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FROM THE EDITOR

Havana is a city in mid-metamorphosis. It is capital city of a 

country walled-off from the world for more than 60 years. To 

walk through its historic centre is to see the outer layer of a 

cocoon start to peel away. 

The Cuba experience has become commodified and is 

sold on every corner of Old Havana to tourists, the numbers of 

which rise every week. These visitors thirstily lap up Cuba Libre, 

crumbling colonial-era architecture and Che Guevara t-shirts. 

But behind these dilapidated buildings and away from the city’s 

centre, it is possible to get a sense of the everyday Cuba.

Much as it is impossible for the ignorant to guess the end-

state of a caterpillar before it has grown wings, so it is hard to 

imagine what Cuba will look like once it has broken free from its 

economic prison.

Cuba has been irrevocably shaped by the economic 

blockade enforced by the US since 1960, turning it into a pariah 

state to most of the international community. In 2015, according 

to the Brookings Institute, the take home salary for most Cubans 

was around $20 a month and less than 5% of the population had 

access to the internet. While Venezuela’s socialist government has 

supported Cuba through cheap oil over the last decade or so, that 

country’s current economic crisis has now made it an unreliable 

crutch for the Cubans.

Diplomatic relations finally resumed between the US 

and Cuba in December 2014 and tentative steps were made 

to dismantle the blockade. Though progress remains slow, the 

appearance of US tourists stepping foot again on their forbidden 

island shows that Obama’s initiative has had some success. 

If the blockade is finally lifted, and international 

investors become active in Cuba, improving the country’s 

infrastructure should be a top priority. A taxi journey to 

José Martí International Airport in torrential rain should 

be enough to convince any visitor of that: small lakes form 

quickly across large intersections while major roads are absent 

of street lighting.

The Cuban government deserves credit for its willingness to 

engage with the private sector. IJGlobal and New Energy Events held 

a conference in Havana in September in partnership with the Cuban 

government, and it was clear it was keen to build relationships with 

investors. This however will not be a quick process. 

The various representatives from the Ministry of Energy 

and Mining, Cuba-Petroleo Company, the National Electricity 

Engineering and Projects Company and Unión Eléctrica, among 

other state-run institutions, found themselves in unchartered 

territory at the event. Talking to international bankers, developers 

and advisers cannot have come naturally to those who have spent 

their whole adulthood living under a planned economy.

But the overwhelming message of the conference was that 

Cuba wants international investment. The immediate focus is 

renewable energy, with the government aiming for renewables 

to account for 24% of all electricity production on the island 

by 2030 (it represents 4.3% today). It announced plans for 13 

new wind farms last year with a total capacity of 2,000MW. 

European, Chinese and Canadian developers are all understood to 

have expressed an interest in these projects.

UK-based Havana Energy has proved what can be done. 

After many years of setbacks, which included a major European 

bank joining and then dropping out of its lender group, it became 

the first private developer to sign on a power project in the country: 

a 30MW biomass plant. Havana Energy is developing the project 

via a joint venture with the Cuban sugar ministry, and is understood 

to have funded the project with debt from Chinese lenders.

For the next renewables projects, it is hoped that a wider 

group of lenders can be tapped. European DFIs have been in 

active discussions with the Cuban government in recent months 

and it has been rumoured that Spanish commercial banks may be 

willing to participate. These first deals should act as a catalyst to 

and create foundations for other projects. 

The gas exporters in attendance at the conference may see 

their hopeful plans for an LNG import terminal in Cuba unfulfilled, 

but there is endless scope for social infrastructure and transport 

projects on what is by far the largest island in the Caribbean. 

All of these plans however hinge on the new President-elect 

of the US, Donald Trump. During campaigning he promised to 

take a hard line on Cuba and possibly reverse the concessions 

granted by the Obama administration. If the end of the blockade 

is postponed, international investor interest will likely evaporate. 

That would be a massive opportunity missed for investors, 

and a tragedy for an island desperate for infrastructure 

improvements. Cuba is ready to emerge from its chrysalis. 

Hope in Havana

Cuba is keen to build power projects with the private sector. But the US government 
could still scupper its plans.

Jon Whiteaker 
Editor
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wouldn’t touch longer-term project 

�nancing [in other sectors] but they’re 

happy with an offshore wind project with 

a tenor of 17 years, partly due to the higher 

returns available.”

Muldowney agrees. “People 

are prepared to go out that long as a 

combination of these assets’ lives and 

support regimes being in place to match 

that,” he says. 

“There is a large pipeline in offshore 

wind, which is not such a given in other 

infrastructure sectors anymore.”

Today’s tougher landscape
As debt tenors swell and pricing points 

shrink, both Waterston and De�esselles 

suggest the market will be much leaner, 

on both the equity and debt side of 

transactions. Upcoming projects will not 

enjoy the �xed feed-in tariffs awarded to 

earlier deals. Instead, they are competing in 

a new, EU-enforced development landscape, 

one in which the cheapest bid wins. 

“Dudgeon and Beatrice were 

fundraising 18 months, two years ago – 

the tenors and the pricing re�ect market 

conditions at the time,” Waterston says. 

“Then you get more recent deals which 

have been fundraising under more 

competitive market conditions.”

The Borssele tender set a record 

low for tariff pricing for the offshore 

wind sector. DONG Energy’s strike price 

bid of €72.70 per MWh saw off 37 other 

bidders for the projects, in a competition 

in which the lowest price won. The €72.70 

�gure was well below the €100 per MWh 

cost of construction which the offshore 

wind industry hoped to achieve by 2020, 

and pushed it under the assumed cost of 

building nuclear in Europe, which stands 

at around €100 per MWh. 

Waterston says the low price 

achieved by DONG will have an inevitable 

knock-on effect on future deals in the 

offshore wind sector. 

Waterston posits that in 2012, 

market pricing trends for senior debt stood 

at “around 300-400bp [above Libor]. By 

2014, it was at 250-350bp. In 2015 and 

2016, it has stood at 200-300bp. It will be 

interesting to see if 2017 is the year market 

pricing goes below 200bp.” 

Muldowney thinks this downward 

trend will slow. “I don’t see a lot of scope 

for margins coming down a lot more. One 

thing we haven’t seen – not as many banks 

are coming to the market as we thought. 

They’re taking bits and pieces but we’re 

not seeing a very signi�cant expansion in 

the number of bank lenders in the asset 

class. There are 10-15 banks, mostly 

European, alongside but including the 

three major Japanese banks. The US banks 

aren’t that interested. Unless a lot of new 

banks start piling in, we’re talking about a 

relatively modest decrease in margin.”

Technology driving the 
competition
The scale of investment in offshore wind 

technology has ramped up dramatically in 

the past �ve years. Farms have grown in size 

and have been built further out to sea, as 

developers hunt for stronger wind speeds. 

Developers are now looking at 

10MW turbines becoming the norm. 

This suggests projects will continue to 

scale up, with all the capex this requires, 

potentially squeezing out less experienced 

or smaller developers. 

