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This research report is meant to be a living document, and it is hoped that it is kept constantly
updated with fresh insights on project development and new means of funding. Should you have
anything to contribute in this regard, please contact tHéBl via the Climate Finance section of their
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overcoming barriers thatcan be influenced by project developers. This report is also available on
the NBI website.
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INTRODUCTION: Background, objectives and structure of the report

Background to the project

Thisreport presents theresults ofa project implemented by the National Business Initiative (NBI) to
enhance private sector access to funding for the implementation of low carbon projects in South
Africa. The project is funded by the Prosperity Fund of the British High CowmmiBsieign

I 2YY2y St GK hFFAOS® ¢KAA NBLER2NIL KIFa 0SSy RS¢
Climate Change & Sustainabilitgit.

Objective s of the project

This project hashree inter-related objectives. Firstlyidentify the perceived barries in access to
climate finance by the private sector in South Africa for the implementation forclason projects.
Secondly, outline the services and support that would be required to enhance access to climate
finance by the priate sector in South Afigc Thirdly, enhance the capacity of project developers to
design and implement lowsarbon projects in South Africihe outputs are itended to be a discussion
primer to stimulate further research into the identified barriers and clarify recommendations fo
stimulating lowcarbon projects. In doing sthe study aims to promote the development of a&egn
economy and promote action on climate change mitigation in South Africa.

Structure of this report

This repaot presents the results of aesktop researchand fieldwork undertaken to answer the
research questionand contextualises the findings within the theoretical framework of climate finance
instruments. It is structured along the following lines:

1 Chapter 1describes the methodology used in the analysisl provides guidance on how the
results of this study should be interpreted and applied.

1 Chapter 2provides the theoretical context for this study by outlining tledscapeof climate
finance and thexpplicationof finance instrumenté different contexs

1 Chapter 3outlines the analyticaframeworksthat underpin the analysis arfdrm the basis for the
reporting of results

1 Chapter 4presents the results of the study, arranged accordindhi® key barriers in access to
climate finance and the respectiveteoon(s) required

1 Chapter 5concludes the report with recommeiations for future research

1 TheAppendixcontairsthe references used in this study
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CHAPTER 1: Methodology and interpretation of results

This chaptedescribes the methodology used in theadysis and provides guidance on how the results

of this study should be interpreted and applied. The topics covered include the boundaries of the
analysis, research techniques used in the study, the process followed in consulting stakeholders and
conductng interviews, and the manner in which results are reported and should be interpreted. In
doing so, the chapter provides the backdrop against which the results presented in chapter 4 should
be read.

Boundaries of the analysis

This study is bounded at thfent levels to answer the specific research questions of tlugept. The
following boundaries should be noted when interpreting the results of the study:

1 Geographical scopeThe study focuses on funds available and projects located in South Africa only
(although the source of funding may be international)

1 Types of activitiesThe analysis is centred around on loarbonmitigation projects Rojects with
a focus on adaptation or other aspects of environmental sustainabilégonsidered only in so far
as they provided material insight into particular climate finance instruments.

1 Types of funds The study focuses on direct and discretrirces of climate financésansactions
with a specifictransfer of fundsto low-carbon projects However,indirect pdicy instruments are
outlined in the context provided in Chapter 2.

1 Types of project developetsThe analysis is centrah i KS LINA @1 S aSOGFBWwWRa A
carbon projects. fie activities of other players such as goweent and civil society arstudied in
so far as they had a material impact on the role of the private sector.

Research techniques used in the study

The study makesise of two main research techniques;literature review and a perception survey
undertaken thraugh semstructuredinterviewswith key stakeholdersThe literature review provides

I aedydiKSaAaa 2F | 3IANR ¢ A ViRratdre? dR ghe $pdctrutn Ofl clitr@t¥ finéncel v R
instruments and their application in different contexihe review does not questiadhe fundamental
premiseof climate change or actions to mitigate greenhouse gases (GHGSs), but rather pravides a
account of the role ofinance in enabling lowarbon projects and the various instruments used to
channel funding to such initiatives, paularly by the private sector.

The literature review provides the overall context within which therception survey is used to
analyse thestate of climate finance in South Africa. Tthata for the survey was gathered through
individual semstructuredinterviews with stakeholders that are seen to play a key role in the climate
finance landscape in South Africa.

! Used to describe research publications produgetbb-academic institutions such as multilateral agencies,
companies and business organisations, and-thimks and consultancies.
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These two research techniga were used in an iterative manner. The literature review provided the
initial basis for the structure of the interviews. However, the insights gained in the process of

conducting interviews and analysing results wased tocontinuouslyrefine and updae the scope of
the literature review and thetsucture of further interviews.

Stakeholder consultation and interview process

The perception survewas based oronducting semstructured interviews with a range of different
stakeholders relevant to clina finance in South Africa. The selection of different stakeholder groups
was informed by the literature review, which outlined the types of actors that are typically relevant to
climate finance. Within these groups, the selection of entities and indilsdimabe interviewed was
based on the relevance of their activities to climate finance tanthe key research questions. Figure 1
below provides a summary of the number of individuals consulted and their respective constituencies
In total, 34 individuals were consulted across various stakeholder groups identified in figure 1

Figure 1: stakeholder groups consulted for perception survey

] | | | |
Industry Associations / Bodies
y TOTAL: 34

Government

Multilateral DFls / Aid Agencies

Project developers

Private Equity

Commercial Banks

Local DFls

0 2 4 6 8 10

The interviews were conduatieon an individual basis in a sestiuctured format. The format and
structure of the questions were adapted to different stakeholder groups. The responses to the
interviews were noted and transcribed and used as raw data in the generation of tHesrggsented

in this report.

Reporting of results and guidelines for interpretation

The resultsare compiled and reported by combining responses from the study sample and drawing
key trends that were observed during the interviewis report synthesises ¢lse trends around 1
barriers and interventions which are outlined in Chapter 4. Thxeseerscan themselves be grouped
around four broadthemes of barriers; policyrelated, structural, skills & capacity, and fund design.
Chapter 4 provides further defadn this categorisation and the reporting of results.
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Thisformat of research and reporting, central to a perception survey, means that no aspect of the
results reported in this document can be attributed to any particular institution or individualh&wurt
the insights generated do not represent the position of the NBI, British High Commission or KPMG, but
rather reflect the views of the participants included in the stakeholder sample. The factual accuracy of
information supplied by the respondents cainbe guaranteed, although efforts were made to
corroborate and validate information across interviews whengpossible.

