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Operationalising natural capital: Managing opportunities and risks from natural resources

Executive Summary

Businesses are looking for ways to incorporate natural resource concerns
in their decision-making. To date there is no clear mechanism to help
businesses operationalise natural capital in their organisations.

It is well recognised that the world’s natural resources and
ecosystem services are being degraded at an alarming rate.
One of the reasons for their demise is that, despite the
evident need, the commercial case or incentive to conserve
them is currently weak. Hence it remains profitable for
companies to degrade or liquidate ecosystems rather than
investing in them for the future.

Businesses lack both a rigorous evidence base and metrics
set to provide a compelling commercial case for action and
to underpin an effective adaptation and investment strategy.

There is a dearth of simple natural capital” indicators that are
business relevant and can be linked to commercial metrics.
Without this it is difficult for businesses to incorporate
assessments of their dependencies and impacts on the
natural environment into decision making processes and to
develop clear objectives.

The Natural Capital Leaders Platform members worked with
CISL to establish the commercial decisions that are already
being impacted by natural resource concerns such as soil
fertility and water quality.

Rather than taking a narrow perspective to mitigate
operational or reputational risk the businesses agreed that
they are pursuing longer term company strategies to address
these concerns by recognising natural capital as a financial
opportunity; over 50 per cent of the businesses are realising
this opportunity through their strategic investments.
However, it was clear that the commercial impacts resulting
from investments in the natural environment are not being
articulated through quantifiable metrics. This makes it difficult
to communicate successes and future risks internally,
particularly across different business departments.
Overcoming this challenge is particularly pertinent as
corporate functions and senior leadership teams are
becoming more engaged around discussions on natural
resource and ecosystem degradation.

The Platform identified the opportunity to develop a set of
metrics that would link commercial impacts to impacts on the
natural environment. This could include indicators for
impacts on soil, water, biodiversity and carbon which could
be used to communicate the commercial impacts and
dependencies on natural resources for business. Such
metrics can help further internal buy-in and enable the
development of a strong business case for future
investments in the natural environment.

Equipped with robust metrics data, Boards and Chief
Executives can respond with urgency to natural resource
depletion and ecosystem degradation.

* Natural capital is another term for the stock of renewable and non-renewable natural
resources (eg plants, animals, air, water, soils, carbon, minerals) that combine to yield a

flow of benefits to people.
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Part 1

Operationalising natural capital: Managing opportunities and risks from natural resources

Introduction

With the launch of the Natural Capital Protocol in July 2016, companies are
looking for ways to consider the natural environment in their decision-
making processes. Scalable approaches and metrics linked to commercial
indicators offer a way to manage impacts and drive internal change.

This report focuses on the measurement and value of
businesses’ impacts and dependencies on the natural
environment. It is intended to provide an overview for
sustainability leaders and managers of the state of play of
where natural capital is already being included in business
decision-making and where there are still barriers to its
incorporation.

CISL’s Natural Capital Leaders Platform works with leading
businesses to explore issues around their impact and
dependencies on natural resources. Each business is
making progress on securing and enhancing the natural
resources upon which they depend, and has good examples
of where they have delivered this. They recognise that their
future growth depends on a healthy and sustained supply of
nature’s goods and its services (natural capital).

* The online survey was sent to companies piloting the Protocol.

The challenge is to demonstrate scale and to explore
opportunities for core business decision-making to consider
the degradation of natural resources and ecosystems
because they have a commercial impact.

The Platform has analysed the mechanisms that are being
adopted to influence business decisions to consider the
natural environment. It has used this assessment to identify
the gaps and key opportunities for businesses to work
collectively with CISL to break down barriers to
operationalising natural capital in business.

This report reflects the outcomes of interviews, a workshop
and a small online survey*directed at those working on
technical issues related to business and the natural
environment. The names of the companies will not be
revealed within the report.

