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The EAC PharmaPolicy Incentive 
Package

Workshop on Promoting Pharmaceutical Sector Investment 
In the East African Community

1-3 Nov 2016, Nairobi
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MedicineMiracles or Policy?

2

In 2013, sub-standard malaria 
medication has decreased from 
over 30% to only 3%.

In the 1990‘s Ghana was flooded 
with sub-standardmedicines.

In the early 1980‘s Bangladesh faced a public 
health crisis over high medicine prices.

In the early 2000‘s, prices for 
medicines had dropped by 
more than 50% in real terms.

Localpharmaceuticalproduction in the EAC
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Ghana’sPolicy: Incentivesfor Local Production
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• Corporate tax exemption for 3 years 
after establishment

• Import ban for 44 medicines

• VAT exemption

• 66 of 200 basic materials required for 
production are exempted from 
import duty 

• Local price preference of 15%

Localpharmaceuticalproduction in the EAC

Source: GIZ / FEAPM Study
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Ghana’sPolicy: Outcomes

4

1. Local manufacturers increased from 
9 to 39

1. Sub-standard and counterfeit 
medicines dropped from 40% to 3%

2. Improved trade balance: medicines 
imports dropped from 90% to 70% 

3. Increase in employment from 150  to 
6,500Danadams, 
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Local pharmaceutical production in the EAC

Source: GIZ / FEAPM Study
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Bangladesh’sPolicy: Incentivesfor Local Production
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• Limit import of drugs that are 
sufficiently produced locally

• Price ceilings 
• Promotion of technology transfer and 

licensing agreements with foreign 
partners

• Onlylocalmanufacturersallowedto
advertise

• Investment in human capacity
development

Localpharmaceuticalproduction in the EAC

Source: GRIPS 2013
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Bangladesh’sPolicy: Outcomes

6

1. Prices decreasedby more than 50% 
in real terms

2. Local production of essential 
medicines increased from 30% to 
90%

3. Substandard drugsfell from 36% to
9%

4. Import savings of USD 600 M
5. Local API production started
6. All top 10 firms are locallyowned
7. Sector employs over 100,000 
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Localpharmaceuticalproduction in the EAC

Source: GRIPS 2013

Why support local manufacturing 
in the EAC?

Boostregional 
economy

Improveaccessto
medicine
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Healthbenefitsof local manufacturing

Localpharmaceuticalproduction in the EAC 8

Increase access 
& affordability in 
rural areas
�ƒ Adapted 

distribution 
networks

�ƒ Cater better to 
local needs

Increase access 
& affordability in 
rural areas
�ƒ Adapted 

distribution 
networks

�ƒ Cater better to 
local needs

Reduce 
dependency and 
improve 
sustainability 
�ƒ Donors/MNCs
�ƒ Other external 

sources

Reduce 
dependency and 
improve 
sustainability 
�ƒ Donors/MNCs
�ƒ Other external 

sources

Increase reliability 
& quality of supply
�ƒ Less stock-outs
�ƒ Capacity for 

emergencies

Increase reliability 
& quality of supply
�ƒ Less stock-outs
�ƒ Capacity for 

emergencies

Take advantage of 
TRIPS flexibilities for 
LDCs to build up 
own capacities

Take advantage of 
TRIPS flexibilities for 
LDCs to build up 
own capacities

Source: WHO & UNCTAD 2011

11

Economicbenefitsof local manufacturing

Localpharmaceuticalproduction in the EAC 9

High value 
industry
�ƒ Attracts 

investments
�ƒ High financial 

viability

High value 
industry
�ƒ Attracts 

investments
�ƒ High financial 

viability

Employment 
generation
�ƒ Opportunities 

for highly 
skilled labor 
force

Employment 
generation
�ƒ Opportunities 

for highly 
skilled labor 
force

Import savings
Long-term: 
Export earnings

Import savings
Long-term: 
Export earnings

Spill-over effects
�ƒ Skills
�ƒ Technology 

transfer
�ƒ Backward / 

forward linkages

Spill-over effects
�ƒ Skills
�ƒ Technology 

transfer
�ƒ Backward / 

forward linkages

Source: WHO & UNCTAD 2011

Strategic Analysis: 
The (future?) 
pharmaceutical 
sector in the EAC
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Local Production in the EAC

Localpharmaceuticalproduction in the EAC 11

• 34 facilities (members of FEAPM) 
• 2 facilities with WHO cGMP approval 

and Pre-Qualified products

• 40-50% capacity utilization

22

1

1

6

4
Local production

Imports
75%

25%

14

RegionalChallenges

Localpharmaceuticalproduction in the EAC 20

Weakphysical& quality
infrastructure
Weakphysical& quality
infrastructure

Scarcity of appropriately 
trained technical staff 
Scarcity of appropriately 
trained technical staff 

Lack  of economies of scale 
& weak and uncertain 
markets

Lack  of economies of scale 
& weak and uncertain 
markets

Lack of policy coherence 
across sectors
Lack of policy coherence 
across sectors

�ƒThere is improvement in the areas of testing, 
surveillance and laboratories being done. Need to     

increase capacity of RA’s

�ƒEAC is a potential large talent pool.
�ƒExpand industrial pharmacy training and strengthen 

industrial/academic linkages.

