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UBS serves high net worth and ultra high net
worth individuals, families and family offices by
delivering the expertise, advice and customized
solutions you need—from across the firm and

around the world.

Family Advisory and
Philanthropy Services serves
as a thought-partner to families
of exceptional financial success
by providing advice and solutions
on topics critical for families

to flourish for generations.
These topics include intentional
communication and decision-
making, generational transitions,
family wealth education, family
governance and creating
meaningful philanthropic
legacies to maximize impact
locally, nationally and globally.

Family Office Solutions

is a team of specialists that
exclusively works with USD 100
million+ net worth families and
family offices. The team helps
clients navigate the challenges
and opportunities across their
family enterprises, including
their businesses, family offices,
philanthropic structures,

and passions and interests.
Having this expertise under
one roof allows for integration
and layering of services

across the UBS ecosystem,
delivering a personalized,
holistic client experience.
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Introduction
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The underlying basic tenet of investing is to preserve and
grow wealth through financial gain. But what counts as

the “bottom line” is being shaken by new forces. There has
been and continues to be an incremental and consistent shift
toward incorporating other priorities in investment strategies,
such as the effects on society and the environment.

The driving principles behind investment and philanthropic strategies
have historically been unrelated, but we are beginning to see a
convergence of these themes among ultra high net worth individuals
and families in terms of how they deploy their capital across both
strategies. We often say that “philanthropy is biography” and this also
stands true for investing. Both are inspired by what the investor cares
about, how they want to influence the world they live in, and the
legacy they want to leave for their own family and the world at large.

This convergence to date may be more of an organic evolution
rather than an intentional one. Investors are increasingly looking to
align their investment portfolios with their preferences and interest
in sustainability. Although sustainable investing is not new overall,
it is “new to me” for many individuals who have not articulated
(or discovered) how to weave their impact and sustainability
objectives through the end-to-end value chain that runs from
sustainable investing through to and including philanthropy.

What we are increasingly seeing is an intentional through-line narrative
of impact. Of investors wanting to make a difference. Of investors
wanting to be purpose-driven and wanting to utilize both investment
and philanthropic deployment structures and strategies to contribute
to, or even drive, improvement or enhancement in measurable ways.



One definition for the word “impact” provided by the Oxford English
Dictionary is that of “a marked effect or influence.” In this paper, we
define impact as a measurable outcome caused by the intentional
deployment of capital, seeking to achieve positive change.

The considerations of interests, investments and impact have
historically been largely disconnected. We are now starting to see
a convergence of views that is influencing approaches that include
all three. It is our hope that this paper will serve as a guide to help
investors intentionally ask the same questions and align their
investment and philanthropic strategies, seeking impact across all.

The process of alignment across investment strategies is iterative

and it requires taking risk, assessing sustainability and financial
performance, refining investment strategies and then continuing to
make choices in the pursuit of improvement. It does not function in
a vacuum without consideration of investment risk and market rate
returns. Instead, it requires adopting a comprehensive analytical
framework that is based dually on financial goals and investor interests,
so there is no misalignment between actions and values or beliefs.

The concept of effecting real change, of making incremental societal
or environmental enhancements for good, is truly the underpinning of
this approach. In many cases, impact can even be “systemic,” seeking
to identify and address the root causes of issues on a large enough
scale that leads to long-term positive impact and social change.

Investing isn’t one-directional and philanthropy isn’t either. There is
an element of cyclicality of investing for returns and for impact—it is
the learning process and the resulting recalibration of this iterative
process that leads to systems change.
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Motivations can converge across sustainable investing
and philanthropy. Let’'s go further and describe the two
parallel tracks that interweave purpose, values and
intention, creating an “impact continuum” of choices
led by behaviors and preferences.

Impact continuum

o oo
..........
A Ce

Exclusions/ESG Sustainability
integration focus

Excluding companies or Sustainability objectives
considering ESG factors explicitly drive the

Impact
investing

Explicit intent to generate
measurable, verifiable,

Investing in analysis. strategy. positive change.
Philanthropy "Checkbook” Strategic Social
philanthropy philanthropy finance
Donations to nonprofits Strategic, evidence-based “Pay for success”
. . to help achieve their donations to achieve financing to create
TR vision. specific outcomes. measurable outcomes.

It is important to note that while we are framing these as parallel
tracks in order to illustrate the similarities across both investing

and philanthropy, all of these options can (and do often) present
concurrently. This continuum does not create an either/or proposition,
but instead presents the menu of options available.

Each point on the continuum serves a specific purpose. In theory
(and in practice), one could end up with any combination of these
categories in a basket, each emphasizing different goals and
degrees of impact. The concept of diversification is relevant here, as
incorporating a variety of both investment and philanthropic tools
may help you achieve your goals more holistically and completely.

Considering both these “tracks” in parallel allows you as the investor
to incorporate what is important, and how you activate or deploy all
your various tranches of capital.

So, let's work our way across these parallel tracks, from left to right.
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Making more conscientious and holistic investment
decisions is starting to become more commonplace

overall, and especially among younger demographics.

Responsible investing historically began with the
practice of excluding specific businesses and/or
industries that were deemed to engage in harmful or
unethical practices that negatively impacted society
or the environment. To this day, investors often apply
exclusions related to “sin stocks” such as tobacco,
weapons and gambling, as well as companies that
incorporate animal testing or are opening new coal-
fired power plants. Excluding sectors that are not
aligned with sustainability objectives, or that might
be faced with meaningful risks, may align with your
personal values and preferences.

Exclusions as a tool can be applied to complement
both traditional and sustainability focused
strategies, but by itself, this approach does not
create a way for the investor to drive positive
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change in those industries, or to drive a “race to
the top” for continuous improvement for
companies within each sector. As such,

simply applying exclusions to an investment
strategy may not be sufficient for it to drive
sustainability outcomes.

Similarly, the basic consideration of environmental,
social and governance (ESG) risks as part

of business-as-usual investment analysis is
increasingly becoming table stakes in the
investment industry. The Global Sustainable
Investing Alliance estimated that as of 2020, over
USD 25 trillion in assets managed professionally
globally integrated ESG in the investment process.
While this is a welcome development, simply
including these considerations without them
driving investment decisions may help manage
sustainability risks in portfolios, but is unlikely

to move the needle over the longer term for
companies. Therefore, we see ESG integration,



like exclusions, as a tool for all rather than
a deliberate approach for investors focused
on sustainability.

