A PRACTICAL SYSTEMATIC GUIDE TOWARDS
UNLOCKING MUNICIPAL CLIMATE FINANCE
LOCAL GOVERNMENT CLIMATE CHANGE SUPPORT PROGRAMME

Published by
Department of Environment, Forestry and Fisheries (DEFF)
Project Partners
South African Local Government Association (SALGA)
Deutsche Gesellschaft für Internationale Zusammenarbeit GmbH (GIZ)
Authors
ICLEI Africa
All photos provided by DEFF from the URP 2015 - 2019
Project Management Team
Lindelani Mudau		
Department of Environment, Forestry and Fisheries (DEFF)
Mikateko Sithole		
Department of Environment, Forestry and Fisheries (DEFF)
Canecia Siepana		
Department of Environment, Forestry and Fisheries (DEFF)
Mapula Tshangela
Department of Environment, Forestry and Fisheries (DEFF)
Intelligent Chauke
South African Local Government Association (SALGA)
Keobakile Lenyibi	Climate Support Programme (CSP) – Deutsche Gesellschaft fűr Internationale
Zusammenarbeit (GIZ) GmbH
Dumisani Nxumalo	Climate Support Programme (CSP) – Deutsche Gesellschaft fűr Internationale
Zusammenarbeit (GIZ) GmbH
Contact information
Department of Environmental Affairs
Environment House
473 Steve Biko Street
Arcadia
Pretoria 0001
South Africa
Tel: +27 12 399 9152 (for Tlou Ramaru)
Email: tramaru@environment.gov.za

This training manual was kindly funded through the GIZ implemented Climate Support Programme,
which is part of the International Climate Initiative (IKI). The Federal Ministry for the Environment, Nature
Conservation and Nuclear Safety (BMU) supports the IKI on the basis of a decision adopted by the German
Bundestag.

Published in South Africa - October 2019

LOCAL GOVERNMENT
CLIMATE CHANGE
SUPPORT PROGRAMME
A PRACTICAL SYSTEMATIC GUIDE TOWARDS
UNLOCKING MUNICIPAL CLIMATE FINANCE

ii | A PRACTICAL SYSTEMATIC GUIDE TOWARDS UNLOCKING MUNICIPAL CLIMATE FINANCE

FOREWORD FROM THE DEPARTMENT OF
ENVIRONMENT, FORESTRY AND FISHERIES

C

limate change is already a measurable reality, and South Africa, along with other developing countries, is
vulnerable to its impacts. South Africa has warmed significantly over the past eight decades, with parts of the
country having warmed at twice the global rate. Drastic warming of more than 4 – 6 °C is projected for South
Africa over the next few decades, making climate change the defining context for South Africa’s development, with
economic, social and ecological ramifications. Climate change poses a significant risk to South Africa’s development
gains, exacerbating the existing national challenge of widespread poverty, unemployment, and inequality and;
undermining the country’s efforts to achieve the United Nations Sustainable Development Goals (SDGs) and Africa’s
Agenda 2063. However, these challenges also present opportunities for both climate adaptation, mitigation and the
green economy. In this context, climate finance has become an important instrument to support local government
in addressing the challenges and harnessing opportunities associated with climate change.

An effective climate change response is complex, and transcends multiple socio-economic and environmental
sectors and spheres of government. It thus requires coherence, coordination, alignment and sequencing of policies,
response measures and concerted implementation of actions by various role-players, all of which constitutes South
Africa’s climate change response value chain.
South Africa’s vision for an effective response to climate change is articulated in the National Climate Change
Response Policy (NCCRP, 2011) and reinforced by the National Development Plan (NDP): Vision 2030 of a transition
to an environmentally sustainable, climate change resilient, low-carbon economy and a just society. These policy
documents envision an effective climate change response and long-term, just transition to a climate-resilient and
low-carbon economy and society. The NCCRP further underscores resource mobilisation as a priority of South
Africa’s climate change response, and has committed to mobilising the resources necessary for an effective climate
change response at all relevant scales, drawing on private and public sectors. Key to South Africa’s resource
mobilisation approach is the development of comprehensive resource and investment mobilisation strategies,
capacities and mechanisms that enable implementation of climate change responses at the scale required.
In an effort to align local governments with the international and national approaches to resource mobilisation, the
National Department of Environment, Forestry and Fisheries (DEFF) and its technical partners, the South African Local
Government Association (SALGA), and the Deutsche Gesellschaft für Internationale Zusammenarbeit GmbH (GIZ)
have provided support through the Local Government Climate Change Support Programme phases I - III (LGCCSP
I - III). The programme aimed to build climate resilience by undertaking vulnerability assessments, identifying
emissions sources and developing climate change response plans for all district and some local municipalities
in the country. The current fourth phase (LGCCSP IV) aims to build further capacity by assisting municipalities
in conceptualising and costing climate change projects using a nexus approach for climate change mitigation,
adaptation and the green economy. This will provide a preamble on the principles of climate/green finance and
possible funding instruments and mechanisms with the intention of providing a thorough understanding of what
a “bankable project” means in the context of climate change response, the costing of projects, and the ability
to implement and manage projects once funding has been accessed. Municipalities should by the end of, and
beyond, this assignment be able to decide on how to match their projects with the appropriate funding source(s).
This training manual provides a range of tools and reference materials, as well as a step-by-step guide, manual
and templates outlining the process followed when developing project proposals to respond to climate change
mitigation and adaptation and the green economy. The manual is interactive, and proposes virtual and online
methods which take municipalities through a localised process of project preparation.
CHIEF DIRECTORATE: CLIMATE CHANGE ADAPTATION
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HOW TO USE THIS MANUAL
Municipal officials have a crucial role to play in making South Africa’s communities and economy more resilient.
This training manual has been developed to assist municipal officials to conceptualise and implement local climate
action by increasing understanding of how to finance this important work.
The training manual provides an introduction and overview of the following topics:
1. Why climate change requires action now
2. What is climate finance and how is local climate action funded (climate finance concepts, principles, theory,
modalities, mechanisms and instruments)
3. How to identify barriers and opportunities to funding action on climate change: a step-by-step guide to project
preparation considerations for local climate action
4. Where to go for more assistance and information
This training manual is intended to be a practical guide to support municipalities with project preparation, by
introducing key principles and considerations to be taken into account when planning for and designing projects
to implement local climate action.
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1

CLIMATE CHANGE 101

What you will learn in this chapter:
•
•
•

Key differences between weather and climate
What is causing climate change and how climate change happens
The difference between climate mitigation and adaptation

1.1 Highlighting the difference between weather and climate
The terms ‘weather’ and ‘climate’ are often used interchangeably, however they mean very different things. Weather
is best defined as the state of the atmosphere at a particular place and time. For example, when we speak of
weather, we refer to daily temperatures and humidity levels or the amount of rainfall on a given day. Climate differs
from weather in that it is defined as the prevailing weather conditions or trends in a specific geographical region in
general or over a long period of time. For example, when we speak of climate, we refer to average monthly rainfall
patterns, seasons and average maximum temperatures.
To deepen your understanding of the difference between weather and climate, refer to Learning
LAB#1 included in Appendix 1.

Greenhouse effect
Some energy from the sun is
reflecting and some stays in
the atmosphere as heat.

Atmosphere
Figure 1: The greenhouse effect, a naturally occurring phenomenon that creates conditions warm enough for life
to flourish on Earth.
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1.2 What is climate change?
“Climate change is defined as a change of climate which is attributed directly or indirectly
to human activity that alters the composition of the global atmosphere and which is in
addition to natural climate variability observed over comparable time periods.”
Article 1 of the United Nations Framework Convention on Climate Change (UNFCCC)

According to Let’s Respond, a toolkit developed to integrate climate change risks and opportunities into municipal
planning, in order to understand climate change, you need to first understand the ‘greenhouse effect’ and why
greenhouse gasses (GHGs) such as water vapour, carbon dioxide and methane are important.
The greenhouse effect is a naturally occurring phenomenon in the earth’s atmosphere. As energy from the sun enters
the atmosphere, some of this energy is reflected back into outer space and some energy is trapped in the atmosphere.
This flow of energy traps enough heat in the atmosphere to warm the Earth to allow for life on earth to flourish. The
energy is trapped in the atmosphere partly due to the presence of GHGs. This is known as the ‘greenhouse effect’.
Human activities are increasing the amount of greenhouse gasses in the atmosphere. The burning of coal to
generate electricity, burning of petrol in cars, some chemical processes in industries, and many farming activities all
add to the amount of greenhouse gasses in the atmosphere. This increase in GHGs in the atmosphere is causing
more energy to be trapped in the atmosphere. The effect of this is similar to adding a blanket that is getting thicker
and thicker as more GHGs are released into the atmosphere. As more energy is trapped, the atmosphere heats up.
This heating up process is referred to as ‘global warming’.

CO2

Global Warming
Increased levels of CO2 and
other greenhouse gasses trap
more heat in the atmosphere

CH4

O3
H2O

Atmosphere

Figure 2: Global warming, a phenomenon created as a result of human activity which increases GHGs in the
atmosphere, which in turn exacerbates the greenhouse effect.
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As the earth’s atmosphere becomes hotter, it impacts on how global weather systems work. Some areas will
experience marked increases in temperature and in the number of hot days and heatwaves, while other areas will
have less marked increases in temperature. Similarly, some areas will get more rainfall and flooding, while other
areas will get less rainfall which in some instances may result in drought. These large-scale changes in long-term
weather patterns is what is referred to as ‘climate change’.
For further information on climate change, refer to the ‘Introduction to Climate Change’ video found in the Let’s
Respond Toolkit which can be downloaded here: https://www.youtube.com/watch?v=eUa1DDISRM0

1.3 Responding to climate change: Climate change mitigation vs. adaptation
Responding to the impacts of climate change involves two approaches: mitigation and adaptation.
Climate change mitigation involves reducing the amount of GHG emissions that are being released into the
atmosphere to stabilise and ultimately reduce global GHG levels. For example, switching from coal to solar as
a source of energy will significantly reduce the amount of GHG emissions being released into the atmosphere.
Similarly, investing in urban nature in the form of trees within municipalities can reduce or ‘sequester’ the amount
of GHG in the atmosphere as trees absorb carbon dioxide. Both of these examples will also have the additional
benefit of cleaner, more breathable air.
Climate change adaptation involves responding, and reducing vulnerability, to the impacts of climate change that
are anticipated to occur. For example, urban areas worldwide are already susceptible to a phenomenon known
as the ‘urban heat island effect’. This means that as a result of urban areas having a much higher proportion of
hard surfaces, such as roads, pavements and buildings, they absorb and retain far more heat than surrounding
suburban and rural areas. As global temperatures rise, the temperatures in urban areas are also expected to rise
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and the urban heat island effect is expected to worsen. This in turn has implications for the functioning of the
municipality and the local economy. Municipalities must put in place measures to reduce the impacts of rising urban
temperatures. Such measures include investing in urban greening such as planting avenues of trees along roads,
creating green open spaces such as parks in municipalities, and encouraging rooftop gardens. These measures
have a cooling effect on the surrounding areas.
To deepen your understanding of the difference between climate change mitigation and adaptation,
refer to Learning LAB#2 included in Appendix 1.
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2

WHY IS LOCAL CLIMATE
ACTION NEEDED NOW?

What you will learn in this chapter:
•
•
•
•
•

The impact of climate change globally as well as on Africa and South Africa specifically
Where municipalities can access climate change information
Why municipalities need to respond to climate change
The benefits of planning for climate change
An overview of the legal framework for climate action in South Africa

2.1 Why respond to climate change?
Across the globe municipalities are already witnessing and experiencing the impacts of climate change in the form
of disrupted weather patterns, increased intensity and frequency of extreme weather events such as tropical storms,
heat waves, drought and floods, and in the case of coastal municipalities, increasingly becoming at risk to rising sea
levels and storm surges. Climate change by its very nature more severely affects local governments with the least
capacity to respond.
Makoma Lekalakala, Director of Earthlife Africa and globally recognised climate change activist, stated in 2018 that
“Africa will be affected by climate change more than any other continent”. If GHG emissions are not reduced or
sequestered from the atmosphere, the consequences for the African continent could be dire. The World Health
Organisation (African Region) stated in 2019 that “it is estimated that by 2100, the temperature will rise on average
by 4 degrees and there will be 40% less rainfall. As a result of this, the continent will get drier resulting in increased
incidences of drought and there is likely to be an increase in high winds and other extreme weather events including,
paradoxically, increased flooding. As a result of the increasing uncertainty in the climate and the impacts on local
economies, it is anticipated that GDPs across the continent will drop, social relations will suffer, croplands will shrink
by as much as 90% and security and defence will be stretched. Additionally, people’s health will be affected by the
increase in food and waterborne diseases such as cholera; vector borne diseases, such as dengue and malaria;
and air-borne diseases, such as meningococcal meningitis; all of which thrive in the conditions created by climate
change. Climate change will also directly affect nutrition and health”. For further information on how climate change
will likely impact Africa, refer to: https://www.youtube.com/watch?v=VC7rsWVI7so.
According to the Daily Maverick, a South African daily online newspaper founded in 2009, South Africa is one of
the countries considered to be most at risk to the impacts of climate change, and the country is heating up at twice
the global average. Climate change has already contributed to a rise in temperatures and a shift in rainfall patterns
across the country, which in turn has resulted in localised impacts such as increased flooding in areas such as KwaZulu
Natal and prolonged drought in areas such as Cape Town, Adelaide and Beaufort West, all of which in turn impact
local economies. The recent drought in Cape Town is estimated to have cost the city R5.9 billion. If no action is
undertaken, the impacts of climate change will only worsen with time.
South Africa is currently the 14th largest emitter of GHG emissions globally. This means that South Africa’s current
development trajectory is significantly contributing to global GHG emissions. South Africa thus has a moral obligation
to reduce emissions to ensure that the impacts of climate change are not only reduced at home but also globally.
Additionally, as noted above, South Africa is considered to be one of the most at risk countries in Africa to the
impacts of climate change. In light of this, there is an urgent need to reduce the amount of GHGs being emitted into
the atmosphere (mitigation) as well as to prepare for the impacts of climate change at the local level (adaptation).

6 | A PRACTICAL SYSTEMATIC GUIDE TOWARDS UNLOCKING MUNICIPAL CLIMATE FINANCE

Municipalities have a mandate to provide critical services to people living within their jurisdiction. Such services
include the provision of clean water, affordable energy, and access to food, to name a few. As the impacts of climate
change become more severe over time, this affects municipalities’ capability to service the day-to-day needs of
the growing population. Thus there is a need for local government to incorporate climate considerations into their
mandates to ensure that they can continue to provide the same level of service delivery whilst at the same time
ensuring that each and every citizen within the jurisdiction of a municipality is protected against the impacts of
climate change.

“The mandate for local government to take on various specific climate change-related
issues is not always clear, thus it may be useful to assign specific powers for mitigation
and adaptation actions such as coastal management, infrastructure management and
natural resource stewardship, some of which fall within the jurisdictions of other spheres
of government”.
National Climate Change Response White Paper, 2011
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As indicated above, the impacts of climate change manifest differently according to where a municipality is located.
As such, whilst one municipality may be experiencing increased drying and increasingly frequent drought conditions,
other municipalities may at the same time be experiencing increases in the intensity and frequency of rainfall and
flooding conditions. As such, municipalities have a responsibility to understand the potential impacts of climate
change in their region and prepare accordingly. Part of this entails including targeted climate change responses
(be it mitigation or adaptation) within municipal mandates to ensure that service delivery is uninterrupted as far as
possible and local developmental needs are addressed in a manner that takes anticipated localised climate change
impacts into account.
For information on where to get relevant climate data to facilitate a deeper understanding of the potential impacts
of climate change in your jurisdiction and support your municipality with planning, refer to the following resources:
Climate Information Portal (CIP) which provides localised climate change information in the form of maps, graphs
and raw data. (http://cip.csag.uct.ac.za/webclient2/app/);
1. National Climate Change Information System (NCCIS): which provides localised climate information for South
Africa as well as supports local governments with climate change reporting. https://ccis.environment.gov.za/#/
info-tools;
2. Let’s Respond Toolkit which provides stakeholders with an introduction and overview on how to integrate climate
change into municipal planning processes. http://www.letsrespondtoolkit.org/; and
3. The Green Book which is an online tool which supports municipal planning with the development of climate
resilient settlements. The Green Book also facilitates the mainstreaming of climate change adaptation into local
government planning instruments and processes. https://www.greenbook.co.za/

2.2 Are there any benefits to planning for climate change?
Planning for climate change can seem like an overwhelming additional task that burdens municipalities with more
work than they have budget or time for. However as noted above, climate change considerations can be incorporated
into existing municipal mandates, thus allowing municipalities to achieve their mandates whilst factoring in climate
change considerations. For example, one of the mandates of local municipalities is to provide safe and affordable
housing which has lighting. Instead of providing electricity sourced from fossil fuels (e.g. energy sourced by burning
coal), solar lights can be installed in each of the houses, which means that the houses have lighting from a renewable
resource. By changing the source of energy, the municipality is still achieving its mandate of providing safe and
affordable housing with lighting, but is also reducing the amount of GHGs being emitted into the atmosphere; all at
a significantly reduced cost as solar energy is effectively free (other than incurring maintenance costs).
Additionally, planning and implementing climate change actions can have a number of co-benefits which may
otherwise not be realised. For example, there are a number of co-benefits associated with installing solar street
lighting which enhance the resilience of a local community, such as (1) an improved sense of safety, particularly for
women and children who feel more vulnerable in the dark; (2) decreased opportunities for crime which typically
occurs in areas where lighting is low; (3) a reduction in GHG emissions from non-renewable energy sources; and (4)
the creation of a few new local jobs for installation as well as for maintenance.
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2.3 What can my municipality do?

