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Summary of Programme Performance 
	Year
	2020
	2021
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	Overall Output Score
	A
	A
	A
	
	
	
	
	

	Risk Rating 
	Moderate
	Moderate
	Low
	
	
	
	
	



	DevTracker Link to Business Case: 
	

	DevTracker Link to results framework: 
	




A. SUMMARY AND OVERVIEW

Description of programme

The Land Degradation Neutrality (LDN) Fund brings together public and private investors to fund triple bottom line (people, planet, profit) 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, and began operations in 2018 for a limited period of 15 years.

The Fund focuses on supporting land rehabilitation 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.

After three years of preparatory work, the LDN Fund became fully operational in December 2018. The Fund Manager is Mirova, and as of end-year 2022 the key partners include:

	Public investors
	Private investors
	Other contributors

	· UK Government – Defra
· Canadian Government - GAC
· Government of Luxembourg
· The French Development Agency
· The European Investment Bank
· The Global Environment Fund (TA investor)
	· 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



To date, LDN have invested in the following ten 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)
· Atlas Fruits (Morocco, main product: citrus)
· Aloe Agroforestal (Brazil, main product: timber)
· Kennemer (Philippines; main product: cocoa, bananas)
· Aqre Group (Madagascar; main product: Quinine, Artemisinin)
Portfolio completion is expected in 2023 with the addition of three final projects. LDN operates a thorough due diligence and pre-investment process which includes a Screening Committee, Investment Committee 1, and Investment Committee 2, with projects being removed at each level so that only the most promising investments reach Investment Committee 2. In 2022, Kennemer and Aqre Group completed due diligence and were added to the portfolio, while Atlas Fruits and Aloe Agroforestal received their first disbursements.

Summary supporting narrative for the overall score in this review

This is the third annual review of the Fund and the third year where Logical Framework (logframe) results are reported. This is the first year where milestones were set in advance, though because the portfolio is not yet complete some context is required when assessing progress. This is evidenced for example in the indicator milestone for CO2 emissions, which has been revised as part of this review. Overall, however, progress across most Outcomes and Outputs has been in line with expectations, demonstrating good value for money in environmental outcomes for Defra’s programme. Consequently, a score of A has been agreed with Mirova for the Fund’s progress in 2022.

Progress on 2022 recommendations from previous AR: 

1. 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.
Milestones were agreed in late 2022 and are used in this AR. They will be reviewed annually as part of the AR process to ensure they remain realistic and stretching.

2. As the Fund has not fully disbursed finances to all projects (full disbursement expected January 2023) the baselines and some milestones will need to be recalculated for the 2022 and 2023 ARs.
Two projects entered the portfolio in 2022, and three final projects were added in late 2023. Almost all disbursement will be completed by 2025, and with allocation of funding complete only minor tweaks to the milestones should be required in future.

3. Weightings for Output Scores will need to be decided in collaboration with the Defra Overseas Development Assistance (ODA) Hub. It is recommended this is done in 2022.
Weightings for Output Scores have been agreed with ODA Hub.

4. 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 an external evaluation of the programme’s success should be considered in future.
Recommend this takes place in 2024-25 to inform possible similar impact investments. Although not all money will have been disbursed there should be good evidence for climate, nature and social impacts including equitable community benefit and sustained livelihoods as well as value for money.

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. 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 long-lasting changes such as: (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 (iv) biodiversity and environmental conditions improved in mosaic land use.

Outputs: This level summarises 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) Technical Assistance (TA) increases commercial and Environmental and Social Governance (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 (2022 is year 4 of a 15-year programme), it is currently operating within the outputs and short-term outcomes of the ToC. The fund closed in 2021 at $208.4m, split between $43.6m in commitments from Junior LPs (Limited Partners) (21%) and $164.8m in commitments from Senior LPs (79%). As a Junior LP, Defra’s investment was aimed at encouraging private investment by taking a smaller share of any profit and being first in line to lose money in the event of portfolio losses, thereby improving returns and reducing risk for private investors. This 79:21 split is close to the Fund’s Senior/Junior limit of 80:20 and demonstrates the success of the Fund in raising Senior capital from a smaller pool of Junior capital. 38.5% of the Fund’s commitments are from public investors, and 61.5% from private investors.