With respect to philanthropy, giving often starts
with the practice of “checkbook philanthropy”—
of making cash donations to nonprofit
organizations. Donations in this category are often
of a responsive nature—donating to a nonprofit’s
direct outreach for a campaign, donating to a
friend’s race efforts, or attending a gala or other
fundraising event. Included in this category also
are the direct donations to organizations and
causes that are meaningful and important to the
donor (see “Understanding motivations: The
power of a philanthropic plan”).

What is missing in the checkbook philanthropy
category is that it lacks active inquiry around
effecting change. While philanthropic efforts
in this category can be sizable and generous,
they may result in simply putting a Band-Aid

on an issue as opposed to getting to the root
cause of an issue. For example, if someone wants
to support a homeless shelter by donating to
increase the number of beds in that shelter, that
is a noble effort. But it does not seek to assess,
understand or address the variables that contribute
to homelessness. Donations of this nature will
continue to pay for more beds, never tackling

the underlying causes of homelessness with an
eye toward reducing it and helping create new
pathways to lift people out of such hardship (or
prevent them from becoming homeless in the first
place). The inquiry around prevention or tackling
homelessness at its root cause will take time, so

a parallel effort could include investing in this
inquiry, while also donating toward the purchase
of more beds for the shelter, an imminent and
time-critical need.

Moving along the continuum, we start to see

shifts in behavior and more active consideration
as part of the examination of investment options
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Exclusions/ESG Sustainability Impact
Investing integration focus investing
Philanthropy “Checkbook” Strategic Social

philanthropy philanthropy finance

(either in terms of returns being sought or looking
for improved philanthropic outcomes). Progress

or movement along both themes starts to occur
simultaneously. Investors begin to see that the
deployment of capital is not simply one-directional,
and the same types of questions can be asked.

On the investment track, moving from exclusions
and ESG integration, sustainability-focused investing
enables one to become intentional not only about
which issuers are screened out from the investment
universe, but which are screened in. As we have
noted in the paper by the Chief Investment Office
(Cl0), “Sustainable Investing Strategic Asset
Allocations, ” sustainability-focused investing

means elevating investment-relevant sustainability
considerations—such as how a company manages
its human capital or whether it stands to benefit
from government investment on clean energy—to
drive the selection of stocks and bonds to invest in.
This approach goes a step beyond ESG integration
with clear intentionality. ESG integration can be
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applied across all investment strategies, and it

can also be leveraged in strategies that have an
explicit sustainability focus. A proactive and explicit
focus on social and environmental issues enables
investors to ask whether their portfolio is positioned
for a changing world where sustainability
considerations such as climate change or diversity
are increasingly influencing financial performance.
It also allows for alignment between interests in
topics as varied as access to water, pollution and
waste management, or people’s well-being, and
investment opportunities that provide long-term
growth opportunities. For more detail on this, see
the CIO report “ESG and Beyond.”

On the philanthropy track, the active consideration
begins to move away from responsive checkbook
philanthropy to a version of philanthropy that is
purpose-driven and solutions-oriented, and one
that emphasizes the application of performance
measurement and of management tools. John D.
Rockefeller coined this to be the “business

of benevolence.”



o oo
..........
A Ce

Exclusions/ESG Sustainability Impact
Investing integration focus investing
Philanthropy “Checkbook” Strategic Social

philanthropy philanthropy finance

The model of strategic philanthropy applies the
principles of business and, in particular, venture
capital, to philanthropy to increase the efficiency
and impact of those philanthropic efforts over a
long-term horizon. It seeks to address a pressing
societal or environmental issue with a particular
emphasis on interventions that can be scaled, if
proven effective.

The focus on outcomes while driving toward
solutions encourages an iterative process to
continually refine and improve program delivery.
This methodology also emphasizes moving away
from funding interventions that don’t have
measurable impact (see “Venture philanthropy:
Achieving greater impact and driving towards

systems change” ).

As we move furthest to the right in our illustration,
we are also advancing to the most sophisticated
considerations on the continuum.

. .
......
---------

At this stage, inquiries about impact are fully
embedded into both the investment and
philanthropic considerations. The questions are
no longer compartmentalized. They are no longer
exclusively focused on the cost-benefit analysis

of seeking market rate returns versus accepting
some returns along with a compromise. It is no
longer a choice between directing philanthropic
dollars with no expectations of returns and having
a targeted focus on performance. Paradigm shifts
are truly moving the needle on issues that matter.

On the investing continuum, impact investing seeks
to drive intentional, measurable positive change
while looking for competitive market returns. The
most intentional of approaches, it enables investors
to make a positive difference through their capital by
providing needed financing to address global
sustainability challenges.
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Wealth is now being catalyzed in a fully integrated

way along the continuum, with the goal of contributing
to improvements, enhancements, betterment of
companies, of the environment, of humanity, of society.

What is strategic philanthropy?

Strategic philanthropy has four
defining characteristics:

1. Innovation: It takes risks that
other types of funding might not.

2. Evidence: It requires evidence
that the problem can be solved.

3. Collaboration: Funders, specialists and
other philanthropists join to achieve
maximum scale and impact.

4. Scale: Its ambitions can extend to
solving larger, complex challenges
of a regional or global nature.

Strategic philanthropy is designed to tackle
the root cause of a problem. In doing so, the
impact can be greater and certain issues can
be eradicated. As strategic philanthropy
evolves, so grows the potential for

effecting impact at scale.
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Social finance is an innovative, newer impact-
inspired category within philanthropy whereby
private capital is being introduced into the
equation to address substantial and pressing
societal and environmental issues. This approach
requires significantly larger sums of philanthropic
capital and is part of a movement of utilizing
innovative financing vehicles for philanthropic
purposes that incorporate pay-for-performance
results-based financing and accountability
measures. Donors are “investors” in these models
and look for the organizations they support to
generate a measurable social (and sometimes
financial) return.

