impact
investing
Institute

involve

Fostering Impact:

An investor guide for engaging
communities in place-based
Impact investing

Supported by

Department for

Digital, Culture, - 9 ‘ bl
Media & Sport —







www.impactinvest.org.uk | 3

Executive Summary

"3-;5 ”Fostering |mpact: An investor guide for - lllustrative exarpples: Dr.aw insights from real—life
y L . . . | b d cases of emerging practice, showcasing different
engaging communities In place-base methods of integrating community engagement in the
impact investing” was designed for investment process.
investors, developers, and stakeholders Why do community engagement?
who want to enhance their |mpaCt - The significance of community engagement: Understand
and financial performance bg forging the pivotal role of community engagement in shaping

. . o investment decisions and outcomes.
partnerships with local communities
Motivations for meaningful engagement: Explore the

thFOUQh meaningful engagement. key drivers for investors to engage with communities in a
meaningful and sustainable manner.

1

:/ Pl

Our guidg empowers investors to idgntifg arjd pursue How to do communitg engagement well
= e ¥ community engagement opportunities within a place-based
I impact investment approach, and it lays out different ways - Effective engagement strategies: Discover how to
“ and methods of incorporating community engagement into initiate, plan, deliver, and sustain community engagement
b ] investment decision-making. efforts through diverse engagement methods that require

different levels of resourcing.

=

Readers will find information, practical steps, and additional

resources on the following topics: Leveraging partnerships: Understand how to engage

communities through intermediaries for mutually

v | What is community engagement? beneficial outcomes.

i il Place-Based Impact Investing (PBII): Gain insights - Avoiding common pitfalls: Learn about common pitfalls

's l' into how investors can deepen their impact and meet and how to steer clear of them, such as seeking input
performance objectives by directing capital towards after decisions are made or lacking clarity on how to utilise

' . ! 1 underinvested areas for improved living standards and engagement outcomes.
l Loy | 1 inclusive communities. By putting people and communities at the heart of
Ay : <: Spectrum of public participation: Learn the levels of investment decisions, investors can play a critical and
engagement, ranging from information sharing, consulting, ~ much needed role in creating thriving, inclusive, and
_ and involving, to collaboration and empowerment. sustainable communities.

|
J
= ]



4 | Fostering Impact: An investor guide for engaging communities in place-based impact investing

About

About the project

This guide is part of the Impact Investing
Institute’'s programme of work on place-
based impact investing (PBIl), supported
by the UK Government's Department
for Culture, Media and Sport (DCMS).
The programme supports financial
institutions to make more investments
with the intention to yield positive local
impact as well as appropriate risk-
adjusted financial returns. This guide
provides a practical introduction to
community engagement for place-
based impact investors.

About the partners

The Impact Investing Institute and
Involve have worked together to
produce this guide.

The Impact Investing Institute is an
independent, non-profit, set up to
connect capital to impact. We act as a
bridge between new economic ideas and
mainstream capital markets to accelerate
the impact investing field. We support
investors to put impact at the heart of
their commercial investment strategies.

The Impact Investing
Institute is an independent,
non-profit, set up to
connect capital to impact.

We also work with policymakers and civil
society to advocate for impact investing
as a powerful tool to unlock solutions to
the world’'s most urgent challenges like
climate change and rising inequality.

Involve is the UK's leading public
participation charity, which aims to build

a vibrant democracy where everyone

can shape a society that works for

us all. Involve develops, supports, and
campaigns for new ways to involve people
in decisions that affect their lives.

The Impact Investing Institute and Involve
have brought together their respective
domains of expertise - impact investing
and community engagement - in order

to support both investors and the
communities that their work affects

in building mutual understanding and
constructive ways of working.




Foreword

The world is facing two great challenges - the transition to
a low-carbon economy and rising social inequality.

Neither can be solved without addressing
the other. To create an economy in

which people and the planet can thrive,
we need to transform the way capital is
invested. The Impact Investing Institute
is set up to reach that goal by acting as a
bridge between new economic ideas and
mainstream capital markets.

