STEP 1:

Set Strateqgy

CORE ACTIONS

In this step, investors develop or revise their strategy to advance social equity, including what
equity challenges exist and for whom. Core actions include:
11 Defining equitable goals that center the priorities of currently and / or historically
marginalized communities;
1.2 Articulating an impact thesis that addresses structural drivers of inequity; and
1.3 Embedding equitable goals into overall investment objectives, strategies, and policies.

1.1 Define equitable goals

Investors aiming to advance social equity typically focus their strategies on one or more key outcome
areas, such as:’

1. Equitable access to capital, e.q., financial services, credit, or homeownership.

2. Greater workplace equity in investee enterprises including diversity in staffing, management,
board representation, and equitable supply chain practices.

3. Equitable access to products and services, specifically those that enhance the well-being of
marginalized groups, e.g., healthcare, education, or housing.

These outcome areas could be a primary focus or integrated into other impact priorities. Investors can
use two entry points to address these outcome areas:

Entry Point #1: Focus on specific sectors or themes

This approach starts with an existing impact thesis or focus on particular sectors (e.g., healthcare)
or thematic issues (e.g., climate change mitigation). Investors then identify which groups within that
sector or theme are marginalized, which are privileged, and why. For instance, an investor looking to
integrate equitable goals into their existing climate resilience strategy may examine which communities
are disproportionately affected by environmental risks and which are insulated from them, and design
strategies to address inequities.

7 The Global Impact Investing Network. “Gender Lens Investing Initiative.” https://thegiin.org/gender-lens-investing-initiative/. The
Croatan Institute. “Capital at a Crossroads: Accelerating Racial Equity Investment Across Asset Classes"”. https://croataninstitute.
org/wp-content/uploads/2021/10/10_18_21_REEFS_TPA_Public-Final.pdf.
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Changes in one area often have ripple effects across other sectors—both positive and negative. For
example, educational outcomes may influence health outcomes, and vice versa.8 Impact goals set too
narrowly risk missing these interconnected opportunities.

Entry Point #2: Focus on specific social identities

Alternatively, investors may lead with a focus on communities that experience marginalization or
privilege on the basis of social identities (e.q., race, gender, sexuality). This involves understanding the
social, economic, and legal factors that contribute to inequity in a given region or cultural context.
For instance, the Measurement Framework for Equality and Human Rights from the UK. Equality and
Human Rights Commission highlights protected characteristics as defined by the U.K. Equality Act of
2021 (e.q., age, disability, gender reassignment).”

Investors then determine which sectors or themes are most critical to advancing equitable outcomes
in relation to identified communities. For example, in a community facing educational disadvantages,
the focus might be on increasing access to quality education or vocational training. In a community
experiencing economic privileges, the focus could be on expanding wealth-building opportunities to
additional groups.

Individuals embody multiple and overlapping identities, such as race, gender, age, and ability. Many
people experience multiple forms of discrimination or unique barriers based on these overlapping
identities, a concept known as intersectionality. Therefore, impact goals focused on one domain of
equity (e.q., gender) will need to acknowledge how this domain may interact with or be compounded
by other domains (e.g., age). For example, the Intersectional Feminist Housing Agenda for Canada
highlights that most women in Canada who report housing insecurity also report living with some
form of disability, and gender equity in affordable housing will require prioritizing accessible design."”
In this context, an intersectional equity-focused goal could be "access to safe, affordable, accessibly-
designed housing for women."

EMERGING PRACTICE

8

9

Use intersectional analysis to both inform and refine impact goals. For example, the Adaptation
Fund, which finances adaptation projects in emerging markets vulnerable to the adverse effects of
climate change, conducted a strategic review to apply an intersectional lens to their goal of "gender
equality and the empowerment of women and girls."" This review revealed how gender interacts with
various characteristics across multiple scales. For instance, gender intersects with ethnicity and caste
to influence access to resources. Women from the "minority” ethnic group in Wajir, Kenya had less
access to water, education, and training than women from ethnic "majority” groups and men from

both ethnic groups.

