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Executive Summary
A national seminar gathering key stakeholders around innovative schemes for
Financing South African Cities
th

The “Innovating in Financing South African Cities” Seminar took place on the 28, 29, 30 of January at Sandton
Convention Center, in Johannesburg. This 3 day event was organized by the Global Fund for Cities Development (FMDV)
and the City of Johannesburg Metropolitan Municipality (Group Finance), in the frame of FMDV’s “Sub national Pooled
Financing Mechanisms Platform” programme and as a concrete follow-up of the “Marrakesh Declaration” signed in
1
December 2014 .
Around 100 key stakeholders in local government infrastructure funding attended the event in order to explore and
share ideas, as well as discuss innovative funding mechanisms for consideration by the South African municipalities,
with a focus on “pooled financing mechanisms”.
State of South African municipalities' revenues streams
The discussions explored all the municipal financing chain, from the current streams to the innovative opportunities
South African sub national governments could be eligible for, in a legal, economical and financial environment
perspective.
City of Joburg together with the National Treasury, the Gauteng Province, other South African Metros, the South Africa
Local Government Association (SALGA) and South African Cities Network (SACN) Executives, and institutional and
private partners such as Development Financial Institutions, private banks, Pension Funds, Credit Rating Agencies,
Johannesburg Stock Exchange, jointly
“We all have an important and specific role to play in the continuum of
expressed a strong interest to carry on
the financing chain for sustainable local development: meaning
those discussions to diversify and
responsible, creditworthy, efficient and reliable investments in urban
extend the actual sub national
infrastructure for all”
financial resources, focusing especially
Geoffrey Makhubo, Johannesburg Member of the Mayoral Committee for
on the Sub national Pooled Financing
Finance, and FMDV Vice-president
Mechanisms and their potential,
through a concerted programme.
As mentioned in the last State of City Finances 2013 produced by SACN, the Constitution of South Africa provides for
the developmental duties of local government, which means giving priority to the basic needs of the community and
promoting their social and economic development. Central to this is infrastructure development: small and medium
sized local government entities as well as
“There are 3 Elephants in the room of local governments:
municipalities need long term financing at a
reasonable cost for a number of infrastructure
a massive urbanization phenomena increasing each year,
projects.
together with growing climate change impacts and a

general lack of capacities”

According to the « Municipal Finance Management
Sithole Mbanga, Director of SACN
Act » (MFMA), South African municipalities’ main
revenues streams are coming from an equitable
share of the national tax incomes, several grants from national government, and their own revenues generated from
their local fiscal basis. The National Treasury is currently working on several changes in the MFMA in order to improve
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Read the Marrakech Declaration here http://bit.ly/1DpgE1r or on www.fmdv.net
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local balance sheets. But this is not sufficient anymore and municipalities need to diversify their resources to fill the
infrastructure gap as well as provide integrated and efficient services.
The five invited Metros (Joburg, Tshwane, Nelson Mandela Bay, eThekwini, Ekurhuleni) introduced consistent
“Infrastructure Development Plans”, coupled with strong financial investment strategies. However, these Metros are
struggling to finance their infrastructure needs on their actual balance sheet and are working on improving firmly their
creditworthiness and gearing ratio.
Subnational financing and appetite from the market
The appetite from the market to the sub national segment has been clearly identified, but there is a need for more
solvability and bargaining capacities from the municipalities in order to lower the cost of debt and improve accessibility
to funding for both Metros and intermediary
municipalities.
“Creativity generally comes from necessity. Joburg’
The invited DFIs (DBSA, AFD, KfW, EIB, IFC, USAID,
capital investment was R4.2 Billion in 2013, R7.5 Billion
SECO) introduced their different tools dedicated to
in 2014, raised to R10.8 Billion for 2015”
support urban infrastructure funding. If most of the
Trevor Fowler, Joburg City Manager
financial streams are first addressed to central
government, some DFIs have experienced direct loans
to municipalities. All of them showed an interest to work strongly at the sub national level, by proposing tools and
services to support municipalities to improve their capacity to access borrowing, and foster the appetite from the
market towards subnational debt.
In a market perspective, several South African municipalities already issued bonds on their own, made possible by the
enabling legislative environment created through the MFMA. However, challenges such as limited capacity of
municipalities to access banking and financial markets, and high interest rates remain barriers to access for these
resources (amounts too small, lack of guarantees, etc.). National and international institutional partners should also
play a better role in supporting municipalities through capacity building and technical cooperation, together with
guarantees offers.
Furthermore, commercial banks made clear their interest in better understanding municipalities’ projects, in order to
offer loans that are more adapted to local needs of long term and cheaper funding. Other investors like Pension Funds
are also interested in local infrastructures investments provided that risk remains minimal.
Innovating in Financing: Focus on “Sub national Pooled Financing Mechanisms” (SPFM)
In this context, “Sub national Pooled Financing Mechanisms” (SPFM) have been identified as a relevant strategy to be
explored for South African municipalities. These mechanisms could bridge the funding divide local governments are
facing, especially in the area of urban infrastructure, by enabling borrowing at a scale to fund larger projects that bring
benefits to several local authorities. Through a professional access to the banking and financial markets, the
municipalities can apply for competitive (lower) market rate, as well as reduce processing and transactional cost and
time. Pooling also gives some bargaining power to the municipalities, while reducing risks for investors through
creditworthiness and guarantees. Eventually, this gives a positive perception of local government credits by capital
markets which improve access to capital and gives appetite for public sector from the investors: it creates new credit
class which matches to financial markets’ specific demands, represent new opportunities and interest among investors.
Several mechanisms of Sub national Pooled Financing have been explored, showing that the final financial arrangement
should be made in accordance with the national legal framework, the municipalities’ capabilities, and the market
interest.
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The discussions further confirmed a need for being innovative, creative and committed to face present and coming
huge challenges, but also to change practices, reflexes, cultures and not only municipalities but also those of
institutional and financing partners. The two special sessions organized around the Public-Private Partnerships (PPPs) as
well as Land Value capture also raised new options for the future of South African municipalities’ resources
diversification.
In the end of this seminar, and according to the interest raised by all participants, Councillor Geoffrey Makhubo has
announced the establishment of a Task Team to explore possibilities of implementing Sub national Pool Financing
Mechanisms in South Africa. The contributions made at the seminar would form part of the task team work, in order to
make a determination on the best model or financing structure suitable for the South African environment, taking into
account the different levels of development of the municipalities, national context, history, institutional environment,
legal framework, technical capabilities, political willingness, risk management, etc.
This process will integrate all the key stakeholders in a consultative approach, building a feasibility study for a possible
implementation of a Sub National Pooled Financing Mechanism in South Africa. In order to customize a model adapted
to the South African environment, MMC Geoffrey Makhubo called for the support from the Provincial to National
government, Municipalities, SACN, SALGA, the Institute of Municipal Finance Officers, DFI’s and other financial
institutions.
He finally asked FMDV to support on the coordination of this consultative program, and invited both SALGA and SACN
to identify the relevant municipalities to take part to the program.