Ask anyone, anywhere in the world today
about the net zero agenda and there

is @ good chance they will say that it
might be helping the planet but not doing
much for them and their communities.
The places where we live, work, play,

and spend time with family and friends
matter. Directing private impact capital
to underinvested places — commonly
referred to as place-based impact
investing — has been shown to be an
effective way to raise living standards,
provide economic opportunity, and build
thriving, inclusive communities. But the
financing challenge is significant and
estimated to require more than £7 trillion
over the next 10 years.

Fortunately, we're seeing an increased
appetite for place-based impact
investing among private investors.
Evidence shows that it can boost
overall investment outcomes and
financial performance.

To be successful, those investments
need to consider the realities of a
place. And no one has a more rounded
perspective on these than the people
and communities rooted there. So how
can we make sure that investments

in local infrastructure, housing, and
businesses take into account their
diverse views and ideas? How can
investors engage with communities in
a way that benefits both investors and
local residents?

For investors, it can feel daunting to get
started. It is not easy to understand
the social implications of investment
decisions in places and how to engage
communities in @ meaningful and
sustainable way. But while it might feel

like new territory, in many ways it's not.
In traditional business, it's standard
practice to listen to the voice of
customers. What these tools encourage
is for investors to be more thoughtful
and deliberate about all the other
stakeholders in a place.

Our step-by-step guide for successful
community engagement will help
investors who either want to deepen
their place-based impact investing
approach or those who want to get
started on their journey. This guide will
leave you confident in identifying place-
based impact investing opportunities
and give you the tools that you need
to develop and deliver a community
engagement approach. It will introduce
you to the spectrum of community
engagement, highlight good practice,
and make it clear how to avoid
common pitfalls.

While this guide focuses on community
engagement as an integral part of
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place-based impact investing in

the UK, the general learnings and
practical guidance can be applied
elsewhere in the world. For example, in
emerging markets there is a growing

- and legitimate - anxiety that entire
communities will be left behind in a
narrow focus on transitioning to a net-
Zero economy.

Going forward, our work will continue

to champion putting people and
communities at the heart of investment
decisions. We will do so with the help of
our partners and wide investor network
who so generously helped to create
this guide.

Kieron Boyle
Chief Executive
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1. Introduction

11 What is the purpose of this guide?

Meaningful engagement with local
stakeholders and communities is a

key factor in the success of place-
based impact investing (PBII). Investors,
developers, and other relevant
stakeholders can build trust, deepen
local impact and improve financial
performance by building partnerships
with communities.

Meaningful engagement
with local stakeholders
and communities is a
key factor in the success
of place-based impact
investing (PBII). Investors,
developers, and other
relevant stakeholders
can build trust, deepen
local impact and improve
financial performance

by building partnerships
with communities.

Community engagement is increasingly
relied upon by PBIl investors to deliver on

the promise of investing in and for places.

This guide aims to be a practical resource
that will help investors to develop their
understanding and grow their practice of
doing good community engagement.

This is guide is for investors, including
asset owners that invest directly, and
asset or fund managers who invest on
their behalf, who are making investment
decisions or leading the development of
PBIl strategies.

The guide also offers insights for other
types of investors, such as asset owners
or fund-of-fund investors, who are
interested in the benefits of community
engagement, but are engaging
communities through their underlying
investment managers.

1.2 What does the guide cover?

The guide gives investors answers
on the main questions they might
ask themselves when considering
community engagement:

Context: Section 2 provides insight
into what is community engagement
and how it can be approached in a
PBIl context. It also lays out the key
motivations for PBIl investors to do
community engagement.

Approaches: Section 3 provides step-
by-step guidance on how investors
can do community engagement and
how to avoid common pitfalls. This
section focuses on engagement
done directly by the investor, but
also provides insights into doing
engagement through others (for
example an underlying fund manager
or the management of an investee
company or asset).

Good practice: Section 4 summarises
good practice from which investors
can learn. The section lists examples
that illustrate good practice in

community engagement as part of
investment decision-making’’

Practical examples: In addition to the
case studies in Section 4, practical
examples of community engagement
are interspersed throughout the
document. While most of these

are done by investors, the guide

also provides examples by other
actors - such as local authorities or
philanthropic organisation - that give
insights into effective community
engagement and could be replicated
in an investment context.



