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Introduction to risk and impact
management

Learners should be able to understand why sustainable land
use investments are needed, what issues should be considered,
and how to generate impact

Responding to key
environmental and social risks

Learners should be able to understand the business case for
risk management and how to develop a risk management and
monitoring framework in screening and post-investment
phases

Demonstrating positive impacts and
leveraging monitoring capabilities

Learners should be able to understand positive impacts that
can be generated in this space and which tools and capacities
can help with identifying, assessing and monitoring them
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Responding to key
environmental and social risks

Learners should be able to understand the business case for
risk management and how to develop a risk management and
monitoring framework in screening and post-investment
phases
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Responding to key environmental and
social risks

1. The business case for E&S risk management in land use
finance

2. Identifying E&S risks
3. Managing and mitigating E&S risks

4. Monitoring and reporting on E&S risks



Responding to key environmental and
social risks

1. The business case for E&S risk management in land use
finance



Environmental and social (E&S) risks can be significant drivers of change, and have major impacts on business. WEF
ranks them as some of the most severe risks that are currently, and will be, faced in the next 2 to 10 years
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https://www.visualcapitalist.com/global-risks-2023/
https://www3.weforum.org/docs/WEF_Global_Risks_Report_2023.pdf

Land use finance presents environmental and social risks
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& capital Monitor

Banks have a way to go on human rights: BankTrack

[ Mongabay

Companies, big banks are still lagging on deforestation
regulations: report

Boston Consulting Group

i https://iwww.bcg.com » publications » whetting-consume...

Whetting Consumers' Appetite for Sustainable Foods | BCG

Chain Reaction Research
https://chainreactionresearch.com » the-chain-cracks-i... &

The Chain: Cracks in Financial Institutions' Responsibility ...
11 Jul 2023 — EU Regulations In the European Union (EU), Fls have been excluded from
accountability and reporting in the EU Deforestation regulation (EUDR), ...

© Global Canopy
https://globalcanopy.org » Insights  $

Beef companies failing to protect human rights
@ Mighty Earth
https://www.mightyearth.org » jbs

Deforestation cases linked to JBS beef supply chain harm ...

& Global Witness

Banking on destruction: tracking deforestation in the Brazilian
Amazon - and exposing its backers

® The Guardian

Insect decline a threat to fruit crops and food security,
scientists warn MPs


https://capitalscoalition.org/capitals-approach/natural-capital-protocol/?fwp_filter_tabs=guide_supplement
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Markets
Capital flow and financing
Products and services
Resource efficiency
Reputational capital

Chronic risks

Nature-related
opportunities

Mature-related Impact

Transition risks ) g
risks mitigation

Source: TNED 2023

Policy risk . -
¥ Sustainability
performance
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Market risk restoration and regeneration
Technology risk
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3 Income 3 Cash flow e Balance
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https://tnfd.global/wp-content/uploads/2023/08/Recommendations_of_the_Taskforce_on_Nature-related_Financial_Disclosures_September_2023.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2018/11/NCFA_Exploring-Natural-Capital-Opportunities-Risks-and-Exposure_Nov-2018.pdf

Investors need to be aware of issues such as social justice, just transition, and human rights. Below is a worked
example on the set of risks stemming from inadequate due diligence and FPIC consultation processes

Due Diligence and FPIC 11 Adverse Impacts 11 Company Risk Investor Risk
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Inadequate due diligence
* Reliance on domestic
standards

Human rights impacts
Right to lands and
resources, culture, self-
determination, life and
physical integrity

Inadequate consultation
* Not free, prior and
informed
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Environmental impacts
Destruction of lands and
natural resources

Lack of consent
* Consentnotgiven or
withdrawn

-
-

Complicity in violations
State repression
Criminalization

Operational
Blockages or delays
Suspension of project
Cancellation of contracts

Legal
Litigation by affected
communities
Review by national or
regional courts

Reputational
Reputational damage
Difficulty getting approval
in other communities
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Financial
Negative impact on returns

Reputational
Loss of credibility
Press scrutiny

Political
Political backlash, leading
to suspension of permits
New regulations limiting
operations

-

-

-

Financial
Increased costs
Financial losses

Regulatory
Failure to meet potential
due diligence regulation



https://respectingindigenousrights.org/respecting-indigenous-rights.pdf

Deforestation and ecosystem

Sector benchmarks and standards such as the GRI, conversion

the WBA and the FAIRR Protein Index identify the
following areas as some of the key E&S themes in

Soil degradation
land use:

Climate change

==—_ Benchmarking

Biodiversity loss
Alliance

Human rights abuse and exclusion
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“Over the period 2000-2018 almost 90% of global

deforestation was caused by agricultural expansion, for both

cropland and livestock production”

Reference:
Rome.

Reputational

risk

Financial institutions
and companies are
under pressure to
ensure their activities

are deforestation-free.

Case study at
lobal Witness 2022



https://www.fao.org/3/cc2262en/cc2262en.pdf
https://www.fao.org/3/cc2262en/cc2262en.pdf
https://www.globalwitness.org/en/campaigns/forests/cash-cow/
https://unsplash.com/photos/green-trees-on-brown-soil-axE5o1Xh7_Q

Soil degradat ion

“Today, a third of all soils are degraded due to soil erosion, -
compaction, chemical pollution and loss of nutrients, and .o
some 80% of all farmland has moderate to severe erosion” ..

Financial institutions .

can be accused of ..

financing companies .

that are accused of .

