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Vision 2020 aims at
making Nigeria one
of the 20 largest
economies by 2020

Sustainable
Intrastructure
development at all
tiers ot government
pivotal to achieving
the objectives of
Vision 2020

»

Governments’
current resources
inadequate to
finance
intrastructure
development needs.
Strong imperative to
identity additional
tunding sources

»

Overview

Sustained
development
partnership between
Governments and
DFIs will facilitate
the flow of
investment for
infrastructure
development; thus
the attainment of
Vision 2020
objectives
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Infrastructure Deficit

Economic stagnation, declining welfare and social instability are
some of the factors responsible for undermining Nigeria’s potential
for growth and development.

Sustained investment in infrastructure is a critical element for
poverty reduction and economic growth. Provision of infrastructure
on a sustainable basis is therefore key to addressing these issues and
engendering required transformation and achievement of Vision
2020.

Infrastructure, health and education promote economic growth, raise
living standards, income and employment.

Infrastructure elements like water supply, sanitation, waste
management, education etc improve living standards, reduce
morbidity and mortality as well as attainment of most MDG Goals.

Settlements with good infrastructure & services attract investments.
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Infrastructure Deficit

Nigeria has huge Infrastructure deficit. $12b to $15b: required
annually for the next 5 to 6 years

FGN’s annual Capital Budget can only cover a fraction.

There is also a severe limitation in Capacity for project development,
management, operations and maintenance.

Therefore, resort to Private Sector inevitable if we are to attain Vision
2020 aspirations.

Urban Development

7 BANK OF NIGERIA PLC



Infrastructure Deficit Contd.

Over the next 8 years Nigeria needs to invest in:

(2008 - 2014)

$16.56

$12.00

$55.20

INFRASTRUCTURE FINANCING REQUIREM ENT

O Pow er
B Roads
O Ralil

O Oil and Gas

*Ministry of Finance estimates. This figures are not exhaustive: KPMG draws estimates that 1% growth in GDP requires
investment of 1% of GDP in infrastructure; over the next 6 years to achieve 13% growth, cumulative investment in infrastructure

is in the region of USD 140bn — 150bn
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Concession to the rescue

Definition and Background

Concession may be used broadly to refer to any arrangement in which a
firm obtains from the Government the right to provide a particular
service for an agreed period of time.

The past nearly 3 decades have witnessed a fundamental change in the
governments’ thinking about infrastructure in rich and poor countries
alike, private ownership and operation have been replacing public
provision.

Concessions though gained popularity recently, are an old innovation
dating back to the nineteenth century. Some famous 19t century
economists like Alfred Marshall and Edwin Chadwick had extensive
discussions on it.

Concessions have proven efficient in regulating natural monopolies and
may not necessary confer legal monopoly when the necessary clauses are
incorporated (and enforceable) in the concession agreement.
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Concession to the rescue
Contd.

Role of governments in Infrastructure Concession

O Framework: Adopting legal provisions to enable the granting of
concessions have better knowledge of local needs and priorities

O Project identification and analysis: A preliminary analysis may be
necessary especially on market risk but should not duplicate the
analysis to be performed by the private sector

O Enabling and supporting measures for specific projects e.g. granting
permits and other necessary authorizations

O Design of the concession arrangements: legal instrument, pricing
rules, performance targets, duration and termination etc

[ Concession award: choosing the method of award, bid structure and
evaluation, bidding rules and procedures, negotiating etc.

O Exercise of regulatory function: supervising and monitoring as well as
enforcing rules.
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Fianancial and Contractual Arrangement

Urban Development

12 BANK OF NIGERIA PLC



Financial and Contractual
Arrangement

To achieve a sustainable Infrastructure Concession, the importance of a
well structured concession can not be overemphasised.

Concession is all about implementation of a predetermined structure to
ensure timely provision of desired services.

Infrastructure projects are usually very expensive with attendant high
risks requiring participation of parties taking-on risks that is best
mitigated by each party.
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Financial and Contractual
Arrangement Contd.

Contractual Arrangement

The long-term success of a new infrastructure project is dependent on the
correct identification of both benefits and the risks associated with it.

Correct identification must be followed by appropriate allocation of the
benefits and risks- the latter to the party best able to minimise or
control them at realistic cost.

Given that a number of parties with differing interest interests will be
involved, the final pattern of allocation will be made within a
contractual framework.
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Financial and Contractual
Arrangement Contd.

PRIVATE FINANCING OF INFRASTRUCTURE: PROJECT DEVELOPMENT MODEL

PROJECT EXECUTION GOVERNMENT
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Ut|||zat|on of Avallable Complementary Resources CruC|aI to Overcomlng Challenges
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Financial and Contractual
Arrangement Contd.

Security Package:
Concession Agreement
Marketing , Supplier, EPC & Service Agreements
Customer Credibility & Credit Worth
Performance Bond
Liquidated Damages
Insurance
Escrow Account
Asset Pledge: Land & Equipment
Pledge of Present and/or Future Receivables
Debt Service Reserve Account
Other Guarantees: Government Support, Shareholders
Guarantee, etc.
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Financial and Contractual Arrangement Contd.