Opening remarks
|Mpho Parks Tau, Executive Mayor of Johannesburg, recalled how high economic development was on municipalities
and their partners’ priority list. He also underlined how infrastructure development was central to this. However, he
stressed the impact of economic slowdown on local revenues and the difficulty for municipalities to finance
infrastructures through their balance sheet.
He then mentioned that up to now, most of local infrastructure projects were financed though national grants and that
the latter was expected to decrease steadily. He reviewed the bonds Johannesburg had issued since 2004, greeting his
pairs for having done the same and thus for having laid the foundation of a local credit market. All in all, South-African
cities’ bonds are amounting to R18.2 billion.
Nevertheless, small and medium municipalities are still addressing huge challenges because of limited capacity and high
debt-servicing costs. It is then appropriate to address those issues as a collective. Sub national Pooled Financing
Mechanisms are a way to do so. Aid is needed in the form of subsidies and capacity building to overcome specific
barriers.
|Ms Barbara Creecy, MEC Finance Gauteng Provincial Government, highlighted that being the smallest province in
South Africa, the Gauteng has the 24% of the population and contributes over a third to the GDP of the country. The
Province is playing an important role of infrastructure investment guided by the 2030 National Development Plan (NDP)
which says: “Infrastructure is not just essential for faster economic growth and higher employment; it also promotes
inclusive growth providing citizens with the means to improve their own lives and boost their incomes. Infrastructure is
essential for development”.
The NDP notes that the country as a whole will need to promote higher levels of capital spending over the next 15 years
with public sector investment reaching 10% of GDP by 2030. Both the public and the private sectors can play an
important role in financing infrastructure investment. As South Africa is part of an interconnected world, it is vulnerable
to world economic trends, making the domestic growth rate revised to 1.4 %.
On the one hand, slow economic growth requires government to maintain fiscal stimuli to the economy and prioritise
service delivery. On the other hand, rising public debt, reduced fiscal collection and current account challenges
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highlight the need to strengthen fiscal consolidation. The provincial government should constantly strive to maintain a
proper balance between these two realities.
To finance the 2030 NDP ambitious programme there are 4 basic approaches:
 to achieve better synergy between provincial and city planning, budgeting and implementation in particular of
major infrastructure programmes;
 to re-orientate existing budgets to core services and an emphasis on infrastructure;
 to contain costs and pay attention to eliminating waste and corruption in procurement processes;
 to look for ways to increase the Province own revenue and alternate funding mechanisms.
Premier Makhura has established the Provincial Infrastructure Coordinating Committee (PICC) to give expression to this
commitment. The committee is chaired by the Premier and it includes all the mayors in the city region. Over the next
three years the Province and Gauteng City region will be spending more than ZAR94 billion on both social and economic
infrastructure projects.
The key vehicle for sourcing alternative funding for strategic investment from the private sector is the Gauteng
Infrastructure Financing Agency (GIFA) that will become a major facilitator of alternative financing for the priority
infrastructure projects of the PICC across the city region.
|Geoffrey Makhubo, Johannesburg Member of the Mayoral Committee for Finance, and FMDV Vice-president,
reiterated his will to gather local governments, cities’ networks, national authorities and institutions, banks, pension
funds, rating agencies, private sector, development finance institutions, and financial engineers and advisors, in order
to discuss on “Innovating in financing for South African cities” including “Sub national Pooled Financing Mechanisms”.
All those stakeholders have an important and specific role to play in the continuum of the financing chain for
sustainable local development: meaning responsible, creditworthy, efficient and reliable investments in urban
infrastructure for all.
In order to meet the local development goals, it is more and more needed for South African municipalities to diversify
their financial resources. That means strengthening local capacities within the already existing streams and processes
that help to feed the investment needs. This will also come from a greater coordination and cooperation between cities
themselves (especially Metros and secondary cities), and with all other relevant stakeholders around the table.
For that reason, the City of Joburg partnered with FMDV to explore innovative strategies that have been implemented
in other countries: to get inspiration, and to deliver momentum for joint effort to seize opportunities, and take the lead
on designing together the urban future. Pooled financing mechanisms at sub national level is one strong option that
should be discussed and shared here. Pooled Financing schemes are still not well known or discussed at the sub
national level, but can be implemented through various mechanisms, allowing Metros and secondary cities to go
together on the financial market, in order to raise complementary and cheaper financial resources.
G. Makhubo also pointed out that this seminar is part of a broader regional and international agenda for cities in 2015
and 2016. In 2015, a New Development Agenda, Post 2015 will be set up, and a New Urban Agenda will be adopted
during the Habitat III conference in 2016. It will definitely lead to crucial decisions regarding how municipalities are
going to be integrated in the international development process and how urban development needs will be taken into
account by national governments, banking and financial actors, development partners, but also NGOs and
communities. This is the right time to show that South African municipalities are taking the lead on innovative financing
process that should inspire policy makers for the next decades in Africa and other parts of the world.
|Lars Andersson, International Expert & Member of FMDV’ Board of Directors introduced first the advantages in
implementing Sub national Pooled Financing Mechanisms (SPFM). They allow greater access to capital markets, lower
margin on loans, lower processing costs, lower risks trough diversification and financial expertise, incentives to improve
creditworthiness, and transfer of knowledge.
He then evoked the three steps that could lead to the creation of aLocal Government Funding Agency (LGFA), the first
one being for local authorities to work altogether in coordinating their borrowing needs and exchanging experiences.
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The second step is to create a Club Deal where each local authority is responsible for its own part of the bond while
issuing a bond collectively. And as a third step, one should create an LGFA, a Special Purpose Vehicle (SPV) that is inbetween local governments and capital markets.
An LGFA should stick to its core values: local authorities are all to be equally treated and different margins should be
decided on a fair and logical basis. It should also maintain a high transparency level, and eventually local authorities
need to feel responsible and committed to the Agency for it to be a success. The latter requires that local authorities
are the major shareholders and that they supply capital. The other focus is on a stringent supervision of local
authorities so that the Agency maintains its creditworthiness level and hence a good rating.
Moreover, roles of politicians and professionals need to be separated, the former having to define the overall strategy,
and the latter to handle financing business. Lars Andersson also gave emphasis to the funding diversification PFMs
make possible.

NATIONAL CONTEXT, FINANCING NEEDS AND OPTIONS
Roundtable 1: Situation for South African local authorities
This first roundtable provides a general overview of South African municipalities by inviting the panelists to
review the urbanization issues, the national context of financial decentralization, and the current legal framework that
encourages local investments. Jean François Habeau, Executive Director of FMDV was the moderator of this panel. He
gave the floor to crucial experts such as TV Pillay, responsible of the implementation of « Municipal Finance
Management Act » (MFMA) at the National Treasury; Simphiwe Dzengwa, Executive Director: Municipal Finance at
South African Local Government Association (SALGA); Sithole Mbanga, CEO of South African Cities Network (SACN);
Trevor Fowler, City Manager of the City of Joburg; and Daniel Mazibuko, Senior Analytical Advisor at Moody’s.
The “State of South African Cities finances” Report published in 2013 highlights the importance of a real sustainable,
stable financial base to any development of municipality or city. Indeed, municipalities are facing a huge urbanization
phenomenon, growing impacts of climate change, and a general lack of capacities (leadership, human resources, etc.).
Those conclusions should lead to a redesign of cities in order to make them as inclusive as possible through a spatial
transformation. Additionally, the Report
“We can’t adopt a policy called “the White Paper on local
concludes that municipalities are undergovernments” that suggest that the role of local authorities is not only
financed, which is affecting urban
to provide services but also to grow the economy, and then only
services by making them less affordable
finance the provision of services and not growth in cities”
for poor and middle class.
Sithole Mbanga, SACN

The 3 revenues sources of South African
municipalities are an “equitable share” of the national tax incomes, central government conditional grants, and the
collection of their own revenues. The capacity of municipalities to build financial proposals is restricted by a lack of
available resources, affecting general economic growth.
Even if ZAR100 Billion is currently being transferred to local governments, the South African municipal legal framework
is still problematic. It needs to find solutions to finance the urban development through the municipalities’ fiscal
taxation power, framed by the Property Tax Act and other mechanisms. It should also support social infrastructures
dedicated to pro-poor services through a significant increase of infrastructures grants, and improve decentralization to
give more responsibility to municipal level (transparency, predictability, financial responsibility).
The National Treasury is currently writing a White Paper looking at ameliorate the institutional environment of
municipalities by strengthening their financial and institutional capacities, formulating a regulatory framework for
municipal loans, and systematizing credit rating at the local level. Furthermore, a real effort to establish new alternative
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sources of incomes is crucial. Indeed, several ongoing studies are looking at improving the land value capture system,
development rights, and also pooled financing issues.
Investing in urban development to promote equity and fight poverty requires municipalities with real financial power to
proceed by looking for the best use of available resources as well as additional sources of funding that are cheap and
not risky. The National Treasury cannot bridge the infrastructures/investment gap alone, and should be supported by
the municipalities’ ability to access the capital markets.
When Metros were created in 2000, the City of Joburg was facing important financial issues. In order to respond to this
new administrative status, the City of Joburg was looking at new financial mechanisms and launched the first municipal
bond (and today a Greenbond). The City of Joburg also provided a “10 years Investment Plan” matching its
“Infrastructure Development Plan”, in order to help reducing the borrowing cost by insuring its creditworthiness and
other reliable ratios.
According to SALGA, 5 key factors to understanding constraints for investment at the municipality level
are:


Leadership and governance stability that impacts municipalities’ internal capacity and investor’
appetite



planning and zoning capacity could be an obstacle if the Development Plan and Zoning Plan
approval are taking too much time



Land issues that can frighten investors when land ownership is unclarified, and bulk
infrastructure not financed



Municipal economic development agencies do not always have the requisite skills for project
financing



Partnerships with private sector and municipalities have to be maintaining through innovative
financial arrangements

A Moody’s Paper published in 2013, exploring the 19 secondary cities’ capability to access capital markets, showed that
even if some cities have an important balance sheet (3 to 4 billion ZAR) their operating revenue is still weak. Moreover,
secondary cities credit ratings are one level lower than Metros; they remain stable in terms of liquidity and are able to
increase their revenues to invest in
infrastructure.

