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The cost of debt is increasing across the African market as lenders tighten
their belts. Raj Kulasingam presents his tips to getting ahead in raising
corporate bank debt in Africa

I

n July 2014 I wrote about
the key issues in raising
debt in Africa (Financial
Nigeria), with input from
Sophie Papasavva of
EMFC. Since then, much has changed
on the African continent and yet some
things have not changed at all.
In my update for Africa investor (at the
end of 2015), I will recap 2014 and my
thoughts (with some input from Angelo
Anthony, a banker based in Lagos) for
2015. To start, everything that I noted
for 2014 still applies today; what has
changed is things have gotten tighter.

that comprise the syndicate and helps
the borrower manage these banks;
• The MLA will know how to structure
and price a loan that will maximise the
chances of attracting other banks and
therefore of success;
• Investor banks will take comfort
from the MLA’s track record in
syndicating successful transactions and
the repeat business between the two
keeps the loan market liquid and the
wheels of finance turning.
So my advice is, get a strong MLA
that will structure a profitable, wellperforming loan facility that it is willing
to hold.

management. The drain on resources
for any finance team over a six-to-ninemonth period often comes at a very
high price. And we all know that time is
money.
The most important time-saving
exercise that a corporate can perform
is to spend time preparing, before the
banks are involved. In simple terms,
articulate your business well and you are
far more likely to achieve an expedited
and more cost-effective financing.
So I compiled (with a little help from
Sophie) some tips for borrowers when
raising bank debt:

In 2014, my comment to Sophie was,
surely raising debt in Africa is no
different to raising debt anywhere else.
She retorted that if you ask any CFO
in Africa to describe their experience
of raising loan finance, the answer
would be “excruciatingly painful” but a
“necessary evil”.
Her point was that bankers lend every
day, all day long. However, companies
tend to tap into the loan market on
average once every three years. So the
odds seem always to be stacked in favour
of the lenders. Yet this doesn’t need to be
the case.
However, before delving any deeper,
first, a short introduction to syndicated
lending (and some banking jargon and
acronyms).

Raising a syndicated loan entails a long
list of steps. Beginning with the initial
phone call by the corporate borrower to
one or two of its house banks and ending
with the first drawdown. This is broadly
a ‘conveyor-belt’ process whereby
the corporate and the MLA together
prepare a marketable deal with a view to
attracting other lenders.
A corporate should attract multiple
banks for a number of reasons,
including:
• Building a track record for those allimportant future financing needs;
• Ensuring every possible morsel
of liquidity is tapped into, as banks’
strategies may shift away at a future
date; and,
• MLAs need to attract multiple banks
to ease pressure on their own balance
sheets (the so-called “originate to
distribute model”).

This may seem obvious, yet more often
than not, the loan-raising process begins
with a phone call to one or two house
banks with a request along the lines of:
• We are looking to expand/invest/
acquire etc., and we think we’ll need
about US $x million
• I can send you our internal finance
model
• Can you send across a term sheet?
In fact, what should happen is
that the corporate should prepare a
well-thought-through, benchmarked,
(independently) validated set of
financial projections to support the
loan’s purpose, size and structure. Why?
Simply because this is what the banks
need and will require.
When this is lacking, what ensues
is a back and forth; of bankers asking
questions and the CFO adjusting a
model, before they can even begin to talk
about indicative terms (let alone a term
sheet). With a bankable set of financial
projections, the CFO can review options
with regards to the loan’s structure
and have a clear view of some of the
key parameters that the business can
support (in terms of security, grace
periods, financial covenants, other
restrictions).
This base case model should represent
the corporate’s business plan and
contain a reasonable set of projections,
validated by independent sources
and benchmarked against peers and
competitors. Banks need sensitivity
scenarios. It is the analysis of the
business plan projections that drive
most of the structural elements of the
financing: the loan amount, the tenor, the
repayment schedule and the financial

Snapshot in July 2014 What’s the big deal?

