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Part One: Unlocking supply,
chasing demand – the rise of IPPs
a compound annual growth rate of above 4%. Put simply,
Africa’s economies do not produce nearly enough power
to meet current, let alone future, needs. What’s new about
this picture, however, is that installed generation capacity
in Africa is slowly starting to catch up – having flatlined
throughout the 1990s, power production climbed every
year through the 2000s, with a marked acceleration at
the start of the 2010s. As this chart shows, continent-wide
generation languished at roughly 60GW for ten years
from 1990 but grew steadily from 2000, crossing the
100GW threshold in 2016.

This is a briefing for practitioners. It offers a guide –
incomplete but, we hope, distinctive – for the growing
community of companies and investors seeking to develop
utility scale, grid-connected power generation assets in
sub-Saharan Africa. By pulling together practical lessons
gained from Sofala Partners’ advisory role on more than
ten Independent Power Projects (IPPs), we hope this
briefing offers a useful checklist for investors in a sector
where the risks can seem as daunting as the rewards
(both financial and developmental) are compelling.

Chasing the demand curve
Before the nitty gritty, first the big picture. At the start
of a new decade, there are more grounds for hope in
the prospects for Africa’s energy transition than at any
point since governments across the continent set out
on a stop-start journey towards partial electricity sector
liberalisation in the early 1990s. The challenge remains
daunting: roughly 600 million people in sub-Saharan
Africa live without electricity access (about two in every
three households), and demand for power is growing at

"...installed generation capacity in
Africa is slowly starting to catch up
– having flatlined throughout the
1990s, power production climbed
every year through the 2000s, ..."
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A look at the number of IPPs reaching financial close
in Africa underscores this trend-line. From 2000 to 2011,
fewer than five IPPs achieved financial close on average
each year; from 2012 to 2017, that figure rose to more than
20 per year (2018 and 2019 data, once finalised, will show
an even steeper rise).1 To date, this uptick has been felt
most strongly in east and southern Africa, with west Africa
lagging slightly behind in terms of project bankability and
speed to FID.

Sovereign versus private
investment flows
What’s driving this acceleration? It boils down to two
foreign investment trends: first, a step-change in the
volume of Asian sovereign-to-sovereign capital flowing
into largescale power projects in Africa; and second,
a massive jump in the number of Independent Power
Projects (IPPs) backed by private and developmental
capital.

Looking ahead, with Chinese state-directed
funding plateauing amidst concerns in
Beijing of over-extension in some markets
(Ethiopia being a prime example), it is
primarily the rise of IPPs – implemented by
an increasingly diverse mix of developers,
funds and MFIs and DFIs willing to de-risk
opportunities – that will underpin sustainable
growth in lower cost generation capacity.
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Progress is by no means linear – high prices for
electricity persist in several markets, acting as a brake
on demand growth and industrialisation aims, while
regulatory regimes in some countries remain patchy.
Overall, though, the investment climate for IPPs is
becoming more flexible and attractive across a majority
of countries (including a shift in favour of allowing not just
tendered IPP deals but also directly negotiated projects –
under the right circumstances). In addition, the investment
return profiles for African IPPs are often attractive against
global comparators.

Snapshot: emerging trend-lines
With capital flowing in, we are seeing innovation
and ambition across the full spectrum of generation
assets – in particular in the renewables and gas
segments
where
opportunities
for
lower
cost
production are greatest. Five of the key trends are:
• The emergence of frameworks for smaller and midscale renewable projects such as South Africa’s
Renewable Energy Independent Power Procurement
Programme (REIPPP), Namibia’s Renewable Energy
Feed-In Tariff (REFIT) programme, IFC’s Scaling Solar
programme and Uganda’s and Zambia’s Global Energy
Transfer Feed-in Tariff (GETFiT) programme;
• Sector plans for gas-to-power projects and associated
pipeline infrastructure in markets like Senegal, Ghana
and Tanzania;
• Ambitious new geothermal projects in markets like
Ethiopia and Kenya;
• State backed multi-billion dollar megaprojects such
Ethiopia’s Grand Ethiopian Renaissance Dam and
Tanzania’s Rufiji hydropower project; and
• Russian-owned Rosatom’s nuclear technology sales
push across Africa

