How to Unlock Finance for Biodiversity

Palladium's experience from the UK
and beyond
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We have gained insights and learnings from Palladium’s Nature-based Solutions
(NbS) portfolio about how to build and scale natural capital markets

Palladium Nature-based Solutions

Palladium’s Nature Based Solutions (NbS) team
specialises in business incubator design, project
development and financing for protection and
restoration of nature.

C palladium

* Nature specific frameworks and tools
* An investable pipeline

Nactiva accelerates the creation of
projects and companies that transform
the natural capital in Europe
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Palladium’s NbS portfolio provides insights into what is required to create
effective natural capital markets

The building blocks that are needed to help to unlock financing for nature and biodiversity in
Europe and other markets
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Revere aims to secure £240m by 2030 for peatland, woodland, wetland and grassland
restoration across the National Parks

Revere works with existing landowners and farmers to
design nature restoration projects, raise the capital to
fund them, and generates revenue through the sale of

National ; . :
Parks e Caimgorms ecosystem services to ethically aligned corporates.
@ Loch Lorye This approach creates new income streams for farmers and
landowners seeking to improve the quality of landscapes

and support biodiversity. It is a unigue non-acquisition
) Monhumberiand model for nature investment.

Carbon markets: Working with landowners and farmers to enact
landscape scale woodland creation and peatland restoration.
Credits generated are sold to ethically aligned corporate offtakers
with SBTI net zero goals.

Snowdonia

Biodiversity: Restoration of Innovation: Emerging

National Parks will restore ‘ I D markets such as Natural

. biodiversity in the UK. Flood Management and
Biodiversity credits are a nascent water quality are being
South Downs but growing market in the UK. explored.

© Palladium 2022 Dartmoor New Forest L
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Building block 1.
Demand generation
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Demand for nature-based solutions can be driven by policy, value creation and risk
mitigation for actors in the economy

Policy &
Legislation

Governments are

mitigation, often with N
as a source of
abatement.

Examples: Colombia
biodiversity compensat
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introducing policy and
legislation that requires
environmental impact
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regulation; California and

New Zealand’s ETS

inclusion of forestry
projects
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Value creation
for businesses
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Demand of NbS beyond
compliance can come from
reputational and marketing
advantages for businesses

Examples: Voluntary
biodiversity/nature markets
in Colombia, Australia and

others, the global
voluntary carbon market
(VCM)

Sources of Demand
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Demand can also be driven
by clear associations
between environmental
degradation to a companies’
financial risk

Examples: Reporting
frameworks like TNFD,
TCFD and the CSRD are
informing investors on the
financial risks resulting from
climate and biodiversity
impacts, driving companies
to take action
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The Market

These markets can
differ in scale (local vs.
global) and on nature

(compliance vs.
voluntary)

The market connects
buyers and sellers of
ecosystem services

generated by the NbS.

N -

Landowners who can

commit their land for

a permanent uplift in

natural capital, in
exchange from
revenues from the
sales of ecosystem
services
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Building Block 2:
A supportive policy environment
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The UK policy environment has helped to catalyse a market for nature investments
The UK has introduced new policy and legislation for UK environmental management that sends a signal to
investors that there are opportunities to invest in UK nature

Project Developers

The UK government’s 25-year
Environment Plan sets out a
pathway to transform the way the
UK manages its land, water and
natural resources.

This creates investment opportunities
and attracts private finance

The UK Committee on Climate Change has set ambitious

. Many new players are entering the UK
targets for nature restoration

market across different focus areas -
project development, transactions and
retail, and fund management.
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Creating new woodlands at scale

Increasing UK woodland from 13% of land cover in 2019 to
18% by 2050

« More than 1 million hectares of new woodland must be
created by 2050
Restoring peatland across the country

Many investors and Funds have
started to allocate and deploy
finance into UK nature restoration

. Restoring 79% of and protection projects.

degraded peatland by ) ( Nt
2050 | NS Strateny s'va.eky

« Thisis equal to 1 million
hectares of peatland by
2050, or 35,000 ha per
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« This is equal to planting 30,000 ha of new woodland every 1
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Other signalling policy around the world
The Colombian Government recently issued their National Restoration Plan, in which they lay out that the

compensation market will be an element for the achievement of the Plan’s targets
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“Strategic actions of financial sustainability
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» Optimizing resources from compensation activities from biodiversity
loss, by perfectioning mechanisms and ways of application”
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Habitat Banks

Project 1

Project 2 ~

* Early investment
* Secured land
* Economies of scale

* Reduce financial
uncertaint

Habitat Bank
\\
Project 4
Project 3

TERRASOS

* Payments according to results

* Reduced transactions costs

risk and customer




Building Block 3: Nature-
specific frameworks and tools
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Creating frameworks and tools helps to catalyse nature investments

Tools and frameworks have been introduced in the UK that provide quality assurance in both the voluntary

and compliance markets

Important to market creation is a
measurable outcome that has
value. The most familiar example
is the carbon market. The
outcome is easy to measure,
with a single carbon metric.

