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In partnership with our implementing partners and funders, Atleha-edu is proud to offer a range of educational
solutions for retirement funds and their members.
Athleha-edu’s initiatives are accredited in partnership with the Batseta Council of Retirement Funds for South Africa.
ToThese
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your are
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in being
solutions
customised
andawarded
include: Continuous Professional Development (CPD) credits for having read this
publication, please provide the required user registration details below:
•
Financial Sector Code (FSC) compliant Interactive and Awareness type consumer financial education programmes;
•
Thought leadership webinars and events;
•
Experiential workshops for deep learning experiences;
•
Customised FSC-compliant consumer financial education solutions.
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To learn more about our offering and to partner with us, please contact us by email info@atleha-edu.org
Our collaborators and funders in financial education and dissemination include:
Alternative Prosperity Foundation, ASISA Foundation, ASISA Academy, Batseta, Old Mutual, WWF-SA and Sanlam.
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INTRODUCING

Sustainable
transport

SOUTH AFRICA-UK PACT

Energy

Sustainable
finance

In July 2020, the UK Partnering for Accelerated Climate Transitions programme (UK PACT)
launched the South Africa-UK PACT country programme to support action on just transition
22 the ten projects that was awarded
pathways and a low-carbon economic recovery. One Pof
UK PACT funding focuses on aligning South Africa’s climate-related financial disclosure
to global best practice. Funded by South Africa-UK PACT, this special edition Atleha-edu
publication provides an overview of climate risk and investment, with specific attention
being paid to the findings of the project as it relates to climate risk and corporate reporting
in South Africa.
ABOUT UK PACT | Supporting transformational climate
change projects worldwide
UK PACT is a unique capacity-building programme running
from 2018 to 2022. This £60 million programme is funded
by the UK Government’s Department for Business, Energy
and Industrial Strategy (BEIS) through the UK government's
International Climate Finance commitment. UK PACT works
in partnership with countries with high emission reduction
potential to support them in implementing and increasing their
ambitions for tackling climate change.
Since 2018, UK PACT has supported 34 projects in China,
Colombia and Mexico and seven skill-shares. The programme
launched in two additional countries in 2020 – South Africa
and Malaysia.
UK PACT COUNTRY PROGRAMMES
UK PACT Country Programmes are delivered by Palladium
International and will fund innovative projects to support
emissions reductions in line with partner countries’ priorities
in China, Colombia, Malaysia, Mexico and South Africa. The key
focus areas for each partner country will be adjusted based on
its needs and sectoral priorities.
These programmes are aimed at supporting achievement
of Nationally Determined Contributions (NDCs) and the longterm goal of the 2015 Paris Agreement to limit dangerous
climate change.

HOW THIS WILL BE ACHIEVED:
•
•
•
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Working with partner countries to improve the
capacity and capability of key institutions to
reduce emissions and foster inclusive economic
growth
Addressing barriers and constraints to clean
growth
Pursuing opportunities for greater climate
ambition

SOUTH AFRICA-UK PACT
UK PACT has partnered with South Africa to support action on
just transition pathways and a low-carbon economic recovery.
As the third largest economy in Africa, South Africa
plays a critical role in economic and policy priority setting
at a continental level and across the Southern Africa region.
South Africa’s long-standing participation in the United
Nations Framework Convention for Climate Change (UNFCCC)
processes creates a solid platform for an impactful and
transformational UK PACT partnership. Moreover, UK PACT
seeks to support climate action that will contribute to the
realisation of other development imperatives in South Africa,
such as job creation and poverty alleviation.
Priority areas of focus for UK PACT in South Africa
are aligned with key national priorities in the just energy
transition, renewable energy, energy efficiency, sustainable
transport, and sustainable finance. UK PACT projects can
contribute to addressing industry-wide constraints, common
metropolitan challenges, and bringing city, provincial and
national level public and private partners together to address
climate priorities.

TEN PROJECTS AWARDED
SOUTH AFRICA-UK PACT FUNDING
The South Africa-UK PACT programme has
awarded a total of over £3 million to ten projects in
South Africa, spanning three priority sectors:
energy, sustainable transport and sustainable
finance. These projects will support South Africa’s
transition to a low-carbon, inclusive, climateresilient economy and society.
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“The goal is to embed the detailed, useful
and timeous disclosure of climate-related
financial risks and opportunities as an
accepted norm in South Africa, mirroring
the experience of international markets
like the UK and EU.”
– Brent Cloete, Project Lead, DNA Economics.

Total funding
over £3m

The awarded projects were selected through a competitive
process and respond to the technical assistance and capacity
building needs of national, provincial and municipal
government stakeholders. The projects will be implemented
by a range of local and international organisations from
the private and non-governmental sector, civil society and
academia. Most of the organisations leading the projects will
work with partners.
In the energy sector, UK PACT will be contributing to a just
and clean energy transition. The six selected projects will work
to support the implementation of higher energy efficiency
standards in buildings, the uptake of renewable energy and
the development of alternative clean fuels, such as hydrogen,
and the design of pathways to a just energy transition. This
will involve working closely with business and civil society to
ensure that this transition is equitable and leads to inclusive
and sustainable livelihoods.
In the sustainable transport sector, UK PACT will support
the policy framework set out in South Africa’s Green Transport
Strategy, and South Africa’s transition towards electric vehicles
and low-carbon mobility.

In the sustainable finance sector, UK PACT will help
drive access to green finance and the scale up of
sustainable investment in South Africa through
transparency and climate-related risk management.
Two projects were awarded funding in this sector, one
being led by DNA Economics, the details of which are
being shared in this publication.

ABOUT THE PROJECT | Climate Risk Analytics
for Sustainable Investment
There is growing evidence that climate change threatens the
value of investments and the stability of financial systems and
economies. This has increased demand internationally for the
disclosure of information to enable the risks and opportunities
linked to climate change to be factored into investment
decisions. South Africa has a proud reputation as one of the
best markets for integrated reporting on environmental, social
and governance (ESG) issues in the world. Given the necessary
knowledge and tools, the South African financial sector could
rise to the challenge and quickly become a global leader in the
disclosure of climate-related financial information.
A consortium of local and international companies,
led by DNA Economics and including The Green House,

The Task Force on Climate-Related
Financial Disclosures
The Task Force on Climate-Related Financial Disclosures
(TCFD) was established by the Financial Stability Board
(FSB) in 2015. The TCFD recommendations on climaterelated financial disclosures are widely adoptable
and applicable to organisations across sectors and
jurisdictions. They are designed to solicit decisionuseful, forward-looking information that can be included
in mainstream financial filings.
The recommendations are structured around
four thematic areas that represent core elements of
how organisations operate: governance, strategy, risk
management, and metrics and targets.
Download the TCFD recommendations report here:
https://bit.ly/3i5O7IE
SOURCE: TCFD

WWF-SA, Six Capitals Advisory, and Vivid Economics, has
received funding from UK PACT to support local investment
managers and pension funds to better understand the climaterelated financial risks and opportunities they face. The project
is being implemented under the guidance of ASISA, Batseta
and the JSE. (See pages 6-7 for more information on the
partner consortium for this project.)
The project aims to 1) explain why climate-related financial
disclosure is important, 2) address barriers that currently
prevent disclosure, and 3) quantify the impact that efforts
to combat climate change could have on the value of South
African listed equities. Ultimately, the goal is to generate
detailed, useful, and timeous information on climate-related
financial risks and opportunities to enable asset managers
and asset owners to consider these factors when making
investment decisions. All project information, tools, guides,
templates etc. will be open source and publicly available.

REFERENCES
UK PACT |
https://www.ukpact.co.uk/country-programme/south-africa
DNA Economics | http://www.dnaeconomics.com/
TCFD | https://www.fsb-tcfd.org/

LEARN MORE
To learn more about this topic, please visit our website
www.atleha-edu.org or contact us on 021 851 0091 to find out
more about our educational workshops and events.
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INTRODUCTION
TO CLIMATE RISK

overview

The effects of climate change will increasingly have a direct
impact on the financial returns and sustainability of companies,
which is why it is becoming imperative for both corporates and
investors to integrate climate-related risks into their strategic
and operational processes. In this vein, companies are also
becoming increasingly obligated to report on their climate risk
exposure to their investors and other stakeholders – such as
regulators or government, clients and employees.
Furthermore, climate change presents a number of material
risks for both corporates and their investors, and companies
need to provide information as to what these potential
material risks are and how they will be managed. Insufficient
information about climate risk from companies can lead to the
mispricing of assets, misallocation of capital, and asset price
bubbles, presenting additional risk to companies, investors and
society at large.
The potential financial consequences of climate risk are
often debated in terms of ‘stranded assets,’ or those assets no
longer able to generate income as a result of such assets being
retired before the end of their useful (financial) life. The value
of global financial assets at risk from climate change has been
estimated at $2.5tr by the London School of Economics, and
$4.2tr by The Economist Intelligence Unit. But stranded assets
are only part of a complex range of climate risks — each of
which also creates its own opportunities.

