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Sustainable risk-adjusted returns, through
sustainable land use and natural capital

As a nascent but promising market, conservation finance could offer diversified opportunities
for institutional investors while fighting global land degradation and deforestation.

Key takeaways:

* Sustainable land use invest-
ments are a relatively new
asset class, and have similar
growth potential to that seen in
renewable energy over the past
10-15 years. Renewable energy
funds today manage hundreds
of billions of dollars of assets,
and sustainable land use is
expected to follow the same
trajectory.

+ Government funding is in-
sufficient to achieve “Land
Degradation Neutrality” (LDN),
one of the United Nations
Sustainable Development Goal
targets. More private capital,

ideas and expertise are needed.

« Sustainable land use invest-
ments offer attractive new
investment opportunities for
private investors that can pro-
duce market-level returns while
contributing to sustainable
development.

New asset classes always encounter
a degree of initial scepticism.
Infrastructure and renewable

energy, both of which figure in many
institutional portfolios today, met

with considerable resistance in their
formative years. But both are now a
source of outperformance and a strong
diversification tool for investors who
understood their potential. In a Q&A,
Gautier Quéruy, Investment Director
and Land Degradation Neutrality Fund
Project’” Manager at Mirova, explains
the land degradation issue and argues
that investment in natural capital is
poised to evolve from being a niche
strategy to a mainstream asset class,
with the potential for consistent risk-
adjusted returns.

Why has land degradation become
such a big issue?

The deterioration of natural capital — or
land degradation - is having a severe
impact on food security, livelihoods,
climate change and biodiversity. Land
degradation is caused by activities

such as overgrazing, short-term
monoculture farming, deforestation, and
industrialisation.

Basically, natural capital suffers from
over-exploitation and underinvestment.
Itis estimated that 2 billion hectares

of land is degraded worldwide and

an additional 12 million hectares of
productive land is spoiled every year.
According to a study conducted in 2016
by the International Food Policy Research

" The LDN Fund is a project, has no legal existence and has not been authorised by any supervisory authority yet.

Gautier Quéru,
Investment
Director and

Land Degradation
Neutrality Fund
Project Manager’

Mirova

Institute, land degradation has negatively
affected 29% of the global land mass.
This affects the lives and livelihoods of
millions of people in developing countries
and also impacts the quality of products
sold in developed countries.

Can land degradation be reduced or
reversed?

Large numbers of governments and non-
government organisations worldwide
believe so, and so do we. The concept

of “Land Degradation Neutrality” hit the
news in 2015 when it was included in the
United Nations Sustainable Development
Goals. The UN has set a target of
achieving LDN worldwide by 2030. LDN
aims to maintain or increase the area of
healthy and productive land over time.

In other words, reaching the LDN
objective requires economic growth

and development without further land
degradation. To date, more than 100
countries have signed up to one or more
LDN-related initiatives.

Fighting land degradation also helps
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to reduce greenhouse gas emissions

by preventing deforestation and over-
farming. There is also potential for
further reduction through low-emissions
agriculture, agro-forestry and ecosystem
restoration.

Are projects to prevent or reverse
land degradation already up and
running?

Yes, and they have been for many years.
Agroforestry and agroecology projects,
combining sustainable production of
raw materials (e.g. food and fibres)

and nature conservation, as well as
inclusion of local communities, have
been developed in many regions across
the world. They have demonstrated they
can generate multiple benefits, including
environmental, social and financial
results.

This kind of productive financing is no
wish list; it is taking place right now.
Examples of existing initiatives include

a combined sustainably managed

rubber plantation and conservation
reforestation program in South-East Asia,
which has led to increased productivity,
new jobs and reduced deforestation.
Another example is a climate-resilient
coffee restoration and productivity
enhancement program in South America.
With co-operatives acting as key partners
to channel capital to local farmers, this
project has sustainably increased yields
and raised incomes.

Hundreds of similar projects are
underway across the globe. That being
said, it still requires a great deal of time,
effort and expertise for us to identify
these triple bottom line ventures that can
contribute to LDN.

How could existing and new funding
sources channel further capital into
the sector?

Public entities have long devoted
resources to sustainable land practices.
Support for LDN investments is

demonstrated by the growing number
of countries that have committed to
combat land degradation. However,
public and philanthropic funding is not
sufficient to finance all the projects

and initiatives required to achieve

LDN worldwide. Private capital, ideas
and expertise are needed, and there is
currently considerable focus on how to
involve the private sector in sustainable
development. Through blended finance
- a phrase which is now commonly
heard at meetings of the IMF, World
Bank and the WEF - public money is
used to increase private investment

in projects that can have positive
development impact while producing
financial returns. This money tends to
provide the most risky, junior financing
for these undertakings, and acts as a
catalyst for private investors by reducing
their risk exposure. The blended finance
model has great potential for increasing
private investment: typically, for every $1
invested by public entities into projects,
private investors provide $1-320%

The sector is still a niche - do you
see investing in natural capital
going mainstream?

