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I. PURPOSE

The Nature Conservancy (“TNC” or “the Conservancy”), through its Global Board of Directors (“Board”),
has separately established a policy entitled “Centralized Banking, Borrowing and Investment” which
requires the central management of all Conservancy financial assets and broadly outlines the Conservancy’s
investment management framework. Among other things, that policy states:

“The Investment Committee of the Board of Directors oversees the Conservancy’s
investment portfolio. The Vice President and Chief Investment Officer is authorized to take
any and all actions necessary to manage the investment portfolio in accord with the broad
policy direction established by the Investment Committee. The intent of the Investment
Committee is reflected in a separate and more detailed Investment Policy Statement, which
is maintained and updated by the Vice President and Chief Investment Officer and
approved by the Investment Committee.”

Therefore, the purpose of this Investment Policy Statement (“IPS”) is to describe the intentions of The
Nature Conservancy’s Investment Committee in its oversight of the Conservancy’s long-term investment
portfolios, pursuant to the Centralized Banking, Borrowing and Investment Policy. This IPS provides a
structure consistent with a standard of care necessary for the Board to exercise its fiduciary responsibility
in managing the funds of the organization. This document should also assist The Nature Conservancy’s
Investment Committee, Chief Investment Officer (“CIO”), and the Office of Investments (“internal
investment team”) in exercising their fiduciary obligation to manage the assets prudently, and in accordance
with TNC’s long-term investment objectives.

This policy statement is designed to allow for sufficient flexibility in the management oversight process to
capture investment opportunities as they may occur, while setting forth reasonable and prudent parameters
to ensure discipline and care in the execution of the investment program.

This IPS applies to The Nature Conservancy’s investible assets deemed to be long-term assets, including
the organization’s endowment and certain long-term working capital funds. For accounting purposes, the
Conservancy’s investments are grouped into three major pools: Endowment, Capital, and Donor-Advised
Funds (“DAF”). For purposes of this IPS, however, the pools are managed as one Long-Term Portfolio
(“LTP”) with a single set of risk-return objectives and liquidity constraints. This reflects the Board’s belief
that these pools share broadly similar long-term risk and return objectives as well as liquidity requirements.
Please see Appendix A for a detailed description of each pool.

Il.  INVESTMENT OBJECTIVES

In general, the purpose of the portfolio is to support the Conservancy’s global operations and activities by
implementing both a total return investment strategy consistent with the goal of maintaining, or, ideally,
increasing the purchasing power of the portfolio without imprudently risking the principal value of these
funds.

For the investable assets within the LTP, the Conservancy will target the following objectives:

| Time Horizon: | Perpetuity |




Return Objective: | To exceed TNC’s Spending Rate + Inflation (referencing CPI(U)), annualized,
over a market cycle. Additionally, to exceed the annualized return of a relevant
peer group and/or policy benchmark over a market cycle.

Risk Objective: To generate its investment returns consistent with the annualized volatility of a
relevant policy benchmark comprised of equity and bond indices, while
protecting capital in adverse market conditions.

I11. ROLES & RESPONSIBILITIES

The Nature Conservancy exercises great care in the management, monitoring, and governance of the
portfolio’s funds. The Board, Investment Committee, CIO, Investment Advisor(s), Investment Custodian
and Investment Managers, all play various critical roles in the research, vetting, weighting, execution, and
monitoring of these individual investments, and, therefore, the composition and performance of the overall
portfolio. TNC’s Board has delegated authority over the management of the LTP to the Investment
Committee, which in-turn delegates authority to the CIO and other investment managers to invest on TNC’s
behalf. All parties responsible for investing TNC’s portfolio are expected to maintain a high standard of
diligence and care when making investment decisions and are expected to always act in good faith with the
care that an ordinarily prudent person in a like position would exercise under similar circumstances.

These important constituents and their functions are outlined in more detail below, though responsibilities
are not limited to those listed and are subject to more comprehensive policies or agreements with TNC.

Board
e Approves the “Centralized Banking, Borrowing and Investment” policy
Periodically reviews the asset allocation targets and ranges set by the Investment Committee
Approves changes to the Investment Objectives
Approves Allowable Ranges for Growth and Liquidity/Protection assets
Approves the annual endowment spending rate and spending rate base

Investment Committee
e Includes Advisory Members, who are typically not Global Board Members. Advisory Members
have similar roles on the Investment Committee as Global Board Members, except they cannot
vote. The total number of Advisory Members will not exceed the number of Global Board
Members on the Investment Committee.
o Oversees the implementation of this Investment Policy Statement and the Co-Investment Policy
Statement
e Sets investment objectives (changes must be approved by the Board)
Approves Asset Allocation Targets (e.g., equity), Asset-Class Targets (e.g., long-only equity), and
Rebalancing Ranges within Board-approved Allowable Ranges by majority of quorum
Approves hiring of new investment managers by majority of quorum
Establishes performance benchmarks by majority of quorum
Regularly reviews performance results
Approves investment restrictions by majority of quorum, as necessary
Reviews Investment Policy Statement and Co-Investment Policy Statement annually