Syndicated loans, lead
banks and MLAs

So, firstly, what is a syndicated loan?
It’s a loan that is provided by a group
of lenders and is structured, arranged
and administered by one or several
commercial banks or investment
banks known as arrangers. Whereas a
syndicated loan arranged by a company
is common enough amongst investment
grade or repeat borrowers, it’s my
experience (validated by Sophie) that
the appointment of a lead bank to act
as Mandated Lead Arranger (MLA) is a
must for a smooth syndication.
The MLA contributes enormous value
in taking a lot of the day-to-day hassles/
deliverables of syndication away from
the borrower. Additional advantages of
having an MLA include the following:
• It is the MLA that holds the direct
relationship with the numerous banks

Syndication process

How the big boys do it and
the little guys don’t

Some investment grade repeat
borrowers can complete a syndication
process to raise debt in less than four
weeks. Leveraged finance borrowers,
with the benefit of savvy private equity
sponsors and quasi cookie-cutter
structures, can complete the process in
eight weeks. But outside of these two
groups, there are plenty of corporates
that struggle to raise bank debt in a
timely manner.
A common challenge for fastgrowing businesses in Africa is an
under-resourced finance team. Raising
finance, be it a small bilateral or a
multi-million dollar syndicated loan,
is a highly disruptive process to senior

1. Be prepared – a proper
financial model
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covenants. Unless a corporate offers a
‘bankable’ model, it risks weeks, if not
months, of to-ing and fro-ing to reach an
agreed base case that satisfies the MLA.

2. Prepare a good RFP

The other key element that requires
preparation is the Request for Proposal
(RFP). This is actually a step most
often skipped in its entirety by novice
corporate borrowers. The RFP partly
serves as the first sales document
to the financing (predecessor to the
Information Memorandum), but it
also articulates the wants and wishes
on the part of the borrower. The great
value of an RFP is that it forces the CFO
to consider and articulate what the
business requires in terms of a financing:
amount, tenor, security, underwrite
request, pricing, etc.
With a well-thought-through business
plan, the RFP is the key document that
is the shop window to attract banks to
want to arrange a loan for the company.

3. Follow the path

Most banks and certainly all
development finance institutions (DFIs)
and multinationals are monolithic
institutions steeped in process and
regulatory requirements. Whilst
frustrating at times, this is also a positive
as financial institutions have developed
standards and processes to facilitate the
lending process.
Whilst clearly bespoke to each
borrower’s needs, the lending process
also follows a conveyor-belt approach
to ensure a successful outcome. In other
words, there is a standardised process
that is absolutely required to be followed
for the quickest result. Failure to do so
risks a disorganised financing process
which will inevitably lead to delays.

4. Shop around

Corporates should approach more than
one potential MLA instead of the same
house bank again and again. In times of
ample bank liquidity, shopping around
offers the benefit of competitive tension,
which should lead to lower pricing and
a better overall deal for the borrower.
In times of restricted lending, shopping
around could offer an opportunity to tap
into otherwise unexplored pockets of
liquidity. It is certainly worth a try.

5. Get one onside – the others will
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follow

Banks tend to follow other banks – some
might even say banks are sheep-like.
Even the strongest bank will look
to what its peers are doing before
considering extending a new loan
facility. Credit committees considering
a ticket in a syndication will always,
without fail, ask to know which banks
have already committed to the deal.
This also explains why the syndicated
loan market has such a healthy social
scene. Syndicators absolutely need
to know what their peers are doing,
who they are lending to, which deal is
oversubscribed, which is being flexed
etc., so borrowers should focus on
winning over one bank – and others will
tend to follow.

6. Understand the role of the MLA
– you need the MLA

Here is the deepest, darkest secret of
syndicated lending: MLAs act on behalf
of the syndicate of lenders, not on behalf
of the borrower. Obvious, right? Well
many borrowers are unaware of this,
which causes issues for the progress of
the deal.
The usual script is that for several
weeks (or months) the interests of the
borrower and the MLA may be aligned
(agree the model, write the info memo,
credit submission, select the list of
lenders, etc.). However, what happens
after credit approval, after launch of
syndication and during documentation?
The MLA will sit across the table from
the borrower and negotiate the facility
agreement against the borrower.
However, borrowers still need an
MLA for the reasons given above. Selfarranged deals are simply inefficient in
terms of the time it takes management
to put the loan in place. Most companies
are not typically equipped with adequate
internal resources to dedicate to loanraising for four, five, six months or
longer, so why not leave it to the experts?
Banks arrange deals for other banks all
day long, every day. The above is not
arguing against itself. MLA banks are
necessary for an efficient loan-raising
exercise, but Africa’s CFOs riding Africa’s
financing wave should always be aware
that MLAs’ interests cannot always be
aligned with their own.

Take control

Don’t leave it all up to the MLA; take

responsibility for your financing. Spend
the time and money to get a professional
base case financial model and the RFP.
Resource your team and drive the
process and get it done quickly and
efficiently. Remember that banks want
to lend money but when faced with bad
documentation and poorly resourced
teams leading the financing, the bank
may just lose interest and look at the
next deal.

What has changed in
December 2015?

