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A. SUMMARY AND OVERVIEW

Description of programme

The Land Degradation Neutrality (LDN) Fund seeks to be a source of transformative capital, bringing together public and private investors to fund triple bottom line projects that contribute to land degradation neutrality, a major global challenge that was officially set as part of the United Nations Sustainable Development Goals (SDGs) in September 2015. The LDN Fund was initiated at UNCCD COP 13 in China in 2017 for a limited period of 15 years.

The Fund focuses on supporting land restoration and sustainable land use projects worldwide by providing financing opportunities that comply with high environmental and social standards, demonstrate additionality, and promise sustainable financial returns. The Fund does this through mobilising investment into large scale profit generating sustainable land management projects or via niche investment funds in developing countries.

After three years of preparatory work, the LDN Fund became fully operational in December 2018. As of end-year 2021 the key partners included:

	Public investors
	Private investors
	Other contributors

	· UK Government – Defra
· Canadian Government
· Government of Luxembourg
· The French Development Agency
· The European Investment Bank
· The Global Environment Fund
	· Various institutional investors, such as insurance companies and pension funds.
	Co-promotors: 
· The United Nations Convention to Combat Desertification (UNCCD)
· Mirova
Sourcing and Impact
· WWF
Technical Assistance
· IDH – The Sustainable Trade Initiative



As of end-year 2021, LDN had invested in the following projects:

· Mountain hazelnuts (Bhutan; main product: hazelnuts)
· Urapi Sustainable Land Use (Peru and Colombia; main product: coffee, cocoa, nuts)
· Miro Forestry (Ghana and Sierra Leone; main product: timber)
· Komaza (Kenya; main product: timber)
· Cacao Oro (Nicaragua; main product: cocoa)
· Burapha (Laos; main product: timber)
With investments agreed but not yet disbursed for: 

· Atlas Fruits (Morocco, main product: citrus)
· Aloe Agroforestal (Brazil, main product: timber)
And two further potential investments passing Investment Committee One (due to IC2 Q1 2022):

· Sustainable cocoa and bananas (Philippines)
· Natural ingredients for Quinine and Artemisinin (Madagascar)
Summary supporting narrative for the overall score in this review

This is the second annual review of the fund and therefore the second year where logframe results are reported. Understandably results for some of the outputs and outcomes are not yet available so a light touch narrative report of progress has been made where no quantifiable results are available. From 2022 milestones will be set for most outcomes and outputs as detailed below, but in this report, results are simply compared with 2019 (the first year of investment) and 2020 figures to show progress.

Progress on recommendations from previous AR: 

1. The Fund is in the process of developing baselines for the indicators in the Defra logframe working with IDH, who manage the technical assistance facility for the fund. It is recommended that these be shared with Defra for review as soon as they are developed. 
The Fund now has baselines for most indicators in the Logframe and these have been shared with Defra. It should be noted that due to the fact the Fund has not fully disbursed finances to all projects (full disbursement expected January 2023) the baselines will need to be recalculated for the 2022 and 2023 ARs.

2. There are currently no targets set for outcome, output or impact indicators due to the fact that there are very few indicator baselines (recommendation 1). It is recommended that LDN work with Defra to agree an approach to setting annual targets for the Defra logframe in 2021, ready for when more baseline data is available in 2022. Under the FCDO Smart Rules for programme delivery all ICF programmes must be reviewed annually. This means Defra are required to develop and record progress against milestones each year for monitoring and transparency reasons. To ensure the milestones are proportionate and effective, it is recommended that Defra work with the fund to set milestones that are indicative of predicted outcomes for each year.
Defra and the Fund have worked together to develop annual milestones to the end of the life of the Fund, using the recently calculated baseline data. As with the baseline data, some milestones will need to be recalculated upon full funding disbursement. These will come into effect after this Annual Review closes, and will be included in future Reviews.

3. The output scores have not yet been given weightings – it is recommended that Defra develop weightings for these in consultation with the Fund.
This recommendation was not completed in 2021 as this will need to be decided in collaboration with the Defra Overseas Development Assistance Hub. It is recommended this is done in 2022.

4. Defra should work with the Fund to encourage development of a Fund Level Theory of Change. Some work was done previously to develop a Theory of Change for Defra’s investment in the Fund, but it is a requirement of the UK Annual Review Process that each Programme has its own Theory of Change.
The Fund has now developed a Theory of Change on Defra’s request, which they aim to publish. The Theory of Change is described further in Section B of this AR.

