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-Andrew Gonzalez,

Professor of Biology at McGill University

Our recent conversations with Professor Gonzalez, ahead of his attendance at
the COP15 of the UN Convention on Biological Diversity this week, highlighted
for us the growing importance of biodiversity, not just to the environment, but
also to the economies that are dependent upon it. In 2020, both The World
Economic Forum and Swiss Re estimated that over 50% of global GDP is
exposed to the risks associated with biodiversity loss. With the Food and Land
Use Coalition's Growing Better report forecasting a biodiversity and nature-first
corporate business market to be worth over $1 trillion by 2030, it is no surprise
that biodiversity related investment opportunities are already catching the eye
of more progressive investors. We see that technology is set to play a leading
role in helping businesses and their investors realise some of that commercial
opportunity. This report highlights some of the critical early indicators and value
enhancing opportunities available to private equity investors, from both a fund
and portfolio company perspective.



https://www.weforum.org/reports/nature-risk-rising-why-the-crisis-engulfing-nature-matters-for-business-and-the-economy/
https://www.weforum.org/reports/nature-risk-rising-why-the-crisis-engulfing-nature-matters-for-business-and-the-economy/
https://reports.swissre.com/sustainability-report/2020/dialogue/biodiversity-and-ecosystem-services.html
https://www.foodandlandusecoalition.org/wp-content/uploads/2019/09/FOLU-GrowingBetter-GlobalReport-ExecutiveSummary.pdf
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} COMMERCIAL DRIVERS FOR
PRIVATE EQUITY PORTFOLIO
COMPANIES

Just as the adoption of Environmental, Social and Governance (ESG) practices
and reporting has proved beneficial to company operations, ultimately
helping to reduce risks and associated costs and to improve profitability, so
too will greater attention to biodiversity-specific practices, measurement and
reporting. Here's how that attention can help portfolio companies meet their
investors’ growth expectations:

CONSUMER EXPECTATIONS AND THE OPPORTUNITY
TO GAIN AND RETAIN CUSTOMERS

recent survey
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IMPROVED BUSINESS EFFICIENCY

Al for Earth,

Salesforce announced new policy
priorities

ATTRACTING AND RETAINING EMPLOYEES

SECURING POSITIVE SUSTAINABILITY RATINGS
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https://www.kcl.ac.uk/policy-institute/assets/who-cares-about-climate-change.pdf
https://www.microsoft.com/en-us/ai/ai-for-earth
https://www.salesforce.com/news/stories/salesforce-nature-policy-2022/
https://www.salesforce.com/news/stories/salesforce-nature-policy-2022/
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OPPORTUNITY TO ACCESS CAPITAL AT
PREFERENTIAL RATES

report on ESG

MITIGATING LEGAL RISK

The Biodiversity Technology Opportunity
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TECHNOLOGY IS HERE
TO HELP YOU AND YOUR

PORTFOLIO COMPANIES

As with the measurement and
reduction of climate change impacts,
technology is already helping the
corporate world address on-the-
ground issues related to negative
impacts and reparations of reduced
biodiversity. There is already a trend
towards using satellite and drone
technology for the tracking and
monitoring of species movement and/
or negative human interaction within
ecosystems, for example.

Other technologies like artificial
intelligence, machine learning,
autonomous robotics, blockchain
and hyperspectral imaging can now
be used to provide valuable data
on essential biodiversity variables
(EBVs) that capture changes within
ecosystems and across supply chains.
The growing suite of technologies
can provide information on the
EBVs capturing trends in biological
processes and human drivers of
changethat can be used to help assess
impact and guide the conservation of
healthy habitats and to identify those
ecosystems that require restoration
and enrichment. These technologies
are very much at the ecosystem “coal
face” to use a nowadays inappropriate
metaphor.

Environmental, Social and Governance
practices and reporting have become
relatively mainstream amongst
larger and more mature businesses.
The greater proportion of research
indicates it makes for reduced risk
and better operating companies.
Today, it is far easier for companies to
measure and report on their carbon
emissions. Yet biodiversity, which
some would argue is the greater
risk, remains relatively untouched.
Measuring and capturing biodiversity
data remains relatively complex and
unexplored, yet the technology to
do this is already available and being
applied by international organisations
and scientific networks. GEO BON,
for example, is dedicated to doing this
with state-of-the-art methods and
technologies, which are increasingly
becoming available and easier
to integrate within appropriate
commercial businesses. Here are a
few other examples:
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https://panamoure.com/digital-transformation-that-enhances-esg-credentials-and-drives-business-performance/
https://panamoure.com/digital-transformation-that-enhances-esg-credentials-and-drives-business-performance/
https://geobon.org/ebvs/what-are-ebvs/
https://members.geobon.org/pages/index
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The Biodiversity Foot

rint_for Financial Institutions methodology
developed by Netherlands-based ASN Bank and environmental consultancies,
CREM and PRé Sustainability is a partially automated tool used to calculate
the biodiversity footprint of the loans and investments made by several Dutch
financial institutions.

