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Working Together to Value Nature

Measuring how much nature is worth to a company, community or the world isn’t easy — and
often, the tremendous importance and economic value of nature’s benefits are appreciated
only upon their loss.

But leading organizations have realized that nature is an essential and fragile asset, one which
we all impact and depend upon. So we all need to be looking for ways to value nature and
improve how decisions associated with its services are made.

Last January, Dow and The Nature Conservancy embarked on a very important experiment —
one that we hope will help build a roadmap for how companies assess, incorporate and invest
in nature and the benefits it provides, like fresh water, clean air and flood protection. This
update, our first annual, reflects the activities we undertook to develop our collaboration,
identify our first pilot site, scope our areas of analysis at the first site and engage in a global
dialogue to advance awareness of this important issue and field of work.

We know that it will take public and private sector collaborations like this one to make real
change happen — and to make the value of nature a fundamental consideration in business
decisions. That’s why we are committed to rolling up our sleeves, putting boots on the ground
to test our methods, and engaging leaders and experts from a variety of disciplines along the
way. Our work together provides an important opportunity to demonstrate the inherent value
of nature and make business practices more sustainable.

We welcome your feedback and experiences to improve our work and build the dialogue.

Sincerely,

Neil Hawkins Glenn Prickett

Vice President, Sustainability and EH&S Chief External Affairs Officer
The Dow Chemical Company The Nature Conservancy
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Overview

In January 2011, Dow and The Nature Conservancy announced a
breakthrough collaboration to help Dow and the business community
recognize, value and incorporate nature into global business goals,
decisions and strategies.

The global organizations are applying scientific knowledge and
experience to develop methods and tools for companies to use by
examining how Dow’s operations rely on and impact nature. There are
many ways that nature benefits people — often called ecosystem
services — like providing fresh water and buffering floods and storms.
We all depend on these benefits, and our activities can also impact
nature in ways that limit our ability to rely on them.

HISTORY OF
VALUING NATURE

TOGETHER
In July, 2008, Dow
announced its $1.5 million
exclusive support of The
Nature Conservancy’s
Cachoeira Restoration
Project, an essential part of
a large-scale reforestation
and protection program in
the Atlantic Forest of Brazil.

By finding ways for companies to account for nature’s services on their bottom line, this
collaboration will deliver new practices that lead to solutions that benefit both business and
conservation. Tools, models, summaries of lessons learned and results will be shared publicly and
through peer-review for other companies, scientists and interested parties to test and apply.

Over the course of five years, Dow and The Nature Conservancy are working together to implement
and refine ecosystem services and biodiversity assessment models at three Dow sites around the
globe. These sites will serve as “living laboratories” for developing, testing and implementing
scientific and economic methods that can be used by Dow and other companies to improve
business practices through conservation. As more companies use these methods and tools, it will
likely lead to greater investment in conservation because it makes good business sense.

Dow and The Dow Chemical Company Foundation are collectively committing $10 million to the

collaboration over five years.

Progress to Date

Daily production by Dow impacts and depends upon a number of ecosystem services—like
fresh, flowing water necessary for manufacturing processes and waste treatment, as well as for
providing habitat for many species; coastal marshes that buffer floods and hurricanes while
providing habitat and nurseries; and forests that clean the air and support the health of people
and nature in the surrounding region. Since the launch of the Collaboration, the Conservancy
and Dow have been working together to identify key biodiversity and ecosystem services that

Dow impacts and depends upon at priority sites around the world.

Site Selection

We have identified our first pilot site where we will be developing and testing methods. The
following co-developed site selection criteria were applied to select this site and will be used

for the selection of future locations:

1. Material: Pilots should address material, priority and critical business decisions/issues that
involve biodiversity and ecosystem services (BES). These issues should be relevant and

applicable for Dow and other businesses.




2. Priority: Project at the site addresses critical-to-Dow ecosystem service and/or site is in an
area of high biodiversity and/or ecosystem risk/value.

3. Advancing: Pilots should advance the development of methods for integrating and valuing
ecosystem services at a landscape level.

4. Value: Pilot learnings are relevant and valuable to Dow and the environment, and

replicable on multiple Dow sites; relevant to other businesses.

Application: Site analysis can inform Dow work processes.

Data: There are sufficient BES data available for ecological and economic analysis.

