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Introduction 

South Africa’s Constitution prescribes a number of powers and functions for provincial and 
local governments that have a significant impact on climate change.  It is widely 
acknowledged that municipalities are well placed to both identify the need and implement 
climate change related (CCR). However, the responses to climate change at a sub-
national level in support of government’s national climate change objectives are largely 
fragmented and lacking in scale.   

This report builds on the Diagnostic Report that outlines the legislative and institutional 
barriers faced by local and provincial governments in implementing CCR projects.  The 
objective of the report is to provide high level recommendations for a financing framework 
that will improve support and access to climate change financing by sub-national 
governments.  Based on a number of case studies and review of appropriate literature, 
Section 2 of this report summaries the views of the stakeholders.  It highlights the current 
trends, instruments, challenges and innovations experience by sub-national governments 
in financing CCR projects.  

Section 3 depicts the current global climate finance architecture, which is complex, 
uncoordinated and under reform.  Descriptions of these financing instruments illustrate the 
complexity of accessing climate funding, particularly by municipalities.   This section 
outlines a number of international, public sector and private funding sources that are 
available in South Africa.  In practice however, the ability of municipalities to access and 
utilise this funding sources is constrained by numerous challenges. 

A synthesis of the main trends is listed in Section 4.   The cross-cutting features that are 
common across the case studies reviewed include the high upfront costs and long pay 
back periods of implementing technology changes, self-financing constraints, meeting 
onerous regulatory requirements and the difficulty with obtaining data to support 
investment in CCR projects.  Based on five case studies, this section identifies the key 
success factors and challenges with raising and managing finance for climate change 
related projects.  These include actions taken to reduce risks, strengthen coordination and 
leadership, and sound project preparation.  The challenges focus on the delays in 
decision making due to meeting regulatory and supply chain requirements as well as 
capacity and institutional constraints. 

The next section proposes a high level financing framework, based on the perceived risk 
associated with typical CCR projects.  Drawing on the case studies, for each of these 
projects the framework identifies the capacity required to raise finance and implement the 
project, as well as innovative measures to reduce the risks on municipalities.  Using these 
criteria, this section matches typical projects with types of municipalities. 

The conclusion provides five recommendations.  The first suggest short-term interventions 
that will accelerate subnational investment in CCR projects.  The other recommendations 
include financial policy instruments that foster mobilisation of resources and 
implementation, supported by demand creation initiatives, improved coordinated action 
and capacity enhancement of municipalities. 
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1 Background 

The Western Cape Government: Department of Environmental Affairs and Development 
Planning (WCG: DEADP) requested assistance from the Technical Assistance Unit (TAU) 
at National Treasury (NT) to conduct a study to identify the specific perceived or real 
regulatory barriers which hamper investment in climate mitigation and adaptation projects. 
An additional aim was to identify innovative financing practices that enable the 
implementation of financially viable climate change related projects.   

The primary objective of the study is, therefore, to share information on innovative 
practices that may be used within the bounds of the Public Finance Management Act 
(PFMA) and Municipal Finance Management Act (MFMA), in a manner that improves 
successful implementation of climate change projects by provinces and municipalities 
across South Africa. This includes improving access to appropriate funds.  

Phase 1 of the study was a diagnostic of the barriers currently preventing the 
implementation of climate change projects by municipalities and provincial governments. 
On the basis of a literature review and interviews with experts and senior officials across 
the three tiers of government, the diagnostic concluded that current legislation in itself is 
not a significant barrier to climate change related projects, rather the interpretation is. 
However, the diagnostic revealed significant systemic barriers, which collectively impact 
the ability of provincial and local government to initiate and implement climate change 
projects.  

Phase 2 builds on the findings in the diagnostic report by evaluating the current financial 
models of selected climate change projects implemented by local government from the 
perspective of challenges, sources of finance and innovations and through interviews with 
selected commercial banks and development finance institutions. A key outcome of this 
phase is a proposed financing framework to enable municipalities to initiate projects, 
identify the primary types of finance that they require and possible sources thereof. 

2 Research Approach 

2.1 Analytical Framework 

The study makes use of two main research techniques viz. a literature review and semi-
structured interviews with targeted key stakeholders. The literature review sought to 
consider South African examples and experiences of local and regional government 
financing of climate change related initiatives, provide an overview of what climate finance 
instruments exist and to provide an overall context within which the findings and 
recommendations are situated. 

The Andersen six-ball model, detailed in the diagnostic report, provided a framework to 
understand the barriers and challenges with implementing climate change response 
(CCR) projects.  This model was also used to understand the factors influencing provincial 
and local governments’ selection of financial instruments and source of funds that are 
used to finance CCR projects.  This allowed the team to explore the decision factors that 
influence officials to use a certain type of financing instrument, the interaction between 
these factors and financing instruments, and the emergent properties arising from the 
interaction between factors.  

The six ball model assumes that an organisation’s ability to implement projects requires 
six categories of assets (refer to Figure 1).  If any of these assets are weak then an 
organisation’s ability to implement projects is compromised.  The arrangement of the balls 
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in Figure 1 is systematic and not random.  Balls are purposefully arranged into a pyramid 
shape that has a strategic, tactical and operational layer of assets.  Hence an 
organisation’s ability to achieve its goal is determined by the quality of its assets, in 
general, and the degree of alignment between assets.  In other words, too few or poor 
quality assets, such as a lack of skills, make it difficult for an organisation to implement its 
projects successfully, whereas the incorrect mix of assets create bottlenecks that stall the 
implementation of projects.  For example, poor alignment between a municipality’s tactical 
assets (i.e. process and culture) with its strategic and operational assets will make it 
difficult to implement climate change related projects.   

 

Figure 1 Summary of the Six Ball Model  

 

Source: Misuka Green Development (2013) adapted from Andersen 

Strategic assets give an organisation its meaning and purpose and hence they inform an 
organisation’s development and aims. The PFMA, MFMA, strategy (integrated 
development plans - IDPs) and legislation are classified as strategic assets.  They give 
provincial and local government their mandate, which determines the allocation and 
management of tactical and operational assets (i.e. the other five balls).   

Tactical decisions relate to an organisation’s ability to respond proactively to changes in 
its external environment in a manner that strengthens the viability of the organisation. The 
potential negative effects of climate change can stimulate new thinking required to create 
a more climate resilient economy.  For example, landfill sites are viewed as an expense, 
however they can be turned into income generating assets by implementing landfill-to-gas 
projects.    
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The tactical layer of the pyramid consists of the culture and process balls (refer to Figure 1 
above) because these balls determine the level of ease and / or difficulty with which 
operational assets are allocated to projects.  Hence the culture and processes of 
provincial or local governments determine their level of responsiveness to challenges and 
ability to access opportunities. The operational layer of the pyramid comprises tangible 
and intangible assets that a municipality uses to deliver goods and services.   

The information to populate the six ball model was gathered in March and April 2013 from 
a literature review and primary research involving sets of interviews with selected 
municipalities, provincial and national departments as well as with other identified 
stakeholders such as development banks and private financiers.1  Interviews included at 
least 30 officials across the three spheres of government and financiers from 
Development Finance Institutions and local commercial banks.  Interviewees were asked 
a series of open-ended and prepared questions and they were also encouraged to raise 
issues that they felt were important in the financing of climate change related projects.   

The team synthesized information drawn from interviews form the public sphere in 
particular to understand commonalities, differences and nuances of experiences regarding 
the ability to source finance, allocate it onto  provincial or local government departmental 
budgets and spend  through supply chain management processes (SCM).  This analysis 
forms the basis of this report, which highlights the climate change financing context, the 
trends and issues related to financing CCR project, the critical success factors and the 
challenges.    

2.2 Stakeholder Perspectives and Case Studies 

 
Despite the slow progress in mainstreaming low carbon, climate resilient development 
(LCR) at local and provincial government levels, a number of projects have reached 
implementation phase with various degrees of success.  Based on initial interviews, it was 
decided to focus on five case studies, which were examined in detail (refer to Annexure 4 
for a description of the case studies).   

These specific case study interviews were supplemented with interviews conducted with 
selected financing institutions to gain insights about the challenges and experiences they 
face when lending to municipalities for climate change mitigation and/or adaptation 
projects. Due to the small sample size and the differences in quality and depth of 
information gathered from the interviews and case studies, the observations noted below 
aim to draw out the general trends associated with the financing of climate change 
projects at provincial and local government level – it is not intended as a definitive study2.  

Table 1 outlines some of the projects the study examined and provides a summary of the 
key successes and primary lessons that could be extracted from the interviews. 

 

 

 

 

                                                
1
 Interviews had two parts viz. The first part explored the depth and breadth of an organisation’s assets, in this case the so-

called six balls, from a generic perspective.  The second part of the interviews was more narrowly defined focussed on 
questions, based on the six ball method, about a particular case study to understand the project’s maturity through the 
design, funding, approval, implementation and monitoring phases.  
2
 It is recommended that TAU and/or WCG:DEA&P consider a detailed study on a larger sample of climate change projects 

to determine the distinct trends and innovations within different types of climate programmes and projects.   
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Table 1 Case Studies  

Case Study Bottlenecks and Success  Primary Lesson  

Hessequa Municipality: 
Renewable Energy 
Wind and Solar Projects 

The municipality has implemented energy efficiency and a first 
phase of a 33kw solar farm providing energy into the grid.  The 
second phase and the wind energy component have been delayed 
due to environmental impact assessment (EIA) requirements, 
internal processes, financing and procurement. 

To manage the financing and process 
challenges, the municipality has 
adopted an incremental approach.  
The importance of incorporating 
procurement strategies in the planning 
process is important. 

Theewaterskloof 
Municipality: Renewable 
Energy  

A middle-class eco community in Greyton, who are classified as 
good payers, have informed that municipality that they want to ‘go 
off the grid’.  The municipality does not want to support the 
aforementioned community initiative because it will reduce the 
demand for electricity, which reduces the sale of electricity and a 
vital revenue source for the municipality. 

Municipalities need to develop 
financial strategies that create 
alternative sources of income and 
create savings.   

Theewaterskloof 
Municipality: Recycling  

The project was linked to an employment creation initiative, and 
required the assistance of private recycling SMMEs in the 
community to provide the required economies of scale. Executive 
management proposed a different business model, one that was 
driven by agents without the assistance of SMMEs.  This approach 
was not viable from an operational standpoint, as the middleman 
ensures there is sufficient volume of waste for the ‘small guys at 
the community level’ to sort and recycle. As a result the tender 
could not be awarded, and the initial budget set aside for the 
recycling project was reallocated.   

Gaining executive management buy-in 
for the project should start at the 
conceptual phrase of the project.   

Johannesburg Metro: 
Energy Efficiency  

Legal opinion provided to the municipality indicated that in terms of 
the MFMA and SCM rules, the project placed significant risks on 
the municipality.  As a result the municipality could not proceed 
with the project.   

When securing partnerships with 
private organisations, any financial risk 
on the municipality must be 
appropriately mitigated.  

Transport, Rea Veya, 
Johannesburg 
Metropolitan 
Municipality 

The project was designed to provide a public rapid mass transport 
system that included: major infrastructure rollout and upgrading; 
acquiring new rolling stock; providing management and support 
services to collect revenue, and manage and operate the entire 
system of fleet, personnel and infrastructure.  The financing mix 
included, grants, subsidies, municipal own revenue, private 
finance, and fees.  The challenges included; process and 
implementation delays, budget overruns, change management, the 
role of taxis, raising appropriate funds, and establishing 
appropriate partnerships. 

Large-scale capital intensive 
infrastructure projects are difficult to 
implement, require detailed 
intergovernmental planning, 
developing acceptable stakeholder 
inclusion strategies, political will to 
resource a public good through 
providing subsidies, operational plans 
that include training of personnel, a 
long-term maintenance plan, and links 
to other modes of transport.  

Eden District 
Municipality 
Environmental Services  

The project was initiated through a partnership discussion between 
the Disaster Management Department of Eden District and the 
CSIR.  The key drivers were the impact on short-term insurance 
risks, and the initial study was driven by SANTAM, CSIR, WWF 
and UCT.  The project has been able to access a number of 
existing programmes and institutions to support its financing and 
implementation. 

A small municipality can initiate an 
innovative CCR project by leveraging 
multiple partners’ skills and resources. 

eThekwini Metro: 
Landfill-to-gas  

The project gained momentum because it had high-profile backers.  
The World Bank approached eThekwini municipality to initiate a 
CDM project, as the World Bank wanted to implement a CDM 
project in Africa.  At the World Summit on Sustainable 
Development hosted by South Africa in 2002, officials from the 
Prototype Carbon Fund (PCF) approached the Durban Solid 
Waste Department.  The PCF proposed that eThekwini develop a 
landfill gas utilisation project 

Incorporating the climate change 
agenda into mega-events is a useful 
strategy to gain broad based support 
necessary to push CCR projects 
through the system.  

eThekwini Metro: 
Reforestation  

The project sponsor’s ability to implement the project can be 
attributed to gaining stakeholders’ buy-in, throughout the lifecycle 
of the project from executive management to NGOs to the 
community.  Aligning stakeholders’ interests was achieved by 
developing an innovative business model that allowed the delivery 
of environmental services to support social development targets 
and strategically tying the project to a high-profile event (i.e. FIFA 

A project champion’s ability to manage 
external and internal stakeholder 
relationships is vital for success.  
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Case Study Bottlenecks and Success  Primary Lesson  

2010 World Cup).  

Polowkane Municipality:  

Energy Efficiency   

The municipality strategically selected the least complicated 
business model ( i.e. applied the path of least resistance) and 
hence focused on grant funding and standard contracting 
mechanisms that met the requirements of the MFMA 

A simple business plan can be a 
powerful tool to implement a CCR 
project.   

City of Cape Town: 
Solar Water Heaters 
(SWH)  

The biggest bottleneck hindering implementation is complicated 
rules and regulation at the national and local government level, 
and the conservative interpretation of these rules and regulations 
by Finance, Legal and SCM, who are the gatekeepers of 
resources at the municipal level.  A key example is the 
interpretation of the MFMA by Finance departments that a 
municipality cannot invest on private property; hence the CoCT 
cannot install SWH.   

The interpretation of the MFMA is not 
clear cut, and different departments 
have different views.  The process of 
reconciling these views can 
significantly delay the implementation 
of CCR projects.   

City of Cape Town: 

Kuyasa retrofit  

The project budget of approximately R33 million was secured from 
various sources. National and provincial government grants from 
the Department of Environmental Affairs’ Poverty Alleviation Grant; 
and the EEDSM grants available from the Department of Energy. 
Carbon finance through CDM was applied towards the 
maintenance of the installed equipment. SWH rebate to offset the 
capital costs of the units installed.  Revenue streams from 
charging end-users were recovered through pre-paid electricity 
accounts.  Implementation was done in close consultation with the 
community of Kuyasa and through a localised job and skills 
development programme. To keep costs low and promote 
community ownership, implementation proceeded through direct 
labour agreements and without any professional/commercial 
subcontractors 

Multiple sources of finance can be 
used to fund a CRR project and 
community participation can bring 
down admin costs  

City of Cape Town: 
Energy Efficiency    

Entering into a guaranteed savings contract with an ESCO to 
manage EE project. This reduced the CCR project’s risk profile 
making it easier for the project champion to gain buy-in.  The 
supplier guarantees savings and he gives a guaranteed cheque to 
the CoCT of the estimated value of the savings.  The value of the 
actual savings is calculated at the end of a period.   

Innovative contracts can shield a 
municipality from bearing risk. In other 
words contracts can be a risk 
mitigation tool.    

Western Cape 
Department of 
Agriculture – Biogas 
and retrofitting projects 

The department has a proactive and strategic approach towards 
climate change.  Given that agricultural investments and resource 
utilisation have long-term impacts, the department researches 
long-term resource impacts and acts proactively to address these 
impacts.  This consciousness is embedded in the department’s 
strategy and budgeting.  The energy retrofit project utilised the 
department’s internal funding, to systematically change its 
technology.  The Oteniqua biogas project utilised the department’s 
researchers to develop a sustainable project, and raise the finance 
a biogas energy generation project for the dairy from waste 
generated on the farm. 

As a water scarce region, the 
department is aware of the impact of 
climate change on agriculture.  This 
strategic approach of the department 
has fostered innovation and 
development of demonstration CCR 
projects. 

Source: Misuka Green Development Solutions 

3 Financing Climate Change  

The absence of a simple and effective mechanism to raise adequate finance for CCR 
projects, poses a significant risk that the adverse impacts of climate change on 
sustainable development and poverty reduction will be immense.  The social and 
economic costs of a delayed response will be significantly higher than, a proactive 
programme to urgently resource and support significant upscaling of CCR projects.  In the 
2009 Copenhagen Accord, developed countries pledged raising USD 30 billion by 2012, 
increasing to  
USD 100 billion per year by 2020 support climate change project in developing countries.  
These commitments were reiterated in the Cancun decision and Durban Platform in 2011.   
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3.1 Complexity of Climate Change Finance 

The global climate finance architecture is complex and in the process of continuous 
reform; which includes a number of multilateral, bilateral, domestic public and private 
climate, financing mechanisms have been developed.  Thus accessing International 
Climate Finance requires a high level of capacity and expertise to prepare and package 
the projects according to rigorous, stringent and unfamiliar requirements. Similarly, private 
debt and equity partnerships require significant levels of preparatory work to ensure that 
the projects are financially feasible to the lender and to protect the fiscus from 
uncontrollable risks, while ODA and Public Sector Grants are often less onerous.   

From the case studies reviewed, subnational government has been able to access various 
sources of funding with varying degrees of success. These include international 
multilateral grants and bilateral grants; municipal own revenue raised through property 
taxes; intergovernmental grants to both municipalities and provinces; and concessionary 
loans for very large infrastructure projects.  However, the climate-financing environment is 
largely complex and fragmented, thus limiting the ability to upscale and replicate CCR 
projects.  This illustrated by a 2012 DBSA presentation below. 

Figure 2 Difficulty in accessing and tracking climate finance in South Africa 

 

Source: DBSA, 2012 

Further the interviews and case studies highlighted that a mixture of the four broad 
categories of funding sources reflected in the figure below were utilised to finance CCR 
projects. However, there is a significant dependence on grants from international sources 
to finance innovation, and intergovernmental grants to finance planned policy 
interventions.   
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Figure 3: Four broad categories of climate change finance   

Source: Misuka Green Development Solutions 

 

In most projects, a mixture funding instruments were utilised, at different stages in the 
project.  The various funding instruments, are best suited for different phases of the 
project lifecycle. The graphic below depicts the different project stages and stakeholders 
that are involved in the project cycle (beginning at project inception) and the gaps that the 
different public finance mechanisms are aiming to fill across this cycle. 

