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KPMG, and with financial suppdrom the Prosperity Fund of the British High Commission in South
Africa,focusingon barrers to lowcarbon finance.The earliemproject identified a number of barriers

in a range of categoriesThe surprising factor watiowever, a number of structurabarriers within
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this Green Fund supported project. The original reports are availablevat.nbi.org.zaor
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2 Introduction

The National Business Initiagivran an action learning project over the period Junel£2@o
December 2015 It has been a very rich experience with siigaint learning published in a
backgroundeport (see reference lis@nd summarised here in thigesearch reportand in a shorter
policy brief Thissummaryreport shouldtherefore be real in conjunction with the full background
report (including appendices)available on request rom Steve Nicholls at the NBI
(SeveN@nbi.org.za

The wnderlying hypothesidor the projectwas that placing stakeholders relevant to a particular
intervention area or approach (technology, policy, business model) into a structtaeititated
conversationwould enable policy makers and project developersqgtdckly understand the key
variables involved and make more targeted, relevant and effective recommendations.

The NBI project demonstrated that there are enormous synergies and insights to be gained from
collaborative planning This project was particulg focussed on planning around greecoaomy
interventions and demonstrated the power of collaboration as well as allowing the project team to
distil a number of important lessons on how to run collaborative planning processes. The project
outputs are tlerefore grouped into two categories; specific policy recommendations and
recommendations for policy makers on how to run collaborative processes.

Collaborative planning is more effective
whenthe conversation is focussed on
specific solutions andbstacks and in
the action learning process the NBI
learnt several key thingsVe are not
good at talking to each other, and even
within focused communities, we don't
talk often enough. As a consequence
we don't have a full view of the probleand tend to sole for nodes within a broader networkr his

is not the most efficient process and collaborative conversations have significant benefit in this
regard. © get maximum valugonversations need to be well structured and expertly facilitated.
Finance is htsrically a missing element of existing conversations. It was clear that many of the
participants to our project were engaging with financial concepts and stakeholders for the first time.
Incorporating the finance sector into these structured mattkeholder conversations was a unique
and beneficial feature of this projecConversations are more effective when the content is very
focused on specific interventions

within the broader economgndthese
conversationsieed to acknowledge

that specific inteventions exist in a
broader economic context and may

have positive and negative feedbacks,
which need to be understood by all
stakeholders

Policy Lesson:XConversations on policy, financ
and project imovation are more effective whe
considering a specific intervention rather the
broader macreeconomic policy.

Policy Lesson: 2he manner in which stakeholde
to a specific intervention engage with each othel
not always effective and specific, sttuieed, well
facilitated processes are needed.
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The NBI developed a formal, replicable process to help bring stakeholders together around specific
focussed areasThis process addresses the key learnings presented above and provides frameworks
that enable better collaboration. These frameworks inclugeofconversation toolg€ondensed

into atrainingsessioron financial literacy as it relates to project désement, andan economic

principles frameworldesignedo provide intervention context and structure a conversation about
feedback loops and consequences in a manner that minimises the impact of personal opinion and
ideology

Using the developed tools th¥BI ran two sets of workshops. The first set was designed to transfer
learning and to extract from experts their views on key investment/intervention areas. These areas
focussed discussions in line with our learning and assumptions on more effectalgocation.The

NBI ran a deliberately multitakeholder process to identify high impact intervention areas that

could help transform our economy toward a green economy, in the context of dtieMal
DevelopmentPlan. The attractiveness of specific prigiinterventions is therefore not necessarily
driven by research on viability and appropriateness but is rather a recognition by experts in the field
of development of what they think are critically important areas for future investment. This has the
advantage that intervention areas that are highly controversial or political do not feature in the final
prioritised list. These interventions therefore have a higher chance of success.

The second set of workshops intended to test the hypothesis that a dgreglected group of

experts could quickly arrive at a set of policy and finance innovation recommendations that could
drive investment into a particular intervention. All stakeholders to these solution workshops
acknowledged the impact of a rapid sobridevelopment process of this form. However while
stakeholders expressed their appreciation for how much work can be covered in a very short time it
is clear that one workshop is insufficient. The potential to trigger progress from a series of these
workshops is enormous.

Business Action for Sustainable Growth 2



Key Project Achievements

The project developed several conversation frameworks designed to facilitate convers;
on the role of finance in development.

The project developed a principles framework as a twwl understanding positive anc
negative tradeoffs of a particular intervention within an economy.

The financial conversation and principfeameworks were robustly tested with stakeholde
locally and internationally and received high praise.

In additon to the positive influence and skills transfer to people in the project team, over
selected decision makers in influential organisations from around the country \
introduced to the financial conversation frameworks and the principles framewonkhit
amounted to a robust natiomvide training programme. The frameworks were al
presented at several seminars and conferences around the country.

Created connections within and between intervention communities that strengtl
connections towards bettesolution development.

The project provided a literature review on international best practice in developn|
finance in support of understanding the role of finance in development and in suppo,
making specific recommendations around investment areas.

The project provided a robust analysis of the synergies and conflicts within the high
green economy and economic policy frameworks.

Through a robust mulstakeholder process the project identified a list of intervention arg
where a stakeholder emsensus exists for focussing investment as a means of transfor,
our economy towards a greener economy.

The project demonstrated the potential for a rapid solution process built on str
facilitation, structuring frameworks and expert participation ittentify financial and policy,
innovations that would accelerate investmentspecific areas withithe green economy.
The project outputs have played a significant role in influencing the strategy of the Nai
Business Initiative, a strategy that haselm warmly received by our stakeholders.

The project team attempted to integrate other Green Fund supported reseanajects into
their solutions workshops, helping those projects further integrate finance into their proj
and further develop their sations.

The project outputs haveden picked up and used Iogsearch and development institutions
including the World Bank and thénited Nations Development Programme
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Policy Lessons

1. Conversations on policy, finance and project innovation are mibeetige when
considering a specific intervention rather than broader maaronomic policy.

2. The manner in which stakeholders to a specific interveetgage with each othes
not alwayseffective and specific, structured, well facilitated processeseeded.

3. The financial services sector need to be incorporated into discussions about ¢
policy and development discussions as soon as possible.

4. Project developers and policy makers have low levels of financial literacy in rela
the rde of finance in development. Education is needed for all-finance
stakeholders on the role of finance and policy developers should specifically cc
the role of finance when designing policy.

5. Conversations about a specific intervention needdknowledge the intervention:
context within the broader economy and policy landscape.

6. While policy in South Africa is not perfectly consistent much of the public view of
incongruence in South Africa is a matter of awareness and not reality catiwu
processes around policy congruence would overcome certain barriers to collabore

7. To drive uptake and acceptance of particular interventions, policy developers ¢
consider their policy innovation interactions with consumer behaviour, éasimodels
and financial provision and innovation.

8. Of those considered, the National Development Plan is by far the most complete
guiding policy documents. Government should continue to use the Nat
Development Plan as the vision for the oy and stakeholders should consider th
development intent and interventions in the context of this vision (in parallel witr
Sustainable Development Goals).

9. The flagship projects, as identified in the Climate Change Response Policy o
Africa, provide a significant potential starting point but need to be seen as-n
stakeholder implementation goals and not government projects. This starting |
can be supplemented by the priority investment areas identified by this project.

10. Progressilong a development curve is in reality stepped. Long periods of stagn
that need to be unlocked to produce short periods of enormous activity.

11. Progress in an identified intervention area can significantly benefit from pilot st
that demonstate potential solutions and package them in a way that can be replici
nationally.

12. The actions with the greatest impact, taken in pursuit of unlocking green ecot
projects and/or financial innovation, are focussed on creating a unified understar
of the problem anfbr providing price certainty
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Policy Lessons

13. Convening a series of well structured, expertly facilitated, -stakieholder
workshops on priority interventions in the economy will be invaluable guides for |
makers and triggr periods of activity.

14. For learning around the role of finance in development to be fruitful converse
need to include all stakeholders. As a result the conversations need to be
FIOAEAGFGSR yYyR &adNHzOGdzZNBR dzaAy3a aoO2

15. There are specific gaps in the structure of the financial services sector in South
which need to be acknowledged in policy setting. On one hand in understandir
impact of these gaps on projects and on the other hand in using policy to fihtse

16. Developing economies carry the dual burden of low GDP per Capita and poor ac
financial services. While access to financial services is a significant barriel
development, financial service barriers are firmly rooted in barriers relabe(
governance, national level planning and available institutionSouth Africa are
fortunate to have a robust and well regulated financial services sector that prov
significant range of services.

17.Development in South Africa is inhibited by stutad barriers in the financial service
sector. Policy development and public spending therefore needs to be cognis
limited levels of private equity and venture capital, especially in relation to the ¢
economy. Policy should also attempt tonsilate private capital in these area
attracting greater levels of finance that are available to state entities.

18. Use international available finance and earmarked government revenue
stimulating the financial services sector, scaling investmetfisigreen economy.

19. Consideration of specific project level barriers, in the context of the investment
identified in this project, is a necessary final step | understanding the challenge
policy and financial innovation to be most effectivshould address specific barrier
The project team piloted a rapid solution development process that represen
excellent means of moving forward.

