Module 6

Financing Climate Resilient Urban
Infrastructure




UCRMC Course Overview

Welcome to the Urban Climate Resilientce Masterclass! You are about to start Module 6.
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Housekeeping

Listen

——-\

Listen carefully, follow
along and make your
own notes.

Ask the trainers
guestions or
clarifications at any
time.

Your own experience Is
valuable and we
encourage you to share
It.

Discuss

——-\

7 N

Share and discuss
with others during
exercises, breaks and
reflections.







Why This Topic Matters

This module introduces
participants to climate
finance and helps them
focus on how they can
identify and access
finance for their urban
resilience projects and
Infrastructure.

It provides participants
with a simple Climate
Finance Framework they
can use to think about
where climate finance
comes from, who
provides the money and
how it is delivered to
them.
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It will enable participants
to identify potential
sources of finance and
who they might partner
with to access funds in
the future.

It will enable participants
to explain to funders their
adaptation investment
needs and why they are
Important when designing
finance proposals.



' A; ' :
Mm._w_ﬂw&; >98.c..

[N e,
1 .




Learning Objectives

By the end of Module 6 participants will be able to:

Understand the difference between Identify different types of

(1) sources of climate finance, (2) investments they could make to
actors who deliver finance (3) the build climate resilient infrastructure
financial instruments used to transfer in their cities (e.g. NbS, green
finance, and (4) investments in green transport, housing, drainage

urban infrastructure. infrastructure, waste, etc.).
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|dentify sources of urban Describe the adaptation rationale of
climate finance that they their own projects / investments to
can access in their explain to finance providers their need

country. for climate finance investment.
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Concepts & Definitions

Infrastructure Financing refers to raising the upfront
money required to make an infrastructure investment.
Financing can come from both public and private
sources of finance. It may come in the form of a loan
that needs to be repaid, or as a grant or transfer that
does not need to be repaid.

Climate Finance is local, national or
international money drawn from public, private
or alternative sources that is used to make
iInvestments in mitigation or adaptation actions
that will address climate change. For the
purpose of the UCRMC course, with its focus on
adaptation, climate finance can be thought of as
the additional money required to make a normal
infrastructure investment resilient to the

. . Public Sector is the part of the economy controlled by
impacts of climate change.

governments. Public sector entities such as

governments and their agencies, development banks,

climate funds, state -owned enterprises, etc. provide
finance for climate resilient infrastructure investment.

Financial Instruments refers to the contracts
between institutions, individuals, or parties
which hold monetary value. They are used to
deliver finance from the finance providers to the
finance users or implementors.

Private Sector is the part of the economy run by
Individuals and companies for profit. The private
sector provides finance for investment, often in the
form of loans and debt, which must be repaid by the
borrower with interest that generates a profit for the
private sector lender.




Review Exercise

Across the 6 modules we have learnt many
Important definitions. How many can you
remember? Let's test each other.

> Write down 2 or 3 key words that you
remember from this course (Choose ones
that you know the definition of)

— Pass the key words to the person on
your left

— They must write down the definition to your
key words - if they know it!

— Pass back your paper and see if they got
them correct

— Praise any correct answers and discuss the
definition for any they did not know.

Garissa, Kenya; Photo by Luis Tato, AFP
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Cities need financial resources in order to
Invest in public infrastructure and services.
Climate finance refers to money that can be
used to make investments that will

address climate change.
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As climate change accelerates over the
coming decades, cities will need larger
amounts of finance to make infrastructure
resilient to the impacts of climate hazards,
and to invest in new infrastructure that makes
people resilient to climate impacts.

While climate finance can be used for
adaptation & resilience as well as climate
mitigation, in this course we focus on
finance for adaptation & resilience.




Why Is climate finance
Important?

Globally, it is estimated that USD $4.5p US $5.4
trillion will be required in infrastructure investments
In cities between 2015 and 2030. The World Bank
states that cities will require USD $11 p USD $20
billion per year to support adaptation and make
Infrastructure resilient to climate change.

Developing countries face significant challenges in
accessing climate finance. Many have little fiscal
autonomy and only collect a limited amount of tax
revenue or service charges from citizens and
businesses to raise capital for local development.

Cities need to identify the most effective way to
access capital for resilient infrastructure investment.
This will vary from city to city, and country to country.
It could involve finance provided by domestic
sources or international sources. It can also come
from the public sector or the private sector.




Sources

Sources refer to the

Institution or entity
where climate finance
originates. This could

Include international
agencies, governments,
businesses, individuals

and many others.

Climate Finance Framework

Actors

Actors are the
Institutions,
individuals or
parties who provide,
deliver and use
climate finance.

