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Summary

Theobjective of Deliverable 5.2 is tocreate a catalogue of finance mechanisms, sources and best
practices and develop a process for building adaptation finance strategies and resource
mobilisation plans. In doing so,it provides the core content in Pathways2Resilience P2R) to
support regions to bridge the gap between their adaptation needs andurrent flows . It setsout:

1 A catalogue of sources of finance - that is targeted to regions, with examples of best
practice in Key Community Systems(KCS)of the Adaptation Mission. It also explores
emerging innovative practices for increasing the diversity of sources for financing
adaptation and their volumes offinance.

1 A catalogue of instruments ¢ that can be used to finance adaptation for or within
regions, with a series of best practice examples iKCS. Thisalso explores innovations in
instruments to support adaptation financing.

1 Anevaluation of adaptation finance approaches-areview and evaluation of adaptation
finance processesand their potential applicability to regions and to P2R

1 An adaptation finance process § a proposed process for mobilising adaptation finance in
regions for the P2R project, known as the Adaptationinvestment Cycle.

The deliverable presents the review andsynthesisundertaken, informed by academic and grey
literature . This has included an assessment @xisting cataloguesand processesas well aslabs
and accelerator programmesto identify innovations and best practice examples

Sourcesof finance for adaptation

To date, regions have mainly relied on public resourcesfor adaptation, employing their own
resources,or leveraging national or EU funds(primarily grants) to support them. There is greater
use ofCohesion Policy and the LIFE programma than o finance (loans) fromdevelopment banks
such as the EIB, or Council of Europe Development BanK:his, combined with evidence of
limited private finance flows, suggests there is significant scope to boost thacale and diversity
of sources for adaptation, involvingfinancial entities, households, businesses, third sector and
the private sector.

The P2R study identified ten catalogues of sources.There are fewer catalogues focusing on
sources than instruments and none are directly relevant to the purpose of supporting the
European Misson on Climate Change AdaptationEMCCA). Source cataloguesalsotend to focus
more on public sources than private or third sector.Many are lessapplied and instead provide
taxonomies for the purposes of finance tracking origh-level policy development. There isalso
atrade-off between granularity and usability - in principle a comprehensiverange ofindividual
sources is useful, btito make them accessible, effective cataloguesise categoriesto help users
navigate the wide variation of sources acrossEurope.

Many catalogues conflate sources andinstruments or combine them under terms such as
hfunding oppor t urorregioesgdiing siatted fordinancing aeldptation, in the
long term, regions are likely to be better served by buildingcapabilities to identify, appraise and
select sources, including from the private sector. In this regard the best catalogues focus on the
practicalities of working with different sources, such as theactors andinstruments they offer,
their motivations, and the advantages and drawbacks, angrovide case studies.

Based on the review,P2R has developed acatalogue that contains a nested taxonomy of55
sources across the public, private and third sectorsalong with detailed practice-oriented
information such as the scalabilityand amount of resources needed to deploy in a way that

Funded by theEuropean Union under grant agreement No 101093942. Views and opinions expressed are however those of the author(s) 8
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complements the wider capacity building and support activitiesplanned through P2R and the
Mission process.This includes consideration of innovative sources, including private investment,
with discussion of how to address some of the barriers to accessing these.

It also discusses some of the enabling conditions arounchobilising sources. This includesew
methods of project design and business case developmenthie new regulations under the EU
Sustainable Finance packagehe use of platforms and investment portfolios/ pipelines to raise
visibility of opportunities, and new instruments like crowdfunding which offer the potential to
connect citizens indirectly to opportunities .

Financing Instruments for Adaptation

There are a wde variety of financial instruments that can be used to finance adaptation in
regions. These includegrants, debt, equity, fees and usercharges risk mitigation, taxation,
results-based finance,land value capture and blended finance There are alsonon-financial
instruments that can support these,such as subsidies, regulations and incentivefRegions can
also work with others to combine different funding sources into blended arrangements which
combine public and private finance

The P2R study identified and reviewed 16 instrument catalogues. The reviewfound that none
were suitable for use by regions 6ff-the-shelf), and while they had a variety of strengths they
also hadweaknesses.Many of the most effective catalogues of instruments were anchored
within wider guidance on financing of adaptation projects, andincluded applied information
needed.

Building on the review, the P2R instruments cataloguedeveloped a flexible taxonomy of 61
instruments for regions, with supporting information on their advantages and drawbackstheir
relevance to Key Community Systems and potential for different financing strategies.This will
be expanded overthe project to accommodate new and innovative instruments.

This includesinnovative instruments, for example modifying insurance to incentivise city- or
household-level investments in adaptation, providing dedicated climate proofing grants to
supplement standard expenditures,project aggregation,results-basedfinance and many more

Adaptation Finance Processes

The next step in the task was focused on adaptation finance processeghe review identified
thirteen processesfor mobilising resources and deliveringadaptation finance. It evaluated the
objectives and outcomes these processeswere seeking to achieve as well as the type of
processes they used.The review found these processes covera diverse range of scopeand
ambition ranging from project level investments, to aggregatebudgetary decisions.There were
also a wide range of audience$or these processes including national governmentsand project
developers, as well as local and regional government$he approach adoptedin these processes
also varied, with some morefocused on existing contexts, whilst others explicitly address key
barriers or challenges.There is no ex-post data to assess which of these approaches have been
most successfu] however, the literature indicates that those that focused on creating value
might lead to greater success as they quantify the financial and economic value of adaptation
and avoided damagesalongside wider economic and social benefitsSurprisingly, there was a
limited focus on justice and equityin the processes,though this may reflect the fact that the
concept of just resilience is more recent

The processesvaried widely in terms of the methods and activities they involved. Some focused
on linear step by step approaches,some introduced general frameworks, and some used

Funded by theEuropean Union under grant agreement No 101093942. Views and opinions expressed are however those of the author(s) 9
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capability-maturity matrices. Nonetheless, there were somecommon elements, such as the use
flexible, iterative processes.

Finally, many of the processesreviewed focus on oneaspectof financing (e.g, green budgeting,
or project development or pipeline development), instead of seeking to provide a single, end to
end process This means none of them are directly applicabléo the P2R context of strategic
process for mobilising adaptation finance acrossegions.

Pathways2Resilience Adaptation Investment Cycle

Drawing on thereview andlearning, the task hasdevelopeda modelAdaptation Finance Process

for regions for P2R, called theAdaptation Investment Cycle (CRIC). The aim is to provide regions

with a process which mobilises the necessary resources to deliver their Climate Resilience

Strategies and Innovation Agendasn a way thatlinks to the focus on adaptation pathways in

other tasks in P2R This is organised around aix-step process, which is aligned to the Regional

Resilience Journey and can also supporthe Mission Imp | ement at i o Regiéhhlat f or m
Adaptation Support Tool. Each step is supported by detailed activities, outputs and guidance to

support implementation. The process is shown belovin Figure 1.

Conclusion

This deliverable sets out a catalogue of sources and instruments, and an adaptation finance
process (the Adaptation Investment Cycle). The catalogues and process will be used in the next
step of the Work Package to develop and rolout the Adaptation Finance capacity package for
regions.

Funded by theEuropean Union under grant agreement No 101093942. Views and opinions expressed are however those of the author(s) 10
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1 Introduction

Pat hways2Resilience is an innovative project f
Mission which is aiming to support 100 regions to cedevelop pathways towards climate resilient

regions in Europe. This wok involves supporting regions to createClimate Resilience Strategies

and Innovation Agendas as well asResource Mobilisation Plans Adaptation Investment Plans

(AIPs)).

Work Package 5(WP5) of the project provides support services to bridge the Adaptation
Finance Gapfor regions. It aims to:

T Map systemic barriers to financing, synthesis lessons and identify solutions against the
regional needs for adaptation finance

I Create a databased catalogue of finance mechanisms, sources and best practices
(Development and National Banks at macro level, national public and private investment
and insurance organizations at meso level) and develop a process for building adaptation
finance strategies and resource mobilisation plans.

I Develop an Adaptation Finance capacity package that is a regiotailored set of material

(as an input to WP7 in the form of actiororientated online tools and catalogues, training

material).

Support the activities in WP7 on adaptation finance strategies and resource mobilisation

plans, and to provide tailored oneto-one support with several regions.

I Develop an Adaptation Finance Innovation Lab to design and conceptualise innovative
finance mechanisms tailored to regions as well as propose and advise regions on
adaptation finance and innovation policy.

-

Pathways2Resilience is developing an adaptation finance process for regions to help mobilise

the funding and financing required to develop and implement transformative adaptation

strategies, programmes and projects that are required to meetthe goalsofth EUHs adapt at
mission.

The described taskswithin Task 5.2, and the focus of this deliverableare to:

T Cross-map, catalogue and synthesize existing, neand innovative sources of
sustainable finance against regional finance needs, identified iflask 5.1.Including, a
review of finance best practice examples for the KCS

Review, crossmap and synthesize financing approaches and financiaistruments for

adaptation for regions, including private sector and blended finance, ant=

opportunities for sustainable finance aligned to the EU Taxonomy and the European
proposal on theCorporate Sustainability Directive.

I Map these to the RMC and develop an inventory of good practice examples. This
mapping will be validated by the Practitioner Finance Expert Group (T5.1) and in the
Adaptation Finance Innovation Lab (T5.5).

I Develop a process for regional adaptation finance strategies, to provide framework to
the regions for funding their pathways and innovation agendas. This will be codesigned
with a representative sample of finance stakeholders that will support the project, via
the Practitioner Finance Expert Group.

-

! Note. The original Pathways2Resilience proposaproposed the creation of adaptation finance strategies and Resource Mobilisation
Plans.However, for consistency with the wider literature, and to align with the wider Horizon Europe proposals on adaptation
finance,we refer to thesetermsash Adapt at i on | nFullergefimtions are geavided is $ection 1.3.
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T Develop the steps and activities involved in resource mobilisation plans, tprovide
concrete steps for regions on how to access finance.

This deliverable (D5.2) reports on these task activities. It has undertaken an extensive review to
bring together state-of-the-art knowledge in adaptation financing. It has reviewed the sources
of finance and potential instruments and has identified good practice exampleslt has then
reviewedthe processes for adaptation financing andleveloped a flexible, replicable process and
associated actions which can be used by the 100 regions participating in Pathways2Resilience
to support regions participating in the project, as well as wider European regions participating in
the Adaptation Mission.

Chapter 2 describesthe method used toreview the literature , produce the cataloguesand best
practice examples aswell as the development of the AdaptationInvestment Cycle. Chapter 3
reviews the existing sources catalogues, andgets out the P2R sources catalogue including
sourcesavailable to regions for adaptation finance, ad the challenges to accessinghem. It also
sets outinnovative examples toincrease and diversify the mix of sources Chapter 4reviews
existing catalogues ofinstruments and sets out a bespoke set oinstruments available to regions.

It also includesinnovative instruments to enhance adaptation financing.Chapter 5 undertakes a
review of adaptation finance processes, evaluating their strengths and weaknesses. These are
then used to inform criteria for an Adaptation Finance Process for regionsChapter 6 sets outan
Adaptation Investment Cycle with the steps and activities involved in developing Adaptation
Investment Plans,to provide concrete steps for regions on how to access financéhis includes
a series of enabling conditionsfor regions that support the mobilisation of adaptation finance,
for use in both the overallRe gi on al Resilience Journey framewor
capabilities through the Resilience Maturity Curve. Chapter 7 concludes with a reflection on
what has been provided and the limitations or further work.

1.1 Context

Whilst global mitigation efforts will reduce future impacts, the climate will continue to change
towards the 2050s, and therefore Europe will need to scaleup adaptation (COACCH, 2021).