The pro�le of sponsors and lenders 

is changing, too. Perhaps unsurprisingly 

in a market still producing new 

products, technology companies and 

manufacturers are playing a pivotal role 

in �nancings. Contractors have recognised 

the opportunity posed by owning the 

proprietary technology and equipment. 

Dutch marine contractor Van Oord, for 

example, has teamed up with investor 

Highland Group to develop, �nance and 

build the upcoming 252MW Deutsche 

Bucht offshore wind farm in Germany. 

And banks are likely to want to 

Mark Muldowney
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support them, says Muldowney, even if 

the technology does not have a long track 

record. “It’s one of the paradoxes of the 

sector,” he says. “Banks are prepared to 

�nance new turbine models with suitable 

warranties at an earlier stage than they 

normally would for other technologies.”

This is because the introduction of 

former suppliers as sponsors will likely 

help lower costs and risk, Skowronnek 

says. “The contractors doing this are 

experienced, and they have their own 

technical capabilities. They can bid a low 

price in tenders as a result.” 

Van Oord will carry out the balance 

of plant (all costs excluding those for 

turbines and their elements) for Deutsche 

Bucht, which consists of the engineering, 

procurement and construction of the 

foundations, inter array cables and the 

offshore substation. This approach reduces 

the number of counterparties involved in 

the project. 

But as Skowronnek points out, 

a contractor – or a huge utility – may 

be able to bid low due to economies of 

resources and proprietary technology, but 

they may end up “spending more money 

within their own company, just not on 

third party contracts.”

Which could almost see the industry 

come full circle. Just like the early days, 

sponsors are now taking projects through to 

construction on balance sheet. The difference 

now is that new investors are willing to come 

on board as or just after construction begins 

to help lighten the risk load.

Muldowney says “in terms of the 

overall economy, interest rates have kept 

falling to extraordinary levels. In this 

climate, net margin becomes important. 

Lots of investors who can no longer rely 

on government bonds have started looking 

to real assets, which is driving more and 

more �nancial investors to the sector.”

For German utility EnBW’s €1.4 

billion ($1.49 billion), 288MW Baltic 2, 

for example, Macquarie Capital joined 

as co-equity investor in January 2015. It 

bought a 49.9% stake for €720 million, 

recovering a substantial amount of the 

construction costs for EnBW, who had 

already begun to build the project.

Next steps
The next evolution will be for such 

investors to come in even earlier. EnBW 

director of capital markets Peter Berlin told 

IJGlobal that its next German offshore 

wind project, the €1.5 billion, 500MW 

Hohe See, will closely replicate the Baltic 

2 offshore wind �nancing, but with equity 

investors coming on board at the �nal 

investment decision stage. That way, 

construction risk will be fully shared.

Rumours abound that Hohe See, 

due to close in early 2017, will be the �rst 

large scale offshore wind project to be 

closed using just corporate �nance and 

pension fund debt, perhaps a marker of 

how far the industry has come: it no longer 

needs commercial banks at all, and can 

instead court big-ticket investments from 

lower-risk, lower-return investors like 

pension funds. 

Muldowney suggests the offshore 

wind industry will need to deliver a 

continued string of low incident, successful 

operational projects for the current rate of 

investor interest to continue. A slowdown 

in appetite “would be caused by any major 

issue with a project,” he says. Skowronnek 

adds sponsors must be mindful of “today’s 

technical risks, which include turbines, but 

also substation components, and the use 

of 60Kv technology. Turbines are actually 

talked about too often – they are now 

relatively mature. However, foundation 

installation costs are very expensive, which 

is an issue.”

Skowronnek says lower costs and 

lower risks in the sector will depend on 

how technology develops. “The technical 

advisers and the engineers are, and will 

continue to be, very relevant. They will 

in�uence the lowering of the piece per 

MWh now and in the future,” he says. “We 

all have to trust in the capabilities of the 

engineers and designers in this business.”

He remains con�dent that the 

sector, for all its rapid evolutions, or 

perhaps because of them, will continue 

to dominate large-scale energy �nancings 

in Europe. “In the past we were building 

conventional power projects with a 

levelised cost of €40 per MWh. I think 

that will eventually happen with this 

industry…everyone’s focus now is 

preparing themselves to help projects get to 

the lowest achievable price. I’m no longer 

surprised about what can happen.” 
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The election of Donald Trump as the 

45th President of the US was initially met 

with volatility in international markets 

due to his outsider status, the long odds 

his victory was given in most betting 

markets, and the unconventional policies 

he proposed during his campaign. 

His stated positions on the energy 

sector seem less controversial than for 

other policy areas, though many industry 

participants in the US were still anxious 

to see how his presidency unfolds in the 

immediate aftermath of his victory. 

“Trump’s election introduces 

signi�cant uncertainty to the outlook for 

government policy, economic activity and 

the US Federal Reserve. Market volatility 

has spiked in reaction to the result and we 

expect this to continue over the coming 

weeks amid speculation about his likely 

policy agenda,” Standard Life Investments 

said in a statement. 

Trump’s victory is expected to be 

good news for conventional power and 

oil and gas, but as Eli Katz, a partner in 

the tax department at Latham Watkins in 

New York, told IJGlobal, it is “probably 

not a great thing for renewables”.

RENEWABLES REVERSAL?

Trump called climate change a hoax and 

promised to tear up the Paris climate 

treaty during his divisive campaign.

“At the federal level, most of the 

policies that supported renewables were 

done by the administration and not by 

Congress,” Katz said, which would likely 

mean Trump would meet little resistance 

in peeling back climate initiatives and 

clean energy support. At the same time, he 

said, “a lot of renewables support is at the 

state level so that should remain the same, 

and a lot of the federal tax policies are 

long-term measures enacted by congress, 

so they should remain the same.” 

With the Republican Party retaining 

control of Congress, major structural 

changes to the tax code are expected. 

These are likely to negatively impact the 

renewables sector, whose tax breaks could 

become less valuable.

Covington & Burling partner 

Andrew Jack, based in Washington, DC 

argues however that “there’s a lot of things 

that are going to continue regardless of 

who is in government.” 

He says there will continue to 

be technological innovations and state 

initiatives in places like New York 

and California and strong support for 

renewables is also likely to continue in the 

corporate sector. 

“There has been a tremendous 

increase in corporate PPAs… I don’t’ 

foresee corporations changing their view 

on that,” Jack said. “It’s been driven by 

a combination of economic and business 

factors that aren’t political.”

OIL & GAS SUPPORT

Andy Lipow of Houston, Texas-based 

Lipow Oil Associates said that a Trump 

administration is “probably good news for 

fossil fuels, since Donald Trump is partial 

to oil and coal.”

Though immigration �ows from 

Mexico have often been bandied about by 

Trump as a grave threat to the US, Lipow 

does not think this attitude will endanger 

cross-border pipeline projects, such as 

the recently closed Nueva Era pipeline. 

“I think those will still continue because 

at the end of the day they still do help US 

industry and create jobs here.”

