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Summary
The use of natural capital accounting in the UK has grown rapidly from very limited activity five years ago to a
growing set of national ecosystem accounts, increasing use in public bodies and examples across a range of
private sector organisations today. While the exact number of accounts is not possible to prove for obvious
reasons, there are many more examples of natural capital accounting amongst private, public and third sector
organisations than are published. This briefing focuses on the observed experience of these organisations and
does not include national accounts.
Natural capital accounting in the UK demonstrates the following features:

•

New public policies in the last decade have incentivised natural capital thinking: in England the 25 Year
Environment Plan stimulates long term planning to maintain and enhance assets; the Environmental Land
Management Scheme to replace the CAP is being designed to pay public money for (environmental)
public goods including improvements to the asset base; and the new Environment Bill proposes a
biodiversity offsetting system.

•

Office of National Statistics and Defra having a ‘road map’ to national natural capital accounts, which
contributes to the discussion about natural capital and builds the evidence base for others.

•

Natural capital approach has been incorporated into the HM Treasury’s Green Book (guidance for
appraisal of public funds) and the Department for Food and Rural Affairs published guidance and a
consolidated evidence base for natural capital approaches increasing trust in accounting outputs.

•

Different organisational functions (e.g. finance and asset managers, as well as environmental managers)
collaborating to prepare accounts are experiencing the benefit of such collaboration beyond the
accounting output.

•

Individual champions of natural capital accounting are emerging in different sectors. While initial
developments may be slow once a critical point is reached follow up is rapid (e.g. the developments in
the water sector). Progress is often through partnerships of natural capital accountants with existing
trusted advisors in sectors.

•

Natural capital becoming an influence on funding decisions in the public sector (e.g. rural subsidies as
above), and on finance, where green investment is increasingly looking beyond carbon emissions risk, to
new challenges such as biodiversity impact and climate adaptation.

•

Accounting helps businesses see their impacts and dependencies on natural capital as issues for their
financial sustainability, and to reframe environmental expenditures as investments in maintaining assets.
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The early adopters of natural capital accounting in the private sector share some common characteristics. They
have longer than average time-horizons for decision-making, stronger environmental dependencies (but the
same is not true of organisations with higher impacts) either due to their business model or ownership structure,
or the kind of natural capital assets they own or manage. Related to the last point, they often have a stronger
asset-management culture. Possibly correlated to all these factors they are more likely to be regulated or rely on
wholly or partially on public funding.
The term ‘natural capital accounting’ is used to cover approaches to assessing the benefits from natural capital
or assessing both benefits and costs of maintaining the assets so they can continue to provide benefits. The scope
and reporting of such accounting vary according to the purpose of the account, the type of organisation, and
intended audiences, but they share common features of the natural capital approach (e.g. being forward looking,
using valuation and consideration of assets). Although there remain data gaps and challenges that can limit the
comprehensiveness of natural capital accounts, they tend to provide a broader assessment, and better
consolidate inter-disciplinary knowledge, than preceding approaches.
For the natural capital accounting to provide insights that are useful for decision making, it needs to demonstrate
key impacts and dependencies of the organisation on natural capital assets; and consider whether adequate
resources are devoted to maintaining those assets into the future. This can happen only if accounting is adopted
early in the decision-making process, and the information accounts contain is integrated in the strategic and
operational decisions about impacts and dependencies.
As the practice grows, there have been calls to ensure comparability across accounts. A ‘natural capital accounting
for organisations’ standard is being developed for the British Standards Institution (BS8632). The standard takes
advantage of global developments like the UNSEEA and businesses adopting the Natural Capital Protocol by the
Capitals Coalition. It also builds on recent International Standards Organisation’s standards on monetary valuation
(ISO14008) and the use of such evidence in decision making (ISO14007). While developed for the BSI, the standard
will be internationally applicable and is due for publication in May 2021.
New areas of expected progress are closer integration of natural capital and financial accounting, development
of auditing or second opinion services, and the use of natural capital accounting as a monitoring and evaluation
tool for green finance.

Briefing | March 2021

Page 2

UK Natural Capital Accounting Briefing

1 Introduction
This briefing summarises the development of natural capital accounting (NCA) practices in the UK, draws lessons
on good practice, and looks at likely future progress. It aims to inform further development and use of NCA in
the UK and internationally.
A natural capital account is a specific output of a natural capital approach. It contains a structured and linked set
of information relating to the stocks of natural capital, the flows of services and benefits they provide, and the
positive and negative impacts of the operations of the organisation and its value chain. Different boundaries may
mean that accounts may only cover benefits (referred to as benefits assessment), look at the present value of
benefits and maintenance costs within a specific boundary (balance sheet), and/or consider positive and negative
impacts from operations (income statement – aka ‘environmental profit and loss accounts’).
A natural capital account uses qualitative, quantitative, and monetary information about impacts and
dependencies. The final account tables tend to be in monetary units. But all information should be made available
to avoid insights from the account to unduly focus on what can be monetised.
While both natural capital accounting and options appraisal (specifically cost benefit analysis) use the same or
very similar data, the two approaches differ. Accounting focuses on the systemic impacts and dependencies on
natural capital, whereas appraisal looks at the effects of some decision on natural assets and the provision of
services. Accounting is a snapshot in time of all impacts and dependencies on natural capital, while appraisal
looks at the net effect due to the decision appraised. While both are concerned about changes into the future –
the intention for accounting is that it is repeated to show changes over time and the effectiveness of
organisational decisions, whereas appraisal tends to be one-off and could miss the cumulative effects of
separately appraised decisions.
NCA activities in the UK have developed across a range of applications and spatial scales: public, private and third
sector organisations covering assets at the national, regional and local levels. Many of these activities are mutually
reinforcing, but understanding and practice are still limited.
The paper authors, economics for the environment consultancy (eftec), were the UK’s first environmental
economics consultancy. We led the team that designed the Corporate Natural Capital Accounting (CNCA)
framework for the UK Natural Capital Committee1, and one of our Directors, Ian Dickie, was part of the group of
authors of the Natural Capital Protocol2. Our Founding Director, Ece Ozdemiroglu, is the convener of British
Standards Institution’s (BSI) Assessing and Valuing Natural Capital Expert Group currently writing the BSI standard
(8632) on Natural Capital Accounting for Organisations which is due for publication in May 2021. We have
undertaken over 60 natural capital assessments and accounts.