1.3 How was this guide developed?

The guide was developed through
extensive desk research and interviews
with practitioners of community
engagement and PBIl.

As part of the development of the guide,
the Impact Investing Institute and Involve
also organised a series of “Community
Cuppas” - community engagement
events in February 2023 in the North of
Tyne region. The “Cuppas” were attended
by members of local communities

in North Tyneside, Newcastle, and
Northumberland, representatives from

the North of Tyne Combined Authority,
and local investors. The learnings from
the Cuppas were used to make sure

the content of this guide takes account
of the preferences of a representative
community for PBII. Key findings from the
Cuppas are summarised in section 3.2.

The guide benefited from feedback from
key stakeholders throughout August
2023. Thanks are due to all those who
provided inputs and feedback and are
listed in the acknowledgements section.
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2. Context:
What should investors know
about community engagement?

This section places
community engagement

in the broader context

of place-based impact
investing. The section also
outlines the key motivations
explaining why investors,
and particularly place-based
impact investors, seek to
engage with communities.
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2.1 What is place-based impact investing?

Place-based impact investments

(PBII) are made with the intention to
yield positive local impacts as well as
appropriate risk-adjusted financial
returns, with a focus on addressing

the needs of specific places to enhance
local economic resilience, prosperity
and sustainable development. Typical
sectors in scope for PBIl include
affordable and social housing, small and
medium-enterprise (SME) finance, clean
energy, infrastructure, regeneration and
natural capital.

Place-based impact
investments (PBII) are
made with the intention to
yield positive local impact
as well as appropriate risk-

adjusted financial returns,
with a focus on addressing
the needs of specific places
to enhance local economic
resilience, prosperity, and
sustainable development.

In the UK, PBIl is a fast-growing field of
impact investment. In 2021, the Impact
Investing Institute, The Good Economy
and Pensions for Purpose published

a joint White Paper on Scaling up
institutional investment for place-based
impact? The paper aimed to support a
nascent investment area and advocate
for the development of the right policy
environment and practice to support its
growth and subsequently, sustainable
development in the UK. Since then,
momentum has increased. The UK
Government, in its Levelling Up White
Paper, called on the Local Government
Pension Scheme (LGPS) to invest 5% of
its assets in projects that support local
communities, noting it could unlock an
additional £16bn of investment into the
UK economy.®

A growing number of investment funds,

many drawing on LGPS capital, now
use a place-based lens. Examples of
institutional funds that seek to invest
using PBIl include Legal & General, who
committed to invest £4bn towards
levelling up the UK's towns and cities,
and plans to invest £4bn into housing
and regeneration in the West Midlands
in partnership with the combined
authority.# The Schroders Capital Real

Estate Impact Fund focuses on investing

in areas where residents experience

above-average levels of deprivation and

have the highest needs for housing,

income, employment and health.®> The
igloo Chrysalis Fund supports economic

www.impactinvest.org.uk | 1

growth and job creation by investing in
development projects across Liverpool
City Region, including improved
offices, industrial units, warehousing,
and distribution.®
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2.2 What is community engagement?

In line with the Good Governance
Institute, we define a community as
a group of people with a tangible or
symbolic connecting structure - for
example, location, job role, identity, or
shared values.” From a PBII perspective,
shared ties to a location, or place, is
an obvious defining feature, although
this should not be seen to diminish
the importance of other key
community identities.

Community engagement is, in turn, a
process that allows local people and
organisations to play a role in shaping
projects and decisions. Community
engagement seeks to create a two-way
dialogue that benefits both community
members and the organisation(s) leading
the engagement. In the context of PBI,
we define community engagement as
the process of engaging local people
and communities in the development,
decision-making and/or implementation
of an investment strategy or project.