Houston-based partner at law 

�rm Baker Botts Jason Bennett expects 

“a likely reduction of the constraints on 

US exports of hydrocarbons, including 

more permissive LNG export policies”, 

and “over the medium term, a reduction 

in regulation in the energy sphere and 

a promotion of investment in energy 

infrastructure and activities.”

Though Lipow warns that Trump’s 

oppositional attitude to international 

trade, and his ‘America �rst’ and anti-

globalisation rhetoric, could still be a 

negative for the domestic oil industry.

COAL COUNTRY

Trump made campaign promises to revive 

the declining US coal industry, and was 

rewarded by becoming the �rst Republican 

presidential candidate to win Pennsylvania 

since 1988. Pennsylvania is home to the 

largest known deposits of anthracite coal 

found anywhere in the Americas.

His promises however may 

turn out to be hollow. Many bankers 

say that regardless of any potential 

federal incentives, there is far too much 

uncertainty to warrant investment into 

green�eld coal.

New York-based Holland Knight 

partner Stephen Humes says “it was easy 

for him to tell coal country that he’s going 

to �ght for their jobs, sooner or later the 

laws of economics are going to catch up”.

The abundance of natural gas 

and a likely expansion of fracking under 

a Trump administration are going to 

continue to put pressure on coal prices. 

“At the end of the day, people prefer to 

pay the least cost for energy possible,” 

Humes said. 

Certainty trumped

NEWS ANALYSIS: The unexpected election of Donald Trump as US President 
makes future energy policy unclear. By Chase Collum & Sakshi Sharma.

“Probably good news 
for fossil fuels, since 

Donald Trump is 
partial to oil and coal.”
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Ontario’s provincial procurement 

agency Infrastructure Ontario (IO) and 

transportation agency Metrolinx have 

begun to actively seek private sector 

proposals for the design, build, and 

�nance (and where required operation 

and maintenance) of large portions of a 

planned expansion of the GO Regional 

Express Rail (RER) and light rail transit 

across the Greater Toronto region.

The four recently launched 

tenders, among which three seek 

proposals for RER expansion projects 

while a third involves the province’s 

third light rail transit project, are the 

beginning of a larger wave of future 

tenders to advance a planned C$30 

billion 10-year transport investment 

programme launched in 2014. The 

province hopes to speed up rail 

transit across the Greater Toronto 

and Hamilton Area and of�oad traf�c 

congestion on Toronto’s arterial roads.

The projects are being tendered 

under IO’s Alternative Financing and 

Procurement (AFP) delivery model – or 

essentially as PPPs – where the province 

transfers certain risks to the private sector. 

The impending wave of rail projects will 

also be delivered under the AFP model. 

RAIL AMBITIONS

GO Transit, an operating division of 

Metrolinx which merged operations with 

the agency in 2009, is the province’s only 

inter-regional public transport service for 

the Greater Toronto and Hamilton Area 

(GTHA). GO Transit has historically only 

offered two-way, all-day services along 

only a few lines (Lakeshore East and 

Lakeshore West lines), while providing 

peak rush hour service on its other lines. 

Through the wider RER and LRT 

expansion programme, the province seeks 

to improve service across many lines on 

the existing GO Transit network including 

extensions to Hamilton and Bowmanville, 

as well as new GO Transit corridors to 

Bolton, Seaton and Locust Hill.

Speci�cally, the Regional Express 

Rail (RER) project will expand the GO 

Transit lines by adding an all-day, two-

way service to the Barrie line and the 

inner portions of the Kitchener line and 

the Stouffville line, and by increasing the 

frequency of the train service on rest of the 

corridors to as often as every 15 minutes. 

RER also involves full electri�cation 

of the Lakeshore East and West lines 

and the remaining corridors. With RER, 

Metrolinx expects to nearly double 

ridership to 127 million riders per year by 

about 2029 from 65.7 million in 2015.

Of the total budget for 

Moving Ontario Forward investment 

programme, about C$13 billion ($9.6 

billion) and C$16 billion comprises 

the RER and transit schemes across 

the GHTA. The RER programme 

is expected to provide faster, more 

frequent and more convenient transit 

service across the GTHA on the GO rail 

network by 2024-25.

But neither IO or Metrolinx have 

yet publicly stated plans to raise rail fares 

as a result of the planned rapid expansion. 

The need for the programme, the agencies 

said, rose from the congestion in the 

GTHA which the provincial government 

says is a more ‘serious’ problem as 

the region grows and the existing 

infrastructure will not be able to support 

the projected future growth in the region. 

“Ontario is in the midst of the 

much larger RER programme, which is 

moving along very quickly,” a Metrolinx 

spokesperson told IJGlobal. They 

added that Infrastructure Ontario has 

a mandate to evaluate any project that 

has a capital value of over C$50 million 

for delivery under the AFP model. 

While the capital value of the recently 

launched tenders has not been disclosed 

at this stage, typically rail projects of 

this magnitude would range from C$300 

million to C$2 billion.

TRANSIT SUCCESSES

IO issued a tender in October to solicit 

proposals for the Hurontario light 

rail transit (LRT) project. The 23.2km 

Hurontario LRT will be a double-

track system that will run between the 

Port Credit GO station in the City of 

Mississauga to Downtown GO station in 

the City of Brampton. 

The new modern light rail vehicles 

will travel in a dedicated right-of-way and 

serve 22 stops with connections to GO 

Transit’s Milton and Lakeshore West rail 

lines, Mississauga MiWay, Brampton Züm, 

and the Mississauga Transitway BRT.

Hurontario LRT is the fourth rail 

transit PPP to be launched in the province 

of Ontario, according to IJGlobal 

data. The government of Ontario has 

committed C$8.4 billion in support of 

new transit for Toronto. 

The province has typically backed 

its transit projects with completion 

payments of between 80% and 85% to 

leverage better value for money for AFP 

projects, but that has resulted in shrinking 

equity checks. 

This is not deterring sponsors 

however according to an equity 

shareholder in one of IO’s recent 

LRT transactions, as the ef�ciency of 

procurement in the province is very 

attractive. The deals to date have featured 

both medium and long-term investors 

debt investors. 

Rail PPPs on track

NEWS ANALYSIS: The Canadian province is pushing forward with various rail PPPs 
as part of a larger transport infrastructure investment programme. By Sakshi Sharma.
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Latin America is experiencing a boom 

in renewables, and in particular solar. 

Governments have been rolling out 

tenders and have been rewarded with 

signi�cant reductions in tariff prices. But 

in an environment where tenors are set to 

shorten and pricing rise, some question 

whether this trend is sustainable.

MEXICO’S SECOND WAVE

Mexico held its second long-term 

power auction for renewable energy in 

September 2016, in which 2.8GW of 

wind and solar projects were awarded. 

The �rst auction in March had already 

seen 2GW of capacity awarded. 

In both processes, solar photovoltaic 

(PV) emerged as the dominant technology, 

accounting for 54% of contracts in 

round two and 81% in round one. Wind 

accounted for the second largest share 

(43%) in the latest process compared to 

just 19% in March.

PV was also the most competitive 

energy source in the latest round of bids. 

