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DFIl Landscape

DFI’s: Development Finance Framework

NAT. HOUSING

IDC Land Bank FINANCE CORP.
Industrial Agriculture: N

Deve|Op“‘e“t onsite ousing Finance

Wholesale development finance institution:
> DBSA: part of the family of 5 DFI’s
> DBSA - Act of 1997:
< To promote economic development and growth, human resources
development & institutional capacity building in the region;

< To support sustainable development projects and programme%\'

the region DBSA

Development Bans
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DBSA’s Mandate

To provide:

* Infrastructure funding;

* Technical assistance
linked to projects and

programmes; and

= Other development
assistance.
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Our sectoral focus areas

DBSA strategy focuses on sector programmes aligned to national priorities,

l.e..
a) Education
b) Human settlements
d) Transportation
e) Operations and maintenance
f)  Water and sanitation
g) Health
h) Energy
) ICT
j)  Rural development W
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Rationale

Historical

=  The Development Bank of Southern Africa (DBSA) (www.dbsa.org) is wholly owned by the SA government, and was established in 1983 to
perform a broad economic development function within the homeland dispensation that prevailed

L] Since the new democratic order in 1994, the role of the Bank has evolved to accelerate both economic and social infrastructure
development for the benefit of all citizens in both South Africa and SADC region

Current

=  Today, the DBSA is uniquely positioned to support the development challenges in South Africa. Its client facing operations is structured to
unlock value across three broad prevailing challenges: social transformation; economic stimulation and institutional capacity building

[ \ [ \ /" Institutional )

Social Transformation FE S gy T
Early stage development and Early stage development and AR RTIELET
Prevailing investment in large-scale |nve:trrzjee:gr;olasrtgisl-zf:tlz ;r;]‘c:ﬁs:r;uizture - catphar}cirl;gr -
H infrastructure projects to address - . institutional abriity to
ChaIIenges in backlogs andpex:)edite corvice activities and economic growth, reduce plan, implement and
Africa delivery bottlenecks and drive long-term manage large-scale
sustainability infrastructure
\ j \ j \ projects

lieni South Africa In;estkr.nent International Development
Aligning co.re Operations anking Division Fund
bank operations o 4 ~%
Financin Financing public Programs to address
to address these S ‘g . sector national Financing outside g L
hallenges AU (i programs that deliver South Africa institutional
c g South Africa weaknesses

bulk infrastructure
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DBSA at a Glance — Financial Highlights

Ratings
=  Preservation of premium ratings, will facilitate anticipated business growth and long-term sustainability

e o
Fre(ea Not ratec a2

Funding Structure

=  The DBSA is exempt from South African income tax and raises funds to finance its operations from a diverse range of sources
=  The Bank is a self-funding development finance institution raising capital from the following sources:

Sources of funding

= Internally generated sources

= Bond issues and private placements with select investors in

both domestic and international capital markets
= Development loans

= Lines of credit with supranational and major bilateral
development finance institutions as well as commercial *  Equity investments
banks
\/
. Increase in callable capital from ZAR 4.8b to ZAR 20b = Development initiatives w

approved by National Treasury and Minister of Finance
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Development Bank
of Southern Africa



Problem statement

e South Africa faces serious development challenges.
 Huge infrastructure investment backlogs.

* The country also faces a challenge of huge backlogs in the
access to basic services, e.g. for water only 88.6% have access,
CS 2007).

* Mpumalanga not exempt from these needs.
e Challenge of delivering projects.
 Weak institutional state of intermediaries.

* Bankability of some projects.

e Need for innovative funding instruments and
implementation mechanisms.



Strategic Context

* Government adopted an Infrastructure Plan that is intended to transform
the economic landscape of South Africa.

* The infrastructure plan analyses areas of the country that are not served
with water, electricity, roads, sanitation and communication,

« Seventeen Strategic Integrated Projects (SIPS) have been developed and
approved.

*The SIP 6 initiative, the Integrated Municipal Infrastructure Project, seeks to
develop national capacity to assist the 23 least resourced municipal districts
to address all the maintenance backlogs and upgrades required in water,
electricity and sanitation.

