What is de-"

risking and .
how does it. .
manifest?

De-risking is a
employed
institutions, governments, and
multilateral development banks
to reduce the perceived risks
associated with private sector
investments, particularly in the
context of infrastructure and
development projects such as
transport, education, health,
energy, among others. De-
risking is aimed at creating a
more favourable investment
climate for private investors
reducing the perceived risks
of the project through various
means, including  changes
in  reqgulatory  frameworks,
subsidies, guarantees, and other
risk-mitigation instruments.
However, it tends to focus on
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mitigating investors' risks while
overlookingtherisksandrightsof
vulnerable populations, aswellas
the long-term sustainability and
social outcomes of development
projects. In this regard, de-

risking often reduces the risk for
investors, but increases the risk
for Governments.

Why De-
risking:
Who is
pushing

it and

Multilateral institutions like
the World Bank, the African
Development  Bank, among
others are actively advocating

for the adoption of de-risking
strategies to incentivize
investments in  developing

nations. The primary goal is to
lure private sector investments,
accelerate infrastructure
growth, stimulate economic
development, provide relief from
immediate government debt

AND RECOMMENDATIONS
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obligations, promote market-
friendly policies, and leverage
private sector expertise and
financing. Nevertheless, it's
crucial to acknowledge that
while these aspirations hold the
promise of fostering sustainable
development, they have not
been fully realized, and many
countries continue to grapple
with significant levels of debt.

De-risking
Private '
Finance.

How
does it
manifest?

One of the most common ways
of de-risking private finance for
economic  development s
through using Blended
Financing. International Finance
Corporation  (IFC)  defines
blended finance as a financing
package made up of
concessional funding provided
by development partners, along
with commercial funds from




IFC's own resources, from other
development finance
institutions (DFls), and from the
private sector. From fiscal year
2010 to 2022, IFC (International
Finance Corporation) deployed
S3.1billion of concessional donor
funds to support 369 high-
impact projects in over 50
countries, leveraging  S17.2
billion in additional financing.

In Uganda, majority of the
blended finance projects take
the form of Public Private
Partnerships (PPPs). These can
be defined as long-term deals
where both the government
and private businesses work
together. Usuallyinthisinstance,
the private sector takes on roles
traditionally handled by the
government, such as running
hospitals, schools, transport,
as well as provision of water
and sanitation services. Ideally,
the risks associated to these
projects should are shared
between the government and
private companies though the
commonly, the latter often shift
the largest risk to the former.

PPPs manifest
in different forms
including;

« Build-Operate-Transfer
(BOT)/Build-Own-Operate
(BOO): in which a private
entity designs, finances,
builds, operates, and
maintains a public
infrastructure project for
a specified period then
ownership and operation
is transferred to the public
sector.

« Build-Transfer-Operate

(BTO): a private entity
is responsible for
designing, financing,
and constructing the
infrastructure project.
After completion, the
private entity transfers
the project to the public
sector, which then
assumes responsibility
for operation and
maintenance.

» Design-Build-Operate
(DBO): involves a private
entity taking on the
responsibilities of
designing, building,
and operating a
public infrastructure
project. Operation and
maintenance typically
continue for an agreed-
upon period.

- Management Contracts:
A private firmis hired
to manage and operate
the day-to-day tasks of a
public facility, often for a
fixed period on behalf of
the public sector.

It is often asserted that
Governments use Public-
Private Partnerships (PPPs) for
infrastructure projects because
it does not show up directly
as a Government expense and
might not have an effect on
Government debt limits. Despite
being perceived to leverage
limited public sector finances
for infrastructural Development,
risk sharing ventures, PPPs turn
out too risky to Government as
PPP contacts usually contain
stabilization clauses that often
hedge private entities against
risks. Private players try to gain

adequate returns to take on and
mitigate the risk, making PPP a
costly form of financing.

De-risking Private
Finance: PPP
Projects in Uganda

This section highlights some of
the projects in Uganda in which
de-risking has been applied. The
cases in this section reflect the
positive expectations and the
negative impact of the projects
that have been/are being
implemented with the use of
blended private finance under
PPP projects.

Bujagali Power
project
The Bujagali Power Project

comprises two phases.

During the first phase which
began in 2001, the Ugandan
governmententeredintoaPublic
Private Partnership (PPP) with
AES Nile Power, a U.S. company,
to construct a 250MW facility at
Bujagali. This project’s financing
involved loans and guarantees
from the World Bank and the
African  Development  Bank,
with the Ugandan government
ultimately providing loan
guarantees projected to be up to
S500 million. However, this initial
project encountered substantial
oppositionduetoconcernsabout
its high cost, environmental
impacts, treatment of displaced
people, and inadequate public
disclosure. Mare still, allegations
of corruption led to the World
Bank suspending its support,
and AES eventually withdrew
from the contract.