�ƒThe EAC Common Market offers stability and a 
significant size single market. 

�ƒPolicy coherence & incentives for collaboration create 
a good policy environment for the cooperation
between EAC, UNIDO, UNCTAD & GIZ.

15

The EAC PharmaPolicy Incentive Package

Localpharmaceuticalproduction in the EAC 12

A preferential margin of 20% for all regionallyproduced medicines 
and medical devices in public tenders according to Art. 35 of the 

Common Market Protocol.

Price 
Preferences

No duties on imports of raw and packing material, pharmaceutical 
manufacturing related equipment as well as spare parts for this 

equipment.

Classification of medicines according to the production capabilities 
of local manufacturers. Medicines that can be produced locally will 

be taxed or even restricted from import.

Import 
Classification

Tax
Incentives

Source: FEAPM Position Paper
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Conclusion

Localpharmaceuticalproduction in the EAC 14

Supports growth of a 
high value industry

Supports growth of a 
high value industry

Reduces substandard 
& counterfeit 

products

Reduces substandard 
& counterfeit 

products

Improved supply 
chain: less stock-outs 

&  expiries 

Improved supply 
chain: less stock-outs 

&  expiries 

Creates employmentCreates employmentStrengthens 
independence 
Strengthens 

independence 

Local 
pharmaceutical 

production

Local 
pharmaceutical 

production
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CriticalSuccessFactors

Localpharmaceuticalproduction in the EAC 19

�9 High levelownershipandsupervision

�9 AlignIndustrial Policywith Public Healthgoals

�9 Close cooperationwith manufacturers

�9 Flexible anddata-drivendesign of import restrictions
�ÆHavebenchmarksfor success& failure

�9 Need for market datato enable investment/health policy decisions

�9 Additional supportprogramsasspecifiedin RPMPoA
�ÆHR development, Investment, useof TRIPS flexibilitiesetc.

18

6 Pillarsof EAC RPMPOC

Localpharmaceuticalproduction in the EAC 16

Pillar 4:

Skills and knowledge 
on pharmaceutical 
production

Pillar 1:

Promotion of 
pharmaceutical 
sector

Pillar 2: 

Investment in 
pharmaceutical 
production

Pillar 3: 

Medicines 
regulation

Pillar 5: 

Utilization of 
TRIPS flexibilities

Pillar 6:  

Pharmaceutical 
innovation, R&D

Let’s Invest Together for a Better Future for All

20

“The time for Africa to break its dependence on foreign imports is 
now. The local manufacture of pharmaceuticals in Africa is an 

opportunity  to develop a broader manufacturing and knowledge 
based economy” 

Michel Sidibe UNAIDS Executive Director 7th AUC Conference of Ministers 
Abuja Nigeria 25-30 November 2014

ThankYou

Localpharmaceuticalproduction in the EAC 16
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Back-Up slides

Local pharmaceutical production in the
EAC

16 22

Agenda

Localphramaceuticalproduction in the EAC 1

Medicinemiraclesin Ghana andBangladesh?I

The pharmaceuticalsectorin the EACIII

The EAC PharmaPolicy Incentive PackageIV

Whysupport localmanufacturingin the EAC?II

ConclusionV

FEAPM seeks EAC support & adviseVI

23

DoesWTO allowfor this?

Localpharmaceuticalproduction in the EAC 13

• Yes, Partner States are not bound by any WTO trade legislation
• Need to be applied in a unified way throughout EAC Common 

Market.

Price 
Preferences

• Yes, need for implementation in the EAC Common Market 
through CET.

• Yes, according to infant industry clause 
• Adequate capacities for local production for more than 60 

products already exist.

Import 
Classification

Tax
Incentives

Source: FEAPM Policy Paper - A look at international trade law and existing best practices
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Topic: Promoting growth of 
local manufacturing industry: Lessons from 
other sectors ’

Presenter : Emmanuel Alenga Makheti
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Contents

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Input side interventions.

Output interventions

Consideration by Stakeholders

Page 3

�‰ Equitable industrialization

�‰ Exploiting policy synergies

�‰ Strengthen industry linkage between large and MSMEs

�‰ Promoting targeted industry value chains

�‰ Enhancing skills and knowledge for industrialization

�‰ Predictable role of Partner State and EAC Institutions

�‰ Market led approach to industrialization

Principles of EAC Industrialization Policy

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 4

Introduction
�y Pharmaceutical Manufacturing a key contributor to MVA

�y Priority Sector – EAC Industrialization Policy 2012 – 2032

“Structural transformation…high value addition…product 
diversification….comparative and competitive advantage.” 