“Over the years we’ve seen a quite increase interest from different
sectors of our society in investing in municipal finances […] Metros
have been able to use their balance sheet to go out in the capital
market and raise funding”

Daniel Mazibuko, Moody’s

Some South African municipalities have real
borrowing capability through generating
revenue infrastructure to reimburse the
debt. However, it is crucial to pursue their
efforts in achieving greater transparency

and long-term revenue collection.
Yet, other municipalities’ differentiated balance sheets don’t show the same ability to raise funding. This reality implies
different approaches in public funds allocation as well as borrowing risk apprehension. Even if the Municipal Finance
Management Act is creating a comfortable environment for investors, they may still have doubts regarding guarantees.
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UNDERSTANDINGTHENEEDSANDOPPORTUNITIESINSOUTHAFRICA MUNICIPALITIES
Dialogue 1: Expression the needs of South African municipalities in Urban investments
The session aimed at understanding South African urbanization trends and arising infrastructure needs. It was
about having a grasp of the required investments’ size and local governments’ interest for Sub national Pooled
Financing Mechanisms.Roland Hunter, Responsible for the economic development component of the City Support
Programme at National Treasury, moderated the panel, which featured Herman Pienaar, Director of City transformation
and spatial planning at City of Johannesburg, David Masimini, Chief Financial Officer of Tshwane, Trevor Harper, Chief
Financial Officer of Nelson Mandela Bay, Jay Balwanth from eThekwini, and Vuzi Mashicila representative of the Chief
Financial Officer at Ekurhuleni.
South African Metros are experiencing significant urban growth (Johannesburg has grown about 38% over the last
decade) and are having huge basic service and infrastructure backlogs.
They all defined a strategic vision for the long run (Tshwane Vision 2055, Johannesburg’s Growth & Development
Strategy). Compact urban forms, spatial restructuration, intensification of nodes to cater, among other things,
apartheid’s spatial heritage, as well as green economy fostering, are at the heart of their strategic planning decisions.
Ekurhuleni and Johannesburg provided detailed information on their programs. Ekurhuleni is launching, for instance, its
Aerotropolis project, aiming at restructuring and intensifying the airport zone. Johannesburg unfolded, among others,
its Corridors of freedom project, which focuses on linking nodes through smart transportation means while both
densifying and intensifying housing and economic activities all along the network.
Hence, they all projected their total investment needs over the medium and the long term: they are amounting to
ZAR85 Billion over the next 15 years for Ekurhuleni, nearing ZAR100 Billion over 10 years for Johannesburg, are
accounting for more than R22 Billion for Nelson Mandela Bay over the next decade, and eventually reaching ZAR17.1
Billion for Tshwane, but only for the next 3 years.
Roads refurbishment caters a significant share of metros’ mid-term capital expenditures as those were neglected for
too long and are now having significant backlogs (Tshwane, Nelson Mandela Bay, and Johannesburg). Bulk water supply
and treatment are also to be improved (Nelson Mandela bay). Power generation and distribution are also an important
share of Metros’ capex, and same for infrastructure investments in townships and informal areas (Ekhuruleni,
Johannesburg, Nelson Mandela Bay, and Tshwane).
National grants are either the largest share of capital budget or are at least equally amounting to the level of other
capital revenue sources (1/3 of Johannesburg’s capital revenues, R2.5 Billion for Tshwane which equals to 61%, 57% for
eThekwini for the financial year 2014/2015). The Urban Settlement Development Grant (USDG) is often the greatest
source among national transfers. Metros’ capital reserves vary a great deal: 41% for Johannesburg, R1.5 Billion for
Tshwane which equals to 36%, 25% for eThekwini). Municipal loans’ share is equally variable: 29% for Johannesburg,
18% for eThekwini, R122 Million for Tshwane, thus 3%). As far as Nelson Mandela bay is concerned, capital reserves are
extremely low and they do not have any loan in their balance sheet. All the metros plan to increase capital reserves and
borrowing’s share in order to have greater room for infrastructure investments.
Ekurhuleni and eThekwini Metros were both attributed excellent grades because of a sound financial management, a
cautious approach and cash availability. They have a good ability to service short and long term debt.
Metros have different borrowing strategies: some combine bullet loans and amortized loans like Ekurhuleni, and some
prefer vanilla plain loan rather than bullet loan like eThekwini which also services its loan bi-annually, at very favourable
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rate averaging 9.6%. Some Metros are very active on the bond market (Ekurhuleni, Johannesburg, and Tshwane).
Resorting either to loans or to bonds depends on proposed conditions.
All the Metros showed interest for additional and innovate financing sources, hence they look positively at issuing
bonds collectively. In so doing, Tshwane is planning to diversify its investors portfolio and considers all in all mobilizing
long term borrowing, capital markets, development finance institution, public-private partnerships, export credit
agencies. When it comes to short-term loans, Tshwane is very keen on borrowing from private Banks. Nelson Mandela
Bay is focusing its efforts on enhancing capital reserves and obtaining long term credit, whether it be from bonds or any
other long term financing source. As Johannesburg is interested in co-financing possible common services with border
municipalities, Sub national Pooled Financing Mechanisms may be suitable for this kind of project.
Moreover, other needs were voiced: Ekurhuleni for instance has no particular issue in accessing finance, its main
difficulty lays on its internal ability to carry out feasibility studies and business plans for its identified projects. It limits
heavily its capacity to implement projects. The financial and technical support DBSA provides was mentioned several
times as one of the solutions they found to unlock those issues.

Roundtable2: Current financing streams for local infrastructure projects in South Africa
M. Reggie Boqo, financial director at the City of Joburg led a panel on the current financing streams for local
infrastructure projects in South Africa. Three experts joined the panel including TV Pillay from the National Treasury,
Tshepo Ntsimane, General Manager of infrastructure funding at DBSA, and Elena Bouganskaia, Head of Water and
Public Services department at IFC. Oupa Seabi, CEO of Gauteng Funding Infrastructure Agency and Phakamani Radebe,
CEO of ABSA Bank rounded out the panel of experts.
The actual evolution of the South African Constitution will give more guarantees to the municipality doing the
borrowing. In order to enter into a loan, municipalities will have to count on the strength of their balance sheets, their
internal governance and their projects to be founded. Long term borrowing (beyond 12 months maturity) should
preferably fit within the life cycle of the infrastructure.
Regarding the South African regulatory framework around municipalities borrowing, several new institutional
arrangements have been made part of the Municipal Finance Management Act in order to ensure public sector scrutiny
that was required for the comfort of the
private sector in lending to municipalities.
“The DFIs are already operating in the country through bilateral

agreements in a way that the national government and those

A first imperative was to set out guiding
institutions operating in a sub-national level are following the rules
principles in terms of transparency,
of the game in terms of the constitutional frameworks”
accountability and security by setting up
TV Pillay, National Treasury
various reports to be directly published on
municipalities and National Treasury
websites, as well as an audit processes. Municipalities are also allowed to issue guarantees to deal with their own
funding requirements.
The MFMA also tried to address default scenarios by putting some fiduciary responsibilities at the municipal level.
When a municipality requires borrowing, the Mayor must table some documents to the Council and the accounting
officer must publish information in the general press about the intention to borrow. The MFMA also ensures financial
recovery through several settled criteria like financial statements to be produced on time, certain reports to be put in
place, recovery plans, etc. In the municipal borrowing process, the private sector should also be responsible for doing
due diligence on the municipality.
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The regulation institutions’ responsibilities are also clear. For example, the South African Reserve Bank is managing
some of the financial sector regulation together with the National Treasury.
Furthermore, the National Treasury is undertaking a regulation reform of local and national pension funds to integrate
them in local authority long term borrowing process.
As a national development bank, DBSA supports local development by focusing on social infrastructure, water and
sanitation, waste management, electricity, roads, transportation, and ICT through 4 tools:
 Loans addressed to all municipalities of the country;
 Support to urban planning (especially for secondary municipalities);
 Support to the implementation of projects (secondary municipalities);
 Support to the infrastructures identified by the Presidential Infrastructure Coordinating Commission (PICC) on
selected municipalities.
For municipalities that are willing to go beyond their balance sheet, the DBSA can open a dialogue with them about
revenue generating activities and public services contracting with private sector.
Through its New Cities Initiative, the IFC mandate is to put infrastructure in the centre of urban development by
increasing loans to local authorities and public interest agencies, and build alliances with the private sector.
For instance, IFC offers a strong expertise in innovative financial solutions that require a financial engineering, including
an excessive risk taking, to develop
public-private partnership (PPP) or to
““Exploring pooled financing mechanisms can give us a way to reach
directly finance private partners. The
smaller municipalities for which it is difficult to provide financing
IFC is also building capacities through
directly even if they are creditworthy”
specific financial consultancy, and a
Elena Bourganskaia, IFC
wide platform of know-how and
experience sharing.
The Gauteng Funding Infrastructure Agency selects projects and makes them bankable in order to reduce the financial
gap existing between the national government and the private sector. Selected projects should be in between 10 to 15
Billion ZAR, have an important impact in terms of urban development, and generate enough revenues. The GFIA also
supports structuring projects through both capacity building and appropriate financial engineering, while seeking
relevant funding sources. In response to the lack of public funding, GFIA had to build partnerships with the private
sector because of a very strict project base. In this case, GFIA determines the procurement procedures, type of
agreements, and risk sharing with the private sector.
Commercial banks have to adjust to the South African financial market by following changes and taking risks in order to
remain competitive. With the financial crisis, banks have been forced to integrate municipalities in their strategy in
order to remain a key stakeholder in
“It is the best time for municipalities or those institutions that are in
financing urban development in South
social investment area because every financial institution that have
Africa.

generated enough income are looking at opportunities that should

Furthermore, the quality of the municipal
be viable”
demand is better than before, and
Phakamani Radebe, ABSA Bank
municipalities are accessing the capital
market by themselves without the banks’ help. Today, banks should stop thinking in terms of financial products and
become real partners with municipalities rather than simply lenders to them. Indeed, commercial banks have to create
partnerships with development banks like the DBSA which is also trying to match this huge existing funding demand.
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To conclude, the panel emphasized the small municipalities’ difficulties in accessing loans. For instance, the IFC
mentioned its difficulty in providing financing to small projects or to lend small amounts, and is always looking at
working
with
financial
“We plan over the next 3 years to disperse R17 Billionto municipalities across
intermediaries. Also, a deep
the three categories which means doubling the municipal infrastructure book
discussion needs to begin with
of the DBSA across all sectors, through the support of planning, infrastructures
the National Treasury in order
to
double
loans
to
investment plans, feasibility plans, and completion of implementation”
municipalities
that
are
under
Tshepo Ntsimane, DBSA
resourced. For instance, the
DBSA is already working with secondary municipalities, and signed a Memorandum of Understanding (MOU) with North
West Province to ensure loans to be used for their water issues.