Financial Instruments

Financial instruments
are contracts between
Institutions, individuals,
or parties which hold
monetary value. They
are used to deliver
finance from the finance
providers to the finance
users / implementers.

Investments

The investment refers

to what type of project,
program,
Infrastructure, service
or other investment
the climate finance is
used for.




Climate Finance Framework
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Governments Grants
International Multilateral Banks Concessional loans Transport g
Climate Funds Guarantees

Intergovernmental transfers

National National government ministries National climate funds
City Treasury Taxes
Municipal City Departments & Agencies User fees

Citizens

Development levies

Private sector

Banks

Institutional Investors
Companies

Households & individuals

Loans
Green bonds
Project finance
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Climate Finance Framework

Sources of urban climate finance

PN
Sources The institution or entity where climate finance originates.
International International climate finance comes from institutions outside your country.
National National climate finance comes from your central government.
Municipal Municipal climate finance comes from your city budget.
. Private sector climate finance comes from businesses, banks, or individuals seeking to make profit
Private sector . . . . .
from green investments. These could be national or international businesses.




Climate Finance Framework

Actors that deliver urban climate finance

AN @@’
&3 ) The institutions, individuals or parties who provide, deliver or use climate
Sources Actors @—@ .
finance.
Governments International finance can be provided by donor governments, development
International Multilateral Banks finance institutions (e.g. World Bank, Asian Development Bank) or climate
Climate Funds funds (e.g. Green Climate Fund).
This could include the Ministry of Finance or other line Ministries (e.g.
National National government ministries Environment, Transport, Public Works) who provide finance for projects in
cities.
City Treasury Municipal finance comes from city budgets. It is often paid for by citizens
Municipal City Departments & Agencies (through taxes and fees) and is distributed by the Treasury or line
Citizens departments.
Banks . : : L :
o . The private sector includes commercial banks and institutions (e.g. pension
. Institutional investors . . . :
Private sector Companies funds) who seek to make a profit by investing in infrastructure projects. It
P o also includes businesses, households and individual investors.
Households & individuals




Climate Finance Framework

Financial instruments used to deliver urban climate finance

PN

Sources

Financial Instruments .

Contracts between institutions, individuals, or parties which hold monetary
value. They are used to deliver finance from the finance providers to the
finance users / implementers.

International

Grants
Concessional loans
Guarantees

Jouf sobujpobm!bdupst!dbo! gspwj ef! g]
repaid or as concessional loans with low interest rates.

Intergovernmental transfers

National governments provide money to cities through direct transfers and

National National climate funds grants. These can come from national budgets or dedicated climate funds.
Taxes L : . :
. Municipalities generate their own revenue from citizens in the form of taxes,
Municipal User fees

Development charges

user fees for infrastructure and services or development charges.

Private sector

Loans
Green bonds
Project finance

The private sector provides loans and debt, charging an interest rate to
make a profit. If cities take on debt they ultimately have to repay the lender
for the cost of borrowing.



Climate Finance Framework

Types of urban climate finance investments
Ay

Investments EE The type of project, program, infrastructure, service or other investment the climate finance is used for.

Transport g Improved drainage of roads (e.g. with grey-green solutions) to improve drainage for stormwater and flooding.

Energy@ Ef.df ousbmj{feltpmbs!fofshz!gps!fofshz!tfdvsjuz! boe!
during heatwaves.

Telecom %‘\ Constructing telecom towers away from flood -prone areas based on climate risk data

Buildings : Cooling solutions for buildings to minimize the impact of heat stress.

Water [Iéﬂ Improved access to safe drinking water in heat-stressed cities.

Waste Improved waste collection to avoid clogging of sewers and drains that heighten the impact of flooding.

/oy
Health & Sanitation & Investments in public health to minimize vector -borne diseases that are increasing because of climate change.

Public spaces [-'H Planting or rehabilitating mangroves and wetlands to protect against coastal erosion and storms.




Experience Share
Open Floor

> Do you have any examples or stories of
finance for urban resilience in your city?

—> Consider the sources, actors,
Instruments, and investments that may
have been involved.

> Raise your hand if you have an example or
story to share with the room.
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Financial instruments for urban resilience investment

This section provides a deep dive into specific financial
Instruments that can be used to make investments in climate
resilient infrastructure in cities.

It focuses on financial instruments that come from national and
municipal sources, since these are the primary sources of finance
that are available to cities.

, Thttar

It also focuses primarily on public sector finance and not private
sector finance , since few Tier-2 cities in developing and middle-
iIncome countries are eligible to borrow from the private sector.