In Mpumalanga, the primary focus is on Ehlanzeni District (Thaba —
Chweu, Mbombela, BB/Ridge, Umjindi, and Nkomazi local W
municipalities) DBSA

Development Bank
of Seuthern Alrica

* The DBSA has been identified as the Principal Implementing Agent for SIP 6.



Strategic Context....cont'd

We recognise and embrace the need for a new approach to
development planning, funding, implementation and management
which is aimed at:

o Accelerating service delivery and strengthening institutional
support to municipalities through integrated value offerings;
and

o Initiating actions to support government priority sectors within
the DBSA mandate.

It is our understanding that the realisation of sustainable
development requires an integrated comprehensive development
support package.

Impact of disaggregated planning, e.g.:

« High implementation costs and hidden costs for govt DB§A

Develop Bank
of samnmlrlca



External environment: South African developmental

landscape

8 metro core areas Delivery responsibility

400? population Drivers for investment:
ng/oiobsg\l,i?g,s Social transformation: * 15.9 million people live
High institutional and Housing, Education In poverty
absorption capacity Health, Municipal » Backlogs 22%
» Unemployment
* 25.7%

114 Secondary cities
35% population
16% backlogs Economic:
41% poverty Agric, Tourism,

Main delivery
channels

Medium institutional and Entrep. Mining,
absorption capacity Manufacturing

156 Under resourced Government/DFI’s

municipalities
25% population Enabling: Private Sector

60% backlogs Transport, water, energy, \ J

67% poverty communications r R

Low/poor institutional and SOEs/Utilities
absorption capacity \ J

Infrastructure maintenance

Adapted from base data generated by
STATSSA 2007, DBSA Development

Challenges/Constraints Information Unit, LGB&ER 2011




ADIT8 ol=1ale 8 - o
»
20 < and Gap
Social
Infrastructure
) 'V'a'F‘ . = Health, . Planned
intermediaries: . Estimated total
: * Housing Government . :
U National & ) backlog - : Financing gap —
e = Education = spending - -
Provincial L R1.04 trillion .~ R419 billion
= Municipal R617 billion
Government infrastructure
O SOEs
O Utilities
U Municipalities
Enabling
Infrastructure
sl * Energy
intermediaries: = Water Planned
0 SOEs (e.g. - _ Estimated total Government Einancing dap —
Eskom, TCTA, ransport: backlog - . g gap
Ports, Air, - Spending - R600 billion
Transnet, q R1.5 trillion R 883 billion
ACSA) Roads
QO Government =ICT
O Private
Institutions
Economic
Infrastrgcture _ Planned
Main . Estimated total . ,
) L = Public Sector backlod — Government Financing gap —
intermediaries: » PPPs R 740 biﬂion Spending — R360 billion
Q Private Sector R 380 billion:
4 PPPs
U4 SOEs

Asset Management:

* R312 billion
maintenance
backlog

* R845.6 billion spent
over next 5 years on
infrastructure will
widen O&M gap

+ Estimated O&M
expenditure over
lifetime of asset =5
times the original
asset value

* 92% of all SA
municipalities
spend <5% of OPEX
on maintenance

Sources: CSIR, NIMS, SAICE, DCOG,NT, National
Départements, Stats SA, Nat & Local Government



Delivery framework

Aim

Instruments

Intermediariesy Municipalities
Electricity

Sectors Water
Sanitation,
Drainage
Roads
0O&M

Provincial and
municipal entitie

The Division provides support through intermediaries in

Educational
institutions

order to achieve the DBSA’s objectives of reducing poverty and

stimulating economic growth

Education
Energy
Roads,
Housing
Health

Water,
Education,
Agriculture

FET
Colleges,
Universities
Private
schools

l Project development and preparation

The Division supports project
planning and preparations
Interventions.

