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Infroduction

Analysing the exposure to impacts of economic activity on nature and/
or dependencies on nature through investments can be a first step to
identify sources of risk and opportunity in an investor’s portfolio and is

AsseSSI ng Na'l'u re-relaied RlSk ultimately important to build long-term resilience into portfolios.
H H Carrying out a nature-related impact and dependency assessment is
n
a nd oppo rlllu n Ity- A Pra C'l'lCCII now recommended in all emerging nature-related frameworks and
F k f I ‘I' standards, most notably for investors:
ramewor or nves ors - Target 15 within the Kunming Montreal Global Biodiversity
Framework' which was agreed in 2022 is focused on corporate
action and states that by 2030 “all large businesses and financial
. institutions should assess and disclose their risks, impacts and
This paper is part of our series on Integrating Nature - Pathways for Investors. dependencies on nature, through their operations, supply and value
This section introduces a practical framnework for investors to use 1o chains, and portfolios”.
understand their nature-related risks and opportunities. - The Taskforce on Nature-related Financial Disclosures (TNFD)>
notes within its “strategy’ pillar that reporting companies should
1T . TR W WT SV PR 1 1 "Describe the nature-related dependencies, impacts, risks and
/) ( ‘ - /‘ LTI “',.,‘I'. s ? ™ I,l‘ LA ",w : opportunities the organisation has identified over the short, medium,
: ; : 0 ol a3 ) . and long term.”
- The Finance for Biodiversity’s Nature Target Setting Framework for
Asset Managers and Asset Owners? includes a recommendation

for investors to set a target within 6 months to conduct and publicly
disclose an impact, dependency, risk and opportunity assessment.

f )
'

T Kunming-Montreal Global Biodiversity Framework

2 The Taskforce on Nature-related Financial Disclosures

3 Nature Target Setting Framework for Asset Managers and Asset Owners - Finance for Biodiversity
Foundation
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https://www.cbd.int/gbf
https://tnfd.global/
https://www.financeforbiodiversity.org/publications/nature_target-setting_framework_for_asset_managers_and_asset_owners-2/
https://www.financeforbiodiversity.org/publications/nature_target-setting_framework_for_asset_managers_and_asset_owners-2/

Preparing a heatmap

Impacts

The first step in the assessment is to prepare a heatmap to identify areas
of an investment portfolio or operations that have high concentrations of
higher-risk impacts and dependencies and may require further analysis.
This can summarise potential exposure o nature-related risk, revealing
where investee companies materially depend upon or impact nature.

The data source most commmonly used for heatmapping by investors
is the ENCORE* tool (Exploring Natural Capital Opportunities, Risks and
Exposure), which is simple to interpret, publicly available and broadly
comparable across sectors.

This tool maps how economic activities impact natural resources. The
tool links the production processes in a sector and sub-sector to natural
resources and rates their materiality based on existing literature and
data. The ratings for nature-related impact consider how severely,
quickly, and frequently a production process may disrupt ecosystem
services or deplete natural capital stocks. The ENCORE materiality ratings
use a five-point rating scale of Very High, High, Medium, Low and Very
Low. They are designed for comparison of materiality across the entire
economy, not solely within a specific sector.

You can either produce a heatmap for your whole investment portfolio,
or you can narrow the scope by restricting the scope to priority sectors
that are deemed to have the highest potential impacts on nature. For
example, Finance for Biodiversity’s Nature Target Setting Framework for
Asset Managers and Asset Owners recommends that investors select

Priority list of sectors

Secondary list of sectors

QOil, Gas & Consumable Fuels

Construction Materials

Chemicals

Containers & Packaging

Metals & Mining

Passenger Airlines

Paper & Forest Products

Textiles, Apparel and Luxury Goods

Automobiles

Personal Care Products

Consumer Staples Distribution & Retail

Health Care Providers & Services

Beverages

Semiconductors and Semiconductor Equipment

Food Products

Gas Ufilities

Pharmaceuticals

Water Utilities

Electric Ufilities

Independent Power and Renewable Electricity

Real Estate Management & Development

Table 1: Alist of priority sectors which cover 30% of the total market capitalisation of the MSCI ACWI and 70% of the biodiversity impact
on the MSCI World Index and a list of secondary sectors which are also considered to be harmful to biodiversity and therefore are
important to consider in the target setting process.

companies which fall within priority and secondary sectors.