Logqgical Steps in
PPP Process

Pressing Need

k 2

Structure of
Project

¥

Choice, or not of
Private Sector

k 2

Scope of public
and private

determined

L 2

(Pub

Test Financial
Wiability
Sector
Comparator)

h_4

h 4

Prepare Bid
Documentation

Dewvelop Proforma
Agreement
Documenis

h 4

Conduct Bid
Process and
Answer Questions

+

MNegotiate
Agrement

+

Project Start Up

Considerations

Government sponsored PPP projecis
can originate in two ways:

1) support the changed needs of
services and infrastructure: and
2) a new need for services and
infrastructure.

The property. buildings. scope of
services. investments required are
estimated.

The need/foption of soliciting private
sector invaolvement is reviewed at this
stage.

Based on the abowve structure the
preferred dimension of the private sector
role is determined at this stage.

Financial scenario analysis allows for
further clarification of the feasible and
appropriate role of the private and public
sector.

Bid documentation ideally should include
a draft agreement document. preferably
in a state suitable for negotiation. Prior
1o the release of bid documenis the
anticipated legal structure of the project
should have been determined.

Bidders will seek adequate interpretation
of the terms of the project to ensure their
financial bids are realistic and
competitive.

The clarity of the original contract
document will affect the length and
complexity of the PPP negotiations.
Mid-course corrections responding to
unanticipated concerns can de-railthe
negotiations.

Value of Samples
of Contracts

Samples of contracts will illustrate how the
preamble states the rationale and government
objectives in addressing a specific need,
including the intended cutcomes of the project.

Samples of contracts show how the
physical and operational requirements of
the praject are reflected in legal wording.
The extent and need for specification
can be determined.

The preamble of all contracts should state the
coherent government objectives in engaging the
private sector. These are the guide posts for the
owverall success of the venture.

Contract documents show how the
physical and operational structure of the
project is delivered through the mix of
private and public responsil ies.

The basic financial terms of a contract. are the
core of any negotiation. followed by financial
protection clauses in the event of breaches of
obligations. Examples of financial clauses
(without sensitive numbers) can be instructive in
dewveloping financial scenarios.

Having samples of contracts to compare
between different approaches (simplicity,
organization) and the wording of
standard clauses will be invaluable to
the development of a good draft contract
setting the basic agreement parameters
with bidders and other stakeholders.

Samples of contracts will allow
managers of the bid process to maintain
consistent and transparent
communications with all parties
concerned.

Samples of contracts will allow
managers of the negotiation to
understand in advance the inter-
relatlonship between clauses and the
implications to the project of any
changes. This will help establish the
parameters for any nego
expectation that they wi

possibly shorten the negotiations.
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Financeability/Bankability

Financeability of a concession is the ease of access of fund required to

It’s not an absolute concept in itself as whether a project is financeable will

U000 DO

g

In Broad terms, the foregoing factors may be broken down into main

Financial Arrangement

provide the required services in an infrastructure concession.

depend on a number of factors taken together, ranging from:

The identity of participants

The credit risk of offtakers

The adequacy of supply of relevant raw material or fuel supply
The terms of the concession agreements

The political risk of the host country

Lenders’ appetite given their own country and sector limits

areas: country issues and project specific
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About UDBN

-19-

Urban Development
BANK OF NIGERIA PLC



About UDBN

d  Established in 1992 under Act 51 of the Federal Republic of Nigeria,
as a Development Finance Institution, to foster rapid development of
infrastructure throughout the Federation through the provision of
finance and banking services

d  UDBN is now restructured with private sector majority stake (54%),
Federal Government has 10%, State Governments 10%, Local
Governments 21% and the Nigeria Labour Congress 5%.

Benefits of the new structure include:

d  Private sector efficiency

[ Comfort to the international community to utilize UDBN as a channel
through which development funds flow to Nigeria

Urban Development

“20- BANK OF NIGERIA PLC



About UDBN -contd

Product Offerings:

Development Loans
Project Finance Arranging and Advisory

Proprietary Equity

U 0O 0O O

Capacity Building and Technical Assistance
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About UDBN -contd

Power

» Bus
» Light Rail
» Waterways
» Air

= > Generation

» Distribution

> Rehabilitation

Rehabilitation » Maintenance » Water Supply

Expansion » Construction » Sanitation

» Waste Management

» Education
> Health

"> Local Craft
» Mass Housing Industries

Identlfled Current Demand for Infrastructure Development NG 5 trllllon
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About UDBN -contd

UDBN'’s Value Proposition

d  Dedicated resources in the UDBN Municipal Finance Desk (MFD)
cater exclusively to the infrastructure development needs of LGs

d  Assistance to LGs to leverage other available financial resources to
implement more infrastructure projects.

d  Provision of appropriately priced and structured funds to finance
infrastructure projects

[ Provision of Technical Assistance in the preparation of Infrastructure
Development Plan (IDP), Capital Investment Plan (CIP), improving
IGR strategies and efficiencies, introducing fiscal discipline, Capacity
Building, Training, Workshops etc.
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UDBN’s Value Proposition (cont’d)

d

About UDBN -contd

Facilitate re-orientation of LGs (through various technical assistance
& capacity building programmmes) on the merits of using structured
debt finance

Facilitate increased access by LGs to the domestic Capital Market

Project Development Services including Advisory to enable
structuring of bankable projects

Establishment of Infrastructure Fund for LGs

Complementary Services to ALGON's existing infrastructure
programmes with LGs
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Contact Details

Urban Development Bank of Nigeria Plc
Plot 977 Central Business District,
P.M.B. 272, Garki,

Abuja, FCT.

Tel: 09-671 0863

www.udbng.com

Info@udbng.com

enquiries@udbng.com
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