3
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Part 2

Business voice

The companies within the Natural Capital Leaders Platform are looking to
consider the natural environment as part of core business decision-
making. The Platform supports them to understand, measure and adopt
practices that sustain and enhance natural resources and ecosystem
services as an outcome of their operations.

2.1 Business risks and

opportunities

Narratives around natural capital are often now being
produced by business; this is an indication that resource
security and ecosystem health are beginning to be seen as
important for business. However, the natural environment is
not conventionally considered as a commercial value driver
and is often not included in decision-making processes.

CISL conducted an in-depth workshop, interviews with
business and an online survey to explore how concerns
around natural resources are being incorporated in current
business decision-making. The main objective of this work
was to determine whether maintaining healthy ecosystems
or securing natural resources were considered in decision-
making and how this could be improved.

"The Natural Capital Protocol (2016): forthcoming'

In order to illustrate the changing dynamics of where the
natural environment sits in relation to business decision-
making, companies were asked to describe a case study
that had addressed a natural resource challenge. Feedback
was classified within an overall risk and opportunity
framework to ensure consistency with other areas of
business decision-making. Risks and opportunities were
considered according to the following categories™:

e Regulatory and legal: the risks and opportunities
associated with changes in global and national policies
and legislation.

e Reputational: risks and opportunities arising from a
company’s need to maintain its brand image.

e Operational: those relating to a company's day-to-day
activities, expenditure and processes including
opportunities to identify cost savings and efficiencies.

e Financial: risks and opportunities associated with
obtaining capital and any taxation considerations.

e Market and product: risks and opportunities associated
with a company’s service and product offerings.

Data obtained in the form of quotes were classified
according to the categories above and whether they related
to risks, opportunities, or both; it was clear that a number of
businesses had more than one driver for action on natural
resources. A selection of these quotes are illustrated in
Figure 1.
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‘ ‘ Links to some
commodities, natural
capital metrics and yield is

clear; it is already part of core
decision-making.

The future of our commodity
supply was driven by major
social and natural capital
concerns.

Stakeholders are pushing for
it.*
Water availability is becoming

a problem - we want to secure
the supply chain.*

‘ We want to achieve
commercial
differentiation.

We could consider a natural
capital credit rating.

We got insight and an
understanding of what
customers are thinking.

Influence the investor
community.

‘ Our objective is around
reputation and brand
enhancement.

Figure 1: The classification of a selection of quotes from participating companies.
[Each quote is classified according to risk (blue), opportunity (green), potentially either (grey). An example of multiple classifications for

one project example marked with.*]

In addition, each company was categorised according to its size using revenue figures from 2015

e Small: revenue <£5 billion
e Medium: revenue >£5 billion < £20 billion
e Large: revenue > £20 billion

+2-11.

*Company size is based on the revenue, turnover, or net sales reported in company annual or sustainability reports. Here,
each of the terms represents the amount of money each company secured in sales during 2015 before any deductions for tax,
expenses, etc. Figures were converted to GBP, using the average exchange rates for 2015 where figures were reported in
other currencies. Where figures were unavailable for 2015 the closet reported figures were used (2014).
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An analysis was performed to determine how the treatment of natural resource
issues has developed since 2013; this was the last time the Platform members had
been formally interviewed to understand the drivers and barriers to fully engaging
with measuring and managing their impacts. '

Figure 2a-b illustrates the change in the responses from 2013 to 2016. Of note is the transition from a risk-focused response
to one that now includes opportunities from maintaining the natural environment. The companies now see risk mitigation and
new opportunities as closely interlinked.

The trajectory shown in Figure 2c shows the existence of a virtuous circle in terms of a business approach from mitigation
through to opportunity.

This change reflects the shift from business decision-making being reactive and risk-based towards a more forward-looking,
opportunistic approach when assessing natural resource challenges.

