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Engaging with the developers and house builders in Royal London Asset Management’s

portfolios on Biodiversity Net Gain

Executive Summary

One of the most important causes of habitat destruction s
housing growth.! To combat this, England has introduced
a mandatory Biodiversity Net Gain legislation. Biodiversity
Net Gain (BNG) is an approach to development and land
management that aims to leave the natural environment

in a measurably better state than it was beforehand. The
law will mandate a minimum of 10% BNG for most future
developments, secured for at least 30 years. While not
without flaws, it is a positive and ambitious step towards
companies mitigating and taking accountability for their
impacts on nature.

Biodiversity Net Gain legislation hopes to:

* Address the direct effects of infrastructure on biodiversity

and carbon emissions, and

¢ Align with the UK’s ambitious housing goals amidst
its current status as one of the most nature-

depleted countries.

19%

cross the UK species studied

have declined on average by
19% since 1970

Source: State of Nature. 2023. “State of Nature Report 2023.”

threatened with extinction
from Great Britain

One of Royal London Asset Management’s key engagement
themes for 2022-2024 is Biodiversity.2 With this being a
significant nature-related regulation set to affect holdings in
our portfolios, it is both necessary and material as responsible
investors to conduct appropriate due diligence to understand
and manage our financial risk, as well as the impact these

companies have on the environment around them.

This paper details our engagement on Biodiversity Net Gain
and proposes a framework for best practice. Over the course
of 2023, we spoke with developers and house builders in our
portfolios to understand current practice and conducted
research to understand the risks of poor implementation,
both to the companies and to the UK’s nature and

biodiversity ambitions.

Our research found that companies shared a general
understanding of BNG and its interaction with social and
climate issues at company level. However potential weaknesses
in the long-term considerations of on-site BNG were identified.
Given risks highlighted around on-site governance gaps, we
would like to particularly stress the importance of adaptive
management plans, ringfenced funding, and the availability of
ecologically sensitive landscape management teams.

16%

Nearly one in six species are

of 10,008 species assessed
have already become
extinct since 1500


https://stateofnature.org.uk/
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1. Introduction

In recent years, the commercial real estate sector has been facing an expanding landscape of environmental regulatory
requirements, with a growing focus on biodiversity. Given a greater awareness of the risks of built spaces to nature, and

a growing consumer demand for greener buildings with leading environmental credentials. The key implications of this shift may
be anincreasing linkage of property values and income streams to these environmental credentials, thus potentially creating a
performance gap between landlords with leading and lagging practices.

Figure 1: Summary of the International Union for the Conservation of Nature (IUCN) Red List category of extinction
risk for Great Britain.®
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Source: State of Nature. 2023. “State of Nature Report 2023.”

One of the most important causes of habitat destruction is housing growth.* With the UK being one of the most nature-depleted
countries on earth,® reconciling the growing need for built spaces with those of local ecosystems is of upmost relevance. While the
UK has yet to fully meet its ambitious commitment to building 300,000 homes per year by the mid-2020s,° such priorities may
have a profound impact on both biodiversity loss and increased carbon emissions, particularly in light of studies showing that 1 in 6
species are now at risk of going extinct in Britain.”

Figure 2: Projected number of households, 2016-based and 2018-based household projections, England,
2001 t02043.°
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New environmental regulation - Biodiversity
Net Gain

Aiming to curb its nature loss, England has introduced the
Biodiversity Net Gain (BNG) legislation in February 2024, a
first in European environmental policy.® BNG is an approach
to development and land management that aims to leave the
natural environment in a measurably better state than it was
beforehand. The law will mandate a minimum of 10% BNG for
most future developments, secured for at least 30 years.

The net gain can be achievable on-site, or off-site on nearby
owned land, through the purchasing of off-site biodiversity
units traded on the market or, as a last resort, through the
Government’s statutory credits scheme.

Measuring biodiversity units of a site will depend on factors
such as:

1. thetypes of habitats on site and their distinctive
features (‘distinctiveness’),

2. their ecological condition,
3. thesize of the site

The metric also takes into account strategic significance
(location), difficulty of creation or enhancement, temporal risk,
and spatial risk.1%1

This legislative change could directly impact the companies we
invest in, so it’s Important to investigate if they are prepared
for the environmental and financial risks associated with BNG
and to inform the market of BNG best practice. Companies
less ready for the BNG regulation may find themselves

facing regulatory penalties and fines, project delays and cost
overruns, increased operational costs, legal liabilities, credit
risk and reputational damage'? - any of which could in turn
affect their risk profile and attractiveness as investments from

both financial and environmental points of view.