ALSO READ
For more information on some of the issues discussed
in this article, you can read The Emerging Importance
of the TCFD Framework for South African Companies and
Investors here: https://bit.ly/3uQBIem

Types of climate risk
The risks that are related to climate change can be classified
according to two broad categories: physical and transition risks.

•

Physical risks relate to the physical impacts that can come
about as a result of climate change.
Transition risks are those risks that arise as a result
of the transition to a low-carbon economy, spurred on
either by regulation or changing consumer preferences.

Climate change increases the frequency, intensity and
unpredictability of physical risks, such as extreme weather
events. The short-term financial implications of these events
include damage to property, infrastructure, livelihoods and
even loss of lives. Longer-term effects include reduced
agricultural productivity as a result of temperature changes,
and threatened marine ecosystems as a result of warmer and
more acidic oceans.
Transition risks arise when financial institutions fail to
incorporate the gradual shift from carbon-intensive to greener
business models into their planning, which could result in
the risk of having stranded assets in their portfolios. As the
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•

•

•

Climate change has the potential to cause many disruptions to the financial system. It
can significantly change the risk-return profile of companies as their operations become
increasing vulnerable to the impacts of climate change and efforts to combat it. This
introductory article illustrates that, just as with other risks, companies and investors need
to assess, track and manage climate risks for their long-term resilience and sustainability.

•

CLIMATE-RELATED FINANCIAL DISCLOSURE
SPECIAL EDITION

transition to lower-carbon economies progresses, carbonintensive companies are likely to suffer from reduced profits,
operational and/or regulatory disruptions to their operations, as
well as reduced investor interest. As more companies, sectors
and markets are negatively impacted by both physical and
transition climate risk, this could cause strain on the financial
system as a whole, resulting in job losses, as well as increased
levels of poverty, inequality, economic and political instability.
Further impacts of climate risk:
•

•

Secondary: knock-on effects of physical risks, such as
falling crop yields, resource shortages, supply chain
disruption, as well as migration, political instability or
conflict
Policy: financial impairment arising from local, national or
international policy responses to climate change, such as
carbon pricing or levies, emission caps or subsidy withdrawal

Liability: financial liabilities, including insurance claims
and legal damages, arising under the law of contract, tort
or negligence because of other climate-related risks
Reputational: risks affecting businesses engaging in, or
connected with, activities that some stakeholders consider
to be inconsistent with addressing climate change
Market: input and product markets will evolve as the cost of
GHG emissions are internalised and consumer preferences
for carbon-intensive goods change

Why climate risk is important to investors and stakeholders

Atleha-edu
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insurers need to incorporate this risk into the pricing of their
premiums. Additionally, because climate risk affects the value
of their investments and assets (which are required in order
for the investment returns needed to make pay-outs to clients),
it is therefore of critical importance for insurers’ longevity to
understand and manage climate risks, from both a client-risk
and investment-risk perspective.
Beyond corporates and investors needing to understand
climate-related financial risks, climate risk is also a material
consideration to a wide variety of other stakeholders.
Stakeholder

Description

For asset owners, climate risk can be an important determinant
of which companies to invest in. Since climate risk affects all
companies, those that do not take climate risk into account
pose a threat to investors’ long-term risk-adjusted returns. This
also signals that these companies have not taken into account
all the risks that they are susceptible to. It therefore becomes
prudent for investors to avoid such companies and rather
invest in those that have rigorously factored climate risk into
their activities. For asset managers, ensuring the best possible
returns for their clients falls within the ambit of their fiduciary
responsibility. Since climate-related risks are likely to have an
increasing influence on these returns, asset managers need to
take these risks into account for the sake of their clients.
Keeping track of climate risks is also important to banks
and insurers. As the main lenders to corporates, banks are
exposed to the same risks as their debtors. Climate-related risks
have the ability to influence whether or not companies will be
able to repay their debts. Banks need to analyse the ways in
which these climate-related financial impacts may impact their
clients’ risk profiles. As the security net for the financial system,
insurers need to be prepared for any event where clients could
make significant claims on their policies. Since climate change
has the potential to bring such claims about and increase the
frequency of these claims due to floods, droughts, fire etc.,

Regulators

Interested in the financial implications of
climate change on companies, as well as how
these companies disclose these expected
impacts. This is because these impacts can be
large enough to threaten financial stability.

Civil society

Can use climate-related disclosure to hold
financial institutions accountable for how
their operations contribute to climate change.
These disclosures can also assist them in
engaging with institutions that are resistant
to the transition to a low-carbon economy, as
well as help them to measure how effective
the institutions’ management systems are.

GLOSSARY

Labour

Climate risk

The risks to a company’s profits and
resilience as a result of the impact of
climate change (and efforts to contain
climate change) on its operations.

GHG emissions

Emissions of carbon dioxide, methane
and other gasses that trap heat in the
atmosphere and contribute to climate
change.

Low-carbon
economy

An economy where GHG emissions are
kept as low as possible, ideally net-zero,
and GHG emissions are priced at their
true externality costs.

Net zero
emissions

The sum of all CO2 emissions from human
activities must be zero by 2050 to contain
climate change to manageable levels.

Physical risk

Damage to land, buildings, stock or
infrastructure owing to physical effects
of climate-related factors, such as
heat waves, drought, sea levels, ocean
acidification, storms or flooding.

Transition risk

Financial losses arising from disorderly or
volatile adjustments to the value of listed
and unlisted securities, assets and liabilities
in response to climate-related risks.

Governments Climate-related information is a useful
aid in helping them develop the policies,
frameworks and regulations needed to reach
net zero carbon emissions. Additionally,
governments are relied upon for financial
and social services support when natural
disasters occur, which can be very costly. It
is therefore in governments’ best interests to
mitigate the advancement of climate change
risks to both the economy and society.
Since employment and livelihoods can be
impacted by the transition risks of climate
change, and labour organisations are tasked
with fostering employment and social
protection for workers, climate risks are
material to labour stakeholders. Additionally,
the impacts of climate change can put
labour’s retirement savings at risk due to
potential negative investment returns on their
retirement funds’ underlying investments.

REFERENCES
•
•
•
•
•
•

DNA Economics: The State of Climate-related Financial
Disclosure in South Africa. South Africa-UK Project Report
Africa-UK PACT Report
Vivid Economics: Climate-related disclosures for financial
Institutions. South Africa-UK Project Report
Six Capitals & WWF: The Emerging Importance of the TCFD
framework for South African Companies and Investors
GreenBiz: What does ‘climate risk’ actually mean?
(Joel Makower)
EY: Climate change – the investment perspective

LEARN MORE
To learn more about this topic, please visit our website
www.atleha-edu.org or contact us on 021 851 0091 to find out
more about our educational workshops and events.
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CLIMATE RISK ANALYTICS FOR SUSTAINABLE INVESTMENT
In July 2020, the UK Partnering for Accelerated Climate Transitions programme (UK PACT) launched the South Africa-UK PACT country programme to support
action on just transition pathways and a low-carbon economic recovery. One of the ten South African projects that was awarded UK PACT funding is being led by
DNA Economics in partnership with The Green House, Six Capitals ESG Advisory, WWF South Africa and Vivid Economics.
This 12-month project seeks to address barriers to analysis and reporting of climate-related financial risks and opportunities in line with the Recommendations
of the Financial Stability Board’s Task Force on Climate-related Financial Disclosures (TCFD), which aims to improve and increase reporting of climate-related
financial information.

DNA ECONOMICS

THE GREEN HOUSE

VIVID ECONOMICS

WWF-SA

Founded in 2004, DNA Economics is a specialist
economics and development consulting
company that offers a unique combination
of business, strategy and policy skills. DNA’s
services are based on extensive regional and
international experience, sound economic
analysis and quantitative techniques and
unique insights into the business and policy
environment in Africa. DNA is a black economic
empowered firm as defined within the B-BBEE
Act (2001) and complies fully with the B-BBEE
codes. DNA Economics is a proudly Level 2
B-BBEE contributing enterprise.
DNA Economics combines its specialist
skills in international trade, public policy
and regulation, competition economics, and
climate change economics in order to analyse
complex economic problems. DNA’s experience
in regulatory impact assessment, policy and
strategy advice, cost-benefit analysis, strategy
and detailed sector studies – in addition to its
climate change economics capabilities – equips
it with the ideal set of skills to provide policy
advice on mitigation and energy issues.
DNA is leading the South Africa-UK PACT
project on climate-related financial disclosure
reporting in South Africa.

