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Biodiversity and ecosystem services offer opportunities for all business sectors:

The integration of biodiversity and ecosystem services into business can create tangible and
significant added value for companies primarily by increasing the cost-effectiveness of operations,
ensuring the sustainability of supply chains, or enhancing revenues from penetrating new markets
and attracting new customers.

Biodiversity or ecosystem services can be the basis for new businesses: Conserving biodiversity
and using biodiversity and ecosystem services sustainably and equitably can be the basis for unique
business propositions, enabling entrepreneurs and investors to develop and scale up ‘biodiversity
businesses.’

Biodiversity and ecosystem service markets are emerging, alongside markets for carbon:
New markets for biodiversity and ecosystem goods and services are emerging — as have markets for
greenhouse gas emission reductions and carbon — providing new biodiversity assets with local and
international trading opportunities. A first major opportunity is likely to be Reducing Emissions from
Deforestation and forest Degradation and related land-based carbon storage and sequestration
methods (REDD+).

Tools for building biodiversity business are in place or under development: Critical market-based
tools for capturing biodiversity and ecosystem services opportunities, such as biodiversity performance
standards for investors; biodiversity-related certification, assessment and reporting schemes; and
voluntary incentive measures are already available or under development and could be promoted

across all business sectors and markets.

Appropriate public policies can create an enabling framework for new biodiversity and
ecosystem service business opportunities: A range of public policy measures at national and
international levels can create the enabling framework to scale up biodiversity and ecosystem services
as viable business opportunities, such as payments for ecosystem services, REDD+, ‘green develop-
ment’ finance, Access and Benefit Sharing, tax incentives, performance standards, and development
cooperation.
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Can businesses increase revenues and decrease costs by conserving biodiversity, restoring ecosystems or using
biological resources sustainably? Does biodiversity offer new opportunities for business? This chapter examines
these questions through the lens of three different approaches:

e By integrating biodiversity into business decision-making, companies can enhance their performance by
reducing risk, increasing revenue streams, reducing costs or improving their products.

e Biodiversity itself presents potentially huge untapped opportunities in the form of new products and services
—i.e. ‘biodiversity business’ opportunities.

e New markets for biodiversity and ecosystem services are emerging — inspired in part by the development
of carbon markets; if scaled up, these markets could represent major business opportunities and a significant
part of the solution to the biodiversity finance challenge.

Through a series of case studies and other examples, this chapter illustrates the diversity of realized or promising
opportunities within these three categories. The chapter also considers the enabling conditions required to see
these opportunities expand to their full potential, defines a set of questions to help business identify such
opportunities, and identifies some of the potential challenges.

Table 5.1 provides a framework for identifying potential biodiversity and ecosystem service opportunities for
various sectors. It is similar to the table used in previous chapters to identify biodiversity and ecosystem service
risks and opportunities. Importantly, biodiversity and ecosystem service risks and opportunities are likely to be
different in scope and significance for different sectors. With respect to opportunities, the following section in
this chapter highlights a range of potential opportunities for a number of major business sectors. These are also
indicated by a black circle in Table 5.1.
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Categories

Operational
day-to-day
activities,
expenditures and
processes of the
company

Regulatory
and legal
Laws, policies,
court actions
that can affect
performance

Reputational:
brand, image,
relationship with
stakeholders

Markets &
products:
Factors that can
affect corporate
market perfor-
mance

Financing:
Cost and availabi-
lity of capital

Indicative BES
opportunities

Increased quality,
decreased cost of
inputs

Increased output
or productivity

Sustainability
of business
operations

Supply chain
opportunities

Lower transition
costs in anticipa-
ting new policies

Mitigation of risk
due to environ-
mental disaster

Improvement to
brand or image

Attract new
customers

Reach new niche
markets

Changes in consu-

mer preferences

Purchaser
requirements

Attract growing
SRl investment

Biological
resource-
based in-
dustries
(e.g. forestry,
farming,
fishing)
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Extractive
industries
(e.9. mining,
oil and gas)

Consu-
mer
goods
(e.g.
clothing,
cosmetics,
furniture)

Consu-
mer ser-
vices
(e.g.
retailers,
tourism)

Health Financials
care (e.g.
(e.0. banking,
pharmaceu- biodiversity
ticals, services,
bio-therapy) green invest-
ment funds)
o
o
[
[
o
o
o
o
o

Source: Adapted from Evison and Knight (2010) and WRI et al. (2008)
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‘Biodiversity businesses’ -- defined as “commercial enterprises that generate profits via activities which con-
serve biodiversity, use biological resources sustainably, and share the benefits arising from this use equitably”
(Bishop et al. 2008) -- may focus on biodiversity-friendly production of commodities (food, timber, fabrics)
or the sustainable use of ecosystems (tourism, extractives, cosmetics, pharmaceuticals). Their reliance on
biodiversity and ecosystem services makes sustaining their supply chains and raw materials of vital impor-
tance.

The number of businesses profiting directly or indirectly from biodiversity and ecosystem services has risen
sharply in recent years. Business leaders realise that biodiversity and ecosystem services pose new oppor-
tunities for improving their companies’ profit margins and performance levels. Integrating biodiversity
conservation and ecosystem services into supply chain management or utilising biodiversity and ecosystem
services responsibly in current products and practices can result in significant savings and revenues for
businesses, as well as heightened efficiency and success. Good risk management pertaining to biodiversity
and ecosystem services often leads to tangible savings, and biodiversity and ecosystem services can fre-
quently unleash hidden value in existing production and marketing practices. The benefits from integrating
biodiversity and ecosystem services are especially advantageous in that they also generate corporate social
responsibility opportunities at a time when the public is increasingly aware of the importance of environmental
conservation.

The growing interest to conserve the environment, combined with consumers’ focus on health, wellness and
humane sourcing, is changing the marketplace. For example, Lifestyles of Health and Sustainability — or
LOHAS - consumers are focused on health and fitness, the environment, personal development, sustainable
living, and social justice (www.lohas.com). This global movement includes over 80 million consumers,
representing a potential market of US$500 billion for food products, sustainable tourism, green building
suppliers, and low-energy consumption equipment, among other products and services.

In this context, biodiversity and ecosystem conservation and sustainable use represent an array of business
opportunities. The following pages highlight various industries and businesses that are profiting from biodi-
versity and ecosystem services, both directly from conservation and sustainable use, and indirectly through
the incorporation of biodiversity and ecosystem services in existing products and services.

Many consumers increasingly prefer organic foods. In addition to healthier products, these consumers are
seeking traceability, ethical sourcing, sustainability, and corporate social responsibility (Organic Monitor 2009a).
In response to these trends, major brands are shifting toward natural, fair trade and organic products
(Kline & Company 2009)".

Organic Monitor estimated global sales of organic food and drink in 2007 at US$46 billion, a threefold increase
since 1999. US organic food sales alone (3.5% of the total US food market) grew by 15.8% in 2008, reaching
US$22.9 billion and almost tripling the growth rate of the food sector for the same year, as stated by the
Organic Trade Association (OTA 2009; Organic Monitor 2009b).
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Fair trade has also gained importance as a means to source sustainable agricultural products. In 2008, fair
trade certified sales amounted to approximately US$4.08 billion worldwide, a 22% increase on the previous
year. Although this still represents a small fraction of world trade, fair trade products in some categories can
account for 20-50%% of sales. In June 2008, it was estimated that over 1 million farmers and their families
were benefiting from fair trade-funded infrastructure, technical assistance, and community development pro-
jects (FLO 2010).

Other sustainable agricultural practices include those promoted by Rainforest Alliance, which account for
205,000 hectares certified for the production of agricultural products such as bananas, cocoa, coffee, tea,
citrus, flowers, and pineapples. These hectares directly benefit more than one million people in 14 countries
and ensure a net positive impact on biodiversity and ecosystem services (Willie 2009).

Chocolate and confectionery company Chocolats Halba, a subsidiary of Swiss retailer COOP, has inte-
grated sustainable cocoa sourcing into its supply chain. Like the rest of the chocolate industry, the com-
pany faces chronic supply shortages. Because of price instability, cocoa production is more risky for
small-scale farmers, who produce most of the world’s cocoa; many are searching for alternative em-
ployment opportunities. Chocolats Halba discovered that the best way to support farmers was to estab-
lish diversified agroforestry systems that include cocoa as one of many crops. In such systems,
biodiversity is generally higher because they establish a more diverse landscape. With agroforestry sys-
tems, farmers also have a higher and more diverse income, which means that cocoa farming is not only
good for biodiversity and ecosystem services — it is also good for making cocoa growing attractive again.
According to Christoph Inauen, Head of Chocolats Halba Sustainability and Projects:

“Farmers that work with us realise that we are not only interested in cocoa but also in their livelihood,
their income, biodiversity (we help them reforest deforested areas), and other issues. This makes our
relationship very strong: farmers give their best to improve the quality of the cocoa in order to give us
something back. So we have reliable sourcing partners and very strong relationships with our farmers.
In the case of a supply shortage, this would surely help us.”

The benefits of biodiversity-based corporate social responsibility lie with the quality of its products, the
security of its supply chain, the long-term contentment of its cocoa-growing partners, and the positive
environmental impacts being generated in tropical countries—which are among the most important re-
gions for conserving biodiversity and ecosystem services.

Source: Inauen (2010a and 20710b)

Biodiversity management and advisory services range from advising companies on possible biodiversity and
ecosystem service risks during an environmental impact assessment, to developing corporate biodiversity
strategies and action plans, to independent auditing or reviewing of a company’s biodiversity performance.

Although most biodiversity management services focus on mitigating biodiversity risk, there are also services

exploring how to capture biodiversity opportunities — for example, by exploring how biodiversity-friendly supply
chains can improve a company’s marketability among investors or consumers. One example is the collaboration
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The UK-based Conservation Grade certification system of ‘nature-friendly farming’ provides food brands,
producers and consumers with efficient food production while enhancing biodiversity and ecosystem ser-
vices and preventing wildlife declines on farmland. It does so by requiring Conservation Grade farmers to
take 10% of their land out of production for conversion to wildlife habitats. In return, these farmers are
able to use the Conservation Grade logo on all of their products and have access to a supply contract
for their produce for which there is a guaranteed premium over the market price.

