
Market Context

Africa GreenCo - An Overview
Synopsis

Africa GreenCo aims to attract more private sector investment to renewable energy generation in sub-Saharan Africa (SSA) at 
lower cost and with less reliance on government support through the introduction of an independently-managed but government 
co-owned creditworthy intermediary offtaker (GreenCo).

GreenCo will fulfil the following roles:

 =  renewable energy creditworthy buyer and seller: GreenCo buys power from small to medium sized independent power 
producers (IPPs), on-selling through long-term contracts to utilities and private buyers; it also executes shorter-term trades 
through the Southern African Power Pool (SAPP);

 =  aggregator of risk and risk capital; strongly capitalised, GreenCo assumes credit risk of utilities and private buyers, resulting in 
reduced tariffs;

 =  operational aggregator of renewable energy supply;
 =  downside support; where buyers fail to pay, GreenCo sells to alternative buyers or through SAPP markets; where termination 

scenarios arise, GreenCo uses its capital structure to cover outstanding commercial project debt in affected IPPs; and
 =  champion of new renewable energy services and innovations for the region in partnership with the public sector.

GreenCo responds to Sustainable Development Goal 7 which aims to close the energy access gap and “ensure access to affordable, 
reliable, sustainable and modern energy for all” through a combination of national action and international cooperation. GreenCo can 
act as an implementation tool for key regional initiatives, such as the African Development Bank’s New Deal on Energy for Africa and 
the Africa Renewable Energy Initiative and plans to be operational in Zambia in 2019.

Bilateral IPPs With the exception of a handful of cross-border projects, IPPs within SSA are currently structured on a bilateral 
basis; i.e., with a single buyer and seller.  

Rehabilitation of utilities

African utilities are often poorly funded – running an operating loss due to non-cost reflective tariffs, high 
overheads and substantial investment needs. In most cases they are entirely state owned and dependent on 
budget transfers – all of which combine to mean a low credit profile.

Critical steps to rehabilitate utilities are underway but sustainable and material improvements can only occur 
in the medium to long term.

Lengthy and expensive 
transaction execution

With notable exceptions such as South African REIPPP, GET FiT and Scaling Solar, IPPs are largely negotiated 
on an ad hoc project-by-project basis. Negotiations of project documents on individual IPPs are usually very 
lengthy and often last several years at least. Significant fully ‘at risk’ development costs incurred during those 
negotiations add materially to total project costs and require a high return to reflect the associated risk profile.

Limited availability, 
sustainability and 
effectiveness of third 
party risk mitigation 
instruments

Risk mitigants such as liquidity support instruments, early termination buyout regimes and partial risk 
guarantees are complicated and expensive to negotiate on a project-by-project basis.  Even still, they do not 
fully mitigate the perceived risk of investing in immoveable assets in order to sell a commodity (electricity) 
on a long term basis to a single, often un-creditworthy, buyer. They are also heavily dependent on concessional 
capital and DFI support.

Host Government fiscal 
burden

Host Governments are expected to take on contingent liabilities in the form of ‘put and call option’ arrangements 
on early termination, or more explicit sovereign guarantees.  Given the current fiscal position and the medium 
term macro-economic environment facing most host Governments, this is unsustainable. 

Strategy

GreenCo addresses head on the core issues of (a) offtaker creditworthiness, and (b) the inefficiencies of exclusive bilateral sale and 
purchase between a single generation company and a single offtaker. 

In the long term, as GreenCo succeeds in attracting more private sector investment to the sector, at lower cost, and assists in the 
transition to cost-reflective tariffs and ultimately utility creditworthiness, GreenCo will make itself redundant in its role as a creditworthy 
intermediary. As this occurs, GreenCo will transition to being one of the many traders in the regional power markets it helps to develop. 
In the Southern African context the proposed GreenCo market intervention therefore fits neatly alongside the IPP framework being 
developed and implemented by the Regional Energy Regulators Association of Southern Africa (RERA), which aims to put in place 
the regulatory environment needed for an open and active regional power trading market.
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The first conceptual step is to interpose GreenCo  between the buyer and the seller under an existing bilateral IPP structure; then 
repeat this on multiple IPPs so that:

From this position, GreenCo will be able to:

 = catalyse third party private capital flows to IPPs by improving the risk profile of projects in the region;
 =  lower the electricity tariff required by IPPs for a project to be financially viable by reducing debt costs and investor return 

requirements to reflect a lower risk profile;
 =  provide a route to market for any excess contracted power, thereby mitigating an offtaker’s obligation to pay capacity or 

‘deemed energy’ charges for power they do not require; and
 =  divert power from a defaulting IPP offtaker to other willing buyers, thereby reducing the likelihood of early termination of 

an IPP’s power purchase agreement and the resulting crystallisation of host Government contingent liabilities. 