5. Defra should undertake further work to consider best practice for impact investment funds in measuring biodiversity impacts, working with the fund managers and other industry practitioners.  
To better quantify the impact of Defra’s investments in sustainable agriculture, and support the need for a scaling up of both public and private investment in nature Defra is planning to carry out a study with external consultants to:
  
· Identify an appropriate set of metrics/indicators that could be utilised by impact investment funds to measure the impact of their investments in the agriculture sector on biodiversity   
· Explore the practical implications of implementing these at a fund level – including aspects linked to additionality and leakage offsite  
· Develop the work towards a consistent approach to monitoring and measuring biodiversity and ensuring high standards of impact investment delivery

6. Defra should investigate undertaking an external evaluation of the programme’s performance since initial investment, as referenced in the Subscription Agreement. The external evaluation should consider how the fund is currently, and is likely to progress towards its outcomes and final impact through its activities and outputs.
This work was paused internally during 2021 as it is considered too early in the programme for an external review. It is recommended that it be picked up in future financial years.

B: THEORY OF CHANGE AND PROGRESS TOWARDS OUTCOMES 

[image: ]

The Theory of Change demonstrates how the fund’s activities are expected to lead to the above described, intended impact. Its focus is on the “in-between”, the mapping of processes that are expected to be triggered by the activities and how these would ultimately lead to the ﬁnal environmental and socio-economic impacts. 

It was constructed based on a causal analysis, drawing on available evidence and is used to frame the fund’s impact measurement and management eﬀorts.

The fund’s Theory of Change considers the following levels:

Final impact

This level contains the ﬁnal impacts at environmental and socio-economic level that the fund aims to contribute to.

Outcomes
This level includes changes that are expected to occur in the short and long-term based on the activity-induced outputs. In the short-term, the LDN fund expects: (i) increased investment in and mainstreaming of Sustainable Land Management (SLM) and sustainable supply chains; and (ii) local communities benefit from SLM in form of decent jobs and improved livelihoods (iii) Net reduction in GHG emissions; and (ii) biodiversity and environmental conditions improved in mosaic land use.

Outputs
This level summarizes the tangible results that the fund’s activities produce: (i) more finance is leveraged, particularly private finance; (ii) SLM projects demonstrate economic viability and/or lower risk of SLM investments and business models; (iii) reduction in market barriers for SLM investment; and (iv) increased area of protected natural ecosystems, reduced deforestation, reforestation.

Activities
This level contains the fund’s diﬀerent activities: (i) viable Sustainable Land Management (SLM) projects are identified; (ii) LDN Fund provides appropriate finance for SLM; (iii) TA increases commercial and ESG capacity of projects; and (iv) reports, workshops, and sharable investment models and best practices. These processes are interlinked and reinforce each other to drive transformation and systemic change in the market.
 
Elements outlined in the Theory of Change can be largely directly under the control of the fund (such as activities and outputs) or inﬂuenced by both the fund and external factors (such as outcomes, ﬁnal impacts). Given the nature of the fund’s work, the fund does not attribute the absolute change happening at outcome and ﬁnal impact level solely to its contributions. Considering also the complex environments in which the fund’s investees and stakeholders operate in, it may be possible to measure whether an intended outcome occurred, but it would be diﬃcult or inaccurate to attribute the change solely to the LDN Fund’s work. The Theory of Change, therefore, deﬁnes how the fund contributes to causing the observed outcomes and ﬁnal impacts.

As the Fund is still in its early stages (2021 is year 3 of a 15-year programme), it is currently operating within the outputs and short-term outcomes of the ToC. Over the 2021 FY it has achieved, to varying degrees all listed outputs, and throughout FY22 the Fund will continue to identify and provide finance to sustainable land management projects. In terms of short-term outcomes, more private finance has been leveraged, in part due to Defra’s investment. Following the last extension of the subscription period, the LDN Fund reached final closing in March 2021 with additional subscriptions: $42M committed by the Canadian Government, announced by Prime Minister Justin Trudeau on January 11th during One Planet Summit; $26M in top-up investments from existing investors and new subscriptions from Dutch family offices. The final size of the fund is $208.4M, split between $43.6M in commitments from Junior LPs (21%) and $164.8M in commitments from Senior LPs (79%). 

At the Fund Level, the LDN Fund aims to measure each project’s contribution to Land Degradation Neutrality, in line with the UNCCD LDN Scientific Conceptual Framework. According to this framework, progress towards Land Degradation Neutrality is measured using three indicators: 
1. Land cover (assessed as land cover change)
2. Land productivity (assessed as net primary productivity)
3. Carbon stocks (assessed as soil organic carbon) 
The Technical Assistance Facility, managed by IDH – the Sustainable Trade Initiative - is supporting the Fund with the development of a harmonised approach towards monitoring, based on a methodological framework, in partnership with Conservation International and their Trends.Earth platform, and GlobalGeoHub. The work has been undertaken in close consultation with the UNCCD scientific community. Based on a ‘one-out all-out' principle, a positive overall change indicates land increasing in productivity and health, and therefore land degradation being reversed. In terms of monitoring, most indicators are measured using remote sensing (satellite imagery), and in some cases complemented by field-level soil sampling. Alongside this, the TA Facility supports recipients of the LDN Fund in setting a baseline using the above methodology, while building capacity with project developers to integrate continuous monitoring of LDN into their operations, and (where relevant) aligning with national government target-setting units. This enables companies to report on progress and comply with environmental and social action plans, practice adaptive management, and, where possible, optimise positive environmental, social and financial returns resulting from restoring land.