Wealth is now being catalyzed in a fully integrated
way along the continuum, with the goal of
contributing to improvements, enhancements,
betterment of companies, of environment, of
humanity, of society.






The case for intentionality and
an interconnected approach




Why do families consider impact or sustainability
in their giving and investing? The reasons vary
and are often deeply personal.

Some have a personal
connection to a specific theme,
issue or geography. Others

are hoping to create a legacy
that will have a lasting positive
impact. And others seek to
embed themes that matter—
to themselves, to people and
planet, and to their portfolios—
into how all their capital is
deployed to minimize risks

and maximize opportunities.

While it is true that motivations
differ across individuals, we
believe that these goals can
intertwine and converge if

we adopt a systems approach
to positive change.

Applying a systems
lens to aligning interests
with capital

Our world is interconnected.
The natural environment,

our health, governance
systems, economic growth,
political directives, investment
decisions and social outcomes
are all part of a complex
system of interrelated
components. A change in one
part of a system can result in
unpredictable, perhaps
unintended, consequences

in a different part of the
same system. These changes
are often cyclical, rather

than linear in nature, and
operate in feedback loops.

Let's take a detour
to illustrate this.

The connection between the
food system and the natural
environment provides a good,
albeit simplified, example to
illustrate how a system works:
bees and other pollinators like
butterflies and birds are critical
to global food production. In
2016, the Food and Agriculture
Organization of the United
Nations estimated that up

to USD 577bn of annual

food production relies on
contributions by pollinators. Yet,
as global demand for agricultural
production and yield increases,
so does the use of pesticides,
which critically threatens
pollinator populations
worldwide. As bee populations
decline, the use of alternative
techniques to keep yields up
increases, potentially causing a
downward spiral for a species
that is critical to the food system.
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Why does this matter to
investors and philanthropists?
The complex connectedness of
global systems is why we believe
that considering both tracks of
philanthropy and investing is
appropriate for all investors who
express an interest in social or
environmental topics, regardless
of their initial motivation.

For example, investors or
philanthropists who want to
finance innovative forms of
distributed renewable energy
may do so because they are
interested in helping to address
climate change. However, as
additional technologies that
support global decarbonization
goals become viable—with the
help of early stage philanthropic,
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venture or growth equity
financing—positive ripple effects
are created for everyone. In
addition, climate change risk
may manifest itself as portfolio
risk. Thus investors keen on
financing solutions might also
seek to explore whether their
liquid investment portfolios
reflect their interest in the
climate. Conversely, someone
interested primarily in future-
proofing their portfolio might
consider making investment-
relevant environmental (or social
and governance) issues a part
of their investing decisions. The
CIO publication, “The future
of earth,” illustrates some of
this complexity as well as the
opportunities that emerge
from these challenges.

Common misconceptions
on returns, financial
and beyond

Simultaneously considering
sustainability across the
investment and philanthropic
portfolio may be helpful

to wealthy individuals and
families in aligning their
interests with their capital. And
regardless of the initial goal

or motivation, we find that
common questions arise for
many investors that are relevant
for both philanthropy and
sustainable investing
considerations. Interestingly, the
same myths, misconceptions and
guestions arise simultaneously
as well, and they can be
addressed and dispelled

with the same responses.


https://financialservicesinc.ubs.com/staticfiles/pws/adobe/FutureOfEarth-Investing.pdf
https://financialservicesinc.ubs.com/staticfiles/pws/adobe/FutureOfEarth-Investing.pdf

Myth 1: Do | need to give up financial
returns to align all my capital with my
sustainability preferences?

Embedding investor interest and
preferences across all tranches
of capital does not imply having
to sacrifice financial returns.

In fact, we find evidence that
considering ESG factors in
investment decision-making

may result in similar or better
financial returns when compared
to traditional investing. (See the
CIO report “Sustainable Investing
Strategic Asset Allocations.”)

Even beyond looking at data
and academic evidence on the
topic, revisiting the origin of this
misconception might be

helpful to better understand

it. In our view, a few factors
have blended to create this
long-standing myth.

First, present-day sustainable
investing as an investment
approach has its origin in
faith-based investing, as well
as in the civil rights movements
of the 1960s and 1970s, where

various communities opted

to screen out specific sectors

or companies that did not

align with their values. This
investment approach did not
necessarily integrate the value-
based considerations with
traditional investment practices,
raising questions about the
expected risk-adjusted returns.
However, sustainable investing
today is moving toward a

focus on financially relevant
sustainability metrics and impact
investing, the two fastest
growing approaches, where
financially relevant sustainability
or impact considerations are
integrated into the investment
decision-making process.

Second, driving positive change
is often compartmentalized from
other aspects of our personal
and economic lives. There

are merits to the paradigm

of “learn, earn, return” and,
more importantly, to consider

giving as part of an approach to
managing capital and achieving
each individual’s or family’s
goals. Yet, we find that this
compartmentalization often
implicitly marries the concept
of sustainability with that of
philanthropic giving, whereby
an implicit assumption is that
to make a difference, one

must give up returns. On the
contrary, we believe that social
and environmental concerns
are financially material and
important to consider across
one's investment approach.
Even more so, as is discussed in
the CIO report, “Three steps to
becoming a more profitable
and sustainable business,”
sustainability may bring
commercial benefits to
companies at all stages.
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Myth 2: Do sustainable investing
strategies deliver any real change?
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As sustainable investing moves
further into the mainstream and
investment vehicles increasingly
claim the "ESG" designation,
investors wonder whether
these strategies are truly
sustainable or are making a
real difference. While some of
these concerns may be valid for
specific strategies or products,
sustainable investing overall
does not refer to a single
investment product or even to
a product line. Instead, it is an
investment philosophy that
integrates financially relevant
sustainability information

in decision-making.



Figure 1: Approaches to sustainable

and impact investing

There are multiple ways to
implement sustainable investing
preferences into investment
strategies in an intentional
manner, and each approach
brings its own benefits, as

we discuss in the CIO paper,

“How a sustainable investing
framework can help.”