Issues such as natural resource depletion and ecosystem degradation are beginning to be considered as material to
business; with this recognition businesses are building up strategic planning approaches that support the incorporation of
natural resource concerns in decision-making. The inclusion of these concerns in business decision-making is now
considered as a financial and market opportunity by business (Figure 2c).

Opportunity Opportunity

@ @

Risk Risk

Regulatory Reputational Operational  Financial Market Regulatory Reputational Operational ~Financial Market

Figure 2a: Responses in 2013 (grouped) Figure 2b: Responses in 2016

Opportunity

Grouped 2013
responses

Risk ?

Regulatory Reputational

Key
Small / medium / large
O businesses

Operational ~ Financial Market

Figure 2c: Trajectory from risk mitigation to opportunity
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2.2 Drivers and team
engagement

The commercial drivers for protecting the natural environment in
businesses are not clear; companies explain them in the form of
narratives rather than hard commercial strategies.

The commercial drivers for business to understand, measure and adopt practices that sustain and enhance natural
resources and ecosystem services have to be identified first. The Platform members explored the drivers behind their
decisions on the natural environment and identified the top three:

e Strategic planning
e Supply chain transformation
e Market differentiation

These three drivers suggest that companies are looking for commercial opportunities from natural the environment
rather than being reactive to risks as they arise.

As businesses move to a more opportunistic and It was noted by the Platform members that their
commercial approach to natural resources and ecosystem engagement with sales and corporate functions

health they are able to engage departments beyond the (specifically finance) was relatively recent; this highlights
corporate responsibility teams. the need for commercial value drivers for engaging with

the natural environment to be identified.
The Platform members acknowledged that the teams they

most commonly engage with are: communications, The commercial drivers and prioritisation of the natural
operations and supply chain, product and R&D, sales, environment in business are often not clear; many
corporate functions, senior leadership team and finally, the businesses tend to have narratives around the natural
board and associates. These findings are supported by environment rather than hard commercial statistics.

Ethical Corporation’s latest State of Responsible Business
Report."
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2.3 Language and
terminology

Using commercial language is most successful in engaging non-
sustainability specialists.

Commercial language needs to be adopted when An exploratory mapping of the terms used most frequently
discussing concerns around the natural environment with when discussing the natural environment with colleagues
colleagues in different departments. from different departments, highlighted by business
interviews, is shown in Figure 3. These commercial terms
Businesses explained that the language they use to can be categorised according to business risk or

engage internally depends on which team they were talking opportunity.
to. When discussing risks associated with the natural

environment, terms like ‘cost’ and ‘brand’ were used; when

identifying opportunities, terms like ‘yield’, ‘value’ and social

benefit’ were more likely to be used. These terms are all

grounded in commercial drivers.
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Figure 3: Mapping showing the terms used most with different teams’

A larger group of companies beyond the Platform, from The terms ‘impact’ and ‘brand’ resonated with both groups.

multiple sectors, were asked to select which terms they use N ) N

environment. The most common terms used by this larger shown in Figure 3; these included community, resource

group were ‘impact’ and ‘vulnerability’. efficiency, risk management and resilience, and value
creation.

This varies from the response from the Platform members,
who identified ‘impact’ and ‘yield’ as the top terms. The
difference is mainly because the Platform members have
close links to agriculture and food production.

"Terms used with more than one team are shown across the y-axis. Terms in larger text were used most frequently during
interviews.
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Pgrt 3_
Linking to
commercial drivers

Despite the increased engagement with internal teams and recognition
that the consideration of the natural environment may help companies
meet their commercial aims, businesses identified several barriers to its
inclusion in decision-making.

Understanding the language used to engage with different teams, as discussed in Part 2, is a first step. This demonstrates the
need for commercial terminology to be adopted; however, often the commercial case to adopt practices that sustain the
natural environment is not clear.

