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Beyond Alignment: Contributing to the Sustainable

Development Goals

The United Nations’ Sustainable Development
Goals (SDGs) are a powerful organizational and
communications tool for institutional investors and
asset managers as they are universally accepted
across multiple facets of society. But the SDGs
are vulnerable to misuse, misrepresentation and
dilution. Investors need to ensure that when

a product is labelled as “aligned with the SDGs”
that it moves beyond just alignment and makes

a real contribution to positive social and
environmental outcomes. In this article we explain
how we have approached this challenge with

an investment in affordable housing, one of the

main sectors within social infrastructure.

The Sustainable Development goals are an agreed-upon
framework that can be utilized by all parts of society.
Governments, companies, investors, charities, NGOs and
even individuals can relate their actions and motivations to this
unifying language. The goals align the public, private, and
philanthropic sectors around 17 broadly recognized social and
environmental priorities.

For institutional investors and asset managers, the SDGs act as
a common language for discussing, managing and reporting on
their impact investment strategies. In fact, one of the most
common questions from forward-thinking asset owners to impact
asset managers is “are you aligned with the Sustainable
Development Goals?” Asset owners, whether motivated by
internal reporting requirements, portfolio construction
considerations or external client pressures feel the need to know
exactly which SDGs are being addressed in each investment.
However, if we end the discussion at SDG alignment, there’s

a risk that these incredibly important ambitions will be met in
name only and will lack substance and depth.

1. https://www.un.org/sustainabledevelopment/sustainable-development-goals/
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While mapping investments to SDGs is a worthwhile effort,
impact field builders are making it clear that “alignment” should
be only the first step, and the same—or even more—weight
should be given to how investments and active ownership
contribute to specific targets and indicators behind each
Sustainable Development Goal.

From Alignment to Contribution

Understanding the effect that our money has on the planet and
society is critically important for the investment world. As we
all—asset owners and asset managers—strive for meeting the
2030 goals set by the UN," we realize that additional effort and
ambition are required. Our duty as investors is to raise the level
of discussion and focus on how we achieve new and better
results. In our experience, that starts with an understanding of
which SDGs are being addressed, but then turns attention to
how we contribute to the achievement of the goals. To
communicate within the SDG framework but also move past
simple alignment with it, we must go beyond the 17 goals, and
examine the specific targets and indicators beneath.



Connecting Goals, Targets and Indicators

As discussed, by serving a wide audience, the SDGs are, by
design, very broad and act as a foundation for others to build
upon. Fortunately, behind each goal there are anywhere from
5 to 19 “targets” that speak in greater specificity about sought-
after outcomes. And behind each target are “indicators,” which
are the data points used to track progress towards each
target, as illustrated in the example in Exhibit 1. Backed by
these targets, we can define which specific actions—or
contributions—we can perform. Because contributions are

As we will later discuss in one specific example, we believe
the focus on defining and measuring real contributions should
be a key consideration when assessing an impact strategy.
This is because it not only results in clearer linkage with the
SDGs, but also because of the transparency it brings to the
portfolio. Investors will be able to leverage this information as
they map their investments against their own goals.

‘ ‘ We believe the focus on

often measurable, KPIs can be used to monitor progress and
improvement. Finally, using research and logic models, the
KPls can be mapped against the indicators tracked by the UN.

Exhibit 1: SDG 11, targets and indicators
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Source: United Nations Sustainable Development Goals.
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Utilizing the SDGs in Practice—

Social Infrastructure

For our social infrastructure strategy—managed by Franklin
Real Asset Advisors—the SDGs and their targets and indicators
are not simply a communication tool but inform our entire
investment process and are integrated in the Impact
Management Model.? For example, in screening and due
diligence, the potential to contribute to SDGs and their targets is
analyzed. During our full due diligence process, we identify
theories of change backed by key performance indicators and

case studies that demonstrate the degree of progress against
the Sustainable Development Goals and Targets, which are
then used in tracking and reporting. Finally, we prioritize
opportunities to manage the assets in ways that will advance

the SDGs.

When assessing an investment in affordable housing, we will
explore the multiple ways an investment can be impactful. We
can express a full theory of change that is guided by the SDGs,
as shown in the below graphic.

Exhibit 2: Contributing to the SDGs through an investment in affordable housing
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Source: United Nations Sustainable Development Goals and Franklin Templeton. For illustrative purposes only.