More broadly, GreenCo will:

 = be fundamentally better equipped than a single generation company to mitigate the effect of an un-creditworthy and/or 
defaulting offtaker;

 =  also act as a power trader, thereby increasing liquidity and scale of regional power trade;
 =  assist in the development of power pools;
 =  support and promote regional standardisation of IPP project documentation; and
 =  assist in the development of fair and standardised electricity markets in the countries in which GreenCo operates.

GreenCo will act as intermediary offtaker only and would not manage the physical transmission and distribution of energy. It will not 
own any of the grid infrastructure or seek to replace existing utilities. Rather than replacing existing structures, it complements them, 
and can further act as a bridge to any future energy regional market liberalization and energy trade integration. 

GreenCo aims to learn from, and where possible replicate, the dynamics of more advanced power markets, in particular building on 
the experience of the Power Trading Corporation of India (PTC India). PTC India was also set up in order to act as a credit risk mitigating 
intermediary offtaker for privately-financed regional power generators. In the process, it catalysed the entire Indian regional power 
sector trading market. 

The full GreenCo feasilbility study is available to download at www.africagreenco.com

GreenCo design principles

GreenCo has been developed to fulfil the following key design principles:

GreenCo as an intermediary offtaker and aggregator

The following is a simple single utility offtaker example:

= Legally and financially creditworthy

= Co-owned and co-led by African Governments

= Financially sustainable

= Scalable

= Facilitating cross-border trade and investment

= Complementing and collaborating with existing initiatives

= Benefiting IPP investors, utilities and sovereigns

= Catalysing private sector capital

= Incorporating blended capital from concessional and commercial sources

GreenCo will purchase capacity and energy from the IPP under a power purchase agreement (“PPA”), and sell that capacity and energy 
to the utility under a power supply agreement (“PSA”).  The PPA and PSA will be on largely back-to-back terms; save that:

= GreenCo is the buyer for multiple generation companies; and 

= GreenCo is the seller for multiple offtakers.

GreenCo will play two complementary and synergistic roles in the African power markets:

ANDIntermediary
Creditworthy Offtaker / Aggregator Power Pool Participant / Trader

Madeleine Ensor
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 = GreenCo will take credit risk on the offtakers, such that upon offtaker default under the PSA, GreenCo will have the 
contractual, regulatory and operational ability to keep the PPA ‘alive’ by securing alternative buyers whether on a bilateral 
basis or through short term trading, and will use all reasonable efforts to do so;

 = GreenCo will earn a small margin between the tariff paid under the PPA and the tariff  received under the PSA. 

The following is an example of a more complex multi-buyer project, which may be suitable for larger IPPs and/or cross-border projects.

In the above scenario, the intervention of GreenCo will allow:

 = individual offtakers to commit to purchase only a portion of the IPP’s total capacity; and
 = GreenCo to better manage the complex risks arising under, and documentation required for, multi-offtaker structures.

This structure will be repeated on multiple projects, building a portfolio of IPPs on one side and a portfolio of offtakers on the other.  
The portfolio effect will diversify GreenCo’s risk and enable it to source alternative power or offtakers (as the case may be) in case 
of default under either a PPA or a PSA.

GreenCo as a Power Trader

In addition to its role as an offtaker, Africa GreenCo will also participate in the competitive power markets, promoting cross border 
power transactions and a more dynamic and liquid short term power market. 

Greenco as a Stepping Stone to a Fully Liberalised Market

GreenCo will act as a stepping stone to a fully liberalized market, supporting regulatory change and demonstrating the benefits of 
competition and regional integration.  Once SADC’s power sector is strengthened, its utilities achieve creditworthiness and it has a 
liquid electricity market, the market can move away from long term bilateral contracts.  GreenCo’s role as an intermediary offtaker will 
become redundant and GreenCo will transition to being one of a number of traders in the power markets it will have helped to develop.

