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Feedback Form
Deliverable for October 2007
The Water-Related Risk Management Guidelines aim to be:
· A framework for financial institutions to identify, appraise and mitigate their portfolio exposure to water-related risks through their clients and investments

· A methodology to integrate the guidelines into existing risk appraisal processes

· A guide to information resources on emerging sub-sector and regional water related risks and opportunities 

Objectives
· Identify strengths and weaknesses within the submitted draft text.

· Provide practitioners’ advice on how to overcome weaknesses and how to develop the guidelines further in order to achieve the above aims.
Instructions

· During the breakout session, please go through the issues and questions on the following pages (feel free to use bullet-points at all times) and provide us with the form at the end of the workshop or per mail. Please feel free to use the backside of sheets for additional comments.
· Please mark the respective box: Are you a representative of a:

Credit Institution (Department)          or          Asset Management Institution (Department)

                          
Other
1. Chapter 3

i. Are the risk-assessment and -mitigation mechanisms described in Chapter 3.1 detailed enough in order to be of added-value to the credit / investment analyst? 
Example: mitigation mechanism for Political Risk ( Page 8)

- Requiring host country agreements and assurances that project will not be interfered with;

- Obtaining legal opinions as to the applicable laws and the enforceability of contracts with government entities;

- Requiring political risk insurance to be obtained from bodies which provide such insurance (traditionally government agencies);

- Establishing accounts in economically- stable countries for the receipt of sale proceeds from purchasers.

If not, can you think of ways to deliver more value while safeguarding the generic approach needed? What type of information would you like to see here (sectoral, regional, sources of information etc.)? Could this be done effectively via short but representative case studies? 
	


ii. The Section on Foreign Exchange Risk (Page 9) is the following
“Currency risk will be relevant to water-related projects where there is a mismatch between the denomination of the loan and the denomination of the project’s revenue stream. For example the concession contract may stipulate the required return in USD but revenue streams are denoted in the local currency. There are numerous examples of projects whose financial viability has been undermined by a currency shock, including the high-profile water service concessions in Manila and Buenos Aires. The Asian crisis in the late 90s was also a contributing factor to the problems in the water sector in Jakarta, where the currency devaluation led to the concessionaires accepting to take a greater proportion of their expected return later in the 25 year deal. However further problems arose when tariff increases were not permitted despite the government’s agreement to do so.

In the aftermath of the emerging market currency crises in the last decade, FIs may be reluctant to take on any foreign exchange exposure risk. However, there are several risk control and mitigation strategies that FIs can employ, so foreign exchange risk need not lead to the screening out of a transaction opportunity.”

Could you describe (in bullet-points) in what ways you would change the above section to be of more value to an analyst/investment manager that has never dealt with foreign exchange risk? Using examples or generic descriptions: what elements would you add, what structure would you choose?
	


iii. If time allows, could you kindly do the same for the section on “Social Risk” (Page 11):
	“The nature of water as a basic need also leads to social risks. Social risks may manifest themselves through a refusal to pay bills (e.g. in South African water utility projects) or at the most extreme in public protests (e.g. Cochabamba, Bolivia). In the past, water-related projects have proved unsustainable because of an inadequate understanding of these social risks. However, it is likely that these risks can be mitigated through an inclusive project design process that involves local communities and careful project structuring that takes into account the willingness and ability of households to pay tariffs for water and sanitation services.

In some localities, water rights may be strongly enshrined in customary law but not codified in statutory law.
· In the preparation of a project, an exclusive focus on compliance with statutory laws on abstraction rights might give rise to a risk of conflict with the local community, and a project could lose its legitimacy.
There is also risk of political intervention when social unrest or community conflict which are not resolved through standard consultation, regulatory and legal channels.”



	


2. Chapters 4, 5, 6
While being forced to follow a “One Size Does not Fit All” generalist approach and while acknowledging that water-risks will not need a completely new due diligence architecture, it will be important to make the “Risk Identification and Mitigation Strategies” as water-specific as possible. This will prevent the Guidelines from telling practitioners in too general terms what they know anyway. The aim is to extend what they know anyway into a water-related dimension. 
i. In general terms, how could this be done other than by using representative case studies?
	


3. Project Finance / Corporate Finance
i. The risk identification and mitigation strategies with regards to “Social Risk” for project financiers are the following (Page 20):
	· “Carry out a thorough review of the social impact of projects – upstream and downstream – and compare the proposed social engagement strategy of the borrower to international best practice”

· “Encourage borrowers to:

o Involve local communities from the early stages of project design to head off potential conflicts
o Assess willingness-to-pay for projects where the revenue stream depends on  consumer tariffs”

· “Include a consideration of customary law and allocation rights in the assessment of a project’s legal position”


Could you describe in what ways you would develop the above section further in order to enhance the usefulness for an investment manager who has never dealt with water-related social risks?  By Using examples or generic descriptions: what elements would you add, what structure would you choose?

	


ii. The identification and mitigation strategies with regards to diverse risks stemming from clients´ unsustainable behavior (with respect to water issues) for corporate lenders are the following (Pages 22, 23)
	· “Understand sustainability of business operations of borrower:

o Use corporate reporting records or detailed business plans

o Request information on site risks that may require potential adjustments to planned development, alternative measures that could be implemented to account for unforeseen events (e.g. improved drainage in the even of localised flooding, proposed alternative solutions for water shortages)”
· “Assess sustainability of operations and the extent to which efforts are made to move towards water efficient technology, retrofits or improved practices as precautionary measures to reduce exposure to WRR”

· “Require clients to provide a water audit including an assessment of the impact of water consumption on other water users”


Could you describe in what ways you would develop the above section further in order to enhance the usefulness for an investment manager who has never dealt with water-related social risks?  By using examples or generic descriptions: what elements would you add, what structure would you choose?

	


4. Asset Management
i. Pages 26/27 broadly describe potential (water-related) risk-identification and –mitigation strategies which are approachable by public equity fund managers. By using generic descriptions or spontaneous (also water-unrelated) examples, could you describe how this section could be rendered more specific? What type of information would you expect here, what elements would you like to see, and which structure would you choose?
	


Thank you for your time and support.