Adaptation will have large benefits in reducing the costs of climate change in Europe but it will

have a cost. The costs of adaptation can be defined dBe costs of planning, preparing for,

facilitating, and implementing adaptation measures, including transition costs (IPCC,

2007).There will also be a series of economic opportunities associated with providing the goods
andservices someti mes ter med t havederatieaniidipatediadaptatienc o n o my f
costs (or finance needs) are much higher than current adaptation finance flows, and thus there

is aglobal adaptation finance gap (UNEP, 2022, 2023) The same analysis can be considered for

Europe.

Early estimates of ptential adaptation finance needsfor Europe have begun to be developed in

Horizon Europe. These estimate the financial needs for adaptation finance for Europe as being

an additi-d4d lawydprthssbecade for Europe, or about 1.53 % of t he EUHS
ij 1. 7-year budget, and are shown in Figure 2 belofACCRUE, forthcoming). Whilst such

numbers vary based on assumptions around the levels of adaptation, estimationsf costs, and
effectiveness, they still provide a sense of the scale of resources required and indicate that it is

very likely an increased supply of private sector finance wi be needed to meet adaptation goals.

Funded by theEuropean Union under grant agreement No 101093942. Views and opinions expressed are however those of the author(s) 2
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No regret adaptation No regret and planned adaptaticn

Figure 2: Cost estimates of neregret adaptation (left) and no-regret and planned adaptation (right) for the EU27, UK
and EFTA. Source: Wat ki ss, P. (2023) Forthcoming. Not e:
France (Depoues et al., 2021)and (Watkiss, 2022) for the UK.

These needs can be compared to adaptation finance flowgVhile global adaptation financeflows
rose to USD $3bn in 2021/22, these flows are much smaller than for mitigation (which
constitutes 95% of total climate finance flows), and adaptation finance is dominated 98%) by
public finance (Buchner et al., 2023) The financing of adaptation remains a major challenge for
most regional authorities, with multiple pressures from the financial crisis, reduced taxes,
COVID-19 on budgets.(EEA, 2017; Richmond, Choi, Rosane, et al., 2021)

There has been limited work to quantify these flows in Europe(Buchner et al., 2023)estimate

USD 4.2bn ofadaptation flows to Western Europe, andUSD 2.1bn for Central Asia and Eastern
Europe for 2021/22 . As part of efforts to define the context for an adaptation finance process,
the analysis for this work packageevaluated the self-reported finance flows of European Cities
provided to CDP (CDP, 2022) Expenditure wasstandardised to Euros,and categorised by action
type, with sources classified across public and private sectors The results are showrin Figure 3
below:

only and do not necessarily reflect those of the European Union or of CINEA. Neither the European Union nor the granting audhty can
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Blended Public/Private: €2,211,839,024

g___—'——f-:_:
B Other: ploase specily: €82:317,37-=

Economic actions: €5,918,250

Blended Public: €1,558,913,061

Other / Unspecified: €475,394,516

EU Funds: €4,012,269
International (includina ODA): €56,543 535
Private: €11,384,000

= Behavioural actions: €1,515,660
e

Local Funds (Regional and Municipal): €3,566,527,178

National: €440,718,664

ade with SankeyMATIC

Figure 3: Selfreported adaptation finance of EU27 citiesin 2022. The diagram shows sources (left), receiving countries (middle) and action groups (right). Source: Authors based on
(CDP, 2022)
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These numbers suggest around i8.3bn of adaptatio
EU27 in 2022. This was predominantly driven by public finance. Whilsij2.2bn of blended
public/private finance was included, pure private finance was a small component of reporting at

only ij11m. Many f |l ows wasec soltigng, rengineering aadchuit y st e m
environment actions, and services.

However, it is likely that these numbers are a significant overestimate. Whilst these numbers
indicate flows are already high and on the way to meeting finance needs,deeper review of a
sample of actions showedthis is unlikely to be the case due toparticular issues with data
submissions including:

1 Someactions predominantly related to mitigation, but where there was aspiration to
include adaptation.

1 Many of the highest reported expenditures related to total needs for implementing
Adaptation Plans or Project needs, but not to actualin-year expenditure (e.g.City of
Gothenburg, Gladsaxe)

I Some reporting covered multi-year projects, with some coveringvery long (e.g30-year)
time periods.

These challenges are in addition to generalimitations of finance tracking (such as context
dependency, confidentiality, lack of standards, disaggregating adaptation components and
allocation vs. defrayingg seeRichmond & Hallmeyer, 2019, EBRD)

The local level is the bedrock for European adaptation andhte EU Adaptation Strategy seeks to
provide local support andclose the finance gaps, through a focus on Faster, Smarter and More
Systemic adaptation, as well as through international suppori{European Commission, 2021b)
This is important since a bottomup approach activelyinvolving businesses and stakeholders on
the ground could helpadaptation finance flows as local companies and communities are directly
affected by climate change.(Restle-Steinert & Hausotter, 2019). The EU Strategy includes a
range of objectives to increase investment including:

Reframing adaptation from a cost towards an investment.

Integrating climate resilience in national fiscal frameworks.

Enhancing public / private sector collaboration.

Increasing investments in nature-based solutions

Increasing the diversity of funding and financing sources.

Using the EU Taxonomy to channel private finance towards adaptation.
Increasing use of insurance as risitransfer and reduction mechanism
Scaling up international finance through innovation and collaboration

To Do Do Do To T I I

A key delivery mechanism of theEU Adaptation Strategy is the new Research and Innovation
Mission, Adaptation to Climate Change, including societal transformation. The Mission seteut
three specific objectivesand associated targets(European Commission, 2021a)

Specific objective 1: Preparing and planning for climate resilience

1 provide general support to European regions and communities to better understand,
prepare for and manage climate risks and opportunities

Specific objective 2: Accelerating transformations to climate resilience

Funded by the European Union under grant agreement No 101093942. Views and opinions expressed are however those of the autl{ey
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1 work with at least 150 regions and communities to accelerate their transformation to a
climate resilient future, supporting them in the co-creation of innovation pathways and
the testing of solutions

Specific objective 3: Demonstrating systemic transformations to climate resilience

1 Deliver at least 75 large-scale demonstrations of systemic transformations to climate
resilience across European regions and communities.

Increasingly, it is understood that ensuring public and private finance flows towards adaptation
is predicated on shaping the direction of the economy through the use of good policy, regulation,
innovation, and investment. (Fankhauser et al., 2023; Ranger et al., 2023Yhe strategy of the
mission is to use Missionspecific Horizon Europe funds acrossall three objectives to crowd in
further funding , as shown in Figure 4

Objective 1

i other funds

B Mission specific
Horizon Europe funds

Objective 2

Objective 3

wioje|d uoneyuawajdu) uoissiy

Figure 4: Stylised representation of the adaptation mission budget and other potential sources of funding. Source:
(European Commission, 2021a)

This aligns with broader international consensus that closing the adaptation finance gap relies
on both increasing domestic expenditure, mobilising private financeand reforming the financial
architecture. (UNEP, 2023)
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Box 1: Mobilising private sector adaptation finance

The private sector can play three roles in adaptation: adapting talimate change;financing the
adaptation of others (in both public and private sectors); and supporting the development of new
products and services for adaptation(Cochu et al., 2019)

Figure 5: Three key functions of the private sector. SourcefCochu et al., 2019) adapted from Byiers and Reosngren,
2012

Private sector actors may take one or more of these rolesbut all three collectively underpin
efforts to build supply and demand which underpins a climateresilient economy and a welt
functioning market in adaptation goods and services. Foexample,insurance companies can help
drive vulnerability reduction as well as appropriate socialprotection but will also need to adapt
their own premises and operations to impacts.

Function 1) Private sector adapts to climate change.

The private sector may invest directly to adapt to climate change. This could be in defensive
assets, to protect revenues, or to reduce costs. This can be encouraged by regions through
awareness raising, as well as use of incentives, subsidies, or regutats.

Function 2) Private sector financing adaptation of others.

The private sector, particularly financial actors are able to provide finance for others to act. In

this context, private finance can be defined as
related public interventions, which can typicallytaketh e f or m of f i nBronmet or pol
al., 2015) This can either be through mainstreaming consideration of climate risk into their

general lending activities, or by providing new or dedicated products and services. There is

emerging evidence that investments in adaptation solutions are likely to yieldmproved results

over time (Goolgasian, 2021; Ranger et al., 2023)

Function 3) Private sector goods and services

There are a wide range of opportunities for the private sector to create new products and
services in response to new business opportunities, such as in agriculture, education, energy
health, infrastructure, transport, urban. resilience and water (Tall et al., 2021) Independent
analytics firms indications it A being a significant growth sectorfor Europe (Howard, 2023).
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A novel area of the Adaptation Mission is the inclusion of a focus on Key Community Systems
shown in Figure 6. These are systems that meets important basic societal needs but that is
increasingly impacted by climate change. A key community system is an area of innovation and
transformation for the Mission, part of a larger interdependent system.(European Commission,

2021a).
Knowledge and Data
Critical
Infrastructure —
2
= - : S
S cosystems 2
S P
g Nature-based s
¢ solutions =
= 2
B E
Water =
Management
Local Economic Systems
Finances and Resources

Figure 6: Key Community Systems and Enabling Conditions of the Adaptation Mission. SourcgEuropean
Commission, 2021a)

1.2 Barriers to adaptation financing

(Paul Watkiss Associates & Frontier Economics, 2022)he mission is seeking to use core funding
to leverage a muchgreater volume of finance. However, there are a range of barriers which
prevent funding and financing flowing into adaptation (Paul Watkiss Associates & Frontier
Economics, 2022) Theseinclude information barriers, market failures, financial barriers, policy

and governance and behavioural barriers A summary which maps the relative strength and

importance of these barriers, using expert opinion,based on their prevalence in the literatureis

shown in Figure 7 below:
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Description of Barrier Indicative Importance of Barrier

Information barriers :
Insufficient information on climate risks / high uncertainty — |
Information gaps on adaptation effectiveness and benefits |
_ |

|

Investor understanding of adaptation

1 Market failures [
! Public good charactenstics or non-market sectors !
| High economic low financial return (positive externalities) )
! Underdeveloped markets (for adaptation) — |

Financial barriers / bankability

Low or no revenues from cimate risk reduction

Low financial internal rate of return / long payback
Low rephcability (site and context variability)

Low investment size (£)

Large number of actors (beneficiaries/organizations)
Project complexity (time and resources)

Low capacity

: Policy and Governance barriers

| Coleni & boimead —
I Conflicting or competing policy objectives (inc, Net Zero)

1 Lack of coordination and cooperation (inc. cross-sector)

b oo oo b —-

| Political economy, chailenge of altering status quo S ——1

e e e e e e el e e e e e e e

|

 Behavioral barriers

| Social, behavioural and cultural barmers L

1 Perceived urgency of adaptation

1 Low wilkingness to pay for adaptation / current reference

S e e e e S i e o e e e e e e e e e e e AT et e
Low Med, High V. High

Figure 7: Barriers to adaptation finance and indicative importance. Source{Paul Watkiss Associates & Frontier
Economics, 2022)

It is alsounderstood that strength of barriers varies based on type of adaptation, timing of the
risk, and the financing sources envisagedand are more challenging as the ambition around
adaptation increases from incremental to transformational.

The understanding of these barriers is beingconsidered in deliverable 5.1,including the extent
to which barriers are prevalent acrossKey Community Systems, and the public and private
sectors. An indicative mapping is shown in Figure 8 below:
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Public Private
Lack of public domand
Lack uf cooperstion within

Poar performsance by
regional Emovation Lack of Hiznan resouroes

Lack af menageenent structures -
with lotg-term penpectives within nadequacy of curent financial

Corporation wystesns and qvprouu::

Lack of ywaresess mnong genersl
populston Complexity aod diversity of
: Investment needs and )
trenxforuative sctions —
Lack of spocialined knowlodge withing

the government Lack of skilled Persannel

Fimsncial Capacity and and imsufficiens saaff o

Lack of sttemtion, srategic planmsing and Targzting Challenges anyw informanan

responsibddity withs imsteutioos
Tune frasoe and

Canflicted time
scalee

Confhicts with other more
Loss of trustworthimnesa an e riationhops prmeng developng s
amomyg and within instisutions =% o Eon.