Zajacova, Anna, and Elizabeth M. Lawrence. “The Relationship between Education and Health: Reducing Disparities through a Contextual
Approach.” Annual Review of Public Health 39 (April 1, 2018): 273-89. https://doi.org/10.1146/annurev-publhealth-031816-044628.

Equality and Human Rights Commission. “Measurement Framework for Equality and Human Rights.” https://www.
equalityhumanrights.com/sites/default/files/measurement-framework-interactive_pdf.pdf.

10 Pan-Canadian Voice for Women's Housing, National Indigenous Housing Network, and Women's National Housing and Homelessness

n

Network. n.d. “An Intersectional Feminist Housing Agenda for Canada: A Briefing Guide for Canada’s Housing Minister.” https://
womenshomelessness.ca/wp-content/uploads/An-Intersectional-Feminist-Housing-Agenda.pdf.

Adaptation Fund. “A Study on Intersectional Approaches to Gender Mainstreaming in Adaptation-Relevant Interventions.” https://
www.adaptation-fund.org/wp-content/uploads/2022/02/AF-Final-Version_clean16Feb2022.pdf.
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Table 1 presents guiding guestions to assist in setting equity-focused goals based on the outcome areas and
entry points defined above. For either entry point, the process should end with a goal that incorporates two
key dimensions of impact: "What" outcomes the investor aims to influence and "Who" will experience them.”?

TABLE 1

Guiding questions to set equity-focused impact goals

Entry Point #1:
Investors have
selected the sector
or theme they will
focus on and have
begun to define
"what" types of
inequities they
want to address.

Entry Point #2:
Investors have

a clear idea

of “who" they
will address
inequities for - or
expand systems
of privilege to -
based on social
identities.

ACCESS TO CAPITAL

How does access

to capital influence
outcomes? Who has
access? Who doesn't?
E.g., technology
startups: investors make
more investments in
man-led vs. woman-led
enterprises.

Is access to capital
equitable in the chosen
sector? Which groups
face barriers? E.q.,
affordable housing:
Black developers face
barriers to accessing
financing.

What barriers do
members of the

chosen group face to
accessing capital? How
might barriers vary

for subgroups within
this group? E.q., race:
Black founders, and
Black women founders in
particular, face barriers to
debt and equity financing
such as structural and
implicit bias.

OUTCOME AREA

WORKPLACE EQUITY

How do workplace
policies and conditions
affect outcomes in the
sector? Who benefits?
Who is harmed? E.q.,
safety: low-wage Black
workers have higher
exposure to injury or
health risks.

What inequities do
the organizational
structures, cultures,
and policies of
enterprises in the
chosen sector produce?
E.qg., education:
discrimination impedes
women from advancing
to leadership roles in
schools.”

Can members of

the chosen group
access employment
opportunities (including
on Boards and

senior management)
equitably? Do workplace
policies benefit or

harm them? E.q.,

ability: in-person work
requirements privilege
able-bodied applicants.

12 "Impact Management for the SDGs" Coursera course based on five dimensions of impact.

13 Sawchuk, Stephen. “On Women's Equality Day, There's Still No Gender Parity in K-12 Schools.” Education Week, August 25, 2023.
https://www.edweek.org/teaching-learning/on-womens-equality-day-theres-still-nogender-parity-in-k-12-schools/2023/08.

PRODUCTS / SERVICES

What products and
services influence well-
being? Who benefits?
Who is harmed? E.g.,
health: transgender
people receive lower
quality health care
services.”

How do the chosen
sector'’s products and
services affect well-
being, and for whom? Is
access equitable? E.q.,
food systems: Indigenous
communities lack access
to healthy food.

What products and
services do members
of the chosen group
need or have privileged
access to? How is the
current market meeting
or not meeting their
needs? E.g., citizenship
status: all U.S. citizens
are guaranteed access
to health insurance
coverage.

Continued on next page...

14 Kcomt, Luisa, Kevin M. Gorey, Betty Jo Barrett, and Sean Esteban McCabe. “Healthcare Avoidance Due to Anticipated Discrimination
among Transgender People: A Call to Create Trans-Affirmative Environments.” SSM - Population Health 11 (August 1, 2020):
100608. https://doi.org/10.1016/j.ssmph.2020.100608.