Figure 4 The South African Green Public Finance Mechanism Landscape  

 

Source: DBSA, 2011 

The use of the various funding instruments will vary depending on the maturity of the CCR 
project.  Grant funding is predominantly used in the project conceptualisation, design and 
pre-feasibility stages of a CCR project.  In projects where no income or savings are 
generated (and where it is difficult to develop a market financing mechanism), the project 
is funded through grant funds.  Grant finance is also used as a strategic instrument to 
support policy objectives of government; for example, the energy efficient grants of the 
Department of Energy to reduce electricity consumption.  In addition, grants are utilised to 
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Bilateral and Multilateral 
ODA 

•Intergovernmantal Transfers 

•Local Municipal and Provincial Revenue 

•Green Fund 

•Energy Efficiency - Demand Side Management Grants 

Domestic Public Sector 

•Grant Funding 

•Venture Capital amd Equity Finance 

•Debt and Project Finance 
 

Private Sector Financing 
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build a critical mass of successful projects that also builds confidence in the technology, 
skills, and financial models.  Once a proven successful track record is established, market 
finance mechanisms may be introduced to complement grant and own budget revenue 
streams (mostly used in the project feasibility and design stages).  Where the CCR project 
has clear revenue streams, with well-developed implementation plans, private finance 
mechanisms are used to support the CCR project in the implementation stages.  Projects 
without a revenue stream (e.g. many adaptation projects) will be dependent on grants. 

It is important to note that this is a dynamic environment, with the constant development of 
new financial instruments and national policy, while other instruments and policies are 
phased out or revised.  This section provides an overview of the current climate funding 
instruments available in South Africa, and describes four major categories of funds for 
CCR projects.   

3.2 International Climate Change Funding Mechanisms  

Under the United Nations Framework Convention on Climate Change (UNFCCC), 
developed countries have certain obligations to developing countries to provide funding for 
the additional costs needed to reduce the impacts of climate change, such as the extra 
costs associated with shifting energy generation from fossil fuels to renewable energy. As 
a result of these commitments, a number of climate finance institutions and vehicles have 
arisen to channel various financial instruments and support. 

The typical climate finance instruments available to developing countries would be 
sourced from cooperation with governments and private sector, domestic public finance 
budgets and market mechanisms (e.g. carbon markets). Theoretically, South Africa as a 
developing country has access to these climate finance channels and instruments being: 

 Technical assistance available through specific climate finance grants from multilateral 
and bilateral agencies, including the Global Environment Facility3 and once 
operationalized, the Green Climate Fund4 as well as the bilateral development 
assistance programmes such as Germany’s GIZ 

 Access to the carbon markets through the Clean Development Mechanism (CDM) 
have been utilised, with some degree of difficulty, by CCR projects in South Africa – 
refer Kuyusa and eThekwini case studies; 

 

                                                
3
 The GEF was established as a financial mechanism of the UNFCCC approximately 20 years ago, South Africa was 

awarded $50 million during the current allocation period. The Dept of Environmental Affairs is the custodian and manager of 
these funds using national and international implementing agents in South Africa to oversee and co-finance specific 
initiatives. Projects qualifying for broadly mitigation, adaptation and environmental protection programmes may qualify for 
allocation. 

4
 The Green Climate Fund was established as a financial mechanism of the UNFCCC at COP17 in December 2011. The 

GCF is intended to be the primary environmental and climate change fund through which the bulk of a $100 billion 
commitment agreed to at COP15 (Copenhagen) would be channelled. South Africa’s Deputy Director General of 
Environmental Affairs, Mr Zaheer Fakir is one of the Co-Chairs of the GC.  The GEF is currently working towards being 
operational by late 2014. 
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Loans5 include concessional loans from international multilateral and bilateral agencies 
such as the World Bank, Agence Francaise de Developpement (AfD) and the German 
Development Bank (KfW). Such concessional loans are also classified official 
development assistance (ODA) and span: 

 Initiatives to develop sectoral focused programmes called Nationally Appropriate 
Mitigation Actions (NAMAS) which can be registered by developing countries on the 
UNFCCC database to raise funding for implementation6;  

 Innovative international financial instruments such as green/climate bonds and related 
insurance and mechanisms to reduce long term project risks and draw in other forms 
of capital e.g. sovereign wealth funds and institutional investors such as pension 
funds.  

One of the key differentiating factors between finance issued for general purposes and 
climate finance is the standing condition for climate specific monitoring, reporting and 
verifying (MRV) the use and impact of the funds. This requirement has been cited as one 
of the barriers to accessing climate finance, as there is no standardization of the MRV 
conditions across the financiers.  

A detailed landscape of the climate finance sources for South Africa is not yet available, 
therefore it is reasonable to assume that there is a limited knowledge of what project 

                                                
5
 South Africa was awarded $500 million from the Climate Investment Funds’ Clean Technology Fund in 2008/9 and this 

funding is allocated to Eskom ($350 million for its wind and solar projects) and the balance to private sector ($150 million) 
for various energy efficiency and related projects.   

6
 NAMAs refer to policies and actions that countries undertake to action their commitments to reduce greenhouse gas 

emissions. Different countries may take different nationally appropriate action on the basis of equity and in accordance with 
common but differentiated responsibilities and respective capabilities. NAMA emphasizes financial assistance and 
technology transfer from developed countries to developing countries to reduce emissions. It is also acknowledged that the 
priorities of developing countries are economic and social development and poverty eradication. 

CLEAN DEVELOPMENT MECHANISM  
Funding Available but Transaction Costs are High   

 
The Clean Development Mechanism (CDM) is a platform under the United Nations Framework Convention 
for Climate Change (UNFCCC) to support implementation of projects that have specific carbon saving 
advantage, but would not have been able to be implemented due to various financial or technical barriers. 
When projects are registered under the CDM, subject to compliance with its strict regulations they are able 
to qualify for certified emission reductions (CERs) which have a monetary value. The CERs can provide an 
additional source of income to the projects.  
 
The CDM has two main goals viz: 

 To financially assist countries without emissions targets (i.e. developing countries) in achieving 
sustainable development.  

 To help those countries with emission reduction targets under Kyoto (i.e. developed countries) in 
achieving compliance by allowing them to purchase offsets created by CDM projects.   

 
The CDM has created a system where emission reduction opportunities are actively sought, and has an 
institutional framework that stimulates secure and focused global investment in sustainable development 
projects. The UN estimates that around 44% of all projects currently in the pipeline involve some form of 
technology transfer, with a significant proportion of this occurring in biomass energy and wind projects, 
methane avoidance projects, energy efficiency projects and landfill gas projects. The CDM can therefore 
be said to have made a considerable contribution to the development and transfer of knowledge and 
technology in developing countries, and positively impacted on local communities through the creation of 
jobs and infrastructure. 
 
According to the Department of Energy who is the Designated National Authority (DNA) for CDM 
registration, South Africa has 21 projects registered with the CDM, two of which are included in this report 
(Kuyasa and eThekwini’s LGEP). However general consensus is that the CDM processes are too onerous 
and complicated for municipalities, and the benefits marginal in comparison to the effort required. 
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developers (including municipalities) are able to access and the terms and conditions 
thereof (DNA, 2011). This was also the finding of the NBI report (unpublished, March 
2013). 

Over the past two years, there has been a distinct shift by developing countries in 
assuming greater leadership in proactively mobilising finance based on their national 
climate change plans and development priorities. For example, South Africa has been 
engaged in a South-South knowledge exchange to support countries in Latin America to 
develop mitigation action plans and scenarios (MAPS). This knowledge exchange is 
contributing to creation of sectoral programmes including NAMAS (e.g. energy, waste and 
transport sectors) and strategies to achieve a long-term transformative effect on their 
economies. Peru, Chile and Colombia have taken the initiative to develop national 
financing strategies7, which aim to identify the gaps within their domestic public and 
private finance sectors and determine how to utilise international climate finance more 
effectively.  

An important recent development to improve accessibility to these funds is the 
accreditation of national implementing entities (NIEs) that can provide direct access to 
these funds - two national institutions are now accredited as NIEs for two financing 
mechanisms of the UNFCCC, being the:  

 The Adaptation Fund through the South African National Biodiversity Initiative 
(SANBI); and 

 The Global Environment Facility (GEF) through the DBSA (conditional accreditation).  

The ease of access also depends on the project stage and the nature of the funds 
required (i.e. loans or grants). Bilateral assistance and public sector finance in the form of 
grants are relatively easier to access than commercial funding because it is mainly 
intended to assist in the early stages of a project (i.e. pre commercialisation).  

3.3 Bilateral and Multilateral Assistance through ODA 

Official Development Assistance (ODA) refers to technical assistance, grants and 
concessional finance that are provided by official agencies of state and local governments 
to promote economic development and welfare to developing countries. In South Africa 
some of the major donors for climate-related projects and programmes include the UK 
through its Department for International Development (DfID) and Department of Energy 
and Climate Change (DECC), Germany through its twin arms of GiZ and KfW as well as 
others such as Denmark, Finland, France, United States and Switzerland. In order to 
access bilateral or multilateral ODA, provinces and municipalities can approach the 
National Treasury and/or the development agencies directly.   

ODA currently represents less than 2% of the South African national budget, which is 
deployed largely to projects addressing health (HIV) and education. Donors have, more 
recently, increased support for climate change adaptation and mitigation responses. South 
Africa’s evolving status as a middle-income country, its increasing role in the development 
of the Brazil-Russia, India, China, South Africa (BRICS) bank (thereby itself becoming a 
donor) coupled with other factors related to the domestic pressures faced by donors could 
mean that donors may reduce or terminate traditional ODA to South Africa (as in the case 
of the UK). However, given the UNFCCC commitment to developing countries and the 
contribution to global carbon emission reductions by supporting South Africa’s mitigation 
efforts, it is unlikely that climate specific ODA and/or climate financing will decline; it is 
more likely that non-traditional ODA partnerships may evolve instead. 

                                                
7
 The Project Team is aware that National Treasury and the Department of Environmental Affairs are considering the 

proposed Climate Finance Coordination Mechanism identified in the Policy on Climate Change to track and mobilise climate 
finance for targeted national programmes, which would achieve a similar purpose. 



Technical Assistance Unit, National Tresaury 
 
 

Towards a Financing Framework for Implementing Climate Change Projects 
 Page 11 of 66 

3.4 Domestic Public Sector - Financing Mechanisms in South Africa  

The legal framework for resourcing South Africa’s climate change response is addressed 
in Chapter 11 of the National Climate Change Policy8, which encourages public and 
private finance sectors to work with communities and civil society to finance the necessary 
interventions.  

Since 2003 South Africa has received US$536 million from international climate funding 
instruments for climate change projects9.  Of these funds, US$524 million targeted 
mitigation projects and US$6.78 million were earmarked for adaptation projects10.  
Financial instruments and support11 provided to South Africa consists of loans (85%), 
grants (5-10%) and technical assistance (5%). The support is mainly focused on energy 
efficiency and renewable energy projects with smaller allocations to natural resource 
management, climate policy and demonstration of other green technologies.  

In addition to the allocation for environmentally related public expenditure in the national 
budget, the South African Government has established and supported a number of 
climate specific budget allocations through its agencies and departments. These include: 

 the Department of Energy’s Energy and Eskom’s Efficiency Demand Side 
Management (EEDSM) grant which is available to energy efficiency projects 
implemented by municipalities to assist with the retrofitting of municipal infrastructure 
and other project developers; 

 National Green Fund (GF) launched in October 2012 and administered by the DBSA 
with an amount of R1.1 billion over three years. The Green Fund aims to provide 
catalytic finance for high-quality, high-impact green economy projects and 
mainstreaming activities which would not have been implemented without fiscal 
support.  

 A recent addition to this suite of options is the National Treasury’s Cities Support 
Programme (CSP), which aims to support the spatial transformation of South Africa to 
create more inclusive, productive and sustainable urban built environments. The 
CSP’s four components are core city governance implementation support, human 
settlement support, transport support and climate resilience and sustainability 
support. The CSP is designed to provide financial support through various financing 
mechanisms covering different aspects of the programme.   

 Examples of other public grants include the regional bulk infrastructure grant, the 
municipal drought relief grant and the municipal and provincial disaster grants 
(allocations for Transport, Human Settlements and COGTA). A fuller summary list is 
detailed in Annex 3 of this report. 

Due to specific enabling policies enacted by national government, a growing family of 
climate change related financing mechanisms is emerging in South Africa.  

 

                                                
8
 www.info.gov.za/view/DownloadFileAction?id=15283 

9
 Climate Funds update. Online: http://www.climatefundsupdate.org/themes/mitigation.  

Note: The money amount refers to disbursed funding via 22 dedicated climate financing instruments monitored by CFU in a 
time-frame from 2003 (when the LDCF and the SCCF started funding) until today.   

10
 National Treasury is responsible for the management of relations with and tracking of ODA and multilateral funds 

allocated to South Africa. However, a comprehensive tracking of climate finance to South Africa has not yet been produced 
since climate finance instruments include loans and guarantees to commercial entities, which have not traditionally been 
defined as ODA.  
11

 DBSA, “Tracking climate finance flows in South Africa: Reflections and Challenges” Contribution to the OECD/IEA Climate 
Change Expert Group Global Forum 19-20th March 2012  
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3.4.1 National Development Finance Institutions  

 
The DBSA and IDC have also both announced substantial investment programmes for 
renewable energy and green industries respectively. However, these programmes are 
largely focused on private sector project developers.   
 
Development finance institutions such as the Industrial Development Cooperation has 
created a partnership with Germany’s KfW forming a Green Energy Efficiency Fund 
(GEEF) to provide financial support to small- and medium-sized businesses in the energy 
efficiency sector. In addition, the IDC has issued an innovative “renewable energy bond” 
of $500 million to the Government Employees Pension Fund (GEPF) which creates an 
additional source of finance for green projects.  

3.5 Private Sector Finance Mechanisms in South Africa  

Private investors in climate change adaptation and mitigation projects are both 
international and South African. Investors make lending and investment decisions on the 
basis of assessing a project’s risks and returns, using financial models. The stages in 
which support is offered, as well as the type and scale of support offered, varies according 
to the risk appetite of the investors.  There are six broad investor types, as detailed in 
Table 2 below: 

Table 2 Private Sector Investor Types  

Investor Type Function 
Venture capital  Provide early stage capital to technology companies, project developers or 

demonstration projects and take significant risk, but expect higher returns. 
They typically target returns greater than 25%. 

Balance sheet equity  Private investors that provide finance for a project that is reflected as equity 
or debt on their balance sheet. A company will evaluate a project based on 
the returns the project generates against the total finance provided by 
investors. 

Project finance  Typically invest equity and leverage debt to achieve higher returns. Equity 
investors bear most of the risks in project finance arrangements. They 
assess projects based on risk-adjusted returns targeting returns greater 
than 15%. 

Mezzanine  Provide a hybrid of debt and equity typically as debt capital that can be 
converted into equity if the loan is not repaid. It is generally subordinated to 
senior debt. Mezzanine investors typically target returns of 10-30%.  

Debt  Provide loans to projects and are mainly concerned with the risk that 
project sponsors default on their obligations. Debt investors conduct 
detailed assessments of project risks, modelling scenarios in which 
borrower may default and likelihood of such a scenario. The key metric is 
the debt service coverage ratio. This is calculated as cash-flows available 
divided by principal and interest payments. Debt investors typically target 
returns of 7-12%. 

Carbon finance (and 
other performance based 
payments)  

Finance a project by paying for credits linked to the performance of a 
particular aspect of the project (e.g. in the case of carbon finance it is the 
emission reductions generated by the project). Such investors will face 
additional risks associated with the market and price of the credit. Carbon 
finance investors typically assess returns based on fixed costs and revenue 
from the sale of credits 

Source: Gray and Tatrallyay, ‘The Green Climate Fund and private finance: Instruments to mobilise 
investment in climate change mitigation projects’, Climate Change Capital, Think Tank, p9 

Interviews with two major commercial banks indicate that the private financiers would 
support the development of a feasible provincial and local government CCR project 
pipeline and that they would be willing and able to participate both in its development and 
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in financing of feasible projects. This is supported by the findings of the NBI report ‘A 
private sector view of enhancing private sector access to climate finance in South Africa’ 
(March 2013, unreleased).  

An example of the private sector taking the lead in creating financing mechanisms geared 
towards private sector partnerships with government, specifically municipalities is the 
Absa-AfD partnership; Absa has teamed up with the AfD to offer funding to private sector 
companies who inter alia assist government institutions with the design and 
implementation for energy efficiency (EE) and renewable energy (RE) projects. Qualifying 
projects will be eligible for a once off concessionary benefit of approximately 7% which 
can also be used as an equity contribution.  

It is evident that government’s specific climate change related enabling policies and its 
own commitments have created sufficient long-term policy certainty and confidence for the 
emergence of a family of climate change related financing mechanisms in South Africa. 
These include the renewable energy IPP programme. 

While the above depicts an exceptionally positive landscape, clarity is needed to show 
how the public and private finance mechanisms work together with each other and the 
possibilities for co-financing climate change programmes and projects with private finance 
institutions.  

It is clear from the case studies (see Annexure 1) that a mixture of these four broad 
categories of funding sources have been utilised to finance CCR projects.  There is a 
preference to utilise grants, given their availability and their low risk profile. While the use 
of grants is popular at this stage, it is insufficient to finance CCR projects at the required 
scale. Loan finance, given the risks, requires strong leadership and national support, and 
therefore was not utilized in the case studies reviewed excepting in the eThekwini waste-
to-energy project and Rea Veya rapid bus transport system.  These projects were both 
high profile projects with, the eThekwini waste-to-energy being a COP 17 showcase 
project; and the Rea Veya was a Mayoral and Gauteng Premier sponsored project. 

4 Synthesis of Main Trends 

This section outlines: some of the common characteristics that CCR projects must 
address in order to comply with sub-national legislative and policy requirements; the 
critical success factors that can be identified from the case studies; and key challenges 
experienced during the financing and implementation of CCR projects.  The experiences 
that distilled from these case studies are important to consider in the design and 
resourcing of CCR projects at the sub-national level.  Several projects were considered 
during the course of Phase 1. However, the majority of these projects were still in the early 
stages of initiation and unable to move towards implementation due to certain systemic 
barriers and limited access to adequate resources (refer to the Diagnostic Report for a 
fuller discussion).  

The team identified and explored five case studies (described in Annexure 1) that have 
matured from concept through to implementation. The primary reasons for their selection 
include:  

i) linkage to climate change action at local government level,  

ii) degree of completion along the project life cycle,  

iii) geographic representivity, and  

iv) availability of key informants and access to information for evaluation.  
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As indicated above, a number of interviews were initially held with stakeholders involved in 
projects that had not yet reached implementation. The team has drawn on both sets of 
interviews in developing this report.  

Due to the differences in quality and depth of information, the observations noted below 
aim to draw out the general trends associated with financing climate change related 
projects. It is recommended that TAU and/or WCG DEA&P considers a detailed study on 
a larger sample of climate change related projects to determine the distinct trends and 
innovations within different types of climate adaptation and mitigation projects and 
programmes.   

4.1 Cross-cutting Financial Issues  

In the interviews conducted in this study, a number of barriers or challenges were raised.  
In addition to the institutional and capacity challenges outlined in the Diagnostic Report, 
this section highlights the specific common financial issues raised by interviewees.  These 
include: the high upfront costs that most CCR projects require to finance technology 
change or infrastructure investment; the long payback period of most mitigation projects to 
recover the initial investment; self-funding constraints and challenges; the difficulty of 
financing investment on private property; the challenges associated with the uncertainty of 
CCR project returns; and lack of information.  The CCR project initiators had to find 
appropriate solutions to ensure that these projects comply with regulatory requirements 
and reduce the financial risks to municipalities to an acceptable level. 