However, not all projects for investment have been selected, or all funding allocated yet. As of 31 December 2022, $142.4m had been committed to ten projects, with the rest expected to be committed in 2023, and $97.6m had been disbursed to projects. Examples of spend that projects have carried out include construction of processing factories to add value to raw materials, planting and reforesting of degraded scrubland and brownfield sites, and the further disbursement of microcredits to smallholders participating in projects.

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 (TAF), 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 TAF 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 following 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 based on sub-indicators within the Logical Framework. We aim to start reporting on KPI 15 in the 2023 Annual Review.
2. Contribution to climate change, adaptation and relevant SDGs, including life on land, climate action, poverty, hunger, and gender equity (SDGs 1, 2, 5, 13, 15). 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 the difference between land degradation levels from Year 0 of project, measured in hectares.
4. Level of market-level private investment in SLM – this will be a cumulative result, measured in pounds sterling.
Recommendation: Seek more detailed information on who the beneficiaries of the programme are and how supporting them addresses poverty, including to what extent benefits are sustained and equitable within local communities.

Annual outcome assessment
The overall outcome indicator is defined as: The LDN Fund contributes to achieving Land Degradation Neutrality by increasing private investment in SLM, 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. Defra will keep milestones under review as the Fund completes its portfolio and disburses funding to ensure they continue to be proportionate and effective.

	Indicator
	2021 (Fund level - cumulative)
	2022 targets (cumulative)
	2022 (Fund level - cumulative)
	Defra attribution - cumulative

	1. Area of reforestation (ha)
	45,509
	62,500
	47,086
	Direct: 1,918
Leveraged: 598

	2. CO2 emissions avoided (t) – KPI 6
	514,000
	1,000,000
(previously 3,125,000)
	1,075,000
	Direct: 35,226
Leveraged: 14,261

	3. Private finance leveraged by the LDN Fund ($) – KPI 11
a) Fund level
	128.1m

	n/a

	128.1m

	Direct: 3.24m


	b) Co-investment level ($)
	87.8m
	100m
	91.8m
	Direct: 3.57m


	4. Public finance leveraged by the LDN Fund ($) – KPI 12
	85.6m
	n/a
	85.6m
	Direct: 1.39m


	5. Land contributing towards Land Degradation Neutrality (ha) – KPI 17
	98,155
	125,000
	133,301
	Direct: 4,704
Leveraged: 1,745