Lack of vision of each governmens Lack of willingnom
Act end Pay
Lack of rasagemnent structiares with long-

lerm perspoctives Chmate concerms in

develaprrent strategics
Lack of political will and consnitmmens

Uncertmnty of etaie planming policien

Figure 8: Indicative mapping of public and private barriers to adaptation Boxes with green borders relate to
incremental projects, yellow to intermediate projects and brown to transformational projects Source:
Pathways2Resilience (forthcoming).

There are also practical barriers faced by cities and region€hallenges in accessing financing
prominently feature for regions. 93% of signatoriesto the adaptation mission cited financial
resources as one of the main challenges, whilst 61% identified a need for financial advice.
(European Commission, 2023a)However, the information did not collect further detail, such as
whether the challenges related to accessing sourcespr the issues with instruments. There is
some relevant information on this (Moser et al., 2019) Figure 9identifie s the more practical
barriers facing local government officials, and thoseworking with them (in California) in

acquiring adaptation funds:

Funded by theEuropean Union under grant agreement No 101093942. Views and opinions expressed are however those of the author(s) 6
only and do not necessarily reflect those of the European Union or of CINEA. Neither the European Union nor the granting audhty can

be held responsible for them.



D5.2

FR.

PATHWAYS2RESILIENCE

Insufficient staff time
We have some funding but it is insuffident to meet our needs
We don't know where to go for adatpation funding

We don't know how to cost out adaptation investments

Qur organization does not meet the requirements to apply for certain
funding sources

We don't have the required matching funds

We don't have mechaniums to integrate adaptation in capital planning or in
bonds

The funding we have restricts how we can use the funds
We don't have qualified staff 1o write successful grants
We don't have the capacity to administer external grants

Other

There are mstitutional barmen to accepting external grants

Our constituency drives our budget aliocation [N

Qur governing board or other keadership is not supportve of adaptation
refated spending

E

N 0% N 0% 50% 0% 0%
% Respondents (N=109)
Figure 9: Barriers related to acquiring adaptation funds. Source(Moser et al., 2019)

Their work identifies archetypes of financing challenges-T b ui | d i nHachlarkthetgpk s 1
consists of four dimensions: an observed phenomenon occurring (or anchored) at a key stage in
the funding process, caused by a characteristic set of underlying and interacting drivers,
resulting in defining outcomes.The study alsoidentif iesa range of practical solutions that can

be adopted by regions and entitiego support them to fund or finance adaptation. These are
extremely useful in deciding how best to present information to maximise its relevance for
regions, and has been developeturther in Table 1 below.

Table 1: Focal points, archetypes and solutions to adaptation finance for regions. Source: Authors, based on Moser

etal.
Focal point Archetype Solutions
1. Establishing | Low Priority I Education and trainings for local government staff and elected
climate change officials.
risks and 1 Help with framing, communication, and engagement, particularly
adaptation as a of scepticalaudiences.
matter of 1  Top-level mandates that adaptation planning be undertaken.
concern Lack of Leadership 9 Include local and state mandates to provide cover for local
politicians neighbouring community leaders serving as
Tambassadorsi to those not yet
Conflict of Interest 9  Strong and persistent leadership, backed by a populace
demanding change,
1T Education and training in how

core missions

Disproportionate 1 Systematic and sustained interventions through broad policy and
Burden (e.g., by smaller targeted approaches (such as through providing more
more vulnerable capacity grants, grant writing services to the disadvantaged), or
communities) charging fees for nonparticipation in adaptation planning

2.Establishing | Inappropriate 1 Funded mandates,

adaptation funding scale 1 Block grants,

funding need, 1 Assuming that there will not be any state/federal funding

costs, and assistance, thus spurring radical rethinking of solutions

benefits Disjointed Risk | 1 Policy interventions to de-incentivise living in risky places.
Structure 1 Foster development of funds to address these risks through

adaptation.
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1 Incentives to mitigate hazards on an ongoindasis.
1 Creating Tbenefit districtsi t
the most capable property owners

Inability to Make the | §  More research on adaptation costs andoenefits.

Economic Case I advances in establishing common sets of metrics of success and
performance; and staff trainings in the most useful economic
tools.

3. Proving the Chronic 1 Profound rethinking of Local government funding and taxation
fiscal standing | Underfunding policy,

of the 1 reframing adaptation as redevelopment

adaptation 1 making creative use of carrot and stick approaches

funding seeker | Siloed Government | § Informal learning and collaborative networks.

Syndrome 1 Leadership demanding crosssector/ agency accounting of costs
and benefits of projects within the local budgetframework.

1 Funding for coordinating entities; and shifts in narratives to
ITshared opportunities. i
Lack of Capacity 1 Reducing onerous grantwriting requirements.
9 scaling up internship programs particularly inlow-capacity
communities.
1 providing more capacity or block grants
4. Identifying Discontinuous 1 Set upohpifanding sourcesi thi
and accessing | funding adaptation-related work.
adaptation 1 Block grants.
funding f Establishing a Tclimate resil:i
providers insurance premiums for largerprojects.
1 State assistance in establishing relationships to private sector
funders.
5.  Accessing| Funding Biases 9  Establishing life-cycle funding requirements that include funding
different types for the T s aflaptitonaspects of
of funding or 1 Investments in research to help illustrate costeffectiveness and
financing success of different adaptation measures.

Lack of Knowledge 9  Establishing an easily navigable and regularly updated

About Funding clearinghouse of fundingopportunities.

Sources or| § Asummitof region-focused foundations to help them see why

Happenstance they should include adaptation intheir missions/portfolios.

9 Creation of a region-wide adaptation fund.
6. Navigating | Eligibility 1 Adding adaptation criteria to existing funding streams;
adaptation establishing a pool of matching funds that smaller communities
funding could draw on; integrating different local planning processes and
mechanisms documents to create efficiencies; and updating local codes and
standards so that certain funding sources can be used for
adaptation.
7. Having or Lack of Capacity 9  Establishing or working with capable lead organizations, trainings
building in grant administration, or building up staff capacity through
capacity to use capacity and block grants
and administer
adaptation
funds

This listhighlights some of the more applied issues that are important inlesigning an adaptation
catalogue and finance process to support regionsn the European context as wellas wider

opportunities for regions and the entities which support them (such as the EEA, ERRIN,
Covenant of Mayors, the Mission Implementation platform etc), to develop their approaches to
boost the volume of finance and diversity of sources

1.3 Adaptation Investment Planning

Regional Resilience Journey

in the P2R
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Pathways2Resilience uses aprocess and series of stepsto support regions to develop
transformative Climate Resilience Strategies and Innovation Agendas The steps, known aghe
flRegi onal Re s i ket amamew adaptationnpnniAglogic, which seeks to support
regions to deliver transformative and transformational adaptation, complemented by
Adaptation Investment Plans. An early version of this logic is showim Figure 10below:

3 L
STRaTEGy, acrion AN

Figure 10: The emerging Pathways2Resilience Regional Resilience Journey. Source: Koetz, T. et al. (forthcoming)

Within this cycle, financing is identified as one of thekey enabling conditions for the journey,
and envisagesa process to mobiliseinvestment. This deliverable can help to address the
barriers to both public and private investment inthe Climate Resilience Strategies developed
by regions. These potential contributions are shownin Table 2below:

Table 2: Opportunities for the P2RAdaptation investment Cycle and Catalogue to addressing structural barriers to
financing adaptation. Source: Authors

Deliverable Barrier Types How the deliverable canaddressthem

Component

Adaptation Information 1 Involving private sector and investors development and
Investment delivery can build awareness knowledge and

Cycle and Plans understanding.

1 A cycle can help Identify and fills knowledge gaps for
investable propositions

Market failures 1 Directs regions to consider the rationale for private or

public intervention, helping allocate resources efficiently

across public and privatesectors.

1 Supports development of a market of goods and services
through allocations of risks
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Financial
Barriers /
bankability

i Standardised process lowers overall cost of Investment
Planning processto regions.

1 Increases diversity of sources by cecreating value
propositions with all relevant stakeholders,

9 Enhances revenues and paybacks based on all revenue
streams created through adaptation and wider cebenefits.

T Includes resources, guides and examples to build
stakeholder capacity.

Policy and
Governance

1 Provides a coordinated crosssector approach, which
bridges adaptation and financial planningorocesses of
regions.

Behavioural

1 Estimating totality of financing need increases willingness
to pay for

1 Practical limits of fiscal space emphasise need to prioritise
and sequence adaptation investments based onrgency.

9 Process can allocate financial responsibility to adapt and
manage risk across public and private sectors

Catalogue of
sources,
instruments and

Information

9 Bridges finance-related information gaps for adaptation
planning
1 Helps develop investorunderstanding of adaptation

best practice
examples

Market failures

9 Catalogue can help regions identifyappropriate sources
for different sectors, adaptation actions and systems

Financial 9 Catalogue can help regions select appropriaténstruments
Barriers / or strategies, increasing likelihood of bankability
bankability

Policy and 1 Can enhance coordination by highlighting the various roles
Governance of different sources in paying for adaptation.

Behavioural 9 Best practice examges can challenge theeonvention of

adaptation as only a public sector activity.

Pathways2Resilience will offer a range of capacity building and training activities through

WP7, as well as dedicated enabling resource through the subgrants in WP3, which are designed

to work alongside thewider Mission projects and the MissionPlatform MIP4Adapt, to address
the more practical barriers facing regions.

1.4 Definitions

Throughout this deliverable we use a number of key terms, and associated definitions. These

include:

Adaptation -the process of adjustment to actual or expected climate and its effects, in order to

moderate harm or exploit beneficial opportunities. (IPCC, 2022)

Adaptation Finance Process - A framework, series of steps, process or description of activities
which can be used to increase the overall deployment of adaptation finance, both directly
through development of bankable projects, or indirectly through areabased investment

planning or boosting of enabling conditions(P2R project definition).

Adaptation Investment Cycle ¢ The specific, 6stage cycle designed for Pathways2Resilience to
creation of a

support

Adaptation Investment Plan - Document which outlines how the region intends to finance its
Climate Resilience Strategy along with a pipeline of bankable adaptation investments (P2R

project definition).

t he

regi on#ts
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Bankable g The project or investment in question meets the requirements of the financier in
order for them to provide the financing for the project. (UNECE et al., 2020)

Catalogue - a complete list of items, typically one in alphabetical or other systematic orderP2R
team definition)

Enabling Conditions - The institutional, technical, and financial aspects that characterize the
framework under which urban climate action can happen(CCFLA, 2023)

Finance - all sources of funding and financing for adaptation from the public, private and third

sector, and all financial instruments including grant, debt, equity and other. This follows the

convention in the adaptation finance literature (see(Negreiros etal., 2021) and uses hfi na
a broad term to represent all investment in adaptation. However, it is noted that financing and

funding are sometimes defined differently. Funding is sometime defined as money (especially

grants) that is provided by government / pwblic sector. Finance is often defined as capital raised

from financial institutions or other lenders (such as debt) which requires repayment. However,

these definitions might be confusing here, for example, public funding of adaptation can be

through debtt h a't has to be repaid. We use the gener
adaptation but note the differences between public and private sources and various
instruments.

Financial instrument - the mechanism which enables the provision of finance from one actor to
another, or to a dedicated project which delivers adaptation(P2R Project definition).

Incremental adaptation . Adaptation that maintains the essence and integrity of a system or
process at a given scalglPCC, 2022)

I nvest ment -DGomeatdéhptitranslates an investment project idea into the financial
language to mobilise financing for its realisation. The purpose is to provide investors and
financial institutions with the information necessary to assess an investment project in a saple
and fast manner. The owner of this document is the territory proposing the investment project.
(P2R Project dennition).