. contributing to sail oo
Reputational pollution and violating .
risk environmental laws EE

Case study at EE

Unearthed 2020 ve

Reference: WWF (2021). Bringing it Down to Earth: Nature Risk and Agriculture. .e



https://wwfint.awsassets.panda.org/downloads/bringing_it_down_to_earth___wwf_2021.pdf
https://unearthed.greenpeace.org/2020/11/25/cargill-deforestation-agriculture-history-pollution/
https://unsplash.com/photos/a-dirt-surface-with-cracks-and-dirt-on-it-xrPi1eoGGZQ

“In 2019, approximately 22% of global GHG emissions came  --

from agriculture, forestry and other land use (AFOLU). ” .o
Financial institutions

can downgrade the -

creditworthiness of their .

loan portfolios due to .

. . policy changes aimed at ..

Which kind of cutting emissions from ..

risk is this? the AFOLU sector .

Case study at .o

Manifest Climate 2022 -

Reference. IPCC. Climate Change Synthesis Report. Geneva, 2023. s



https://www.ipcc.ch/report/ar6/syr/downloads/report/IPCC_AR6_SYR_SPM.pdf
https://www.manifestclimate.com/blog/rabobanks-woes-herald-a-new-phase/
https://unsplash.com/photos/white-and-black-cattle-on-the-field-photograph-8rVSeXEJG1g

“In 2019, approximately 22% of global GHG emissions came  --

from agriculture, forestry and other land use (AFOLU). ” .o
Financial institutions

can downgrade the -

creditworthiness of their .

loan portfolios due to .

o policy changes aimed at ..

Transition cutting emissions from ..

risk the AFOLU sector .

Case study at .o

Manifest Climate 2022 -

Reference. IPCC. Climate Change Synthesis Report. Geneva, 2023. s



https://www.ipcc.ch/report/ar6/syr/downloads/report/IPCC_AR6_SYR_SPM.pdf
https://www.manifestclimate.com/blog/rabobanks-woes-herald-a-new-phase/
https://unsplash.com/photos/white-and-black-cattle-on-the-field-photograph-8rVSeXEJG1g

“The populations of mammals, birds, fish, reptiles and oo
amphibians, for example, declined by 69% between 1970 and  ::
2018." ol
Financial institutions’ EE

portfolios comprise .

securities from issuers ..

that are highly oo

Physical dependent on oe

isk ecosystem services and oo

rns biodiversity loss oe

Case study at .e

INSPIRE 2022 4

References: WBA (2023). Food and Agriculture Benchmark Methodology ..



https://assets.worldbenchmarkingalliance.org/app/uploads/2022/12/WBA-2023-Food-and-Agriculture-Benchmark-methodology.pdf
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2022/12/INSPIRE-Sustainable-Central-Banking-Toolbox-Policy-Briefing-Paper-9.pdf
https://unsplash.com/photos/bee-in-fornt-of-sunflower-swtg-ahmGzY

“Worldwide, 70% of child labour is found in the agriculture sector,
which is also at high risk of forced labour and human trafficking
(i.e. high seasonal, migrant and informal economy workforce)”

Lack of social inclusion
considerations into
project design might

lead to blockages,

Which kind of community relations
issues, violations of

rights, contract
cancellations or project
suspension

risk is this?

Case study at
Yale Environment 2022

References: WWF (2022). Living Planet Report 2022



https://unsplash.com/photos/man-in-gray-hoodie-and-black-pants-holding-brown-cardboard-box-xDwEa2kaeJA
https://wwflpr.awsassets.panda.org/downloads/lpr_2022_full_report_1.pdf
https://e360.yale.edu/digest/eacop-european-parliament-resolution

“Worldwide, 70% of child labour is found in the agriculture sector,
which is also at high risk of forced labour and human trafficking
(i.e. high seasonal, migrant and informal economy workforce)”

Lack of social inclusion
considerations into
project design might

lead to blockages,

Reputational community relations
issues, violations of

rights, contract
cancellations or project
suspension

risk

Case study at
Yale Environment 2022

References: WWF (2022). Living Planet Report 2022



https://unsplash.com/photos/man-in-gray-hoodie-and-black-pants-holding-brown-cardboard-box-xDwEa2kaeJA
https://wwflpr.awsassets.panda.org/downloads/lpr_2022_full_report_1.pdf
https://e360.yale.edu/digest/eacop-european-parliament-resolution

“50% of stocks listed in the four major US stock indices are in -
industries with medium or high water-related risks. 69% of
equities listed globally face around $300 billion dollars of
corporate value at risk, and billions more in stranded assets”

The agriculture,
beverage and food
segment of MSCI All
Companies World Index

. . showed a larger
Which kind of dependency on%vater

risk is this? security than the Index
as a whole

Case study at
CISL 2023

References: Ceres (2022). Finance Must Tackle the Growing Water Crisis. Here's How.


https://www.ceres.org/news-center/blog/finance-must-tackle-growing-water-crisis-heres-how
https://www.cisl.cam.ac.uk/files/cisl_aon_mapping_exposure_to_nature-related_risks_across_financial_indices_apr22.pdf
https://unsplash.com/photos/landscape-photography-of-mountain-GygPFmXGD1o

“50% of stocks listed in the four major US stock indices are in -
industries with medium or high water-related risks. 69% of
equities listed globally face around $300 billion dollars of
corporate value at risk, and billions more in stranded assets”

The agriculture,
beverage and food
segment of MSCI All
Companies World Index

. showed a larger
Physical dependency on g\J/vater

risk security than the Index
as a whole

Case study at
CISL 2023

References: Ceres (2022). Finance Must Tackle the Growing Water Crisis. Here's How.


https://www.ceres.org/news-center/blog/finance-must-tackle-growing-water-crisis-heres-how
https://www.cisl.cam.ac.uk/files/cisl_aon_mapping_exposure_to_nature-related_risks_across_financial_indices_apr22.pdf
https://unsplash.com/photos/landscape-photography-of-mountain-GygPFmXGD1o