�y Other manufacturing sub-sectors 14

�y What lessons can we draw from interventions in other sectors 
to grow manufacturing industry?

�y Food and Beverage

�y Metal and Allied

�y Textile and Apparel

�y Leather and Footwear 

�y Paper and Board

�y Timber, Wood and Furniture

�y Motor Vehicle Assembly and 
Accessories

�y Plastics and Rubber

�y Building, Mining & Construction

Promoting Pharmaceutical Sector Investment in the East Africa Community Region
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Production Capacity

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Source: FKPM

Page 6

Continued

Consideration for Local Manufacture

1. Valproic Acid (Sodium Valproate) Tablets 200mg
2. Activated Charcoal Tablets

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Page 7

Access to Raw Materials
�y Guarantee of raw material, intermediate products and packaging 

material.

�y Packaging Material – Primary, Secondary

�y Raw material: 

�y API, excipients

�y Sugar for Industrial Use;

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 8

�‰ Schedule 1: CET Bands 0% Raw Material; 10% Intermediate; 25% 
Finished Product

�‰ Schedule 2: Sensitive List 

Basis of CET

Value Addition

Basis of Sensitive List 

�y Goods of strategic economic importance

�y Policy objectives of the partner states government �ÆEAC Policy

�y Sustain local manufacturing industries and farmers from imported 
products that could hamper their growth.

�y Tripartite FTA COMESA-SADC-EAC

NO pharmaceutical product locally manufactured listed in sensitive list.

Common External Tariff (CET)Structure

Promoting Pharmaceutical Sector Investment in the East Africa Community Region
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CET Bands 0% Raw Material; 10% Intermediate; 25% Finished Product

Increased importation of finished products.

Chapter 30 tariff lines rate at 0% import duty rate except waste 
pharmaceuticals 25%  India 425 lines

�y Review of Common External Tariff to reflect manufacturing sector 
needs.

Common External Tariff Structure … Cont

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 10

India CET Structure

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Source: WTO

Page 11

Comparative Advantage

Uganda
Mannitol

Tanzania
Kenya

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Betamethasone

Cetrizine

Chloramphenicol

Chlorpheniramine

Gentamicin
Prednisolone

Acetaminophen

Albendazole
Amoxicillin
Ampicillin

Page 12

Graduate Training
�y 39B Set-off tax rebate for apprenticeships Finance Act, 

2015 effective 1st Jan 2016
Any employer ….ten university graduates as 
apprentices…period of six to twelve months …tax rebate in 
the year subsequent to the year of such engagement.

�y Income Tax (Set-off Tax Rebate for Graduate 
Apprenticeships) Regulations 2016 effective 1st April 2016

“…fifty percent of the amount of salaries and wages paid to 
at least ten apprentices.”

Promoting Pharmaceutical Sector Investment in the East Africa Community Region
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Quality of RM and Finished Product
�y GMP Certification: Personnel, Facilities, Equipment, Materials, 

Manufacturing operations, Labelling, Packaging, QC and Stability 
Testing

�y Import Duty Exemption of HVAC Equipment of 8415.82.00 and 
8415.83.00

�y Route C: manufacturers demonstrate existence of a QMS in their 
production/ manufacturing process. 

Route Ad Valorem Fee % 
of FOB

Min – Maximum Fee US$

URT KEN UG URT Kenya UG

A 0.53 0.50 0.50 250 – 7,000 250 – 2,675 235 – 3,000

B 0.45 0.45 0.45 250 – 7,000 250 – 2,675 235 – 3,000

C 0.25 0.25 0.25 250 – 7,000 250 – 2,675 235 – 3,000

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 14

…Cont
�y Section 24 of the Standard Quality Assurance, Metrology and 

Testing (SQMT) Act provides:

“…shall recognize as equal to their own, product certification marks 
awarded by national quality system institutions of other partner 
states...."

�y EAC Standardization, Accreditation and Conformity Assessment 
(SACA) Bill 2016 under S24 retains spirit of provision.

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Page 15

�y Current Kenyan Tax Structure

Zero Rated: Inputs or raw materials (either produced locally or imported) 
supplied to pharmaceutical manufacturers in Kenya for manufacturing 
medicaments FA 2015

Zero Rated: Most medicament under tariff heading 3002, 3003, 3004

Issues

1. List of inputs may require revision; 

2. Need for automation of the local exemption process;

3. Some medicaments still exempt: Heparin, Other human or animal 
substances...therapeutic or prophylactic use, Medicament containing 
insulin

Solutions

�y Harmonize the VAT structure across partner states. 70% of 
pharmaceutical exports destined to EAC.

�y Tax refunds

Value Added Tax

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 16

�y Section 155 of the Public Procurement and Disposal Act 

“Subject to….applicable international or local standards, only 
such manufactured articles, materials or supplies in 
Kenya…shall be subject to preferential procurement.”