Planning, advisory services, project
management and monitoring,
resource mobilisation




Transfers and Grants

Funding framework

Direct transfers

Equitable share & RSC
levy replacement grant

National / provincial
operating grants

Municipal own revenues

Municipal operating
budget

Indirect transfers ‘

Operating revenues

Rates and taxes

Service charges

Infrastructure grants
T
National Provincial Surplus / cash-backed reserves

Municipal borrowing

Loans Bonds

Municipal capital

Investment in
infrastructure can
have important
implications for
economic growth,
income
distribution and
poverty alleviation

budget

Development and user
charges and tolls

(e

DELIVERING OF SERVICES
At appropriated levels

Off balance sheet

PPPs

14




Investment Requirements

Assessment criteria

L] Key assessment criteria used to appraise potential investments create balance between development impact but also financial
sustainability, and can be summarised under the following assessment areas:

Mandate Fit

®  Project must fit the

developmental profile of

the Bank’s mandate

Technical Feasibility

= [Infrastructure must be
technically appropriate

=  Projects must deploy
cutting edge technology
solutions from sound
and reputable suppliers

Economic Benefit

Economic benefit
analysis must indicate
sustainable positive
development impact

Environmentally Sound

Projects must be
supportive of the DBSAs
broader environmental

policy

Increase focus on
renewable energy with
minimal carbon footprint

Financial Viability
7

( )

Legal & Regulatory Compliance
\ J

N

Project must be
financially viable and
able to sustainably
service debt /equity
obligations

4

Risk Mitigation

Thorough identification
of all risks and measures

Development of
mitigation strategiesin
the event of occurrence

K Project must be \

compliant under the
legal jurisdiction of South
Africa

=  Project must be
consistent with the
specific regulations

\ impacting the sector /

Management and Institutional
Capability

Management must
possess a sound track

record of excellence
Strategy, value
proposition and business
processes must be a
formula for success




Phases

DBSA’s Role

Recognition borne out of need for fast-tracking delivery at scale and
Leveraging DBSA role as lead arranger driven by government

DBSA Value Proposition

Preparation esource Implementa Monitoring & ompletion
& planning mobilization tion Evaluation & handover
| [ 1l v v
: : : Implementat
[Project [Financier] Lmp [M&E] [O&M]
Linked DBSA lon Support] | DBSA to DBSA to assist
hnical 10 || pBSA to assist with with
Te(_: nica act as | | provide monitoring & _
Assistance] | | mandated || technical evaluation Predparat'on
DBSA to provide during an
r
technical lead Slrjgg(c);:t fo implementation | | development of
assistance and | | arfanget, proj to ensure asset
advisory services | | financier management efficiency and management
for  programme/ | | 51 and effectiveness plans
project g : implementatio || of the '
preparation. underwriter. n. programme.

imperatives.

v

W .
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Additional value offerings

Project Development Phases

Business
development and
project origination

Technical
assistance and
advisory services,
expertise,
facilitation on

project
identification
And
feasibilities.

= Under
resourced
municipalities

= Provincial

= Utilities

= Educational
Institutions

Project planning
and preparation

Technical assistance
and advisory
services for
programme/
detailed project
packaging and
preparation.
Mobilising
resources, lead
arranger, advisor
and under
writer role.

= Metro

= Secondary
municipalities

= Under resourced
municipalities

= Provincial

= Utilities

= Educational
Institutions

Portfolio
management

Project management
and implementation

Completion and
hand over

Division’s Role

Project
management and
monitoring,
technical skills and
advise.

Expertise,
asset management
plans,
operations plans,
facilitation.

Financing,
technical support,
project management
services.

Recipients/Intermediaries

= Metro = Metro

= Secondary = Secondary
municipalities municipalities

= Under resourced = Under resourced
municipalities municipalities

= Provincial = Provincial

= Utilities = Utilities

= Educational = Educational
Institutions Institutions

Operations and
maintenance

Skills,
facilitation,
arranging,
strengthening
capacity,
execution.




Funding sources

All levels of government
(especially municipalities)

All levels of government

All levels of government

SOEs/Utilities

SOEs/Utilities

o Fnancaisponsors

* An analysis to assess financial viability of the organisation and the institutional
capacity of the organisation to manage assets and generate a revenue stream
sufficient to allow for the repayment of debt.

* Undertaken by a credit rating agency appointed by the municipality or by
individual financial institutions.

*Long term nature- can go up to more than 30 years.

* Issuer able to negotiate interest rate, payments, repayment period to meet own
and investors’ needs.

* Diversify investors (spread risks).