Figure 3: 10 tips for African cities to help limit global warming (ICLEI Africa, 2019)
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2.4 Overview of legal frameworks and legislation supporting climate action in
South Africa
Globally, the United Nations Framework for the Convention on Climate Change (UNFCCC) provides guidance on
setting protocols or agreements on reducing GHG emissions. The most recent of these is the Paris Agreement,
a global agreement signed by 196 countries in 2016, which brings all nations into a common cause to undertake
ambitious efforts to combat climate change and adapt to its effects. As part of the Paris Agreement, countries have
unanimously agreed to reduce their emissions to limit global temperature increases to 1.5 °C above pre-industrial
levels. Countries report on their GHG emissions (mitigation efforts) and their adaptation responses outlined in their
Nationally Determined Contribution (NDC).

Box 1: What is in South Africa’s NDC?
As noted above, South Africa is currently the 14th largest emitter of GHG emissions globally. As a
signatory to the Paris Agreement, South Africa has developed its own NDC which commits the country
to transition its international mitigation commitment from a relative ‘deviation from business-as-usual
approach’ to an absolute peak, plateau and decline GHG emission trajectory range. This means that
South Africa has committed to emissions peaking between year 2020 and 2025, stabilising between year
2025 and 2035, and finally declining thereafter. South Africa intends to achieve this through the following
key policy instruments:
•
•
•
•

Carbon tax
Desired Emissions Reduction Outcomes (DEROs) for sectors
Company carbon budgets
Regulatory standards and controls for specifically identified GHG pollutants and emitters

With regards to adaptation, the South African NDC commits to the following six key activities:
•
•
•
•
•
•

Develop a National Adaptation Plan
Take climate into account in national development, sub-national and sector policy frameworks
Build the necessary institutional capacity
Develop an early-warning, vulnerability and adaptation monitoring system
Develop a vulnerability assessment and adaptation needs framework
Communicate past investments in adaptation for education and awareness

These mitigation and adaptation goals support South Africa in reducing GHG emissions as well as
improving resilience to the anticipated impacts of climate change in the country, whilst at the same time
growing the economy but along a more sustainable development trajectory.
Responding to the impacts of climate change by reducing vulnerability and increasing resilience at a
country level is too great a task for national government to take on alone. Instead, local governments
must each play their part by ensuring they put in place localised adaptation measures that respond to the
specific challenges anticipated for their region. If each local government can reduce its emissions in line
with, or more ambitiously, than the mitigation goal set out in the NDC, South Africa will realise its target
and contribute fairly to global efforts to reduce GHG emissions. If every local government across the
country only focused on addressing their own emissions, then the ambitions of the NDC will be realised.
To read South Africa’s full NDC, refer to the UNFCCC webpage:
https://www4.unfccc.int/sites/ndcstaging/PublishedDocuments/South%20Africa%20First/South%20
Africa.pdf
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In addition to the NDCs, South Africa has committed to the achievement of Agenda 2030: Sustainable Development
Goals (SDGs) along with all other countries globally. The SDGs provide a valuable framework for the metrics and
targets for sustainable development internationally, and therefore are commonly used as motivations for funding.
See more information about the SDGs in Box 2 below.

Box 2: Overview of the SDGs
The Sustainable Development Goals (SDGs), also known as the Global Goals, were adopted by all United
Nations Member States in 2015 as a universal call to action to end poverty, protect the planet and ensure
that all people enjoy peace and prosperity by 2030. The 17 SDGs are integrated—that is, they recognise
that action in one area will affect outcomes in others, and that development must balance social, economic
and environmental sustainability.
Through the pledge to Leave No One Behind, countries have committed to fast-track progress for those
furthest behind first. That is why the SDGs are designed to bring the world to several life-changing ‘zeros’,
including zero poverty, hunger, AIDS and discrimination against women and girls.
https://www.za.undp.org/content/south_africa/en/home/sustainable-development-goals.html
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South Africa has developed, and is developing further, a variety of legislation to support local governments with
effectively meeting the climate change commitments made at a national level, as well as developing effective
localised responses to climate change. In addition to the NDC, other legislative frameworks which both directly and
indirectly support South Africa’s addressing of climate change include: the South African Constitution, the South
Africa National Framework for Sustainable Development (2008), the National Sustainable Development Strategy
(2008), the National Climate Change Response Policy (2011), the National Development Plan (NDP), the Draft
National Climate Change Adaptation Strategy and Plan (2019), the Carbon Tax Act (2019), and the Draft Climate
Change Bill (2019).
Additionally, other sector-specific legislation that also supports best practice towards good climate policies includes:
The National Water Act (1998), National Environmental Management Act (NEMA) (1998), the National Environmental
Management: Biodiversity Act (NEM:BA) (2004), the Green Transport Strategy (2019), and the Green Economy
Accord (2011).
For a video summary of all the legislation that informs climate change planning in South Africa refer to the Let’s
Respond Toolkit link here: https://youtu.be/FwEh-VsZvzU
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3

HOW IS LOCAL CLIMATE ACTION
FUNDED IN SOUTH AFRICA?

What you will learn in this chapter:
•
•
•
•

The ways in which municipalities can fund local climate action
The benefits and barriers to making use of each of mechanism for funding climate action
The foundations of funding local climate action
The order in which to consider the use of each mechanism, based on what is within the municipality’s
control

“Climate-resilient development is about adding considerations of climate variability and
climate change to development decision-making in order to ensure that progress toward
development goals now includes consideration of climate impacts”
United States Agency for International Development, 2014.

As stated in a recent study by Stanford University1, South Africa is estimated to be 10% poorer than it would have
been if there had not been global warming in the last six decades. Furthermore, in the State of Cities Finances
by SACN2 (2018: 187), it is stated that “investing in adaptation and resilience can potentially reduce these losses
[experienced due to climate change] by up to 80%, but cities find it hard to access finance for this purpose”.
Municipalities do however have a number of mechanisms available to enable and fund local climate action. These
include both financial and non-financial mechanisms. This section outlines these mechanisms and broadly unpacks
the advantages and disadvantages to help you start to identify the opportunities that are available and best suited
to your municipality.
It is important to remember that the majority of local climate action in intermediary city municipalities and small and
rural municipalities will continue to be undertaken with the sources of funding available from within a municipality.
These could be considered conventional means of funding climate action. So, it is important to first review these
opportunities before investigating the use of external and dedicated climate funds, which can bring burdensome
monitoring requirements and stringent financial conditions. The diagram below illustrates the ways to fund local
climate action available to municipalities.

Diffenbaugh, N. Burkem M. 2019. Proceedings of the National Academy of Sciences May 2019, 116 (20) 9808-9813;
DOI: 10.1073/pnas.1816020116
2
SACN. 2018. State of City Finances Report 2018. Johannesburg: SACN. ISBN No. 978-0-6399215-2-5
1
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Municipalities
have less
direct control
over the
outcome

Dedicated
Climate
Finance

Strong Financial
Management

Key

Non-financial mechanisms

Sustainable Public Procurement

Municipal Rates, Tariffs and Taxes

Policies and By-laws

International Public Climate Funds

Inter-governmental grands

Municipalities
have more
direct control
over the
outcome

Private capital Market

Conventional
Finance

Good governance

Financial mechanisms

Figure 4: The different mechanisms available to municipalities to fund climate action.
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Strong financial management and good governance are the foundations for a more resilient municipality and are
largely in the control of the municipality. Following this, municipalities should explore the opportunities to use intergovernmental grants, policies, rates and taxes, and procurement as tools to enable and implement local climate
action. Only once these are explored and found to be insufficient, should municipalities seek external funding and
financing, firstly from public international funding, most often grants, and then finally looking to the private sector,
but only where a return on investment can be guaranteed. Success in this last mechanism is often determined
through partnership with the private sector and therefore is not within the direct control of the municipality.
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Table 1: Ways to fund local climate action
Ways to finance
Municipal rates,
tariffs and taxes

Examples of
sources
Property rates;
sale of water and
electricity;
development
contributions; sale of
sewage and waste
collection services

Examples of using this
mechanism for local
climate action
Reductions or
deductions can be
offered as a reward
for adhering to
climate appropriate
development and
behaviour decisions,
such as installing energy
efficiency or generation.
Increases can be used to
penalise development
decisions and behaviour
choices that are not
appropriate in response
to climate change, such
as increasing the cost of
a unit of energy or water
as more is consumed
so that higher users pay
more per unit than lower
users of resources.

Policies and
by-laws

Sustainable
public
procurement

SDF, land use
management,
building control,
water and electricity
policies.

“a process whereby
organisations meet
their needs for
goods, services,
works, and utilities in
a way that achieves
value for money on
a whole life basis in
terms of generating
benefits not only to
the organisation, but
also to society and
the economy, whilst
minimising damage
to the environment”

Benefits

Barriers

Within the municipal
council’s control.

Consider possible
economic impacts
of a deduction or
increase in rates.

With good revenue
collection, the
increased revenue
collected can be
utilised to fund
larger climate action
and municipal
service delivery
projects.

Must not impact
negatively on lower
income families and
households
Build broad political
support from
citizens.

No significant capital
outlay is required.

Can help municipalities
implement minimum
standards for resource
use, building and
infrastructure design
and placement,
through compliance,
such as delineating ‘no
development zones’ in
100-year flood zones or
outlining restrictions for
the use of potable water
thereby encouraging
the use of non-potable
water.

Within the municipal
council’s control.

Climate change
considerations, such
as resource efficiency
and carbon emissions
associated with the
production and
operation of what
is procured, can
be included in the
technical specifications,
functionality, eligibility
criteria and/or the
contract conditions for
goods, construction or
services.

Within the control of
the municipality to
implement.
There are known
solutions for climate
mitigation that can
already be included
in procurement
decisions, such as
energy efficiency
technologies.
Co-benefits can
be realised such
as increased
operational cost
saving when
considering
resource efficiency
interventions.

No significant capital
outlay is required.
Can provide longerterm policy certainty
and therefore
support investment
for climate action.
Demonstrates
political support to
local climate action.

May require
awareness raising
and training for
residents and
businesses.
Training may
be required for
municipal officials
to undertake
compliance checks,
designation of
peace officers, etc.
May need to take a
phased approach to
implementation.
Need to overcome
the perceptions
of increased cost
and that this is
not required by
legislation.
When doing this for
the first time, may
take longer than
simply following
business-as-usual
or taking the
same approach as
previously done.
Data on local climate
impacts is needed
to make informed
decisions.
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Ways to finance

Examples of
sources

Intergovernmental
grants

Equitable share,
municipal
infrastructure grant

Examples of using this
mechanism for local
climate action
Municipalities can
be proactive in
utilising grants for
local climate action
through policies and
by-laws and sustainable
public procurement of
infrastructure for service
delivery using these
grants.

Benefits

Barriers

More systematic and
widespread inclusion
of climate change.

Grants are mainly
directed to capital
expenditure, but
this is changing to
include operational
considerations too.

No restriction on
municipalities
including
climate change
considerations in
projects designed
for these grants.

Climate change is a
cross-cutting issue,
but grants are still
sector specific.
Training may be
required.

Public
international
funding

Private capital
market

National
governments of
countries (taxes)
across the world who
have designated
funds for climate
action.

Institutional and
commercial investors
- pension funds,
banks, the sale and
delivery of private
goods and services.

Increasingly, national
governments that
release international
public funding through
these agencies are
including climate
change criteria as a
minimum compliance
criteria and/or
developing specific
funds for climate action.

The grant funding
and concessional
loans available
should assist in
reducing the cost
of implementing
climate action.

Private financiers
are increasingly
including climate
change criteria when
evaluating investment
opportunities and risk.
Going further, many
impact investors are
specifically looking to
invest in projects that
derive direct social,
environmental and
economic benefits,
rather than just profit.
As technology has
improved, climate
change mitigation
projects now also have
a strong business case
for investment and
demonstrate stronger
returns on investment.

Private capital
markets have
significantly larger
resources than
the public sector,
therefore greater
amounts of finance
can be leveraged.

Grants do not need
to be paid back and
can therefore be
used for projects
where there is little
to no direct return
on investment, such
as capacity building,
strategy and policy
development,
financial and
technical feasibility
studies, etc.

Private capital
markets can provide
the necessary
upfront capital costs
for projects when
local governments
do not have the
resources to do so.
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Preparing projects
can be expensive.
Grant funding
is associated
with reporting
requirements to
funders that can
be burdensome at
times.
Increasingly,
international funds
require that grants
and concessional
loans be used to
leverage additional
funding, whether
from the public or
private sector.

Preparing projects
can be expensive.
Money received
needs to be paid
back.
The private sector
is risk averse and
requires guarantees
for certainty.
Reporting
requirements to
funders can be
burdensome at
times.

With this understanding of the variety of ways to fund local climate action, this training manual will now focus
specifically on unpacking dedicated climate funds and the relationship between these and conventional finance.
To deepen your understanding on climate action funding mechanisms, refer to Learning LAB#3
included in Appendix 1.
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4

CLIMATE FINANCE 101

What you will learn in this chapter:
•
•
•
•
•

The different types of capital available to fund climate action projects and programmes
A high-level understanding of key financial concepts and terms
A definition of climate finance
Where climate finance is sourced, and how it is delivered from funders to project implementers
Considerations for funding climate adaptation vs climate mitigation

Climate finance is not much different to conventional finance and does not necessarily fund projects that are much
different to conventional projects. It is therefore critical to have a working knowledge and understanding of finance
in a broader sense. This section therefore starts with unpacking the fundamentals of general finance, and then
delves deeper into climate finance.

4.1 Finance fundamentals
This section provides an introduction to the types of capital available and key financial terms.

Types of capital
The table below unpacks the four main types of capital available to fund projects and programmes. Most projects
utilise a combination of these types of capital, and this composition can also change over the life of the project. A
detailed financial feasibility study, as described in Chapter 5 of this training manual, is required to determine the
best mix of types of capital for a specific project.
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Table 2: General overview of different types of financial capital
Type of capital

Description

Uses

Grant

A grant is a sum of money paid to a
beneficiary without the expectation
of the money being returned.
Grants make up approximately 57%
of climate finance in South Africa.

Grants are most commonly used to
fund specific activities, especially at
early stages, and may include:
• technical and financial feasibility
study
• risk and vulnerability assessment
• project design and management
systems

Debt refers to any agreement, like a
loan, bond or overdraft facility where
financing is provided by a lender and
repaid by the borrower, usually with
interest.
Concessional loans are loans with
reduced interest rates and are widely
used in climate finance.
Debt instruments make up
approximately 19% of climate
finance in South Africa.

Debt usually comprises the majority
of a project’s funding (50 - 80% of
total project cost), and is used to
fund initial capital requirement and
operational expenditure, including:
• Designers, planners and
engineers
• Construction
• Operation and maintenance

Equity refers to a share of ownership,
where a portion of the proceeds
from a project or endeavour are
allocated to the owner, according to
their share.
Equity makes up approximately 25%
of climate finance in South Africa.

Equity is often referred to as risk
capital, and is most commonly used
to finance any shortfall not covered
by grants or debt. Equity is most
commonly provided by project
owners, which helps incentivise
project success, as equity investment
becomes worthless if a project fails.
Some climate financiers provide a
portion of equity toward funding
gaps.

Insurance, or guarantees, are
mechanisms which insure some or
all investment in a project against
potential losses. Like normal
insurance, a regular payment is
made based on a project’s risk
profile, and pays out in the event of
incident.
This mechanism is generally
underutilised in South Africa, and so
not well reported.

Insurance-type mechanisms are a
useful means to de-risk projects
when they are deemed too risky
by investors. This way, a small
amount of financing (used to pay
for insurance) can help leverage
substantially larger amounts of
financing from other (often private or
commercial) investors.