4.1.1 Technology Change Projects have High Upfront Costs 

 
Many of the climate change related projects we reviewed required significant upfront 
capital to finance technology change or retrofitting initiatives with more modern energy 
efficient technology.  These include the retrofitting of lights, Solar Water Heaters and 
Heating, Ventilation and Air-conditioning (HVAC) equipment in municipal owned assets. 
Others require significant capital-intensive investments in infrastructure to extract energy 
from waste, or to rehabilitate ecological infrastructure.  For most municipalities, raising the 
required upfront capital to finance these climate change projects has been described as 
risky and difficult.   
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Polokwane Energy Efficiency Project:  
The benefits of simplicity – taking the least path of resistance  

Polokwane initiated a demand side management, energy efficiency project to replace lighting in municipal 
owned buildings, streetlights and air-conditioners.  The drive for the project was both cost savings and 
energy security to support the expansion of mining in the region.  The municipality used its own budget to 
fund the initial study.  In addition, the municipality finances project management costs as part of the 
engineering Branch’s institutional costs.  Capital and implementation costs of the project are funded by 
the Energy Efficiency Demand Side Management Grant from the Department of Energy. 
   
The swift implementation of the project can be traced to three factors.  First, executive management 
regard energy efficiency as a strategic priority because it can reduce municipal resource consumption, 
increase resource efficiency and reduce municipal costs, and hence the IDP and budgeting processes 
incorporated energy efficiency targets.  Second, the project was strategically placed in the organisation.  
Energy services, which fall under the engineering department, initiated the project.  Furthermore, the 
Energy Unit implements the project with the support of the Environment Department.  Traditionally 
engineering departments have more clout and access to resources than environmental services, which is 
a relatively new competence of local government and climate change is considered to be an unfunded 
mandate.  Lastly, the municipality strategically selected the least complicated business model (i.e. 
applied the path of least resistance) and hence focused on grant funding and standard contracting 
mechanisms that met the requirements of the MFMA.  The key issues here were: 

 Appointing an independent MRV consultant to ensure that the savings are independently 

verified;  

 Demonstrating a commitment and capacity to implement the programme; and 

 Appointing contractors as part of the municipality’s standard maintenance programme for a 

period not exceeding three years, and with clear commitments on employment creation (30 

jobs) and training. 

The case study below illustrates how Polokwane overcame the issue of high upfront 
capital costs. 

 

While the municipality above utilised some of their own resources, the bulk of the financial 
resources were raised from external sources.  These include inter-governmental grants for 
energy efficiency projects and to rehabilitate municipal infrastructure, and to a limited 
extent some concessionary loan finance12.  The availability of grants assists in reducing 
the financial risks and the transaction costs to raise other forms of finance for 
municipalities.  Importantly, the high upfront capital requirements are a significant 
deterrent to investing in CCR projects, which is reinforced by: 

 a short-term approach towards planning and budgeting,  

 municipal and provincial rolling three-year budgeting period13, which is a minimum 
requirement of the MFMA and PFMA, often avoids examining the total costs of the 
projects over its lifetime. This “life cycle” costing includes the total project costs - 
capital and recurrent costs of investments, over the lifetime of the project. The 
absence of strategic long-term financial planning that takes into account the life cycle 
costs of investment, often favours projects that have a higher life cycle costs because 
of its lower upfront capital requirements.  

 the perceived risks and transactional costs associated with raising debt financing, 
discussed in detail in section 4.1.2 below, and  

                                                
12

 For example, in the eThekwini waste to energy project. 

13
 The Medium Term Income and Expenditure Framework 
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 the general weakness, with the exception of a few large municipalities, of the 
municipalities’ balance sheet.  

4.1.2 Debt and Compliance Conditions - Pay Back Period of Greater than Three 
Years 

While debt financing is widely available for financially feasible projects, the diagnostic 
report highlights the reluctance of provincial and municipal management to utilise debt 
instruments for two reasons: 

 Given the upfront capital requirements, most CCR projects become more financially 
feasible14 (bankable) when the debt is serviced over a longer period15 typically more 
than three years.  However, for commitments of more than three years provinces and 
municipalities are required to implement the requirements of Borrowing Powers of. 
Provincial Government Act (BPPGA) and the relevant sections MFMA (section 46 and 
33 if required) respectively, the consultation process for which is outlined below. 
Management tends to avoid projects that require such processes.  

 

 

 In committing future revenue, municipalities have argued that the risk to its future 
revenue profile increases16.  They will need to provide assurances and ensure that 
the projected revenue savings for projects such as energy efficiency and 
renewable energy materialise or where costs have to be recovered from 
consumers the projected payment levels are sustained over the loan period. 

National Treasury has raised the risks associated with increasing the level of public debt. 
The Auditor General’s 2012 report highlights the over-indebtedness of a number of 
municipalities, and financial constraints faced by Provincial Governments.  To address the 
duplication of consultation processes, National Treasury has advised that the consultation 
processes be combined with that of the IDP. In addition it is advisable to consult at the 
time of taking up the loan because that will be the most appropriate time to assess the 
financial position of the municipality in order to assess risk. 

 

                                                
14

 The assumption here is that in the financial modeling of the CCR project the repayments are made through savings or 
additional income streams, and that the CCR has a lifetime that at minimum covers the financial period. 

15
 In the Polokwane energy efficiency project the pay-back period was between four to five years.  Other projects will require 

a substantially longer period. 
16

 The servicing of the debt is top-sliced and any revenue or savings risks will be borne by the municipality or 
provincial/national government. 

Requirements of Section 33 of the MFMA 

A municipality wishing to enter into a contract that imposes financial obligations on the municipality 
beyond the three years covered in the annual budget for that financial year must: 
 

 Implement a public participation process by providing the public with all information relating to 
the proposed contract, including the draft contract and its obligations on the municipality, and 
invite comments for a period of 60 days before that the municipal council must consider in its 
decision to support or reject or amend the proposed contract. 

 Solicit the views of National Treasury, Provincial Treasury, COGTA and other the relevant 
departments. 

 Municipal council must conduct its own due diligence, to ascertain the impact of the contract 
on the municipality’s future income, tariff and expenditure obligations 
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4.1.3 Reluctance to Self-finance CCR Projects 

Provincial governments17 have funded CCR projects predominantly with their own 
resources. The ability of municipalities to finance their core functions is largely dependent 
on the fiscal capacity of their property base, in particular the ability to generate income 
through raising property taxes and service charges.  The latest Finance and Fiscal 
Commission (FFC) report18 shows that revenue capacity is distributed highly unequally 
across the country, with metropolitan and large industrial based towns having a 
disproportionately higher revenue capacity than the rest of the country.  Thus 
municipalities with a weak tax base will be more reluctant to utilise their own revenue to 
finance CCR projects. This study shows that even in Metropolitan municipalities19, the 
utilisation of municipal ‘own revenue’20 is marginal (finances a few project staff and some 
administrative expenses) and subject to:  

 competing priorities, where the need to address service delivery and development 
backlogs receives the highest priority, and CCR projects are viewed as less urgent; 

 declining income available for capital projects, which is currently under pressure due 
to deteriorating revenue collection levels as a result of the worsening economic 
conditions, and recurrent cost increases; and 

 policy decisions to prioritise programmes that rapidly extend the provision of basic 
services with little consideration given to the long-term sustainability of these 
programmes. 

Given these pressures on locally raised revenue, the appetite to invest in CCR projects 
will continue to be minimal in the more fiscally resourced municipalities and absent in the 
fiscally under-resourced municipalities. What is needed is a significant mind-shift, driven 
by strong leadership and appropriate incentives, for municipalities to take calculated risks 
for long-term ecological sustainability (while ensuring economic and social sustainability).  

In addition, while CCR projects that contribute to savings on the municipality’s operational 
budget are more acceptable, provided the financial and technology risks are addressed, 
CCR projects that reduce the consumption of billable services, particularly the reduction of 
electricity consumption, have raised huge concern.  Surplus revenue generated from the 
sale of electricity, is used to supplement other revenue for municipal operations and 
services.  In some municipalities this revenue is significant, and supports the provision of 
important services, thus reducing or removing this source of income from these 
municipalities may affect its service delivery. 

                                                
17

 Unlike municipalities that raise most of its revenue through local taxes and service charges, provincial governments 
resources are primarily made up of transfers from the national fiscus, and limited own revenue.  Municipalities often raise 
loans to finance large infrastructure projects.  

18
 FFC, 2014/15 Submission for the Division of Revenue, May 2013 

19
 See the recently released budgets by the Executive Mayors of the Cape Town, eThekwini, and Johannesburg 

municipalities. 

20
 Revenue generated by a municipality from property taxes and service charges 
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4.1.4 Financing Private Gain with Public Resources 

As indicated in the energy efficiency case study above a significant benefit in climate 
change can be achieved through using public resources to manage demand and improve 
resource utilisation efficiency on government owned property.  Using public resources to 
increase efficiency and manage demand on private property has been impeded by 
differing legal interpretations and ethical views of whether public resources could be 
utilised to improve the value of private property21.   The implementation of the Kuyasa 
Solar Water Project is an example of how the City of Cape Town was able to overcome 
this legal risk, through the establishment of a Special Purpose Vehicle (SPV) to assume 
the financial and legal responsibilities. 

The key financial issue raised by such CCR projects; is the use of public sources of 
funding (in this case a grant), where the savings in consumption accrues to the household 
as a private benefit; and the investment is likely to increase the value of private property.  
Other finance included CDM credits and SAEDF22 guarantees. The SPV established, as a 
non-profit community trust to manage the finances and implementation, did not face the 
same regulatory restrictions imposed on the municipality.  Thus the SPV was able to 
utilise public finances to invest on private property, and reduce the private household 
costs of electricity. 

                                                
21

 Refer to the Diagnostic Report for a detailed discussion on this.  

22
 Refer http://www.kuyasacdm.co.za/vision.php for a detailed discussion on the South African Export Development Fund 

(SADEF) 

Revenue Reduction Risk 

 
The Diagnostic Report raised the concern that a reduction in the household and business consumption 
of electricity services, due to demand management programmes, will reduce revenue to municipalities.  
The nett trading revenue or trading surpluses, are used by municipalities to finance rehabilitation and 
maintenance of the distribution networks, and the remainder as discretionary spending.  Thus demand 
management reduces an additional source of discretionary municipal revenue that could be utilised to 
finance other municipal priorities.  Until now, this risk has been mitigated by the difficulty of retrofitting 
more resource efficient technology on private property.  To substantially increase the scale of 
investment in CCR programmes at the household and business level, alternate revenue must be found 
to mitigate municipal revenue losses. This is not as easily done and requires the identification and 
acknowledgement of the issue by the relevant national departments, clarification on the issue as well as 
an active joint seeking of solutions. 

http://www.kuyasacdm.co.za/vision.php
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Under consideration at the City of Cape Town is a public-private-partnership (PPP) project 
to encourage private investment in a solar water heater retrofit programme that will be 
financed at risk and recovered through the subsidies and cost savings.  In this model it is 
proposed that the City of Cape Town facilitates the implementation of this project by: 

i. providing billing support services using the City of Cape Town’s billing systems and  
ii. encouraging households to participate in the project through an education campaign 

that shows the benefits of using renewable energy.   
 

This proposal addresses the upfront costs that households need to raise to finance the 
upfront investment.  Further the City of Cape Town is able to regulate private sector 
participation by ensuring that best available technology is used in the proposed project, 
and that consumers are not exploited through high costs.   

The Kuyasa project has raised the importance of maintenance to ensure that the 
investment continues to deliver the projected benefits at optimal levels.  In privately owned 
property, this is the responsibility of the property owner.  However, access to CDM finance 
(and possibly other grant financing mechanisms) requires compliance with maintenance 
programmes that ensures the reduction in carbon emissions are maintained.  Where 

Case Study– Kuyasa Pilot Project 
Use of SPV to Mitigate Risks 

 
The Kuyasa Pilot Project included retrofitting of 2309 low-cost houses in Khayelitsha, Cape Town with solar 
water heaters (SWHs), insulated ceilings to improve the thermal efficiency and energy efficient lighting. In 
2005, a pilot of 10 houses was implemented to generate baseline data to measure and evaluate the benefits of 
the project.  The positive results led to the implementation of the project in August 2008 completed in October 
2010.  The systems are expected to be in operation for 21 years. The project developers were a NGO, 
SouthSouthNorth (SSN) who provided technical advice to the City of Cape Town.   

 

The project budget of approximately R33 million was secured from various sources:  

 National and provincial Government grants from the DEA Poverty Alleviation Grant; and the EEDSM 

grants available from the DOE;  

 Carbon finance through CDM was applied towards the maintenance of the installed equipment; and 

 SWH rebate to offset the capital costs of the units installed. 

 

The South African Export Development Fund (SADEF) agreed to cover any budget shortfalls for seven years. 
The finance covered the costs of materials. The City of Cape Town does not provide any direct budget support 
to the Kuyasa Project other than ensuring oversight and facilitation as required.  

 

The Kuyasa Project had unique features, which contributed to its successful implementation, these include:  

 Development of holistic long term business model to reduce financing and implementation risks e.g. i) use 
of carbon revenue to fund maintenance costs, ii) end user fees recovered through pre-paid electricity, iii) 
community ownership in terms of implementation through a Trust structure and iv) ongoing monitoring 

and evaluation by City of Cape Town to ensure continuity of the project (requirement of the CDM);  

 Clear roles were assigned to all government, community and NGO stakeholders. 

 

The replication potential of the Kuyasa CDM project lies mainly in the project development. Implementation 
through the use of a Special Purpose Vehicle and community engagement models.  Although carbon finance 

has been used in this project, there is a limited appetite for further CDM projects in South Africa due to the 
poor state of global carbon markets.  
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financing is dependent on consumption savings over the medium to long term, SPVs must 
consider factoring maintenance costs into their model for the duration of the programme. 

4.1.5 Uncertainty of Project Outcomes and Returns 

 
Many of the financing models for new or retrofit projects are dependent on the accuracy of 
projected returns to finance investment in CCR projects.  The Diagnostic Report 
highlighted the uncertainty risks associated with technology choices.  In most of the 
interviews, municipal finance officials argued in favour of technology that have proven and 
predictable outcomes to avoid wasteful investment.  Clearly crowding in finance for CCR 
projects must address the risks associated with technology choices.  At the same time 
environment officials have argued that the technology is new and that the government 
must be allowed to take calculated risks to foster innovation. 

Given the dynamic nature of emerging technology in promoting renewables and improving 
resource efficiency utilisation, the need to finance innovation is critical to reduce the long-
term technology and implementation risks.   

In view of new and unproven technology, a number of interviewees have argued for the 
establishment of an innovation fund to finance demonstration or pilot projects that would 
test the technology, implementation modalities, and sociological acceptability of changing 
service delivery technology.  Further, these demonstration projects will be able to identify 
appropriate technology that could assist in the procurement processes. 

The study below illustrates how the Eden District Municipality was able to reduce the risk 
of uncertainty of project outcomes and returns through leveraging skills and resources of 
multiple partners. 
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4.1.6 Lack of Information and System Costs 

Eden District Municipality 
Leveraging multiple partners skills and resources: Mainstreaming of Climate Change Impacts  

 
The project was conceptualised seven years ago to strengthen the municipal planning system and 
inform investment strategies, in response to increased frequency and intensity of floods, droughts and 
fires.  The project, led by the municipality’s disaster management department, looks at incorporating 
climate change impacts in development planning, infrastructure investment and disaster management 
in the Eden District Municipality.  The outcomes will inform the formulation of municipal IDPs, 
strengthening the municipal Spatial Development Frameworks, and developing planning tools to assist 
municipalities across the country. 
 
Divided in two phases, phase one was a research study that identified the causes of the increasing 
climate related disasters and interventions that are required to mitigate the impacts of these disasters.  
Phase two, which deals with implementation, has entered into the first year of its three year period. In 
this stage, planning tools are being developed and rehabilitation and infrastructure projects are being 
implemented.   
 

This project used funding from various sources, some of which cannot be quantified because it cannot 
be split.  The sources include: 

 SANTAM – for the initial assessment during phase one of the project.   This was in the region of 
half a million rand. 

 CSIR – also partially supported the initial study.  In phase two the CSIR also co-funds the planning 
processes. 

 GEF – provides financing, administered by the CSIR, to improve the planning and decision 
making processes. ($1.65m) 

 WWF – provides finance and technical assistance for part of the Phase two projects. 

 SANBI – provides assistance for Phase two projects, working with WWF. 

 DWA – for the working for water and working on fire programmes. 

 Municipality and Provincial Government – Built infrastructure rehabilitation and maintenance of 
infrastructure. 

The municipality finances specific components of the programme that are part of its infrastructure 
rehabilitation and investment priorities in the IDP.  While the project is led by the disaster management 
unity of the Eden district, the municipal funding includes the investment from local municipalities in 
infrastructure. In addition, the district municipality finances the statutory process of developing the 
SDF for the Eden District.  
 
The project has been able to gain traction and momentum by accessing a number of existing 
programmes and institutions to support its financing and implementation.  These included assistance 
from the CSIR, WWF and DEA to raise GEF funding. The CSIR manages the GEF funding, while the 
municipality manages intergovernmental grants for the rehabilitation programmes. 
 
Given the uncertainty in the outcomes of ecological services, leveraging grant finance and technical 
experts from the CSIR and WWF has assisted in reducing the risk of a demonstration project.  The 
municipality’s funding while restricted to standard infrastructure and rehabilitation services aligned 
these programmes to support the project.  The involvement of SANTAM provided significant credibility 
and support for the project. 
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Raising external or internal finance is generally associated with providing appropriate 
consumption and financial data to justify the project’s financial viability over the requisite 
financial period (investment lifetime costs that include capital and dedicated maintenance 
costs).  Most municipalities and provinces are unable to provide “ring-fenced” 
consumption, cost and revenue data required to prepare precise cost-benefit analysis, 
thus making it difficult to develop a strong data/evidence-based case for investment in 
CCR projects.  Further, most funding agencies require the implementing of monitoring and 
verification systems to provide the required reports, upon which such data would be 
based.   

Providing “ring-fenced” financial and consumption data and performance monitoring will 
require substantial upgrading or modifications to existing systems.  The cost of these 
system changes is significant and is a disincentive. Thus, financial mechanisms and/or 
incentives to encourage municipalities to invest in modifying their accounting and 
engineering systems will assist in developing bankable proposals for or justifying 
municipal investment in CCR projects and programmes.  The system changes must be 
able to report on resource utilisation of “ring-fenced” municipal assets, equipment and 
facilities in an economic manner. This information will also assist municipal leadership to 
focus on the efficiency of resource utilisation by the municipality.  

4.2 What Worked Well: Key Success Factors 

 
The interviewees highlighted a number of key success factors (CSFs) that contributed to 
the effective implementation of the projects.  These included sound project planning and 
preparation, establishing robust implementation mechanisms, strong and consistent policy 
leadership, using low risk financing instruments where available, and institutionalising post 
implementation sustainability.  These CSFs provide a useful baseline to consider in the 
design and resourcing of CCR projects. 