Chief Investment Officer
e Provides vision and oversight to the management and strategic growth of the Conservancy’s assets
e Partners with the Investment Committee of the Board of Directors and provides the investment
expertise and counsel to achieve the organization’s long-term investment objectives



Leads an internal team of investment and operations professionals who assist in providing day-to-
day oversight and monitoring of the LTP and other long-term pools of capital

As required, employs the services of third-party consultants, advisors, data providers, systems, and
tools to aid in the day-to-day monitoring and management of the LTP and other long-term pools of
capital

Ensures overall compliance with the IPS and updates the IPS as needed

Oversees the internal investment team’s activities regarding initial due diligence, selection, on-
going monitoring and termination of individual investment managers and makes new manager
recommendations to the Investment Committee

Approves new commitments with existing private investments managers provided written
notification is sent to the Investment Committee at least two weeks prior to commitment. The
maximum new commitment to a single existing private investment manager that the CIO can
approve is $25M. The aggregate new commitments to existing private investment managers that
the CIO can approve within a calendar year is $150M.

Approves co-investments, in accordance with the Co-Investment Policy Statement, provided
written notification is sent to the Investment Committee at least two weeks prior to commitment
Terminates investment managers provided written notification of termination is sent to the
Investment Committee at least two weeks prior to execution

Ensures investment processes and associated documentation are sufficient to meet audit
requirements

Works with accounting and treasury to ensure proper recordation and reconciliation of investments
(e.g., commitments, capital calls, etc.) and assist with related preparations for audit

Prepares and presents investment results to senior Conservancy management and the Investment
Committee

Periodically evaluates investment custodian/advisor/manager relationships to ensure favorable
service/cost paradigm

Works closely with the Investment Committee in developing investment strategy and overall asset
allocation

Interprets sustainable investing restrictions and implements restrictions, including determining
compliance of securities and investment managers. Reports compliance at least annually to
Investment Committee

Sends monthly endowment updates to TNC leadership and Investment Committee

Investment Advisor(s)

Understands the Conservancy’s investment and risk objectives and tolerances

Maintains proprietary asset allocation model and capital market expectations. Apprises CIO and
internal investment team of any material changes to either

Where relevant, conducts initial and ongoing operational, financial, personnel, and strategy due
diligence of current and prospective investment managers

As needed, performs analysis of individual investment managers

Produces official performance reports for use by the Investment Committee, CIO, and internal
investment team

Investment Custodian

The custodian provides custody services for the securities in the portfolio. The custodian should
provide safekeeping for these assets and timely settlement of securities transactions. The custodian
also provides security pricing, electronic access to accounts, and regular reporting

Retains custody of underlying assets, where practicable

Provides accounting for all investment transactions



Investment Managers
e Manage the underlying assets for the Conservancy in accordance with respective investment
manager agreements, this IPS, and all applicable fiduciary requirements/laws/regulations
o Provides performance and holdings information at least quarterly

IV. INVESTMENT PHILOSOPHY

In seeking to attain the investment objectives set forth, the Conservancy shall exercise prudence and
appropriate care to manage investments in the context of the portfolio, as a whole, with a focus on long-
term strategy, and the best interest of the organization. While each asset class, strategy, and manager will
be carefully selected, the focus of the portfolio’s investment process should be on achieving the overall
portfolio objectives, as a whole.

The Conservancy recognizes that risk must be assumed to achieve long-term investment objectives. In
establishing its investment objectives, the Conservancy has considered its ability to withstand short and
intermediate term variability and concluded that the portfolio can tolerate interim fluctuations in market
values and rates of return in order to achieve its long-term objectives. In addition, the Conservancy
acknowledges that all investing involves risk and that achieving the risk and return objectives cannot be
guaranteed.

The investment strategies to achieve the Investment Objectives, generally, include the following:

e Position the portfolio for growth through investing a large portion of the portfolio in equities and
other risk assets;

e To protect the portfolio in market drawdowns and provide liquidity to support spending needs,
allocate a portion of the portfolio to high-quality, liquid fixed income investments;

e In order to reduce volatility of returns and long-term risk to the portfolio, diversify across risk
factors, asset-classes, and investment managers;

e Intentionally integrate environmental, social, and governance (“ESG”) criteria in investment
deliberations and consider the mission alignment implications of a given investment opportunity
or strategy;

¢ Intentionally hire investment managers with diverse ownership and invest in strategies that seek to
empower underrepresented minorities, without sacrificing financial returns;

e Seek outperformance of relevant benchmarks through active management;

o Be willing to emphasize less-efficient asset classes where there is greater opportunity for
outperformance;

o Consider possible effects of inflation

It is anticipated that the Conservancy will not typically select individual securities directly, but that the
security selection will be managed by independent investment managers. It is expected that the
Conservancy will employ an internal CIO and team of investment and operations professionals. There may
be opportunities for the Conservancy to invest directly in a private enterprise alongside one of its existing
investment managers, commonly described as a co-investment. A separate Co-Investment Policy Statement
outlines the conditions for making co-investments within the LTP.