The average price of solar offers was 

$31.7 per MWh, 42% below the offers 

received for solar in the �rst auction 

($44.9 per MWh), and beating even 

conventional power.

Across the two rounds, 34 

companies have committed to investing 

an estimated $6.6 billion to build close to 

5GW of new capacity.

Cenace offered three different 

products in the auctions: clean energy 

certi�cates (CELs), capacity contracts, and 

generation contracts. State utility CFE 

will initially be the sole offtaker under 

these contracts, though eventually other 

industry players are expect to participate 

as purchasers of power.

Capacity is contracted under 

15-year PPAs, but CELs are issued for 

a period of 20 years. Some lenders have 

expressed concern over the merchant 

feature of the new PPA model. But lenders 

are already assembling for some projects.

CHILE SETS NEW LOW

PV also emerged as the most competitive 

energy source in Chile’s August power 

auction. Spanish developer Solarpack set 

a new world record by offering a tariff of 

$29.1 per MWh for its 120MWp Granja 

PV project.

Solarpack’s offer was well below 

the average price achieved in the auction, 

which was $47.6 per MWh. Inigo Malo 

de Molina, head of the Andes region 

for Solarpack, points out however that 

there were other low bids, including 

Mainstream’s $29.2 per MWh. 

Several reasons, according to Malo 

de Molina, made it possible to offer such 

low prices. A key factor was the approval 

of the transmission law in July 2016, 

which establishes different mechanisms to 

facilitate the expansion of the transmission 

system, ensuring that the system is well 

connected and minimising the risk of 

system congestions. 

It is particularly important for 

solar PV projects to be able to generate 

power in the Atacama Desert where the 

best resources are, explains Malo de 

Molina. “This was one of the factors 

which allowed us to compete with a very 

competitive capex”.

SPONSORS BET ON ARGENTINA

Argentina announced the winning bids in 

the country’s debut renewables auction, 

RenovAr, in October. It also announced it 

would be accepting improved economic 

offers from the unsuccessful bidders in a 

next stage of the auction, RenovAr 1.5. 

President Mauricio Macri launched 

the 1GW RenovAr auction soon after 

taking of�ce in December 2015.The 

Ministry of Energy and Mines received 

6GW of bids from local and international 

players in September 2016. 

The average prices achieved for 

wind and PV are $69.5 per MWh and 

$76.9 per MWh respectively, while the 

minimum offer received for each was $49 

per MWh and $59 per MWh. Winning 

bidders included Envision Energy, Sowitec, 

Genneia and a subsidiary of the Jujuy 

provincial government, Jemse.

That the auction is 6x 

oversubscribed is undoubtedly a vote of 

con�dence for Macri’s government, but 

there is scepticism over �nancing capacity, 

particularly as many of the region’s active 

lenders to renewables have not lent in 

Argentina for over a decade.

A senior LatAm focused multilateral 

banker says that while the auction appears 

well oversubscribed on the equity side, 

this is purely a representation of sponsors 

taking a bet on raising the necessary 

funding for these projects. If it were a 

measurement of the debt capacity, the 

1GW target might not have been met.

International, regional and 

European multilaterals will provide 

the bulk of funding for these projects. 

Though most international commercial 

banks admit they are not ready to lend to 

Argentine projects, they have commended 

the attitude of the government and its 

willingness to listen to the market.

The huge interest in government-led 

renewables auctions across Latin America 

is a positive sign for a region which 

has suffered slower growth, corruption 

scandals and political turbulence in recent 

years. It will be important however that 

strong competition does not push prices to 

unfeasible levels. 

Auctions all round

NEWS ANALYSIS: Three countries in the region have attracted signi�cant investor 
interest in renewables in recent months. By Rosie Fitzmaurice. 
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IFM, among various other major investors, 

was rumoured to have entered an indicative 

bid for a majority stake in Ausgrid in 

January 2016. But by the time the deal 

had got to binding bid stage, IFM and the 

others had fallen away, unable to match the 

offers made by two Chinese bidders.  

State Grid Corporation of China and 

Hong Kong-based investment �rm Cheung 

Kong Infrastructure (CKI) were the only two 

contenders to progress to �nal bid stage but 

were both subsequently disquali�ed from the 

process by Australia’s federal government in 

August, to the shock of observers

IFM moved fast in response: 

forming a joint venture with 

AustralianSuper and submitting an 

unsolicited proposal for Ausgrid in late 

September. It took the state government 

of New South Wales less than a month to 

accept the bid. 

HOME ADVANTAGE

“We are familiar with the process and 

policy framework of unsolicited proposals 

and began developing our strategy 

for Ausgrid within days of the federal 

government’s announcement,” Michael 

Hanna, IFM’s head of infrastructure, 

Australia told IJGlobal.

IFM has submitted unsolicited 

proposals for the M5 Interlink Roads, 

Brisbane International Cruise Terminal 

and, in early October, a proposal to 

upgrade and expand the capacity of 

Southern Cross Station in Melbourne that 

it originally acquired in 2003. 

Another advantage was IFM’s 

involvement in the bidding for the 

previous A$10.3 billion ($7.79 billion) 

“poles and wires” privatisation of 

TransGrid last year. IFM, with partner 

QIC, proceeded to the �nal bid stage 

before losing out to a consortium led by 

Hastings in November. 

IFM says that the New South Wales 

government’s desire to keep to its original 

timeline for disposal was a major motivation 

for putting a bid together quickly.

“We wanted to help address a 

problem the state government wanted 

resolved sooner rather than later with an 

innovative solution,” Hanna said.

The A$16.2 billion transaction, with 

a debt-to-equity ratio of around 60:40, is 

scheduled to close in early December. The 

debt �nancing package is expected to be a 

mix of three, �ve and seven-year tranches, 

with a syndicate including the Australian 

banks ANZ, CBA, NAB and Westpac, as 

well as various Asian and European lenders.

IFM Investors is understood to have 

paid 1.4x Ausgrid’s regulated asset base 

(RAB) of A$14.75 billion, compared to the 

1.3x offered by CKI and the 1.6x tabled 

by State Grid.

AustralianSuper and IFM will own 

a 50.4% stake in a 99-year concession. 

Ausgrid is Australia’s largest electrical 

distribution network, serving 1.6 million 

customers in New South Wales.

HEAD SCRATCHING ALL ROUND

The exact reason for the rejection of State 

Grid and CKI’s bids is still not clear. The 

federal government has yet to elaborate 

on why the two consortia’s offers were 

deemed, as federal state treasurer Scott 

Morrison asserted at the time, to be 

“contrary to the national interest.”

This ambiguity raises concerns over 

the long-term attitude towards foreign 

bidders for other assets in Australia’s 

extensive privatisation pipeline.

David Ryan, partner at Herbert 

Smith Freehills dismisses concerns about 

the impact on foreign investors however.

“While there is no clarity on why 

the Chinese bids were blocked, the issue 

appears to have been speci�c to the asset – 

electricity transmission networks – rather 

than the investor,” said Ryan.

“The Foreign Investment Review 

Board (FIRB) should not have allowed 

bidding to proceed to the �nal bid stage. 

