Top African
Infrastructure Project
Developers Report:
catalysing investment into private
sector developer platforms

contents

•

PRIVATE SECTOR PROJECT DEVELOPMENT IN AFRICA: AN EMERGING INDUSTRY.

•

SELLING THE RISK STORY: PROJECT RISK FOR DEBT OR FINANCIAL RISKS FOR

•

•
•
•
•
•
•

CORPORATIZING THE INFRASTRUCTURE DEVELOPMENT INDUSTRY.
STRATEGIC EQUITY.

AFRICAN PROJECT DEVELOPMENT AS AN ASSET CLASS.

EXCLUSIVE INTERVIEW WITH AFRICA50 CEO, ALAIN EBOBISSE.

THE STRATEGIC IMPORTANCE OF RELATIONSHIP MANAGEMENT BETWEEN 		
PROJECT DEVELOPERS AND FINANCIERS.

PROJECT DEVELOPMENT AND THE CAPITAL MARKET CONNECTION.
REMODELLING THE AFRICAN PROJECT DEVELOPMENT INDUSTRY.

AFRICA INVESTOR (AI) PROJECT INVESTABILITY RATINGS EXPLAINED.

lead sponsor
supporting sponsor

PROJECT DEVELOPMENT REPORT | INVESTMENT MATTERS

1

Private sector project development in Africa:
An emerging industry.
Africa continues to face a massive infrastructure
gap that impedes economic activity and progressive
GDP output on the continent. The African
Development Bank (AfDB) estimates the continent
has an annual infrastructure deficit in excess of
US$90 billion. Therefore, private sector developers
have a critical role to play in the development
agenda on the continent. However, this will require
active participation from all relevant stakeholders:
private sector developers, governments, financiers
and other relevant parties.
The pivotal role played by the private sector project
development industry across African is yet to be
fully realised, perpetuating an environment which
impedes the continent’s true GDP growth potential.
We, at Africa Investor (Ai), believe that much of the
narrative and public sector interventions around
PPPs (private public partnerships) has traditionally
focused on the leadership role of the public sector
(or lack of adequate capacity) in partnering with the
private sector to execute key infrastructure projects.
Emphasis has been placed on the critical role that
the private sector plays in driving infrastructure
project development and ensuring the investability
of infrastructure projects. The fundamental role the
private sector plays in the project development
space has largely been relegated to secondary
status. As the lifeblood of the economy, the private
sector is inextricably vital to the infrastructure
project development agenda in Africa. Dialogue
around bolstering relationships between private
sector developers and investors should be
enhanced, with the aim of creating an environment
in which African project developers can thrive by
embarking on more larger-scale projects (in excess
of US$50 million).
In 2016 the Ai CEO Infrastructure Project
Developers Summit and the Ai African Infrastructure
Project Developers Forum hosted a high level
consultation on public-private sector partnerships
to stimulate private sector project development in
Africa. The 2016 Ai African Infrastructure Project
Developers Forum Consultation brought together
over 200 project developers, early stage financiers,
development finance institutions and infrastructure
investors. The key questions addressed at the forum
pertained to identifying key bottlenecks impeding
infrastructure investment and project development
on the African continent. The roundtables were
tasked with recommending practical steps that can
be taken by government, development partners
and the role the private sector can play in creating

an ecosystem that encourages development
finance projects across the energy, transport, ICT
and other infrastructure-related sectors. The forum
highlighted the need for a dynamic approach in
tackling the infrastructure deficit Africa currently
faces and the impending need to drive development
project initiatives across the continent.
Several recommendations came out of the
2016 Summit, among them inconsistencies in
government procurement programmes across
African states, particularly programmes targeted at
the energy sector. Governments need to standardise
procurement programmes and processes, enabling
developers to adhere to specific requirements.
Longer lead times on development projects is
often a consequence of regulatory uncertainty and
related glitches. Mitigating unnecessary regulatory
mechanisms continues to be one of the key issue
inhibiting more private sector project development
initiatives across Africa. Traditionally infrastructure
development in Africa is characterised by strong
competition among development finance institutions
(DFI’s) and private developers for projects.
Instead, more collaboration is necessary between
both parties which can yield mutually-beneficial
benefits. Platforms should be created, in which
DFI’s work more closely with private developers
across a variety of development projects. The other
issue that came out, which has been mentioned
in the past is the need for African governments
to modify their ideology relating to ownership of
state assets. The private sector through private
investment can play a crucial role in effecting
operational efficiencies in state-owned entities.
This can be done through privatisation (wholly or
partially) of state entities within road infrastructure,
power generation, water supply and related fields.
The outcomes from the Consultation were featured

At GE, 60% of the
leaders are African
and we are growing
the pipeline.

PROJECT DEVELOPMENT REPORT | INVESTMENT MATTERS

2

in the working agenda of the Ai African Project
Developers Forum and were presented to private
sector infrastructure investment leaders, policy-makers
and the leadership of NEPAD’s Continental Business
Network. Additionally, the African Union (AU), the AfDB
and development partners committed to supporting
private sector participation in Africa infrastructure
investment and development. The viewpoints of African
developers are summarized below.
Vishal Agarwal, Development
and Investment Leader at
GE (General Electric) Africa
made salient points relating
to the need for effective
collaborative
prioritization
between
private
sector
developers,
investment
partners and the public sector
in realising the financial close
and ultimate completion of
infrastructure
development
projects in Africa. Agarwal
stated that GE is profoundly
passionate about playing an
active role in the development
of
infrastructure
projects
across Africa by empowering
local developers: “At GE, 60%
of the leaders are African and we are growing the
pipeline.” He stressed the need for a closer alignment
between the private and public sector for infrastructure
projects to thrive in Africa. The public sector needs
to work hand-in-hand to create an environment in
which unnecessary ‘red tape’ is detached. Agarwal set
forth GE’s objective: “We are committed from a region
standpoint. We are long term players and continue to
be committed to the region”.