The Conservation Grade farming scheme exemplifies innovative new solutions to feeding the growing
world population without destroying biodiversity and ecosystem services. Independent scientific trials
have demonstrated that the Conservation Grade system leads to significant increases in biodiversity, as
compared to conventional agriculture, without foregoing output for the land under conservation.

Source:. http://vwwwv.conservationgrade.org/

between a large German energy company, E.On, and IUCN on greening so-called ‘blue energy.” IUCN is helping
the company to better understand both the biodiversity risks and opportunities of supplying electricity from
offshore renewable technologies, such as wind farms, and thus is enabling the company to better manage its
biodiversity impacts (Wilhelmsson et al. 2010).

Natural and organic cosmetic companies were the early adopters of organic and fair trade products, sourcing
these ingredients and launching certified products well before other industries. Some of these companies have
set up fair trade and organic projects to protect endangered plant species and encourage sustainability. Others
are using fair trade to guarantee long-term supply of organic ingredients. Major companies in the organic
cosmetic sector reported positive growth for 2008, including Weleda, with a sales increase of 9.5% to
€2838.3 million; Wala, with ‘Dr. Hauschka’ brand sales increasing by 7.3% to €103 million; and Lavera, with an
increase of 16% to €35 million (BioFach 2009a and 2009b)?.

Qil, gas and mining companies, by their very nature, can have significant impacts on the natural environment;
these impacts often lead to negative consumer perceptions of these industries. Businesses in this sector are
therefore well placed to take advantage of the numerous opportunities created by biodiversity and ecosystem
services (Box 5.3).

The finance sector stands to benefit from biodiversity and ecosystem services in many ways, including improved
stakeholder perception, streamlined operations, enhanced ability to attract talent, and increased profit through
investments in biodiversity and ecosystem services (Box 5.4).

Several bio-enterprise investment funds have emerged to invest in businesses that demonstrate potential to deliver
both financial returns and biodiversity and ecosystem benefits. A few funds, or proposed funds, have also faced
difficulties, generating useful lessons about the particular constraints of investing in biodiversity businesses. Some
investment funds couple financial assistance with business development assistance and the development of
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Yemen LNG Company Ltd is involved in a large-scale energy project that includes the construction and operation
of a liquefied natural gas plant in the area of Balhaf, Republic of Yemen — a remote spot on the country’s south
coast. The company has implemented a marine biodiversity action plan in order to improve its environmental
performance and in turn its attractiveness to investors and the public. One major challenge for such a large-
scale project is to ensure the credibility of the company’s environmental strategies and their implementation.

In early 2009, Yemen LNG finalized a partnership with IUCN to design and manage an independent review process
for the company’s marine biodiversity action plan. Specifically, the agreement is to obtain independent third-party
assessment of the company’s strategy for marine biodiversity protection and implementation of its biodiversity
action plan. Through such an independent environmental auditing process, the company hopes not only to improve
its performance with respect to both the environmental and social aspects of its marine biodiversity strategy,
but also to be able to demonstrate to its Board, investors and other stakeholders that it is doing so.

Source: http.//yemening.com/ws/en/go.aspx?c=soc_Environment

management expertise, so as to improve biodiversity and ecosystem services business management, build capacity
and help ensure better returns. Examples include Verde Ventures, an arm of Conservation International (Cl), the Eco-
Enterprises Fund, an arm of The Nature Conservancy (TNC), and Root Capital, formerly Ecol.ogic Finance (Box 5.5).

In response to the crisis in this sector, fishing fleets and companies must care increasingly about the sustainability
of supply. The sector also has the opportunity to cater to the growing number of LOHAS consumers eager to
consume fish without negatively impacting the environment. Several certification and eco-labelling schemes for
sustainably managed fisheries have emerged, providing assurance to these buyers and consumers. Perhaps the
most recognized organisation certifying sustainable seafood is the Marine Stewardship Council (MSC) (www.msc.org).

In 2002, HSBC launched Investing in Nature, a $50-million, five-year partnership with several conservation organi-
sations. As part of this initiative, HSBC sent 2,000 of its employees on Earthwatch Institute field research projects
around the world and supported the training of 230 developing-country scientists. Participating HSBC employees
also had a responsibility to undertake an environmental project in their workplace or local community, supported by
a small grant from the company. This initiative not only supported conservation on the ground but did so in a way
that strengthened biodiversity and ecosystem services awareness and commitment across the HSBC workforce.

Employees who participated in Investing in Nature, as well as those who take part in the more recent HSBC Climate
Partnership, bring their new knowledge of biodiversity and ecosystems back to the company, acting as ‘environ-
mental champions’ within the business and developing projects that further HSBC’s commitment to sustainability.
Such projects can help increase the company’s ability to attract young talent (Connor 2010).

A recent independent evaluation undertaken by the Ashridge Business School concluded that 80% of senior HSBC
managers agreed that the programme contributes to embedding sustainability into the ‘DNA’ of the business, while
83% agreed it is worth the investment because the programme gives HSBC a competitive advantage.

Source:! http://www.hsbc.com/1/2/newsroom/news/2002/investing-in-nature-20024top
and http.//www.earthwatch. org/europe/our_work/corporate/corporate_partners/hsbc/hcp/
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Verde Ventures provides support to small and medium-sized businesses that contribute to healthy eco-
systems and human well-being. It applies a pre-investment biodiversity review process as well as a post-
investment biodiversity monitoring. Since its creation, in 2003, it has helped partners restore and conserve
more than 300,000 hectares of important lands and generate sales of nearly US$32 million. As of 31 March
2010, it had invested US$14.8 million in agroforestry, alternative energy, ecotourism, sustainable harvest
of wild products and marine initiatives.

For over a decade, the EcoEnterprises Fund has invested in sustainable businesses, particularly small
and growing businesses in Latin America and the Caribbean (www.ecoenterprisesfund.com). The Fund
also complements targeted financing with technical assistance to foster success. The first Fund, launched
jointly by The Nature Conservancy and the InterAmerican Development Bank’s Multilateral Investment Fund
in 2000, deployed US$6.3 million to 23 sustainable companies, with products ranging from organic shrimp to
organic spices, from FSC-certified furniture to pesticide-free biodynamic flowers and acai palm berry smoothies.
The businesses created over 3,500 jobs, generated US$281 million in sales, leveraged US$138 million in
additional capital and conserved 860,773 hectares of land. A new investment fund, EcoE Il is to be launched
by the end of 2010 and will target companies at the next stage of business growth, providing expansion capital
and advisory support to help develop operations and bring results to scale.

Root Capital, a non-profit social investment fund, focuses on sustainable grassroots businesses in the
rural areas of developing countries, specifically targeting those businesses that are caught in the ‘missing
middle’, too small and risky to access capital from mainstream banks and too large for microfinance. It
complements its provision of capital with financial education and training and provides connections to
emerging ethical supply chains. Since its launch in 2000, it has provided over US$175 million in credit to
265 small and growing businesses in 30 countries, maintaining a 99% repayment rate from borrowers. For
many of its loans, the fund uses future sales contracts from companies like Green Mountain Coffee Roas-
ters, Marks & Spencer, Starbucks, and Whole Foods as collateral.

Most companies in the sector, from suppliers to sushi restaurants, claim that carrying the MSC label has
provided several business opportunities. These include access to new markets—both geographically and in
terms of new niche markets from sustainable product categories—and retention of existing markets.
Small-scale fishermen report price premiums for their certified fish. For the US-based fish restaurant Bamboo
Sushi, selling only sustainable seafood is a lucrative business model—the restaurant’s sustainable menu has
made it more successful than ever (www.bamboosushipdx.com). Big retailers, including discounters Aldi
and Lidl, request MSC-certified frozen products from their suppliers. With consumers and seafood buyers
increasingly aware of the importance of healthy oceans, today the growing market for MSC-certified seafood
is estimated to be worth over US$2.5 billion (MSC 2009).

Consumer preference for products derived from sustainably managed forests has strongly driven this industry's
development and marketing techniques. Forest management certification is becoming an important requirement
to access the EU market, which is considered the largest consumer and importer of timber and timber-derived
products worldwide. Certified timber is now increasingly available in international markets.

CHAPTER 5 - PAGE 11



Certification schemes for the forestry sector include the Forest Stewardship Council (FSC), the Programme for
the Endorsement of Forest Certification Scheme (PEFC), and the Rainforest Alliance (RA). By May 2009, the
global area of certified forest endorsed by FSC and PEFC amounted to 325.2 million hectares, approximately
8% of global forest area. Certified wood products are now common in many large retailers like B&Q in the UK,
Home Depot in the US and Ikea worldwide.

According to Environmental Leader, consumers' preference for ethically sourced, organic and fair trade fabrics
will continue to grow for the garment industry as well (Willan 2009). Eco-fabrics are thought to bring ‘something
extra’ to the product (Prescott 2009) and natural fibres - mainly cotton and blends - are fashionable and often
preferred over man-made fibres (CBI 2008).

In the garment and textile sector, organic cotton has become a marketing tool for many companies. Today,
organic cotton cultivation covers about 32 million hectares of land (FIBL and IFOAM 2009). Global retail sales of
organic cotton clothing and home textiles accounted for more than US$3 billion in 2008 (www.naturalfiores2009.0rg).

Especially in Europe, there is a widespread demand for natural fibres other than organic cotton; this varies
slightly depending on yearly trends and inputs. On the other hand, textured silks are in constant demand and
are rapidly increasing in popularity.

Natural fibres such as pima cotton, alpaca wool, or mohair wool have also recently become popular. They are
mainly used in high-end products due to their relatively high production and raw-material costs and therefore
remain a niche market. Developing country companies such as The Star Knitwear Group of Mauritius, during
Texworld 2009, presented fabrics elaborated not only from Africa’s cotton but also from bamboo , corn, Tencel,
and Modal (Prescott 2009; www.eartheasy.com).