" o

I

The main instruments outlined in this deep dive are

Intergovernmental transfers, grants, concessional loans, taxes, user
fees and development levies.
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Why focus on national & municipal finance?

Own source revenue from national and municipal governments is
the primary source of public sector climate finance in the world. It is
therefore the most likely source for cities to access climate finance
from.

Cities can rarely access international finance , for example, from
International donor countries, multilateral development banks and
climate funds. These are primarily accessed by national
government ministries and agencies. There are very few
International funds that provide direct access to city governments.
Accessing these funds may also take several years, involve very
complicated application procedures, and provide no guarantee that
funding will be provided.
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This course focuses on more immediate sources of finance that
cities can tap into within their own national context . Cities targeting
International finance should work with partners in national
government to develop a financing strategy.
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Why focus on public finance
and not private finance?

Most municipal governments in middle -income countries
are not eligible to borrow directly from the private sector.

They often lack a domestic or international credit rating p
which lenders require to make investment decisions.

The laws that govern constitutional power sharing between
different levels of government often do not legally allow
sub-national governments to take on debt (i.e. borrow from
the private sector).

Though some investment can come from households and
iIndividuals, this amount of finance is much smaller than
private sector investment made by commercial banks,
Institutional investors and companies.

56%

of countries
forbid any kind of
local government

borrowing

93%

of low and lower -
middle income
cities have
sovereign credit

ratings below
international
investment grade




National and Municipal Financial Instruments

Intergovernmental Development
Transfers Levies

Grants &
Concessional Loans




Instrument 01 | Intergovernmental transfers

Intergovernmental transfers are financial
resources transferred from national
governments to subnational governments.

These transfers are usually delivered as grants,
which are funds that do not need to be repaid.
They can be earmarked for a specific
Investment, or they may be unconditional
transfers to be used at the discretion of the
receiving government.

(=
%)
i
o
)
o
D
o
2
S
]
@)
(@)
©
=
@
- =
D -
O
~
>
i®)
@)
']
o
Yo
al




Instrument 01 | Intergovernmental transfers

Case Study | Sponge Cities, China

With rapid urbanization and investment in grey infrastructure
pwfs!tui flgsfw]jpvt!efdbeft-1!Di)]j
of flooding, water contamination and drought.

Jo!3126-!Dijob!t! hpwfsonfoul!'t
Incentivize cities to implement nature -based solutions that
retain water and slow down water-flow to minimize the potential
of urban flooding and conserve water in drought prone parts of
the country. The central government provided intergovernmental
transfers to 16 pilot cities who each received between 400-600
million yuan (US $55-$85 million) to implement sponge city NbS
Initiatives.

The project has resulted in an increase in green space, natural
habitats, and biodiversity and has led to improved water
management.
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Instrument 02 | Grants & Concessional loans

Grants are direct transfers to recipients that do
not need to be repaid. Grants can be
unconditional p where the recipient can choose
how to use the funds. Or they can be
conditional, where the finance provider
earmarks them for a specific purpose.

Concessional loans are loans that are provided
to borrowers at a low interest rate and for a
longer time than would normally be offered by a
commercial bank. Borrowers must pay back
these loans. Not all cities are legally allowed to
borrow, so concessional loans are only relevant
to cities that have borrowing authority.
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Grants and concessional loans can be provided
by different actors, including national climate
funds and national development banks.
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Instrument 02 | Grants & Concessional loans

Photo by Rwandd'Sreet

Case Study | Rwanda Green Fund

The Rwanda Green Fund (FONERWA) was established in
2012 to invest in public and private climate projects. The
Fund mobilizes climate finance from a variety of

sources p both domestic and international p and uses
the money to invest in a variety of sectors across

Rwanda. This includes infrastructure, buildings, cities,
Industries, ecosystem services, energy generation,
energy access, health, food and water security,

transport, and forestry.

RWANDA IS AN IDEAL
FONERWA is administered by the Ministry of DESTINATION FOR

Environment at the national level. It disburses finance as f\REEN |NMESTM7\IT
grants and concessional loans. The Fund has mobilized ".* «.'
US $247 million and financed a total of 46 projects since ;

Its inception.
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Instrument 03 | Taxes

Taxes are mandatory financial contributions to
government, levied at local, regional or national
levels. Taxes are commonly collected on sales
of goods and services, from property taxes and
as a percentage of salaries in the form of
Income tax.

