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1 THE INFRACO INITIATIVE

1.1. Mission

Significant focus is being placed on the need for new solutions for the development and delivery of infrastructure in Less Developed Countries, particularly in Africa.  The aim of the Private Infrastructure Development Group (PIDG) is to facilitate the provision of infrastructure needed to eliminate poverty in developing countries by encouraging private investment. 

InfraCo contributes to PIDG’s aim to stimulate greater private sector involvement in the development of infrastructure and related projects by reducing the costs and risks of project development at the pre-financial close stage.  InfraCo’s mission is to identify, create and structure financeable and sustainable private sector and PPP investment infrastructure project opportunities, and offer them prior to financial close, to the private sector for implementation. 

1.2. The Approach

InfraCo operates as a private sector project development company, acting as principal with the following key operating principles:

· Undertake pre-financial close development activities for its own account and risk;

· Operate at arm’s length from donors acting in accordance with agreed operating policies and procedures;

· Not compete with the private sector, rather seek to stimulate expanded private sector involvement in infrastructure development;

· Structure opportunities in a way that balances the interests of host governments and other national stakeholders with the requirements of private sector investors and providers of finance both local and international;

· Seek to balance the goal of attaining attractive sales value with the goal of promoting opportunities with a high developmental impact;

InfraCo’s approach is markedly different from much of the traditional technical assistance approaches towards development of capital projects in emerging markets.  InfraCo takes a pioneering development role and offers a full development capability that includes taking a project from the very earliest stage – a project idea – to a final, economically viable financed project. 

1.3. InfraCo Funding

InfraCo was launched in May 2005 with initial capital of US$10 million from DFID. In December 2005, the International Finance Corporation (IFC) established a US$30 million line of credit to InfraCo. The Directorate-General of Development Cooperation of the Netherlands (DGIS) provided a further capital injection of US$10 million in 2006.  In November 2007, the Executive Council of the PIDG approved a US$40 million increase in the capital of InfraCo to which all donor-members of the PIDG have subscribed. In addition, InfraCo has access to Window 1 and Window 3 of the Technical Assistance Facility established by the PIDG. The newly established window 3 is a $15 million Output-Based Aid facility to provide subsidies for projects developed by InfraCo or the other PIDG initiatives. 

2 THE INFRACO APPROACH

2.1. Guiding Principles 
• InfraCo Acts as a Principal  
InfraCo is a donor-funded initiative established to act as a “principal” private sector developer, and not as an advisor. InfraCo is staffed with experienced project developers with expertise in the development of infrastructure projects in low income countries in the water, transportation and energy sectors.  We can deploy resources at any point during a project’s development, from inception to financial closing. As a donor-funded program, InfraCo assumes the development costs and risks of projects, which would typically include legal, tax and accounting expenses, technical advisor expenses, costs of feasibility studies and similar pre-financial closing development costs. InfraCo’s mandate allows us to develop projects on our own, or co-develop with a host government, or a private sector developer selected by competitive tender. 

• Developmental Value and Host Government Support 

As a donor-funded program, InfraCo’s bias will be to obtain the best deal for the host government and ensure that the infrastructure project will have a readily ascertainable developmental impact to help meet the needs of the poor. Hence, the host government’s strong support of a project will be an important consideration when deciding of our involvement. 

2.2. Project Development Capabilities 
• Economic Analysis to Project Financing  

InfraCo has the in-house capability to model output sales and input cost targets in the selected market, capital cost target, operating and maintenance expenses, and other business costs to determine the economic feasibility of a particular project or investments in existing infrastructure assets. We would also assess the availability of financing for the project. InfraCo will then implement the financing plan by raising the necessary equity and debt financing,  and negotiating the various financing agreements. 
• Conceptual Engineering to EPC Contract 

In addition to its in-house engineering capability, InfraCo has access to engineering resources to determine a project’s optimal technical solution, both in terms of project technical configuration and economic impact.  InfraCo can then implement this technical solution by initiating preliminary engineering design, proceed with equipment selection, and define a lump sum capital cost for the project and life cycle cost.  As a donor-funded initiative, our objective is to seek the most cost effective solution for the host government. consequently we would seek to establish a competitive tender process for the procurement of the project and manage the negotiations with the contractor for the engineering, procurement and construction contract.
• Environmental Analysis to Licensing and Permitting 

Our participation in a project will include identifying preliminary permitting and siting obstacles and issues, as well as any regulatory restraints and their economic impact. As part of the financing and development process, InfraCo can also arrange and pay for the environmental impact studies and assessments, and subsequently apply for and secure for the project environmental permits from appropriate government agencies. 