7. Scale: Significant benefits: Pilots can demonstrate business benefits of incorporating BES
into decision-making; have the potential for direct and tangible conservation benefits at
scale and provide societal benefits (e.g., improvements in overall water supply for
communities), either at the pilot site or another location. Overall, benefits from the pilot
work should be consistent with the scale and expectations of the collaboration. Sites should
be of significant size to be relevant to Dow and the region, and ensure they are replicable.

8. Support: Site is consistent with TNC geographic and programmatic priorities and with Dow
business priorities. TNC operating unit and Dow site managers support engagement on the
project and business leaders are engaged.

9. Location and Variety: Sites should provide an overall mix of conditions and situations,
including: Geographic and developing/developed countries, existing and new construction,
and variability of production processes.
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Using these criteria, the first pilot site of the collaboration was chosen: Dow’s Texas Operations
in Freeport. A second site is expected to be identified in Brazil later this year. Once selected, a
scoping process identifies the priority ecosystem services and analysis to be undertaken.

Pilot Site Activities

Dow’s Texas Operations in Freeport

Texas Operations in Freeport is Dow’s largest integrated manufacturing site, and the largest
single company chemical complex in North America. Texas Operations manufactures 44% of
Dow products sold in the U.S. and more than 21% of Dow products sold globally.

Identification: Over 40 Dow and TNC experts convened in Freeport to determine critical

ecosystem services the site depends on and/or impacts. The experts adapted the Ecosystem

Services Review process — co-developed by the World Resources Institute, World Business

Council for Sustainable Development and Meridian Institute — to identify priority ecosystem

services.

Prioritization: From the identified dependencies and impacts, three ecosystem services were

determined to have high value for investigation: Freshwater, Air Quality Mitigation, Coastal

Natural Hazard Mitigation.

Analysis: In 2011, the Collaboration scoped and began to conduct business- and conservation-

relevant analyses related to each of the three ecosystem services.

=  Fresh Water: The Dow Freeport manufacturing site receives its fresh water supply from the Brazos
River. To improve the ability of Dow and other water users to plan for future water scarcity, the
Collaboration is forecasting the changes in the supply of this ecosystem service. The core of the
analysis is forecasting changes in the future flow of water in the river and changes in demand in the



Brazos River Basin. We will also investigate changes in the location of the Brazos River’s “salt
wedge.” During periods of drought and low river flow, salt water from the Gulf of Mexico migrates
tens of miles upriver, making freshwater unavailable to water users along the affected section of the
river. The location of this wedge will likely be affected by changes in river flow, sea-level rise, and
land subsidence. From this analysis, we will identify opportunities that could increase the
availability of water for users and ecosystems in the Lower Brazos River Basin. We will conduct a
cost-benefit analysis of these options, including estimating their effects on other stakeholders and
ecosystems. Understanding the value of water to Dow, other water users, and the ecosystems on
the Lower Brazos is a key deliverable of this study.

= Ajr Quality Mitigation: The Collaboration is evaluating the cost effectiveness of large-scale tree
planting projects for the reduction of nitrogen oxides (NO,) and other ozone precursors. If proven to
be cost effective and sustainable, tree planting may be an option for regional air quality
improvements and emissions reduction through existing credit trading programs. In addition to
modeling the potential effectiveness of this example of “green infrastructure” in the region, we will
also evaluate the ancillary ecosystem service benefits it would provide. For example, large-scale tree
planting projects would result in carbon sequestration and potentially water quality improvements,
and recreational opportunities. These could decrease the total cost of the project and/or provide
additional public benefits.

=  Coastal Natural Hazard Mitigation: The Collaboration is evaluating the value of coastal marshes. By
reducing storm surge during tropical storms, these marshes have direct value to Dow Freeport
Operations and other people in the region who are located along the Gulf of Mexico. They are also
rich ecosystems that provide services not privately captured by Dow, such as habitat for spawning
fish which increases fish yield in the Gulf of Mexico, recreation and aesthetic quality. Understanding
the value of protecting and restoring these marshes as natural infrastructure will allow Dow to
include them in coastal risk assessment decisions alongside gray infrastructure options like existing
and proposed levees.

Tool Development

In parallel to the work at pilot sites, the Collaboration is developing tools that will inform
corporate decision-making. The first is a Biodiversity and Ecosystem Services (BES) Assessment
Tool to provide business managers quick access to information on potential corporate risks and
opportunities related to BES. Using global maps and indicators, it aims to help managers
improve corporate visioning and goal setting, prioritization of global BES risks and
opportunities, and alert individual business units of potential BES risks and opportunities in
their areas. We have created an initial version of this tool and will be beta-testing and
publishing it in 2012.