The outputs ofthe studyare intended tostimulate further research into the identified barriers and
clarify recommendations for stimulating lowarbon projectsFor each identified barrier, the report
provides specific recommendations for additional research and chapter 5 consolidates these
recommendations and concludes the report.
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CHAPTER 2 Landscape of dimate Financ e

This chapter provides the context of this study by setting out the landscape of climate finance, within
which the role of the private sector can be studied. It begins with a summary of the importance of
climate finance for promoting mitigetn action. This is followed by a categorisation of different
climate finance instruments, with a focus on direct and discrete sources of funds, which is the focus of
this study as explained in the previous section. The final sectiorkdéigtaternationd and locatlimate

funds that are applicable in South Africa.

Importance of climate finance for promoting mitigation action

A fundamental influence on the design and implementation of mitigation actions is the provision of
finance.This is because lesarbon projects often do not pass the standard tests of commerciality due
to policy related factors that favour historical carbon intensive technologied thebarriers posed by

the inherent technological and behavioural risks in loarbon projects. Thefore, the efficiency and
effectiveness of the financial flows underpinning mitigation policies are critical success factors in
promoting the implementation of lovzarbon projects.

It is useful to place finance within the broader context of the actors iasttutions involved in the
low-carbon economy. Bure 2shows how finance typically flows between various stakeholders.

Figure 2: context of climate finance in promoting mitigation action

Finance g Governments 5
National Donor
5 government governments :
i ! Policy clarity and
E ; stability
Stable policy 5 Local g%verrjments/ Incentives
Transparent SIS ! Skills Infrastructure
systems/MRV !
Financeable Technology
programmes Investment

Risk guarantees

........................... I

5 Finance Project Developers

5 International National L > Finance  Multinational Local
E public public 5 :  corporations companies ;
! Balanced
: Private | risk/return 5 Cooperative/ ;
: finance " Financeable * ! PPP models :

projects



3rd Floor, MPF House, Sunnyside Office Park, 32 Princess of Wales Terrace, |
Parktown, 2193 | P O Box 294, Auckland Park 2006, South Africa

ﬁ

Tel: +27 11 544 6000 | Fax: +27 11 484 2765 | www.nbi.org.za \ (=

Reg. No. 95/03141/08 Association Incorporated under Section 21
Figure 2 demonstrates that thereeaa number of parallel financial and informational flows between
various actors. Importantly, it shows that each set of actors requires certain preconditions to be in
place and requirements to be met before their individual and collective operation captiaised. It
is precisely the barriers that prevent this efficidiaw of finance that this study is trying to address
and is explained in this report.

An assessment of the total finance requirementsdesiredmitigation actions in South Africa and a

global level is outside the scope of this report. A synthesis of the literature in this area can be found in
a report to the Development Bank of Southern AfricBhe next section provides a list of the key
international and local fundshat are, or cald potentially be made available to fund lesarbon
projects in South Africa.

International and local climate funds

This section lists key international and lo€abuth Africantlimate funds that are applicable in South
Africa.The list is compilednder the general theme of funds that are available, or could potentially be
made available for investing in legarbon projects in South Africa. It includes funds whose primary
purpose is financing lowarbon projects, whilst more general funds where {carbon development is
not the primary objective (even if is incorporated in the overall design) have not been covered.

It is important to note that this list is not intended to be exhaustive ofeattompassing. This study
revealed a number of methodolagil challenges in compiling a mutually exclusive, collectively
exhaustive list of such fundgven locally in South Afric&irstly, as there is no universally accepted
definition of the funds and activities that fall within thealm of climate finance he compilation of a

list of funds would be a virtually limitless exercise. Secondly, there isemtral repository of
international climatefinance flows and henci¢ is not possible to verify whether all sources of finance
have been captured. Thirdlypme funds may not be specifically identified as being for the purposes of
climate finance or be publicised at all because they form part of larger development funds and/or
occur in the normal course of international government and private sector dealkigally, some
funds may explicitly refrain from publicising information to prevent being the recipients of unfiltered
LI AOIF GA2ya F2NJ Fdzy RAy3d gKAOK LX FOS I 0dz2NRSY

This study, thereforeis meant to be a living document, and it is hoped that it is kept tzorly
updated with fresh insights on project development and new means of funding. Should you have
anything to contribute in this regard, please contact the NBIthe Climate Finance section of their
website (www.nbi.org.za)

These methodological limitations notwitanding, the purpose of compiling an inevitably incomplete
list of international and local climate funds in this section is manifold. Firstly, it provides an indication
of the types of institutions typically involved in climate finametated activitiesat an international

and local level. Secondly, it servesinform potential project developers and instiions looking to
access funds ofhe available options. Thirdly, it provides a basis for evaluating the potential for
partnerships between and amosgproject developers and funders for climate finance related
activities.

% Cloete, B., Ramgowlan, Y. and Tyler, E., 2011. Synthesis of climate finance report literature to DBSA.
Department of Envonmental Affairs.
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The tables that follow provide #st of international and local fundsprganised according to the
funding institution and the key features of the available fund{$)e references sed to source this
information are compiled and contained in the Appendix to this document.

Table 1 Multilateral agencies and funds

Multilateral agencies and funds

The World Bank

The World Bank comprises 187 member countries and providesnkanest loans, interestfree
credits, and grants to developing countries. Specifically, The World Bank carbon finance cover:
range of sectors, including projects relating to renewable energy, energy efficiency,

infrastructure, waste management, forteg, and water resource managemernit. comprisestwo

major funds and is closely associated with the International Finance Corporatibith focuses of
private sector lending

Clean Technology Fund In South Africa the CTF aims to provide R500millibroginancing
ddzLILI2 NI F2NJ {2dziK ! FNAOIF Qa 34
O2dzy i NEQa St SOGNROAGE NBI dzai NB

improving energy efficiency by 12 percent by 201inds are
channelled through Mltilateral DevelopmenBanks (MD§. Phase 1
Renewable Energy and Energy Efficiency projects to receive fu
have mostly been identified. Phase 2 of the Investment Plan will f
on the funding oflow carbon transport on the basis of a transp
sector greenhouse gas invemyothat the government is currentl
undertaking.

