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INTRODUCTION

DESA

Preparing, financing and implementing infrastructure projects in Sub-Saharan Africa

Mission

Advance development impact in Africa by expanding
access to development finance and effectively
integrating and implementing sustainable
development solutions to:

Improve quality of life through the development of
social infrastructure

Support economic growth through investment in
economic infrastructure

Support regional integration

Promote sustainable use of scarce resources

Strategic objectives

Sustained growth in developmental impact —
aggressively grow businesses to maximise
developmental impact

Integrated infrastructure solutions’ provider across
value chain — partner of choice

Financial sustainability — maintain profitability and
operational efficiency to enable growth in equity and
fund developmental activities

Sustainability innovations
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INTEGRATED APPROACH

TO INFRASTRUCTURE DEVELOPMENT

1. Plan

= Municipal assessments

= Bulk infrastructure
plans

= Infrastructure planning

2. Prepare

Project identification

Feasibility
assessments

Technical assistance

3. Finance

Long-term senior and
subordinated debt

Corporate and project
finance

4. Build

Managing design and
construction of

projects in education,

health and housing
sectors

DESA

5. Maintain

= Supporting maintenance/

improvement of social
infrastructure projects

i Mezzanine finance .
advice Programme Project management
development Structured financing support
Project preparation solutions
funds ,
Clients ‘
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DEVELOPMENT POSITION DBSA
___________________________________________________________________

DBSA contributes to a just transition toward a renewed and inclusive economy and society that embodies
resilience, regeneration, and transcends current trajectories. As development practitioners, the DBSA holds
this to be the transformative change needed to realise a prosperous, integrated and resource efficient
continent. This stance progressively advances the common goals for sustainable and equitable wellbeing.
The DBSA will work in partnership to co-produce impactful development solutions and the sustained platforms
of an enabling environment for participation, a sense of purpose, empowerment and deep connections. DBSA

will bend the arc of history through our continued multi-faceted investments in sustainable infrastructure and

human capacity development.



DBSA VISION TO GREENER ECONOMY DESA
___________________________________________________________________

Over the years the South African government has adopted a range of national legislation and plans in support of its
vision of a greener and more sustainable economy.

South Africa’s vision of sustainable economic development and commitment to a greener economy was re-affirmed at
the Conference of Parties 17th Meeting (COP17) held in Durban, South Africa during December 2011.

The DBSA in support of government’s commitment to contribute to a wide range of goals of transitioning to a greener
economy aims to:

To be a leading DFI with regard to its contribution towards the country and region’s transition to a low carbon economy
Support government and region in meeting its NDCs

Achieve excellence in climate change reporting and development of appropriate frameworks

Support efforts to embed natural capital accounting in our investment portfolio



DEFINITIONS ON NATURAL CAPITAL DEPENDENCY

Natural capital is the stock of renewable and non-renewable
resources that together provide benefits to people. This includes
clean air, food, water, energy, shelter, medicine, and raw
materials used to produce goods. Natural Capital provides
humans with flood defense, climate regulation, pollination and
recreation.

Natural Capital Risk comprises the risk of reduction or
interruption of the benefits that humans and their economy
receive from nature as a result of human pressures on the
environment (NCFA 2018).

STOCKS
Natural capital

FLOWS VALUE
Ecosystem and Benefits to business
abiotic services and to society

Biodiversity

DBSA

Natural capital dependency — A business reliance on or use of natural capital.

Dependency pathway — A dependency pathway shows how a particular business activity depends upon
specific features of natural capital. It identifies how observed or potential changes in natural capital affect

the costs and/or benefits of doing business.

King IV requires institutions to report on how
they make profits — Natural capital supports all
capital including financial, manufactured, social and
relationship, human and intellectual capital.

Financial Capital

Manufactured Capital

Social Intellectual
Capital

Capital

HOW NATURAL CAPITAL DEPENDENCY RISK IMPACTS ON THE DBSA

CREDIT RISK POLICY APPRAISALS AND DRT R'Sfﬂmggg,\?g,ﬁg =IO SURSETF’,*(')'\'RAT?,'\I'-(';TY ANNUAL REPORTING

DBSA acknowledges the economic risks of all its portfolios to environmental degradation and environmental dependencies.
The environmental sector and credit risk specialists are continuously improving toolkits to address natural capital risks in investment decisions.