The below four impact indicators have been selected for this programme. Due to their longer-term nature there are no results yet, but these will start to become available as the fund develops year on year:
1. ICF KPI 15: transformational change – results will be made up of sub-indicators within the Logical Framework. The results of KPI 15 are for internal use by Defra and Mirova and will not be published.
2. Contribution to climate change, adaptation and relevant SDGs – this will be a predominantly qualitative and narrative indicator which evaluates the progress of the fund towards these objectives.
3. Wider progress towards Land Degradation Neutrality – this will be difference between land degradation levels from Year 0 of project, measured in hectares.
4. Level of market-level private investment in Sustainable Land Management – this will be a cumulative result, measured in pounds sterling. 
Usually, indicators are assessed via their progress towards annual milestones (targets), which are agreed between Defra and the Fund using baseline data and projected impacts. Baseline data is available for some of the indicators, but not all. Where baseline data is available milestones (targets) have been set for each year until the end of the Fund. Due to the nature of the Fund, by end of year 2021 not all projects had been identified or disbursed. This means that as more projects are onboarded the baseline data, and therefore milestones will be adjusted accordingly. 

Annual outcome assessment
The overall outcome indicator is defined as: The LDN Fund contributes to achieving Land Degradation Neutrality by increasing private investment in sustainable land management, proving the concept of positive financial returns from sustainability projects, mainstreaming SLM practices in a number of industries and geographies, and sharing best practice with public and private partners across the developing world.
Initial results for all five outcome level indicators are now available and milestones have been set from 2022 to the end of the Fund.

Recommendation: Defra should from 2022 onwards record progress against milestones each year for monitoring and transparency reasons, and keep those milestones under review to ensure they continue to be proportionate and effective.

	Indicator
	Baseline (2019)
	2020
	2021 (Fund level)
	Defra attribution*

	1. Area of reforestation (cumulative hectares)
	28,795
	32,507
	45,509
	1,870

	2. Tonnes of CO2 emissions avoided (cumulative tonnes) – KPI 6
	0
	144,000
	514,000
	18,031

	3. Private finance leveraged by the LDN Fund (cumulative £) – KPI 11
	Fund level – 48,277,434
Co-investment level – 5,000,000
	Fund level – 102,087,434
Co-investment level – 67,500,000
	128,079,834 (fund level)
87,828,283 (co-investment level)
	3,235,103

Co-investment attribution – 3,449,867

	4. Public finance leveraged by the LDN Fund (cumulative £) – KPI 12
	28,580,328
	40,866,562
	85,572,988
	1,394,840


	5. Land contributing towards Land Degradation Neutrality (cumulative ha)
	37,406
	40,753
	98,155
	3,627


* Attribution is calculated using the percentage of Defra’s share in the Fund each year (in 2021 this was 6.24%), multiplied by the annual increase and minus 50% additionality. Additionality is taken into account for all interventions funded through ICF. This is to ensure there is a net change in impacts resulting from UK funding, other than the business as usual changes that would occur without UK funding. Ideally for most scenarios, the outputs would be compared to a suitable baseline or counterfactual scenario, so as to isolate the impact/additionality of a programme.


· Indicator 1 works on the assumption that a) deforestation and forest degradation prevented by the project is not fully displaced into nearby areas; and b) LDN-funded projects successfully prevent deforestation through SLM. The area of reforestation across all projects for 2021 was 45,509ha, against a 2020 total of 32,507 – an increase of 13,002ha in one year. This demonstrates substantial positive progress across the year and a strong trajectory for future reforestation, with a target for 2022 of 62,500ha.
· The mobilisation of both public and private investors was made possible by the creation of a blended finance structure that aggregates commitments from Junior LPs and Senior LPs. The final size of the fund is $208.4M, split between $43.6M in commitments from Junior LPs (21%) and $164.8M in commitments from Senior LPs (79%).
· For private finance leveraged at Fund level an increase of $26m from the 2020 total was achieved for 2021. At co-investment level (working with other funders on the same project) an increase of $20.3m was achieved. Some co-investors were public development banks, but because it is return-seeking finance for private sector activities this has been counted as private finance. This target has been exceeded substantially and demonstrates rapid and strong growth of the Fund in its final fundraising year.
· For public finance leverage an increase of £38,457,700 was achieved for 2021, mostly from the Canadian government’s investment. The results encapsulate all public sector capital  in the Fund and the TA Facility at end 2021.
· Defra’s attribution is based on the 6.24% of the Fund which Defra represented in 2021. Leverage of private finance is calculated from 2020 onwards, as this is when Defra’s investment will have started having an impact on other investors. Leverage of public finance is calculated from 2021 onwards, as Defra’s investment was the only public investment between December 2019 and the end of 2020. Attribution of other impacts is calculated cumulatively from Fund establishment, as Defra’s initial payment represented a proportional catch-up to cover investments in pre-existing projects. A 50% additionality adjustment is applied to all attribution results.