Strategic Climate Fund This consists of three programmes. The Scaling up Renewable
Programme (SREP), The Forest Investment Programme (FIP), a
Pilot Programme for Climate Resilience (PPJRg. three funds
primarily invest inlow-income countries and wouldyenerallynot be
available for low carbon project development in South Afris®ER
focuses on renewable energy projects such as wind and solar er
small hydropower and biomass, and geetimal energy. The total siz
of the SREP fund is US$318 million.

International Finance Corporation (IFC)

The IFC is the private sector arm of the World Bank Group and finances debt and equity for
firms in developing countriedJnlike the CTF andir&tegic Climate Fund, the IFC coordinates
activities with the other instittions of the world bank but is legally and financiatigependent One
of the focus areas of IFC is the support of private sector development iSaludran Africa with
investmentsandadvisory servicegrograms.
In addition to the World Bank, the following multilateral programmes and funds exist that &
relevant to financing lowcarbon projects in South Africa.

Global Environmenta The GEF is made up of five funds, the main one being the GEF
Facility (GEF) Fund.

GEF is an independently operating financial organization which b
together 182 countries in partnership with international institutior
civil society organizations (CSOs), and phigate sector to addres
global environmental issues. The GEF provides grants and conceg
funding to projects that aim to improve the global environment.
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http://www1.ifc.org/wps/wcm/connect/region__ext_content/regions/sub-saharan+africa/advisory+services/advisory+services+default+landing+page
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Since 1991 the GEF has provided $11.5billion in grants and leve
$57 bilion in cefinancingfor over 3215 projects in over 165 countrie
LiQa {YIff DN} yda tNRINIYYS
directly to civil society and community based organisations tota
more than $653nillion.

The GEF Trust Fund is replenished every four yearhas receiveq
more than $1%illion in its five replenishments.

United Nations
Development  Programm
(UNDP)

b5t A& LINIL 2F GKS D9C tI NIy
countries make investments on sustainable development economi
attractive. Environmental finance is one of their key strategic them

United Nations Environmen
Programme (UNEP)

The UNEP is also part of the GEF Partnership and is a progra
rather than an agency of the UN. UNEP coordinates United Na|
environmental activities, assisting developing countries
implementing environmentally sound policies and practices. It
developed and participated in several environment funds describg
this document.

Global Energy efficiency ar

GEEREF is a fund operated by the GEEREF Secretariat and foq

renewable energy fung investing in private equity funds focused on renewable energy
(GEERB energy efficiency projects in emerging markets outside the EU.

Renewable Energy an REEEP is operated by the REEEP International Secretarig
Energy Efficiency comprises 400 partners including 45 governments as well as a rar

Partnership (REPE

LINAR @I 0S O2YLI yASa YR AYGSNyl
assist governments to create favourable regulatoand policy
frameworks and promoting innovative finance and business mode
activate the private sector. Its current focus is on Brazil, China, |
Indonesia and South Africa.

The African Developmer
Bank (AfDB)

The AfDBacts as an executing agenafythe GEF (see below) aaiins
to assist African countries in their efforts to achieve sustaing
economic develpment and social progress. The bamks adopted g
Climate Change Action Plan that seeks to address mitigg
adaptation and financing. firovides loans, equity, guarantees, lines|
credit and underwriting to eligible projects.

The European Investmer

Bank (EIB)

The EIB is the European Union's bank which provides finance
expertise for investment projects which contribute to furtheribd)
policy objectives. The EIB has been active in South Africa since
and as at the end of 2009 the bank had extended funding tq
development projects for a total of EUR 2 bilfion

African Development Ban
Sustainable Energy Fund f
Africa

The Satainable Energy Fund for Africa is operated by the Afr
Development Bank and focuses on enhancing the commercial vig
and bankability of private sector projects. Support is provided mg
via grants and equity to smalksize renewable energy anenergy
efficiency players

Nordic Development Fund

Is operated by the Nordic Development Fund Secretariat and foq
on grant financing of adaptation and mitigation activities in g
income developing countries in Africa, Asia and Latin Ame
Particimting countries are Denmark, Finland, Iceland, Norway
Sweden.

3 http://www.eib.org/attachments/country/sa_en.pdf
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Table 2 Bilateral agencies and funds

Country Bilateral agency \ Description

Australia | Australian Agency for ldza! L5 A& GKS | dza (i éldprheht
International Development | agency responsible for managing Australia's overg
(AusAlD) aid program. It focuses on the Asia Pacific region

also in Africa, the Middle East, Latin America and
Caribbean.

Austria Austrian Development Agenq ADA is the operational nit of the Austrian

(ADA) Development Cooperation (ADC). It is in chargg
implementing all bilateral programs and projects
ADC's partner countrieaVhilst the primary focus o
the fund is humanitarian, it does support Austrian g
other European Economic éa based companies thg
take active measures to improve the social, ecologi
or economic environment in recipient countries.

Canada Canadian International CIDA is Canada's lead agency for developn
Development Agency (CIDA) assistance which focus@s Increasing food security

securing the future of children and yoythand
stimulating sustainable economic growtall of which
are linked to lowcarbon growth.

Denmark Danish International 5! bL5! A a devBlgpiénNJcd@geration
Development Agency DANIDA has four main focus areas: human rights
(DANIDA) democracy; green growth; social progress and stab

and protection¢ KS | 3Sy 0e Qa W/ f
DKK500 million in 2012funds projects related tq
climate change andhifting to the green economy

UK Department for International | 5CL5 Aa GKS ! YQAd RS@Sft 2
Development (DFID) the provision of aid to address climate change and

link to developmentDFID has committed £2.9 hillig
of climate firance from within its existing ai
commitments from 2011 to 2015.