Sustainable leather is used in the garment and accessories industries in such items as jackets, belts, purses,
luggage and wallets. This might come from the skins of animals such as crocodiles, lizards and snakes that
are sustainably managed and legally traded. There are many opportunities for this sector to engage in profitable
biodiversity and ecosystem services conservation, as consumers are demanding eco-friendly small leather
goods, whether they are made from recycled materials or using environmentally friendly production processes,
e.g. tanning (CBI 2009b; Mazzanti et al. 2009).

The biodiversity-based handicrafts sector is another area that provides opportunities for job creation in deve-
loping countries. In Vietham, for example, handicrafts directly involve almost two thousand craft villages and
are expected to generate US$1.5 billion in turnover by 2010 (VIETRADE 2006 and 2008). The products are
made from biological resources (bamboo, rattan, rush, leaf, wood, etc.) and other materials such as metal and
stone.

Handicrafts are strongly influenced by fashion trends, consumer purchasing patterns and economic conditions
(Barber et al. 2006). Social and environmental values are gaining importance within this sector and a fair trade
movement is appearing in the handicrafts and decoration sector. An international ‘label’ for this sector is now
available from the World Fair Trade Organisation (WFTO) (www.wfto.com).
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In 2005, Walmart announced a new environmental strategy involving, among other objectives, a commitment
to sell sustainable products. The company is implementing a sustainable product index to assess the environ-
mental impacts of the products it stocks and relaying this information to its customers by way of a labelling
system. The sustainable product index measures such facets of production as energy usage, material efficiency
and human conditions; products with higher scores have lower environmental footprints and promote biodi-
versity and ecosystem services conservation in numerous ways. Walmart has stated that its customers want:

“products that are more efficient, last longer and perform better. They want to know the product’s entire
lifecycle. They want to know the materials in the product are safe, that it is made well and is produced in a
responsible way.”

Therefore, Walmart’s sustainable product initiative increases customer numbers and business revenues, while
at the same time reducing the company’s expenses—for example, through decreased dumpster costs from
the elimination of excess product packaging.

Sources. Plambeck et al. (2008), http://walmartstores.com/Sustainability/;
http://walmartstores.com/Sustainability/9292.aspx; Bemick et al. (2010)

Many businesses use wild genetic resources as inputs to production. Over 400,000 tons of medicinal and aromatic
plants are traded worldwide every year; 80% are wild harvested, mostly without consideration of where they come from
or the sustainability of collection practices (Traffic International 2006). Demand continues to grow for these plants.

The pharmaceutical industry is an important user of wild genetic resources, along with biotechnology, seed produ-
cers, animal breeders, crop protection services, horticulture, cosmetics, fragrance, botanicals, and the food and
beverage industries. Each sector is part of a unique market, with distinct research and development processes and
different demands for access to genetic resources (Laird and Wynberg 2005).

Consistent data on the use and value of genetic resources do not exist for most sectors and only rough estimates
are available. For example, ten Kate and Laird (1999) suggest that between 25 and 50 percent of the value of global
pharmaceutical sales is based on the use of genetic resources. Based on the total market value of the pharmaceu-
tical sector — currently around US$ 825 billion according to IMS (2009) — these ratios imply that the value of genetic
resources used in medicine may be between US$ 206 and 412 billion. By comparison, the commercial global seed
market, which also relies on wild genetic material, is expected to reach a total value of US$ 42 billion in 2010 (Global
Industry Analysts 2008). An example is provided in Box 5.7.

Wild ingredients and other raw materials used in the medical sector may be certified organic but are often not
labelled as such, as the final product typically does not allow for this. More generally, producers can refer to the
Good Agricultural and Collection Practices (GACP) for medicinal plants (WHO 2003), and ensure that documentation
is complete and traceable in order to guarantee the origin and consistent quality of wild products. Adherence to
such practices can help ensure a stable source of raw materials and thus a more secure supply chain, as well as
reducing the risk of charges of ‘bio-piracy’ or inadequate benefit sharing (for further discussion see chapter 6).

Large retailers can have significant impacts on biodiversity and ecosystem services, through such measures as sustainable
sourcing, discernment in choosing which items to stock, improved packaging and distribution techniques. In return, these
companies can benefit from decreased operating costs, heightened customer loyalty and increased supply chain security.
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Glucobay is an oral antidiabetic manufactured by Bayer Health Care, sold since 1990 and currently approved
in over 95 countries. The active ingredient of Glucobay is the natural sugar Acarbose, which inhibits the
absorption of glucose into the bloodstream in the small intestine and thereby prevents potentially dangerous
spikes of glucose (‘blood sugar’). Based on data provided in Bayer’s annual reports, since at least 2001
Glucobay has been one of the company’s ten best-selling pharmaceutical products, accounting for about
Euro 300 million in annual sales or between 5 and 8 percent of sales by Bayer’s primary health care division.

In US Patent No. 3951745 of 1974, Bayer scientists wrote that they had isolated a number of strains of the
Actinoplanes sp. bacteria with a high efficiency of inhibiting the enzyme glucosidase. They further disclosed
that they obtained the strains from public and private micro-organism collections in several countries, including
twelve strains obtained in Kenya (Frein and Meyer 2008). In 1995, Bayer filed for a patent on a new way to
manufacture the product. The patent application (US 5753501), which was subsequently issued in Europe,
the USA and Australia, reveals that an Actinoplanes sp. bacteria strain called SE 50 had unique genes that en-
able the biosynthesis of acarbose in fermentors. This strain originates from Kenya’s Lake Ruiru. In 2001, in an
article in the Journal of Bacteriology, a group of Bayer scientists and German academics confirmed that SE 50
was being used to manufacture acarbose (McGown 2006). Since 1990, it may be estimated that Bayer has
generated sales of Glucobay, produced with soil bacteria originating from Kenya, worth at least Euro 4 billion.

Source: al-Janabi, S., and Drews, A. (2010) for TEEB

New consumer trends toward more environmentally sustainable activities have positively affected the tourism
sector. One survey indicates that ‘sustainable travellers’ are willing to spend an average of 10% more on travel
services and products provided by environmentally responsible tourism suppliers (CBI 2009a).

Many travel agents have realised that sustainable tourism provides an excellent market opportunity, in which eco-
nomic profit and respect for the environment go hand in hand. By 2009, in South Africa — where the first label for
FairTrade Tourism was developed — about 45 tourism products had been certified, including hotels, safari lodges,
guest houses, backpacker lodges, eco-adventure activities, and township tours. Both local and international tour
operators use the certification, according to the standards of FairTrade Tourism South Africa, including operators
from Germany, Switzerland and the UK (CBI 2004 and 2009c; FTTSA 2009).

The International Ecotourism Society (TIES) has developed a worldwide network in support of “responsible travel to
natural areas that conserves the environment and improves the well-being of local people” (www.ecotourism.org).
With members in over 90 countries including more than 50 local, national and regional ecotourism associations,
TIES engages in awareness raising and educational projects to build the market for ecotourism.

Further evidence of the growth of this sector is the announcement in late 2009 that the Partnership for Global Sustainable
Tourism Criteria (GSTC) and the Sustainable Tourism Stewardship Council (STSC) will merge to become the Tourism
Sustainability Council (TSC 2009). In 2010 this new global membership council will be launched to offer a common
understanding of sustainable tourism and the adoption of universal sustainable tourism principles and criteria.

There are many hundreds of examples of successful ecotourism companies, and there is a growing number of
organisations promoting these companies. For instance, the Athens-based EcoClub promotes “ecologically and socially
just tourism” (www.ecoclub.com), and Planeta.com offers a World Travel Directory “for those seeking meaningful
eco-friendly, people-friendly, and place-friendly travel” (www.planeta.com).

CHAPTER 5 - PAGE 14



Size and growth of carbon markets — The overall carbon market grew in 2008 to a total value transacted of
about US$126 billion (€86 billion), double its 2007 value. This includes both project-based transactions, such as
CDM projects and the voluntary market, and the allowances market, such as the EU Emissions Trading System.

Size and growth of businesses that have commercialised climate change opportunities — Global reve-
nues for companies involved in the wind, solar and biofuels markets reached $116 billion in 2008 — an almost ten-
fold rise over five years. Despite the set back in 2009, due to the global recession, the long-term prognosis is still
for a rapid rise, to over $300 billion annually by 2020. For the first time, one sector alone — wind — had revenues
exceeding $50 bilion. One estimate based on a broader definition of climate change-related sectors, including
energy efficiency, waste and water, suggests that global revenues already exceed $530 billion and could grow to
$2 trillion by 2020 — which would make the sector comparable in size to today’s global oil and gas industry.

Size and growth of investments in climate change opportunities — According to a recent UNEP
report, new global investments in sustainable energy technologies — including venture capital, project finance,
public markets, and research and development — reached $155.4 billion in 2008, an increase of 4.7 percent
from $148.4 billion in 2007, despite the economic downturn.

Sources: World Bank (2009); http.//ec.europa.eu/environment/climat/emission/index_en. htm;,
Clean Edge (2009), HSBC (2009); UNEP et al. (2009)

Even businesses lacking an apparent direct interaction with the natural world can find opportunities and incentives
in changing societal and consumer preferences to ‘go green’. Consumers increasingly value products and services
that have a positive and meaningful association with the environment. Corporate action on biodiversity and eco-
system services can therefore help businesses distinguish themselves from their competitors while also improving
relations with investors, employees and communities. This shift can enhance investments —whether from socially
conscious investors or the growing number that increasingly see adept environmental management as a proxy for
good overall management—help attract top young talent, who are increasingly aware of the natural world and
their impact on it, and build good will both locally and internationally.

In addition, there is a vast array of biodiversity and ecosystem services business opportunities already being cap-
tured in the marketplace. By incorporating biodiversity and ecosystem services into entrepreneurial thinking and
business planning, opportunities to scale up existing BES businesses as well as to develop new areas for pro-bio-
diversity businesses are sure to emerge in the short term.
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Ecosystem service markets may be defined as “the bringing together of a buyer and seller so that they can trade
ecosystem service credits” (Ecosystem Services Project 2008). Within this definition, ecosystem service credits
can be considered marketable units representing the protection and/or enhancement of ecosystem services.