African developers according to international project
development standards located. A competent project
developer possesses a solid track record that is
proven or “tangible”.
Competent
developers
understand
market
expectations and deliverables imposed by the projects
undertaken and should possess the required technical
acumen. Lastly and perhaps more crucially, good
developers can raise capital provided they can build
a solid business case and comply with best practises
for project development. Timu Energy Holdings has an
‘appetite’ for feasible development projects across the
world, including Africa according to Dr Pohl. One of
the issues restricting project development investment
in Africa pertains to African developer’s inability to
meet the requirements laid out by investment partners
in advanced economies, making them ineligible for
project finance programmes. However, Dr Pohl affirms
the fact that the infrastructure development industry
is perceived as risky relative to other asset classes
by global standards. This notion often challenges
financiers to find suitable project development partners
amid the inherent risks.
David Donaldson, Head Infraventures at the IFC
(International Finance Corporation) stated that “it’s
difficult to get development projects over the line.”
The challenges are often due to a myriad of factors,
many explained in this report. These factors, among
others contribute to the extension of project timelines,
particularly within the African context.

African developers need to aspire to meet the highest
standards of infrastructure project development.
Achieving high standards has become a prerequisite
in attracting more international financiers and local
private sector investment, creating access to larger
pools of capital for infrastructure projects on the
continent. Dr Herbert Pohl, Co-Founder & Board
Member at Timu Energy Holdings outlined some
of the key characteristics possessed by competent

We are committed from a
region standpoint. We are long
term players and continue to be
committed to the region
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Corporatizing the infrastructure development industry
There’s an impending need to eradicate Africa’s
infrastructure deficit, creating an environment in
which the continent’s economic growth potential can
be realised. The overall infrastructure development
industry can be expanded through what we, at Ai,
have termed ‘corporatizing’ the industry. We hold the
view that the traditional project development industry
needs to be remodelled– a fresh approach is required
to expand the industry. Despite relatively higher
returns, the infrastructure development asset class is
still considered risky.

Private sector developers ought to move from a projectby-project based model, which often results in variable
revenue flows influenced by local economic dynamics.
Instead, an amended approach premised on building
structured project development entities with the ability
to realize economies of scale is mandatory.
This new paradigm can be advanced in several ways.
Private sector developers can appeal to sovereign
wealth funds (SWFs) in order to access large pools
of capital and the industry is yet to fully realise
this opportunity. However, industry insiders have
differences of opinion on whether SWFs have the urge
to diversify their assets under management (AUM) by
investing in the infrastructure development industry.
Brian Hilherly, CEO of Black Rhino Group, states: “It
is a mistake to think that a project can be prepared
for the SWF asset class. We really need projects
that form part of a company’s assets and in turn this
asset class can take risk on the company rather than
individual projects.”
When asked about different financing models within
the industry, Dr Pohl insisted innovations in raising
finance through various financial instruments isn’t
a prerequisite at this stage. Rather, the overall
industry should focus on ‘doing things right’ such as:
eradicating bottlenecks and improving efficiencies

from project inception right through to financial close.
Private sector developers must adopt a more portfolioaligned approach to reduce investment risk, which
entails building a portfolio of infrastructure projects.
Dr Pohl defines the portfolio approach as investing in
project developers possessing a portfolio of projects
(either existing or in the pipeline), with a realistic
business model to sustain these on an ongoing basis.
This approach is more sustainable than the traditional
approach, equipping developers with the necessary
experience to corporatize their entities.
The other requirement involves institutional investors
actively seeking out developers with proven track
records in regions they wish to invest in infrastructure
projects. International multi-asset and institutional
investors who are invested in infrastructure projects
across the globe often face the challenge of dissecting
a myriad of governance, reporting and regulation
standards. These are often specific to a particular
country, but may be different in another. Therefore,
this phenomenon usually creates uncertainty and
confusion for financiers resulting in increased
compliance costs and development risk. This can,
however, be mitigated through the establishment of
strategic development partnerships between private
sector infrastructure developers and financiers.
The new approach to global infrastructure development
necessitates institutional investors partnering with
competitive private developers with extensive local
knowledge, supported by a good track record.
Blackstone Group’s acquisition of Black Rhino serves
as an apt example of the synergistic benefits that can
be achieved. The deal epitomises the ‘corporatization’
aspiration developers across Africa should adopt.
As a global asset manager investing in a variety
of sectors, Blackstone provides extensive access
to finance for infrastructure projects across Africa,
leveraging Black Rhino’s extensive knowledge of the
African market and competency to engage in large

It is a mistake to think
that a project can be
prepared for the [SWF]
asset class. We really
need projects that form
part of a company’s
assets and in turn this
asset class can take
risk on the company
rather than individual
projects
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infrastructure projects- thus creating a symbiotic
partnership in which both partners can leverage the
other’s capabilities.
Several initiatives can advance this change in ideology,
given the changing landscape within the industry
and imminent requirements for private developers
to find inventive ways to finance their infrastructure
projects across the continent. Organisations such as
Africa50 play an integral role in providing support for
development projects throughout Africa by taking on
a dualistic role:
• as a strategic minority partner in various stages 		
of the project development till financial close, 		
usually under a joint development agreement, with
the capacity to invest up to US$10 million; and
• using an investment vehicle that can invest up 		
to US$80 million in projects at financial close or in
operation, as a minority partner. Africa50 is one 		
of the largest investment platforms for investment		
in African with US$1 billion in AUM and is 		
aggressively growing its capital base by 			
attracting investors.