Investment Strategies § A shortlist of possible approaches to raising, deploying and (if
appropriate), repaying capital associated with meeting investment needs for particular sectors
or risks, including indicative mixes of public and private investment, and sources, instruments
and mechanismdfor achieving them.(P2R Project definition).

Key Community System - systems that meets important basic societal needs but that are
increasingly impacted by climate change. A key community system is an area of innovation and
transformation for the Mission, part of a larger interdependent system. (European Commission,
2021a)

Pipeline - specific, upcoming investment opportunities in adaptation within regions (OECD)
Sour ces af sodreeamsaueces of finance, refers tahe entity providing the money to

fund the adaptation activities. Finance can be gainedrrom either internal or external sources.
(P2R Project dennition).

Structuring ¢ the allocation of responsibilities and risks to the parties, and the determination of
a financing structure for a Climate Resilience Strategy or bankable investmen{P2R Definition)
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- only and do not necessarily reflect those of the European Union or of CINEA. Neither the European Union nor the granting audhty can
be held responsible for them.



D5.2

Transformational adaptation - Adaptation that changes the fundamental attributes of a social
ecological system in anticipation of climate change and its impact¢$lPCC, 2022)

Transformative change. A systemwide change that requires more than technological change
through consideration of social and economic factors that, with technology, can bring about
rapid change at scale(IPCC, 2022)

2 Methodology

The deliverable employed a bespoke research methodo inform the four component parts for a
catalogue andadaptation finance process:

1 ldentifying existing, new and innovative sources ofinance against regional finance
needs

1 Identifying and synthesising of financial instruments for adaptation for regions
(including private sector and blendedfinance).

1 Identifying and reviewing financing approaches for adaptation for regions (including
private sector and blended finance).

1 Developing an adaptation finance procesgy Development of an overarching adaptation
finance process for regions to use to develop Adaptation Investment Plans.

Theresearchapproach consisted of6 stages:

1. First, the deliverable undertook an initial high-level scanof adaptation finance literature
to gain a broad overview of the topic area The scan provided an initialiterature set,
including the grey and academic literature, the keyexpert institutions , and how relevant
knowledge was structured.

2. The deliverable used a narrative review process(see next section)to identify a body of
literature which identified or included existing (catalogues of) sources and instruments,
case studies, and adaptation finance processesnd which outlined key innovations,
relevant knowledge gaps,broad challenges,and solutions.

3. Theidentified literature was reviewed andgrouped into core topics relating to catalogue
development, financial innovationand strategies which address barriersand adaptation
finance processas well as case studies for best practice

4. The catalogues of sourcesand instruments were evaluated for the range and depth of
content as well as the approaches used to classify andstructure them, and the
information provided. The adaptation finance processes were reviewedor strengths
and weaknesses to identify lessons for the P2R catalogues and adaptation finance
processand criteria.

5. Thedeliverable reviewed a series of adaptation finance accelerator programmes to gain
an overview of innovative financial approaches to adaptation and best practice
examples

6. The study then developed the adaptation finance process and the cataloge for the
deliverable in parallel. The detailed approach to their development is outlined inthe
respective chapters.

The overall approach is shownn Figure 11below:
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Figure 11: Deliverable developmentprocess. SourceAuthors.

More detail on the overall research approach andhe individual stages is outlined below.

2.1 Research approach
A wide range of review approaches are available toesearcherslooking to review the literature
on a particular topic, but these exist on a spectrum between narrative reviews andsystemic
reviews. Broadly, they fall into three areas:

1 Narrative review - A narrative review, also referred to as a traditional review,
summarises and presents the available research on a topic.

1 Scoping Review - Scoping reviews provide a useful alternative to literature reviews
when clarification around a concept or theory is required.

1 Systematic Review - A systematic review is a highlevel overview of primary research on
a particular research question that tries to identify, select, synthesize and appraise all
high-quality research evidence relevant to that question in order to answer it.(Smith,
n.d.)

Table 3 shows that hese are generally used for a number of different purposes

Table 3: Purpose of different literature review methods. Source: Authors, adapted from(Munn et al., 2018)

Narrative Review \ Scoping Review Systematic Review
Provi di ng |1. Identifythe types of 1. Uncover the
overview ¢ available evidence in a international evidence
or i ssue given field. 2. Confirm current
2. Clarify key concepts/ practice/ address any
definitions in the variation/ identify new
literature. practices
3. Identify and inform
areas for future
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Examine how research is
conducted on a certain
topic or field.

Identify key
characteristics or factors
related to a concept.

As a precursor to a

research

4. ldentify and
investigate conflicting
results

5. Produce statements
to guide decision-
making.

systematic review
6. To identify and analyse
knowledge gaps

There are a number ofdefining characteristics of systematic reviews which have been designed
to increase the confidence in the evidence These are illustrated in Table 4 below

Table 4: Defining characteristics of traditional literature reviews, scoping reviews and systematic reviews. Source:
(Munn et al., 2018)

Criteria Traditional Scoping Systematic
Literature Reviews Review Review
A priori review protoco No Yes (some) Yes
PROSPERO registration o No No Yes
Expltircansparent, peer r ¢ No Yes Yes
strategy
Standardi zed data extra No Yes Yes
Mandatory Critical Appr No No Yes
Assessment)
Synthesis of Andings fr No No Yes
the generation of hsumm

However, in reality, these categoriesare more of a continuum. The challenge for and research is
to adopt elements of scoping or systematic reviewsvhich increase theconfidence of the reader
that the foundation of the data has been obtained following a robust set of procedureswhilst
maintaining a manageable procesqTurnbull et al., 2023)

Following an initial scan of the literature, theauthors chose to adoptanarrative review approach

to identify literature which was likely to include adaptation finance processes, catalogues, or
best practice examples To ncrease its robustness the authorsborrow ed elements of a tightly
bounded scoping reviewin line with the process set out in the JBI Manual for Evidence Synthesis
(Aromataris & Munn, 2020). This included developing a research question and search strategy,
searching relevant databases, and screening literatureThese choices of method were based on
the following reasons.

1 Appropriateness of the methods gIn the case of adaptation finance, the context specific
nature of adaptation financing, as well as the varying range of solutions and approaches
make mapping the literature more appropriate.

1 Solution-oriented focus - The solution-oriented nature and ambition of the Adaptation
Mission suggested a focus on the groundolutions rather than the academic literature.

1 Emerging nature of adaptation finance - The literature in adaptation finance is an
emerging space, making it more suited t
discussion with other adaptation experts, and initial review of the literature indicated
that much of the literature on adaptation finance was in the greyliterature.

14
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1 Presence of relevant content in the literature § Several of the documents in the
literature combined elements required in the deliverable (for example processes which
included a short list of sources and/or instruments

1 Available time ¢ The relatively short window afforded for the deliverable need for
development of the RMJ and the catalogue meant thathe use of screening criteria could
be used to identify a small but significant componenof the literature.

However, due to criteria outlined above, rather than adopting a full screening approach authors
performed a simplified approach,rapidly screening documentation using the scoping criteria as
guidesto selecta final set of literature to form the basis of a thematic review which informed the
development of the catalogues and the adaptation finance processThe criteria used for the
selection areset out in Appendix1.

2.1.1 Research question
To guide thereview, the deliverable sought to answer the following primary research question:

What current processes, guidantegls, cataloguestrategies, activities, or actions can
help local government, cities and regions in Europe to mobilise finance for equitable
incremental, and transformational adaptation to climate change?

2.1.2 Searchstrategy, sources andinclusion / exclusion criteria

To identify the literature the deliverable adopted a four-pronged approachto selecting sources
which combined (1) conference proceedings, (2) tailored searches, (3) targeted websites and (4)
consultations with key experts. In addition, where relevant, the reviewers identified further
literature through snowballing from initial articles.

Detail of eachelement of the search strategyis outlined below:

2.1.2.1 Conference proceedings
The conference proceedings reviewed related to two key conferences:

1 Adaptation Futures
1 European Conference on Climate Adaptation

2.1.2.2 Tailored web searches

The search strategy sought to be as comprehensive as possible within the time constraints of the
approach. The primary sources of informationwas Google for grey literature and Google Scholar
for academic literature. To search the databases, we used a series of keywords per theme in
combination to identify a long list of potential literature.

We combine adaptation keywords with (a) planning keywords and (b) financeelated keywords.

For example, we searched foh adap tf ammiamm* AND green budgeti ngH.
include both conceptual literature and case study literature, we used high level search terms

(such as adaptation finance), and more specific cadeased examples. These are outlined ifable

5 below:

Table5: lllustrative themes and keywords used in the literature review. Source: Authors.

Keyword longlist (to be combined in searches)
Regional Adaptation | Adaptation finance, Incremental, transformational, justice,

Finance equity, public, public-private, blended, leveraging, crowding in,
funding, resilience, process, framework; regions; investment
bankable
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Regional Adaptation | Process, implementation, equity, finance, resilience, roadmap,
Planning

Enabling conditions to | Costs, benefits, capacity, green budgeting, Monitoring
mobilise finance Evaluation, Learning, increasing,

We added keywords as we became more familiar with the literature relevant to our research
guestion.

2.1.2.3 Targeted websites
The deliverable reviewed the literature, research and publications from key sourcesand
institutions working in the field . These included:

=

World Bank Open Knowledge Repository
OECD

Global Centre on Adaptation (and associated Global Commission on Adaptation)
Development banks (EIB, EBRD, ADB)
UNEP-FI

UNDP

C40 Cities Finance Facility

Climate Policy Initiative

NDC Climate Toolbox

CPI

IISD

=A =8 =4 =8 8 -8 8 -8 -9 -9

Literature was searchédnecsinmngst amdweéleaivi eafgs topwmn C
Any documents not providing guidance ¢é.g.,conference remarks, speeches, business plans),
were not included in the screening searches.

For each of these approaches, searches were limited to the first 50 results. Search strategies

were limited to within the last eight years (2015 onwards) but were limited to English language
versions due to the authorHs own | imitations. w
second round of additional literature was screened and included to ensure as comprehensive a

mapping as possible.

2.1.2.4 Expert contacts

A final, small set of literature and exampleswas identified through a series of informal
conversations with expert contacts working in the space of adaptation financeThe list of those
approached, those that participatedare included in Appendix2.

2.1.3 Use of grey literature

Grey literature is recognised as a valuable source in systematic approachd®aez, 2017) but
there has been more limited application of systematic approachesHowever, methodical
approaches have been adopted which have helped minimise individual bias and improve
effectiveness of research approachegGodin et al., 2015)

The use of grey literature can also offer other benefits. Forexample, it can ensure proper
representation of challenges (negative / null results), as well as access to data and information
which has yet to make its way into academic literature.

For this review, we have adopted the Luxembourg definition, which defines grey literature as
Tthat which is produced on al/l |l evel s of govern
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and electronic formats, but which is not controlled by commercial publishers, i.e., where
pr i ma (Faracea® & iFnrantzeryJ, 20G5)
Whilst the review focused on the grey literature, academic literature was not explicitly excluded,

publ i shing
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S not t he

and was consideredusingtraditional search engines and the expert reviews.

2.1.4 Presentation of information

To assemblea core set of information for further analysis, the literature was screened and
collated into an overall list of the existing processes, tools and approaches being used to

overcome barriers. Table 6 sets out the @ta collected:

Table 6: Initial data collated from literature review. Source: Authors

Variable Description

Name Name of the publication
Publisher The publisher or institution affiliated with the publication
Author The author of the institution
Year The year it was published

Rationale for inclusion

The rationale in line with the Literature Review protocol in Appendix 1.

Developed / developing
country context

Whether the study focuses on a developed/developing country context

EU/US/Asia, Regional)

Geographical focus (Global,

The geographical focus of the publication

Focus onproject,
programme or strategy.