20. A sophisticated stimulation of the green economy in South Africa would act to b
credit ratings and hence have a positive impact on bond rates easing pressure ¢
fiscus.
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3 Methodology

The project was divided into three phases:

1. A research phase This phase provided the basis for the development offtameworks
around which we planned to structure further conversations identify emergent
interventions and &plored best practice as a basis for identifying potential policy and
finance instruments In this phase we developed the financial literacy conversation
frameworks, the economic principles framework and conductedlausb analysis of South
' TNAOF Q& 3JdzARAY3A LREAOE R20dzySyida o0GKS bl GAz
Plan, the New Growth Path and Climate Change and Sustainable Development policy)

2. An intervention discovery phaseUsing the tools and process developed in the research
phase the NBI conducted 13 workshops in Gauteng, the Western Cape and kiNaf&allu
reaching over 130 selected decision makers across 72 institutions from business, finance,
civil society, labour and government from all spherel addition we hosted a full day
seminar with the World Business Council for Sustainable Development (WBCE3ed on
their Low Caron Technology Partnership Initiative (LCTPi), which was attended by over 120
people. The goal of these sessions wastdst the frameworks developed, introduce
participants to the important role of finance in development, provide participants with some
basic knowledge and frameworks to understand and communicate the role of finance in
development and identify specificterventions that could form the basis of more focussed
solution development conversations. The list of 126 specific interventions provides an
excellent guide for policy development as well as for finance planning and business
development. By inference @iso provides a qualitative hint at the priority challenges for a
variety of stakeholder groupsDuring this phase the economic principles frameworks was
tested for completeness and broad appeal and the principles updated as a consequence of
feedback reeived.

3. The solution workshop phase:This phase of work took foypriority investment areas
(enabling public transport, protecting higdititude, highvalue water catchmentsgerelict
mine rehabilitation and a nexus of smatids, distributed renewable emgy and storage)
and tested a rapigsolution development methodology. The theory behind this phase of
work is that you would rapidly get to solution recommendations in the policy and financial
innovation space by placing professionals working in the afeaspecific intervention in a
structured conversation. In reality, even within focussed professioditering
conceptualisations ofthe problem and solution space existed. Furthermore, each
stakeholder, by virtue of their network, bias and specifipertise, has a limited view of the
overall problem. The solution workshops, in a relatively short space of time, resulted in

1 positive progress towards alignment

1 a defined solution space as a basis for further discussions,

1 initial solutions that are warth exploring,

| an acceptance of the benefits and a willingness on behalf of participants for further
conversations,

| general learnings and insights around driving project progress
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4 Outputs

4.1 Expanding on the role of finance in development

Using data fromthe Standard and| $'s 2 man's world
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It was the NBIs hypothesis that the role
of finance in development is not well
understood across stakeholder groups
within South Africa. Ae project team
(the NBI with technical support from
possible. KPMG) therefore set out to develop a
set of tools that help multstakeholder
groups understand the role of finance
within project development and then tested those frameworks with stakeholders. Thigsas built
on work the NBI conducted in 2013, with financial support from the British High Commission in
South Africa, on barriers to low carbon finance.

Policy Lesson: Ihe financial services sector ne:
to be incorporated intadiscussions about specif
policy and development discussions as soon

The project team conducted 17 workshops in Gauteng, Kwd¥alal and the Western Cape
reaching oer 150 targeted decision makers inganisations withincivil society, labour, local,
provincial and national government, the finance sector and business in general. Part of the purpose
of these workshops was to test the level of understanding of the abfnance in development and

to test, in a qualitative way, if finance is appropriately considered in project development.
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The overwhelming conclusion is that

finance is insufficiently understood policy Lesson £roject developers and policy make
and there is a need for greater levelspaye ow levels of financial literacy in relation to t
of Il.nclusmnl ofthe fmanu:l sector mt role of finance in development. Education is nee:
policy — planning - an PrOJeCt for all nonfinance stakeholders on the role
development. Furthermore a _ . o
finance and policy developers should specific

concerted effort is needed to raise . _ . _
levels of financial literacy (generally consider the role of finance when designing policy

but also in relation to policy and
project devéopment).

For further information on these framewaskplease sesection 5 later in this summary
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4.2 Providing tools to understand impacts across the economy

There are multiple definitions of an econorgyhe green economy, yellow economy, blue economy,
circular economy, and many more. These conceptuatisatdf the economy are useful to provide
specific focus to discussions and to communities, emphasising certain aspects of development that
may need additional focus. However,
in reality, there is only one economy.

When considering interventions its Policy Lesson:5Conversations about a specif

therefore important to continually . .
. . intervention need to acknowledge th
assess the solution against a framework

that considers the entire economy. Theinterveqtions context withithe broader economy
project team, in a desire to move away 21d policy landscape.

from the frustration and futility of
trying to distil such complicated issues
into a single definition, aviewed the varied economic definitions and descriptions available and
extracted the core principles to each. These principles were packaged into a three tier principles
framework that providesa high level view of the economy and enables discussion sitipe and
negative feedback loops.

The principles framework was presented at each workshop and tested for usefulness and

F LILX AOFoAtAGRE® 2S O2yaARSNBR GKAa FTSSRol Ol FyR
All stakeholders reacted extrenyepositively to this component of the work and many expressed a

desire to use it in their working processes. During the workshops the framework was used to
explore topics as varied as the taxi recapitalisation programme, the expanded public works
programmes, the role of the minimum wage and other specific policy or technology intervention

areas.

The highest level of the principléhe full set can be found in Appendialk:

Efficiency — optimise the resources required in production and consumption

Resilience — pre-empt and withstand variability in social, economic and environmental conditions

Natural capital — manage, protect, restore and grow natural capital

Social equity - minimise barriers to participation in the economy

Employment— maximise the number of economically active people

Growth - create new economic opportunities and maximise existing opportunities

Governance and citizenry — ensure a transparent and effective system of governance

Figure2: The NBI Economic Principles Frameworki(tl)

¢KS TNIYSH2N] gl a GKSYy dzaSR (2 YILI a2vys 2% {2
determine where there are key conflicts and gap®olicies that were mapped were the National
Development Plan, Industrial Policy Action Plan, the New Growth &aihClimate Change and
Sustainable Development policy. This provided an additional check on the completeness and
appropriateness of identified principles.
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4.3 Understanding policy congruence

The project team conducted two exercises to understand policy cemge. Firstly, they reviewed
national high level guiding policy documents against the developed economic principles framework
and secondly, reviewed the communication of green econam@outh Africardocuments against
international conceptualisations ajreen economy areas. While the rate of change in this field
locally and globally renders this process perpetually incomplete it highlighted some fascinating
insights.

This analysisgombined with insights and discussions taking place within the NBI comynand
projects, ledthe project teamto believethat while policy in South Africa is not perfectly consistent
much of the public view of policy incongruence in South Africa is a matter of awareness and not
reality. Education processes around policy

congruence would overcome certain
barriers to collaboration.There is a clear
pattern that links the National

Policy Lesson: &Vhile policy in South Africa is n

Development Plan to supporting policy perfectly consistent much of the public view
and specific implementation indicators in  POliCy Incongruence in South Africa is a mat
the medium term strategic framework. ~Of awareness and not reality. — Educati
The principles framework wodl be an processes around pojic congruence woulc
excellent tool to explore where there are  overcome certain barriers to collaboration.
real or perceived areas of policy
incongruence.

What is clear from theeconomic

Policy L 7o dri tak q ¢ principle framework driven policy
olicy Lesson: 40 drive Uptake and acceptance analysis is thatwo types of statement

particular  nterventions, policy developer 4. made in theNational Development
should  consider their policy innovatic pjan high level aspirations or principle
interactions with consumer behaviour, busine statements and very specific project
models and financial provision and innovation recommendations. How you connect

the two is important what the project
team called implementation channels.
Discussions therefershould focus on financial innovation, policy suitabjliyisiness models and
consumer behaviour. These four areas provided a great framework to structure solutions
workshops and their interactions should also be concerns when developing policy.

The analysis and mapping of guiding
policy in South Africa provd several
insights: Policy Lesson: ®f those considered, the Nation:

q The National Development Plan Developrr.le.nt Plan. is by far the most comple
is an excellent basis on which to of the guiding policy documents. Governme
build collaborative planning. It should continue to use the Nationi
was by far the document with Development Pla as the vision for the countr
the broadest reach across all of and stakeholders should consider the
the areas defined in the  development intent and interventions in tr
economic principles framework. context of this vision (in parallel with th

q Few of the guidingdocuments Sustainable Development Goals).

robustly consider changing the
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underlying structure of the economy and what we produce and consume. Considering
trends in international policy setting, in particular Climate Change, and with the rise of
concepts like the circular economy or irgddal symbiosis this is something that should be
considered more explicitly.

1 The flagship projects as
identified in the National
Climate Change Response
Policy seem an excellent

Policy Lesson: 9he flagship projects, as identified
the Climate Change Response &obf South Africa

vehicle to focus provide a significant potential starting point bt
collaborative  workshops need to be seen as multakeholder
and  drive  progress. implementation goals and not government projec
However percefions are This starting point can be supplemented by t
that the flagships are  priority investment areas identified by this prcie
intended to be

implemented purely by
government departments.

1 The resilience of our economy to environmental, social and economic stiagkegvents or
gradual change) should be arplicitpolicy outcome and not merely tied.

1 Managing, protecting, restoring and growing natural capital needs to be better understood
and moved more centrally in the policy landscape in South Africa.