The presence of market-traded credits is a distinguishing factor from other forms of payment schemes such as
private payments for ecosystem services (e.g. Australian water permitting schemes), public payment program-
mes (e.g. New York payments to land owners in Catskill/Delaware and Croton watersheds), and certification
schemes (e.g. Marine Stewardship Council), which could fall under the general heading of payments for eco-
system services (PES) (TEEB 2009).

The main reason for establishing ecosystem service markets is to ‘internalize’ the external ecological costs of
doing business (as opposed to using ecosystems ‘for free’, which as we have seen tends to lead to over-use).
Who ends up paying the cost of using ecosystem services will depend on market structure, the availability of
substitutes and other factors. In general, we can expect that part of the cost will be absorbed by business and
part may be passed on to the final consumer. Other reasons for business to engage in ecosystem service mar-
kets are outlined below (Table 5.2).

1. Market differentiation Businesses that take a lead in ecosystem service markets can differentiate them-
selves from competitors and may be more likely to stay ahead of regulatory, in-
vestor, or consumer expectations. Benefits include regulatory goodwill,
reputational benefits, and potential improvements in staff recruitment and retention
(Mulder et al. 2006), as well as helping to ensure the long-term sustainability of
business operations.

2. Revenue generation: Growth and diversification of ecosystem service markets is increasing the oppor-

selling credits tunity to invest in or develop projects that generate revenue through the sale of
BES credits. Indications suggest that this growth will continue, although ambigui-
ties around the pace and nature of regulatory reform are leading to uncertainty
about the pattern of growth.

3. Revenue generation:  The market for supporting and advisory services for ecosystem markets is likely

supporting services to grow in conjunction with market expansion and diversification. As competition
increases, markets will benefit from higher service standards, with early movers
defining these standards to a great extent. It is these early movers who are likely
to establish themselves in ecosystem service markets and may receive the bulk
of the financial rewards.

Markets for ecosystem services can be divided into regulatory or ‘compliance’ markets and voluntary markets.
This section examines ecosystem service markets enabled by government regulations, while voluntary markets
are considered in the following sub-section.
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Regulatory markets are driven by government or regulatory bodies that set a limit or ‘cap’ on the degree of eco-
system use or damage permitted in a certain area, or create tradable quotas for ‘sustainable’ activities (e.g.
wind power generation). Regulation then allows firms or individuals to trade ecosystem service credits in order
to meet their obligations or profit from surplus credits (Fischer 2003). This kind of market is possible because
the cost of reducing environmental damages or meeting the quota is not equal for all, for example because of
technological requirements or scale issues. Firms or individuals for whom the cost is relatively high will tend to
purchase credits from firms or individuals who can meet the quota at lower cost or have more credits than they
need. Examples are provided in Box 5.9.

Australia - BushBroker: The clearing of native vegetation in the State of Victoria is regulated under the Victo-
rian Planning and Environment Act of 1987. In 2006, the Victorian Government introduced the BushBroker
scheme, which requires that clearing of native vegetation be compensated by an appropriate offset. Permit
applicants can source these offsets through the BushBroker register. Offsets are gains in native vegetation
extent and/or condition that are permanently protected and linked to a particular clearing site. Applicants can
either generate offsets on their own property or purchase these offsets as native vegetation credits from third-
party providers. To date, over $4 million worth of trades have been facilitated by the programme.

The system also allows the ‘banking’ of credits for future use. For instance, a construction company could
donate land for the conservation reserve system and register the resulting credits for future offset use. The
major revenue generation opportunity for business is through the generation of native vegetation credits
through improved land management, re-vegetation of previously cleared areas, and protection of existing
stands of trees. This relatively low-cost process can generate significant additional income from land that
might otherwise have low commercial value. Average prices for credits under the BushBroker scheme have
ranged from AUD $42,000 to $157,000 per hectare.

U.S. - Biodiversity banking: The US Federal Endangered Species Act prohibits development that leads to
declines in populations of endangered species. Land owners obliged to mitigate their impacts on endangered
species habitat can buy credits from approved biodiversity banks. One example is the Mariner Vernal Pool
Conservation Bank, a 160-acre bank that has plans to generate USD$50 million in revenue and, by March
2007, had sold $4.4 million worth of credits. Another is the Sutter Basin Conservation Bank, a 424-acre bank
that has announced plans to generate $15 million in revenue by selling Giant Garter Snake habitat credits.
These credits, equivalent to one acre of snake habitat each, are required by developers to meet permit
obligations imposed by the U.S. Fish and Wildlife Service and the California Department of Fish and Game
for protecting Giant Garter Snake habitat.

U.S. — Wetland banking: The US Federal Clean Water Act obliges developers to compensate for the de-
struction of wetlands. Developers can provide their own compensation or purchase credits, in the form of
wetland acres, within the same watershed as their development to offset the ecological damage they cause.
Between 20 and 30 percent of the 450-plus approved wetland banks in the U.S. have been developed by
large corporations, predominantly energy or pipeline companies such as Chevron, Tenneco, and Florida
Power and Light. These companies have surplus land, are looking for ways to diversify their income streams,
and are attracted by relatively low costs®. The US market in wetland credits is currently worth about
USD$1.1 — 1.8 billion annually.

Sources: Victoria Department of Sustainability and Environment (2006), WRI (2008),
Bayon et al. (2006), Ecosystem Marketplace wetland mitigation database (2009)
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These markets occur where motivated counterparties voluntarily enter into a buying and selling agreement for
ecosystem service credits, without reference to regulatory requirements. Companies take this action voluntarily
in order to manage ecosystem-related risk, improve corporate social and environmental performance, and in
some cases, prepare for anticipated regulatory markets. This last factor means that the governance systems
and standards used in regulatory markets have a significant influence over those used in voluntary markets (and
vice versa). Examples of voluntary markets for ecosystem services are provided in Box 5.10.

Green development mechanism (gdm) is the working name of a proposed innovative financial mechanism under
the Convention on Biological Diversity (CBD) intended to engage business in its implementation (UNEP/CBD/WG-
RI/3/INF/13 2010). A gdm could mobilise private sector finance to mitigate biodiversity loss through a market mecha-
nism, much as the better-known CDM has done to mitigate climate change. By establishing a standard and accrediting
process to certify the supply of biodiversity-protected areas and by facilitating market exchanges, a gdm would enable
the sale of gdm-certified biodiversity conservation to wiling buyers, including businesses and consumers.

Current thinking is that a voluntary market could deliver significant biodiversity supply for which there would be
adequate voluntary demand from business, consumers and others. For example, if the top 500 companies globally
were to voluntarily commit just 1/100th of 1% of their annual revenues for gdm-certified biodiversity supply, this
would generate $2.5 billion of potential demand. At some point, policy makers may decide that businesses and
consumers should be obliged to pay for the biodiversity impacts of their production and consumption patterns
and therefore a regulatory framework could be established to ensure adequate and appropriate levels of biodiversity
demand. However, a pilot phase of a gdm could be voluntary and focus on developing the standards and
certification scheme for certified supply, and in so doing, provide insights on the level and nature of demand
(www.gdm.earthmind.net).

Mission Markets Inc. is an example of a new company anticipating the emergence and growing importance of
biodiversity and ecosystem services markets, as societal and market norms shift towards sustainability and social
responsibility. As such, it has created an electronic transactions and communications platform for voluntary envi-
ronmental and social capital markets. It allows the increasing number of investors focusing on Socially Responsible
Investing (SRI) and sustainability to access a network through which to find, compare and assess new investments,
organizations and assets. The platform not only consolidates social and environmental markets, but provides trans-
parency and liquidity, unifying selected metrics so that visitors can compare organization and assets in creative
ways, confirming the quality and credibility of transactions and the accountability of the organizations themselves
(www.missionmarkets.com).

Voluntary Agriculture, Forestry & Land Use (AFOLU) Carbon Market: \oluntary carbon offset transactions
reached USD$705 million in 2008, doubling in size from the previous year and with credit prices increasing by an
average of 20%. Of this traded volume, 11% was accounted for by AFOLU projects, with potential biodiversity and
poverty-reduction co-benefits, including: Afforestation/ Reforestation; Avoided Deforestation (REDD); Improved
Forest Management; and Agriculture Soil Management. Interest in land-use/project based carbon credits has been
driven by both actual and anticipated changes in the regulatory environment and the creation of market standards
such as the Voluntary Carbon Standard (VCS) and the Climate, Community and Biodiversity Standard (CCBS).
These provide assurance for both buyers and sellers, use credible carbon accounting methods, and have stream-
lined registration processes. The methodologies of the disparate standards do vary, however, taking different ap-
proaches to quantifying baselines, leakage, and additionality across AFOLU project types*. Current buyers include:
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e Companies that have voluntarily committed to being carbon neutral;

e Companies purchasing credits to meet corporate social and environmental responsibility objectives;
Corporate entities anticipating compliance with future regulation;

Traders and brokers wishing to take advantage of possible future price increases; and

Individuals offsetting their personal carbon footprints.

As quality projects are brought to market, technical expertise develops, and adequate financing is sourced,
indications are that the AFOLU market will continue to grow and should remain a significant opportunity for
business. With offset credits from forestry projects specifically allowed in the proposed U.S. climate legislation,
it is anticipated that demand for AFOLU projects will increase over the next two to five years.

Malaysia — Malua BioBank is a collaborative effort of the Eco Products Fund LP, a private equity firm jointly
managed by New Forests Inc and Equator Environmental LLC, and the state government of Sabah, which
has given conservation rights to the Malua BioBank for a period of 50 years. The aim is to raise US$10 million
for the rehabilitation of 34,000 hectares of formerly logged forest adjacent to the Danum Valley Conservation
Area. The Malua BioBank sells Biodiversity Conservation Certificates, which are each equivalent to 100 square
meters of protected and restored rainforest. Certificates are currently sold at $10 per unit (equivalent to $1,000
per hectare), and 21,500 credits have been purchased so far by Malaysian companies. The certificates are
registered in the Markit® environmental registry and can be traded or retired. Revenue generated from certificate
sales is used to fund the running costs of the project and is invested in a trust fund for the conservation ma-
nagement of the 50-year license. Any profit beyond this will be shared between the forest management license
holder (Yayasan Sabah, a foundation established by the Sabah government to improve local livelihoods) and
the Malua BioBank investors (www.maluabank.com/).