�y Section 157 (9) all foreign tenderers participating in international 
tenders to source at least forty percent of their supplies from citizen 
contractor 

Order of Preference

1. manufactured articles, materials and supplies produced/mined in 
Kenya; or 

2. firms where Kenyans are shareholders 

�y Expand local content provision to the regional level; BEABEA

�y Track enforcement of PPDA by PEs.

�y Independent Observers in Evaluation Committee

Preferential Treatment

Promoting Pharmaceutical Sector Investment in the East Africa Community Region
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Local Effective Demand

Pharmaceutical 
Description

Unit 
Price
(US$)

Unit of 
Measure

Total
Amount

Supplier Awarded

Folic Acid T. 3.8 27,100 102,980 Laboratory & Allied

Albendazole T. 5.6 19,560 110,084 Biodeal Laboratories

Erythromycin 18.75 21,400 401,250 Elys Chemical Industries

Griseofulvin Tablets 17.35 13,405 232,576 Universal Corporation

Ciprofloxacin Tablets 12.40 25,678 318,518 Cosmos Pharmaceuticals

Cpd Magnesium 

Trisilicate

2.06 31,616 65,263 Regal Pharmaceuticals

TOTAL US$ 4,671,123.48 LOCAL MANUFACTURER

�y Private 

�y Public  – KEMSA primary public medicine procurement agency                                                 
KEMSA DATA  2015/16 Extract

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 18

Market Erosion – Counterfeit Products

Common Medicine part of list of most counterfeited products -
ACA. 

Kenya National Pharmaceutical Policy 2008 (Page 16)

Progress to fully fledged customs union commendable – border 
porosity

Regional legislation against counterfeit (NOT generic) products.

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Page 19

�y Integrated infrastructure facilities; removal of impediments to 
economic and business activities. 

�y Special Economic Zones Act exempt SEZs from:
�y Income Tax
�y Import Duty

�y VAT (zero rated)
�y Excise Duty

�y Any existing facility can be

gazetted 

�y RDL applicable except on 

industrial parks 100 acres 

Incentive Schemes – Special Economic Zone

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 20

�y EAC Customs Management Act Goods and Equipment for Use in Aid 
Funded Projects 

�y Kenya: Import duties, IDF, RDL, and excise duty exemption

Government Contract Agreements

�y Kenya Manufacturers pay

1.5% RDL and 2.0% IDF of

the customs value.

�y Section 4(2) of PPDA explicitly excludes official aid funded projects 
from its scope

�y Inculcate and enforce local content requirement in specific clauses

�y SADC has developed regional strategy to promote sourcing of 
regional goods and services by donor agencies 

Donor Funded Project

“Address a need –
Impact,

Specific clauses”.

Promoting Pharmaceutical Sector Investment in the East Africa Community Region
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Way Forward

(a)
• Review EAC CET considering value add contribution by established 

manufacturers;

(b)
• Remit 100% import duty on sugar for industrial use by pharmaceutical 

manufacturers;

(c)
• Harmonize and enforce regional procurement preference and reservation 

provisions;

(d)
• Harmonization of EAC Partner states domestic taxes;

(e)
• Fairly implement Special Economic Zone Act to sustain existing industries; 

(f)
• Finalize and implement an EAC Regional Anti-counterfeit Policy and Law;

(h)
• Pharmaceutical Industry investment in graduate trainees. 

Promoting Pharmaceutical Sector Investment in the East Africa Community Region Page 22

Questions??

Promoting Pharmaceutical Sector Investment in the East Africa Community Region

Page 23

THE END!
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Policy coherence approach in promoting 
local pharmaceutical manufacturing 

Int'l High level multi-stakeholders workshop on 
promoting pharmaceutical investment in EAC, 

2-4 November, Nairobi, Kenya 

Ermias Tekeste Biadgleng
Legal Expert 
Intellectual Property Unit, UNCTAD
Ermias.biadgleng@unctad.org

Investment 
& Industrial 

Policy

Education 
and Skill 

development 

Local/regional 
market

Investor: 
Health 

Policy and 
Medicine 

Regulation

Trade 
Policy and 

Trade 
Facilitation 

Intellectual 
Property/ARIPO

Patents

to ensure that various policies work together; 

1) Policies that offer the opportunity to support the 
achievement of a specific objective

2) Not only inconsistencies, but also gaps or inadequacies;

3) Monitoring, consultation and problem solving processes

Pharmaceutical sector-

the shared objective of industrial and public health policies

Policy Coherence

Challenges: 
�9 Producers: price competitiveness, quality and access to 

credit; 
�9 The region: no new significant investment;
�9 Competition from other countries/regions;
�9 Divergence among EACpartner states

Opportunity:  regional integration that expanded the 
market for local pharmaceutical producers;