“Adverse impacts of pesticides have been observed on bees,
bird populations, aquatic organisms, and biodiversity.
Adverse impacts of fertilizers include nutrient losses to the
environment, drinking water contamination and
eutrophication”

Financial institutions
can be affected by
policy changes such as
the EU Farm to Fork
Transition strategy and their

. impacts on listed
risk fertiliser companies

Case study at

References:

; ¢ Minimizing Tt



https://wedocs.unep.org/xmlui/bitstream/handle/20.500.11822/34463/JSUNEPPF.pdf?sequence=13
https://wedocs.unep.org/xmlui/bitstream/handle/20.500.11822/34463/JSUNEPPF.pdf?sequence=13
https://unsplash.com/photos/a-person-in-a-green-field-with-trees-in-the-background-ZOKLwSOyeUQ
https://www.cisl.cam.ac.uk/resources/publications/eu-farm-fork-strategy-and-fertiliser-companies-nature-related-financial-risk

Responding to key environmental and

soclal risks

2. Identifying E&S risks



Scope of risk assessment

€

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
............................................

what is included: sectors,
geographies, value chain...

Understand the external and internal context of your
organisation to help set a fund objective in line with your risk

appetite :
the level of granularity:

fund level, individual

+ External context includes international frameworks, regulatory R

developments, consumer preferences

« Internal context includes understanding existing risk processes
and institutional priorities

According to the fund objective and geographies of operation,

define the scope of the risk assessment required qualitative / semi-
quantitative or quantitative
Establish temporal boundaries for the risk assessment approach

7.y
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External context extensive environmental and social standards

E"&}:{%ﬁl:" Ten Environmental and Social Standards @) e woRLD BANK Guiding Principles Safeguard Standards
- Sustainability and 1. Biodiversity, Ecosystems and Natural
Resilience Resource Management
ESS1 Ess2 ESS3 Essa ESSS » Human rights and 2. Climate Change and Disaster Risks
Assessment and Labor and Working ~ Resource Efficiency Community Land Acquisition, q 3. Pollution Prevention and Resource EfﬁCienC}f
Management of Conditions and Pollution Health and Restrictions on Land Use Gender Equa“ty and 4 C t H lth S f t d S .
Environmental and Prevention and Safety and Involuntary Women’'s -Lommunity Reattn, sarety an ECIJI'Ity
Social Risks and Impacts Management Resettlement Empowermen t 5 Cultural Hen'tage
. Leave No One Behind 6. Displacement and Involuntary Resettlement
» Accountability 7. Indigenous Peoples
8. Labour and Working Conditions
ESS6 ESS7 ESS8 ESS9 ESS10
Biodiversity Indigenous Peoples/Sub- Cultural Financial Stakeholder
Conservation and Saharan African Heritage Intermediaries Engagement and SO urce: N E P E n vir nmen I n I I In III F ramew rk 2 2
Sustainable Historically Underserved Information Disclosure .
Management of Living Traditional Local 6
Natural Resources Communities
Risk Resource Community
Source: World Bank Management Efficiency
Environmental an ial

Framework 2017

Cultural
Heritage

Land
Resettlement

ﬁ E
©0000


https://thedocs.worldbank.org/en/doc/837721522762050108-0290022018/original/ESFFramework.pdf
https://thedocs.worldbank.org/en/doc/837721522762050108-0290022018/original/ESFFramework.pdf
https://thedocs.worldbank.org/en/doc/837721522762050108-0290022018/original/ESFFramework.pdf
https://www.unep.org/resources/report/un-environments-environmental-social-and-economic-sustainability-framework
https://www.ifc.org/en/insights-reports/2012/ifc-performance-standards

It is important to perform a risk assessment in line with your data availability, investments, and internal capacities.
The complexity of risk assessment will increase the level of detail required, at greater cost.

Approach Allocation Deforestation-related considerations

Qualitative/semi- The complexity of the assessment Increased complexity increases the costs of assessment:
quantitative increases the allocation for:

On data, you might need to consider:

Human resources/skills . :
' + Data access costs (some platforms are paid)

Data required _ . :
. 4 Availability of accurate and reliable environmental

Time information for soft commeodities (the need to find reliable
. proxies)
Costs

Physical infrastructure (e.g.

certain software) 4 Whether it would require an understanding of soft
commodities supply chains and how to relate/interpret
deforestation-related data to clients or portfolio companies.

On skills, you might need to consider:

GIS/spatial data knowledge
Whether multiple teams across the banks is needed
Possibility of hiring experts/outsourcing (increasing costs)

Quantitative » That there no specific models to quantify deforestation risk
(investment needed to build this)

Source: UNEP Deforestation Risks for Banks 2022


https://www.unepfi.org/training/training/deforestation-risks-for-banks/

Internal context identifying risks by investment area

As discussed in the
previous section, there is a
series of

impacts and dependencies
that drive risk across land
use sectors and
investments (forestry,
agriculture, restoration)

Important to assess
dependencies on nature to
ensure underpinning
investments are not at risk
— then invest in nature
recovery to mitigate this
risk.

SASB Sectors

Dependencies Impacts
Land use Water use Pallution
Solid waste Water
Soil quality Water Land use Water use Air pollution pollution Soil pollution pollution

1 Agricultural products and tobacco

2 Consumer goods

3 Extractives and minerals processing

4 Financials

6 Food and beverage (ex. agriculture and tobaceco)

6 Health care

7 Infrastructure (ex. utilities and generators)

8 Renewable resources and altermative energy

9 Resource transformation

10 Services

11 Technology and communications

12 Transportation

13 Utilities and electricity generators

Source: TNFD 2023 from ENCORE data (supply chain data is not considered)


https://tnfd.global/wp-content/uploads/2023/08/Guidance_on_the_identification_and_assessment_of_nature-related-issues_The_TNFD_LEAP_approach_v1.pdf?v=1695138163
https://encorenature.org/en

Locate

Interface with Nature

Business
footprint

Where are our direct assets and
operations, and our related value chain
(upstream and downstream) activities?