· Reforestation for carbon sequestration and avoided desertification is achieved across the LDN portfolio by the planting of trees on degraded land, typically for timber, fruit or nut production. As this is land where the natural vegetation has previously been destroyed, the goal of this is not the restoration of native forest, but the creation of alternative carbon-negative and nature-friendly incomes based on sustainable use of natural resources, that in turn lowers resource pressures on any surviving natural forest. There are assumptions that a) deforestation and forest degradation prevented by the project is not generally displaced into nearby areas; and b) LDN-funded projects successfully prevent deforestation through SLM.
· The area of reforestation across all projects in 2022 was 47,086 ha, an increase of 1,577 ha which represents a substantial slow-down compared to expansion of 13,002 ha in 2021. The milestone was missed by over 15,000 ha, but as milestones were set on a linear basis up to an end target in 2030, it is to be expected that progress in the real world will vary year to year and be slower in the project development phase.
· A number of factors are affecting reforestation rates, including the rate of development and expansion of projects, the fact that not all projects have been selected or disbursed yet, and also the type of projects entering the portfolio, given that overall land area supported by the Fund (Indicator 5) exceeded its target. While reforestation is lower than expected, in this context other benefits from different types of sustainable land use can be inferred instead. Portfolio progress was slightly slower than hoped in 2022 due to lengthy due diligence processes and delayed contractual agreements, but will be completed in 2023, leading to impacts more in line with original expectations.
· Indicator 2 was originally set at 3,125,000 tonnes, based on regular increases towards the Fund’s overall target of 25m tonnes. However, as part of the Annual Review process, this target has been revised to account for a more curved line with slow initial increases while the portfolio is built, and more acceleration towards 25m tonnes later in the Fund’s lifetime as projects reach maturity (see discussion of reforestation above). This is in line with the second recommendation from the 2021 AR to recalculate milestones in 2022 and 2023 based on disbursement rates.
· 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 since it closed in March 2021 is $208.4M, split between $43.6M in commitments from Junior LPs (21%) and $164.8M in commitments from Senior LPs (79%).
· While leverage of public and private finance ended when the Fund closed, co-investment (raising money for projects from other funders) continues as the Fund disburses money and approves new projects for investment. In 2022 an increase of $4m in co-investment was achieved. Some co-investors are public development banks, but because it is return-seeking finance for private sector activities this is counted as private finance.
· Co-investment fell $8.2m short of the target for 2022, which is partly due to the fact that intermediate co-investment targets were set on a linear basis as a best estimate. In reality co-investment happens on a more random basis, with some years without new investment at company level and some years with larger investments secured.
· Mirova facilitates co-investment by supporting projects in their fundraising process and by engaging actively with potential co-investors. This can include sharing results from their own due diligence or ensuring alignment on ESG requirements. 2023 is expected to bring co-investment back on target.
· Defra’s attribution is based on the percentage of the Fund which Defra represents. The leverage of public and private finance is calculated from 2020 onwards, as this is when Defra’s investment will have started having an impact on other investors. Attribution of other impacts is calculated from 2019, as Defra’s initial payment represented a catch-up to cover investments in pre-existing projects. Leveraged attribution is based on the impacts of additional finance and co-investment leveraged by Defra’s investment. Attribution is calculated from the percentage of Defra’s share in the Fund each year (in 2022 this was 6.13%) and the increase in Fund level results, minus 50% additionality, and added to the previous year’s attribution.
· 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. For this programme, the main factor for additionality is the potential availability of alternative funding sources. This can be broken down into 1) additionality at Fund level – the possibility that other investors would have contributed to LDN’s total capital in Defra’s place or would have invested without the added incentive our investment created in leverage; and 2) additionality at project level – the possibility that projects would have found an alternative to LDN if LDN had not had capacity to take them on. Due to the two levels of uncertainty about the ‘additional’ impact of Defra’s investment beyond what might have been expected to occur anyway, a 50% additionality rate has been applied to all Defra attributions.
Recommendation: Set out in more detail the benefits and limitations of reforestation efforts focused on plantations and commodity crops, and particularly their impact on biodiversity.

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

	Impact weighting (%):  
	40%
	Weighting revised since last AR? 
	N/A



	Indicator(s)
	2020 (cumulative)
	2021 (cumulative)
	2022 milestone
	2022 (cumulative)

	1.1 Level of TA funding provided ($)
	996,313
	1,384,435
	2,000,000
	2,058,692

	1.2 Level of project investment provided ($)
	60.6m
	74.5m
	160m
	142.4m

	1.3 Number of TA projects funded
	13
	17
	20
	22

	1.4 Number of countries TA is provided
	12
	14
	16
	14

	1.5 Number of knowledge products
	7
	10
	9
	11

	1.6 Overall return rate on LDN investments
	n/a
	n/a
	n/a
	Results expected from 2028


· As of the end of 2022, the LDN Fund had supported 22 different projects for investment preparation through the TAF. New projects added in 2022 are Arpen (Mexico), AAK (Ivory Coast), Cinch Markets (Kenya), Kennemer (Philippines) and Kinomé (Peru and Colombia).
· The number of countries where TA is provided fell below the milestone set for 2022, but as with other linear targets, some variability on progress should be expected year-to-year as individual TA projects are approved/rejected/completed. The indication is that in 2023 this indicator will be back in line with targets.
· LDN published one new knowledge product, the LDN insights website. Information about LDN’s TAF is incorporated into the website, as well as information on new LDN TAF projects in the case studies section, which is updated on a regular basis.
· In December 2022, LDN held its second ‘Learning Hub’ for sharing knowledge and good practices with portfolio companies, with a specific focus on ESG and impact aspects. This was organised in collaboration with the TAF. The session was led by OpenGeoHub and targeted impact monitoring methodologies, including the use of geospatial data for monitoring land productivity, land cover and soil organic carbon.
· Related to output 1.6, the LDN Fund team has developed innovative financing instruments adapted to SLM projects, including profit sharing loans which 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 returns, should underlying projects perform well.
· Many of the successful scale-ups of projects supported through LDN investments are relatively new projects with 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.
Recommendation: The 2023 AR should consider dissemination and use of knowledge products as well as the number of products published.