EAC: Regional/National Dimension 

mailto:Ermias.biadgleng@unctad.org
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EACRegional Pharmaceutical Manufacturing Plan of 
Action, 2016 – 2021- as a means for reform;

Nairobi Statement:  July 2016) 
(1) coherence among policies and

(2) integrating markets

Regional policies to integrate the market 

�ú
Regional Policy for domestic policy coherence

Effective 
procurement 

policies: 
Harmonisation  

Anti-
counterfeiting 

measures: 
Competition law

Regional IP 
Policy -

Tanzania

Regional 
health/medicine 
policy, and EML

Joint inspection-
prioritising local 

producers

EACregional 
investment 

policy

Pro-active investment promotion 
• dedicated webpage, empirical data, and regulations

• Investment incentives package
�ú

R&D
Skills Development

Networking among researchers
• Participation in researches taking place outside EAC;

• Researches to take place within EAC;
• Technical cooperation (EU-ACP)

�ú
Monitoring and evaluation 

• formalisation and annual reporting

Thank you
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Financing African Pharmaceutical Production
- Key Challenges

Geoffrey Banda

Science Technology and Innovation Studies
The Innogen Institute

Making Medicines in Africa

2

Detailed arguments on financing 
the African pharmaceutical 
industry 
• innovation 
• technological capability  

upgrading 
• innovative procurement
amongst other issues can be 
found in Chapters 12, 13 and 15

Chapter 13
Innovative Procurement for 
Health and Industrial 
Development 

Chapter 15
Finance and Incentives to 
Support the Development of 
National Pharmaceutical 
Industries 

What are the financing challenges?

3

1. How can African pharmaceutical firms be sustainably funded?

a. Who can sustainably fund capital investment and working capital?

b. How can they fund these activities?

2. What role can commercial, investment and development banks play?

a. Pecking order theory: Own sources – Debt – Hybrid Instruments-Equity

3. What is the role of innovative procurement as a funding mechanism?

4. How can coherent policy frameworks be crafted to support local 

production?

Background

4

�ƒ Industry dates back to 1930s
�ƒ pharmaceutical technology, managerial and industry capabilities 

�ƒ Industry not meeting continental medicines supply needs
�ƒ finance one of the major challenges

�ƒ Importance of local production
�ƒ sustainable supply and rapid response to emergencies
�ƒ growing recognition of health-industry complex for health systems strengthening 

and promoting industry development

�ƒ local health security - a key component of national security

�ƒ Funding challenge - not a simple access to finance issue!
�ƒ financial systems architecture: set up to support commerce and trade
�ƒ finance capability: the who, what, where, when, how and why of finance 

�ƒ policy frameworks: purposive crafting of policy to reduce local production costs 
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How many tigers can you see?

5

Reality tends to be complex!!

6

What activities are being financed?

7

Firm LevelTechnological Capabilities

Research & 
Development

Model- III

Manufacturing

Model- II

Sales & 
Distribution

Packaging or 
Re-packaging

Model- I

Technological  capability & Funding Requirements

Suppliers

Local-Regional-
International
Raw Materials
Capi tal Goods
Technology/Knowledge
Uti l i ties
Finance
Others

Technical Partners

cGMP - GDP - GLP
Standards-Quality-R&D-CROs
Technology/Knowledge 
Training

Qual ity Assurance

Procurement

Engineering

Organisational 
Learning and 
Development

National Technological Capabilities

Incentives
Institutions
Capabilities

Regulationand standards

Design-Implementation-
Enforcement-Refinement-

Competition

India
China
EU
Other African Countries

Markets for Drugs

Publ ic Health  Sector
Private Health Sector

Global Health Institutions
Exports : Region & World

What are the challenges?

�ƒ Challenges of financing local pharmaceutical manufacture

�ƒ finance capability: Who, What, Where, When, How and Why of Finance
�ƒ supporting entrepreneurship (SMEs dominate the industry)

�ƒ linking industry development with local health systems strengthening: Health Security

�ƒ technological capability upgrading and innovation 
�ƒ building institutional and policy frameworks that support local industry 

8

�ƒ We suggest a number of ways to finance the sector

�ƒ Governments - (direct and indirect funding): health-industry complex argument
�ƒ innovative procurement: innovation pull mechanism using health system spending

�ƒ financial institutions architecture: bridging the medium and long term funding gulf
�ƒ trade credit: an underestimated in-kind finance for SME by suppliers
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Types of Funding and Possible Funders

9

Project Type Activity Funding Type Potential Funder(s)

Greenfield Project Plant, Equipment and Machinery 
Acquisition

Long  and Medium Term Funding: 
Patient Capital
• Bonds
• Equity
• Debt
• Hybrid Instruments
• Grants?