Paris-based Iceberg Data Lab launched its Corporate Biodiversity Footprint
to help financial institutions and other companies assess their impact on
biodiversity by using publicly disclosed data to estimate their impact with
respect to land use, air pollution, greenhouse gas emission and the release of
toxic items into freshwater ecosystems.

The Cool Farm Tool was developed through a collaboration between Unilever,
the Sustainable Food Laboratory in Vermont and the University of Aberdeen. It
was originally designed to measure just greenhouse gas emissions on farms.
Following further development by London-headquartered environmental
consultancy, Anthesis it has been developed into an online version which can
now measure a broader range of biodiversity impacts in farming environments.

ENCORE (Exploring Natural Capital Opportunities, Risks and Exposure) is a
Swiss-based enterprise that has developed a tool to help companies understand
their impact on environmental change and the economy. A biodiversity module
has just been released.

Based in Cambridge, IBAT is the Integrated Biodiversity Assessment Tool
hosting three biodiversity data sets available through subscription and already
boasting a roster of large corporates and other organisations.

Based in Montreal, Habitat is a biodiversity data analytics, mapping, modelling
and planning enterprise that has developed a suite of tools to rapidly assess
impacts and plan nature-based solutions for biodiversity and climate change
mitigation. Recognised by the United Nations Environment Assembly, Habitat's
clients range from state governments, cities, businesses and NGOs.

The tools offered by these companies have biodiversity-specific elements
that allow companies and organisations to better assess their environmental
impacts beyond what is more typically captured by broader ESG assessment
tools. Imaginative applications, like those described above and their judicious
use will permit private equity investors and portfolio companies to enhance
biodiversity assessments and identify value-improving opportunities.
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OTHER CONSIDERATIONS
FOR PRIVATE EQUITY FIRMS
TO CONSIDER ACTIONING

Although there are growing numbers of environment and impact focused
funds, there are still relatively few private equity funds investing in biodiversity-
specific investment strategies. Yet, a growing number of generalist buyout
and growth capital funds are putting biodiversity on their investment agendas
and including it as part of due diligence assessment. It's also featuring
more frequently within operational improvement exercises. Here are a few
recommendations for including biodiversity within private equity investment
practices:

INCORPORATE BIODIVERSITY INTO INVESTMENT
SCREENING AND INITIAL SELECTION

INCLUDE BIODIVERSITY AS PART OF FORMAL DUE

DILIGENCE AND INVESTMENT
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https://www.government.nl/documents/reports/2021/07/29/biodiversity-footprint-for-financial-institutions
https://icebergdatalab.com/
https://coolfarmtool.org/
https://encore.naturalcapital.finance/en
https://www.ibat-alliance.org/is-ibat-for-me?locale=en
https://en.habitat-nature.com/

UTILISE BIODIVERSITY ASSESSMENT AND

CONSULTANCY SERVICES

MONITOR AND ASSESS BIODIVERSITY THROUGH
OPERATIONAL IMPROVEMENT AND GROWTH

Many of those tools are digital and often well enough developed to assist
both portfolio companies and investment houses with the monitoring and
measurement of biodiversity data and information.

INVEST DIRECTLY INTO BIODIVERSITY-FOCUSED
BUSINESSES

RAISE BIODIVERSITY-DEDICATED FUNDS

9P The Biodiversity Technology Opportunity PANAMOURE.COM >rr»10
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THE BIODIVERSITY MARKET
OPPORTUNITY

It doesn't take much background research to realise that managing human
impact on biodiversity is mission critical to our broader ESG agendas. While
intrinsically linked, the risks associated with biodiversity loss have long been
living in the shadow of its “more popular” (and equally important) cousin,
Climate Change. With the COP15 of the UN Convention on Biological Diversity
underway, biodiversity is starting to gain an audible voice in mainstream
media. A new Global Biodiversity Framework will be negotiated and will set
the stage for international biodiversity policy and financing. However, the
current message about what can be done is often riddled with knowledge
gaps, missed critical points and, as a result, missed opportunity to sufficiently
highlight its importance.

In 2020, the OECD estimated that global biodiversity-specific finance
amounted to between $78 and $91 billion, well behind the $632 billion that was
dedicated to climate change finance. Even more disappointing is the estimate
that less than 15% of that biodiversity-focused capital was provided by the
private sector - financial institutions, private equity firms, larger corporations
and SMEs. The bulk of biodiversity finance is still provided by national and local
governments, supranational and regional bodies. This is a missed opportunity
as regulatory requirement to address biodiversity loss, such as the Taskforce
on Nature-related Financial Disclosures (TNFD) will inevitably increase, as
will the capital to encourage that change. Given the size of the opportunity
it is a little surprising that relatively few companies and investors are actively
participating in biodiversity-related initiatives and investment opportunities.
But that will inevitably change.

The Biodiversity Technology Opportunity
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WHAT’S DRIVING INTEREST
IN BIODIVERSITY?