Debt / loans

Equity

Insurance
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Key financial concepts
Finance underpins many of the decisions made when analysing problems and designing solutions. It is therefore
critical to understand and consider some key concepts, not only when seeking finance to implement a project, but
even at the very early stages of project ideation and evaluation. These concepts and their relevance to municipalities
are described below:

Dynamics of time,
money and risk

Money

Time

Risk

Figure 5: Money-time-risk dynamics
Project finance, despite being a complex subject, can be simply understood by unpacking core elements that
drive many of the decisions in a project planning process, and how these elements interact with each other. These
elements and their effects are critical success factors when planning and implementing projects. Conversely, the
underlying cause of many failed projects can be linked to a poor understanding or poor management of these
factors:
1. Money is usually the most-needed resource for any project and sits at the centre of finance, as the fundamental
goal of financing is to raise money to perform a specific action. Its importance stems from its ability to solve a
wide range of problems, including shortening timelines and reducing risk. For example, if a project has urgent
deadlines, using money to appoint more workers would lead to faster completion. Similarly, money can be
used for research like Environmental Impact Assessments (EIAs) or feasibility studies to help identify, assess and
address risks before they occur.
2. Time is another valuable resource and effective time management is critical to project success. If a project
exceeds its planned timeline, costs associated with the project usually also increase. Such overruns mean
additional work is needed, increasing the cost of labour and materials, delays subsequent activities and projects,
may require emergency measures, and postpones solution of the problems the project aims to solve – all of
which raise the total cost to municipalities. Longer project timelines also increase associated risk, because the
further into the future a project extends, the less certainty there is of what will happen. For example, most people
are relatively sure where they will be and what they will be doing one week from now. Yet, few can tell you with
certainty where they will be or what they will be doing one year from now.
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3. Risk is not a resource like time and money, yet it is equally, if not more, important. The amount of risk contained
in a project – and how well this risk is managed – is generally the single largest factor financiers consider when
assessing a project. Risk is commonly described as the degree of uncertainty, so more uncertainty means more
risk. Managing this risk usually increases project timelines, because projects require more assessments, careful
planning and better preparation. Similarly, an increase in risk generally increases project cost in three ways:
• Harder to find funding: Funding typically flows to organisations with proven track records and projects with
predictable results. Therefore, projects with less certainty (more risk) competing for funding tend to lose
out against those with more certainty (less risk). The result is that risky projects need to work harder to find
funding, which requires time and effort, both of which increase cost.
• Financiers investing in risky projects typically demand higher returns on their investment, for taking on
additional risk.
• Assessing and managing risk requires expertise, which costs money.
Balancing urgency with uncertainty
Timing is a critical consideration for any project, but especially important for climate actions and the financing
thereof. Given the urgency of climate change and the severity of its impacts, it is imperative to respond quickly
and effectively by maximising available resources. However, the scale and scope of many municipal projects often
span multiple years or even decades and demands massive amounts of capital to sustain, especially in the case of
infrastructure.
The implication is that decisions made today will have long-term consequences which impact following generations.
It is therefore important to take a long term view on project design and implementation, and expand focus beyond
narrow and short-term concerns, like annual budget allocations and quick-fix solutions to municipal climate and
infrastructure challenges. It should also be noted that long-term investments, those spanning multiple decades,
lock up valuable financial and physical resources, rendering them unavailable to respond to new and unforeseen
problems which can emerge.
For the purpose of accessing climate finance, timing is also a major consideration. Balancing the need for rapid
response with well-designed and developed projects is not easy. Considerations include:
• Duration of each project phase, and potential delays
• Timing of cash flows (if any)
• Project lifetime
• Rapidly developing technology and decreasing technology costs

Box 3: Time value of money
R100 today is worth more than R100 one year from now, due to its potential earning capacity. Effectively,
this means that a good investment today will increase in overall value as time goes by, because of its
ability to do work and so provide valuable goods and services.
This fact indicates how critical timing is to the value of a sum of money, and why it is important to attract
and spend money responsibly and at the right time.

Funding vs financing
These terms are often used interchangeably, yet they have a clear and important difference:
• Who finances a project means who, at the outset, raises the cash to undertake the project. This could be the
public or private sector, who raises money through grants, debt or equity to finance the building of infrastructure
or undertake projects.
• Who funds a project is a question of who ultimately pays for it over the long term. This could be the user, the
taxpayer or the customer.
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This distinction is important because finance typically comes at a cost, and this cost can have adverse effects on the
beneficiary of this finance. This cost can be financial, such as interest paid on a loan, or non-financial, such as a set
of conditions to be met before financing can be unlocked.
Bankability
A project is bankable if it is able to attract financing, typically in the form of debt or equity i.e. forms of finance that
provide a financial return on investment. The term stems from the idea that a well-established financial institution
(like a bank) would be willing to finance a project.
The implication is that if a project is deemed bankable by a respectable financial institution, the likelihood of
success is high because the financial institution would have undertaken an extensive assessment of the project.
Assets and liabilities
In its broadest sense, classifying resources (municipal or project resources in this case) as either assets or liabilities
provides a useful way to think about the financial implication of each.
• Assets are items that provide economic benefit, typically by generating revenue, or more simply, putting
money in your pocket. For example, vehicles used to do work or properties that can be rented out are both
assets.
• Liabilities are items owed to other parties, or more simply, which take money out of your pocket. Examples of
this might be an outstanding loan, or operating machinery that is rented.
This distinction is important when making project decisions because most often both assets and liabilities are
needed when designing a project. For example, a municipality may have an existing landfill site (asset), but require
a waste truck to transport waste to the site. If there is insufficient money available to buy a truck outright, the truck
could be rented or a loan taken out to pay for a new truck, both of which create a liability for the municipality.
Concessionality
Concessionality is a measure of ’softness’ most commonly associated with debt (loans). Practically, it means a
borrower pays an interest rate well below market-related interest rates. Concessional loans or concessional
finance usually requires meeting a set of criteria to unlock these low rates. For example, a developer could get a
concessional loan - and pay 9% interest instead of 11% interest - upon condition that he builds green buildings
instead of conventional buildings.
Financial leverage, blended finance and co-finance
These interrelated concepts all involve diversifying sources of finance. Specifically, financial leverage refers to any
means that take a small amount of money and use it to unlock additional sources of finance. For example, before
getting a home loan, customers are required to put down a deposit. While the deposit itself is not enough to pay
for the home entirely, the small payment unlocks a loan which pays the total cost of the home.
Similarly, blended finance refers to a type of financial leverage, but specifically utilising public or philanthropic
money to unlock additional private investment. For example, government could invest in creating a dedicated
special economic zone (SEZ), like in the case of Cape Town, which provides industrial land at reduced rates to
companies manufacturing green technologies. Subsequently, private sector companies are incentivised to invest in
new manufacturing operations.
Co-financing, simply put, is when multiple investors agree to fund or finance a project together. In this way, financing
can have different terms for different periods in the project cycle. This also reduces the risk for any single financier,
because if a project fails, the financier only loses a portion of the total project cost.
These concepts offer useful ways of diversifying sources of funding and targeting municipal spending to attract
additional finance from the private sector, which also help to share risk with the private sector. The main benefit of
diversified sources is that if funding or financing from any single source dries up, other sources can be sought in
order to maintain operations and prevent project standstill or failure.
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Transaction cost and scale
Transaction costs are the costs incurred when any economic transaction takes place. For example, drawing money
from an ATM incurs a transaction cost used to fund the ATM system and people who deliver the cash it holds.
Similarly, in a project, before any financing can flow, extensive research is necessary to determine feasibility and pay
for project design. This typically involves due diligence processes by technical and financial experts, whose services
are expensive.
The problem is when projects have large transaction costs relative to the total scale of the project, and so reduces
finance available for actual implementation. Consider the example illustrated in Figure 6 below.
• Project 1 has a total cost of R1 million and a transaction cost of R100 000, or a transaction cost of 10%. So only
90% of the total cost is available for project implementation.
• Project 2 has a project cost of R5 million yet have a transaction cost of R200 000, or 4%. So 96% of the total cost
is available for implementation.
This is a result of the transaction cost not necessarily scaling with project scale. In other words, the transaction cost
does not necessarily increase, or does not increase by the same amount, when project costs increase.
The implication is that many projects lack the scale required to justify the transaction cost incurred to attract finance or
plan and design the project. Similarly, if it takes 5 employees an entire month to write a proposal for a project costing
R100 000, yet the total salaries of those employees exceed the R100 000 - the transaction does not make sense.

Project 2

Project 1

0

1

2

3

4

5

6

Rand Millions
Transaction Cost

Financial mechanisms

Figure 6: Example of transaction cost and project scale
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Defining climate finance

“Climate finance is defined as local, national or transnational financing—drawn from
public, private and alternative sources of financing—that seeks to support mitigation and
adaptation actions that will address climate change.”
United Nations Framework Convention on Climate Change (UNFCCC)

In its broadest sense, climate finance refers to any financing used to fund action which aims to reduce the causes or
effects of climate change. The definition generally makes distinction between the following key terms:
• Adaptation: Actions that help reduce the actual or expected impact of climate change like drought or flooding
on various sectors that support community sustenance; and
• Mitigation: Actions that help limit the magnitude or rate of long-term climate change, typically by reducing
greenhouse gas emissions and increasing carbon sequestration.

Box 4: Green finance vs. sustainable finance
It should be noted that climate finance is often used interchangeably with green finance or sustainable
finance, however, each of these consider different and unique elements.
Green finance considers what is commonly known as the triple bottom line - people, planet and profit that is socially inclusive, environmentally sound and financially feasible.
Sustainable finance takes a similar approach by considering environmental, social and governance (ESG)
factors to assess the long-term sustainability of companies and projects.

What makes climate finance different to regular finance?
Climate finance, as a subset of conventional finance, is still an investment, and like any other investment, considers
the risks, costs and benefits before investing. However, for investment to qualify as climate finance, proof of climate
impact beyond business-as-usual is generally required. This provision, as additionality, is often abstract and difficult
to quantify. This creates complex, burdensome and often expensive application and reporting requirements, which
is often a major barrier to accessing climate finance. However, such a barrier may be offset by the ability of climate
finance to fund projects that may be infeasible to finance by conventional means.
Where does climate finance comes from, and how is it delivered?
Climate finance can come from many different sources, each of which will have a certain set of eligibility criteria
with unique benefits and costs. Climate finance broadly is provided by public, private and philanthropic sources,
most commonly from developed regions like the United States of America or Europe. The logic behind this is that
more developed countries are responsible for larger amounts of GHG emissions per person than less developed
countries, which are less industrialised. Financing is distributed through a network of climate and developmental
financial institutions (DFIs) and intermediaries.
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Public
Private

Philantropic

DFIs / Climate Funds

Financial Intermediaries

Beneficiaries

• World Bank
• Multilateral Development Banks
• GCF, GEF, Adaptation Fund

•
•
•
•

Accredited Entites
National Designated Authorities
Implementing Partners
Fund managers

• Implementing partners
• Local governments
• Project managers

Figure 7: High-level overview of climate finance dynamics
In South Africa, climate finance is primarily provided from five sources:
• Green Climate Fund (GCF)
• Global Environment Facility (GEF)
• Adaptation Fund
• Multilateral donors, i.e. other national or regional governments such as Germany, the United Kingdom, the
United States of America, the European Union, etc.
• South African National Government: Green Fund
These funds are provided as very large sums of money, such as billions of rands. However, very few projects are big
enough to absorb or make use of such large amounts of money. These funds therefore distribute the money to
intermediaries in different sectors and countries who disburse it in terms of their mandate in smaller portions. These
intermediaries can be agencies or development finance institutions (DFIs).
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In South Africa, the Department of Environment, Forestry and Fisheries (DEFF) is the primary national intermediary,
but has delegated this mandate to the Development Bank of Southern Africa (DBSA) and the South African National
Biodiversity Institute (SANBI). Often intermediaries put together programmes based on sectors, such as waste
management, embedded generation, or ecosystem-based adaptation to name a few, in line with their mandate and
then release ‘Calls for Proposals’ from project implementers who will be the beneficiaries of these funds. Municipalities
should therefore apply to access these climate funds through the national or international intermediaries that have
the mandate to disburse funds for the sector in which the climate action is positioned. Municipalities may require
assistance from other institutions who can work with them to develop proposals to submit to intermediaries.
The table below lists the different types of capital and where these can be sourced in South Africa. It is important to
note that new sources of funding are created regularly, while current sources may come to an end. This list therefore
aims to provide examples of sources rather than an exhaustive reference list. It is necessary to undertake your own
research for the most up-to-date information, with this work also being part of a financial feasibility study.

Table 3: Examples of where different types of capital can be sourced from
dedicated climate funds.
Type of capital

Examples of sources

Grant

• Most development and climate funds (e.g. GCF, AF,
GEF)
• Bilateral cooperation agencies (e.g. AFD, DFID)
• Private Corporate Social Responsibility (limited
though)
• Government-owned development finance
institutions (DFIs)

Debt/Loan

• Some development and climate funds (e.g. GCF)
• Multilateral development banks (e.g. WB, AfDB)
• National development banks (e.g. DBSA) and other
DFIs
• Private banks
• Bilateral cooperation agencies (e.g. AFD, DFID)

Equity

• Some development and climate funds (e.g. GCF)
• Multilateral development banks (e.g. WB, AfDB)
• National development banks (e.g. DBSA) and other
DFIs
• Private banks/investors
• National/sub-national government

Guarantee

• Some development and climate funds (e.g. GCF)
• Multilateral development banks (e.g. WB, AfDB)
• National development banks (e.g. DBSA) and other
DFIs

What activities are supported by climate finance?
Climate funds disburse money only to projects and programmes that can demonstrate a climate impact. Climate
impacts are measured as follows:
• Climate mitigation: A reduction in greenhouse gas emissions
• Climate adaptation: The number of people benefiting from the project through reducing vulnerability.
Different funders will impose other metrics for impact in addition to these that must be taken into account when
designing a project or programme. For example, any funding from the Green Climate Fund must demonstrate the
following in addition to those listed above:
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Impact potential

Potential of the programme/project to
contribute to the achievement of the Fund’s
objectives and result areas

Paradigm shift potential

Degree to which the proposed activity can
catalyze impact beyond a one-off project or
programme investment

Sustainable development potential

Responsive to recipients needs

Promote country owndership

Efficiency & effectiveness

Wider benefits and priorities, including
environmental, social, and economic co-benefits
as well as gender-sensitive development impact

Vulnerability and financing needs of
the beneficiary country and population
in the targeted group

Beneficiary country ownershop of and capacity
to implement a funded project or programme
(policies, climate strategies and institutions)

Economic and, if appropriate, financial
soundness of the programme/project,
and for mitigation-specific programmes/
projects, cost-effectiveness and co-financing

Figure 8: Key areas of impact for proposals to respond to when submitting projects to the Green Climate Fund
One key question to consider is ‘does a project generate direct revenue?’, as this determines what types of financing
can be accessed. Direct revenue refers to income generated as a result of implementing a project, for example:
• Sale of electricity generated by solar panels (mitigation)
• Sale of excess water from a water-capture scheme (adaptation)
• Cost savings incurred as a result of energy efficiency (mitigation)
• Charges for transport services like electric buses
Revenue-generating projects are most commonly associated with mitigation, like energy sales, increasing the value
of a building through green building or cost savings through increased energy efficiency. Projects that generate
cash flow are well suited to debt and equity investments, as these investments require some financial return on
investment, provided by cash flows.
Conversely, most adaptation interventions do not generate direct revenue or cost savings. Natural asset management
interventions like wetland rehabilitation, creation of mangrove forests or reforestation - while incredibly valuable often generate little or no direct revenues or savings. Projects of this kind thus require financing such as grants or
donations that do not require financial return, and seek only positive environmental impact and resilience.
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ADAPTATION

MITIGATION

Usually no direct revenue

Usually has direct revenue

Many indirect benefits
e.g. increased resilience

Many indirect benefits
e.g. reduced emissions

Grants and other municipal
sources

Dept, equity, insurance

Government, donors, grants,
climate funds

Private and commercial
sources, climate funds

Figure 9: Matching financing to project models
It should be noted that this is not always the case as some mitigation projects do not generate any revenue, and
some adaptation projects do. The point is that project models should be assessed on their own merit, appropriately
prioritised, and finance sought accordingly.
Where in the project cycle is climate finance useful?
Climate finance institutions, as specialised organisations, are well aware of the financing gaps of climate projects,
as well as non-financial needs of project proponents. Accordingly, most of them provide support and targeted
financing across the entire project cycle, from early stage identification through to post-implementation monitoring
and evaluation. Climate finance usually has an explicit focus on the early stages of climate projects, as these stages
generally involve more risk and is where many projects fail.
There are many different sources and types of climate finance covering a broad range of activities at each point in
the project lifecycle, including:
• Policy research and support
• Creating enabling legal and regulatory environment
• Local empowerment through capacity building
• Project feasibility and design
• Project appraisal
• Financial structuring and support
• Risk management and reduction
• Construction and implementation
• Continuous operational support
• Management and maintenance
• Ongoing monitoring and evaluation
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Identification

Monitoring

Preparation

Implementation

Evaluation

Approval
Figure 10: Simplified project cycle
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PREPARING A PROJECT TO
ACCESS CLIMATE FINANCE

What you will learn in this chapter:
•
•
•
•
•
•
•

The steps necessary to prepare a project
How to demonstrate municipal buy-in by embedding climate change in municipal planning processes
A methodology for identifying and prioritising climate action projects in the municipality
How to identify the potential project partners
Undertaking a risk assessment to plan for and design action to reduce the risk to attract greater
funding
Develop an early stage project proposal and fill in a template for this
Practical tips for engaging with funders and finding the right funder for the project

This section provides an overview of the key steps for preparing a climate project to submit to funders. This is a linear,
but often iterative process that, over time, should become easier and quicker as processes are institutionalised and
skills developed.