) Nature
interface

Which biomes and ecosystems do these
activities interface with?

What is the current integrity and importance
of the ecosystems at each location?

Priority location
identification
At which locations does our organisation
and its value chain(s) operate in high
integrity ecosystems, areas of rapid
decline in ecosystem integrity, areas of
high biodiversity importance, areas of
water stress and/or areas with potential
significant dependencies or impacts?

Sector
identification

What sectors, business units, value
chains or asset classes are interfacing
with nature in these priority locations?

Source: TNED 2023

Evaluate

Dependencies & Impacts

Assess
Material Risks & Opportunities

Engagement with affected stakeholders

ID of relevant
environmental assets
and ecosystem
services
What are our business processes and
activities at each priority location? What
environmental assets and ecosystem
services do we have a dependency or impact
on at each priority location?

ID of dependencies
and impacts

What are our nature-related dependencies
and impacts across our business at each
priority location?

Dependency
analysis

What is the size and scale of our
dependencies on nature in each priority
location?

m Impact analysis

What is the size and scale of our nature
impacts in each priority location?

m Risk and
opportunity ID

What are the corresponding risks and
opportunities for our business?

m Existing risk mitigation

and risk and opportunity
management

What existing risk mitigation and risk and

opportunity management approaches are
we already applying?'

Additional risk
mitigation and risk
and opportunity
management
What additional risk mitigation and risk
and opportunity management actions
should we consider?

Risk and opportunity
materiality
assessment
Which risks and opportunities are
material and should be disclosed in line
with the TNFD disclosure
recommendations?

Prepare

To Respond & Report

Strategy & resource allocation

Strategy and resource
allocation

What strategy and resource allocation
decisions should be made as a result of
this analysis?

Performance
measurement

How will we set targets and define and
measure progress?

m Reporting

What will we disclose in line with the
TNFD disclosure recommendations?

m Presentation

Where and how do we present our
nature-related disclosures?

Review and repeat

TNFD’s LEAP framework sets a
structure that financial actors

can use to identify, assess,
respond to and disclose their
nature-related issues



https://framework.tnfd.global/leap-the-risk-and-opportunity-assessment-approach/

Funds should know where their investments are located and should look to integrate geospatial insights into their
risk assessments. If your investments are in biodiversity-rich areas, it might be useful to look at maps that show the
extent to which specific areas depend on biodiversity and ecosystem services (biodiversity loss risk)

Biodiversity & Ecosystem Services (BES) Index

B Very Low (<15) B Low (15-30) I Moderate (30-45) Moderate (45-60)
'~ Moderate (60-75) B High (75-90) B Very High (>90)


https://www.swissre.com/media/press-release/nr-20200923-biodiversity-and-ecosystems-services.html

Identlfymg risks through spatial data: Indigenous lands

» [CCAs: Territories and areas conserved by indigenous peoples and local communities
» = cultures, actions and values, but which brings together a global community with a shared vision to secure their
natural heritage

L e
B

Source: ICCA registry. The designations employed and the presentation of material on this map do not imply the
expression of any opinion whatsoeveron the part of the Secretariat of the United Nations concerning the legal
status of any country, territory, city or area or of its authorities, or concerning the delimitation of its frontiers or
boundaries.


https://www.iccaregistry.org/

Identlfylng risks through spatial data: forest loss

If your investments are in forest-rich areas or around them, it might be useful to look at maps that show the extent to
which specific areas have been historically affected by tree cover loss to assess deforestation risk

GLOBAL MAP DASHBOARD HELP v ABOUT v BLOG OTHER TOOLS v ENGLISH v e o e
WATCH ’ RAR B
” € LEGEND ul ANALYSIS
o o ¥
FOREST K 1 Tree cover loss - 2001- e x |
CHANGE 0 ¥
! @ Tree cover loss
Displaying Tree cover loss with > 30% v
canopy density
£
LAND USE o — y
2001 2004 2008 2012 2015 2019 2022 S l; 4.
&
) Trec'catstloss ot always deforestatinn. |
CLIMATE
.g, i1 Tree cover - 2010 0 & x
BIODIVERSITY @ Tree cover
Displaying Tree cover with > 30%
canopy density

Displaying Tree cover for 2010 v

[l PLANET SATELLITE IMAGERY (TROPICS)


https://www.globalforestwatch.org/

If your investments involve substantial water use, it might be useful to look at maps that show the extent to which
specific areas are exposed to physical risks, as well as regulatory and reputational risks (overall water risk)

&% AQUEDUCT WATER RISK ATLAS

/1«\(\ kﬁl(\‘ j

= igﬁm &)
L
_ﬂ:}!:tn;i(vlr
o A
by £ Overall Water Risk i i
- ‘ :'L e |
) Low Low - Medium-  High Extremely
Medium high high
(0-1) (1-2) (2-3) (3-4) 4-5)
W Mo data

Source: WRI 202

Pacific
Ocean


https://www.wri.org/applications/aqueduct/water-risk-atlas/

Example: SRIF

Here is an extract of UNEP
Safeguard and Risks Identification Framework

Appendix D. Environmental and social safeguards (SRIF)

sk Identification Form (SRIF)