The Green House is a sustainability consulting
firm based in Cape Town, with more than 30
years of collective experience working on a range
of energy, climate change and sustainabilityrelated projects. Our work has spanned Africa,
Latin America, India and Europe.
Our consulting team’s strength lies in our
engineering background and strong quantitative
skills, which – together with our environmental
grounding and experience – affords us an
in-depth understanding of the complexities
and implications of moving towards more
sustainable operations. Our skillset includes:
technical research and analysis; surveys and
data collection; stakeholder engagement and
workshop facilitation; strong quantitative
assessment and modelling skills in a variety
of platforms; life cycle thinking and life
cycle assessment; systems thinking; multicriteria decision analysis; energy auditing and
environmental and sustainability assessments.
The team has undertaken a number of
studies using the analytical tools and approaches
required for the South Africa-UK PACT
project, and are well versed in TCFD reporting
requirements.

Founded in 2006, Vivid Economics is a
leading economics consultancy with a broad,
international focus. With offices in London,
Amsterdam and Washington DC and more
than 120 employees, we offer strategic advice to
support public policy and commercial decision
making for our clients around the world. Our
mission-driven work spans a wide range of
sectors and themes, and we pride ourselves
on the depth of our expertise, the rigour of our
analytic tools, and the flexibility of our approach
to making change happen. Our global experience,
combined with an array of policy experts from
around the world, gives us key insights into
emerging best practice in sustainable finance.
We have over 14 years of experience in assisting
financial institutions with carbon accounting,
sustainability disclosures and quantification
of finance emissions. Our ability to deploy
deep expertise has led to the development of
world-leading models and methodologies and
first-of-a-kind solutions grounded in robust
economics.

WWF is one of the world’s largest, most wellrespected
and
experienced
conservation
organisations – with over 5 million supporters
and a global network active in more than 100
countries. In South Africa, WWF-SA focuses on
freshwater, food/sustainable agriculture, marine
resources, protected area expansion, wildlife and
climate/energy issues.
WWF has worked with the finance sector for
more than a decade via innovative collaborations
that seek to integrate ESG (environmental,
social and governance) risks and opportunities
into mainstream finance so as to redirect
financial flows to support the global sustainable
development agenda.
WWF-SA and Six Capitals have established a
strategic partnership to support the integration
of environmental issues in investment decision
making by South African investors, which has
resulted in a number of donor-funded multistakeholder projects aligned to sustainable
finance to date. The partnership seeks to provide
vital assistance to the South African investment
industry in assessing environmental risks and
transitioning towards long-term environmental
sustainability.

Six Capitals Advisory, a division of Alternative
Prosperity, provides advisory services which
support our clients in developing sustainable and
responsible business models seeking to achieve
both social and environmental positive impacts.
Alternative Prosperity has been operating since
2009, serving some of the largest and most
influential organisations in the Southern African
financial sector.
We specialise in supporting various local and
international clients with general ESG-focused,
as well as TCFD-aligned, research, training,
awareness raising and workshop facilitation.
Our team has significant industry expertise
and in-depth technical knowledge relating to
various industry codes of best practice and
regulation, including, among others, TCFD;
United Nations Principles for Responsible
Investment (UN PRI); Code for Responsible
Investing in South Africa (CRISA); the B-BBEE
Act; King IV; IFC Performance Standards;
Global Reporting Initiative (GRI); Sustainable
Development Goals (SDGs); and sustainability
and integrated reporting (<IR>).
Six Capitals is a proudly Level 2 B-BBEE
contributing enterprise.

www.wwf.org.za

www.sixcapitals.co.za

www.dnaeconomics.com

www.tgh.co.za

www.vivideconomics.com

SIX CAPITALS

For more information on South Africa-UK PACT and the projects that are being funded in South Africa, visit www.ukpact.co.uk/country-programme/south-africa
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"South Africa will need to use its climate finance strategy to support the
local financial sector to develop a competitive advantage in accessing
and channeling climate finance."

KEY SOUTH AFRICAN GUIDELINES/FRAMEWORKS/REGULATIONS FOR MANAGING CLIMATE RISK

CLIMATE RISK AND
INVESTMENT
overview
In order to meet South Africa’s commitments to the Paris Agreement on Climate Change,
the financial sector will need to play its part. This requires the reallocation of capital,
mobilising new financial resources and re-aligning existing public and private resources
strategically over the short, medium and long term.
In November 2016, South Africa’s parliament formally endorsed
the Paris Agreement on Climate Change. As such, South Africa
has formally committed to reducing its greenhouse gas (GHG)
emissions to less than 2°C above pre-industrial levels. In order
for South Africa to meet these goals, the financial sector must
consider the role it can play in reducing the country’s GHG
emissions, and building resilience.
There are existing governance frameworks in place
that are aimed at supporting the investment community
in improving its climate-related financial disclosure levels.
These frameworks also set out the financing opportunities
available to South African investors in order to facilitate the
drive towards sustainable finance practices. This includes the
upscaling of climate finance; addressing the market barriers
to sustainable finance; and the implementation of climate
risk management best practices. This article focuses on these
existing frameworks and how companies and investors need
to manage climate-related risk.
Climate risk and governance
South Africa warms at double the global average. As such, it
has a high level of exposure to the physical impacts of climate
change. Subsequently, the effects of climate change on the
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global and South African financial sector will be potentially
significant, if not effectively mitigated.
Risks posed to financial institutions as a result of climaterelated risks can include:
•
Physical risks due to extreme weather;
•
Transition risks due to disruptive technologies, changing
regulation, consumer or market preferences; and
•
Liability and disclosure risks as a result of loss and
damages, rising insurance costs, director’s liability and
disclosure failures.
In June 2021, the District Court in The Hague issued a
landmark ruling against Royal Dutch Shell (Shell) in the case
brought by Dutch environmental organisation Milieudefensie.
The ruling makes it clear that non-state actors have concrete
obligations to help meet the Paris Agreement targets. Going
forward, private institutions could likely face increased legal
action if they do not abide by the same rules that countries
adhere to under the Paris Agreement.
In recent years, South Africa’s financial sector has put in
place a number of guidelines, frameworks and regulations
aimed at overseeing the governance and management of
climate-related risks. (See table alongside.)

Guidelines/frameworks/regulations for
climate risk management

How it seeks to address climate risk

•

Financial Sector Conduct
Authority (FSCA) Guidance Note on
Sustainability of Investments

Provides guidance relating to sustainability of investments and assets in the
context of a retirement fund’s investment policy statement. (See p.20 for an
overview of this Guidance Note.)

•

Regulation 28

Regulation 28 of the Pension Funds Act (PFA) requires pension fund trustees to
explicitly consider ESG factors when making investment decisions.

•

National Treasury Sustainable
Finance Technical Paper

Aims to develop technical guidance and standards for climate-related disclosures
in line with the recommendations of the TCFD for the South African financial
sector. The project also seeks to develop a benchmark climate risk scenario for
use in stress tests by the sector.

•

National Treasury Sustainable
Finance Handbook

Aimed at progressing some of the recommendations set out by National
Treasury’s Sustainable Finance Technical Paper.

•

National Treasury Green Finance
Taxonomy

Aimed at minimum criteria for assets, projects, and sectors that are eligible to be
defined as ‘green’ in line with international best practice and national priorities
while addressing climate change and other environmental priorities. It also seeks
to reduce social risks and enhance social impacts.

Other guidelines/frameworks/regulations
for climate risk management

How it seeks to address climate risk

•

Code for Responsible Investing in
South Africa (CRISA)

Developed to encourage institutional investors and service providers integrate
ESG issues into their investment decisions.

•

King Code of Corporate Governance
(King IV) ™

Requires that governing bodies demonstrate thinking that integrates economic,
environmental and social aspects into value creation strategies and operations.
To give effect to the Code, organisations should establish corporate governance
structures to provide oversight with respect to financial, manufactured,
intellectual, social, human and natural capitals.

•

JSE listing requirements

As part of the JSE’s listing requirements companies are required to incorporate
the King IV™ principles into their business practices.

•

UN Principles for Responsible
Investment (PRI)

PRI focuses on signatories’ actions in relation to environmental, social, and
governance (ESG) issues. TCFD-based reporting became mandatory for PRI
signatories in 2020.