2 The recent timeline of natural capital accounting in the UK3
The use of natural capital concepts in the UK has developed from work on ecosystem services. The Millennium
Ecosystem Assessment (MA, 2005) raised the profile of ecosystem services concepts, and, following scoping
eftec, RSPB and PwC, 2015 – Developing Corporate Natural Capital Accounting
https://naturalcapitalcoalition.org/natural-capital-protocol/
3
Draws on material drafted for IPBES - https://www.ipbes.net/
1
2
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work,4 5 led to the development of the UK National Ecosystem Assessment (UKNEA) which reported in 2011, with
follow on phase reporting in 2014. UKNEA looked at the state of biodiversity and ecosystems, benefits to society,
and applied ecosystem valuation across the UK6. It called for greater inclusion of non-market values in decisionmaking and had government-backing.
The Natural Capital Committee (NCC) was established in 2011 to advise the Government on sustainable use of
natural capital, reported directly to the Economic Affairs Committee of the Cabinet. It produced several reports7,
including annual reports on the state of UK natural capital and advice on issues such as accounting for the value
of nature, and the economic case for investing in natural capital and responses to government policy statements
and progress.
Department for the Environment, Food and Rural Affairs (Defra) and the Office for National Statistics (ONS)
published a roadmap for natural capital accounting (2012, 2015, 2018)8 and ONS now publishes both
Environmental Accounts9 and Natural Capital Accounts10. In 2017, the NCC recommended11 the development of
a 25 Year Environment Plan and major revisions to the HM Treasury “Green Book”12 of appraisal guidance which
were both delivered in 2018.
Alongside these policy drivers, and encouraged by them, there have been major efforts in developing evidence
and tools for natural capital valuation.13 Defra has drawn together tools, data sets and case studies to publish
extensive guidance on Enabling a Natural Capital Approach (ENCA)14, supporting decision-makers and analysts
in applying the Green Book principles. Corporate natural capital accounts have been compiled by many UK public
sector bodies and private companies15, as illustrated in Annex 1. Valuation evidence is being used to justify
investment in natural capital, for example in catchment management16. Work is ongoing including a HM Treasury
commissioned independent global review of the Economics of Biodiversity which launched its final report in
February 202117. A timeline of some of the key milestones discussed above is illustrated in Figure 1.

Haines-Young, R., & Potschin, M. (2008). England’s terrestrial ecosystem services and the rationale for an ecosystem approach. DEFRA
Overview Report Project Code NR0107.
5 In conjunction with Devolved Assemblies, in order to allow a UK-wide approach.
6 http://uknea.unep-wcmc.org/
7 https://www.gov.uk/government/collections/natural-capital-committee-documents
8https://www.ons.gov.uk/economy/environmentalaccounts/methodologies/uknaturalcapitalinterimreviewandrevised2020roadmap
9 https://www.ons.gov.uk/economy/environmentalaccounts/bulletins/ukenvironmentalaccounts/2020
10 https://www.ons.gov.uk/economy/environmentalaccounts/bulletins/uknaturalcapitalaccounts/2019
11
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/677872/ncc-advice-on-25-yearenvironment-plan-180131.pdf
12 Central Government Guidance on Appraisal and Evaluation - https://www.gov.uk/government/publications/the-green-book-appraisaland-evaluation-in-central-governent
13 Özdemiroğlu, E. (2019). Natural capital–a practitioner’s overview of concepts and applications. Journal of Environmental Economics and
Policy, 8(4), 343-352, doi: 10.1080/21606544.2019.1639220
14 https://www.gov.uk/guidance/enabling-a-natural-capital-approach-enca
15 Ian Dickie & Sophie Neupauer (2019) Natural capital accounts: nations and organizations, Journal of Environmental Economics and Policy,
8:4, 379-393, doi: 10.1080/21606544.2019.1639219
16 Mathieu, L., R. Tinch, and A. Provins. 2016. Catchment Management in England and Wales: the Role of Arguments for Ecosystems and
Their Services. Biodiversity and Conservation 27 (7): 1639–1658. doi:10.1007/s10531-016-1176-9
17 https://www.gov.uk/government/collections/the-economics-of-biodiversity-the-dasgupta-review
4
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Figure 1: Timeline of selected key developments in Natural Capital Accounting and its drivers
Theresa May, the then Prime Minister of the UK, features in Figure 1 in a photo taken when she launched the 25
Year Environment Plan, which was the first environment focused speech given by a UK Prime Minister in 17 years.
David Attenborough features in 2020 because of his documentary (Extinction: the facts) aired on the BBC in
October 2020 in which the links between economic activity and destruction of natural capital were presented
more starkly than ever before.
The developments in the UK have been closely linked with development of international practices. For example,
the UK Government has been a leader in developing national natural capital or ecosystem accounts, and
contributed to the development of the UN SEEA-EEA18. The internationally used Natural Capital Protocol was
curated and promoted by the Natural Capital Coalition which works closely with the Institute of Chartered
Accountants for England and Wales (ICAEW) in London. The Natural Capital Coalition was a continuation of ‘The
Economics of Ecosystems and Biodiversity’ (TEEB) programme of work19 and as of July 2019 became the Capitals
Coalition, incorporating thinking on Social, Human and other capitals.
‘Natural Capital’ is viewed with suspicion by some (e.g. due to further commodification of nature) and picked up
enthusiastically by others (due to the familiarity with ‘capital’). Practitioners observe that it brings in new audiences
and gathers different stakeholders around the positive concept of having something good (natural capital assets)
and looking after it. There is a risk that it becomes a catch-all term representing anything related to natural
environment management, in the same way as ‘Sustainable development’ became arguably undermined by too
broad a use until its more specific (yet still some would argue wider) definition through the SDGs. In response to
this the Capitals Coalition published a definition of the natural capital approach, shown in Figure 2, in 201920.