1 More specific attention on reducing income, asset and capital inequality is needed.

1 Growth needs to be conceptualised more broadly in terms of growth in outputs and

productivity as well as growth in personal wellbeing and social cohesion. In particular,
specific policy and collective action is needed towards growing personal wellbeing (including
aspects of human health and safetgnd social cohesion (functioning and cohesive
communities). Personal wellbeing seems particular neglected in high level national policy.

1 Understanding and making provision for an economy that is maturing from primaty an
secondary sectors to a tertiary, service driven economy, running alongside a burgeoning
informal economy is critical.

1 Employment is clearly a key priority for South Africa palicy should be balanced across a
range of criteria that include the soft arttard skills that make an individual suitable for
employment. Entrepreneurship, especially of older, rather than school leaving age, people
needs additional focus.

1 Individual and institutional capacity, transparency, accountability and responsibilitydshou
be key focus areas for policy and collective action.

1 The protection and strengthening of the legal system is notably absent in the text of the
policy documents considered for this study.
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When focussingpecifically on issues of the greecomomy it § interesting to notetie delineation
between how the green@nomy is communicatetbcally by a variety of sources and government
departments and how the green economis communicated internationally. The delineations
between government department respeibilities are laid bare. We stress that this is a
communication issue as we know from workshops and individual engagements that many of the
observed gaps are being addressed within broader government.

Based on a high level analysis of the DEA Green Egofarus areas, the Green Economy Accord,
the Green Jobs Report, and the Climate Change Response Policy flagship areas there is relatively
little mention of the role of information and communications technology, advanced materials,
education and researchedelopment, manufacturing and industry, sustainable consumption and
production and public works. Areas that received more attention are clean energy generation,
energy efficiency, transportation, agriculture, water and waste water treatment, waste
managenent, green buildings, natural resource management and climate change. Noticeable is an
apparent contradiction in Carbon Capture and Storage (C@isrh receivesfairly prominent
attention in nationd green economy documents but wamt popular with stakeholders to the
intervention identification workshops. As was pointed out from a DEA workshop participant this
may be due to an incorrect view of CCS being the purview of industrial applications rather than other
CCS models including but not limited to unal biomass storage and cryogenic storage. Finally an
area identified in international conceptualisations of the green economy that barely features in

{2dziK ! TNRAOI Qa 3INBSyYy SO2 dhaderedd@ Wivekmaiclis: eifieigg y R 2 Od

storage.
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4.4 ldentifying top priority intervention areas for green economic
transformation

Over 130 stakeholders across 13 workshops in Gauteng, the Western Cape and K\eazlulu
identified 136 intervention areas that could attract significant investment towards angeeenomic
transition. Given the process runy the project teanthere is a large degree of consensnshese

top interventions. We have listed the top 15 intervention areas here and the full 136 are available in
the backgroundeport. Interventions aeas varied in specificity and part of the challenge found was
getting stakeholders who were not necessarily experts in that specific field to provide greater levels
of detail. Defining a more advanced scope was therefore a natural first step in theossluti
workshops.

Tablel: High priority investment areas identified in intervention workshops

Category ‘Description

Energy efficiency Smart grids and smart meters
Clean energy generation Small scale solar PV
Energy efficiency Eneqgy efficiency in the public, private and household sectors

Transportation and infrastructuiPromote public transport

\Water and wastevater . . .
Protect SouthAfrica's critical catchments (high value catchmeareas

management

Ecological infrastructure Biodiversity economy

Clean energy generation Small scale embedded renewable energy generation
Clean energy generation \Waste to energy

Transportation and infrastructuiRail expansion for freight and passengers

\Water and wastewvater Reducingvater losses in distribution imunicipalities by replacingater
management infrastructure
Ecological infrastructure Restoration and rehabilitation of derelict mines

IAgriculture, food production an

Small scale farmers and food systems
forestry

Address service delivery of municipalities (waste and electricity) throug

E i Belvi |
ducation and Belvioura PPPs

\Water and wastewvater

Rainwater harvesting
management

\Waste reduction anéhdustrial

. Improve waste separation at source
symbiosis

Energy distribution and storage|Energy storage

Expansion of the Renewable Energy Independent Power Producer

Clean ener eneration
99 Procurement (REIPPP) Programme

Four high priority interventions from a range of green economy categories were selected by the NBI
team, with support fromthe steering committee, as a topics for the solutions workshops. These

Business Action for Sustainable Growth 13



were Promoting Public Transport, Protecting Critical Catchments, Derelict Mine Rehabilitation and a
nexus of Smart Grids, Storage and Distributed Renewables.

4.5 Generalised lessons in pr oject implementation and the role of rapid
solution development workshops

Three key generic lessons, which require

further testing, emerged from the four Policy L 1P | d |
trial solutions workshops.Firstly, vhile olicy Lesson rogress along a developme

typically we think of maturity and curve is in reality stepped. Long periods
change as a smooth o it is more stagnation that need to be unlocked to produ
likely to bestepped With periods of short periods of enormous activity.

inactivity or lack of progress
interspersed with shorter periods of
high levels of innovation anprogress. The project team believes that rapid solution development
and multistakeholder workshops wodlbe most effective at breaking intervention communities out

of a period of inactivity. During these workshops participants are inspired, learn more about the
problem, make connections that can help them progress and are able to provide advice and support
to others in making progress. Critically collective bottlenecks can be identified and overcome as a

group.

Secondly, all of thesolution workshop

Policy Lesson 11Progress in an identifiec groups naturally gravitated to trying to
intervention area can signifntly benefit from identify a smaller subset of the national
pilot studies that demonstrate potentig Problem that could fornthe basis for a

solutions and package them in a way that c pilot prOJeCF' Pilot projects provide a
be replicated nationally less complicated safer space to test

ideas and combinations of solutions but
also provide the opportunity for
packaging the solutions identified for replication across similar units/areas in tivrgo

Funding cash generating asset (earlier rather than later)

Diverse Understanding
unified  of problem

————————————————————————————— You can’t price it,
and policy
instruments may
Funding deferred cost be more
appropriate

Figure3: A matrix to categorise the impact of policy and project or finance innovation

The distinction on the vertical axis is important. The financial services sector provides capital based
on the certainty of the regiver of the capital being able to return it (with an inflation beating
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interest). The degree of interest required to borrow the money will be adjusted for risk and the time
period over which it will be repaid. At a fundamental level then, as the litkd®n how the money

will be repaid the more reluctant the capital provider. Slightly simplifying it boils down to how the
project, in which the capital is invested, will generate cash flows. In traditional projects where the
generation of cash is well darstood the full potential of the financial sector can beaasghed on

those projects. The greercenomy has a particular class of assets where the generation of cash is
not immediately obvious and quite often does not generate cash at all, but ratheices the cost

for the borrower, indirectly releasing the cash he would have otherwise spent. Quite often the
spending of the released cash is not necessarily on control of the project implementer and therefore
increases the uncertainty and risk. EneEdficiency is an excellent illustration of this kind of

problem. If a company invesi® energy efficiency measuréise investmentA (i R #irgcily Q G
generate revenue (although it may indirectly increase revenue thralegineased costs and

increased cometitiveness in the market). The reduction in costs are difficult to measure or
disaggregate from a range of other positive and negative effects on castyvery extreme end of
activities that do not generate cash would be investing in something fikeqting a water

catchment which provides critical water to an industrial community. The benefits are not borne by
the project implementer and there is no obvious commercial way to recover the costs from the users
of the water.

It is therefore easier tattract capital for a project which has a clear revenue model and short pay
back periods.Where the ability to repay is unclear it is often impossible for the project to raise
capital. Much of the leading practice in gremztonomy finance is therefore @mpting to create a

price or business model linkage to the project. This moves the project into the zone of where
finance can more easily be used as a tool to drive its development. This is the logic behind things
fA1S atleyYSyid FT2md 902aeaiSY {SNBAOSas¢ |

Gbl GdzNFY € / FLAGEE xFfdzr A2y €D

Therefore it was a seemingly commohly Policy Lesson 1ZThe actions with the greates
held view of stakeholders that unlocking . . . ,
. : L . _ _ impact, taken in pursuit of unlocking gree
innovation within the financial services . . . .
. . . economy projects and/or finandiannovation,
sector requires two things. A unified (or i o
are focussed on creating a unifie

common) understanding of the problem q di f th bl fat idi
and price certainty.In this sweet spot, un_ erstan .|ng ot fhe problem arat provicing
price certainty

policy and intention are aligned and the
full suite of financial instruments can be
applied. A classic example of this type of
success is the South African Renewable Energy Independent Power Producer Procurement
Programme (REIPPP), atinthrough clever policy and some financial innovation unlocked tens of
billions of Rands of private sector investmefiterventions should therefore aim to create a unified
understanding of theroblemand cdlective intent and/or providex mechanism t@enerate cash

flow or price certainty withirthe project policy frameworkin the figure belowgeffectively moving

the intervention area toward the top right quadrant of the chart. Stakeholders also felt that there is
a threshold for some types of prajes where policy measures cannot create a price proportional to
the value of the underlying asset. In these instances policy must be used as an overarching
protection mechanism providing specific rules.
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4.6 Specific recommendations arising from each solutio n workshop

Each solution workshop provided an
initial view of the solutions space. That

Policy Lesson 13Convening a series of we IS, they provided additional focus,
structured,  expertly  facilitated, ~ muiti Within @ broad topi¢ on  specific
stakeholder workshops on priority interventiol technologles or approaches that could
in the ecmomy will be invaluable guides fc be implemented. The workshops that

) . ) . provided better focus, quicker had
policy makers and trigger periods of activity. better outputs than the workshops that

did not. Equally, the workshops where

the project team had managed,
through oneon-one engagements prior to thavorkshops,to provide facilitated focus also had
better outcomes. The quality of the fataktion and the degree of focus are key determinants of
outcomes. Adding this focus is however something that does need to be done by the solution
community and it became obvious that more than one workshops needs to be conducted. Once
each group had défed their solution space and identified a component of that space they wanted
to work on¢ for example solar power generated on raidumpsc they identified barriers to the
solution and then recommended specific solutions. The maturity of each technb&sya major
impact on the type of solutions identified and the type of stakeholder you would ideally have in the
room. Each group was asked to identify maturity levels for their technology and in some cases this
lead to further insight on which stakelders would be useful to includeThis also supports a need

for multiple iterative workshops.