Work Process Modification

The Collaboration is beginning to work to integrate biodiversity and ecosystem services data
and considerations into Dow’s work processes. As part of the ongoing work, the Collaboration
has provided initial guidance on ecosystem services that may be incorporated into the following
work processes: Environmental Impact Assessments and Supplier Questionnaires. TNC
provided habitat information on Dow manufacturing locations that was included in Dow’s 2010
Annual Sustainability Report and will be in future reports produced by Dow.



Year 1-2 Objectives & Progress

Objectives for Year 1 Status

1.

Educate Dow and other business, science and policy communities on ecosystem
services and biodiversity impacts and dependencies

Understand how ecosystem service valuation can be used in specific business
decisions made by Dow

Develop site selection criteria

Select key business units and sites and identify priority business risks and
opportunities related to ecosystem services

Identify and scope areas of analysis at pilot 1

Identify site for pilot 2

Assess ecosystem services trends and apply valuation techniques at pilot sites.
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Identify opportunities for Dow to value select corporate land holdings using
ecosystem services considerations, in addition to pilot site analyses

Form a community of businesses to engage and encourage other firms to
incorporate the value of nature into their business processes (TNC Business Council
and others)

10.

Hire additional TNC expertise and capacity needed to carry out activities

KEY: Green =Complete Yellow =In Process and On Track

Objectives for Year 2

1.

Run environmental models, complete analysis, make significant progress on two and complete
at least one ES economic valuation Publish interim results for three areas of analysis at pilot 1
(TX Operations at Freeport)

Scope and commence analysis at pilot site 2 (expected in Brazil)

Select third pilot site

Test and publish the Biodiversity and Ecosystem Service Assessment Tool
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Outline the Corporate Conservation Framework to guide how methods from the pilots will be
integrated across Dow’s operations

Continue developing and testing the integration of nature’s value into business processes
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Explore opportunities in U.S., Texas state and Brazilian policy — identify and potentially develop
applicable joint policy positions to support ecosystem-related strategies and natural
infrastructure investments and advocate for change

Continue to catalyze commitments of other business to integrate the value of nature into
business decision making and promote these efforts at Rio+20 and the Clinton Global Initiative

Evaluate recent conservation activities by Dow and propose improvements (e.g., investing in
the protection of forests, lakes or rivers that might protect essential ecosystem services for
Dow or society)

10.

Identify and pursue opportunities for applying ecosystem service-related business strategies at
select sites and businesses, in addition to pilot analyses

11.

Develop written and web-based materials that share the work of the Collaboration




Increasing Awareness

One of our key objectives this first year was to promote the importance of valuing nature by
business, and to engage the business, science and policy communities who might serve as peer
reviewers and testers of the products of our collaboration. The collaboration was featured in a
number of public forums attended by customer, industry, government, academic and NGO
stakeholders, which fostered broader exploration and adoption of ecosystem valuation
practices and solicited input and ideas to enhance our work. A sampling of key events includes:

January

March

April

May

June

August

September

October

November

Contacts

Collaboration Launch, Detroit Economic Club, Detroit, Michigan

GLOBE European Union Debate, The Economics of Ecosystems, Brussels,
Belgium
Presentation, Dow Latin America Opinion Leader Forum, Sao Paulo, Brazil

Roundtable Discussion, The New Economics of Land, Fortune Brainstorm Green,
Laguna Niguel, California

Presentation, World Business Council on Sustainable Development Corporate,
Washington, D.C.

Presentation, The Nature of Business, World Economic and Environment
Conference, Xingdao, China

Panel Discussion, Ecosystem Markets: Making Them Work Conference,
American Forest Foundation / World Resources Institute, Madison, Wisconsin

Presentation, Dow Sustainability Innovation Student Challenge Award
Reception, Berkeley, California

Presentation, Ecological Society of America Annual Meeting, Austin, Texas
Presentation, TNC Corporate Council for the Environment, Charleston, WV

Executive Presentation, American Society of Corporate Executives, The
Economics of Ecosystems, Palm Beach, Florida

Panel and Discussion, Game-changing Innovation: Technologies for Building
Social and Economic Value, Clinton Global Initiative, New York

Dow-TNC Panel, The Future of Sustainable Business Metrics, Sustainable Life
Media/Wharton School of Business, Philadelphia, Pennsylvania

Panel Discussion, Global Business of Biodiversity Forum, London, England
Poster, Nation Academies Keck Futures Initiative Conference, Irvine, California
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