United Nations System of Environmental-Economic Accounts, Experimental Ecosystem Accounts. Published in March 2021: Ecosystem
Accounting | System of Environmental Economic Accounting
19 Published in 2010: Home - The Economics of Ecosystems and Biodiversity (teebweb.org) TEEB for Business became the Natural Capital
Coalition.
20 NCC-WhatIs-NaturalCapitalApproach-FINAL.pdf (naturalcapitalcoalition.org)
18
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Figure 2: The Natural Capital Approach
Natural capital practice is also influenced by the parallel developments in the international finance sector with
requirements for the sector to take better account of environmental, in particular, climate risks (through TCFD –
The Bank of England led Taskforce on Climate related Financial Disclosures21); encouragement of further finance
for sustainable growth by the European Commission (based on the recommendations by High Level Expert Group
on sustainable finance in 2016-2017) and the establishment of Green Finance Institute in 2019 to strengthen the
links between ‘the city’ (financial centre of London), the public sector and nature. The Taskforce on Nature based
Financial Disclosures (TNFD22) is set up to replicate TCFD for natural capital related risks and will publish
recommendations in 2023.

21
22

The Taskforce on Climate Related Financial Disclosures - https://www.fsb-tcfd.org/
The Taskforce on Nature Related Financial Disclosures - https://www.tnfd.info/
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3 Government Activity
The recent history of natural capital work in the UK described in Section 2 illustrates the strong role of the UK
Government. As well as leadership on methods and tools, natural capital accounting has been applied to develop
evidence at a national scale and in Local Government.

3.1

National Accounts

In 2012, the UK Government roadmap23 committed to incorporate Natural Capital Accounting into the UK
Environmental Accounts by 2020. Considerable progress towards this goal is reflected in the latest UK natural
capital accounts24, published in October 2019 by the ONS. The current coverage of these accounts is shown by
the green cells in Figure 3. Note that the list of services is not exhaustive, significant cultural and regulating
services are not shown in Figure 3 as they are not covered in the UK accounts.
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Figure 3: Coverage of UK National Ecosystem Accounts (illustrative)
The evidence generated in these accounts informs accounting and appraisal at other scales. For example, the
national natural capital account for air pollution removal was based on detailed modelling of pollutant emission,
dispersal and removal by vegetation, and of health exposure and impacts. From this, economic values for avoided
health effects were calculated. The values are spatially disaggregated within the model, so could easily be turned
into a lookup tool25, providing data for use in regional and local accounting (and appraisal) by the public and
private sector.
The integration of natural capital evidence into policy making continues steadily across UK Government
departments. For example, appraisal approaches have been reviewed in the Department for Transport, and
natural capital baselines have been produced for development zones and infrastructure projects (e.g. Thames
Gateway and the Lower Thames Crossing, the Oxford-Cambridge Development Arc26). Such national-Government
led activity has the advantage of being able to pull together many strands of work and evidence which smaller
scale work cannot afford to. Making the evidence freely accessible is key to its beneficial use beyond national
accounts and so is continued update of it.

23https://www.ons.gov.uk/economy/environmentalaccounts/methodologies/uknaturalcapitalinterimreviewandrevised2020roadmap
24https://www.ons.gov.uk/economy/environmentalaccounts/bulletins/uknaturalcapitalaccounts/2019
25
26

https://shiny-apps.ceh.ac.uk/pollutionremoval/
https://www.oxcamlncp.org/
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3.2

Sub-national Government Activity

The development of national natural capital accounting evidence has been explicitly linked to sub-national
initiatives in the UK. For example, the development of a UK Urban natural capital account27, by eftec et al in 2017
was used to build a natural capital account for the city-region of Greater Manchester (see Table 1). This estimated
the size of the natural capital benefits and identified the beneficiaries, which were then used to develop a ‘Natural
Capital Investment Plan’ for the city. The activities in Manchester, and similar activities in other UK cities, are
summarized in Table 1. These urban accounts have a range of similarities and differences:

•

While sharing a common basis, there are differences in the purpose of the work and the specific
methods applied in the different cities listed in Table 1. This is partly driven by different decisionmaking purposes, for example, work in London Borough of Barnet and Greater London is focused on
the management of public parks, whereas Liverpool informs recognition and management of green
infrastructure, and accounts in London Borough of Croydon were developed to support a public
health strategy revision.

•

All of these accounts consider a range of ecosystem services, including key externalities and public
goods. These are assessed in a variety of ways, including quantitative metrics and monetary terms.

•

More quantitative (other than monetary) and bespoke local approaches are used in some cities (e.g.
Birmingham, Liverpool). Their accounts have fewer links to national accounts than those in Barnet
and Manchester. But both sets of accounts have fed into other work: in Birmingham and Liverpool to
the official local evidence base on land use planning, and in Barnet and Manchester to further
financing work.

•

Many of the these examples are ‘natural capital benefit assessments’ as they don’t account for the
expenditure to maintain natural capital stocks. The assessments generally estimate the total value
from natural capital assets and not the implication of changes to them (as an appraisal would). They
are forward looking in considering the future flows of benefits from natural capital, but potential
changes in future flows are not taken into account fully due to lack of data or projection capability or
simply because these are first attempts at this new approach and the detail will follow if the first
attempt proves useful. In addition, in estimating the total value, the accounts, such as Manchester,
aggregate different types of valuation evidence (e.g. exchange and welfare values) with different
certainty ratings which results in a lower confidence level in the overall results.