Section 1: Project Overview

Identification
Froject Title Dewrlopmaes, Beviesw ond Lipsete off Monionas! imphemsadobion Flans (W) under th
Stockhadm Gosmtion [S0) on PETSSTent Onpose Pollutends (POPS)- Sadadurt countries 1o
projt 10785
Managing Divisian Ecanomy Diwision
Type,Locaticn Giaha)
Region AAT
List Countries Lo PO, Moidiers
th:t n.-g;ﬁpﬁm Thie propect main odjectve & fo enable pertcipating cossenes to implevrest e Srocihadm
Comaeniion throwgh (e oeerosmne, A, updale and Ramisson of e Naronal
Impieaenration Plov [NIF) fothe Conference of che Pevtes off the Stockfole Comwenion
SCOP)
Relewvant Subprogrammies L
Estimated duration of 4 manths
project
Estimated cost of the LD 52,600
project
Hame of the UNEF F*:t Adr. Ludowks Bernaead'at A Moenara Sharms
manager responsible
Funding Sowrce{s) GEF
Executing/Implementing Stockhedm asd Based! Cormnations Rngrana! Gestre, Ching
partner(s)
SRIF submission version A
Safeguard-related reports. &  Feosiality repor [ |
prepared so far *  Gender Action Plon [ |
& Eppkeholier Eagogement Foa | [
IFipoce gitoch te docoymends | & Sofeguord risk assessmeal oF boomT essestonr | |
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https://www.unep.org/explore-topics/forests/what-we-do/unlocking-private-finance-sustainable-land-use

Responding to key environmental and
social risks

3. Managing and mitigating E&S risks



How risk assessment fits into the investment process

When screening
deals, impact funds
should keep in mind
the following
illustrative
investment process
flowchart.

We will discuss these
stages in the next
slides.

Yes

R Donot

No

proceed

A

No

Yes

Proceed




Funds specialising in land use investments have varying
approaches to exclusion lists. They can be: . . _—

BLUE ECONOMY EXAMPLE

Blue Economy |8

Determined by providers of concessional funds

Developed internally, depending on fund'’s objective
and risk appetite

Recommended Exclusions
for Sustainable Blue

- Based on compliance with national laws and Economy Financing
international conventions, sustainable e
certifications and/or share of revenues from

certain activities

Adapted from generic exclusion lists, not tailored
particularly to the land use sector (e.g. weapons)


https://www.unepfi.org/publications/turning-the-tide-recommended-exclusions/

Eligibility criteria set -
and will also be determined either internally or by
concessional funding sources

Setting the bar too high in eligibility criteria for
investees may prevent funds from engaging with clients
where they could have a good impact, if more support
would be given ( )

Differing levels of resourcing and capability across
small and large players in their target geographies
should also be accounted for (e.g. IFC PS 6)

Cutoff date for deforestation-
and conversion-free portfolio

Compliance with national and
international laws
=

Land tenure established

Avoidance of impacts on
protected species

=
% No negative impact on
© protected areas
U



AGRI=FUND

“Eligible projects should focus on at
least one of the first two objectives
(Forest Protection and
reforestation, and Sustainable
Agriculture) of the funds E&S
Impact Framework and always
contribute to the third (Improved
Rural Livelihoods).”

Source: AGRI3 202

RCEF eligibility criteria

Farmers must meet the RCF Eligibility Criteria to be able to join the
programime. Eligibility Criteria for the RCF Cerrado Programme 1 are:

a) Criteria related to the area of cultivation:

Land use - the area of cultivation must comply with the following
conditions:
] The cultivated area to be financed must have been deforested
before January 1, 2020; and
i] aslong as the Producer participates in the Programme, there
should be no opening of new areas of native vegetation in the
Programme Area.

Compliance with the Forest Code:

| Farmland must be registered with the Cadastro Ambeental Rural [CAR)

i) The farm area must not overlap with conservation units, indigenous
reservations, and community lands [including quilombos)

iii] The farm must contain and maintgin the required areas of Legal
Reserve, Areas of Permanent Protection [APPs) and any excess of
native vegetation, determined by the Forest Code or have formally
adhered to a Programme of Erwvironmental Regularization [PRA]
established by the state environmental agency.

b) Criteria related to the Farmer

Land title: Farmers must have unguestionable right to use the land, be it
as land title, land lease agreement or another legally recognised form of
land tenure [e.g, posse’).

Legal compliance: Farmers must demonstrate that they and their farms
do not contravene any environmental or legal requirements, such as:

| environmental embargoes,

i] labour legislation fincluding slave and child labour],

i) Soy Moratorium [if applicable), and

] internationally accepted rules for the use of agrochemicals.

Source: RCF 2023


https://agri3.com/wp-content/uploads/2021/02/AGRI3-Investment-policy-20201604-v1.0.pdf
https://sim.finance/wp-content/uploads/2023/05/RCF-ANNUAL-REPORT-May-2023.pdf

A cutoff date is the date after which
deforestation or conversion renders a
production area with
commitments (e.g. no
deforestation/conversion since when?)