Each specific solution was considered using the Economic Principles Framework in order to assess if
there are any significant positive or negative impacts or qaiistis elsewhere in the economy.

It is important to keep in mind that the summaries presented below are a reflection of the
discussion at each workshop. The project team has not verified the veracity of the claims made.

Business Action for Sustainable Growth 16



4.6.1 Promoting Public Transport

Worksh@ participants were from project development, local government, national government,
financial advisory and banking sectors. The mix of participants suited the maturity of the topic
solutions, identified by workshop participants as nearing full matur@yeater participation of civil
society and labour, as well as specifically effected stakeholders (like the taxi industry), would be
required for future workshops.

The issue of shifting commuters to public (communal and not necessarily mass) transport is
fundamentally embedded in issues of how we organise society and configure our economy.
Transport planning is embedded in spatial planning, especially on a city wide scale. Solution
therefore embrace areas of mdsharingmodal shifting, using transpodonfigurations for multiple

uses and developing or encouraging new forms of transport as well as changing where people and
goods need to be transported from and to which destinations.

The starting point in considering which solutions are viable can fuedétally change proposed
solutions. Taking a perspective of transport solutions in the context of a carbon or energy
constrained economy (no cheap oil) may alter perspectives on the role of different technologies, for
example the internal combustion engn There is also a strong time element to defining how the
problem is addressed. Are we trying to solve for legacy prohlemglan for an altered future
spatial distribution and what are individual views on the timofga transition between the two?
There is no question that transport solutions in South Africa are heavily influenced by historical
spatial segregation, inequality and security. There is also a strong class distinction around the utility
of transport. With high income groupings worriatbre about comfort, security and efficiency and
low income groupings more worried about price and access to services. In additieidualstatus

in consideringtransport optionsis still linked to large vehicles, aontrast to Europe for example
where no vehicle or a smaller vehicle is considered more fashionable.

Fundamentally it is more useful to think about transport in the context of providing people access to
servicesand employment rather than a more narrow view of moving goods and people betwee
locations.

Much of this workshop was focussed on defining the solution space and tryindeordee an area

of focus and tha insufficient time remained for a determined consideration of specific barriers and
solutions. The discussion focsedonthe @ 1& 2F W2 Kl Yy S&ad0dz2NH & O2 NNA R2 NJ
and it was felt this would be an excellent starting point for future, needed collaborative solution

2N aK2La o ¢CKS GO2NNAR2NA 2F TFTNBSR2Y¢ LINE 3 NJ Y
undertake a corhination of transport upgrades, route densification and hub densification activities

along key routes within the city. Route and hub densification implies increasing residential and
commercial activity on the major routes increasing critical mass andi@n viability and creating

more mixed, cohesive communities as well as increasing jobs. This would be a combination of modal
shifting and spatial planning.

Solutions focussed on overcoming barriers in broad categories of incentivising public trarsgort u
breaking down prejudices against public transport use, making public transport more accessible,
more hygienic, more secure and easier to use. Several ideas that were particularly innovative
centred on pricing and business models. There was a deé@nighasise from all attendees of the
workshop on the need for future collaborative planning and implementation. Some barriers,
particularly in relation to where transport and energy fuel availability intersect, will require more
investigation. For examplhow does one plafor a shift to LPG or electric vehicles in the context of
limited supply of gas and electricity? It is clearly a-smmponent of broader energy planning.
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Understanding the dynamics and job creation potential of the last mile feegsters is also a
problem worth solving.

The vested interests of existing players in the transport sectofsom taxi organisations to
government departments to oil and gas companieswas seen as a significant barrier and
overcoming this barrier may tak@mme very bold, unpopular decisions from key private and public
stakeholders.

Specific solutions worth highlighting are: setting an audacious goal that will align stakeholder
behind high levels of achievement. Providing price disincentives (higher fxe$ @and large
passenger vehicle taxes) and incentives (compangovernment departmentnobility allowances

rather than car allowancesi 5A 8 O2 OSNE¢ ad(GefS o0d2@Ay3 aO0OKldyS | yR
travel reimbursement schemes that favour smallegigreg. Spatial solutions like no drive zones

and efficiency solutions like common ticketing across transport modes were also common
recommendations

Overcoming issuesf bias and perception was agbofocus and requires some systemic changes to
seeminglydzy NBf I 6 SR ad@dadSvyao [ 2YLI ye |yR 3I20SNYYSyi
code and expectations on employees to carry large amounts of documents and or high value items

like laptops would need to be reviewed. Clearly awareness and communicasionmigns would

be a big part of any solution in this space.

Perhaps the most enterprising set of solutions briefly explored are in relation to data anddauata

mining as a means of revenue generation, particularly for the last mile feeder system. How ca
revenue models built on ki provision along the transport trunk and at transport nodes be used to

offset the cost of transport, particulaty for the poor, expensive routes and the last mile feeder

system? Furthermore using transport cards to gatheetaydata to understand consumer
movements and preferences could also inform sophisticated revenue models. In the context of the
GO2NNAR2NAE 2F FNBSR2Y¢ LINRBIAINI YYS (GKSarSroueyy2dl (.
(further enhanced by densificatiorgpportunities that create revenues for subsidising transport

costs.

¢tKS FAYyLFf NBO2YYSYyRIFIGA2Yy A& G2 dzasS GKS /AdGe 27
as the basis for future collaborative solution development workshop and expand on the solution
options developed in the NBI project workshop.
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4.6.2 Protecting Critical Catchments

Attendees of this workshop believe that the solutions to protecting high value, high altitude, critical
catchments are not mature. The mix of participants to the workshops weseetore as would be
expected from earlier stage finance institutions and civil society with an interest in water. Workshop
participants were from private equity, development banking, civil society and government. It
appeared that the civil society memisehad not had a conversation with private equity financiers
before. In order to make better progress stakeholders from local government, in particular the City
of Durban, should be present. It is also likely that the insurance industry could add watis t
specific topic.

Fifty percent of oury’ | (i Avaggrxames fromroughly twelve high value catchments. This is a
strong imperative for us to protect these areas, many of which are vulnerable to land use change
(both from mining and agriculture). Tée catchments need protection but also maintenance,
including alien invasive clearing and ecosystem restoration. These catchments exist in a context of
policy uncertainty, water tariffs that are not cost reflective, poor water governance, low levels of
water revenue collection, and multiple stakeholders to the catchments tandownstream water
provision.

The primary challenge in protectinjese catchments is that there is no revenue model linked
directly to these catchments and deploying traditional fin&l instruments and approaches is
therefore challenging. Furthermore, insufficient research has been conducted on the costs of
ecosystem maintenance and therefore determining the amount gfiteh required ahead of a
finance discussion is challengingWe lack M&E frameworks and awareness of the complexity of
water management is not well known to stakeholders. Communications campaigns will be a critical
component of any solution in the water space.

A challenge identified by the group is the coordinatioh and funding of research, which is
fragmented and disconnected. Key stakeholders include the Catchment Management Agencies
(CMAs), the Water Research Commission (WRC) and the Council for Scientific and Industrial
Research (CSIR). None of whom weresgme at the workshops and would need to be engaged for
future workshops.

A specific challenge worth investigating is the role of engineers signing off on wetland rehabilitation
which they are reluctant to do.

To focus the conversations, aligned with wotletGreen Fund were supporting, the workshop
concentrated on the Umgeni catchment in KwazZhhtal. The city of Durban, a water stressed city,
draws over 90% of its water from the upper reaches of this catchment. A global best practice
instance of a citd SOdzNA Y3 Ala 6FGSNI adzLlLJf @8 A& bSg . 2NJ] Qa
catchment in the Catskill Mountains. The workshop participants were very keen on establishing a
relationship between the City of Durban and the Upper Umgeni Catchment as!SGUtRA O Q& / I G &

example.

It was proposed that all solution be nested in a mstékeholder approach to implemeng SIP19,
seating the SIP outcomes in the NDP and then coordination a SIP19 lol@s also felt that a role
exists for the private sg#or to get involved in the establishment of Catchment Management
Agencies and catchment management strategi€ommunications campaigns on what costs are
included in water tariffs may ease resistance to change to higher tariffs.
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The most promising safions relatedto potential approaches to apportiamg the cost of the
catchment management in the price users pay for the water. This presence of a price would create
cash flows that could be used to trigger traditional and innovative finance. A khticder here is

that due to rules within the Municipal Finance Management Act (MFMA) the City (primary water
offtaker) is not allowed to spend money outside the boundary of the city. A direct disbursement of
money to an agent managing the catchmes therefore prohibited. Oa could either request an
exemption in policy or structurthe payments through an intermediate (agency or special purpose
vehicle). In order to attract funding for the catchment maintenance one would need to layer finance
using the existing government spending to attract additional private capital. The city could use their
FoAftAdGe G2 NrAaAasS AyO02YS Ay GKS F2N¥ 2F | G3INBS)
publicprivate sector deal.A better design of the expandgaliblic works programme (EPWP) may
also yield additional finance to protect catchments, but most importantly the programme needs to
be structured in a way to ensure the sustainabilitycompanies created to clear vegetatiosych

that the catchments contine to be maintained post the EPWRffsetswould also be part of the

mix of potential finance.