FDI 

Joint Ventures

Syndicated Term Lending

Development Banks 
• AfDB 
• DBSA 
• IFC 
• PTA Bank 
• Afreximbank*
Enterprise Development Funds 
• SME funding schemes
Mortgage firms -industrial property
Governments 
Sovereign Wealth Funds 
Insurance Firms 
Venture Capital

Brownfield Project Product Range Development (R&D & 
translational activities)

Upgrading Production Facilities

Local, Regional or WHO GMP 
qualifications

Upgrading Standards

Day to Day Ops Working Capital Requirements Short to Medium Term Funding
overdrafts, short term loans, 

Trade Finance
Letters of Credit 
Guarantees 
Bid, Performance & Maintenance 
Bonds 
Export Credit Guarantees

Commercial Banks

Continental & Regional Trade Banks 
• Afreximbank 
• PTA Bank 

Innovative Procurement 

Trade Credit: In-Kind Finance Suppliers

Advance Payments Innovative procurement

Core Working Capital Long Term Funding Shareholders, Term Funders

PTA Bank Loans to Pharmaceutical Firms

10

PTA Loans to African Pharmaceutical Companies

Year Recipient Amount $m Purpose

2005 Kisakye Industries Limited:  Uganda1.67 Procurement and installation of new machinery and 
equipment, furniture and fittings to manufacture 
pharmaceutical products in capsule, tablet and liquid form

2005 Palm Healthcare International 
Limited:  Kenya

1.8 Finance procurement of machinery and equipment for the 
establishment of a condoms manufacturing plant in 
Nairobi.

2006 Maria Assumpta Pharmaceuticals 
Limited:  Uganda

2.385 Part finance procurement of machinery, equipment, 
furniture and fittings for clinical absorbent cotton wool 
manufacturing plant in Kampala.

2006 Abacas Parenteral Drugs Limited: 
Uganda

8.53 Part finance establishment of an ultra-modern blow-fill seal 
plant to manufacture intravenous fluids and vials for water 
injections.

2008 SADM Pharmaceuticals Limited: 
Malawi

2.2125 Importation and installation of new equipment and 
machinery to complete the rehabilitation and expansion of 
a pharmaceutical manufacturing factory in Lilongwe.

2012 Varichem Pharmaceuticals 
Zimbabwe **

10 Expansion of existing plant and improvement in production 
processes.

Possible Public Funding Mechanisms

Government (Public) Funding
Investing in innovation and industry development

Technological Systems of Innovation Approach

�ƒ Direct capital provision by governments

�ƒ Direct government expenditure to reduce the cost of production
�ƒ National Level Technological Capabilities

�ƒ Infrastructure: Water Quality, Road/Rail/Air Transport, Energy

�ƒ Innovative procurement – creating markets and priming innovation 

�ƒ Cross-sectoral funding:  Infrastructure, Institutions and Incentives

11

Health-Industry Complex

�ƒ Innovative procurement: 
�ƒ Strategic health systems procurement as active industrial policy
�ƒ Local and International Procurement Agencies supporting local manufacture

�ƒ Cross-sectoral funding  
�ƒ Infrastructure
�ƒ Institutions 

�ƒ Incentives

�ƒ Finance policy can shape:
�ƒ Financial systems deepening

�ƒ Time-bound cross-sectoral and sector-specific incentives

�ƒ Health system –
�ƒ Innovative procurement - active industrial development policy tool

12
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1st International High Level Multi-Stakeholders Meeting on Promoting 
Pharmaceutical Sector Investments in the East African Community (EAC) 

Mr. Amitabh Mehta
Innovative Financing Solutions, Fundraising Strategy & Corporate 

Partnerships, Nairobi 3rd November 2016

Exploring Innovative Mechanisms for 
Financing Local Manufacturing

Recent study on Local Manufacturing of Vaccines in Africa
looked at the question of financing andavailablefinances:

� Financeisavailable,but not necessarilyACCESSIBLE.
� How do you tap into that?

• Makingprojectsfinanciallyinvestable/bankable
• Diversificationof the financingsourceto minimisecost
• Leveragingof existingfinances

Is there a lack of financing?

� Innovativefinancingmechanisms,in general,must provide for the following :
• Sustainability
• Predictability
• Transparency
• Leverage
• Partnerships

� Modelsthat:
• Canmaximizeimpact andpotentially generatereturnsfor investors;
• Engagea new tier of investor in terms of both financialcapacityandrisk appetite

for financialproductsacrossassetclasses;
• Diversifyfinancingto reducerisk.

Innovative mechanisms: Definition

� Advance Market Commitments (AMC): Fund structure designed to catalyse investments, from a mixture of
government/publicfunding with apossibilityof other sourcesof funding –Private,Foundations,CSR.

� RevolvingFund:Multi-sourced,diversifiedcapitalstructure.

� Bond/ Loan structure using capital markets to finance, with government/ public sector commitments backing the
borrowing.

� Privatepartners includingsuppliersJVsandupstreamintegration.

� Social Impact Bonds: PPPStructures with risks being transferred to private investors/ capital markets/ individuals.
Returnsdrivenandimpactinvestment.