A policy or commitment related to
deforestation or conversion

on
without a cutoff date

Inclusion of cutoff dates

allows for clear
communication to suppliers/clients
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RCF Assessment of Cutoff Dates

ProTerra 2008
Climate Bonds Initiative 2010
FSC 1994 (2020)
RSPO 2009/2015/
2018/2020
Cutoff dates must be in the past; that is, prior to the RTRS 2016
issuance of a policy or commitment (2020 is NY Declaration on Forests 2020
recommended as latest cutoff date for no-deforestation) UN SDG 2020
AF| Guidance Jan 2020
If a cutoff date exists or is commonly used in a given UK Soy Manifesto Jan 2020
commodity or location (through regulation or French Soy Manifesto Jan 2020
certification), investors should use this date to support British Retail Consortium Jan 2020
aligned action and stronger market signals Forest Positive Coalition Jan 2020

Responsible Commodities Jan 2020
Facility

Salmon industry suppliers Aug 2020
EU DR Dec 2020

Timing of the cutoff within a year can be selected based
on regular clearance cycles or other considerations

Ref: Slide by Pedro Moura Costa, ESKEN webinar




Gender-smart land use finance
strengthens investment performance
and delivers sustainable land use
outcomes while promoting gender
equality and women’s economic
empowerment

A fund focusing on livelihoods within
the context of land use might decide
to set gender-related eligibility
criteria, identifying clients that meet
one or more of the 2X Challenge
criteria

=
2
o
g
a

2

3

4

1 ‘
|

CLIMATE FINANCE
TAS

A KFOF{CE@

OR

OR
=

OR
=

OR

Investments

through Financial

Intermediaries (Fls)?

Criteria Threshold?
1A. Share of women ownership 51% ‘
OR
1B. Business founded by a woman Yes/No ‘
2A. Share of women in senior management? 30% I
OR
2B. Share of women on the Board or Investment Committee? 30% |
3A. Share of women in the workforce! 30% - 50%:2 ‘
AND
3B. One “quality” indicator beyond compliance Yes/No |
4. Product or service specifically or disproportionately benefits women Yes/No
SA. On-Lending facilities: Percent of the Investor/Fl loan proceeds or percent
of FI's portfolio supporting businesses that meet direct criteria?
OR
30%

SB. Funds: Percent of portfolio companies that meet the direct criteriat

Source: 2X Challenge 2023


https://www.2xchallenge.org/criteria

GESI Scale

Definition

Relevance For TLGF

Gender Negative

Inadvertently exploits or
exacerbates existing inequalities

No partnership
possible

Gender Blind

Does no gender analysis, does not
attempt to differentiate between
men and women'’s roles, nor does
it attempt to address gender
equalities

To be considered for
partnerships

Gender Neutral

Interventions neither reinforce
existing gender inequalities nor
contribute to more equal societies

Desirable entry stage

Gender Sensitive

Acknowledges and accommaodates
some gender differences in pursuit
of development outcomes. This
approach may attempt to actively
redress existing gender
inequalities (sometimes also called
a gender inclusive approach)

Expected for all
projects by the end of
the grant period.

Gender
Transformative

Identifies and challenges unequal
social norms, actively attempts to
address social inequalities and
attempts to contribute to the
redefinition of women and men's
gender roles

Achievable by some
projects by the end of
the grant period.

X

Case Study

In its November 2022 Operational
Guidelines document, the TLGF
includes the Gender,
Environment, and Social
Inclusion (GESI) scale to assess
whether prospective clients are
eligible to receive funding.



Screening is a first high-level check of whether the investment fits eligibility criteria
and fund objectives

As part of the screening
process, funds should
and identify which

i ili ; nes require mor
Screening ?Due Diligence Transaction @ ones require more
o

management and

mitigation
T How can risks of How can long- Risk screening also allows
investment fit our greater concern term impact of to
goals and theory be accounted for investment be by
of change? and mitigated? guaranteed? investee

Source: adapted from Impact Institute 2023


https://www.impactinstitute.com/publications-impact/

Low risk: minimal or no adverse environmental and social risks and .
impacts. .
= Do not require further environmental and social analysis or

management measures basic assessment .

. potential adverse environmental and social risks and
impact that are limited in scale, are not unprecedented or
irreversible, and are general limited to the program or project area
— Require targeted environmental and social analysis and

application of recognized good international practice. -

High risk: significant adverse environmental and social impact that .

are irreversible, cumulative or unprecedented and/or which raise

significant concerns among potentially affected communities and .-

individuals. May contribute to cumulative impacts. .t

— Require comprehensive forms of environmental and social Probability
assessment such as ESIA (Env and Soc Impact Assessment) to
evaluate whether to proceed with deal

Source: UNEP ESSF



Issues flagged as of greater concern during risk screening, should undergo a

further round of controls, defined as due diligence Approach is

to the fund / deal

Thorough checks require
appropriate levels of

Screening Due Diligence ,P Transaction @ should carry out the
([

process and need
to be defined

How would this How can risks of How can long-
investment fit our greater concern term impact of on:
goals and theory be accounted for investment be t - ;

" eam capacity to deliver,
of change? and mitigated? guaranteed? pactly

baseline (where we start),
partners and stakeholders,
and intended impacts

Source: adapted from Impact Institute 2023



https://www.impactinstitute.com/publications-impact/

/ P Map the supply chain

Identify the source of products
and key actors. |dentify "control
points" to assess their due
diligence efforts.

- ASSESS the risks

of deforestation

» Consider products, goods, services,
suppliers and sourcing areas.

* Analyse extent/type of forest cover,
deforestation trends and drivers of
deforestation,

* Use traceability/chain of custody
information to assess risks.

» Look out for Red Flags

Examples:

» Areas with weak governance,
law enforcement or conflict.

* Business partners/suppliers linked
to deforestation.

= Suppliers sourcing from red-flag
locations or red-flag suppliers.