We note, however, that more than half of the unprecedentedly high number of IPPs reaching close from 2012 – 2014 were accounted for by projects

under South Africa’s REIPPP; while the REFIT Namibia and GETFiT Uganda programmes contribute disproportionately to the ‘bump’ in IPPs securing
financial close in from 2016 to 2018. Organic growth in new IPPs securing financial close outside of these frameworks will be higher in 2019 and 2020
than for any previous period, based on Sofala’s in-house estimates.
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Pricing: A race to the bottom?
For IPP developers, however, the new
opportunities created as state utilities
let go of power generation monopolies
come accompanied by new risk factors.
Pricing is a key area of uncertainty.
First, rapidly falling technology costs make it harder
for utilities to get comfortable signing up to 20+ year
fixed price Power Purchase Agreements (PPAs), as these
may quickly appear unaffordable in light of the ongoing global reduction in EPC costs for IPPs, in wind and
solar in particular. In this context, ultra low-price tender
announcements made with support from programmes
backed by multilateral and bilateral development finance
institutions may risk ‘skewing’ government perceptions
of true cost and of the risk-adjusted return profiles
facing private developers. This, in turn, may distract both
developers and utilities from the core priority for long-run
sector development – namely, a shared focus on project
feasibility and bankability.

Second, the issue of cost reflectivity risks becoming
politicised in several countries, with varying levels of
political commitment across the region to the revenue
sufficiency and stability provided by cost-reflective tariffs.
Zambia, Tanzania and Zimbabwe – among other examples
– have experimented in non-cost reflective tariffs, an
approach that may provide political advantages but one
that fuels uncertainty for investors.
As these examples show, we are still in the ‘test and
learn’ phase for IPP development in many African markets.
Take Nigeria, a market with huge untapped opportunity,
for example: IPPs have only been on the table in Africa’s
largest economy since 2016.

"...the issue of cost reflectivity
risks becoming politicised in
several countries, with varying
levels of political commitment
across the region to the revenue
sufficiency and stability provided
by cost-reflective tariffs."
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Leaders and laggards

Questions and answers

Debate over the role for IPPs is playing out differently
in each and every market. Hence, behind the positive
continent-wide trajectory lies sharp variation by country.
One measure of these differences is the number of new
IPPs. Excluding South Africa from the analysis, Uganda,
Kenya, Namibia and Senegal lead the field, each hosting
between 10 and 30 IPPs generating 5MW or more; step
down a tier and Mauritius, Ghana, Nigeria and Côte
d’Ivoire each have between 5 and 10; while approximately
35 countries in the sub-Saharan region have fewer than
five (roughly half of this number have none at all).

Is the power sector and foreign investment regulatory
framework clear, well thought-out and predictable? Is there
a coherent national plan, based on credible supply and
demand projections, for bringing new sources of power
on-stream (equally important, is this plan dynamic and
adaptable in order to avoid the kind of ‘emergency power
procurement’ witnessed in South Africa and elsewhere)?
Is IPP procurement competitive, open, and flexible?
And does the model for PPAs and government support
agreements favour stable, long-term contracts alongside
the financial guarantees and indemnities developers need
to make projects bankable (including: protections against
non-payment risk, political risk and the risk of future
changes to laws and taxes; access to neutral venues for
international arbitration; and protections against forex
risks and capital controls)?

This variable growth in the number of IPPs tells a story,
but only a partial one. For one thing, a spike in the number
of IPPs in a given country sometimes reflects no more
than the adoption of a decentralised energy policy – a
preference for larger numbers of small plants – versus a
more centralised approach. A more illuminating measure
could be the percentage (or total megawatts) of new
generation capacity added through IPPs in recent years
– a yardstick that would place markets like Kenya and
Senegal, profiled in part three of this briefing, out in front.
Either way, the distribution of IPP-led growth is hugely
uneven. Why? Differences in energy resource endowments
and aggregate electricity demand tell part of the story; but
these factors aren’t decisive. For us, what really divides
Africa’s winners and losers in the race to attract private
capital into lower cost power generation is the ability, and
more importantly the willingness, of governments to create
a healthy enabling environment for private IPP investment.2
Regulatory frameworks remain immature, utilities
often lack experience in negotiating PPAs, and the issue
of pricing in particular retains a political edge. In several
cases, the idea that different people in different places
within the same country will pay different prices to
reliably access power, or that IPPs may require certainty
over future pricing and off-take regardless of demand, is
politically contested.
2

This opening section draws on data and trends provided by Anton

Eberhard et al in the 2016 World Bank Group publication, “Independent
Power Projects in Sub-Saharan Africa Lessons from Five Key Countries”,