To maintain prudent diversification and to avoid undue risk, the assets will be divided among multiple
managers. The number of managers used will be determined by such factors as the total funds committed
to an investment asset category, diversification, monitoring and cost considerations, and the investment
style of the selected managers.



Emphasis will be placed on seeking high quality investment managers. A proven style of investment that
offers the best opportunity for meeting the investment objectives of the Conservancy is a basic requirement.
Characteristics of selected firms will include a clear investment strategy, proven investment record and a
disciplined decision-making process. In all cases, careful analysis will be conducted to evaluate the
likelihood that the manager’s prior track record can be maintained (or in the case of a newer organization,
the prior track records of its principals).

V. ASSET ALLOCATION

The Conservancy recognizes that, over the long term, the allocation among various asset classes will be an
important determinant of the portfolio’s investment performance. The Conservancy has evaluated the
various investment asset classes available and considered both the historical and potential future rates of
return and relative levels of risk associated with each.

The Conservancy’s Board of Directors establishes broad, risk-based Allowable Ranges guiding exposure
to Growth and Liquidity/Protection. The Investment Committee then works with the CIO and the internal
investment team to establish a more-detailed Asset Allocation Target within these Board-approved
Allowable Ranges.

It is anticipated that changes to this allocation may be made over time and that new targets and ranges may
be deemed necessary when there is a significant change in cash requirements, capital market expectations,
risk and return objectives, or other relevant factors. Please see Appendix C for detailed policy targets and
ranges.

Due to fluctuation of market values across asset classes, allocations within the approved Rebalancing Range
are acceptable and constitute compliance with these guidelines. Also, it is anticipated that a period of time
may be required to fully implement changes in asset allocation and that periodic revisions may be required
given market dislocations. The CIO has discretion with respect to implementation of asset allocation
decisions within the Rebalancing Ranges and consistent with seeking to achieve the Asset Allocation
Targets and underlying Asset Class Targets.

VI. PORTFOLIO CONSTRUCTION

Asset Classes
The following are some examples of asset classes which may be considered within the Conservancy’s
portfolio:

1. Domestic Equities — United States equities including publicly-traded common, preferred, and
convertible securities.

2. Global Equities — equities from developed and emerging markets anywhere in the world including
publicly-traded common, preferred, and convertible securities, as well as American Depository
Receipts.

3. International Developed Equities and Emerging Markets Equities — non-U.S. developed, and
emerging market publicly-traded common, preferred, and convertible securities, as well as
American Depository Receipts.

4. Fixed Income — domestic and international debt, including both public and privately traded,
government, government agency, corporate debt, and structured credit.

5. Cash and Cash Equivalents — collective short-term investment funds such as money market funds,
as well as money market instruments such as commercial paper, certificates of deposit, time
deposits, bankers’ acceptances, repurchase agreements, and short-term fixed income securities.



6. Hedged Strategies — private investment vehicles that may contain assets that are not publicly or
freely traded, as well as publicly-traded securities and derivatives.

7. Private Equity — private investment vehicles that contain assets or strategies such as venture
capital, growth equity, mezzanine financing, buy-outs, etc.

8. Real Assets — real estate, REITs (Real Estate Investment Trusts), commodities and natural
resources.

The portfolio may utilize a variety of investment structures, including separate accounts, commingled
accounts, partnerships, institutional mutual funds, ETFs, futures, co-investments, Special Purpose Vehicles,
and others. Further, the Conservancy does exclude certain investment opportunities from the investment
portfolio when deemed inconsistent with its mission.

Liquidity

Given TNC’s ongoing spending needs, the Investment Committee, CIO, and the internal investment team
shall carefully consider the portfolio’s liquidity needs when allocating between investment managers or
selecting new ones. The portfolio should, at all times, maintain sufficient liquidity to both meet its annual
spending requirements and allow for prudent asset allocation shifts — even in adverse market conditions.

The LTP seeks to capture the incremental returns typically offered to investors as compensation for
forfeiture of liquidity, while balancing potential short-term liquidity needs. The episodic nature of cash
flows inherent in illiquid investments makes precise control of portfolio liquidity difficult at any given time.
To ensure liquidity is available to meet spending requirements, capital calls, and to facilitate rebalancing,
target amounts (and permissible ranges) of assets that could be converted to cash within various time periods
are set as specified in Appendix B. The CIO will monitor the overall liquidity of the LTP on a monthly
basis to ensure compliance with these ranges, and report to the Investment Committee.