4.2.1 Sound Project Preparation Is Critical for Success 

Sound project preparation assisted in securing the support of municipal leadership and 
community stakeholders, as well as the confidence of financiers in the project.  The 
project preparation provided detailed budgeting, costs and returns calculation; which 
provided internal and external stakeholders with a thorough understanding of the project, 
its environmental and social benefits. Strong project development is regarded as a 
prerequisite to accessing finance and developing appropriate instruments for 
implementation.  

Projects that emanated from the technical departments such as Engineering and Finance 
departments that have the capacity to adequately prepare the business case for climate 
change projects were more successful with gaining executive approvals.  The key 
elements included information on; financial cost benefit analysis, current and future 
consumption data, and technical specifications that support successful implementation of 
the project.  Small departments with limited or no capacity such as the environmental 
and/or planning departments had to work together with the finance and engineering 
departments to develop sound project proposals. 

A number of municipalities lacked adequate project preparation skills and capacity to 
develop proposals and raise funding from local and international sources.  Many of these 
municipalities partnered with professional local or international institutes or secured 
technical assistance support to prepare appropriate project proposals to secure financing 
for CCR projects.  
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In most of the case studies, municipalities have recognised the importance of thorough 
project preparation and gave serious consideration to secure technical assistance, which 
increased their ability to access the required funding to implement these CCR projects. 

4.2.2 Low Risk Implementing Mechanisms Required to start CCR projects 

Given the silo approach, municipalities and provinces are not been organisationally 
designed to optimally implement CCR projects.  Many municipalities do not have the 
required skills or adequate technical knowledge to implement complex projects.  In simple 
projects such as the retrofitting lighting and air-conditioning equipment and reforestation 
projects, municipalities were willing to play a major role in the implementation.  In these 
instances the technology had a proven track record and the municipalities had in-house 
project management skills.   

In more complex projects, where the legal, delivery and technology risks were perceived 
as high, municipalities mitigated these risks by: 

 Using partnerships to mobilise international and local technical assistance to assist 
with project preparation, which provided the skills and credibility to access grant and 
loan funding.  In the eThekwini Landfill Gas to Energy Project, the World Bank and 
other international agencies provided technical assistance to the municipality.  The 
project was appraised and classified as an investment grade project, making it 
easier to raise concessional loans from the French Development bank (AfD).  In 
Eden District Municipality technical assistance was provided by the CSIR and WWF 
assisted in raising GEF funding to support the project. 

 Setting-up SPVs or establishing partnerships to mitigate implementation risks.  In 
the Kuyasa project, the SPV was able to absorb the risk associated with investing 
public resources on private property, and formed a partnership with a Community 
Trust which was able to recruit residents form within the community to assist with the 
implementation.  The SPV was able to provide short-term employment and training 
and managed the implementation as a development project.  In Eden the 
municipality enlisted the EPWP’s “Working on Fire” institutional infrastructure to 
manage the implementation of removing alien vegetation.  In both these instances 
the projects were not captured on the municipality’s books, as the finance and 
contractual agreements were signed between the funder and the implementing 
agency.  This removed any financial risk on the municipality. 

The low risk implementing mechanisms utilised in these projects can assist in raising 
finance, draw in expertise from experienced project implementers, remove or mitigate 
risks for the municipality, and fast-track procurement and implementation decisions.   

4.2.3 Strong Policy Leadership and Drivers Crowd-in Finance 

The presence of well-respected and highly skilled champions who provide policy and 
technical leadership in a municipality is a key asset to attract funding.  These champions 
have extensive networks and a detailed understanding of the international and local 
financial landscape to raise funding for CCR projects.  Provincial and municipal officials 
interviewed indicated that CCR projects were identified and implemented through the 
ability of project champions to take the initiative and to raise seed funding; often a project 
champion will spot an opportunity for an innovative demonstration project, prepare a 
business case and secure grant funding for the project.  

In eThekwini technical staff and sponsors found innovative ways to include climate change 
into existing development requirements without having to call it climate change. They used 
high-profile mega-events (such as the FIFA 2010 World Cup) to lock in commitment from 
executive management to implement CCR projects, as part of the development 
programme of the municipality.  In doing so, the municipality was able to raise finance for 
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EThekwini Landfill Gas:  
Leveraging mega-events to gain support for CCR projects 

 
In 2003 the World Bank conducted an assessment of potential investment grade environmental projects 
in South Africa and the Durban Landfill Gas to Electricity Project was selected as an investment project.  
With the assistance of the World Bank and the Prototype Carbon Fund (PCF), eThekwini Municipality 
developed two landfill gas-to-electricity projects, where landfill gas is converted into electricity. Vertical 
and horizontal wells have been drilled into existing waste to extract methane gas at the Bisasar and 
Mariannhill landfill sites.  The gas is used as a feedstock to spark ignition engines that drive generators to 
produce 7.5MW electricity for local grids to reduce peak demand.  The projects are registered as Clean 
Development Mechanism projects and hence can generate income from the sale of carbon credits. 
 
The municipality, with the assistance of international technical experts, developed an innovative business 
plan that used multiple sources of funding.  An initial investment of R120 million was required for the 
project, which generated ZAR 85 million worth of electricity using the Eskom at the mega flex rate. 
eThekwini municipality’s Cleansing and Solid Waste Unit implemented the projects.   
 
The financing mix includes:  

 Debt finance, raised by the eThekwini from development finance and corporate banks, which 

includes: 20 year loan of Euro 5 million (approximately ZAR 58 million) with the French Development 

Bank (e.g. AfD), and borrowed ZAR 62 million from Nedbank and Standard Bank. 

 The Department of Minerals and Energy (DME) provided ZAR 6 million worth of seed funding, 

approximately a million rand per megawatt generated.  The funding was released in tranches, based 

on the percentage completion of the project.   

 DTI funded ZAR 17 million under the critical infrastructure programme to purchase equipment.  

The success of the project lies in three factors.  First, gaining buy-in from executive management who 
were prepared to play an instrumental role in unblocking bottlenecks.  Second, creating a multi-
disciplinary team to implement the project and also the team’s ability to access assistance from external 
experts.  Third, these factors came to fusion because the implementation of the project was attached to 
an international event (World Summit on Sustainable Development) which elevated project’s status.  
Hence one of the lessons from this case study is creating and sustaining momentum for CCR projects 
lies in finding ways to include climate change into existing development requirements, without calling it 
climate change, and using high-profile mega-events to lock in commitment from executive management.   

CCR projects.  In addition, these champions have been able to package the projects 
appropriately, lobby donors for finance, and navigate CCR projects through the municipal 
approval processes.  Further, these champions have been able to write extensively in high 
profile publications, to raise the profile of the CCR projects, which in turn crowded in 
funding for further phases of the project. 

In the Department of Agriculture in the Western Cape, management established a green 
committee to review the potential impact of climate change on the department’s work.  
With a strategic focus on resource utilisation, the department actively raised internal 
resources to finance retrofit programmes, and mobilised resources from the Department of 
Public Works and the private sector to finance a biogas project, develop spatial 
intelligence to monitor the impact of climate change and other CCR projects.  Much of the 
department’s ability to raise finance is credited to the following:  

 the credibility the department was able to establish amongst its stakeholders,  

 the proactive leadership and use of internal expertise to develop sustainable 
projects. 

4.2.4 Low Risk, Off Book Financing Instruments 
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Most of the project champions23 interviewed relied on grants from aid/ donor organisations 
for seed capital to initiate their projects.  Officials regarded grant finance as ‘no strings 
attached money’ (i.e. a risk averse financing mechanism), and used this finance as an 
incentive to attract more funding for CCR projects or finance employment creation 
opportunities.  The key to access “risk-free money” from the municipalities’ perspective 
was to conceptualise innovative CCR pilot projects. These pilot projects acted as a 
“finance bridge” that gave CCR projects a chance to gain momentum and deliver results, 
which is used by project sponsors to rally support from executives to fund similar projects. 
Examples of this include the eThekwini Reforestation project at Buffelsdraai supported by 
the Danish development cooperation agency (Danida), eThekwini Landfill-to-Gas Project 
(a CDM project with AfD support), Eden environmental services supported by Santam, 
WWF and the CSIR and Kuyasa in Cape Town (EPWP/ national grant).   

4.2.5 Ensuring Sustainability and Mainstreaming Post- Implementation 

The majority of projects were initiated and funded outside of the municipal budget 
allocation with support from various financing sources (Refer to the detailed discussion on 
financing models in section 5). While the grants financed technology change and 
upgrading plant and equipment, the need to incorporate ongoing maintenance of this new 
technology in the recurrent budget is essential to ensure the success of the project.  Upon 
demonstration of their feasibilities and successful outcomes, the maintenance of these 
successful projects was incorporated into normal municipal operational budgets.  In 
Polokwane, the on-going maintenance included replacement of lighting and appliances 
with energy efficient technology.  These costs for operations and maintenance were 
included in the municipal budgets, thus entrenching the use of energy efficient technology 
in the municipality in the long term. 

  

4.3 Key Challenges Impacting CCR Project Financing 

 
The case studies and interviewees highlighted a number of challenges with raising and 
managing finance for CCR projects.  These include: the absence of clear and stable 
policies at the sub-national level that will provide confidence required by financiers; the 
risks associated with implementation delays as a result of difficult supply chain 
requirements and approvals; risk aversion by senior management to resource CCR 
projects; and the lack of information necessary to meet the requirements of financial 
institutions.   

4.3.1 Lack of Clarity on Policy 

Clear policies are powerful instruments to direct investment decisions.  Project sponsors 
interviewed stressed the absence of clear policies that prioritise climate change as a local 
government key responsibility and mandate of local government.  Without clear policy 
guidelines, most of the climate change projects at municipal level are packaged as 
innovation or demonstration projects.  Some municipalities have argued that this is an 
unfunded mandate.  The Renewal Energy Independent Power Producer (REIPP) 
programme is an excellent example of an ambitious programme, arising out of policy 
intervention that is designed to trigger significant private investment.  In this programme, a 
policy objective and targets were set (in the Integrated Resource Olan – IRP2010 of the 
Department of Energy), stable long-term financial mechanisms were developed24, clear 

                                                
23

 Project Champions – the officials that have in initiated and motivated for the proposed project, and responsible to oversee 
its execution. 
24

 This includes setting the purchasing price of renewable energy, by Eskom, at rates that makes private investment in 
renewable energy feasible. 
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implementation policies and processes were developed, and a range of coordinated 
support mechanisms was established.  As a result, there was considerable private interest 
and investment flows in this programme. In December 2012, Minister Peters of the 
Department of Energy announced that the selected preferred private bidders planned to 
spend,  
R74 billion25 on renewable energy projects for windows one and two. 

Respondents have argued for similar coordinated sector-wide policy programmes to 
upscale investment in other climate change programmes. In addition, while acknowledging 
the success of the REIPP programme, there is an urgent need to extend the programme 
to the municipal sphere. Policy interventions to create an enabling environment at the 
municipal level can increase the proliferation of smaller renewable energy programmes 
and crowd-in more private capital. 

4.3.2 Supply Chain Systems Challenges 

Even when funds are allocated to CCR projects in principle, delays to allocate and 
disburse funds because of procurement processes in turn causes implementation delays.  
In some instances unforeseen delays in moving funds through the supply chain 
management (SCM) and Finance system have resulted in the reprioritisation of the use of 
this budget to other projects.  

One of the key factors that deter private sector investors working with municipalities is 
protracted approval processes and the uncertainty of the outcome of these processes (i.e. 
start-stop project cycles).  A combination of long-lead times and uncertainty regarding the 
time taken for executives to make decisions increases the risk of the project.  The more 
risky a project, the more difficult it is to attract private sector funding partners.   

Given the large numbers of problems and delays in procurement decisions, the ease of 
procurement is a major factor in determining the feasibility of projects.  During the project 
design and approval phases, a number of project sponsors have indicated that municipal 
management wanted a very clear procurement strategy that complies with legislation and 
assurances that its implementation is unlikely to be contested.  The respondents have 
argued that providing these assurances is difficult, as restricting the specifications to more 
environmentally friendly technology is considered as narrowing competition.   

In addition, more energy efficient technology is initially more expensive than conventional 
technology and scores lower than cheaper less energy efficient technology during the 
evaluation process. The savings in consumption, operations and maintenance costs are 
not considered during the procurement evaluation process. The huge weighting on upfront 
price, and sometimes at the expense of establishing value adding partnership (which is 
often difficult to clearly define for CCR projects in the specifications), disadvantages the 
procurement of environmentally friendly technology with lower life-cycle costs.   

The experience in many municipalities thus far is that the procurement decision-making 
processes are long, iterative, and difficult. From a finance perspective these delays impact 
on the ability of provincial departments and municipalities to spend the allocated budget 
within the financial year.  In the provincial departments, any unspent money may be lost to 
the national fiscus if these funds are not contractually committed. 

Further, given the propensity to establish partnerships to leverage private capital and 
expertise, the procurement processes are complicated by other legislative requirements. 
These PPPs projects often involve the municipality providing access to municipal land, 
landfill sites, or waste management facilities in return for investment capital and expertise 
from private organisations to implement a CCR project. The disposal of assets valued 
over R10 million and long-term lease agreements require compliance with supply chain 

                                                
25

http://www.energy.gov.za/files/media/speeches/2012/Solar%20Capital%20Speech%2010%20December%202012.pdf 
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regulations for PPPs or the MFMA asset disposal process, which include public 
participation for other disposals. Private organisations invest at risk to prepare and 
package the CCR project and are reluctant to partner and co-finance these CCR projects 
as they believe that the government processes are costly and risky.  These often lengthy 
and risky procurement processes discourage private investors. 

In successful projects the project champions have created dedicated teams to manage 
procurement issues.  These teams often ‘run multiple SCM procurement processes 
simultaneously to see which approach will work’, or run parallel processes to get access to 
municipal assets, raise funding, and procure expertise.  Hence, engaging with 
procurement procedures and processes places a strain on internal human resources and 
is perceived as a major risk to both internal (municipal) and external financiers.   Where 
possible the use of external experts to assist with the evaluation process can assist with 
the procurement process. 

4.3.3 Risk Aversion Inhibits Access to Finance  

Many projects were stopped at the inception or the approval phases because of the 
unwillingness to take calculated risks.  In addition to the legal, technology, delivery and 
process risks, financial risks are a major decision factor in project approvals.  While risk 
aversion may be warranted and prudent management required in certain circumstances 
(e.g. where the risk is a violation of legislation or can be construed as mismanagement), a 
mechanistic avoidance of innovation because it is risky cannot be justified. The more 
successful projects have been financed through grant funding that presented little or no 
risk to the municipality.  Some of the major financial risks associated with other sources of 
funding are: 

 Compliance with the MFMA processes that involve consultation with communities 
and Provincial and National Treasury.  The particular risk here is associated with 
process risks, is negative community perceptions of the priority of CCR projects, and 
unfavourable comments from National or Provincial Treasury. 

 In approving long term debt financing, the municipality must provide reasonable 
assurance that it would be able to generate funds from the project savings, 
consumers, or its budget, or combinations of these sources.  In evaluating this risk, 
ring-fence the project financial and performance data are required.  Often this 
involves the use of sophisticated accounting and IT systems, which are absent in 
smaller municipalities.  The risks that need to be evaluated include the ability to 
generate project linked income or savings for the lifetime of the project, the reliability 
of data, and implementation risks. 

 Raising money from existing budget sources, has also raised approval risks, with 
councillors arguing that these projects crowd-out funding for the more traditional 
service delivery programmes. 

As a risk avoidance measure, a dependency on the use of grant funding (seen as risk 
free) is limited.  The availability of grant funding is limited, thus grant funding on its own 
will be insufficient to finance capital requirements of a significant number of CCR projects 
that are required to make a material impact on climate change. Reliance solely on grant 
financing will ultimately limit the potential to scale up CCR projects.  Therefore, initiatives 
and best-practices that reduce the risks of raising “non-grant” funding should be shared 
and encouraged. In addition, national government should promote better use of existing 
sources; to assist in supporting and upscaling CCR projects that are able to generate 
income sustainably and to improve socio-economic outcomes.  

4.3.4 Delays in Decision Making – A Major Financial Disincentive 
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The diagnostic report discusses the factors causing delays in decision-making in detail.  
Approvals for the more complex projects that require EIAs or asset disposals take years to 
be finalised.  It is only after these decisions have been approved, that the CCR project 
could be designed to raise funding.  Often financiers have invested, at risk, to support the 
initiation of the project without understanding the lengthy multiple approval processes to 
implement the project.  These processes are a major disincentive to crowd-in private 
finance, and have also reduced the ability of raising private funding for CCR project 
preparation. 

While the application of the requisite due diligence processes is critical in the decision-
making and should not be compromised, the need to find alternative funding for project 
preparation is important.  Speedy decision-making and transparency to assist the private 
sector in making informed decisions on the timing and extent of their involvement, to 
encourage their participation is essential to extend financing beyond grants. 

4.3.5 Disparate Knowledge of Climate-Specific Finance Sources  

The interviews showed that provincial government, large municipalities and metros had a 
fairly good understanding of the available finance instruments, whereas small 
municipalities and districts were unaware of the public finance mechanisms available to 
support CCR projects.  In addition, the knowledge about finance mechanisms is not 
uniform within a municipality; environmental and Climate Change and Energy branches 
have a reasonable knowledge of the climate finance mechanisms available in the market, 
and they see value in using climate change funds.  In contrast, project sponsors have 
argued, that sub-national treasuries have a limited knowledge of available climate finance 
mechanisms.  

Combined with the risk-averse mindset, municipal finance management is unwilling to 
explore accessing “non-grant” climate change funding instruments.  This clash of mindsets 
has caused tension between project sponsors and Finance sections. Project sponsors 
have, therefore, utilised their networks to get external parties to access appropriate public 
finance mechanisms, as well as international mechanisms, such as the Clean 
Development Mechanism (CDM)26, which generates carbon credits.   

Financial institutions interviewed indicated that they are willing to invest in CCR projects 
provided there is adequate risk mitigation, long term policy certainty and an appropriate 
enabling environment for implementation.  From their perspective, the demand for climate 
specific funds has been low which could be attributed to a poor understanding of the 
availability of such funds in the market as well as lack of capacity to develop CCR projects 
as potential investments.   

A suggestion was put forth from both municipal officials and finance institutions for an 
information portal that maps the different sources of funding available for CCR activities in 
South Africa.  This is also highlighted in the NBI report (March 2013, unreleased). 

4.3.6 Complexity of Climate Finance Mechanisms 

Certain respondents felt that the application and approval processes of institutions such 
as the GEF, Green Fund and IDC should be simplified.  Municipalities also expressed a 
need for improved capacity to understand the unique features of climate specific projects, 
especially those associated with adaptation to facilitate funding approvals for CCR 
projects. In most instances, municipalities required external support to complete 
applications associated with the Global Environment Facility (refer Section 2 above).  

Some respondents felt that the complex monitoring and reporting requirements attached 
to climate specific loans are both costly and difficult to implement in certain instances. 

                                                
26

 See CDM box. 
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These should be simplified in order to facilitate better access to finance. Particular 
reference was made to the processes required to access funding through carbon credits.27  
As a result, the demand for these funds is minimal given the transaction costs associated 
with accessing the funding. 