Community engagement is usually split
into different types based on the level of
participation that is expected from the
community. The International Association
for Public Participation’s (IAP2) Spectrum
of Public Participation is a recognised
global taxonomy for possible types of
engagement and is organised around five
public participation goals and associated
promises to the public (see Figure 1).8

This guide follows this framework to
demonstrate different approaches to

Figure 1: The IAP2 Spectrum of Public Participation. See Figure 5 for an adapted figure for the purposes of PBII.

Community engagement
is the process of
engaging local people
and communities in

the development,
decision-making and/

or implementation of

an investment strategy
or project.

To partner with the public in
each aspect of the decision
including the development
of alternatives and the
identification of the

To place final decision making
in the hands of the public.

To obtain public feedback on
analysis, alternatives and/ or
decisions.

To work directly with the
public throughout the
process to ensure that public
concerns and aspirations
are consistently understood

Public participation To provide the public with
goal balanced and objective
information to assist them in
understanding the problem,
alternatives, opportunities

and/ or solutions.

Promise to the public

We will keep you informed

We will keep you informed,
listen to and acknowledge
concerns and aspirations,
and provide feedback on
how public input influenced
the decision.

and considered.

We will work with you
to ensure that your concerns
and aspirations are directly
reflected in the alternatives
developed and provide
feedback on how public input
influenced the decision.

preferred solution.

We will look to you for
advice and innovation in
formulating solutions and
incorporate your advice and
recommendations into the
decisions to the maximum
extent possible.

We will implement what
you decide.




community engagement activities. As this
guide adopts a definition of community
engagement as a two-way process, it
focuses on practice linked to the Consult-
Involve-Collaborate-Empower public
participation goals, rather than those
contributing to the Inform goal ® Focus

on community engagement as a two-
way process also means that the guide
does not explore at length traditional
approaches to community relations within
corporate social responsibility (CSR),
which might for example include staff
volunteering and donations to charitable
community funds, as well as instruments
and tools such as community shares,
which place the control of an asset
directly into the hands of the community.

While PBIl investors might be most
familiar with community engagement
that seeks to deliver on the Inform and
Consult goals, some of their peers are
deepening their community engagement
further along the participation spectrum.
Such approaches move beyond
community engagement to empowering
communities to have a stronger decision-
making role in investment decisions and
deliver deeper local impact.

www.impactinvest.org.uk | 13

Participatory approaches in philanthropy and the public sector

Supporting the momentum towards
deeper community engagement

in PBIl is the growing adoption of
participatory approaches in philanthropy
and the public sector. The rising

use of participatory approaches in
these adjacent fields has improved
understanding of how these models
can work in practice, and under

what conditions they realise good
outcomes. This expanding track record
is also demonstrating that bringing in
the perspective of people with lived
experience leads to better and more
informed decisions.™

In the field of philanthropy, there has
been a marked shift towards bottom-
up approaches that give the ultimate
beneficiaries more voice and agency
over the distribution of philanthropic
funds. In the UK, Camden Giving is a
participatory grant maker with a mission
to end local poverty and inequality in its
local London area. The charity recruits
panels of around fifteen local people,

who are not already engaged in decision-
making, to award funding on issues
relevant to their lived experience. Panel
members are appointed for a limited
time, paid for their time and are

provided with training to support

their decision making.

While community engagement by the
public sector is commonly associated
with traditional mechanisms for public
participation (such as consultations),

it has similarly witnessed the adoption
of practices including participatory
budgeting and participatory decision
making. To date, almost a million people
have participated in a local participatory
budgeting process, globally and these
processes taken together have allocated
$350 million."

In the UK, the North East Just Transition
Fund (JTF), a £500 million ten-year
commitment from the Scottish
Government to support projects which
contribute towards the region’s transition

to net zero, has given the community
direct decision-making power
over £4.2m™

Working with the New Citizenship
Project, Kirklees Council in West
Yorkshire has used participatory
approaches with an explicit place-based
focus to generate tangible value.