These are the big questions, but there two ways to
answer them. The first is to read into ‘face-value’ indicators
as reflected in government rhetoric, policy and paper
commitments; the second, often harder to measure, is
to assess the true underlying level of political support
for IPPs across all government institutions. As one of our
interviewees commented, “the MoE could be in favour but
the state utility against, or the MoF refusing to cooperate,
or the revenue authority being difficult […] You need all
institutions to be fully lined up to get a successful IPP in
place.”
The gulf between government rhetoric and the level of
actual whole-of-government support can be significant, as
investors in markets such as Ghana might attest. As energy
sector policy is often sponsored or co-drafted by MFIs
and global law firms, polished and attractive frameworks
do not necessarily denote genuine government appetite
for the trade-offs and formidable coordination efforts
required to draw private capital into an arena previously
dominated by the state. It costs little for governments to
sign-off on donor-funded policy initiatives – the cost in
political capital can be much higher to implement them
(not least in the increasingly common scenario where
a growing sovereign debt burden combines with more
stringent IMF conditions to ratchet up the economic and
political cost of delivering government guarantees).

as well as later presentations by the same author.
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Part two: A checklist for managing
development risk
How can IPP developers best navigate uncertainty in
markets where IPP frameworks are immature, and where
the gap between policy and practice can be wide? In
this section, we flag some of the key issues to monitor
and address pre-emptively through the project lifecycle.
No two projects are the same, but this ‘checklist’ for IPP

1

developers brings together recurring themes that we
have seen developers encounter on IPPs. Our focus is on
identifying and managing context-specific policy, political
and reputational risks, and on the critical factors for
successful operational execution, rather than on project
financing issues or commercial and legal due diligence:

PART 1 – SECTOR FRAMEWORK

Stakeholder support
• How much ‘key person’ risk is there within the
energy ministry, the regulator and the state utility?
Is support for IPP development overly dependent on
specific individuals?
• Are the apex decision-makers (office of the
presidency, minister of energy or CEO of the state
utility) genuinely committed to overcoming the
coordination challenges involved in aligning all
stakeholders behind emergent IPP frameworks –
from the energy and finance ministries to central
bank officials, tax authorities, ‘one stop shop’
investment centres, energy regulators and local
government authorities?

• What is the balance of power between the energy
ministry and the state utility? Do they have a good
working relationship, as well as shared objectives
for reducing direct state involvement in power
generation?
• How relevant is the role of the finance ministry – for
example, in terms of payment of tariff subsidies, or
counter-signing of government guarantees?

Policy predictability
• Is there a coherent regulatory framework in
place? For example, is the tariff structure
clear and cost-reflective; and is the tendering
process transparent (noting that, paradoxically,
old regulations are sometimes easier to work
with than updated versions where hasty
drafting leads to confusion and overlap)?
• Will any likely future changes to the way
in which power projects are procured and
approved be applied retrospectively, introducing
contract or licence revocation risks?

• How predictable is the tax structure – for example,
are any tax holiday periods transparently and
publicly communicated, or is there a risk that
these could become a ‘political football’ and
subject to revision, turning key assumptions
in the project financials upside down?
• What is the role of regional policy – in particular
in West Africa, where the regional central bank
determines foreign currency exchange policy and
where the potential for a new currency adds a layer
of unpredictability to deals under negotiation?

6
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PART 2 – POLITICAL SUPPORT

Intra-governmental dynamics
• Is there sufficient political will and stability to
guard against unilateral revisions of agreed
tariffs, and to maintain the government’s
payment record to IPPs through the ups and
downs of the economic and fiscal cycle?
• What is the true level of political support for
different energy sources? For example:
1 – Renewables such as solar and wind vs thermal
and large hydro plants;
2 – Smaller distributed generation projects vs
transmission-connected landmark projects;
3 – Fluctuating power sources vs consistent
baseload power
4 – Sub-sectors where the state plays a more
direct role – including via PPPs or direct project
procurement – versus those where it plays a
background enabler role (and is the state prioritizing
its directly procured projects over IPPs, as appears
to be the case in Ethiopia and Tanzania, for example)

• And are there competing projects spearheaded
by strategic multilateral or bilateral partners that
could call into question the value of your project?

"The gulf between government
rhetoric and the level of
actual whole-of-government
support can be significant....
It costs little for governments
to sign-off on donor-funded
policy initiatives – the cost in
political capital can be much
higher to implement them."

• To what extent is government support for
different energy sources (e.g. renewables
vs Heavy Fuel Oil or coal) influenced by
corruption or local business elite lobbying?

Long-run considerations
• If supply and demand projections point to a
future over-supply of electricity, could this
reduce government support for new IPPs
over time (as witnessed recently in Kenya
where the utility at one stage placed a
moratorium on new PPA negotiations)?