2. "Five Building Blocks for Impact Management. Impact in Practice: Social Infrastructure,” Franklin Templeton and Tideline, March 2019.
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DEFINING CONTRIBUTIONS

Our contributions play a critical role in grounding our efforts in the
social infrastructure space. By ensuring that investments include
one or more of the five actions below, it is possible to track how
investments lead to positive community and environmental
outcomes linked to the Sustainable Development Goals.

1.

Aligned, Long-Term Capital

Our objective is to maintain strong-performing assets and
enhance underperforming ones to improve the social services
and the environmental footprint they render. In some
arrangements, like a buy-and-lease-back, we can free up much-
needed public capital and provide liquidity to municipalities.

Towards a Deeper Understanding of Impact
When investors and asset managers think about the movement
from alignment to contribution and from goals to more specific
targets and indicators, we are, together, moving towards

a deeper understanding of real impact, and requiring more work
before an assertion of impact is justified. In other words, we are
raising the bar for what it means to be an impact investor
seeking to further the SDGs. Think of SDG-alignment as the
cover of a book. The cover helps us know what the book is
about, but only by reading the content will we know if it the book
is any good. Moreover, a good book has an intriguing story,
which in impact investing can be achieved through a research-

e ' ' o backed and data-driven theory of change that explains the
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v i . . . impact and the SDGs. The United Nations Development
We can create positive environmental impact through actions o ]
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upgrades could include installing energy efficient systems, measure their impacts on the SDGs.” The International
SRR e TR SpEes), [pelig feyelng 2t v Finance Corporation (IFC) has launched the Principles for
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4. Purpose-Driven Development for evaluating investor practices. Other leading methodologies
Select investments may arise with the opportunity to convert like the Impact Measurement Project’s Five Dimensions of
a non-social mfrz?structure Pwldmg into social mfra.str'ucture. Impact and the new IRIS+ system from the Global Impact
Other opportunities may arise to construct new buildings or to . . .
increase the building area used for social infrastructure. Investing Network are also gaining broader recognition,

helping to standardize and hopefully simplify how we

5. Tenant & Community Partnerships

Stakeholder engagement is critical to the success of social
infrastructure investments, and in some instances, opportunities
may arise to work with local partners to create new ways to
serve the community. Examples could include working with local
groups to install a business center with free wifi for underserved
residents, or partnering with civil servant tenants or healthcare
providers to hear ways we can work together to improve their
connection with the community.

‘ ‘ The leadership of field building

organizations and practitioners
shows that a more disciplined
path to achieving impact, and
not just hoping for alignment,
is possible.”

communicate true impact.

Conclusion

The leadership of field building organizations and practitioners
shows that a more disciplined path to achieving impact, and not
just hoping for alignment, is possible. Our own efforts in impact
measurement and management have been significant and
involved consultation with outside experts, system design,
testing and implementation by a dedicated impact team. Our
early learnings suggest the added discipline of impact
management makes for a more robust investment process and
creates transparency and authenticity around how we can and
cannot contribute to communities and the environment.

The impact investing space is growing and evolving rapidly, and
as we advance our understanding of what it means to contribute
to the SDGs we will be better equipped to allocate capital to the
most attractive investments with the highest potential for
meaningful impact.

3. UNDP SDG Impact “Q2 2019 Updates.”
For Financial Professional Use Only / Not for Public Distribution

franklintempleton.com Beyond Alignment: Contributing to the Sustainable Development Goals 6



2\ FRANKLIN
gﬁ TEMPLETON

About Franklin Real Asset Advisors

Franklin Real Asset Advisors (FRAA) has been investing
globally since 1984. Clients include major institutional and
retail investors around the world. The team provides global
expertise in private real estate funds, listed infrastructure
securities, and listed real estate securities.

The FRAA team invests in both private and public markets,
drawing on deep knowledge of global capital flows, investor
behavior, and sector trends across markets and regions. Each
of the world’s three major investment regions — the Americas,
Europe, and Asia Pacific — is covered by professionals with
experience in the local market, providing cultural perspective
and specialized asset class knowledge.
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For Institutional Professional Investors Only — not for Distribution
to Retail Clients

This material is intended to be of general interest only and should not
be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment
strategy. It does not constitute legal or tax advice. The views expressed
are those of the investment manager and the comments, opinions and
analyses are rendered as at publication date and may change without
notice. The information provided in this material is not intended as

a complete analysis of every material fact regarding any country, region
or market. This material is made available by the following Franklin
Templeton entities in those countries where it is allowed to carry out
relevant business.

In the United States — For Qualified Purchaser and Institutional
Investor Use Only — Not for Use with Retail Investors

For more information, please visit ftinstitutional.com.