Finland Department for International | CA Yy f | YRQa RS@Sft 2LIYSyi

Development Cooperation | development with a number of African countries.
focus areasnclude sustainable forestry and industr
water and the environment.

Germany Deutsche Gesellschatt fur GlZ is a federal enterprise that supports the Gern
Internationale government in achieving its objectives in the field
Zusammenarbeit GmbH (GIZ international cooperation for sustainabl

development, including in many African countriesd
funds significant efforts on capacity building for lo|
carbon development in South Africa.

Germany | German Bank for YF2 Aa DSNXIyeQa RS@OSt

Reconstruction and
Development (Kreditanatt
fur Wiederaufbau KfW)

promote partner countries' projects and programs
sustainable progress in deweging and transition
countries. Thecurrent portfolio comprises more tha
700 projects in 82 cauries. Its investment focus
areas include infrastructure, agricultur
manufacturing, financial sectoand it dfers private
enterprises investing in developing countri
appropriate longterm finance: risk capital,equity
capital, mezzanine financkmans and guarantees.



http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515656-QEV
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-1015151610-QLN
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515146-QKD
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Germany

International Climate
Initiative (ICI)

ICI, through its Energy and Climate Fund supp
climate and biodiversity projects in developing a
newly industridising countries, as well apuntries in
transition. The fund remives funding from carbol
emissions trading and has 120 million Euros avail
for use annuallyfor which applications are submitte
in January of each year.

France

French Agency for
Development (Agence
Francaise de Developpemen
- AfD)

AfD is the mainA YLI SYSyGAy3 | 3
official development assistance. AfD supports proj
and programs through grants, loans, guarantee fu
and debt reductiordevelopment contracts. In Sout
Africa, amongst other activities, it is supporti
renewable enegy and energy efficiency projec
through concessional financing to selected priv
sector banks and DFEliscluding in South Africa.

Ireland

Ireland Development
Cooperation

The Development Cooperation Directorate

responsible for administering Ire¢faR Q& 2 @S
programme. One of its priorities is the reduction
poverty, inequality and exclusion in developi
countries and a geographic focus on Sdharan
Africa. Its activities includelmproving resilience o
vulnerable communities to climatehange; promotig
leadership and governance with respectstiastainable
development; supporting research on climg
adaptation and risk reduction.

Japan

Japan International
Cooperation Agency (JICA)

WL /! Ad  WFLIyQa RS@St 2
contribute to the development of thelgbal economy
by supporting socioeconomic development, recove
or economic stability of developing regions. It us
varied development assistance schemedICA'S
support to South Africa is primarily focused on:
Promofon of Human Capacity Development a
Infrastructure  Development, 2) Promotion

Participation of wvulnerable groups in Social g
Economic Activities, and 3) Promotion of Regig
Development in Southern Africaall of which areg
linked to lowcarbon growh.

Japan

Japan Bank for International
Cooperation (JBIC)

JBIC is a polidyased financial institution of Japan, a
conducts lending, investment and guarant
operations while complementing the private sect
financial institutions. Specifically, it prioles advice fol
Japanese firms, foreign governments and others V
respect to utilization of the Kyoto Protocol, includi
innovative financing for improving project revenu
and reducing borrowing costs by using carbon, ang
the investment climate imost countries.

Netherlands

Netherlands Development
Corperation

With a focus on Africa, the development policy of {
Netherlands is implemented through the Netherlan
Development Corporation, which is active in a num
of African countries.
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Netherland

Netherlands Development | FMO is the Dutch development bank support

Finance

Company (FMO) emerging markets. It predominantly invests

sustainable private sector growth in developing 4

financial institutions,energyand agribusiness, foo
andwater.

Sweden

Swedfund International AB | Swedfund provides risk capital, expertise and finan

support for investments in the emerging markets
Africa, Asia, Latin America and Eastern Europe.

Sweden

Swedish International SIDA is{ s SRSy Qa RS@St 2LIYSYy
Development Agency (SIDA) target is to ensure that those in poverty have t

ability to improve their living conditions. The ager
has a focus on five key areas includsgstainable
development with a focus on developing countries

USA

U.S. Agency for International | { ' L5 Aa GKS | {! Qa RSO
Development (USAID) key focus areas is around environment and clim;

change. Afghanistan and Pakistan are USAID's
largest assistance programs but they also proy
assistance in other developing regions including Afi
The agency has funde2R7 Environment and Globs
Climate Change projectis Africa.

USA

Overseas Private Investment ht L/ Aa GKS | ®{ ® D2 @SN
Corporation (OPIC) institution. It mobilizes private capital to help sol

critical world challenges. It provides investors w
financing, garantees, political risk insurance, a
support for private equity investment funds.

Table 3: Local agencies and funds dedicated tedaeon projects

Local funds

Green Fund

Estallished by the Department of Environmental Affairs and mana|
by the Development Bank of Southern Africa, the Green Fund con
an initial allocation of R800 million to support the transition to a |
carbon, resource efficient and climate resilient dimmment path
delivering high impact economic, environmental and social beng
The fund dispenses funds througharious thematic windows ang
invests across one or more project stages through a number
instruments

Industrial
Corporation

Developmen|
(IBZ) Green

Energy Efficiency Fund

The Green Energy Efficiency Fund is the result of a partne
between the IDC and the German Development Bank (KfW) to
energy efficiency and selise renewable energy projects. The facil
R500 million in size is nopen to businesses registered and operat
in South Africa for equipment and technologies across a rang
sectors.



http://www.sida.se/English/About-us/our-fields-of-work/Environment-Climate-Change-and-Sustainable-Services/
http://www.sida.se/English/About-us/our-fields-of-work/Environment-Climate-Change-and-Sustainable-Services/
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Table 4: Local agencies and funds that supboyaiderlow-carbon development

Eskom programmes

Rebate Model

This programmeprovides rebates for solar water heatefbetween
R3280 &R8964 and heat pumpgbetweenR3668 8R4320).