N

Production
processes
Main process of
production in the sector

Ecosystem services
Benefit people obtain from

ecosystems
Natural capital assets
Assets of the natural environment through
which ecosystem services are provided
Drivers of environmental change
Factors which trigger changes in natural capital assets




ENVIRONMENTAL DISRUPTION TRIGGERS BUSINESS RIsks DESA

Environmental risk

Legal and
Regulatory

Reputational

Societal

Source: NCFA AERM Project

Increased resource costs
Deteriorating supply chains

Increased fines, compensation and legal costs
New regulations or license fees

Increased costs of and access to capital
Productive asset impairment

Loss of license to operate due to role in environmental

degradation

Local communities uproar due to reduced access to or

availability of natural capital

Market

Reputational

Operational

Compliance

Increased number of loans at risk of default
Decrease in quality of lending portfolios

Losses from commodity trading
Asset liability mismatch

Damage to reputation due to financing of ‘dirty’
businesses

Damage to buildings and data centres due to
extreme weather events

Requests for information from regulators and
auditors




NATURAL CAPITAL ACCOUNTING A TOOL TO MITIGATE -
BUSINESS RISK AND SUPPORT VALUE CREATION DBSA

Understanding how business relies on the “goods and services” provided by natural capital
enables businesses to both identify, manage and mitigate business risk and importantly to
maximize the value creation process in a sustainable manner

Identify natural capital
dependency

GOVERNANCE

* Procedures
Y ¢ Roles and responsibilities

1
; * Policy
1
\

Source: NCFA AERM Project



NATURAL CAPITAL ACCOUNTING AND BUSINESS RISK
MITIGATION DBSA

Financial institutions are increasingly understanding that the companies they invest in depend on and impact on
natural capital through extraction and production.

Over exploitation of natural capital constrains business operations and impacts on the global economy
Financial institutions are exposed to these risks through the loans and investments made to businesses.

Financial institutions are increasingly accepting the need to address the exposure to risks from natural resource
constraints and dependency on natural capital

Natural Capital Valuation provides the essential granular information to undertake evidenced based inform investment
decision making

However the approach of how to implement NCA and embed natural capital valuation in financial sector investment
decision making is relatively new and requires engagement with partners to develop appropriate tools and approaches

Without a national system of accounts it is impossible to undertake meaningful natural capital valuation

Financial institutions need to understand project sector, portfolio and national natural capital accounting risks and
dependencies

Use of common tools and standardized approaches to measurement within the financial sector can assist in
embedding NCV in investment decion making



DBSA PARTICIPATION IN GLOBAL ADVANCING P
ENVIRONMENTAL RISK MANAGEMENT (AERM) PROJECT D SA

Global pilot project implemented In South Africa, Colombia, Peru leads global approaches to
embed natural capital in the finance sector.

AERM Project implementing institutions:

Project ownership: The Natural Capital Finance Alliance (NCFA) includes 75 financial institutions who promote natural
capital inclusion in financial decision-making through the Natural Capital Declaration. The United Nations Environment
Programme Finance Initiative (UNEP FI) & the Global Canopy Programme (GCP) act as the NCFA Secretariat

The international partnership: Peru, Columbia and South Africa (DBSA and First Rand Group) are the institutions piloting
the application of natural capital risk related assessment and integration tool

Funder: Switzerland’s State Secretariat for Economic Affairs (SECO)

Technical studies: PwC

Reviewing institution Nedbank

Phase 1: Developed methodologies Phase 2: Integrate natural capital Competitive edge in managing
and frameworks to incorporate risk management into banking risk emerging risks and reaIISIng

natural capital into finance sector risk processes opportunities

management frameworks:




AERM PROJECT IDENTIFIED KEY NATURAL CAPITAL
DEPENDENCY RISKS FOR DBSA

1. Flood and storm protection 1. Habitats

2. Climate regulation 2. Water

3. Mass stabilisation/erosion control 3. Soil and sediments
4. Surface water 4. Atmosphere

5. Ground water 5. Species

Drivers of environment

change

Weather conditions gg Water Ground water Water services

Water stress mitigation
solutions

Temporary production

1. Weather conditions

2. Habitat modification

3. Pollution

4. Industrial or domestic activities
5. Flooding

Natural capital assets Ecosystem services Production processes Business impact Financial impact

Cost of sales

= A change in weather = Lower water levels = This include the = Water services have a reduction Revenue
conditions reduces the disrupt the provision of provision of ground significant reliance on
quality of natural certain ecosystem water. ground water.
assets. services. = Insufficient water = The disruption is
supply may result in a reflected in the water
drop in output and utility company’s

costs to secure

financial statements.

alternative supply.