The number of shareholders invested in its funds is
expected to grow at a steady pace given the interest
shown by several other African state institutions.
Established relationships with the AfDB and other
key institutions can be leveraged to strengthen
linkages between private sector developers and
financiers throughout the continent which would
benefit the industry.
Harith General Partners has a development ‘hit rate’
of 11-20% on infrastructure projects reaching financial
close across Africa. This success rate is largely
due to Harith’s participation in larger scale projects
on the continent. Nevertheless, the internal rate of
return (IRR) required by its investors for development
projects in Africa is 21-30%, representing higher
returns than the industry average. Additionally, the
average equity investment holding period for Harith
General Partners after financial close is approximately
3-5 years (dependent on the specific project and
region), whereas the holding period in other regions

across the globe is typically 10 years. Extending
investment holding periods in infrastructure projects is
vital to reform the project development industry, in a
bid to ‘corporatize’ the industry.
The Amandi IPP (independent power project) reached
financial close in December 2016 and subsequently
raised just over US$550 million, serving as an illustration
of the ‘corporatization’ concept. From the US$550
million raised, $134-million came in the form of equity,
raised from a diverse group of sponsors, including
Endeavour Energy (with the largest shareholding of
51.02%), AFG, Aldwych, Pan-African Infrastructure
Development Fund 2 (managed by Harith) and the
ARM-Harith Infrastructure Fund. The deal emphasises
the need for collaborative partnerships in order to
strengthen relationships between developers and
financiers.
Nonetheless, there are inherent bottlenecks within
the industry that inhibit the realisation of more
infrastructure development projects in Africa.
When asked about the effectiveness of the public
sector in the success of development projects,
Mark Fitzpatrick, Alwych Co-Founder & Executive
Director, stated: “The biggest issue by far is the lack
of government backing in developing projects. All
other issues are pale in comparison and it is this
lack of consistent government support that is Africa’s
problem. Everything else is simple,”.
The Actis Capital partnership with Amaya Capital in
Azura Power (with Actis holding a majority stake in
the Azura-Edo IPP) represents significant momentum
in expanding energy generation in Nigeria and West
Africa. As lead partner to Azura Power, Actis Capital
with US$6 billion AUM, invested US$300 million into
the energy project, expressing interest in investing in
more viable development projects across Africa.
The transaction reflects the broad range of opportunities
available for multi-asset investors in emerging markets
such as Actis Capital, and how these international
investor groups have developed an appetite for largescale infrastructure development projects in Africa.
Significant traction has been made in recent time through
the strategic development of larger infrastructure projects
across Africa. Nonetheless, the inherent need to expand
development initiatives to redress the infrastructure
deficit across the continent remains.  

The biggest issue
by far is the lack of
government backing
in developing projects.
All other issues are
pale in comparison...
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The merge of assets between the AFC (Africa Finance
Corporation) and Harith General Partners’ energy
sector assets in 2016 was significant, creating an entity
that consists of both renewable and non-renewable
assets. The partnership was formed by pooling a
collective portfolio capital value of assets estimated at
US$3.3 billion between both parties.
The partners will each leverage the others’ specific
niche within the market, creating a partnership that
can drive more development projects within the
energy sector. By improving the power generation
of multiple countries across Africa, the project will
deliver significant benefits to local communities and
respectable returns to investors. Andrew Alli, CEO
of the AFC, stated: “The AFC prioritises investing in
projects and businesses can make a tangible impact
on the people, their communities and the economy,
and we believe that key to the next chapter in Africa’s
growth story is investing in companies such as Carbon
Holdings which deliver industrial products across a
broad reaching value chain.”
The Abraaj Group’s, through
Themis Energy (its subsidiary)
has a particular relationship
with private sector developers,
which extends beyond the
conventional
developer/
financier
relationship.
Tas
Anvaripour, Partner in the Clean
Energy Team at The Abraaj
Group, states that they rather
view their relationships with
their developers as “partners”,
with whom they can attain
mutual project development
and financial goals. Anvaripour
sees similarities in the project
development industry with the
venture capital market characterised by higher risk in
relation to other asset classes. Developers associated
with the Abraaj Group conform to the highest industry
standards and most importantly, have a solid track
record within the industry. The Clean Energy Team
carefully scrutinizes all potential development projects
it undertakes, ensuring suitability to the Group’s
selection criteria, and adherence to the strictest
financial reporting standards. Project developers
should also embody good principles of corporate
governance. The business model at Themis is based
on investing in developers exhibiting “smart capital”
characteristics, according to Anvaripour.

The high development premium attached to the
infrastructure development industry in Africa is
comprehensible, according to the project development
community. This is primarily due to the real, inherent
risks of financial loss to investors by investing in
African infrastructure projects. Nonetheless, the
corresponding return premium manages to attract
investors seeking to diversify into the infrastructure
development industry.
Themis Energy recently invested in a successful
energy infrastructure project in Rwanda, in which they
managed to drastically reduce the cost of supplying
energy in the area. Presently, the project is supplying
energy at a 40% cost reduction than the previous local
energy provider, subsequently expanding access to
electricity for surrounding communities. Development
projects such as these reaffirm the notion that higher
development premiums in African projects are usually
offset by the positive developmental impact they have
on the communities they serve.
The acquisition of AIIM (Africa Infrastructure
Investment Managers) by Old Mutual Alternative
Investments in 2015 reflects the growing interest of nontraditional investor groups entering the infrastructure
development industry. Large investor groups, including
private equity firms and asset management firms
are looking at alternative asset classes as potential
investments as a form of diversification and pursuing
relatively higher returns.
Private participation has been increasing in
recent years. According to eleQtra, private sector
participation in African infrastructure investment
projects grew at a compounded annualised growth
rate (CAGR) of 20% between 1998 and 2009. Although
the figure has decreased slightly since the global
financial crisis, investment flows into the industry
are expected to continue to show steady grow in the
medium term. Through its partnership with the PIDG
(Private Infrastructure Development Group), eleQtra
is leveraging the PIDG’s specialised financing and
project development expertise working with the PIDG’s
subsidiary group of companies.