Note that purchases of Certificates from the Malua BioBank cannot be used by companies to offset their im-
pacts on rainforests in other locations. When purchasing certificates, the buyer contractually agrees that the
certificates do not represent offsets against clearing or degrading other forests. In this respect, the Malua Bio-
Bank provides an example of a non-offsetting market and highlights developers’ reputational risks and sense
of environmental responsibilities as the main drivers for business to engage with ecosystem service markets.

Sources: The Katoomba Group and New Carbon Finance (2008),
Hamilton et al. (2009), Cullen and Durschinger (2008), Gripne (2008)

Ecosystem service markets represent an opportunity for businesses to reduce adverse impacts on eco-
systems and biodiversity (and potentially to have a net positive impact), with the associated benefits of mee-
ting existing or anticipated regulatory requirements, managing environmental risks, and improving corporate
environmental and social performance. Greater rewards may be gained by those companies that exceed stan-
dard expectations and offer innovation in their approaches to ecosystem service markets.

Taking a lead in ecosystem service markets may help companies improve their relationships with environmental
regulators, by showing forward thinking (BSR 2006). Some of the more innovative projects in this area go bey-
ond providing ecosystem benefits and incorporate local communities in projects, helping to reduce poverty as
well. Regulators may take lessons from the experience of innovative projects, helping to close the gap between
regulator expectations and business practices. This can give businesses early indications of regulator action,
leading to competitive advantage.
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Ecosystem service markets present an opportunity to diversify and increase revenue for companies either
directly, through project development and the sale of credits in the market, or indirectly, by providing support
services to facilitate market development and implementation. Although market prospects are difficult to predict
and heavily dependent on future regulatory decisions, markets for ecosystem services are expected to grow
rapidly in the coming decades (Mulder et al. 2006). For example, Forest Trends and The Katoomba Group
predict that markets for water quality trading under regulatory schemes will exceed US$500 million by 2010.
Markets for biodiversity offsets are conservatively estimated to be worth $1.8-2.9 billion today (Madsen et al.
2010) and could grow to US$10 billion by 2020 (Carroll 2008).

At each stage in the operation of ecosystem service markets, there are cost-saving and revenue-generating

opportunities for business. Table 5.3 illustrates where these opportunities may lie and the sectors to which
they are most relevant.

CHAPTER 5 - PAGE 20



Activity
Finance

Project finance
and banking

Fund creation and
management

Brokerage
Governance

Monitoring

Registry services

Certification

Validation and
verification

Role

Providing investment capital for commercial
ecosystem service projects

Establishing and managing ecosystem service
funds and managing fund investment profiles

Linking sellers and buyers and facilitating
trade in ecosystem service credits

Collecting and analysing ecosystem service
data for accountability and to facilitate price
transparency

Collating and organising data on ecosystem
service assets and transactions

Third-party assurance of project perfor-
mance against certification standards

Verifying project/business plans and
performance against market standards

Project development

Project
developers

Project
technical support

Market
intelligence
services

Market strategy
support

Insurance services

Legal services

Planning, securing finance for, and
managing the development of ecosystem
service projects

Technical expertise and support for the
design of ecosystem service projects and
services

Provision of data on status and trends in
ecosystem service markets

Interpretation of market information and
advice on market strategy

Provision of financial compensation for insu-
rable loss and reduction of project risk

Advice on project legal issues, e.g. land
tenure, legal protection status, legal status
of traded rights
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Relevant business sectors

Investment and commercial banks,
venture capital, companies seeking to
offset adverse ecosystem impacts

Investment fund managers, fund
management consultancies

Brokers and consultancies

Environmental consultancies, NGOs,
research departments

Financial information service companies

Environmental consultancies, NGOs,
approved certification bodies

Assurance providers (accredited verifiers)

Land-owners, land-management companies,
construction and infrastructure developers,

forestry and agricultural companies, environ-

mental consultancies, private companies

Environmental consultancies, NGOs,
research departments

Specialised ecosystem market informa-
tion providers, news and intelligence
agencies, market exchanges, banks
Strategy consultancies, brokerages

Insurance companies

Legal firms

Source: PricewaterhouseCoopers for TEEB



One of the main commercial opportunities in ecosystem service markets is the design, establishment, and
management of ecosystem service projects or of investments in such projects. Some of the key steps in develo-
ping an ecosystem service project are outlined in Figure 5.1.

STEP 1 STEP 2 STEP 3

Survey potential ecosystem Market strength & Preliminary project design

service project opportunities governance

* |dentify company objectives * Assess current market strength, + Identify project specific goals
from project development scale, prices and future market
(mitigate own impacts and/or projections of chosen ecosystem + Consult relevant stakeholders
generate revenue services including government

* Identify ecosystem services and * Assess property rights and + Develop project concept note or
geographic locations most enforceability of contracts in PIN (Project Idea Note)
relevant to your company national legal system

« |dentify specific location « Determine integrity and capacity

of market supporting institutions
* Assess the national and site level
context (regulatory, social, * Assess market trading regulations
economic, legal status) of the in effect
proposed project area

STEP 4 STEP 5 L
Pre-project financing Project development Imp_lementmg achivitiesto
achieve ecosystem
service credits
* Develop business plan for * Clarify roles and expectations with * Implement project development
presentation to financiers including project partners and stakeholders activities as agreed
financing budget
* Gather all data required using pre- * Host regular stakeholder meetings to
* |dentify potential financiers for project financing including detailed reduce risk of miscommunication or
funding the pre-project process baseline assessment disengagement

* Engage with investors/financial * Write project plan with input from < Establish project monitoring plan
institutions to secure funding for relevant stakeholders (e.g. Project

pre-project processes (e.g. Design Document PDD)
feasibility studies, consultancy
support * Engage third party to provide third
party assurance services (e.g.
validation
STEP 7 STEP 8 STEP9
Verification and registration arketing and selling ecosystem ngoing project management
service credits monitoring
« Arrange third party assurance of ~ * Engage with brokerages & * Monitor carbon, community,
credits produced by project (e.g. aggregators for negotiation biodiversity and other ecosystem
Verification) and sale of ecosystem service service values
credits or
« Register with appropriate registry * Re-visit long term plans to ensure
entry * Market direct to buyers sacial, environmental and financial

sustainability of project
» Conduct on-going project

management and consider project
expansion if applicable

Source:. PricewaterhouseCoopers for TEEB, building on Carter Ingram et al. (2009)

Addressing each of these steps systematically and building flexibility into ecosystem service projects during the
early planning stages will help to ensure project profitability over the long term. It may be difficult to predict the
timescales for some of these steps, and this should be taken into consideration during the planning process.

Ecosystem service markets differ significantly in the levels of financial investment, government regulation, and the
maturity of supporting institutions. At one end of the spectrum, the U.S. wetland mitigation scheme (initiated in
1983) benefits from clear legal requirements and detailed guidance for wetland offsets in state and federal
government regulations, supported by well-defined liability and enforceable property rights. Market demand for
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wetland offsets comes from residential, commercial and industrial projects that impinge on wetlands. This in turn
has stimulated private investment in the supply of wetland offsets and related market services. At the other end
of the spectrum, the potential market for REDD credits is still awaiting development of standardised methodolo-
gies, market access agreements, support services, and well-defined and enforceable property rights in certain
areas of implementation, without which there is likely to be little interest from mainstream investors.

Within the current range of ecosystem service markets, there is already a significant number of commercial op-
portunities. As ecosystem service markets grow, the scale and range of business opportunities is expected to in-
crease substantially. Figure 5.2 identifies some of the key areas that can be expected to contribute to the
expansion and strengthening of ecosystem service markets, once established.

e Clearly defined BES credits e Secure use and/or property e (Clearly defined asset
and debits rights over ecosystem classes

e Insurability of BES assets assets and services Efficient project approval

e |nvestor awareness and Clear baselines in order to processes
support for commercial assess the ‘additionality’ of Modest transaction costs
ventures BES investments Widely accepted

e Competitive risk/reward Approved standards and monitoring, verification and
profile methods for assessing enforcement systems

e Combined ecosystem,
business development
and financial expertise

debits and credits

Fiscal incentives (e.g., tax
credits for conservation)
Legal authority to trade
ecosystem credits/debits
(including internationally)

Linked registries to record
transactions (especially for
intangibles, e.g., offsets)
Competitive intermediary
services (e.g., brokers,
validators)

e Adequate regulatory
capacity to enforce

Source: PricewaterhouseCoopers for TEEB

One of the key requirements for developing ecosystem markets is the presence of well-defined and enforceable
property rights®. For a project buyer, developer, or seller, there are a number of rights-related factors to consider,
including the following”:

e (Clear definition of the nature and extent of the property right;

e Ability to measure and verify the property right at reasonable cost;

¢ Ability to enforce ownership of the property right at reasonable cost;

e The value of the right and the willingness to purchase the right by other parties;

e Ability to transfer ownership of the property right at reasonable cost;

e Reliable information on the ecosystem services provided by the property; and

e |ow sovereign risk, meaning that future government decisions are unlikely to significantly reduce
the value of the property right.
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Deforestation is thought to account for roughly 17% of annual global greenhouse gas emissions (IPCC 2007).
Curbing deforestation appears to offer the largest, most cost-effective, and fastest means of mitigating emis-
sions from now until 2030 (Addams et al. 2009; IAP 2009; Copenhagen Accord). Actions to do this are known
as Reducing Emissions from Deforestation and Degradation (REDD), and REDD has risen quickly in priority
over recent years throughout the international climate change talks (Box 5.11).