• Are levels of support for different energy
sources, or for particular power projects,
likely to change in the event of a change of
government at the next elections – and how
would this affect existing and planned IPPs?

7
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PART 3 – PROJECT STRUCTURE
Capacity and capability

"Is the execution risk shared
equitably between private
and public partners?"

• Do Ministry of Energy (MoE) officials negotiating
PPAs have sufficient capacity and credibility?
• Is the off-taker broadly solvent, independent,
capably managed and backed by a guarantee?
[Note: beyond strong performers such as the
Botswana Power Corporation, it is questionable
whether any off-takers in SSA are truly
financially self-sustaining – instead, the key
question is: do subsidy and financial support
arrangements have credibility and insulation from
political interference? A sovereign guarantee
isn’t necessarily the silver bullet, as there are
alternative mechanisms for state support].

• Is the offtaker able to put in place a short
term liquidity instrument such as a letter of
credit, bank guarantee or escrow account to
alleviate lenders’ concerns of temporary offtaker
cashflow issues; or are instruments such as ATI’s
Regional Liquidity Support Facility (as recently
seen in Burundi and Malawi) being properly
considered by the offtaker and the MoF?

Autonomy vs dependency
• What role do state entities play as project
partners on IPPs? Where state power companies
have operational and financial obligations as
partners, can they deliver on these commitments
on time? Is the execution risk shared equitably
between private and public partners?
• If state entities have played an early role in derisking projects opportunities by producing
resource estimates/resource data, or by performing
environmental, social and grid studies and
assessments, what recourse is available to investors
if state-provided data, projections or assessments
later prove inaccurate (or insufficient)?

• How effective are the state-owned power
transmission and distribution companies, and
what are the dependencies for private developers?
For example, if the state transmission company
is responsible for securing the wayleaves and
building the transmission lines required to evacuate
power from the IPP to the grid, is there a risk of
delays in state-led landowner negotiations and
line construction, leaving the project hamstrung
and unable to evacuate power (or unable to
reach financial close)? Will the state company
conduct this process in line with IFC standards
for resettlement and compensation? And is
there a risk – especially if the land for an IPP
was government-allocated – that land originally
declared ‘unoccupied’ is now settled informally?

Bid process and PPA negotiation
• In the case of public tenders, are there any
uncertainties regarding the bid process? If aspects of
the process are fixed, what criteria are bidders really
competing on – what is the government looking for?
Is there a possibility of a procurement challenge
being made due to shortcomings in the bid process?
• How ‘bankable’ are the starting points for the
PPA and government support agreements? Are
these standardized or subject to negotiation?
Has a specific team or ‘task force’ been
assigned to deal with negotiations?
• Is the PPA or government support agreement
approval process overtly political (e.g.
requiring a vote in the legislature)?

• How long is it taking to negotiate, finalise and
execute PPAs? If other PPA negotiations have
stalled, why did this happen? And if the PPA
includes a long-stop date with associated
penalties, what is the risk of failure to meet
contractual obligations due to causes of delay
that lie beyond the control of the developer?
• Note: Often there are two long stop dates – one
to meet financial close (FC), another to meet the
commercial operations date (COD). Failing to meet
the FC deadline does not typically carry Liquidated
Damages (LDs) but can give rise to a ‘walkaway’
termination right and the possibility of losing a bid
or development bond (if the PPA is negotiated
under a tender process and the bidder is required
to deposit one). By contrast, failure to meet the
COD does normally give rise to delay LDs.

8

4

PART 4 – LOCAL DYNAMICS
Local political, social and environmental issues
• What are the local political and social
dynamics around the project site?
• If there is opposition is to the planned
project, what’s driving this?
• If there is rivalry between different project-affected
communities or local political factions, will the
employment opportunities, land compensation
and social development programmes associated
with the project be distributed evenly across
them? Is there a risk the project could become
a focal point for pre-existing inter-communal
disputes to play out? Is the local area electrified?
• Are there any material ESG risks associated with the
project? If there are pre-identified ESG risk issues
requiring an offset plan, what is the potential for
negative local or global media coverage, or NGO
criticism? What innovative models for net-positive
social and environmental impact could be applied
to proactively address such criticism? Can ESG

‘risks’ actually be converted into opportunities
to demonstrate positive impact and net-positive
ESG value creation? — For example, if there is a
biodiversity impact, is there an opportunity to
formally partner with credible and independent
local NGOs to implement a conservation plan –
using a transparent public reporting mechanism
based on verifiable, quantifiable metrics?
• Are there robust oversight mechanisms in place
to ensure that all project contractors and subcontractors apply the same best-practice ESG
standards as the project’s lead developer?
• Was the ESIA conducted by a credible
provider in accordance with IFC Performance
Standards? Did the provider have pre-existing
contextual knowledge of this jurisdiction and
relevant local/indigenous language skills? Are
the key findings – especially determination
of resettlement or economic displacement
requirements – reflective of current conditions?