Advancing Social Equity Through Impact Management — 3


https://impactfrontiers.org/norms/five-dimensions-of-impact/
https://www.edweek.org/teaching-learning/on-womens-equality-day-theres-still-nogender-parity-in-k-12-schools/2023/08
https://doi.org/10.1016/j.ssmph.2020.100608

TABLE 1 -
CONTINUED

Entry Point #2:
Investors have

a clear idea

of "who" they
will address
inequities for - or
expand systems
of privilege to -
based on social
identities.

ACCESS TO CAPITAL

What inequities in
access exist in the
defined geographic
area? E.g., country:
women borrowers

in China's online

credit market need to
demonstrate higher
profitability than men to
achieve similar funding
probability.”®

OUTCOME AREA
WORKPLACE EQUITY

What workplace
inequities affect the
chosen group? E.q.,
employees: persistent
discrimination from
India’s historical caste
system forces Dalits and
Adivasis to accept low-
paid, high-risk jobs.

What workplace
inequities exist in the
defined geography?
E.g., region: women in
the Middle East face
barriers to workforce
participation such as
expectations that they
assume all childcare.”®

PRODUCTS / SERVICES

What products

and services could
improve or exacerbate
inequity in the defined
geographic area? Is
the current market
meeting the needs of
all local residents? E.g.,
city: Black and Latine
residents of Memphis
face the highest rates of
food insecurity due to a
lack of affordable healthy
food options."”

Centering the priorities and perspectives of marginalized people and communities in impact goals is
fundamental to advancing equity. Table 2 presents three methods of understanding the lived experience
of marginalized people and communities when setting goals:

15 Chen, Xiao, Bihong Huang, and Dezhu Ye. “Gender Gap in Peer-to-Peer Lending: Evidence from China.” Journal of Banking & Finance
112 (April 2020): 105633. doi:10.1016/j.jbankfin.2019.105633.

16 "“Women's Labor Force Participation in the Middle East.” Think Global Health. https://www.thinkglobalhealth.org/article/womens-
labor-force-participation-middle-east.

17 Jones, Ryan. “ML14 Roots of Food Deserts: Race, Class, and Geography.” University of Memphis School of Law. https://www.memphis.
edu/law/about/ml14_rootsoffooddeserts.php.
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TABLE 2

Methods to center lived experience when setting goals
to advance equity

METHOD CONSIDERATIONS EXAMPLES

1. Consult third- + Resources developed by « Advocacy agendas developed by

party literature
such as evaluation
reports, strategic
planning
documents, and
advocacy agendas
relevant to the
geographic area,
sector, theme, or

community of focus.

2. Directly
engage with
intermediaries
who have an
established
relationship with
marginalized
communities.

members of marginalized
communities or using
participatory methods (e.qg.,
surveying affected community
members) are particularly
useful to inform equity-
focused strategies.

Literature should be

relevant to the context of

the investment strategy. For
instance, if an investor wants
to focus on gender equity in
Singapore, a survey of women
in India would not be relevant.

Intermediaries who are
embedded in or represent
marginalized communities

can provide deep and broad
expertise based on established
trust with community members.

The appropriate partner will
depend on the focus of the
impact strategy. An investor
focused on housing equity
may engage with leaders from
tenant unions, while investors
with a broader thematic or
geographic might engage
with an international network
of grassroots leaders (e.q.,
Thousand Currents).?°

grassroots organizations on behalf
of marginalized communities. For
example, Movement for Black Lives
outlines an “invest / divest” platform
that highlights priority investment
areas to improve the well-being

of Black Americans and harmful
industries to avoid.”®

Public, community-level reports
such as Community Health Needs
Assessments directly survey
community members.'”

Standardized thematic taxonomies
such as the IRIS+ racial equity and
gender themes.

Engaging with non-profits that serve
marginalized communities. For
example, The Women in Safe Homes
Fund consulted local women's shelters
to define portfolio-level target
outcomes that were aligned with the
priorities of unhoused women such

as feelings of safety and strength of
family relationships.”!