•

Several assessments make specific reference to which parts of the population are affected by
different benefits from natural capital.

The natural capital account for London Borough of Barnet won the Fellow’s Award of the Landscape Institute in
November 2017 described as “an innovative project”. The award was given to John Sheaff & Associates landscape
architects who advise local governments on their management of green spaces. Partnerships between trusted
advisors of the client organisations (landscape architects in this case) and economists should be encouraged to
improve natural capital accounting practice.

27

https://www.ons.gov.uk/economy/environmentalaccounts/bulletins/uknaturalcapital/urbanaccounts
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Table 1: UK Urban Natural Capital Assessment Examples
Municipality
Greater London Authority

Approach

Link

Measured the economic value of health benefits that

https://www.london.gov.uk/sites/default
/files/11015viv_natural_capital_account_f
or_london_v7_full_vis.pdf

Londoners get from the capital's public parks and
green spaces.

Liverpool City Region

Used own ecosystem services classification and
scoring method – mainly quantitative outputs.
Mapping showing the extent to which the multiple

Birmingham

functions of green living spaces are meeting their full
potential.
Baseline natural capital account, valuing a range of

Manchester

services based on national methods. This informed
development of a Natural Capital Investment Plan

https://ecosystemsknowledge.net/natca
p-project/liverpool-city-region-greeninfrastructure-framework
https://ecosystemsknowledge.net/natca
p-project/birmingham-green-livingspaces-plan
https://naturegreatermanchester.co.uk/w
p-content/uploads/2018/06/NCA-forGM-Final-Report-270618.pdf
https://naturegreatermanchester.co.uk/p
roject/greater-manchester-naturalcapital-investment-plan/

London Boroughs:
Barnet

Valuation of recreation and other benefits to inform
development and funding of a green spaces strategy.

https://barnet.moderngov.co.uk/docume
nts/s40941/Appendix%202%20Natural%
20Capital%20Account%20for%20Barnet.
pdf

Valuation of recreation and other benefits from parks
Barking & Dagenham

and gardens in the Borough, demonstrating that
although there is no financial return, there is still

Unpublished

social value generated from these areas.
Croydon

Valuation of health and other key benefits to inform
development of a new public health strategy.

Unpublished

4 Sector Experiences
Just as in the public sector, a range of activity, driven by different purposes and decision making needs is observed
across different economic sectors and their use of natural capital accounting in the UK. The first movers tend to
be in sectors with greater dependencies on the natural environment (e.g. agriculture, forestry, water) and/or those
subject to greater Government regulation (e.g. water and energy). This is not surprising as these businesses are
already more aware of their dependencies, have an asset management culture and longer than average time
horizons. In other words, they are land-based businesses rather than manufacturing or supply chain-based
businesses. The speed of adoption of natural capital concepts by regulators influences the rate of activity in the
sectors they regulate.
A significant amount, and probably the majority, of natural capital accounting undertaken in the private sector is
understood to be unpublished. This is thought to be due to the information primarily being used for internal
decision-making and a desire to avoid risks of communicating evidence with external stakeholders (e.g. investors,
shareholders, regulators) before the implications of such evidence are understood. This internal focus is reflected
in eftec undertaking its first independent audits of organisations’ unpublished natural capital accounts in 2020.
If natural capital accounting could significantly influence internal decision making for the better maintenance of
natural capital and sustainability of the businesses that depend on it this could be a positive development. If such
influence can be observed, it would be a welcome transition away from organisations taking greener actions to
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be seen to be doing them. The following digest of natural capital accounting in different sectors in the UK gives
a picture of the range of activity but is not intended to be comprehensive.

4.1

Water

Natural capital and what it could mean for the way the sector operates are now widely discussed in the UK water
sector. However, this was not the case when its current investment programme, agreed in the 2019 Price Review,
was being developed (in 2015-17). When the term natural capital entered the radar of the sector, the investment
programmes were already under development and it was too late for thinking about different options to store
and supply water or treat wastewater, which a natural capital approach may have made a better case for. As a
result, most mentions to natural capital in the 2019 Business Plans are extensions of the options appraisals that
considered environmental impacts and pilot applications of accounting to companies’ own assets. Current
interest in the sector is pointing towards a more integrated approach from the start of the next round of business
planning (Price Review in 2024); and encouraging regional or catchment-based partnerships between the water
companies and between them and other stakeholders. Some examples include:

•

•

•

Regional initiatives like the following demonstrate a changing mindset, towards understanding assets
and the need for greater collaboration in their management, through partnerships to recognise and
share risks:
o

Natural Capital East – an informal group bringing together key stakeholders in managing the
region’s natural capital (e.g. agriculture, infrastructure), which in convened by Anglian Water.

o

Water Resources South East28 – is an alliance of six water companies that cover the South
East region of England to secure the water supply for future generations through a
collaborative, regional approach.

Framework and tool development to integrate capitals
o

UK Water Industry Research (UKWIR) tool on integrating natural and social capitals into
decision-making was an early example in 201729, and was tested by water companies with a
help desk function from eftec (who developed the tool) in 2019.

o

Yorkshire Water has produced analysis of natural capital within a multi-capitals framework,
used to communicate corporate performance30.

Natural capital accounting prepared by individual water companies firstly to cover the land they own
then expanding to joint accounting exercises with others who own land in the same catchments –
including United Utilities who is doing this in the North West of England.