Our Biodiversity Net Gain engagement project

Royal London Asset Management’s key engagement theme for
2022-2024 is “Biodiversity: Corporate impact on biodiversity
and Protecting our natural capital”.'®* With BNG being a
significant nature-related regulation set to affect holdings in
our portfolios, it is therefore both necessary and material to
conduct appropriate due diligence to understand and manage
our financial risk, as well as the impact these companies have on
the environment around them.

Through this engagement initiative and associated research,
we aimed to answer three questions:

1. How can responsible investors assess how prepared
companies are for England’s BNG implementation?

2. How can we encourage a more ambitious approach among
companies?

3. What are the limitations of England’s BNG regulation
in the broader context of ecological compensation and
environmental goals?

Though not an exhaustive approach, the focus of this project
was on the above questions, with the aim of sharing our findings

with relevant companies and peers in the industry.

“Biodiversity Net Gain is an approach to development
and land management that aims to leave the natural
environment in a measurably better state than it
was beforehand.”



Responsible Investment research: New environmental regulation - Biodiversity Net Gain Royal London Asset Management 6

2. Our approach

Our engagement aimed to understand diverse company
approaches and disclosures for our largest exposed holdings.
We therefore identified eight companies for engagement,
primarily operating in London and urban brownfield sites, with
two focusing on greenfield areas. The companies were British
Land, Derwent, Grosvenor UK, Taylor Wimpey, Barratt, Peel
L&P, Great Portland Estates and Land Securities.

Our engagement questions fit broadly into four categories:

1. Governance and overall integration of biodiversity at
company level,

2. On-site biodiversity gains and monitoring,
3. Off-site biodiversity gains, offsetting and monitoring, and
4. Interactions between nature, climate, and people.

In some cases, the questions were tailored, extended, or
not covered due to the specifics of each company. In-house
research and discussions with company representatives
informed our next steps in establishing best practice.

3. Initial review of the proposed legislation
and key challenges

On-site gains may not be as well-regulated as off-site BNG
markets and are therefore at risk of governance gaps.'
While the UK’s BNG legislation is a positive step forward, there
are governance gaps that risk undermining the effectiveness
of the legislation’s outcomes relating to on-site gains. A recent
study suggested that up to “27% of all biodiversity units fall
within governance gaps that expose them to a high risk of
non-compliance”.'® Furthermore, the UK government has not
currently prioritised the resourcing of Local Public Authorities
towards monitoring on-site gains. As it stands, “only 39% of
councils have any in-house ecological expertise.”’® As such, this
may lead to ineffective regulation for on-site gains, leading to
possible future risks if BNG is not managed properly.

Small-scale initiatives may result in habitat fragmentation.
Habitat fragmentation is the process during which a large
expanse of habitat is transformed into a number of smaller
isolated patches.'” Habitat loss and fragmentation are
currently the main threats to terrestrial biodiversity.'®

With the current BNG calculator, developers may trade large
habitats for smaller ones if the condition or distinctiveness is
higher.'® If this is done too often, this could result in the overall
reduction in habitat area with small and disconnected parcels of
nature, which is one of the key issues the legislation was aiming
to avoid.?°

The regulation may encourage to excessive homogenisation of

habitats. The BNG calculator rightly disincentivises destroying
habitats requiring difficult restoration, yet this also has shown
to potentially lead to a homogenisation of habitat types, where
all developers may opt for restoring ‘easier’ habitats with lower
distinctiveness (e.g. neutral grassland).?".22

Industry-wide issues around potential ecological skillset
scarcity in property and landscape management. Without
ecological awareness, landscaping may inadvertently
contribute to habitat degradation, species loss and soil erosion
and lead to long-term environmental harm.23
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4. Key findings — Best practice and
recommendations

Effective BNG Governance

Itis important that responsibility and accountability for
biodiversity are fully integrated both vertically and horizontally
within the company’s organisational processes, as is typically
best practice with climate change.?* Best practice includes
clearly defining roles and responsibilities for the delivery

and oversight of a company’s broader biodiversity strategy
(including BNG) and taking steps to align culture and incentive
structures with their strategic ambition.

