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water as a driver of stranded assets
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water as a driver of stranded assets
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Reputational &
markets risk

Flooding, drought, declining water quality, ecosystem vulnerability,
increased water scarcity and/or stress, and inadeguate
infrastructure.

More stringent water withdrawals and/or discharge permits,
mandatory water efficiency, recycling, conservation, or process
standards, regulatory uncertainty, and higher water prices.

Community opposition, increased stakeholder concern or negative
stakeholder feedback, litigation, and changing consumer behavior.

Data access/availability, transition to water-efficient and low-
water intensity technologies and products — where companies
may be left behind if not adopting these new technologies — and
unsuccessful investment in new technologies.

https://www.cdp.net/en/research/global-reports/high-and-dry-how-water-issues-are-stranding-assets



physical risks: water as a scarce resource
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physical risk: SA is a water scarce country

. 48 BCM is the total volume of rainfall South
Africa receives per year.

. 38 BCM is the total volume of all water
stored in our dams at national level

. 63 BCM is the water we need to meet
demand by 2035.

. 25 BCM is the difference between 38 BCM
in our dams and 63 BCM which we need.

. 25 BCM has to come from desalination,
recycle and reuse of waste water.

Highest
water use
estimate

Lowest
water use
estimate

80 — Total surface + groundwater resources
(accessible with new technology)

60 1T
Total surface resources

(existing technology)

20

| ! I ! !

Water Demand (10°m3yr)(billion m3/yr?)

| |

1965 1975 1985 1995 2005 2015 2025 2035

Source: Pete Ashton, CSIR Science Scope (3)1 (2008:19) Y€ars




physical risks: water as an economic enabler

https://www.stockholmresilience.org/research/research-news/2016-06-14-the-sdgs-wedding-cake.html



physical risks: planetary boundaries
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Scientists note nine planetary boundaries beyond
which we can’t push Earth Systems without putting
our societies at risk:

1) climate change,

2) biodiversity loss,

3) ocean acidification,

4) ozone depletion,

5) atmospheric aerosol pollution,

6) freshwater use,

7) biogeochemical flows of nitrogen and phosphorus,
8) land-system change; and

9) release of novel chemicals.

https://www.stockholmresilience.org/research/research-news/2022-04-26-freshwater-boundary-exceeds-safe-limits.html



physical risks: UN 2023 Water Conference

2023 WATER
CONFERENCE

NEW YORK
22-24

MARCH
2023

Science Based Targets:

1. Climate (Paris Agreement): Science-
based target of 1.5 degrees

2. Biodiversity (Global Biodiversity
Framework): Science-based target of

30% of the planet protected

3. Water: Commitments to translate to a
water science-based target?
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regulatory risks: South African water infrastructure

Funding Gap over next 10 years

Funding Requirement Funding Available _
R 899 billion R 566 billion =

This estimation is based on the following priority needs:

» to provide for the remaining backlog in basic water and sanitation services (at current street tap
service levels);

» to provide for critical refurbishment backlogs (caused by poor maintenance);
» to provide for critical renewals of aged infrastructure;
» the provision for water resource developments identified in the Department’s planning studies; and

« provision of new bulk, connector and reticulation infrastructure to meet the demands of population
growth and agreed water use extensions aimed at promoting economic growth.

@

https://www.gov.za/sites/default/files/gcis_document/201911/national-water-and-sanitation-master-plandf.pdf



regulatory risk: licensing regime

Section 21 Water Use Activity

Potential Water Use Trigger Activities

Section 21(a) taking water from a water resource Abstractions from rivers, boreholes, springs or dams

Section 21(b) storing water Storing raw water (as opposed to polluted water which is
regulated by another Act)

Section 21(d) engaging in a streamflow reduction Afforestation (commercial timber)

activity

Section 21 (f) discharging waste or water containing  Irrigation with waste-water
waste into a water resource through a pipe, canal,
sewer, sea outfall or other conduit

Section 21(g) disposing of waste in a manner which  Construction of septic tanks, soak aways, pollution control

may detrimentally impact on a water resource dams or irrigation with waste-water.

Section 21(c) impeding or diverting the flow of Construction of in-stream dams, bridges or weirs and any
water in a watercourse and section 21(i) altering the development (i) within the outer edge of the 1 in 100 year
bed, banks, course or characteristics of a flood line and /or delineated riparian habitat (ii) within 100m
watercourse from the edge of a watercourse or (iii) a 500 m radius from

the delineated boundary (extent) of any wetland or pan.