For example, investing in ESG
leaders strategies, which select
companies that are the best
among peers in managing ESG
topics, brings the positive benefit
of signaling to the market that a
positive ESG behavior—such as
decreasing a company’s

carbon footprint or good work
conditions for employees—is

Sustainable Investing

Signaling

rewarded. We would agree

that this investment approach
does not generate measurable,
intentional positive change.
However, helping to change

the existing conventions on
what is commonly considered in
valuations for equity and debt is
a way to gradually move toward
systemic change. Therefore, this
approach has a role to play in
incrementally addressing some
of the most pressing social and
environmental challenges, both
globally and close to home.

For individuals who are keen to
further make a difference with
their capital while also seeking
competitive returns, ESG

Stewardship

Impact Investing

Financing

engagement or impact
investing strategies may be
more appropriate. These are
strategies that proactively

look to finance innovation or
engage with issuers to achieve
positive change in a transparent
manner. It is now possible to
diversify across sustainability
approaches, as we have
outlined in the CIO publication,
“Sustainable Investing
Strategic Asset Allocations.”
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Myth 3: Is it possible to measure impact
performance in philanthropy or investing?

It is true that there is no widely
accepted convention for
defining and monitoring impact
in sustainable investing and
philanthropic giving. However,
there are three important
concepts for investors to
understand how their capital

is driving measurable change
through either investing or
giving: what impact is being
targeted, how capital is
managed for impact and how
this impact is measured.

Some frameworks are emerging
and quickly converging on

each of the three components.
Notably, on impact management
and measurement, these
frameworks include the Impact
Management Norms (by Impact
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Frontiers) and the Global Impact
Investment Network (GIIN),
which are building consensus
among the philanthropy

and sustainable investing
communities on how to
manage, measure, compare and
report impact on environmental
and social issues. Impact
Frontiers, in collaboration with
a broad network of leading
practitioners and standard-
setting organizations, has
identified five dimensions
through which impact can be
understood and assessed, and
an accompanying set of data
categories for each dimension.
The GIIN has developed the
IRIS+ system, which helps
investors to translate impact
goals around topics like gender

equality or climate change into
specific metrics that can be
tracked and measured. The GIIN
and Impact Frontiers work in
concert with each other, and are
two examples of the growing set
of framework providers available
to impact investors today.
Strategic philanthropy also
provides a framework for
achieving impact objectives

by driving toward measurable
outcomes. It allows you

to understand impact at

every stage by looking at

its key components:

e Inputs: What resources are
being put into a project? This
includes time, skills and money.



e Outputs: What work is being
done? This is usually measurable
activity, such as the number

of teachers properly trained,

or the number of books
provided to a library.

e OQutcomes: What is the net
result of the resources applied
and work done? What has
changed, and is there quality
evidence? For example, what
is the percentage increase

in literacy results after an
intervention to improve
education (i.e., due to trained
teachers utilizing an enhanced
curriculum and perhaps also
incorporating the books in the
library into their lessons).

e Impact: What is the long-
term, system-level change
that has resulted following
the outcomes? In the example
noted above, has the increase
in literacy resulted in reduced
inequality, improved overall
academic performance or
better employment prospects
for the group targeted?

The first step to driving impact
is identifying the specific issues
where an individual or family
seek to make a difference.
The United Nations defined
many of these challenges in
17 United Nations Sustainable
Development Goals (UN
SDGs), adopted in 2015 as

a plan of action to tackle

the most pressing social and

" United Nations Conference on Trade and Development, World Investment Report, 2019.

environmental issues by 2030.
The UN SDGs are a universal

call to action to end poverty,
protect the planet and improve
the lives and prospects of
everyone, everywhere. Meeting
the UN SDGs requires a massive
investment, as the UN calculates
that there is an annual funding
gap of USD 2.5 trillion,

which will come mainly from
governments, with significant
contributions by private capital
and philanthropy.” The UN SDGs
are proving to be a powerful
tool through which to identify
impact targets, and to coalesce
investors and philanthropists
around a clear set of objectives.
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Getting started




How can families and individuals think about which
tools from their philanthropy and investing toolbox

to utilize as they consider how their capital can help
to advance their passions, preferences and goals?

Here are three steps to get
you started:

1. Articulate your preferences
and objectives;

2. Understand your options,
both in investing
and philanthropy;

3. Develop a plan to deploy
your capital.

First, it's important to identify
the causes that are most
important to you. The UN
Sustainable Development Goals
(SDGs) can provide a helpful
starting point to identify which
issues you and your family
would like to target. While

this is an incredibly personal
decision, some shared priorities
are emerging. For example, in
a 2022 survey from UBS Global
Family and Institutional Wealth,
we found that the world'’s
largest family offices are aligning
around health, climate change
and education as some of the
top impact investing initiatives.
(See Figure 2: Impact

investing initiatives.)
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Figure 2: Impact investing initiatives:

Education, healthcare and climate change lead

Sustainable investing
Impact investing initiatives, in %

Climate change
(e.g., clean air,
carbon reduction)

45

Waste management
and recycling

Automation
4 3 and robotics

Clean water 2 5
and sanitation Economic
development/
poverty
alleviation

48

Agriculture

25

Security
and safety

Alternative
food sources

33

Smart mobility

25

Gender
equality

Source: UBS GFO Survey 2022, n=40 with Impact Investing; GFO Report Methodology—UBS Evidence Lab surveyed 121 of UBS's clients globally. Participants were
invited using an online methodology and the sample was distributed across 35 markets worldwide. The 121 single family offices that were surveyed represent a total
net worth of USD 142.4 bn, with the individual families’ net worth averaging USD 1.6 bn (not all families disclosed their wealth).
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Second, in addition to
sustainability challenges,
consider your preferences in
terms of how these challenges
are reflected in your portfolios.
For example, if you are
focused on water scarcity, is
your preference to consider
how to preserve water on our
planet or how to ensure that
the companies you invest in
are properly managing this
resource? Or perhaps both?
Whichever the answer might
be, it presents its own set of
implementation approaches.