SUB NATIONAL POOLED FINANCING: HOW DOES IT WORK?
Roundtable 3: Financing alternatives, the pros and the cons of different mechanisms
The roundtable looked at several types of local authorities’ borrowings such as straight bank loans from
commercial banks to the city, concessional loans from DFIs, and local currency bonds directly through the financial
market (single entity bond or pooled multi-cities bonds). David Painter, Senior Finance Advisor with Evensen Dodge
International led a panel with Rob Southey, Head of Asset consulting at Alexander Forbes, Martha Stein-Sochas, AFD
South African Regional Director, Christina Rollin, KfW Sector Coordinator Infrastructure, Nathaniel Munetsi, EIB
Commercial analyst, Remo Moyo, Nedbank Divisional Executive : Public Sector, and Sean Keogh, Head of Strategic
Transactions Group of the USAID Development Credit Authority. The panelists were asked to describe how they assist
local authorities with their long term infrastructure financing, and to give some views of the use of Sub national Pooled
Financing Mechanisms as a possible alternative.
Funding mechanisms addressed to local authorities should provide long term financing that is matching the expected
life spend of the infrastructure being financed, and be relatively large compared to the available funds coming from the
local budget.

« Local governments need to avoid foreign exchanges risks, while getting
the best possible terms in terms of interest rates for the debt financing
itself »

The AFD is a relevant stakeholder in
financing municipalities directly or
through financial intermediaries. In
David Painter, EDII
South Africa, AFD is working through
sovereign loans retroceded for urban infrastructure financing, direct loans without State guarantee (Johannesburg,
Cape Town, Durban), and loans to local financial institutions (DBSA, INCA) or local development funds always coupled
with a technical cooperation component.
Additionally, AFD first contributed to the INCA’s equity through Proparco, before extending loans. For the last loan, AFD
decided to share risks by asking INCA to assume 20% of the loans dedicated to small municipalities.
In Curitiba, Brazil, AFD signed a loan
agreement with the city in order to
“A pool financing vehicle could be very exciting for the AFD. We
provide a budget support dedicated to an
would have to look at our tool kit and how we can use our funding
environment friendly program with focus
instrument, technical support, guarantees, and apply the: in a new
on urban transport for a total of €36
way. We are ready to think out of the box”
Million. This loan has been associated to a
Martha Stein-Sochas, AFD
technical cooperation with the city of
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Lyon (France). Budget support is better adapted to the municipalities’ needs, focusing the discussion on its strategic
objectives and matching the 10 year type of investment to be financed. However, the capabilities of the municipality
should be very strong to spend the loan.
In the Philippines, AFD co-financed a sovereign loan of US$150 Million with the ADB to support the post Typhoon
municipalities’ disaster recovery in 2013. Sovereign loans establish a less direct relationship with local authorities, but
their financial situation may be unchanged at least until the local authorities’ Code is be modified.
In Colombia, a €150 Million loan has been made to Findeter (the local DFI), allowed AFD to reach clients that are too
small to lend to directly, to diversify local authorities’ resources in local currency while providing technical assistance.
The German Development Bank KfW is in South Africa since 1995, and has had its regional office opened since 2008.
The KfW is providing soft loans for
“While National government sets the framework in which the municipalities
project investment, and grants for
should act, the actual prioritization, planning and implementation should
preparatory studies together with
accompanying measures. The KfW
lie entirely in the hands of municipalities”
is also working with financial
Christina Rollin, KfW
intermediaries like local DFIs or
other funds dedicated to urban development.
With the South African municipalities, the KfW is implementing an Advanced Solid Waste Management Programme
though grant funds of €6 Million received by the Department of Environmental Affairs (DEA). Another programme
focuses on Non-Motorized Transport (NMT) through a Financial Cooperation grant of €5 Million, where each
municipality (EThekwini, Polokwane, Johannesburg) should contribute up to 10%. The “Violence Prevention through
Urban Upgrading” (VPUU) is developed in the Khayelitsha township through a €20.5 Million grant directly from the
Western Cape Province to the municipality of Cape Town.
The KfW financial strategy for municipalities is looking into combining grant and loan elements. The loan element for
infrastructure upgrading is combined with Technical Assistance for efficient planning and implementation of projects
and the promotion of private sector engagement in the targeted precincts. The selection of municipalities is made
through a tender and not only an appointment, and is tailor-made depending on the needs and capacities of the
municipality (financially stronger municipalities can access higher proportion of loan funding).
The
EIB
finance
South
African
“A paradigm shift is needed in terms of how we are going to be
infrastructures focused in water, energy,
participating, and to work around the parameters of our mandate
transportation, and ICT sectors. With an
AAA credit rating, the EIB gets funding
to see how best to shift from loan financing, […] for example to
from the international financial market
providing guarantees for the first time issuing the pool”
and works closely with the National
Nathaniel Munetsi, BEI
Treasury in order to obtain the most
competitive borrowing rates (through its own €/ZAR treasury). In South Africa since 1995, the EIB is working not only
with the central government but also with sub-sovereign and parastatal entities, as well as private developers and
other PPPs.
The EIB can either work directly with municipalities for projects greater than €25 Million or work on smaller projects
(less than €25 Million) by providing framework loans. The municipalities can pool their projects into one big loan.
Regardless, the EIB will look at municipalities’ credit worthiness, capabilities, management, governance structure, debt
service. For example, the EIB financed EThekwini municipality with a line of credit up to €100 Million dedicated to a
water and sanitation project.
The EIB is also working through DBSA and commercial banks like Nedbank, especially for housing supporting campaigns.
The USAID agency has been working for 15 years offering partial guarantees up to 50% on principle, and private equity
share. USAID offers State guarantees but is also works with local governments. The Strategic Transactions Group only
exists for 4 years and is dedicated to big projects requiring complex financial arrangements.
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For the City of Joburg, USAID offered a first long term guarantee together with ABSA on a US$25 Million, 5 year
reimbursable financial product. This guarantee increased the municipality’s credit rating to A- in order to issue a first
bond on the capital market
“Pool Financing does open capital market for borrowers who will only be able to
following by a second
access private loans that are more expensive for more restricted terms. This will
issuance to reimburse the
increase the ability of the borrower access to a more liquid and cheaper market”
first loan.
Sean Keogh, USAID
In India, USAID guaranteed
up to 50% on a bond to the
Special Purpose Vehicle Tamil Nadu Urban Development Fund (TNUDF) pooling 13 local authorities to issue a US$6.4
Million bond in 2002, with a 15 year maturity. Each local authority repaid their debt before the end of the financial
transaction.
USAID also offered a 50% guarantee to the City of Dakar which has been rated A- by Fitch Rating for a 7 year bond
issuance. The coupons will be 6.60 for a total of US$42 Million. The bond will be used to finance a commercial market,
water and sanitation infrastructure and roads. Dakar set aside a debt service reserve ratio about US$ 6 Million, and the
Bill Gates Foundation was involved in this 5 years process building the model.
As the USAID Development Credit Authority goal is to get real transactions off the ground to provide development
impact. The DCA wants to be positioned where they are needed the most by financing relevant projects, and deepening
the capital market.
In South Africa, Pension Funds are clients for municipal bonds. The municipalities have direct access to institutions like
Government Employees Pension Fund or Transnet but provided that they have enough capacity in terms of financial
arrangements. The common alternative is to go through assets managers (i.e. Future Growth) who will look at the bond
structure and municipalities’ creditworthiness.
Alexander Forbes is orientating the Pension Funds’ investments toward strategic sectors without being directly involved
in the financial arrangement. Infrastructure investment especially related to clean energy (i.e. solar) and big
investments in roads are well demanded. These investments are mainly structured through bonds.

