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Despite the COVID-19 outbreak and the unprecedented impacts the lockdown measures 
have had on global economic activity, one of the largest infrastructure financing deals to 
date (~$15bn) was closed.

Despite the COVID-19 outbreak and the unprecedented shocks to the global 
economy and to oil markets, Total, the world’s seventh-largest oil and gas 
company, secured approximately $15 billion1 in project financing for the 
development of a large Liquified Natural Gas (“LNG”) plant in Mozambique.

In this article, we present the structure of the recent Mozambique LNG project 
financing deal, review the main characteristics of infrastructure project 
financing and finally discuss the different financing alternatives.

Africa’s largest project financing deal
Mozambique LNG – development and construction

Following the discovery of large natural gas resources off the coast of northern 
Mozambique in 2010, a number of major LNG projects were sanctioned for 
development in Mozambique.2 The Government of Mozambique gave the 
final approval for the Rovuma Basin Area 1 Mozambique LNG development 
plan (“Mozambique LNG”) in March 2018 which marked the beginning of the 
development, feasibility studies, pre-construction and construction steps of the 
infrastructure project (the “Construction Phase”).3

1 The final financing numbers vary from $14.9 billion to $16 billion.
2 The other major LNG projects sanctioned for development in the country are the Rovuma LNG project and the 

Coral South FLNG project.
3 Area 1 has approximately 75 trillion cubic feet (“Tcf”) of recoverable gas.
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Mozambique LNG - Public and Private Financing

In August 2020, amid growing concerns related to 
insurgency in the country,8 Total confirmed that it 
had obtained approximately $15 billion of financing 
of the approximately $24 billion total project costs of 
Mozambique LNG.9

The project financing includes loans from a number of 
quasi-sovereign and private entities. Indeed, the financing 
includes direct and covered loans and guarantees 
provided by eight Exports Credit Agencies (“ECAs”), a loan 
provided by the African Development Bank (“AfDb”) and 
approximately $1.35 billion in uncovered debt from 21 
commercial bank facilities. 

With just under $13.8 billion in loans and loan guarantees, 
which carry an 18-year tenor, the ECAs and the AfDB 
provided the Mozambique LNG project with the bulk of 
its project debt financing.  ECAs are public agencies that 
provide government-backed loans, guarantees, credits 
and insurance for export projects to private corporations 
from their home country. ECAs make it easier for those 
corporations to do business abroad, particularly in higher 
risk developing countries.10

UK Export Finance (“uKEF”), Export-Import Bank of the 
United States (“uS-EXIM”), Japan Bank for International 
Cooperation (“jbIC”) and Export-Import Bank of 
Thailand (“EXIM Thailand”) have provided direct loans to 
Mozambique LNG.11 UKEF, Atradius Dutch State Business, 
the Export Credit Insurance Corporation of South Africa 
Soc (“ECIC”), the Italian Servizi Assicurativi del Commercio 
Estero of Italy (“SACE”) and Nippon Export and Investment 
Insurance (“NEXI”) provided ECA-covered facilities. 

The Mozambique government is also providing a 5-year 
guarantee of $2.25 billion to pay the equity share of 
Mozambique state-owned ENH, if required.12 We present 
a breakdown of the loan and loan guarantee amounts 
granted by the ECAs and the AfDB in Table 2 below:

8 https://www.bloomberg.com/news/articles/2020-08-19/how-an-insurgency-
threatens-mozambique-s-gas-bonanza-quicktake

9 Source: AFDB, November 2019, Mozambique LNG, Project Summary Notes.
10 OECD
11 https://www.nsenergybusiness.com/news/total-14-9bn-financing-mozambique-

lng/
12 https://www.reuters.com/article/total-mozambique-lng/mozambique-offers-2-

25-bln-funding-guarantee-to-lng-project-says-report-idINL8N2DZ2C3

Mozambique LNG entails the development of an 
integrated LNG plant which will include offshore extraction 
capacities, underwater pipelines, an onshore processing 
plant and ancillary support facilities.4 The construction of 
Mozambique LNG began in August 2019.5 

Mozambique LNG – operations

Once the Construction Phase is completed, the 
infrastructure will be operational and produce LNG, 
entering the “operational Phase” of the project. 
Mozambique LNG is expected to become operational in 
2024, and once fully operational to have a total capacity of 
12.9 million metric tonnes per annum (“Mtpa”).