STEP 1

STEP 6

STEP 7

Embed climate
considerations in municipal
planning process

Develop an early-stage
proposal to showcase
climate action in identified
projects

Engaging with
potential funders

STEP 2

STEP 5

Identifying projects for
local climate action

Risk assessment

STEP 3

STEP 4

Prioritising projects to
develop a pipeline of local
climate action

Identifying project
partners

Figure 11: Key steps for preparing a climate project
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5.1 Step 1: Embed climate considerations in municipal planning processes

What you will learn in this section:
•
•
•

How to plan to reduce GHG emissions (mitigation)
How to plan to respond to the impacts of climate change (adaptation)
How to embed climate plans and considerations into local legislated mechanisms

As noted in Chapter 1, responding to the impacts of climate change involves two approaches: mitigation and
adaptation. Climate change mitigation involves reducing the amount of GHG emissions that are being released
into the atmosphere. Climate change adaptation involves responding, and reducing vulnerability, to the impacts
of climate change that are anticipated to occur. For a municipality to effectively achieve GHG emissions reduction
and adaptation planning objectives included in climate change plans, these plans and considerations should be
embedded within local legislated mechanisms such as the Integrated Development Plan (IDP).
How to plan to reduce climate change emissions (mitigation):
Planning to reduce GHG emissions at the municipal level can be undertaken in three linear steps; namely the
development of a GHG Emissions Inventory, the development of a GHG Emissions Reduction Target, and the
development of a Climate Change Mitigation Action Plan.

GHG
Emissions
Inventory

GHG

Climate

Emissions

Change

Reduction

Mitigation

Target

Action plan

Figure 12: Three steps for planning for climate change emissions reduction
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A GHG Emissions Inventory includes details on all sources of emissions from a municipality from within a specific
geographical boundary. Sources of GHG emissions include, but are not limited to, details on the emissions from
sectors such as the industrial, transport, energy, agricultural or even household sector. The GHG Emissions Inventory
acts as a baseline to inform all future emissions monitoring work and thus serves as a valuable tool for tracking
progress. The GHG Emissions Inventory should be updated every two years to track progress.
A GHG Emissions Reduction Target supports municipalities in setting a realistic and achievable target to reduce
emissions within the geographical bounds of the municipality. The target takes into account the ambitions of the
NDC and national level climate planning legislation. It also takes into account the socio-economic status of the
municipality and the municipality’s developmental aspirations. The GHG emissions target supports municipalities
by zooming in to where emissions reduction action should be aimed.
The development of a Climate Change Mitigation Action Plan is the final step in planning to reduce emissions
within your municipality. A Climate Change Mitigation Action Plan will typically include detail on the objectives of
the NDC and broader national mitigation goals as well as well as the key information included in the GHG Emissions
Inventory and Target. The Climate Change Mitigation Action Plan will also include localised sector-specific actions
that will support the municipality in reducing its GHG emissions in line with national goals, the target set in the GHG
Emissions Reduction Target, as well as the objectives laid out in the municipal IDP and SDF. Typically, most Climate
Change Mitigation Action Plans also include co-benefits which will ‘make the case’ for climate action as well as
serve as a tool to leverage climate finance.
To deepen your understanding of various sources of emissions within each municipal sector and
develop actions to reduce these emissions, refer to Learning LAB#4 included in Appendix 1.
For information on how to develop a GHG emissions inventory, please click here: https://resourcecentre.c40.org/
resources/measuring-ghg-emissions
For information on how to develop a GHG Emissions Reduction Target and a Climate Change Mitigation Action
Plan, please refer to the LGCCSP Toolkit, which can be accessed here: http://environmental-impact.org.za/site/
tools/useful-links/lets-respond-toolkit/
Additionally, for information on how to develop these plans in line with international best practice, please refer
to the Carbon Disclosure Programme (CDP): https://guidance.cdp.net/en/tags?cid=11&ctype=theme&getta
gs=0&idtype=ThemeID&incchild=1&microsite=0&otype=Questionnaire&page=1&tags=TAG-637%2CTAG570%2CTAG-13013%2C&tgprompt=TG-12183%2C which provides detailed guidance in this regard.
How to plan to respond to the impacts of climate change (adaptation)
Planning to respond to the impacts of climate change at the municipal level can also be undertaken in three linear
steps; namely the development of a Hazard Assessment, the development of a Risk and Vulnerability Assessment,
and the development of a Climate Change Adaptation Action Plan.
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Climate

Hazard assessment

Risk and vulnerability
assessment

Change
Adaptation
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Figure 13: Three steps for responding to the impacts of climate change
A Hazard Assessment includes an overview of the current climate within a specific region and lists all the climate
hazards (such as heavy rainfall, flooding, heat waves, drought etc.) currently affecting a municipality. A Hazard
Assessment will also typically include details on climate change projections for your municipality and how specific
climate hazards such as heavy rainfall or heat waves may change over time. As with the GHG Emissions Inventory,
the Hazard Assessment acts as a baseline to inform climate change adaptation planning going forward.
A Risk and Vulnerability Assessment (R&VA) provides a detailed overview of which sectors are impacted by which
hazards (as identified in the Hazards Assessment) and to what degree the hazards affect each sector. Information is
also included on how these sectors will be impacted over time based on climate change projections. As with the
Emissions Reduction Target Setting Process, the R&VA also supports local governments in choosing where to focus
efforts to reduce the impacts of climate change on the municipality.
The development of a Climate Change Adaptation Action Plan is the third and final step when planning to
respond to the impacts of climate change. As with the Climate Change Mitigation Action Plan, the Climate Change
Adaptation Action Plan will typically include detail on the objectives of the NDC and broader national adaptation
goals as well as the key information included in the Hazard Assessment and R&VA. The Climate Change Adaptation
Action Plan will also include localised sector-specific actions that will support the municipality in responding to, and
reducing the impacts of climate change in line with national adaptation objectives as well as the objectives laid
out in the IDP and SDF. Typically, most Climate Change Adaptation Action Plans also include co-benefits which will
‘make the case’ for climate action as well as serve as a tool to leverage climate finance.
To deepen your understanding of what hazards affect sectors within your municipality, and what
kind of adaptation actions you could take to reduce the impact of climate hazards, refer to Learning
LAB#5 included in Appendix 1.
For information on how to develop a Hazard Assessment, a Risk and Vulnerability Assessment and Climate Change
Adaptation Action Plan, please refer to the LGCCSP Toolkit, which can be accessed here: http://environmentalimpact.org.za/site/tools/useful-links/lets-respond-toolkit/
Additionally, for information on how to develop these plans in line with international best practice, please refer
to the Carbon Disclosure Programme (CDP): https://guidance.cdp.net/en/tags?cid=11&ctype=theme&getta
gs=0&idtype=ThemeID&incchild=1&microsite=0&otype=Questionnaire&page=1&tags=TAG-637%2CTAG570%2CTAG-13013%2C&tgprompt=TG-12183%2C which provides detailed guidance in this regard.
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Embedding climate change planning into local municipal legislation
Once you have done the work of developing your Climate Change Mitigation and Adaptation Action Plans, it is
important to ensure that the actions included in the climate action plans are implemented so that your municipality
can both reduce emissions into the atmosphere as well as be better prepared for the impacts of climate change.
To ensure that climate change work is implemented, the climate actions plans should be embedded into both the
municipal IDP and SDF as well as mainstreamed into the Sector Plans.
In order to integrate your Climate Change Mitigation and Adaptation Action Plans into the IDP, the following four
steps should be followed:
1. Review current IDP for climate change “credibility” and revise or update based on what is included in the
Climate Change Mitigation and Adaptation Action Plans;
2. Ensure that newly developed climate change actions, responses and projects are included in the Service
Delivery and Budget Implementation Plan (SDBIPs) as well as the Medium Term Expenditure Framework
(MTEF) budget allocations of your municipality;
3. Communicate the municipal response to the community; and lastly
4. Undertake the actual project and programme implementation, including monitoring.
Note: Sector plans can also be reviewed to mainstream climate change as per the activities undertaken for the
Climate Change Mitigation and Adaptation Action Plans.
For further detail on how to embed climate change, refer to this video from the Lets Respond Toolkit: https://www.
youtube.com/watch?v=cl6Jx2iJy-I&authuser=0
What else can be done to address climate change?
In addition to including the climate change action plans into the municipal planning mechanisms, the municipality
should lead by example and embed climate change considerations into day-to-day work and functions to drive
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institutional uptake of implementing the climate change action plans. This can be through measures as small as
switching out lightbulbs from non-energy efficient bulbs to energy-efficient bulbs and encouraging car-pooling
with colleagues, to large-scale measures such as including a dedicated climate change champion in each office
or even developing a dedicated climate change unit who are responsible for ensuring the municipality achieves
its mandates in a manner in line with the ambitions included in the climate change action plan. It could also be a
combination of small- and large-scale measures.

5.2 Step 2: Identify projects for local climate action
While it is best to have climate change embedded in the IDP as a first step followed by identifying projects, it is also
possible to start identifying projects while the municipality is still in the process of doing this. Local climate action
projects can be classified in four ways:
1. Projects that are planned and motivated for as climate change projects, such as a coastal dune rehabilitation
project to prevent increased erosion due to sea level rise;
2. Projects that are planned, but are not yet identified as climate action and can be motivated as such, for
example a programme for increased water pipe maintenance and repair to reduce non-revenue water losses.
This can be considered as climate action in places where the occurrence of drought will increase as this project
increases water availability;
3. Projects that are planned, but that require some additional work in order for them to have a direct climate
impact, such as an upgrade of a wastewater treatment works (WWTW) which could explore opportunities for
water reuse for treated effluent and energy generation from sludge produced in the process, which could have
a climate adaptation and mitigation impact respectively; and
4. Projects that have not yet been identified or planned by the municipality and require a new approach to
have a climate impact, such as sustainable urban drainage systems to slow down the flow of water and allow it
to infiltrate to groundwater reserves and/or be captured for use. Current storm water systems remove water as
fast as possible from non-permeable surfaces. To implement this new system will require a new approach that
municipalities may have not yet planned for.
Local climate action can take place in a number of sectors where municipalities have a primary mandate. For climate
mitigation projects, you can look to projects in the sectors of energy (generation and demand management),
developing carbon sinks through increasing tree cover, waste, transport and buildings (both own portfolio and the
private capital market). For climate adaptation action, you can look to projects in the areas of land rehabilitation,
water, food and coastlines. Planning tools that are within the mandate of the municipality, such as spatial development
frameworks and land use planning, can further support climate action and be a mechanism for implementing
climate action in these sectors.
These sectors do not act in isolation. When implementing a local climate action project, it is important to note
if there are any potential co-benefits. For example, enabling the reuse of treated effluent in your municipality
helps to increase resilience to droughts by making more water available, especially for non-potable uses, while
also reducing the amount of energy needed to transport and treat water to potable standards. This is known as a
climate mitigation co-benefit of a climate adaptation project. To get the most out of any local climate action you
implement, look for co-benefits across the different sectors.
As a first step, take a look at the list of the planned infrastructure and strategy projects in the IDP, Capital Expenditure
Framework (CEF), Budget, SDBIP or Annual Procurement Plan. Using these as a starting point helps ensure that the
project has political support in the municipality and has undergone an initial assessment to ensure it is needed in
the municipality, which can help to reduce the risk of the project. Furthermore, using these documents allows you
to identify projects from all the different sectors and departments in the municipality, not just your own.
Use the questions below to help you identify further projects:
Project type:
• Does the project address challenges or take hold of opportunities in one or more of the following sectors?
• Climate mitigation: Energy, buildings, transport and/or waste
• Climate adaptation: Water, land rehabilitation or restoration, food and/or coastlines
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Local climate action:
• Does the project aim to reduce greenhouse gas emissions (climate mitigation)?
• Does the project help to reduce the impact/severity of anticipated climate change impacts on the municipality,
residents and/or businesses (climate adaptation)?
• If there are no current climate mitigation and/or adaptation benefits of this project, can changes be made to
ensure there will be?
Finance:
• What is the projected value of the project?
• Does the project have a possible income stream or a possibility to develop an income stream?
By answering these questions, you should be able to generate a list of projects that can be considered local climate
action projects and could be used to attract climate finance.
To undertake an exercise that will help you identify relevant local climate action projects in your
municipality, refer to Learning LAB#6 included in Appendix 1.

5.3 Step 3: Prioritise projects to develop a pipeline of local climate action
It is important to recognise that not all projects can be developed and funded at once, so you will need to create a
prioritised list of projects. Prioritising projects helps to put the list of possible projects you have identified in order
of urgency, importance, and feasibility. This can help your municipality develop a pipeline of projects for increased
climate action over time.
Considerations for prioritisation are listed below, with a description of each to understand why this is important.
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Table 4: Considerations for project prioritisation and the value of these for projects
Consideration

Why this matters

MANDATE
Does the municipality have the mandate to implement
this project?

If the municipality has the mandate to implement the
project, then it has more control of it, which can make it
simpler to achieve results.

BUDGET/FINANCIAL RESOURCES
Does the municipality have budget assigned to
implement this project?

If budget is assigned, there will be increased institutional
focus and pressure for implementation.
Having your own budget to contribute can help show
political commitment.

Without additional financial support, could the project
go ahead?

If it is within the municipality’s resources, then the project
could be considered a quick win or a low hanging fruit.

Can the budget assigned be leveraged to attract
additional funds?

If more funds can be leveraged then the project could
be increased in scope or size for greater impact.
Using own budget to leverage additional funds, means
that less funding will be required, thereby reducing the
overall risk to a lender.

Have the long term operational implications and
requirements for this project been considered and
incorporated into its design?

Project sustainability is key to achieving the ongoing
benefits of a project. Too often only the upfront costs
and requirements for implementing a project have been
considered.
For private sector funders this can help to confirm that
loan repayments will be made, thereby reducing risk.
Considering the ‘total cost of ownership’ for a project
upfront can help to reduce the overall costs associated
with the project and help municipalities think through
possible cost-saving options for operations.

IMPACT
Does the project demonstrate climate mitigation?

The project helps the municipality and country reduce
greenhouse gas emissions.

Does the project demonstrate climate adaptation?

The project helps the municipality lessen the harmful
impacts of climate change.

Can the project demonstrate the nexus approach
(benefits for land, water, energy at the same time) or
other socio-economic co-benefits?

This can demonstrate that the municipality is achieving
greater value for money by doing one action to achieve
multiple benefits.

Do women, children and other vulnerable groups
specifically and directly benefit from this project?

Women, children and vulnerable groups (elderly, those
living in underserved communities, etc.) are expected
to be the most impacted by climate change. A project
can therefore be more effective if it targets the benefits
towards these groups.
Many funders are looking to support and enhance the
livelihoods of those in these groups, making this one of
the primary criteria in many funding opportunities.

Does the project have support from provincial and/or
national government as indicated by a letter of support
or by contributing to key objectives and focus areas in
national policy, such as the National Development Plan
or the National Climate Change Strategy?

Having national and/or provincial support indicates
the strategic importance of the project to funders and
demonstrates that it is a priority.
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Consideration

Why this matters

Does the project contribute to the implementation of
the Nationally Determined Contributions (NDC)?

Showing the project’s contribution to the NDCs raises its
strategic importance in the country.
Many international funding programmes are looking to
support NDC implementation so it is more likely that you
will receive funding (if external funding is being pursued).

Does the project support the realisation of one or more
of the targets in the Sustainable Development Goals
(SDGs)?

Many funders are looking to support the implementation
of the SDGs, making projects aligned to them more
likely to receive funding.
South Africa has adopted the SDGs and has therefore
publicly committed to their realisation.