Climate risk and strategy
According to National Treasury: “Addressing both climate
change and South Africa’s development agenda will require
the reallocation of capital, the mobilisation of new financial
resources and the strategic realignment of existing resources
(public and private) over the short, medium and long term.”
South Africa will need to use its climate finance strategy
to support the local financial sector to develop a competitive
advantage in accessing and channelling climate finance. In
other words, the focus should be on greening the financial sector
as a whole, and not just developing a climate finance niche.
The core to achieving the above-mentioned objective is
identifying current climate finance opportunities in South
Africa to enhance existing investments, as well as identifying

potential opportunities to facilitate the scaling up of climate
finance. Key South African climate-related opportunities lie
within the following five growing sectors: clean energy, lowcarbon transport, smart water, circular economies and smart
agriculture.
The biggest climate-related investment opportunities in
South Africa currently lie within its energy sector, as around
80% of South Africa’s GHG emissions originate from this
fossil fuel-dependent sector. As South Africa transitions to a
low-carbon economy, there will be considerable investment
required in the renewable energy sector in order to meet our
Paris Agreement goals. In particular solar and wind energy,
hydropower, hydrogen and biofuels.>>
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BARRIERS, CHALLENGES AND INHIBITORS TO CLIMATE FINANCE
IN SOUTH AFRICA

1

2
Lack of established taxonomy
Complicates accurately tracking
and aggregating climate finance
flows.

South Africa’s current coal-based energy sector also
requires significant investment to meet a growing gap in energy
demand of the country, which is most pressing, given the
rolling blackouts or ‘load shedding’ by Eskom in 2021. Another
area in the energy sector that will also need to be aligned with
South Africa’s low-carbon objectives includes liquid fuels. As
such, South Africa has the capacity to absorb large amounts
of climate finance in the electricity supply sector. Within
the private sector, opportunity lies in the adoption of new
and innovative products and service offerings to modernise
existing operations to make them more energy-efficient and
less emissions-intensive. This involves the development of
new technologies to enable this.
Climate risk and risk management
“In order for South Africa to transition to a low-carbon economy
to meet our Paris Agreement commitments, it is imperative that
we do so in a just and socially inclusive manner as to ensure
that the country’s most vulnerable do not get left behind, as this
will be the segment of the population affected most heavily
by climate change.” – South Africa’s Intended Nationally
Determined Contribution (INDC).
This will require the local financial sector to build resilience
through, among other things, effective risk management. And
in order to practice effective risk management, institutions
will need to integrate environmental, social and governance
(ESG) factors into their risk management systems.This will
necessitate three key actions from institutions:
1.

2.
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The financial sector will need to build greater capacity
and knowledge around matters related to ESG risk
exposure more broadly, but with a particular focus on
climate risk;
Financial institutions will need to spur on the
reallocation of capital to sectors that will catalyse

3.

greater positive impact, as well as raise new funds
that are dedicated to the transition to a low-carbon
economy; and
Increase their level of disclosure around ESG
performance in order to help identify and mitigate
existing and new ESG risks.

Although climate finance has gained some momentum in
South Africa in recent years, there are still several barriers,
challenges, and inhibitors holding back growth in the climate
finance space, as shown in the accompanying graphic.

4

3

Lack of awareness & expertise
Both public and private sector
players not aware of how to
systematically track their financial
flows.

5

Lack of standardised reporting
Currently there is a lack of effective
monitoring, evaluation (M&E) and
reporting standards.

Limited project preparation
funding
Prevents early-stage climate
projects from reaching bankability
in sectors that are less understood
and perceived as risky.

Climate financing not linked to
climate goals
Lack of explicitly linking climate
finance requirements to mitigation
and adaptation needs.

6

High transaction costs
Results in many small or long-term
projects going unfunded since
transaction and due diligence costs
are often viewed as too high when
compared to deal size.
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Regulation and policy challenges
South Africa's current policy void
around key matters, such as lack of allencompassing national policy for a greener
economy, industrial policy and the structure
of the financial system, often result in costly
delays for investors and projects.

8

Household-level climate finance is
insignificant
South Africa's current retail investments
in, and demand for, climate products
is very small due to various factors,
such as a regulatory environment that
generally currently doesn't encourage such
investments.

LEARN MORE
To learn more about this topic, please visit our website
www.atleha-edu.org or contact us on 021 851 0091 to find out
more about our educational workshops and events.

SOURCE: Adapted from Cassim et al., 2021
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WHAT MUST PENSION FUNDS DO?
At the very least, pension fund boards must:
WHY PENSION FUNDS MUST INVEST RESPONSIBLY FOR CLIMATE RESILIENCE

WHAT IS THE
PROBLEM?

WHY ARE PENSION
FUNDS IMPORTANT?

Climate change poses a systemic risk to
people, the environment and the economy.

Pension funds are influential actors in our financial
system. Their decisions have broad impacts on society,
and they are bound by strict duties and responsibilities
to consider the nature of those impacts.

Temperature increases above 1.5°C have the potential
to change life as we know it in South Africa completely.

Climate change may pose serious financial
risks to pension investments in the short,
medium and long term.

The Paris Agreement on climate change recognises
that there is an urgent need for a fast and just
transition to a resilient low-carbon economy that will
drive job creation, reduce inequality and build social
stability.

At the same time, the transition to a low-carbon
economy presents significant investment
opportunities that can help to mitigate the broader
economic risks posed by climate change and boost
pension funds’ long-term returns.

But this will not happen without urgent
collaborative action from all of us.

ClientEarth and Just Share NPC commissioned a legal
opinion from Fasken, written by SA’s top pension lawyers,
which makes it very clear that South African pension fund
boards are legally required to consider climate risks in
making investment decisions.

In South Africa, our law supports strong action by
institutional investors like pension funds to tackle
climate change and drive inclusive economic
prosperity.

But pension funds have not yet risen to
the challenge: they need to do much more,
much faster.

We’ve written to pension fund boards across SA
setting out the findings of the legal opinion, as well as
steps that pension funds must take now to make sure
they are complying with their legal duties.

Ensure that they are
“climate competent”, i.e.
take appropriate advice,
analyse and fully understand
the climate risks and
opportunities in relation to
their funds.

Assess the carbon footprint
of their fund’s portfolio, and
identify investments which
are vulnerable to climate
risk and those which can
contribute to a just transition
to a low-carbon economy.

Develop a clear climate
policy which explains the
fund’s understanding of
climate risk, and how the
board identifies and
manages it.

Communicate this policy
to asset managers and
consultants who manage
the fund’s investments on
its behalf, and make sure
that they are appropriately
mandated and incentivised to
implement the policy.

Pursue active stewardship
and engagement with
companies in high-carbon
sectors, including by setting
clear voting policies and
engagement escalation
timelines; and regularly
disclose to members how they
are managing climate risk.

Develop an investment
strategy with clear,
measurable targets
to remove portfolio carbon
risk and leverage low carbon
opportunities.

HOW DOES THIS AFFECT YOU?
The savings of millions of South Africans are invested in pension funds which must sustain them in retirement.
Pension fund boards who manage these savings are doing so on behalf of workers, communities and beneficiaries
who all have an interest in ensuring:
•
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That their retirement benefits are not jeopardised
by over-reliance on high-carbon investments
which pose serious financial risks; and

•

See the full list of recommendations for pension fund boards, and download
the legal opinion and letters to pension funds at www.justshare.org.za

That the world they retire into is not dominated by
climate catastrophe and social and political instability.
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CLIMATE RISK AND
SCENARIO ANALYSIS
overview

According to the Task Force on Climate-related Financial Disclosures (TCFD), it is
important for organisations to develop forward-looking scenario-based assessments of
climate change-related risks and opportunities. This article introduces scenario analysis
and its applications.
One of the key recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD) is for corporates
and financial institutions to “describe the resilience of the
organisation’s strategy, taking into consideration different
climate-related scenarios, including a 2°C or lower scenario
and, where relevant to the organisation, scenarios consistent
with increased physical climate-related risks.” This method is
known as scenario analysis.
The TCFD recommends that organisations use climate
scenarios as a means to identify the ways in which different
climate-related risks may affect their business and financial
performance. These scenarios are not predictions, but rather
descriptions of plausible future states of the world. By engaging
in scenario analysis, organisations are able to measure the
resilience of their strategies against the different climate
scenarios – and adjust the strategies accordingly if necessary.

Climate scenarios can be classified into two sets of risks and
opportunities:
•

•

Transition risk scenarios: Model the different pathways
that greenhouse gas (GHG)-intensive activities, such as
energy generation and transportation, can develop. These
types of scenarios are usually designed to be consistent
with a certain level of global warming. The TCFD
recommends that one of the scenarios considered be a 2°C
or lower scenario.
Physical risk scenarios: Model the effects of changes
to the climate on business activity. These scenarios
consider variables, such as temperature rise, sea level
rise, as well as the frequency and intensity of extreme
weather events, such as droughts and floods, and to assess
the potential impact on investments. This can either
be directly through physical damage or loss of specific
assets, or indirectly through impacts on supply chains etc.

can be a global temperature target, such as 2°C of warming
above pre-industrial temperatures. This will be supplemented
by additional assumptions, such as carbon pricing over time,
GHG emissions pathways, changes in consumer preferences
and resource availability. The assumptions used for a specific
scenario depend on both the model, as well as its objectives.
Understanding the range of assumptions that can be
applied to scenarios can be just as important as the scenarios
themselves, as these inform the analysis and its usefulness.
(See table below.)
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Policies

Scenarios may assume different policies
are used to achieve these reductions.