We view the sustainable land use
market as similar to renewable energy
10-15 years ago. Back then, renewable
energy was a collection of new assets
and technologies, with a limited track
record and little access to bank finance.
Initial projects were funded by public
entities and then using a blended finance
scheme, just as sustainable land use

is today. Now renewable energy is a
mainstream investment category and
there are hundreds of renewable energy
funds managing billions of dollars. We
believe that natural capital investments
such as sustainable land use will turn
into a popular asset class in the near
future.

How are consumer preferences
driving investment into this new
sector?

Many consumer and high street

“The Economist, April 23 2016 - Blended Finance, Trending: Blending

companies are starting to recognize the
importance of sustainability for their
brands, and are looking for certified
commodities. They are prepared to pay
a premium for sustainably-produced
commodities, such as coffee, cocoa,
tea and cotton, grown in accordance
with specific environmental and social
standards. Unilever, for example, has
committed to achieving zero net
deforestation by 2020 in its production
of palm oil, soy, paper and board, and
beef. Adidas is a pioneer member of
the Better Cotton Initiative and has
committed to using 100% Sustainable
Cotton by 2018. Meanwhile, IKEA aims to
source 100% of its wood from recycled
and FSC-certified sources by 2020. As
demand for commodities sourced in
this way grows, so this nascent market
grows, providing new investment
opportunities. It is not just a matter of
reputation for corporations; they see it
as an opportunity to rethink and secure
their supply chains over the long term,
in an environmentally and commercially
sustainable way.

What is your investment strategy?

We focus on long-term profit-seeking
investments in large-scale land
restoration and land degradation
avoidance projects, which aim to
integrate smallholders and local
communities. Although we operate
worldwide, we have a targeted allocation
of at least 80% in developing countries,
mainly investing in sustainable
agriculture and sustainable forestry, and
to a lesser extent in green infrastructure
and ecotourism.

Our approach seeks attractive financial
returns: using improved agronomic
practices increases yields and product
quality, while certifications such as
Fairtrade, Rainforest Alliance and FSC
attract premium pricing. It's worth
saying that the environmental and social
(E&S) aspects of every investment
opportunity we review are as important
as any other financial considerations.
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As a critical component of our decision-
making process, an E&S due diligence

is systematically conducted before
proceeding with any transaction, and we
only consider projects that we believe
can make a significant contribution to
LDN.

How well is Mirova positioned
within this market?

With a long-lasting commitment to
responsible investing, Mirova has

a proven track record of providing
sustainable development finance

and allocating capital to projects with
positive impacts. We combine this

with innovative and flexible financing
techniques. It is unusual, particularly

in this young sector, to possess these
two types of skills. Besides, the planned
acquisition of London-based impact
investment manager Althelia by Mirova
would represent a major step forward in
our ambition to become the European
leader in natural capital investing. Althelia
is dedicated to sourcing and financing
sustainable land use, biodiversity, and
ecosystem-based climate activities,
with an emphasis on blended value
investments that seek to deliver the
highest calibre social, environmental
and economic performance. Combining
Mirova's existing project finance
capabilities, its environmental, social,
and supply chain experts with Althelia’s
proven technical expertise, recognized
know-how and four-year track-record

in conservation finance would create a
European platform dedicated to natural
capital investing, operating from London
and Paris. These resources would
provide the strategic vision for growth,
strong investment processes, and

support functions needed to scale up
this natural capital investing business.
In other words, we believe we have the
requisite reach, experience, resources,
and more importantly, the willingness
to address this nascent market by
developing profit-generating solutions
to fight global land degradation and
deforestation.

We have a number of competitors, but
we view them more as collaborators
than rivals, and we work with them

to pool skills, ideas, and investment
opportunities.

Are returns comparable with
mainstream assets?

We mainly provide long-term debt,

but we can also access some of the
upside in case of strong performance
or if the project is sold to a third party.

In this sense, our strategy is similar to

a mezzanine fund. We plan to offer
different classes of shares with different
risk-return profiles.

In the initial stages of a project there

is usually a sizeable upfront capex
investment, so returns only tend to

flow when this phase is over. Over the
lifetime of the project — we see 15 years
as the appropriate timeframe - returns
are expected to be in the 7%-10% range.
Most investors are happy with this

level of returns given that the risk to
their capital is mitigated by the blended
finance structure.