Project location
• Does the project site overlap with only one
community and/or political constituency, or
several? What about the key transport route(s)
to the site, where heavy machinery and trucks
will soon increase the project’s visibility?
• How close are the nearest formal or informal
settlements and transport arteries to the
project site? Will these be affected by site
construction or transmission lines?
• Is there a past precedent of land conflict in the
area? Is there a precedent of site incursion by
pastoralist groups and if so, how was this handled?

• Is the land around the project communityowned? Would access rights to grazing
areas and water need to be considered?
• Is there water scarcity in the vicinity?
How would the project impact this?
• Can physical security and access control
be ensured around the project site? Is this
dependent on local law enforcement agencies
(if so, is there a clear channel of communication
in place with these agencies? Is there any past
precedent of rights violations by these forces)?
And is the state utility willing to bear the cost
of ensuring physical security around the project
site, as has been seen in parts of West Africa?

9
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PART 4 – LOCAL DYNAMICS

Stakeholder engagement and expectations management
• Which local stakeholders have the ability to
influence the project (e.g. political representatives,
community leaders, and NGOs)? What are their
motivations and current levels of support?
• If community engagement and project sensitization
has previously been led by a third party, has
the messaging been clear and consistent, or is
there a risk of inheriting inflated expectations?

• Is there a clear grievance mechanism in
place to defuse any tensions early?
• Is there an opportunity to develop an inclusive
and open forum to resolve issues? Are there
strategic partners – such as local employment
commissions, economic groups, or youth
or women’s groups – to engage with?

• Are there any known tensions between projectaffected communities and the national government?
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PART 5 – PARTNER SELECTION

Partner selection and due diligence
• If a local partner led the early project development,
what is the track record and reputation of
this company’s key principals? Do they have
experience in the sector? How transparent
was their initial land acquisition process?

• Any there any credible allegations of bribery,
corruption, nepotism or mismanagement relating
to the past activities of the local partner?

• Are the local partners politically exposed? Do the
key individuals have any political and business
affiliations or relationships of note? If so, were these
relationships unduly leveraged to secure the project?

• Is the balance of execution risk and financial
commitment shared fairly between the local
developer (typically putting in the bulk of
the ‘sweat equity’) and global partners?

• Could proximity to a political faction or party
leave the local partner exposed in the event of a
change of government? Could proximity to key
decision makers in the utility create risk exposure
in the event of a change in management?

• Which other investors are providing equity finance?
Do they share your values, approach and standards?
What is their view on timelines? And what is
their relationship with the host government?

• What was their original source of funding?

• Does the local partner have any litigious
disputes ongoing in court?
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Part three: Choosing lanes
Before this checklist comes into play – that is, before
reaching the start line on project development – investors
face a more fundamental choice: market selection.
In contrast to project-specific risks, it is largely beyond
the control of any single investor to alter broad countrylevel dynamics – from political and policy risks to fiscal
stability, currency volatility and sectoral issues such as
limited transmission and distribution infrastructure. As
one African power company CEO observed to our team,
“it helps enormously to pick markets where the overall
investment climate and government attitude are reasonably
supportive, where there are no ‘show stoppers’ […] Better
a reasonable project in the right jurisdiction than a brilliant
project in the wrong one. Before dedicating years of sweat
and blood to a project, pick the right lane to swim in.”
Against this, the most common frustration from
developers we have witnessed in the past half-decade

is over the shortage of truly viable opportunities for IPP
development. Early stage opportunities are relatively
common – less so investment decisions that can be taken to
the Investment Committee. This in turn narrows the market
selection process. In practice, then, as one interviewee
summed up: “it’s not as simple as picking the right market
from a long-list, but rather of monitoring – and sometimes
proactively creating – emergent IPP opportunities across
multiple jurisdictions simultaneously, before choosing
which risks you can live with, and which ones you can’t.”
To which we might add: no seasoned developer can claim,
or aim, to avoid ever misreading a market – it is the ability
to rapidly apply lessons gained from first-hand experience,
and to change course when the operating context requires
it, that matters more.
Below, we put the spotlight on two markets where certain
macro-level ingredients for successful IPP development
have begun to emerge, with tangible results.