C. DETAILED OUTPUT SCORING


	Output Title 
	The LDN Fund provides finance and technical assistance to support successful SLM projects which provide financial returns for investors, sustained benefits for local communities and non-financial benefits on a local, national and global scale.

	Output number: 
	1
	Output Score: 
	A	Comment by Norman, William: Given good progress on all indicators but a lack of targets to compare against a flat A seems fair for all sets.

	Impact weighting (%):  
	Not yet set
	Weighting revised since last AR? 
	N/A



	Indicator(s)
	2020
	2021 (cumulative)

	1.1 Level of TA funding provided ($)
	996,313
	1,384,435

	1.2 Level of project investment provided ($)
	60,616,025

	74,500,000

	1.3 Number of projects funded
	13
	17

	1.4 Number of countries TA is provided
	12
	14

	1.5 Number of knowledge products
	7
	10

	1.6 Overall return rate on LDN investments
	0
	Results expected from 2028



· In 2021, the LDN Fund formally invested in the below 3 projects (described in more detail in the LDN Fund Impact Report):[1]

· Burapha Agroforestry in Laos; founded in 1993, Burapha AgroForestry Co., is a sustainable land management project, operated by a Lao Swedish forestry plantation and wood products manufacturing company. Burapha has developed a unique concession model with agro-forestry practices: intercropping and cattle grazing is implemented by farmers during the plantation cycle, improving incomes and social benefits for local communities. The LDN Fund supports the scale-up and expansion of Burapha’s activities by 20,000 hectares.

· Atlas Fruits Company in Morocco; Atlas Fruits Company Limited has the objective of fostering the adoption of sustainable land management and water efficiency practices in the citrus sector throughout the country, and ensuring adaptation to climate change. The historical shareholders have been operating citrus orchards in the Marrakech region since 2008, with a strong focus on sustainable agricultural practices. The investment of the LDN Fund will allow Atlas Fruits to expand their best practices to new brownfield citrus orchards, pilot cutting-edge water saving innovations (precision agriculture, agroecological and organic practices, renewable energy production). The management of the company will capitalize on their experience, the farming expertise of INRA Morocco and the LDN Fund’s network to scale-up the successful practices over 1,000 ha in Morocco.

· Aloe Agroflorestal – SLB group (which owns Aloe Agroforestal),  founded  in  Brazil  in  2008,  is  a  unique  forestry  program  located  in  the  state  of  Parana.  It establishes commercial forestry plantations to restore degraded land on relatively small parcels, creating a  mosaic  of  forestry  and  conservation  areas  while  favouring  organic  inputs  and  ecological  management principles. The  project  is  being  implemented  by  the  SLB  Group,  a  company  that  has  already  3,800  hectares  of successful FSC certified plantations in Brazil. Their goal is to create thriving plantations that restore soil properties while supplying international markets with high quality, sustainably sourced wood. SLB’s vision is to expand its activities to more degraded areas and increase its environmental and social impacts in the region. SLB’s approach has evolved over the years based on the concept of ‘reasonable silviculture’, ensuring that its forestry activities do not harm natural resources while still generating equivalent economic returns. This  is  achieved  by  securing  higher  yields  of  quality  wood  through  focusing  on  soil  improvement  and regeneration of nature on its plantations.

· As of the end of 2021, the LDN Fund had supported 16 different projects for investment preparation through the Technical Assistance Facility managed by IDH The Sustainable Trade Initiative.
· In relation to output 1.5, in 2021 there were 3 new knowledge products: LDN insights website, LDM TAF and LDN Fund Q&A document, and panel member at WRI LatAm demo days.
· Related to output 1.6, the LDN Fund team has developed innovative financing instruments adapted to SLM projects, including profit sharing loans with combine a reasonable interest rate with profit and/or carbon revenue sharing. Such instruments are very appealing to project developers and can provide LDN Fund’s investors with attractive return, should underlying projects perform well.
· Many of the successful scale-ups of projects supported through LDN investments are relatively new projects with innovative and inclusive approaches, such as engaging with farmers through outgrower schemes, or scaling agroforestry systems. These projects often have not yet reached the point of break-even and therefore require a long-term investor that can afford to wait until they are cash-flow positive. In addition to this, direct partnerships with smallholder farmers and local communities are made through the provision of technical, financial and market support to create business propositions that empower them. 


	Output Title 
	Projects supported by the LDN Fund to deliver positive environmental outputs on a local, national and global scale.