4.3.7 Need for role clarity within the finance system 

Some interviewees were frustrated by the lack of collaboration between stakeholders, as 
combining different financial products could reduce the risk profile associated with climate 
investment.  A multi-stakeholder forum held by the DBSA in 2010 highlighted the 
fragmentation in the climate finance environment and poor role clarification.  As a result, 
project sponsors experience difficulties with finding the most appropriate institutions to 
finance their projects.  With appropriate policy interventions, role clarification, will also 
assist in strengthening the engagements with the private sector.  

The private sector at the DBSA forum argued for clear short, medium and long-term plans, 
coupled with policy certainty and appropriate policy incentives.  To facilitate greater 
stakeholder participation, dialogue between government, financiers and other 
stakeholders needs to be established to resolve the roles of each party in financing and 
mitigating risk along the project cycle.  This finding was also highlighted in the NBI study. 
The multi-stakeholder working group envisaged in the National Climate Change Response 
Policy was intended to provide greater role clarity and collaboration among the 
stakeholders.   

The diagram below – Figure 5 - provides a proposed coordination mechanism by the 
DBSA to: provide transparent and accessible information on the sources of climate funds; 
directing funding to support a balanced programme linked to national, provincial and local 
priorities; supporting implementing entities with capacity to access funding; and monitoring 
the impact on project beneficiaries.  South Africa is in the process of developing and 
finalising a coordination mechanism. 

 

Figure 5 - Proposed Coordination Mechanism for Climate Finance (Source: DBSA, 
2011) 

                                                
27

 According to experts interviewed, project developers have a low level of interest in accessing the CDM. This is due to the 
low carbon price with a secured market from Europe mainly for carbon credits from Least Developed Countries (LDCs) 
coupled with onerous, costly and time consuming application processes. 
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5 An Evaluation of Financial Instruments  

During the course of the study two key issues were identified as the principal factors that 
impact on the approvals and financing of CCR projects.  The first is the risk or the 
perceived risk associated with the project.  The diagnostic report highlights one of major 
barriers as the risk-averse culture within municipalities, given the legislative sanctions 
that can be imposed on municipal officials for financial mismanagement.  

These risks, whether perceived or real, constrain the ability of municipalities to maximise 
the leverage of private sector finance to upscale CCR projects. Provinces have a very 
limited range of financing instruments that it can access.  They are largely dependent on 
intergovernmental grants, and on average receive only about 5% of revenue28 from 
provincial taxes and fees.  In this framework, the key assumption is that provinces will 
utilise public resources and some donor funds. 

The second primary factor is the transaction costs associated with raising finance and 
implementing the CCR project, and the capacity required both to access these funds and 
to prepare projects with the requisite detail and quality. The earlier sections outlined the 
funding sources that are available as well as the transaction costs and capacity required 
to access these funds.  Municipalities across the country have varying capacities, and it is 
therefore important to match the capacity of a municipality with the complexity required to 
finance and implement the CCR project.  

Figure 6 below illustrates the relationship between the two key factors viz. the perceived 
financial risks and the capacity required to access finance and implement the project, for 
some of the case studies we examined. It locates the six cases studies in appropriate 
quadrants, based on the perceived risk profile and the effort required to raise finance.  The 
arrows depict the risk mitigation measures (highlighted in grey) that were utilised to reduce 
the risk. 

                                                
28

 Annual provincial Expenditure Report – 2011 - 2012 
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Figure 6: A scenario analysis of the case studies  

 

 
 
Source: Misuka Green Development Solutions 
* Note: Capacity refers to capacity to access funds or capacity to implement projects or both. 
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Project 

 
 
 

Municipality 

  
 
 

Risk Reducing Innovation 
Kuyusa SWH 
Project 

City of Cape Town Establishment of an SPV 

Energy efficiency 
Project 

Polokwane Municipality Utilised the University of Johannesburg for Technical 
Assistance 

Land fill Gas to 
Energy Project 

eThekwini Municipality Utilised the World Bank Technical Assistance support to 
raise finance. 

Catchment 
Management 
Project 

Eden District Municipality Partnered with the CSIR to raise and manage GEF funding 

Buffels draai 
Reforestration 
Project 

eThekwini Municipality  

Rea Veya 
Integrated Rapid 
Public Transport 

City of Johannesburg Established strong intergovernmental support. 

 
In most of the case studies a mixture of financing instruments were used.  Based on this 
funding mixture, municipalities attached a perceived risk to the CCR project, which in turn 
determined the ease with which approvals were granted.  Projects with a low risk were 
easier to motivate and therefore received approvals more easily.  More risky projects were 
subject to a greater level of scrutiny, and projects with long-term (greater than three years) 
commitments had to meet the compliance requirements described earlier. The latter 
increases the transaction costs and effort required raising funds and implementing 
projects. 

The risk and effort profiles of the respective case studies are described below:   

i. The Polokwane Energy Efficiency and the eThekwini reforestation projects were 
perceived as having low financial risk as these projects utilised grant funding accessed 
from different sources.  The capacity required to raise international funding for the 
reforestation project was higher than the Polokwane project that accessed funding 
from the Department of Energy.  The ongoing maintenance costs of the Polokwane 
project was seen as a financial risk but one that could be managed given the savings 
and longer lifetime of the bulbs. 

ii. The catchment management project of the Eden District was perceived as a low risk 
project, which raised grant funding from the World Bank managed GEF, private grants 
from Santam, and government grants from MIG and the Department of Water Affairs.  
While the risk has been perceived as low, the effort to raise and coordinate the various 
stakeholders required some effort and capacity.  The capacity was enhanced by 
leveraging technical assistance from the CSIR and WWF, to apply for funding and 
manage the GEF funding (a complex application process). 

iii. The Kuyusa Project was perceived as a high risk. While the project raised donor 
funding and government subsidies for Solar Water Heating, the continued 
maintenance was seen as a financial risk.  This was complicated by the lack of clarity 
on investing public funds in private households.  To mitigate this risk, the municipality 
partnered with an NGO, created an SPV to assist with raising the funds, taking the risk 
for financing maintenance (through the sale of Carbon Credits), and implementing the 
project.  While the risk has been passed on to the SPV, the municipality will always be 
seen or perceived by the community as the responsible authority to manage any 
project failure.  

iv. The eThekwini “Gas to Energy” project was perceived as highly risky and required 
significant capacity to raise the capital and implement the project.  The project was 
financed through a mix of municipal revenue, grants from government and donors, and 
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a substantial concessional loan.  Approval for the long-term loans required a Section 
33 application process.  To assist with the process, the municipality received technical 
assistance from the World Bank and other international organisations to appraise and 
grade the project for investment.  While the technical assistance enhanced the 
municipality’s capacity, the financial risk for servicing the debt and maintenance still 
remains with the municipality. 

v. The Rea Veya Integrated Rapid Transport project was considered through reviewing 
desktop information.  These projects are financed through a mix of national grants and 
subsidies, loan finance that is recovered through commuter fares, and general 
municipal funding to cover shortfalls.  Both the effort and the risks are substantially 
high and require the assistance of national government departments, Provincial and 
National Treasury to assist with securing loans and implementing the projects. 

5.1 Proposed Financial Framework 

From an analysis of the case studies, four risk and capacity profiles can be identified.  The 
profiles were classified into four types, based on the quadrants in Figure 6 above:  

 High Risk – Low Capacity Requirements 

 High Risk – High Capacity Requirements 

 Low Risk – High Capacity Requirements 

 Low Risk – Low Capacity Requirements 

 

Using these risk-capacity profiles, the following framework can be used to maximise the 
funding available for climate change through allocating grants: more effectively leveraging 
private funding; and more equitably by targeting municipalities (and provinces) with weak 
revenue raising capabilities.   

The table below lists the typical features of each project type, the dominant29 financial 
instruments utilised, and examples of such projects and identifies target municipalities and 
provinces.  The proposed framework identifies municipalities in terms of the capacity 
categories assigned by National Treasury.30  Based on these risk capacity project profiles 
classifications and the capacity classification of municipalities, the framework proposes 
the types of CCR projects that these municipalities would be able to implement and the 
typical dominant financial instruments best suited to finance these projects.   

It is important to stress that this framework is an indicative one (based on a limited set of 
case studies), and a more detailed assessment must be done on a case-by-case basis. 
The framework should be expanded and revised as more case study data is collected. 
Further, a programme that supports the implementation of critical CCR projects, in low 
capacity municipal areas or provinces with limited resources, should be supported through 
a national programme, as envisaged by the NCCR Policy. 

By matching funding sources to the capacity of municipalities and project complexity, the 
framework proposes a financial and implementation risk minimisation methodology that 
can be applied by central government to allocate CCR funding.  In addition, the targeting 
of municipalities is designed to spread the funding appropriately; by ensuring an equitable 

                                                
29

 Often CCR projects use a mixture of financial instruments, over the cycle of the project.  Dominant refers to largest 

source of funds required during the implementation phase. 

30
 These categories are dependent on the financial and technical resources available in a municipality.  Based on the 

assessment, municipalities are categorized into High, Medium, and Low capacity municipalities.  Metropolitan municipalities 
are categorized as high capacity.  
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share of grant funding is accessed by low capacity municipalities that will be unable to 
access loan finance.  At the same time, this approach forces high capacity municipalities 
to utilise the strength of their balance sheet and expertise to access more complex 
financial instruments.   

In addition, the capacity classification of the municipality is a good but not definitive 
indicator of the municipality’s ability to implement projects.  Higher capacity municipalities 
should be able to implement more complex CCR projects.  As an additional risk mitigation 
or assurance measure, the framework recommends technical assistance engagements 
that may be required to support the design and implementation of CCR projects.31  While 
these measures provide an indicative checklist to private funders in their choice of 
municipalities and projects to support, the required due diligence must be conducted. 

In this way, the proposed framework expects to increase the overall funding for climate 
change, by encouraging the use of more sustainable financial instruments and matching 
the appropriate instruments to municipalities. 

 
 

 

 

 

Table 3 Examples of four project types and their features  

Risk-Capacity* 
Profile 

Features Finance 
Option 

Examples of 
Projects 

Target 
Municipality 

High Perceived 

Risk  
Low Capacity 

Requirements  

 Insufficient legal & 
regulatory framework  

 Policy intermittency and 
uncertainty 

 Higher incremental cost of 
technology 

 Tested /established 
technology  

MIG 
Frontloading, 
Soft loans, and 
other grant 
funding. 

Renewable 
Energy (e.g., 
rollout of small 
scale technology 
for wind, solar 
water heaters, 
cogen, and 
biomass)  

High Capacity 
Municipalities 
and Districts. 
 
Technical 
Assistance from 
Treasury and 
PPP units. 

High Perceived 

Risk  
High Capacity 

Requirements  

 Lack of skilled personnel 
for developing projects 
and installing climate 
technologies 

 Difficult to access 
manufacturers 

 Underdeveloped capital & 
secondary markets 

 Complicated stakeholder 
engagements  

Bulk of 
financing is 
from loans, 
municipal 
Bonds and 
private equity. 
 
Limited Grant 
funding to 
facilitate 
project 
preparation. 

Waste 
management – 
biomass; 
Integrated Public 
Transport 
Projects 

Metropolitan 
municipalities. 
 
Technical 
Assistance from 
National 
Treasury, 
International 
agencies, and 
PPP units. 

Low Perceived 

Risk 
High Capacity 

Requirements  

 Higher incremental cost 
of technology 

 Inadequate information 
and awareness 

 Product not reliable 
compared to engineering 
solutions  

 Lack of confidence in 
new climate technologies 

MIG 
Frontloading, 
GEF funding, 
and other grant 
funding 

Reducing 
Emissions from 
environmental 
management 
services projects, 
and catchment 
management.  

Medium Capacity 
Municipalities, 
including 
Districts. 
 
Technical 
Assistance to 
assist with 
complex grant 

                                                
31

 The study has noted that even in high capacity municipalities, the assistance provided by experienced and skilled 
technical advisors, including organisations like the World Bank, has assisted in reducing the perceived implementation risks 
and providing funders with the required degree of comfort to support the CCR project. 
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Risk-Capacity* 
Profile 

Features Finance 
Option 

Examples of 
Projects 

Target 
Municipality 

 Construction risks (e.g. 
cost overruns, delays, 
hidden defects) 

applications and 
implementation. 

Low Perceived 

Risk 
Low Capacity 

Requirements  

 Reduces Operating and 
Maintenance costs 

 Tested / established 
technology  

 Mature market and 
subsidies available  

National 
Grants, 
municipal 
budgets, and 
other grants. 

Energy 
Efficiency, waste 
recycling and 
some adaptation 
projects. 

Small and low 
capacity 
municipalities. 
 
Limited Technical 
assistance 
through training 
and practice 
manuals 

Source: Misuka Green Development adopted from a Financing Framework proposed by Gray and Tatrallyay, 
‘The Green Climate Fund and private finance: Instruments to mobilise investment in climate change mitigation 
projects’, Climate Change Capital, Think Tank, p9 

 Note: Capacity refers to capacity to access funds or capacity to implement projects or both. 
 

6 CONCLUSIONS AND RECOMMENDATIONS 

The interviews and the case studies confirm that there is a critical mass of municipalities 
and provincial government departments willing to engage in CCR projects. The study 
contends that appropriate incentives and support programmes are necessary to develop a 
self-sustaining market for CCR projects.  The diagnostic report highlights the need to 
address the critical institutional and process barriers to build sufficient traction in 
mainstreaming CCR investments. Further, from a financial perspective, as outlined above 
the critical issues to address are the conditions that promote excessive risk averseness 
and capacity constraints for municipalities and provincial departments.  At the same time, 
it is important to acknowledge that changing this entrenched culture will be difficult, and at 
a minimum any proposed changes must ensure that the economic fundamentals of the 
fiscal and financial system are not compromised. 

Respondents have argued that the root of the excessive caution stems from the need to 
comply with the financial legislation that is rigid, at times confusing, costly and time-
consuming.  Specific reference was made to the stringent requirements of the PFMA, 
MFMA and other related legislation and guidelines, which are central to the architecture of 
the public finance management system.  This system was designed to foster prudent 
financial management, maximise transparency and accountability, and has a number of 
safeguards to protect the state from unsustainable debt.   

While the policy instruments such as the MFMA, PFMA, PPPFA, and other legislation 
have assisted in building a transparent and accountable system, interviewees have 
commented extensively on the unintended consequences, as described in the diagnostic 
report.  These can be summarised as including:  

 conservative financial interpretations of legislation,  

 dependence on grants,  

 unwillingness to innovate and dependence on old proven technology,  

 short term perspective to investment based on the 3-5 year MTEF, etc.   

This risk averse approach has made it difficult to address the new socio-economic and 
climate-related challenges in a sustainable manner. 

The conclusions and recommendations of this section accept the need for prudent and 
transparent fiscal management and suggest both strategic and tactical interventions to 
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foster responsible mainstreaming of CCR projects.  At the same time, while respondents 
acknowledged that financial instruments on their own will not solve the problem, it is 
evident that they could act as a catalyst to address these mainstreaming challenges 
provided they are well designed.   

Applying the six ball model, the critical challenges lie at the cultural, process and human 
capital level.  This is consistent with the challenges identified in the diagnostic report.  A 
key difference in the financial analysis is the policy weaknesses. These include the need 
to: provide a stable long term enabling environment that will incentivise increased levels of 
private participation in CCR projects; coordinate stakeholder resourcing of CCR projects 
and operationalize the recommendations in the NCCR Policy.  The most significant 
weakness is at the tactical level, where the widespread risk averse culture and the 
transaction costs to comply with onerous processes further reduces the appetite of 
provinces and municipalities to increase the use of private funding, despite its availability.  
Consistent with the diagnostic report, the inability to upscale the implementation of CCR 
projects is an outcome of the low level of skills - particularly in low and medium capacity 
municipalities.  

The proposed interventions recommend both short-term and long-term actions that are 
designed to address the strategic, tactical and operational challenges required to finance 
and upscale the implementation of CCR projects. The responsibility for taking these 
recommendations forward will be discussed in the project closure report. 

6.1 Leveraging the Current Momentum – Short Term Intervention 

The case studies highlighted a number of easy and risk averse CCR projects that utilise 
public and private grant funding.  These projects include retrofitting energy efficiency and 
renewable energy projects on public sector owned buildings and facilities.  Given the 
current traction that these projects have gained, these projects can easily be up-scaled 
with the following interventions: 

i. Circulate the proposed practice notes to municipalities and provincial departments; 

ii. National Treasury to issue Treasury Guidelines that clarify the interpretation of the current 
legislation, including the PFMA and MFMA, on the legality of implementing CCR projects, 
incorporating long-term budgeting methodologies, and green procurement.  

iii. Establish a cost-effective32 unit within the National Treasury (possibly in TAU) to provide 
technical assistance and assist with facilitating grant applications on behalf of municipalities 
and provincial departments.  Where possible this can be decentralised to provincial levels; 

iv. Identify and appoint suitable monitoring and verification agencies that could be appointed 
without lengthy procurement processes. This could include the CSIR and Universities; 

v. National or Provincial Treasury to establish a procurement support mechanism that shares 
“Terms of Reference” and process recommendations to fast-track procurement; and 

vi. Target support towards municipalities and provincial departments that are unable to raise 
private and loan finance. 

Where provincial policies prevent or restrain the use of outside grants, this should be 
addressed through establishing a SPV to facilitate implementation, similar to the Kuyusa 
Trust. 

6.2 Financial Policy Instruments to Enable Implementation 

While respondents have argued for some policy revisions to fast-track implementation, 

                                                
32

 This Unit can be established at a National or Provincial Treasury level based on demand and economies of scale. 
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they are particularly apprehensive of policy changes that claim to be “enabling” while they 
stifle implementation with onerous data and process requirements – referred to as “green 
handcuffs”.  Broadly, policy needs to be developed to provide or allow for financial 
mechanisms that will strengthen the implementation of conceptualised programmes. 
Some of the key recommendations made include:  

i. Strengthen the proposals in the National Development Plan (NDP) to increase the 
scale of investment by explicitly proposing low carbon options for the National 
Infrastructure Plan (NIP). This will provide the required long-term demand stimulus and 
generate an economic and social outcome for climate change projects. 

ii. Operationalize the climate finance elements of the NCCRP, which were intended to: 

 provide greater access to and visibility of finance resources, including helping to 
raise funding for programmes and  

 assist in clarifying the roles of the financial stakeholders so that there can be better 
sharing of risk and use of public and private capital. 

iii. Redesign the grant mechanisms33 that use modest public and international grant funds 
to crowd in private sector and DFI finance with the following windows: 

 Encourage and reward innovation in a structured manner, though an innovation 
fund or window that leverages the social and environmental entrepreneurialism of 
the public, private and civil society sectors.  This will assist in providing a body of 
demonstration projects and best practices that will validate the most appropriate 
technology to reduce the risks. 

 Design a private sector window of the Green Fund that will assist in leveraging 
private finance in a coordinated manner to develop financially sustainable 
projects. 