	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 (%):  
	25%
	Weighting revised since last AR? 
	N/A



	Indicator(s)
	2020 (cumulative)
	2021 (cumulative)
	2022 milestone
	2022 (cumulative)

	2.1 Number of threatened species (IUCN Red List) in conservation areas
	39
	18
	n/a
	157

	2.2 Number of sustainable certifications received by LDN-funded projects
	4
	5
	6
	7

	2.3 Area of land under sustainable management (ha) [KPI 17]
	40,753
	98,155
	125,000
	133,301


· For Output 2.1 the results are cumulative and the assumption is that the LDN project funding and funded projects have a positive impact on the targeted species. In 2022 there were 157 IUCN Red List species in the overall area of the projects funded at that time. The Fund does not actively target species protection, so no milestones are set, and this indicator primarily gives a sense of the habitat importance of the areas where LDN-supported projects are operating, and the potential they have to make a difference to threatened species through habitat restoration or reduced footprint in those areas.
· For Output 2.2 the results are cumulative and the assumption with using this metric is that sustainable certifications are a suitable proxy for SLM practices. During 2022 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. The current baseline includes data from Urapi, Miro, Komaza, Cacao Oro and Burapha prior to LDN investment.
Recommendations: The approach to biodiversity monitoring is under revision at Mirova's level and will be revised in 2023-4. Further explanation of rationale and methodology behind Indicator 2.1 should be included in 2023 AR, and moving it to Outcomes should be considered. Defra and Mirova have agreed that Output 2.3 can be disaggregated further into high level Agroforestry/forestry etc. categories, and that this indicator will be revisited as the methodology is updated – this recommendation should be acted on by the end of 2024.

	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 (%):  
	25%
	Weighting revised since last AR? 
	N/A



	Indicator(s)
	2020 (cumulative)
	2021 (cumulative)
	2022 milestone
	2022 (cumulative)

	3.1 Percentage of women employed by or with main livelihood supported by LDN Fund projects
	45%
	45%
	45%
	43%

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

	1403
	n/a
	2189
(40,000+)

	3.3 Jobs created/supported by LDN Fund (employees and smallholders supported; employees only in brackets)
	35,801
(2,714)

	31,995
(4,151)
	35,000
	73,421
(5,581 employees)


· For output 3.1 the figure covers all people employed by or with a main livelihood supported by the LDN Fund (including direct project beneficiaries). It only considers direct beneficiaries, either female employees or female farmers contracted/supported by the projects, and not any indirect beneficiaries, household members or others. This metric assumes that an increased ratio of women will provide empowerment to women in affected communities and covers the whole portfolio at the end of the year.
· The ambition of the LDN Fund to address gender equality in the land-use sector has been reinforced by the integration of specific gender equality objectives and milestones in the Fund’s ESG Policy Annex. The ambition of the LDN Fund is to further address gender-related issues at portfolio level and promote investment opportunities that contribute to gender equality.
· LDN looks specifically for proposals for projects with strong gender equality ambitions and core activities combating land degradation. Through the LDN Fund’s TAF, the LDN Fund aims to assist 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.
· In September 2022, Mirova became a member of the 2X Collaborative initiative. Launched at the UN Generation Equality Forum 2021 in partnership with GenderSmart and the Investor Leadership Network (ILN), the 2X Collaborative is a leading industry body for gender lens investing. Its mission is to convene and equip investors to increase the volume and impact of capital flowing towards women’s economic empowerment.
· Mirova’s membership of 2X Collaborative gives access to peer learning networks, knowledge, co-investment platforms, partnership and training opportunities, and innovative investment tools. These benefits help Mirova apply a gender lens to its investing framework and investments, especially for the LDN Fund.
· All LDN’s portfolio projects are intended to generate positive impact in terms of gender equality. Currently six projects in the LDN Fund portfolio (Urapi, Mountain Hazelnuts, Komaza, Cacao Oro, Kennemer and Aqre Group) are meeting the 2X criteria on leadership, qualifying the LDN Fund for the initiative’s 5th criterion.
· Community engagement through events continues to be strong. Community engagement is conducted at project level as part of their specific stakeholder engagement plans. The events usually consist of regular project updates and collection of potential grievances with nearby residents, but could also be focused on capacity building for farmers or celebration events with local communities. More than 40,000 people are reported to have attended these events in 2022.
· The total number of jobs supported has increased substantially since 2021, including both direct employees of projects funded and smallholders benefitting indirectly. Looking only at direct employees, this figure has increased to 5,581 from 4,151 in 2021. Jobs supported are at decent living wages, following LDN’s ESG guidance.
Recommendation: Consider further GESI disaggregation in future reporting and split livelihoods supported by employees and smallholders with clearer definitions.