FIRB needs to be clearer and provide 

more transparency about the criteria and 

limitations for foreign ownership at the 

outset of the process,” he added.

In the wake of the Ausgrid 

controversy, the New South Wales 

government may be considering different 

routes for the next “poles and wires” 

privatisation, the just over 50% sale of 

Endeavour Energy, valued at around 

A$3 billion.

One more politically palatable 

option may be an initial public offering 

rather than a trade sale, although Ryan 

cautions that a stock exchange listing 

typically raises less money for the state. 

Ausgrid Acquisition, Australia

DEAL ANALYSIS: IFM and AustralianSuper took advantage of the unexpected 
disquali�cation of two Chinese bidders. By Mia Tahara-Stubbs.
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There is a long history of large factories 

and other industrial companies drawing 

power directly from on-site power plants, 

but the last �ve years has seen businesses 

increasingly enter into offtaker contracts 

with independent power producers.

Utilities have traditionally been the 

major offtakers in any market, signing 

power purchase agreements (PPAs) with 

developers and then selling electricity into 

local and national grids. But a growing 

array of companies seem keen to cut out 

the middleman and take power directly 

from power plant operators rather than 

via the grid.

IJGlobal data shows major growth 

in European corporate PPA activity this 

year – from 27.8MW of capacity signed in 

2015 to 1.32GW in 2016 (as of October). 

2014 saw 6.1MW of capacity contracted, 

while 12.3MW was recorded by IJGlobal 

in 2012. All of the power represented in 

IJGlobal’s data is from renewable sources, 

primarily wind and solar.

It should be noted that the �gures 

represent only publically disclosed 

capacity. Many more PPAs are likely 

to have been carried out over this time 

period on a private basis. McDonald’s, 

for example, is known to have signed 

corporate PPA deals across Europe, but 

details remain undisclosed. 

RENEWABLES REVOLUTION

The smaller scale of renewables projects 

�ts the power requirements of individual 

businesses, the vast majority of contracted 

projects being sub-100MW, compared to 

the gigawatt-scale conventional power 

PPAs utilities typically sign.

Companies are also under 

increasing pressure to reduce their carbon 

footprint, and sourcing power directly 

from renewables projects makes this easier.

Falling returns for renewables 

have fed into the growing suitability of 

corporate PPAs. Subsidies have shrunk, and 

in some countries disappeared altogether, 

as technologies move towards grid parity. 

Most EU countries are moving towards 

competitive auctions for procuring 

renewables, as the UK, Netherlands 

and Germany have. This, together with 

depressed electricity prices, has created 

uncertainty over sponsor returns.

Corporate PPAs offer a �xed rate of 

return, protecting sponsors from wholesale 

market volatility. 

WHO IS BUYING?

Some of the world’s largest corporates, 

such as Google and Facebook, are 

keen signers of corporate PPAs. Due to 

their size, these companies are heavy 

consumers of power. 

Baker & McKenzie’s Marc Fevre 

warns that banks are still adjusting to 

this trend. “Banks are used to �nancing 

projects backed by utilities,” he says. “But 

they now have to take a view on the long-

term credit worthiness of counterparties 

in different, more volatile sectors. Take a 

corporate PPA signed for a data centre, for 

example. Will data centres still be required 

in 15 years’ time? It’s a different sort of 

credit analysis.”

LOOKING AHEAD

Market observers expect the increasing 

use of corporate PPAs to continue. Fevre 

says: “This trend is re�ective of changes in 

the power sector as a result of increased 

renewables capacity in general. I think it will 

be at least as active in 2017 as this year.”

Consented-but-unfunded 

renewables projects may be strong 

candidates for corporate PPAs, according 

to Natasha Luther-Jones, DLA Piper’s 

head of renewable energy for EMEA. 

In Scotland, for example, there are 

a number of shovel-ready wind projects 

which failed to meet the deadline for the 

UK’s outgoing ROC accreditation. She 

predicts that even mid-tier businesses will 

start engaging with developers. Power 

producers could also club together to offer 

larger capacities, with businesses in turn 

banding together to cut their power prices.  

But, she says, that could add complexities. 

“What sort of credit support would you 

have to have in place if you aggregate 

mid-tier off-takers? What happens if one 

project fails?” 

Cut out the middleman

DATA ANALYSIS: The number of corporate PPAs signed in Europe has soared over 
the last year as major corporate look to cut power costs. By Olivia Gagan.
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In September Moody’s followed S&P’s 

lead and downgraded Turkey’s credit 

rating to junk. The news was accompanied 

by predictions that Turkish GDP will grow 

at an average of 2.7% over the 2016-

19 period, compared to average growth 

of 5.5% between 2010 and 2014. The 

ratings agency also pointed to the “risk 

of a sudden, disruptive reversal in foreign 

capital �ows” and in the worst-case 

scenario, a balance of payments crisis.

Data from Turkey’s Ministry of 

Tourism shows that the number of foreign 

tourists visiting Turkey fell 37.96% year-

on-year to 3.2 million in August, and 

32.84% to 2.8 million in September.

Debt pricing for Turkey’s healthcare 

PPP programme also seems to have been 

negatively impacted, at least from a sponsor 

perspective, by the attempted coup against 

the country’s government in July. 

Türkerler Construction, Gama 

Holding and GE Healthcare, sponsors of 

the €769.6 million ($839 million) Izmir 

Bayrakli Hospital PPP project, signed 

�nancing documents in October.

According to sources, pricing on 

the hospital’s debt of €590 million is a �at 

390bp over Euribor, which is similar to 

the programme’s �rst projects, but 50bp 

higher than more recent ones.

GROUNDS FOR OPTIMISM 

The �nancing for the Izmir Bayrakli 

Hospital demonstrates however that banks 

are still willing to lend to at long tenors.

Debt for the programme’s 

initial projects – typically provided by 

multilateral banks – was offered with an 

18-year tenor, while commercial banks 

were unwilling to go further than 15 years. 

Transactions closed over recent 

months – starting with the Ankara Etlik 

Hospital PPP project in mid-2015 – saw 

commercial bank tenors stretching a 

further three years, a development that has 

not been lost since July’s attempted coup. 

Izmir Bayrakli is receiving €250 

million ($271 million) from the Overseas 

Private Investment Corporation (OPIC), 

€65 million from Export Development 

Canada, and €85 million in A-loans from 

the European Bank of Reconstruction and 

Development (EBRD). The EBRD also 

syndicated €213.6 million to UniCredit, 

Industrial and Commercial Bank of China 

(ICBC) and Intesa Sanpaolo. The debt-to-

equity ratio is 80:20, and the concession 

length is 28 years.

“It’s a good development because it 

shows that these projects, which require 

very long maturities, remain �nanceable 

at acceptable interest rate levels and the 

programme can continue,” the EBRD’s 

director for Turkey Jean-Patrick Marquet 

told IJGlobal.

Türkerler and Gama each own 

45% each of the project, while General 

Electric’s subsidiary GE Healthcare owns 

the remaining 10%.