Partnering with social justice
advocates. For example, Adasina
Social Capital works with “Campaign
Partners” from organizations
advocating for racial, gender,
economic, and climate justice to
define impact goals in these areas.?

Continued on next page...

18 Movement for Black Lives. “INVEST-DIVEST - M4BL," n.d. https://m4bl.org/policy-platforms/invest-divest/.

19 “Community Health Needs Assessment for Charitable Hospital Organizations Section 501(r)(3).” Internal Revenue Service. https://
www.irs.gov/charities-non-profits/community-health-needs-assessment-for-charitablehospital-organizations-section-501r3.

20 Brooks, Ariel, Libbie Cohn, and Aaron Tanaka. “Social Movement Investing: A Guide to Capital Strategies for Community Power,”
March 2024. https://economicdemocracy.us/wp-content/uploads/2024/03/Social-Movement-Investing.pdf.

21 “Women in Safe Homes Fund.” https://resonance.ltd.uk/get-investment/social-enterprise-property/womenin-safe-homes-fund.
22 Adasina. “People.” https://adasina.com/people/.
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TABLE 2 - CONTINUED
METHOD

3. Directly engage
with marginalized
communities to
develop equity-
focused goals.

CONSIDERATIONS

Investors typically rely
on investee enterprises
to engage directly with
interested / affected
communities.

In some cases, investors
may choose to engage with
marginalized communities
directly to define portfolio-
level equity goals (e.g., for a
new fund ex-ante); however,
equitable and representative
engagement at the portfolio
level can require significant
resources, time, and

EXAMPLES

« Engaging with community members
in partnership with enterprises. For
example, Vox Capital partners with one
portfolio company per year to facilitate
customers surveys and focus groups
and uses insights to adjust their impact
hypotheses.?*

« Co-designing portfolio-level goals with
representative community members.
For example, the Michigan Good Food
Fund appointed a “stakeholder board”
of food system practitioners and
community partners across Michigan
to define the vision and priorities for
its statewide food financing strategy.?®

expertise.®

While the appropriate method(s) will depend on an investor's specific context, resources, and focus areas,
reviewing third-party literature is generally a useful starting point to understand any needs and priorities
that marginalized communities have already expressed publicly.

EMERGING PRACTICE

Work with community members to understand community strengths alongside assessing needs.
For example, The Reinvestment Fund partnered with local Baltimore residents, City officials and
a non-profit developer to redevelop vacant properties in historically disinvested neighborhoods.
The Reinvestment Fund worked with neighborhood organizations to develop an understanding
of the neighborhood, earn buy-in, and build on existing community dialogue about the outcomes
desired from redevelopment. They then performed a market analysis with the community to
target properties for redevelopment that were near existing community assets.?® This "building
from strength” approach successfully attracted additional private investment, resulting in a 92%
reduction in residential vacancy and a 165% increase in median income since 2006.%

23 Refer to the guide "What Does it Look Like to Equitably Engage People with Lived Experience” from the U.S. Office of Human
Services Policy.

24 Kassam, Nadia. “How Three Impact Investors Engage Their Most Important Stakeholders to Validate Impact.” 60 decibels, August 2,
2023. https://60decibels.com/insights/impact-investor-stakeholder-engagement/.

25 Michigan Good Food Fund. “New Stakeholder Board.” https://migoodfoodfund.org/impactstory/stakeholder-board/.

26 Rohn, Kacy. "Rebuilding Baltimore, from Urban Renewal to Project C.0.R.E.: Neighborhood Revitalization, Historic Preservation,
and the Lessons of the Past,” 2017. https://api.drum.lib.umd.edu/server/api/core/bitstreams/8e03b01b-8018-466b-983d-
09b8c077320e/content.

27 Rebuild Metro. “Our Legacy: Oliver/Broadway East.” https://rebuildmetro.com/case-studies/our-legacyoliver-broadway-east.
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1.2 Articulate an impact thesis

People and communities can experience inequity due to both past and present discrimination at
the institutional level (through discriminatory policies, practices, and programs within individual
organizations) and the structural level (through policies, practices, and norms across institutions and
history).?® This discrimination disadvantages certain groups based on social identities such as race,
gender, and sexual orientation.