Efgfoejoh! po!uil f!dpvous
arrangements on finance and taxation, different
levels of government will have different
responsibilities for collecting taxes. Cities
generally can only raise some taxesp

particularly property taxes and some sales taxes
or tourism taxes. National governments more
commonly collect income taxes, sales taxes,

and in certain places carbon taxes.
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Instrument 03 | Taxes

Case Study | Medellin, Colombia

Since 2016, Medellin has invested USD $16.2 million
of tax revenue to create 30 green corridors
throughout the city. This has resulted in an
Interconnected 20km network of shaded routes,
Including bike lanes and walkways that provide shade
up! Nf efmmlo!t!djuj {fot]/
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The city has achieved a 23 decrease in temperatures
leading to reduced risk of heat stress. The project
provides additional benefits, including an increase in
biodiversity, reduced pollution, carbon sequestration
and an increase in cycle activity.
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Instrument 04 | User fees

User fees charge people a fee for using
Infrastructure or services.

User fees are most often used to charge the
public for using public utilities like electricity
or water, transportation service, or waste
collection services provided by the
government.

The charges for user fees can be on a peruse
basis (e.g. toll roads), based on
consumption/usage (e.g. for electricity), or as
a flat periodic fee (annual fee for waste
collection).
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Instrument 04 | User fees

Case Study | Waste Collection | Pune, India

In 2008, Pune Municipal Corporation created a public-private
partnership with Solid Waste Collection and Handling
(SWaCH), a seltowned cooperative of informal waste pickers
made up of the urban poor. Under this agreement, SWaCH
provides segregated waste collection services for 500,000

|l pvtfipmet!jo! Qvof -Isfqgsftfo
area.

The business model for providing waste collection services in
Pune uses user fees as its primary source of finance.
Households are charged a user fee between US $0.15 and US
$0.60 per month for their service. The Pune government does
provide some grant finance to SWaCH to support training and
management costs, but otherwise the user fees provide
sufficient revenue to cover the costs of waste collection
services. This has resulted in the Pune government saving US
$7.9 million per year.
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Instrument 05 | Development levies

Development Charges

Land Banking

One-time charges levied on
private companies or people
who are developing land. They
can be collected as a fee from
developers for development
permits, as a fee for connecting
new buildings to city services
(e.g. water, electricity, lighting),
or as a payment for negative
Impacts of development (e.qg.
traffic, noise pollution).

The practice of selling or leasing
city-owned land that is under-
utilized or being held in trust, so
that the municipality can use
that money for investment in
Infrastructure or services.

- ar ar o G G G Gl G G G I GED GEP GEP GED GED GEDP GED GED GED @D a» o
- aeaer o or o o o or o o o G o) Gr G oGP oGP oGP G Gr o ar o o oy
- e aer e or er or e o o o o G G G oG G G G Gr Er ar o o o

GED eEP GEP 5P GEP GED GEP GED GED GED GED GED GED GED GED GED GED GED GED GED GEP GED eI e e

Development levies are a group of instruments that a city can use to raise capital on the development of land:

Value Capture

A tax charged to landowners to
capture the increase in their land
value that has occurred as a
result of new infrastructure being
built p for instance parks, public
transport, community centres,
etc. which increase property
values.
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Instrument 05 | Development levies

Development Charges

One-time charges levied on
private companies or people
who are developing land. They
can be collected as a fee from
developers for development
permits, as a fee for connecting
new buildings to city services
(e.g. water, electricity, lighting),
or as a payment for negative
Impacts of development (e.qg.
traffic, noise pollution).

Case study | Sao Paulo, Brazil

Sao Paulo sells development rights
(known as certificates of additional
construction potential p CEPACS) to

project developers, who pay for

favourable zoning permits. CEPAC
revenue is held in a separate fund
which is used for investment in public

Infrastructure p e.g. to improve

iInformal housing or public drainage.
Sao Paulo has raised over US $1

billion from CEPAC sales.
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Land Banking

The practice of selling or
leasing city-owned land that is
under-utilized or being held in
trust, so that the municipality
can use that money for
Investment in infrastructure or
services.

Case study | Bonifacio City

Part of metro Manila in The Philippines,
Bonifacio City is a 214-hectare land
development designed in 1997. Manila
faces high flooding. Bonifacio City
features an underground drainage
system for stormwater that releases
excess water to nearby rivers. This
urban flooding system was financed
from the US $800 million sale of former
military land where the development
now Ssits.
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Instrument 05 | Development levies

Value Capture Case study | Melbourne, Australia
A tax charged to landowners to
capture the increase in their
land value that has occurred as
a result of new infrastructure
being built p for instance parks,
public transport, community
centres, etc. which increase
property values.
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properties to capture the rising value
of properties as a result from the city
investing in green space. The parks :
charge is used to finance the upkeep |
of urban parks, gardens, trails, !
waterways, and public facilities which |
protect biodiversity, sequester carbon, |
Improve urban air quality and are |
Important places for recreation. !
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