	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 (%):  
	10%
	Weighting revised since last AR? 
	N/A



	Indicator(s)
	2020 (cumulative)
	2021 (cumulative)
	2022 milestone
	2022 (cumulative)

	4.1 Reports on LDN Fund results shared in public domain
	3

	5
	6
	6

	4.2 Number of external events hosted by LDN Fund, LDN Facility and project partners.
	4
	6
	8
	8


· As in previous years, 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 2022.
· For indicator 4.1 for 2022 the report was the Fund’s 2022 Impact report.
· For indicator 4.2, events are seen as opportunities to share knowledge and spread best-practices based on the experience of the Fund, and to demonstrate its leadership in the sector. In 2022 the events comprised:
· Participation in the UNCCD Expert Group meeting on Gender: To strengthen gender-related knowledge, the UNCCD secretariat has commissioned policy-relevant research on key gender issues that affect the implementation of the Convention. This study seeks to address the socio-economic dimensions of land degradation and desertification with a gender lens and document existing best practices. Mirova participated in the workshops and shared its approach to gender-responsive land management projects. 
· COP15 UNCCD: The fifteenth session of the COP of the United Nations Convention to Combat Desertification (UNCCD) took place in Abidjan, Côte d’Ivoire from 9 to 20 May 2022. 
· Day of Reflection on Biodiversity Indicators for Investors: On 2 June 2022, SNAP Quebec, Fondaction, Center for Biodiversity Science du Québec and the Réseau Université Québec, with the support of the Secretariat of the Convention on Biological Diversity, organised a day of reflection where the main objective was to encourage research aimed at developing biodiversity indicators for Québec’s investors. 
· WORLD FORUM ZERO – Investing in the service of Nature: On 6 September 2022, there was a roundtable discussion on “Fostering inclusive and sustainable development through investments aligned with the UN Sustainable Development Goals” organised in partnership with UNDP. The role of private investors to crowd in private capital to developing countries and how financial institutions can increase their commitment to sustainability-aligned debt instruments was discussed. The LDN Fund was showcased as a positive example of concrete solutions.
· COP27 side event on the financing of Nature-based Solutions: On 16 November, discussing the success factors and the challenges for scaling up financing for Nature-Based Solutions. 
· COP15 - How sustainable finance can help to protect and restore biodiversity? - Event co-organised by Finance Montreal, Finance for Tomorrow, Fondaction and Mirova: On 13 December, an event dedicated to addressing the lack of information on capacity to invest in biodiversity restoration and conservation projects. Using experience from the Urapi project, the LDN Fund and Fondaction set out a case study for how to handle specific risks related to investment in biodiversity funds, with attention focused on Mirova’s strategy on land degradation neutrality.
· The LDN Fund organised two learning hubs for its portfolio companies, the “LDNF Investee Knowledge Exchange Sessions”, in collaboration with the TAF:
· The first one was dedicated to carbon finance.
· The second one targeted impact monitoring methodologies. The session was led by OpenGeoHub and main topics discussed were the use of geospatial data, monitoring land productivity, land cover and soil organic carbon.
The main goal of those exchanges is to bring together portfolio companies and allow them to share their various experiences and expertise. 