Whether the publication focused on adaptation strategies, programmes or
projects.

Focus on wider enabling
conditions

Whether the publication included reference to the wider enabling conditions for
adaptation finance.

Focus on Justice and
Equity?

Whether the publication included a focus on adaptation justice and equity

Coverage of synergies with
mitigation planning

Whether the publication included discussion of the synergies ottrade -offs with
mitigation planning

Includes a process for
financing adaptation?

Whether the publication included a process for financing adaptation, whether
strategically or at the project level

Includes sourcesof finance

Whether the publication included alist / catalogue of the types of souces
available for adaptation finance

Types of instruments

Whether the publication included a list / catalogue of the types of souces
available for adaptation finance

Inclusion of best practice
examples

Whether the publication included a list / catalogue of the types of souces
available for adaptation finance

References to systemic /
transformational
approaches

Whether the publication focused on systemic or transformational adaptation
finance approaches.

Key findings that relate to
the research questions-
current processes,
guidance, strategies,
activities and insights

A summary of the key findingsfrom the article that relate to the research question
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Key strategies / Key approaches, strategies or activities that could be used as part of the
frameworks or actionsthat | Adaptation Finance Processes
could be included in the
Adaptation Finance process

Key issues for systemic/ | Any relevant issues related to systemic or transformative finance.
transformative finance

This information was used to structure further spreadsheets of Adaptation Finance catalogues
and processes with detailed criteria on each. Table 7 below sets out theinformation collated for

catalogues
Table 7: Data collated on sources and instruments catalogues. Source: Authors.
Theme Variable Description
Publisher The author or institution publishing the catalogue
Year The year it was published
Financial scope Whether the catalogue covered public and/or private sectors
Sources Whether the catalogue covered sources.
Sources Included The sources included by the catalogue

Scope Instrumentsg Whether the catalogue covered existing / mature
Existing/Mature instruments.

Instruments g Emerging/ | Whether the catalogue covered emerging, pilot, new and/or
pilot, new and innovative | innovative instruments

Instruments included The instruments included in the catalogue

Business Models Whether the catalogue covered business models

Whether the catalogue covered barriers and challenges of

Barriers / Challenges . i
using sources/instruments

Whether the catalogue covered strengths and weaknesses of

Strengths/Weaknesses . i
using sources/instruments

Whether the catalogue how to access or contacts for

How to access / contacts .
sources/instruments

Eligibility Criteria Whether the catalogue covered eligibility costs

Indicative costs of Whether the catalogue covered barriers and challenges of
deployment / size of using sources/instruments
finance mobilised

Use cases Whether the catalogue contains use cases for instruments.
Thematic/ sector If the catalogue had a particular thematic / sector relevance
relevance (e.g.,Nature -based solutions or innovation)
Case Studies If the catalogue included case studies

Typical revenue streams | If the catalogue assumed particular revenue stream®r sizes

only and do not necessarily reflect those of the European Union or of CINEA. Neither the European Union nor the granting audhty can
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Synergies / Cebenefits | If it considered synergies orco-benefits

Look and Filters and Tags Whether the catalogue could befiltered or tagged for
Feel navigations
Solutions driven Whether the catalogue was aimed at helping users solve

particular challenges g e.g.,generating new revenue streams
for adaptation

Use of a Taxonomy Whether the catalogue includes use of a taxonomy for
organisational purposes

Format The format of the catalogue €.g9.,PDF, website, interactive
tool)
Identified Audience If there was an identified audience for the catalogue
Summary Strengths The particular strengths of each catalogue
reflections .
Weaknesses The particular weaknessesof each catalogue

This review identified material directly relating to Europe, as well as relevant global insights and
innovation that could be applicable to a European context. In addition to adaptation finance, the
scan of literature included elements of wider topics of ron-adaptation specific climate finance,
sauch as mitigation finance, nature finance, biodiversity finance, and green finance. The review
also drew upon practices emerging in the developing country context, where the greater need
and more mature practices ae driving Investment Planning processeglISD, 2022b). More detail
on the particular methods employed for each section of the deliverable is included in the relevant
chapter below.

2.1.4.1 Catalogue information
The development of the sources and instruments catalogues begun with a review of the existing
catalogues for adaptation finance.The review was conducted from two perspectives:

1) To understand the existing state of the literature on source and instruments ¢ this
covered both adaptation as a topi¢ and

2) To identify the content traditionally contained within a catalogue and possible structures
and presentation approaches.

These findings from this catalogue of catalogues were used to inform a specification fohe P2R
sources and instrumentscatalogues, which was then populated by the project teamThe final
cataloguing criteria for sources and instruments of adaptation finance are showin Tables 8 and

9 below:
Table 8: Fields for the Adaptation Sources catalogue Source:Authors.
Characteristic ‘ Description
Name Name of the source of finance.
Actor Type Whether the source is public, private or third sector in nature.
Category The category for that particular type of source (e.g.,European
Institutions, National government entities, banks etc) Note this
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included a number of nested categories €.g.,breaking down the
types of banks).

Description

A short narrative description of the funding or finance source.

What matters to these sources?

The key motivations to these particular sources ie.,that regions
are going to have to pay attention to when considering mobilising)

Eligible Entities

The entities that can be funded by this source

Advantages

The strengths of using this particular source

Drawbacks

The drawbacks of using this particular source

Funding Instrument(s)

The type of funding instruments typically provided (e.g., grants,
loans)

Typical Finance Size

Typical Finance Size provided by thentity

Relevant KCS

Whether the source is particularly suited for aparticular KCS

relevant activities;

Current or potential adaptation -

Whether the source has a particular focus on types of adaptation
actions (e.g., research and evidence, capacity building, risk
reduction)

Additional insights

Space for anything not covered elsewhere

Inspiring Examples

List of examples being used for each finance source

details

Further information / Contact

Where to go / who to speak to for more information on options from
particular sources.

Table 9: Fields for the Adaptation Instruments Catalogue. Source: Authors.

Characteristic Description

Name Name of the finance instrument
Category The category forthat particular type of instrument ( e.g.,debt, equity etc).
Description A short narrative description of the funding or finance instrument.

Typical size/volume of

Range of finance normally provided by this instrument

finance
Advantages The particular advantages of using this type of instrument
Drawbacks The drawbacks associated with the use of this type of instrument
Scalability To what extent does the instrument have the ability to scale finance, through for example

replication, aggregation, bundling

Time, resources,and
expertise to access /
deploy

The nominal amount of time, resources and expertise needed to either access or deplq
the finance.

Setup costs

TBC

Concessionality

The approximate costs associated with setting up this kind of instrument.

be held responsible for them.
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Considerations for
accessing [Finance
Instrument]

The degree to which the source is concessional and /or typical range @ihancial returns
expected from each of the sources.

Current or potentially

relevant sector(s) /KCS: Particular considerations needed for accessing instrument [X]

The current or potential sector(s) or KCS the instruments areparticularly relevant to (if

Additional insights;
any)

Good practice examples | Any further insights for the use of this instrument

Further Information Relevant examples of where the instrument has been used.

2.1.4.2 Adaptation Finance Processinformation

The Adaptation Finance Process was developed in two stagegirstly, the literature review
identified 14 adaptation finance processes for inclusion in the scope of the reviewror each of
the processes the studycaptured a range of information. The information collected is set out in
Table 10 below.These criteria were developed and selected following the initial review of the
processes.

The outcomes sought ranged from supporting individual investments through to holistic
planning approaches, whilst the range of processes identified ranged from incremental, step by
step approaches focused on individual investments, to more transformational, systemic
processes designed to increase consideration of climate change in public financing across entire
countries or places. For both the outcomes sought and the processes used, these were
categorised as follows:

Table 10: Information collected on adaptation finance processes. Source: Authors.

Criteria Description

Name The name of the process

Year The year in which the criteria was produced
Author The Institution or author who produced the process
Audience Who the primary audience for the process is.
Outcome categories Whether the process is primarily focused on

Developing Investable Projects ¢ the main objective of the framework is to
advance development of individual projects or a pipelineof investable projects.

Investment plan ¢ These target the financing needs of the municipal entity, and/or
the wider actors in the area, with a primary focus on the entire region.

Improving Enabling Conditions § the objective is to improve the institutional,
technical, and financial aspects that characterize the framework under which
adaptation action can happen.

Process employed Step by step processesg these are designed to be followed in a linear way o
through a cyclical process €.g.,for bankable projects)

Flexible framework ¢§ A framework which describes the desired activities or
outcomes, but which do not have to be followed specifically in order. €.g.,that
describe the hhall marks#H of good proj
Capability -Maturity Matrix g programme which has a number of dimensions which
mature and progress over time.g Presumes that all elements are needed, which
have specific stages which mature over time.
Thematic focus The thematic focus of the process, whether it is on:

1 Dedicated adaptation planning and implementation § The process
provides finance-related support for adaptation plans, strategies, and
projects.
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1  Green budgeting and mainstreaming climate in budgetary processeg
Considering climate change in financing processes.

1 Integrated g i.e.,considering the two categories above in an integrated
way (e.g.,both using green budgeting and broader adaptation planning
processes)

Process overview A narrative description of the process, including its aim and objectives ang

particular novel features

Strengths andWeaknesses | A summary of the relative strengths and weaknesses of each processs relates to

a process that regions can follow.

In some cases, processes contributed to more than one of the categories. In these cases, the
primary outcome or process was selectedThe deliverable then evaluated the strengths and
weaknesses of these approaches and used them to define criteriand activities to frame an
Adaptation FinanceProcess.

The P2R Adaptation Finance Pocess wasthen developed by using the insights from the process
review to frame the context and ambition. The deliverable then iteratively mapped key activities
from the process reviews and wider financing literature to the different stages of the Regional
Adaptation Support Tool and the RRJ to provide an initial framework of activities. These were
then supplemented by good practice guidance and toolsdentified in the literature as well as

suggested by consortium partners

2.2 Best practice examples in Key Community Systems

A requirement for the deliverable was to present case studiesand best practice examples
throughout the key community systems.

Therefore, the study includes a range of leading innovativesources,instruments and business
models that could be further developed, or replicated in regions.These are providedas a
separate worksheet of summary examples linked to sources and instruments irthe catalogues
to highlight best practice examples

To inform the selection and developmentof good practice case studiesthe study started by
cataloguing the case studies identified inthe literature to develop a long list of examples The
case studies were reviewed by the authors for their relevance, and aubset were chosen for
inclusion based on whether there was significant possibility for the case studies to be leveraged
replicated, or adopted by European Regios. Table 11 shows thefinal set of sources and number
of identified case studies fromeach:

Table 11: Final set ofliterature used to populate case studies in the best practice examples catalogue. Source:
Authors. Note final number does not match individual sources due to duplication in some literature

Source Number

EEA(2017) 11
IISD (2022) 42
CPI/GCA(2021) 27
Fankhauser et al(2022) 5
Watkiss and Frontier Economics(2022) 11
Ranger et al. (2023) 7
CCFLA,(2021) 12
WWE (2020) 6
GrowGreen (2019) 44
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Resilient Futures Investment Roundtable,| 4
(2023)

Ready to Fund Resilience oolkit (2022) 9
Total 169

Examples were alsocross-referenced across publicationsto ensure no overlap or duplication.

For each case study, a short description was produced, along withe relevant key community

systems,a location, the relevant sources,and instruments used, and further information. This

approach was designed to be compatible with existing work undertaken with the sister Mission
project ClimateFIT, with a view to developing a single inventory of financerelated case studies
for regions in 2024.

This was complemented by a review oftie major Financial Innovation labs and programmeso
develop a long list ofemerging financial nstruments. The accelerators reviewed were:

1 The Global Innovation Lab for Climate Finance § Established by CPI in 2014, the lab is
an investor-led, public-private initiative that accelerates early-stage climate finance
solutions and instruments. It crowdsources, selectsgdevelops,and launches financial
solutions to drive funding and financing into mitigation and adaptation action in
developing countries. The lab seeks ideas that are actionable, catalytic, innovative, add
value, and have the potential to be financially sustainable.