Public Equity Regional Allocation

To ensure the LTP’s investments in public equity securities do not deviate significantly from the public
equity benchmark’s geographical allocations, allowable ranges, as shown in Appendix C, have been
introduced. The CIO will monitor the regional allocation of the LTP’s public equity securities on a monthly
basis to ensure compliance with these ranges, and report to the Investment Committee.

VIl.  SUSTAINABLE INVESTMENT POLICY

The mission of the Conservancy is to conserve the lands and waters on which all life depends through
scientific exploration, policy engagement, positive collaboration with the private sector, and fostering
innovation. This work enables large scale conservation, catalytic science, and impactful programs and
investments across the enterprise, which are supported by the capital invested in the LTP. The strategic
imperatives and cultural tenets which underlie the Conservancy’s global work are the efforts of dedicated
and diverse staff, the pursuit of effective partnerships with individuals, enterprises, and governments, and
using a non-confrontational, collaborative approach.

The Conservancy’s mission and collaborative ethos inform the strategy and implementation of the LTP.
Leadership actively encourages its professional staff and investment advisers to integrate ESG criteria in
their investment deliberations and to consider the mission alignment implications of a given investment
opportunity or strategy.

Proactively pursuing quality investments with high ESG standards is consistent with the internal investment
team’s fiduciary requirements to prudently manage risk and return to achieve sustainable, long-term results.
As with the TNC’s programmatic work, the Sustainable Investment Policy considers many perspectives
and enables the integration of an ESG lens along with the high standards for investment sourcing, diligence,
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and management. As such, the Investment Committee, CIO, and internal investment team will identify and
evaluate ESG considerations when assessing prospective investments for the LTP as a complement to
rigorous financial assessment of investment risk and reward. It is the Conservancy’s belief that this added
layer of examination can enhance the understanding of risks and opportunities within the portfolio and that
high-quality investments with strong mission alignment can reflect and enhance the aims and impacts of
global initiatives. Additionally, the Investment Committee, CIO, and internal investment team strive to
employ investment managers who use ESG criteria to inform investment decisions, thereby helping to direct
investment dollars toward companies positively integrating sustainability measures and who can generate
acceptable financial and mission-aligned outcomes.

Environmental Considerations

When considering the sustainability of TNC’s endowment, the Investment Committee, CIO, and internal
investment team see the most value in long-term investments whose impacts have a compounding effect
over time. Endowment dollars have a quantifiable impact that is consistent with the Conservancy’s mission
when invested in funds and portfolio companies that are developing and scaling climate solutions and/or
sustainable business practices.

The target is to reduce the exposure to direct or Scope 1 GHG emissions in TNC’s publicly traded equity
investments by 90% relative to the global equity benchmark, the MSCI All Country World Index (ACWI).
The following four metrics determine the restricted list:

o Companies that generate 5% or more of their annual revenues from extractive activities —
specific extractive activities include oil sands extraction, bituminous coal underground mining,
bituminous coal and lignite surface mining, drilling oil and gas wells, natural gas liquid
extraction, crude petroleum and natural gas extraction and support activities for oil and gas
operations.

o Companies where the S&P Capital 1Q Trucost Metrics estimated environmental damage
costs for direct (or Scope 1 — sources that are owned or controlled by the company) GHG
emissions are 5% or more of annual revenues — damage costs include, but are not limited to,
carbon dioxide, methane, and nitrous oxide (tons) emissions.

o Companies where the S&P Capital 1Q Trucost Metrics estimated environmental damage
costs for natural resource use are 5% or more of annual revenues — this metric attempts to
capture the environmental damage due to biodiversity loss. Damage costs include the costs due to
the removal of all native vegetation, resulting in a loss of habitat and food for local wildlife as
well as significant soil erosion. This could be a result of mining and exploration activities.

o Companies with quantifiable future emissions from proven and probable fossil fuel reserves
— this metric is an attempt to capture how future activities are likely to impact GHG emissions and
the idea that companies that own fossil fuel reserves are likely to exploit them in the future, adding
to future carbon emissions. For this metric, reserves due to coal, oil, and gas are computed.

In addition to these measures, the internal investment team considers qualitative and science-based overlays
from the TNC Global Science and Corporate Engagement teams and credible, third-party lists (such as the
Science Based Targets initiative) to improve the restricted list. The restricted list, which is refreshed

! Scope 1 emissions are defined as are direct greenhouse (GHG) emissions that occur from sources that are
controlled or owned by an organization (e.g., emissions associated with fuel combustion in boilers, furnaces,
vehicles). Source: EPA. SBTi



annually, is reviewed to include additional factors and potentially remove companies from the list for
reasons such as:

Institutional context

Forward-looking, science-based views

Indications of future company business practices

Willingness of company management to engage with TNC in sustainability efforts
Credible and meaningful go-forward decarbonization plans

These additional insights ensure broad organization alignment and add to the rigor of the exclusion list.