The AFC prioritises investing
in projects and businesses can
make a tangible impact on the
people, their communities and
the economy...
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Selling the risk story:
Project risk for debt or financial risks for strategic equity
Infrastructure project development is by its very nature
generally considered more risky than other mainstream
asset classes. Reasons for higher associated risks
is due to a number of factors, such as project risks
(construction risks, demand risks, performance risks,
etc.); country risks (political and regulatory risks,
economic risks, currency risks, local and often differing
government regulations across regions); the difficulty
of securing technical experts to develop the project
successfully and environmental risks among others.
With every development project undertaken there
are varying economic and political risks, often
dependant on the specific region, as well as the
scale and complexity of the infrastructure project.
Over the years, private sector project developers
throughout Africa have struggled to access sizeable
international capital (in excess of US$50 million) due
to the industry’s risk profile and general hesitancy
of institutional investors to invest in this asset class.
The perception of higher risk within the infrastructure
development industry has contributed to institutional
investors viewing the industry projects (particularly
in the African region) as an unreasonable investment
from a risk profile standpoint.
The key question thus begs: whether the project
development transformation can ensue in Africa by
satisfying the infrastructure development needs of
the continent and ultimately invigorating economic
growth throughout the region. Large institutional
investor capital continues to be bound by their
fiduciary responsibilities to limit their high risk
investments and stringent financial regulations. This
restricts their capital investments in asset classes
characterised by high risk profiles, which are unrated
by global rating agencies such as the infrastructure
development industry.
Counterparty risk provides another element of risk that
may perturb potential investors. Failure on the part of a
single party to fulfil its obligation may have a profound
effect on the success of the project, even potentially

Historically, private equity firms
averaged a holding period of
approximately four years, although
in certain instances the investment
holding period could be limited to
three or even two years.

derailing the entire project. However, mechanisms
such as legal agreements can be put in place to protect
the interests of both the developer and the financier in
infrastructure development partnerships.
The private equity-type
mentality within the
project development
industry
needs
to
change according to
Johnathan
Berman,
Managing
Director
at Fieldstone Africa.
Historically,
private
equity firms averaged
a holding period of
approximately
four
years, although in
certain instances the
investment
holding
period could be limited
to three or even two
years.
Investors
partnering with private
sector developers need to renew their view of investing
in development projects with the intention and
getting out early. Developer and investor relationship
dynamics need to be guided by the view of having of a
longer term investment perspective, as opposed to the
current myopic view.
As outlined earlier, institutional investors, pension
funds in particular tend to avoid investing in
infrastructure development as an asset class, due to
limitations imposed by the industry’s long-term return
on investment policy. Despite, the industry’s relatively
higher development premium within the African
region, the project development community finds this
justifiable.
The market places a higher risk premium on
development projects within Africa due to liquidity
shortage challenges experienced by many local
project developers. In addition, the lack of access to
funds limits the ability of developers to undertake large
infrastructure projects on the continent.
Berman also highlighted the fact that the typical
project development time span is generally longer in
Africa, as a result of slow decision-making throughout
various stages of the project. The current environment
is impeded by unnecessary regulatory blockages
which tend to increase the overall financial costs.
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Infrastructure projects in excess of US$50 million
undertaken in Africa are usually completed between
one to three years later than the world average
(ceteris paribus).
An industry shift towards the creation of programmes
to standardise the process of procuring development
projects on the continent is necessary according to
Berman. Standardization of processes would reduce
development costs and project timelines. Over time
reductions in regulatory costs could potentially reduce
project risk premiums associated with infrastructure

development projects in Africa. Savannah Maziya,
CEO Bunengi Group, states: “Developers miscalculate
time, infrastructure decision making is difficult.
This has resulted in many companies going under.
For example, mining projects have to incorporate
geological assessments and lots of things are unknown
in developing countries as data is not readily available
or is scant.”
Project developers who’ve experienced success on
the continent are usually those who’ve mastered the
art of undertaking fewer deals. The best developers
are those with a more concentrated focus on their
specific areas of expertise and have the ability to
harness their competitive edge over competing
developers, according to Berman. Employing this
project selection strategy enables project developers
to grow organically over time, granting them the ability
to embark on larger scale projects yielding higher
revenues and subsequently improving the developer’s
balance sheet.

The project development industry is well known for
yielding healthy returns for developers and investors
alike, attracting investors who seek higher returns.
According to Dr Pohl, most investors in African
infrastructure projects typically require an IRR no
less than 15%, and in some instances 20% or more
(depending on the project risk profile). However,
the comparatively high risk associated with projects
yielding over 15% becomes progressively higher and
generally deters many conservative investors. Although
returns are generally higher in Africa as opposed to the
other parts of the world, some commentators think the
days of ‘incredible’
returns within the
project development
industry are behind
us. David Donaldson
reckons that “the days
of 20% plus returns
are over.” Returns are
progressively coming
down, in part due to a
higher concentration
of developers within
the African market and
a more competitive
industry. The general
project development
community, on the
other hand asserts
average IRR returns of 16-20% are required by investors.
Comparatively, based on the Investing in Infrastructure
Project Development Benchmark (I4PD Benchmark”)
infrastructure projects in the Middle-east, emerging
Europe, Asia, and Latin America generally require
11-15% IRRs, versus an IRR of 6-10% for projects in
advanced economies. This disparity in IRR returns is
largely a consequence of the risk profile associated with
that specific region.  
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African project development as an asset class
Developers and investors articulated specific
innovation requirements which can lead to larger
capital allocations towards African infrastructure
projects by institutional investors. The need to reduce
the long project development timeframes is the starting
point. Brian Herlihy, the Chief Executive of Black
Rhino, notes that the average time frame of completion
of projects over US$50 million is longer in African
development projects than other emerging markets.
Herlihy states: “While we aim for 2 years or less, it is a
difficult objective. Our average development period is
greater than 3 years”.