REDD projects seek to create or strengthen incentives for the protection of existing forests through actions
that prevent deforestation and/or forest degradation. This may be achieved through a range of measures, with
funding from the carbon market or as direct payments from governments for forest protection and manage-
ment.

The proposed REDD mechanism has been expanded to REDD+, which includes not only emissions reductions
from curbing deforestation, but also the conservation of carbon stocks in standing forests, enhancement of
forest carbon stocks, afforestation, reforestation, and sustainable management of forests. All are potentially al-
lowable as REDD+ projects, depending on the final agreement, which may be approved at COP16 in Mexico
in December 2010 (Parker et al. 2009; Forum for the Future 2009).

e 2005 - Proposal by governments of Costa Rica, Papua New Guinea and others for the inclusion
of avoided deforestation in a post-Kyoto climate change agreement receives support from several
countries at COP11 in Montreal

e 2007 - UNFCCC Parties at COP13 include reference to REDD in the Bali Action Plan and
Bali Road Map for a post-Kyoto climate change framework

e 2009 - US$4.6 billion committed to REDD projects across six international funds

e 2009 - Recognition of the role and need for a REDD finance mechanism in the
COP15 Copenhagen Accord

e 2010 - REDD+ mechanism may be approved at COP 16 in Mexico

e 2011 - REDD+ mechanism may go live following ratification of the Kyoto Il Agreement

e 2013 - REDD+ credits may be accepted as allowable compliance units under Phase lll of the
European Emissions Trading System (EU ETS)

Primary forest is, in general terms, carbon dense and biologically diverse, with tropical, temperate, and boreal
forests containing about two-thirds of the world’s terrestrial species. It follows that for intact forest landscapes,
one of the most effective ways to conserve biodiversity is by avoiding deforestation. In the case of degraded
lands, restoration by the establishment of mixed native species along with avoidance of future deforestation
can yield multiple biodiversity benefits (UNEP 2008)8.

REDD+ is likely to be the first internationally coordinated, biodiversity-related market of significant size and is
likely to offer many valuable lessons, including how to develop economically efficient, environmentally effective
and politically acceptable markets, standards, and regulations. These lessons will be important for the estab-
lishment and growth of other ecosystem markets as well.

The Eliasch Review (2008) estimated that the funds required to halve emissions from the forest sector by 2030
could be about US$17 — 33 billion per year, based on various estimates from the literature and from work
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commissioned by the Review. However, the Eliasch Review also highlighted that the global economic costs of
climate change caused by deforestation could reach US$1 trillion a year by 2100. In other words, the cost of
action is considerably lower than the cost of inaction.

Additionally, the Eliasch Review indicated that REDD+ (along with other forestry mechanisms) should be inclu-
ded in the activities undertaken to reduce greenhouse gas emissions, as this would significantly lower the
overall cost of meeting the emission reduction targets currently under negotiation at the UNFCCC (Figure 5.3).

Reducing deforestation will require substantial financing. Notwithstanding early funding commitments, it is difficult
to imagine the private sector funding major REDD+ projects without greater clarity on the long term policy frame-
work and regulatory regimes, and without strengthening institutional arrangements in many of the countries where
such projects are planned or required. Furthermore, issues such as ‘leakage’ mean that REDD+ is unlikely to be
widely accepted, unless a coordinated, international effort is established.

Despite the slow pace of international climate change negotiations, many Parties to the UNFCCC are keen to de-
monstrate that REDD+ projects can be successfully designed and implemented. Several pilot projects have been
financed either through voluntary bilateral or multi-lateral funding, or through the sale of carbon emission reduction
credits in the voluntary carbon market. Analysis for TEEB by PricewaterhouseCoopers shows that, as of mid-2010,
22 operational REDD projects were publically reported, despite the lack of an international agreement on REDD.
These early projects are expected to deliver around 37.5 Mt of CO»e in emission reductions over their lifetimes
(typically 20 to 30 years), generating useful lessons which are likely to influence the future development of a potential
6 GtCOoe market (Forum for the Future 2009).

National governments also continue to move ahead with the design and establishment of carbon markets. Exam-
ples of evolving policy frameworks include Australia, Japan, and the USA. These, like the EU Emissions Trading
Scheme (EU ETS), are part of the policy response that pass sovereign-level obligations to the private and public
sectors. They are also likely to allow carbon credits generated from sub-national REDD projects for compliance
purposes: REDD+ within a carbon market is therefore expected to offer a significant opportunity to the private
sector.
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Finance

Equity investment
and project finance —
Providing upfront
financing for estab-
lishment of REDD
projects, underpin-
ned by carbon
revenue streams and
grants as well as
forest product
revenues.

Fund creation and
management —
Creating REDD
funds and attracting
investment into the
fund on a for-profit
or not-for-profit
basis. Managing the
applications, invest-
ments, and monito-
ring of recipient
REDD projects.

Governance Project
development
e Registry services— e Project development

Systems to trade
and trace carbon
credits generated
by projects.

Capacity building
for REDD market °
participants —
Provision of training
and management
support for govern-
ment, civil society
organisations and
the private sector
actors involved in
the REDD market.

Validation and
verification services -
Validation and
verification of a
project’s carbon,
biodiversity, ecosys-
tem service,
community and if
relevant, REDD+
performance

according to

selected standards. e

— Planning, securing
finance for and
managing the
development of
REDD projects.

Project technical
support — Technical
expertise and
support for the
design of REDD
activities. Creation
of technological
products to support
project design and
monitoring e.g.

GIS hardware.

Monitoring —
Collecting and
assessing carbon,
biodiversity,
ecosystem service,
community and other
relevant performance
data for accountabi-
lity purposes.

Legal services -
Advice on contracts
(e.g. land ownership).

Insurance services —
Providing insurance
products against
risks to reduce risks
for REDD activities.

Financial advice —
Providing advice on
project structuring,
tax structuring,
finance raising and
carbon transactions.

REDD+ related
opportunities

¢ Improving efficiency
of forestry operati-
ons and energy
usage — Investment
in and development
to reduce carbon
emissions from
forestry operations.

e Certified sustainable
forest products —
Production and sale
of certified sustaina-
ble forest products.

e Improved agriculture
and livestock tech-
nologies — Develo-
ping or investing in
products and ser-
vices to support
efficiency improve-
ments in the live-
stock and agricul-
ture sectors.

Fuel efficiency &
clean energy —
Developing or
investing in pro-
ducts and services
to support improve-
ments in fuel and
energy efficiency for
forestry operations.

Education & training
— Developing
education & training
programmes, tools,
facilities and
support services.

Ecotourism —
Development of
low impact tourism
projects in or
around REDD
project area.

Market activity

Secondary trading
of REDD credits —
Purchase and sale
of REDD credits on
the carbon market
for profit. Providing
liquidity to a market.

Brokerage - Linking
sellers and buyers
and facilitating
REDD credit
transactions.

Project aggregation
— Generating portfo-
lios of multiple REDD
projects through
purchasing in the
primary market.

Market intelligence
services — Provision
of data on of REDD
market.

Market technical
support — Interpreta-
tion of market infor-
mation and giving
advice on marke-
ting/sales strategy.

Source: PricewaterhouseCoopers for TEEB (4th column adapted from Forum for the Future, 2009)
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The current immaturity and potential future scale of the REDD+ market presents major opportunities for a variety
of businesses, particularly if and when sub-national REDD+ projects are allowed to sell credits in regulated carbon
markets (as opposed to REDD+ activities that are directly funded by governments and linked to performance at
national level). As in other markets, it seems likely that early movers willing to take the risks will reap the greatest
rewards. Table 5.4 illustrates the areas in which a range of business opportunities may arise within the different
components of a REDD+ market.

While REDD+ could deliver significant climate and biodiversity benefits, it is clear that some industrial sectors may
be negatively affected if deforestation is significantly reduced. This will be particularly acute for those businesses
that rely on access to rural land, such as agriculture or Forest, Paper & Packaging (FPP). These industries could
see increased competition for natural forest and other lands from carbon developers seeking to establish REDD+
projects. This could result in higher land prices, limit the land area available for timber harvesting and increase ope-
rational costs. Such impacts may be offset to some extent by companies through active participation in the REDD+
market. For example, FPP companies may afforest or reforest land and implement sustainable forest management
systems for the purposes of forest carbon stock enhancement and generate revenue through the sale of carbon
offset credits, alongside pulp and paper products®.

Regulatory uncertainties aside, the potential benefits of REDD+ in both the short and long-term have led some
businesses to take the plunge. Box 5.12 describes how a large international hotel chain is seeking to offset its
greenhouse gas emissions by funding a REDD scheme in the Brazilian Amazon.

In Brazil, the Marriott international hotel group has dedicated US$2 million towards a fund administered by
the Amazonas Sustainable Foundation which protects 590,000 hectares of threatened rainforest in the Juma
Sustainable Development Reserve. The hotel group is investing in this project to offset its own estimated
carbon footprint of 3 million metric tons of CO, per year.

The Juma project provides incentives for local communities to protect the forest by distributing payments
through the ‘Bolsa Floresta’ programmes, including ‘Bolsa Floresta Family’, ‘Bolsa Floresta Social’, ‘Bolsa
Floresta Association’ and ‘Bolsa Floresta Sustainable Income Generation’. For example, the Bolsa Floresta
Family programme provides a value card for each local family which can be credited with up to 50 Reais
(around US$25) each month, depending on forest protection performance. Investments in the project are
also used to fund research and conservation work in the reserve as well as supporting various local econo-
mic initiatives. According to the project’s own calculations, it will avoid deforestation of 330,000 ha of natural
rainforest by 2050, generating a carbon credit of approximately 189 million tons. The reputational boost
from the group’s investment in the Juma project is significant; for example, the initiative has helped Marriott
win numerous sustainability awards including the World Travel and Tourism Council’s 2009 ‘Tourism for
Tomorrow Award for Sustainability’. It is hoped that the initiative may increase the group’s position in the
sustainable tourism market.