The project is backed by a number of long-term LNG off-
take agreements, totalling approximately 11.2 Mtpa. This 
effectively means that almost 90% of LNG production is 
already sold to investment-grade buyers in Asia, Europe 
and the Middle East. 6 About a third of the LNG production 
will be sent to Japanese utilities. 7 The customers that 
have already entered into long-term agreements for LNG 
Mozambique are detailed in Table 1 below:

TAbLE 1: MozAMbIquE LNG CuSToMERS

Customer (Country)

LNG offtake 
agreement 

amount (Mtpa)

Tokyo Gas and Centrica (Japan) 2.60 

Shell International Trading Middle East 2.00 

JERA (Japan) and CPC Corporation (Taiwan) 1.60 

CNOOC Gas and Power (Singapore) 1.50 

EDF (France) 1.20 

Bharat Petroleum Corporation (India) 1.00 

Pertamina (Indonesia) 1.00 

Tohoku (Japan) 0.28 

Total 11.18

Source: Platts

4 Source: AFDB, November 2019, Mozambique LNG, Project Summary Notes.
5 https://www.mzlng.total.com/about-mozambique-liquefied-natural-gas-project
6 Source: AFDB, November 2019, Mozambique LNG, Project Summary Notes.
7 https://www.ft.com/content/47a4d7a7-fc6f-49de-8908-3483e30a6ebd

https://www.spglobal.com/platts/en/market-insights/latest-news/natural-gas/051319-mozambique-lng-secures-long-term-supply-deal-with-asian-buyers
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Firstly, projects are ring-faced which means they are 
economically and legally self-contained. This is usually 
characterised by the creation of a Special Purpose Vehicle 
(“SPv”) also called project company which carries the 
construction and the operation of the infrastructure 
project. This means that the project is off-balance sheet 
for the project sponsors in case the project fails. 

Secondly, the project company operates at the centre of 
the network of project stakeholders and aims to allocate 
a variety of risks to the parties best suited to appraise 
and mitigate them.13 This therefore allows for effective 
risk-sharing between the other project stakeholders. We 
present a typical project structure in Figure 1 below.

The ABCs of infrastructure 
project financing
Having explained some of the key components of project 
financing through the recent Mozambique LNG example, 
we now discuss some of the main characteristics of 
infrastructure project financing in general.

Infrastructure projects sponsors tend to resort to project 
financing in order to deal with their long-term and 
capital-intensive nature. Indeed, infrastructure projects 
have substantial financing requirements and particularly 
significant up-front costs. This usually means that payoffs 
are seen as long-term in that stable and predictable cash-
flows are only achieved in the Operational Phase of the 
project.

13 The nature of credit risk in project finance, BIS Quarterly Review, December 
2004.

TAbLE 2:  MozAMbIquE LNG LENDERS – ECAS AND AFDb

Lender Loan and loan guarantees ($ billion)

Direct Loans  

US EXIM 4.70 

JBIC 3.00 

AfDB 0.40 

EXIM Thailand 0.15 

ECA-covered loans

NEXI 2.00

UKEF
1

1.15 

SACE 0.95 

ECIC 0.80 

Atradius 0.64 

Total 13.79

Sources: https://www.proximoinfra.com/articles/7936/Mozambique-LNG-
Taking-LNG-liquidity-to-a-new-level; https://www.ft.com/content/47a4d7a7-
fc6f-49de-8908-3483e30a6ebd; https://www.theguardian.com/business/2020/
jul/20/uk-could-face-lawsuit-over-1bn-aid-to-mozambique-gas-project
Notes : 1. UKEF’s financial contributions represents $300 million of direct loans to 
UK companies working on the project. The remaining contributions are $850 million 
worth of loan guarantees to commercial banks.

Project Finance mainly applies to large and capital-
intensive infrastructure projects such as Mozambique LNG, 
which tend to have a finite 15-to 25-year life cycle due 
to time constraints such as the length of contracts (e.g. 
concession period) or a finite natural resource (e.g. natural 
gas reserves). 

Total, along with the other project shareholders, benefit 
from using Project Finance for two main reasons. 

FIGuRE 1 – PRojECT FINANCING REPRESENTS THE FINANCING oF A STANDALoNE, CLEARLY DEMARCATED ECoNoMIC uNIT.
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2. Long-term payoff: cash flows are usually negative 
during the Construction Phase of infrastructure 
projects, which is usually associated with high risk and 
high costs of pre-development and construction. Cash 
flows then become more stable during the Operational 
Phase. In some cases, infrastructure projects may 
not generate enough revenues and would require 
government intervention.