Asked whether there is a need for DFIs funding
development partners for projects in Africa, Berman
stated: “South Africa, and to some extent Namibia and
Botswana, are the only Sub-Saharan African markets
where DFI finance is not a pre-requisite for medium
to large projects.” Accordingly, many other countries
across Africa require DFI investment for medium to
large scale projects.

When asked how he felt about the role of Development
Finance Institutions (DFIs) in the project development
industry, Herlihy responded: “We have looked to the
DFI market due to the volatility of the local banking
markets. We would like to do more with the local banks
but need greater comfort on their long-term capacity
(outside South Africa).” Many industry commentators
agree that the role of DFIs and the public sector, more
generally is pivotal in the expansion of the project
development industry in Africa as a whole.
Berman also touched on the fact that “project
refinancing (after construction typically) is virtually
non-existent within the African market”. There are
several reasons for this. Firstly, DFIs and lenders
providing the long term capital tend to avoid refinancing arrangements in infrastructure projects.
They don’t refinance development projects due to the
financial imperative of maximising profit overriding
the developmental element of contributing towards
infrastructure development. Presently, DFIs fail to see
the ‘public good’ in refinancing development projects.
“Not only do the DFIs not provide refinancing, they
typically do not want to be refinanced” on policy
grounds Berman pointed out. The DFI business model
primarily focuses on greenfield investments and to
some extent the industry’s ideology hasn’t changed.
The current African infrastructure development
landscape suggests a legitimate need for DFIs to
catalyse a ‘secondary market’ within the infrastructure
development space. In theory, it’s possible for DFIs
to ‘sell down’ to long-term lenders and pension funds
through various mechanisms, including securitization.
Nevertheless, DFIs “need to see infrastructure project
development as a public good”, according to Berman.
DFIs will have to amend their business models from a
shorter term focus on investment returns to a longer
term one.

Provision of investment incentives, such as tax
rebates, grants, and subsidies (among others) for
project developers can be encouraged as a way of
encouraging private sector project development.
In fact, most governments in advanced economies
routinely subsidize infrastructure services, such as
water, energy, and transport. However, this area
is contentious within the public sector arena in
developing countries.
This reluctance to provide subsidies, such as those
provided in developed countries, is due to limited
public funding, further compounded by the significant
risks associated with changes in user fees when
governments change tariffs.
Higher costs will be passed down to project developers,
translating into diminished project IRRs due to
constrained fiscal budgets among African countries.

While we aim for
2 years or less,
it is a difficult
objective.
Our average
development
period is greater
than 3 years
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Additionally, the private banking sector is further
constrained by the introduction of Basel III, which will
ultimately limit financing for private developers. On the
other side of the spectrum, the lack of adequate bank
finance presents an opportunity for the utilization of
various other alternative financing vehicles.
The venture capital industry represents an innovative
tool to finance infrastructure development projects
and developers. The majority of project developers in
Africa are small in size, requiring massive seed and
early-stage capital. More venture capital firms should

explore the prospects of investing in infrastructure
development start-ups displaying growth potential,
possessing proprietary technology and unique
expertise. The venture capital market can help to fill
the funding challenge faced by early stage developers.
Maziya suggested a hybrid option in order to augment
venture capital funding: ”Pension fund and the tax
increment funding are the new innovations that will
improve infrastructure development funding, and
we can do a whole lot with that. This offers a good
marriage with venture capital which can take a project
at its initiation stages where there is higher risk.”
The number of sovereign wealth funds (SWFs) has
increased across the world, presenting investment
opportunities for various asset classes. The Sovereign
Wealth Funds Institute (SWFI) reported that by the end
of 2015, sovereign wealth funds throughout the globe
had amassed a mammoth $7.1 trillion in AUM, growing
at a consistent pace throughout the globe. SWFs are
exploring investment opportunities in alternative asset
classes in search of alpha returns.
However, despite the relatively massive scale of
opportunity for capital investments by SWFs in the
project development industry, SWFs are presently
hesitant to invest in ‘unregulated’ and ‘unrated’ asset
classes such as the project development industry.
It’s evident, much still needs to be done to reduce
the risk structure of the infrastructure development
industry as an asset class. Specific initiatives need to
be backed by the public sector to realise some of the
innovations that will contribute to the development of
the industry.

Pension funds and tax
incremental finance (TIF) are
some of the innovations that
can improve financing for
infrastructure development
projects in Africa”.
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EXCLUSIVE
INTERVIEW
WITH:

AFRICA50 CEO,
Alain Ebobisse
1.What has your experience been as
a financier of project development
and platforms in Africa?
My experience aligns with a broader consensus
that a key constraint to private infrastructure
investment in Africa is not necessarily a lack of
funds available to finance well-structured projects,
but rather a limited number of bankable projects
that are ready to be financed. It is something I saw
time and again, particularly when I was running
the Global Infrastructure Project Development
Fund and IFC InfraVentures for the World Bank
Group. In Africa, perhaps more so than other
geographies in which I have worked, it has been
especially challenging to attract investment at the
project development stage. By creating a project
development arm that will support the development
of private and PPP infrastructure projects from the
early stages, Africa50 will effectively be able to
de-risk opportunities, potentially catalysing other
investments as well as the build-out of a portfolio of
competitive, bankable projects.