Standard Offer

Provides a subsidy for:ubding management systems; hot wat
systems; industrial and commercial solar water heating systg
process ofimization; energy efficient lighting technologies; L
lighting technologiesThe payout isbased on kWh savings of ng
technologyand dependant othe type of technology

Standard Product

Replacement of commonlysed inefficient technologies with energ
efficient equivalents The payout cap is R750,000 and is paid g
implementation and an auditing procedure has been completed.

ESCd-unding

Provides rebates for energy efficienpgojects that achieve savings

more than 100kW, including Lighting &VAC; Hot Water; Demar
Response; Compressed Air; Process Optimisation; and other prg
Eskom supports ESCo projects by funding up to 100% of the fin
benchmark value for viable energy efficiency projett® benchmark
value is between R3.9m/MWhd R6.3m/MW.

Performance contract

This involves the bulk purchase of energy savings across multiple
and technologies tlough contracting with a single projecedeloper.
Savings eligible for payment need to be between 06h00 and 22h(
weekdays; savings outside this period will be compensated at a lo
rate. Rates are to be determined through a competitive bidg
process. The minimum project size is 30GWh over a three year pe

DST and DTI funds

Support Programme for Industrial Innovatn

The product process
development (PPD) schem

For the development of new products (that have not been on the
market) by small companies (total assets below R5 million and a
turnover of less than R13 million as well as total employees of belg
50).Fnancial assistance provided is in the form of a nepayable
grant of between 50% an85% of the qualifying costs incurred durin
the technical development stagwith a maximum grant amount &2
million per project.

Matching Scheme

The Matching Scheme @rides financial assistance in the form of a
taxable nonrepayable grant of between 50% and 75% (depending
the shareholding by BEE, women and persons with disabilities) of
qualifying costs incurred in preompetitive development activity
associated witha specific development project up to a maximum gré
amount of five million Rand (R5 000 000).

Financial assistance under the Matching Scheme is also provided
large companies on a 50% matching basis. A large company is as
defined in the Small Busine8st of 2003 or any act replacing it. The
incentives for BEE and women participation provided under the
Matching Scheme do not apply to large companies.

The Partnership Scheme

Financial assistance under the Partnership Scheme is provided in
form of aconditionally repayable grant of 50% of the qualifying cosf
incurred during development activity with a minimum grant amount]
ten million Rand (R10 000 000) per project, repayable on successf
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commercialization of the project.

The Partnership Schemepayment levy is calculated as the
percentage of the projected value of sales, pai@mually, over a
specific number of years (typically for 5 years starting at the first ye
of recorded sales) which will give a certain nominal Internal Rate o
Return (RR). The required IRR is periodically reviewed and is curre
Prime + 3%. The levy percentage and repayment period is set at t
time of the award. In considering support for a project unther
Partnership Schemehere should be a clear indication of the causal
(addtionality) that will follow from the support.

The grant recipient may exit from the agreement at any time after t
final milestone has been reached, subject to the repayment of the

support amount plus such amount that will yield the IRR referred tq
above

ThePartnership Scheme is based on similar rules as the Matching
Scheme. There amo BEE incentives under tiseheme.

Manufacturing Competiveness Enhancement Programme (MCEP)

The MCEP is one of the key action programmes of the InduBtialy ActiorPlan 2012/13 2014/15.
It provides enhanced manufacturing support aimed at encouraging manufacturers to up
production facilities in a manner that sustains employment and maximizes value addition in the
to medium term. It consist of two subprogrammes, the Production Incentive and the Indust
Financing Loan Facilitiédnly the Production Incentive contains a specific low carbon component

Production incentive -
managed by the DTI

The Production Incentivaccounts for 80% ¢bRand value) of the
MCE® DN} yid @FftdzS Aa OFft OdzZ I (SH
which up to 25% of the manufacturing value added is subsidi
Credits can be applied to any of five suimponents of the
Production Incentive. One of these is fore@&n Technology an
Resource Efficiency Improvement, which is a cost sharing gra
support enterprises with green technology upgrades that lead
cleaner production and energy efficiency.

Critical Infrastructure
Programme (CIR)managed
by the DT

This is a cost sharing grant designed to improve critical infrastrug
in South Africa. Between 10% and 30% of total development cog
qualifying infrastructure can be covered by the grant. Infrastruct
for which funds are requireds deemed to beWONMA (G A O
investment would not take place without the said infrastructure or {
said investment would not operate optimally.

This fund is not specifically for low carbon projects, however, cert:
insofar as energy supply is concerned, it dodheoretically be
extended to renewable energy projects.

Technology Innovation Funds (Technology Innovation Agency)

Industry Matching Fund

This fund is primarily aimed at driving technology innovations
companies of all sizes. Funding is typicallpvgled as matchec
funding for a royalty or matching loans or preference shares.

Equity Fund

The Equity Fund will invest in fledging companies driving techng
AYY20GA2ya 6KAOK R2 y2i KIF @S
investment or the trackrecord and balance sheet to secure lo
finance. Funding is typically provided for equity, or equity
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combination with convertible preference shares.

Technology  Developmer
Fund

This fund invests in select high potential projects undertaken
institutions such as SCs and HEIs forqumpetitive and end stag
research and technology development. Applicants are requireq
contribute at least 20% of the funding.

Idea Development Fund

CKA& FdzyR LINP@PARSa WY2RSadQ |
small companies to assist with: patenting costs, technokdieing
incubated atagof ¢ L! Q& LI F GF2N¥a 2NJ 20
to lower risk of starting companies, and/or; enable development ¢
fundable proposal/businessplan. Maximum fund transfer is
R200,00@ransaction except for funding of intellectual property
registration and maintenance costs, where the allowable maximu
R500,000/transaction.

Against the backdrop of climate finance sources and instruments presented ichégder, the next
section explains the analytical frameworks usedtgregate the authors interpretation tfie results
of the perception survey ancontent ofthe literature review
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CHAPTER 3 Analytical framework s

This chapter sets out the analytical framewsudnderpnning the reporting of resultsf the perception
survey There arefour distinct but relatedrameworkswhich ae used to explain the various findings

The first twoof theseframeworksare used as anchors to describe each of the individual bariters
Chapter 4. The remaining two frameworks are not explicitly referenced when presenting the results,
but are nonetheless useful for understanding the landscape of low carbon findrts. set of
frameworks are neither tended to be exhaustive nor designed t@pture every element of a
problem. They should be seen for their value in simplifying complex situations and providing order in
analysis.