3. Complexity: Infrastructure projects tend to be quite 
complex and unique in nature. In addition, a complex 
legal structure is usually set up to ensure a proper 
distribution of risk and payoffs amongst all parties 
involved.  This leads to infrastructure projects being 
highly opaque to outside investors. This, therefore, 
makes infrastructure projects a much less liquid 
investment that other investment opportunities. 

4. Availability of information: Investors may struggle 
to get their hands on all the necessary data and 
information. Indeed, government or public entities may 
have access to more information than private companies, 
leading to an information asymmetry. This can create 
further uncertainty for investors if they are unable to 
properly (i) assess the risks associated with a project, and 
(ii) measure the performance of their investment.

The different financing 
alternatives 
The financing of large infrastructure projects such as 
Mozambique LNG can come from various public or private 
sources. The financing process requires decision making 
at two main levels.

The choice between public, private and public/private 
funding is based on several interdependent conditions 
such as the level of country risk or the risk associated with 
foreign exchange. Other key elements that come into play 
are borrowing costs and project management efficiency.14 
On one hand, public funding implies lower borrowing 
costs compared with private financing. However, 
compared with private financing, public financing also 
may imply lower compliance to projected costs and 
deadlines and low project management efficiency. Public 
sector funding may also increase the political risk of the 
project and lead to opposing interests.15

14  Toward a framework to assessing private vs public Investment in Infrastructure, 
IFC Thought Leadership, January 2017

15 For example, in some projects, public entities are aiming to maximise 
infrastructure efficiency and minimise costs, as opposed to private entities that 
are mainly focused on maximising their IRR.

Project Finance is usually based on “non-recourse” or 
“limited recourse” financial structure where project debt 
and equity used to finance the project are (mainly) paid 
back from the cash flow generated by the project. There is 
no guarantee from the investors for the debt. Usually, the 
full repayment of the debt is required by the banks before 
the end of the project life.

Infrastructure projects – main characteristics
Infrastructure projects can be implemented in various in-
dustries, with two different revenue sources (or “ultimate 
funding”).

REVENUE SOURCES

Infrastructure projects can either be demand-based or 
availability-based:

1. Demand-based projects entitle a Private Entity to 
receive payments related to the usage of the project 
assets (e.g. toll roads).

2. Availability-based projects entitle a Private Entity 
to receive regular payments from the public sector 
(i.e. government and tax payers) to the extent that the 
project asset is available for use in accordance with 
contractually agreed service levels (e.g. hospitals)

BENEFITS

Infrastructure projects tend to share the common 
characteristics of being low risk, of offering investment 
diversification opportunity and of going hand-in-hand 
with government actions in promoting social and 
economic development.

Firstly, infrastructure projects tend to offer stable and 
predictable cashflows. This is due to the low technological 
risk as they are rarely subject to technological 
obsolescence. Secondly, projects with natural monopoly 
features tend to have high barriers to entry (e.g. high 
capital expenditures) which decreases unexpected 
challenges from competitors. Finally, infrastructure 
products tend to be in industries that have a strong non-
elastic demand, meaning the project is not overly sensitive 
to price changes.

CHALLENGES

Infrastructure projects also present a myriad of challenges 
which make it unsuitable for all types of investors.

1. Capital intensity: infrastructure projects can present 
high up-front costs, a lack of liquidity and long asset life 
requiring substantial financing requirements; 
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on investment decisions and in some cases improve the 
Internal Rate of Return (“IRR”). 

Governments can also help by providing financial 
expertise to help enhance the infrastructure project’s 
credit or improve the terms and/or reduce the costs of the 
private financing.

Private financing - Corporate Finance

If private funding is required, one must then choose 
(i) between Corporate Finance or Project Finance and 
(ii) the capital structure and the optimal level of debt. 
Having discussed Project Finance above, we now focus on 
Corporate Finance.

Corporate Finance can be described as a series of financial 
operations that involves company financial planning, 
the raising of capital, investing and the monitoring of the 
investment. The main purpose of the capital raised is to 
enhance the overall profitability of the company and is 
invested to achieve organisational objectives, such as asset 
purchases and company operations. 

The sourcing of capital is a strategic part of Corporate 
Finance. There is a wide range of financing tools available 
to corporates from fixed-income solutions (e.g. corporate 
or subordinated loans) to equity solutions (e.g. closed-end 
funds, infrastructure investment trusts (“IITs”)). Mixed or 
hybrid solutions (meaning financing instruments that are 
a mix of debt and equity) exist also (e.g. convertible bonds 
and preferred shares). However, capital is mainly raised 
through equity or bank loans.