How might this strategy fit into
investors’ portfolios?

The sector is not yet mature, so investors
do not always find it easy to find the right

allocation bucket for it. Infrastructure and
renewable energy encountered a similar
challenge when they first took off. So far,
many investors have included it in their
responsible investment or impact finance
allocations. However, a number of large
Dutch and Nordic institutional investors
have made sizeable allocations and view
the asset class as a key component in
their portfolios going forward. In addition,
natural capital is a good portfolio
diversifier. Not only is it decorrelated
from financial markets, but it is genuinely
geographically-diversified, with projects
being launched in all emerging markets
and in some developed markets too.

The strategy can be implemented
successfully in countries where capital
markets are immature or inefficient, thus
providing wider geographic diversification
than traditional bond or equity funds.

Do you have a final message for
would-be investors?

Most people accept that humans

are overexploiting nature while
underinvesting in it. Investors have an
opportunity to improve living conditions
for millions of people, enhance the
environment, and combat climate
change. At the same time, by investing in
sustainable land use projects, they can
access good returns while seeking to
mitigate the risk.

Written on 4 July 2017
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PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.

This communication is for information only and is intended for investment service providers or other Professional Clients. The analyses and opinions referenced herein represent the subjective
views of the author as referenced, are as of 4 July 2017 and are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. This material
may not be distributed, published, or reproduced, in whole or in part. Although Natixis Investment Managers and Mirova believe the information provided in this material to be reliable, it does not
guarantee the accuracy, adequacy or completeness of such information. Not all affiliates, products, and services are available in all jurisdictions. Indexes are unmanaged and do not incur fees. It
is not possible to invest directly in an index.

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local
regulation, only at their written request. This material must not be used with Retail Investors. « In the E.U. (outside of the UK): Provided by Natixis Investment Managers S.A. or one of its branch
offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under
Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. France: Natixis
Investment Managers Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d'Austerlitz, 75013 Paris. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register
of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland
(Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands
(Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12, 1077 XX Amsterdam, the Netherlands. Sweden: Natixis Investment
Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment
Managers, Sucursal en Espafia. Registered office: Torre Colon Il - Plaza Colon, 2 - 28046 Madrid, Spain. +In Switzerland: Provided for information purposes only by Natixis Investment Managers,
Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Ziirich. +In the U.K.: Provided by Natixis Investment Managers
UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed at persons (1) in the
United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the United Kingdom; and (2) who are
authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least £5 million or in the case of a trust
assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA
2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “Intended Recipients”). The fund, services or opinions referred to in this material are only available to the Intended
Recipients and this material must not be relied nor acted upon by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. ¢ In the DIFC:
Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available
to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered
office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates. « In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.:
Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business and investment advisory and agency
business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. * In Taiwan: Provided by Natixis Investment Managers Securities Investment
Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.0.C . Registered address: 16F-1, No. 76, Section 2, Tun Hwa
South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial Building 1), R.0.C., license number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777. « In Singapore: Provided by Natixis Investment
Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only. Natixis Investment Managers Singapore is a division of Natixis
Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 10 Collyer Quay, #14-07/08 Ocean Financial Centre,
Singapore 049315. «In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only. « In Australia: Provided by Natixis
Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients only . « In New Zealand:
This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the
Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis
Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. « In Latin America: Provided by Natixis Investment Managers S.A. « In Chile: Esta oferta
privada se inicia el dia de la fecha de la presente comunicacion. La presente oferta se acoge a la Norma de Cardcter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La
presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores sobre
los cuales ésta versa, no estan sujetos a su fiscalizacién. Que por tratarse de valores no inscritos, no existe la obligacién por parte del emisor de entregar en Chile informacién publica respecto de
estos valores. Estos valores no podran ser objeto de oferta pdblica mientras no sean inscritos en el Registro de Valores correspondiente. « In Uruguay: Provided by Natixis Investment Mangers
Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The sale or
offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. « In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representacion
(Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2070. Any products, services or investments referred to herein are rendered exclusively
outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors. « In Mexico: Provided by Natixis IM Mexico,
S. de R.L. de C.V, which is not a regulated financial entity or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the
Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered
exclusively outside of Mexico. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority to
operate within Mexico as an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores). Any use of the expression or reference contained herein to
“Investment Managers” is made to Natixis Investment Managers and/or any of the investment management subsidiaries of Natixis Investment Managers, which are also not authorized by or
registered with the CNBV or any other Mexican authority to operate within Mexico as investment managers.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution
entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or
authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering
or sale of fund shares or third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specifi

¢ securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial
activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the investment themes and
processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change.
There can be no assurance that developments will transpire as may be forecasted in this material. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.
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