In the UK, Carbon Codes for
woodland and peatland exist.
These codes provide quality
assurance for the voluntary
market and generate high
integrity, independently verified
carbon units.

Nature measurement is more
complex and there is no single
metric of nature’s value.
Biodiversity Net Gain (BNG) is a
compliance framework that
came into effect in 2024. We are
monitoring the impact off this on
the market.

PEATLAND
CODE “i"E

P

IUCN | Gmmittee
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Peatland Programme

Department
for Environment
Food & Rural Affairs

The Peatland Carbon Code was developed
by the IUCN and has been formally
endorsed by UK government.

CROA

tional Carbon R
& Offset Alliance

& Woodland
® Carbon CO,de

The Woodland Carbon Code (WCC) is the UK
guality standard for woodland projects and
generates high integrity, independently verified
carbon units. It is internationally recognised for
high standards of sustainable forest and carbon
management and is endorsed by ICROA, the
global body for carbon reduction and offset
providers in the voluntary market.

Biodiversity
Net Gain
(BNG)

defra

Department for Environment
Food and Rural Affairs

BNG was introduced by the UK government as a
way of creating and improving natural habitats
and ensures development has a measurably
positive impact (‘net gain’) on biodiversity,
compared to what was there before. This is now a
mandatory requirement for developers in the UK
who must deliver a BNG of 10%.

Source: DEFRA 2020 // Pareto 2011 - lllustrative Economics of Peatland Restoration




Creating Biodiversity Uplift from Carbon Projects Woodland
Revere designs woodland creation projects that are aligned with the Woodland Carbon Codes that Carbon CO de
deliver carbon credits, while at the same time integrating biodiversity uplift and nature enhancements. 2

Planting new, biodiverse
woodlands

A diverse woodland
species mix

Controlling invasive
species

Leaving space for
natural regen

Restoring ecosystems and valuing
biodiversity uplift where possible.

Improving biodiversity
next to new woodlands

. Lower grazing
Impact

Managing
deer

populations

M, Scrup& |
species-rich
grasslands

12



Creating biodiversity uplift from nature-focused projects

Nature or biodiversity uplifts can also be commercialised through nature or biodiversity frameworks directly, as it is the
case in Catalunya, Spain

Desired outcome RN Uplift unitisation RN Demand today
A_’J,, A,_,J/’
* The Catalonian Government has set the » The Government has created a nature market « Companies are purchasing the credits,

nature and social priority of minimising
extreme fires in the territory

for Climate Credits, which are equivalent to
one hectare of managed forests

motivated mostly by the specific impacts on
water, carbon and biodiversity

* This can be which can be optimally achieved
by managing the forests with defined and
specialised techniques

« Apart from claiming the main impact of fire
prevention, off-takers can also claim the
additional impacts on water, carbon and
biodiversity, which the framework also

* As the metric of forest hectares managed
becomes more relevant, more actors are
expected to join the market

» Such forest management also generates
positive impacts in terms of water
regulation, biodiversity enhancement, and
carbon emissions reduction

quantifies « As with many other 01 2022
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Nature and biodiversity frameworks are emerging around the world, creating the
foundations for markets that attract private investment

Biodiversity credit frameworks

m Global biodiversity credit market initiatives’
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Private sector-led programs Government-led Independent standards
programs

Biodiversity offset frameworks

Source: Pollination & Taskforce for Nature Markets (2023)

m Geographic distribution of biodiversity compensation policies

Asia
Combination |
of lender

requiremants and
national legislation

Usa & Canada
Legislation

primarily focusing
on HNL of wetland
area and function

S & C America
Legislation and
lender
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Offset policy implementation in each country

Gren shading shows the ratio of the area occupied by biodiversity offsets in each conutry to the total
area of that country (n =12,983 offset projects in 37 countries). Grey shading shows the countries
with relevant policies, but where no evidence of offser implementation was found (n = 37).

Source: IUCN Global Inventory of Biodiversity Offset Policies®




Building Block 4: Scaling the
Supply of investable pipeline
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Close

www.thepalladiumgroup.com.

CpPoIIodium NActivae & REVERE

MAKE IT POSSIBLE ndo el capital natu



https://thepalladiumgroup.com/
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