Corporate bonds bear the credit risk of the issuing entity 
(which can have a diversified portfolio of assets) whereas 
project bonds bear the risk of a specific project and thus 
are exposed to a higher risk.19 Project bonds are more 
standardised and liquid instruments than syndicated 
loans and can be issued with longer maturities. 

Also, direct and co-investment lending to infrastructure 
projects or infrastructure companies has risen as an 
alternative to more traditional sources of lending 
such as banks. Direct lending to infrastructure project 
requires detailed Due Diligence of the generally bespoke 
infrastructure project from investors which explains 
why this type of financing is still confined to the most 
sophisticated investors with sufficient in-house skills 
(e.g. investment teams dedicated to infrastructure). We 
present the key differences between Project Finance and 
Corporate Finance in Table 3 below:

19 Credit risk of a single project is always higher than the credit risk of a diversified 
portfolio of projects.

Private Public Partnerships (“PPP”)

The World Bank defines PPP as “a long-term contract 
between a private party and a government entity, for 
providing a public asset or service, in which the private 
party bears the significant risk and management 
responsibility and remuneration is linked to performance”.16

There are three main parameters that define PPP framework:

1. The type of assets involved;

2. The functions assigned to the private entity; and

3. The means by which the private entity is paid.

Based on those above-mentioned parameters, PPP 
contracts can take various forms such as concessions,17 
affermage18 or management contracts.

PPP frameworks have proven to be a turning point in 
infrastructure project investments as they can help overcome 
some of the common challenges faced by infrastructure 
projects such as insufficient funds, poor planning and project 
selection, inefficient delivery and inadequate maintenance 
by the addition of private sector support.

Public financing

Public financing can take three main forms: 

Direct Public financing: Public entities can finance 
projects through grants, equity investments and/or debt. 
This type of support may be required to help projects 
achieving bankability and financial stability. Governments 
can invest directly in the project through equity and/or 
debt instruments.

Public guarantees:  Public entities can take on certain 
contingent liabilities in order to support projects such 
as revenue guarantees which can take several forms 
(e.g. Minimum Revenue Guarantees (MRGs), off take 
purchaser obligations, etc..) and other guarantees such as 
guarantees on debt, exchange rates, convertibility of local 
currency, etc..). Governments can also provide insurances 
and indemnities (e.g. against non-payment by state 
entities, for revenues shortfall or for cost overruns).

Tax incentives and other mechanisms:  Tax can be used 
by the government as support for infrastructure projects 
and an incentive for private players to invest (such as 
tax holidays, tax credits, reduction of corporate/indirect 
taxes, etc.). These tax advantages can have a major impact 

16 The World Bank Group, PPP Knowledge Lab  (https://ppp.worldbank.org/
public-private-partnership/overview/what-are-public-private-partnerships).

17 A concession means the grant by government of a right to provide a service or 
the use of an asset.

18 Similar to concessions contracts but under which the government remains 
responsible for the capital expenditures.
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Considering the fact that interest is a pre-tax expense, 
project managers might tend to increase debt levels 
in order to maximise the tax shield effect (higher debt 
induces higher interest which will reduce taxable income 
and thus lower the amount of tax paid up to a certain 
limit). However, this will increase exposure to changes in 
tax policies.

The optimal source of financing and the optimal capital 
structure depend on the project stage. Independently 
of the characteristics of each category of financing, the 
optimal capital structure is also highly dependent on the 
stage of the project life cycle. We present the ideal source 
of financing and the ideal capital structure depending on 
the stage of the project in Figure 2 and Figure 3 below.

THE OPTIMAL CAPITAL STRUCTURE

Finding the optimal mix between the different categories 
of financial instruments is a crucial step in Project Finance. 
Each category of financing presents some advantages and 
drawbacks that are worth looking to. 

From the perspective of an equity holder, higher levels 
of debt are preferable in order to maximise the leverage 
effect that increases the return to equity. However, having 
high levels of debt increases the overall financial risk of 
the project by increasing the volatility of the earnings 
(higher debt levels require higher interest payments 
which reduce the earnings of company) which may lead to 
foreclosure of the project by the lenders to the detriment 
of the equity holders.