Third, articulate the main
objectives for each sustainability
issue you care about and
each capital pool you are

utilizing. Let's continue with
the example of water scarcity.
Is the objective to finance new
solutions for desalinization

or to enable efficient use of
water in agriculture? Or is
your objective to increase

the availability of clean water
to a specific community in a
measurable way? Or are you
concerned about whether the
semiconductor companies you
are invested in, which require
massive amounts of clean
water to operate, are not at
threat of droughts and have
runway for decades to come?
Or perhaps all of the above?
Once again, these different
objectives will point to different
actionable ideas for your

investments and philanthropic
portfolios, and often these
ideas will work in concert with
each other.

Continuing to build on the
water scarcity issue, and using a
philanthropic lens, are you
passionate about providing
clean water that is also easily
accessible so that girls do

not have to make a perilous,
day-long trek to get water

for the family, thus not being
able to attend school? Does
providing clean water in schools
allow children not only to be
present, but also to have the
ability to learn because they

are not experiencing water-
borne illness as a result of
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drinking contaminated water?
Do you want to ensure that
birthing clinics have clean water
available so that mothers and
newborns are not exposed

to unhygienic conditions?

These are just a few examples of
the vast array of water-related
issues, some of which can be
tackled through investment
vehicles, others through
philanthropy, and many through
a combination of deployment
strategies and asset classes.

The overarching topic of water
reinforces the case that the

UN SDGs are interconnected

in both basic and profound
ways. Addressing the threat of
climate change impacts how we
manage our natural resources,
achieving gender equality or
better health outcomes helps
to eradicate poverty, and
promoting inclusive societies
will reduce inequalities and
help economies prosper.
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In pursuit of connectivity
across philanthropy
and investments

An inquiry into what matters to
you and your family will be key
to developing an investment and
philanthropic strategy that can
align with your sustainability
objectives and preferences,
while also helping you meet
your financial goals. Some
challenges are best addressed
through philanthropic grants
alone, and others are poised
for commercial investment.

For example, sustainable
investing can signal investor
preferences to companies. If
large numbers of investors
vote with their capital, they
might lower the cost of
capital for companies that are
better prepared to manage

sustainability risks and
opportunities, thus benefiting
companies that have a smaller
environmental footprint, or
those with better diversity

and inclusion policies in place
(for more on this, see our
report, “Education primer: ESG
leaders”). However, if you are
seeking to specifically promote
gender equality by increasing
access to education for young
girls, it might be more effective
to fund in-school or after-
school education programs for
girls directly through a grant
or donation.

It is possible to align

significant pools of your
capital—both philanthropic and
investment—to address the
challenges or issues you care
most about. Because of the
systemic nature of most global
challenges, including the above



example of addressing the
myriad challenges presented

by water scarcity, often there
might be opportunities to adopt
a series of strategies across
tranches of capital to drive
change at multiple levels.

Asking the right questions is
the first step and a framework
like the one shown on the

right (Figure 3) may help you
determine how best to allocate
your assets to move the needle
on an issue or cause that is
important to you, while working
simultaneously toward your
financial goals.

Figure 3: A few sample questions to consider
in articulating your preferences and objectives

The sustainability challenge
you want to address

Potential solutions

Is the challenge global or local?

s it targeted to a specific issue or
demographic, or is it broader?

What is the cause of the problem?

Can the issue be resolved in the
short term, or does it need long-
term, patient capital to address

the challenges?

Do solutions currently exist or is
there need for innovation?

Are there other funders
(government, nonprofit or private)
already funding potential solutions?

Is there a need or desire for
the solutions to scale or exist
in perpetuity?

What specific asset classes in

the portfolio can we activate to
address the challenge?
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A Deeper Dive




The menu of possible options across
investing and philanthropy is vast, and
understanding the benefits of each
approach is helpful in this process.
Investments broadly are evolving to
reflect investor interest in
society/environment, thus providing
increasingly more opportunities for
individuals to align their capital to
their objectives.

In sustainable investing, at the highest
level there are two approaches, which
can be implemented independently or in
parallel to each other:

1. Sustainability focus: investing in
strategies with a clear sustainability
objective. (See the case study, “ESG
leaders: focused on issues that matter.”)

2. Impact investing: investing with

the intention to generate measurable
environmental and social impact alongside
a financial return. (See the case study,
“Venture fund for female founders.”)
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Sustainable investing is not a specific investment
solution or strategy. It is an investment
philosophy, and can be deployed as such

across all asset classes and in nearly all types of
financial instruments—ranging from equities

or bonds all the way to private markets.

Each sustainable asset class brings a different
sustainability benefit. For example, investment
in ESG leaders, or companies that are better
than their peers in managing for ESG risks

and opportunities, signals that responsible
corporate behavior is important to you

and may also improve your portfolio’s
risk-adjusted return profile (see the sidebar, “ESG
Leaders” and the CIO publication, “Education
primer: ESG leaders"). By contrast, investments

Q

ESG leaders: focused on
issues that matter

in green bonds may provide exposure to debt
that is used to finance specific environmental
projects for corporations, municipalities

or governments while bringing defensive
characteristics to a portfolio in periods of market
drawdowns (our report, “Shades of green
bonds: questions and answers,” provides

more detail on this investment approach).

For investors who want to use their investment
capital to drive positive changes, impact
investing is the most intentional of sustainable
investing approaches. When it comes to impact
investing, there is always a specific intention

or target, and the outcomes resulting from
deploying capital should be measured.

ESG leaders strategies use an approach to equity investing
that prioritizes companies judged to manage their ESG risks

and opportunities better than their peers. These companies
have a smaller (or improving) environmental footprint, and
often have a better record on social issues when compared
to their peers. This approach signals to companies that
performance on ESG issues is important to investors, but

it does not yield measurable, lasting impact given the
nature of holding equities through public markets.

What does that mean in terms of investment performance?
Robust empirical evidence going back over 40 years suggests
that investing in ESG leaders has a positive or, at worst, neutral
effect on returns with potential lower downside risk. Selecting
companies that are best-in-class in managing their ESG issues
helps investors mitigate potential risks in their portfolios.
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Venture fund for female founders

Rethink Impact is a venture fund that invests solely in start-
ups founded by women using technology to solve the world’s
biggest problems. The fund aims to bridge the funding

gap that exists today in start-ups founded by women.

While the fund helps to address the gender gap in access

to investment capital, it is an impactful strategy because

it aims to drive intentional, measurable change in four
sectors that provide significant impact opportunities: health,
economic empowerment, sustainability and education.