RISK
Has a pre-feasibility study been completed for the
project?

For many funders this is a minimum eligibility criteria, so
if the project has this already it should be prioritised.

Has a financial feasibility study been completed for the
project?
(See Step 5 in this manual for a description of a financial
feasibility study)

A completed feasibility study demonstrates the
municipality’s commitment to the project and that it has
been refined and checked to confirm it is a viable option.
For many funders this is a minimum eligibility criteria, so
if the project has this already it should be prioritised.

Has a technical feasibility study been completed for the
project?
(See Step 5 in this manual for a description of a technical
feasibility study)

A completed feasibility study demonstrates the
municipality’s commitment to the project and that it has
been refined and checked to confirm it is a viable option.
For many funders this is a minimum eligibility criteria, so
if the project has this already it should be prioritised.

Does the project have a risk mitigation strategy, where
risks have been identified and incorporated into the
project design?

Risk is often the largest determinant of whether a project
can attract funding.
Risks must be identified and mitigated in the project
design to give greater certainty to funders that any loans
will be repaid and demonstrate that the project is a
good investment.

OTHER

Does the project align with a current or upcoming call for
proposals or funding programmes?

If there is an existing or upcoming call for proposals that
aligns well with the project then this project should be
prioritised as these have expiration dates.
Funders have set criteria they are looking for within each
call for proposal or programme which must be aligned
with in order to receive funding.

TOTAL SCORE (out of a maximum of 17)

N/A

Refer to Learning LAB#7 included in Appendix 1 for guidance on what to consider when prioritising
projects.
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5.4 Step 4: Identify potential project partners
It is important to identify partners for a project as they can assist the municipality in its implementation by providing
additional capacity and resources, political support, and/or possible additional funding. This should only be done
for the prioritised projects. Partners can be identified by answering two questions:
1.
2.

Who has influence in the decision-making process for this project that can affect its implementation?
Who will benefit from the implementation of this project?

It is important to identify representative bodies or groups of partners and then specify a particular person who
would be an appropriate voice for that partner, if known.
Note: It is best if the process of identifying partners is done in a group (i.e. a workshop setting) to benefit from
multiple perspectives and types of knowledge.
Please refer to Learning LAB#8 in Appendix 1 for further information on how to identify project
partners.
Once project partners, their scope of influence and the degree to which they will benefit have been identified, the
municipality can then focus on securing buy-in and support for the project in the following order:
1. Seek partnership: Those partners who have a high level of influence in decision making for the project
implementation and who have a significant direct benefit from the project’s implementation. These partners
should be your greatest supporters.
2. Seek participation: Those partners who may have a low degree of influence in the decision-making process,
but who have a significant direct benefit from the project’s implementation. This is an important group as many
of the more vulnerable groups may be located in this quadrant, and the municipality should include them so
they can gain a greater level of influence in the project from which they may be currently excluded.
3. Watch out for: Those partners who have a high level of influence in decision making for the project
implementation, but receive little to no direct benefit from the project. These partners could be the greatest
obstacle to the project as they hold power to determine the outcome of the project, but may not be very
invested in it being implemented. With the support of the first two groups above, you should keep this group
engaged and decisions on track by demonstrating the benefits of this project and maintaining political support
to see it realised.
4. Keep informed: Those partners who may have a low degree of influence in the decision-making process and
receive little to no direct benefit from the project. These are usually not your partners, but rather stakeholders.
However, they were identified by someone through this exercise, so they should be kept informed.
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5.5 Step 5: Assess a project’s risk
Any project carries inherent risks, which may arise from a multitude of sources, including political, social, economic
and environmental. Risk is generally characterised as the degree of uncertainty in a project, which makes it more
difficult to anticipate challenges and estimate outcomes. Climate finance is prone not only to conventional project
risks, but also to uncertainty in the face of rapidly changing environmental conditions. The result is that timecritical decisions need to be made amid significant uncertainty about how project implementation and operating
conditions may change during the lifetime of a project.
Risk impacts access to and cost of financing. If a project is deemed too risky, financiers will refuse to finance it.
Even in cases where financiers are willing to finance risky projects, return requirements (usually interest rates) are
increased to compensate them for taking on more risk. Factors that increase the riskiness of a project include:
• Lack of proven ability or track record of successful implementation
• Poor credit rating
• Unproven technology or business model
• Risky sector
• Political uncertainty
• Low impact per rand invested
• Volatile economic conditions
• Probability of project failure
• Magnitude of loss incurred in case of project failure
Risk is identified in three ways:
1. As a function of severity and probability: This means that risk, such as a cyclone, that does not happen frequently
and therefore has a lower probability, but when it does happen it would have severe impact. This may be listed
as a similar risk rating as a more frequent and higher probability risk, such as a small flood, that has a low impact.

Probability

Impact of risk

Severity

Figure 14: Calculating risk as a factor of probability and severity
2.

As climate and non-climate risks: Climate risks can be identified by answering the question, “How will climate
change, specifically the identified climate hazards, affect your project?” Non-climate risks are those that are
related to socio-economic and political conditions and changes.

Climate risk

Non-climate risk

Food insecurity

Political & legal

Physical damage

Technology

Water stress (drought/flood)

Market

Human health

Financial

Natural resource deficiency

Social

Figure 15: Examples of climate and non-climate related risks
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3.

As being on a scale: Risk can be attributed to the project specifically, the organisation implementing the
project, or external risk, such as global economic conditions. It is necessary to think through the risks at all of
these scales.

External

Organisational
Project

Figure 16: Risks to the project can occur at a range of scales: project, organisational and external.
The general principles governing risk at the project level include:
• Longer timelines increase risk
The further we look into the future, the less certainty we have. Therefore, a project with a lifetime of 20 years is
considered riskier than a 5-year project, because much more can change over longer periods of time.
• Risk can and should be shared between project partners
To reduce project risks for any single organisation, some of the risk can be distributed to partners and financiers.
For example, owning machinery like bulldozers can be costly to maintain and repair in case of breakdown. However,
renting such machinery instead of owning them externalises the risk of breakdown to the owner.
• Managing risk = managing project
In general, projects fail as a result of a failure to identify, assess and manage risks. Conversely, if a project proponent
is able to do these things effectively, there is a high chance of the project being a success. Financiers realise this
and so tend to assess a project and its feasibility based on the ability of the organisation to minimise and manage
project risks. It is therefore important to demonstrate this ability.
• Perceived risk can be just as real as real risk
Different financiers use different methods to assess risks. As a result, perceived risk, whether accurately assessed
or not, may be enough to drive away funders. Many risks are also difficult to measure or assess, so financiers may
rely on perception alone to make decisions. It is thus important to consider what perceived risk exists, for example,
regarding poor governance or financial management, and try to dispel such perceptions.
• Uncertainty affects decision-making
Risk is commonly described as the degree of uncertainty, because in the absence of certainty, it is difficult or
impossible to make good decisions. For this reason, even bad news is better to financiers, than uncertainty. For
example, if it is known (with certainty) a half-completed project is going to fail, decisions can be made to reduce the
negative consequences of failure. However, if a project outcome is unclear, it is much more difficult to make good
decisions in response.
To deepen your understanding of how local climate risks can be considered in project preparations,
refer to Learning LAB#9 included in Appendix 1.
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5.6 Step 6: Develop an early-stage proposal for local climate action
Good proposals are those which clearly describe the problem that needs to be solved, and demonstrate that the
project offers a solution to that problem. Each funder has their own template that will need to be filled in to apply
for funding, but this section provides an overview of the most common types of questions that a funder may ask.
It is also important to note that calls for funding often take place in a two-stage process, where a call for Expressions
of Interest is first released, after which a more in-depth and detailed proposal is requested from all those who have
been selected based on the Expression of Interest.
Key aspects of a good proposal
A good proposal is one that speaks to all of the aspects detailed in Figure 17 and described below:
• Governance: How your municipality is embedding climate change within municipal strategies like the IDP and
municipal decision-making more broadly
• Strategy: How the specific sector strategy takes into account climate change, as well as speaking to the
municipality’s climate change strategy, if one has been approved by council
• Risk management: How risk has been identified and the actions planned to mitigate this risk. (You can draw on
the risk assessment done in Step 5 of this training manual.)
• Metrics and targets: How you will measure success and progress in the project

GOVERNANCE
The organisation’s governance
around climate-related risks
and opportunities
Governance

STRATEGY

Strategy

Risk
management

Metrics and
targets

The actual and potential
impacts of climate-related
risks and opportunities on
the organisation’s businesses,
strategy and financial planning

RISK MANAGEMENT
The process used by the
organisation to identify, assess
and manage climate-related
risks

METRICS AND TARGETS
The metrics and targets used
to assess and manage relevant
climate-related risks and
opportunities

Figure 17: The different aspects of a good proposal
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Further to these aspects, most proposals will require descriptions of the following impacts and components of the
project:
Provide climate change rationale
A climate change rationale provides a strategic overview of climate change issues in your municipality and why it is
important to address these issues. This links to Step 1 in this training manual to embed climate change in strategic
planning, and could be included in the Climate Change Mitigation and Adaptation Action Plans. The rationale
forms a foundational framework of municipal response to climate change. Given variability among municipalities,
the exact structure and content can be adapted to local conditions, but in general a rationale should:
• Describe climate threats relevant to the municipality
• Outline roles and responsibilities of the municipality as described by their mandate
• Consider the benefits of climate action, and threats of non-action, such as impact on local economy and
increased spending on disaster relief
• Indicate municipality’s awareness of climate change and its impacts in their jurisdiction
• Provide principles upon which decisions can be made, for example, preservation of human life and livelihood
is the key priority, followed by economic development, disaster risk management etc.
• Communicate clearly the municipality’s ongoing commitment to addressing climate change
Depending on the requirements of each proposal, a shortened or summarised version of the rationale may be
provided as part of the submission process.
Clearly link project activities with international, national and local climate and development agenda
A proposal should be able to clearly link national level goals (i.e. the NDC), local climate and development initiatives
(as may be contained in the rationale mentioned above) with the project activities and planned project outcomes.
Linking local action with regional, national and international goals helps align projects and activities with the climate
impact sources of funding are looking to achieve. It also helps municipalities become more aware of international
trends and best practice, and streamline the process of accessing funding by using consistent terminology, metrics
and solutions. Developing a ’theory of change’ provides a useful methodology and set of tools to link national and
international outcomes with project activities.
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Box 5: Theory of change
A theory of change is a specific type of methodology for planning, participation, and evaluation that is
used in companies, philanthropy, not-for-profit and government sectors to promote systemic change. A
theory of change defines long-term goals and then maps backward to identify necessary preconditions
and key activities that must be taken to contribute to the achievement of the long-term impact desired.
A theory of change includes the following headings:
• Long-term impact (+10 years)
• Medium-term outcomes (+5 years)
• Short-term outcomes (1 - 3 years)
• Outputs
• Activities
• Inputs

Resources /
inputs

Activities

Outputs

Outcomes

Impact

1

2

3

4

5

Certain
resources are
needed to
operate your
program

If you have
access to them,
then you can
use them to
accomplish
your planned
activities

If you
accomplish
your planned
activities,
then you will
hopefully deliver
the amount of
product and/or
service that you
intented

If you
accomplish
your planned
activities, to
the extent you
intended, then
your participants
will benefit in
certain ways

If these benefits
to participants
are achieved,
then certain
changes in
organisations,
communities, or
systems might
be expected to
occur

Your planned work

Your intended results

Figure 18: Methodology of a theory of change

Use a well-developed project management methodology
To attract funding, applicants need to clearly communicate their ability to manage the project effectively, and
so increase the chances of successful implementation. One good way to do this is to show a well-developed
capability to manage important aspects of a project throughout its lifecycle. This does not necessarily require
technical capability in every discipline required for the project (finance, engineering, environmental management),
but rather, the ability to coordinate and manage experts in respective disciplines.
There are a number of ways to prove management ability and drive investor confidence:
•

Highlight historic successes: Describe historic projects which have been successfully implemented and how
the knowledge from those projects can be used to implement the current project. Bonus points if historic
projects are in the same sector as the current one.
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•

Showcase effective governance structures: Mention and describe the municipality’s strengths related
to governance and municipal management, specifically as it relates to the relevant project. For example, if
the municipality has an excellent water board, highlight this fact and describe how that helps ensure project
success. This helps to provide financiers with peace of mind.

•

Report on clean audit findings: Report on positive financial results, like clean audits/ corrective actions taken
from negative audits, effective budgeting and expenditure, and transparent disclosures. All of these help to
indicate the municipality’s ability to manage their financial resources.

•

Include creditworthiness3: A valuable metric to include in project proposals is the creditworthiness of a
municipality sub-sovereign region. Specifically, the credit rating and financial outlook are important indicators
of the financial health of a municipality. These ratings signal to providers of finance the ability of a municipality
to manage its financial resources and repay debt. Like the others in this list, positive creditworthiness helps
provide certainty to providers of climate finance that project goals are likely to be achieved.

Identify the metrics that define success for your project (How you will measure your success)
In early stages of project conceptualisation and design, it is critical to have a clear idea of what project success looks
like. It is equally critical to clearly articulate and communicate this vision of success to all relevant stakeholders. By
striving for a shared and mutually agreed upon goal, stakeholders and project participants establish and maintain a
mutual understanding of roles and responsibilities. It also allows for concerns to be raised if there is a deviation or
disagreement about project activities or aims.
To create, articulate and communicate a shared vision of success, it is necessary to define a set of metrics against
which success will be tracked over the lifespan of the project. While not always possible, these metrics should be
as concrete and measurable as possible, as immeasurable metrics like ‘greening’ can often be misinterpreted or
manipulated according to interests. Common climate action metrics include:
• Carbon (avoided, abated, sequestered, etc.)
• Energy (generated, efficiency increased, savings)
• Water (captured, provided, treated)
• Job creation
• Waste (avoided, diverted, converted into energy)
Effective and accurate measurement of success metrics is also a powerful tool to support monitoring and evaluation
(M&E) of climate and other projects. Climate financiers are almost always required to report on the climate impacts
of their investments. As such, beneficiaries of climate finance need to have and show strong reporting capability.
Critical assessments for project preparation
Throughout the project cycle, different assessments and analyses are available, and often required, to help inform
critical project decisions. These also ensure the project is designed in the most optimal way, and does not result
in negative or unintended externalities. The process and content of such studies can vary widely, depending on
context, sector and operating environment. As such, these are covered only at a high level in this guide. It is also
important to note that many assessments and analyses are done iteratively, with each iteration becoming more indepth, as the project develops over time.

Credit ratings and financial outlooks for municipalities and local governments are usually based on debt (loans or bonds)
issued by a municipality. Of South Africa’s 257 municipalities, only four large metros - Johannesburg, Cape Town, Tshwane and
Ekurhuleni – have sold bonds. However, according to Treasury, many intermediate and smaller towns with a sound revenue
base could also borrow in capital markets. Policy reforms to clarify the role of development-finance institutions and regulate
municipal charges are under way to broaden access to markets.

3
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Box 6: Externalities (positive and negative)
A consequence of an industrial or commercial activity which affects other parties without this being
reflected in market prices, such as the pollination of surrounding crops by bees kept for honey.

Feasibility study
A feasibility study is an analysis that takes some or all of a project’s relevant factors into account—including
economic, technical, legal, and scheduling considerations—to ascertain the likelihood of completing the project
successfully. Project managers use feasibility studies to discern the pros and cons of undertaking a project before
they invest a lot of time and money into it. Feasibility studies also can provide management with crucial information
that could prevent entering blindly into risky businesses. Feasibility studies are primarily technical feasibility studies
and financial feasibility studies:
• Technical feasibility study: looks to understand the technologies and engineering solutions available to
deliver and operate the project
• Financial feasibility study: looks to understand the optimal mix of types of capital to deliver the project and
where these funds can be sourced
Feasibility studies are generally undertaken early in the project cycle, to help steer subsequent decisions by
eliminating sub-optimal options and highlighting promising options.

Table 5: Unpacking the considerations in feasibility studies for projects
Feasibility study

Key questions the assessment aims to answer

Financial / Economic

• How much money is needed to finance a project?
• What is the capital expenditure and operational
expenditure, respectively?
• What are potential sources of the required funds?
• What is the optimal financial and institutional
business model?
• Is the project commercially viable and/or scalable?
• What is the project schedule and estimated
timeline?
• What need is being addressed?
• Is the proposed solution the best-suited option?