Fully liberalised regional electricity market – RERA’s M&I Framework
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 = reduce the financial expense and utilisation of human resources incurred by the host Governments and offtakers in 
negotiating and executing IPP transactions;

 = increase the installed capacity in the power system, facilitating more reliable power supply to end users;

 = reduce PPA tariffs (on new IPPs) due to lower IPP development costs and cost of capital; 

 = lower the average cost of delivered power by utilizing otherwise idle generation capacity for generation and sales to third 
parties, and offsetting the revenue received from third party customers (less a small margin) against deemed energy 
charges otherwise payable by the Offtaker; 

 = help substitute short term emergency power with cross border traded power; 
 = reduce the fiscal burden on host Governments by reducing the probability of early termination buyout obligations or more 

explicit host Government guarantees being crystallised, and reducing the quantum of such obligations;
 = reduce risk-weighted capital adequacy requirements in relation to loans to the power sector creating additional debt 

capacity which can be used to fund sectoral improvements;
 = create fiscal space and release resources to focus on institutional capacity building, operational efficiency improvements 

and expansion and upgrades to transmission infrastructure; and
 = facilitate the move towards local currency denominated PPAs.

Regional Impact of GreenCo

GreenCo will:

 = actively trade power in the competitive markets established within the existing power pools (SAPP, WAPP, EAPP etc), 
increasing liquidity and efficiency;

 = be able to disaggregate the contractual supply of electricity from the physical flow of electrons;

Impact of GreenCo on Offtakers and Host Governments

GreenCo will:

Impact of GreenCo on Project Companies

GreenCo provides the project company with a counterparty which (a) is creditworthy, (b) can mitigate risk via diverting power to third 
party customers, and (c) can diversify risk over multiple projects.

The intervention of GreenCo is expected to:

 = reduce both total project costs and the cost of capital by: 
Ï� reducing the cost of getting projects to financial close; 
Ï� improving projects’ credit risk profile and in turn:

Ï� reducing equity investors’ hurdle IRRs;
Ï� reducing the interest rates and other covenants such as debt service cover ratios on project debt; and 
Ï� increasing the tenors of project debt;

 = make investing in, and lending to, African IPPs (whether at the outset or upon a refinancing) attractive to a wider pool of 
capital than is currently engaged in the market, in particular to private sources of capital, thereby increasing the available 
pool of capital; and

 = allow for more efficient and effective credit enhancement, by building a portfolio of contract exposures which can be de-
risked and/or re-insured on a pooled basis.

Tariff reduction for hydro IPPs assuming different proportions of commercial debt
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Environmental, Employment, Social and Economic Impact

Based upon its modelled portfolio, GreenCo will:

 = avoid 10.9m tCO2e emissions during Phase 1 and more than 198m tCO2e emissions over the life of the PPAs;
 = help create almost 80,000 temporary jobs in manufacturing, construction and installation and over 3,000 long term O&M 

jobs;   
 = create additional employment as a consequence of access to more reliable power and savings relative to emergency power 

costs with a particular impact on small and medium size enterprises, such as women’s cooperatives; 
 = improve access to basic services such as healthcare and education through improved electricity access; 
 = stimulate socio-economic development, including reducing infant and maternal mortality rates, improving literacy and 

facilitating community-based activities and training; and
 = help avoid the economic impact of outages that can be as high as 4% of GDP and result in an average annual “drag” on 

economic growth of 2%.

Operating Strategy

GreenCo’s operating strategy creates two main revenue sources for GreenCo: 

= Sale of power purchased under long term agreements; and

= Sale of power on short term trades.

Each of these core operating activities will generate revenues through a margin applied to each unit of power bought and sold.  For its 
role as a PPA offtaker selling power on to utilities/other offtakers through a PSA, GreenCo aims to select a margin level that generates 
a net reduction in the price of power paid by a utility/offtaker.  The GreenCo base case model currently assumes a margin of 5%.

For short term trading, the GreenCo base case model uses a conservative assumption of 10% p.a. growth with an estimated market 
share for GreenCo of less than 5%. 

GreenCo Funding Requirements 

GreenCo’s core proposition is to:

 = Reduce the likelihood of a termination event arising through the ability to trade out of default and continue to pay the 
obligations due under the PPA; and

 = Protect commercial lenders in case of a termination event.

MW Built Private Sector 
Capital Mobilized

Avoided Financial 
Burden for Offtakers

GWh Generated / CO2e Avoided Beneficiaries / Jobs 
Created

Phase 1 - Zambia 100 MW US$104m US$191m 11,232 GWh / 10.9mtCO2e 711,603/ 34,548

Total Portfolio 2590 MW US$3.2bn US$4.4bn 206,836 GWh / 198mtCO2e 8.3m / 616,085

 = work with power pools, member states and utilities to match power surpluses and deficits, and to maximize the efficient 
use of natural resources on a regional basis;

 = support efforts to integrate planning, power sector regulation and infrastructure investment across member states; and
 = help to build the financial and economic case for more investment in regional transmission, interconnection and grid 

management by increasing traded volumes.