*  While none of the companies we spoke with had specific
biodiversity accountability at board level, all eight had heads
of sustainability directly reporting to their board on a range
of ESG (Environmental, Social and Governance) issues,
including biodiversity. We would not generally consider the
lack of board level accountability as a concern at this stage,
however as biodiversity becomes a larger regulatory and
strategic priority (as it is the case currently with climate),
we hope to see this addressed.

Within the context of large and mid-size companies, leaders
should look to integrate biodiversity by employing staff with
appropriate environmental backgrounds. For companies who
do not have internal specialists on biodiversity, good practice
would be to employ consultants with specific expertise in nature
and Biodiversity Net Gain.

*  Most of the staff leading on BNG of the companies we
engaged with had environmental qualifications, with some
specifically in biodiversity, conservation or ecology. The
majority of companies also used specialised external
consultants at varying degrees, whether for company
strategy and/or at project level.

On-site BNG and monitoring

While investors cannot replace the role of Local Public
Authorities with regards to ensuring on-site compliance,
transparency around the long-term monitoring and planning of
BNG resources at company level may help to minimise risks of
non-compliance.

With regards to on-site gains, to ensure compliance with
regulation, best approach would be for companies to have
an adaptive management plan. This is a systematic and
flexible approach for improving resource management by
learning from management outcomes.2% As part of such a
plan, companies should specifically plan for remedial actions
to be taken in the case of various possible instances of non-
compliance. This should ensure a robust framework to deliver
BNG and reduce the likelihood of being non-compliant.

We would also look for clearly ringfenced funds for the
ongoing management of the habitats on-site, with specific
performance standards below which the body responsible

for the management of the habitats will be required to take
remedial action. This ensures the resources promised towards
the net gain are secured regardless of potential future

budget pressures. Lastly, we recommend that the property
management companies sub-contracted for maintenance of
the spaces created for BNG have specific qualifications and
expertise in ecologically sensitive landscaping.

* Allengaged companies planned to opt for on-site BNG as
their only, or primary, preference. This is in line with the
regulation’s habitat delivery hierarchy.2®

* Grosvenor led the way with regards to on-site governance
gap risks, generally adopting best practice. Its publicly
available BNG monitoring & management guidelines also
stood out against peers.

e Barratt, while acknowledging the industry-wide issues
around landscape management, is involved in the creation
of a future working group aiming to improve the ecological
standards of landscape management companies.

Efforts to go above the 10% net gain threshold where possible
should generally be achievable for urban developers operating
on brownfield sites and can be considered best practice - as
long as this is not prioritised over the quality of the approach

to BNG. Investors should be aware of other mandatory
requirements developers may have to follow in different local
authorities. Meeting those requirements, even if more stringent
(such as the urban greening factor), should not be considered as
going voluntarily ‘above and beyond’ regulation.

* ltwas generally understood among companies we engaged
with that achieving the minimum requirements of 10%
on-site was “relatively easy”, particularly when building
on land with a baseline of zero (meaning that there are no
identified biodiversity units on the site - this is common on
pre-developed, brownfield sites). This is similarly reflected
in a recent study of early adopters of BNG, where large
developers were more likely to meet their liability within
their own development footprint.2”

e Within the scope of our engagement, different measures
and targets were taken depending on the company, such as
Land Securities adopting an internal target of 15% BNG
across all new developments and 25% across 5 selected
sites. In some cases, individual sites aim for much higher
net gain where possible and strategically advantageous,
such as one of British Land’s projects expecting to achieve
866% BNG.

When speaking to developers about their approach to
restoration, particularly for those building on greenfield areas
requiring significant habitat restoration, we would expect a
clear understanding of the risks of contributing to homogeneity
of English land due to certain types of habitats being easier and
more cost-effective to restore. Within urban areas, developers
should also aim to contribute to DEFRA’s aim for ‘bigger,
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better, more joined up’ habitats2® instead of only creating *  Peel L&P were the only company we spoke with currently
isolated patches of nature squeezed between buildings. This planning to establish a biodiversity bank to sell credits to
can be achieved though creating ‘green’ or ‘wildlife’ corridors2® the broader market. They were clear in acknowledging

- however this needs to be followed up with clear and concrete the BBOPP.

examples of how this has been realised.