Even before the concept of natural capital entered the discussions, water companies were looking into ways in
which they can use nature-based solutions to water supply and management issues. Early and popular examples
include catchment management interventions SCAMP31 (United Utilities) and Upstream Thinking32 (South West
Water). These have utilised what is now recognised as a natural capital approach. While the first example, SCAMP,
took over several years to get permission from the price regulator, Ofwat, many hundreds of similar initiatives
have followed since then, even though generally developed around local resource issues at a small scale, across
the sector.

https://www.wrse.org.uk/
https://ukwir.org/eng/implementing-ecosystem-service-and-natural-and-social-capital-accounting-approaches-phase-1-0
30 https://www.yorkshirewater.com/environment/sustainable-accounting-and-the-six-capitals/
31 https://www.unitedutilities.com/corporate/responsibility/environment/catchment-management/
32 https://www.southwestwater.co.uk/environment/working-in-the-environment/upstream-thinking/
28
29
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The finance driver is also observed more strongly in the sector. For example, Anglian Water33 issued the first UK
Sterling green bond in August 2017, which was well subscribed by investors and an additional tranche was issued
in August 2018. While we cannot claim natural capital thinking was the reason for this, the money raised is
invested in natural capital asset based options and options to reduce the negative impacts of the company’s
operations on natural capital, in particular their carbon emissions. It is interesting to note that the champion for
this bond was the Anglian Group Treasurer supported by sustainability and environment departments.

4.2

Agriculture & Food

Use of natural capital accounting has increased significantly in this sector as a consequence of BREXIT – leading
to UK domestic policy controlling agricultural subsidies from 2021. In response to this change, Defra announced
the Environmental Land Management Scheme (ELMS) for England would be based on the principle of paying
“public money for public goods”. The scheme is still being developed and will not be in place till 2024 (the current
payments continuing till then). Similar schemes are also developing in Scotland and Wales.
The Natural Capital Committee’s Corporate Natural Capital Accounting framework34 explicitly distinguished
private and public benefits from natural capital. This links natural capital accounting to the heart of the
development of ELMS which also recognises the importance of supporting maintenance of good practice.
In addition, there have been other policy developments like the Net Zero target based on the Climate Change
Act, and biodiversity net gain in the Environment Bill (still in Parliament). Primarily because of ELMS but also these
other activities, interest in NCA within this sector has been increasing significantly in the last year or so. The
farming community has been trying to understand what public goods are in general; which ones they produce
on individual farms and related to this which natural capital assets they own, manage or have influence over. To
our knowledge, there are three ongoing government-funded ‘Test and Trials’ of the ELMS that involve farms
developing natural capital accounts and ‘Land Management Plans’ that put the insights of the accounts into
practice (e.g. in terms of which assets need to be maintained or enhanced, leading to which public goods and
which negative impacts need to be reduced).
Natural capital accounting can become a routine process only if it can demonstrate significant change in the way
the farms are managed or significant contribution for making the case for public funding and private (green)
finance. For example, following a baseline scoping account in 2016 (before ELMS discussions), one large estate
started detailed integrated farm natural capital assessments, using a GIS tool; appointed its first internal ecologist
working alongside natural capital assessors; and is undertaking farm soil assessments using the Farm Carbon
Toolkit35, as part of a Net Zero strategy.
Nestle is an active user of natural capital thinking in the UK. In 2019, they developed a three-pronged corporate
approach to natural capital, protecting and restoring assets, and diversifying farming activities. Nestle pays its
farmers a premium to invest in practices that improve their soil, water and biodiversity, and has worked closely
with Newcastle University and 3Keel to develop the Landscape Enterprise Networks (LENs) model36. The approach
looks at all of the natural capital benefits across the landscape and matches them to buyers who might benefit,
then pools resources from across those buyers.

https://www.anglianwater.co.uk/news/anglian-water-funds-850-capital-investment-projects-through-green-bonds/
eftec, RSPB and PwC, 2015 – Developing Corporate Natural Capital Accounting
35 https://www.farmcarbontoolkit.org.uk/
36 https://landscapeenterprisenetworks.com/
33
34
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Other companies in the food sector are picking up ecosystem services thinking in a natural capital framework.
Examples include Wessanen, owner of organic brands such as Clipper Teas and Whole Earth, and the Coca Cola
company, which has been funding a water replenishment programme.

4.3

Forestry

In 2015/16 eftec development the first large-scale Corporate Natural Capital Accounts in the UK for Forest
Enterprise England (FEE). The beginnings of this work could be traced back to earlier forest ecosystem services
projects partly driven by the necessity to demonstrate the public goods produced by the public forest estate in
response to the discussions around its privatisation during the 2010 election campaign. That privatisation plan
was abandoned due, in part, to public protests.
The natural capital accounting work was channelled through the FEE’s finance team, helping them develop an
internal system to produce accounts. The accounts identified non-market values for carbon and recreational
outweighing direct commercial value for timber. Following the first account in July 2016, FEE embedded the
natural capital accounting process in their organisational accounting practices and has published natural capital
accounts every year with the most recent one being for 2018/1937. Numbers from these accounts were shown as
examples of how we can have more climate (and nature) friendly ways of measuring the state of our economies
in a news film produced by UK’s Channel 438.
Forestry England have also developed a natural capital decision making tool, in partnership with consultants
AECOM, to provide practitioners with the means to make operational decisions which will increase the value of
the nation’s forests for the long-term39. They have also used natural capital assessment to plan landscape
change40.
A similar accounting exercise was undertaken by Coillte (the Irish state forestry body), again supported by eftec,
in 2017. This fed into the creation of a separate body, Coillte Nature, in July 2019 with explicit objectives to
enhance and manage biodiverse habitats, and maximise the benefits they provide41. Coillte nature’s purpose
explicitly reflects natural capital thinking, referring to ecosystem services benefits to people, now and into the
future.