Türkerler and Gama won the 

concession to design, build, �nance, 

maintain and provide non-medical services 

for the hospital in 2013, with GE joining 

two years later.

The hospital, which is expected to 

start operating in 2019, will have capacity 

for 2,060 beds. The project will include 

a main hospital, a maternity hospital, a 

cardiology and heart surgery hospital, an 

oncology hospital, a physical therapy and 

rehabilitation hospital, a psychiatric hospital, 

a high security psychiatric hospital, over 50 

surgery rooms and commercial areas.

ASIAN ENTRY

While western investors have become 

more cautious, Asian investors, 

particularly from the Middle East and the 

Far East, have shown increasing interest in 

the country.

Qatar National Bank recently took 

over Turkey’s Finansbank, while China 

Merchants Holdings (International) 

Company (CMHI), COSCO Paci�c and 

CIC Capital Corporation acquired a 64.5% 

stake in the Kumport container terminal.

A number of Korean investors are 

also involved in the Gaziantep integrated 

health campus. Korea’s Samsung is one 

of the sponsors, while the lenders include 

Samsung Life, the Export–Import Bank of 

Korea (Kexim) and Korea Trade Insurance 

Corporation (K-Sure).

This in�ux of Asian capital may 

have helped emboldened the government 

to extend the PPP programme. At the 

signing for Izmir Bayrakli Hospital, Health 

Minister Recep Akdag announced that 

tenders for nine or 10 further healthcare 

PPPs will be tendered soon. 

Izmir Bayrakli Hospital, Turkey

DEAL ANALYSIS: Debt pricing for Turkey’s hospital PPPs has rebounded, but the 
attempted coup has not stopped projects being �nanced. By Beatrice Mavroleon.
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In August, Atanas Djumaliev, head of global 

commodities at VTB Capital, predicted 

more international deals from Russian 

commodity �rms. He was right. Fuelled by 

bank’s hunting for higher margin volume 

than that available in EU markets, the 

growing appetite for international lending 

to Russian commodities-linked borrowers 

continues to spawn the unexpected.

Recent surprises include Norilsk 

Nickel’s $500 million �ve-year unsecured 

revolving credit, which, despite being 

the �rst international unsecured dollar-

denominated Russian borrowing since EU 

and US sanctions were introduced in 2014, 

is rumoured to have priced at under 300bp; 

at least one European ECA setting aside 

political correction and providing cover 

again for a loan to an unsanctioned Russian 

borrower; and a €400 million ($434 million) 

Sace-covered deal that may close in 2017 for 

Yamal LNG, a project that is lead sponsored 

by Novatek, which, although not on the EU 

sanctions list, is banned by the US.

POLITICAL THAW

But the unexpected is also the political 

order of the day. Last week the Duma 

gave a standing round of applause at the 

election of a right-wing US president. 

Trump announced, during his campaign, 

that he would consider revoking US 

sanctions. Whether he does or not, the 

likelihood of an international bank lending 

to an unsanctioned Russian borrower that 

ends up on a US sanctions list at a later 

date is looking more remote.

Even without a thawing in US-

Russia relations, international bank 

attitudes to some Russian lenders have 

been softening since as early as April 

2015, when Uralkali signed a $530 

million four-year pre-export facility and 

paid considerably less than the predicted 

doubling of its pre-sanction margin.

There has always been a core of 

international lenders – ING, UniCredit 

and Societe Generale for example – for 

Russian borrowers. But this year Chinese 

banks have entered the market for the �rst 

time, and Japanese and some US banks are 

also showing more appetite.

But of all the 2016 Russian 

commodities-linked �nancings, the Norilsk 

Nickel $500 million unsecured loan, 

signed on 30 September, is the strongest 

signal yet that Russian commodities-linked 

deals are back, at least for investment 

grade-ish Russian borrowers.

UNSECURED RETURN

Lead arranged by Commerzbank, HSBC 

Bank, Mizuho, SMBC and UniCredit Bank 

(also facility agent), not only is the deal 

an unsecured �rst since 2014, it priced 

competitively even when compared with 

a secured pre-export borrowing: Norilsk’s 

�ve-year unsecured loan is rumoured to 

have closed at just under 300bp, while 

Uralkali paid 325bp over Libor for a $1.2 

billion secured pre-export facility earlier 

in the year. 

Norilsk has been clever in terms of 

funding diversi�cation since 2014 and the 

facility is actually its second unsecured 

foreign bank borrowing of 2016. In 

January, Norilsk raised a Rmb4.8 billion 

($730 million) �ve-year unsecured loan 

(also its �rst yuan-denominated facility) 

from Industrial and Commercial Bank of 

China (ICBC), Bank of China and China 

Construction Bank.

Unlike the latest international deal, 

the all-Chinese bank facility had tied loan 

characteristics. The deal partially backs 

development of the $1.7 billion Bystrinsky 

Copper project, in which Chinese investors 

have signed a binding agreement to take 

an initial 13.3% stake for $100 million, 

and from which production will be 

exported to China.

Norilsk has also recently signed 

a €37.8 million 13-year Euler Hermes-

covered bilateral credit with Commerzbank 

– the �rst European ECA-backed deal for 

a Russian borrower since 2014 according 

to trade�nanceanalytics.com (EGAP did 

cover a €73.4 million 12-year non-recourse 

loan for PhosAgro in 2015 but it was a 

hangover from the pre-sanctions Phos-

Agro-Cherepovets ammonia plant �nancing 

in 2014). Proceeds will �nance 85% of the 

contract value for the construction of an 

electric power substation for which Thyssen 

Schachtbau is EPC contractor.

ECA OPPORTUNITY

Although a small volume deal, according 

to Sergey Malyshev, CFO at Norilsk: “The 

company intends to use ECA �nancing on a 

more regular basis. It is a good opportunity 

to raise cheap and longer-dated �nancing as 

well as to diversify funding sources.”

That is good news for export credit 

arrangers. And with Trump and Putin 

having a love-in via global media, and 

some EU states wavering in their support 

for sanctions given they are not having the 

desired political effect in Moscow, export 

credit arrangers, along with their structured 

commodities counterparts, may also be 

enjoying renewed Russian business in 2017.

Despite the softening lending 

sentiment, a lender stampede is not 

imminent. Russia is still showing very low 

growth and all the pre-2014 problems to 

lending remain – notably volatility in the 

commodities markets. That said, another 

unsecured deal for an investment grade 

Russian commodity player is rumoured to 

be circulating international loan desks and, 

according to bankers, there is appetite. 

Secure enough to go unsecured

NEWS ANALYSIS: Norilsk has pulled off two post-sanctions market �rsts – 
international unsecured and European ECA-backed loans. By Sean Keating.
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No need for Sirius Minerals CEO Chris 

Fraser to polish his poly-halo before 

his next board meeting. Not only has 

his UK mining start-up raised $859 

million via shares and convertibles – an 

enormous sum for an AIM listed company 

– but the scheme has been endorsed by 

mining royalty: a $300 million royalty 

and equity �nancing agreement with 

Hancock British Holdings (an investment 

vehicle controlled by Australian mining 

billionaire Gina Rinehart).