Technical

• What are the technical requirements for a project?
• What process inputs and outputs are required,
including labour, energy and materials?
• What is the optimal scale to provide the best option
at the lowest possible cost?
• What current and emerging technologies are
available?
• What are labour requirements for the project, both
during implementation and operation?
• Which transport or logistic arrangements are
important, i.e. location of project relative to
beneficiaries
• Are there any data gaps, and how can these be
addressed?
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Impact Assessment
Impact Assessments (IAs) are formal, evidence-based procedures that assess the economic, social, and environmental
effects of projects or interventions. These types of assessments are generally initiated only after technical and
financial feasibility has been conducted. In order to effectively determine possible impacts, there needs to be a
clear idea of what interventions will be implemented.
Key types of impact assessments include global assessments (global level), policy impact assessment (policy level),
strategic impact assessment (programme and plan level), and project impact assessment (project level). Impact
assessments can focus on specific themes, such as social impact assessments and gender impact assessments.

Table 6: Unpacking the considerations in impact assessments for projects
Impact Assessment

Key questions the assessment aims to answer

Environmental

• Does the project comply with key environmental
legislation? Including NEMA, NEM:BA, NWA, Listing
Notice 1, 2, 3
• What are the effects of this plan, policy or project
on the relevant environment? Both positive and
negative effects
• Does this project impact Critical Biodiversity Areas
(CBAs) 1, 2 and 3? (including rivers and wetlands)
• Does this project integrate into other environmental
and developmental goals?
• How does this project affect natural assets like
biodiversity of water sources?
• What environmental benefits can be achieved
through this project?

Economic

• How does this project impact the livelihoods and
income security of local populations?
• How does this project influence municipal revenue
and the sustainability of revenue sources over time?
• Does this project pose any risk to economic stability,
both locally or more broadly?
• What is the impact of the project on employment?
Are jobs created or destroyed?
• What is the contribution of this project to the local
and national economy?

Social

• What effect does this project have on society, both
locally and at large?
• How are residents and relevant stakeholders
responding to the proposed project?
• Who are critical stakeholders and what are their
current and potential roles in relation to this project?
• Does the project in any way threaten social cohesion
or stability?

Other

• Heritage: How does this project relate to heritage of
an area?
• Technology: What technological impacts may occur
as a result of this project?
• Health: What are the health risks and effects on all
relevant stakeholders and populations in the vicinity
of the project?

A PRACTICAL SYSTEMATIC GUIDE TOWARDS UNLOCKING MUNICIPAL CLIMATE FINANCE

| 49

PREPARING A PROJECT TO ACCESS CLIMATE FINANCE

Asset management: Operations, maintenance and end-of-life
Good proposals clearly show that all stages and relevant aspects of a project have been considered thoroughly.
Specifically, it needs to show a well-developed plan to effectively manage project assets at each such phase.
Therefore, it is imperative to include clear and logical layout of each phase along the planned project lifecycle, and
how each phase will be managed. This is also particularly relevant to post-implementation phases, where initial
enthusiasm subsides and assets are often neglected.
Note: Importantly, each phase does not necessarily need to be managed by the responsible municipality itself, and
can be readily contracted out. However, financial and institutional oversight, and thus final responsibility, ultimately
resides with the responsible local government.
Beyond project planning and packaging, a good proposal should consider and discuss expected actions related to:
•

Operation: Most physical project assets are only used during the operation phase of the projects. This means
that assets purchased prematurely may be standing idle for a long time, thereby depreciating in value while
providing no service. Conversely, delays in assets can mean delays in operation. Therefore, effective asset
management during the operational phase of a project should be a key consideration and be appropriately
addressed in proposals.

•

Maintenance: Ongoing maintenance of assets is also key to the sustainability of a programme or project, as
poor or no maintenance will inevitably reduce system performance. This often leads to additional funding
requirements to rectify defunct machinery or infrastructure, and reduces the overall value of a project. This is
also a continuous activity, and needs to happen regularly. It is therefore advisable to include discussion of a
maintenance schedule and implementation plan to strengthen a proposal.

•

End-of-life: Once a project has reached its end-of-life, there are multiple options to consider going forward.
Projects can be continued, adjusted or renewed, replicated elsewhere or stopped entirely. These options
should be well considered at the outset of a project, as it can have a substantial effect on financial feasibility.
For example, if a project has valuable assets at its end, these may be sold to recoup some of the project costs.

Practical tips to realising a good proposal
Leverage existing opportunities and responsibilities
Climate-related projects and related sources of financing are not necessarily much different to conventional projects
and financing. While the effects of climate change need to be embedded into decision-making, urban planning
and infrastructure delivery have always considered environmental conditions and responded accordingly.
Therefore, it is likely that some current projects may be well suited to climate action, even if they are not explicitly
climate related. These projects can be extremely valuable to help attract climate finance, and so free up finance
from conventional sources for non-climate related activities.
Similarly, climate action funded by climate finance offers the opportunity for local governments to design and
implement projects according to their mandate, with a few additional climate considerations. This may include
provision of water, waste and energy services, all of which can help bolster a municipality’s ability to address
responsibilities which are not always climate related.
Be aware of capabilities and shortfalls
Climate projects require a wide range of expert knowledge and skills, all of which are nearly impossible to have inhouse. This means that some portion of work will necessarily need to be outsourced to external service providers.
However, outsourcing by its very nature is generally temporary, and limited to a relatively narrow workload as
governed by the project scope of a single project. The consequence is that projects in which large parts are
outsourced fail to consider externalities or lose momentum as soon as consultants or contractors do a final handover.
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To overcome this, as much work as possible should be done by local government staff, and work outsourced only
when absolutely necessary. A good way to do this is to establish and maintain a strong understanding of internal
skills and capacity, as well as any significant skills shortage or knowledge gaps. This has several benefits:
• Adapt quickly and flexibly to project requirements as they occur or change
• Save costs by utilising internal expertise rather than more expensive consultants
• Indicates in-house expertise to potential financiers, as well as ability to overcome skills shortages
Break it down into smaller, more manageable chunks
Municipal projects are typically large in scale and complex, comprising a multitude of considerations across social,
economic, environmental and technical aspects. Including climate change considerations adds another layer of
complexity. The result is an overwhelmingly large and complex task, which requires substantial amounts of time and
labour, and often comes without clear expectations or definite benefits.
While this a prominent barrier to climate finance in general, many of the issues related to scale and complexity
can be overcome by breaking big projects down into smaller, simpler work packages and delegating to relevant
experts, both internally and externally. This approach fosters greater cooperation within a single organisation,
reduces the workload and stress-load on any single person or department, and allows work to be delegated to
those best suited to do it.
Learn by doing
The best way to learn is to do, and the best way to do is to just get started. While the requirements to accessing
climate finance may be complex and burdensome, many different sources have mostly similar requirements.
Lessons and experience from one proposal will help streamline the following one, given that many of the difficulties
and challenges will have been addressed.
The context within which climate finance operates is also still new, and the sector is developing rapidly. As such,
there is no simple ‘how-to’ methodology. Even well-established sources of climate finance are continuously refining
their requirements and so moving the goalposts for which to aim when seeking to access finance.
Foster mutual communication
Many entities and organisations seeking climate finance take the default approach of trying to comply with
the requirements outlined by financing sources. However, many financing opportunities allow for two-way
communication, which allows applicants to provide feedback on the experience of trying to access finance. While
this is not always explicitly queried, any communication can provide a potential platform for direct engagement
between financiers and applicants.
Raising questions, concerns, challenges and critiques through such platforms helps providers of finance - who are
often removed from implementation on the ground - to better understand local conditions. This feedback loop
also helps them adjust their processes to better suit potential beneficiaries. Eventually, the result may be a more
streamlined engagement which results in faster and easier access to finance.
For a step by step overview of what to include in a proposal, refer to Learning LAB#10 included as
part of Appendix 1.
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5.7 Step 7: Prepare to engage with potential funders
Finding the right funding for you
A major step in readiness for climate finance is the ability to identify suitable sources of finance, while the second
is the development of strong, fundable proposals linked to bankable projects. However, while governments are
not always adequately prepared to develop bankable projects, they often continue to invest significant resources
in proposal development for various climate finance sources. Furthermore, while national accreditation is the first
piece of the puzzle, the capability to mobilise resources for climate compatible development relies, in turn, on an
ability to absorb financing if and when it becomes available. For most countries, this presents a significant challenge
as a result of attempting to access financing that is poorly suited to the local context or project in question. It is
therefore imperative to balance the following aspects outlined in Figure 19:

Project
specifications

Absorbability

Financing
requirements

Figure 19: Considerations when identifying and approaching potential financiers
In addition to these critical aspects, local economic and operating conditions also influence the ability of local
governments to access climate finance. Critical aspects include:
•

Current credit rating: Credit rating agencies like Moody’s and S&P provide credit ratings to sub-sovereign
entities. These ratings are provided for a range of metro, district and local municipalities, and aim to measure
a municipality’s current and forecast ability to repay debt such as loans. Rating fee structures vary depending
on a range of factors.

•

Classification of municipality: According to the IUDF, municipalities in South Africa are classified according
to size as either a metro, district or local municipality. This categorisation may impact the type of funding that
is available to municipalities, as it determines not only a municipality’s ability to absorb financing, but also to
repay it.
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How and where to look for funding opportunities
Climate finance is provided by a multitude of sources, ranging from large, international multi-billion dollar funds
to small, local community crowdfunding campaigns. This variability makes it difficult to pinpoint exactly where to
begin to seek financing opportunities. However, there are a few general characteristics which can help determine
where to start or help eliminate unsuitable options:
Scale
Sources with large financing pools generally require much larger project scales than smaller sources of financing. So
it is important to match project scale with funder scale. A good way to do this is to examine the size of other projects
funded by a particular source, and determine whether these are appropriate to your project.
Type of financing
Different projects require different types of financing which varies between grants, equity, debt, insurance, or some
combination of these. Meanwhile, specific funders provide specific types of financing. If a funder is providing
financing other than what is required for the project at hand, it may be worthwhile to exclude them from the list of
potential funders.
Type of intervention, sector or geography
Funders and financiers usually target very specific outcomes, and so outline a narrow set of requirements which
need to be met in order to be eligible for financing. These criteria may include:
•
•
•

Country- or region-level geography, like South Africa or Africa
Intervention type: mitigation, adaptation, disaster risk
Sector: for example, energy, water or agriculture

Aligning project needs with funder requirements can help to drastically streamline application processes and
reduce other barriers to accessing suitable climate finance at the necessary scale.
New and exciting opportunities are constantly emerging, which can be readily exploited if a municipality is ready
to do so. This requires a certain amount of vigilance coupled with regular searches for any promising opportunities
well-suited to projects that are already underway. This approach can also help develop projects more concisely by
guiding project design and through critical questioning, like financial feasibility.
What funders look for
Criteria used by funders and financiers to identify, prioritise and select projects can vary significantly depending
on a range of factors, discussed above. Aligning project proposals and design with these criteria are critical to
successful selection and subsequent financing. However, despite the importance of these criteria, they are often
poorly communicated to potential applicants, and so many proposals fail to match expectations set by financiers.
Overcoming this challenge involves a double-sided approach. The first is to understand the foundation of principles
that drive decision making within the climate finance sector at large. Specifically, local government agents should
understand how these principles relate to specific criteria, in order to create proposals and design projects
accordingly. Table 7 describes the most common principles, and outlines at which point in the project cycle they are
typically used. Knowing this set of principles and understanding their relevance is important for the following step.
Once general principles from Table 7 are well-understood, it is important to understand financing and other decision
criteria of specific sources of funding. This requires identifying most likely sources of financing and uncovering what
exactly they demand from project proposals. Once a potential source of funding is identified - according to the
sections above – decision criteria can usually be determined by examining relevant information. Information can
include investment mandates, current and historic project portfolio, sector and geographic focus, scale, application
windows, mechanisms, partners and accredited entities, desired social and environmental impact, and more.
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Table 7 below describes general principles and criteria funders typically look for, however, it should be noted that
many funders and financiers prioritise some of these over others based on their investment mandate and intended
impact. It is also unlikely that any single project will be able incorporate all of these principles within the project
scope and while maintaining a reasonable budget. Additionally, demonstrating compliance with principles can
become extremely burdensome, adding to project costs. Therefore, the decision to include and demonstrate one
or more of these principles should be carefully considered and well aligned with prospective sources of finance.
The table reiterates the importance of transparency and accountability at each phase of financial delivery, as these
are usually indicators of good governance and strong financial management. Related to accountability are the
principles of capability, precaution and local ownership as core features of responsible climate leadership. Finally,
what funders look for, perhaps most importantly, is a combination of vision and the ability to implement the vision.
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Table 7: Selection principles commonly used by financiers
Delivery phase

Fund
mobilisation

Fund
administration
and governance

Fund
disbursement
and
implementation

Principle

Criteria

Transparency
and
accountabilitiy

Financial contributions by individual countries and international organisations
and agencies as well as their composition and sources are disclosed publicly
and in a timely manner.

The polluter
pays

Financial contributions are relative to the quantity of historic and current
emissions produced.

Respective
capability

Financial contributions are correlated with (existing) national wealth and the
right to (future) sustainable development and universally accepted minimum
living standards for citizens.

Additionality

Funds provided are more than existing national ODA commitments are not
counted towards fulfilment of existing national ODA commitments.

Adequacy and
precaution

Amount of funding is sufficient to deal with the task of maintaining global
temperature rise well below 2 Degree Centigrade and pursuing effort to limit
temperatures increased to 1.5 Degree Centigrade.

Predictability

Funding is known and secure over a multi-year, medium-term funding cycle.

Transparency
and
accountability

Availability of publicly available comprehensive, accurate and timely
information on a mechanism’s funding structure, its financial data, the
structure of its board and contact information for its board members, a
description of its decision-making process, project preparation documents,
the actual funding decisions and disbursements made, the implementation
results achieved, and the existence of a redress mechanism or process.

Equitable
representation

Representation of a diverse group of stakeholders on the Board of a fund
or funding mechanism in addition to contributing and recipient countries;
contries’ Board seats are not dependent on financial contributions.

Transparency
and
accountability

Disclosure of funding decisions according to publicly disclosed funding
criteria and guidelines and the disbursements made; duty to monitor and
evaluate implementation of funding; existence of a redress mechanism or
process.

Subsidiarity and
national / Local
ownership

Funding decisions to be made at the lowest possible and appropriate
political and institutional level.

Precaution and
timeliness

Absence of scientific certainty should delay swift disbursement of funding
when required.

Appropriateness

The financing instruments used should not impose an additional burden or
injustice on the recipient country.

Do no harm

Climate finance investment decisions should not imperil long-term sustainable
development objectives of a country or violate basic human rights.

Direct access
and vulnarability
focus

Financing technology and capacity building to be made available to the most
vulnerable countries internationally and population groups within countries as
directly as possible (elimination multilateral intermediary agencies where not
needed and strenghtening national institutional capacity).

Gender equality

Funding decisions and disbursement take into account the genderdifferentiated capacities, and needs of men and women through a dual
gender-mainstreaming and women’s empowerment focus.

To deepen your understanding on how to find the right funder for you, refer to LearningLAB #11
included as part of Appendix 1.
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LEARNINGLAB

LearningLAB #1: Identifying the difference between weather and climate
Can you identify the difference between weather and climate from the list of phrases below? Write down
in the column in the right which phrases apply to weather and which apply to climate.

Phrase

Weather or climate?

A very hot day

Average monthly maximum temperature

Total monthly wet days

Today is raining

There is a 30% chance of rain today
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LearningLAB #2: Identifying the difference between climate change mitigation and
climate change adaptation actions
Can you classify climate change mitigation actions vs climate change adaptation actions from the list below?
Write down in the column in the right whether the actions included here are mitigation or adaptation
action; or both.

Action

Mitigation or adaptation action?

Encouraging transport modal shifts from private
transport to public transport

Planting mangroves along a coastline

Switching from a reliance on energy sourced from
coal to energy sourced from solar

Planting trees within a municipality

Planting drought resistant crops in settlements that
are water scarce

Were there any actions that could be considered both a mitigation action and an adaptation action? If yes,
list the action and explain why here:
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LearningLAB #3: Unpacking ways to fund local climate action
Using Table 1 in the Training Manual as a reference, fill in the following:
Write down one action you feel your municipality is currently doing that can be classified as climate change
action:

Which mechanism from Table 1 is your municipality is currently using to implement this action?

How is this mechanism being used?

What are the benefits to using this mechanism?

What are the difficulties to using this mechanism?

What climate action would you like your municipality to implement?

Which mechanism could support this implementation and why?
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LearningLAB #4: Understanding various sources of emissions within each municipal
sector, and actions to reduce these emissions
First, list a sector which could be a possible source of emissions. Then list an emission source from within that sector.
Next, think of an action that could be undertaken which would reduce emissions within that sector. Finally, list any
co-benefits that may be associated with your recommended action.
For example, a sector could be the ‘Transport’ sector. People usually take their personal cars to work, and as a
result of there being one person per car, there is a high amount of emissions associated with this. So the emissions
source would be ‘cars’. An action would be to invest in public transport such as a Bus Rapid Transit System which
serves as an attractive alternative for people driving cars, which will result in more people using public transport
and less people using the roads alone in their cars. Over and above a reduction in emissions, additional co-benefits
could include a reduction in traffic as one bus can typically take 40 people at a time thereby effectively removing
40 cars from the road. Another co-benefit could be cleaner, more breathable air due to the reduction in vehicular
emissions.
1.