4.4

Other Sectors

A number of examples of natural capital accounting can be found in businesses across a range of other sectors
as summarised here.
Energy
National Grid have worked with AECOM to develop a tool to identify the different types of natural capital on their
sites, including water and wetlands. The tool translates natural capital measurements into monetary terms by
estimating the value of 12 benefits provided from 10 habitats. It provides a current monetary value for the ‘as is’
https://www.forestryengland.uk/sites/default/files/documents/FE_NCA_18-19_FINAL.pdf & https://www.forestry.gov.uk/forestry/beehacjccn
Is there a more climate-friendly way to assess the state of our economies? https://www.youtube.com/watch?v=ADe6u98ZB-c
39https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/924230/Forestry_England_annual_repo
rt_and_accounts_2019-20_Accessible__1_.pdf
40 https://naturalcapitalcoalition.org/government-dialogue-best-practice-uk-forest-enterprises-use-of-a-natural-capital-assessment-to-planlandscape-change/
41 https://www.coillte.ie/coillte-nature/coilltenature/why/
37
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baseline and future values and costs for a range of site management and development scenarios. National Grid
report42 that the analysis has transitioned into action at several sites, and the tool is now being routinely used by
four business divisions, including corporate finance, which would previously not have been involved with
environmental initiatives. It links to National Grid’s adoption of new targets adopted for 10% Net Gain in
environmental value from all construction projects.
Finance
The majority of environmental attention in the finance sector remains on climate change and net zero strategies.
However, broader assessment of risks, such as in relation to water43, are emerging. For example, Allianz reports
analyses of natural capital risk by industry sector44. They report that oil and gas, mining, food and beverage and
transportation sectors rank highest in terms of risk exposure (based on biodiversity, greenhouse gas and air
pollutant emissions, water and waste). They are all classified as in the ‘danger zone’, meaning that the natural
capital risks businesses face are, on average, greater than what can be dealt with through the mitigation options
currently employed. Construction, utilities, clothing, chemical, manufacturing, pharmaceutical and automotive
sectors rank in the middle zone. The telecommunications sector is the only sector to be classified in the ‘safe
haven’ zone.
BNP Paribas has supplemented food sector ESG (Environment, Social, Governance) scores of consumer
companies with analysis regarding seafood sourcing and plastic/packaging strategies. This led to adjustments to
ESG investment ratings, and engagement with companies to promote adoption of best practices45.
As recently as February 2021, Federated Hermes announced their ‘commitment to nature’46. This asks companies
for no net-negative biodiversity impact as a minimum commitment, and encourages them to commit to having
a net-positive impact through eliminating deforestation in supply chains, setting targets to source ingredients
from ‘regenerative agriculture’ and consider investing in ‘nature-based solutions’.
Transport
Natural capital accounting has been undertaken by port operators in the UK (e.g. Port of London 47). There are
also commitments to biodiversity and/or environmental net gain by infrastructure developers, such as Network
Rail and Highways England.
Chemicals
Dow Chemicals is a large multinational corporation, who report using the Natural Capital Protocol to inform
decision making within their operations.
Unilever has a web page dedicated to ‘natural capital’48, and reports its principal environmental impacts along its
value-chain. It has contributed the Natural Capital Project49 (a major US partnership of Stanford University and
the University of Minnesota), resulting in a process called ‘land use change improved life cycle assessment’.

Dunscombe & Glover (2016): https://www.icaew.com/-/media/corporate/files/technical/sustainability/rethinking-capitals/tecplm15061-1rosie-dunscombe.ashx?la=en
43 https://www.unpri.org/environmental-issues/applying-the-corporate-credit-water-risk-tool/2810.article
44 https://www.agcs.allianz.com/news-and-insights/news/natural-capital-risks.html
45 https://naturalcapitalcoalition.org/finance-sector-supplement-to-the-natural-capital-protocol-bnp-paribas-asset-management-seafoodcase-study/
46 https://www.hermes-investment.com/eos-insight/eos/our-commitment-to-nature/
47 See page 8 of https://server1.pla.co.uk/assets/enviromentreport2018.pdf
48 https://www.unilever.com/sustainable-living/reducing-environmental-impact/natural-capital/
49 https://naturalcapitalproject.stanford.edu/
42

Briefing | March 2021

Page 13

UK Natural Capital Accounting Briefing

Neither Dow Chemicals nor Unilever report any specific UK based case studies, however both report using the
approach company wide, and operate in the UK.

4.5

Nature Conservation

The nature conservation sector comprises activities across the public sector, environmental non-governmental
organisations and private landowners. Natural capital accounts for land managed for nature conservation have
been published in the UK by:

•

Natural England, covering National Nature Reserves50;

•

NatureScot (as Scottish Natural Heritage), covering the land they manage51;

•

RSPB, for its reserves in England52, and

•

Surrey Wildlife Trust, which generated a baseline account for the economic development zone it
operates in53, and for habitat restoration options.

All these accounts consider protected areas as assets and show a wide range of ecosystem service benefits from
their management for biodiversity. Accounting has also been applied at a smaller scale to individual nature
reserves54.

5 Lessons learnt
The UK now has a developing community of practice in relation to natural capital benefit assessments and
accounts. Although it is thinly spread in a range of sectors and activities, there is mutually reinforcing practice
across government and business.
For all users, better results from natural capital accounting are achieved through embedding the consideration
of natural capital assets earlier in decision-making processes, and ideally at a strategic level. It brings a focus on
looking after the stock of natural capital assets rather than maximising the flow of individual benefits, and adds
value by making businesses aware of their, previously unknown, impacts and, in particular, dependencies on
nature. Organisations then appreciate the opportunity to manage natural capital assets better – to avoid their
deterioration with consequent threats to the financial sustainability of the business. In contrast, adding natural
capital thinking towards the end of decision-processes, often as an appraisal add-on, provides limited payback,
resulting in environmental impacts that are rather small compared to financial ones. It may influence site
management decisions, but will not improve asset management strategies.
Early and strategic thinking about natural capital frames the dependence on nature as a fundamental financial
sustainability issue for businesses, rather than a nice to have improvement of impacts.

