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icking up the risk

African Trade Insurance Agency knows mitigating political risk is key to African industry.
Andrea Bohnstedt examines how it is structured to promote participation in trade
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gk up for the lsck of financial products m most
Afncan markets and will mitigate what is ofen
percewed as the continent's high risk profile,
winch Jones consilers an exaggeration n many
Cases.

Having started ot wath seven mambers, AT

30 |

e e e e e s B

has riow grown to 15 (zee box, right]. Mongside
states, s membership  inciudes  regional
irstibetions as well as the private sector, and ATI
has partnered with global trade credit agencies

In the final stages of a
capital restructuring, ATI will
convert underwriting capital
into common equity capital

and msurers Atradios, Liovds of London, OFIC,
Alls, OMND Ducrore and furich Financial Sendvices
Graop. The institulion corrently has 22 stafl in
,oand hopes b place underwriderzs o
wda, Lambra and Tanzanea in thie near future.
od by an cperating profit of “US
0,503 m 2005, and noping to complete a

resiructuring ot its capital by the
POOT, AT
pians to expand s membership, loaking
especially to welcome west African states into

snd of February

af Ly
5 tarpats AT

has 5ot tsalf ambaly

ke
e Urncn (AL e pfigible ta join
e als been opened fo nondfrnican
1ee - skates, a5 to internationa
il insttutions and offical export credi
, with the provisa that Afncan states

must retain at least 51 per cent cwnership, and

r-Bdeican instilution, an

05 wel

agsn

resources are used 1o promote trade and

Irvestment inta arid
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Linclerstamding with China's export creght 3

praviding another
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opportunty.
By opening AT to nondfrican countries, AT
that China and India will becomea
memiers in the foreseeable future
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Restructuring pools resources

Alls beginnings were in tradiional palitesl sk
nsurance for cross-boeger propects and trace
Transactions, providing cover for risks. such a5
torced dunstiture, CUTENCy inconveribility and
noretransters see box; next pagel, At the end of
2005, the ATl Beard of Dirsctars resoled o
offer both commerciai and SOVETEIZN non
payment cover as well as whole turnaver credi-
risk msurance for exporters o ATI membar
countries - the latter s cirrently anly offered
under & ritinsyrance Ireaty, These additions are a
further sten towards completing ATI's product
offering, fofiowing the inihal expansion of the
praduct range with nonpayment cover on
RublGAparastatal buyers in 2003,

A jomt export credil agency (ECA) gives
member countres access toseveral benefits,
including economies of scals as well g= portalio
diersification afd
reinsurance an the
nternational market, This
regional status effectively
elirminates the pobtical ssk
lhat would have semamed
hacl countries sach set up
enr “own ECA. Az 3
multilateral mnsditution
estabhshed by internationl
freaty: AT = supranationsl
and, therefore, not subject
0 domestic: peltical rish.
This places stringent

ATLis currently in the final stages of 2 capital
restructuring under which it will abandan the
previols practice of underwnting i1s business an
the back of individual member countriee World
Bank-funded contricutions. ang will convert the
underwriting capital into carmmon Bquity caprtal,
Paaling memher confributions i this wiay will
result in mare. scope for ATI t pursoe portielia
dwersification acrpss caunlres, sectors and
projects, higher country celings, and alsa to
SeeR atditonal captal contributions,

Peer and market recognition

ATl has nvested ina slrong netwark of private
and public sector partners, led by the worlds
secand largest ECA. Atradius, and <ppers)
syndicates at Lloyd's of London, In Seplember
2003, ATl signed 3 Memorandum af
Understanding with the Multilstera) Investiment
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ATL in turn, to expand its portialio a2nd incroase
s project and country limits,

“In all cases | found them respansive and
orofessional.” says Deepak Dave, an BxfErenc e
African investment banker. “Their analysis of risks
Inherarl in & country can be expectsd o bo
etler than non-African private myestors, Anather
advantage is thal they are more Iisety to deliver in
terms of timing and responsiveness — they know
the basics af the coyntrips dlreaddy and can save
on the level of analysis required,”