Sub National Pool Financing Mechanisms: Pros & Cons from a banking standpoint

(from Remo Moyo, Nedbank)
PROS


Creating a new appetite among investors generated by a new credit class



Gearing the level of the municipalities that are not prepared for this type of risk



Following the historic institutional appetite for public sector paper



Counterbalancing the shortage of assets that has driven pricing down resulting from excess cash
chasing too few assets



Rebalancing the “right price” for the “right asset” mix



Giving some bargaining power to the municipalities



Encouraging investors to start working together



Reducing transactional costs and time

CONS


Risk profiling of multiple entities caused by a dilutionary effect to the better rated entities



Risk assessment methodologies within investor portfolios would have to change to anticipate this



Challenge for investors which may need amendments to their existing mandates



Credit enhancement will be necessary if needed
Governance assessment given the multiple entities



Appreciation of the municipalities intent of doing this by the investor market



DFI participation necessary to build confidence first



Risk taker to fill the gap between the high risk, non-commercial end of the scale and the
commercial end



First loss support and other credit enhancing commitments from DFI’s will be required
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It is very interesting to better appreciate the response of the market dedicated to municipalities regarding a new Sub
national Pool Financing Mechanism and to consider the DFIs implication in the process.
M. Stein-Sochas already confirmed that AFD will need to be involved in this type of financial mechanism and suggested
that a working group be established in order to better understand the challenges involved. KfW, EIB and USAID are also
interested in participating in the discussion. According to R. Moyo, the commercial banks should be actively involved in
the consultative process in order to already be aware of this new financial product and risk. The appetite for secondary
and small municipalities already exists but there is no viable tool to facilitate financial transactions. The investors’
appetite will be lead by the quality of the project to finance: if the Sub national Pool Financing Mechanism is consistent
and gives a minimal risk on identified projects, Pension Funds will be interested as well.

Dialogue 2: Presenting the supply side from financial and institutional partners
This dialogue introduces the financing DFIs are supplying to municipalities and detailing its characteristics,
limits, and the opportunities it provides for South African local governments. It also measures partners’ interest in
supporting Sub national Pooled Financing Mechanisms. Shiva Makotoko, Head of Public Sector Distribution at Alexander
Forbes moderated this dialogue which featured GulelatKebede, Head of Urban Economy and Finance at UN-Habitat,
Allan Hackner, Head of Financial Sector program for South Africa at USAID, Lydia Menouer Investment Officer at AFD,
Busso von Alvensleben, Director of Pretoria Office at KfW, and David Painter, Senior Municipal Infrastructure Finance
Adviser at PPIAF/SNTA.
Though UN-Habitat is less active in South Africa now than in the past, they still think that opportunities in the country
are real. The integration model they promote can be done through the three pillars of urban development: urban
planning, urban governance, and financing. As a matter of fact, problems most often arise from difficulties financing
investments that yet have been planned.
On the financial side, UN-Habitat is focusing on land-based finance, projects finance, and creditworthiness
improvement. It is the core of their New Urban Agenda, aiming to prepare the Habitat III Summit in 2016. While UNHabitat is directing its building projects on those specific elements, it also targets Public Private Partnerships as well as
municipal creditworthiness improvement. The organization is keen on enhancing municipal finance in the long run.
USAID is currently developing two new initiatives intended for municipalities:
The « Africa Private Capital Group » creates partnerships with private investors and other financing institutions to
foster a pipeline of investment opportunities. Transactions would focus on several sectors, including energy,
infrastructures, education, and health. The implementation strategy rests on some core principles:
 A partnership with finance stakeholders in order to select the problem deals in their pipeline which prevent
them from investing (in debt or equity). The aim is to understand the bottlenecks of these transactions so as to
provide the right technical support or additional guarantees.
 Facilitating the issuance of municipal bonds in the Southern part of Africa, including South Africa. On the
supply Side, USAID plans to identify issuance opportunities, including Sub national Pooled Financing
Mechanisms, as well as potential investors on the demand side. They also expect to find financial stakeholders
willing to support facilitation processes.
The « South Africa low emissions development program » will be launched in 2015 and should provide central
government with financial support to implement the Green growth agenda. The program was designed by the Ministry
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of Environmental Affairs to assist in the definition of green projects and to ease private sector participation in bankable
projects financing. Municipalities can all benefit from this program. USAID is indeed interested in working with local
governments which are the most in need of guarantees, capacity building and technical assistance.
The AFD does not provide 100% financing, but rather additional funds coupled with technical assistance and/or
expertise. Its first project was in partnership with the DBSA though six credit lines that were intended to finance mass
public transportation first. It was then extended to smaller municipalities. AFD also financed the Pan African Capacity
Building platform which proposes Masters degrees to train technicians from municipalities.
Moreover, AFD was one of the first to put capital into INCA, a structure dedicated to municipal finance. A grant was also
provided to finance a fund for capacity building together with FirstRand and INCA. The aim was to finance the training
of technicians abroad and some summer camps. AFD also financed the « Municipal finance and accounting book ».
In 2005, they partnered with Johannesburg to finance the refurbishment and the extension of the water supply system
in Soweto, this was coupled with a technical support component. Another partnership started with Durban in 2006 so
as to finance the first “switch from gas to electricity” project. The loan amount was R2.3 billion and had a very
favourable rate. It also included a technical cooperation side dedicated to the creation of a Public Transport Authority.
From now on, AFD is focusing on smaller sized loans but in greater quantity, keeping its technical assistance
component. Recently, a new direct loan was granted to Johannesburg to finance investments in urban restructuring,
with a climate resilience perspective. The technical component should bring international expertise with it.
The KfW is focusing on viable projects, looking upon their development objectives, their bankability, generated
revenues, and local management capacity. In its support to advanced solid waste management strategies, it only
selected the 3 municipalities having the best terms of reference and the best preparation (management,
creditworthiness, etc.). It also participated in Johannesburg’s Bus Rapid Transit (BRT) and it did the same in SOWETO
through its non-motorized transport project, linking a specific road segment to BRT, bus, and train stations. The VPUU
project in Cape-Town aims at reorganizing infrastructures in townships to prevent violence (lights, cultural centres,
etc.). It was a participative process through which municipalities showed excellent organization and planning skills.
The KfW also provides support in financial structuring. As it is harder for small municipalities to access finance, there is
an interest to go as a collective on the market while securing revenues generated from their infrastructures.
For now, subsidies are only directed towards municipalities which have to provide matching funds (Johannesburg,
Tshwane, and Port Elizabeth).
The KfW has also developed a fund dedicated to independent energy producers which is partly made of senior debt,
essentially sourced from by private banks, and subordinated debt. The latter is riskier and DBSA provides it with
guarantees which are then refinanced by KfW. This financial package might be extended to municipalities.
Except for Cape Town, KfW is interacting with national agencies of the Ministry of Environment rather than interacting
directly with municipalities. KfW is willing to get closer to cities networks.
While KfW has not worked on bond issuance so far, it still can purchase bonds and do some credit enhancement.
Based on its experience, KfW intends to limit its support to:
 A local commitment in terms of development targets and management capacity
 Making municipalities compete through call for tenders and beauty contests
 A financial package that complies both with a financial institution’s requirements and municipalities’
capabilities
 A search for innovative financing mechanisms provided that balance sheets are sound and/or risks are
minimized.
The Sub National Technical Assistance (SNTA) program is aiming at directing, through small and short-term subsidies
dedicated to technical assistance (all between US 50,000 and 500,000), private capital flows towards greater equity
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participation. It also aims at stimulating Public-Private Partnerships. Furthermore, it assists sub-national entities in
mobilizing long-term finance, particularly through:
 Support to enhance a municipality’s rating (Dakar, rated with BBB-, had its bond rated A)
 Legal framework improvement
In the South African context, a SNTA subsidy might help in creating a Pooled Financing Agency. SNTA is currently
assessing Johannesburg’s application for a support to its « Tax Increment Financing Bond ». This tool is a way to capture
the value generated through the particular zoning that is coming with an infrastructure development.
The Credit Worthiness Initiative is a proposed SNTA program, to which municipalities can resort through a Credit
Worthiness Academy. This allows online financial self-assessment, conferences on creditworthiness enhancement, and
action plans aiming at enhancing financial rating.
IFC confirmed that public tendering complexities remain a challenge for international financial institutions. It takes
approximately six months to assess a municipal project, the length depends on the degree to which needs are
accurately defined, the ease in making financial information available, and the degree of experience in this type of loan.
Moreover, if there is sufficient liquidity in the market, IFC does not compete with the private sector. In certain
countries, exemptions can be given by the National Treasury or the Ministry of Finance to avoid call for tenders and
work directly with municipalities. Another option may be to resort to financial intermediaries such as municipal
companies or others. Guaranteeing bond issuances may be another option. While IFC may be creative on the means to
access municipalities, there is a need to know the country’s local needs before hands.