D: RISK 

Overview of risk management

Project identification / Risk assessment: as part of the inputs and barriers targeted for key output, the Fund Manager 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 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.

Ongoing risks for the Fund after project approval are also managed by Mirova, who have a strong team and processes in place to identify, assess and mitigate risks following these policies. We can therefore consider that risk management of the programme is essentially outsourced to Mirova, including the financial success of the Fund, GESI, safe-guarding and impact (see examples of these risks and Mirova’s mitigations included in the table below).

However, some residual risks remain for Defra, mainly the risk of the programme overall not delivering the impact projected in the Business Case, and the risk of a breakdown in the relationship with Mirova. It is still early in the Fund’s life to assess overall impact delivery, but as this Annual Review demonstrates, across most targets progress has been good, making this risk Low, with good oversight provided by Defra’s role on the Fund’s Advisory Committee. The relationship with Mirova has continued to be good despite some changes in the Defra team. No Defra-level risks were raised or required management in 2022.

The Risk Rating for the programme overall is therefore assessed at ‘Low’ for 2022, as the programme is now beginning to show early results for climate and nature impacts, following the successful raising and investment of private and public capital, and because of the high confidence we have in Mirova, to whom fund (and risk) management is outsourced.

Examples of Fund-level risks managed by Mirova:

	Description of risk  
	Mitigation activities

	Political and economic risk in target countries.

Some less developed countries have higher risk factors for political and economic instability, for example foreign debts, loss of currency value, wealth inequality and less established systems for the democratic transfer of power. 
	· LDN has a maximum investment size of 15% of the Fund in any single country, limiting country exposure through portfolio diversification. There are currently no countries with more than one project, and some projects are spread across multiple countries. There is also a regional split across Africa (36%), Latin America (35%) and Asia (29%).
· The Investment Team works with Natixis’s Country Risk department, which is consulted for every investment appraisal. Political risk insurance policies can be purchased if deemed necessary.
· Financing in local currencies is limited. The Fund limits its currency exposure to 15% in unhedged positions in currencies other than USD and EUR.

	Difficulties associated with measuring and verifying impacts
	· LDN are working to secure increasingly robust data to underpin results assessment.
· The LDN team within Mirova make regular site visits to existing and potential investment projects for assurance that projects are operating and creating impacts in line with their reporting.

	Lack of recorded impact specifically on biodiversity
	· LDN are working towards expanding Outcome monitoring to cover biodiversity.
· LDN are now reporting on threatened species in conservation areas, and piloting new biodiversity monitoring methods such as pollen sampling. Capacity for monitoring through remote sensing is also being enhanced. 

	Risk of poor Gender Equality and Social Inclusion (GESI).

For example, Atlas Fruits in Morocco is based in a very inequal gender context.
	· All projects are assessed before investment and then annually against the 2X criteria. Currently, six projects are meeting the 2x criteria on leadership, which is a promising start, but means there is room for the remaining projects to improve on that criteria, and all projects to attain other 2x criteria beyond leadership.
· A gender assessment and action plan (GAP) are requested to be developed by all projects, with the support of the TAF if needed, such as for Kennemer, Atlas Fruits and SLB, leading for example to a pilot of women contracted for harvesting in Morocco.
· Defra has been engaging with the Fund on gender equity and emphasising its importance to our ODA programmes, and will step up this engagement in 2024.

	Risk of safe-guarding issues.
	· Safeguarding is part of all Environmental and Social Due Diligence (ESDD) and if any gap in LDN policy is identified, a corrective action is added in the project’s Environmental and Social Action Plan (ESAP).
· The Fund maintains good oversight over all projects, with positions on most Boards or equivalents, and is therefore well-placed to monitor and mitigate such risks.

	Concentration of investments by sector, making the portfolio vulnerable to global commodity markets.
	· LDN aims to invest into projects which generate revenues that are decorrelated from main-stream commodity markets.
· LDN aims at building a diversified portfolio in sustainable agriculture and forestry sectors. Portfolio composition provides a balanced exposure to various commodities, such as timber, coffee, cocoa, nuts and citrus production. 


	Risk of projects failing or defaulting on loans, particularly in less regulated environments.

