TERMS OF REFERENCE

DESIGN OF A RISK SHARING FACILITY FOR THE 
OFF-GRID SOLAR SECTOR IN MOZAMBIQUE



1. Background 

The market for off-grid solar systems (OGS) in Mozambique remains nascent due to a combination of behavioral, policy, and financial factors. The sector is dominated by a few relatively large firms due to, inter alia, limited affordable financing. There is a larger group of smaller and early-stage companies entering the market and looking to expand, but access to finance is a key constraint. Reduced uptake is partly explained by poor consumer perception of SHSs because of wide variations in the quality of products on the market. Moreover, affordability remains a challenge, with only 22 percent of households able to afford SHSs without financing. There are several efforts to grow the off-grid SHS sector, but these programs are in early stages and are yet to result in a deep, wide-reaching market. 

The proposed Sustainable Energy and Broadband Access in Rural Mozambique Project (PROENERGIA PLUS) aims to provide financing instruments—primarily grants, results-based financing and a risk-sharing facility (RSF)—to strengthen the capacity of existing firms and attract new firms to deliver affordable and reliable OGS to rural and deep-rural communities. To enhance inclusivity, criteria for selecting firms will include gender-sensitive factors such as women-owned or women-led businesses, or businesses with an equal pay for equal job policy.

The RSF will provide partial credit risk coverage to eligible financial institutions for loans extended to creditworthy businesses in the OGS value chain (“OGS businesses”). This is expected to enhance access to finance for these firms—particularly small, early-stage firms—that otherwise would not be able to secure credit in the amount and terms that better suit their needs. The project will provide funds for capitalization of the RSF and for the contracting of professional and specialized managers. The RSF will be structured as a revolving fund for expanded support beyond the life of the project and follow the World Bank Principles for Public Credit Guarantee Schemes for SMEs where appropriate.[footnoteRef:1] While there are some examples of RSFs in Mozambique, they tend to be small and dedicated to certain economic sectors and individual financial institutions. Meanwhile, the banking association is designing the establishment of a nation-wide RSF to expand financing for small and medium enterprises, which would have the ability to manage sector-focused windows. [1:  World Bank Group: FIRST Initiative. 2015. Principles for Public Credit Guarantee Schemes for SMEs. Washington, DC: World Bank.] 


Access to debt financing is especially necessary for smaller companies playing key roles in last-mile distribution to rural and deep-rural areas. However, debt financing is constrained by financial institutions’ perception of high risk and limited experience with the off-grid sector, and therefore high collateral requirements and their preference to secure business lending with immovable collateral, principally real estate. This limits access in particular for small and emerging solar businesses and women-owned companies. The RSF is expected to unlock availability of working capital, which will in turn allow companies to acquire inventory, finance the establishment and expansion of their operations, and enable provision of financing to consumers through PAYGo models.

The RSF’s preliminary design features include an initial capital of up to $4 million equivalent, and pricing based on the risk of each participating financial institution (PFIs) if feasible, with charges (guarantee fees) adequate to ensure the facility’s additionality. All information required by the facility on borrowers and projects will be collected through the PFIs. Detailed terms and conditions of the guarantees (including on claims and reporting) will be spelled out in the RSF’s Operations Manual.

The World Bank is seeking a consultant to lead the preparation of assessments in support of the design and establishment of the OGS RSF in Mozambique. 

2. Objective

The Consultant shall conduct a detailed assessment and a draft business plan to inform the design and establishment of an effective and efficient RSF that can sustainably expand financing sources for the OGS sector in Mozambique. In carrying out this assignment, the Consultant shall consider the World Bank’s Principles for Public Credit Guarantee Schemes for SMEs and the World Bank guidelines for financial intermediary financing.

3. Scope of the assignment

The Consultant shall complete the following tasks:

(i) Estimate the current and projected (over five years) demand for credit (volume and number) by OGS businesses and guarantees by financial institutions (based on surveys of a representative sample of OGS businesses and banks), as well as the volume and value of guarantees that can be provided and the incremental financing that would be generated by the new RSF. As part of this, identify potential pipeline for the RSF providing details of the businesses;

(ii) Assess financial institutions’ expectations and willingness to pay to ensure that the RSF design meets their expectations;

(iii) Identify successful global examples that could be replicated or adapted for the design of the RSF;

(iv) Recommend options to maximize synergies between the proposed RSF and the existing RSFs operating in Mozambique for the OGS or other sectors, or SMEs in general;

(v) Review the legal and regulatory framework and prudential standards and identify any regulatory gaps for the successful establishment and operation of the RSF, as well as, if needed, recommend changes to provide a better enabling environment for the RSF;

(vi) Propose options (with pros and cons) for the legal, institutional, and organizational structure for the RSF to enable maximum possible outreach, efficiency, and sustainability;

(vii) develop a business model and draft business plan for the RSF, covering:

· Profile of target OGS businesses and their needs (including focus on women-led businesses), as well as eligibility criteria for the beneficiaries and subprojects to be covered by the facility, with due consideration of the local operating environment, to ensure the RSF’s additionality

· Mandate, value proposition, and business model for the RSF (description of product/service, benefits, and what will differentiate the RSF from other available facilities) and frequency of time for reviewing its mandate

· Ownership and governance arrangements, paying attention to the need to ensure RSF’s market credibility – articulate the roles and responsibilities of the owners and management and any other body of the RSF’s governance structure; accountability framework (including transparency and disclosure)

· Financial structure: level, sources, and timing of capitalization, as well as potential additional financing sources and mechanisms to scale-up the facility

· Key functions and processes (e.g., risk management, reporting, monitoring and evaluation, financial management, investment policy, application, screening, appraisal, claim processing, recoveries) required for the successful and sustainable operation and recommend strategies to build the requisite capacity

· Description of the required operational policies and procedures (e.g., risk management policy, investment policy, claim management), MIS systems, and other requirements for the RSF to perform its functions and meet its objectives

· Propose the eligibility criteria of PFIs and the methodology to appraise and select them

· Coverage, term, and pricing/fee structure, taking into consideration market practices and the RSF’s financial sustainability, while achieving affordable rates for OGS businesses

· Identify potential strategic partners (e.g., reinsurers, credit bureaus, fintech companies, and others) and their comparative advantage, and propose an approach for the RSF to establish partnerships with such organizations

· Core resources (including human resources at management and staff levels) and skills required for the launch and first few years of operation of the RSF, and related cost estimates

· Financial projections/financial model (including associated assumptions) for the first five years of operations to better understand the conditions for RSF’s viability; in addition, propose key KPIs (related to economic and financial additionality, outreach, efficiency, and sustainability) to monitor the RSF’s performance

· Implementation plan outlining well-sequenced steps, from inception to full operationalization of the RSF 

· Review and propose specifics on how the RSF could also enable ‘non-traditional’ and ‘less secured’ lending, so for example use movable assets as collateral, or receivables, or inventories as guarantees, etc.


4. Deliverables, Timeline, Payment

The Consultant shall prepare the following deliverables:

	Deliverable
	Timeline
	Payment (%) 

	Inception report outlining the consultant’s detailed understanding of the problem/study, methodology to be applied, workplan, likely outcomes including the proposed table of contents for the final report, and any preliminary findings.
	Two (2) weeks after the first field visit and no later than four weeks after the commencement of the assignment.
	25% of Contract


	Draft report and consultation workshop to discuss the draft report.
Financial model and assumptions in Excel format, with accompanying write-up explaining methodology followed, assumptions, sources used, limitations, among other key aspects. 
	Eight (8) weeks after the endorsement of the inception report.
	50% of Contract Sum


	Final report and final financial model (and accompanying write-up) with comments from World Bank incorporated
	Two (2) weeks after the workshop
	25% of Contract Sum





5. Reporting, Location and duration of the assignment 

The Consultant will report directly to the World Bank task team leading this activity. The Consultant is expected to complete the assignment in three (3) months. The assignment will be undertaken in Maputo, but there will be flexibility if travel restrictions are in place due to COVID-19. The timing and scope for each field visit will be determined in consultation with the World Bank task team. 


6. Required qualifications and team composition

The assignment will be delivered by a firm with the minimum following qualifications:

· Minimum of 10 years of experience in the provision of consulting services on access to finance or on the establishment and/or restructuring of development finance schemes and risk sharing facilities
· Track record in the design or management of credit risk sharing facilities
· Demonstrated international experience, including in Africa or in emerging economies
· Knowledge and expertise in the OGS sector would be a plus.

The Team should include the following key experts: 

Credit Guarantee Expert and Team Leader 
· Minimum of 10 years of financial sector experience, particularly in SME lending, credit analysis, and credit guarantees
· Track record in the design or management of RSFs, preferably with familiarity of operations of at least one successful public-sponsored RSF
· Knowledge of RSFs’ organizational structure and governance
· Experience in delivering policy advice on development finance and leading complex assignments, preferably in Africa or in emerging economies
· Fluency in English (written and spoken) is required; Portuguese is desirable.

Finance Expert 
· Minimum of 7 years of financial sector experience, particularly in credit analysis and financial modelling
· Experience with credit guarantee operations, including guarantee assignment approach, appraisal, pricing, and claims management
· Knowledge of credit risk management techniques applicable to banks and RSFs;
· Fluency in English (written and spoken) is required, Portuguese is desirable. 

Legal Expert
· Minimum of 7 years of experience in commercial law and financial sector regulation in in Mozambique
· Knowledge of financial legislation applicable to credit guarantees
· Proven capacity to deliver practical solutions to identified challenges
· Fluency in English and Portuguese (written and spoken) are required.