In addition to portfolio restrictions, as stewards of the Conservancy’s LTP, the Investment Committee, the
CIO, and the internal investment team will proactively seek sustainable and mission-aligned opportunities.
The opportunity set of investments that meet both financial and mission objectives is growing and evolving,
and the internal investment team will actively explore and monitor these opportunities for suitability for the
LTP, across asset classes. Mission-aligned Climate Tech sub-sectors that are being pursued, among others,
include:

Clean Energy

Sustainable Food & Land Use
Transportation Emissions Reduction
Built Environment

Carbon Markets

Climate Management

Industrial Decarbonization

Ocean Technology

As part of these proactive efforts, the internal investment team will build a distinct co-investment portfolio
of return enhancing and mission-aligned private companies and platforms. All LTP investments are held to
the same high diligence standards for inclusion on both economic and mission criteria.

Diversity, Equity, Inclusion, and Justice

The Conservancy recognizes that conservation is best advanced by the leadership and contributions of
people of widely diverse backgrounds, experiences, and identities. The Investment Committee, CIO, and
internal investment team share this philosophy in executing prudent management of the LTP, and believe
that pursuing quality investments with high Diversity, Equity, Inclusion, and Justice ("DEIJ") standards is
consistent with fiduciary requirements to achieve sustainable results in perpetuity.

While many DEIJ investment approaches center around setting static, numerical diversity goals, the
Investment Committee, CI1O, and internal investment team recognize that with the fluctuating nature of
economic markets, the greatest impact can be achieved by taking a more holistic approach. For this reason,
DEWJ principles will be integrated into all of the internal investment team’s work, and investments will not
be limited as the only lever for change, thereby establishing the ability to influence the LTP and industry
more broadly. To this end, the internal investment team will develop and implement a comprehensive
Strategic Plan outlining specific objectives, targets, and actions for DEIJ integration that align with the
Conservancy's broader Global Diversity, Equity, and Inclusion goals and initiatives.

While the quantitative diversity of the LTP will not be the sole or conclusive goal of this work, the
Investment Committee, CIO, and internal investment team recognize the importance of tracking manager



diversity over time as one quantifiable measure. An annual survey will be disseminated to all managers in
the LTP to gather information on each firm's internal diversity across gender, racial/ethnic, disability, sexual
orientation, veteran, and immigrant identities, among others, where possible.

In addition to overall diversity across managers within the portfolio, the Investment Committee, CIO, and
internal investment team will monitor and report the percentage of minority-, gender-diverse? or women-,
and diverse-owned firms, and the percentage of capital managed by each group, using the following
definitions:

e Ownership is defined as economic interest in the firm and/or fund(s) that is being managed.

e Minority-owned — a firm with substantial or majority ownership (defined below) by racial/ethnic
minorities. The specific classification of racial/ethnic minorities will be determined by each
manager’s principal place of business and will refer to groups outside of the corresponding
population’s majority racial/ethnic group(s).

o Substantially Minority-owned is defined as ownership between 33% and 50% by
racial/ethnic minorities.

o Majority Minority-owned is defined by greater than 50% ownership by racial/ethnic
minorities.

e Gender-diverse or women-owned — a firm with at least 50% ownership by gender-diverse
individuals or women.

o Diverse-owned — a firm with at least 50% cumulative ownership by gender-diverse individuals,
women, racial/ethnic minorities, LGBTQ? individuals, veterans, persons with disabilities and/or
immigrants or children of immigrants.

In alignment with The Conservancy’s commitment to integrity beyond reproach, the internal investment
team shall publish a DEIJ Strategic Plan in addition to annual reports on implementation progress. Further,
the Investment Committee, CIO, and internal investment team commit to continual learning, development,
and execution of best practices in DEIJ integration within the LTP. Because of this, these commitments are
not intended to be static and will be updated over time so TNC may continue to lead by example.

Social and Ethical Concerns

Micro and macro social factors, including ethical concerns, can alter the risk and return attributes of an
investment. Furthermore, certain industries pose greater investment risk due to their social impact and
ethical concerns. Given the perception of increased risk, the Investment Committee, CIO, and internal
investment team seek to exclude the following industries from TNC’s publicly traded equity portfolio:

e Tobacco
o Exclude “Tobacco” Global Industry Classification System (GICS) sector
e Firearms, Weapons Manufacturers, and Military Contractors
o Exclude companies that derive 25% or more of revenues from the following six business
activities in TruCost:

2 ««Gender-diverse’ is used to refer to persons whose gender identity, including their gender expression, is at odds with what is
perceived as being the gender norm in a particular context at a particular point in time, including those who do not place
themselves in the male/female binary.” — United Nations Human Rights Office of the High Commissioner

3 LGBTQ is defined as lesbian, gay, bisexual, transgender, and queer/questioning (one's sexual or gender identity). Source:
Merriam Webster Dictionary



https://www.ohchr.org/en/special-procedures/ie-sexual-orientation-and-gender-identity/struggle-trans-and-gender-diverse-persons

o Military armored vehicle, tank, and tank component manufacturing
o Ammunition manufacturing
o Arms, ordnance, and accessories manufacturing
o Metal tank (heavy gauge) manufacturing
e For-Profit Prisons and Immigration Detention Centers
o Exclude the largest known public and private for-profit prisons

To augment these measures, the internal investment team will consider qualitative and quantitative overlays
to improve the social and ethical-based exclusion list, which will be refreshed annually. Additional factors
considered will include institutional context as well as product intent, use cases, and end markets.