* Priced against government bonds, a true reflection of market pricing.

* Potentially reduce the cost of borrowing for a well run municipality.

* Different types of PPPs that involve models for risk sharing.

*In a better position to raise debt and equity to finance the project.

*Crowd in private sector expertise and experience in the construction of the
infrastructure.

*The development of PPPs for economically justifiable projects eases the
pressure on the municipality’s budget and allows for better allocation of funds
towards addressing social needs of the community.

* PPPs good way to generate more revenues from municipalities' existing assets.

* Private or listed equity funds focused on infrastructure investments.
» Strong liquidity awaiting investment opportunities.

* Lower equity returns than for financial sponsors.

* Typically take part in a consortium.

* Medium- to long-term investment strategy.

* Fund sizes are smaller than for financial sponsors

* Private equity funds with shorter exit strategy.

* Normally look for short-term investments with a clear exit strategy.

* High equity returns (+20 percent) may limit ability to bid competitively, but have
been achievable in certain opportunities.




DBSA experiences

* Need for creativity due to the lack of projects that are
bankable, or financially viable.

« Experience has highlighted various constraints to water sector
finance as perceived by different stakeholders, under the
following headings:

Politics and governance;

Supply chain challenges;

Project Development (preparation);

Technical, administrative, and financial capacity (e.g. ability to spend);
Cooperation and coordination/partnering; and

Financial risk.

« Addressing the challenges of project preparation and financial
risk is most critical as they would address the other factors

« Lack of appropriate balance/structuring between funding
Indigent areas and areas where revenue can be generated.



In terms of a previous municipal analysis...

Mpumalanga: Local Municipalities: Access to services; Number of households; 2007

Water Sanitation Hectricity Refuse Total Rank
Prowince/Local Municipality! District Without access Without access Without access Without access |Total Without Acc)
Management Area

Year 2007 2007 2007 2007 2007 2007 2007 2007 2007 2007

Mumber % O0Of | Number 2% Of | Number 9% Of Mumber 9% OFf | Number % OF

Prowv Prow Prowv Prowv Prow
MP301: Albert Luthuli Local Municipality 10,605% 3.2 2985% a8 10,472 6.2 3g812% 71 62,974% 56 &
MP303: Mkhando Lacal Municipality " 14668% 45 4997 63 g9,181" 55| 17,207 3af 46,053% aaf )
MP213: Steve Tshwete Local Municipality " zns32¥ 9aff 2s525% 332 ags® 29[ 76537 1af 45535 % aqof 10
MP202: Msukaligwa Local Municipality i 12,296 % 5.9 2,023" 26 gsoe™ saf ga70" 18[ 39,727 " asf 11
MP321: Thaba Chweu Lacal Municipality " 10,795 % 3.3ff 1,7167 2.2 sa88’ 33l 11,0517 20f 20,050 " 2.86f 12
MP205: Lekwa Local Municipality " 15,168 % 4.6 1,743 2.2 5,386 32 6373% 12 28,6777 25f 13
MP304: Pidey Ka Seme Local Municipality " a921F 1sfF g1 " 1.2 4016 z2afl a230" 17[ 1,088 1.7 14
MP223: Umjindi Local Municipality " g3s0% 2s5F gar™ 1.2 3,774% 22 3,668" 0.7 15,73a " 15[ 15
MP3211: Delmas Local Municipality " 7496 % 23fF 1,523" 1.9 3,004 18f 3553" o6 15,592 " 1.af 16
MP206: Dipaleseng Local Municipality " sag0% 1.&fF 25727 a3 2,638" 16f 2,757 % osf 13,957 "% 1.2 17
MP3214: Emakhazeni Local Municipality " 7,139 22 516" o0.7[ 1,211 oel 2,707 " osf 11,6727 1.0f 18
MPDMAZ2: Ehlanzeni " 5" paof o ool o oof 6" oof 21" oof 19

Mpumalanga 328,335 100.0 79,108 100.0 167,761 100.0 549,963 100.0 1125167 100.04 -

Calculated By E Maude of the DBSA Based On Global Insight Information Supplied By DPFD, DESA I /.-, _

Development Bans

Normal approaches would take a long period to eradicate backlogs. — «smemane



Some challenges at local leve require stakeno

partnerships ...