1 SEED Practitioner Labs for Climate Finance- SEED is a multdonor programme and
network for action on sustainable development and the green economy, founded by UN
Environment, UNDP, and IUCN, that works in eight developing countries. SEED runs a
practitioner lab for climate finance (PLCF) included a specific adaptation finance stream
targeted at small- and medium-sized ecainclusive businesses & enterprises. The
adaptation stream bringstogether organisations, businesses, and stakeholders to
jointly develop prototype solutions and financial instruments that mobilise finance for
adaptation measures and increasing climate change resilience. The programme has
developed solutions inSouth Africa, Indonesia, Ghana, Ugandd hailand,and India.

1 Adaptation Scotland Climate Finance Working Group ¢ The Adaptation Scotland
programme is Scotlandfs nati onal cojmmuiges,a mme
and businesses to support to climate change. The programme has established a Climate
Finance Working Group, which has produced a finance guide, as well as undertaken a
series of case studies evaluating adaptation financing options.

1 GEF Adaptation Innovation Challenge Fund § The GEF Challenge Program for
Adaptation Innovation supports scalable, bankable solutions that can help industries
and communities cope with the adverse impacts of climatehange andbuild economies
that are resilient to changing weather and water patterns. Half of the funding will be
used to support initiatives in least developed countries. The first round of funding
supported nine new proposals

1 Climate-KIC / South Pole City Finance Lab- The City Finance Lab was an incubator of
innovative, replicable, and scalable financing solutions that increase investment in
climate-resilient, low-carbon and green urban projects for sustainable cities. The lab
supported development of Innovative financing instruments and mechanisms tailored
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to cities andaimed to leverage USD 500 million in additional finance for climate action
in cities by 2025 by mobilising private finance, leveraging expertise on climate finance
and channelling efforts into innovative financing mechanisms.

1 EIT Climate-KIC Deep Demonstration Programme ¢ the EIT Climate-KIC Deep
Demonstration programme developed a number of financial models through its Forging
Resilient Regions programme, particularly focused in Glasgow.

The review of labs highlighted a strong focus in a number of key community systemg namely
Land Use and Food:cosystems and Naturebased Solutionsand Local Economic Systems. There
were significant gaps in Health and Wellbeing and Behavioural Changas shown below:

I I I <
O L -
. F - R atce Dot

Figure 12: Emergingadaptation finance instruments by Key Community Systems and Enabling ConditionsSource:
Authors

Whilst the case studies and best practice exampleare intended to inspire regions and identify
possible options that could be transferrable or replicated, it is important to note that their
suitability is highly context-specific, depending on regional hazards, the characteristics of the
system/sector, aswell as local, national and EU policy. For example, in agriculture, weather
indexing insurance payments and payouts, or aligning loan repayments with agricultural cycles
have helped mobilise finance, alongvith the use of mobile technology to overcome issues of
rurality, but depend on the availability of technology, financial regulations, and are currently
only suitable for drought. Therefore, whilst the business models provide illustrations for each

of the key community systems, they cannot be comprehensive, and regions should use them
as a starting point to explore their own financing models for regional adaptation needs. In
addition, it is important to note that the role of a region in each situation coud differ. For
example,in land use and food systems, the regional authority could facilitate the development
of such a product, connecting insurers with potential purchasers, or supportingearly-stage
product development, whilst in supporting SMEs in climate risk reduction, Regional or local
municipalities could provide direct delivery of the programme, as well as some of the adaptation
options in partnership with the target beneficiaries.
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3 Existing, new, and innovative sources of adaptation
finance

This chapter maps, catalogues and synthesises existing, new, and innovative sources of finance
against regional finance needs. To do thigt starts with source definitions, before defining the

objectives of a combined catalogue of sources and instrumentdt then evaluates the strengths
and weaknesses of existing cataloguesf sources ofadaptation finance and the implications for
a P2R cataloguelt then presents a P2Rcatalogue of sources andoutlines some of the key
innovations underway. It concludes by reflecting on the state of the art and thepotential impact

of the catalogue for boosting the number and diersity of adaptation sources in regions

3.1 Introduction

An early step in the process of mobilisindinance for adaptation is for regions to identify, and
engage with relevant sources of finance and explore their suitability. By a source ofinance, we
mean:

Tthe entity able to provide the monefSoutcee fund a
Authors)

The suitability of sources and instruments varies by actor{DeBoer, 2018). Therefore, regions
will have to assess whether they are willing to accept such termsKey considerations when
assessing sources for their suitability include:

1 Ability to offer instruments ¢ Different sources are also able to offer different
instruments. Some sources (for example Nationagovernment) can offer grants and
loans, whilst Venture Capital firms are more likely to take an equity stake.

1 Motivations for providing finance - Each source will also have different motivations and
values that make them suited for different activities. For example, a public institution
with a health mandate would be more likely to support activities for deliver early warning
systems. Banks may also provide finance for such activities but would still expect a
commercial return in line with the terms of a Ending agreement.

1 Regional capabilities - Different actors have different powers and capabilities which
modify their ability to reach certain sources. Forexample, regional governments may
have the potential capacity to issue a green bond that a municipality does not have,

1 National, regional, and local political context § for example some regions may be
opposed to too significant involvement of private equity firms, or of citizen engagement
via crowdfunding or local climate bonds.

1 Terms of finance § Each source will offer different terms for providing finance. For
example,public institutions may offer more favourable terms, but projects may have to
align with specific policy criteria or include monitoring and evaluation reporting.

1 Economic and financial context g The wider economic and financial context of a region
may influence the choice of sourceg) for example depending on the ability of the region
to borrow funding or finance.

Each of these issues will be context specifi®Once suitable sources areidentified, regions will
then need to work with them to unlock finance, using their standard methods for approving,
deploying and repaying capital. The process varies from source to source. For example, for
Grants provided by the European Commission there is an application process. Development
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banks will assess the creditworthiness of an entity and the ability to repay lending. Investors will
assess whether a project or entity can provide returns that meet its investment criteria.

Identifying and accessing sources is a particular challenge for regionsigure 13 shows that92%
of those completing the P2R EOI said they had limited awareness of financial resources and
mechanisms, whilst 95% saidthey hadlimited availability of financial resources and instruments,
and 96%that they had limited ability to access financial resources anéhstruments (P2R Internal
information) :

70
60
50

40

30
- | don't know
20 ® To no extent
10 ® To fittle extent
m To some extent
) _.J

To a large extent

Qo

Limited Limited Limited ability Lack of Challenges with Other”
awareness of  availability of Lo access knowledge on making
financial financial financial designing adaptation
resources and resources and resources and business actions
mechanisms instruments nstruments madels for bankable, that
available to adaptation is, suitable for
regions/ measures public or
communities private

investment
Figure 13: Regional challenges to financing adaptation. Source: P2R Expressions of Interest.

These challenges seem to be reflected in the choice of sources currentBccessed by regions.
The EU Adaptation Mission secretariat recently surveyed regions in the EU Adaptation Mission
about the extent to which they access a range of sources and instrument3 he results are shown
in Table 12 below.

Table 12: Sources and programmes for adaptation finance from regions in the Adaptation Mission. Source: Authors,
based on(European Commission, 2023a)N=301.

Source Programme(s) | have | intend | know
used to use
European Cohesion Policy | Public 48% 26% 14% 11%
Commission Funds (EDRF,
Interreq)
LIFE Programme Public 31% 31% 24% 14%
European Rural | Public 22% 21% 30% 28%
Development
Funds
Horizon Europe Public 25% 44% 20% 11%
Other EU funds Public 27% 26% 18%
EIB European Public 9% 12% 32%
Investment  Bank
Financing
Private sector | Private/commercial | Private 8% 10% 31%
banking financing
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Member National funds Public

States

Subnational Regional funds Public
Institutions

Own source Own local funds Public
Unknown Other Public/private
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19% 11% 8%
17% 12% 19%
14% 10% 20%
% 12% 12% 69%

The resultsin Table 12show that to date, regions have predominantly used nationalyegional,

and local sources, as well as some European Commission programmes. Thereldsv use of

sourceswhich require repayment or require a returng i.e.,from loans (e.g., EIB) othe private

sector,. Interestingly, there is also a very low level of intention to use EIB or private sector, with

limited knowledge on the awareness of these sources.

To support regions inincreasing the number and diversity of sources in adaptation financgP2R

is developing a catalogue of sourceswhich support regions in the design, funding, and

implementation of Climate Resilience Strategies.There is no widely accepted definition of a
catalogue ¢ they can vary in topic, scaledepth, and focus, depending on proposed use and

context. For the purposes of thisstudy, we define a catalogue as:

Ta complete |ist of items,

Authors).

Catalogues can provide a broad overview of the options available to the user on a particular

typical | (Boumwen e

topic, as well as provide more detailed information.Table 13 highlights that by streamlining the

process of data discovery and access to relevant sources, th@yovide a number of bendits.

Table 13: Selectedbenefits of catalogues. Source: Authors, adapted from Paperflite (2023) andKuttapa, 2022) .

Benefit Description

information guestion.

Improves knowledge and A catalogue can raise awareness okources the topic in

upon external consultan

ts.

Spedd, efficiency , and cost Cataloguesmake the process of achieving objectives shorter
reduction and more efficient and cheaper byreducing the amount of
research and developmentrequired and reducing the reliance

Improves uptake of

By showcasing the range of solutions available, atalogues
solutions help focus efforts on uptake and replication, rather than on
gathering information on possibilities

Supporting a shift to

Catalogueshelp shift the focus to action,by allowing usersto
action have contextual conversations instead of spending time on
problem discovery and solution.

Comprehensive search Catal ogues
and access to relevant particular topic.
data

can -popetvidseoarcek

Enhance reputation

Catalogues can enhance reputation of those developing
them, increasing their attractivenessto engage with.

Enhancing user
experiences

Catalogues can @hance user experiencey making it easier
and more desirable to access the information.

Enabling local progress
activities without relianc

e on others.

Catalogues carenable usersto make progress on their

Improved trust and
confidence

A catalogueprovides a reliable set of information,improve
trust and the confidence of regions that they will be using
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Supports training and Catalogues canact as a resource tosupport wider efforts by
capacity building efforts others in helping train and upskillothers.

3.2 P2R catalogueaim, objectives, and audience
In light of this, theaim of the P2R catalogués to support regions to explore, appraise and select
relevant sources and instruments to support financing and implementation of their Climate
Resilience Strategies and projectsThe objectives are to:

1 Raise awarenessof financial sources and instruments for adaptation in regions g The
catalogue should aim to raise awareness of the full potential range of sources of
adaptation finance available toregions.

9 Support a shift to financing action - Catalogues help shift the focus to action, allowing
P2R and regions to have contextual conversations instead of spending time on problem
discovery and solution. When regions have all the data that they need, they can seek
approvals, make decisions, andevelop Adaptation Investment Plans more efficiently.

91 Increase the speed and efficiency of development of adaptation projects and redu ce
costs g The P2R catalogue will make it easier and quicker for regions to select sources of
finance and instruments for adaptation projects, reducing the costs of project
development.

1 Support training and capacity building efforts across the Adaptation Mission ¢ Provide
a resource to support wider efforts by others in helping train and upskill othersg for
example through the planned training inWP5 and WP7 of Pathways2Resilience and
other Adaptation Mission Projects (e.g.,ClimateFIT, PIISA or REGILIENCE)

1 Extending progress beyond P2Rg The catalogues willenable regions to make decisions
in their own region without relying on P2R staff. It will also support impact beyond the
funded activity of P2R.

The audience is primarily regional entities themselves, but with a secondary audience of those
interested in financing adaptation projects across a mission region.