Roundtable 4: Sub national Pooled financing Mechanisms – How does it work? What are the
benefits?
The objective of this roundtable was to better understand Sub national Pooled Financing through different
mechanisms that have been implemented around the world. Lars Andersson, Member of FMDV’ Board, moderated the
roundtable and invited David Painter, Senior Financial Adviser for Evenson Dodge International, and Yves Millardet,
President of the Agence France Locale (AFL) Directoire,
« During the 40 years of existence of Kommuninvest,
to share their experiment.

the joint guarantee has never been used and about
In Europe several Local Government Funding Agencies
90% of the local authorities are members of the
(LGFA) are working in competition with each other.
Agency”
The Swedish LGFA Kommuninvest’s credit rating is AAA
Lars Andersson, International Expert
with a total balance sheet of US$36 Billion in 2014, and
US$345 Million of equity (being 1% lent to local
authorities). The loan allocation and amounts are calculated according to the local authorities’ total population and
attributed as general budget support. Through a very lean and non costly structure, Kommuninvest divides the political
level represented by a cooperative (the local authorities becoming members according to their credit rating), and the
technical level constituted by a financial entity (which is also in charge of the guarantee agreement).
During the 2008 crisis, Kommuninvest remained the only financial institution being able to access the capital market.
Moreover, 78% of investors of the last bond in US$ were Central Banks, demonstrating the Agency’s credibility.
The European LGFA legal status can be diverse (association, cooperative, bank or other credit institution) as well as the
market share models.
In Denmark, KommuneKredit is an association created in 1999 and bringing 100% of the local authorities together. The
LGFA is supervised by the Ministry of Economic Affairs and Interior. In 2013, the total amount loaned to local
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authorities was €19 Million, for €24 Million total assets. Members are jointly and severally liable for all of
KommuneKredit’s obligations, and the guarantee has never been exercised.
The Kommunalbanken of Norway (created in 1976) is 100% owned by the central government and the local authorities
having 50% of the market share.
In the MuniFin Agency, the Finnish Pension Funds own 30%, the State 16% and the local authorities 54%. All
municipalities are jointly liable on a pro rata basis for the institution’s commitments. The MuniFin Agency is financing
local governments and also housing. Recognized as a specialized credit institution and supervised by the Finnish
Financial Control, the Agency is also providing financial advice to local authorities with their investments.
Half of the Netherlands BNG bank's share capital is held by the State of the Netherlands and the other half by more
than 95% of all the municipal authorities, 11 of the 12 provincial authorities and a Water Board.
In 2013, the bank total assets were €131 Billion for a net profit after tax of €283 Million.
In Japan, their Agency was created in 2008 but existed since 1957 in a different legislative status. Its total assets were
US$234 Billion in 2013, with 1789 Japanese local governments contributing to the capital.
The creation of the Agence France Locale has been encouraged by discontent of the French local authorities with
commercial banks which didn’t serve local interest (in terms of price and type of products which were mostly toxic).
After 2008, banks didn’t have the possibility anymore to lend to the local authorities regardless of their high credit
rating.
The AFL objectives are to diversify French local authorities’ funding sources, to ensure secure access to liquidity for
French local authorities, and to optimize the
“There no unique solution to be applied everywhere and the
funding costs.

Agence France Locale was the end of a step by step process
The AFL governance is based on a dual company
depending on where you start from according the cultural as
entity. The “société territoriale” which is 100%
well as political context of the country”
owned by member local authorities through
Yves Millardet, Agence France Locale
paid-up capital, in order to represent
shareholders, manage the guarantee mechanism
and nominate the Supervisory Board. The “credit institution” is governed by a supervisory board, and an executive
board constituted of 22 employees dedicated to the operational management, fund-raising in bond markets and loan
provision to local authorities.
After long discussions with the French government, the AFL required a change in the French Finances Law in order to
allow local authorities to become capital shareholders. This law has been adopted in July 2013, the banking license
obtained in December 2014, and the AA2 credit rating attributed by Fitch Rating in January 2015. The first bond
issuance is expected for March 2015.
At the beginning, the AFL included 100 members who injected the first funds up to 8% of the total capital. One of the
AFL’s strength is its lean organization where only a few employees are working in order to give the priority to an online
management.

The dual AFL first call guarantee system is based on :


An independent and individual first call guarantee undertakings made by each member (call by
creditors)



An independent first call guarantee undertaking made by “ Agence France Locale – Société

Territoriale” (call by creditors)


An implicit guarantee through the State obligation to create a repayment fund for the eventual
defaulters local authorities

Moreover, strict budgetary rules are imposed by the French government to local authorities by
preventing access to the budget deficit, and not using loans for operating balances.
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The AFL will issue bonds in €, make public transactions in all currency where there will be opportunities to find cheap
funds, private investments and socially responsible investment. The AFL objective is to have the same liquidity
management as DFIs and as commercial banks by lending only plain vanilla money to local authorities, and limiting its
market share to 25% of the French market. Also, the AFL doesn’t make a profit but the gains go to the agency reserve.
The AFL will be regulated by the French “Cours des Comptes” and will be rated several times by private credit rating
agencies and a member of the French Banks Federation.
The local authorities’ creditworthiness is reviewed in order to be accepted to the AFL through an internal quantitative
and qualitative rating, and the loans are calculated from their balance sheets.
The US State Bond Bank has a similar financial mechanism as the European model, but the institution is owned by the
State and not directly by local authorities. It is a pooled financing vehicle structured to provide certainty and
transparency to the entities and investors participating in the pooled financial operations it implements. The financial
vehicle could be a corporation, non-governmental organization, public organization or master trust fund. Bond banks
typically also provide advisory services to municipalities and local utilities participating in the pooled financing.
The bond bank establishes a Transactional Trust account to implement each pooled financing operation; it should
implement at least one per year. The model averts credit risk for each transaction and provides the legal and
procedural soundness that investors and/or creditors require to finance larger volumes of money at lower cost and
longer terms.
In US, the Maine Municipal Bond Bank was created
in 1971 by the Maine State Legislature. The agency
has an immense history of providing Maine’s cities,
David Painter, EDI
towns, school systems, water and sewer districts,
and other governmental entities access to low cost
capital funds through the sale of its highly rated tax-exempt bonds. Established as an independent agency, the Bond
Bank is administered by a board of commissioners appointed by the Governor. The Bond Bank works closely with its
municipal clientele to provide unique, cost effective and competitive financing programs. MMBB is also the co-sponsor
of the Maine Power Options program providing electric aggregation services to eligible borrowers as well as the chance
to purchase fuel oil as part of a bulk purchase program.

“The quality of the Bond Bank is given by a meticulous
examination of the bonds structuring”

In Mexico, the State of Hidalgo selected EDI to develop the first bond bank to execute pooled financing. The bond bank
received AAA rating and issued US$240 Million equivalent in bonds in 2007, which were over-subscribed and sold at a
record rate of Mexican prime plus 14 basis points for a term of just over 12 years. In 2010, the Bond Bank borrowed
US$40 million equivalent on behalf of 60 of the state’s 84 municipalities, enabling these entities to access long-term
financing at a record fixed rate of 7.2%. This transaction is unique because it served very small and poor municipalities
some of which had never gotten a loan before in history. In March 2012, the Bond Bank borrowed approximately
US$200 Million equivalent on behalf of the State Government and 20 of the state’s 84 municipalities borrowing to
make green improvements to their public lighting systems. The transaction closed at Mexican prime plus 95 basis points
for a term of 15 years.
In India, the Tamil Nadu Urban Development Fund (TNUDF) is a State initiative with a private management that is
financing infrastructures. In 2002 it created the Water and Sanitation Pooled Fund (WSPF) as a trust fully owned by
Government of Tamil Nadu, and designated as a State Pooled Finance Entity under Government of India regulations.
Compared to the US model, it is a non bank structure.
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In 2002, they did the first pooled transaction in India with 14 municipalities in order to refinance a whole series of loans
that have been previously made by the TNDUF to finance water and sanitation infrastructures at an interest rate of
16%. The WSPF pooled bond was equivalent of US$25 Million at a rate of 9.2% with a 15 year term.
The bond credit enhancement has been made through an escrow of property tax and other collections, the creation of
Bond Service Fund by the Tamil Nadu Government and an USAID guarantee for 50% of the principal amount.
Additionally, it was possible to do an interception of State transfers in the case of failure of cities to honor their
commitment.