Sources: Deforestation-Free Finance 2023; FAQ and OECD 2023


https://guidance.globalcanopy.org/further-guidance/due-diligence-towards-deforestation-free-finance/
https://www.oecd-ilibrary.org/docserver/c0d4bca7-en.pdf?expires=1696865992&id=id&accname=guest&checksum=CBFB7F3DC302389DA6FD0BE901EE1445

Before finalising a transaction, the fund should ensure that long-term impact is

safeguarded. At this stage, investees can be supported to put an Environmental and
Social Action Plan (ESAP) in place, to ensure the investee will mitigate risks over the
course of the investment and help the deal to progress

An allows the fund to:
» Specify how an investee
will
or other policies over
Screening Due Diligence Transaction course of investment

Invest in deals that have

but need support to

How would this How can risks of How can long- ' i i
avoid generating E&S risks

investment fit our greater concern term impact of e g g ;

goals and theory be accountedfor investment be improvements are not

of change? and mitigated? guaranteed? provements are no

made, thus mitigating risks

Source: adapted from Impact Institute 2023


https://www.impactinstitute.com/publications-impact/

EU TAXONOMY
VIEW >

Monitor, Report,

Map jurisdiction Map investment .
Verify

JECA Transformational
Change

Map business TNFD

VIEW -

Theory of Change KPI Framework

IFC
PERFORMANCE
STANDARDS

Company

. .- Website disclosures
characteristics

Annual report

Cultural Heritage

Dashboard (in
AL development)

Community

Resource Efficiency

Screening requires a mix of geospatial data (e.g. Protected Areas),
information on regulatory compliance (e.g. IFC, Human Rights), best
standards assessment (e.g. NDPE, certifications) and risk categorisation

Recognized
independent

Due diligence is performed by external consultants on focus areas of risks sustainability

identified by screening process S eabie o
RSPO, FSC™, RA)

Information is inputted in a landscape protection plan (LPP) laying out

direction of investment overtime. Attached to LPP are ESAPs — conditions

that the client agrees to meet to continue receive funding

LPP view

Land Tenure
Workers’ Rights
Risk Management

FOREST &
BIODIVERSITY
FRAMEWORK
VIEW


https://annual-report.andgreen.fund/year/2022/

How risk assessment fits into the investment process

When screening

- Yes Do not
deals, impact funds d proceed
should keep in mind y
the following
illustrative No =- No
investment process
flowchart.

Yes
No
Yes

Proceed
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Responding to key environmental and
social risks

4. Monitoring and reporting on E&S risks



Monitoring refers to the systematic collection of
data on specific (risk and impact) indicators to
evaluate and document how implementation is
progressing, and which targets are being met.

Appropriate monitoring systems will support:
Assessing continued compliance with E&S
eligibility criteria
Implementation of ESAPs
|dentification of emerging risks
Impact measurement and reporting

Monitoring begins before an investor disburses
resources - during risk screening — and
continues throughout the tenure of the
transaction.

Example: Monitoring in soy and beef investments

T hq\'
SNature

Determine

farmer and Prepare for Conduct annual Eoml_uct
property monitoring monitoring overs ;ﬁt
eligibility

Active Producers are Start of Impact assessment
prospecting accepted, contracts implementation and monitoring
phase are signed reports

ENVIRCNMENTAL

FRAMEWORK

ENVIRCNMENTAL

T 177 WA LELSs CETERMINE CONDUCT ANNUAL CONDUCT ONGODING
LOCATIONS AND RANCHER AND MONITORING OVERSIGHT
RANCHER PROFILE PROPERTY ELIGLIBILITY . YER

ACTIVE RAMNCHERS ARE PROGRAM MONITORING REPORTS
PROSPECTING ACCEPTED, CONTRACTS IMPLEMENTATION AND PERFORMANCE
PHASE ARE S|GNED BEG|NS APPRA|SAL

Source: TNC 2020 and 2021



https://www.nature.org/content/dam/tnc/nature/en/documents/brasil/tnc-environmentalframeworksoy-eng.pdf
https://www.nature.org/content/dam/tnc/nature/en/documents/brasil/tnc-environmentalframeworkcattle.pdf

CDP Climate, Water and

Water/deforestation/conversion policies,

Forests traceability, certification, and human rights Global Company questionnaire
Forest 500/ ZSL SPOTT | Deforestation/conversion policies, traceability, Global Publicly available data, media coverage

/ Forest IQ

certification, and human rights

Deforestation/conversion traceability, risk

Trase Selected countries | Publicly available data, maps
exposure
: Known incidents of deforestation/conversion and : :
RepRisk human rights abuses Global Media and Al/big data
Global Forest Watch Data on regent and historic deforestation, as well Global Publicly available data
as active fires and protected areas
Mapbiom Annual maps of land cover and land use (also data Selected countries | Publicly available data
on water, soils, vegetation...)
EJAtlas Socio-environmental conflicts related to projects Global Publicly available data, media coverage, maps
and extractive activities y ' g P
Biodiversity Risk Filter Geospatial assessment of water/biodiversity risks | Global Publicly available data, maps
IBAT Hosts and maintains three key global biodiversity Global Publicly available data (also paid-for services),

datasets (IUCN Red List, Protected Planet, KBA)

maps



https://www.cdp.net/en
https://www.cdp.net/en
https://forest500.org/
https://www.spott.org/
https://forest-iq.com/
https://insights.trase.earth/insights/focus-on-deforestation-obscures-wider-risks-to-biodiversity/
https://www.reprisk.com/?mtm_campaign=brand&mtm_kwd=UK&mtm_source=google&mtm_medium=cpc&mtm_cid=01&gad=1&gclid=CjwKCAjw38SoBhB6EiwA8EQVLvZtTfh-IerUYtTOvIbwtBidrmfAPM4GybxebYD1Ne93-lf86LeFuBoCtEMQAvD_BwE
https://www.globalforestwatch.org/
https://brasil.mapbiomas.org/en/
https://ejatlas.org/
https://riskfilter.org/biodiversity/home
https://riskfilter.org/biodiversity/home
https://www.ibat-alliance.org/

Geospatial information is powerful to support land-
use risk assessment and monitoring. On-the-
ground visits are also required with respect to
certain indicators.