Investors aiming to advance equity can account for both institutional and structural factors in the impact
thesis they use to describe the expected pathway from investment inputs through to desired outcomes.
An impact thesis (or theory of change) is "an outcomes-based hypothesis of how an enterprise, fund,
issuer, investment, or investee is expected to contribute positively to sustainable development and the
SDGs. The impact thesis may be separate to, but ideally is integrated into, strategy, business models, or
investment thesis, as applicable. Relating to funds, typically the fund will develop its overall impact thesis
with respect to the fund, and then develop an impact thesis for each of its investments or investees.
However, some investees may have already developed their own impact thesis (or theory of change) that
the fund reviews as part of its pre-screening and due diligence process."??

An impact thesis will need to address the underlying drivers of inequities to create lasting improvements
in the well-being of marginalized people and communities.?® Approaches such as root-cause analysis
can help identify the factors driving inequities to determine which activities and outputs to prioritize for
change. This approach is beneficial because it:

e Uncovers and articulates critical assumptions about why a given outcome will be achieved,
ensuring that the theory of change is realistic and responds to the historic context of
current inequities.

e |dentifies investment opportunities that directly address structural drivers of inequities (See
Case Study 1: Melville Charitable Trust).

28 For clarification on usage of the terms “institutional” and “structural” in this document, see: “Inner Work: The Heart of Organizational
Equity Work." FSG (blog), April 4, 2022. https://www.fsg.org/blog/inner-work-the-heart-of-organizational-equity-work/.

29 "Private Finance for the SDGs | SDG Impact Standards Glossary.” http://sdgprivatefinance.undp.org/.

30 Lawrence, Keith, Andrea A. Anderson, Gretchen Susi, Stacey Sutton, and Anne C. Kubisch. “Constructing a racial equity theory of
change.” (2009). https://www.publicequitygroup.org/s/Roundtable-on-Community-Change-RETOC.pdf.
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SAMPLE ROOT-CAUSE ANALYSIS DIALOGUE®*

The guestions and answers below demonstrate the process of root-cause analysis through
a sample dialogue that explores the drivers of a health outcome inequity between Black and
white residents of a community:

QUESTION ANSWER

1. "Why is the rate of diabetes so "Because X eat poor quality, sugary foods."
much higher for X residents?"
"Why do X eat those foods?" "Because those foods are cheap,”
“"Why would X people in this "Economic inequality, wage and employment
community buy cheap food?" difference, and food deserts / lack of access

to healthy foods by neighborhood.”

4. "Why do these conditions exist?"” "Disinvestment in community resources
such as grocery stores and other
infrastructure; predatory lending; legacy
of discriminatory real estate practices.”

In this example, after reviewing data showing a gap in diabetes rates between white and Black
residents, an investor may ask, "Why is the rate of diabetes so much higher for X residents?"

A common response might be, "because X eat poor guality, sugary foods." An investor who
stops at answering the first "why" might assume the gap stems primarily from individual
choices, leading to an emphasis on behavior change outputs such as nutrition education.
However, by continuing to ask additional "whys," the investor would likely identify structural
barriers such as economic inequity and food deserts, and instead focus on interventions like
improving access to jobs or affordable groceries in marginalized communities.

Technigues such as systems mapping can also be helpful to analyze the causal relationships between
multiple elements in a system that influence inequity. For example, the SIIFIC Wellness Fund defined a
goal of "wellness equity” for their investments in healthcare products and services. They used systems
mapping to understand the root causes of challenges in cancer treatment in Japan and determined that
investments focused on improving patients’ holistic health would be most promising for achieving the
system transformation required for wellness equity.*

Investors can use the three guestions in Table 3 to assess their impact thesis for equity and determine
whether they are addressing structural barriers:*

31 Adapted from: Bernabei, Erika, Julie Nelson, Simran Noor, Dwayne Marsh, Ryan Curren, Karen Shaban, Fairfax County, and Virginia
Kratowicz. “Racial Equity: Getting to Results.” Government Alliance for Race & Equity. https://www.racialequityalliance.org/
viewdocument/racial-equity-getting-to-results-2.