VIlIl.  MONITORING & BENCHMARKING

1. To evaluate the performance of the entire Long-Term Portfolio, the portfolio shall be compared to
the LTP Policy Benchmark, which incorporates the static weights of the policy Asset Allocation
Targets and the returns of relevant benchmarks. This benchmark helps indicate the combined
effects of manager selection and asset allocation versus the strategic policy targets.

2. Overall performance should be compared to an endowment fund peer group in an appropriate
investment manager database periodically. Recognizing that peer group comparisons are imprecise,
these comparisons will be used to give additional context for the market environment.

3. A benchmark index will be associated with each individual investment manager. Over full market
cycles each manager’s performance, net of fees, is expected to be greater than its benchmark. It is
expected that the excess return will be greater for higher risk asset classes than for lower risk asset
classes. Furthermore, investment manager performance should be compared to peer groups in an
appropriate investment manager database.

4. The CIO and the internal investment team shall review portfolio performance at least monthly and
conduct ongoing due diligence of investment managers, including onsite visits. If appropriate,
investment managers may be asked to meet with the Investment Committee.

5. The CIO will review the investment performance of the portfolio and the individual investment
managers with the Investment Committee at its regularly scheduled meetings.

Please see Appendix C for the LTP Policy Benchmark, composite benchmarks, as well as peer group
details.

IX. OTHER CONSIDERATIONS

Contract Authorization

The Investment Committee approves and authorizes the CIO to execute any documents in form and
substance satisfactory to him or her to facilitate implementation of this IPS and the investment policy,
including but not limited to, contracts with consultants, trustees, custodians, brokers, and investment
managers for providing services.

Proxy Voting

It is recognized that the proxy vote attached to a security has a value and is therefore an asset of the invested
funds. All proxies are to be voted solely in the interest of the Conservancy. Proxies should be voted for
issues which enhance shareholder economic value, maintain, or improve shareholder rights, are not dilutive
and provide reasonable accountability for management. To the extent the Conservancy invests in pooled or
commingled funds, the Conservancy assents to the proxy voting guidelines adopted by the managers of
these funds.
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Appendix A
Detailed Investment Pool Descriptions

The LTP is comprised of three underlying pools. Though each of these pools is distinct, the Board has
determined that they share similar risk tolerances and return goals that they can be managed as a single
entity. These three pools are described below.

Endowment Pool

The Endowment Pool is comprised of either donor-restricted (“true” endowment) or Board- designated
(“quasi” endowment) funds, the principal of which is expected to be held for perpetuity while producing
annual operating funds for the organization. The amount of funds provided each year for operations is
established by Board resolution through its adoption of an annual endowment spending rate and spending
rate base. The endowment spending rate, when applied to the approved spending rate base, determines the
maximum amount which may be allocated from a given endowment annually in accordance with the
restrictions, if any, which may have been specified by the donor. This maximum, per endowment, is
communicated throughout the organization as a part of the annual budgeting process. For avoidance of
doubt, the Finance Committee is charged with recommending the spending policy to the Board. The CIO,
the internal investment team, and the Investment Committee shall provide assistance in determining an
appropriate spending rate.

Long-Term Working Capital Pool (“Capital Pool”) & Donor-Advised Fund (“DAF”)
The Capital Pool and DAF are comprised of the following:
o Funds raised for capital projects which have yet to be expended,;
e Savings for future use set aside by Conservancy operating units from prior year surpluses, bequests,
or multi-year operating gifts;
e Conservation Impact Fund not currently in use for financing land transactions;
e Donor-advised funds; and
e Investments used to fund large-scale carbon sequestration projects.

Returns from the Capital Pool and DAF are used for the following purposes:
e To provide a return on the savings of operating units;
e To provide an additional source of unrestricted income to support organizational priorities.