LDN’s investment in Mountain Hazelnuts in Bhutan has stalled due to issues with the financial viability of the project.
	· Maintaining a diversified portfolio and carrying out thorough and regular due diligence on projects. Limiting investment size to any one project.
· LDN has governance roles in most of the projects it invests in through seats (active or observer) on the Boards or other forms of control and influence, and is able to stay up to date and guide decision making.
· The Fund makes an overall commitment, but only releases capital gradually, subject to successful implementation of the project, allowing them to reduce risk following commitment as well as during due diligence before.
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Does programme progress demonstrate value for money (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 change in the design of the programme that would preclude it from delivering value for money. Data collection from end borrowers takes several months, so ARs for this programme are expected to take place in the second half of the following year, and to be cleared for publication 12-14 months after the end of the year being reviewed.

A Climate and Environmental Risk Assessment has been carried out, and as a source of finance for adaptation and mitigation in more vulnerable countries, this programme is aligned with the Paris Agreement to pursue efforts to limit warming to 1.5°C by the end of this century. No site visits were carried out in 2022. Defra has a non-voting seat on the Fund’s Advisory Committee and attended two meetings with a strategic oversight over the Fund’s development.

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 Fund’s 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 2022 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.
	60%

	Output 2 
	Projects supported by the LDN Fund deliver positive environmental outputs on a local, national and global scale
	100%

	Output 3 
	Projects supported by the LDN Fund deliver positive social outputs on a local, national and global scale
	67%

	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
	100%



Value for Money assessment for Annual Review
The following 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 inputs of the appropriate quality and at the right price?
· Efficiency – How well are inputs converted 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:
In order to track progress with respect to how well LDN is doing in terms of economy, the total amount spent on expenses by the Fund will be monitored closely year-on-year, reporting changes in any of these figures. 

Efficiency:
Of the total fund size of $208m, $142m was committed by the end of 2022, and $98m had been disbursed to projects (69%). These disbursements are being spent at different rates and used in different ways by the end-borrowers/projects, so while the money is considered ‘spent’ from a Fund perspective, impacts from the spend will continue to increase over time as the projects invest their loans, and as the resulting changes in land use take root. 

Although we cannot put a figure on actual project-spend, loans to projects are disbursed in stages (typically annually or quarterly), so that each parcel of investment will be spent (or nearly spent) before the next disbursement to that same project – this means we can assume that much of the disbursed amount has indeed been spent, and inputs are efficiently being converted to outputs. Because of the lag between investment, project-spend and natural processes of restoration, the environmental and social impact of these investments will only be fully measurable after the end of the Fund’s lifetime. The progress in disbursing funding to projects and indicators demonstrating outputs are largely being met and indicates efficiency is likely unchanged from the business case.

Table 4 sets out two metrics summarising the ratio of external finance mobilised as a result of ICF support. While these will not change now the fund has closed, the extent of leveraged external finance from Defra inputs also indicates efficient use of funding to maximise outputs.
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, as set out in the Outcomes section above.
Including co-investment at project level (which may be a mix of public and private capital), Defra’s investment has mobilised $8.2m, a 0.622 ratio against the original investment of $13.2m. It should also be noted that while these leveraging figures are relatively modest, Defra’s investment in 2019 also unlocked approximately $50m of private investment that the Fund had previously lined up, but which it was unable to take on until Defra’s public investment had provided a sufficient buffer of Junior Shares. 

Effectiveness:
LDNs first milestones were set for 2022, so some recalibration may be required over time if impacts either greatly exceed or fall far below targets, to ensure they continue to motivate effective use of investment. As set out in previous sections (and summarised in Table 1 above), most outputs and outcomes are being achieved in line with expectations, and where they are being missed there is an expectation that progress will accelerate and catch up once the portfolio is complete. This indicates the outputs of the LDN are having the intended effect. Trends since initial investment are shown in the following charts, which start with a 2019 baseline from before Defra’s investment in December 2019:
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Impact trends since 2019
C1 - Public Natixis


The LDN Fund had a good year in 2022 and made progress in most of the indicators listed (noting that no further finance is being raised, as the fund has closed); compared to 2021, area of reforestation increased by 3.5%, area of land under sustainable management increased by 36%, and tonnes of CO2e emissions avoided (KPI 6) increased by 109%. The business case estimated the creation of 5,750 jobs, and current progress under indicator 3.3 – jobs created/supported by LDN Fund – is 73,421, with 5,581 direct employees, on track towards the target established in the business case. The overall jobs created/supported increased by 130%, after a small dip in 2021. Overall, the Fund is displaying strong effectiveness in attaining the desired outcomes and achieving the intended impacts.