5.1

Methods Applied

The context (location, scope, content and format) of natural capital account determines the data and methods
used. In general though, natural capital accounting is a systemic way of combining bio-physical and sociohttp://publications.naturalengland.org.uk/publication/4535403835293696
https://www.nature.scot/professional-advice/planning-and-development/social-and-economic-benefits-nature/testing-natural-capitalapproach-naturescot-land
52 https://www.rspb.org.uk/globalassets/downloads/documents/positions/economics/accounting-for-nature.pdf
53
https://www.coast2capital.org.uk/
54 For example, https://www.cumbriawildlifetrust.org.uk/sites/default/files/2019-10/Eycott-Hill-Natural-Capital-Accounts-Report.pdf
50
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economic data to explain the natural capital impacts and dependencies. The scope of accounts can be for a
defined spatial area55, or for a value chain of a product or process56.
As mentioned above, money is a key metric for accounting so that the value of the benefits from nature and costs
of looking after it can be expressed in the same metric and compared. Monetary valuation could use market
prices for goods and services that are traded – e.g. directly from nature like food and timber; or dependent on
nature like processed food or other products that need water as an input. Where such markets don’t exist, data
from other markets dependent on nature can be used (e.g. property price premium generated through access to
natural environments nearby, or incurred or avoided water treatment costs, or incurred or avoided medical costs
due to health impacts). Finally, where market prices or such surrogate markets don’t exist, data is generated by
surveying individuals about how they value the benefits they receive from nature. ‘Economic valuation’ methods
are developed to use these different types of economic data. Monetary valuation is the third and final step of a
process that involves, first, understanding and then quantifying what is valued.
Specificity of all data to the context and transparency of how the methods are applied are key for successful
applications of natural capital accounting. Transparency is especially important as a complete assessment of all
impacts and dependencies is not possible. Therefore, what is included in the scope, what is not and the
implications of this on the accounting outputs have to be made clear to decision makers.
For natural capital income statements, life cycle analysis is a helpful tool, for example to understand the emissions
from the operations of an organisation. However, this needs to be augmented in two ways to integrate into
accounts. Firstly, by analysis of the impacts of the emissions (on nature, human health, built structures etc.) since
it is the impacts that are valued. Secondly, with context information about the state of the environment where
the impacts occur, since most monetary values are context-dependent.
For natural capital balance sheet, an ecosystem approach is used to identify and measure the links between the
assets and services / benefits they provide. For the maintenance costs to go into the balance sheet, data comes
from the financial accounts and business plans of the organisation. As mentioned above national accounts cover
the value of benefits alone and not the maintenance costs. The value of the stock of a natural capital asset is the
sum of all the flows of the benefits it provides over time. The present value of flows is calculated applying
discounting rates. A social discount rate of 3.5% is recommended by the HM Treasury’s Green Book. This is a low
rate compared to private company rates, but when used for public goods benefits in the future (e.g. for public
health), could be too high to encourage longer term investment.

5.2

Drivers

Most natural capital accounting activity has been in Government (which is required to think long term for its
citizens), or led by pioneering organisations in land-managing sectors with high levels of public interest/ public
goods (e.g. agriculture, utilities, biodiversity), longer-term planning horizons and/or more asset-focussed cultures.
In business, these features often correlate with also being more highly regulated. Strong government statements
(and policies) on the importance of natural capital, and its public goods benefits increases the discussion and
uptake by businesses and investors.

As in the corporate Natural Capital Accounting (CNCA) framework developed for the UK Natural Capital Committee by eftec, RSPB and
PwC, 2015 – Developing Corporate Natural Capital Accounting
56 As in the environmental profit and loss method, see e.g. Kering open-sources Environmental Profit and Loss Account methodology to
catalyse corporate natural capital accounting | Kering
55
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Good practice has been advanced by having champions in organisations that are in strategic positions beyond
environmental management responsibilities. In Government, while methods and guidance are published by
environment departments (e.g. Defra and its arms-length bodies), national ecosystem accounts are published by
the statistics office (ONS). Similarly, the influence of the Natural Capital Committee was strengthened by its remit
to report to the Economic Affairs Committee of the Cabinet (i.e. right to the top of government). This is mirrored
in businesses, where a combination of environmental and finance and/or asset management functions are often
involved in NCA. For example, in two of the early adopters in agriculture and forestry, accounting processes were
developed by senior finance officers.
Several reasons why businesses are using NCA were summarised by Ozdemiroglu57 as to help:

• Understand what assets they have and the benefits they provide the business and others;
• Show changes over time – making it easier for businesses to assess risks and opportunities;
• Communicate the importance of natural capital to the internal team;
• Communicate with external stakeholders, and
• Make a business case for investing in natural capital.

5.3

Challenges

Not all regulators and parts of Government are equally well informed about natural capital impacts and
dependencies and reflect it in policy. This can create a disjointed picture, and when policies are unclear, business
hesitates. Some inconsistencies in approach have also surfaced between thought leaders in the field. For example,
there have been criticisms of the flexibility within business guidance (by implication the Natural Capital Protocol)
from the more academically minded Natural Capital Committee. These inconsistencies have not caused major
problems, and the Protocol‘s success in stimulating global business attention has been reflected in its use in the
UK.
Many potential users still face challenges in accessing relevant physical and monetary evidence. Consolidating
evidence in Government guidance (e.g. ENCA referred to above) has played an important role in making data
(including for monetary valuations) accessible and more trusted across users. Another example is the Ecosystems
Knowledge Network’s Tool Assessor Service58, which includes a search function to identify tools that meet
particular needs, and an opportunity to provide comments on tools if you have used them, which helps to grow
the user community.
There remain limitations in physical data on many benefits from natural capital (e.g. on role of natural
environment in flood risk reduction, carbon sequestration in soils under specific land uses) and access to physical
data (e.g. obtaining licenses for spatial data). Notable improvements have occurred in the accessibility of valuation
data that are applicable at a local level, but originate from national analysis. At the national level economies of
scale make the costs better value for money (e.g. complex modelling of air pollutant removal by trees would be
less cost-effective at a city scale). However, once such national work is complete, translating the values into local
look-up data enables their application in local decision-making in the public and private sectors.

