Introduction

The topics of my presentation are Project Finance and Private Equity in Namibia.  These are still relatively new financing methodologies in Namibia. My mission today is not to give you a theoretical exposé of these financing techniques but rather a brief status report on progress to date in Namibia.  
I will focus on the Namibian landscape and give examples of project finance and private equity undertaken and then provide a brief scan of what opportunities are available.  I will then come to an integrated Namibian financing solution.

Project Finance

This is financing based on repayment from the cash flows of the project with no recourse at all or more typically limited recourse to the project sponsors and shareholders. Project finance structures are often very complex and involve packaging of a number of instruments including senior debt, project bonds, subordinated or mezzanine debt, convertible debt, as well as equity.  Typically they take the form of special purpose companies with all-encompassing securities covering the assets and rights of the company including contracts, licenses, etc.  The alternatives to project finance are conventional borrowing in the form of corporate loans or corporate bonds or other debt instruments, but importantly, based on the balance sheet of the company.  In the public sector, budgetary allocations from the fiscus are used to fund large projects. 
The limiting factors in the latter types of funding are the balance sheet capacity of corporates and the budgetary limits to public financing. A variation of project financing involves public private partnerships (“PPP’s”), or private financing initiatives (”PFI’s”).  Project financing is an innovative way and a catalyst to making projects bankable which otherwise would not have been viable either due to their size, complexity or risk.  The down side of project financing is that it involves incredibly complex structures and onerous legal agreements and contracts and is thus not undertaken lightly and certainly not for small projects.
Private Equity 
Private equity on the other hand involves investing shareholder capital in private companies as against public listed companies, although recently a number of public companies have been taken over in toto and delisted. Private equity are generally investment in enterprises not listed on the public stock exchange. Investors invest in the equity of companies with a view to achieving significant value-addition through technical expertise, mentoring and realization of synergies and then selling their equity in the short or medium term.  In the Namibian context private equity has a very strong empowerment overlay and we would suggest that most the opportunities that are emerging have an empowerment element at least.  In contrast with the trend globally and certainly more recently in South Africa where major corporates (including listed companies) are been bought out by private equity funds, we do not see the same situation occurring in Namibia to any significant degree.  
The Namibian landscape 
Project finance has been very limited in Namibia if we look at true project finance as described, but there are a number of big projects looming now including in the public infrastructure area, mining and related infrastructure.  Typically in the past large public projects were funded by the state or by the state-owned enterprises or with government providing guarantees for funding from outside sources. Power, telecommunications, port, water and road infrastructure was funded by the state sometimes with assistance of development finances institutions, typically with government guarantees.
Post- independence there are a few examples of private investment and funding in telecommunications, power, port expenditure. Large investments in mining, smelting and refining infrastructure have generally been funded by multinationals.  
The exceptions to this conventional debt funding and government funded projects are the Langer Heinrich Uranium Mine, the second cellular license operation by Cell-One and Kudu Gas- and Power projects as well as some of the Independent Power Plant “IPP’s” that have been put forward. New uranium mines and the desalination plant needed to serve the mines and other growing demands at the coast would also need to follow the project finance approach. 
Private Equity 
As far as private equity is concerned the landscape in Namibia is scattered with a number of false starts and failed investments.  Namibia Harvest went to the market and raised about N$200 million in 1998.  After a few years the capital was paid back to investors as not enough projects could be found.  The next initiative was the Development Capital Portfolio of the Government Institutions Pension Fund where more than N$750 million was invested in a host of projects in various sectors, and most of it lost.  While both these initiatives had noble intentions and did serve as a catalyst for development of some new opportunities and jobs, they were based on flawed business models, with unacceptably high risk profiles and/or inappropriate management practice.

Further support to this asset class was provided by the Ministry of Finance in 2005 in announcing its intention to stimulate this activity through regulatory reform to the Pension Fund Act.  Stimulus Private Equity launched a new fund and it appears that investment practice to date has been sound.  However, investors are yet to realize targeted returns.

We have no doubt that there are going to be number of players jumping on the band wagon soon and sincerely hope that the regulatory framework is in place to ensure that the negative early experiences in this asset class are not repeated.
Future Prospects  

Namibia has developed a relatively stable mixed economy since independence but as before independence the public sector occupies a large part of this economy.  We have been blessed with sound fiscal and monetary policy and relative economic and political stability which we expect to continue.  The limitations on government’s ability to fund goes to the size of the projects that we have in the pipeline.  The anomalous situation is that we have high savings rates but through lack of relevant intermediary skills, limited ability to assess and package the risk so as to include institutional investors into the project finance and private equity opportunities at the appropriate risk profile. 

We believe strongly that public-private partnerships are unavoidable and certainly are very desirable in creating solutions for funding the large public sector assets, and we already have some successes.  We also believe that project finance in Namibia can be greatly enhanced by the credentials of both the public and the private partners without going to the full privatization model. PPP’s provide a strong platform for equity, including opportunities for empowerment and we think these two elements go hand in hand in the Namibian context.

Recent Experience

We have provided project and structured finance as well as equity to Namibian projects to the value of about N$ 1,3 billion. Our syndications have involved the Namibian and South African commercial banks as well as the Development Bank of Namibia.  Major projects funded include the De Beers Marine diamond mining vessels, the new Paladin Langer Heinrich Uranium Mine and Namibia’s new cellular operator, Cell One.  We are also part of a consortium shortlisted as Main Lead Arranger on the Kudu Power Project and are pursuing a role in Kudu Gas.

We have developed somewhat of a focus in the resources sector and are involved in diamond, gold and uranium projects, and based on a positive view on these commodities intend to remain involved  in resources for the foreseeable future.  As part of the Nedbank group, we are supported by a pre-eminent team in the resources project finance unit who has concluded numerous transactions around the world.

Similarly, in the energy sector, there are a number of exciting power projects, ranging from Kudu gas to power, hydro-electric power expansions in Namibia and DRC, wind generation and some other possible IPP’s.

In telecommunications and other public infrastructure, there are numerous opportunities. In road, rail, port and airport infrastructure, we believe the time has come for PPP’s and we also promote private financing options for social infrastructure including schools, hostels and even prisons. We have numerous examples of successful project financing of all these public asset classes throughout southern Africa.

Integrated Funding Model 
An integrated funding and investment model is advanced incorporating empowerment, private equity in Public Private Partnerships and Project Financing. Through appropriate structuring of debt and equity and apportionment and management of risk, it is possible to accommodate different risk profiles of investors and funders in Namibian projects which may not otherwise have materialized.

For project finance and equity interventions to provide the sustained benefits to the Namibian economy which they have the potential to do, government needs to fast-track policies and frameworks to encourage and properly regulate PPP’s,  empowerment , and private equity as distinct but mutually enforcing activities.  Such interventions will be a major catalyst for balanced economic development, and if well-coordinated, will stimulate a resurgent tide of foreign direct investment , higher growth rates and competiveness for Namibia.
On such a tide are we now. 

