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1. Purpose of this paper
In view of global and UK commitments to develop natural capital accounts (NCA), there is a clear desire within Defra, the Natural Capital Committee and among wider stakeholders that the investment in the development of the accounts should yield material contributions to policy development. Yet ecosystems accounting is a relatively new approach to the organisation of environmental data and there is limited evidence of its use in a policy context.  This paper briefly reviews what policy relevance means and areas where we believe ecosystems accounting can potentially add value to the evidence base. As experience grows, over time we expect to have more specific examples of policy applications for the various accounts set out in the UK roadmap: as the roadmap is progressed, so we intend to update and expand this paper, as part of a mutually reinforcing process.

2. The role of evidence in the policy cycle
Natural capital accounts are a particular form of evidence, and evidence has various “entry points” into the different stages of the policy cycle
.  These include:
· Identifying a problem or opportunity (e.g. use in business cases)

· Assessing and setting policy priorities (e.g. in informing strategic decisions, helping to optimise use of resources)

· Improving policy development (e.g. by providing the broader picture)
· Appraising policy options (e.g. use in impact assessments)

· Improving policy or programme delivery (e.g. informing better resource management of delivery bodies; influencing behaviours by informing stakeholders through indicators)

In future we should be able to map use of different accounts to these different aspects of policy relevance.
3. The value-added of evidence from natural capital accounts
Natural capital accounts offer a coherent, comprehensive and consistent framework in which to organise and analyse statistical evidence.  As such, much of the evidence included in the accounts is already available to and understood by policy analysts, albeit often in a more disparate way.  Although an accounting approach brings immediate benefits in terms of the organisation of this information, the challenge addressed in this paper is to identify where NCA can provide more tangible additional value to the evidence base.
The value-added of NCA approaches is derived from three interconnected strengths:

1. The NCA are formally linked to the System of National Accounts (SNA) and are part of the System of Environmental-Economic Accounts (SEEA).  The SNA provides an established set of information about economic activities, economic actors, investments and produced capital etc., whilst the SEEA provides information about the associated resource use, emissions and waste.  As the NCA are part of these wider, integrated systems, the relationships between different parts of the system can be analysed.
2. Where NCA makes use of Geographic Information Systems (GIS), new insights into the spatial relationship between the natural assets and the services delivered to society can be generated.
3. The NCA consists of an integrated set of habitat accounts supported by a number of cross-cutting accounts for carbon, land cover/land use etc.  This enables the relationships between different ecosystems and ecosystem services to be analysed in a coherent way. 
What these interconnections mean in practice is considered in more detail below. 
4. Natural Capital Accounts within the SNA and SEEA frameworks
The SNA and the SEEA are comprised of a suite of accounts covering stocks of assets and flows of resources in both monetary and physical terms. The following accounts are expected to be most relevant to the NCA:
i) Asset balance sheet.  The NCA include estimates of the value of natural capital which can tracked over time and compared with the SNA values of produced capital.  Potentially of greater policy relevance, the NCA can also provide information on the ownership of natural capital assets and other forms of wealth, and hence can inform policies aimed at maintaining and improving the stock of natural capital
.
ii) Value of production and depreciation.  The NCA will provide estimates of the value of ecosystem services and the stock of assets which can be incorporated into the SNA accounting framework to generate ‘environmentally-adjusted’ national accounts aggregates (such as the Genuine Savings Index, depletion-adjusted net saving etc
).  These indicators are useful in demonstrating the importance of natural capital and progress in maintaining it.  Policy relevance is in influencing behaviours and informing strategic decisions. 
iii) Resource use and emissions.  The SEEA Central Framework accounts provide information on the relationship between economic activities and environmental pressures on ecosystems e.g. pollutant emissions by industrial sector, water abstraction/use by sector.  These accounts can be related to changes in ecosystem condition and can inform potential policy interventions and strategic approaches to managing natural resources
.  

iv) Environmentally-related monetary flows.  The SEEA Central Framework includes estimates of current and capital spending on the environment, which can be related to the condition and value of natural capital and analysed in conjunction with estimates of restoration and/or enhancement costs
.
5. Natural Capital Accounts within a GIS framework

Spatially disaggregated accounts have the potential to help assess better delivery of services and identify new issues and opportunities. Three emerging examples which we are pursuing are:
i) Woodland.  Spatially disaggregated ecosystem accounts could enable us better to:

· Understand the extent and location of the benefits we currently receive from woodland and therefore whether we have the balance right and how alternative resource allocation could enhance overall value-for-money

· Assess the impacts of the spread of specific tree diseases (this will depend upon species breakdown within accounts), values at stake, and the relative costs and benefits of alternative disease management strategies
· Quantify expenditure needed for maintenance / restoration

ii) Protected areas.  Spatially disaggregated ecosystem accounts provide information on the relative importance of different parts of the country for the delivery of different services.  Hence accounts for particular areas with multiple habitats could potentially: 

· Inform resource management decisions of relevant authorities and help to mainstream ecosystem service approaches to management e.g. National Parks; 
· Identify the extent to which these important areas are protected and managed in order to maintain the provision of ecosystem services (potentially providing a basis for facilitating payments for ecosystem service schemes)

Further down the line, place-based accounting approaches could potentially be applied at urban or city level where there is growing interest in assessing and monitoring natural capital and the delivery of services e.g. Birmingham.
iii) Peatland.  Spatially disaggregated ecosystem accounts could: 
· Support the credibility of the emerging Peatland Code which aims to leverage corporate sponsorship of peatland restoration for carbon and other ecosystem benefits  

· Influence corporate incentives to invest in restoration via signalling – by supporting national-based Kyoto GHG accounting for wetlands and formal inclusion of peatland restoration in company GHG reporting (like the woodland carbon code)
· help to measure progress on long-term policy commitments to reduce peat extraction for horticultural purposes
Peatland accounting could also provide a basis to test cost-based restoration and maintenance cost accounting approaches. 
6. Linking habitat-based and cross-cutting accounts
Habitat accounts are part of a wider system of information flows – informing and improving estimates for the top-down and cross-cutting accounts, and feeding into and gaining from information used in company accounting:
· Links between ecosystem asset accounts and ecosystem service accounts will throw light on the relationship between the capacity to deliver and the actual delivery of services.
· The cross-cutting carbon accounts will enable the relationships between different stocks and flows of carbon to be more readily understood and will provide a framework in which to consider how far the value of natural capital should be offset by treating these stocks as liabilities.

· Cross-cutting land use and land cover accounts will provide an important summaries of the changes in our natural (terrestrial) assets
More generally, habitat-based physical ecosystem accounts could help measure progress towards Biodiversity 2020 outcomes on habitat restoration and identify potential trade-offs. 

7. Risks / challenges associated with policy applications 

A number of generic risks and challenges need to be addressed if natural capital accounts are to be policy relevant:

i. Early engagement with relevant decision-makers and stakeholders to manage expectations and identify policy needs

ii. Data and methodological limitations need to be clearly understood so that they are not misinterpreted
iii. Accounts and the underlying data need to reflect changes in resource management or ecosystem condition in a timely way
iv. Accounts need to build on existing forms of ecosystem service mapping.
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