For the second phase, initiated



in 2007, a new PPP was
established for the Bujagali
Dam, with a reported price tag
of over $800 million. Financing
for this phase came from a
consortium  of international
financial institutions and private
sector entities, with a majority
of the funding, coming from
loans and guarantees provided
by the World Bank, the African
Development Bank, and the
EuropeaninvestmentBanktothe
Aga Khan's Industrial Promotion
Services (IPS) and Blackstone's
Sithe Global, which had recently
created Bujagali Energy Limited
(BEL) as a special purpose
vehicle; the private sector loan
guarantees would in turn would
be indemnified by the Ugandan
government which would also
provide a S75m bridging loan to
BEL.

The Government entered into
a Public Private partnership
with Bujagali Energy Limited
(BEL) through a Power Purchase
Agreement (PPA) that would
guarantee cashflowstorepaythe
debt incurred. The government
guaranteed to pay BEL the total
capacity of power generated,
whether evacuated or not. Later
on, 8th December 2007, the GoU
entered into a shareholders’
agreement related to the
operation of Bujagali Energy
Limited with Bujagali Holding
Power Company Limited, SG
Bujagali Holdings Limited and
Bujagali Energy Limited. The
project’s total equity was USD
199.8 Million Out of this equity,
the Government of Uganda's
equity contribution was USD 20
Million and BEL shareholders
USD 179.8 GoU contribution was

issued and classified under Class
C ordinary shares that did not
allow it voting/ decision making
rights.

With the expectation that the
project would contribute to
an increment in the supply of
power along the national power
grid, the Government of Uganda
also offered the company a
10-year tax exemption which
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was later renewed for b years
in 2017. Between 2018-2021,

approximately USD 1 Million
was foregone due to tax
exemptions. Additionally, in

2018, Government of Uganda
through lead arrangers IFC and
AFDB, refinanced the project
through a loan to a tune of USD

444 Million repayable over 14
years ending November 2032.
Before refinancing, GoU had a
running loan balance of USD 423
million. The refinancing to the
tune of USD 444 million created
an additional USD 21 million cost
on the borrowing.

Despite  these efforts by
Government, to enhance
access to clean energy, planned
energy generation from GET
FiT (Global Energy Transfer
Feed-in-Tariff) projects was
not delivered to the grid due
to missing or inadequate grid
infrastructure thus attracting
a cost on deemed energy at
USD 10.8M as of June 2020
. Furthermore, only 21.3% of
the 8m households target is
connected to the National grid

“thus undermining Government

efforts  towards increasing
householdaccesstocleanenergy
through the domestic cooking
tariff at UGX 412.0 per KW for
units 81-150 Units the power.
More still, Bujagali Hydro Electric
Power Dam in Uganda was
expensive costing USS3.5m/MW
three times more than the China
Three-China Gorges dam whose
cost was at USS1.2m/MW.

Lubowa hospital
On12th March 2019, the
Parliament of Uganda approved
Promissory Notes worth USS
379.7 Million. to finance a
project agreement that was
signed by the Government of
Uganda and FINANSI/ROKO
Construction SPV Limited for
the design, construction and
equipping of the International
Specialized Hospital of Uganda
(ISHU)at Lubowa, Wakiso



District. It was expected

that the hospital would
provide highly specialized
medical care services for the
common ailments currently
being referred abroad at very
high cost. Under the project
Agreement, FINANSI/ROKO
Construction SPV Limited would
operate the facility for 8 years,
before handing it over to the
Government of Uganda.

A number of concerns were
raised on the project and the
harm it would pose to state
coffers. Among these was the
loan approval process. The
project agreement, signed in
December 2018, did not adhere
to the proper procedures
outlined in the Uganda Public
Private Partnership (PPP) Act,
2015. While the Uganda Public
Private Partnership (PPP) Act of
2015 required the establishment
of a PPP Committee and Unit,

which would be entrusted
with specific functions
such as overseeing the -

monitoring and evaluation of

PPPs and reviewing requests

for government support, there
is a notable absence of evidence
indicating their involvement in
the initial stages of the project
agreement. This departure from

the prescribed due process,

coupled with the sole reliance
on unilateral advice from the
Attorney General, ran counter to
the provisions laid out in the PPP
Act. Anotherarea of concernwas
the fact that Government was
expected to shoulder majority
of the risks arising throughout
the project. Whereas it s

%4 the construction

projected that when operations
commence, revenues to cover all
the expenses shall be generated
from patients (projected at
USS159.63 million in the 1st year
and expected to increase to
USS262.3 million in the 11th year)

In terms of value for money,
the report to Parliament by the
Committee on the National
Economy, and the subsequent
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Minority report revealed that
there had Dbeen variations
between the original amount
of the Agreement and the
actual amount agreed on.
According to the Project Works

Investment Agreement (PWIA)
the initial cost of the project
was estimated at USS 345.2
million, of which USS 249.9
million was for construction
works while USS 95.3 million was
for cost of financing. However,
subsequently, the amount for
cost of financing was revised
upwards to cost an estimated
USS 557.99 Million. More still,
FINASI/ROKO Construction SPV
Ltd have received 100% funding
from the government, and a
guarantee to be safequarded
from any risks whatsoever. This
was contrary to Article 3 (a) of
the PPP Act 2015 which calls for

‘ensuring value for money, by

optimal allocation of risks to the
private parties and maximization
of the benefits to be obtained
from expertise and financing by
private parties”.