Use of carbon
capture and
storage to meet
limits

Some models assume substantial use
of carbon capture and storage (CCS)
technologies, which support the continued
use of fossil fuels – which has been
controversial given that these technologies
have yet to reach commercial scale. The
IEA’s Beyond 2°C scenario, for instance,
assumes that CCS captures over 5 billion
tonnes of CO2 by 2040.

SOURCE: The Institutional Investor Group on Climate Change (IIGCC)

Once the assumptions are defined, they must then be translated
into variables using models that are consistent throughout the
specified system. This can be a particular sector, the economy
as a whole or the climate system. The table below describes a
few examples of the models in existence today.
Model

Description

Land-use
models

Trace the impacts of climate change and
mitigative action on land-use sectors,
such as agriculture and forestry.

Energy system
models

Trace the impacts of climate change on
the energy sector. Some models capture
the economy’s entire energy-use chain,
while others model a fully decarbonised
energy system.

Energy transition scenarios may have
different temperature limits, and different
probabilities of achieving them. THE IEA
450 scenario (from the 2017 IEA World
Energy Outlook (WEO) report), for instance,
chooses a greenhouse gas (GHG) trajectory
which would lead to a 50% chance of
limiting the global temperature rise to 2°C
in 2100, whereas the Beyond 2°C scenario
in the IEA’s Energy Transition Pathway
(ETP) is based on a 50% chance of meeting
a 1.75°C limit.

Climate models

These are computerised representations
of the atmosphere and are used to model
the response of the climate to GHG
emissions, using climatic variables,
including temperature, precipitation and
sea-level rise.

Hazard models

These models assess hazards, such as
droughts, floods and hurricanes. They
make use of the outputs of climate models
to model changes in risk between present
day and future conditions.

Time horizon

Different time horizons may be used,
depending on the methodology applied.

Emission
reduction
trajectory

Scenarios may differ in their assumptions
on exactly when emissions reductions take
effect, and whether this happens in a linear
fashion or as a sudden disruptive change.

Macroeconomic These models allow impact assessment
models
of changes in one part of the economy on
the whole system. They include variables,
such as factors of production (labour and
capital allocation), sectoral composition
and international trade, to name a few.

Key assumptions in energy transition models
Temperature
limits used
and probability
of achieving
these

Models
also
differ
in
whether
‘overshooting’ is permitted – in other
words, whether the stock GHG in the
atmosphere can temporarily rise above a
defined temperature, on the assumption
that ‘negative emissions technologies’
(e.g., large-scale tree planting) can be used
to remove the excess GHG later. This can
make a major difference to the overall
carbon budget.

The two sets of risks are interdependent: the greater the degree
of transition that takes place, the lower the physical risks –
and vice versa. In conducting scenario analysis, it is possible
to model scenarios that model only transition risks, physical
risks, or the interaction between both.
Scenario design and methodologies
Before engaging in the analysis of different climate change
scenarios, specific scenarios need to be designed. The first
step when designing a scenario is making appropriate
assumptions around the climate, the economy and societies.
Most scenarios are built around a main assumption, which
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Distribution
of emissions
reductions
between
sectors

Models vary on where the largest weight
of emissions reductions lies between
sectors (for instance, transportation versus
industry) and countries.

Integrated
assessment
models (IAMs)

Consider the socioeconomic factors
driving GHG emissions, the variables
that affect how these emissions affect
the climate and how this in turn affects
human welfare. These models often
incorporate other models, including
land-use models, energy system models
and climate models in their analysis.
The aim of these models is to determine
the optimal policy needed, since there is
a relationship between policy and the
physical impacts of climate change.

Actions to consider after scenario analysis
Conducting a scenario analysis exercise is not where the process
ends. The TCFD recommendations envisage scenario analysis
as an integral part of an overall climate risk management

Atleha-edu
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system or process. This implies that more value can be
unlocked from the actions that come after the scenario analysis.
Reviewing outcomes
While there are many interpretations that can be derived from
scenario analysis results based on the specific methodology
chosen, key considerations for organisations when reviewing
results include:

•
•

Scale: What is the order of the potential impact?
Timeframe: What are the potential time horizons over
which these impacts are likely to occur?
Asset classes and sectors: Which asset classes and sectors
will be affected and how?
Valuation: Does the analysis affect how certain companies
or assets are valued?
Trends and drivers: Which signals can be used to track
climate risks in specific assets, sectors or companies?

•
•
•

Actions requiring consideration
Once the results have been reviewed, there are a range of
actions to consider:
• Refine or extend the methodology: After the initial analysis,
it is possible for organisations to refine the analysis
by selecting a new scenario, changing assumptions or
expanding the analysis to more asset classes, funds or
sectors, in addition to other approaches.
• Incorporate into risk and investment processes: This can
be through changes in the investment strategy, changes in
asset allocations and integration of scenario analysis into
existing reporting systems, for example.
• Company engagement: This can be used to add to the
richness of the information disclosed. Additionally,
investors can compare their own analyses with those
conducted by the companies themselves.
• Stakeholder discussions and disclosure: Scenario analysis
can assist organisations in engaging with stakeholders, as
well as to help improve disclosure to benefit stakeholders.
Ongoing monitoring
Climate risk is not a static risk, it evolves and changes with the
passage of time. If scenario analysis is to be useful, it needs to
be as dynamic as climate risk itself. This implies that scenario
analysis should be something that is regularly reviewed
and monitored. In doing so, this assists organisations in
structuring their thinking around the ever-changing climate
risks and helps them be more prepared to act in response to
our changing climate.

REFERENCES
•
•
•

The Institutional Investors Group on Climate Change:
Navigating climate scenario analysis – a guide for institutional
investors
UNEP Finance Initiative: Changing course – a
comprehensive investor guide to scenario-based methods for
climate risk assessment, in response to the TCFD
TCFD: The Use of Scenario Analysis in Disclosure of ClimateRelated Risks and Opportunities

LEARN MORE
To learn more about this topic, please visit our website
www.atleha-edu.org or contact us on 021 851 0091 to find out
more about our educational workshops and events.
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JSE-listed companies’ progress on reporting in line
with the TCFD recommendations
Intend to
start

13%

No

53%

20%

Aligned

14%
Yes

CLIMATE RISK AND REPORTING

HOW DO SA COMPANIES MEASURE UP?

overview

The South Africa-UK PACT-funded project, considered the climate-related financial
disclosures of 55 of the largest JSE-listed companies, based on market capitalisation. The
companies were analysed on their reporting progress relative to the Task Force on ClimateRelated Financial Disclosures (TCFD) recommendations. This article highlights the findings.
Introduction
Low-carbon transition risks and opportunities, as defined
by the Task Force on Climate Related Financial Disclosures
(TFCD), are particularly relevant to the South African
financial sector and foreign investors looking to invest in
South Africa. Local corporate reporters, however, have lagged
their international counterparts in disclosing their climate
risk exposure. Challenges that are commonly cited as being
responsible for the lack of disclosure in South Africa include
lack of resources, skills and time; fear of public scrutiny;
reporting fatigue; and being overly focused on short-term
performance. However, South Africa does have a reputation
for being one of the best integrated reporting regions in the
world. So, although we may be lagging our global peers, South
African reporters still perform moderately well in terms
of climate-related financial disclosure and reporting. This
was confirmed by an analysis of the 55 largest JSE-listed
companies, which were analysed on their progress relating
to the recommended TCFD disclosures. This is largely due to
existing global reporting frameworks, such as the CDP, which
is closely aligned to the TCFD recommendations. Most South
African listed companies already report against CDP.
Research findings
The 55 JSE-listed companies were analysed on their
reporting progress relative to the recommendations of the
TCFD. The analysis was conducted according to publicly
available information, disclosed either through annual
integrated reporting suites or company websites. In terms of
formal uptake of the TCFD, only 13 JSE-listed companies are
listed as formal supporters of the TCFD on its website (6 local
companies and 7 with primary listings overseas). Notably,
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despite this, almost half of the analysed companies either
have a TCFD report, align their existing reporting suite to the
framework, or are in the process of beginning their journey
with the framework.
In terms of actual disclosure against TCFD requirements, all
but one of the companies disclosed some information on at least
one of the recommended disclosures – regardless of where they
are on their TCFD reporting journey. This suggests that climate
risk is increasingly on the radar for most of the companies.
It was also assessed whether companies report against CDP,
previously known as the Carbon Disclosure Project. Two thirds
of the 55 companies report against CDP, with CDP submissions
publicly available via CDP’s website. CDP’s climate change
questionnaire is aligned to the TCFD recommendations – CDP
states that 25 of the questions in its 2019 questionnaire are
aligned with the TCFD. Those companies which completed
the CDP questionnaire had better TCFD disclosure overall, but
specifically with reference to TCFD’s governance, risks and
opportunities, strategy, and targets and emissions elements.
In the case of some of the companies, their response to the
CDP questionnaire was the only place where some climate
risk disclosures could be sourced, with some companies also
making their CDP responses available on their websites.
TCFD reporting requirements
The TCFD recommended disclosures are categorised according
to four pillars:
• Governance
• Strategy
• Risk management
• Metrics and targets