In order to clearly demonstrate GreenCo’s creditworthiness to the IPPs’ financiers in the early stages of its operations, GreenCo 
believes it will be necessary to ensure that its initial capital base is sufficient to cover (i) the aggregate of the commercial debt lent   
to IPPs in its PPA portfolio plus (ii) a liquidity buffer. This liquidity buffer will enable GreenCo to exercise its risk mitigation strategies 
and potentially incur some losses in the process without eating into the capital sized to cover commercial debt.

This high level of capitalisation is driven by a number of factors including:

= GreenCo being a new market entrant with no track record; and

=
GreenCo’s operations starting in one country, resulting in highly concentrated exposures to a small number of 
offtakers, the majority (if not all) of whom will be located in the same country.

The quantum of capital required is directly linked to the size and nature of the underlying project portfolio. For Phase 1, GreenCo is 
seeking US$45m of equity to cover its liquidity requirements and US$45m of guarantees to cover its obligation to repay commercial 
debt at IPP level in case of PPA termination. 



6 © Africa GreenCo 2019

GreenCo’s ability to reduce wholesale electricity tariffs for its offtakers is a factor of how much impact it can have on the cost of 
capital at IPP level and how much margin it charges between the resulting PPA tariff and the PSA tariff. The level of such margin in 
turn dictates the return it is able to generate and distribute to its investors.

It is therefore anticipated that in order to maximize GreenCo’s development impact, the bulk of its initial capital will be provided by 
the governments of the countries in which it operates alongside equity and guarantees provided by the international development 
community and/or other impact investors. By providing such capital to GreenCo the international development community will mobilise 
significant amounts of private sector capital to invest at IPP level.

Once GreenCo has built a track record and its portfolio achieves a sufficient scale and degree of diversification, it intends to begin 
leveraging its capital base. Its ability to do so while maintaining its perceived creditworthiness is likely depend on its ability to secure 
an external credit rating or the willingness of commercial lenders to accept a larger amount of risk given the comprehensive coverage 
offered by contracting with GreenCo as the offtaker. The figure below shows the evolution of GreenCo’s potential liabilities and leverage.

Evolving Capital Structure

GreenCo Margin

GreenCo Phase 1 Capital Structure 

Guarantee
(US$45m)

Equity
(US$45m)

Equity
(US$5-10m)

Repayment of 
commercial debt 
to IPPs in case of 
PPA termination

Liquidity: power 
purchase 

payment to IPPs

Start-up costs/Initial
Operating Losses

cancellation due to 
repayment of debt
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2019 Milestones

Evolving investor base

Conclusion and Next Steps

GreenCo represents a scalable and sustainable means of helping more projects achieve bankability and bringing larger volumes and 
new sources of capital to African power markets. GreenCo can also help streamline African utilities’ engagement with IPPs, reduce 
the time and effort required to bring transactions to close, relieve the burden of providing sovereign guarantees and, in the process, 
help to create the space necessary to implement measures to achieve long term creditworthiness of African utilities and improve 
domestic power markets. GreenCo has garnered significant momentum and interest from the African and international development 
community and the SAPP, RERA, the Association of Power Utilities of Africa (APUA), the African Union (via NEPAD) and the African 
Renewable Energy Initiative. 

Once the GreenCo portfolio achieves critical mass and diversification and is able to leverage its capital base, the returns GreenCo is 
able to generate through charging a small margin on large volumes of power sales will increase the potential equity returns at GreenCo 
level and make investment in GreenCo itself an attractive proposition to private investors. As returns become commensurate with the 
business risk accepted by GreenCo’s investors, the initial concessional equity can be replaced by non-concessional sources of finance 
and GreenCo will transform into a fully commercial long-term sustainable private sector-owned and operated business with significant 
development impact.

March 19

Zambian cabinet approval 

IDC Final Commitment

AfDB Board Approval

Additional Investors Final Approval

GCF Board Approval

Financial Close

Domestic License

SAPP Membership

Financial Close Start of Operations

Human Resourcing 

Identification of priority projects
Negotiations with 
developers

Sign first deals

Operationalisation 
Consultant

Project Documents approved by Zambian stakeholders

Guarantee Terms Finalised

April 19 May 19 June 19 July19 Aug19 Sept19 Oct19 Nov19 Dec19

Additional Investors Initial Approval

IDC Initial Approval
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