2015 was not a great year for many
African countries. It seems as if some of
the shine has come off the ‘Africa Rising’
narrative, pushed by a perfect storm
of low commodity prices, a slowing
China, depreciation in numerous African
currencies (e.g. the rand, kwacha, naira
and cedi), foreign exchange controls, etc.
In Nigeria, several policies have been
put in place to maintain the value of
the naira against the US dollar. These
include exchange rate controls, imposing
a ban on foreign exchange for 41
different imports and limiting daily cash
withdrawals by Nigerians.
The general sentiment is that things
are not going to get better for a while.
The latest blow has been the US Federal
Reserve’s decision to increase its
benchmark interest rate, which will see
a further strengthening of the dollar and
weakening of African currencies.
All of this has had the effect of
increasing levels of non-performing
loans and, while local currency liquidity
is generally plentiful in most African
markets, bank credit appetite is limited.

The prognosis

The cost of debt will increase across
African markets except for the bluest
of blue chips as banks are likely to only
choose to lend to the most highly-rated
borrowers. Those who don’t fall into
this category will find raising bank
debt challenging with banks being very
cautious with non-blue chip borrowers.
So if you are not a blue chip borrower,
how do you increase the odds of being
able to raise debt? Here are a few tips:
• Spend time and money putting in
place a robust capital structure (see
below);
• Have strong management with good
governance standards;
• Put in place suitable hedging

strategies to mitigate against risks in your
business such as fixing or capping your
costs (e.g. raw materials and energy).
Locking in costs may also provide some
upside in the future. However, most
importantly, it will make banks more
comfortable around the robustness of
the cash flow models used to support the
borrowings; and,
• Borrow in local currency unless
foreign currency inflows are available (e.g.
from export sales). This debt can always
be refinanced later when markets settle
down.
With the introduction of much stricter
capital requirements across the continent,
issues such as credit ratings, audited
accounts and cash flow models will
become even more important than before
in the quest to raise bank debt.

Data, data and more data

Having a good relationship with your
lenders, backed by solid data and
reporting standards, is critical. As W
Edwards Deming (statistician, professor,
author, lecturer, etc.) said: “In God we
trust. All others must bring data.”
This is just as true in bank lending so
make sure that your data and reporting
is accurate and professionally captured.
Issues such as the quality of your audits
and levels of transparency and disclosures
will have a major impact on a bank’s
perception of your risk profile. Experience
of corporates in Africa has shown that
many promoters and companies tend not
to focus on matters such as these because
all their energy is aimed at growing the
business. This needs to change in the
current environment.
It will be very important to ensure
transparency with the lenders especially
if there are any cash flow issues in the
business. Most lenders are keen to work
with borrowers through their issues
and support them in troubled times as
the alternative is not optimal for either
parties. However, in order to get the most
level of support from lenders, it is critical
that borrowers approach lenders with as
much data and as clear a mitigation plan
as possible.
It is also critical to flag issues as early as
possible. The worst scenario is for a bank
to be forced to declare a breach or similar
and which is then further compounded by
the borrower not having sufficient data to
show that this is only temporary or there
is something on the horizon which will

get the company back on track.

Robust capital structure

Whilst highly leveraged debt structures
have been the norm in Africa to date,
the current environment does not lend
itself to these types of deals. Given the
level of uncertainties in the market, the
requirement for a robust capital base will
be very important to lenders including
the ability of that capital base to absorb
unexpected stresses in the company’s
operating environment.

Get good advisers

Most importantly, get good advisers.
Getting professional assistance in
structuring deals is always important (no
change here from 2014) but even more so
in the current environment. Most lenders
are requiring far greater detailed riskreward analysis and cash flow models
today as opposed to the easier process of
previous years.
Having professional advisers put
together a lending package and lead
the negotiations with lenders will put
potential borrowers in a much stronger
position than companies trying to do it
in-house or on the cheap. Penny wise and
pound foolish is the adage that comes to
mind here. The upfront cost of advisers
will easily pay for itself through better
debt terms and a quicker process to close
on that debt.

It’s not all bad news

Revised GDP figures forecast by the
International Monetary Fund (IMF),
accessed via Analyse Africa, show that
Africa continues to outperform other
world regions despite falling commodity
prices and rising conflict in 2015. Average
growth for African economies is predicted
to be 3.62% in real terms through 2016.
Whilst lower than the 4.17% predicted
in April 2015, it is still above the global
average of 3.12%.
More tellingly, growth in Africa is
relatively strong compared to other world
regions and second only to the AsiaPacific region. Africa is still rising, just
more gently. We are in a cycle so keep the
faith, stay the course and keep
pedalling!
Raj Kulasingam is Senior Counsel at
international law firm Dentons in
London, covering African transactions
across sectors