 Develop a new grant or window of an existing fund for municipalities to make 
‘upfront investments in environmental programmes that maximise their ability to 
save energy, water, and landfill costs or to minimise water and energy losses’  

 
iv. Engage national government to revisit policies, guidelines and subsidies that act as a 

disincentive for investments in CCR projects34.  These will include providing 
guidelines that:  

 clarify the status of municipal and provincial expenditure in CCR projects;  

 simplify the processes and evaluation criteria for procurement and providing clear 
guidance on evaluating new technology and life cycle costing of technology 
change; and 

 promote “life-cycle” and sustainable budgeting for long-term projects. 

6.3 Creating Demand for Finance Initiatives 

Private financiers interviewed indicated that while they have been able to develop financial 
instruments to finance CCR projects, the demand for these financial instruments is weak. 
Increasing demand for finance is a critical driver to leverage additional finance, and some 
of the recommendations include:  

i. adopting public sector green procurement policies that include low carbon requirements in 
their specifications35, award additional points for products with low embedded carbon 
content, and adopt life cycle costing; 

                                                
33

 This could include operationalizing and establishing new windows in the Green Fund.  Care should be taken to prevent 
over centralization of the mechanisms, as this could generate bottlenecks. 
34

 These will include technology barriers, especially in the renewable energy field (i.e. generation licenses and NERSA 

requirements).   
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ii. integrating climate change technologies into their basic service delivery and public 
investment programmes (e.g. building RDP houses and public buildings with insulated 
ceilings, Solar Water Heaters and energy efficient light bulbs; street lighting with energy 
efficient and renewable technology); 

iii. improving the understanding by financing institutions and municipalities of the different risk 
and return profiles of low emission (mitigation) and climate resilient (adaptation) projects, as 
the current lack of understanding has affected the ability to secure long term funding for 
certain projects; 

iv. incorporating climate change mitigation and adaptation priorities into the NDP and IDP 
targets and in the performance management targets of management - to encourage officials 
to take calculated risks (medium-term intervention); and 

v. continuing with the process of introducing subsidies and taxes that reduce 
consumption of carbon intense products and encourage investment in low carbon 
alternatives [e.g. giving policy direction in terms of how long these subsidies or support 
measures will be in place, they need to be phased out eventually]. 

6.4 Capacity Enhancement and Technical Assistance 

Given the uneven capacity across and within municipalities and provincial departments, 
the ability to develop and finance professional CCR project proposals to attract funding is 
often lacking.  Recommendations to increase the capacity of public institutions include: 

i. Establishing a technical assistance facility with funding and SMEs to support project 
preparation, source funding, assist in reducing procurement bottlenecks, provide a legal 
help line, provide objective assessment of technology risks, transaction advisors, and assist 
in maturing projects.  This facility will reduce overall risks associated with implementing 
CCR projects and by drawing on SMEs from both the public and private sector unlock 
additional financial resources. 

ii. Providing transaction advisors that will assist in designing and implementing PPPs for CCR 
projects. 

iii. Establishing Learning and Implementing Networks (LIMs), peer networks of municipalities 
and provincial departments involved in implementing CCR projects, with the express 
objective of sharing knowledge, pooling resources, developing joint projects, sharing 
expertise, and increasing the general pool of skilled resources. 

iv. Training and providing officials with technical support to (i) assess the different risk versus 
return profile of different types of CCR projects (ii) select the combination of financial 
instruments that reduced the risk of CCR projects and (iii) develop innovative business 
plans and communicate proposals to funding institutions (medium-term intervention).  In 
other words, give them the skills to translate the value of CCR projects into stable and 
predictable cash flows. 

v. Providing an improved understanding by financing institutions and municipalities of the 
different risk and return profiles of low emission (mitigation) and climate resilient 
(adaptation) projects, as the current lack of understanding has affected the ability to secure 
long term funding for certain projects.  

6.5 Opportunities for Coordinated Action 

                                                                                                                                              
35

 National legislation, regulations and guidelines stipulate objectives, processes and evaluation criteria (90:10 and 80:20 
weighting requirement for price and BBBEE respectively).  Municipalities and Provinces have some latitude to introduce 
additional criteria to enhance green procurement as part of the technical requirements.  Policy guidance to the specification 
committees can be provided by municipalities and provincial departments. 
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Based on the findings contained in this report, and the recommendations of the NBI study 
a number of opportunities for coordinated action can be identified.  These include: 

i. Improving policy alignment between the public and private sectors to strengthen the 
conditions for investing in CCR projects; 

ii. In addition to the finance mechanism referred to in 6.2 (iii), creating a central climate 
finance communication channel to: 

 Empower and enable municipalities and provincial departments to identify the 

potential sources of funding available to them; 

 Provide a feedback loop to financial institutions on any difficulties and challenges 

experienced in accessing such finance; 

 Create joint technical support to design investment grade blueprints to finance and 

implement CCR projects; and 

 Develop a social compact that jointly addresses the socio-economic challenges 

created by climate change. 

Many of the CCR projects that municipalities are implementing are outside of clear 
strategic programmes from government and limited funding pools. These projects are 
innovations that demonstrate what can be achieved. To ask municipalities and provinces 
to do more requires ambitious direction from national government and better use of 
existing sources to assist in: increasing the scale of implementing CCR projects, and 
increasing the income generation capacity for the majority of CCR projects.  The financing 
environment for climate change is dynamic, and since the implementation of the CCR 
projects in the case studies the climate change financing environment has changed, at 
both the international and national level.  Like the recent adoption of policies and 
programmes to facilitate the implementation IPPs, the emergence of new financing 
instruments to address resources challenges can be expected. 
 
To maximise the impact from these emerging opportunities, many of the non-financial 
barriers identified in the diagnostic report at the tactical level must be addressed. The 
opportunity cost of not addressing climate change, at the required scale, has the potential 
of increasing the fiscal exposure of government.  These include agricultural vulnerability 
and related impact on food security, increased demand for disaster management and 
rehabilitation resources, rising supply vulnerability and costs of scarce natural resources, 
and human costs.   
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ANNEXURES: Annexure 1 – Detailed Proposed Financing Framework  

Source of 
Funds 

Financial 
Instruments 

Risks to Municipal Climate 
Change Project 

Suitability to Project 
Cycle 

Indicative Risk Mitigation 
Methods 

M
U

N
IC

IP
A

L 
B

U
D

G
ET

  

 

Budget allocation
36

 No budget appropriation  
Budget reprioritization 

Inception to pre- 
feasibility 

Executive  commitment to 
climate change 

IN
TE

R
-G

O
V

ER
N

M
EN

TA
L 

 

G
R

A
N

TS
 

Local Equitable 
Share 
(discretionary) 

No budget appropriation  
Budget reprioritization 
Low priority assigned 

Inception to feasibility Executive  commitment to 
climate change 

Municipal 
Infrastructure 
Grant

2
   

Conditional
37 

grant  
Ability to co-finance  

 Implementation Specific proposal for climate 
resilient infrastructure 

Energy Efficiency 
Demand Side 
Management

3
 

Subject to approved project
38

 
and meeting the grant’s 
conditions 

 Implementation Approved project and 
accredited suppliers to 
implement 

National Green 
Fund  

Securing discretionary  
approval of investment 
committee 

Inception to operational Sound business case with 
co-funding 

Cities Support 
Programme  

Discretionary allocation in early 
stages of development 

Inception to feasibility Strong proposal submission 

IN
TE

R
N

A
TI

O
N

A
L 

 

C
LI

M
A

TE
 F

U
N

D
S 

Global Environment 
Facility (GEF) 

Subject to approval  
Ability to co-finance 
Capacity to prepare good 
project proposals 

Inception to 
implementation  

Project concept note 
approved by DEA and co-
financed  

Carbon markets  Onerous process 
Low carbon prices  

Implementation to 
operational 

Sound business case with 
MRV 

Loans from bilateral 
agencies 

Loan requires s 33 public 
participation and consultation  
 

Concept to 
implementation  

 

 

Technical 
assistance from 
bilateral agencies

39
 

Ability to match to specific 
programme/ project 
requirements 
Human resource capacity 
 
 
 

Concept to feasibility Strong business case that 
has long term development 
benefits  
 
 
 
 

                                                
36

 Budget revenue is derived from property and trading surpluses from services such as electricity, water, sanitation and 

others. 

37
 Conditional grants are provided to municipalities on the strength of its proposal (application), municipality’s commitment 

through co-financing and ability to meet the conditions. 

38
 The proposal will compete for limited funds, and should be tailored to meet the funds criteria. 

39
 A comprehensive mapping of technical assistance granted by bilateral agencies is not publicly available; the National 

Treasury would be in a position to track such data from agencies such as KfW, AfD and others. These agencies would 
provide support through financial intermediaries such as the DBSA, IDC and commercial banks based on agreed country 
plans between the respective governments. 
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Source of 
Funds 

Financial 
Instruments 

Municipal Climate Change 
Project Risks 

Project Stage Suitability Indicative Risk Mitigation 
Methods 

C
o

m
m

e
rc

ia
l b

an
ks

 

Long and short 
term finance 

Require Section 33 approval 
from municipal councils after 
consultation with communities, 
National and Provincial 
Treasuries.  
Ability to service debt and other 
conditions 

Implementation to 
operations 

Municipal financial strength 
Ring-fenced funds for debt 
servicing 
Section 33 MFMA 

Public-private 
partnerships 

Municipality’s Commitment to 
the PPP process  
Concessional agreements where 
required

40
. 

Implementation to 
operation 

Govt commitment 
Risk mitigation 
PPP regulations 
Ring fenced project risks  
Section 33 (> 3 yrs), or 
establishment of SPV 

D
e

ve
lo

p
m

e
n

t 
Fi

n
a

n
ce

 In
st

it
u

ti
o

n
s IDC-KfW Green 

Energy Efficiency 
Fund  

Ability to co-finance 
Sound business case 
Strength of project cash flows 

Implementation to 
operations 

Financial strength 
Credible project plan 
Strong sponsors 

DBSA Project 
development loans 
(non climate 
specific) and 
Renewable Energy 
programme 

Subject to terms and conditions 
of funding 
Sound business case Ability to 
co-finance 
Strength of project cash flows 
 

Implementation to 
operations 

Financial strength 
Credible project plan 
Strong sponsors 
Minimal technology risk 

 
NOTE:  This is not an exhaustive list of the source of finances, or the risks, or mitigation 
conditions, it highlights the most common issues encountered in the study.  It is important 
to examine the risks and mitigating measures for each project given the project’s specific 
circumstances. 
 
 
 
 
 
 
 
 
 
 
 
 

  

                                                
40

 The key risks will include revenue or loss sharing, inability to meet the conditions of the PPP which increase the 

municipality’s exposure. 
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ANNEXURE 2: Table summarising international and local climate 
funds41  

 
The table below lists key international and local (South African) climate funds that are 

applicable in South Africa, organised according to the funding institution and the key 

features of the available fund(s). It includes funds whose primary purpose is financing low-

carbon projects, whilst more general funds where low-carbon development is not the 

primary objective (even if is incorporated in the overall design) have not been covered.  

Multilateral agencies and funds 

The World Bank 
The World Bank comprises 187 member countries and provides low-interest loans, interest-free credits, and grants 
to developing countries. Specifically, The World Bank carbon finance covers a wide range of sectors, including 
projects relating to renewable energy, energy efficiency, urban infrastructure, waste management, forestry, and 
water resource management. It comprises of two major funds, and is closely associated with the International 
Finance Corporation, which focuses on private sector lending: 

 Clean Technology Fund In South Africa the CTF aims to provide R500 million of co-financing support for 
South Africa’s goals of generating four percent of the country’s electricity 
requirements from renewable energy by 2013 and improving energy efficiency by 
12 percent by 2015. Funds are channelled through Multilateral Development 
Banks (MDBs). Phase 1 Renewable Energy and Energy Efficiency projects to 
receive funding have mostly been identified. Phase 2 of the Investment Plan will 
focus on the funding of low carbon transport on the basis of a transport sector 
greenhouse gas inventory that the government is currently undertaking.  

 Strategic Climate Fund  This consists of three programmes. The Scaling up Renewable Energy 
Programme (SREP), The Forest Investment Programme (FIP), and The Pilot 
Programme for Climate Resilience (PPCR). The three funds primarily invest in 
low-income countries and would generally not be available for low carbon project 
development in South Africa. SREP focuses on renewable energy projects such 
as wind and solar energy, small hydropower and biomass, and geothermal 
energy. The total size of the SREP fund is US$318 million. 

 International Finance 
Corporation (IFC) 

The IFC is the private sector arm of the World Bank Group and finances debt 
and equity for private firms in developing countries. Unlike the CTF and Strategic 
Climate Fund, the IFC coordinates its activities with the other institutions of the 
world bank but is legally and financially independent. One of the focus areas of 
IFC is the support of private sector development in sub-Saharan Africa with 
investments and advisory services programs. 
 

In addition to the World Bank, the following multilateral programmes and funds exist that are relevant to financing 
low-carbon projects in South Africa.  

Global Environmental Facility 
(GEF) 

The GEF is made up of five funds, the main one being the GEF Trust Fund.  
 
GEF is an independently operating financial organization, which brings together 
182 countries in partnership with international institutions, civil society 
organizations (CSOs), and the private sector to address global environmental 
issues. The GEF provides grants and concessional funding to projects that aim 
to improve the global environment. 
 
Since 1991 the GEF has provided $11.5billion in grants and leveraged $57bilion 
in co-financing for over 3215 projects in over 165 countries. Its Small Grants 
Programme has made more than 16,000 grants directly to civil society and 

                                                
41 This list is not intended to be exhaustive. The NBI study revealed a number of methodological challenges in compiling a 

mutually exclusive, collectively exhaustive list of such funds related to inter alia there being no universally accepted 

definition of the funds and activities that fall within the realm of climate finance and the absence of a central repository of 

international climate finance flows and hence, it is not possible to verify whether all sources of finance have been captured.  

 

http://www1.ifc.org/wps/wcm/connect/region__ext_content/regions/sub-saharan+africa/investments/investments
http://www1.ifc.org/wps/wcm/connect/region__ext_content/regions/sub-saharan+africa/advisory+services/advisory+services+default+landing+page
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community-based organisations totalling more than $653million.  
 
The GEF Trust Fund is replenished every four years and has received more than 
$15billion in its five replenishments.  

United Nations Development 
Programme (UNDP) 

The UNDP is part of the GEF Partnership. UNDP’s role is to help developing 
countries make investments on sustainable development economically attractive. 
Environmental finance is one of their key strategic themes. 

United Nations Environment 
Programme (UNEP) 

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

Global Energy Efficiency and 
Renewable Energy Fund 
(GEEREF) 

GEEREF is a fund operated by the GEEREF Secretariat and focuses on 
investing in private equity funds focused on renewable energy or energy 
efficiency projects in emerging markets outside the EU. 

Renewable Energy and Energy 
Efficiency Partnership (REEEP) 

REEEP is operated by the REEEP International Secretariat and comprises 400 
partners including 45 governments as well as a range of private companies and 
international organisations. It’s objective is to assist governments to create 
favourable regulatory and policy frameworks and promoting innovative finance 
and business models to activate the private sector. Its current focus is on Brazil, 
China, India, Indonesia and South Africa. 

The African Development Bank 
(AfDB) 

The AfDB acts as an executing agency of the GEF (see below) and aims to 
assist African countries in their efforts to achieve sustainable economic 
development and social progress. The Banks has adopted a Climate Change 
Action Plan that seeks to address mitigation, adaptation and financing. It 
provides loans, equity, guarantees, lines of credit and underwriting to eligible 
projects.  

The European Investment Bank 
(EIB) 

The EIB is the European Union's bank, which provides finance and expertise for 
investment projects, which contribute to furthering EU policy objectives. The EIB 
has been active in South Africa since 1994 and as at the end of 2009 the bank 
had extended funding to 38 development projects for a total of EUR 2 billion

42
  

African Development Bank  
Sustainable Energy Fund for 
Africa 

The Sustainable Energy Fund for Africa is operated by the African Development 
Bank and focuses on enhancing the commercial viability and bankability of 
private sector projects. Support is provided mainly via grants and equity to 
smaller-size renewable energy and energy efficiency players 

Nordic Development Fund Is operated by the Nordic Development Fund Secretariat and focuses on grant 
financing of adaptation and mitigation activities in low-income developing 
countries in Africa, Asia and Latin America. Participating countries are Denmark, 
Finland, Iceland, Norway and Sweden. 

 
Country  Bilateral agency Description  

Australia Australian Agency for 
International Development 
(AusAID) 

AusAID is the Australian Government’s development 
agency responsible for managing Australia's overseas aid 
program. It focuses on the Asia Pacific region but also in 
Africa, the Middle East, Latin America and the Caribbean.  

Austria  Austrian Development Agency 
(ADA) 

The ADA is the operational unit of the Austrian 
Development Cooperation (ADC). It is in charge of 
implementing all bilateral programs and projects in ADC's 
partner countries. Whilst the primary focus of the fund is 
humanitarian, it does support Austrian and other European 
Economic Area based companies that take active measures 
to improve the social, ecological, or economic environment 
in recipient countries.   

Canada Canadian International 
Development Agency (CIDA) 

CIDA is Canada's lead agency for development assistance 
which focuses on Increasing food security; securing the 
future of children and youth; and stimulating sustainable 
economic growth, all of which are linked to low-carbon 
growth.  

Denmark  Danish International 
Development Agency (DANIDA) 

DANIDA is Denmark’s development cooperation.  DANIDA 
has four main focus areas: human rights and democracy; 
green growth; social progress and stability and protection. 
The agency’s ‘Climate Pool’, valued at DKK500 million in 

                                                
42

 http://www.eib.org/attachments/country/sa_en.pdf  

http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515656-QEV
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-1015151610-QLN
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-1015151610-QLN
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515146-QKD
http://www.acdi-cida.gc.ca/acdi-cida/ACDI-CIDA.nsf/eng/FRA-101515146-QKD
http://www.eib.org/attachments/country/sa_en.pdf
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2012 funds projects related to climate change and shifting 
to the green economy 

UK Department for International 
Development (DFID) and  
 
Department for Environment and 
Climate Change (DECC) 

DFID is the UK’s development agency. DFID focuses on the 
provision of aid to address climate change and its link to 
development. DFID has committed £2.9 billion of climate 
finance from within its existing aid commitments from 2011 
to 2015. DECC established an International Climate Fund in 
2011 t support developing countries to transition to low 
carbon development. 

Finland Department for International 
Development Cooperation 

Finland’s development agency engages in bilateral 
development with a number of African countries. Its focus 
areas, among others, include sustainable forestry and 
industry, water and the environment.  

Germany  Deutsche Gesellschaft für 
Internationale Zusammenarbeit 
GmbH (GIZ) 

GIZ is a federal enterprise that supports the German 
government in achieving its objectives in the field of 
international cooperation for sustainable development, 
including in many African countries, and funds significant 
efforts on capacity building for low-carbon development in 
South Africa.  

Germany German Bank for Reconstruction 
and Development (Kreditanstalt 
fur Wiederaufbau - KfW) 

KfW is Germany’s development bank with a role to promote 
partner countries' projects and programs on sustainable 
progress in developing and transition countries. DEG's 
current portfolio comprises more than 700 projects in 82 
countries. Its investment focus areas include infrastructure, 
agriculture, manufacturing, financial sector and it offers 
private enterprises investing in developing countries the 
appropriate long-term finance: risk capital - equity capital, 
mezzanine finance -, loans and guarantees. 