L




regulatory risk: case study

Oyster Creek nuclear power station Oyster Creek nuclear power station
USA
Barnegat Bay

. . BARMEGAT BAY
Power station retired eleven years
early in 2018
™ Tighter regulatory standards UPPER BARNEGAT BAY

.- . . WILDLIFE MAMAGEMENT AREA
™M Regulation of effluent discharge quality

[temperature)
™ Ecological aquatic life impact
M Community opposition
]
OYSTER CREEK
NUCLEAR POWER STATION om

https://www.cdp.net/en/research/global-reports/high-and-dry-how-water-issues-are-stranding-assets




regulatory risk: case study

Pascua-Lama mining project

Barrick Gold (Canada) "

Fascua-Lama gold mine
@ Location ChilefArgentina
Huasco River Basin

1S58 billion mining project
permanently stranded

M Water pollution incident

M Increased difficulty in obtaining .
operations permits

W Community cpposition

M Water-related litigation

CHILE
ARGENTINA

PASCUA-LAMA L
MIMING PROJECT *

https://www.cdp.net/en/research/global-reports/high-and-dry-how-water-issues-are-stranding-assets




addressing risks in the legal process

Regulatory risk

e Licensing / authorisations

e Conditions and ongoing regulatory obligations

e Other regulatory requirements (type of investor, investment vehicle, underlying investment)
e Amendments to legal regime

e Regulator intervention

Practical risks

e Physical risks - Water availability, Quality of water resources, Risks of extreme weather
events (floods, droughts)

e Infrastructure risk (e.g. dam failures), governance risks and technological risks
e Reputational risk

L




risk factors

nature of
investor

risk factors

investment underlying
vehicle investment

%
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pension funds — Regulation 28

28. Asset spreading requirements.—Preamble—A fund has a fiduciary duty to
act in the best interest of its members whose benefits depend on the responsible
management of fund assets. This duty supports the adoption of a responsible investment
approach to deploying capital into markets that will earn adequate risk adjusted returns
suitable for the fund's specific member profile, liquidity needs and liabilities. Prudent
investing should give appropriate consideration to any factor which may matenally affect
the sustainable long-term performance of a fund's assets, including factors of an
environmental, social and governance character. This concept applies across all assets and
categories of assets and should promote the interests of a fund in a stable and
transparent environment.

L



Q REPORTING IN RESPECT OF ENVIROMENTAL SOCIAL AND GOVERNANCE (ESG)|

Did the fund align with Sustainable Development Goals

Question Yes No (SDGs) in some way?

Would you say your fund’s annual reports currently

Does the fund have an IPS that includes ESG address the elements contained in the
. N Guidance Motice relafing to sustainability of investments
mtegratn_:n ? and aseets in the context of a relirement fund's IPS?

Does the fund’s IPS include details on how the fund

Questions USREG [INFRA | PE | WM |SOGEG | PT | CSI EV | GBIGH | GR SB Sub
intends to monitor, evaluate, and make strategic &

Which of the Top 3 categ
green/climate assets are cit

fund?

decisions about the ongoing ESG sustainability of the

Which of the following green asset

assets which it owns and which it is intending to acquire? i
allocation apply to the fund?

Does the fund’s IPS include an Active Ownership policy? What is the amount of the fund's
exposure to coal (Includes indirect

exposure)?

Does the fund have a specific policy that supports

T - What is the amount of the fund’s
green/climate investment? exposure to green, social or sustainabilty
themed bonds?

Is the fund exposed to coal mining, coal logistics and/or
coal fired power plants

Abbre

ians

Does the fund have investment in green, social, or
sustainability themed bonds?

- management (G5 SWi
r management (G5 SWM)

Would the fund be willing to commit to reduced exposure
to coal?

Draft Prudential Standard Regulatory Reporting Requirements for Pension Funds.docxPage 107 of 122

Would the fund be willing to commit to increasing
allocation to green and climate-focused investments?

Would the fund be willing to commit to increasing
allocation to investment with positive social impact?

Draft Prudential Standard Regulatory Reporting Requirements for Pension Funds.docxPage 106 of 122




CLIMATE-RELATED RISKS FACED BY THE FINANCIAL SECTOR *

Risks Banking Direct Banking Indirect | Investment Retirement Funds | Insurance
mpacts commen to all financial sectors: Dependence on kocal government emergency response teams;

Physical business intarruption - impacts on value, market position; supply chain interruptions - eg. parts from

ical

nternational suppliers; Disasters create increased social vulnerabilities; Links between climate issues and security
risks; Migration (inward and outward)
) Retirement funds are

= ) Risks to own . ) R .