Roundtable 5: Presentation of the different steps for implementing Sub national Pooled
Financing Mechanisms
This last roundtable was aimed at exploring the different steps to follow and to effectively create a Sub national
Pooled Financing Mechanism. The objective was to better understand how local authorities can first start to pool
together to access the capital market and to stress several issues that shouldn’t be missed during this process. Carlos de
Freitas, Program Director at FMDV moderated the panel. He gave the floor to David Painter Financial advisor at EDII,
Lars Andersson, Expert and Member of the FMDV board, and Yves Millardet, Chairman of the executive board l’Agence
France Locale.
David Painter started by highlighting that the most important common element between the pooled financing
arrangements is the need for a professional
management for implementing the actual financing
“All of the pooled financing arrangements that have an
transaction. This management needs to be quite lean
institutional base, are helping cities to figure out how to
and very transaction oriented and be able to buy the
manage their finances in a sustainable basis”
right skills of other service providers that are not in
David Painter, EDI
house.
It is important to carefully structure the bond issue to reduce risks through credit enhancement and giving guarantees
to protect the investors’ interests. In India, there are 3 layers of credit enhancement. The 14 municipalities pooled their
money into an escrow account, insured by a bond service reserve fund. Furthermore, there is a state government’s
ability to intercept transfer revenues to replenish the reserve fund. Because the model was new, USAID provided a
partial credit guarantee played a key role showing the security of this investment.
Pooled financing entities should expect to go out with bond issues several times a year to generate enough transaction
activity and use few basis points to fund the operation (to pay for the professionals). It also helps to maintain contact
with the market and understand the investors’ appetite for a particular type of financing.
Finally, pooled financing entities need to only focus on financing infrastructure and not any other kind of financial
activities. They should offer a single product to the market and the local authorities: an access to capital on preferential
terms that municipalities will otherwise be unable to get because they didn’t have the credit rating the pooled financing
does.
In France, the Club Deal has been a first step before the creation of the “Agence France Locale”. In 2004, 11 local
authorities (Urban communities) raised €106 Million on a 20 year amortizing maturity through a Club Deal. The bond
has been rated AAA, the average of each local authority’s credit rating.
If the first bond was just a private placement, the second one has been listed in the French capital market bringing the
interest of investors. In 2007, a new kind of local government (Agglomeration Community) went into the transaction.
In 2008, after the fall of Lehman Brothers and when banks weren’t able to borrow from the capital markets anymore,
22 local authorities achieved a Club Deal which was distributed to banks. As there wasn’t any vehicle there was a need
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for an amortizing structure. In 2012, a Club Deal pooled 44 local authorities to raise €610 Million with 3 banks that
structured the bond and provided the proceeds to local authorities.
Club Deals helped to politically prove the existing interest from local authorities to team up and decrease the pricing
through their new strength on the market. However, the type of investors who bought these transactions were the
same banks who were already lending to local governments through credits. The Club Deal mechanism also forced the
investors to analyze the individual financial situation for each local authority that had assumed the risk individually.
Consequently, some investors didn’t buy the deal because of a lack of time and capacity to make those financial
analyses.
“I will suggest doing first a Club Deal to see what is like to
That is why the Club Deal has been great to start
work together within the local authorities, to test the market
with but didn’t remain professional enough to be
recognized by the big investors of the worldwide
and the appetite of the investor, and eventually you may
capital market, starting with the Central Banks.
proceed into forming a Local Government Funding Agency”
Lars Andersson, International Expert

In the beginning, the Association of the Urban
Communities talked to several Chief Financial Officers to explain the product and check if it was financially interesting
for them. The Association further conducted the process by launching the tender for bankers and coordinating the
stakeholders. When the transaction started to involve other types of local governments, the Association of French
Mayors was appointed to coordinate efforts to get the Law modified, to do other lobbying with the State, and to
professionally discuss with the market.
Most of banks have been against the
creation of the “Agence France Locale”, as
““The South African Central Bank is a huge investor in capital
well as a few employees from the French
market and buys very regularly entities like Kommuninvest,
National Treasury. However, the Secretary of
MuniFin, etc. where the money is targeted for this king of big
State from the Ministry of Interior has been
financial institution”
really enthusiastic about the project.
Yves Millardet, Agence France Locale
Investors were also motivated by the agency
in order to provide local authorities with a professional access to the capital market while decreasing risks.
To start the process, a group of 75 local authorities pooled some money with the Association of French Mayors in order
to establish a bridge loan to appoint several advisors (bankers, lawyers) and finance the agency feasibility study (€500
000). Local authorities used this professional study to start negotiate with the French State.
The creation of the “Agence France Locale” itself, through appointing in house, top rank consultants and looking for
external bankers, cost €15 Million out of a promises of payment by local government over a 3 years period of €110
million (about 10%).
The money spent will be repaid with the “Agence France Locale” inaugural transaction in March 2015, and the activities
balance will hopefully be reached in 2016.

The road to Sub national Pooled Financing


Create a group with a clear commitment of participating local authorities;



Appoint a steering group at a political level, and a project group (City manager and CFO
level, Advisors, etc.)



Review the legal framework and financial decentralization in order to know what is possible
in terms of pooled financing;



Review the local governments’ creditworthiness and their financial management capacity
(decentralized competences, revenue streams, level of expenditures, debt management,
institutional factors, etc.).
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For the IFC, it is very good to explore the full potential of decentralization, where South African municipalities are
starting to work closely on different issues to make them reliant on grant financing, concessional lending, central
government’ soft loans directly or through development banks, etc. Municipalities will have to meet the standards and
agenda of investors, and have the flexibility to get the funding where it is needed for their projects. Of course, there are
issues with creditworthiness, capacity at the municipal level, and other challenges, especially in secondary
municipalities. Pooled financing seems to be a good instrument for creating an incentive structure for municipalities to
build
these
capacities,
“The IFC can play a role in promoting pooled financing in the countries like
improve creditworthiness, and
South Africa where there is a sufficient level of decentralization, other
cooperate
with
other
perquisites like legal framework for sub national for borrowing, creditworthiness
municipalities.

and willingness of municipalities to cooperate on this issues”
IFC is interested in helping
Pavel Kochanov, IFC
municipalities move to market
based borrowing, and reinforcing their capacities through participating into discussions with municipalities,
representing the investors’ views on the potential structure of this instrument, and bringing some other expertise from
the World Bank or from the IFC sub national finance team.

Dialogue 3: Exploring the possibilities for bond pooling in South Africa
Dialogue 3 was intended to review briefly the discussions held during the two previous days and discuss the next steps to
follow so as to pursue the reflection.
|Remo Moyo, Divisional Executive of Public Sector at Nedbank, asserted that this reflection on Sub national Pooled
Financing was essential and that it will benefit municipalities, provided that all relevant stakeholders are consulted in
order to avoid future blockages. Investors will also have to be consulted so that they are enabled to secure internal
arrangements and approvals from their boards of directors.
Municipalities’ pooling strategy will also be critical to the success of the initiative. To do so, one should ask whether
they all need to have the same rating or, if it is not the case, how to integrate those that are lower rated through
capacity building and guarantees.
From a legal standpoint, one should ensure that competences are actually transferred and that municipalities are
having appropriate disclosure standards.
From a banking standpoint, it is an exciting alternative to access public sector.
|Sithole Mbanga, Director of SACN, recalled that the institutional context of municipalities had to be considered while
reviewing possibilities for developing Sub national Pooled Financing. Moreover, one needs to get a true national
consensus on municipalities’ broad needs. Indeed, cities are national assets. He recalled that urban development was a
national project as well, that aims to promote sustainable growth. Hence the necessity to take the debate on Sub
national Pooled Financing at the State level.
The constitution is also constraining all spheres of governance to consult each other. Thus, it is essential to set a broad
consultation to ensure the reflection on Pool financing implementation will be successful. Furthermore, M. Mbanga
recalled that urban development policy was pro-poor orientated, which implies that any resources diversification
mechanism should direct infrastructure provision towards this population in priority.
|Jean-François Habeau, FMDV Executive Director, indicated that previous presentations showed that Sub national
Pooled Financing mechanisms could have varied forms and should be developed in a consultative way so that legal
frameworks, national policy vision, among others, are fully taken into consideration.
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|Khomotso Letsatsi, Group Treasurer: City of Joburg, thanked panellists of the day for their inputs. Johannesburg City’s
goal was to dig into different mechanisms likely to diversify South African municipalities’ finance while identifying
associated stakes and implementation possibilities at the same time. Starting a reflection on Sub national Pooled
Financing in the South African context will imply to gather all relevant stakeholders. This workshop was a first step to
open this discussion and it should be taken forward, hoping it will be an all-round national program.

COMPLEMENTARY WORKSHOPS
|Sheila Galloway, CEO of Utho Investment Holdings, moderated two complementary sessions on mechanisms to
finance infrastructure that are too little explored in South Arica but yet have an interesting potential.

Focus 1: Alliance with Private Partners to finance urban infrastructures: for an understanding of
mutual interest
|David Painter, Senior Finance Advisor at Evensen Dodge International Inc., stated that his intervention would be
essentially drawn from the expertise EDII has acquired in Mexico.
He recalled that municipalities should not expect finding in Public-Private Partnerships a way to finance infrastructures
off their balance sheet. It will cost them anyway.
He then presented a continuum of partnership possibilities between public and private entities, each one featuring a
differentiated degree of public or private commitment. Thus, public engagement is in a greater proportion when
municipalities access private financing and hire private developers to build infrastructure. It is the same for Pooled
Financing Vehicles.
Private engagement is in a greater share when it comes to franchise, lease financing, sale lease back financing, real
estate investment Trusts, concessions, and In-sourcing / outsourcing.
To develop a Public-Private Partnership, one needs to create a corporate Trust first, in order to engage the private side.
Then there is a need to design a revenue agreement so that the private entity fully knows how it will source its revenue.
Moreover, a Project Fund should be created to finance the equity side of the PPP. Capital market investors will interact
essentially with the Project Fund. Local authorities also have to contribute to the financing, through land provision for
instance.
One should also ask how the private entity will be paid: if demand for the service is below what was planned and does
not allow to cover the costs, municipalities may have to step in. Same for services targeting low income users (such as
electricity) where affordability issues arise, municipalities may be required to participate.
The Project Fund need to be carefully managed otherwise it may hamper investors’ confidence over the long run.
Dividends are to pay investors back.
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Focus 2: Land Based Financing: to an integrated approach

|Gulelat Kebede, Head of Urban Economy and Finance at UN-Habitat, explained how relevant discussions on land
value based finance are as the latter contributes to local authorities’ revenues stability, which is key to credit markets
access.
The interest for resorting to land based finance arises from a land value increment which can be attributed to the
economic productivity of the urban space, a change in legal status or zoning, or a public provision of services. Hence,
through land based finance tools, the increment generated by public expenditures can be returned to municipalities.
Several land based finance tools were given, among which land readjustment, betterment levies, capital gains taxes,
developer exactions through land or financial contributions, and transfer of development rights.
UN-Habitat is implementing the PIlaR project, an ongoing pilot that focuses on land readjustment in Medellin. This
allowed to reconfiguring the plotting in an area that is candidate for slum-upgrading. This long-term program should
increase urban density, generate additional land that can be sold, create new residences and generate further value.
Other case studies were mentioned, including City Extension Plans that were implemented in Philippines, Egypt, and
Rwanda.
UN-Habitat has also developed a training package on land based finance. It is made of three components: a conceptual
basis which is intended to political readers, a technical part dedicated to the tools that might inspire experts and
practitioners, and very detailed case studies allowing participants to get a full picture of success factors.
He then emphasized the tight link between urban planning and land based finance strategy: urban planning is indeed
generating land value, and municipal financial sustainability a condition to implement a quality planning.