Sector:

2.

Emission source:

3.

Action:

4.

Co-benefits:
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LearningLAB #5: Understanding what hazards affect municipal sectors, and what
kind of adaptation actions you can take to reduce the impact of climate change.
First, think of a climate hazard which could be affecting your municipality. Next, think of a sector that is being directly
affected by this hazard. Under action, list an action that could be undertaken to reduce the impact of your identified
hazard. Finally, list any additional benefits or co-benefits that could also be realised if you undertook this action.
For example, a coastal municipality is likely to be at risk from storm surges and sea level rise. These are climate
hazards. The sector that it could impact could be transport (if the roads run along the beach) or the port. Identifying
a sector will also assist with tailoring your response to the climate hazard. Assuming we select ‘transport’ as the
sector, an action that could be undertaken could be to build a sea wall at the top of the beach to buffer the
municipality against sea level rise. Additionally, mangroves could be planted to reduce the impact of storm surges.
Co-benefits associated with the mangrove rehabilitation could be that mangroves act as ‘fish nurseries’ and local
fisherman could benefit from the spike in fish populations, which in turn boosts local livelihoods as well as local
economies.
1.

Climate hazard:

2.

Sector:

3.

Action:

4.

Co-benefits:
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LearningLAB #6: Identifying local climate action projects in your municipality
1.

2.

3.

With your IDP, CEF or SDBIP in front of you, highlight all projects that can be classified in each of the sectors:
energy, waste, transport, land (incl. food, agriculture, forestry, land use, land rehabilitation), water, coastlines.
Note: Look for projects across all the categories of climate project classification listed in the Training Manual
For each project, write down the following information on a piece of paper:
a. Project title
b. Project value
c. Climate impact you identify: mitigation, adaptation or both
Print/recreate the matrix below and stick each paper in the respective position on the matrix:
a. On the horizontal axis, place each project according to whether it has a climate adaptation impact (stick
on the left), a climate mitigation impact (stick to the right), or both (stick in the middle, or place closer to
the more dominant impact)
b. On the vertical axis, place each project according to its financial value: place small (<R5 million) projects
closer to the bottom of the matrix, medium (>R5 million, but <R150 million) projects closer to the middle
of the matrix, large (>R150 million) projects closer to the top of the matrix

Large projects >R150 million

Project title: wastewater
reuse programme
Climate Impact: adaptation,
some mitigation
Cost: R150 million
Climate
Mitigation
Climate
adaptation

Medium projects <R5 million, but <R150 million

Project title: Building
Retrofit programme
Climate Impact: Mitigation,
some adaptation
Cost: R50 million

Small projects <R5 million

List the projects you have identified below by name (there may be more than 5):
1.
2.
3.
4.
5.
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LearningLAB #7: Prioritising climate action projects
The table below offers the considerations to prioritise projects - for every ‘Yes’ answer, give the project
1 point, for every ‘No’ answer, give the project 0 points. Complete this table for each of the projects
identified as part of Learning LAB#6.
Note: This is only an introduction to project identification that focuses mainly on the climate finance components.
There may be other important factors that will impact project prioritisation in your municipality. These must be
assessed on a case-by-case basis in line with your municipal needs and priorities.

Project Name

Consideration

Yes = 1 Point & No = 0 Points

MANDATE
1

Does the municipality
have the mandate
to implement this
project?
BUDGET/FINANCIAL RESOURCES

2

Does the municipality
have budget assigned
to implement this
project?

3

Without additional
financial support,
could the project go
ahead?

4

Can the budget
assigned be leveraged
to attract additional
funds?

5

Have the longterm operational
implications and
requirements for
this project been
considered and
incorporated into its
design?
IMPACT

6

Does the project
demonstrate climate
change mitigation?

7

Does the project
demonstrate climate
change adaptation?
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8

Can the project
demonstrate the nexus
approach (benefits for
land, water, energy
at the same time) or
other socio-economic
co-benefits?

10

Does the project
have support from
provincial and/or
national government
as indicated by a
letter of support or
by contributing to key
objectives and focus
areas in national policy,
such as the National
Development Plan or
the National Climate
Change Strategy?

11

Does the project
contribute to the
implementation of the
Nationally Determined
Contributions (NDC)?

12

Does the project
support the realisation
of one or more
of the targets in
the Sustainable
Development Goals
(SDGs)?
RISK

13

Has a pre-feasibility
study been completed
for the project?

14

Has a financial
feasibility study been
completed for the
project?
(See Step 5 in this
manual for a description
of a financial feasibility
study)

15

Has a technical
feasibility study been
completed for the
project?
(See Step 5 in this
manual for a description
of a technical feasibility
study)

16

Does the project
have a risk mitigation
strategy, where risks
have been identified
and incorporated into
the project design?
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OTHER
17

Does the project
align with a current
or upcoming call for
proposals or funding
programmes?
TOTAL SCORE (out of
a maximum of 17)
Prioritised ranking
(1 to 5)

Once all identified local climate action projects have a score, arrange the projects from highest to lowest
below:
1.
2.
3.
4.
5.
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LearningLAB #8: Identifying project partners
Identify project partners for your project by responding to each of the following questions:
1. Who has influence in the decision-making process for this project that can affect its implementation?
a.
b.
c.
d.
e.
2. Who will benefit from the implementation of this project?
a.
b.
c.
d.
e.
Once all partners have been identified in a list, prioritise them by placing each partner in a quadrant on
the matrix below:
High degree of influence

No direct
benefit

3 1
4 2

Significant
direct benefit

Low degree of influence

Further detail can be added by:
• Shifting them up and down or left and right along each arrow to more accurately represent both their level of
influence and the degree to which they each benefit
• Noting each category of partner in a different colour (you can use post-it notes or different coloured blocks): local
government, provincial government, national government, private sector, civil society/community group, NGO
• Using two different colour dot stickers to identify the nature of the relationship you have with each partner:
good or poor. This will determine the approach you take to reach out to them and the time associated with
getting their support.
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LearningLAB #9: Assessing project risk
Instructions:
• Divide into groups of 2-3
• Select one of the prioritised projects from one of your municipalities
• Identify, assess, order and manage the most important risks by following the steps laid out below:
Step 1: Identify a project
Describe the project in a few sentences:

Step 2: Identify the 4 most critical risks
Identify two climate risks associated with the delivery and long-term sustainability of this project:
a.

b.

Identify two non-climate (social, financial, governance, political, etc.) risks associated with the delivery and
long term sustainability of this project:
c.

d.
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Step 3: Prioritise the 4 risks using the matrix and formula below:
Identified Risk

Probability
Scale of 1 – 10
1 = Negligible chance of
occurrence
10 = Risk will definitely
occur

Severity
Scale of 1 – 10
1 = Negligible impact on
the project
10 = High impact on the
project which will severely
impact the budget and/
or project implementation
time.

Impact factor
Probability x Impact

Example

5

7

35

List the risks identified in order of impact from highest to lowest.
1.
2.
3.
4.
You now have a list of prioritised risks.
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Step 4: Manage the risks
Using your prioritised list, identify at least one action you could take at the onset of the project to manage
each of these risks.
NOTE: the greater the risk, the more important, and possibly more significant, the risk management action.

Prioritised risk list

Risk management action

Resources needed

Stakeholders involved

Because risk is often difficult to quantify, perceived risks are just as important as actual risks. It is therefore critical
to identify and appropriately address all risks, whether real or perceived, in order to ease the minds of decisionmakers providing climate finance.
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LearningLAB #10: Developing an early stage project proposal
Instructions:
• Divide into groups of 2-3
• Select one of the prioritised projects from one of your municipalities
• Analyse the project by following the steps laid out below:
Step 1: Identify a project
Identify and briefly describe a climate-related project from your own municipality:

a. Project sector:
Check sector(s) that apply
Energy

Land Use

Transport

Agriculture

Building / Built Environment

Forestry

Water

Fisheries

Waste

Information & Communication Technology

b. Climate focus
Check relevant intervention type(s)

Adaptation

Mitigation

Disaster Risk
Management
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c. Project stage
Check relevant project stage:
1. Project Identification / Definition / Scoping
2. Early design / Pre-feasibility study
3. Developed design / Feasibility study
4. Final design / Pre-implementation

Step 2: Describe problem and proposed solution
d. Problem description
In 200 words or less, describe the problem this project is attempting to solve. Some useful tips:
• Be specific on why this is a critical issue
• If possible, link to municipal mandate
• Consider the problem in light of a changing climate
• Do not yet propose or discuss any solution
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e. Project description
In 200 words or less, describe how the project aims to solve the problem described above. Include the following:
• Scope and limitations of the project
• Objectives: What is the main purpose of the project in terms of functionality (problems solved and services to
be provided)?
• What are the expected impacts? (Detail projected qualitative and quantitative results)
• Take care to link project goals and intended impacts to problem description above
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Step 3: Identify co-benefits and align with international initiatives
f. United Nations SDGs
1.No Poverty

10. Reduced Inequality

2. Zero Hunger

11. Sustainable Cities and Communities

3. Good Health & Wellbeing

12. Responsible Consumption &
Production

4. Quality Education

13. Climate Action

5. Gender Equality

14. Life Below Water

6. Clean Water & Sanitation

15. Life On Land

7. Affordable & Clean Energy

16. Peace, Justice & Strong Institutions

8. Decent Work & Economic Growth

17. Partnerships for the Goals

9. Industry, Innovation & Infrastructure
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g. Project (co-)benefits
Check applicable local benefits your project will deliver beyond climate change impacts:
Preserving ecosystems / biodiversity

Supporting green economy

Improving public health

Gender equality and empowering women

Community building

Nutrient recycling

Reduced noise pollution

Reduced energy consumption

INCREASING ACCESS TO:

IMPROVED:

• sustainable food

• Air quality

• water / sanitation

• Urban / rural livelihoods

• sustainable mobility

• Supply chain security

• sustainable housing

• Insurability

• clean energy

• Aesthetics

INCREASED:

• Social equality

• Recreational space

• Governance

• Green space

• Stakeholder engagement

• Property values

• Public health

• Job and business opportunities

• Water quality
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Step 4: Theory of change - bringing it all together
Break your project down into smaller activities and complete the table below for each activity.
Resources / Inputs

Activities

Outputs

Outcomes

Impact

Example:
Garbage trucks
Landfill sites
Staff

Waste collection and
disposal

Cost and resource
efficient systems to
collect and process
household solid
waste

Reduced illegal
dumping
Income from rates
Potential recycling
plant

Reduced pollution
Clean and safe
environment
Increased municipal
revenue
Attract investment

Your planned work

Your intended results
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LearningLAB #11: Finding the right funding for your project
Instructions:
• Divide into the same groups of 2-3 as yesterday
• Use the same project analysed yesterday for the following assessment
• Answer the following questions to narrow down financing opportunities and identify potential funders
Step 1: Consider key financial metrics
a. Financial requirements
For the relevant project, complete the following table:
Metric

Amount

Unit

Estimated total project cost

Rands

Initial capital expenditure? [a]

Rands

Average annual operating capital
expenditure [b]

Rands per year

b. Project timing and lifecycle
For the relevant project, complete the following table:
Metric

Amount

Unit

Planning and preparation

Years

Implementation

Years

Project lifecycle [c]

Years
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Step 2: Identify potential types of capital
c. Capital composition
Using the table on the next page, determine and discuss how much of the total project cost will be financed by
each capital type
Capital Type

R

%

Comment

Grant
Debt
Equity
Insurance

Type of capital

Description

Uses

Grant

A grant is a sum of money paid to a
beneficiary without the expectation of the
money being returned.
Grants make up approximately 57% of
climate finance in SA.

Grants are most commonly used to fund
specific activities, especially at early
stages, and may include:

Debt refers to any agreement, like a loan,
bond or overdraft facility where financing
is provided by a lender and repaid by the
borrower, usually with interest.
Concessional loans are loans with
reduced interest rates and are widely
used in climate finance.
Debt instruments make up approximately
19% of climate finance in SA.

Debt usually comprises the majority of a
project’s funding (50 - 80% of total project
cost), and is used to fund initial capital
requirement and operational expenditure,
including:

Equity

Equity refers to a share of ownership,
where a portion of the proceeds from a
project or endeavour are allocated to the
owner, according to their share.
Equity makes up approximately 25% of
climate finance in SA.

Equity is often referred to as risk capital,
and is most commonly used to finance
any shortfall not covered by grants or
debt. Equity is most commonly provided
by project owners, which helps incentivise
project success, as equity investment
becomes worthless if a project fails. Some
climate financiers provide a portion of
equity toward funding gaps.

Insurance

Insurance, or guarantees, are mechanisms
which insure some or all investment in
a project against potential losses. Like
normal insurance, a regular payment is
made based on a project’s risk profile,
and pays out in the event of incident.
This mechanism is generally underutilised
in South Africa, and so not well reported.

Insurance-type mechanisms are a useful
means to de-risk projects when they are
deemed too risky by investors. This way, a
small amount of financing (used to pay for
insurance) can help leverage substantially
larger amounts of financing from other
(often private or commercial) investors.

Debt / loans

• technical and financial feasibility
studies
• risk and vulnerability assessments
• project design and management
systems

• Designers, planners and engineers
• Construction
• Operation and maintenance
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Step 3: Identify and approach potential sources of financing
In the following table, identify potential sources for each type of capital and justify why they are suitable
to your project.
Capital type

Potential sources

Reason (Why is this source likely /
well-suited to finance your project?)

Grant

Debt

Equity

Insurance
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AE

Accredited Entities

GNI

Gross National Income

AFD

French Development Agency

ICLEI

Local Governments for Sustainability
(Africa Secretariat)

AfDB

African Development Bank
IDP

Integrated Development Plan

BMUB

Federal Ministry for the Environment,
Nature Conservation and Nuclear Safety

IKI

International Climate Initiative

CBA

Critical Biodiversity Area

IRR

Internal Rate of Return

CDM

Clean Development Mechanism

IUDF

Integrated Urban Development Framework

CDP

Carbon Disclosure Project

LGCCSP

Local Government Climate Change
Support Programme

CEF

Capital Expenditure Framework
M&E

Monitoring and Evaluation

MTEF

Medium Term Expenditure Framework

NCCIS

National Climate Change
Information System

CIP

Climate Information Portal

CPEIR

Climate Public Expenditure and
Institutional Review

DBSA

Development Bank of Southern Africa
NCCRP

National Climate Change Response Policy

DEFF

Department of Environment, Forestry and
Fisheries

NDC

Nationally Determined Contribution

DERO

Desired Emissions Reduction Outcomes

NDP

National Development Plan

DFI

Developmental Financial Institutions

NEM:BA

National Environmental Management:
Biodiversity Act

DFID

Department for International Development,
United Kingdom

NEMA

National Environmental Management Act

EU

European Union

NGO

Non-Governmental Organisation

FS

Feasibility Study

NWA

National Water Act

GCF

Green Climate Fund

ODA

Official Development Assistance

GDP

Gross Domestic Product

OECD

Organization for Economic Co-operation and
Development

GHG

Greenhouse Gas
PFA

Project Formulation Assistance

GIZ

Deutsche Gesellschaft für Internationale
Zusammenarbeit GmbH

PFS

Pre-Feasibility Study
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PPF

Project Preparation Facility

PPG

Project Preparation Grant

PSAG

Private Sector Advisory Group

PSF

Private Sector Facility

R&VA

Risk and Vulnerability Assessment

RbF

Results-based Framework

RoI

Return on Investment

S&P

Standard & Poor’s

SA

South Africa

SACN

South African Cities Network

SALGA

South Africa Local Government Association

SANBI

South African National Biodiversity Institute

SDBIP

Service Delivery and Budget Implementation
Plan

SDF

Spatial Development Framework

SDG

Sustainable Development Goal

SEZ

Special Economic Zone

TAP

Transformative Action Programme

UN

United Nations

UNDP

United Nations Development Programme

UNFCCC

United Nations Framework Convention on
Climate Change

USAID

United States Agency for International
Development

WB

World Bank
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The following list of essential climate finance terminology is drawn from the Urban Low Emissions Development
Strategies Project.

Accredited entity
An accredited entity is a national, regional or multilateral institution that meets a fund’s standards and achieves
a given accreditation status. It can be private, public or non-governmental. Entities can become accredited as
implementing, delivery or executing entities depending on the funds (see “Implementing Entity” below).