The Capital Pool and DAF serve as a potential source of funds for large-scale projects such that, on
occasion, the Conservancy will utilize capital funds for large acquisitions. Aside from these infrequent
withdrawals, the aggregate balance of the Capital Pool and DAF remain fairly stable over time. Given the
occasional, but limited, liquidity requirements, the relative stability of the invested corpus, and the return
requirements expressed above, the investment objectives for the Capital Pool and DAF are: (1) primarily,
to provide timely liquidity for potential large-scale projects and other spending, and (2) secondarily, to
generate an annual return of the spending rate. As a result of these somewhat divergent goals, a portion of
the Capital Pool is used to focus on liquidity needs. The organization’s Treasury function manages this
shorter-term liquidity outside of the investments covered by this IPS. The portion of the Capital Pool
managed under this IPS is therefore deemed longer-term in nature and is managed in-line with the
Endowment Pool towards the targets and ranges described in Appendix C.
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Appendix B

Liquidity Policy

Liquidity Available

Target

Within Minimum

One Day 15% 10%
One Week 25% 20%
One Month 35% 30%
One Quarter 60% 50%

One Year 75% 60%
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Appendix C

Asset Allocation Targets, Ranges and Benchmarks

Factor Allocation | Asset Class Benchmark Target Range
Equity Public Equity | MSCI All Country World Index 35% 45% - 70%
(Net)

Private Equity | 50% Russell 3000 Index, 25% 20%
NAREIT Equity REITs Index,
25% BofA ML US High Yield
Master Il Index

Diversifying Hedged 40% MSCI AC World Index 30% 20% - 45%
Investments Strategies (Net)

60% Barclays Intermediate
Government/Credit Bond Index
Liquidity/Protection | Cash FTSE Treasury Bill-3 Month 2% 5% - 35%
Fixed Income | Bloomberg Barclays Intermediate | 13%
Government/Credit Index

Public Equity Regional Allocation Target Range
Domestic Equity 60% 50% - 70%
International Developed Equity 30% 20% - 40%
Emerging Markets Equity 10% 5% - 15%
Total 100%
Composite Benchmark
Public Equity MSCI All Country World Index (Net)
Global Equity MSCI World (Net)
Domestic Equity Russell 3000 Index
International Developed Equity | MSCI World ex. US Index (Net)
Emerging Markets Equity MSCI Emerging Markets Index (Net)
Private Equity 50% Russell 3000 Index, 25% NAREIT Equity REITs Index, 25%
BofA ML US High Yield Master Il Index
Hedged Strategies 40% MSCI AC World Index (Net)
60% Barclays Intermediate Government/Credit Bond Index
Fixed Income Bloomberg Barclays Intermediate Government/Credit Index
Cash FTSE Treasury Bill-3 Month

LTP Peer Groups
Non-Taxable foundations greater than $1 billion — Approximately 125 institutions similar in size to The
Nature Conservancy and able to allocate capital in a similar manner.

Cultural and Environmental Foundations Between $150 million and $1 billion — Includes

approximately 25 institutes that align more directly with The Nature Conservancy’s long-term
programmatic goals.
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Appendix D

Investment Guidelines and Restrictions

Guidelines

Conflicts with the guidelines below should be known prior to entering into an agreement with manager.
Managers are required to inform The Nature Conservancy regarding any change in strategy that may affect
one of these guidelines.

1.

Except in the case of the alternative asset class allocation, each manager must be either an
investment advisor registered as such under the Investment Advisers Act of 1940 and qualified to
act as an investment manager for the fund under Section 3(38) or each manager must be a bank as
defined in that Act. Furthermore, each investment manager and the Conservancy, with requisite in-
house legal review, must execute an “Investment Manager Agreement” which will include fee
structure, investment guidelines and restrictions contained in this policy, and any additional
guidelines or restrictions specific to the manager. Appropriate legal agreements, with requisite in-
house legal review, will be executed with respect to alternative asset class investments where an
“Investment Management Agreement” does not apply.

Assets are to remain in the custody of the Investment Custodian insofar as possible. Assets may be
invested in commingled funds maintained by third parties that invest in securities authorized by
this policy. While investment guidelines for commingled funds should be consistent with the intent
of this policy, they need not comply with this policy in its entirety so long as the commingled fund
maintains prudent diversification and avoids undue risk.

Assets are to be managed in such a way that they are subject to the prudent standard of care and
any other applicable governmental or legal requirements. If there is any doubt or concern as to the
prudence of any investment or as to the interpretation of this paragraph, the investment manager
must notify the Conservancy of such doubt or concern before making the investment.

Managers are to seek best execution on all trades as measured by price, market impact and
commissions.

Investments should be made with consideration of TNC’s status as a tax-exempt organization, both
in terms of the strategies used and also the potential UBTI consequences.

Alternative investments may include direct managers, Fund of Funds, limited partnerships, offshore
funds, or other similar vehicles investing in domestic and international securities (either buying
long or selling short), private equity-venture and buy-out, high yield, distressed securities,
mezzanine debt, loans, real estate, timber, farmland, derivative instruments, and other assets. In
each case, the manager (as with traditional managers) will be expected to operate within the
guidelines agreed upon at the investment’s inception, unless amended according to procedures
agreed to at investment’s inception.

