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NATURAL & FINANCIAL CAPITAL TRUCRST

Natural Capital underpins economic activity with companies dependent on

resources such as water and raw materials
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“No Development Process can afford to neglect the environmental consequences of economic activity or
allow unsustainable depletion and deterioration of natural resources” (India Planning Commission 2013)
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Environmental degradation in India
amounts to USD 80 billion, or 5.7% of
GDP in 2009 (World Bank).
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Natural Capital Costs

=

Climate Change

k (e.g. droughts, roody

The cost of air pollution to society in
India in 2010 USD500bn per year in
lives lost and ill health (UNEP 2014)



NATURAL CAPITAL & MARKET FAILURE
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Natural capital is rarely priced appropriately
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There is a negative correlation between the price of water and water scarcity

(Global Water Tariff Survey, 2008)
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Incomplete information

+ Excluded Values == Hidden Costs
{(Positive Externalities) (Negative Externalities)
The value of ecosystem services, asset value Methods of producing goods and services
of nature, human potential and some that yield a degraded environment for
societal services people and animals

Clean Water Pollution
Human s Yoo
Health " lity
Stable Ecosystem
Ecosystems

Destruction

Externalities refer to situations when the effect of production imposes costs or benefits on
others, which are not reflected in the prices charged for the goods and services being
provided.
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FROM SILO THINKING TO SYSTEMS THINKING ==

Human (economic and social) systems

Invisible costs

Health externalities
Energy appropriation
Population displacement

Inputs

Fertilizer Palm oil

Labour Wages »
Pesticides Revenue

Irrigation Raw materials

Machinery Agro-tourism
Bio-technology

Visible benefits

Invisible benefits

Agricultural and food systems

NOT CURRENTLY
Land conversion Soil creation VALUED FULLY
Water pollution Nutrient cycling OR PAID FOR BY

Genetic variability
Water purification
Erosion prevention
Pest control

Carbon fixation

Climate externality
Soil erosion
Loss of eco-system complexity

THE POLLUTER

Ecosystems and biodiversity

ADAPTED FROM THE ECO-AGRI-FOOD SYSTEMS FRAMEWORK DEVELOPED BY THE ECONOMICS OF ECOSYSTEMS AND BIODIVERSITY (TEEB)
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State of Green Business 2013
report:

If companies had to pay full
costs of natural capital, it
would consume 50% of
profits...
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3. Coal power generation,
Northern America,
USS$317bn, 1.3x revenue

TEEB for Business Coalition Top 100
Externalities report:

Top 100 business externalities cost
$4.7ir annually (GDP of China in 2011)

1. Coal power generation,
Eastern Asia, US$453bn,
1.0x revenue

4. Wheat farming, Southern
Asia, US$267bn, 8.4x revenue
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2. Cattle ranching, =
Southern America, [ =
US$354bn, P
19x revenue N g prterd

Sy
......

\ 5. Rice farming,
Southern Asia,
USS$236bn,
3.6x revenue

IMPACT RATIO (NATURAL CAPITAL COST/SECTOR REVENUE)
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NATURAL CAPITAL COST (USS BN)



VERY REAL FINANCIAL RISKS
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“The g
internalisation of E
externalities is E
inevitable by =
virtue of

stakeholder
actions or by
nature. Costs &
benefits to society
become costs and
benefits to
companies”
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Deloitte 2014




HOW CAN BUSINESS INTEGRATE NATURAL CAPITAL? &
RISK INTEGRATION FRAMEWORK
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Operational risks

Policy/Regulation risks

Reputational risks

Climate risks

Market risks

Resource depletion

Subsidy risks
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MITIGATING RISK & EXPLOITING OPPORTUNITY

Regulatory
Management

Reputation
Management

Operational risk
management
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Chart adapted from McKinsey
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Questions? TRUCOST

Tom Barnett TRUGOST

Senior Account Director

Trucost Plc, 22 Chancery Lane
London UK

Tel: +44 20 7160 9812
E-Mail: tom.barnett@trucost.com