Germany International Climate Initiative 
(ICI) 

ICI, through its Energy and Climate Fund supports climate 
and biodiversity projects in developing and newly 
industrialising countries, as well as in countries in transition. 
The fund receives funding from carbon emissions trading 
and has 120 million Euros available for use annually, for 
which applications are submitted in January of each year.  

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

AfD is the main implementing agency for France’s official 
development assistance. AfD supports project and 
programs through grants, loans, guarantee funds and debt 
reduction-development contracts. In South Africa, amongst 
other activities, it is supporting renewable energy and 
energy efficiency projects through concessional financing to 
selected private sector banks and DFIs, including in South 
Africa.  
 

Ireland  Ireland Development Cooperation The Development Cooperation Directorate is responsible 
for administering Ireland’s overseas aid programme. One of 
its priorities is the reduction of poverty, inequality and 
exclusion in developing countries and a geographic focus 
on Sub-Saharan Africa. Its activities include Improving 
resilience of vulnerable communities to climate change; 
promoting leadership and governance with respect to 
sustainable development; supporting research on climate 
adaptation and risk reduction. 

Japan  Japan International Cooperation 
Agency (JICA) 

JICA is Japan’s development agency that aims to contribute 
to the development of the global economy by supporting the 
socioeconomic development, recovery or economic stability 
of developing regions. It uses varied development 
assistance schemes. JICA's support to South Africa is 
primarily focused on: 1) Promotion of Human Capacity 
Development and Infrastructure Development, 2) Promotion 
of Participation of vulnerable groups in Social and 
Economic Activities, and 3) Promotion of Regional 
Development in Southern Africa; all of which are linked to 
low-carbon growth.  
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Japan  Japan Bank for International 
Cooperation (JBIC) 

JBIC is a policy-based financial institution of Japan, and 
conducts lending, investment and guarantee operations 
while complementing the private sector financial institutions. 
Specifically, it provides advice for Japanese firms, foreign 
governments and others with respect to utilization of the 
Kyoto Protocol, including innovative financing for improving 
project revenues and reducing borrowing costs by using 
carbon, and on the investment climate in host countries. 

Netherlands Netherlands Development 
Cooperation 

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

Netherlands Netherlands Development 
Finance 
Company (FMO) 

FMO is the Dutch development bank supporting sustainable 
private sector growth in developing and emerging markets. 
It predominantly invests in the financial institutions; 
energy and agribusiness, food & water.  

Sweden  Swedfund International AB Swedfund provides risk capital, expertise and financial 
support for investments in the emerging markets of Africa, 
Asia, Latin America and Eastern Europe. 

Sweden Swedish International 
Development Agency (SIDA) 

SIDA is Sweden’s development agency. Its overall target is 
to ensure that those in poverty have the ability to improve 
their living conditions. The agency has a focus on five key 
areas including sustainable development, with a focus on 
developing countries 

USA  U.S. Agency for International 
Development (USAID) 

USAID is the USA’s development agency. One of its key 
focus areas is around environment and climate change. 
Afghanistan and Pakistan are USAID's two largest 
assistance programs but they also provide assistance in 
other developing regions including Africa. The agency has 
funded 227 Environment and Global Climate Change 
projects in Africa.  

USA Overseas Private Investment 
Corporation (OPIC) 

OPIC is the U.S. Government’s development finance 
institution. It mobilizes private capital to help solve critical 
world challenges. It provides investors with financing, 
guarantees, political risk insurance, and support for private 
equity investment funds. Investment funds: support of 
private equity funds in developing nations 

 
 
 
 
 
 
 
 
Local funds 

Green Fund Established by the Department of Environmental Affairs and managed by the 
Development Bank of Southern Africa, the Green Fund contains an initial 
allocation of R800 million to support the transition to a low carbon, resource 
efficient and climate resilient development path delivering high impact economic, 
environmental and social benefits. The fund dispenses funds through various 
thematic windows and invests across one or more project stages through a 
number of instruments 

Industrial Development 
corporation (IDC) Green Energy 
Efficiency Fund 

The Green Energy Efficiency Fund is the result of a partnership between the IDC 
and the German Development Bank (KfW) to fund energy efficiency and self-use 
renewable energy projects. The facility, R500 million in size is only open to 
businesses registered and operating in South Africa for equipment and 
technologies across a range of sectors.  

Drylands Fund  Established by the Department of Environmental Affairs and managed by the 
Development Bank of Southern Africa (DBSA), the Drylands fund is designed to 
promote ecosystem services and sustainable resource management whilst 
ensuring positive socio-economic development. It provides funding for small-

http://www.sida.se/English/About-us/our-fields-of-work/Environment-Climate-Change-and-Sustainable-Services/
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scale projects with a focus on rural areas.  

Eskom programmes  

Rebate Model This programme provides rebates for solar water heaters (between R3280 & 
R8964) and heat pumps (between R3668 & R4320).   

Standard Offer Provides a subsidy for: building management systems; hot water systems; 
industrial and commercial solar water heating systems; process optimization; 
energy efficient lighting technologies; LED lighting technologies. The payout is 
based on kWh savings of new technology and dependant on the type of 
technology.  

Standard Product Replacement of commonly used inefficient technologies with energy efficient 
equivalents. The payout cap is R750,000 and is paid after implementation and an 
auditing procedure has been completed.  

ESCo Funding Provides rebates for energy efficiency projects that achieve savings of more than 
100kW, including Lighting & HVAC; Hot Water; Demand Response; Compressed 
Air; Process Optimisation; and other projects. Eskom supports ESCo projects by 
funding up to 100% of the financial benchmark value for viable energy efficiency 
projects; the benchmark value is between R3.9m/MW and R6.3m/MW.   

Performance contract This involves the bulk purchase of energy savings across multiple sites and 
technologies through contracting with a single Project Developer. Savings 
eligible for payment need to be between 06h00 and 22h00 on weekdays – 
savings outside this period will be compensated at a lower rate. Rates are to be 
determined through a competitive bidding process. The minimum project size is 
30GWh over a three-year period. 
  

Department of Science & Technology  (DST) and the Department of Trade & Industry (the dti) funds  

 
Support Programme for Industrial Innovation 

The product process 
development (PPD) scheme.  
 

For the development of new products (that have not been on the market) by 
small companies (total assets below R5 million and a turnover of less than R13 
million as well as total employees of below 50). Financial assistance provided is 
in the form of a non repayable grant of between 50% & 85% of the qualifying 
costs incurred during the technical development stage with a maximum grant 
amount of R2millon per project.    
 

Matching Scheme The Matching Scheme provides financial assistance in the form of a taxable non-
repayable grant of between 50% and 75% (depending on the shareholding by 
BEE, women and persons with disabilities) of qualifying costs incurred in pre-
competitive development activity associated with a specific development project 
up to a maximum grant amount of five million Rand (R5 000 000). 
Financial assistance under the Matching Scheme is also provided to large 
companies on a 50% matching basis. A large company is as defined in the Small 
Business Act of 2003 or any act replacing it. The incentives for BEE and women 
participation provided under the Matching Scheme do not apply to large 
companies. 
 
 

The Partnership Scheme Financial assistance under the Partnership Scheme is provided in the form of a 
conditionally repayable grant of 50% of the qualifying cost incurred during 
development activity with a minimum grant amount of ten million Rand (R10 000 
000) per project, repayable on successful commercialization of the project. 
 
The Partnership Scheme repayment levy is calculated as the percentage of the 
projected value of sales, paid bi-annually, over a specific number of years 
(typically for 5 years starting at the first year of recorded sales) which will give a 
certain nominal Internal Rate of Return (IRR). The required IRR is periodically 
reviewed and is currently Prime + 3%. The levy percentage and repayment 
period is set at the time of the award. In considering support for a project under 
PII, there should be a clear indication of the causality (additionality) that will 
follow from the support. 
 
The grant recipient may exit from the agreement at any time after the final 
milestone has been reached, subject to the repayment of the support amount 
plus such amount that will yield the IRR referred to above.  
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The SPII Partnership Scheme is based on similar rules as the Matching Scheme. 
There are no BEE incentives under the PII Scheme.  

Manufacturing Competiveness Enhancement Programme (MCEP)   

The MCEP is one of the key action programmes of the Industrial Policy Action Plan 2012/13 - 2014/15. It provides 
enhanced manufacturing support aimed at encouraging manufacturers to upgrade production facilities in a manner 
that sustains employment and maximizes value addition in the short to medium term.  It consists of two sub-
programmes, the Production Incentive and the Industrial Financing Loan Facilities. Only the Production Incentive 
contains a specific low carbon component.  

 Production incentive 
(managed by the DTI) 

The Production Incentive accounts for 80% (by rand value) of the MCEP. Grant 
value is calculated on a ‘MCEP credits’ system, through which up to 25% of the 
manufacturing value added is subsidised. Credits can be applied to any of five 
sub-components of the Production Incentive. One of these is for Green 
Technology and Resource Efficiency Improvement, which is a cost sharing grant 
to support enterprises with green technology upgrades that lead to cleaner 
production and energy efficiency.     

Critical Infrastructure 
Programme (CIP) – managed 
by the DTI 

This is a cost sharing grant designed to improve critical infrastructure in South 
Africa. Between 10% and 30% of total development costs of qualifying 
infrastructure can be covered by the grant. Infrastructure for which funds are 
required is deemed to be ‘critical’ if the investment would not take place without 
the said infrastructure or the said investment would not operate optimally.  
This fund is not specifically for low carbon projects, however, certainly insofar as 
energy supply is concerned, it could theoretically be extended to renewable 
energy projects.   

Technology Innovation Funds (Technology Innovation Agency) 

Industry Matching Fund This fund is primarily aimed at driving technology innovations in companies of all 
sizes. Funding is typically provided as matched funding for a royalty or matching 
loans or preference shares.  

Equity Fund The Equity Fund will invest in fledging companies driving technology innovations, 
which do not have either the capital to match the TIA’s investment or the track 
record and balance sheet to secure loan finance. Funding is typically provided for 
equity, or equity in combination with convertible preference shares.  

Technology Development Fund This fund invests in select high potential projects undertaken by institutions such 
as SCs and HEIs for pre-competitive and end stage research and technology 
development. Applicants are required to contribute at least 20% of the funding.  

Idea Development Fund  This fund provides ‘modest’ amounts of funding to entrepreneurs and small 
companies to assist with: patenting costs, technologies being incubated at any of 
the TIA’s platforms or other infrastructure initiatives, to lower risk of starting 
companies, and/or; enable development of a fundable proposal/business plan. 
Maximum fund transfer is R200,000/transaction, except for funding of intellectual 
property registration and maintenance costs, where the allowable maximum is 
R500,000/transaction.  

 
Source: Adapted from “A private sector view of enhancing private sector access to 
Climate Finance in South Africa” NBI report, unreleased.  
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ANNEXURE 3: Public finance accessible to municipalities 

Since 1994 Intergovernmental Fiscal Relations (IGFR) have been simplified with conditional 
and unconditional grants to municipalities and provinces rationalized, and placed as part of the 
National Treasury’s annual allocations under the Division of Revenue Bill (DORA). These 
include: 

i. Local Government Equitable Share: An unconditional grant to municipalities which is 
formula-based comprising i) basic services component which is poverty targeted as 
determined by annual Statistics SA reviews; ii) institutional component, iii) non-trading 
services, iv) revenue adjustment factor (addresses disabilities in local fiscal capacity), and v) 
a stabilization factor.  Expenditure priorities are determined by municipalities, through the 
municipality’s IDP and Budget processes. 

ii. Regional Services Council Levy Replacement Grants: An unconditional grant to District and 
Metros as a replacement to the previous Regional Service Council Levies.  Similarly, 
expenditure priorities are determined by municipalities, through the municipality’s IDP and 
Budget processes. 

iii. Municipal Infrastructure Grants: These constitute conditional grants for municipal 
infrastructure projects, which are based on specific application made by municipalities and 
justified (according to need) in their Integrated Development Plans (IDPs).  These 
applications are submitted to the National Treasury and CoGTA through the budgetary 
processes (i.e. demand-driven).  

iv. Other conditional grants to municipalities are:  

 municipal water infrastructure grants; 

 public transport which is available mainly to metros and some districts that approved 

transport authorities (with a specific requirement to integrate low emission options) and 

based on an estimate of traffic volumes, demographics and operational structures; 

 Metropolitan Fuel Levy Sharing; 

 Expanded Public Works Programmes; 

 Integrated City Development Grant (a facility available under the Cities Support 
Programme which was launched in 2013/14 fiscal year);   

o Neighbourhood Partnership Grant (demand driven); 

o Integrated Electrification, representing an direct transfer from National Treasury 
with performance monitored by the Department of Energy; and 

o Capacity building for municipalities under the Municipal Support Programme, 
managed by the National Treasury on issues of financial management, the 
Development Bank of Southern Africa for provision of experts to municipalities 
and Department of Cooperative Governance for other ancillary support. 

 
Source: Misuka Green Development 
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ANNEXURE 4: CASE STUDY FINDINGS 

The case studies described below are based on a desktop analysis and interviews with 
project developers and/or custodians within local government. It is not the intention of the 
case study evaluation to express any political, environmental or social views on the 
acceptability of the projects described below. The scope of the evaluation is therefore 
limited to the financial structuring of these projects and how these have contributed to the 
project’s implementation.  

Case Study 1 – Kuyasa CDM Pilot Project   

The Kuyasa CDM Pilot Project was conceptualized and registered between 1999 and 
2005.  It focused on the retrofitting of 2 309 low-cost houses in Khayelitsha, Cape Town 
with solar water heaters43 (SWHs) to provide hot water on demand, insulated ceilings to 
improve the thermal efficiency of the household units and energy efficient lighting to 
provide artificial lighting more efficiently. It was approved in 2005 commencing with ten 
pilot houses, which were adapted so that they could supply baseline data to measure and 
evaluate the benefits of the efficiency system.  The positive results of the study led to the 
implementation of the project in August 2008 and it was completed in October 2010.  The 
systems are expected to be in operation for 21 years.   The project developers are the 
nongovernmental organisation (NGO) SouthSouthNorth (SSN) who provided technical 
advice to the City of Cape Town’s Environmental Resource Management Department and 
Urban Renewal Programme.   

The project budget was approximately R33 million was secured from various sources, i.e. 
the Expanded Public Works Programme through the Department of Environmental Affairs, 
Western Cape’s Department of Housing Provincial Budget and the South African Export 
Development Fund which agreed to cover any budget shortfalls for seven years44. Private 
sector companies provided the solar technology and ceiling insulation material. These 
financial sources principally covered the costs of the SWH, insulated ceilings and compact 
fluorescent lights. Related costs include project management and technical advisory as 
well as CDM application and registration fees. The City of Cape Town does not provide 
any direct budget support to the Kuyasa CDM Project other than ensuring oversight and 
facilitation as required. 

Various financing instruments were used in structuring the project, i.e. 

 Grants from national and provincial government, specifically the Department of 
Environmental Affairs’ Poverty Alleviation Grant; 

 EEDSM grants available from the Department of Energy;  

 Carbon finance through CDM (i.e. selling credits to the British government for the first 
two years of the project implementation) applied towards the maintenance of the 
installed equipment; 

 SWH rebate to offset the capital costs of the units installed; and 

                                                
43

 Project led to the development of new technology.  Kuyasa CDM project and Xstream Geysers designed an open vented 

system- Genergy Low Pressure 110 Liter Solar Water Heater.  Genergy was contracted to supply 1500 units at the start of 
the Kuyasa CDM Project because Solar Water Heaters were manufactured locally.   

44
 DEA was sceptical that the Kuyasa CDM project could be implemented for ZAR 30 million because the original business 

plan DEA received from their appointed supplier argued that the project would cost at least R50 million.  To reduce DEA’s 
reservations, the SAEDF offered to underwrite any cost over the R24 million (US$3.2 million) DEA grant and recover it over 
time in future income from residents and carbon credits.   
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 Revenue streams from charging end-users for services recoverable through pre-paid 
electricity accounts 

 

The Kuyasa CDM Project had unique features, which contributed to its successful 
implementation, these include:  

 Development of holistic long term business model to reduce implementation risks at 
municipal level being i) use of carbon revenue to fund maintenance costs, ii) end user 
fees recovered through pre-paid electricity, iii) community ownership in terms of 
implementation through a Trust structure which implements and secures community 
labour for implementation and iv) ongoing monitoring and evaluation by City of Cape 
Town to ensure continuity of the project (requirement of the CDM);  

 Upfront integration of the delivery of low cost housing with climate objectives and 
economic development (i.e. creation of a SWH industry) to secure political support; 

 Technological innovation around new designs for SWH to satisfy quality specifications;  

 Clear role assigned to intergovernmental partners: Local and National Government: 
City of Cape Town provides input to the project; National Department of Environmental 
Affairs (DEA) requires that maintenance and monitoring be undertaken and the 
Provincial Department of Housing and South African Export Development Fund 
(SAEDF): managed the project with local residents managing the project at community 
level. 

The replication potential of the Kuyasa CDM project lies mainly in the project development 
and community engagement models employed which focused on economic, social and 
environmental outcomes.  Although carbon finance has been used in this project, there is 
apparently an exceptionally limited appetite for further CDM projects in South Africa due to 
the poor state of global carbon markets45. This means that the financial benefit that may 
be derived from carbon credits is at present marginal relative to the upfront and ongoing 
costs of registration.  
 
 

 

 

 

 

 

 

 

 

                                                
45

 According to Thomas Reuters’ Point Carbon, the carbon price closed at 3.30 Euros per CER on Friday, 24 May 2013. 

The EU made a commitment to acquire the certified emission reductions from the least developed countries beyond 2012, 
however there are significant challenges to implementation and a market recovery plan is under discussion 
(www.pointcarbon.com).  

http://www.pointcarbon.com/
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Case Study 2 – Polokwane Energy Efficiency 

Polokwane (Limpopo Province) has experienced significant growth in mining, which has 
placed a significant demand on energy resources in the region.  Given the energy supply 
constraints, the municipality developed a specific strategy within their IDP to reduce 
energy demand in energy consumption and create capacity to support its economic 
growth. As part of this strategy, the Energy Services Department supported by the 
Environment Department within Polokwane Municipality initiated a demand side 
management project to replace lighting and air conditioners in municipal owned buildings 
and streetlights as well as water losses.  

Project funding amounted to R32 million. The municipality provided its own resources for 
the initial study and finances the project management costs as part of the institutional 
costs of its Engineering department.  The capital and implementation costs are funded by 
Department of Energy through a conditional EEDSM grant. This is an intergovernmental 
conditional grant, which follows the current intergovernmental financial transfer processes 
captured in the DoRA. The grants were approved on the basis of the following financial 
management conditions and require the municipality to: 

 Ensure that the grants were implemented for the purposes that it was approved for; 

 Provide the national Department of Energy with monthly progress reports against the 
business plans, and attend by monthly meetings; 

 Include expenditure reports on this grant in the National Treasury standard quarterly 
reports in terms of the MFMA; 

According to the interviewees, there were no major impediments to project implementation 
and they followed the standard procedures available under the MFMA and grant 
application processes. The municipality considered application for climate specific in 2008 
without any success. Further, they recognize that private funding and loans will require a 
stronger municipal balance sheet and the costs of implementing a Section 33 process is 
significant compared to accessing the EEDSM grants (which has a far simpler process).  