The buyin recelved fram other Institutions 15
reflected i the recent figures: by Nowember
200&; ATI had facilitated $206.7 millian in deals
with 529.9m of its own resources Cover
extended 5o far mciudes deals in a2 combination
ot traditionsl and  nos-traditional sagtors,
including agrbusiness, manufacturing, mining, oil

ard Bas, real estate, SETVICES,
lelecommunications  andg
tourism,

Development mandate

In response o Its
develapmenl mandale, A7)
15 dpoking beyvond msurance
progucts in its cormmitment
to stimuiating trade and
investment to and  with
Alrican states through ather
Mmeans. This dEenda
Includes addressing the fack

condtions an parbcipating

governments that contrbuto signficantly to ssk
mAigation; rembear state governiments have ng
direct influence on its business as they are legally
unahile 1o interfere, and have the legal chlizatson
to-semnburse AT for politicsl risk lieses. As a
consequence, Jores emphasises that ATL
dEspite eng sel up with pubtiic-sector funding, 15
3ot fo implement 3 WErY  privatecector

By November 2006, ATI
had facilitated $206.7m in
deals with $29.9m of its
OwWn resources

management  style. He commends  ihe
nsilubion's goveramental sharekolders for their
suppart and commitment, “0f caurse you have to
communicate with the board and explain your
achons,” he says, “but that is no difterent from s
private-seclor board.”

Guarantes Agency (MIGA), 2 membar of the World
Bank Groug.

In & comparatively  narrow  market
charactensed by frequent co-aperation
agrerments, the prvate sectars invohwement has
Deen encoursging- Banks and other insurers haye
tome 1o appreciate AT as an o effective and
knowledgeatla partner to mitigate pofitical sk
far trade and investment into a FREION whene
many industrialised-country  Institutions have
lirited regional experience and knowledge, This
aften leads to an inherent conservatism in the
face of what is petceived as high risk. ATl prides
tsell that. while it may not have a clear
svantage on commarcial risk, it cortamly does
en poltical nsk. Smilary, it will difersntiate iself
nal by structural advantages, but on fhe
knowindge of its terram

Dther insurance agencies recagnise that they
can benefit fram this: even if their own
underariting policies are ton consenvative to
aflow thern to Lake on deals In Africa directly, they
are very willing to reisure ATl's deals, enabling
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of credit information, bt
aiso  educating  fingncial
institutions,  premating  lacal finanzing,
estabfishing risk ratings tfor local banks, and
mediating in conflicts between investors and hiost
Eovernments. As a public insurer awnad Ly
African states, ATl has the ability to resolye
disiutes successtully betore they reach the paint
of no return. According to Jones this s crucial,
censigenng that the investments n question are

Export credit insurance, an
established product in
industrialised countries for
decades, has been one of
the missing links in Africa
typically long term: "A quick cheque |5 not, n
fact, whal an investor is looking for, To the

investar, it's the sucress gf the leng-term
venture, The host gavernment of course enually

wnLaAY . FegRuaay 2o africainvestor | 39



sponsored advertorial: DF focus

kas an inlerest in retaining
precuchon and emplaoyment.”

In miernational frade; Jones emphasises that
domestic timancia! markel condibons otten put
African gxparters at @ zerous dizadvantage in the
glebal markets. “Tymecally hanks only lend against
fxed assels and they are vary réluctant ta lend
against receivables, 5o (he avaiabity of short
term trade finance = extremely [mited,” ha
says. When we geb invobved, banks will lend

Risk cover products avaifable

Iibdiby b trawisher contractoal
paymeants in lard cutremy
Incomvartilty of the local

inwestment,

Breach ol concessen rights

cunency deposted for transles

mt hard curency Frweed abancirmienst
Expeogrinbon ar seizure of goods Forced duesture
Entrarga Pofitical vigkinge

(o5 equmment o transit War and cral dishrtance
Canfscation Inzchvency,hankruptey
Deprivation Maipagrment by privale,

parastatal and soveraign
iligers

mare, and at better conditions, Compames then
have funds-to grow. their bosmess, Being abie o
frade on an open account improves African
companies’ ability to compete in the intesnational
markerpiace.”

ATl notes that this has been an educational
process for local banks, esen of they are
subsidiaries af inlernational banks, Expart credit
mnsyrance,  an established  product  in
ndusingiisad countries for decades, has been
one of the missing links in Africa

Aftasting 1o the suecess of nsbtubons like
ATI, Ben Cattaneo, Prachice Leader Mining and
Metais at risk management firm Contrgl Risk,
attirmis that the concept of palitical risk msurzance
has becomsa consderably mare famiiar over the
past few years: “Investors need fo look bayand
the areas: such as civil adsturbance and
gxproprabon that are now fradtionally covered
by political nsk.onsurance o politcal risks
emanating trom other resources, for example
actwist WGEOS" he cautions. “The same country
rigk dags mot necessarily imply the same project
risk.”