UBS clients have contributed a significant amount to
Rethink Impact’s two fund-raisings. Target returns from the
fund are comparable to peers in the asset class given the
significant addressable market, gap in funding and specific
focus on sectors that have a tailwind to secular growth.
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While a range of investment solutions are
available (e.g., mutual funds, bonds, etc.), private
drawdown vehicle structures can be excellent
choices for impact investing. This solution set
includes venture capital, private equity, direct
investments, private debt, real estate and
infrastructure funds, offering the full spectrum

of risk/return profiles—from high risk/return to
moderate. Often these funds have specific themes,
such as venture capital investing in clean energy.

We believe that it is possible to create a fully
diversified, 100% sustainable portfolio composed
of building blocks with specific sustainability
benefits that can be articulated and demonstrated.
See Figure 4 for an illustration of our 100%
sustainable strategic asset allocation (excluding
cash). For more detail, see the CIO piece,
“Sustainable investing portfolios: Investing for
returns and for good.”

Individuals also have ample choice within
the realm of philanthropy, whether through

more traditional forms such as donations
and grantmaking, or through more evolving
forms of strategic philanthropy including
social finance.

For instance, some challenges are best addressed
through philanthropic grants alone. One of the
major reasons is that even at scale, some of the
most pressing social issues may not yield an
investment or commercial return, or are not suited
to being addressed by market participants. Yet
other types of social or environmental challenges
are better suited to commercial investment to
encourage systemic change by signaling to the
market that sustainability matters to investors.
Finally, some challenges are ideally suited to private
capital investment that would enable them to
scale. Social finance helps bridge the gap between
traditional philanthropy and impact investing and
seeks to provide two pathways to scale: either

by attracting government/donor funding or more
commercial capital, thus de-risking innovation to
make it commercially viable for private investment.
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Figure 4. Target strategic asset
allocation for a sustainable portfolio

ESG engagement equities
Strategies where fund managers aim to
actively engage company management
to improve corporate performance on
ESG issues and opportunities.

ESG improvers equities
Strategies that invest predominantly
in equities of companies that are
improving at managing a range
of critical ESG issues.

ESG leaders equities

Strategies that predominantly
invest in equities of companies

that manage a range of critical

ESG issues and seize ESG
opportunities better than

their competitors.

ESG thematic equities

Strategies that invest predominantly in
equities of companies that sell products
or services that tackle a particular
environmental or social challenge,
and/or whose businesses are particularly
good at managing a single ESG topic or
factor, such as gender equality.

Bl Cash
Bonds
Equities

Bl impact

I sustainable

Liquidity

ESG engagement high yield bonds
Strategies where fund managers aim to
actively engage company management of
issuers with credit ratings below BBB- to
improve corporate performance on ESG
issues and opportunities.

Multilateral development bank bonds
Strategies that invest predominantly in bonds
issued by multilateral development banks (MDB),
such as the World Bank directly or via passive or
actively managed solutions. Proceeds are directed
with the intent to generate positive environmental
and/or social impact through development finance.

Sustainable munis

Strategies that invest predominantly in municipal
bonds whose proceeds are designated to fund
projects with specific social and environmental
objectives.

Thematic sustainable fixed income

Strategies that invest predominantly in bonds that
finance environmental and/or social projects and
activities, as well as a transition process toward
stronger ESG credentials.

ESG leaders corporate bonds

Strategies that invest predominantly in bonds
of companies that manage a range of critical
ESG issues and seize ESG opportunities better
than their competitors.

For illustrative purpose only. Subject to change and may differ across regions.

Source: UBS CIO 2023.
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The predominant philanthropic investment model
does not include an expectation of a financial
return. However, there is a newer school of
thought that permits a subset of philanthropic
investments to achieve impact through
performance measurement frameworks, while
also receiving a financial return for reaching or
exceeding performance goals. These innovative
financing vehicles will not replace traditional
philanthropy (nor should they), but they do
provide an exciting and innovative new framework
for accountability and achieving outcomes tied to
incentives through pay-for-performance models.

Q

The UBS Optimus Foundation:
A unique client partnership

Increasingly, private philanthropy is taking on a
more prominent role as provider of risk or seed
capital. As it's effectively a donation, philanthropic
capital can take the first loss that makes a project
financeable for those investors or lenders requiring
a return in certain blended finance models, or to
provide future opportunities for philanthropists

to fund projects with successful outcomes.
Philanthropic capital can also test new models

in areas such as education or health, so proving
successful models worthy of additional funding
(see the case study, “Last Mile Health: Delivering
healthcare to Africa’s remote communities”). In
some cases, philanthropic capital might even be
used to cut losses on programs that prove not to
have measurable results or successful outcomes.

The UBS Optimus Foundation is unique in the financial industry as
a global philanthropic organization dedicated to improving the lives

of the most vulnerable children in partnership with UBS clients. The
foundation builds and utilizes innovative financing mechanisms and
vehicles to measure outcomes and achieve impact, always with an
eye toward saving lives, improving livelihoods and breaking cycles
of poverty, violence and great inequalities. As such, it’s recognized
internationally as a thought leader in deploying private finance for
social impact. Above all, UBS Optimus seeks to address the root
causes of societal challenges through results-based philanthropy.

UBS Optimus’ success can be highlighted through its innovative
work in pioneering strategic philanthropy, and especially forms of
social finance and blended finance. (See the sidebar “What are
social finance and blended finance?” and the case study “Concerted
effort provides clean drinking water to Uganda’s schoolchildren.”)
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Concerted effort provides clean drinking
water to Uganda’s schoolchildren

In Uganda’s schools, access to safe drinking water is a critical issue.
Approximately 440 children die every week due to waterborne
diseases in the country, some 40% of which are caught in schools.
The Impact Water Uganda Social Success Note, launched in 2018,
is an innovative pay-for-performance financing tactic that makes

it possible for Impact Water, a social business, to raise working
capital to provide water purification systems across the country’s
schools although it cannot pay attractive financial returns.