Furthermore, the  project’s
implications for health sector
financing are troubling. The
Ministry of Health was expected
to repay the SPV through its
annual budget over eight years.
This was a concern because the
health sector budget allocation
as a percentage of the total
Budget in FY 2023/24 stood
at 7.7% which is way below
recommended minimum of 115%
in 2001 African Union's Abuja
declaration. With constrained
operational budgets due to the
project, the project was bound to
negatively impact on the already
ailing health service delivery in
Uganda.

In terms of the country’s
indebtedness, the Government,

1 https://data.one.org/topics/health-financing/#:~:text=In%202001%2C %20African %20Union %20
countries,South%20Africa%20met%20the %20target.



by issuing promissory notes
worth US $379.7 Million was
bound to increase the country’s
debt burden thus a likely
reduction of resources available
for other critical sectors. While
accessing information on how
much has been issued so far in
promissory notes is a challenge,
in FY 2021/22, promissory
notes worth USS 113.25 million
had been issued and paid off
by the Uganda Government?2.
This amounted to almost 30%
of the contractual sum despite
almost no work being done. In
2022, the government made
another payment of $87.6
million to settle another batch
of promissory notes related to
the project. Later in March 2023,
the Ministry of Health put forth
a supplementary request for
over USD 717,000 to supervise
the construction of the same
hospital3

Despite Government progress
towards issuance promissory
notes on concluded milestones,

there  has  been limited
transparency and public
participation in  monitoring

progress of ongoing works.
Moreover, Parliamentarianswere
denied access to the premise in
20204 and no progress report
had been provided to Parliament
over the on-ground works at the
siteb.

The Glaring effects of
de-risking

Private finance de-risking, as
described in the earlier sections
of the text has several significant
impacts. It often focuses on
reducing risks for private
investors, making projects more
attractive to them. However,
in doing so, it can increase
the risks and responsibilities
for governments, potentially
burdening them. This approach
may not pay enough attention
to the rights and well-being of
vulnerable populations or the
long-term sustainability and
social outcomes of development
projects. Some of the adverse
consequences  of  blended
finance projects include:

Financial Burden
on Government: De-
risking mechanisms may
place a substantial financial
burden on governments. In
the case of the Bujagali Power
Project in Uganda, despite
government efforts to finance
and refinance the project, the
cost of electricity remains
high, affecting consumers and
hindering industrial growth.

Risk for reduction

of resources towards
Public Service
Finanecing: Projects
funded through de-risking
mechanisms can impact sectors

like healthcare. In the Lubowa
hospital project, for instance,
the Ministry of Health has had
to allocate a significant portion
of its budget to repay a private
entity. This has been a strain
on the health sector, which was
already struggling with limited
funding.

Increased National
Debt: projects relying on
mechanisms like promissory
notes lead to an increase
ina country’s national

debt. Uganda's issuance of
promissory notes for the
Lubowa hospital project
increased its debt burden.

Potential for
Corruption

and Financial
Mismanagement: With
opaque processes to guide
procurement and signing of
agreements with companies
with which Governments
initiate PPPs, it is evident that
de-risking not only presents

a possibility of abuse of
project terms but could also
facilitate mismanagement

of funds through funding
disputes, wrongful insurance
claims, and underutilization of
infrastructure.

2 Parliament of Uganda(May 2022), Report of the Committee on Budget on the Annual Budget Estimates
for FY 2022/23

3 https://www.monitor.co.ug/uganda/news/national/health-ministry-asks-for-more-shs2-7b-for-lubowa-
hospital—4153494

4 https://www.monitor.co.ug/uganda/news/national/health-minister-mps-blocked-from-accessing-
lubowa-hospital-site-1841612

5 https://www.parliament.go.ug/news/6512/shs27-billion-request-supervision-lubowa-hospital-works-
rejected



Recommendations

While de-risking private finance can attract
investment and make projects more financially
appealing, itcanalsocreatearange of challenges
and negative consequences for governments
and their citizens. It's crucial for policymakers to
carefully consider the impacts of such financial
strategies and ensure they align with the best
interests of their countries.

Recognising Private Public
Partnership Projects as debt

Giventhatthe private finance acquired tofinance
PPPs is often paid off by Governments over
time, these high amounts should be included in
computation of the Country’s Total Public Debt
Figures. This will clearly show the Country’s total
obligations.

Provision of clear accountability
systems and structures for
private finance projects.

Government and IFIs should be able to have in
place clear systems and structures through
which citizens, Members of Parliament and CSOs

monitor, and track progress of implemented
projects hence ascertain whether there is
value for money. More still, such structures will
allow limit compensation expectations from
private-sector partners especially in instances
where projects might be closed due to a breach
of contract clauses by the private sector. In
addition, World Bank should adjust its risk-
allocation provisions to categorise PPPs projects
into one repository for easy tracking.

Good governance and
transparency in the design of
projects.

The World Bank should pay critical attention to
the particular needs of the Countries before
recommending privately financed projects.
Developing countries should be granted space to
take part in discussions on World Bank Policies
for financing development in their countries.
This will contribute to ensuring that the World
Bank does not over ride democratic decision
making in the countries in which it operates.
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