	Output number: 
	2
	Output Score: 
	A

	Impact weighting (%):  
	Not yet set
	Weighting revised since last AR? 
	N/A





	Indicator(s)
	2020
	2021 

	2.1 Number of threatened species (IUCN Red List) in conservation areas
	39 
	Data not available

	2.2 Number of sustainable certifications received by LDN-funded projects
	4
	5

	2.3 Area of land under sustainable management (ha) [KPI 17]
	40,753
	98,155



· For output 2.1 the results are cumulative and the assumption is that that LDN project funding and funded projects have a positive impact on the targeted species. In 2020 there were 39 IUCN Red List species in the overall area of the projects funded at that time. In 2021 there is no data as no data was reported by the projects. The approach to biodiversity monitoring is under revision at Mirova's level and will be revised in 2023.
· For output 2.2 the results are cumulative and the assumption with using this metric is that  sustainable certifications are a suitable proxy for Sustainable Land Management practices. The baseline covers the following certifications: Miro (FSC), Cacao Oro (UTZ) and Burapha (FSC)
· During 2021 the sustainable certifications gained by LDN funded projects were: 
· Urapi (Organic & Fairtrade, 
· Cacao Oro (Rainforest Alliance)
· For output 2.3 the results are cumulative and refer to the total hectares of land under sustainable management (defined as production or conservation/restoration). The assumption is that sustainable management of land will deliver positive environmental and non-financial benefits. This KPI is split into area under SLM (the total project area); area under certification, and area under conservation measures. Defra and Mirova have agreed that this can be disaggregated further into high level Agroforestry/forestry etc categories, and that this indicator will be revisited as the methodology is updated. The current baseline includes data from Urapi, Miro, Komaza, Cacao Oro and Burapha prior to LDN investment.

	Output Title 
	The LDN Fund contributes to positive development outcomes in local communities/poor rural individuals in and around each of the project locations, with clear and sustained community engagement in each of the projects

	Output number: 
	3
	Output Score: 
	A

	Impact weighting (%):  
	Not yet set
	Weighting revised since last AR? 
	[If Yes, up or down?]



	Indicator(s)
	2020
	2021 

	3.1 Gender ratio of people employed by or with main livelihood supported by LDN Fund projects
	45% female
	45% female

	3.2 Number of community engagement events (and attendance in brackets)
	749

	1403

	3.3 Jobs created/supported by LDN Fund	Comment by COLLET Xavier: The figure includes employees and smallholders. If only employees then, the figures are:
 2020: 2,714
 2021: 4,151
	35,801 (employees 2,714)	Comment by Norman, William: Check these figures with Mirova

	31,995  employees and smallholders supported (employees 4,151)



· For output 3.1 the 2021 figure covers all people employed by or with a main livelihood supported by the LDN Fund (which includes direct project beneficiaries). This metric assumes that an increased ratio of women will provide empowerment to women in affected communities. The current baseline has been calculated using data from Urapi, Miro, Komaza, Cacao Oro and Burapha prior to LDN investment.
· The ambition of the LDN Fund to address gender equality in the land-use sector has been further reinforced by the commitment from the Canada Government and the integration of specific gender equality objectives and milestones in the Fund’s theory of change.
· A dedicated workshop was organized internally to highlight synergies between promoting gender equality and supporting other SDGs and identify opportunities and barriers to gender equality in the land-use sector.  
· The ambition of the LDN Fund is to further address gender-related issues at portfolio level and promote new investment opportunities that contribute to gender equality.
· A specific request for proposals for projects with strong gender equality ambitions and core activities combating land degradation was launched. Through the LDN Fund’s Technical Assistance Facility, the LDN Fund aims to accompany entrepreneurs, companies, green and social business, young or mature, with strong gender equality ambitions that are looking to scale up and strengthen their business model.
· Community engagement through events continues to be strong. The total number of jobs supported has decreased since 2020, including both direct employees of projects funded and smallholders benefitting indirectly. However, looking only at direct employees, this figure has increased from 2,714 in 2020.

	Output Title 
	The LDN Fund shares best practice with public and private actors focused on a) expanding SLM practices in developing countries, or b) utilising the impact investment fund approach to contribute to meeting SDG, climate change or environmental targets