UBS Optimus Foundation lent Impact Water a USD 500,000
working capital loan so that it could provide 1.4 million
children with safe drinking water over a period of five years. If
this target is met, the Rockefeller Foundation, a philanthropic
funder, will provide an outcome payment of USD 200,000 split
between the investor (UBS Optimus Foundation) and the social
business (Impact Water). This structure incentivizes Impact
Water to achieve greater measurable social impact, while
leveraging the impact of the Rockefeller Foundation’s capital.
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To be clear, most philanthropy does not yield Within strategic philanthropy, forms of

financial returns (indeed it is not structured social finance such as development impact
to do so), but the emphasis on success and bonds (DIBs) are emerging as multiparty
measurable impact can be incredibly financing structures that include

attractive as it increases the probability of philanthropic investors, direct service
social return on investment. In addition, providers, third-party evaluators, outcome
tackling some of the most challenging social payers and multinational organizations
and environmental issues purely through (see the case study, “The world’s first
philanthropy can indeed have socioeconomic development impact bond for

benefit in other arenas.

Q

What are social finance and
blended finance?
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education”). DIBs are more closely aligned to
social impact bonds (SIBs), as opposed to other
types of investment bonds. They are most
often significantly smaller in size than SIBs

and can even be thought of as pilot SIBs.

Social finance is a broad term used to describe philanthropic or
development finance that aims, firstly, to make an impact and,
secondly, may also pay a philanthropic return on the investor’s risk
capital if performance targets are met. Examples include impact
bonds and loans for impact, which incentivize project operators to
perform through making payments only if targets are met. These
examples are designed to be more effective than straightforward
grants and are suited to clients whose priority is to make an impact,
recognizing that the risk profile of social finance differs from that of
a more traditional investment.

Within social finance, blended finance is an emerging and novel
concept. It is defined by the Organization for Economic Co-
operation and Development (OECD) as the “strategic use of
development finance for the mobilization of commercial finance
towards sustainable development in developing countries.” In other
words, blended finance is a combination of development capital
and commercial capital. Typically, the development or philanthropic
capital enhances the risk-return profile of a project for commercial
investors such as banks or institutional investors.



Last Mile Health: Delivering healthcare
to Africa’s remote communities

In March 2014, when Ebola broke out in Liberia, Last Mile Health
needed to scale up its activities quickly. A pioneering community-
based healthcare organization dedicated to bringing medical care to
remote parts of Liberia, it needed to increase its reach in a country
reporting 300 to 400 new cases a week. The funds contributed

by UBS clients helped to train and employ over 1,300 community
healthcare workers, support 38 health facilities, educate people about
how to respond to and contain the outbreak and distribute essential
personal protective equipment.

By January 2016, the World Health Organization declared Liberia free
of Ebola. However, the UBS Optimus Foundation and UBS Philanthropy
Advisory team continued to collaborate with Last Mile Health.

The community health worker model was adopted by the Government
of Liberia and now reaches all 1.2 million Liberians living in remote
communities. The program is increasing treatment rates for children
with malaria, pneumonia and diarrhea and the percentage of women
giving birth in clinics. This success is being leveraged to strengthen
similar programs in Ethiopia, Malawi and Sierra Leone.
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If these pay-for-performance models achieved, which can then be recycled

are successful, they can potentially be and reinvested in new philanthropic

converted into larger-scale SIBs. Another opportunities. For example, a DIB seeking
distinction is that the outcome payer in a SIB academic improvements will pay a philanthropic
structure is always a government entity, whereas return if learning targets are met or

in a DIB structure the outcome payer could be a exceeded. DIBs are pioneering pay-for-
government entity, but could also be a foundation, results approaches that help to attract

a private philanthropist, a private company or a more capital to these projects (see the case
combination of several funders. DIBs can be studies,”Reducing maternal and newborn
structured to pay the charitable investors (you mortality rates in Rajasthan” and “The world'’s first
can think of them as providers of risk capital) a development impact bond for education”).

philanthropic return based on the outcomes

Q

What are Development Development Impact Bond (DIB): Results-based contract that
Impact Bonds (DIBs) and incorporates the use of funding from investors to cover the upfront
Social Impact Bonds (SIBs) capital for a service provider to deliver an intervention. Investors
and how are they different are repaid by outcome payers if the service provider delivers

from sustainable investing results. Development Impact Bonds (DIBs) are also known as Impact
fixed income strategies? contracts. (Source: “In good company: Aligning stakeholder interest

for development with social finance,” UBS Optimus Foundation.)

Social Impact Bond (SIB): An innovative financing mechanism
in which governments or commissioners enter into agreements
with social service providers, such as social enterprises

or nonprofit organizations, and investors to pay for the
delivery of pre-defined social outcomes. (Source: OECD)

DIB and SIB structures are a form of social finance, designed
to bring additional capital to fund strategic, scalable
philanthropic and social interventions. They are distinct from
Green, Social and Sustainability (GSS) bonds, which are
issued by market participants with the goal of financing GSS
objectives while providing market-rate returns to investors.

OECD Blended Finance Principles, 2018.
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The world’s first development impact
bond for education

In India’s Rajasthan, financial innovation has improved education
for over 7,000 girls across 166 schools in 140 villages, while
demonstrating the effectiveness of impact bonds. Over a three-year
period ending in 2018, the Educate Girls Development Impact Bond
boosted girls’ enrollment in schools and their learning. It led to a
raft of innovations, including a better child-centric curriculum and a
shift in mindset that prioritizes the integration of girls into the
education system.

The DIB was based on a strong partnership: Educate Girls

was the nonprofit carrying out the program, the UBS

Optimus Foundation provided the up-front risk capital and The
Children’s Investment Fund Foundation paid for the outcome once
the program'’s targets were reached, which included a bonus to
Educate Girls for exceeding the agreed-upon targets.

Following this first success, the Quality Education India DIB was
launched in 2018 to improve literacy and numeracy for 300,000
children. It is currently the world'’s largest DIB for education.
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Within the realm of philanthropy, both strategic Further, within certain innovative blended

philanthropy and the emerging field of social finance models, philanthropic capital can
finance now focus increasingly on outcomes even be deployed as the first “tranche” in
rather than simply inputs or outputs. In fact, a risk capital framework, making it possible
both charitable giving and innovative blended to attract greater amounts of additional
finance models can be structured around specific, investment capital that demands competitive
measurable impact. In the area of DIBs, it's market levels of return.

even possible to earn both philanthropic and
investment returns based on successful
outcomes (see “In good company: Aligning

stakeholder interest for develooment with
social finance,” UBS Optimus Foundation).