Source: NCFA AERM Project

Credit worthiness

Credit risk rating

This ma cause external
rating agencies or
lenders to downgrade
the company.



DBSA MAINSTREAMING NCD RISK ASSESMENT IN PROJECT
INVESTMENT DECISION MAKING

DBSA INVESTMENT PROCESSES

AERM PHASE TWO

Project concept
- In-principle
decision to
finance/prepare
project for
bankability

= |dentify key environmental and
social issues for project design

= Incorporate ESS issues in
bankable feasibility study

= Include indicators.

= Develop structured products

and solutions

= Prepare projects for
financing and
implementation

geographic NCD risk profile

Deal screening —
High level

project
assessment

= |dentify high level environmental
and social (E&S) risks and impacts
in line with DBSA ESSS

= Categorise project risk (Cat 1, Cat
2, Cat 3 and Fin. intermediary)

= Screen the volume of Green
House Gas (GHG) emissions

= Screen project for financing
= |dentify information needed
for appraisal

Embed NCD screening in
project screening

Structure Deal
and Appraisal -
Assess project

feasibility and

sustainability

= |dentify project E&S risks,
propose mitigants and determine
project risk impact

= |dentify project impact on affected
communities and beneficiaries,
and assess community readiness
to receive the project

= |dentify indicators for DRT

x*

= Catalyse additional/climate
financing

= Prepare appraisal for
Investment Committee and
Board Credit and Investment
Committee

Embed NCD
assessment in the:
DBSA ESS
Environmental appraisal
Framework

Credit template

Credit Approval

= Link environmental and social
appraisal to credit approval
processes

*

= Finalise pricing and approval
of credit documentation for
financing of investment
transaction

= Include NCD appraisal
findings in project
Investment Committee
report
Consider NCD in credit

rating, approval and
priclng

Contract
Negotiation and
Settlement

= Determine risk mitigants that may
be necessary

= Client informed of environmental
and social compliance
expectations

.

= Finalise contracting
arrangements

= Ensure funder/agency
reporting requirements are
contracted with clients

ecessary, include
NCD in financing
covenants to ensure
borrowers manage
natural capital risks

Portfolio
Monitoring —
Assess
compliance with
contractual
obligations

= Monitor indicators as per DRT

= Support annual review monitoring
and client compliance to ESSS
obligations

x*

= Project Monitoring and
Annual review to assess
compliance with Loan
Agreement/contract and ESS

= Corporate Reporting as per
DRRF

= Work with borrowers to
mitigate natural capital
risks
Monitor projects with
high NCD

DESA

Evaluation —
development
results

assessment

Report on environmental and social
outcomes as per DRRF

*

Selected project evaluation as
per corporate reporting

= Incorporate NCD
considerations in project
evaluations



NATURAL CAPITAL ACCOUNTING AS ATOOL TO DBSA
ENHANCE REPORTING

DBSA to continue participation in the global UNEP-FI

partnership initiative with the pilot banks in South Africa, Diselostre | o
€1 METrCS ana targets

Peru and Columbia Ensure appropriate reporting

Capacitated environmental and social analysts

Refinement of the tools and methodologies to be Effective training and capacity building

_ People Interface of E&S and credit expertise
applied
Ecosystem/biodiversity targets for financial institutions Appropriate environmental and social policies
linked to business imperatives
New pilot on agriculture and infrastructure Tools to support implementation

Improve data collection and storage

Effective Board reporting through SEC
Governance Executive leadership championing




APPROACH ENABLES FINANCIAL INSITUTIIONS TO EMBED NCD \é
ANALYSIS IN PORTFOLIO RISK MANAGEMENT D SA

LEVEL OF ANALYSIS

16
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This publication has been prepared with help from PricewaterhouseCoopers LLP. “PwC" refers to PricewaterhouseCoopers LLP (a limited liability partnership in
the United Kingdom), which is a member firm of PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity.
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