Supporting the work done in securing the high value Umgeni Catchment and its relationship with
the eThekwini community, possibly with support from an internatial source of finance like the
Green Climate Fund, should the focus for further conversations.
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4.6.3 Derelict Mine Rehabilitation

The mining rehabilitation community came out in force for this workshbp most well attended of

the workshops hosted It is abarly a topic about which a great deal of people are really passionate.
Indeed, the group made the request for further facilitated conversations on rehabilitation at a
strategic level as well as discussions on mine rehabilitation, particularly of opemicaisg, and its
relationship to food securityand/or more general ecosystem servicedhe group were asked to

focus on how tailings facilities (mine dumps) could be used as renewable energy sites. Particularly as
this aligned well with work the Greemird has already funded.

The workshop was attended by representatives from Government, civil society, academia, the
banking sectorand mining companies, but the group was dominated by project developers and
mine rehabilitation specialist(including KPMQ& LINAY OALX S aLISOALFf A&l AY
assessment). The discussions were fascinating and this is clearly a complex space. This was the only
group that was reluctanto focus on a specific aspectThis suggests there is much value to be
unlocked in collaboration and setting in place some guiding principles on policy and finance for the
entire rehabilitation sector. Despite this initial reluctance the quality of the discusswaas high
0S0OldzaS GKS WNRIK(G LIS 2dnt SsfficienByNdaturenBesstandiig okthe (0 K S
solution was on the table. Stakeholders reported that they found value in the discussion as they do

y2i 2F0Sy 380G 2LILRNIdzyAidASa G2 380 G238SGKSNJ I yR

With over 6000derelict minesand roughly 3500 of theselerelict minesbeing ownerlessn South
Africa, ownership of mines is a big issue. addition all of the existing and future mines in South
Africa will reach a point where they need to be rehabilitated. The costs to r@htbilhese mines

are high and not generally connected to any form of revenue. As a consequence sdiatierthe
potential to scale to solving a major challenge for the counighabilitation needs to be done and
finding ways to link them to revenue adels will make rehabilitation more affordableThis is
particularly true for where mines are ownerless as the cost would by default be picked up by the tax

payer.

The workshop participants were asked to discasproposed solution to use urban mine sites
dormant Tdlings Storage Facilities (THFas locations for financially feasible renewable energy
soures: solar PV and pumped storagehese sites occupy massive land areas (someaesknt)
and some are located in strategic urban arghat are prime locations for connectivity to the
transmission andlistribution grid.

Researchlata provided by Jones and Wagner (20di)ws thatthe Internal Rate of Return (IRR) on
solar and pumped storage are 10.7% and 10.3% respectively with pay back peri2@s/@drs.
Under conventional investant decisionmaking the IRR would be of some interest but the payback
period is too long to attract conventional or single investors. Howeber opportunity become
attractive when considering the fact that mines stdegally rehabilitate this land in any case. Thus
the opportunity is to provide a cash flow that can offset the cost of rehabilitation as well as supply
energy, through wheeling, to the mine that owns the facility or directly to the nearest municipality
In deep shaft mining (typically gold mining) the cost of pumping water out of mines is impacting
mine margins and threatening mine operations. There is therefore the potential to link low cost
renewable energy to help companies pump water from the mamel keep shafts operating and
maintain employment.

A key factor is the potential role for commercial banks in managing their risk. aheeelarge
number of old mines that still sit ominingO 2 Y LJI blénfedsheets. Under current legislation and
court rulings banks could be liable for the liabilities of companies to whom they(iaritie case of
company liquidation the land assets would vest to the baranksnay have an interest iansuring
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that mines are rehabilitated to minimise the contingeliabilities they may have to raise.
Government may also have an interest herethgy may want to stimulate capital liquidity to
encourage economic growth and employment. Banks being reticent to lend to mining companies on
the grounds of uncertain lialtly would not be desirable.

Many of these minelumpswill in the future be remined. It is feasible to mine the gold embedded
in the mine dumps at certain gold prices andaaertain technology maturity (which presumably will
get better over time). Thaithe payback period of the technology and the life cycle of the mine
dump must at least match and feasibility studies would need to be done for eachitsisepossible
that using these mines for a cash generating purpose may reduce the net presemtfaathe full
operation and may encourage-rmeining conpanies to take on more assets.

Given the spread and nature of institutions who may have an interest in these potential
programmes, blended finance from banks, mines, enarffytakers (other mines, tes) and the
state is a strongpportunity. If these sources can be combined with some international finance that
could reduce the total cosif capital it wouldnake te investment more attractive.

The primary challenge is understanding how this sotutimuld fit into the current rehabilitation
legislativeenvironment. Engagement with DMR would be requiredSpecifically would it be a
possibility touse the rehabilitation fud as a source of capital for this project (given it will be repaid
in 20 yeas, prior to many mines end of life Would this kind of activity be classified as a
rehabilitation or would it add a rehabilitation cost to the migepresumably one would have to
rehabilitate therenewableenergy facility as well? Does it align or ciebflvith other regulatory
issuedike water use licences Predominantly though, one needs to understand the legal ownership
and transferability of theehabilitationliability.

Other legislativechallenges centre around waste act implications and reqaiation generating and
wheeling energy. Nolegislative challenges relate to a needed understanding the business model
and technical issues as well as the need fdtuce and cultural mineset shift,changing negative
perceptions of mines from viewed asste land to a resource with value

The mood post the session was that this was certainly something that needs further exploration.
Many of the challenges appear to relate to policy and it seems that solution is both technical and
financially viable.More multistakeholder sessions would be helpful and should include BNR

DOE As with all the groups a pilot was suggested and there was some debate about whether the
pilot site should be state ownedThe advantage of using a state owned pilot sit¢het it may
encourage greater involvement from the public sector and potentially unlock the state as a funding
source. However the expected resistance to change was perceived to be sufficiently high that
finding a viable private site should be the initiatget. The pilot project recommend by this group
wastherefore to implement commercial scale solar energy on the top surface of a privately owned
mine dump in the vicinity of Johannesburg
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4.6.4 Smart Grids, Storage and Distributed Renewables Nexus

This waghe first and least successful of the four workshops. The project team needed to refine
their facilitation process and the focus was too large to drill down to meaningful solutions. It was
however still a successful workshop that was extremely well naitel, with attendees from
academia, project development, banking, private equity and government.

The group felt that smart grids and rooftop solar PV were the most mature of the available
technologies and the focus of the workshop was therefore on thhe®e Battery storage is seen as

a key supplementary solution to this system and although important was excluded from the
discussion. Seeing that storage was viewed as an earlier stage technology compared to distributed
renewables and smart grids, the dincial interventions required for energy storage in the country
would be different to the interventions needed for smart grids and embedded generation.

Smart grids and distributed generation are technologies that are already implemented in the
country. Anumber of municipalities are implementing smart grid pilot projects and rising electricity
prices and unreliable electricity provision have resulted in an increasing number of companies and
households installing distributed energy technologies. Althougt projects for smart girds exist

and there has been an increase in distributed generation installations, the pace of the transition
remains slow. The question posed to participants in this session was how can we move these
interventions up the projecmaturity curve to the point of commercialisation, focussing specifically
on policy and financial solutions?

The group felt strongly that solving the issue of regulatory certainty and clear long terrvinfeed
tariffs were critical to enabling large scale akeé of smart grids and distributed generatiorn
addition to this, it was recognised that the need to ensure that the grid infrastructure is capable of
bi-directional, volatile flows of electricity, which is essential for driving a successfolutadif smart
grids.

The ®lutions were fundamentally about using policy to provide price certainty. If that could be
done then the financial services sector would innovate accordinglyendees identified two key
areas that need to be addressed in order ttoa for more investment in distributed generation and
smart grids. Theseere driving certainty and scalaliy through clear regulatiorpolicy and feed-in
tariffs; and divingcommercialisation througkvolving business models in the electricity sector

An initial stepwould be to fnalise NERSA Consultation Paper: S8wle Embedded Generation:
Regulatory RulesOn 25 February 2015 NERSA published a consultation paper that outlines clear
regulatory rules for distributed generation. The rules wilbyide certainty in the market and
potentially increase the rollout of distributed generatioRarticipants noted that the paper should
address

1 Theissue of reverse metering only being able to go up to zero

1 Providing certainty on the threshold for requng a generation licence, and simplify the
requirements for obtaining a licence

1 Allowing for longterm pricing certainty and not pricing that is updated annually, which
poses a problem for calculatifigiancial indicators.

Participants felt that, like te REIPPP programme, a clear fe@edariff structure would enable
market expansion and would allow for innovative finance solutions. Theife¢atiff needs to
provide long term price certainty to enable effective planning of distributed generatiorsimants.