|Abebe Zeluel Gonete, from the Ministry of Urban Development, Housing and Construction in Ethiopia, reviewed
Ethiopia’s demographics, mentioning the national target of being an emerging country by 2025. He also recalled what
the decentralization trajectory of the country was and the choice for a federal state. In this framework, states defined
for long competences and resources of local governments.
While land lease was already authorized in 1996, they were truly strengthened in 2004. This tool was set to value public
lands, to contain urban sprawl (in compliance with the Master Plan), to increase local governments’ revenue sources,
and to control capital gains generated though land right transfers. This system shows the alignment of central
government to local authorities’ needs as those are seen as centres that are to be valued for the sake of national
development.
Urban municipalities are allowed to lease land over the long run and use generated revenues to finance infrastructure.
Thus, a great deal of land value is associated with government’s intervention (Land use conversion permit, public
infrastructure, etc.). Land acquisition is made with commensurate compensation, and then businesses and middle/ high
income houses are auctioned plots, whereas manufacturing, MSEs and low income households are going through an
administrative allocative process.
Up to date, 540 cities are leasing land. While other revenues’ share (charges and tariffs) are declining in local budgets as they are in nominal terms and thus more eroded by inflation, land lease revenues’ share are increasing (Birr 27
billion in Addis Ababa). Those measures are fostering investments.
Land lease still have certain challenges:
 Lack of implementation capacity and land supply
 Law enforcement follow-up problem
 Non steady nature of lease revenue which depend on land supply and are not indexed with price change
 Weak land information system
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Land lease should be complemented with property rates. All-round massive capacity building programs and education
system expansion are ongoing. Land supply improvement, informality control, and cadastral plan improvement are also
being implemented.

Closing remarks
|Mpho Parks Tau, Executive Mayor of Johannesburg, welcomed the positive feedback he had about the seminar. The
outcomes of these discussions will be disseminated within SALGA and the Gauteng Province, but also during the next
Board of SACN. He also encouraged the FMDV and the City of Joburg to pursue the work started during these three
days, and to push further the dialogue on Sub national Pooled Financing Mechanisms for South Africa.
|Geoffrey Makhubo, Johannesburg Member of the Mayoral Committee for Finance, and FMDV Vice-president, was
pleased to see the dialogue South African municipalities had with DFIs, banks, National Treasury, pension funds, rating
agencies, and all relevant stakeholders in infrastructure finance.
The workshop fostered discussions on innovative financing mechanisms which are thought to be essential but require
mutual understanding of local stakes, mandates, and each one’s processes.
There is a need to determine the appetite from the market to the sub national segment, and especially to lower
interest at the very most. There is also a need for more bargaining capacities with municipalities’ funding partners, to
lower the cost of debt and improve ability to access funding.
During the workshop, municipalities also had the opportunity to feature their present financing opportunities, their
strengths and weaknesses. Hence, many financing flows and tools may be accessible to municipalities, provided that
they keep on building their local capacity.
All present partners showed strong interest in exploring further Sub national Pooled Financing Mechanisms. This would
allow to bridge the funding divide in financing urban infrastructures. Naturally, there is still a need to address issues
related to the necessary adaptation of the legal framework, to technical capabilities, political willingness, risk
management, etc.
As the Vice-President of FMDV, he asserted his willingness to establish a task team that will be responsible for taking
forward the concept and setting an extensive consultation process with the right stakeholders. He called on everyone
to support this initiative, which is part of the FMDV Sub National Pooled Financing Program to be developed in 4 other
countries (Mexico, Colombia, India and Turkey).

Sub national Pooled Financing Mechanisms (SPFM) Program / Road Map
This seminar was part of the Sub national Pooled Financing Mechanisms (SPFM) Programme initiated by FMDV in five
countries (South Africa, Mexico, Colombia, India and Turkey) and was organized in the frame of the Resolutions to Fund
Cities Campaign toward Habitat III.
The SPFM Programme aims at setting a multi-stakeholders platform, first to explore jointly the opportunities to develop
SPFM in emergent countries, and second, when the potential and political will are substantial, to set-up pilot
transactions through the support to the required regulation adjustments, technical assistance and financial
engineering.
As stated in the conclusions of the event, this first seminar constituted the starting point of a SPFM Country Programme
in South Africa. Strong interest on the matter was indeed expressed by representatives from South African
municipalities, Provincial and Central governments, local governments’ networks, institutional and private banking and
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financing players, all gathered in order to measure the interest in implementing Pooled Financing Mechanisms at a local
level.
As a concrete and operational follow-up, it has been proposed and agreed to build on the momentum of this dynamic
on SPFM in South Africa through the creation of a dedicated joint Task Team (TT).
The multi-stakeholders TT should gather a group of voluntary and committed municipalities, SALGA, SACN, the National
Treasury, DFI’s and other interested stakeholders like private banks, pension funds, consulting firms and rating
agencies. Its first objective will be to build an exploratory business case identifying clearly the potential, opportunities,
obstacles, necessary conditions and possible way forward to integrate Pooled Financing strategies and mechanisms for
subnational authorities in the SA context. To this end, consultative and cooperative dialogue, data collection and
exchange of views and expertise between the core stakeholders appointed will be organized and systematized. Then,
depending on the findings of this business case, to be endorsed by the TT members and their interlocutors, the second
objective of the TT would be possibly to prepare a first pilot transaction, by setting up training and awareness sessions,
technical assistance, including legal and regulatory advice, and financial engineering.
The Task Team will develop the following activities:
1.

2.

Realize a Business Case-Country Study on the opportunities to develop SPFMs in South Africa:


Introduce to a well-informed and updated analysis of the performances and diversity of SPFM experiences
up to now;



Increase the visibility and comprehension on this theme among the national and international stakeholders;



Evaluate the opportunities, challenges and conditions to develop SPFMs in South Africa through the
analysis of the legal and institutional environment, the municipalities’ creditworthiness (based on the
existing documents), specific trends, and the capital market appetite;



Develop an initial roadmap for action (priorities, stakeholders, and recommendations) based on a SWOT
analysis.

Implement an operational advocacy and proactive agenda: through bilateral dialogue with core stakeholders as
well as workshops, depending on the findings of the country study and with the specific objective to:


Inform, discuss and stir up interest on the opportunities identified, and on the strategy of diversifying
resources for sub national authorities, as well as the expected impacts. Strengthen the dialogue between
municipalities, DFI’s and national institutions around municipal finance and local investments, and reinforce a
local culture on financial engineering;



Exchange on existing experiences to better understand both benefits and prerequisites of such mechanisms;



Federate committed/voluntary stakeholders that could be “champions” of the case for SPFM, in the process
of advocacy at a national level (specifically municipalities and local authorities networks, together with banking
and financing stakeholders);



Develop a concerted action plan in coherence with national and sub national agendas;



Identify and organize potential eligible pilot projects and sub national authorities for a first transaction.
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3.

Build capacities and conducive environment for SFPM in SA: by fostering and boosting the aggregation of
policies, programmes and tools managed by development partners (DP) active in SA, to create better
cooperation and articulation between the DP to improve municipalities’ creditworthiness, and proposing
complementary dedicated training programmes, legal and regulatory advice and technical assistance to gather
SA municipalities around a first pooled transaction, in order to:


Complement existing capacity building initiatives through an action plan improving South African
municipalities’ creditworthiness and facilitating capital markets access;



Build up the conditions enabling an appropriate Pooled Financing Instruments through technical assistance,
financial engineering and legal advices on all the value chain of the process.

FMDV will facilitate the coordination of those activities, and call - together with SACN and SALGA - the interested
partners to join the SA SPFM Task Team.
Contacts:
Jean-François Habeau, FMDV Executive Director - jfhabeau@fmdv.net
Carole Guilloux, FMDV Regional Director for Africa - cguilloux@fmdv.net
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