The quotes in Figure 4 help to build a picture of the challenges associated with building a commercial case for the
incorporation of the natural environment in decision making. These can be synthesised into four key issues:

1. How should specific commercial drivers for action on the natural environment be articulated?

2. What commercial metrics should be used to demonstrate the business impact of addressing concerns around the natural
environment?

3. How can the natural environment issues that support commercial objectives be identified?

4. What natural environment metrics should be used to demonstrate the environmental performance and impact of a
business on natural capital?

‘ What metrics / indicators should be used for natural capital and how
can these read across to a commercial benefit?

Is it metrics (soil and water) that we need? Can we show the correlation of
the metric to the commercial outcome?

Everyone is beginning to understand natural capital yet no one is really
driving it forward.

We need to find a project / area with a high-level issue to solve, which
connects up other initiatives and drives things forward with tangible
actions.

Is it possible to operationalise natural capital so it becomes part of the
core business?

Figure 4: Quotes demonstrating the challenges associated with the scaling and addressing natural environment concerns in business
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3.1 The commercial logic

Businesses wanted to explore the linkages between their environmental
performance and commercial impacts.

A selection of potential commercial measures that could help to demonstrate the business benefits of investing in and
securing the natural environment were discussed and mapped on to three commercial drivers (Figure 5).

Security of supply .
.
.
.
Financial savings °
.
Market leadership °

amount of investment protected

value of commodity supply secured

value of commodity saved from pests

money saved by predicting changes in legislation
farmer cost savings

savings from time saved

valuation of environmental performance

access to new markets

Figure 5: A selection of potential commercial measures

Many of these measures are not being undertaken by This supports the findings of Ethical Corporation’s recent
business in conjunction with their practices around the report™ in which it found that only 44 per cent of respondents
natural environment. The measures most commonly used measured the return on investment of sustainability initiatives
were the cost of an intervention and avoidance. and only 42 per cent were confident in their ability to

measure impact accurately.

Those who do not have a clear measurement framework to
monitor project performance (both commercial and
environmental) identified both time and cost constraints as

the major barriers.
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3.2 Natural capital

concerns

For businesses to adopt significant changes to their
operations or business practices that support the natural
environment, a clear need was identified: to make the
connection between their commercial impacts and
environmental impacts.

A set of clear, consistent environmental indicators first need
to be created. Only then can the linkages between
commercial metrics and a company’s environmental
performance be made.

The most important issues associated with the natural
environment were agreed upon by the businesses: these
were soil, water and biodiversity (Figure 6). There is not
currently a consistent set of measures for these issues that
can support business decision-making.
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Natural capital issues identified by business

Figure 6: Natural capital issues of importance to business

It is the combination of commercial and environmental measures that can be used to demonstrate the success of investments
in the natural environment or changes in business practice. These metrics can support companies to operationalise and in-
corporate considerations of the natural environment in their decision-making. These measures need to be simple and ac-

cessible.
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Part 4
Looking to the future

The Natural Capital Leaders Platform members identified a gap in the
availability of consistent, scalable environmental indicators that link to
commercial metrics.

There is an opportunity for businesses to work with CISL to develop a set of metrics that consider the natural environment by
measuring elements such as soil, water, biodiversity and carbon, and their links to commercial drivers. This will help create
strong business cases for further investments to sustain and enhance the natural environment, and will enable businesses to
address concerns around resource depletion and ecosystem degradation in their decision-making processes.

The need for these indicators is driven by three key themes that emerged from this report:

e Almost all companies interviewed are pursuing longer term company strategies
e Businesses are concerned with issues associated with the natural environment that impact costs to their business

e Gaps were identified with regard to current, simple environmental indicators, particularly for soil, water and biodiversity, and
their use alongside commercial metrics

CISL is looking to develop a metrics dashboard that can help businesses
to focus their approach to the natural environment and apply it to the areas
that will have a commercial benefit.

Making the important links between commercial drivers and environmental
performance, by using simple indicators, can enable businesses to make a
step change to consider the natural environment in their decision-making.
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