Elements of the Polokwane Energy Efficiency project, which may be replicated by other 
municipalities, include the development of a sound business plan to support the EEDSM 
grant application. In the case of Polokwane’s Energy Efficient Project, this included: 

 Energy audits and energy performance evaluation study of all public facilities in the 
municipality’s demarcations targeted for improvements (i.e. street lighting, traffic 
signals, public buildings, water pumping and waste water treatment plants).  

 Efficiency tests on the major energy consuming equipment, recommendations for 
replacing and retrofitting those that are inefficient, and calculations of projected 
benefits.  

 Suggestions for improvements to operating and maintenance practices 

 Financial details on the investment required, including materials and potential service 
providers, expected savings, and payback period.  

 List of the energy efficiency measures prioritized according to the highest rate of return 
on investment and organized into short, medium and long term categories  

 Risk analysis, technical & financial, including the mechanisms that need to be put in 
place to manage and control risks.  

 Implementation plan, including system mapping of the public facilities within the 
municipality to cover size, geographic location, type of technology, etc. 
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 Energy Efficiency Awareness and Communications  

 Skills development for local energy audits, technicians and electrifications 

 Procedures for the monitoring, reporting and verification (MRV) of energy savings  

Additional features of this project, which may be replicated by other municipalities, include 

 Integrating the project into the IDP as core element of the energy strategy;  

 Investing in high level cost -benefit analysis to support the business case for energy 
reduction management, including the upfront capital costs required and potential 
economic benefits to the region;  

 Identifying the appropriate service providers and the need for timely procurement; and  

 Securing the EEDSM grants by regular communication with the Dept of Energy and 
National Treasury. 
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Case Study 3 – eThekwini Landfill Gas to Energy Project (LGEP) 

The LGEP addresses three areas i) management of the landfill, which falls under Waste 
Handling & Disposal, ii) reduction of harmful emissions through the collection, flaring and 
combustion of landfill gas, iii) the generation of electricity from biomass represents a 
source of renewable energy. To date, the project has generated R85 million in energy 
savings for eThekwini and the electricity generated contributes to servicing peak demand.   

 

In 1994 the Cleansing and Solid Waste Unit of the eThekwini Municipality had investigated 
the feasibility of using landfill gas to generate electricity. Technology to implement these 
projects was still immature and the capital cost of equipment very high, which meant that 
the cost of electricity from landfill gas was approximately 66% higher than the cost of 
electricity generated by Eskom’s coal plants.  

At the World Summit on Sustainable Development hosted by South Africa in 2002, 
officials from the World Bank’s Prototype Carbon Fund (PCF) approached the Durban 
Solid Waste Unit because of the Unit’s advanced research collaboration with the 
University of KwaZulu-Natal on the management of landfill gas emissions.  Officials from 
the PCF proposed that eThekwini Municipality develop a landfill gas utilisation project.  In 
2003 the World Bank conducted an assessment of potential investment grade 
environmental projects in South Africa, and the Durban Landfill Gas to Electricity Project 
was selected as an investment project.  The Mayor and the City Manager signed a 
Memorandum of Understanding with the Prototype Carbon Fund (PCF) with the intent of 
exploring a proposed landfill gas to electricity generation project to be registered for 
carbon credits under the CDM.  

Between 2003 and 2010 eThekwini worked with a range of local and international 
stakeholders to develop and operationalize the Landfill Gas to Energy Project at the 
Mariannhill (1MW of electricity) and Bisasar Road (4MW of electricity) sites. Site 
development required the LGEP to be managed as two separate projects due nature of 
the Environmental Impact Assessment (EIA) appeal process. The Mariannhill landfill site 
was used as a pilot to allow the project team to gain experience in the design, procure, 
contract, commission and gain experience regarding operating and managing landfill gas 
management systems at Mariannhill. This experience was in turn applied to the more 
complex and larger scale landfill site at Bisasar Road. 

The total project budget was R120 million over the period 2003 to 2012. The eThekwini 
Municipal Treasury was the primary funder for this project, with the remaining sources and 
instruments for the project emanating from: 

 A 20 year loan worth Euro 5 million (R58 million) with the French Development Bank, 
the AfD (Agence Francaise De Development Proparco) arranged via a long term debt 
financing arrangement through a Section 33 application; 

 Seed funding (grant) from the Department of Energy (DoE) worth of seed funding, 
approximately a million rand per megawatt generated, which was released in tranches 
based on the percentage completion of the project;  

 Critical Infrastructure Grant of R17 million from the Dept of Trade and Industry; and 

 Registration with the CDM to generate carbon credits46 to bridge the relatively higher 
cost of electricity generated from landfill gas. 

 

                                                
46

 The project team has highlighted that the onerous and time consuming process of applying for registration under the 

CDM is more costly than the financial benefit being derived at present. 
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The key financing successes of the LGEP is the way in which different sources of funding 
has been combined at different stages across the project to ensure its implementation.   

 Combining local technical expertise with support from multilateral development 
partners to build the technical proposals, create the business case for the registration 
of carbon credits and ensure that upon implementation, buyers for the carbon credits 
had been secured; 

 Extricating the elements of the project that can be funded using existing public finance 
grants and defining the residual funding to be sourced through commercial and 
development finance institutions;  

 Securing the Section 33 approval by council, for long term commitments (beyond 3 
years) and for the debt in compliance with the terms of section 46 of the MFMA; 

 Developing a demonstration project that enables risk-averse municipal officials and 
financiers to understand the implementation requirements for projects of this nature. 

The eThekwini LGEP project represents an important demonstration of the technology, 
operational and financing challenges to be navigated in order to implement projects of this 
nature. Waste management remains a development critical challenge as predictions from 
the Centre for Scientific Research show that the majority of landfills in South Africa have 
less than a 10 year life span remaining. This means that municipalities will be under 
significant pressure to find alternate sites and seek ways to reduce and utilise the waste 
that currently is sent to landfills (i.e. 19 million47 tonnes of waste was generated by South 
Africa in 2011). Therefore, the LGEP has significant replication potential in current 
development context in South Africa; this potential has been recognized by other African 
countries such as Mozambique, who have approached the eThekwini Municipality to 
share their expertise in setting similar projects in their regions. 

However, a few challenges would need to be navigated in the context of the financing and 
regulatory environment. The project team cited significant difficulties in navigating the 
regulations around renewable energy as it relates to municipal generated projects. These 
would have to be addressed with the requisite authorities, including Dept of Energy and 
National Energy Regulator of South Africa (NERSA) and National Treasury. In addition, 
improvements may be required in terms of how municipalities and their development 
partners engage in long term financing arrangements, providing flexibility for early 
repayment where possible. While the Energy branch mobilised financial partners for its 
long-term renewable energy and energy efficiency programme, they were not able to 
secure internal approvals for such financing which does restrict their ability to implement 
such initiatives at scale. The project also revealed that improvements in the municipal 
budgeting processes such that the technical branches who are more aware of alternate 
sources of finance specific to climate change work more closely with the Municipal 
Treasuries to source funding directly relevant to their programmes. At present, the 
Municipal Treasuries would approach traditional sources of funding such as commercial 
banks, which may not have financing instruments or technical programmes specific to 
climate change. 

The eThekwini LGEP project team indicated there is limited scope for private sector 
participation due to the high operation and maintenance costs of the project. While this 
may be acceptable for demonstration projects, it is important to mainstream climate 
change into the municipalities’ development priorities (and not as “nice to have’s”) to 
attract investment at scale for climate change and the broader green economy goals of 
the country.  

 

                                                
47

 Source: Department of Environmental Affairs, 2011 
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Case Study 4 – Buffelsdraai Reforestation Project 

When Durban was selected as one of the host cities for the 2010 FIFA World Cup, the city 
had started to develop its Greening Durban 2010 strategy.  As part of its green strategy, 
eThekwini Municipality committed to hosting the event in a “climate neutral” manner by 
offsetting the total associated carbon emissions footprint of 307,208 tons carbon dioxide 
(CO2) equivalent. Therefore, eThekwini Municipality decided to initiate a few local natural 
habitat projects while increasing climate adaptation capacity within ecosystems and 
communities.  Separately, the Environmental and Climate Change Protection branch of 
the municipality had been developing a carbon sequestration initiative through the 
reforestation of 520 hectares for the Buffelsdraai Landfill Site.  

The project design included unique community engagement and empowerment elements, 
through Treepreneur Programme (job creation programme) and education campaigns. 
Due to the pressure of a mega-event, the implementation of the Buffelsdraai project was 
fast-tracked.  The project involved the rehabilitation of identified areas, such as farmland 
with limited productive capacity or land that has been invaded by alien plants through a 
reforestation programme.   

In eThekwini Municipality, 757 hectares were earmarked for the Buffelsdraai Regional 
Landfill Site project to create a natural carbon sink.  Approximately 520 hectares were to 
be reforested by the end of the project as the remaining hectares had pre-existing 
woodland and a riverine forest. The project included a community element through its 
Treepreneur Programme and education programmes. eThekwini Municipality was 
reluctant to assign municipal resources to initiate this project, apparently due to a 
perceived lack of importance, poor understanding of the long term developmental benefits 
of projects of this nature and a mindset that a projects’ value should materialize within a 
five year political cycle.  

Similar challenges faced the reforestation programme at Paradise Valley, which was 
inspired by the hosting of climate negotiations’ 17th meeting of the United Nation’s 
Conference of the Parties (COP17) in Durban in 2011. Funding for this project was 
sourced from corporate sponsors and the KwaZulu Natal Province. Once a track record 
had been established after a period of two years, the Buffelsdraai project was assigned 
municipal budget.  The notable successes include trading of 406,676 trees (with 333,023 
planted), creation of 24 full time jobs in the 2011-2012 year, 10 part time and 58 
temporary jobs and 638 treepreneurs (tree growers). Once the area has been fully 
planted, a period of 5-7 years will be required for the development of a forest canopy. The 
project is currently being registered with the Climate Community Biodiversity Standard, 
which will create a structured requirement for monitoring and verification of social, 
biodiversity and carbon sequestration benefits. The project also demonstrated the strong 
connection between human and natural resource systems leading to the Durban 
Community Ecosystem Based Adaptation (CEBA) concept.  

A summary of the project funding for the reforestation programmes within eThekwini are 
supported through the following instruments: 

 Project funding for Buffelsdraai of approximately R15 million was secured through a 
grant from the Danish International Development Agency (DANIDA) which funded the 
first two years of implementation; 

 eThekwini municipal budget allocation for Buffelsdraai only available two years after 
implementation once a track record had been established; 

 Wildlife Conservation Trust was appointed as project implementer and through their 
corporate sponsors additional support for project development enabled project to be 
implemented in its current form and catalysed a further initiative, the Indigenous Trees 
for Life; and 
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 For ongoing reforestation programmes, a grant from the Green Fund of R36 million48. 

Despite the financing challenges to initiate the Buffelsdraai and Paradise Valley projects, 
others have emerged where the Inanda Mountain where local communities are rebuilding 
a 250 hectare coastal scarp forest degraded through uncontrolled fires and high levels of 
natural resource harvesting. It was also selected by the United Nations’ Momentum for 
Change as being among ten projects globally that demonstrate the multiple benefits of 
multi-stakeholder partnerships yielding benefits for local communities and the 
environment. In order to promote replication and expansion of critical ecosystem based 
projects, it is clear that a more sustainable financial model is developed for projects of this 
nature which is currently reliant on grants from bilateral agencies and corporate sponsors.  

Historically, there has been an inability to place a value on the services provided by the 
environment and include these in decision making has resulted in continued ecosystem 
loss and degradation. According to a report issued in February 2013 by BSR49, there is a 
now a growing body of evidence of increased public policy attention to incorporate more 
directly ecosystem services in the government policy and encouraging the private sector 
to develop programmes and projects that support this focus. For example, exploring ways 
to include natural capital (ecosystems) in the Gross Domestic Product and creating market 
mechanisms that to better value ecosystem services, such as a payment for ecosystem 
services50 (PES) programme. This may be defined as8 “payments to undertake actions 
that increase the levels of desired ecosystem services” resulting in better linkages 
between the supply and demand of such services. This in turn may lead to new and 
sustainable financing sources for ecosystem based programmes and projects.  
 
There is substantial work being done and which should be built upon across institutions 
such as the South African National Biodiversity, Trade and Industrial Policy Strategies 
(TIPS) and Centre for Scientific Research among others which may be built upon towards 
a sustainable financing model for ecosystem based programmes as well as the distinct 
linkages with the EPWP programmes (i.e. Working for Water, Fire, Wetlands, etc.).  
 

                                                
48

 Despite the allocation, the project team expressed discontent with the application process of the Green Fund citing 

onerous information requirements, unreasonable deadlines and poor understanding of how to determine the risks and 
benefits of ecosystem based projects. 
49

 Refer report by BSR dated February 2013 http://www.bsr.org/reports/BSR_Ecosystem_Services_Policy_Synthesis.pdf 

50
 Source: http://archive.defra.gov.uk/environment/policy/natural-environ/documents/payments-ecosystem.pdf  

http://www.bsr.org/reports/BSR_Ecosystem_Services_Policy_Synthesis.pdf
http://archive.defra.gov.uk/environment/policy/natural-environ/documents/payments-ecosystem.pdf
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Case Study 5 – Eden Catchment Management 

The project was conceived in the Eden District Municipality, Southern Cape through 
discussions between the Disaster Management Department of Eden District and the CSIR 
in 2005. A key motivation for the project was the impact on short term insurance costs due 
to an increased frequency and intensity of floods, droughts and fires in the region. The 
core objective of the project is to strengthen the municipal planning system (through IDPs 
and Spatial Development Frameworks) leading to the inclusion of climate change into 
development planning, infrastructure investment and disaster management strategies of 
the municipality.   

Short term insurance Company, Santam and CSIR partnered with Eden District 
Municipality to finance a study to assess the impact of climate change on the built 
environment and possible measures to reduce the risks.  The study highlighted the 
following: 

 Increased risks due to climate change particularly between winter and spring, and  

 Changes to land cover induced by human activities and the buffering capacity of 
ecosystems was of equal or greater importance in driving increasing risks. 

The project is currently in the first of a three year Phase 2 cycle which builds on the 
research and interventions identified in Phase 1. The planning tools are in the process of 
being developed, while the rehabilitation and infrastructure projects are in the 
implementation phase.  Initial project funding amounted to R500,000 while $1.65 million 
was sourced for Phase 2 of the project. The financing sources for Phase 2 are cited 
below, all of these sources have provided grants to the project for its further development: 

 $1.65 million funded by through grants from Global Environment Facility and the CSIR 
over three years to design ways in which to mainstream environmental criteria into the 
decision making processes at municipal level (e.g. incorporation of performance 
measures with ecosystem services, linkage of macroeconomic policies with 
ecosystems and biodiversity); 

 Costs of labour for the rehabilitation of natural environment including dunes and alien 
vegetation removal funded through the grants provided by the EPWP’s Working for 
Water and Working for Fire programmes; 

 Technical support for rehabilitation programmes sponsored by Santam and World 
Wildlife Fund; 

 Specific components of the project relating to the investment priorities in the IDP 
addressed infrastructure and its rehabilitation, and the development of a Spatial 
Development Framework is financed through the municipalities and the District 
Municipality. 

 

The project implementers cited the need for support and capacity to prepare an 
application for funding to the Global Environmental Facility (GEF). Assistance was 
required both from National Treasury and the Dept of Environmental Affairs.   

The Eden project has several unique features which have contributed to its being able to 
move from concept through to implementation, specifically:    

 Shaping the argument around increased financial risks due to a failure to respond to 
the climate change which secured the support and buy-in from private sector, in the 
case of Santam it also resulted in a new programme emerging for businesses to 
provide technical support to municipalities (i.e. Business adopt a Municipality”) 
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 Extensive community engagement through consultations and open forums, thus 
channelling the intellectual expertise of Eden’s significant retired population 
comprising scientists and other leaders in their fields;  

The project proponents indicate that generating active participation for the project on its 
own remains challenging and it is essential that the project is linked with other government 
initiatives. Further, the availability of senior government input into the project is limited  
and therefore it will be necessary to have a refined and flexible implementation plan to 
secure political support.  

In terms of improved financing models for a project of this nature, the comments under the 
Buffelsdraai Reforestation Project relating to ecosystem services refer. However, in the 
case of Eden, it is noteworthy that the municipality is working systemically through the 
integration of scientific evidence to identify specific implementation interventions to reduce 
risk. Further, it is accessing the appropriate sources of funding for the project activities, i.e. 
using grant based funds for early stages of project design, development and then 
reverting to the existing intergovernmental and commercial funding sources for 
implementation. As the results of the Eden project are shared across other municipalities, 
a potential challenge may be the financial challenge associated with implementing these 
proposed enhancements to ensure climate resilient infrastructure. This challenge may be 
averted if there is increased incorporation of climate change variables into the planning, 
budgeting and procurement systems between national and sub-national (i.e. provinces, 
districts, municipalities etc.). 
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Annex 5: Figure 7 The project lifecycle: a summary of bottlenecks and successes  

 

 
 

Conceptualisation 
Business Plan 
Development 

Pilot 
Implementation 

Project
Implementation

On-going 
maintenance 

Business Plan  
Approval 

• Collaborate with 
outside players

• Appoint a strong 
project champion 
who can drive the 
project at the 
local government 
level and muster 
support from 
influential donors  

• Limited support 
from executive 
management and 
leadership as 
environmental 
issues are seen as 
anti-development 
and not a priority 

• Use new finance 
mechanisms to 
create savings and 
additional 
revenue flows ( 
e.g. CDM)

• Insufficient 
capacity to 
develop 
innovative  
financing models

• Gain momentum 
for project by 
leveraging high 
profile events

• Start simple to 
gain momentum-
take the easiest 
route 

• Be innovative with 
finance sources by 
integrating 
financial 
instruments from 
many institutions 

• Multiple sign-offs 
result in business 
plans getting 
trapped in the 
system 

• Use risk-free, 
donor funding, to 
make it easier to 
get the project off 
the ground and 
create 
momentum

• Seen as 
experiments and 
hence it is difficult 
to raise money for 
pilots 

• Form a trust to be 
the implementing 
agent for a project 

• Draw on 
community to 
reduce 
operational costs  
by using them for 
admin / 
maintenance 
functions 

• High transaction 
costs  because of  
strict  monitoring 
and valuation 
criteria, especially 
CDM processes

• SCM and Finance 
processes, (i.e.  
budgeting make it 
impossible to 
spend money)

• Importance of 
dedicated team, 
which can 
navigate through 
the system,  to 
take the project 
through from 
conceptualisation 
to maintenance 

• Section 33 of 
MFMA makes it 
difficult to appoint 
suppliers 

• Interpretation of 
MFMA makes its 
difficult to benefit 
from annuity 
sources of income

• Controversy over 
selling municipal 
assets  and 
investing in 
private property Red: Bottlenecks and challenges 

Green: Innovation / Success Factors 