	Output number: 
	4
	Output Score: 
	A

	Impact weighting (%):  
	Not yet set
	Weighting revised since last AR? 
	N/A



	Indicator(s)
	2020
	2021 

	4.1 Reports on LDN Fund results shared in public domain
	3

	5

	4.2 Number of external events hosted by LDN Fund, LDN Facility and project partners.
	4
	6



· The LDN Fund team were involved in several initiatives, conferences, and publications with a view to raising awareness and sharing experience on investment in sustainable land use throughout 2021.
· For indicator 4.1 for 2021 the reports were the Fund’s 2020 Impact report, and various reports on the LDN insights website
· For indicator 4.2 the assumption is that events will lead to an increased uptake of best-practice approaches used by the LDN fund, and indeed that the LDN Fund is using best practice in its approach to funding large-scale SLM projects. In 2021 the events comprised:
· UNCCD Cric 19
· Presentation at Mobilizing Private Investment in the Great Green Wall (UNCCD)
· Presentation at GLF Africa Digital Conference
· Presentation at ESKEN Webinar Series 2021- Demonstrating Positive Environmental and Social Impact of Sustainable Land-Use Finance
· Participation in two panels at IUCN World Conservation Congress Marseille
· Participation at the High-Level Session on Nature-based Finance during COP26 in Glasgow
· The 19th session of the Committee for the Review of the Implementation of the Convention (CRIC 19) to the UNCCD was organized online from 15 to 19 March 2021. The CRIC 19 reviewed the effective implementation of the Convention at national, subregional and regional levels including updates on the voluntary land degradation neutrality target setting process, operationalization of the Land Degradation Neutrality Fund and implementation of the Drought Initiative. Mirova jointly with IDH participated to meetings to present the progress of the fund and discuss with national focal points and civil society organization to maximise synergies.
· Mobilizing Private Investment in the Great Green Wall - Mirova and IDH hosted several sessions during the conference organized by IUCN on private investment in the Great Green Wall, held from 23 to 25 March 2021. The aim of the conference was to connect diverse groups of actors, to share experiences, promote innovation, and stimulate investment in the Great Green Wall. The conference explored ways to strengthen the participation of women, youth and marginalized groups in entrepreneurial activities.
· Mirova actively participated to several panels and discussions at the IUCN World Conservation Congress, and underlined the necessity for cooperation and dialogue between all stakeholders. Gautier Quéru, LDN Fund Director participated to  two panels, on Land Degradation Neutrality and how to develop investable deals for private finance.
· Mirova took part of the discussions and initiatives during COP26. The Fund believe that sharing and challenging it’s vision with stakeholders can contribute to advancing the collective thinking on climate change, inequality, the energy transition and the Fund’s innovative approach to the natural capital asset class. The Fund Manager acted as speaker at the High-Level Session on Nature-based Finance at Nature Pavilion on November 3 and on the side-event on ’How to Unlock Barriers to Scaling-up Climate Finance for more Transformative Finance‘ on November 6.
· In relation to output 4 but not covered directly by either indicators, in 2021 the Natural Capital Investment Alliance was established by His Royal Highness the Prince of Wales under his Sustainable Markets Initiative. The Alliance aims to accelerate the development of Natural Capital as an investment theme and to engage the investment management industry and mobilise this private capital efficiently and effectively for Natural Capital opportunities. Mirova is one of the Founding Partners.

D: RISK 

Overview of risk management

Project identification / Risk assessment: as part of the inputs and barriers targeted for key output, Mirova has developed a strong investment process to screen projects and assess the corresponding risks and opportunities. Specifically, Mirova has developed a risk rating tool, specific to SLM and land restoration projects. The rating is used at investment committee level before the investment is made, but also after the investment is made for the valuation of the corresponding investment. The Fund itself assesses each potential investment project against Environmental, Social and Governance (ESG) risk and minimal performance criteria. ESG assessments are based on the Mirova Natural Capital ESG Policy and the LDN Fund ESG Annex that state the Fund’s commitments in terms of ESG performance. More information on the selection and investment process of the Fund can be found here. These policies state that all projects should comply with IFC Performance Standards, as well as achieving E&S certifications when relevant, and some complementary requirements including a safeguarding policy and compliance mechanism. An exclusion list also clarifies the activities that will not be supported by the LDN Fund.

The Risk Rating for the programme is assessed at ‘Moderate’ for 2021, as this is still a relatively new programme for Defra, showing good progress in a number of areas including successful raising of private and public capital, but in the early stages of translating that into climate and nature impacts. If progress continues to be good in 2022 we anticipate downgrading the risk rating in future.

E: PROGRAMME MANAGEMENT: DELIVERY, COMMERCIAL & FINANCIAL PERFORMANCE
[bookmark: _Hlk117002439]
Does programme progress demonstrate VfM?
Since the approval of the Business Case there has been no evidence that the economic arguments in favour of selecting option 1.3 in the business case where £10m of the total £22.6m was invested into the LDN have changed, nor has there been any significant changes in the design of the programme that will preclude it from delivering value for money.
As per standard practice, VfM assessments compare current progress of the programme outputs (see Table 1) against the Programme Business Case. In addition to this approach, quantitative metrics have been developed to track the Funds progress in each of the sections (Economy, Efficiency, Effectiveness and Equity) to allow for comparisons between ARs.

Table 1 - LDN Outputs
	Output #
	Description
	How many output indicators have met or exceeded 2021 milestones (%) 

	Output 1
	The LDN Fund provides finance and technical assistance to support successful SLM projects which provide financial returns for investors, sustained benefits for local communities and non-financial benefits on a local, national and global scale.
	N/A

	Output 2 
	Projects supported by the LDN Fund deliver positive environmental outputs on a local, national and global scale
	N/A

	Output 3 
	Projects supported by the LDN Fund deliver positive social outputs on a local, national and global scale
	N/A

	Output 4 
	The LDN Fund shares best practice with public and private actors focused on a) expanding SLM practices in developing countries, or b) utilising the impact investment fund approach to contribute to meeting SDG, climate change or environmental targets
	N/A



Value for Money assessment for Annual Review
The following Value for Money (Vfm) assessment has been undertaken consistent with Foreign, Commonwealth & Development Office (FCDO) guidance. This recommends that all programmes are assessed against four VfM categories: 
· Economy - Are we (or our agents) buying inputs of the appropriate quality at the right price?
· Efficiency –How well are we (or our agents) converting inputs into outputs? (‘Spending well’)
· Effectiveness –How well are the outputs produced by an intervention having the intended effect? (‘Spending wisely’)
· Equity –To what extent are Gender Equality and Social Inclusion (GESI) considerations incorporated into the intervention?