Case studies
Kenya
Having first opened up electricity generation to IPPs
in the mid-1990s, Kenya has more recently emerged
as a leader and pathfinder for successful large-scale
renewable IPPs in particular. Bisected north-south by
the Rift Valley, the country enjoys an abundance of
renewable energy resources, especially geothermal,
wind and solar. President Uhuru Kenyatta has stated
publicly an intention to move the country to 100% green
energy in the near term. And this ambitious goal appears
realistic: hundreds of megawatts of new wind and solar
power are coming on-stream; additional geothermal
production is on the horizon (with expressions of interest
due on the large-scale Olkaria VI PPP in Q1 2020, for
example); while at the same time, the controversial
Lamu coal project has seemingly been mothballed
and legacy thermal plants are being decommissioned.
Realising a need to address decaying transmission
infrastructure, the government has also aggressively
pursued connections, tripling electricity access from
25% to 73% of households from 2010 to 2019 (a positive
trajectory that nevertheless precipitated growing pains by
placing great financial stress on the utility, KPLC).

Meanwhile, the project financing environment presents
a mixed picture. The government of Kenya’s long track
record as a creditworthy off-taker is a plus-point, though
some observers consider this to be undermined by the
absence of clear sovereign guarantees (in our view, however,
this may be missing the point: Kenya has a long history of
providing letters of support which are generally viewed by
lenders as sufficient in place of a sovereign guarantee as the
government underwrites political risk through this letter).
DFIs have played a dominant role as providers of risk
capital, with virtually all recent IPPs backed by financial
institutions with developmental mandates, such as the
IFC, OPIC (now US DFC), CDC Group, Globeleq, Norfund,
AfDB and the EIB. But commercial banks, such as Standard
Bank, are also increasingly engaged, assisted by partial or
political risk insurance structures, and we may be seeing
increasing amounts of local currency lending on smaller
renewable IPPs in the mid-term.
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Context is everything
Despite the broadly positive sector trajectory, not all
planned IPPs have been successfully developed. Instead,
we see Kenya as a market where each IPP succeeds or
fails on its own merits. Strong local knowledge of the
operating environment is key. In a country where land
risks, rights of way, and community engagement are often
contentious and highly charged, and where PPA approval
processes can be inconsistent, a great deal pivots on
the sub-national context around the project site and the
overall stakeholder engagement approach.
The potential for land and stakeholder engagement
issues to derail technically robust projects was
demonstrated most strikingly in the failed Kinangop Wind
Park project in Nyandarua County, where local leaders
and politicians were reportedly able to incite landowners
to oppose the project. Meanwhile, the Lake Turkana Wind
Project (LTWP) was beset by major delays. Described
by one interviewee for this briefing as “a good project in
a bad location”, the LTWP’s remote location presented
operational issues including delays on transmission
infrastructure which was not in place in time for project
completion (though this has since been addressed).
In other cases, known risk factors have proven
surmountable
through
innovation
and
tailored
approaches. For instance, the Kipeto Wind Power Project
– which benefits from Actis as anchor equity investor, US
DFC providing debt finance, and GE Renewable Energy as
supplier of 60 of its highly efficient GE 1.7-103 turbines –
was initially viewed by some as high risk due to potential
conservation issues. Kipeto is located relatively close to
cliff-nesting sites for the endangered Rüppell’s vulture,
but rather than treating this as an ESG risk to be mitigated,
Actis and its partners are being proactive – committing,
as part of the $233m loan agreement with US DFC, to
ensuring a net gain in the population of Rüppell’s and
white-backed vultures. By making ambitious conservation
targets part of a binding loan agreement, Actis is raising
the bar, with net-positive environmental targets now
a fixed condition of commercial success. As a
result, stakeholder buy-in and local support
is strong, and construction of the 100 MW
plant is reportedly progressing well.
Looking to the future, Kenyan
participation in the East African
Power Pool (EAPP) will herald
changes to the sector landscape.
The EAPP is set to bring power
from Ethiopia while opening up
the possibility of power exports to
Tanzania, and on into the Southern
African Power Pool via the TanzaniaZambia-Kenya interconnector. This future