TAbLE 3: THE KEY DIFFERENCES bETwEEN PRojECT FINANCE AND CoRPoRATE FINANCE

Dimension Corporate finance Project finance

Time period Permanent-an indefinite time horizon for equity Finite-time horizon matches life of project

Debt characteristics Recourse: the lender is entitled to repayments 
from any of the borrower’s assets

Non-recourse or limited recourse: the lender is entitled to 
repayments only from the project profits or assets

Financial structures Moderate debt to equity ratio; structures are 
standardised and easily duplicated

High debt to equity ratio, typically around 70%-90% of capital 
expenditures 

Highly-tailored structures which cannot generally be re used

Capital investment 
decisions

Opaque to creditors Highly transparent to creditors 

Size of financing Flexible Might require critical mass to cover high transaction costs

basis for credit 
evaluation

Overall financial health of corporate entity; focus 
on balance sheet and cashflow

Technical and economic feasibility; focus on project’s assets, 
cash flow and contractual arrangements

Sources: SAAC PAIB Conference 2018, Project financing for Major Infrastructure Projects - September 2018, Page 9.A. Infrastructure financing Instruments and incentives, 
OECD, 2015. 

FIGuRE 2: THE IDEAL SouRCE oF FINANCING bASED oN PRojECT STAGE
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operating gearing: Gearing refers to the company’s share 
of fixed operating costs.21 The higher the proportion of 
fixed costs, the higher the operating gearing. Companies 
with high operating gearing tend to have more volatile 
operating profits, hence a higher business risk and lower 
debt levels.

Dilution of Earning Per Share (EPS) and voting control: 
Large equity issues from new investments imply increases  
in the number of shares of the company or “project 
company. All other things being equal, a larger number of 
shares implies lower earnings per share and also alters the 
voting control of initial shareholders. 

The current state of equity markets: When issuing new 
shares, companies have to be aware of the state of the 
market, which can have an influence on the cost of equity.

Infrastructure projects are also likely to be refinanced.22 
This can be beneficial for both lenders and borrowers. It 
can allow the project company to find additional sources 
of financing in order to cover the entire project life cycle 
(given the final stages of a project might not have been 
covered by the initial financing) while also offering 
advantages to lenders by allowing them to lend on shorter 
and more advantageous terms. 

The Covid-19 crisis has deep and possibly lasting 
effects on the world economy and financial markets. 
It has, without a doubt, caused severe disruptions 
to infrastructure projects and could bring significant 
challenges for investors. 

However, the financing of the Mozambique LNG project 
sends a strong message that, despite the uncertainty 
over the evolution of the crisis, institutional investors 
have not been deterred from new large infrastructure 
project financing deals and that the case for investing 
in infrastructure as a long-term asset expected to bring 
stable cash flows is still a valid proposition. 

The views expressed in this article are those of the 
author(s) and not necessarily the views of FTI Consulting, 
its management, its subsidiaries, its affiliates, or its other 
professionals.

21 A company’s fixed operating costs do not change, regardless of changes to 
revenues.

22 Refinancing is defined as the process of changing or replacing the existing 
lenders or terms on which debt obligations have been agreed between the 
project company and its lenders.

FIGuRE 3: THE IDEAL CAPITAL STRuCTuRE bASED oN THE PRojECT STAGE
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FINDING THE APPROPRIATE LEVEL OF DEBT

The level of borrowing and thus level of equity are key 
indicators that have to be considered in any process of 
financing. Some characteristics such as cost, level of 
gearing, business risk and the current state of equity 
markets can help companies to determine the appropriate 
balance. We explore these in more detail below:

Cost: Usually debt is cheaper than equity, which primarily 
can be explained by the fact that interest is paid before 
dividends. This order of priority is kept in the event of 
liquidation, which makes debt a safer investment than 
equity (and hence explains the lower rate of returns 
expected).

Level of gearing: Contrary to dividends, interest payments 
are compulsory. Companies have to monitor borrowing 
levels in order to be able to repay their obligations toward 
debtholders. Gearing ratios are typical measurements that 
can help in monitoring the level of borrowing.20

Available security: The majority of lenders require 
securities against loans such as tangible assets.

business risk: This refers to the volatility of operational 
profits. Companies with operating profits which are highly 
volatile should avoid financing through debt because of 
the higher risk of default they carry. Companies and/or 
projects bearing a high business risk are financed through 
a higher share of equity instead.

20 Gearing ratios are a group of financial metrics that compare the level of debt 
with the level of equity of a given company.
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