The Hancock endorsement bodes 

particularly well for Sirius given the start-

up is employing the same strategy Hancock 

used for its Roy Hill iron ore mine in 

Western Australia. The deal, signed in late 

October, involves Hancock paying $250 

million to acquire a 5% royalty on the �rst 

13 million tonnes per year (tpy) of fertiliser 

produced and 1% on anything over that 

output �gure. In addition, Hancock has 

agreed to acquire $50 million-worth of 

Sirius shares at an undisclosed price.

SHARE OFFERING

But the Hancock deal was just the initial 

part of Sirius’ stage one �nancing. Just 

over a week later, Sirius announced a 

share offering – �rm placing, placing and 

open offer – to raise approximately £330 

million ($406 million) to £400 million 

and a convertible bond offering to raise 

between $400 million to £450 million. 

Results of the �rm placing and 

placing came in on 3 November 2016, 

with the company raising gross proceeds 

of approximately £370 million. Results 

of the convertible bonds were equally 

successful, placing $400 million.

Both offerings were underwritten by 

JP Morgan Cazenove, which also acted as 

sole bookrunner on the convertible bond 

issue. Liberum joined in underwriting 

the settlement of �rm placed shares, 

and conditionally on placed open offer 

shares procured through an institutional 

bookbuild. Shore Capital and WH Ireland 

came in as co-lead managers in connection 

with the �rm placing and placing and 

open offer.

The stage one �nancing enables 

Sirius to begin construction on the project. 

But it is the stage two �nancing, expected 

to be around $2.6 billion, which will be 

the focus of commodities and mining 

bankers’ attention.

PROJECT ECONOMICS

The economics of the project are backed by 

what Sirius claims to be the world’s largest 

known high-grade polyhalite deposit. 

Polyhalite was originally thought to be a 

lower grade potash, but has since proven 

itself as a quality fertilizer candidate in its 

own right thanks to a low chloride mineral 

composition and the presence of nutrients 

sulfate, sulfate of potash, magnesium 

sulfate and calcium sulfate.

Between July 2011 and August 2013, 

over 16,000m of exploratory boreholes 

were drilled to test the extent and grade of 

the polyhalite deposit. Results con�rmed 

that Sirius’ area of interest contains a 

polyhalite resource of 2.66 billion metric 

tonnes, as de�ned according to the JORC 

code. This is just 7% of the project area of 

interest and provides an asset excess of 50 

years. Within the resource area, there is a 

JORC compliant probable mineral reserve 

of 280 million tonnes.

Sirius plans to progress the project 

in two development phases. The initial 

construction phase is intended to achieve 

�rst production by end of 2021 and 

production capacity of 10 million tpy by 

mid-2024. The second phase will be a 

mine expansion, funded from operational 

cash �ows, to increase production capacity 

to 20 million tpy. 

STAGE TWO FINANCING

The stage one �nancing, which will be 

used to fund the direct costs of all site 

preparation, is expected to be spent within 

the �rst three years after construction 

begins. The stage two �nancing will kick-

in thereafter and fund the remainder of 

the capital funding requirement of $2.9 

billion. It will also be used to provide 

the company with the capacity to pay 

associated �nancing costs of up to $800 

million, resulting in a total stage two 

�nancing of up to $2.6 billion. 

Sirius has entered into a mandate 

letter of intent with six �nancial institutions 

– Export Development Canada, ING, JP 

Morgan, Lloyds Bank, Société Générale 

(also �nancial adviser) and Royal Bank of 

Scotland – for the stage two debt.

The sponsor is looking for an ECA/

DFI-backed package and has already been 

pre-quali�ed by the UK’s Infrastructure 

and Projects Authority for an HMT 

guarantee to be provided under the UK 

Guarantee Scheme (UKGS). Furthermore, 

the MLAs have pledged to provide 

$700 million of the facility, although the 

agreement is not yet binding.

The stage two �nancing is expected 

to be committed in 2018, approximately 

two years after commencement of 

construction and prior to commencement 

of tunnelling works. The debt will be 

drawn down only after the stage one 

�nancing has been exhausted. 

A Sirius business

NEWS ANALYSIS: After four years negotiating planning permission, �nancings for 
AIM-listed polyhalite developer Sirius Minerals are underway. By Emma Hughes.

Polyhalite has now 
proven itself as a quality 

fertilizer candidate in 
its own right 
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Never has a trade policy back�red as 

spectacularly as Saudi Arabia’s �ooding 

of the oil market with cheap crude in a 

failed attempt to kill off the nascent US 

shale gas industry.

For Saudi and its GCC neighbours, 

keeping the price of Brent down to 

around $45 per barrel, compared 

with $110 two years ago, is hitting 

government budgets hard. Across the 

GCC oil-related receipts are projected 

to fall by around $435 billion this year 

compared with 2014. Consequently, the 

aggregate current account balance in the 

region is projected to turn from a surplus 

of 8.25% of GDP in 2014 to a de�cit of 

4.5% of GDP in 2016.

Saudi alone is projecting a budget 

de�cit of $87 billion in 2016 and has been 

forced to start borrowing, recently making 

its debut in the international capital 

markets with a $17.5 billion issue, and 

selling off shares in state-owned entities.

For structured trade and export 

credit lenders, the GCC budget crunch 

is opening new lending opportunities – 

particularly in Oman, and more recently in 

Bahrain – albeit the volume has yet to pick 

up meaningfully. 

In June, Petroleum Development 

Oman (PDO) closed its debut in the 

structured trade market with a $4 billion 

�ve-year pre-export loan. And more 

recently Oman Oil Company Exploration 

& Production (OOCEP) has mandated 

SMBC as �nancial adviser on a similar 

pre-export facility, albeit there is no 

certainty the deal will go that route yet.

Aluminium Bahrain (Alba) also 

closed a Bahraini borrowing �rst this year 

– a record unsecured corporate facility 

in the form of a $1.5 billion seven-year 

loan that doubled in size from the initial 

amount sought on the back of a vast 

oversubscription. And most recently, bank 

bids were entered for a partially ECA-

backed 20-year loan for Bahrain LNG. 

Even in Dubai, which �rst started 

to implement plans for more PPP in state 

infrastructure projects in 2010, a new 

sense of urgency has kicked in: in the past 

two months there has been an request for 

proposals for a $2.5 billion ECA-backed 

deal for the Dubai metro extension (the 

original metro build was totally state-

funded), and the �nancial advisory for 

a $3 billion airport expansion has been 

awarded to HSBC.

DONE DEALS

There is a degree of commonality to all 

these deals. All �nance capital projects, 

or at the very least provide partial 

funding. And all are ultimately born of 

a tightening of state budgets and/or low 

oil prices. But there is little similarity in 

terms of �nancial engineering, with deals 

going from pre-export, to ECA-backed to 

a combination of corporate, ECA-backed 

and bond issues.

That diversity is good news. 