Governance
The governance pillar recommends that organisations disclose
their governance process for managing climate-related risks
and opportunities. Disclosure for this pillar was the best overall,
with an average disclosure rate of approximately 80%. Almost
95% of the companies disclosed having board-level oversight
of climate-related risks and opportunities, with nearly 78%
of companies disclosing management’s role in assessing
and managing these risks. Close to 70% of companies had
disclosure on the incentives offered to company management
for performance against climate-related targets and indicators.
Worth noting is that, for most companies, the incentives
were around the performance against environmental, social,
governance (ESG) or sustainability targets (under which
climate change was included) and not specifically linked to
climate metrics or targets.
Strategy
Under the strategy pillar, companies are recommended to
disclose the actual and potential impacts of climate-related risks
and opportunities on their businesses, strategy and financial
planning. Although this was among the weaker pillars in terms
of disclosure, the disclosure was still fair, averaging at around
62%. Most companies have indicated that they have adjusted
their business strategies to account for climate-related risks
and opportunities. Eighty percent of the companies disclosed
the climate-related risks and opportunities they had identified,
and 78% of the companies disclosed the ways in which these
risks and opportunities have influenced their strategy.
Scenario analysis is where companies still need to
improve on the substance of their TCFD reporting. Only 28%
of companies disclosed having mapped out scenarios under
different levels of warming; 13 of the 15 that disclosed using
scenario analysis disclosed the scenarios used. In the TCFD
study conducted by WWF-SA and Six Capitals Advisory (see
p.6 of this publication), the study participants cited scenario
analysis as being a difficult task to complete. This is due to a
number of assumptions that need to be made, among other
data and climate risk modelling challenges.
Risk management
The risk management recommendations relate to how
companies identify, assess and manage climate-related risks.
Seventy-eight percent of companies disclosed their processes
for identifying, assessing, as well as managing climate-related*
risks. Seventy-four percent of the companies described how
their climate-related risk management was incorporated into
their overall risk management.

Metrics and targets
Under this pillar, companies disclose the metrics and targets
they use to assess and manage relevant climate-related risks
and opportunities. Ninety-one percent of the companies
disclosed their scope 1, 2 and (where relevant), operational scope
3 emissions. Important to note here is emissions related to
scope 3. Scope 3 emissions are classified as indirect emissions
that occur in a company’s value chain. Examples include
emissions resulting from employee commuting, business travel,
waste generated in operations, transportation and distribution
(up- and downstream), investments or leased assets. In many
instances, it was found that most entities disclose their scope
3 emissions. The finance sector, which is involved in lending,
investments and advisory services (collectively known as
‘financed emissions’) also needs to account for its indirect
emissions through its financing practices. The disclosure
of financed scope 3 emission is a fairly new practice, which
meant there was limited disclosure provided by financial
sector heavyweights, such as banks and insurance firms, on
the extent to which they are exposed to climate risk through
the organisations they finance and invest in.
In terms of setting targets around climate risks, disclosure
was not as good – only 62% of the companies had any specific
target/s. The majority of these targets were related to reducing
scope 1 and 2 emissions. Only two companies had identified
that their targets were ratified by the Science Based Targets
initiative (SBTi). Targets are considered science based if
they are in line with what the latest climate science deems
necessary to meet the goals of the Paris Agreement. The
agreement is aimed at limiting global warming to below 2°C
and pursuing efforts to limit warming to 1.5°C. This figure, while
low, is reflective of the global progress with setting sciencebased targets. The SBTi indicates only 1 494 companies have
committed to setting such targets worldwide, with only 744
having targets already in place. >>
GHG scope
emissions

Definition

Scope 1: Direct
GHG emissions

Occur from sources that are owned or
controlled by a company. For example,
emissions from combustion in owned or
controlled boilers, furnaces, vehicles, etc.
or from chemical production in owned or
controlled process equipment.

Scope 2:
Electricity
indirect GHG
emissions

Emissions from the generation of purchased
electricity consumed by a company.
Purchased electricity is defined as electricity
that is purchased or otherwise brought into
the organisational boundary of a company.

Scope 3: Other
indirect GHG
emissions

Optional reporting category that allows for
the treatment of all other indirect emissions.
Scope 3 emissions are a consequence of
the activities of a company, but occur from
sources not owned or controlled by the
company. Some examples include extraction
and production of purchased materials;
transportation of purchased fuels; and use of
sold products and services.

SOURCE: World Resources Institute and World Business Council for Sustainable Development, The Greenhouse Gas Protocol: A Corporate Accounting and Reporting Standard (Revised Edition)
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RESEARCH TRENDS AND OTHER COMMON FINDINGS PER SECTOR

Basic materials

•
•

•

Consumer goods

•
•
•

Healthcare

Consumer services

•
•

•

•

Industrials

•
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•

The mining sector, followed by the broader financial sector players in
South Africa, is leading other sectors with regard to climate-related
disclosure.
However, an interesting observation to note is the difference in quality of
climate-related disclosure between global mining companies (dual listed)
vs. local mining entities only listed on the JSE. It was often found that many
of the mining entities that have a global footprint, where stakeholders have
presumably already started requesting climate-related financial data, are
more advanced in their TCFD disclosures.
While mining companies tend to have better disclosure than other industry
sectors, this is largely due to this sector’s high exposure to climate risk and
environmental impacts of their operations as material risks.
This industry segment is dominated by two major global players, both of
which are dual listed. As to be expected, these entities fare well in terms
of their climate-related disclosure, both making use of CDP disclosure to
disclose these data points.
It is worth highlighting that the operations, products and services of both
these major players are inextricably linked to large value chains within the
agriculture sector, which has a high exposure to climate risk and associated
physical risk impacts, such as droughts, severe weather events etc.
In comparison to the two major players noted above, the two South African
players fare moderately in terms of climate-related disclosure, with room
for ongoing improvement.
All players in this industry are South African-based companies, most of
whom are already complying with CDP reporting requirements. As such,
this grouping performed moderately in terms of climate-related disclosure,
although there is room for ongoing improvement.
There is still work to be done by most entities in this industry, in terms
of complying with all of the TCFD pillars. It appears that the focus area
with the most room for improvement in terms of disclosure is companies
providing a description as to how resilient their strategies are to climaterelated risks and opportunities. This would need to take different climate
scenarios into consideration, including a 2°C or lower scenario.
Although this industry also faces slightly reduced physical risk exposure
as a result of climate change, some entities operating within this industry
are much more exposed due to their broader supply and value chain being
directly linked to sectors such as agriculture.
This industry is led by two main entities. One is a South African-based
company and the other a global international group. Both companies
performed only moderately well with respect to climate-related disclosure.
The global entity only slightly outperformed the South African-based
company, mainly on the front of target setting.
With only two big players in this space, the one being a South African-based
entity, and the other a dual listed Plc entity, the levels of climate disclosure
were polar opposites. The South African company lagged considerably,
with little to no climate disclosure, when compared to the company with a
global footprint.
Given that both entities have a fairly high environmental impact through
their operations, one would expect the climate-related disclosure of all
companies operating in this industry to be well aligned, or at least well
on their way to being aligned to the TCFD recommendations. But here
the misalignment between South African companies’ level of disclosure
compared to that of their global peers came to the fore.