The key issue is that theripe of electricity from renewable energy sources is still higian
9a12YQa LINA OSa unigpdlties dayinbt@drdaltoberiPurcBasabgreament (PPAS)
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if the tariff is more expensive than Eskofdealy it was suggested thatational governmenneeds
to subsidisethe difference in price, which would bmuch smaller than theubsidy provided to the
REIPPP

The CSIR has provided a possible solution that enables the expansion-wirsofar, while linting

Ydzy AOA LI t AGASAQ TFAyLl yAQA | WNEBAFEFECRIverdingtNiatieBdéance, Wy S
they cave their apologues, this work was raised by several other participdiits.solution suggests
ONBIFGAY3T F G/ SYGNIf £t dsgENI & OZNDKIEARSNYYIFYOSyY G A
municipalities for the lost gross margins and acts as a central body for purchasing excess energy
produced by the PV owner. The CPPA will provide a guaranteedinfeediff to the energy

generator for net edctricity fed into the grid.The excess energy produced willdid to Eskom and

distributed tothe grid. The CSIRtedy shows that this approacls cheaper than any new build
approach, which inevitably increases electricity pric@fie rolfout of didributed generation, pre

dominantly through embedded PV could reach between 500 KW GW installed capacity per

annum, with tariff increases of less than 3BisthofNiemz 2015).

An important barrier to the expansion of embedded generation is the peimephat it will have a
YyS3AFGABS AYLI OG 2y 941 2 YAQ acceksyfa¥ gridelefticity sdulicdandi A Sa Q 1
energy efficiency imprové O2 y a dzYSNRa RS LIS ywRIBywowd diniiish.dmsS f SO
reduces demand for electricity#ry dziAf AGe& LINPOARSNE |yR Ffaz2 NBR
electricity sales.As a result traditional utility business models are becoming outdated and electricity

utilities will have to explore new business models to minimise revenue losses ancedang term

viability.

S
S

Internationally there has been a growing shift towards utilities expanding their services recognising
that the traditional oneway flow of electricity with consumers being a passive recipient of power is
slowly becoming obsoleteEmerging business models however reshape the electricity value chain
recognising that end users have the capability of genegadind storing energy

Barry MacColl, Eskom (pers. comm.), suggestapmoachthat seeks to enable utility providers and
municipalities to continue to generate revenue while at the same time progress toward a more
innovate business modelThe methodsuggests that a utility provider or municipglitontinue to
selltraditional electricity but alsoconsider selling ancillary séces such as PV installatioesergy
storage product@and energy efficiency service# customer could apply for some of these systems
(a rooftop PV system for example) but rent/leabem from the providerA ¥ (1 KS& R2y Qi KU
ability to pay the capdl upfront. The supplier (Eskom, municipalitiesill provide the capital and
install the system, allowintipne custaner to benefit from off, or near offrid power provision from a
clean resource, and the suppligets anotherevenue stream from the real payments. There are

also benefits to be gained from economies of scale and integrated planning (technicdlly a
financially) that suggest aational program could be better thaindividual applications.

Pricing and policparriers need tobe unlockedin conjunction with plans to upgrade existing grid
infrastructure to a point that it can cope with bidirectional, variable flows of electricity.
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Specific recommendations going forward include:

1 Focus on high value areas that are potentially energy camstd. These potential pilots will
help build awareness of the benefits of these projects and improve risk perceptions

9 Pricing is the primary challenge and various models exist (notably one developed by the
CSIR) that have potential

1 Clear regulation isecessary to provide certainty in distributed generatiofinalisation of
b 9 w { 3m@iScale Embedded Generation: Regulatory Rudksupport this

1 Sdve revenue challengefor the municipality innovative, evolving business models is one
way of addresing the challenge

The primary recommendation made wwontinue this work would becollectively negotiate for a
district IPP(or Eskom or a municipality) that implements a smart grid system in the areaecatsl
the roof space from buildings tproduce eéctricity. Simplyto establish and conductin energy
storage, smart grids and distributed renewable energy pilot in Sandtrother high value markets
(such adinancial districts, industrial parks and central business disjrilbtt are approaching beg
energy constrained The benefits of this approach are that it will:

1 have the collective buin from both businesses located in the area and the electricity
provider (Eskom or omicipalities).

9 reduce risk perceptions of smart grids and distributed gatien.

9 provide an alternative source of power, reducing the strain on the grid.
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5 The role of finance in development

5.1 Enabling conversation and learning around finance and development

Fundanental to the project approach

was the inclusion of a variety of Policy L 1&or | . d th |
stakeholders in conversations on the role olicy Lesson or learning aroun € role ¢

of finance and development. It is finance in development to be fruitful conversatio
important that these conversations N€€d to include all stakeholders. As a result
include all stakeholders in the conversations needot be well facilitated and
development value chain, otherwise youd ( NHzO UG dzZNBE R dza Ay 3 aO2y ¢
create disparate communities and
deepen knowledge and power gradients

between groups. Early grihe project team realised that these conversations needed to be well
facilitated in order to allow people to engage at their level of knowledge and to rapidly build
knowledge equity. This approach enables people to share withgtbep their experience and
1y26tSR3IS YR TF2NJ GKS 3INRdzZL) G2 VYdzidztte SNy
FNFYSE2N] aé¢x NBFSNNBR (2 Ay, tdpdidetskudt@eNdo thdshlB | a
conversations. The project team developwe conversation frameworks, and borrowed a third

from the UNDP, that groups can use as-asbBessment models as a basis for collaboration and
discussion. Each of these frameworks deals with a different scale of the role of finance in
development movingfrom considering the international context to the national context to the

project context.

The first framework developed is a
Policy Lessol5: There are specific gaps in tt Green Economy Maturity Index and is
structure of the financial services sector in So the correlation of GDP per Capita (the
Africa which need to be acknowledged in pol axis is logged for readability) and
setting. On one hand in understanditiie impact national level inancial maturity. Both

of these gaps on projects and on the other hanc Sets of data were drawn from World

using policy to fill the gaps. EconomF Forum Global
Competitiveness  Reports. The

correlation clearly  shows  that
developing economiesften have the duel challenge of low GDP per Capita and poor access to
financial servicesTo some degree these measures are correlated. GDP per Capita is a good proxy
for the size and activity within an economy. A higher GDP per Capita means that there are likely to
be higher levels of activity and project development. Furthermore, higheldeof GDP per Capita
indicate higher levels of private savings. Typically in the form of cash in retail banks, insurance or
pension funds private savings mean an ability for longer term investment horizons.

Explore the data at:

https://public.tableausoftware.com/views/CountryGreenEconomyMaturitylndex/Dashboard1?:embed
=y&:display _count=no ).
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Figure4: The relationship between GDP per Capita and country level financial maturity

The project team divided this framework intbree zones that describthe applicability of financial
instrument innovation in an economy. Countries that have high GDP peétaGapl access to
financial services (the darker blue zone) can and should apply the full innovative capacity of the
financial sector to enhance a transition to a green economy. Use of sophisticated instruments like
derivatives and YieldCos are appropeiatHowever for countries in the grey zone they may face
barriers relating to the enabling environment. Specifically barriers relating to structural challenges
within the financial services sector, unsuitable, inconsistent or poorly implemented policy kao#

of certainty provided by national level plans are common challenges. In the case of South Africa our
planning framework (the NDPs implementation through the Medium Term Strategic Framework and
supported by the 9 point plan) isa
significant aid toproject development and
economic  transition.  Stakeholder did  pojicy Lessof6: Developing economies carry tf
however report challenges relating to policy 45| purden of low GDP per Capita and poor act
coherence and structural barriers within 4, gnancial services. While access to financie
the financial service sector. The project . . - .

team conducted specific analysis on thes.erwc.es isa s_lgnlflcan.t barrier tg developmen
coherence of policy in niocking finance flnah0|al service barriers are flrmly. rooted
which are reportedin section 4.3 of this barriers related to governance, national lev
report. The third, lighter blue zone, Planning and available institutions South Africa
common in countries with low GDP perare fortunate to have a robust and well regulate
Capita or countries whose GDP per Capita i8nancial services st that provide a significant
high due to a single, recently discoveredrange of services.

commodity 6ften minerals, oil or gs) but
whose wealth is poorly distributed,
indicatescountries who have institutional challenges. They may not have a stock exchange or their
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financial services may be provided by a single, state owned bank. In worst cases they may not have
the basic lgal, judicial and security institutions necessary for functioning democracies and to attract
investment.

GDP per capita

Financial
Maturity

Require Institutional Solutions
(including of governance and of

finance)

Figure5: Finance conversation framework-lthe international context

Depending on a countries context it may becasary to consider issues of availahestitutions,
governance frameworks, national planning and visioning documents before considering the role of
finance in development. South Africa is privileged to have an economy supported by rigorous and
independent mstitutions and is guided by robust and uniquely developed visioning documents and
national plans, and therefore should be engaging in a conversation on the role of finance and the
enabling role of policy in developmenin South Africa the primary conaers overcoming structural
barriers in the economy in general and specifically issues in the financial services sector. This type of
problem is best solved through clever policy developed in tandem with the financial services sector
and other stakeholders

A commonly agreed inhibitor to Policy L 47 Devel tin South Afri
development were structural barriers in olicy Lessoft/. Levelopment in Sou rea

the financial services sector in SouthNhibited by structural barriers in the financii

Africa. The second framework deve|0pedservices sector. Policy development and pu
by the project team enables a spending therefore needs to be cognisant
consideration of structural barriers within limited levelsof private equity and venture capita
a national context. Thisdmework allows especially in relation to the green economy. Po
the consideration of different types of should also attempt to stimulate private capital

finance in relation to the maturity and risk these areas attracting greater levels of finan

of the project. Critically early stage, highery, 5 are available to state entities.
risk projects cannot be funded by banks.