Economy:
[bookmark: _Hlk170199793]In order to track the progress with respect to how well the LDNF is doing in terms of economy, the total amount spent on expenses by the fund will be monitored closely year-over-year, reporting changes in any of these figures. 

Efficiency:
In order to track the progress with respect to how well the LDNF is doing in terms of efficiency, 2 Value for Money (VfM) metric will be used in this annual review and for all other and future annual reviews hereafter. These VfM metrics are:
1. Ratio of private finance mobilised as a result of every £ of ICF support
2. Ratio of public finance mobilised as a result of every £ of ICF support
The results for the VfM metrics for this Annual Review are shown below in Table 4:
Table 4 - VfM Efficiency Metrics Results
	VfM Metric
	Result

	Ratio of private finance mobilised as a result of every £ of ICF support
Ratio of public finance mobilised as a result of every £ of ICF support
	0.246

0.106


Note: the calculations for finance mobilised are based on growth in the fund following Defra’s investment, multiplied by Defra’s percentage share of the fund in each year and with a 50% additionality factor applied.
2021 has been a productive year for the LDN Fund despite the global situation. The last AR requested more information regarding whether or not the Fund reached first closing at $100[footnoteRef:2] million in 2019. The Fund shared information on this informing that LDNF successfully reached final closing in March. Moreover, other successful activities include investments into three new projects across the globe and the development of a robust pipeline of projects.  [2:  This is the ICF Fund level that offers optimal VfM] 

The year first started with the One Planet Summit on Biodiversity, that brought together 11 heads of state and government as well as the Secretary General of the United Nations, the Prince of Wales, the President of the European Commission, and of the European council. Action commitments for biodiversity were articulated around 4 topics: (i) Protection of terrestrial and marine ecosystems, (ii) Promotion of agroecology, (iii) Finance for biodiversity and (iv) Protecting forests, species and human health.
The LDN Fund Technical Assistance Facility, which is managed by IDH (The Sustainable Trade Initiative), was also active in 2021 with pre-investment preparation, post-investment implementation, impact monitoring, and knowledge sharing. The TA Facility plays a critical role to prepare the projects that will become mature for investment in the next 1-2 years.

Effectiveness:
As most of LDNFs milestones are set for 2022, there was no way to compare the Funds current progress to milestones; milestones were not set for 2020 or 2021, as the fund was in its first years, without a solid baseline to set targets from. From 2022 most indicators will have milestones to measure against. Although progress cannot be compared to milestones it can be compared to previous years’ results: 


Figure 1 - Private and Public Finance leveraged by the LDN Fund



Figure 2 - Tonnes of CO2e emissions avoided (KPI 6)


Figure 3 - Area of Reforestation


Figure 4 - Area of Land Under Sustainable Management
As can be seen in Figures 1, 2, 3, and 4, the LDN Fund had a successful year in 2021 and made significant progress in all of the indicators listed; compared to 2020, public finance leveraged by the LDN Fund (KPI 12) increased by 119%, private finance leveraged by the LDN Fund (KPI 11) increased by 25%, area of reforestation increased by 40%, tonnes of CO2e emissions avoided (KPI 6) increased by 257%, and area of land under sustainable management increased by 141%.

The business case estimated the creation of 5,750 jobs, and current progress under indicator 3.3 – jobs created/supported by LDN Fund – is 31,995, with 4,151 direct employees, on track towards the target established in the business case. In 2020, the fund created and supported 35,801 jobs; this means that compared to last year the Fund created and supported ~11% less jobs, though direct employees increased from 2,714.

As the fund has continued to successfully attract public and private investment and expand its portfolio, there have been corresponding increases in reforestation, CO2 emissions avoided, and land under sustainable management. The Fund is displaying strong effectiveness in attaining the desired outcomes and achieving the intended impacts.

