the PRI. While we have made every attempt to ensure that
the information contained in the report has been obtained from reliable and up-to-date sources, the
changing nature of statistics, laws, rules and regulations may result in delays, omissions or inaccuracies
in information contained in this report. As such, the PRI makes no representations as to the accuracy
or any other aspect of information contained in this report. The PRI is not responsible for any errors
or omissions, or for any decision made or action taken based on information contained in this report

or for any consequential, special or similar damages, even if advised of the possibility of such damages.

All information in this report is provided ‘as is’, with no guarantee of completeness, accuracy, timeliness
or of the results obtained from the use of this information, and without warranty of any kind, expressed
or implied, including, but not limited to warranties of performance, merchantability and fitness for a
particular purpose. The information and opinions contained in the report are provided without any
warranty of any kind, either expressed or implied.
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