•

•
•
•

Local: Exxaro
Resources Ltd
Global: Gold Fields
Ltd

•
Financials

Trends and other findings

•
•

Local: Distell Group
Holdings Limited
Global: AnheuserBusch InBev SA NV

•

•

•

•

Telecommunications

Industry

Examples of
companies with
good climate-related
disclosure**

Local: Woolworths
Holdings Ltd

•

The financial industry, being one of the JSE’s largest industries in terms of
market cap, is represented by 18 entities within the sample of 55 companies.
The industry profile for this grouping consisted of the following sectors:
banks, life insurance, non-life insurance, general financial, Real Estate
Investment Trusts (REITs) and real estate investment & services.
The industry is one of the most crucial players when it comes to climaterelated financial disclosure. Companies in this industry are exposed to
climate-related risks through investments, lending and other financial
intermediary activities, as well as through their own operations.
Generally speaking, a lot of work still remains to be done by the industry
to get to grips with what their level of climate exposure is, and where
exactly this sits within their businesses. To date, only a handful of financial
companies have been able to convey this information successfully.
Within the industry, there are sectoral groupings that have been more
successful than others in terms of their climate-related financial disclosure,
with commercial banks currently leading on this front, followed by the
insurance sector. These sectors are, however, crucial in being able to get
to grips with their level of climate risk exposure, as they provide funding
to large infrastructure projects and manage assets on behalf of various
institutional clients and their beneficiaries, such as retirement funds.
Some of the sectoral players slowest to transform on this front include
retail banks and investment holding companies, which have little to no
data currently published related to climate risk. The question here, from
a financing perspective in particular, is just how much climate exposure
these entities are carrying. While it is often assumed to be less than the
commercial banks and life and non-life insurance firms, better disclosure is
needed before this can be confirmed.
This industry segment is dominated by two key South African-based
companies, both of which performed fairly well in terms of climate
disclosure, given that both have been making use of the CDP disclosure
framework.
It is worth noting that companies that fall within this sector (infrastructure
businesses) are faced with increasing levels of physical climate risk as a
result of increasing changes in extreme weather conditions. However, in
the South African context, with both these entities having an over-reliance
on grid electricity, their most immediate risk is related to transition
risk. Transitioning to a lower-carbon economy may entail extensive
technological and policy changes in order to address mitigation and
adaptation requirements related to climate change.

Atleha-edu
Speaking life into investment decisions

•
•

Global: Investec Plc
Local: Nedbank Ltd
and FirstRand Ltd

•

Local: Vodacom

**Note: Although a number of sectoral leaders can be listed as good examples, the list has been informed by entities that are
most closely aligned to the recommendations of the TCFD framework.

•

Global: Mediclinic
International Plc

GLOSSARY
Just transition

•

Global: Mondi
Plc – covers
most of the TCFD
recommendations
through current
reporting
structures.
However, Mondi
does not have a
standalone TCFD
report.

Science-based
targets

Secures the future and livelihoods of
workers and their communities in the
transition to a low-carbon economy.
Provide a clearly-defined pathway for
companies to reduce greenhouse gas
(GHG) emissions, helping prevent the
worst impacts of climate change and
future-proof business growth.

It is worth noting that for many companies, climate change is incorporated
under the environmental or sustainability banner.

*

LEARN MORE
To learn more about this topic, please visit our website
www.atleha-edu.org or contact us on 021 851 0091 to find out
more about our educational workshops and events.
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Overview of FSCA Guidance Note 1 of 2019 (PFA):

Sustainability of Investments and Assets in the Context of a Retirement
Fund’s Investment Policy Statement (IPS)
4. DISCLOSURE OF INFORMATION TO STAKEHOLDERS

1. PURPOSE OF THE GUIDANCE NOTE
To provide guidance to boards of funds on how the board must comply with Regulation 28(2)(b) read with Regulation 28(2)(c)(ix), in particular how its
investment philosophy and objectives, as reﬂected in its investment policy statement, seeks to ensure the sustainability of its investments and assets, and to
set out the Authority's expectations regarding disclosure and reporting on issues of sustainability.

2. BACKGROUND TO THE GUIDANCE NOTE
2.1 Regulation 28(2)(b) of the regulations to the Act requires all funds
to have an investment policy statement and Regulation
28(2)(c)(ix) requires that boards of funds consider ESG factors
before investing in an asset.
2.2 Regulation 28 promotes responsible investing of fund assets,
based on sustainable, long-term, risk-aligned and liability-driven
investment philosophy. The preamble to Regulation 28 sets out
the expectations of funds when they are investing their assets:
"Prudent investing should give appropriate consideration to any
factor which may materially affect the sustainable long-term
performance of a fund's assets, including factors of an
environmental, social or 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."
2.3 This requirement to consider the sustainability of a fund's assets
is repeated in the principle contained in Regulation 28(2)(c)(ix),
which states that a fund and its board must:
"Before making an investment in and while invested in an asset
consider any factor which may materially affect the sustainable
long term performance of the asset including, but not limited to,
those of an environmental, social and governance character."

3. SUSTAINABILITY OF INVESTMENTS AND
ASSETS IN THE CONTEXT OF A RETIREMENT
FUND’S INVESTMENT POLICY STATEMENT
3.1 The sustainability of the assets of a fund is a key factor that should
inform its investment policy statement. To this end, in order to comply
with Regulation 28(2)(b) read with Regulation 28(2)(c)(ix), a fund
should reﬂect in its investment policy statement how its general
investment philosophy and objectives seeks to ensure the
sustainability of its assets, including (but not limited to) the following:
(a) when the investment policy statement was approved and by
whom;
(b) how often the investment policy statement will be reviewed;
(c) how the fund intends to monitor and evaluate the ongoing
sustainability of the asset which it owns and which it is intending
to acquire, including the extent to which ESG factors have been
considered by the fund, and the potential impact thereof on the
assets of the fund; and
(d) its active ownership policy.
3.2 Where a fund holds assets that limit the application of ESG factors,
sustainability criteria or the full application of an active ownership
policy, the investment policy statement should also state the reasons
as to why this limitation is to the advantage of both the pension fund
and its membership. Alternatively, the investment policy statement
should set out the remedial action the fund has taken or intends
taking to rectify the position. Where no remedial action is being
considered or taken, the fund should set out the reasons therefore.
3.3 The Authority would also expect a fund's investment policy to
stipulate that the matters referred to in paragraph 3.1 will, to the extent
applicable, be reﬂected in the relevant investment mandate(s).

4.1

In the interest of transparency, accountability and the fair treatment of its
members, every fund is encouraged to:
(a) make its investment policy statement or an abridged version thereof available on
request and at no cost to each member and, if applicable, to each participating
employer. Where an abridged investment policy statement is provided it would be
acceptable if it only reﬂects those assets relating to the speciﬁc category of members,
but the requirements of paragraph 4 in relation to those assets should preferably be
contained in the abridged statement;
(b) make a copy of its investment policy statement, as well as information as set out in
paragraph 4, available on the website. A fund's investment policy should be accessible
to any person, whether or not a member; and
(c) at least on an annual basis, provide a copy of or inform stakeholders that the
investment policy statement and any changes thereto is available on its website.
Where there is a representative union in respect of the members of the fund as advised
by the employers participating in the fund, such communication should preferably be
addressed to the representative union.

4.2 The Authority encourages transparent disclosure by funds to stakeholders on all matters
relating to sustainability.

5. REPORTING
5.1 In order for the Authority to monitor compliance with Regulation 28(2)(b) read with
Regulation 28(2)(c)(ix), funds are requested to report on the extent to which its investment
policy statement reﬂects the matters set out in this Guidance Notice.
5.2 In the interest of transparency, accountability and fair treatment of its members, the board
of a fund is encouraged to adopt sustainable reporting practices and to include details of:
(a) how its investment policy statement reﬂects the matters set out in this Guidance Notice;
(b) any signiﬁcant changes in its investment policy statement during the reporting period,
speciﬁcally including any changes relating to matters addressed in paragraph 4;
by note in the Report by the Board of the Fund in the prescribed annual ﬁnancial statements
referred to in section 15(1) of the Act as well as in its annual report to members or in any
other appropriate communication to its members.
5.3 It would be prudent for the board of a fund to include the following information, where
possible, by note in the ﬁnancial statements:
(a) conﬁrmation that every member who has requested a copy of the investment policy
statement has been provided with such a copy;
(b) conﬁrmation of any change to the investment policy statement from the previous year,
including speciﬁcally any changes relating to matters set out in paragraph 4;
(c) assets held in compliance with this Guidance Notice and the class of the asset as per
Annexure B to Schedule I of the prescribed ﬁnancial statements; and
(d) value of assets held in compliance with this Guidance Notice.