2. What type of returns are you
delivering for your shareholders
and what would your message
be to institutional investors
looking to access early stage
infrastructure investment
opportunities?
Africa50 has a commercial management mandate,
and as such will strive to deliver returns to its
shareholders and investors that are commensurate
with the risks taken, as well as in line with market
expectations.

Our message to institutional investors on investing
in infrastructure projects in Africa is clear: there
are risks, but the risk perception is higher than
the reality, and returns on projects that have
been well structured have been good. As in other
investments, jumping on board in the early stages
of a project will have additional benefits, such as
developing proprietary deals, but this requires
highly specialized skills and capabilities, as well as
a good understanding of the local landscape.

3. What type of returns are you
expecting your developers
and your project development
activities to deliver for you?
Similar to what we would strive to deliver to our
investors, namely that they be commensurate
with the risks taken and consistent with market
benchmarks. However, it is important to emphasise
our double bottom-line. Africa50 is committed to
bettering the lives of Africans by developing the
infrastructure needed to catalyse sustainable
economic opportunities, so we look not only for
a positive financial return, but also for a positive
economic development return. If a project will not
benefit the people of the country where we invest,
then we are not interested.

4. Looking into your crystal
ball, what type of private sector
innovations and new models
would you like to see to make it
easier and more attractive for you
to invest in project development?
My view is that creating new instruments or models
is not a top priority. There are quite a few instruments
that can be used in the project development space.
At Africa50 we typically enter into joint development
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agreements (JDAs), which allow costs and project
development activities to be shared between the
partners and govern how these investments are
remunerated and construction equity subscription
rights allocated. There are many alternatives in
the form of equity or quasi-equity, for example.
We would rather focus on increasing the speed of
implementation of models and instruments used
in the development process, particularly when
development finance institutions are involved. In
short, we must promote a streamlined process that
allows transactions to be closed faster.

5. To what extent can the
industry and investment
ecosystem further innovate
structures, practices and
approaches to meaningfully
catalyse institutional investment
from pension and sovereign
funds into project development
in Africa?
Pension and sovereign fund investment in
infrastructure in Africa is still a new phenomenon.
Although many institutional investors now have a
sizeable allocation in infrastructure in developed
markets, they often still equate African infrastructure

risk with generic African private equity risk. We as
industry practitioners need to educate institutional
investors on the specific risk-return profile of the
African infrastructure asset class, which can range
from higher risk-higher return investments in project
development, to lower risk-lower return investments
in operating assets. One of the strategic objectives
of Africa50 is to offer an attractive investment
opportunity to institutional investors from Africa
and beyond that are interested in having exposure
to African infrastructure assets.

6. What’s your vision for the
financing and investment into
African project development
as an investable asset class?
Please give an example of how
that could work and why you
think it would be successful?
Project development investments, particularly in
the earlier stages, have similar features to venture
capital, namely a significant failure rate mitigated
by potentially high returns on investment for
projects that are successful. Africa50 was founded
in response to Africa’s current infrastructure
deficit. Given our mandate, which allows us to
invest in development finance, which hopefully will
catalyse others to follow suit, we predict private
infrastructure investment will grow, and that African
project development will potentially emerge as an
asset class in its own right. Following on from that,
as institutional investors become more comfortable
with equity investments in greenfield and brownfield
assets, they may be willing to allocate a small portion
of their portfolio to project development to diversify
and enhance the overall risk return profile of their
portfolio, which would have the knock on effect of
helping to create more investment opportunities.
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The strategic importance of relationship management
between project developers and financiers.
Very often owners of capital jostle for the majority
share of a business to gain control of its operations.
In the project development context, this usually
entails a ‘cultural clash’ occurring when investment
parties from different geopolitical regions partner with
local developers, who contribute local knowledge
of the domestic market. In some instances, the
differences of opinion between the financier and the
project developer may give rise to disagreements
leading to what we have termed, the ‘culture clash’.
Frequently, the relationship between international
and local development partners at private sector
level is characterised by a seniority/subordination
imbalance, making it difficult for conflicting parties to
coordinate in adapting international practices to the
local environment.

Pohl. The norm is that the party with the majority
stake in a private company has the controlling interest
in the firm, and relationships between developers
and financiers are guided by the same principle. Dr
Pohl asserts that many private sector development
projects are governed by the same principle and
as a consequence may lead to misunderstandings
between the developer and financier. In order to
mitigate such occurrences, it is imperative that
a culture of compromise is developed within the
industry. Conflicting parties should recognise that the
success of a development project largely hinges on
the inextricable contributions of capital, expertise and
local knowledge of both international and local parties.
Strategies can be implemented to address this issue
of ‘culture class’ and its negative consequences on
development projects. This issue has to be addressed
at the private sector level: As a key driver in the
infrastructure development agenda of Africa, the private
sector has a critical role of erecting infrastructure that
fosters robust economic activity across regions. While
fostering improved regional integration initiatives
between African economies. Berman insists the
situation can be rectified by building on the lessons
learned from the Asian Tiger economies. In his view,
one of the main reasons these economies were able to
thrive and become globally competitive could be partly
due to their actions of importing highly skilled labour
from various regions across the world.
By attracting a diverse pool of human capital,
Asian countries such as Singapore, Malaysia and
South Korea were able to create multi-cultural
work environments that holistically understood the
dynamics of their domestic economy as well as the
global investment community. “The dynamic of these
labour markets were neither local nor multinational”
stated Berman. This process is seen by Berman

During the early round of investing, international
developers or financiers generally provide the larger
share of the capital invested in the project, with the local
partner financing a relatively small proportion (often in
the form of ‘sweat equity’). In several instances, this
leads to friction between the international and local
parties, specifically based on the seniority exerted by
the international financier and the resulting retaliation
by local developers. In many occasions, local
developers may feel as though they are relegated to
subordinate positions. Situations may appear, in which
private sector developers might feel excluded from
consultations relating to decision-making.