Recent sovereign ratings downgrades are 

forcing GCC borrowers to become more 

sophisticated and get the best pricing 

available, whilst also balancing project 

timing requirements against the long due 

diligence for pure ECA-backed �nancings. 

Arguably, they are having some 

success. For example the �ve-year pre-

export loan for PDO – which will be used 

to part fund construction of major new 

oil and gas facilities, including the Rabab 

Harweel Integrated Project – priced at a 

highly competitive margin of 160bp over 

Libor despite being the borrower’s debut.

And the seven-year Alba corporate 

deal – split between a term loan and a 

shariah compliant facility, and designed to 

part fund the borrower’s Line 6 expansion 

project – came in at a 325bp margin, not 

bad considering Bahrain’s sovereign rating 

is a notch below Russia’s Norilsk Nickel 

which recently priced a similar unsecured 

loan at just below 300bp. 

Furthermore, Alba’s overall cost 

of borrowing for Line 6 will fall. The 

borrower is also planning ECA-backed 

loans and shariah bonds to fully fund the 

$3 billion project, in effect diversifying 

its project borrowing base, maximising 

its relationship banks and reducing the 

average cost of debt for the scheme. But 

although the other debt-raisings are likely 

to be cheaper, the corporate borrowing 

is much more immediate in terms of 

arranging timescale, and gives Alba at least 

half the funding required to get the project 

underway and greater certainty of project 

delivery by 2019.

The $655 million debt for Bahrain 

LNG – sponsored by Nogaholding (30%), 

Teekay (30%), Samsung (20%) and Gulf 

Investment Corporation (20%) - will likely 

be the next major �nancing to close. The 

deal will comprise Kexim/K-Sure covered 

debt with a small uncovered tranche from 

local banks led by Apicorp. Pricing on 

the covered debt is cheap – 150bp over 

Libor, and like the Alba facility the ECA-

backed loan is complemented by an earlier 

murabaha borrowing by Nogaholding 

which will also part �nance the scheme. 

While GCC borrowers appear to 

be holding their own in a tough borrower 

market – there is a caveat. Some banks are 

beginning to claim they have reached their 

exposure limits for certain GCC states, 

just as a number of new deals, OOCEP’s 

for example, come to market. And when 

banks start to look for reasons, real or 

otherwise, not to do deals, it is usually the 

prelude to a margin increase. 

Credit where it’s due

NEWS ANALYSIS: Though GCC government budgets are under pressure, 
borrowers are holding their own in the project market. By Sean Keating.
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South Africa’s renewable energy 

independent power producer 

procurement (REIPPP) programme has 

stumbled at its fourth round, with no 

power purchase agreements yet signed or 

projects �nanced. Problems ranging from 

a weaker currency to arguments over the 

need to prioritise baseload capacity have 

slowed its progress.

The country’s Department of Energy 

(DOE) selected 13 preferred bidders for 

round four in April 2015 and a further 13 

in June of the same year, but so far none 

have reached �nancial close. South Africa’s 

Department of Energy had previously 

planned �nancial close for the fourth 

quarter of 2015.

South Africa needs to bring new 

capacity online to stem serious power 

shortages which are hampering the 

country’s economic growth. Power cuts 

have blighted the country in recent years 

and President Jacob Zuma said in August 

2015 that they have reduced economic 

growth by around 1%.

State utility and procurer of the 

REIPPP projects, Eskom, was forced 

into load shedding last year in efforts to 

reduce power use as demand exceeded 

generation. But despite the pressure on 

the grid, the utility’s group executive for 

generation Matshela Koko said in July 

that it wouldn’t support new projects 

until it had further consultations with 

the government.

The utility is compelled by the 

government to buy electricity from the 

independent power producers at prices 

it does not negotiate, leading to concerns 

that its revenue streams will suffer in the 

long run, he said at the time. Koko wants 

the government to change focus and invest 

in nuclear power to provide baseload 

capacity for the country.

PAST GLORIES

Previous rounds of REIPPP had faced 

challenges but the programme had been 

steadily moving forward up until the 

latest batch of projects. Round one saw 

28 projects awarded preferred bidder 

status in December 2011. All 28 went on 

to reach �nancial close on the same day 

in November 2012, some six months after 

the planned closing date. 

Procuring such a high number 

of wind and solar projects in a short 

space was a noteworthy achievement for 

country with no track record of delivering 

such projects. The REIPPP programme’s 

predecessor, the renewable energy feed-in 

tariff regime, failed to procure a single 

project over the two years it was active.

Round two saw 19 preferred bidders 

awarded in May 2012. They reached 

�nancial close six months later than 

expected, in May 2013. Round three saw 

something of a slow down after 17 preferred 

bidders were chosen in October 2013, of 

which 15 signed on �nancing agreements in 

December 2014 and reached �nancial close 

the following January (the original deadline 

was July 2014). Eskom had planned to 

roll out the REIPPP rounds out at a rate 

of one-per-year, but grid connection delays 

impacting round three meant the fourth 

round wasn’t launched until mid-2014.

GRID CONNECTION ISSUES

A supplementary batch of projects 

– round 3.5 – aimed to procure 

concentrated solar power capacity. Engie 

(known at the time as GDF Suez) and 

Acwa Power were awarded a 100MW 

project each in late 2014.

Engie’s Kathu project reached 

�nancial close in June this year but Acwa’s 

Redstone project has stalled due to 

disputes regarding the project’s tariff price. 

The rand’s weakness against the dollar has 

meant the proposed 20-year PPA – worth 

R50 billion ($34.8 million) in June 2016 – 

has risen in cost to R62 billion.

As a result Eskom last month delayed 

signing the PPA with Acwa Power “until 

further notice”. The project has a signing 

window in place for the end of October 

2016, a banking source told IJGlobal, 

although a source at Acwa commented that 

“nothing is clear on Redstone at this stage”.

Round four initially saw 13 projects 

awarded in April 2015 before the DOE 

announced extra allocations through 

an additional tender round – 4.5. A 

further 13 wind and solar projects were 

awarded under round 4.5 in June 2015 

before Eskom then announced a further 

1,800MW of new capacity to be made 

available under its ‘expedited’ renewables 

bidding round. The expedited bid round 

gives previously unsuccessful bidders 

the chance to win mandates for projects 

that can be ready “within the required 

time-lines, including projects which were 

unsuccessful in previous bid submission 

phases,” the DOE said.

Despite the ambitious amount of 

capacity under procurement, a date for 

signing of power purchase agreements is 

“to be con�rmed” by the DOE, according 

to its website – over 18 months since the 

initial 13 round 4 projects were awarded. 

In comparison, rounds 1 to 3 had gone 

from awarding of preferred bidders to 

�nancial close within 13 months at most.

If the round four and expedited 

projects do successfully close, the REIPPP 

programme will have added around 

7,085MW of renewables capacity to the 

grid. A �fth round has also been planned, 

although, according to government’s website, 

a request for proposals release was originally 

due in the second quarter of 2016. 

Sharp slowdown

NEWS ANALYSIS: Progress has slowed considerably for Africa’s pioneering 
renewable energy procurement programme. By Jordan Bintcliffe.
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