Licensed MISA
AG Opionion Cash Flow Position (+- last FY year) distributor | Presence

Municipality
Gert Sibande District

Msukaligwa Unqualified 2011

Govan Mbeki unqualified 2011 positive - high grantincome Yes

Nkangala District
Victor Khanye

unqualified 2011 positive

Steve Tshwete Unqualified 2011

unqualified 2011

positive

Emakhazeni

Ehlanzeni District

Mbombela unqualified 2011 positive - healthy collection rates -_
Nkomazi unqualified 2011 positive Yes ey

Buschbuckridge unqualified 2010 positive iy s
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The municipal debt market is being limited by the

Unable to obtain loan
tenures that are in line
with the

life span of

assets.

Medium

term funds for

long life assets.
Higher debt

service costs.

Financial management
skills and capacity
constraints.

No clear borrowing
strategies that support
infrastructure
investment programmes.

following factors:

The S.A. bond market is dominated by pension
funds and insurers which invest funds with the
intention to hold until maturity.

The lack of a secondary municipal
bond market- investors with shorter
time horizons are reluctant to buy
long-term instruments whose term
matches the economic life of
infrastructure investments.

= Limited strategies
for partnering with
the private sector.

Currently, municipal
borrowing are use to fund
social infrastructure.

Impact on  municipalities-
negative creditworthiness
With poor financial
performance- it reduces the
capacity to incur further debt.




NB: compliance to National Treasury Circulars

~3. ||

Relevant NT Circular Incremental Criteria Relevant to Frontloading

Circular 51 Projects to comply fully with conditions set out in the conditional grant
framework
Borrowing should ideally only finance 40% of total programme/project costs
Only 75% of conditional allocations for the outer two years to be pledged
Municipality must derive demonstrable benefits from pledging
arrangements
Municipalities cash flow position must be in order
Positive MIG spending history
LM’s capacity to implement accelerated projects
No other/additional security to be given by the LM’s for frontloading loans
Indication of interest rate discount given by financiers

Circular 54 Revision of Rates, Tariffs and Other charges to be in line with NT directives

Circular 55 Municipalities Operation and Maintenance budget to be ramped-up in line
with the recommendations contained in Circular 55

Circular 58 Period of pledge may not extend beyond 30 June 2015
VAT claimed by a LM is treated as own income

Circular 59 5% of grant allocations available for Project Management support to LM’s
NERSA’s guideline for municipal tariff increases is 11.03%
Grant transfers from NT to the LM,s the VAT is zero —rated
Grant funds expenditure by the LM’s is subject to normal VAT provisions

energy
Department:

Energy
REPUBLIC OF SOUTH AFRICA

A
DBSA

Development Bank
of Southern Afr'ca



Key messages/concluding remarks (1)

« Some projects are complex and fraught with risks, e.g. water (political,
technical, etc) [Structuring therefore important]

« Political support ( Council Resolutions) [create certainty in market]

«  Affordability to municipality and consumer (also balanced with pricing to

recover costs)
« Institutional capacity to implement and maintain
« Budgetary provision: operation and maintenance costs
* Proper assessment of options
« Social acceptability of service w

« Compliance with MFMA and other regulatory requirements (e.g. Blue DPQ%)?:}

of Seuthern Alrica



Key messages/concluding remarks (2)

Funding negotiations can be lengthy (project dependent)
« Itis important to plan well in advance and have a multi-year funding strategy

« E.g. for conditional grant bridge financing (frontloading), 2 stage approval
process, namely with DBSA and National Treasury

For more affluent areas

 Consider normal loans due to better recovery rates

For low-income areas with poor recovery rates

« Consider MIG frontloading (interest charge included in MIG allocation)

Some initiatives under way to support delivery in Mpumalanga through
partnerships with MPG and SOEs and municipalities

DBSA

Development Bank
of Seuthern Alrica



« Mpumalanga Business Unit

Tel: 011 313 3012/3273

Email: lwandlem@dbsa.orqg

DBSA

’ Sisisga


mailto:lwandlem@dbsa.org

Thank you!

DBSA

Develop Bank
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