The dynamic
of these labour
markets were
neither local nor
multinational

The notion of a hierarchical structure in project
development partnerships is, to a great extent founded
on the basic principles of business, according to Dr
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as one of the reasons Asian economies possess
a robust exporting focus and have built healthy
current account balances over a significant period of
time, while achieving export led growth. Embracing
different cultures into their labour markets, building
common cultures, and creating products that meet
global standards enabled many of the Asian Tiger
economies to achieve mass industrialization over
several decades, transitioning from low-income
nations to advanced economies today. The African

project development industry has to adopt similar
practises, by creating an environment in which project
developers can build common cultures with their
international financiers, in a bid to reduce occurrences
of the ‘cultural clash’.
Creating an environment in which developer and
financier engagements are more effective will enhance
the status of the project development industry in
Africa and will open up larger development financing
possibilities at the international level.

Project Development and the capital
market connection
Project development financing can be raised in
a wide variety of ways, namely: project sponsor
funding (including friends and family), public
funding (governments, development partners,
DFIs, project preparation facilities), venture
capital, corporate financing and bank financing
(including securitization). Additionally, through
equity financing on the capital markets, options
or derivatives, insurance provisions by large
insurance groups, or through other types of
collateral enhancements that may be set in place
to mitigate the inherent project risk. As the head
of Africa50, Alan Eboisse states: “As institutional
investors become more comfortable with equity
investments in greenfield and brownfield assets,
they may be willing to allocate a small portion of
their portfolio to project development to diversify
and enhance the overall risk return profile of their
portfolio, which would have the knock on effect of
helping to create more investment opportunities.”
In this regard, various types of instruments can
be utilized to finance development projects. A
special purpose entity (SPE) or special purpose
vehicle (SPV) could issue a combination of debt
and equity securities, use the proceeds thereof
to purchase project loans from the original lender.
Alternatively, at such time, the SPE/SPV could
use the proceeds to refinance a project at a lower
rate. In both cases, the banks and other financial
institutions which originated the project financing,
evaluated and undertook the construction with
similar risks, would be paid out, thereby making
these funds available to be lent to finance other
projects. Many developers use SPEs/SPVs as a
means of limiting risks and serving as a form of

protection for the project’s assets. Some investors
are, however, dissuaded by disadvantages such
as relatively high costs to set up the SPE/SPV and
loss of tax benefits for the parent company.
One of the main benefits of investing in REITs, on
the other hand includes, among others liquidity,
higher dividend pay-out and income that is
secured by long term leases, factors which are
all attractive to potential investors. One of the
biggest disadvantages about using the REITs
financing structure is the high risk linked to
the instrument, which does not quite appeal to
conservative investor groups. Despite some of the
challenges posed by using REITs as an investment
instrument, they can be structured in a variety
of ways (i.e. combination of equity, property and
hybrid arrangements).
There’s an opportunity for capital markets to come
on board to finance African developers, insisted

As institutional investors
become more comfortable
with equity investments
in greenfield and brownfield
assets they may be willing
to allocate a small portion
of their portfolio to project
development...
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Berman. Africa already has established capital
markets such as the Johannesburg Securities
Exchange (JSE), which already has several
infrastructure SPACs (special purpose acquisition
companies) listings on the exchange. This is the
perfect platform for developers, as they can list
their SPACs without necessarily having assets
to list, added Berman. The ultimate hope for
developers in Africa is that they can corporatize
their entities, secure partnerships with investors
and through the various stages of development
list on the capital markets. When asked whether
the infrastructure development industry in Africa
could attract credit ratings at some point down
the line, Berman retorted that “its tangible if the
industry develops in time.”

so by supporting the development of projects
through active engagement with the developers
and financiers, particularly on matters pertaining
to regulation. Hilherly contends “governments
spend more time pushing risk to the private sector
than they do imposing local impact programs.
Governments should take responsibility on
certain risks (currency, default of payments,
etc.) but in turn should force developers to have
greater integration with the local economy.” We
should bear in mind that the holistic model of
project development must benefit both investors,
by granting them a satisfactory premium on
their investments and the local communities
who will benefit from the use of the established
infrastructure projects.

Remodelling the African
project development
industry

Basel III will increasingly have a profound effect
on the banking sector by pushing up liquidity
ratio requirements and limiting credit extension.
Bank assets are becoming less favourable
to short-term investors and will prompt these
investors to seek alternative asset classes to
invest in. The future growth prospects of the
project development industry is immense. From
a global perspective, only a small fraction of
infrastructure assets are currently listed or
under private ownership. In Africa, even less
so. The project development industry generally
agree increased securitization is likely to drive
the growth of infrastructure developments in
Africa, particularly if more private developers
are ‘corporatized’ and eventually become listed
entities in capital markets. Other drivers of future
growth within the industry will include dynamic
demographic changes, private capital and the
focus of institutions such as the G20 to mobilise
institutional investment within the industry.