Analytical framework 1: financing requirements along the project
development lifecycle

The theory and practice of qoorate finance has long relied on a model that relates different funding
instruments to stages along the project development lifecycle. This is based on the premise that the
level of activity and risk, and hence funding requirements vary as the projectsrfovm early stage
research & development to commercial maturity. There are various iterations of this model and this
project has produced one such version as an anchor for explaining the barriers in Chapter 4. This
framework is presented in figurgbelow.

Figure3: financing requirements along the project development lifecycle

End-user
payment

I

Commercial debt

| Co-finance

1

1
| Carbon markets > H

Risk mitigation products - Loan guarantees, insurance etc >

Concessional loans (interest rate subsidy, term
flexibility, repayment holidays

Payment-for-ecosystem services >

| Equity >
| Sweat equi/t%in-kind > E

| Venture capital / angel investment >

LEVEL OF ACTIVITY / FUNDING REQUIRED

| Grant >
1

R&D Demonstration Deployment Diffusion Commercial maturity

STAGE OF PROJECT DEVELOPMENT

Source: National Business Initiat&éKPMG 2012
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The content and position of the stages of project development and funding instruments shown in
figure 3 is intended to be generic and applicable to all project types i.e. rattioted to lowcarbon
projects. However, the identification of barriers in chapter 4 emphasises certain elements -of low
carbon projects that make particular project stages and instruments more or less important than
projects outside the lowcarbon sphereThis framework is used extensively to relate the individual
barriers to the project lifecycle, which this study found to be a key gap in climate finance literature.

Analytical framework 2: categorisation of projects according to scale and
degree of risk

A key learning from this study, explained in detailed in Chapter 4 is that barriers tnduadry
according to differenproject types. This study provides a framework to segment the market on a two
dimensional matrix with the factors being scale arefiee of risk. This is shown in figure 3 below,
which depicts the different segments, showing the typical types of projects and funders in each
segment.

Figure4: cateqgorisation of projects according to scale and degree of risk

PROJECT TYPE HIGH PROJECT TYPE

Small-to-medium scale, Medium-to-large scale,

high risk projects that high risk projects, typically

typically have uncertain related to infrastructure

returns. Generally require investments or major

funding at-risk to make TYPICAL FUNDERS capital expenditure. TYPICAL FUNDERS

projects feasible Bilateral funding Strongly influenced by Large multi-lateral (e.g.
institutions (e.g. EU technology and policy GEF, World Bank) and
delegation, GIZ, DFID) constraints bilateral funding (EIB,
and domestic ring- KfW) institutions,
fenced funding (e.g. PROJECT RISK government fiscal
DBSA/DEA Green Fund), spending
Private equity / venture
capital

SMALL PROJECT SIZE m
PROJECT TYPE PROJECT TYPE

Small-to-medium scale, Medium-to-large scale,

low risk projects that low risk projects that

typically aim for on-the- provide certain and

ground impacts with a predictable financial

large developmental return returns and are typically TYPICAL FUNDERS

OR ‘stay-in-business’ TYPICAL FUNDERS implemented by

corporate projects NiGleateraiand commercial organisationg Commercial Banks,
Dl e aoment with strong balance sheets local and international

and aid agencies, local DFls
DFls, corporates (own
balance sheets and CSR
funds)

Low

Figue 4 above conceptualises the leearbon project landscape according to four distinct but related
segments. In brief, these segments have the following characteristics:

T Segment 1 (Small scale, lekisk): This segment consists of projects with a large dgwelental
return and onthe-ground impact (typically funded by international and local DFIs and aid
agencies) or stain-business projects in the normal course of business (typically funded by
corporate balance sheets).



3rd Floor, MPF House, Sunnyside Office Park, 32 Princess of Wales Terrace, |
Parktown, 2193 | P O Box 294, Auckland Park 2006, South Africa

“
Tel: +27 11 544 6000 | Fax: +27 11 484 2765 | www.nbi.org.za \ (=
Reg. No. 95/03141/08 Association Incorporated under Section 21
1 Segment 2 (Small scale, higisk): Projects in this segment are typically eastage initiatives
undertaken by singkpurpose starup companies (typically funded by DFls through -fergced
funds or private equity / venture capital) or technolegy developmental interventions
undertakenby civil society organisations (typically funded by bilateral development institutions).

1 Segment 3 (Large scale, high riskarge infrastructure projects typically fall in this category
wherein risks (particularly technology and policy related) are thghughout the project life cycle.
Such projects are typically funded by large international DFIs or local government spending.

T Segment 4 (Large scale, low riskjhis segment consists of commercially viable projects with
predictable and certain financiakturns. This segment is typically the preserve of commercial
banks and to a lesser extent, local DFls.

This framework is a key anchor for the results presented in Chapter 4 and a primary contribution of
this study in being able to differentiate the bamrs according to distinct but related market segments.

Analytical framework 3: the ecosystem of climate finance

The literature review in the preceding chapter demonstrates that there are a number of actors
involved in climate finance, resulting in a cdep web of interactions and inteelationships. To
provide a common basis for understanding the landscape of climate finance and locate the position of
different barriers in the system, figure presents the first of the analytical frameworks developed
through this study, relating to the ecosystem of climate finance.

Figure5: ecosystem of climate finante

UNFCCC climate International DFIs / National Private savings/
Sources of —
funds finance (GCF, GEF) governments Governments individualwealth
J! \L v v »l/ v ‘ll
Agencies / Local DFI / aid agency Govermnment Commercial ~ Non-bank
Managers department/ public banks investmentvehicles
of funds sector organisation e.g. private equity
W v v v v
Users of State (local government, Single-purpose Established Civil Society
TG municipalities, start-up commercial organizations
parastatals) companies Entities

Source: National Business Initiat&e&KPMG 2012

“ Abbreviations: United Nations Framework Convention on Climate Change (UNFCCC), Global Environment
Facility (GEF), Grer Climate Fund (GCF), Development Finance Institution (DFI)
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Figure5 can be understod in the following manner. The different institutional actors are shown in
individual boxes. Their relationigds are represented by the pointed lines, with each institution
assigned a particular colour to show the difference in relationsHips. lines show the flow of funds
and the arrow represents the direction of the floWhere are three levels of institutisrrepresented in
the framework:

1 Thesources of fundsare shown in the topnost layer, consisting of the UNFCCC climate finance
framework, international DevelopmerFinance Institutions (DFIs) aimternational governments,
national governments, and privatavings / individual wealth.