Since 2018, the council has undertaken
27 "Place Standard” conversations

with almost 10,000 participants across
17 wards, involving at least two-thirds

of the borough’s councillors. Budgets
totalling £7.8m have been re-aligned

to facilitate and support place-based
working, and place-based engagement
has influenced £7m of capital
investment in small town centres. The
council's civic crowdfunding programme,
Growing Great Places, has raised a total
of £364,600 from almost 2000 backers
for 37 successful local projects, with an
88% success rate. This represents a
2.5 times leverage rate on the council's
own pledges™®
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2.3 Why should investors do community engagement?

PBIl investors are finding that community
engagement can improve both sides

of the PBIl equation, by driving better
outcomes for people and places while
improving financial performance.

On the one hand, community
engagement is central to the notion
of PBII. If the ambition is to make a
community's experience better, then

the investor needs to have a clear line of
sight to what the community thinks and
feels about an investment. This is aligned
with the preferences of communities,
who would prefer and increasingly
expect to be engaged in local decisions™
On the other hand, investors who use
PBII seek a financial return, which can
also be enhanced through community
engagement, through improved
performance of assets and strategies
and better risk management.

Investors should reap benefits through
community engagement across the
spectrum of public participation, however
these are likely to be heightened through
interventions linked to the deeper
engagement part of the spectrum.

Required and voluntary community engagement

While this guide focuses on
community engagement that
typically goes beyond legal or
regulatory requirements, investors
and developers should be aware

that requirements to inform or consult
communities may exist at the national,
regional or local level™ In the UK,
there are statutory requirements as
part of the master planning process,
while in other geographies there

might be a requirement to engage with
indigenous groups.

Specific benefits of community
engagement in a PBIl context include:

Building trust

Building community trust is a key
imperative for PBIl investors. Trust
facilitates the delivery of current and
future local projects, and helps build a
track record to facilitate development
projects in other areas. At the same time,
PBIl investors are likely to be more visible
to communities, as their investments
might affect their homes, their landscape
and their community. On the other hand,

In some geographies, there might

also be an expectation that investors
and developers enter voluntary
agreements with community groups,
such as so-called Community Benefits
Agreements in the United States.
Entering such agreements can be

a strong signal of willingness to engage
meaningfully with a community and
might be a positive factor for

securing opportunities from

relevant local authorities.

failing to build trust can have a significant
negative impact on the activities and
operations of PBIl investors in local
communities, and hinder the achievement
of expected outcomes.

Community engagement is increasingly
relied upon by PBIl investaors as an
effective way to build trust from
affected communities. Research found
that investors who engage regularly
with communities, both formally and
informally, experienced fewer negative
perceptions about their activities.™



By giving communities a say — and in
some cases a stake - in the decisions
that will affect them, investors can build
more positive relations and strengthen
local partnerships.

Deepening understanding of the

local context

Communities are likely to know their local
context best. Community engagement
can lead to a deeper insight into places,
which in turn will help to identify positive
impact, risks, and challenges at the local
scale, and ensure investor priorities align
with community goals. Engagement with
communities can also help to identify
partners and synergies with other
initiatives, and to create and sustain a
local ecosystem of positive impacts.

From an investor perspective, community
engagement can provide valuable inputs
into existing processes throughout

the investment cycle. Experienced

PBIl investors often use community
engagement jointly with desk-based
research, including analysis of local

needs data to drive investment decisions.

Using both can help to verify, refine and
if necessary, amend findings from each
method to produce more accurate and
actionable insights.

Community engagement can also
augment processes used to assess,
monitor and manage impact. On the
latter, community engagement can be a

particularly useful means to ensure that
the intended impact of investments has
been achieved and is used by investors
across asset classes.™®

Improving financial performance

Community engagement can increase
the long-term financial return of relevant
investments. Research by the World Bank
suggests that the benefits of community
engagement ultimately outweigh its
costs, for example by preventing
negative long-term consequences.”
Adopting a place-based approach

that includes meaningful community
engagement can also contribute to asset
performance (see box).

Investors should reap
benefits through
community engagement
across the spectrum

of public participation,
however these are likely

to be heightened through
interventions linked to the
deeper engagement part of
the spectrum.
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Legal & General Investment Management Real Assets:
Delivering value for communities and investors through
a place-based approach and community engagement

Legal & General Investment
Management Real Assets (LGIM
RA) own the Dolphin, 3 680,000
square feet community and shopping
destination in Poole, a coastal town
in Southern England. The Dolphin
comprises 90 shops, flexible
working and community events
spaces, an NHS outpatient
assessment clinic, and a curated
high street for local independents.