"Kenya’s status as a recognised
leader for tech-based innovation
makes the country a strong
candidate to lead Africa’s switch
to electric vehicles, e-mobility and
energy storage infrastructure"

regional dimension remains a distant prospect for now,
but one that developers must take into account. As one
interviewee commented: “I think all PPAs being signed
now should envisage that markets will at some stage
become more liquid with alternative offtakers.”
A second – highly encouraging – theme is that the supply/
demand imbalance issue may ease over the medium-term
as new sources of demand come onstream. For example,
Kenya’s status as a recognised leader for tech-based
innovation makes the country a strong candidate to lead
Africa’s switch to electric vehicles, e-mobility and energy
storage infrastructure, a sweeping structural transition
which in turn would drive new electricity (especially offpeak electricity) demand.
A third trend to monitor is structural change in the
power sales market, with KPLC’s monopoly potentially
in line for relaxation. Indeed, Africa Energy Intelligence’s
January 2020 newsletter states:
“The Ministry of Energy is drafting regulations that
will specify the dates and terms for Kenya Electricity
Generating Company (KenGen) to enter the power sales
market. State-owned Kenya Power (KPLC) currently
has a monopoly on power sales but the Energy Act
2019 provides for the opening up of the sector to
competitors. Until now, KenGen has been restricted to
electricity generation, alongside IPPs, but the company
is keen to carry out direct sales, especially to industries
near its plants.”
Strategic coordination between policymakers and
investors (both traditional and non-traditional)
to capture these opportunities will be
essential, especially with the potential
distraction of question marks around
KPLC’s operating model, and ongoing debate over Kenya’s Energy
Act. But the coming decades look
full of possibility: with gamechanging EV infrastructure, EAPP
connections and other innovations
on the horizon, one thing we can
be sure of in terms of Kenya’s power
supply and demand picture is that past
trends place no constraint on – offer no
reliable guide to – an exciting future.

12

Senegal
In Senegal, the government of Macky Sall has overseen
a notable turnaround in fortunes for the power sector,
entirely driven by a wave of recent IPPs. Born out of
the urgency created by a rumbling electricity crisis that
marked (and to some extent precipitated) the end of
former President Abdoulaye Wade’s administration in
2012, Senegal has emerged in the past eight years as a
moderate success story – one that has perhaps fallen
below the global industry’s radar.
Thanks to a mix of new coal, diesel-fired and solar plants
coming onstream, the country’s generation capacity has
grown from 550MW to approximately 1,000 MW on the
interconnected grid over the past five years. Meanwhile,
Senegal has one of the highest access rates on the continent
and is one of the few countries that has committed to – and
can realistically achieve, if managed proactively – universal
access to electricity by 2025. Progress to date has been
driven primarily by two factors:
• A high-level political decision early in the Sall firstterm presidency to actively support private developers
into the market, and to commit to a cost-reflective
tariff that places the sector on a sustainable footing;
• Strong leadership at the national electricity company,
Senelec, which has provided developers a partner they
can reliably work with.
Senegal’s power sector is today one of the most
straightforward to invest in: it is relatively free of vested
interests and stakeholders across government recognise
its importance as an enabler of the transformational
growth targets set out in the Plan Sénégal Émergent,
including in high priority electricity-intensive sectors such
as manufacturing.

Turnaround at Senelec
From 2015-2019, Senelec thrived – albeit from a low
base, and in an era of low fuel prices that enabled the
luxury of budget flexibility – under the strong leadership
of Mouhamadou Makhtar Cissé.
In our view, Senelec’s current institutional strength
derives to a significant degree from Cissé’s period of
leadership (Cissé was appointed Minister of Energy and
Petroleum in 2019, but his replacement, Pape [Mademba]
Demba Bitèye, is also capable and has a strong working
relationship with Cissé – Bitèye having formerly served
within in the Ministry of Energy and Petroleum in the role
of Permanent Secretary).

Under such leadership,
the state utility has
emerged from years of
cyclical
crisis
caused
by a structural cash
flow deficit and under-capacity. The historical reliance
on imported Heavy Fuel Oil (HFO) created entrenched
weaknesses within Senelec as the company struggled to
rid itself of an operating deficit. This in turn acted as a
barrier to new investments and maintenance of the existing
network. Today, however, performance has improved and
prolonged power cuts are now rare in Dakar and other
major cities. The damaging effects of reliance on expensive
emergency power producers have receded to some extent
– first following the drop in international oil prices since
2015, which helped reduce running costs and enabled
the government to scale-back subsidies paid to Senelec
(although these were increased again in 2018), and latterly
with the partial reduction in HFO dependence heralded by
the introduction of new IPPs.

"Senegal’s power sector is today one of
the most straightforward to invest in."
Senelec’s financial performance has still been
undermined by payment arrears on the tariff compensation
owed from the state following a 10% price reduction
imposed several years ago. But we understand from
interviews conducted for this briefing that concerted
efforts are underway to address this, and the outlook is
therefore positive.