Legally they are prevented from doing so

and finance needs to beoarced from higher tolerance forms of capital. Typically grants, venture
capital, corporate social investment, philanthropy and project develdpans capital and effort
(sometimes referred to as sweat equity). As the project matures you draw fromedifféorms of
finance, in this case concessional debt and private equity. There is a strong relationship between the
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two and project devealpers need to givearly thought to

how they will enable venture capitalists to

sell their share of the project tprivate equityor consolidate the venture capital share into the
project. Finally, as the project reaches commercial maturity the project will consider more mature,
less risk tolerant forms of financenostlythrough commercial debt. Beyond that the rolélong

term investors (insurance, asset managers and pension funds) to create commoditised classes of

investment on the back of stable projects is important.

Lev
el
of
Acti
vity
/Fu
ndi
ng

Commerci

Concessional Debt

Private Equity

rants

Sweat Equity

The commercial bankingector is well capitalised,
well regulated and very active in the South Afric:
market.

As projects mature, they rely on concessional loal
from local or international banks (both commerci:
and development banks). Private equity isrsea
relative to the size of other sectors.

Early in the projectlevelopers rely on sweat equity
with grant support. Venture capital, althougl
present, is relatively unavailable given the sizeur
economy

Figure6: Financial conversation framework 2he national context

In the South African market a project is often required

to grow using only grant and concessional

debt. This severely inhibits the scale and risk tolerance of project and project classes. Itis
fundamentally important that governmerand project developers increase their knowledge on how
finance works in relation to development, and focus on the role of policy in driving investment.

Considering finance in this way also provides some

additional guidance to how international finance
could be deployed in support of green economy o
climate transition objectives Using international
finance or capital identified within the South
African fiscus in support of plugging structural gap

Policy Lessonl8:. Use
finance and earmarked government revenue -
stimulating the financial services sector, scal
é'nvestment in the green economy.

international available

in the South African financial services sector shoul@
be a key policy objective.

While green economy project level interventions do not exist independently of their international

Policy Lessom9: Consideation of specific project
level barriers, in the context of the investme
areas identified in this project, is a necessary fi
step | understanding the challenge. For policy ¢
financial innovation to be most effective it shou
address specific baers. The project team pilote
a rapid solution development process th
represents an excellent means of moving forwar:

Business Action for Sustainable Growth

and national contexts it is necessary to
explore their implementation in detail.

Given that newer, innovative
technologies (those eguired to
engender economic transformation)

tend to be more capital intensive, the
cost of capital is a key variable in project
selection. Typically the cost of capital is
weighted by risk and the riskier (real or
perceived) tlke intervention  or
technolog, the higher the cost of
capital.
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Given that many of the interventions required to transform our economy are relatively new and
possibly unknown they typically have a higher cost of capital than there traditional counterparts. In
addition the case cabe made that we underestimate the risk for traditional options based on a
false sense of comfort. In both the case of new investments and established technologies the role of
cost of capital, as well as the accurate estimation and timing (modelling)asii ¢lows is
fundamental.

Waissbeinet al (2013)A Yy (i K S DeligkingRBdewable Energy Investment framework to
support policymakers in selecting public instruments to promote renewable energgtment in
RSOSt 2LIAy3a 02 dzy (i NWEtad NationsldevieldpinénS Rogranimerdvides an
excellent, visual starting point While the original paper (using a South African case study) was
FAYSR G LRtAOe RSOStE2LISNA |yR ¢l a RS@OSt 2LISR

Uz

financing csts and competitiveness oénewable energh Yy RS @St 2 LAYy 3 O2dzy i NK Sa

the first two steps in the proposed four step process are applicable to establish the relationships
between identified risk and cost of cagitéor any technology categoryand can be used by all
stakeholder groups (especially as a basis for collaborative solution development).

Effectively the method proposed MWaissbeiret al (2013)establishes the relationship between the
risk environment and the local cost of capitat o particular intervention, as measured against the
best in class cost of capital for that intervention anywhere in the world.
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5.2 The impact of high quality government spending

Much of what ishelow is inspired by Box 1.2 tine World Economic Forum 20130Bal Risk Report
titted dFiscal Crises: Just When You Thought It Was Safe to G Batiort comment that was
contributed by the Global Agenda Council on Fiscal Sustainability.

If a government spends more than it earns (raised in taxes) it generatefcat.d Like anyone who
spends more than they earn the government would need to then borrow money to cover the deficit.
What they use this borrowed money for is really important and governments hope that the
investment in the economy with this borrowedamey will generate growth and economic returns
for the economy that will fund the cost of borrowing this money. The might also generate a budget
deficit in order tostimulate economic growth in times @dw economic growth

There are a number of ways gowenent can borrow the money to make up the deficit and one of

the cheapest ways is through issuing bonds, where they borrow money from private investors with

the condition of repayment at a specific rate at a specific time. According to the Global @muncil

Fiscal Stability:

Gr FAaOFIt ONRaAad 200d:NB ¢KSYy Ay@Saidz2NBR o0S3aAy G2
government then has to offer higher interest on its bonds to compensate investors for the increased

risk. A vicious cycle starts: lmining interest payments add to government debt, increasing the

doubts of investors and forcing interest rates up still further. This can rapidly turn into a fatal spiral,

in which fears that a country will default on its debt become afedfifling prophecy.

As government bonds tend to be held in substantial part by domestic banks, when the government
RSTlLdz a4 GKS NBadzZ GAy3d t2aa8Sa 2y GKS&AS o02yRa Sy
lead to financial crisis. The causation can alsothe other way: the government may be forced to
bail out large banks at risk of default to avoid a systemic financial crisis. However, the additional
debt taken on can plunge the government from an alrepdscarious fiscal position into a full

blown fiscal crisis.

Given these dynamics the sovereign

Policy LessoR0: A sophisticated stimulation of the Credit rations as assessed by the likes
green economy in South Africa would act to bols 2_¥ fat YR FNR -y R_ t22Ne
credit ratings and hence hawa positive impact or Fitch are very important. These ratings

. . are an external assessment of the risk
bond rates easing pressuoa the fiscs. .
that a government will be able to repay

its debt and herefore directly effects

the rate at which they can issue bonds.
2SS aK2dA R UGUKSNBEFT2NBE 0SS O2yOSNYySR |o02dzi GKS 3ISy
assessed by these institutions over the past few years.
Unsustainable debaltimately force goernments to undertake painful fiscal adjustments by cutting
expenditures and/or raising taxes.OO2 NRAYy 3 G2 GKS Df20olf UfsuShyRI [/ 2¢c
austerity is not timed well, it can trigger a deep recession and a strong increase in @némpl y (i X ¢
| 328Ny YSydQa FoAtAGe G2 NIAAS AYSELSYaA®S RS
management tool. This ability is in turn affected by the credit rating of the country as credit ratings
agencies affectively signal to private invedth G KSANJ GASg 2y GKS T2FSNY Y
debt back. In part this credit rating and investor confidence is driven by the quality of government
expenditure. If it is believed that the expenditure is on assets that will generate returnsdor th
country then confidence will increase. If it is believed that the country budget is prudently managed
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confidence will increase. Furthermore, if the investment fails to generate returns for the country

(through anincrease tax revenugsghe ability forthe country to repay the debt is compromised.

This cycle, with some additional annotation, is reflectethafigure below

Earning and transactions driven by economic scale and growth and countered by
countered by aging populations and declining education as well as consumer debt

Trade Driven Government Earning and
Income Tax :
Revenues Revenue Transactions
l The ability for
Government to repay
Government INGERESMnetINN Private Private
. term rate stability is .
Spending dependent on the quality  PLMA=SLAAL)S Savings
l of their spend
Government Government Private DI
Deficit Issued Bonds Investors
If Government debt becomes unsustainable countries
can cut expenditure, raise taxes or implement indirect If Government default on their
methods to stimulate economic activity (including bonds then private investor Aid
devaluing the currency)thus raising tax revenues (with solvency is threatened I
varying impacts on private savings)

Figure7: The relationship between government spending and debt, as well as privatestors

In relaton to our earlier frameworks, the potential for South Africa to build GDP per capita and
move towards an aggregation with developed countries is constrained by institutional decline and
corruption, which threaten to drop us towards the zone of requiringtitational solutions. It is
therefore critical that government spending is structured in such a way that stimulates growth and
encourages private sector participation. This adds further impetus to structuring a conversation
between the private and puldisectors on collaborating on implementing a sound development
vision. In the case of South Africa, the National Development Plan.