This perspactive shows thal political risk
neprancs has ko be opart of 3 broader risk
manggement approach that offen ncludes close
cooperanon with HG0s and governments, and
ties in with Peler Jones' percepbon that
sustamstility 1ssues are increasingly recognised
in imternational investmants,

Finally. regienal integration is a key'concern
for AT Jones argues that the coaperation of the
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AT! governments is a tangible step towards this
objective, as s the commitment to convert
uriderwriting contributions into equity. Afthaugh
there are currently mare inbound  mflows  of

Access to export credit
insurance gives contractors
from industrialised countries
an easy advantage over
most African competitors

myestrment, ATl hopes that ther senvces wil
eveniually BNCOUr3ES Intra-continental
investments,  Roland  Fladet, ATI's  Che
Underwnting” Ofcer, highlights that access to
export credl insurance gaes contractars from
Industrialised countries an easy advantage over
rnast African competitars,

“Take a Zambian contractor participating m a
majar public tender in Afnca™ he says. “The
company may D comfortably shorthsted for its
technical proposal, but it will then lose aut in the
final selection because it cannol pravde the
same: financial backing. ATl products change
this.”

While ATl is wery aware that there are
sigrificant obstacles that will continue to be
Devond ils power Lo remove, most notably trade
barners nto Industridiized markets, chents'
responses and peer and market recogmition show
that AT1 s well on the way towards helping African
busmess compete rtermatonaly onoequal terms, B

For more information on the Africa Trade
Insurance Agency (ATI), contact CEQ Peter
Jenes (Peter.Jones@africa-eca.com) or
Chief Underwriting Officer Roland CJ
Pladet (Roland.Pladet@africa-eca.com or
underwriting@africa-eca.com); tel: +254
20 271 9727, 272 6959; websita;
www.africa-eca.com

ATl in action

Huswel Technologies Ltd/RSA & China - Onatel/Burumdi
Sonpher credil from Hutwel Technolagies Ehd Chine 1o Office
Matanale dé telecommumcations in Burund {"Daater), for the
=apply-and instadation of GSK network i Buumburs, Bumnd's
capital mdimﬂaﬁ_m'!:lfn wirelass focp metwark in Burundis

nural-areas,

rrsured; Huawei Techinolages L1d, £hina

Desenphon ol transachoe; - Bxtension of the delivery/grace
pevicud far the instalition of G5M
and WLL networks

Tvpe td cover Paastatal Pubsiic Buyer Man-
payment Cover Predaieeny folic
ek cover urilateral cancedation,
revacaton of engart icense, war
and chdl dishirtence et

fisk countey: Burund

Braker & country of argin; DirectLhing

Trangaction valog: SH0m

Indiemnity: S

RS L 52,580,000

Connsusers Lieyils of London

Paolicy pariod: & yeary

Shelter Afrique/Menya - SIMKHA/DRC

AT has |ssued a policy bo Sheiter-Aingue providng poiteal
sk matrante Tof & 52m loan to Secete Immobiligra Khasam
LSIMEHAN for a-houseg peosect in Democratic Repablic af
Congg DRCY The Joan ts part of the S5m finsncng of
construdtion of bwo rasidential blocks, comprsing 24
aparbments pach, 7 GombeRinshasa; DRCSIMKHA funds the
addittonal 53m Birough ety capital. This marks ATTs fest
et suppod] dora transaction in DRC.

Insured: St Atrcque - Kenva IMublaterl)
Beerower SIMKHA - DR Conga

Letegilion ol lrssactsan: Canstrachon af hausing

Type of cover; Lenmess interesd PRI
Transaction valg: 52m

Indemnity: 100%

WETS T 52m

Palicy perkod; 5 Yours

Rediand Roses,/Kenya - Various Buyers,/Eurape,

Angtralis, Japan and Middle Exst
Crodd n=h insurance poboy Esued to an expories ol Hewers in
Keeye. It bas bees re-nsurod with Srades
Insured: Rediand Roses
Fesmyan fower expories

Descripton of transaction: Expart of fkwers 10 Europe

Type ol cover White Turnover Credit Insurarcs
Lawir |

Risk countrizs; Europs, Austrabia, Japan find
Midldle East

Brokes & country of ongine: DerecRenva

Trimsaction value: 55m

Inclemeety; Retinsured 300% with Atradios

ATTs line: MNone

Folicy period: 1 year lrenewatile]

Indzimrety: 85