New IPPs on the scene
IPPs recently brought online – or expected shortly
to come online – in Senegal include HFO plants such as
Tobene (115 MW) and Malicounda (130 MW), the 158 MW
wind farm at Taiba N’Diaye, plus more than 100 MW in
on-grid solar farms over the last three years. To draw a
contrast from Senegal’s regional neighbourhood, progress
in bringing solar plants online in Burkina Faso has been
beset by delays despite extensive efforts by developers
– a reflection perhaps of that country’s weak supporting
infrastructure, slower-moving government, and growing
rural security crisis. The Senegalese government is now
preparing a gas-to-power framework with gas set to come
onshore from the Sangomar (SNE), Yakaar-Teranga and/
or Grand Tortue Ahmeyim (GTA) offshore fields within the
next five years.
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Remaining challenges
It is not all plain sailing, however. The cost of power
remains high in Senegal. In 2016, the average electricity
tariff was USD 0.24 per kWh, compared to a global
average of approximately USD 0.10 per kWh, and well
above that of other markets in the sub-region, such as
Nigeria at USD 0.09, Ghana at USD 0.11, and Ivory Coast at
USD 0.13. In November 2019, the government announced
a tariff increase, raising the cost of electricity for Senelec’s
customers by 6% - a move which has resulted in protests
over the high cost of electricity.
There are further, IPP-specific risks including:
I. The
continued,
though
reducing,
financial
vulnerability of Senelec which can lead to temporary
non-payment risks linked to oil price spikes;
II. Currency-related issues in the form of a Central
Bank of West African States’ (BCEAO) requirement
to hold all project funds locally, in CFA. This is a
challenge, particularly for lenders – though it is not
unique to Senegal in the region and is surmountable;
III. The risk of delay to the much-anticipated
introduction of a low-cost domestic gas offtake
from Senegal’s large-scale offshore fields
IV. The associated risk of delays to the development
of a clear plan for the gas-to-power sector – a
comprehensive gas-to-power strategy needs to
be agreed and articulated by the government in
the near term, one that gives investors sufficient
incentives to participate and to develop the
necessary infrastructure.
The Sall administration has seemingly made relatively
slow progress on this critical strategy development,
communication, and coordination challenge to date.

Experience elsewhere in Africa provides cause for
concern: in Ghana, for example, six years were reportedly
lost because the government and industry actors could
not agree on who should build the necessary gas pipeline
connecting the offshore Jubilee field to onshore power
plants. Similar arguments and stalemates over who should
fund, build and operate gas infrastructure have occurred
over the past decade in Tanzania.

"The WAPP builds on the cooperation
of the national electricity companies
within ECOWAS to connect the
‘national’ grids across the West
African region, creating scope for
power export and indeed for a
regional power trade marketplace."

But these sectoral challenges should ease in the coming
decade. For example, we expect the country’s switch
away from legacy HFO-fuelled plants to renewables and
gas-to-power to bring the sector’s average generation
cost down from approximately 22 cents (USD/KWh)
today to 12.5 cents (USD/KWh) by 2030. Using data taken
from Senelec, we have calculated estimates of the cost of
power generation in Senegal looking towards 2030, with
the increase in combined cycle gas turbine electricity
generators (CCGTs) having the most important impact on
forecast price decreases (note that we have not taken into
account the potential for an interim role to be played by
LNG imports):

Senegal Power Generation Average Cost
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Over the long term, power demand and consumption
will also rise, making new IPP investment more attractive,
not least because lower cost Senegalese power may
increasingly find an outlet across borders. Demand for
electricity in Senegal is currently growing at ~40-50 MW
per year but the donor-backed West Africa Power Pool
(WAPP) may eventually provide access to a much larger
consumer base. The WAPP builds on the cooperation
of the national electricity companies within ECOWAS

to connect the ‘national’ grids across the West African
region, creating scope for power export and indeed for
a regional power trade marketplace. The WAPP is highly
ambitious and its realisation remains some way off, but
the potential is significant. Currently, the only major and
competitive exporter of power in the sub-region is Côte
d’Ivoire (within its current interconnected – but limited –
block comprising parts of Burkina Faso, Mali and Ghana).

Sofala Partners has conducted ground-level research to inform
investment decisions and strategy for IPP developers on 10+ occasions.
Our access to key stakeholders – from decisionmakers in ministries, local governments and state
utilities to project-affected communities and local
landowners – enables us to gather accurate insights
though wide-ranging interviews. We combine this with
Sofala’s in-house sector expertise to convert critical
insights into tailored recommendations for decisionmaking, deal structuring and project development.
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