The financing of green economy related interventions, particularly in relation to the public sector,
should thus also be wiged in the context of supporting high quality government spending.
Spending in the green economy, leading to increased market activity and national revenue, is a
significant opportunity to send positive messages to ratings agencies and internationabisves
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6 Conclusion

This research report summarises the outputs of an 18 month programme funded by the Green Fund

2F (KS 5S@St2LSyd .1yl 2F {2dziK ! FNAOI @ ¢tKS 2
study on the design of policy frameworkad the financial instruments to enhance investments in
GKS 3INBSYy SO02y2Ye Ay {2dz2iK ! TNROI ¢ aSa 2dzi |y
what degree of detail and granularity the project outputs would be able to provide in relation to
recanmendations for the design of poli@nd financial instruments to accelerate investment in the
green economy. The key learning of the project was that the more focussed and granular the
discussions the more focussed and granular the recommendations. M/inabre importantthan

making specific recommendations on policy and financial innovatiagheiprocess by which you
arrive at focus areas and structur@ constructive conversation around solutions. As a consequence,

as the project developed the projetd#am increased their attention on developing a robust process

as a basis for future, further work on specific high priority investment areas.

w»

Having said that a number of interactions between the policy and financial services sector were
observed and capNBE R Ay (KA & NBLR NI ® ¢ KNRdZAK aO2y BSNEL |
able to capture some broad recommendations on the design of policy and financial instruments to
stimulate investment in the economy.

The three focus areas of the project, as o@ly envisaged, were:
91 Developing clarity on the principles of the green economy and related policies
9 Capacity development of project developers and implementation partners; and
1 The design of policy and funding instruments

The NBI is thrilled with the wkrwe have done and believe that the work is an important
contribution to the research on the greercenomy in South Africa. The principles framework and

its potential use beyond how it was usedhere to review green economy related policies is
something wehopereceiveggreat interest. Furthermore, the workshops we ran around the country
amounted to a capacity building programme focussing on the role of finance in development that
reached over 150 people in positions of influence in their organisatiorisally; the 20 policy
NBEO2YYSYRFIEGA2yas &adzZJdR2NISR o0& NBLX AOIOfS LINROS:
policy developers and financial institutions in their design of policy and funding instruments.

Of course, not everything ran as expected dhe project team had to adjust to some changes in
process and intended outputs. Most critically we were naveur hypothesis that ainglesolutions
workshop would provideoncrete recommendations on policy and funding instruments. Given the
reaction of stakeholders to the solution development workshops and the quality of the
recommendations achieved #short time, we do believe we proved the hypothesis that facilitated
multi-stakeholder (including the financial services sector) approaches to ptarare extremely
effective in driving development of the economy. We believe while the single worlessymption

was incorrect that the number of workshops required would be few, although this is an area for
further testing.
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While we engaged with a widange of stakeholders from many sectors of society there were a few

groups that were underrepresented. In particular it would have been good to have more people

from labour and fromthe longer term investment community (especially insurance and asset
managers from the pension furg)l The workshop attendees were without variation representatives

from wealthy middle or uppefincome groupings and highly educated. It would be interesting to
supplement the methodology by gathering the views of people fronraedl O 2 N& 2 F { 2 dzi K
society. The outputs of repeating the NBI process with these groups would be particularly
interesting in the context of small and medium sized enterprise development.

Whilst the identification of priority investment areas wasliderately stakeholder driven, some
members ofthe steering group suggested that we should reinforce thisal list with a more
structured identification and prioritisation framework.

The time it took to assess policy against our economic principlesefs@rk was vastly
underestimated. The project team, in consultation with the funder, chose to run late on the project

NI §KSNJ 0Ky O2YLINRYA&S ljda tAaGe o al yIr3ay3a aidl 1S
sector, is challenging and workshops al@bnot run as scheduled causing further delays.

One of the greatest frustrations for the project team was the pace of change. It was almost as if you
would complete a phase of work ariden find a whole new batch of ideas and literature that could

be incorporated. This is one of the main reasons we focussed on consolidh@éngork irto
conversation frameworks that could be used as a means of contextualising and framing new
knowledge. Clearly the work in this area will never be complete and thegireggam have the
following ecommendations for future work:

9 Continue the rapid solution development process in support of the communities engaged on
the four prioritised intervention areasSpecifically holding a set of workshops focussed on:

o supporing2 ¥ GKS /AdGe 2F W2KIyySaodz2NHQA & O2 NNJ
basis for unlocking packaged best practice processes to improve the rate of
migration to public transport in South Africa.

0 supporing the work done in securing the high value Umgeni Catfimand its
relationship with the eThekwini community.

0 conducting an energy storage, smart grids and distributed renewable energy pilot in
Sandton

o0 implementing commercial scale solar energy on the top surface of a privately owned
mine dump in the vicinitpf Johannesburg

1 Investigate implementing accelerated desigprocesses for other intervention areas
identified in phase Il of the proje¢ummarised in table 1)

1 Replicating this process in other developing economies, particularly in Africa, as a means of
driving economic transformation and building regional capacity.

T 9ELI YR (KS LRtAOE lylLféeara G2 AyOfdzRS | INBL
and expanding our understanding of policy synergy and incongruence.

1 Expand the financial literacgrogramme and conduct a national training for policy and
project developers.

1 Replicate the process for identifying key investment areas unconstrained by considering only
the green economy.
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1 Investigate the stability and sustainability of institutions fundantal to the attraction of
capital for investment in the green economy in South Africa.

1 Deliberately share the research work withethong term investor community to get
additional insight as well as perspectivesresilience and loss mitigation.

1 Test thestakeholder identified intervention areas against a more structured prioritisation
framework.

1 Run a concerted education campaign on policy congruence and process so that non
government stakeholders are more aware of how policy is intended to work together

We believe the outputs of this project to be extremely useful and are gratified by the degree of
interest and uptake we are already seeing. We hope that working with government and other
stakeholders we are able to expand the influence of this work. alf believe that this process has
the scope to be replicated in other developing country contexts, particularly in Africa.

Business Action for Sustainable Growth 35



1. BischofNiemz 2015. NEED FULL REFERENCE.

2. Economist online, November 26th 2015. Daily ChartGlobal financial liteacy,
http://www.economist.com/blogs/graphicdetail/2015/11/daitghart-19. Original data
source the McGraw Hill Finangidl i F YRF NR 9 t 22 NXRa wl @ay3a {S
Literacy Survey. https://www.mhfi.com/corporateresponsibility/globaffinanciatliteracy
survey

3. Jones and Wagner, 2015. The use of dormant urban ming teitachieve a greener South
Africa. Research Funded by the Green Fund.

4. MacColl, B, 2015 (pers. comm.) Eskom H¥d&esearch and Development.

5. blFGA2Yy I f .dzaAySaa LYAGAFGADS O6b. LU HAMPOD L
the green econmy. Authors: Nicholls, S, Vermaak, M and Moolla, Z. NBI Climate Change
Programme.

6. National Business Initiative (NBI), 2013. A South African Low Carbon Project Development
Primer. Authors: Nicholls, S and Dhawan, R. NBI Climate Change Programme.

7. Natioral Business Initiative (NBI), 2013. A private sector view of enhancing private sector
access to Climate Finance in South Afridaithors: Nicholls, S and Dhawan, R. NBI Climate
Change Programme.

8. Waissbein, O, Glemarec, Y, Bayraktar, H, and Schmidt2dl$, Derisking Renewable
Energy Investment. A framework to support policymakers in selecting public instruments to
promote renewable energy investment in developing countries. New York, NY: United
Nations Development Programme.

9. World Economic Forum (P9 to 2014): Globa&lompetiveness Reports.
10. World Economic Forum, 2014. Global Risk Report.
11. WWF and SANBI Study on the Umgeni River Catdh2@t6. Green Fund Funded.

(0p])
O

Please note that he NBI fullbackgroundresearch reportand appendices; 6L (i Q & onbi§yS
stupid, framing a conversation on the green econognycontains further information on:

1 Detail and implications of the various finance and development models.
1 The full three tiers of the economic principles framework.

§ The full analysis of South Afri@a KA 3IK f S@St 3TdzARFyOS LRt AOe
framework.

9 The full list of identified systemic interventions.

i Facilitation notes for financial literacy training and identifying key systemic intervention
areas.

1 Further research omstitutions, structural reforms and instruments with potential to unlock
green economy finance South Africa.

9 Further research omternational best practice examples of financial innovation
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8 Appendix 1 z The Economic Principles Framework

Below, please find theufl three tiers of the economic principles framework developed by the NBI

and KPMG. The red text indicates text that was altered during the consultation phase of the project.

The original phrasing is available, on request from the NBI, in the backgrepodtc ¢ L G Qa G KS
SO2y2Ye alidzZZARI FNIXYAYy3 | O2y@SNEFGAZ2Y 2y (GKS 3N

Efficiency - Optimise the resources
required in production and consumption

Decoupling Dematerialisation Input productivity
Resource Change = Changes Labour Capital = Technigy l;ae:gu:::
efficienc source  inwhatis = Reduce Re-use @ Recycle | product product product- e

Y material produced -ivity -ivity ivity P ivity

Resilience — pre-empt and withstand
variability in social, economic and
environmental conditions

Anticipation  Adaptation Recovery
Sodika ek Autonomous Planned Disaster Emergency o
dt;velopm_ent/ systemf an.cl adaptation adaptation management response Rebuilding
‘orecasting communication
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Natural capital — manage, protect,
restore and grow natural capital

Input factors — natural
capital supporting
production and
consumption

Output factors — sectors supported directly
by natural capital

Land Renew-
nd- ) . ici =
Support- | Provision | Regulat- i Fisheries Medicinal | able and non
X : . Cultural 5 based and non- renew-
ing -ing ing : Tourism & aqua- | Forestry o
z servicashlservices services food Sitore cosmetic renew- able
SELULES systems products able commodi
energy ties

Business Action for Sustainable Growth 38