1 The institutions typically tasked agencies or managersf the funds are shown in the middle
layer, consisting of local DFIs arapencies, government departments angublic sector
organisations, commercial banks, and rmark investment vehicles such as private equity
companies.

1 The usersof the funds i.e. institutions that typically use the funds to implement-tmasbon
projects are shown in the bottom layer. This consists of the sta&tidnal, provincial and local
government spheresas well asstate owned enterpris@s singlepurpose startup companies,
established commercial entities, and civil society organisations.

This framework isi0t intended to be exhaustiveor fully detailed. There may be other actors and/or
relationships that are not shown in figeb as it is difficult to capture all possible actors and linkages in
a single pictureNonethelessthe framework provides a useful point of departure for understanding
the different actors and the flow of resources amongst them. Whilst this framewankti€xplicitly
referenced in the rest of this report, it remains a primary contribution of this report to the general
understanding of climate finance.

Analytical framework 4: Marginal Abatement Cost Curve

The Marginal Abatement Cost (MAC) Curve is dl-established framework for evaluating the
commercial viability of different options for abating GHG emissitinsielevance to climate finance
stems from the need to understand where particular project types lie on the MAC curve at a national /
regionallevel and hence what amount and type of funding support they require to enhance their
implementation. A MAC curve for South Africa was not available during the development of this study
and hence only the general principles of this framework are usetisnréport.Figure 6that follows
shows the MAC curve framework sourced from the literature for the purposes of this report.
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Figure6: Marginal Abatement cost (MAC) curve framework
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Souce:ClimateWorks Australia team analysi

The general principle of using the MAC curve to iifegrarriers and solutions for climate finance is
that projects above the horizontal axis and to the right of the curve i.e. those with a positive cost of
abatement typically require funding support (particularly on concessional terms) to make them
finandally viable. This is akin to moving projects from the right to the left of the MAC curve. The
projects below the horizontal line represent a negative cost i.e. they result in positive savings typically
do not require funding support, but may however suffeom nonfinancial barriers impeding their
implementationor requre financial solutions related to short term cash flovhis understanding can

be used to design funds for climate finance to focus on projects and sectors to the right of the curve in
order to maximise the impact of climate finance and remove basriempeding the implementation of
low-carbon projects. Chapter 4 explains this further in the analysis of specific barriers.

The next chapter uses thigameworks presented in this section to explain the barriers to climate
finance identified throughhe perception survey.
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CHAPTER 4:Batrriers to climate finance in South Africa and
recommendations for enhancing private sector access

This chapter presents the results of the perception survey regarding barriers to climate finance in
South Africa and t support required to enhance private sector accddgvendistinct but related
barriers have been identified in the study, which are grouped around four broad themes. This section
provides an overview of this categorisation, followed by an explanatiaach individual barrier and
recommendations for how the issues identified can be resolved. The analytical frameworks described
in the preceding chapter are used in conjunction with additional graphics and figures to explain the
barriers.

Categorisation o f barriers

The barriers to climate finance in South Africa identified through the perception survey are grouped
into four categories; policyelated, structural, skills & capacity, and fund design. These categories
were determined from the bottorrup oncethe individual barriers were identified. The grouping is
done for the purposes of providing structure and order to the analysis. It is nebded to be
deterministic as there are a number of linkages amongst individaaliers and across categories.
Addtionally, the number of barriers in each category should not be seendadirite indicator of the
relevance or importance of particular barriers, as a single barrier may have a disproportionately high
or low impact.Table 4below lists the individual baers according to the four categories.

Table4: cateqorisation of barrier® climate finance in South Africa

Category Barrier
Policy 1. Misalignment between green economy vision, industrial policy and structure (
related the financial system

2. Barriers in financingarly-stage, high risk projestandfor moving projects from
early development stagas commercialisation

Structural 3. Barriersin funding for midsize projects

»

Suboptimal coordination between commercial banks atel/elopment finance
institutions (DFIs)

5. Capacity constraints of implementation partners
kill . . — -

Skills & 6. Project development skills shortages within project developers

capacity
7. Project sourcing and evaluation skills shortages within commercial banks
8. Limited focus on noenergy related lowcarbon projects

) 9. High transaction costs for commercial finance ofdtavbon projects
Fund design

10.Design and structure of concessional credit lines

11.Legislative barriers to investing in lex@rbon projects

The following sections explain eachtbé barriers and recommendations for how the issues identified
can be resolved.
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1. Misalignment between green economy vision, industrial policy and structure of
the financial system

The perception survey confirmed the findings of the literature review tiaernment policy has a
significant impact on the funding and implementation of loarbon projects. A number of
respondents identified various poligglated barriers toclimate finance in South Africa and a key
trend emerged in the form o misalignmat between the vision for the green economy, the industrial
policy and the structure of the financial system.
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for the green economy (as contained tine National Development Plan and the National climate
Change Response strategy) are seen to position South Africa as a technology |sates iespects.

The implicit assumption that such a position contains is that the financial system required to be a
technology leader exists and works efficiently in all respects.

However, in practice, there are imperfections in the financial system (as explained through subsequent
barriers), particularly relating to the funding of eadiage development projects witi are core to an
economy with the aim to be a technology leader. Consequently, the financial system is geared towards
an economy that is a fast follower rather than a technology leader, and this policy misalignment is
seen to stunt the growth of the greezconomy.