The next few years are critical for Africa to close
its infrastructure development gap relative to
advanced regions and raise standards of living
through sustained, robust GDP growth. The
massive scaling up of infrastructure project
developments has a crucial role to play in this
endeavour. However, more importantly, the
role of private sector project developers and
collaboration efforts with local and international
financiers will determine whether Africa can
reduce its infrastructure deficit.
Private project developers require their
respective governments to play an enabling
role by removing unnecessary ‘red tape’ stifling
project development initiatives. They can do

Governments spend
more time pushing
risk to the private
sector than they
do imposing local
impact programs.
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Head of InfraVentures at the IFC

DAVID
DONALDSON
RESPONDS:

W

What are some of the
key focus areas for
the IFC with regard to
project development
across Africa?

hen
we
started
up
IFC
InfraVentures some years ago,
our focus was very much oriented
on individual projects, and
playing a role to help sponsors
get them developed. This continues to be one of
the tools in our toolbox, but we are now seeking
to make it more flexible and wider, ranging as part
of a growing focus on getting engaged upstream
in infrastructure.
Upstream engagements can be contributing to
the dialogue on sector policy and reform, often
alongside our colleagues at the World Bank, as
we did for years in Nigeria in association with the
Azura transaction. It can be working with various
governments to structure solutions to infrastructure
challenges, and to design project structures which
achieve public goals, but which are nevertheless
bankable. It can be at the individual project level
but it can also be programmatic – for example, the
Scaling Solar initiative, now the agreed approach
in four countries in Africa, which aims to produce
a replicable series of projects, designed around a
transparent and competitive bidding process.

Leveraging our long-standing relationships
with governments across the continent is one
area where IFC can add value, but, of course,
partnering with private sector companies is a
major part of our business. We’ll continue with the
“classic” IFC InfraVentures project development
partnerships with co-sponsors, particularly on
large projects where we can make a difference,
such as the Nachtigal dam in Cameroon; but
we’ll be flexible in the manner in which those
partnerships are structured. Sometimes they’ll
look more like a financial structuring advisory
role combined with an arranging and financing

role – such as the SETRAG and Nacala railways
in Gabon and Mozambique. Sometimes they will
feature successive interventions over many years,
as in the support we have provided in Umeme’s
transition in Uganda from an SOE to a concession
now featuring substantial Uganda ownership,
ranging from individual private investors to the
National Social Security Fund.
Sometimes
they will also be more programmatic to achieve
greater impact. A good example of this is the
Lekela Power Platform, where we partnered with
global renewable energy developer Mainstream
Renewable Power in a joint venture with Actis. The
US$117.5 million equity investment featured IFC,
the IFC African, Latin American and Caribbean
Fund (ALAC) and the IFC Catalyst Fund, two funds
managed by IFC Asset Management Company,
Ascension Investment Management and Sanlam
to accelerate the build-out of 1,300 MW of wind
and solar plants across Africa.
Finally, like everybody, we have struggled with
the risks associated with this business in Africa,
particularly in Fragile and Conflict-Affected States.
In recognition of this, IFC has recently launched
the US $2.5 billion IDA18 Private Sector Window,
designed to promote private sector participating in
the most challenging countries around the world.
Of this, US$ 800 million to US$1 billion has been
allocated to infrastructure development projects,
particularly in IDA and FCS countries through the
IFC’s risk mitigation facility. The RMF seeks to
crowd in private participation in Infrastructure (PPI)
in countries where governments have constrained
fiscal space and institutional capacity, by providing
guarantees to cover non-commercial risks for
projects in sectors such as power, transport,
resource-related infrastructure, water & sanitation,
municipal infrastructure and telecommunications.
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The Africa Investor (Ai)
Project Investability
Ratings explained.
1. BACKGROUND

Africa investor (Ai) has developed an initiative to evaluate and establish investability ratings and scores
for African infrastructure projects to assist developers and sponsors enhance their prospects of attracting
investors.

2. WHY INVESTABILITY SCORES?

There are two views of African infrastructure projects. The investor view is that there are few ‘investable’
projects. The project sponsor/developer view is that there is a shortage of funding. The truth is probably
that many projects can be made more attractive than they currently are for bank and non-bank investors
both in Africa and abroad, with better project preparation and presentation. Ai is specifically targeting
African projects that seek investors from Africa as well as Europe, the US, the Middle East, Latin America,
and Asia.

3. THE CONCEPT

Many African project sponsors and project developers do not know the funding criteria and objectives of
investors nor the manner to approach them. They may contact providers of funds too early in the project
cycle, when many key elements required by investors are missing. Alternatively, developers need to factor
investor requirements into project design to ensure the project meets the needs of the most interested
investors. Advisory support is needed for many developer teams that are not familiar with how to market
their projects to investors or able to retain experienced financial advisors to guide them.

Ai Investability ratings will assess the readiness of a project for serious consideration by
bank and non-bank investors.
4. THE PROCESS
Ai has assembled a pre-investment committee of experienced professionals who will review concise
project materials provided by a project developer or project sponsor addressing key issues seeking an Ai
investability rating.
The pre-investment committee will review the materials and assign an investability score, accompanied
by a concise rationale for the score and an explanation of what is needed for the score to move to the next
level. Ai will use a simple and consistent method to score the projects.

Assigned ratings will be published with the analysis and updated when new information
is available from the project developer or sponsor as appropriate.
5. THE PRE-INVESTMENT COMMITTEE

Highly-rated rated projects are eligible to be published on the Ai Infrastructure Investment Co-investment
platform, a closed online investment community representing assets in excess of US$7 trillion. The preinvestment committee will be comprised of infrastructure investors from a wide range of sectors, including
funds, sovereign wealth funds, venture capital investors, financial advisors, and institutional investors with
expertise in debt financings, equity financings and/or credit ratings in Africa and emerging markets.
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