It's been more than a decade since private equity giant, KKR, incorporated ESG
practices across its portfolio. Although measuring and reporting on climate
change footprints was an additional cost to portfolio companies, there’s little
argument today that improved environmental and broader ESG practices
has helped produce better portfolio businesses, both for investors, limited
partners and for the subsequent owners that acquire them upon exit. That
change was significantly driven by regulation. Don't switch off yet! It's great if
you have got this far and read about the commercial opportunities to improve
portfolio investments by paying early attention to biodiversity but it's also
important to understand that regulation will make that attention mandatory.
In time, compliance requirements for forthcoming biodiversity regulation
will be a significant driver for companies adopting relevant procedures and
reporting. The recent rise in interest in biodiversity is primarily driven by
the growing financial and social risks economies are exposed to, as a result
of collapsing ecosystems and irreversible loss of biodiversity. Widespread
ecosystem degradation isimpacting regional climates, food and other resource
production, and the mitigation of extreme environmental events.

Somewhat late on to the stage, the Taskforce on Nature-related Financial
Disclosures (TNFD) was formally launched in June 2021 to provide a framework
for companies and other organisations to report on risks from ecosystem and
biodiversity degradation. Its aim is to improve the availability of data and
information to enable companies and organisations to measure, monitor
and report nature-related risks more accurately and contribute reliably into
decision making. Founding partners supporting the TNFD initiative include
the UN's Convention on Biological Diversity (CBD), other UN agencies and the
WWEF. The programme also has widespread support from G20 and G7 Finance
and Environment Ministers, world leaders, financial institutions and many
Trans National Corporations.

The TNFD might well follow a similarly long arc asits older cousin, the Task Force
on Climate-related Financial Disclosures (TCFD), but it has already launched a
beta version framework formulated to help organisations assess and report
their performance with respect to biodiversity and to better understand the
associated risks of failing to operate in a more sustainable manner.
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https://www.oecd.org/environment/resources/biodiversity/report-a-comprehensive-overview-of-global-biodiversity-finance.pdf
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Compliance with any biodiversity-specific regulation around monitoring and
reporting will become more important as investors increasingly consider
how to assess biodiversity impacts within their portfolios. In time, there is a
high probability that investor capital will divert from those companies that
fail to take action to reduce their negative biodiversity impacts. Pilot tests
of the TNFD disclosure framework have already commmenced and further
amendments and revisions are anticipated ahead of a final version which is
scheduled for release in September 2023. Other regulatory changes will also
have a bearing, as companies will need to address any biodiversity-specific
issues highlighted within local regulation, as in the Environment Act passed in
the UK in 2021, requiring a Biodiversity Net Gain of 10% for land development
projects — anticipated to come in to force from November, 2023.
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GOING FORWARD

Panamoure agrees with the sentiment expressed in a recent ESG Investor
article that, going forward, companies and investors must make biodiversity a
routine part of their business operations and investment processes in order to
understand related risks and dependencies. This is a necessary consideration
for the development of coherent and robust strategies and practices and more
detailed ESG processes and reporting. Those processes and reporting should
comprehensively include biodiversity targets.

We also believe technology is well-placed to deliver that sustainable
improvement, both onsite within ecosystems, as well as within companies’
internal business operations. Just as larger corporates and major investors took
the lead in adopting ESG practices generally and using technology to simplify
recording and reporting, the same appears to be true now for the growing
interest and adoption of biodiversity-specific measurement and reporting.
Some of the leading publicly listed FTSEI00 companies are already making
this happen and major financial institutions like BlackRock, Goldman Sachs
and Nomura are also discussing and advocating sound biodiversity practices.

The Biodiversity Technology Opportunity

Meanwhile, searching for “biodiversity” across most private equity firms’
websites typically throws up zero results or perhaps just a passing mention.
Biodiversity may already be assumed within broader ESG frameworks, of
course. But if you are private equity investor, not attending to ESG factors in the
broadest sense, or biodiversity specifically, in time you will be behind current
sustainability best-practices. Outside of those funds and firms that are already
environmentally dedicated, some more generalist private equity investors are
also recognising the importance of biodiversity to their investments. Firms
like Triton Partners and Palatine in the UK, and Natixis in France, for example,
already consistently consider biodiversity through investment processes.

We are finding many of our larger clients are already taking biodiversity
on board and are working towards readying themselves for TNFD and
forthcoming regulatory recommendations. In attempting to get ahead of those
expectations, we are also encouraging our smaller clients to do likewise and
at the very least, commence thinking about what will undoubtedly become a
regulatory requirement in due course.

Hopefully, the pages above persuade you of the importance of the environment
broadly and biodiversity specifically to the successful continuation of business-
as-usual and its sustainable growth. Just as so many corporates have realised
the value to be gained from diversity across their human capital, the same is
true of a varied biosphere across the “natural capital” that is essential for a
prosperous economy, financial stability, and long-term human wellbeing.

ALISTAIR HENDERSON

Head of Private Equity Research at Panamoure

Alistair has more than 25 years of experience providing research
solutions and insights to senior management in the banking, private
equity, consultancy, legal and non-profit sectors. His experience
includes a decade supporting McKinsey & Co's private equity practice
and investing in private equity. He's currently studying part time for a
Masters in Sustainable Development at Sussex University.
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https://www.esginvestor.net/measuring-your-portfolios-biodiversity-footprint/
https://www.esginvestor.net/measuring-your-portfolios-biodiversity-footprint/




