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Terms used

• Feasibility – degree to which the project fits the 

requirements of the company/investor

• Eligibility in this context refers to the degree to which 

the project fits the criteria of the specific fund in 

question. 

• financial soundness 

• cost-effectiveness

• emissions reductions potential 

• national ownership 

• Bankability – meeting the requirements of the 

bank/investor

= Credit worthiness
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Credit worthiness of the company

Balance sheet & profit loss

International Financial Reporting Standards (IFRS)

Debt to equity ratio / leverage

DSCR / cash flow coverage

Financial performance
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What is the main question of the bank?

risk management

Bankers Quote: 

 First, we look at the customer’s realistic business model and 

calculate whether it adds up. Then, we think about factors which 

could worsen a customer’s income situation.

How many variables influence the return of financing?

How sensitive is each variable?

 In case of a thermal plant, I could think of calculating a year with 

extremely low radiation, as this is precisely the factor which varies from 

year to year. On the other hand, we could calculate the influence of 

increasing interest or exorbitant maintenance costs because of increased 

wear and tear of mechanical parts. This means that the stress test offers 

theoretical possibilities, which nevertheless could occur. And if the worst 

case is there, the DSCR (Debt Service Coverage Ratio) should still be at 

least 1.
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DSCR – Debt Service Coverage Ratio

DSCR ~ cash flow coverage

(how big is the reserve in free cash flow for repayments of the loan)

Minimum Debt Service Cover Ratio (DSCR) 

1.2 x for PV 

1.2 x for Wind (P75) 

1.3 x for Hydro 

1.3 x for Biogas and Biomass plants 

1.4 x for Geothermal plants 

 Banker: The greater the seasonal effect in cash flow and 

the greater the variations expected over the years, the 

higher we set the DSCR. 

Personally, I’d place solar thermal in the middle at 1.3.
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Types of investments

1. Out of the books - from its own cash flow

1. Internal rate of interest

2. average cost of capital

2. Loan financing

1. National commercial banks

2. National development banks / funds / facilities

3. International project financing

3. Special Purpose Vehicle/Company (SPV, SPC) = ESCO

1. Green field investment

2. The Project Company is carrier of all rights and duties 

in connection with the project and its financing. It is a 

legally and economically separate entity

4. Leasing
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Cash Flow Based Project Financing versus 
Corporate Financing

Project Finance / Cash Flow Based Lending / Non-Recourse 

• Financing exclusively based on the project 

• Debtor is a ring-fenced SPV 

• No guarantor 

• Financing duration defined by tariff 

• Technical risks must be mitigated 

Corporate Based Lending / Full Recourse 

• Debtor is a business with other assets 

• Financing volume and duration depending on the credit standing 

• Plant integrated into investor business or SPV + guarantee 

• For industry majors and utilities or small projects (<2 MEUR) 

• Technical risk may be assumed by the Lessee (credit standing?) 
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Qualification of RES Projects Principles of Non-
Recourse Transactions 

Typical Risk Considerations 

• Stress-test output 

• Reliability and Durability 

• Track Record and References 

• Cost of Component Exchanges (Stress Test) 

• Guarantees by Component Suppliers 

• Guarantees by EPC / O&M Contractors 

Typical Project Killers 

• Incomplete project information, unfinished project 

development 

• Negative track record of developer, investor or technical 

partners 

• Open legal issues, lack of legal documentation 

• Wrong permitting (shortcuts of any kind) 
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Stages of project preparation

Very general stages of international project financing

Project 
Teaser

To Bank

Financial
proposal

Lots of 
Questions

From 
Bank
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Investment environment

National Bank of Egypt
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https://ebrdgeff.com/egypt/
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SOURCES OF FINANCING DEBT INSTRUMENTS -TAX 
SHIELD 

EBITDA: Earnings Before Interest, Taxes, Depreciation and Amortization

EBIT: EarningsBeforeInterestand Taxes 

Debt financed company 

Debt: 1800 @ 8%, 

Equity : 200 @ 8% 

Equity financed 

company Equity: 2000 

@ 8% 

Revenues 2000 2000

Operating costs -1000 -1000 

EBITDA 1000 1000

Depreciation -400 -400

EBIT 600 600

Interest expense -144 0

Profit before tax 456 600

Taxes (30%) -136 -180

Net income 320 420

Dividends -16 -160

Total cost of financing 144+16 = 160 160
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SOURCES OF FINANCING
WACC 

The WACC (weighted average cost of capital) of a 

company takes into account the capital structure of a 

company, i.e. the relative weights of each component of 

its capital structure, and the respective financing costs. 

For the debt component the tax shield is considered:

wd weight of debt, i.e. the proportion of debt in the 

capital structure (debt/(equity+debt))

cd,pretax cost of debt (pre tax)

t profit taxrate

we weight of equity (equity/(equity+debt))

ce cost of equity, i.e. return expectations of equity 

investors
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Leverage effect

The leverage effect describes the positive effect of an 

increasing debt component in the overall financing 

structure on total financing costs
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