


The Challenge : linking sustainability and financial value

The Challenge

ÅSustainability investments 
not well-integrated into 
financial models

ÅNo rigorous way to assess 
financial value

ÅDifficult to communicate 
and rationalize sustainability 
investments and budgets

Planning and Financial 
Valuation Tool

ÅEvaluation of site-specific 
sustainability portfolios applied to 
extractive industry

ÅExcel-basedtool

ÅEstimates expected net present 
values (NPVs) of sustainability 
investment portfolios

ÅAnswers two critical questions: 
ÅмΦ άǿƘŀǘέ ǎƘƻǳƭŘ ōŜ ǘƘŜ ǊƛƎƘǘ 

portfolio of sustainability 
investments

ÅнΦ άƘƻǿ ƳǳŎƘέ ŦƛƴŀƴŎƛŀƭ ǊŜǘǳǊƴ 
they will likely bring
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Solution
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Rio Tinto Alcan 
& Deloitte 
develop 
concept to 
evaluate 
sustainability 
investments

Partnership 
between IFC, 
Rio Tinto Alcan 
and Deloitte

2009

1st version of the 
planning and financial 
valuation tool

Feedback & 
consultation 
in extractive 
industry

Two new pilots: 
Newmont Ghana 
Gold, Cairn India

2008
Generation 
of  Concept

more robust Excel-
based model 

Update on Progress

Pilot on Rio 
Tinto Alcan 
greenfieldmine 
& refinery 
project

2010

2nd version of the 
planning and financial 
valuation tool

more scalable approach 
being continuously 
refined



Pilot Projectsrealizedthis year
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Key components of planning financial valuation tool
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STAKEHOLDER 
ANALYSIS

TRADITIONAL 
INVESTMENT 

ANALYSIS 
(NPV)

RISK 
QUANTIFICATION

VALUE 
CREATION 

(cost benefit 
analysis)

MONTE CARLO 
SIMULATION

NET VALUE TO 
COMPANY 

FROM 
SUSTAINABILITY
INVESTMENTS

VALUE 
PROTECTION 

(indirect 
benefits)

QUALITY OF 
SUSTAINABILITY

INVESTMENT



ÅModel objective: articulate reasonable rangesfor the 
value of sustainability investments

ÅValue is defined as direct value (creation) and 
indirect value (protection). 

Direct value (creation) results from 

the direct cost-benefit of the 
sustainability investments. 

Indirect value (protection) refers 
to the indirect risk mitigation 
potential of sustainability 
investments.

Á Less risk of delay, disruption, 
and/or expropriation

Á Value protected is not readily 
calculated

- e.g., investments in social 
cohesion, reputation, cultural 
heritage, etc.

ÁCost of inputs decreases or 
productivity rises

ÁValue created can be readily 
calculated

e.g., workforce training enables 
substitution of local hires for 
expensive expatriates

Objective: Assess Value Creation & Protection
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Full flexibility to select the investments evaluated

Architecture : The model estimates the difference between the value 
impact of two user-defined scenarios, which allows full flexibility to decide 
the scope of the investments to be evaluated:

Scenario B : user defined, 
most often a greater 
investment than scenario A 
e.g. proposed sustainability
portfolio

Scenario A: user defined, 
e.g. business as usual, or
base case

Estimated NPVranges of 
the sustainability 
investmentsvs. base case
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Project Planning with 
Key Departments-

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks



Risk assessment & stakeholders engagement inputs
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Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks



Value Creation results from direct costs & benefits
Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks
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Sustainability investmentsevaluated Cost drivers Benefitdrivers

Technicaltraining program V V

Resettlementprogram V

Biodiversity protection V

Local suppliersdevelopment V V

Communityhealth program V V

Agriculture development program V

Ex. Workforce Å11M$ (over 
lifetime of the 
project)

ÅConstruction:
172 M$ (4 yrs)
ÅOperations:
20 M$ (per 
year)



Value Protection: From macro to micro risks

Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks

Defining Risk Reduction Potential:
Overall Project at Risk

Total Risk

Project Level Risk 

(Micro Risk 

Reduction 

Potential) 

Macro (country) risks + Micro (project) risks

Macro risks (e.g. overall country risk) 
ŀŦŦŜŎǘǎ /ƻƳǇŀƴȅΩǎ ŀōƛƭƛǘȅ ǘƻ ƳƛǘƛƎŀǘŜ 
micro risks

MIGA risk rating used proxy

MIGA Risk groups: 1 to 4, where 1 is least risky and 4 is riskiest
E.g. For a country rated `2` by MIGA: only a portion of a Micro project risks 
mitigation potential is considered ςas an approximation
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Value Protection: How to identify & characterize risks

Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks

Sustainability-relatedevents(risks)could 
cause a substantial decline in the value of 
a project , such as:

1.Delay in the planning phase (pre-
feasibility, feasibility)

2.Delay in the construction phase
3.Disruption in the production phase 

(operations)
4.Project cancellation/expropriation
5.Added (unforeseen) costs
6.Lawsuits

Objective: to model cash flow, based on Monte Carlo simulations
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Annual 
Rate of 
Occur-
rence

Duration 
(months)

One 
Time
Cost 

Lost 
Reve-
nues

Min: 0.3
Likely: 
0.45
Max:0.6

Min: 0.1
Likely: 
0.4
Max: 0.7

Min: 
140k
Likely: 
250k
Max: 
500k

Min: 
20%
Likely: 
40%
Max: 
60%



Open Discussion: Do you know your risks?

Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks

Time lost in construction 
because of insufficient local 
suppliers capacity?

Lost production due to strikes 
& community protest?

Cost of cancelling a project 
because of community 
rejection or lawsuits?

Delays in planning because of 
poor community 
engagement?

Added costs for crisis 
management and conflict 
resolution?
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Generic Values to guide assumptions on risks

Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks
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ÅCapital Projects Between US$15 million and US$11 billion
ÅCompleted and Ongoing Projects
ÅSelection not limited to projects using sustainability practices or with associated 

sustainability investments

Å255 Mining, Minerals, and Metals (MMM) Projects
Å59% Developing Countries
Å41% Developed Countries

Å479 Petroleum Exploration and Production (E&P) Projects
Å65% Developing Countries
Å35% Developed Countries
Å58% Onshore
Å42% Offshore

IPA Capital Project Data ς734 Observations



Example: MMM DevelopingCountries

Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks
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3% 11% 19% 26% 34% 42% 50% 57% 65% 73%

Cost Growth (% of total installed cost)
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24/48 Observations Overran

50% Projects Overran

2% (5th percentile)

48% (95th percentile)19% (median)

CostGrowth Severity



Effectiveness of interventions drives Risk reduction

Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks

Risk Impacts 
Scenario A 

(NPV)

Risk Impacts 
Scenario B 

(NPV)

=
Company 

Specific Risk 

Values 

Effectiveness of 
Sustainability 
Investments 

Scenario A

Scenario B

TOTAL 
VALUE 

PROTECTED 
(NPV)

= Use of Monte Carlo simulation

Generic Risk 

values (IPA):

ÅConsequences 

ÅLikelihoods

Importance of Issues addressed by 
Sustainability Investment Portfolio
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Monte Carlo Simulation Embeds Randomness
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Project Planning & 
Kick -off

Value Creation: 
Evaluation of 
Investments

Finalization of 
the  Business 
Case

Identification of the 
Key Sustainability 
Issues

Value Protection:       
Evaluation of 
Risks