Sources: http.//www.forestcarbonportal.com;, http://www.marriott.co.uk, Forum For The Future (2009), and PricewaterhouseCoopers for TEEB
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Biodiversity business opportunities are supported by an increasingly robust collection of market-based tools
which enable companies to adopt biodiversity-responsible practices and indeed to develop and market bio-
diversity-based goods and services. Such market-based tools compliment the policy instruments for biodi-
versity which are extensively reviewed in the TEEB report for policy makers (TEEB 2009). This section highlights
a selection of market-based tools for biodiversity business, including those related to responsible investment,
responsible production, and responsible reporting.

For the investment community, one key mechanism for integrating biodiversity into decision-making is Per-
formance Standard 6 on Biodiversity Conservation and Sustainable Natural Resource Management, developed
by the International Finance Corporation (IFC). This standard, together with all of the IFC’s environmental and
social standards, not only guides the investments of the IFC — the private sector arm of the World Bank — but
it also influences the investment practices of more than 60 multi-national banks that have adopted the Equator
Principles (TEEB 2009). These Principles call for adherence to IFC Performance Standards with respect to
project financing in excess of $10 million in emerging markets. The IFC’s Performance Standards are currently
under revision and the next iteration of Performance Standard 6, in particular, will provide an even more robust
approach to addressing biodiversity issues in investment decisions™®.

Growing consumer environmental concerns have stimulated markets for products and production practices
that conserve biodiversity, as noted in Chapter 1. These markets are supported by a range of certification
schemes that verify the environmental claims of companies with respect to their products and practices. Alt-
hough few of the existing social and environmental certification schemes focus on biodiversity, most address
some aspects of the biodiversity challenge.

For example, in the coffee sector, one can find schemes that emphasize landscape or ecosystem protection,
such as Rainforest Alliance certification, others that promote environment-friendly farming practices (e.g., or-
ganic agriculture), and still others that emphasize social equity in the use of biological resources (e.g., FairTrade
certification). Taken as a whole, these certification schemes contribute to biodiversity-responsible business
practices. A few of them, however, are particularly noteworthy in terms of their contributions to biodiversity
conservation at the landscape and ecosystem level; these are highlighted below:

Rainforest Alliance certification is a comprehensive process that promotes and guarantees improvements
in agriculture and forestry. Their independent seal of approval, one of the most widely-recognized and ubiqui-
tous in the growing ‘sustainable marketplace’, ensures that the goods and services it approves were produced
“in compliance with strict guidelines for protecting the environment, wildlife, workers and local communities”
(www.rainforest-alliance.org)'".

The Marine Aquarium Council (MAC) brings together fisheries and organizations that collect, produce and
handle marine aguarium organisms around the world, committing its members to work towards compliance
with a shared set of standards. The MAC vision is to certify the entire supply chain, starting with sustainable
and responsible management of the marine site, from which fish and marine organisms are harvested.
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Its core Ecosystem Fishery Management Standard includes the commitment: “To verify that the collection
area is managed according to principles of ecosystem management in order to ensure ecosystem integrity
and the sustainable use of the marine aquarium fishery” .

In addition, there are attempts to assess or certify the biodiversity performance of individual companies.
One of the more promising initiatives, coming out of Brazil and gaining international prominence, is the
LIFE Institute. They have created and are responsible for managing LIFE Certification, which qualifies and re-
cognizes public and private organizations that promote biodiversity conservation and sustainable development
initiatives, thus ensuring the protection of ecosystem integrity .

Each of these certification schemes provides structures, standards and certification processes that can help companies
verify their biodiversity responsibility to the market. Such certifications can help companies penetrate new, more
discerning markets and also make them more attractive to the growing number of responsible consumers and investors.

As companies begin to address biodiversity more strategically in their planning and decision-making, new tools
for assessing and reporting on biodiversity are needed, as discussed in Chapter 3. Below we highlight three
examples that show how such tools can help companies realize new biodiversity business opportunities:

The Corporate Ecosystem Services Review (ESR) includes a wealth of supporting tools and training
materials to assist companies in coming to grips with the biodiversity aspects of their operations. For example,
Mondi "used the ESR to develop several new strategies for dealing with the ecosystem service challenges to
their FSC certified South African plantations” while Syngenta used the ESR to “identify a number of possible
opportunities to help farmers either reduce their impacts on ecosystems or adapt to ecosystem change”.

The Global Reporting Initiative (GRI) Biodiversity Reporting Resource was released in 2007 to assist
companies in reporting their biodiversity performance. As the tool explains: “Reporting offers organizations an

ISEAL is the global association for social and environmental standards and has become an umbrella organi-
zation for a growing number of sustainability standards and certification schemes. ISEAL members include
Fairtrade Labelling Organizations International (FLO), Forest Stewardship Council (FSC), International Federation
of Organic Agriculture Movements (IFOAM), International Organic Accreditation Service (IOAS), Marine Aqua-
rium Council (MAC), Marine Stewardship Council (MSC), Rainforest Alliance, and Social Accountability Inter-
national (SAl). One of the key roles of ISEAL is to harmonize the ways that different sustainability standards
are administered, verified and assessed.

To this end, in 2010 ISEAL is launching a new “Verification Code of Good Practice for Assessing the Impacts
of Standards Systems”. This aims to define good operating practices in terms of accreditation, certification
and auditing of entities to social and environmental standards, and also to create a requirement for all credible
standards systems to measure and demonstrate their contributions to social and environmental impacts using
consistent methodologies. A focus of the Code will be to achieve a balance between ensuring that certification
is rigorous, in terms of meeting the needs of consumers, but also accessible, by ensuring that smaller enter-
prises can afford to enter certification programmes and see them as market enablers rather than barriers.

Source: http.//www.isealalliance.org/
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opportunity to explain their relationship with biodiversity. In what way does the organization respond to negative
impacts on biodiversity deriving from its activities? What are positive impacts?”

The Natural Value Initiative (NVI) is a recent development that helps the finance sector evaluate and assess
how companies — particularly in the food, beverage and tobacco (FBT) sectors — are managing their biodiversity
opportunities and risks (www.naturalvalueinitiative.org). It includes the Ecosystem Services Benchmark (ESB),
which is somewhat akin to the ESR noted above. The ESB has been tested on over 30 FBT companies that are
particularly dependent on biodiversity and can therefore have significant impacts on mitigating biodiversity loss.

As discussed in the TEEB report for national and international policy makers, incentive measures for biodiversity and
ecosystem services can be greatly strengthened through appropriate government policies and regulatory frameworks.
However, in addition to these policy tools, there are several types of voluntary incentives which can encourage and
enable biodiversity business. These include the following:

e Awareness raising initiatives, which can change perceptions of investors, managers, employees or consumers
about biodiversity

e Voluntary biodiversity offsets, which are conservation measures that can compensate for the residual,
unavoidable harm to biodiversity caused by development projects

e Biotrade arrangements, which have promoted the collection, production, transformation, and commercialisation
of goods and services derived from native biodiversity under criteria of environmental, social and economic
sustainability

e Bioprospecting arrangements and Access and Benefit Sharing agreements, which have funded biological
research and discovery partnerships between pharmaceutical companies and countries with high levels of

biodiversity

e Stewardship payments, which pay landscape managers to deliver biodiversity conservation and provide
environmental services that benefit the public

e Conservation auctions, which can be used to deliver stewardship payments

e Conservation covenants as part of voluntary land transactions, to embed biodiversity conservation in the
title deed

e Payments for watershed protection, which range from payments by private water users to environmental
agencies and NGOs, to direct payments by central governments to private landowners, and can be a cost-effective

means of providing reliable supplies of fresh water

e Public-private partnerships, which explore business opportunities for safeguarding biodiversity, and can
link commercial debt finance with public subsidies to produce social, commercial and biodiversity benefits

In this respect, biodiversity leaders within the private sector as well as the non-profit sector are developing new means
to stimulate business engagement in the conservation and sustainable use of biodiversity and ecosystem services.
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At present, institutional investors generally have little understanding of, and see little value in, biodiversity and eco-
system services. This could change, however, into a situation in which biodiversity and ecosystem services are valued
by markets, causing capital inflows to companies that will benefit from new opportunities as well as capital outflows
from companies that are seen to use biodiversity and ecosystem services unsustainably.

F&C, an asset manager, identified the following policy characteristics as relevant to the development of biodiversity
and ecosystem services trading and markets (F&C 2010):

e |n order to reduce investment risk, investors need a level of certainty about the fundamental nature of a new
market — this is likely to require government intervention and regulation.

e |nvestors are wary of subsidies that may be subject to swift changes due to political pressure — such as the
EU subsidies for biofuels.

e |andowners and those who grant permits for development could create rapid changes in the effectiveness
of biodiversity management by linking development permit awards to good environmental management.

e All ecosystems services cannot be traded with ease and so it will be necessary to focus on a restricted number
that can familiarise investors and markets with the concepts and allow an understanding of the risks and
opportunities. The importance of building knowledge and trust amongst investors cannot be overstated;
excessively complex or rushed schemes are likely to fail.

e (Changes should not unfairly disadvantage companies based in particular countries — for example, increasing
the costs of access to land for a mining company should apply equally to all such companies, whatever their
domicile.

e Data provision is crucial to good investment decisions, and also to good public policy decisions.

e (Cost-effective metrics and valuation methodologies are needed for example to value the ecosystem services
delivered by forests in monetary terms, or to assess ecosystem service debits and credits in bio-physical terms.

If public policies intended to encourage biodiversity business are to attract significant support from institutional
investors, concerns such as these will need to be addressed comprehensively.