32 Miura, Reiri. “System Mapping: J PHARMA.” SIIF Impact Capital, Inc., October 5, 2023. https://siific.co.jp/siific-wellness-fund-invests-in-
j-pharma-co-ltd-a-paradigm-shift-in-cancer-treatment/.

33 We All Count. “Foundations of Data Equity: Impact Investing Sector Workbook,” 2022.
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TABLE 3

Assessing impact theses for equity

QUESTION

1. Where is the
onus to change?

2. What is the
definition of
success?

3. Whose
perspective is
embedded in each
of these?

CONSIDER

Whether the responsibility
for change is equitably
placed on the people,
institutions, or
environmental conditions
that are creating and
perpetuating inequities,
or inequitably placed on
marginalized communities.

Definitions of success

can vary based on
individual and community
priorities, leading to
different interpretations of
outcomes. It is important
to clarify how success

is measured and whose
outcomes are being
prioritized.

Centering the lived
experiences of marginalized
communities in theories of
change means prioritizing
their perspectives on both
where the responsibility for
change should lie and how
success should be defined.

EXAMPLE

An impact thesis focused on increasing
primary care utilization among BIPOC
men places the responsibility for change
on BIPOC men by defining the outcome
as a change in individual behavior: how
frequently BIPOC men visit a primary care
doctor. This approach overlooks structural
barriers to care access such as insurance
status, provider availability, or lack of

paid sick leave. By focusing on individual
behavior rather than systemic issues, this
approach risks missing the opportunity to
address the root causes of inequity.

An impact thesis focused on increasing
incomes in a community might be
considered a success if “increasing incomes”
is understood as raising the average income
across a group, such as low-income residents
of a specific zip code. However, if success is
defined as equitably increasing incomes for
different demographic subgroups, such as
low-income women versus low-income men,
the same initiative could be viewed as a
failure if it does not achieve equity between
those subgroups.

Women seeking improved financial health
might define success as increasing their
savings and believe that current bank
policies are their biggest barrier, leading to
a focus on changing interest rates or fees.
On the other hand, a bank might define
women's financial health by their credit
scores and believe low credit scores to be
a result of individual knowledge or choices,
leading to a focus on financial literacy
trainings or advisory services.
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CASE STUDY 1

Melville Charitable Trust”

In 2021, The Melville Charitable Trust launched a new Grantmaking Strateqgy for Equitable Results
for housing and homelessness to focus on the root causes of homelessness and housing instability
for the people most impacted: Black, Indigenous, and Latine people with extremely low incomes.

Beginning with a review of data on racial inequity in homelessness, Melville Trust then engaged
in conversations and held imagination sessions with community organizers, housing justice
advocates, researchers, urban planners, and community members to explore how issues such as
land use, zoning, and housing policies perpetuate racial inequity in housing and health outcomes.

Based on their analysis, they decided to focus on three root causes:

Lack of rapid pathways Insufficient income Racist housing, zoning,
to decent, permanent and assets that create and land use policies
housing for people housing instability that perpetuate
experiencing, and at-risk and expand the racial housing instability and
of homelessness; wealth gap; and homelessness.

The Theory of Change below illustrates how their grantmaking strategy will address these root
causes to achieve equitable results in housing stability.

Melvills "
Charitable Trust

Theory of Change

Black, Indigenous, and Latino/a/x people with extremely low incomes have the highest rates of homelessness and
unstable housing. To directly address these deep disparities, our grantmaking will focus on equitable results and,
specifically, the communities most impacted. Collaborating with other partners and funders over the next 10
years, we will significantly reduce homelessness and the number of severely cost-burdened households.

Vision: All Black, Indigenous, and Latino/a/x people with extremely low incomes will live in
safe, stable, affordable housing in neighborhoods that allow them to thrive.