3.3 Development approach

To develop the catalogue, the study identified16 cataloguesand evaluated the strengths and

weaknesses before identifying a series ofimplications for a P2R catalogue This analysis was
used, alongside the wider literature identified, as the basido developthe P2R sources catalogue,
with detailed supporting information . The supporting information was populated from wider

desk-based searches related to thesource in question This review also identified and explored

approachesthat are being used to mobiise new sources of financethat the authors felt were

innovative.

3.4 Existing catalogues of adaptation finance sources
The aim of thecatalogue review was to:

1 Explore the extent to which suitable catalogues of sources and instruments of
adaptation finance already existing and could be leveraged for P2R,

1 Evaluate the catalogues with a view to identifying key learnings and insights to inform
the preparation of the P2R catalogues.

1 Identify a long list of sources and instruments that could provide the basis for a
taxonomy to structure and inform a catalogue.
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The catalogues identifiedare set outin Table 14below:

Table 14: Identified list of catalogues of sources and/or instruments for climate adaptation. Source: Authors.

# Name Publisher Year Format Sources Instruments
1 Global Landscape of Climate CPI 2021 Report Y Y
Finance
2  Toolkit to Enhance Adaptation OECD 2015 Report Y Y
Finance
3 Climate Ready Clyde Resource Sniffer 2021 Report Y Y
Mobilisation Plan
4 A qguide to Climate Adaptation Sniffer 2021 Report N Y
Finance
5 Financing Urban Adaptation to EEA 2017 Report Y Y
Climate Change
6 Ready to Fund Resilience Toolkit American Society 2022 Tool Y Y
of Adaptation
Professionals
7 Funding _ Strategies for Flood Headwater Report Y Y
Mitigation - Where do you get the Economics
money?
8 Paying for Climate Adaptation in Resources Legacy 2018 Report Y Y
California: A Primer for Fund
Practitioners
9 Implementing the Green New Deal  Offices of Senator 2023 Report N Y
Ed Markey &
Congresswoman
Alexandria
Ocasio-Cortez
10 REGILIENCE Toolkit Fedarene 2023 Tool Y Y
11 Net Zero Cities Funding tool Climate-KIC 2023 Tool N Y
12 Covenant of Mayors Funding Guide European Ongoing Tool N Y
Commission
13 GrowGreen - Approaches to GrowGreen 2019 Report N Y
financing nature-based solutions in
cities
14 Innovative Financial Instruments for 11ISD 2022 Report N Y
Climate Adaptation and
Tool
15 Financial Innovation for Climate CPI/GCA 2021 Report Y Y
Adaptation in Africa and
Tool
16 An_analysis of Urban Climate CCFLA 2021 Report Y Y
Finance

The review identified ten catalogues which included some consideration of sources, whilst all

sixteen included some consideration of instruments. The NetZeroCities funding tool was

included as whilst focusing on mitigation, it was primarily targeted at regpns, and focused on
implementation, which made it highly relevant to the review. Similarly, G| asgow City Reg
Transformational Adaptation Strategy included a dedicated resource mobilisation plan which

included a mapping of sources and instruments. Wkst not a catalogue in a traditional sense, it is

included here becauseof its use in a missiorbased approach and becausk provides an example

of the hend useH output that a oodidornrgener al cat a

The catalogues were reviewed separately for their content on sources and instruments. For each
we provide a general overview, the sources inclu
weaknesses in relation to both the content *and* the accessibilityfor the end user.
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For example, a number of the catalogues are presented in dense literature, whilst others are
more traditionally positions as a hcatalogueHf an
basis.

Each catalogue was scored by the study twicg once for sources and once for instruments using
the following criteria:

1 Relevance to EUMCCA contextd How relevant overall the catalogue is to supporting
the EU Mission on Climate Change Adaptation (45, Very Low( Very High)

1 Coverageg How broad the coverage of sources/instruments were. Note: this is broadly
relative score across the range of catalogues reviewed (b, Very Lowg Very High)

1 Case studiesj Whether the catalogue included case studies related to different
sources/instruments of finance (0OgNo, 1gYes)

1 Practice-oriented ¢ The extent to which the catalogue is oriented towards
implementing solutions as opposed tgoroviding high level information relevant to
policy development (1-5, Very Lowg Very High).

1 Depth of content g The overall depth of information provided on the
source/instrument, such as detail on the source, motivations, or links to further
information. (1-5, Very Lowg Very High).

These give a range of scores from 4 to 21.

An overview of each catalogue, along with the lists of sources and instruments included in set
out in Appendix 3.

3.4.1 Evaluation of existing catalogues
1. Global Landscape of Climate Finance, CPI.

Strengths and Weaknesses: The categories of sources used for the CPI work are fairly broad
classifications that support the main objective of the report§i.e.,to track the current state of
finance and make headline recommendations for where attention needs to focus on scaling
finance to meet the Paris Agreement. However, it is unlikely to be granular enough for the
purposes of developing and delivering bankable investments or regional investment strategies
gf or exampl e hCor por ateithe diffefént dapatitlesand capatditiek and wl e d g
interests between large private Organisations and SMEsSimilarly, there is distinction between
corporates that focus on enabling/delivering adaptation, and those that are primarily focused on
other activities but for whom adaptation will be needed to continue to achieve those goals. This
is likely a product to an extentof the availability of data at the global level é.g.,from the OECD
DAC database and Rio Markers approach). Despite this, its standardizedpproach, and
consistently improving methodology since the work started in 2011 has contributed to it being
a widely understood and referenced approach in the field. This suggests that there is the
potential for exploring a more nested approach to a cataloge, whereby sources are structured
into different categories for the purposes of providing strategic perspectives of finance tracking.

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

2. Climate Ready Clyde Resource Mobilisation Plan, Sniffer
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Strengths and Weaknesses:The <catal oguefs strength is that wt
categorisatirtbhnnoaf ulesumcendre det aiglthe gartieubat ensi on
organisations within those general sources operating in Glasgow City Region that may be able

to provide funding or financing instruments for adaptation interventions. In doing so, it provides

a real-world example of how a region could draw upon a more general catalogue to develop

tailored list of potential sources for a Mission region.

It is also helpful in that it situates both t he
taxonomyH- r ecogni si ng t hat both sources and i nstr
htransformati onal Hew inStiuinents or énancingnmodels ® cah beaused to

scale-up incremental adaptation, or to catalyse more transformationaladaptation. This is shown

in Figure 14:

Type of Finance

Conventional Transformative
finance finance
Earl i
g Incremental 0 TP o Resilient homes
daptati
§. 2 oo Equip communities °
3 o @ O
overnance
.8 Transformational Ofmw
g Help adapt €)
adaptation
£ Q Research hub ° Adapt the Clyde

o Monitor, evaluate and learn

Figure 14: Mapping the Interventions of the Adaptation Strategy to the finance typology. Source: Climate Ready
Clyde, (2021).

Finally, the strategy outlines delivery arrangements for finance (figure 15) g outlining how
different sources become matched to the Adaptation Strategy and Innovation Portfolio, and
flow to the Adaptation Interventions:
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Public and Private ey
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Equity and Debt finance e
(e-g. commercial & len nctren
Finance concessional loans, venture 3 ?M:r;::::;f.c'
Sources capital, green bond) g 2
Finance
N
. Climate Ready Clyde
Matching of Delivery Hub Finance Lab
Finance to the & : | |
Strctegy and overnance v
s : : GCR Innovation Portfolio
Portfolio i Wm"ﬂ*’:‘w New pind Project selection and appraisal
RO “d'fc'“:'“"“"""’ Blended or direct finance for projects
‘deor P
Match interventions Match pepeline
Conventional to finance to finonce
and - »
Transformative Conventional Financing > New Financing Structures
Finance Structures {e.q. bespoke facility faculty,
Solutions Pipeiine climate bond, Insurance products)
aggregation

Direct Direct
Adaptation finance finance
Interventions

Incremental Adaptation _/ \__ Transformational Adaptation

(includes Adaptation Strategy) (Includes Portfolio Blueprint)

Enabling environment: Strategies and policies to incentivize the mobilization and scaling of finance

Figure 15: Delivery structure for transformative finance. Source: Climate Ready Clyde, (2021).

However, whilst it provides a strong, delivery-oriented approach for stakeholders in Glasgow
City Region, the Resource Mobilisation Plan it is too tailored to be widely relevant for Mission
Regions.Instead, it provides an illustration of the types of activity that ultimately regions should
undertake and could be used as a guiding star to help inform the steps and outputs of the
Adaptation Investment Cycle, as well as informing the types of content/categories for the P2R
Catalogue.

Practice- Total

oriented

Depth of
content

Relevance to Case studies
EUMCCA

context

Coverage

3. Toolkit to Enhance Adaptation Finance , OECD.

Strengths and Weaknesses:The OECD catalogue provides a strong set of practical information
useful for practitioners to access and deliver adaptation projects, with detailed information on
eligibility criteria, programme priorities, key policies, the processes for application and ontacts
for further discussion. However, the catalogue itself acknowledges that the sources included
represent a fraction of the overall amount of adaptation finance available, and in fact runs the
risk of promoting further dependence on UNFCCC funds. Confused instruments and sources in
the sense of who provides the finance.

32

Funded by theEuropean Union under grant agreement No 101093942. Views and opinions expressed are however those of the author(s)
only and do not necessarily reflect those of the European Union or of CINEA. Neither the European Union nor the granting audhty can
be held responsible for them.


https://www.oecd.org/environment/cc/Toolkit%20to%20Enhance%20Access%20to%20Adaptation%20Finance.pdf

D5.2

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

4. Financing Urban Adaptation to Climate Change, EEA

Strengths and Weaknesses:The EEA report provides a much looser taxonomy than many of the
other catalogues, structured based around four key categories. Whilst this provides a helpful
sense of the institutions involved, it makes it hard to identify exactly which stakeholder to
involve in aparticular situation, and limited information on the actors and their motivations or
suitability is provided. Again, the document suffers by conflating sources and instruments.
However, one of the interesting elements isthe use of free orlow-cost actions to widen the
availability of sources g for example the use of mainstreaming into policy or using regulation to
drive new action.

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

5. Ready to Fund Resilience Toolkit, American Society of Adaptation
Professionals

Strengths and Weaknesses:The strength of the Ready to Fund resilience toolkit is its efforts to
build upon the work of others (including AECOM in California, as well as partners such as
Climate Finance Advisors LLP and ASAP), to build gractice-oriented toolkit. It modifies the
work to remove a number of sources and expands the more limited work on private sector actors
to cover Institutional Investors and Insurance. Whilst the work by AECOM identifies the
advantages and drawbacks of working with each ptntial source, this is given added value by
being placed in wider context of financing resilience. In doing so, it provides a helpful example of
how a catalogue can be anchored into wider capacity building efforts, in a way which
complements and builds upn the ecosystem of actors in the US.

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

6. Funding Strategies for Flood Mitigation - Where do you get the money?,
Headwater Economics

Strengths and Weaknesses: The catalogue strikes a good balance between granularity and
accessibility, outlining general categories of source where there are multiple actors with many
different institutions, but then being specific on the public sector where there are a more limited
number of actors which are likely to have a longterm stake in adaptation. It helpfully includes
case study examples, as well as the benefits and challenges. Interestingly, it focuses heavily on
the practical challenges of implenentation by including a section on focused on stakeholder
influence, prompting users to consider who they need to convince and the evidence that can be
used to do so(see the example in Figure 16)
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This approach helps generate some of the wider evidence needed for bankable investments. One
drawback common across multiple catalogues is that it conflates sources and instruments. It also
has a limited number of potential sourcesg whilst foundations and business owners are
identified as actors that may need to be convinced, the majority of sources with detail on possible

financing are predominantly state or national public sector.
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Figure 16: Extract of Funding Strategies for Flood Mitigation on sources. Source: Headwater Economics.
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7. Paying for Climate Adaptation in California , Resources Legacy Fund

Strengths and Weaknesses: Rather than potential sources of finance, the catalogue provides

this as

hl ead i

nst

i tuti

ons #H,

shows

t he

fundi

strengths and drawbacks of involving different actors. This places a more subtle framing,
recognising that sources are active participants in the financing processes, rather than merely
being available to draw down finance from. Whilst framing the funding sources as lead
institutions can be helpful to help with project preparation, and engagement it may also lead to
confusion as a source and lead institutions can be different, and many projects will involve
multiple sources to develop bankable investments.