Ece Özdemiroğlu (2019) Natural capital – a practitioner’s overview of concepts and applications, Journal of Environmental Economics and
Policy, 8:4, 343-352, DOI:10.1080/21606544.2019.1639220
58 https://ecosystemsknowledge.net/tool
57
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A growing need in the UK is to understand challenges of climate adaptation and how to incorporate climate
change risk evidence into local level projections of future quantity and quality of natural capital assets and the
benefits they provide. The forward-looking aspect of the natural capital approach, and the increasing tendency
to consider nature-based solutions, means NCA is a suitable tool for this challenge. NCA can collate a wide range
of complex evidence, usually from different technical disciplines, which stimulated the Natural Capital Initiative to
develop a guide to inter-disciplinary working59.

6 Future Developments
The variety and flexibility of approaches to natural capital assessment to date has been needed to develop activity
and good practice. However, soon will come a time where standardisation will be necessary to ensure
comparability across accounts and repeatability over time to observe differences. This trend is already evidence
in recent moves to help organisations verify NCA outputs. These include the Capitals Coalition’s NatCap
Checker60, and increasing auditing of NCA outputs by businesses.
Standards will, like financial accounting standards, be principles based. Principles-based standards allow
organisations to select the format that will generate the most useful information for decision making. The aim is
for environmental generally accepted accounting principles (E-GAAP), with supporting approaches to also align
biodiversity evidence, and links to green finance definitions and approaches. There are several initiatives working
to better incorporate environmental data into accounting frameworks61. The decision-making purpose that drives
the use of these frameworks and standards will be influenced by forthcoming policy, and most importantly,
financial resources. This may be public finances, in the form of Government funding, or private finance where
knowledge of natural capital risks and dependencies will increasingly be required.
The BSI 8632 standard on natural capital accounting for organisations builds on ISO 1400862 and 1400763 as well
as Natural Capital Protocol and the Corporate Natural Capital Accounting Framework and previous experience of
environmental profit and loss accounts. The standard uses the idea of ‘double materiality’64: that materiality can
be from an organisational perspective, or relative to natural assets. The predominantly internal use of NCA
information by companies means that the BSI standard is focussed on internal use of NCA – publication of results
is optional. The consequence of this is that NCA experience and benefits are not as widely shared as they could
be. However, NCA is known to be raising new questions within organisations. Some are expected: when
maintenance costs are fully considered, the key learning is often that insufficient resources are being allocated to
maintaining assets. Others are beyond normal environmental decisions, such as the potential tax implications of
identifying new asset values.
The important trends and principles expected to influence future NCA are that:

•

It helps join up issues across natural capital assets, and across different capitals breaking down silos;

•

Sharing of data and methods has significant economies of scale, with the most helpful evidence
being ‘off-the-shelf’ ready to use at the relevant decision-making scale;

https://valuing-nature.net/demystifying-interdisciplinary-working
https://naturalcapitalcoalition.org/natural-capital-protocol/natcap-checker/
61 Including ALIGN: https://www.unep-wcmc.org/featured-projects/aligning-biodiversity-measures-for-business ; TRANSPARENT:
https://capitalscoalition.org/project/transparent/ ; ENCORE: https://www.unepfi.org/ecosystems/exploring-natural-capital-opportunitiesrisks-and-exposure-encore-tool/ ; and the BSI standard 8632
62 International Standards Organisation (ISO14008) Monetary valuation of environmental impacts and related environmental aspects
63 International Standards Organisation (ISO14007) Environmental management — Guidelines for determining environmental costs and
benefits.
64 EU Accounting Directive (paragraph 17 in the preamble)
59
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•

Organisations learn by going through the process of preparing natural capital accounts just as much
as from the results of that process;

•

Champions are needed to take good practice into wider use across disciplines/ organisational
functions, and

•

Integration of natural capital thinking into business planning has to start from the earliest strategic
point to make a real change in the way organisations operate.

The successful future development of NCA will need to take its direction from the principles that have guided its
development to date. In particular, “increasing the visibility of the natural environment in decision-making
processes” which was the original purpose of TEEB and remains relevant today.
That visibility needs to result in particular businesses seeing their impacts and dependencies on natural capital
(including but not limited to climate risks) as issues for their financial sustainability; and investors requiring to see
evidence that risks associated with such impacts and dependencies are addressed by the businesses. This will
have the powerful effect of reframing spending on environmental issues from expenditure to investment. And
that framing will encourage testing the suitability of various policy and market drivers for encouraging such
investment.
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Annex 1: Map showing the range of eftec’s natural capital
accounting work in the UK and Ireland

Figure A1.1: Sector coverage of eftec’s natural capital accounting work in UK and Ireland

Figure A1.2: Organisational breakdown of eftec’s natural capital accounting work
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Annex 2: Example outputs from Natural Capital Assessments and Accounts

https://www.unep-wcmc.org/system/comfy/cms/files/files/000/001/443/original/Exploring-Natural-Capital-Opportunities-Risks-and-Exposure.pdf
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Output from the LENS model (https://www.3keel.com/3keel-referenced-in-25-year-environment-strategy/ )
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,

Outputs from National Grid’s NC Tool65

65

https://www.icaew.com/-/media/corporate/files/technical/sustainability/rethinking-capitals/tecplm15061-1-rosie-dunscombe.ashx?la=en
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Natural Capital Benefit Assessment for the Duchy of Cornwall – by eftec appearing in
their 2016 Annual Report

Natural Capital Balance Sheet comparing Cholderton Farm Estate with a typical farm in the
same catchment including non-monetary measurement of biodiversity – eftec report in 2018
summary available upon request.
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