Exchange Traded Funds (ETFs) may be used to help manage the asset allocation in response to
endowment and organizational cash needs, manager changes, target asset allocation changes,
tactical decisions, investment opportunities, and other reasons. Each individual ETF utilized must
exhibit clear correlation to the strategy intended.

Futures may be used to help manage asset class exposure consistent with the Asset Allocation
Targets and Ranges. The selection of appropriate futures contracts should be informed by an
analysis of the correlation characteristics and basis risk between the futures contract and the
underlying asset class for which the futures will serve as a proxy.

Investment Managers must provide enough transparency that the internal investment team and
Investment Advisor(s) can reasonably ascertain performance, value, and strategy. This includes
alternatives managers.
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Restrictions

1.

~

10.
11.

Excluding the cash and fixed income asset class, no greater than 10% of the Conservancy’s
portfolio may be invested with any single investment management firm. Should market dislocations
result in a breach of this restriction, a correction shall be made as soon as practicable.

The entire portfolio will have no more than 10% of its assets (at market value) invested in the
securities of any one issuer, with the exception of the U.S. Government and Agencies.

The weighted average quality of the overall fixed income portfolio must be rated at least A as rated
by Standard and Poor’s and A2 by Moody’s.

Initial purchases of fixed income securities within the fixed income asset class are restricted to
obligations with a minimum rating of B- by Standard & Poor’s or B3 by Moody’s, unless otherwise
agreed upon with the investment manager and reflected in the investment management agreement.
No more than 40% of the securities in the overall fixed income allocation may be rated below
Investment Grade or otherwise unrated securities. Investment Grade securities are defined as those
with a minimum rating of BBB- by Standard and Poor’s or Baa3 by Moody’s.

Initial purchases of money market securities are restricted to obligations with a minimum rating of
A-2 by Standard and Poor’s, P-2 by Moody’s, or their equivalent.

If a rating is split between ratings agencies, then the lower of the ratings will apply.

The use of leverage is prohibited at the portfolio level. Futures used to manage the portfolio asset
allocation are acceptable provided that the notional value of any futures positions, including the net
position of any paired short and long positions, do not increase the total market exposure of the
portfolio, excluding cash and securities posted as futures collateral. Individual investment
managers may utilize both derivatives and leverage provided such use is appropriate for such
strategy and is consistent with the agreed-upon investment strategy.

No leveraged ETFs may be utilized at the portfolio level.

No Exchange Traded Notes should be used at the portfolio level.

Investment Advisor(s) and Investment Managers may not be compensated other than on an assets-
under-management or performance-fee basis and may not accept referral fees or other financial
incentives based on recommendations to TNC or usage of a particular strategy, firm, or product by
TNC.
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Appendix E
Valuation Standards

Valuation

The Conservancy endeavors to report its investments at fair value. The Conservancy’s managers utilize
valuation procedures which are fairly standard in the industry and, in general, the Conservancy believes the
valuation policies and procedures of our managers are reasonable.

These policies typically include the following:

e Marketable securities listed on a national securities exchange are valued at the last sale price on the
date of valuation unless the security is not freely trade-able due to a contractual restriction, in which
case a discount to the market price is allowed.

e Private securities are generally valued according to the mark-to-market method, which attempts to
apply a fair value standard by referring to meaningful third-party transactions, comparable public
market valuations and/or the income approach. An investment can be carried at cost if little has
changed since the initial investment in the company.

Due to the illiquid nature of venture capital and private equity investments, the Conservancy generally
utilizes the fair value of our interest in each of our manager’s partnerships as reported by the manager and
adjusted by the Conservancy as necessary. The Conservancy reports these valuations when received from
its managers, typically in the quarter following the current quarter’s activity.
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Appendix F
Securities Lending

Securities held by the Investment Custodian may be loaned to others, only if continuously secured by cash
or government securities with a market value equal to the minimums prescribed by regulation, or at least
102% of the market value plus accrued interest for domestic securities or 105% of the market value plus
accrued interest for international securities loaned if no regulations apply.

With regard to the investment of the underlying collateral from loaned securities, the dollar-weighted
maturity will be maintained with the objective of preserving principal. Funds may be invested in individual
securities subject to the following restrictions, or in overnight commingled funds with the same criteria.
The maximum weighted average maturity of the portfolio is 90 days. Put features and floating and variable
rate note reset dates will be used as the proxy for maturity date in calculating the weighted average maturity
for the portfolio.

¢ No instrument will have a maturity date or expected weighted average life in excess of thirteen
months from time of purchase, except:

o Floating and variable rate securities which may have a three-year final maturity, and

o Floating rate asset-backed securities which may have an expected weighted average life of
no greater than three years. Amortizing floating rate asset-backed securities may have an
expected final payment date not exceeding five years from date of purchase, and

o All normal settlement period practices are not considered in applying the maturity constraints or
calculating the weighted average maturity of the fund.
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