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Nature-based solutions (NBS) are actions to protect, manage, or restore
natural or modified ecosystems that address societal challenges,
simultaneously benefiting people and nature. Many important NBS involve
ecosystem restoration. Recent government investment in NBS through
programs funded by the Inflation Reduction Act and Bipartisan Infrastructure
Law is unprecedented, but there is still a need for scaled-up investment in NBS
projects in the United States.

Innovative financial institutions like green banks and community lenders are
equipped to play a role in financing NBS. The roles they may play in these
deals will look similar to what they already do for other types of projects and
could include the following:

Using green banks and other community
lenders to finance restoration and other
NBS is still in early days. While successful
examples of NBS financing exist (see Box 4),
more work is needed to make these types

« Mobilizing debt and equity providers
of deals more commonplace.

« Matchmaking capital with viable projects

 Providing bridge financing

« Aggregating viable projects to create investable products to reduce
transaction costs

* Providing sweat equity and technical assistance to enable deals that might
not otherwise happen

The federal government is currently investing billions of dollars in green banks
and other community-based lenders such as credit unions and community
development financial institutions (CDFls) through the EPA's Greenhouse Gas
Reduction Fund.! As a result, new green banks are being created, existing
green banks are expanding or being operationalized, and community lenders
are reexamining their scope to encompass new types of green investments.
While many green investments have traditionally been focused on technology
and renewable energy, it is a perfect time for these institutions to explore and
consider NBS as part of their strategies. Not only can NBS contribute to
climate mitigation goals, they can also provide multiple climate resilience,
biodiversity, and community benefits, making them an important component
of impact-oriented financial strategies.

Future work that could help scale up NBS
financing includes:

« Sharing information with lenders about
how NBS financing might contribute
toward their goals, as well as what
financial models are possible for NBS

« Enhancing capacity within existing

Box 4. How Has Financing Nature-Based Solutions lenders’ staff for nature-based project

Worked Before? financing
 Finding ways to make NBS financing

models more replicable and scalable
* ldentifying new revenue streams that
allow more types of nature-based

Financial products that are familiar to green banks and community lenders have
been successfully used to finance NBS:

Box 1. What Are Green Banks and Community Lenders?

Green banks and other community lenders such as credit unions and CDFls are
mission-driven financial organizations. These lenders typically fill gaps in the financial
marketplace by helping to drive investment in low-return or perceived risky markets.

Green Banks: Mission-driven financing entities characterized by the use of innovative
financing to pursue clean energy and other climate change-related goals. These
organizations can be public, quasipublic, or nonprofit institutions and exist to leverage
both public and private capital.>3 Green banks have typically invested in clean energy
and energy transition projects, but are beginning to explore nature-based climate
solutions and environmental infrastructure.*

CDFls: Lenders focused on a mission of providing fair and responsible financing to
underserved and underresourced communities that mainstream finance does not
often reach.®

Box 2. What is the Greenhouse Gas Reduction Fund?

While green banks and community lenders have existed for many years, there are new
opportunities available for these institutions to invest in climate-friendly projects
through the Greenhouse Gas Reduction Fund (GGRF). The $27 billion GGRF in the
Inflation Reduction Act (IRA)—particularly the $14 billion National Clean Investment
Fund and $6 billion Clean Communities Investment Accelerator—represents a once-in-
a-generation opportunity to leverage private capital for investments in climate-
positive projects (including NBS).

To learn more about what types of restoration or nature-based projects might be
eligible through the GGREF, see the primer found at this QR code:

Box 3. Why Would a Green Bank or Community Lender
Want to Invest in a Nature-Based Solution?

Each green bank and community lender has its own climate- and community-
related goals. If a financial institution is driven by a mission that includes equity,
community and climate resilience, reduced greenhouse gas emissions, sustainable
infrastructure, health, or workforce development, NBS can be an important part of
the solution set. NBS project outcomes can include:

« Equity outcomes: Investments in NBS can be targeted to underserved
communities that are most exposed to accelerating climate hazards, and thus
have the most to gain. These projects can help address past environmental
injustices through developing resilience against disasters, extreme heat, and
pollution.

Reduction or avoidance of greenhouse gas emissions: Forests, rangelands,
agricultural fields, coastal wetlands, and other habitats have a significant
capacity to store and sequester carbon and, over time, can have significant
carbon drawdown potential.®

Reduced climate risk: Natural areas, either alone or in combination with

« A forest resilience bond that attracts private investment for forest
conservation and management and generates cash flow through payments by
utilities for avoided water treatment costs and insurance companies for
reduced wildfire risk.

The Soil and Water Outcomes Fund, which borrows private capital to pay
farmers to implement environmental and climate-friendly practices.
Governments and corporations pay for the positive outcomes generated.

A revolving loan fund to finance urban green stormwater infrastructure in
Washington, DC, through the DC Green Bank.

A linked deposit program, run by the Maryland Department of the
Environment, that helps encourage implementation of non—point source best-
management practices to reduce pollutant loads in the Chesapeake Bay.

The Rhode Island Water Quality Protection Charge program makes funds
available to public drinking water suppliers for projects that protect drinking
water sources, including purchase and protection of watershed lands.

A bond issued by the Maryland Economic Development Corporation pays for
both a new parking garage and a green waterfront in Annapolis, MD. Cash flow
generated by the parking garage will help provide repayment for both projects.
Application of the Clean Water State Revolving Loan Fund to provide a low-
interest loan to the Nisqually Tribe and its partners for acquisition of forest land
that will be managed for sustainable timber and will help protect water quality
in rivers near Mt. Rainer. Timber revenue will help repay the loan.

A conservation bridge loan that allowed the Confederated Tribes of the Siletz
Indians and the McKenzie River Trust purchase a culturally and ecologically
significant oceanfront land parcel in Oregon. The bridge loan was repaid
through a NOAA grant.

For more detail about these examples and others, visit the website found at this
QR code:

projects eligible for project financing

» Developing accepted standard
quantification methods for NBS project
benefits to allow investors to understand
better when and whether projects have
met their goals

* More clear indications from programs
like the Greenhouse Gas Reduction Fund
that nature-based projects are eligible
project options

In 2023 Duke University's Nicholas Institute
for Energy, Environment & Sustainability
and the Environmental Policy Innovation
Center formed the Nature-Based Solutions
Financing Working Group to bring together
academics, practitioners, financiers, and
investors dedicated to scaling up finance for
nature-based solutions to help solve
challenges facing people and nature. The
group met for an agenda-setting workshop
in July 2023 and generated ideas that led to
the creation of a set of resources
summarized here. To see more details,
check out the document found at this QR
code:

Get in touch: financing_nature@duke.edu
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