The TEEB report for policy makers includes a detailed review of various policies that could be implemented at the
national and international levels to reduce the loss of biodiversity. Some of these would clearly create an enabling fra-
mework to scale up new biodiversity and ecosystem services business opportunities, notably those recommended
in Chapter 5 of the report, entitled ‘Rewarding benefits through payments and markets’ (TEEB 2009). These include
the following:

e “Promote PES demonstration activities and capacity building to develop the knowledge base, reduce

transaction costs and scale up successful initiatives. Further efforts are needed to confirm where, in what
form and under what conditions PES work best for biodiversity, and to improve their targeting, monitoring and
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governance... Spatial analyses — including data on economic costs and benefits — can help to map areas that are
most important for providing ecosystem services, as well as the distribution of providers and beneficiaries, in order
to identify synergies and priorities for both policymakers and private investors.”

e “Support an international agreement on a REDD+ mechanism as part of the global climate regime,
while ensuring that other ecosystem services besides climate mitigation are taken into account.
Depending on how REDD+ is designed and implemented, it could not only provide incentives for reducing
emissions from deforestation and degradation but also secure biodiversity and other benefits at international,
national and local levels.”

e “Contribute to emerging international initiatives to support direct investment in biodiversity public
goods and natural capital across a wider array of ecosystems, such as the proposed Green Development
Mechanism (GDM).”

e “Successfully conclude negotiations under the CBD on the international regime for more efficient and
equitable sharing of the benefits arising out of the utilisation of genetic resources. A premium is needed
for traditional local knowledge that leads to successful commercialisation based on genetic resources, together
with better screening and contractual and dispute resolution procedures to minimise transaction costs.”

e “Make more systematic use of opportunities to provide tax exemptions for activities that integrate
ecological concerns and promote conservation. Tax breaks can provide powerful incentives for private
actors to donate land or to engage in long-term stewardship agreements.”

e “Help producers prepare for new market opportunities as consumers and public procurement policies
stimulate demand for biodiversity and ecosystem services-friendly products and services. Policymakers
can support the development of robust process and performance standards and verification systems that explicitly
include biodiversity and ecosystem services biodiversity and ecosystem services conservation... Public business
advisory and support programmes should be geared to help companies meet the needs of new markets for green
products and services.”

e “Cooperative measures should be put in place to support developing countries’ production and export
sectors, to enable them to participate effectively in the development and implementation of new
market standards. Targeted support of this kind can be an important part of international development aid,
offering synergies between biodiversity and ecosystem services, development and poverty reduction.”

Such policy developments would reinforce the voluntary tools and incentives outlined above. In order to ensure sy-

nergies between private initiatives and public policies, however, it is essential to engage business in the development
of biodiversity policies at both the national and international levels.
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New approaches to integrating biodiversity into existing ‘mainstream’ businesses, the emergence of new biodi-
versity businesses, the development of new and innovative markets for biodiversity and ecosystem services —
this chapter has sought to show that biodiversity and ecosystem services are much more than a business risk
but can and are increasingly the basis for profitable business opportunities.

A business approach to biodiversity and ecosystem services can deliver net positive biodiversity impacts, as well as
net positive financial returns. As suggested by the following table, adapted from the Ecosystem Marketplace, biodiversity
and ecosystem services are likely to provide lucrative business opportunities in the years ahead.

Biodiversity and ecosystem Market size (US$ per annum)

service market opportunities 2008 (actual) 2020 (est.) 2050 (est.)
Certified agricultural products $40billion $210 billion $900 billion
(e.g., organic, fair-trade) (2.5% of global
food and beverage market)
Certified forest products $5 billion $15 billion $50 billion
of FSC-certified products
Forest-based carbon offsets Various pilots $5 billion $5 billion
in regulated markets (e.g. New South Wales GHG Abatement
(e.g. CDM, REDD+) Scheme): $0.5 million
Forest-based carbon offsets $21 million in 2006 $5 billion $5 billion
in voluntary markets
(e.g. VCS)
Payments for ecosystem services $3 billion $7 billion $15 billion

mediated by government

Government payments $5.2 billion $6 billion $20 billion
for water-related
ecosystem services

Voluntary payments for Various pilots such as in Costa Rica, $2 billion $10 billion
watershed management Ecuador, etc: $5 million
Biodiversity offsets in regulated $3.4 billion $10 billion $20 billion

markets (e.g. US wetland banking)

Voluntary $17 million $100 million $400 million
biodiversity offsets
Bio-prospecting agreements $30 million $100 million $500 million
Land trusts, easements and other $8 billion $20 billion Difficult to predict
fiscal incentives for conservation in U.S. alone

(e.g. TNC programmes in
North America and Australia)

Adapted from: http.//moderncms.ecosystemmarketplace.com/repository/moderncms_documents/PES_MATRIX_06-16-08_oritented. 1.pdf
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From a business perspective, the reasons and opportunities to invest in biodiversity and ecosystems are in-
creasingly compelling. These opportunities are most evident in cases where business profitability depends di-
rectly on the quality and quantity of ecosystem services — in ecotourism ventures, for instance — but also for
businesses that rely on natural resources like wood, water, fibre, fish and wild genetic material. Biodiversity
business opportunities can be found in a surprisingly wide range of sectors, including mining, energy, agricul-
ture, fisheries, construction, forestry, tourism, pharmaceuticals, cosmetics, banking and even fashion.

So what is to be done? Why do we not see more significant investment by the private sector in biodiversity
conservation? Why do we not see a surge in the growth of new biodiversity businesses across a range of
sectors from agriculture to banking to tourism? If ecosystem services are as important to life on this planet as
scientists tell us they are, why do we not see a rapid expansion in both domestic and international markets for
ecosystem services?

Perhaps we need more market-based tools, but more importantly, perhaps we need more faith in the potential
of business to conserve biodiversity and restore ecosystems. In practice, this means assigning greater respon-
sibility but also increased access and influence for business in how biodiversity assets are managed. In almost
every country in the world today, major biodiversity assets are either directly owned or controlled by govern-
ments — including mountains, forests, grasslands, wetlands, lakes and rivers, coastal areas, and, exclusive
economic zones in the seas. In short, if we really want to harness to power of business to help stop the loss
of biodiversity and to restore degraded landscapes and ecosystems, we will need to rethink the way that society
manages natural capital and biodiversity assets.

Importantly, increased private sector access to biodiversity assets will only deliver sustainable results if it is
bundled with an appropriate set of rights and responsibilities. Where access to natural assets remains wide
open — notably in the high seas and their fisheries — it is clear from experience that business on its own is not
able to deliver biodiversity conservation and sustainable resource management. Of course, government sub-
sidies to the fishing industry, as highlighted in the TEEB report for policy makers, do not help this situation.

If we are serious about upscaling biodiversity opportunities for business, what needs to be done is to empower
businesses to responsibly manage key biodiversity assets so that they are conserved, used sustainably and
equitably, and when necessary, restored. This requires a serious commitment to rethinking the way we manage
nature in order to make capitalism work for conservation.
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' IFOAM (The International Federation of Organic Agricultural
Movements) explains: “Organic agriculture is a production system
that sustains the health of soils, ecosystems and people. It relies
on ecological processes, biodiversity and cycles adapted to local
conditions, rather than the use of inputs with adverse effects.
Organic agriculture combines tradition, innovation and science to
benefit the shared environment and promote fair relationships and
a good quality of life for all involved.” See: http://www.ifoam.org/
press/press/2008/20080522_Press_Release_Organic_
Agriculture_for_Biodiversity.php

2 Arecent survey by UEBT (Union for Ethical BioTrade) indicated
a significant level of consumer interest in biodiversity and
ecosystem services responsibility in this sector. See:
http://uebt.ch/conferences/dlI/UEBT_BIODIVERSITY_
BAROMETER_web280410.pdf

¢ One company claims that the development of land in Louisiana
into a wetland bank means that it will be able to sell acre/credits
for $20,000 - $25,000 each. On this basis, the company may
generate $150 million from its 7100 acre wetland bank selling
credits to developers (WRI, 2008).

4 Leakage occurs when reducing deforestation in one area simply
results in higher deforestation elsewhere. Projects provide
‘additionality’ only where they have additional forest protection,
afforestation or reforestation benefits above and beyond what
would happen in their absence (the baseline scenario).

5 Markit is an environmental commmodities markets infrastructure
provider.

5 Property rights can be defined as a ‘claim to a benefit (or
income) stream that the State will agree to protect through the
assignment of duty to others who may covet, or somehow interfere
with, the benefit stream’ (Bromley 1991). For business, the
protection of this claim to environmental service benefit (or income)
streams is fundamental to engaging in ecosystem service markets
(Adger and Luttrell, 2000; Bayon 2004).

7 It is important to understand that these factors will differ
according to the ecosystem service and the country in which the
investment is being made and should be considered as part of a
standard risk assessment process.

8 If REDD activities are concentrated in areas of both high carbon
stocks and high biodiversity values then it will simultaneously help
to meet the carbon reduction objectives of the UNFCCC and also
the biodiversity conservation objectives of the Convention on
Biological Diversity (UNEP, 2008).

® Fiscal incentives to restore this land by shifting perverse
incentives supporting biodiversity destruction are needed. In some
countries, this could offer a major opportunity for business and
REDD financing. Safeguards are needed for poor communities
who own or use these lands.
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0 The 14 April 2010 draft states the following: “Performance
Standard 6 recognizes that protecting and conserving biodiversity,
the maintenance of ecosystem services, and the sustainable
management of natural resources are fundamental to sustainable
development...This Performance Standard reflects the objectives
of the Convention on Biological Diversity to conserve biological
diversity and promote the use of renewable natural resources in a
sustainable manner. This Performance Standard addresses how
clients can avoid, reduce, restore, and offset impacts on biodiver-
sity arising from their operations as well as sustainably manage
renewable natural resources and ecosystem services.” See:
http://www.ifc.org/ifcext/policyreview.nsf/Content/Performance-
Standard®6.

" For example, the two critical criteria with respect to ecosystems
conservation in their standard for sustainable agriculture are as fol-
lows (See http://www.rainforest-alliance.org/agriculture/docu-
ments/sust_ag_standard.pdf):

‘2.1 Critical Criterion. All existing natural ecosystems, both
aquatic and terrestrial, must be identified, protected and
restored through a conservation program. The program must
include the restoration of natural ecosystems or the reforestation
of areas within the farm that are unsuitable for agriculture.’

‘2.2 Critical Criterion. The farm must maintain the integrity of

aquatic or terrestrial ecosystems inside and outside of the farm,
and must not permit their destruction or alteration’
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