Over the past three years, the
scheme has been transformed

from a traditional shopping centre
environment into a multi-use
community centre, pivoting away
from a focus purely on shopping and
towards discovering, learning, working,
and wellbeing.

LGIM RA's first step in transforming the
asset was to understand the needs of
the local community via a combination
of data analysis and community
engagement. This formed the bedrock
for the creation of a Community
Partnership in September 2021, which
has provided an ongoing framework
for engagement between LGIM RA,

the Dolphin and local stakeholders
including the council, charities,
educational institutions, housing
associations, and healthcare providers.

This community-driven impact
approach to investment has brought
holistic value by diversifying the use
of asset and revenue streams, meeting
local needs, identifying business
opportunities, driving footfall and as

a result delivering sustainable investor
returns. Outcomes to date include:

2023 footfall (January to end July)
being 11% up on 2022 and ahead of
2019 levels;

Consumer spend in Q12023 being
7.8% ahead of Q12022 (benchmark
schemes were -11%);

Visitor dwell time was 98 minutes
in Q12023, up from 90 minutes in
Q12022;

Spend per customer over the
quarter increasing from £80in
Q12022 to £83in Q12023 (+3%).
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Enhancing risk management

Community engagement is important for
investor risk management, particularly

in sectors that are associated with long-
term impacts, including infrastructure and
real estate. Failing to conduct appropriate
community engagement can be corrosive

to the project and its execution.™ In
particular, insufficient engagement can
lead to conflict and backlash from the
local community, delivery delays, harm
to organisational reputation or negative
direct costs (for example from litigation
or adaptation).

Evolving approaches to community relations

Figure 2 captures two approaches

to community relations based on
whether they incorporate community
engagement. The decide-announce-
defend approach, which does not
include community engagement, can
seem quicker and simpler. However,
this approach increases the likelihood

of generating conflict. Defending the
solutions against opponents delays
implementation, is time consuming
and requires resources. The engage-
deliberate-decide approach, which
entails community engagement, allows
objections and doubts to be untangled
and worked through proactively.

Figure 2: The difference between approaches based on whether they incorporate

community engagement.??

With engagement

Decide

Engage

Announce Defend

Deliberate Decide

One often-cited example is the Fosen
Vind wind park in Norway. As local
indigenous Sami communities and other
key stakeholders were insufficiently
engaged before construction, it later
became apparent that the wind park
disrupted traditional reindeer grazing
patterns. Legal proceedings ensued and

culminated in the Norwegian Supreme
Court deeming the wind park illegal. The
wind farm continues to attract criticism,
including by prominent environmental
campaigners, and years of ongoing
protest, resulting in disruption of
business activities.2

Can community engagement help overcome

NIMBYism?

Emerging evidence suggests that
meaningful community engagement
can help to mitigate the risk of projects
being derailed by voices systematically
opposed to the development of new
infrastructure, commonly referred to
as NIMBY (“Not in my back yard”)?3

For example, the Sleaford Community
Power Fund was set up as a
partnership between Schroders
Greencoat and the North Kesteven
District Council to support community
projects and organisations within

a five-mile radius of the Sleaford
Renewable Energy Plant (REP) in
Lincolnshire, England, which is owned
by Schroders Greencoat. Border to
Coast, a local government pension
pool, is also invested in the plant as a
minority shareholder.2*

The management of the fund

itself represents a good example

of community engagement. North
Kesteven District Council administers
the Fund with the aim to distribute
£125,000 over five years. A panel
made up of local community
representatives, local councillors

and representatives of Sleaford

REP meets quarterly to assess the
applications for community funding.
In addition to the Sleaford Community
Power Fund, Sleaford REP has funded
several community schemes, such

as apprenticeships. and provides free
heating to public buildings in Sleaford
town centre saving the council
approximately £100K per y