Q

Backing multilateral
development bank bonds
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Since the creation of the World Bank at the end of the Second
World War, multilateral development banks (MDBs) have issued
bonds to fund their activities, which include supporting
transport infrastructure and other economic development and
social projects, typically in developing countries. MDBs play a
critical role in providing capital where it is most needed, with
particular emphasis on poverty reduction and income growth.
These institutions typically seek to deploy capital where it would
not have been otherwise available, making impact possible.
MDB bonds provide investors with high-grade bond exposure
comparable to US Treasuries in credit risk profile. MDBs are backed
by sovereign governments, including G7 countries, and normally
AAA-rated. To date, none have ever defaulted on their debt.


https://financialservicesinc.ubs.com/staticfiles/pws/adobe/Jan2021_UBS_OF_Social_Finance_White_paper_US_Disclosures.pdf
https://financialservicesinc.ubs.com/staticfiles/pws/adobe/Jan2021_UBS_OF_Social_Finance_White_paper_US_Disclosures.pdf
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Reducing maternal and newborn
mortality rates in Rajasthan

Rajasthan has one of the highest maternal and newborn mortality
rates in India, with 244 mothers dying for every 100,000 births

and 47 infants dying for every 1,000 births. Launched in 2018, the
Maternal and Newborn Health development impact bond—known
as the "Utkrisht” bond, taken from the Hindi for excellence—is
supporting government efforts to reduce these deaths by improving
access to, and quality of care in, up to 440 private healthcare
facilities in Rajasthan.

The UBS Optimus Foundation provided the upfront capital so that
work could begin on enhancing these private health facilities.

The resulting interventions should reach up to 600,000 pregnant
women with improved care during delivery and save up to 10,000
maternal and newborn lives over the course of five years. The
outcome funding to be provided depends on a set of independently
evaluated targets being met.
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Concluding remarks

At a time when funding for environmental and
societal challenges is simultaneously insufficient
and urgent, the range of ways that capital can
be deployed to address these needs is growing
rapidly. There are now many more options than
simply providing philanthropic grant capital

or excluding companies in sectors such as
gambling or alcoholic beverages from investment
portfolios. New and emerging solutions give you
the option of being more strategic with your
philanthropy or building sustainable investment
portfolios without sacrificing market returns.

At UBS, we are at the forefront of developing
these new pathways to impact. We have
prioritized this as an area of growth for

our business and are developing innovative
mechanisms for you to achieve your philanthropic
and impact objectives. And we are among

several organizations around the world

aiming to collectively develop frameworks and
solutions that attract more capital for tackling
environmental and societal challenges at scale.

By using philanthropy as risk or seed capital,

the UBS Optimus Foundation is pioneering

new strategic philanthropic and social finance
vehicles, including pay-for-results models.
Within sustainable investing, too, we are at the
forefront of developing innovative approaches,
including participating formulation of the
conventions underlying impact investing and
designing the first 100% sustainable strategic
asset allocation based on sustainable building
blocks. Using these building blocks, we have the
flexibility to offer investments tailored to both
your risk/return goals and aligned with impact
objectives. UBS is the first major global wealth
management firm making sustainable investing
its preferred solution for clients seeking to invest
globally, thus underscoring our commitment
and confidence in sustainable investing.

We hope that this white paper serves as a
blueprint for aligning your investment and
philanthropic strategies. And however you
choose to seek impact, we are here to help.
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This presentation is for informational and educational purposes only and should not be relied upon as investment advice or the basis for making any
investment decisions. The views and opinions expressed may not be those of UBS Financial Services Inc. UBS Financial Services Inc. does not verify and does
not guarantee the accuracy or completeness of the information presented.

Neither UBS Financial Services Inc. nor its employees (including its Financial Advisors) provide tax or legal advice. You should consult with your legal counsel
and/or your accountant or tax professional regarding the legal or tax implications of a particular suggestion, strategy or investment, including any estate
planning strategies, before you invest or implement

Financial Planning

In providing financial planning services, we may act as a broker-dealer or investment adviser, depending on whether we charge a fee for the service. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service. Financial planning does not alter or modify
in any way a client’s existing account(s) or the terms and conditions of any account agreements they may have with UBS. For more information speak with a
Financial Advisor.

ESG/Sustainable Investing Considerations

Sustainable investing strategies aim to consider and in some instances integrate the analysis of environmental, social and governance (ESG) factors into

the investment process and portfolio. Strategies across geographies and styles approach ESG analysis and incorporate the findings in a variety of ways.
Incorporating ESG factors or Sustainable Investing considerations may inhibit the portfolio manager’s ability to participate in certain investment opportunities
that otherwise would be consistent with its investment objective and other principal investment strategies. The returns on a portfolio consisting primarily

of ESG or sustainable investments may be lower or higher than a portfolio where such factors are not considered by the portfolio manager. Because
sustainability criteria can exclude some investments, investors may not be able to take advantage of the same opportunities or market trends as investors
that do not use such criteria. Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable investing issues; there is
also no guarantee that any company will meet expectations in connection with corporate responsibility, sustainability and/or impact performance.

Important information about brokerage and advisory services. As a firm providing wealth management services to clients, UBS Financial Services Inc.
offers investment advisory services in its capacity as an SEC-registered investment adviser and brokerage services in its capacity as an SEC-registered broker-
dealer. Investment advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate
arrangements. It is important that you understand the ways in which we conduct business and that you carefully read the agreements and disclosures that we
provide about the products or services we offer. For more information, please review client relationship summary provided at ubs.com/relationshipsummary.

© UBS 2023. All rights reserved. The key symbol and UBS are among the registered and unregistered trademarks of UBS. UBS Financial Services Inc. is a
subsidiary of UBS Group AG. Member FINRA/SIPC. 2023-1058600, Exp.: 5/31/24, 152303072
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