This document is only a summary extract of the Guidance Note and should be read in conjunction with the full
Guidance Note available on the FSCA website https://www.fsca.co.za
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CLIMATE-RELATED FINANCIAL DISCLOSURE
SPECIAL EDITION

Despite the growing evidence of increasing environmental, economic and social risks
due to climate change, the climate investment opportunity presented at the same time is
often overlooked. The global transition to low-carbon economies provides an opportunity
for South African companies and investors within key climate-resilient sectors in South
Africa, such as clean energy, low-carbon transport, smart water, circular economies and
smart agriculture.
The global transition to a low-carbon economy does not have
to come at the expense of economic development. As South
Africa’s Low-Emissions Development Strategy highlights, the
transition to and the creation of low-carbon-compatible sectors
will generate substantial growth opportunities in South Africa.
For example, many of South Africa’s climate-related
opportunities lie within the creation and growth of key climateresilient sectors in South Africa, such as clean energy, lowcarbon transport, smart water, circular economies and smart
agriculture. Furthermore, an explicit focus on the financial
impact of climate-related opportunities will help companies
and investors more easily identify and rate the climate-related
opportunities that have the potential to form the basis for new
or improved products or services.
Perhaps the biggest opportunity in South Africa lies within
its energy sector. The current coal-based energy sector will
require significant investment to meet a growing gap in energy
demand. South Africa’s energy sector is the largest contributor
towards its greenhouse gas (GHG) emissions, accounting for
almost 80% of South Africa’s GHG emissions. Therefore, as South
Africa transitions from coal-based energy to renewable energy,
there is a need for substantial investment in the renewable
energy sector, in particular solar and wind energy, hydropower,
hydrogen and biofuels.
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There is also an increasing number of additional
opportunities available for the private sector, such as the
adoption of new products and service offerings to retrofit
existing operations to make them more energy efficient and
less emissions intensive, as well as the development of new
technologies to enable this transition.
There are also considerable climate finance opportunities
that explicitly link climate finance requirements to mitigation
and adaptation needs. South Africa has the capacity to absorb
large amounts of climate finance in the electricity supply
sector, providing substantial climate-related investment
opportunities. This transition provides South Africa with the
opportunity to leverage our sophisticated and deep financial
markets to serve as a gateway for climate finance for the rest
of the continent, which is currently struggling to access its fair
share of climate finance.
Climate-related opportunity types include:
•
Resource efficiency
•
Energy source
•
Products and services
•
Markets
•
Resilience
(See the table, which highlights the potential financial impacts
of the above-mentioned climate-related opportunities.)

Products and services

overview

Climate-related opportunities

Potential financial impacts

•
•

•

•
•
•

Use of more efficient modes of transport
Use of more efficient production and
distribution processes
Use of recycling
Move to more efficient buildings
Reduced water usage and consumption

•
•
•
•
•

Use of lower emission sources of energy
Use of supportive policy incentives
Use of new technologies
Participation in carbon market
Shift toward decentralised energy generation

•

•

•
•
•

Reduced operational costs (e.g., through use of lowest cost
abatement)
Reduced exposure to future fossil fuel price increases
Reduced exposure to GHG emissions and therefore less
sensitivity to changes in cost of carbon
Returns on investment in low-emission technology
Increased capital availability (e.g., as more investors favour
lower-emission producers)
Reputational benefits resulting in increased demand for
goods/services

•
•
•
•

•
•
•
•
•
•
•
•
•

Development and/or expansion of low-emission
goods and services
Development of climate adaptation and
insurance risk solutions
Development of new products or services
through R&D and innovation
Ability to diversify business activities
Shift in consumer preferences

•

Access to new markets
Use of public-sector incentives
Access to new assets and locations needing
insurance coverage

•

Participation in renewable energy programmes
and adoption of energy-efficient measures
Resource substitutes/diversification

•

Speaking life into investment decisions

Reduced operating costs (e.g., through efficiency gains and
cost reductions)
Increased production capacity, resulting in increased
revenues
Increased value of fixed assets (e.g., highly rated energyefficient buildings)
Benefits to workforce management and planning (e.g.,
improved health and safety, employee satisfaction)
resulting in lower costs

•

Markets

PRESENTED BY THE TRANSITION TO
LOW-CARBON ECONOMIES

Resilience

INVESTMENT OPPORTUNITIES

Energy source

Resource efficiency

Type

Atleha-edu

Increased revenue through demand for lower-emission
products and services
Increased revenue through new solutions to adaptation
needs (e.g., insurance risk transfer products and services)
Better competitive position to reflect shifting consumer
preferences, resulting in increased revenues

•
•

Increased revenues through access to new and
emerging markets (e.g., partnerships with governments,
development banks)
Increased diversification of financial assets (e.g., green
bonds and infrastructure)

•

Increased market valuation through resilience planning
(e.g., infrastructure, land, buildings)
Increased reliability of supply chain and ability to operate
under various conditions
Increased revenue through new products and services
related to ensuring resilience

•
•

SOURCE: South Africa-UK PACT: The State of Climate-related Financial Disclosure in South Africa

GLOSSARY
Climate finance

Climate
opportunity

Refers to local, national or transnational
financing—drawn from public, private
and alternative sources of financing—
that seeks to support mitigation and
adaptation actions that will address
climate change.
Climate change is also a business
opportunity. The low-carbon transition
creates opportunities for efficiency,
innovation and growth that extend
beyond high-carbon industries like
energy and transport to all sectors.
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LEARN MORE
To learn more about this topic, please visit our website
www.atleha-edu.org or contact us on 021 851 0091 to find out
more about our educational workshops and events.
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RETIREMENT FUND TRUSTEE
EDUCATION WORKSHOPS

REGISTER FOR CPD CREDITS THROUGH
ATLEHA-EDU’S CONSUMER EDUCATION
Athleha-edu’s initiatives are accredited in partnership with the Batseta Council of Retirement Funds for South Africa.
To register your interest in being awarded Continuous Professional Development (CPD) credits for having read this
publication, please provide the required details below:

The ASISA Academy, in partnership with the ASISA Foundation, is offering the
following high quality, fully-sponsored, independently delivered Retirement Fund
Trustee Education Workshops to South African Retirement Fund Principal Officers and
Trustees. The ASISA Academy is an accredited CPD provider for the Batseta Council
for Retirement Funds with each workshop carrying 3 Batseta CPD credits.

First name/s:

Surname:

South African
ID number:

Postal address:

ONLINE HALF DAY WORKSHOPS

Demographic
profile:

1. INVESTMENT FUNDAMENTALS

(Required for FSC
Consumer Education
Compliance)

Designation:

2. RETIREMENT FUND TRUSTEE GOVERNANCE & ETHICS

Black
Coloured

(Please tick only the appropriate box)

Trustee

Employer
nominated

Indian

Employee
nominated

White

Independent
trustee

Other

Principal officer
MANCO member

3. RESPONSIBLE INVESTING
4. EMPLOYEE BENEFITS

Name of retirement fund/s:

Fund 1

5. DEATH BENEFITS

Fund 2

6. ANNUAL FINANCIAL STATEMENT ANALYSIS

Fund 3

7. INVESTMENT POLICY STATEMENT FORMULATION & ASSESSMENT

Email address:

8. INVESTMENT MANAGEMENT FEES & COSTS

Alternative email
address:

9. INVESTMENT DEFAULT REGULATIONS

Cellphone
number:
Alternative
phone
number:

10. PRIVATE EQUITY
Please update my details per the above information provided and send me Atleha-edu’s complimentary
educational publications via email

11. INFRASTRUCTURE INVESTING
12. PROTECTION OF PERSONAL INFORMATION ACT

Please return this completed form to:
Email: cpd@atleha-edu.org
Postal: Atleha-edu, Postnet Suite 272, Private Bag, Somerset West, 7129



CONTACT:
LEARN@ASISAacademy.org.za
www.tinyurl.com/RFTE-ASISA
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TEST YOUR LEARNING TO RECEIVE
CPD CREDITS
Atleha.edu Consumer Financial Education initiatives are accredited for Continuous Professional Development (CPD) in
partnership with the Batseta Council of Retirement Funds for South Africa.
To register your CPD credits for having read this Atleha-edu Consumer Education publication, please complete the
following quiz and return this completed form via email to: cpd@atleha-edu.org or post it to: Atleha-edu, Postnet Suite 272,
Private Bag, Somerset West, 7129

Please select the correct answer by marking the correct box below each question.
True or false? Climate risk is a static risk.
True
x False

Partnership for Accelerated Climate Transitions
Programme for Addressing Climate Transitions
Partnering for Accelerated Climate Transitions
None of the above

2.The risks that are related to climate change can be
classified according to two broad categories. What are
these two categories?
1. _____________________________
2. _____________________________

3.Fill in the missing word. Other than corporates and
investors, climate risk is also a material consideration to
a wide variety of other stakeholders, namely: regulators,
civil society, governments and __________.

4.True or false? As per its endorsement of the Paris
Agreement on Climate Change, South Africa has formally
committed to reducing its greenhouse gas (GHG)
emissions to less than 1.75°C above pre-industrial levels.
True
False

5.Choose the correct answer. Roughly how much of
South Africa’s GHG emissions originate from its fossil
fuel-dependent energy sector?
50%
60%
70%
80%
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6.True or false? Transition risks and physical risks are
interdependent.
True
False

7.Fill in the missing word. The first step when
designing a climate risk scenario is making appropriate
assumptions around the climate, the economy and
__________.
8.The Task Force on Climate-Related Disclosures (TCFD)
has categorised recommended disclosures according to
four pillars. Name these four pillars.
1. _____________________________
2. _____________________________
3. _____________________________
4. _____________________________

9.True or false? South African companies have a
reputation for being global leaders when it comes to the
adoption of integrated reporting.
True
False

10.Potential sources of climate finance include:
Public finance
Private finance
Alternative sources of finance
All of the above



1.What does the acronym ‘PACT’ in UK PACT represent?