• Business Analysis to Business Structure 

As the developer (or co-developer) of a project, InfraCo will outline the preliminary ownership and financing structure of the project or investment in an existing infrastructure asset, including an offtake and input supply analysis, and tax analysis. InfraCo has access to internal and outside professional resources to implement the business structure, negotiate and secure all major contracts, including offtake agreement, feedstock agreement, turnkey construction contract; operation and maintenance agreement; and financing documentation. 

3 THE INFRACO PROJECT PORTFOLIO

InfraCo has created a portfolio of projects summarized in the below table: 
	Project
	Location
	Description

	Kalangala Infrastructure
	Uganda
	Integrated Infrastructure – power, water, ferry, road

	Kampala Sanitation Rehabilitation
	Uganda
	Waste water and sanitation system

	KIS Renewables
	Uganda
	Solar power for remote community

	Kpone IPP
	Ghana
	300 MW Power Plant

	Cape Verde Wind
	Cape Verde
	Renewable energy project three islands

	Sandrandano Water
	Madagascar
	Bulk Water for periphery of Antananarivo

	Chiansi Water Development Trust
	Zambia
	Water infrastructure for agriculture


A more detailed description of selected projects is set out in Appendix A.  The array of projects forms a balanced portfolio in terms of size of deals and sectors.  The aims and parameters for InfraCo’s project development activities are innovation, poverty reduction, maximum added value and organisational sustainability.   
Areas identified for the focus of development activities include: 

· Innovative approaches to broaden access of infrastructure services to the poor, in particular to water and sanitation.

· Developing infrastructure to support or facilitate large scale investment projects.

· Developing eco-friendly and renewable energy projects.

· Developing infrastructure for agriculture.

APPENDIX A – PROJECTS DEVELOPED BY INFRACO

Kalangala Infrastructure Project

The Kalangala Infrastructure Project consists of the development, ownership, financing, upgrade, construction, operation and maintenance of two roll-on roll-off passenger and vehicle ferries - the “Ferry Component”,  a 1MW hybrid diesel/solar photovoltaic power generating facility and a transmission and distribution grid - the “Power Component”, the upgrade of the Island’s 66km main road from a dirt road to a gravel road - the “Road Component”,  and a series of solar-powered pump based water supply systems - the “Water Component”, in each case to serve the population, institutions and businesses of Bugala Island, Lake Victoria, Kalangala District, Republic of Uganda.  
The four components are integrated; the construction and operation of each of the components of the Project are, to a significant degree, dependent on each other to achieve the desired economies of scope and scale.

The Project is a unique US$40 million multi-sector infrastructure services initiative being developed in an isolated rural location where much of the existing infrastructure is either in a dilapidated state, has limited capacity or is non-existent and therefore not able to meet current demand.

Kampala Sanitation Rehabilitation

The objective of the Kampala sanitation project is to expand the capacity and improve the treatment of sewage in Uganda’s capital, Kampala.  The project will do so through the renovation and expansion of the existing sewerage system and a new provision of sewerage services to domestic, commercial and industrial areas.

The total capital commitment is $55 million.  Funding sources will include local debt (institutional and commercial) with credit enhancements from GuarantCo and USAID’s Development Credit Authority (DCA).  

The developmental value of the project is expected to be substantial.  Access to proper sanitation systems has been limited to the old colonial centre of Kampala, and no investment has been made in recent years.  If this project succeeds it will demonstrate a unique collaboration between InfraCo and a public utility, and would be an exemplar deal that could be replicated in the region and in the wider continental development effort.

Kpone IPP

InfraCo became involved in the Kpone project, a 300MW Combined cycle power project, in August 2005.  There is a critical demand for a project of this capacity as Ghana is experiencing a shortage of power with rolling blackouts since August 2006.  Ghana will shortly have access to attractively priced gas through the West African pipeline.

Various technical studies have been completed including geotechnical surveys, preliminary engineering and a full Environmental Impact Assessment (EIA).  An environmental permit for the project has been issued by the Ghanaian Environmental Protection Agency.  The IPP wholesale power supply licence which comprises a construction and generation licence has been issued by the Energy Commission of Ghana (EC).  

Cape Verde Wind Project

The aim of this project is the development of three wind farm sites in Santiago, St. Vicente and Sal islands  The World Bank referred this project to InfraCo after two failed public sector procurement exercises.  The project potentially provides substantial economic and environmental benefits.  Currently the country utilises expensive imported fuels to generate electricity and desalinate water.
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