Equity:	Comment by Author: Needs more info
In order to track the progress with respect to how well the LDNF is doing in terms of equity, 1 VfM metric will be used in this annual review and for all other and future annual reviews hereafter. This VfM metric is:
· Gender ratio of people employed by or with main livelihood supported by LDN Fund projects
The results for the VfM metric for this Annual Review are shown below in Table 5:

Table 5 - VfM Equity Metrics Results
	VfM Metric
	Result 

	Gender ratio of people employed by or with main livelihood supported by LDN Fund projects (logframe output indicator 3.1).
	F:45%
M:55%



Th last AR for 2020 reported on logframe indicator 3.1 and mentioned that at the time the indicator only covered direct employees whose primary source of income is supported by LDN Fund projects and initiatives but in FY21 the indicator will be redeveloped to also include those whose livelihood is supported by LDN Fund. The changes to this indicator have now been made and the indicator covers both of these groups; The commitment of the Fund in ensuring that benefits are equitably distributed is illustrated by the inclusion of another group in the indicator. Though, the results for this indicator have remained constant at 45% from 2019 (baseline) to date (2021), milestones have been set from 2022 and by 2023 small increases in this ratio are expected. 
In Q4, a dedicated workshop on gender equality was held in December on how the LDN Fund gender aspects could be improved and specific involvement in events and webinars promoting sustainable land management and gender equality is targeted for 2022, together with specific action plans at project level, and dedicated impact reporting. All of these activities demonstrate the fund's dedication to producing fair outcomes and ensuring benefits are distributed equitably.

Finance:
Defra has received the audited financial statement from the Fund for 1st January to 31st December 2021. The auditor’s report confirms that the Fund’s financial statements give a true and fair view of the financial position of the Fund as of 31 December 2021, and of the financial performance and their cashflows for the year then ended in accordance with International Financial Reporting Standards (“IFRS”) as adopted by the European Union. 

It is noted that 2021 was a very productive year for the LDN Fund. The Fund invested into three new projects, and secured new commitments in fundraising, notably CAD $55m from the Canadian government. As of 31 December 2021 a total of $208.4m commitments were secured, including $43.5m commitments from Junior Limited Partners (representing 21% of the Fund) and $164.8m commitments from Senior Limited Partners (representing 79% of the Fund). The investment team continued to develop a pipeline throughout 2020 with eight investment opportunities being actively considered for 2022. 
Commercial:
The LDN Fund Technical Assistance Facility, which is managed by IDH, was active in 2021 with pre-investment preparation, post-investment implementation, impact monitoring, and knowledge sharing. The TA Facility plays a critical role in preparation of projects that will become mature for investment in the next 1-2 years.

Reporting and monitoring:

Throughout 2021 reporting timeliness and quality of reporting has been consistently good. Quarterly reports are sent to shareholders within 3 months of the quarter finishing, and the audited annual statement was provided within 3 months of the end of the year. The fund also produces an annual impact report. Defra is a member of the Advisory Committee. Meetings of the committee take place at least twice a year but can be called more frequently if requested. Defra did not request an additional meeting during 2021.

	Date of last narrative financial report
	Q4 2021
	Date of last audited annual statement
	The 2021 annual statement has been audited, as of March 2022



Private and public finance leveraged by LDN Fund

 Private finance leveraged by the LDN Fund (cumulative $)	Baseline (2019)	2020	2021	48277434	102087434	128079834	 Public finance leveraged by the LDN Fund (cumulative $)	Baseline (2019)	2020	2021	22682799	32433780	70891480	Co-investment in projects (cumulative $)	Baseline (2019)	2020	2021	5000000	67500000	87828283	




Tonnes of CO2e emissions avoided [KPI 6]	2019 (BASELINE)	2020	2021	209448	418895	910868	2019 (BASELINE)	2020	2021	2019 (BASELINE)	2020	2021	



Area of land under sustainable management [KPI 17]	2019 (BASELINE)	2020	2021	37406	40753	98155	2019 (BASELINE)	2020	2021	2019 (BASELINE)	2020	2021	2019 (BASELINE)	2020	2021	2019 (BASELINE)	2020	2021	


Tonnes of CO2 emissions avoided (cumulative) – KPI 6

2.     Tonnes of CO2 emissions avoided (cumulative tonnes) – KPI 6	Baseline (2019)	2020	2021	0	144000	514000	


Area of reforestation (cumulative hectares)

1.     Area of reforestation (cumulative hectares)	Baseline (2019)	2020	2021	28795	32507	45509	


Land contributing towards Land Degradation Neutrality (cumulative ha) - KPI 17

5.     Land contributing towards Land Degradation Neutrality (cumulative ha)	Baseline (2019)	2020	2021	37406	40753	98155	
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Long-term
outcomes

1) Moving from concepts to commercial business models that bring climate and biodiversity benefits
Barriers 2)  Lack of entrepreneurs and businesses with capacity and intention to adopt SLM models
targeted 3)  Lack of track record means low appetite for investing in models and geographies perceived as being high risk/complex
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1) Lackof appropriate finance for SLM in developing countries

f:r"‘;:j 2)  Insufficient capacity, knowledge, and skills to maximise the potential of SLM initiatives
& 3) Market failures such as: inability to assess risk, or value ecosystem services
Public finance catalyses the LON Fund's operational size G e g T eSS Learning and knowledge sharing

Inputs by mobilising private investors business models, includingimpact monitoring activities
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