Equity:
In order to track the progress with respect to how well the LDNF is doing in terms of equity, one VfM metric will be used in this AR and for all other and future ARs hereafter:
· 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

	Percentage of women employed by or with main livelihood supported by LDN Fund projects (LogFrame output indicator 3.1).
	43%


Results for this indicator include direct employees and direct beneficiaries. Results have remained fairly constant at around 45% since 2019 (baseline), but milestones have been set from 2022 and from 2023 small increases in this ratio are expected.

All projects are assessed before investment and then annually against the 2X criteria to ensure compatibility with the gender equity standards for the fund; six projects in the portfolio are currently meeting 2X criteria on leadership, which qualifies the Fund for 2x status. A gender assessment and action plan are requested to be developed by all projects with the support of the TAF if needed.

The Fund runs a knowledge exchange programme for investees to share experience and knowledge on topics including gender equity. In 2022, a knowledge exchange webinar on gender equality was planned for early 2023, recognising it as one of the six key impact themes targeted by the LDN Fund and where the TAF is available to provide support. This took place on 20 April 2023, and the agenda covered the following items:
· Introduction to the 2X Global and criteria for Gender progress assessment
· The results of the gender screening for the LDN Fund against the 2X criteria
· The TAF approach and available support

Recommendation: A more holistic overview of 2X criteria for the whole portfolio would be welcome, and equity reporting should also include social inclusion where data is available.

Finance:
Defra has received the audited financial statement from the Fund for 1 January to 31 December 2022. 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. 

Commercial:
The LDN Fund TAF, was active in 2022 with pre-investment preparation, post-investment implementation, impact monitoring, and knowledge sharing. The TAF plays a critical role in preparation of projects that will become mature for investment in the next 1-2 years.

Reporting and monitoring:
Throughout 2022 reporting timeliness and quality of reporting has been consistently good. Quarterly reports are sent to shareholders within three months of the quarter finishing, and the audited annual statement was provided within six 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 2022.
	Date of last narrative financial report
	Q4 2022
	Date of last audited annual statement
	The 2022 annual statement has been audited, as of June 2023



Fig. 1 Private and public finance leveraged ($m)

 Private	Baseline (2019)	2020	2021	2022	48277434	102087434	128079834	128079834	 Public	Baseline (2019)	2020	2021	2022	28580327.596799996	40866562.396799996	85572988	85572988	Co-investment	Baseline (2019)	2020	2021	2022	5000000	67500000	87828283	91828283	



Fig. 2 CO2 emissions avoided (tonnes)

2.     Tonnes of CO2 emissions avoided (cumulative tonnes) – KPI 6	Baseline (2019)	2020	2021	2022	0	144000	514000	1075000	


Fig. 3 Area of reforestation (hectares)

1.     Area of reforestation (cumulative hectares)	Baseline (2019)	2020	2021	2022	28795	32507	45509	47085.729999999996	


Fig. 4 Land contributing towards Land Degradation Neutrality (ha)

5.     Land contributing towards Land Degradation Neutrality (cumulative ha)	Baseline (2019)	2020	2021	2022	37406	40753	98155	133301	



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	




2

image1.png
Mosaic agricultural and forest landscapes are sustainably managed, contributing to global climate, development, and environmental objectives such as LN

SDGs, Paris Agreement, & CBD biodiversity targets

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

o - -
o _ -

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





image2.png
1000000
900000
800000
700000
600000
500000
400000
300000
200000
100000

Tonnes of CO2e emissions avoided [KPI 6]

2019 (BASELINE)

2020

2021




image3.png
Area of land under sustainable management [KPI 17]
100000
90000
80000
70000
60000
50000
40000
30000
20000
10000

2019 (BASELINE) 2020 2021