The 10 priority sectors (see table below) are chosen as they collectively
account for approximately 70% of the estimated total biodiversity
impact atftributed to companies listed in the MSCI World Index®. The
secondary list of sectors (see table on page 7) ranks lower than the
priority list based on their impact on nature but are chosen as they sfill
have potentially harmful effects on nature. The primary and secondary
list of sectors included in Finance for Biodiversity’s framework are aligned
closely with the TNFD’s priority sectors.

4 The tool was created and continues to be maintained and continuously improved by Global Canopy,
UNEP Finance Initiative and the UNEP World Conservation Monitoring Centre. See: ENCORE

5 The MSCI World Index captures large and mid-cap representation across Developed Markets
countries. The index covers approximately 85% of the free float-adjusted market capitalization in each
country. See MSCI World Index

6 Assessing Nature-related Risk and Opportunity: A Practical Framework for Investors Assessing Nature-related Risk and Opportunity: A Practical Framework for Investors 7


https://www.encorenature.org/en
https://www.encorenature.org/en
https://www.msci.com/indexes/index/990100
https://www.msci.com/indexes/index/990100
https://www.msci.com/indexes/index/990100

Dependencies

Assessing an investment portfolio’s dependencies on nature involves
examining the extent to which the companies rely on nature and its
ecosystem services to operate and generate value.

Dependencies can be categorised based on the broad ecosystem
service type they fall under and how these contribute to human
wellbeing, following the Common International Classification of
Ecosystem Services (CICES).®These are:

1. Provisioning: physical products derived from nature (e.g. water, food, AsseSSI n g q n I nves*m e nlll

raw materials).
2. Regulating and maintenance: natural processes that regulate

environmental conditions (e.g. air filtration, water flow regulation). po rifOIiO’s dependenCies on '
nature involves examining

3. Cultural: non-material benefits from nature (e.g. recreation, aesthetic,
education).

are vulnerable if these natural systems decline. A dependency on
whether the ecosystem can continue providing the specific ecosystem q nd illls ecosys*em Se rVices IIlo

This process is essential for understanding interactions with nature and -
highlights hidden exposures that may not be captured in fraditional ih i i i h h ih
financial analysis, such as reliance on water availability or stable e ex en o W Ic e
ecosystem services does not necessarily mean there is a financial risk.
Where possible, in the next stage of assessment, it is important to gain a
service, for example does the company operate in an area which is
vulnerable to drought, while being highly dependent on water flow :

operate and generate value.
. “ ~/ 4
-
p Tien /ﬁ’ ‘4 %‘1

climatic conditions. Most importantly, it can reveal where businesses
\ -
companies rely on nature
deeper understanding of the location of a company’s assets, to assess
regulation.
4 a.

ol
_ .
.’

¢ Haines-Young, R. (2023): Common International Classification of Ecosystem Services (CICES) V5.2 and
Guidance on the Application of the Revised Structure. Available from: www.cices.eu
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Limitations

The heatmapping stage provides a helpful snapshot of overall impacts
and dependencies at the sector-level, however some drawbacks
include:

A heaima p is usefu I II'o - Itis difficult to strike a balance between comparability and specificity.
O 16 Xpanse of spcificy and aceuracy. For exampie, e ENCORE
a : ,

p rOVi de co m pq ra bi I i'I'y rating scale obscurFe)s the reylo’rive impor’rorz/ce of each impact and

across Seclllo rs b uII' II'h is is qlll This means that it does not adapt to the dynamic nature of
environmental impacts over time.

= - - Itd t iderd d [ di ts that ari th

the expense of specificity ol venos e o ven v o0 BUCORE g st o

dependency.
- Itis focused on the present, rather than being forward-looking.
a sector’s direct dependencies and impacts on nature, rather than

accounting for the full set across the value chain, both upstream and

and accuracy.