Long-Term Change
Race is no longer a predictor Racial wealth
of who is most likely to gap closes
become homeless our GM
Zip codeis
People exiting systems no longer a
will not face predictor of life
homelessness expectancy

Root Causes
of Homelessness
Driving Our Work

Lack of equitable and rapid pathways to Insufficient income and assets Racist housing, zoning, and land use

decent, permanent housing for people that create housing instability and policies that perpetuate housing
experiencing and at risk of homelessness expand the racial wealth gap instability and homelessness

April 2021

34 Hendrigan, Aimee. "Our New Grantmaking Strategy for Equitable Results - Melville Charitable Trust.” Melville Charitable Trust,
February 7, 2022. https://melvilletrust.org/6619-2/.
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EMERGING PRACTICE

Place expectations for change on institutions when developing an impact pathway to advance
equity. For example, the CDFI Racial Equity Collaborative on Education defined improved school
performance based on institutional factors such as school curriculum, culture, and disciplinary
practices. These factors were identified to contribute to a sense of belonging and positive identity
development for students of color, important drivers for long-term health and success. This
conceptualization of outcomes placed the onus to change on the school rather than on students of
color, and embedded student definitions of success.®

1.3 Reflect goals in investment strategy

Embedding equitable outcomes into legal and governance documents helps ensure alignment with overall
investment strategy and promotes accountability. By formalizing their commitments, investors are better
positioned to integrate social equity throughout their investment processes (Step 2).

One foundational practice for embedding equitable goals into strategy is ensuring that impact objectives
and investment strategies are consistent. The Impact Principles require managers to deploy capital in
a way that aligns with impact goals, ensuring these goals reflect the organization's mission and values.3®

For example, after the KL Felicitas Foundation (KLF) committed 100% of its investment portfolio to
achieving positive impact in emerging global markets, in addition to updating their mission statement,
they established a set of new "guiding principles” to underwrite investees with an integrated climate,
gender, and environmental lens. Embedding their revised impact objectives in their underwriting process
has allowed KLF to identify opportunities at the nexus between climate, social justice, and gender to reach
the people and communities who disproportionately experience the negative effects of climate change.®

Other investors demonstrate their commitment to social equity by incorporating it as an investment
belief. For instance, the California Public Employees' Retirement System (CalPERS) includes diversity as
one of its ten core investment beliefs.*®

Investment Policy Statements (IPS) are essential tools for asset owners to ensure that their investment
objectives and impact goals are consistently aligned with the strategies employed by asset managers. For
example, The California Endowment’s IPS includes five key goals to advance equity, such as the inclusion
of women and minority-owned firms in its investment portfolio.>

35 Dun Rappaport, Catherine, Olivia Rebenal, Alexis Dishman, Eliisa Frazier, Tsegaye Yilma Dessalegn, Sybil I. St. Hilaire, Sooyoung
Hwang, Molly Melloh, and Khaliff Davis. “Learning to Change: Reflections of the CDFI Racial Equity Collaborative on Education.”
Low Income Investment Fund (blog), October 12, 2020.

36 "Principle 1| Operating Principles for Impact Management.” https://www.impactprinciples.org/9-principles.
37 Kl Felicitas Foundation. 2023. “2X Global.” 2X Global. March 9, 2023. https://www.2xglobal.org/case-studies/kl-felicitas.
38 CalPERS. “CalPERS Mission & Vision." https://www.calpers.ca.gov/page/about/organization/calpers-story/our-mission-vision.

39 Benjamin, Cassandra, Agnes Cho, and Devon Winey. “Building Trust & Equity: What the California Endowment Has Learned from over a
Decade of Impact Investing 2 |,” n.d. https://www.calendow.org/app/uploads/2023/11/TCE_Racial-Equity-Report_FINAL-110223.pdf.
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EMERGING PRACTICE

The Investment Policy Statement can be a powerful tool to signal the transformational values
that shape an organization's investment philosophy, such as a commitment to building power in
marginalized communities. For example, Justice Funders incorporates a Just Transition Investment
Framework into their IPS. This framework defines their investment strategies, priorities, and
fund terms to align with equity. A key aspect of this is a formal commitment to prioritize trust-
based lending practices during diligence processes, reflecting a shift away from traditional power
dynamics. Additionally, Justice Funders seeks to transfer risk to wealth holders as part of a broader
focus on reparations and redistribution, signaling commitment to addressing historical injustices
and fostering systemic change.*®