Fysical risks Land/buildings held | Investments in significant investorsin -~ | Increasing frequency,

ncreased likelihood
of extreme weather
events, fire, flood,
storm damage,

sed level rise, water

facilities; data
centres - business
continuity; new
nvestrments in water
security and water

guality required fior

as security for loans
(e.g. mortgages,
commercial);
Default risk;

mpacts on

land or buildings
impacted;
Dhsaster impact
on viability

of underlying

the urban infrastructure
increasing

vulnerability in some

locations to extremne

weather, SCoEYsIem

guantum of claims;
Declining insurability;
Potential for
COMVErgence
creating black swan

availability xcil agricultural output | investments; and biodiversity events
facilities ’
degradation.
Transition mpacts on creditworthiness, ability to attract investment and secure long-term returns, insurability

Regulatory change
impacts on

business viability

Carbon tax;

Adequacy of

portfolio risk
evaluation,
management and

disclosure

Carbon tax impacts
on fuel and

costs; Regulatory
changes, Border-
tax adjustrnents;
Trade sanctions or
restrictions - eq.

reduced coa EXports

Diminishing
long-term
investment
viability for some
sectors until the
opportunities
focus is taken

Challenge of halding
investrnents to
deliver optimum
results in uncertain
future

Changing floed lines or
high-water levels may
significantly impact
cost of insuring some
properties; Increase in
solvency reguirements
may reduce the
viability of segrents

Consumer/market

change

Consumers pushing
for change (e.g.
anti-fossil fuels); Civi
society or global

pressure;

Changing
COnSUmer
pressures;

Reputation

Short versus
long-term
returns;
Reputation
management;

Delivering optimum
long-term returns;
Mernbers push for

climate-friendly

Likelihood of
decreasing affordability
due to risks increasing;
Pressure groups
pushing for withdrawal

Stranded assets

Reputation management Investment investments of undenwriting for some
management losses businesses (e.q. coal)
Investments .
) Increasing cost of
Assets retired in assets Imvestrnents in )

Assets retired before
end of economic life
creating stranded

nvestments

before end of
economic life
creating stranded

nwestments

that become
unviable
before loan
or investment

periods end

assets that become
unviable before loan
of investment periods

Enda

claims for high risk
infrastructure leads
to assets being

abandoned - creating

social issues

Liability

Directors and
officers liability
nsurance and

disclosure risk

Cost/pricing and attribution of climate-related risks)

Questions re directors’ role and adeguacy of disclosure

Attribution to climate risk challenging; Potent

| of increased litigation regarding negligence or lawlessness

National Treasury “Financing a Sustainable Economy” (




nature of investor

FINANCINGA
SUSTAINABLE
ECONOMY

Technical Paper 2021

Figure 1:

PHYSICAL TRANSITION

LIABILITY

Financial risks from climate change and potential impact

Disruptive technologies
Stranded assets

Changing regulation
/consumer preferences

Extreme weather events

Firms in sectors
affected
by transition

Impact on profits,
changes in credit
valuation

Financial Sector:

Banks, insurers, pension funds,
institutional investors

Changing climatic conditions
Impact on environment, people

Increasing insurance costs

Loss and damages and liabilities
|_arising from inadequate disclosure

J

Physical assets,
agriculture, workers

Lower asset values
Lower productivity

Risks to financial stability

Higher insurance claims
Devaluing of properties
Concentration risk — major events
Portfolio losses
Settlement shocks
Defaults on loans
Job losses / social dependence

National Treasury “Financing a Sustainable Economy” (2021) 5




actions investors should take: assess risks and impacts

negotiation of
agreements

due diligence implementation




due diligence

parameters and purpose of project
— implications of water availability / ESG considerations
quality / quantity

capacity of funded entity / manager regulatory considerations —
to implement requirements licensing / approvals

%
L




negotiation of agreements

Consequences of Representations and Enhanced disclosure and
regulatory change warranties reporting requirements
Governance and Consideration in
: oversight mechanisms investment selection and
Water audits : . )

(eg representation on restrictions imposed by

investment committee) investment guidelines

Incentives / penalties Consequences for breach Clawback mechanism

L



implementation

Ongoing monitoring Enforcement of contractual terms

Dispute resolution

Amendments of agreements where
required