It also benefits from the more detailed guidance provided on the local enabling environment
such as policy and regulations. However, it includes very limited information on the practical
aspects of how these sources might be engaged. It also has limitedvavage of the private sector

sources available.
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Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

8. Funding Opportunities, REGILIIENCE

Strengths and Weaknesses: The catalogue is highly relevant to the EUMCCA context as it is

funded through the Mission. It also brings together the range of EC fundingptions. However,

whilst the information provided in a central location, much of it is already publicly availablej

raising questions on the added value of the catalogubeyond an initial introductory resource.
Similarly,i t doesn#Ht distinguish between sources and
single set of funding opportunities, and mainly focuses on pubti European sources. Whilst this

helps provide a summary ofnear-term options for regions, it does little to encourage the more

robust investment planning needed to move beyond the existing range of public sources on offer.

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

9. Financial Innovation for Climate Adaptation in Africa, CPI/GCA

Strengths and Weaknesses:Whilst the African context is less relevant to the European Mission
on Climate Adaptation. A particularly novel approach to the catalogue is that it rates the Risk
appetite, climate mandate, andability to raise funds and flexibility to deploy funds of each actor,
on a scale of @ 4. Inaddition, the tagging features which allow users to navigate freely between
sources, instruments and case studies helps overall accessibilitlowever, the online catalogue
is more limited in information than the written r eport, which takes asector-by-sector approach
to linking actors to different instruments and programmes for finance.

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context

10. An analysis of Urban Climate Finance, CCFLA

Strengths and Weaknesses:The catalogue provides a helpful classification of sources which is
more detailed than many other catalogues. It is particularly useful as the Taxonomy illustrates
the links between the sources and instruments available to themHowever, the international
focus means that some of the classifications of the taxonomy are less relevant to the European
context (e.g.the inclusion of Climate Funds).

Relevance to Coverage Case studies Practice- Depth of Total
EUMCCA oriented content

context
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3.4.2 Results

The review of sources catalogues showed a wide range of catalogues available to support access
to sources of finance. The scoring of the instruments is shown Table 15below:

Table 15: Aggregate scoring ofsources catalogues for P2R relevance. Source: Authors.

Catalogue Relevanceto Coverage Case Practice- Depthof Total
EUMCCA studies oriented @ content
context

Climate Ready Clyde Resource 5 4 0 4 3 16
Mobilisation Plan

Ready to Fund Resilience 2 5 1 4 4 16
Toolkit

REGILIENCE 4 2 0 3 4 13
Financing Urban Adaptation to 4 2 1 2 3 12
Climate Change

Funding Strategies for Flood 1 2 1 4 3 11
Mitigation § Where do you get

the money?

Toolkit to Enhance Adaptation 1 1 0 4 4 10
Finance

Paying for Adaptation in 1 3 0 3 3 10
California

Financial Innovation  for 1 2 1 3 3 10
Climate Adaptation in Africa

An analysis of Urban Climate 2 4 1 1 2 10
Finance, CCFLA

Global Landscape of Climate 2 4 0 1 1 9
Finance

The review highlighted there is not anexisting catalogue of sources that is suitable to the context

of buildingar egi onHs knowl edge and awareness within th
cat al ogue saiftl were deteenméd by their final intended use § e.g.,to support
policymaking, delivery of adaptation investment or for the tracking of finance flows.

There were varying levels of depths of typologies, highlighting therade -off between granularity
and usability. Forexample,whilst the work by Climate Ready Clyde is highly useful for the local
context in Scotland, it is beyond the practical scope of a catalogue to list every financial entity
interested in every member state. Therefore, the catalogie should seek to provide a granular set
of sources, whilst not naming them individually. The Headwater Economics, AECOM and Ready
to Fund Resilience Toolkits work strikes a helpful balance in this regard by creating category
classes for large groups of multiple actors€.g.,Institutional Investors), but list out those public
sources which will have a significant, longerm, sustained interest in financing adaptation in
regions.

The catalogues used a wide range of taxonomies of sourcgsvhilst most used some mix of public
and private sector, many had apublic sector focus or on more limited funding opportunities.

A number of the catalogues conflate sources and instrumentg with a number of them citing
actors and instruments interchangeably (e.g., EIB vs Loans or Technical Assistance, or European
Commission vs. ERDF). This suggests that the work in this space iate/ely immature, and value
could be added by a degree of robustness.
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A number of the more innovative elements focused on the characteristics of the different
sourcesg for example what matters to them, the advantages or drawbacks of working with them
(Ready to Fund), or theirrisk appetite (CPI/GCA). This speaks to a more strategic approach to
financing, helping users conduct early diligence to help avoid wasted effort to engaginthem,
and boosting likelihood of success.

The review also highlighted that catalogues could add further value by being used alongside
other content rather than in a standalone effort, such as in the Ready to Fund Resilience Toolkit.
Despite this, there have been limited efforts to build a comprehensive catalogue of sources of
adaptation finance that are relevant to European regions.

Many of the toolkits link sources to instruments, actors and/or case studies. Whilst good, the
sheer geographical size, number of different sources and policy and regulatory contexts suggests
this will be impractical for a European catalogue. Whilst it carbe a useful in the early stages to
help illustrate potential approaches, it eventually becomes limiting in that it potentially
constrains the ability of users to go beyond what is included in the catalogues.

3.4.3 Discussion

The assessment of catalogueshowsthere is a unique opportunity to comprehensively define a
catalogue of sources of finance for subnational adaptation and clarify terminology to support
wider efforts to mobilise adaptation finance. However, the review highlighted a range of issues
that will need to be considered.

1 Obijectives and links to the Adaptation Investment Cycle - There will be a need to set
an overarching objective for the catalogue of sources. It is suggested that this should be
to support diversification of sources and increase the volume of adaptation finance, as
part of the wider Adaptation Investment Cycle. This suggests that a step in the
development of Adaptation investment Plans should be to map the sources and
instruments available to regions to help inform development of financing options.

1 Trade-offs between granularity and usability - The catalogue will need to strike an
appropriate balance between granularity and usabilitygit is not practical to list every
financial entity interested in every member state. However, the catalogue ought to be
granular enough to allow for regions to seéct their sources for realworld applications.
This would allow the catalogue to underpin wider applications in future such as analysis
of finance flows and policy development to boost particular sources of adaptation
finance. Therefore, the catalog should seek to provide a granular set of sources, whilst
not naming them individually. A compromise, as in the work by Headwater Economics,
could be to create category classes for large groups of multiple actor®(g.,Institutional
Investors), but list out those public sources which will have a significant, lonrgerm,
sustained interest in financing adaptation in regions €.g.,European Investment Bank or
Council of Europe Development Bank)Similarly, the catalogue couldal® use hnest ed!H
classifications g i.e.,breaking down sources into public, private and third sector, before
then using subcategories such as EU institutions, banks, households, etc. This would
allow the catalogue to reflect the nuance of different sources €.g.,a university or a
think -tank)

1 Considering the motivations of sources and advantages and drawbacksg The
catalogue should movebeyond ataxonomy to have a consideration of what matters to
these sources, as well as the advantages and drawbacks of working with them, and
some kind of indication as to the types of adaptation they would be interested in
funding.
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1 Linkages of catalogue elements- Where possible, the catalogues should link together
specific instruments and case studies to each source, whilst being clear that such
examples are not exhaustive and encouraging regions to be creative in their approaches
to identifying and engaging poential sources.

3.5 Pathways2Resilience Sources Catalogue
Having reviewed the range of cataloguesthe study then drew on them and further developed
them into a bespoke catalogue for Pathways2ResiliencelTo do this, the authors Ianglisted the
sources included in each of the catalogues andsed expert judgement tocombine them into an
overall typology for use by regionsin a European Context

The review of catalogues resulted in the selection ob7 sources for adaptation, including a mix
of 18 public, 35 private, and 4 third sector sources The final taxonomy is presentedn Figure 17
below:
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Figure 17: The P2R sources catalogue by geography, sector and commonly used instruments. Source: Authors
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For eachsource, the study then populated the criteria as set out in Chapter 2. These were then
included as part of the combined catalogue of sourcesnstruments, and best practice examples
in Appendix 4.

3.6 Innovative approaches to boost regional access to
sources offinance.

In addition to the above, over the past few years, a number of innovations have emerged to
diversify and scale the range of sources available to fund regional adaptation. These range from
the reconceptualization of the value of resilienceand its incorporation into new methodologies
for project development, through to regulation and investment planning approaches.Key
innovations include:

1 Advances in quantification and assessment of the value of climate resilience ¢ the
Global Commission on adaptation outlined the potential for a triple dividend of
adaptation; avoiding costs driving economic benefits andsocial and environmental
benefits. (Global Commission on Adaptation, 2019) Since then, there have been a series
of theoretical and academic advances made in being able to demonstrate how
investments in adaptation contribute to wider value creation both at the project level.
This body of knowledge has contributed to increasing the bankability ofinance solutions
which involve new actors. For example, (Barrett & Chaitanya,2023) outline the
underpinning process bywhich such value creation occuran Figure 18 below.

1. Capital 2. Finance 3. Effective Actions Create
Foitisrze0h Supports Value, Convert to
" " Adaptation Cash Flows
Measures
Principal and
Private or Am Effective interest .
collective measures reduction in repayments o
entity d  climate losses capital o
susceptible to / : / payments to
climate in / Private Adjustments Avordance of Value of A Cash / sharcholders

Investment in - f»  to climate

2 costs ]
el ===l Il =B S

X 2 Effective
physical o
infrastructure No Investment availing ol" p
in Adsptation opportunities

Measures

Figure 18: Private investment in adaptation, supported actions, value of adaptation and cash flows. Sourc@Barrett
& Chaitanya, 2023)

This in turn provides the theoretical underpinning for others to articulate additional
value of adaptation. For example efforts at the more systematic levelsuch as those by
the ADB (Ward & Watkiss, 2021 and the Coalition for Climate Resilient Investment
(Coalition for Climate Resilient Investment, 2021) have focused on quantifying the costs
associated with climate impacts across the cashflows of projectdn doing so, project
development and design are better able toaddressclimate impacts and provide a truer
picture of the costs and benefits of resilience An illustrative diagram on this is shownin
Figure 19 below:
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Figure 19: Impacts of climate change in Infrastructure Asset Financial Performance. SourcWard & Watkiss, 2021)

There have also been a series of innovations assessment methodologiesvhich have
helped demonstrate the avoided costs of climate change. For example, a number of
studiesin Australia have focusedo nbetferment H these show the avoided costs from an
investment. For example, At the Gayndah Water Supply Intake Station it is estimated
that a $1.3 million investment in betterment in 2013 has so far avoided losses of over
$10million. Whilst adaptation projects remain place and context specific, these
methodologies allow project developers to demonstrate the value provided to a mich
wider range of potential sources, strengthening the rationale for their investment in
adaptation.

1 Development of shared value propositions and realisation of co -benefits which crowd

in new sources ¢ Building on this new understanding, w project approaches are
emerging which seek to involve a wide variety of actors from the outset to maximise
funding opportunities (for example (England et al., 2023; Porter et al., 2023; Wise et al.,
2022). The potential approaches here start by identifying a wide range of potential
adaptation benefits and wider economic,social,and environmental co benefits that could
potentially be delivered through the project, as well as who they aaaie to. An example
is shownin Figure 20below:
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