For developers and housebuilders operating in countries
outside the UK, expecting companies to apply England’s BNG
requirements to all international operations is complex, as the

regulation and its associated tools are fully adapted to the UK
Habitats Classification.3° Suggested best practice would be
to merge the country’s own mandatory compensation policies
(where applicable) with England’s 10% net gain requirement,
and attempting to meet the highest of both requirements.
Countries such as Singapore, the US and Australia, for
instance, have their own nature compensation policies.

*  None of the developers we spoke with had operations
outside of the UK within their direct control. Most did
apply a similar BNG approach to all operations within the
UK outside of England however, such as Derwent and
Taylor Wimpey.

Off-site BNG offsetting and monitoring

As discussed prior, most large urban developers are likely

to opt for on-site BNG wherever possible. However, there
are some reasons why using some off-site credits may be
preferable both for the company and broader nature goals.
The governance monitoring mechanisms in place for the offset
market in England are significantly more robust than those
for on-site delivery. For instance, all offsets will need to be on
an official register, requiring much stricter monitoring and
compliance as well as having clear legal pathways in the case
of non-compliance.®' Furthermore, obtaining BNG credits
off-site should shift the liability for maintaining net gainto a
third party, and as such may buffer from risks associated with
on-site regulatory and implementation gaps. This is not to
say that we support the scrapping of the regulation’s current
hierarchy to delivering the minimum BNG requirements, as
this may particularly encourage developers who operate
mostly on greenfield land to resort to offsetting instead of
putting their best efforts in minimising their sizeable impacts
on-site — as can be seen in some developer responses to the
Defra consultation.32

Nevertheless, with regards to off-site gains through
offsetting, and for developers purchasing land to build their
own nature banks and their own credits, we believe that the
Business and Biodiversity Offsets Programme Principles
(‘BBOPP’) encourage best practice for responsible, verifiable
biodiversity contributions. These principles establish a
framework for designing and implementing biodiversity offsets
and verifying their success.®® For developers purchasing
credits externally, we would also expect appropriate due
diligence to be conducted around offsetting principles with
their unit providers.
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Interactions between people, nature and climate

Choosing the right approach to landscape management,
particularly within cities, can be difficult when juggling multiple
priorities. The growing need for climate-resilient plants may
mean that some non-native plants are preferred, especially

if the BNG is to be maintained over 30 years. The important
need to increase public access to nature®* and choosing visually
pleasing, non-toxic vegetation, given certain plants or animals
may not fare well in areas of high human and pet pressure,
may also conflict with biodiversity aims. We also recommend
synergies between climate, people and nature be explored

and transparently communicated in company documentation
and communications.

e  This was generally well understood among large
developers we spoke with given their buildings are often
for extensive human use, and most did acknowledge the
delicate interplay between people, nature, and climate.
However, the extent to which detail was provided on how
exactly this was implemented varied greatly.

*  One best-in-class example was Grosvenor, publishing a
guide to specific types of design interventions available in
urban development contexts, mapping them against impact,
delivery time, lifespan, upfront cost, and maintenance
criteria while also considering climate resilience,
community engagement and horticultural best practice.

* Grosvenor are also looking at tools to assess biodiversity

impacts in their supply chain.

4. Conclusion

With the growing discourse around ecological
compensation practices and ‘net gain’ becoming more
mainstream, this paper summarises our engagement
around Biodiversity Net Gain and proposes a framework
for best practice for developers and investors attempting
to navigate this shifting terrain.

Our bespoke engagement has enabled us to compare the
practices of a range of developers and housebuilders and
highlights the complexity of biodiversity and ecological
compensation.

We emphasise the critical need for long-term BNG
strategies that are not only transparent, consistent and
science-based, but also people- and climate-sensitive.
While general awareness of social and climate issues at
company level was satisfactory, potential weaknesses
in the long-term considerations of on-site BNG were
identified. Given the risks highlighted around on-site
governance gaps, we would like to particularly stress the
importance of adaptive management plans, ringfenced
funding, and the availability of ecologically sensitive
landscape management teams
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