Figure 7that followsshows how this barrier relates to the two core analytical frameworks introduced
in Chapter 3 relating to the project development lifecycle and the categorisation of projects according
to scale and risk.
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Figure7: misaliqmqment between green economy Vvision, industrial policy and structure of the financial
system

Implicit assumption in green economy vision Assuming that all segments are being
) efficiently funded to be a technology leader

LEVELOF ACTIVITY / FUNDING REQUIRED

RED Demonstration Oeployment Diffusion Commercial maturity

'STAGE OF PROJECT DEVELOPMENT

Resulting in segments being funded that
Actual state of the financial system are best suited to a fast follower

LEVELOF ACTIVITY / FUNDING REQUIRED

50 Demonstration Ocployment Oittusion

STAGE OF PROJECT DEVELOPMENT

Figure 7above explains the policy misalignment in terms of the analytical frameworks introduced in
chapter 3. The top segment of the figurepicts the view of the green economy and industrial policy
i.e. that the financial instruments required at each stage of the project life cycle exist and work
efficiently (shown in redjnd that all project segments are well fundéshown in blue) Howeve, the
bottom segment reflects the reality that only some financial instruments at the advanced stages of the
project life cycle are well functioning, resulting in gaps in market segments, particularly related to
early-stage, smalkcale, higkrisk projecs which are core to a technologyading economy in the area

of a green economy

The nature of this barrier entaitsvo broad goups of possible interventions. The first is to reform the
financial system to activate the swudptimal segments in a way thaerves the national vision of being

a technology leader. The second is to reform the nature of industrial and green economy policies in
South Africa and their alignment to better suit the structure of the financial system. The development
of specific actims in both regardswhich will likely be a mix of various interventions, requires a
structured multistakeholdempolicy dialogue process, the specific design of which needs to be carefully
formulated.

Subsequent sections of this chapter provide furthetaileof the nature and reasons for these specific
gaps, with the next section specifically addressing the gap in funding forstaglg projects.
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NATIONAL BUSINESS INITIATIVE

2. Barriersin financing early -stage, high risk projects and for moving projects
from early development stages to commercialisation

As introduced in the previous section, there is a shortage of funding available foistgly, high risk
projects and for advancing projects towards commercialisation. In terms of the analytical frameworks
of this report, this comsponds to the early stages of the project lifecycle and to the top left quadrant
of the market segmetattion. This is shown in figureb@low.

Figure 8: barriers in financingearlystage, high risk projects and for moving projects from early
development sgages to commercialisation

PROJECT RISK

Risk mitigation products - Loan guarantees, nsurance etc >

Concessional loans (interest rate subsidy, term >
flexibility, repayment holidays.
| Payment-for-ecosystem services >

e >

Deployment Diffusion Commercial maturity
STAGE OF PROJECT DEVELOPMENT

Source: National Business Initiat&e&KPMG 2012

It is well recognised that breakthrough technologies and new business models are required for the
accelerated development of the green economy, and such initiatives are typically the preserve of the
highlighted maket segmentsThe perception survey revealed a number of possible causes for this
deficiency in funding in this area:

1 Commercial banks and private equity companies are typically not willing to assume technology and
development risks which are incumbent @éarly-stage, higkrisk projects However, at least one
commercial bank participating in this survey indicated a certain willingness to invest in early stage
development for strategic reasons to enter the market, and to secure a share of future more stable
and profitable stages of project development.

1 The venture capital industry in South Africa is very small and nascent. This results in very limited
Fdzy Ra | @I Af I 6NRASA | D2 -stafey GighaNsk ®Wjedis which typically provide
breakthroughtechnologies. The reasons for an undkveloped venture capital industry are not
immediately clear.

1 Grantbased funding, which is often used to fund such projects is limited due to unfavourable
I3t 201 f SO2y2YA0O O2YyYRAGA2YéPto suBRfnding Asyexdedted Io  { 2
continue to diminish as the country moves into midiieome country status

9 Startup entities, which typically develop these types of projects do not have sufficient own capital

to fund early stage project development strong enough balance sheets to secure funding from
commercial banks



3rd Floor, MPF House, Sunnyside Office Park, 32 Princess of Wales Terrace, |
Parktown, 2193 | P O Box 294, Auckland Park 2006, South Africa

ﬁ

Tel: +27 11 544 6000 | Fax: +27 11 484 2765 | www.nbi.org.za \ (=

Reg. No. 95/03141/08 Association Incorporated under Section 21
The key area of focus in removing this barrier is to-ktekt a venture capital industry in South Africa.
The factors impeding its development are likely to be complex and struandafurther research is
required to understand the status quo and prescribe specific actions to unlock greater flows of capital
to early stage projects. Part of the solution is also likelligtin the policy dialogues recommended in
the previous sectiorhighlighting the need to consider the barriers in an integrated manner.

3. Barriers in funding for mid -size private sector projects

Mid-size low carbon projects face a funding gap similasrt@liscale, early stage projects but far
number of different reasons.Financiersand project developers typically define méize projects as
being between R50 and R250 million in value. Such projects tend to be the preservalbfked

private sectorcompaniesandare usually found in the middle of the project ddopment lifecycle and
straddle the middle of the project @izspectrum, as shown in figureb@low.

Figure 9 barriersin funding for midsize private sectaprojects

PROJECT RISK

There are two broad reasons why there is a funding gap for such projestty,Rhey tend to not fit

neatly into a specific market segment. On the one hand, they are too large for the appetite of
development institutions tht provide concessional financen@he other hand, they are too small to
make it worthwhile for commerclebanks to pursuewho have a pipeline of larger deals where the
transaction costs and profits are more easily recoverable. Consequently, they often exceed the size
threshold of dedicated climate investment funds from development agencies and fail toctattra
interest from commercial banks.

Secondly, lowDl Nb2y LINRP2SOGa 2F GKA& &AT Snodza Ay OBAED:
operational projects within companies for a limited pool of investment capital. Whilst such projects
may still be commerciallyiable, theyoften fare poorly in relation to operational projects on criteria

such as hurdle rates and payback peri@dkich, in current economic environments are seen to be in

the region of 23 years for large corporations in South Afric&pnsequenyl, they are not allocated
capital. In these cases, the availability of concessional finance can help improve the viability of such
investments and improve their relative attractiveness to company investment podiss is
represented in figure 1@hat follows, showing how such projects compare in relation to other
investment proposals in relation to a target payback period.




























