To summarise, heatmaps can play an important role in helping investors
to identify areas of their portfolio that have high concentrations of
higher-risk dependencies and impacts, but it is important that the
heatmap approach is supplemented with a more detailed analysis.

‘f e

Assessing Nature-related Risk @d Opportunity: A Practical Framework for Investors Assessing Nature-related Risk and Opportunity: A Practical Framework for Investors

- -




Asset tagging

The term “asset tagging” is used by the Taskforce for Nature-related
Financial Disclosures to describe the next stage in the assessment
process. This is where, as far as possible, data specific to individual
companies is identified to determine their exposure to specific nature-
related impacts and dependencies. Where data is available, this should
also include location-based metrics. When a company’s location is
known, their overlap with sensitive locations can be assessed to identify
assets that are potentially exposed to physical nature-related risks. Some
of the tools and data sources available to support investors in doing this
are the Integrated Biodiversity Assessment Tool” and WWF's Water Risk
Filter®,

The specificity of the analysis and insights gained will depend on

the types of data available. Currently, companies are not generally
disclosing granular data on how they are managing their nature-related
impacts and dependencies. Engagement with companies can be used
as an important tool to yield more granular data from companies. There
are also datasets such as the NA100 Nature Benchmark which investors
can refer to and Forest 1Q that aggregate data on how more than 2,000
major companies are addressing their links to deforestation.

It is recommended that this stage focuses on a sub-section of an
investor’s portfolio, focusing on areas where nature exposure is
expected to be material, as identified in the heatmap stage of the
assessment.

7IBAT | The world’s most authoritative biodiversity data
8 WWF Water Risk Filter
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This step has the potential to address some of the limitations with the
heatmap approach. For example, it attempts to provide a more
granular and specific understanding of the impacts and dependencies
and can start to bring in data from across a company’s value chain.
However, it is still focused on an assessment of risk at a point in time.

Finance for Biodiversity’s Nature Target Setting Framework for Asset
Managers and Asset Owners recommends that investors define Key
Performance Indicators (KPIs) to assess company performance in each
priority sector. Where possible, investors should select data points with a
sufficient level of coverage across portfolio companies, be objective to
ensure comparability and also should be normalised by financial ratios
to limit size biases.

Over the last few years, several tools and data sources have emerged
to support financial institutions with their impact and dependency
assessment, although several data challenges and gaps remain. The
Partnership for Biodiversity Accounting Financials has recently launched
version one of the PBAF Finance & Nature Toolbox’ in partnership with
the Impact Institute to help companies understand what tools to use, for
what purpose and when. Some of the data sources that can be used
for this step are open source and free of charge for investors to access,
whereas some are behind a paywall.

Given the current challenges obtaining good quality data for this stage
of the assessment process, this process needs to be iterative, with new
data being layered on over time as it becomes available.

9 A Biodiversity Accounting Standard for the Financial Industry | PBAF - Partnership for Biodiversity
Accounting Financials
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https://riskfilter.org/water/home
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Conclusion

In this paper we have looked at the two core stages to an impact and
dependency assessment; preparing a heatmap and asset fagging. Both
steps can allow an investor to set targets on the priority impact and
dependency areas, using guidance such as the Finance for Biodiversity
Target Setting Framework for Asset Managers and Asset Owners. In the
next paper in the series, we will we explore the assessment journey we
have followed within Greenbank to date and share some early learnings
from this work.
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Additional information

Rathbones, Greenbank and Greenbank Investments are trading names of Rathbones Investment
Management Limited.

Rathbones Investrment Management Limited are authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered office:
Port of Liverpool Building, Pier Head, Liverpool L3 TNW. Registered in England No. 01448919.

Rathbones Asset Management Limited is authorised and regulated by the Financial Conduct Authority.
Registered office: 30 Gresham Street, London EC2V 7QN. Registered in England No. 02376568.

Rathbones Group Plc is independently owned, is the sole shareholder in each of its subsidiary businesses
and is listed on the London Stock Exchange.
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