Outside of the U.S. — For Qualified Purchaser and Professional
Investor Use Only — Not for Use with Retail Investors

Americas

Canada: Franklin Templeton Investments Corp., 5000 Yonge Street,
Suite 900, Toronto, ON, M2N 0A7, Fax: (416) 364-1163,
(800) 387-0830, www.franklintempleton.ca.

Offshore Americas: In the U.S. this publication is made available by
Templeton/Franklin Investment Services, 100 Fountain Parkway,

St. Petersburg, Florida 33716. Tel: (800) 239 3894 (USA Toll-Free),
(877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736.
Investments are not FDIC insured; may lose value; and are not bank
guaranteed. Distribution outside the U.S. may be made by Templeton
Global Advisors Limited or other sub-distributors, intermediaries,
dealers or professional investors that have been engaged by Templeton
Global Advisors Limited to distribute shares of Franklin Templeton
funds in certain jurisdictions. This is not an offer to sell or a solicitation
of an offer to purchase securities in any jurisdiction where it would be
illegal to do so.

EMEA

UK: Franklin Templeton Investment Management Limited (FTIML),
registered office: Cannon Place, 78 Cannon Street, London,

EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in
the United Kingdom by the Financial Conduct Authority and
authorized to conduct specific investment business in other European
countries either via MiFID outward service or via any of the following
outward branches in:

Romania: FTIML Branch Bucharest, 78-80 Buzesti Street, Premium
Point, 7th-8th Floor, 011017 Bucharest 1, Romania. Registered with
CNVM under no. PJM0O5SSAM/400001/14.09.2009.

Tel: +40 21 200 96 00, Fax: +40 21 200 9630, www.franklintempleton.ro.

Luxembourg: Franklin Templeton International Services S.ar.l. (FTIS),
registered office 8A, rue Albert Borschette, L-1246 Luxembourg.
Authorised and regulated in Luxembourg by the Commission de
Surveillance du Secteur Financier (CSSF) and authorized to conduct
specific investment business in other European countries via UCITS
and AIFMD outward service or via any of the following outbound FTIS
S.ar.l. branches as listed below:

Germany: FTIS Branch Frankfurt, Mainzer Landstr. 16, 60325
Frankfurt/Main, Germany. Tel: +49 (0) 69/27223-557,
Fax: +49 (0) 69/27223-622, institutional@franklintempleton.de.

Netherlands: FTIS Branch Amsterdam, World Trade Center
Amsterdam, H-Toren, 16e verdieping, Zuidplein 134, 1077 XV
Amsterdam, Netherlands. Tel: +31 (0) 20 575 2890.

Spain: FTIS Branch Madrid, Professional of the Financial Sector under
the Supervision of CNMV, José Ortega y Gasset 29, Madrid, Spain.
Tel: +34 91 426 3600, Fax: +34 91 577 1857.

Sweden: FTIS Branch Stockholm, Blasieholmsgatan 5, SE-111 48,
Stockholm, Sweden. Tel: +46 (0)8 545 012 30,
nordicinfo@franklintempleton.com.

South Africa: Franklin Templeton Investments SA (PTY) Ltd which is
an authorised Financial Services Provider. Kildare House, The Oval,
1 Oakdale Road, Newlands, 7700 Cape Town, South Africa.

Tel: +27 (21) 831 7400, Fax: +27 (11) 341 2301,
www.franklintempleton.co.za.

Switzerland: Franklin Templeton Switzerland Ltd, Stockerstrasse 38,
CH-8002 Zurich, Switzerland. Tel: +41 44 217 81 81/
Fax: +41 44 217 81 82, info@franklintempleton.ch.

U.A.E.: Issued by Franklin Templeton Investments (ME) Limited,
authorized and regulated by the Dubai Financial Services Authority.
Dubai office: Franklin Templeton Investments, The Gate, East Wing,
Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai,
U.AE., Tel: +9714-4284100 Fax: +9714-4284140.

APAC

Australia: Franklin Templeton Investments Australia Limited
(ABN 87 006 972 247) (Australian Financial Services License Holder
No. 225328), Level 19, 101 Collins Street, Melbourne, Victoria, 3000.

Hong Kong: Issues by Franklin Templeton Investments (Asia) Limited,
17/F, Chater House, 8 Connaught Road Central, Hong Kong.

Singapore: Templeton Asset Management Ltd, 7 Temasek Boulevard,
#38-03 Suntec Tower One, Singapore, 038987.
Tel: +65 64329754, Fax: +65 63379370, www.franklintempleton.com.sg.
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website.

Please visit www.franklinresources.com to be
directed to your local Franklin Templeton
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