� Social Impact Funds: Private Fund structure with a public and private investor base, possibility of leverage from
developmentbanks/loans.Returnsandrevenuedriven.

� IslamicFinancing/CSR:Corporatesectorfunding, unlockedoften usingpublicsectorincentives.

� Newdonors,BilateralFundingandPhilanthropy +++++++++

Innovative mechanisms
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Defined: A promise or agreement to take some future action. For example,a promiseby a buyer to purchasegoods at a price set
beforehand is an advancecommitment. By removing two important uncertainties – price and demand – from the equation, the
mechanismis being hailedby manyas the holy grail of spurringdevelopment growth .

Structure: A PharmaceuticalFund,financedby the government and other health organisationswhere monieswould be earmarked
for Target PharmaProductProfile (TPPP).

Evidence: The pneumococcalvaccinerelated AMCis a prime example of a successfuluse of sucha mechanism. In the pilot AMC,
donorscommitted funds to guaranteethe price of vaccinesonce they havebeen developed.

Points to consider: Volumeand pooling, Pre-Qualification,Joint Fund,Leveragingusingdevelopmentbankingborrowing (aslower
risk), StimulatedDemandandIncreasedSupplyfor Revenuegeneration.

Complementaryforces need: to an AMCare critical for creating the enablingenvironment necessaryfor its success(e.g. GAVI’s
AcceleratedVaccineIntroduction initiative, WHOrecommendations,GAVIco-financing policy, GAVI’soperational partners), Non
revenuedriven, Specificuseof funds.

Advanced Market Commission (AMC)

Defined: A RevolvingPPPFunddesignedto provide the 1st layer of risk in order to attract other forms of investment and lending,
along the linesof a socialimpact Fund.

Structure: The aim of the Fund will be to createa transparent, well governed, project catalysing, financing facility that can attract
funding from variousfinancing sourcesthat arenot sovereignguaranteed.

Evidence: Thereare severalFundsin discussionsuch as the one being suggested. The creation of such a Fund could have a first
mover advantage,be highly innovative (attracting new sourcesof financing). Local Health Investment Fundis a smallerprototype
of this ideology, as is the power of nutrition .

Points to consider:
• Wellstructured fund ableto attract international/ domestic finance sources.

• Strict eligibility criteria for projects basedon prioritised need, volumesand adiversified portfolio .
• Commercialrationale for projects to attract private sector.

• Welldesignedand ready‘Anchor Projects’ that can seekfunding from the Facilityto demonstrate success.
• Eco-system in terms of HRinstitutions, NRAs,Policies,Management,plus infrastructure, incentives.

CatalyticEAC Pharma Manufacturing 
Fund (PMF) - PPP

PROJECT 3PROJECT 2

CatalyticEAC Pharma 
Manufacturing Fund (PMF)

Independent, Bankruptcy-Remote, 
Special-Purpose Trust

EAC Pharma Manufacturing Fund 
(PMF)

Fund Management Company (PPP)
- Professional Fund Manager

- Governments (Finance Ministries)

Leverage Finance
- Development/ Commercial Bank

- Social Impact/ Pension Funds
- Bond/ Corporate Investors

Seed Funding
- Governments in the EAC
- Organisations–Foundations
- PE Funds (GHIF) 
- Fatigued/ New Donors

PROJECT 1

INVESTMENTS IN LOCAL MANUFACTURING

InvestmentsShareholdings

- Matching funds
- Trade and Aid funds
- Phlianthrophy

Equity

Shareholding

Seed-funding

Loans

Repayable from Sales, Take-
out Financing

Leveraged & Diversified 
Capital Structure

Non-returns Based 
Funding

Investment & Advisory 
Committee (PPP)

- EAC
- Governments (Finance/ Health 

Ministries)
- Pharma Industry

- GIZ, UN, WHO

Management PPP & 
Investment

Defined: Usingasa basisthe IFFImmodel of securitisedbonds, there is much discussionif adapted modelscouldbe created at the
regional or national level to fund manufacturing. Borrowings from the capital markets regionally/ eurobonds potentially to fund
manufacturing.

Structure: A securitisedregional bond programme, that could be securitisedusing the guaranteesof governments in the EAC,and
over-collateralisedusing the future income flow from revenuesof Pharmasales. Thebonds would be long term, issuedin the local
market, with financing raisedin the local capital markets.

Evidence: The IFFImplatform, SocialImpact Bond Initiatives including bilateral bonds.

Points to consider:
• SecuritisationLaw unutilised thus far andthe depth of domestic andregional capital markets.

• CapitalMarket appetite andknowledge of risks/understanding.
• Projections in terms of timing for the project andreturns scenarios.

• Sizeof the borrowing?CapitalMarketsneeds.
• Ratingissuesandinternational debt issues.

Domestic/ Regional Health Bond 
Programmes
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IFFIm Bond Structure

• Rapidly accelerate the availability and predictabil ity of
funds for immunisation.