E GUIDANCE ON IDENTIFYING AND MITIGATING IMPACT RISKS

Special attention to the following processes can help investors identify and mitigate impact risks
when developing equity-focused impact strategies:

UNDERSTANDING LIVED EXPERIENCE:

Risk: Community engagement strategies that prioritize informing over listening or collaborating with
communities risk "tokenizing” participants. Additionally, without seeking out or involving all relevant
voices—including hard-to-reach or dissenting viewpoints—investors may fail to consider the needs of
all community members in their strategy.

Mitigating measures:

e Before engaging with community members, clarify the purpose of engagement and ensure
feedback will be used to influence or change rather than confirm decisions.

e Adopt accessible engagement methods (e.qg., a survey distributed through community
organizations serving people with visual or hearing impairments or speakers of other
languages).

e Consider intersectional identities when collecting and analyzing data.

e Collect gualitative data to capture the diverse and nuanced experiences of different groups
and ensure more comprehensive insights (refer to Step 2 for guidance on qualitative data).

Example: To identify climate resilience solutions that would effectively address the highest-
priority challenges faced by marginalized communities, gb. consulting developed and deployed a
12-month, multi-city community engagement strategy for an investor client. Process choices such
as translating materials into multiple languages, providing live translation during focus groups,
compensating participants, and scheduling sessions outside of traditional workday hours promoted
inclusivity and accessibility for the most marginalized community members.#?

40 Just Transition Integrated Capital Fund. “The Just Transition Integrated Capital Fund Investment Policy Statement.” https://drive.
google.com/file/d/TONHUScr2WDFOR_uJwYMbwEa3AK8nIh8E/view.

41 See Impact Risk, “Community participation risk,” “Drop-off risk,” and “Execution risk.”
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ANTICIPATING RETRENCHMENT:

Risk: Progress toward social equity can face retrenchment, where early successes are undone due
to increasing resistance. For instance, officials who initially support data transparency in school
districts may withdraw that support if the data reveals inequities, such as gaps in resources between
different neighborhoods.

Mitigating measures:
e Research and anticipate potential sources of resistance based on past opposition.
e Track public feedback through community meetings or news.
e Collaborate with community allies who understand local dynamics.

e Join or develop coalitions with other investors to share learnings and best practices for
anticipating and overcoming resistance.

Example: The Race and Equity in Philanthropy Group serves as a hub of peer learning, support,
and best practices for integrating racial justice principles into institutions. Based on a convening
of foundation executives from the American South, the group released a statement outlining
strategies for maintaining commitments to racial equity in the face of increasing political opposition
in Southern states.

ALIGNING WITH INVESTMENT THESIS:

Risk: The types and terms of financing defined in the investment thesis may undermine goals to
advance equity. For example, if a lender has an impact goal of increasing access to capital for Black
borrowers but does not increase flexibility on risk tolerance or assessment, they may continue to
disproportionately screen out Black applicants with lower net worth.*

Mitigating measures:

e Assesswhether asset classes or risk and return priorities disproportionately exclude marginalized
communities and consider revising them to align with equity-focused impact goals.

e Examine risk and return assessment frameworks for bias and consider alternative metrics.

Example: The Beacon Fund sought to increase access to capital for women entrepreneurs in
Southeast Asia, and found that financing options were limited to venture capital and private
equity. After learning that a large segment of women entrepreneurs focused on small and midsize
enterprises (SMEs) that did not meet the high-growth expectations of traditional venture capital
and private equity firms, they chose to offer debt products that better fit the needs of women with
moderate growth, cash-flow positive SMEs.##

42 "Stakeholder Engagement That Doesn't Suck.” https://gb-consulting.ck.page/403440cd8e.

43 "Five Reasons Minority Borrowers Can't Access Capital - Third Way." https://www.thirdway.org/report/fivereasons-minority-borrowers-
cant-access-capital.

44 Beacon Fund. 2023. “About - Beacon Fund.” Beacon Fund. October 29, 2023. https://beaconfund.com/about.
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