Costs should be weighed against fund’s objectives
and scope of risk assessment

There are several options of service providers and
applications available in the market, some of which
are free

Building in-house capacity to work with geospatial
data is also an option

SERVICE PROVIDERS

- SATELLIGENCE
# FLINTPRO
STARLING

agrotools

PLATFORMS

O Blodlver5|ty

. IBAT

Satellite imagery
and CAR —— — — —
wverification

Producer Due Diligence
and Monitoring

SIM

Sustainable Investmant Management /

Independent Monitoring

s EarthDaily
_/ 1

Source: RCF 2023

4 Registry of B
DCF Impacts BLOCKCHAIN

BV

0 Iance an
orns
Environmental
Committee
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https://sim.finance/responsible-commodities-facility/

Compliance with eligibility and performance
criteria can be evaluated through a sound
monitoring system.

Based on performance, investors can use
data from monitoring to respond to E&S risks
and

If clients do not comply with established
policies,
— including corrective action plans.

These could include:

« Establishing exclusion conditions or
‘continuous improvements towards
compliance’ conditions

» Reconsidering timescales within
contractual agreements

Phase Reach Core Environmental Requirements

* No outstanding IBAMA sanctions/
embargos on the candidate producer
or target property

Allfarms = No overlapping with Conservation

owned or Units and/or Indigenous Territories
operatsd by CAR registration
borrower
Eligibility * Mo slave labor
Pre-Loan * Soy Moratorium compliance if the

property is in the Legal Amazon

* No conversion of native vegetation

. after the reference date (January 2018)
Financed
property only = Attention to predicted water stress

* Evidence of undisputed land title

* Continued compliance with pre-loan

All farms requirements
owned or : . :
= Valid environmental licenses and
operated by e
borrower

* Legal and Forest Code compliance

Reguirements
Post-Loan

Financed * Mo conversion of native vegetation on
property only  the property during financing tenure

Source: TNC 2020 and 2021

Additional Elements

* Cross-Farm Applicability”: the reference
date for no-conversion (January 2018)
should be applied to all properties

* | ocated in a High Conservation Impact
Area

* Mo Land Conflicts associated with either
the candidate producer or the target
property, as registered in the CTP database
or evidenced in other due diligence

* No conversion of native vegetation on
other properties owned or operated by the
producer

* Continued compliance with specific
additional elements pre-deal requirements

* Valid environmental licenses and permits
* Continued lack of Land Conflicts
* Evidence of applying Good Practices

* Compliant with applicable IFC Performance
Standards


https://www.nature.org/content/dam/tnc/nature/en/documents/brasil/tnc-environmentalframeworksoy-eng.pdf
https://www.nature.org/content/dam/tnc/nature/en/documents/brasil/tnc-environmentalframeworkcattle.pdf

In annual reports, investors should assess the investee’s performance and overall compliance with E&S contractual
obligations. The report can include:

Overview of compliance with E&S eligibility criteria

Information on relevant responses to non-compliance

Information on emerging risks

For high-risk projects, disaggregated information on risks and risk management

eco«)

busmess

ind

The &Green 2022 Annual Report

The Annual Report 2022 builds on the success of the digitalized version first published in
2021. A highly visual and interactive experience means readers can easily navigate

e N

between different sections to explore deeper detail through layered content. A year of e
deal momentum. On the back of new investors in 2021, &Green closed and disbursed on I m a Ct

four transactions within a 12-month period, demonstrating that we are building strong
market interest, and that we now have the systems and people in place to allocate

0 Report 2022

Conserving Biodiversity

o =ArbaroFund

Annual Sustainability Report | 2022

Land Degradation Neutrality Fund

Supporting the supply of deforestation
and conversion-free soy



https://annual-report.andgreen.fund/year/2022/
https://www.mirova.com/sites/default/files/2021-07/LDN%20Report%202021.pdf
https://sim.finance/wp-content/uploads/2023/05/RCF-ANNUAL-REPORT-May-2023.pdf
https://www.idhsustainabletrade.com/publication/idh-2021-annual-report-putting-people-planet-and-progress-at-the-heart-of-trade/
https://www.arbaro-advisors.com/fileadmin/user_upload/Publications_Arbaro_fund_I/Arbaro_Sustainability_Report_2022_2023-08-29.pdf
https://www.ecobusiness.fund/fileadmin/user_upload/Publications/english/EBF_Impact_Report_2022_ENG_final_web.pdf

P
UN&
enviranment
programme

Poll | What risk monitoring techniques would you be
comfortable using, or have you already used?
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https://www.unep.org/explore-topics/forests/what-we-do/unlocking-private-finance-sustainable-land-use

E&S risk management across sectors is fundamental to drive
internal processes and respond to external challenges. In the
land use space, this is extremely relevant — considering its many
challenges and opportunities

When setting a sustainable land use fund, common issues to
account for are ecosystem conversion, climate change, soil
degradation, human rights abuse and exclusion, water overuse
and pollution

Risk assessment is an integral part of the investment process.
Risk management and mitigation can be implemented through
an initial risk screening, a more detailed round of due diligence,
and in the transaction phase.

Monitoring risks post-investment can occur through various
available datasets, geospatial information and field visits.




An impact fund or facility should have a clear E&S risk management framework, to ensure that fund objectives are met and
various sources of financial risk are addressed. In this module, we looked at how a fund can decide to go about setting up
such framework. The next one will deep-dive into impact creation.

Module 3 will cover:

* Anintroduction to impact strategies and setting positive impact indicators

» Key tools that can help identification, assessment, monitoring and reporting of land use impacts
» Considerations on internal capacities and resources that are needed to maximise outcomes



Thank you!

Next Session: Module 3
When: November 29t, 2023
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