• Usesinternational capital markets to raise funding for the
purchaseof vaccines,by securitising (using as collateral)
financial commitments from highly rated governments.

• Uses long-term legal commitments from donor
governments to issue 'vaccine bonds' in the capital
markets (up to 20 years), raising funds (borrowings)
immediately available for GAVI programmes, thereby
creating the "predictabil ity" that is necessary for long-
term budget and planningdecisionsfor programmes.

• RefinancedUSD6.5bn backedby legalcommitments from
the governments.

• The 3rd international conference in Addis Ababa in 2015
for financing and development has also backed this
mechanismfor wider applicability.

Viability Gap Funding

Defined: VGFis effectively a fund set-up by government(s) to supplement returns into a specific priority industry. It serves as a
feature to attract further private sector funding.

Structure: No specific structure needed but a corpus fund would be created by the governments typically and earmarked to bridge 
the GAP between economically justified projects that fall short of financial viability. 

Evidence: Several of these exist in the world of infrastructure though not necessarily in health. Solid waste management project in 
Kampala, Uganda; Highway projects in India, Vietnam Hydropower, Cambodia Renewable Energy.

Issues to Consider:

• Usually limited amount of funding (uptil 20% of the entire project).
• Favorable Terms and Return Profile.

• VGF grants are only disbursed after investors have committed equity to the project, thereby putting their money at risk for 
a project they believe to be viable.

� Using EastAfrica’s strengths to attract funding from growing bilateral trade and bilateral negotiations. Investigate further
how to useAfrica's unique position asan attractive consumer market to leverage manufacturing relationships and financing:

• Governmentand CorporateFundingfrom global PharmaMarket.
• Growing retail market.
• Political, population and economic ties.
• Indo-Africa Meet 2015.

� India, China,Europe:

• Keen to extend their links to a growing potential market: Retail goods andservices
• Keen to utilise their knowledge to increasetrade and aid.
• Bilateral funding.
• Keen to extend markets,knowledge, and industry: Pharma,Vaccines.
• TechTransfer,JVand Funding.
• Tradeand Aid SovereignFunds.

� Benefits:

• Understandingof the risksandreturns of the market dueto ancillaryinterests.
• Cheaperfunding.
• Peripheralbenefits suchastraining of staff and JVs.
• Prior Knowledge.

Bilateral Funding sources

� DevelopmentBanks
� Tax Subsidies: Funding through unrelated

corporates
� IncentiveSchemes
� Islamic Financing: Sukuk, Cleansing Monies,

IsDBinitiatives
� Philanthropy and new donors (Trade and Aid)

from developingcountries.

Other potential mechanisms
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Onecouldenvisageaproduction line style of financing,with :
� Multilateral Loan: A project platform could seek a multilateral bank loan to allow a mixture of

projects to be financed(‘Core’and‘Related’).

� PDA: A Project Design Advance from the governments/ foundations is envisagedto prepare
initial projects andset up aproject platform.

� The first loan tranche: Couldbe for a core drug or drugs as identified by experts – which could
theoretically use 100%multilateral financing – a PPParrangement could then mean that the
private contractor need not financeany capexandhavea revenuemodel backedby the project
platform with assuranceto pay possible revenue gaps. Viability GAPfunding could also be
investigatedby governmentswhere the manufacturingwill takeplace.

� Other loan tranches: Multilateral funds through later tranchescanalsobe cappedat 20-30%of a
project to allow for financingfrom other sources(private sector)– this allows the impact of such
funds to be muchbiggerandcatalyticfor private andcommercialsources.

� Non-Sovereign Loan: Some of the underlying manufacturing projects may be developed for
bankability.

Potential Mechanism Mix - I

In general,any platform to financemanufacturing must try to include initiatives
to tap financing from:

� The people that get the most benefit from the servicesbeing build – the
populace – individual investments from conduits and bonds at the senior
level debt lending.

� Businessesthat stand to benefit from the development – through indirect
effects on health and better standardof living.

� Businessesthat are benefitting from the city.

� Allow leveraging of government and public sector equity and budget
allocations.

� Allow development and commercialbanksto contribute in areasand stages
of knowledge and risk acceptance.

Potential Mechanism Mix - II

ConceptNotes for discussion,Business/ Investment Caseand Mechanisms.
• SpecificPharmadrugs
• Specifichubs/geographicallocations
• SpecificInstrumentsAppetite

Knowledgedisseminationfor greater understandingof risks.
• Workshopsfor investors,financiers,multilaterals
• Comparableinvestmentcases

Dialoguewith interested stakeholderson finance.
• Suppliers
• DevelopingCountryVaccineManufacturers

• Sovereigns(Africa-India, Africa-China,Africa-EU)

• Multi-laterals, specificinitiatives: AfDB, IsDBPharmaInitiatives

Next Steps
Thank you
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