Additionality
Additionality refers to the use of development funding to achieve climate-related objectives besides regular,
business-as-usual development. Some funds (like the GCF or the GEF Special Climate Change Fund) will not fund
projects that are development projects with a climate change adaptation or mitigation co-benefit. Instead, the
core focus of the project needs to be on climate change, and the fund’s money will be spent in addition to other
development funding. Additionality is an important and politically-sensitive concept that is still being debated
on the international stage. More information can be found here: https://www.odi.org/sites/odi.org.uk/files/odiassets/publications-opinion-files/6032.pdf

Annex I Parties
These are industrialised countries listed in UNFCCC Annex I and committed to reducing their greenhouse gas
emission to 1990 level by 2000. Some of these Parties have also accepted emission reduction targets for the period
2008-2012 as per the Kyoto Protocol.

Annex II Parties
These are countries listed in UNFCCC Annex II, which have a special obligation to provide financial resources and
facilitate technology transfer to developing countries. They include 24 members of the Organization for Economic
Co-operation and Development (OECD) and the European Union (EU).

Bankability
This concept applies mostly to projects with expected financial returns. For such projects (e.g. energy infrastructure),
bankability can be defined simply as follows: a project is bankable if lenders are willing to finance it. This means that
expected returns will more than compensate costs (including capital costs) at some given point in time. Bankability
therefore depends on the type of funding mechanism envisaged (for instance, debt funding is usually cheaper than
equity funding), identified risks, expected returns etc.
Adapted from the European Investment Bank website.

Blending
Blending refers to the use of public or philanthropic capital to spur private sector investment in projects aimed
at achieving sustainable development goals. For instance, an accredited entity can request a portion of fund
from the GCF and blend it with resources provided by other institutions such as the World Bank and the African
Development Bank.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.
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Carbon tax
“It is the tax levied on fossil fuels, especially those used by motor vehicles, intending to reduce the emission of
carbon dioxide and for prompting a switch to clean energy. The tax money is intended to fund actions to combat
climate change.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Certified Emission Reduction
A Certified Emission Reduction (CER) is a certificate issued and generated under the Clean Development
Mechanism (CDM), for each unit of reduction in the greenhouse gas emission from the atmosphere. One CER is
equal to one metric ton of carbon dioxide equivalent (CO2e). It can be traded in a voluntary carbon market and
used by developed countries to meet emission reduction commitments.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Clean Development Mechanism
The “Clean Development Mechanism (CDM) is a mechanism under the Kyoto Protocol through which developed
countries may finance projects on reduction or removal of greenhouse gas emissions in developing countries,
and, in return, receive carbon credits for doing so which they may apply to meeting mandatory limits on their own
emissions.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Climate Change Budget Code
The “Climate Change Budget Code is a code used to tag the national budget heads pertaining to climate change
i.e. adaptation and mitigation, by dividing climate actions into three categories - highly relevant, relevant and
neutral. It helps to track the volume and nature of climate finance and facilitates prioritization of climate relevant
development investment in the most vulnerable sectors.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Climate finance
Climate finance is the flow of funds to address the issues related to climate change. It refers to local, national or
transnational financing, which may be drawn from public, private and alternative sources and mobilised to help
countries mitigate and adapt to the impacts of climate change. Developing countries aim to use available funding
to ensure the national development process is low carbon and to build resilience to climate change.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Climate Public Expenditure and Institutional Review
The “Climate Public Expenditure and Institutional Review (CPEIR) is a methodological tool to analyze how climate
change related expenditure is being integrated into national and sub-national budgetary processes. It has three
key pillars: Policy Analysis, Institutional Analysis and Climate Public Expenditure Analysis. It supports to identify and
track climate related expenditure in the national budget.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.
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Co-benefits
Co-benefits are the additional benefits from policy options implemented for various reasons that occur at the same
time.
IPCC Fourth Assessment Report (AR4)

Co-financing
Co-financing is a practice in which multiple entities finance the same project. Climate co-finance is the amount of
financial resources contributed by the external entities. The financial resource providers include, among others,
government or government-affiliated institutions as well as the private sector. A strong co-financing plan (whether
in-kind or in-cash) is proof of wide interest in the project by a diversity of relevant actors, and is therefore an
important feature of project design.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Concessional loan
A concessional loan is one of the financial instruments having as a special feature no or lower interest and a more
extended repayment schedule than those of the standard market. For example, the GCF can provide two sets of
concessional loans:
• Concessional loans 1 (deeply concessional): the interest rate is zero per cent with 15 to 40 years’ maturity
including 5 to 10 years’ grace period.
• Concessional loans 2 (moderately concessional): the interest rate is based on a benchmark rate of lending
(Euros: European Central Bank rate, US dollars: United States Treasury bond rate) with 8 to 15 years including
2 to 4 years’ grace period.
A service fee is set at 0.75 per cent for both concessional 1 and 2.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Conditionality
Conditionality refers to conditions that recipient entities need to fulfil to receive financial support from funds. These
conditions may include earmarking funds to certain sectors, co-financing, procurement design, fulfilling certain
criteria under social and environmental context, etc.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Development Finance Institutions
National and international development finance institutions (DFIs) are specialised development banks or subsidiaries
set up to support development project and programmes in developing countries. They are usually majority-owned
by national governments and source their capital from national or international development funds or benefit from
government guarantees. This ensures their creditworthiness, which enables them to raise large amounts of money
on international capital markets and provide financing on very competitive terms.
Adapted from OECD website.

Direct access
A mechanism in which national accredited entities (direct access entities) of developing countries gain direct access
to funding provided by an international fund to implement selected projects and/or programmes. These entities
may wish to choose other executing entities to carry out the work.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Efficiency / effectiveness of funds
The efficiency of funds measures how much output can be produced with a given quantity of input. The effectiveness
shows the success of the resources used in achieving the objectives set.

82 | A PRACTICAL SYSTEMATIC GUIDE TOWARDS UNLOCKING MUNICIPAL CLIMATE FINANCE

Emission Reduction Purchase Agreement
This is “a legally binding agreement between buyers and sellers of carbon credits. This is generally signed before
a CDM project is registered or credits are issued.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Emissions trading
“Emissions trading is a market-based approach to control greenhouse gas emissions. It facilitates the buying and
selling of greenhouse gases by issuing certified emissions certificates.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Environmental and Social Safeguards
Any programme or project should limit environmental and social risks to the minimum. Environmental and Social
Safeguards (ESS) are the measures undertaken to prevent and mitigate possible undue harm to people and
environment. Each fund has its own criteria.
For example, GCF’s ESS is based on eight performance standards (PSs): i) PS1: assessing and managing relevant
environmental, social risks and impacts through an institutional environment and social management system; ii) PS2:
labour and working conditions; iii) PS3: resource efficiency and pollution prevention; iv) PS4: community health, safety
and security; v) PS5: land acquisition and involuntary settlement; vi) PS6: biodiversity conservation and sustainable
management of living natural resources; vii) PS7: indigenous peoples; and viii) PS8: cultural heritage. An entity needs
to demonstrate its capacity to undertake environmental and social safeguard measures to be accredited.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Equity investment
Buying and holding of shares of a venture (for private sector projects).

Exit strategy
An exit strategy is a strategy designed to phase out a project/programme after achieving the set objectives,
ensuring that the ongoing activities, impact and results of the project/programme are sustained even beyond the
project’s interventions.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Feasibility / Pre-feasibility study
For most projects, the funding proposal need to be accompanied by a feasibility study (FS) showing the technical
details of the project interventions and proving that these can be implemented from an engineering/technical
standpoint. Required levels of detail may vary depending on the funder, the project nature and the project size. A FS
can sometimes be the second step after a pre-feasibility study (PFS), which provides early technical considerations
on the project interventions. While the FS’s objective is to show how and why the selected interventions will be
implemented, the PFS – usually a shorter study – shows why such interventions were chosen instead of other options.

Fiduciary standards
Fiduciary standards are important criteria an entity needs to meet to be accredited by a fund. For example, an entity
seeking accreditation needs to demonstrate its capacity to meet five elements of GCF’s fiduciary standards. They are:
• core financial and administrative functions
• good governance
• procurement processes and systems
• transparency and integrity
• project cycle management

A PRACTICAL SYSTEMATIC GUIDE TOWARDS UNLOCKING MUNICIPAL CLIMATE FINANCE

| 83

APPENDIX 3: ESSENTIAL CLIMATE FINANCE GLOSSARY

There are two sets of standards under the GCF, basic and specialised. The basic standards include administrative and
financial capacities, and transparency and accountability. The specialised standards include project management,
grant award mechanisms, and on-lending and blending.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Financial instruments
Financial instruments are monetary assets that can be traded between accredited entities and fund mitigation and
adaptation activities. Financial instruments include grants, concessional loans, guarantees and equity investments.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Funding for project preparation
Some international funds provide financial assistance for the preparation of a full-size project, usually after the
approval of a shorter project concept by the fund. For example, the Project Preparation Facility (PPF) is a financial
support provided by the GCF usually in the form of grants to the accredited entities (AEs), especially direct access
and micro-to-small size projects. If the concept note submitted to GCF is found to have the potential to be
developed into a full funding proposal, the proponent can request for GCF support for the project and programme
preparation activities under PPF. Readiness support is also available under Project Preparation Facility. The same
mechanism, named Project Preparation Grant (PPG), exists for the development of full-size projects for the GEF,
after approval of a shorter Project Identification Form (PIF). The Adaptation Fund can provide Project Formulation
Grants (PFGs) and Project Formulation Assistance (PFA) upon approval of a project concept.

Grant
A grant is a type of financial instrument to address climate adaptation and/or mitigation via a project/programme
in developing countries with no expectation of a return payment.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Green bond
Green bonds can mobilise resources from domestic and international capital markets for climate change adaptation,
renewables and other environmentally-friendly projects. They are no different to conventional bonds, their only
unique characteristic being the specification that the proceeds are to be invested in projects that generate
environmental benefits. In its simplest form, a bond issuer will raise a fixed amount of capital, repaying the capital
(principal) and accrued interest (coupon) over a set period of time. The issuer will need to generate sufficient cash
flows to repay interest and capital. Returns from green bonds may be exempted from taxes.
Adapted from UNDP website.

Guarantee / first-loss protection
A guarantor undertakes to fulfil the obligations of a borrower to a lender in the event of non-performance or
default of its obligations by the borrower, in exchange for a fee. Guarantees can cover the entire investment or
just a portion of it. Risk mitigation instruments such as guarantees focus on reducing key default risks (technology,
political etc.) at various points in the financing cycle. Insurance involves the transfer of the risk of a loss, from one
entity to another, in exchange for money.
A type of guarantee is first-loss protection. First-loss protection instruments shield investors from a pre-defined
amount of financial losses, thus enhancing credit worthiness, and improving the financial profile of an investment.
They directly mitigate a project’s financing risks by transferring a portion of the potential loss to the sponsor offering
the protection that can take the form of a funded contribution to the investment (such as a cash injection) or an
unfunded guarantee or credit line to be drawn upon when needed. By making projects more appealing to mainstream
investors (or by aggregating them under the same mechanism), they also mitigate the perception of liquidity risks.
Adapted from Overseas Development Institute. 2014. Practical Methods for Assessing Climate Finance Flows and
Climate Policy Initiative. 2013. Risks Gaps: First-Loss Protection Mechanisms.
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Impact potential
Impact potential refers to the potential of the programme/project submitted to the board of a fund for approval to
contribute to the achievement of the fund’s objectives. For example, the two core indicators for impact potential
under the GCF are:
• mitigation core indicators: total tons of CO2 equivalent to be avoided or reduced per annum.
• adaptation core indicators: expected total number of direct and indirect beneficiaries and number of
beneficiaries relative to total population (e.g. total lives to be saved from disruption due to climate related
disasters).
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Implementing Entity
Generally, an “Implementing Entity” (IE) is responsible for vetting and endorsing project and programme proposals,
and for disbursing funding from a fund when proposals are successful. The term IE can vary slightly depending on
the fund.
• The Adaptation Fund accredits national, regional or multilateral IE. The IE works with an Executing Entity, in
charge of the day-to-day management and on-the-ground interventions.
• The equivalent of IE for GEF is called “Implementing Agency”. IAs can be national (e.g. Development Bank of
South Africa), regional (e.g. West African Development Bank) or multilateral (e.g. United Nations Environment
Programme). NGOs can also become accredited as IAs (e.g. World Wildlife Fund). Like with the AF, a GEF
Implementing Agency works with an Executing Entity.
• The equivalent of IE for GCF is called “Delivery Partner”. The Delivery Partner may work with an “Executing Entity”.

Investment criteria
Investment criteria are a set of characteristics adopted by the funds to assess the funding proposals submitted by
accredited implementing entities. For example, the GCF uses six investment criteria: impact potential, paradigm
shift potential, sustainable development potential, needs of the recipient, country ownership and efficiency and
effectiveness.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.

Leverage
“Leverage is used in the context of climate finance in which it refers to public finance (e.g. from international finance
institutions) that is used to encourage private investors to back the same project. This can be in the form of loans,
risk guarantees and insurance or private equity. This is also intended to reduce the perceived risk for the private
sector. Financial institutions apply the terminology ‘leveraging’ to understand how their core contributions (for
example, money provided by donor governments to a multilateral development bank) can be invested in capital
markets to create an internal multiplier effect.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Official Development Assistance
“Official Development Assistance (ODA) refers to financial assistance provided to developing countries and the
multilateral institutions by official agencies, including state and local governments of developed countries for
promotion of their economic development and welfare. In 1970, it was agreed that developed countries would provide
0.7% of their Gross National Income (GNI) as ODA to developing countries. ODA is also known as foreign aid.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

On-lending
An entity accredited under specialised fiduciary standards can receive money from a fund with the intention of
lending it to other executing entities for the implementation of selected programmes and/or projects. This can also
include providing equity or guarantees to other entities.
Adapted from Government of Nepal. 2014. Climate Finance Glossary.
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Private Sector Advisory Group
“The Private Sector Advisory Group (PSAG) is a committee established under the GCF Board to advise and present
recommendation to the Board for mobilising resources in scale and working with local private sector entities,
including Micro, Small and Medium Enterprises (MSMEs).”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Private Sector Facility
“Private Sector Facility (PSF) is a mechanism in which the GCF can directly provide grants, concessional loans, risk
guarantees or other forms of financial products (e.g. green bonds, refinancing, credit lines, equity financing) to
accredited private companies or pass them on to such companies by accredited intermediaries. It is one of the
windows under the GCF to encourage private sector role and investment in climate actions.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Public and Private Partnership
“Public and Private Partnership is a general term for a contractual relationship between the public sector and
private companies to finance, design, build and operate facilities such as roads, hospitals and schools. This form of
financing is increasingly being explored as a means to fund climate-related infrastructures.”
Definition from Government of Nepal. 2014. Climate Finance Glossary.

Results-based Framework
A Results-based Framework (RbF) is a set of indicators, target and baseline information that forms the basis for the
evaluation of a project. The design of the RbF is a crucial phase of project formulation, as the RbF will directly steer
the execution of the project.

Return on Investment
Return on Investment (RoI) is a performance measure used to evaluate the efficiency of an investment or compare
the efficiency of a number of different investments. The RoI tries to directly measure the amount of return on a
particular investment, relative to the investment’s cost. To calculate the RoI, the benefit (or return) of an investment
is divided by the cost of the investment. The result is expressed as a percentage or a ratio and obtained with the
following formula:
RoI = (Gain from Investment - Cost of Investment) / Cost of Investment
In the above formula, “Gain from Investment” refers to the proceeds obtained from the sale of the investment.
Because RoI is measured as a percentage, it can be easily compared with returns from other investments, allowing
one to measure a variety of types of investments against one another.
Note that RoI is just one of several metrics used to assess and rank investment performance. Other examples
include the Internal Rate of Return (IRR) and Net Present Value.

Transformative change / paradigm shift
Transformative change and paradigm shift are two concepts used mostly by the GCF to characterise desired
features of a project concept. The GCF’s mandate is to catalyse funding for large-scale changes in mitigation and
adaptation, and projects are expected to work towards a paradigm shift (i.e. a change in the way the beneficiaries
think of a given situation) to provoke a transformative change (i.e. a deep, holistic change in a given sector/
practice). This is as opposed to “business-as-usual” projects, that may contribute to addressing an issue, but not
fundamentally change the way the issue is dealt with and will be tackled in the future.
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Voluntary carbon market
A voluntary carbon market project is similar to a CDM project but it is not regulated by the UNFCCC. There are a
variety of different standards that can be applied, dependent on the project type and size. The project developer
can select the most relevant standard. Some standards are:
• Gold Standard
• Plan Vivo
• Voluntary Carbon Standard
Voluntary carbon market projects generate Voluntary Emissions Reductions (VERs).
Adapted from Rwanda Environment Management Authority website.
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