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Trends in Project Finance
Development

Structural Development of Project Finance

Developing Countries

- Industrial Assets
- Mining
- Oil and Gas
- Electricity Generation
- Renewable Energy

Increasing 

Page 221.04.2010 2

Increasing 
Country Risk Industrial Countries Industrial Countries

                            
- Industrial Assets - Toll Roads
- Mining - Telecom
- Oil and Gas - Rail / Infrastructure
- Electricity Generation - Hotel
- Renewable Energy - Water / Desalination

- PPP

Increasing Project Risks



Trends in Project Finance
Financial Crisis I

Wind Energy and the Financial Crises:
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Trends in Project Finance
Financial Crisis II

1. Financing has become more difficult since 2007: 

1. Availability of funds : The long-term refinancing via banks has come to s standstill. Banks only offer 
shorter periods for fixed interest rates, which icreases the interest rate risk.

2. Price : The interest rate consists of the refinancing rate („Euribor“), risk margin and liquidity costs.
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3. Tenor of loans : Due to the limited refinancing opportunities the tenor of the loans is limited.

4. Necessity of Club Deals : Many banks are not prepared to act as Sole Lead Arranger, but require a 
group of banks to finance transactions.

5. Coordination becomes vital, since many participants are involved (which all may follow slightly 
different aims.



Trends in Project Finance
Financial Crisis III

Consequencess of the crisis: 

2. New Players, new rules:
In the US-Market a number of investors has left the market, who used tax depreciation, but do not 
show any profit for the time being. Other players, like European utilities have entered the market and 
are about to buy projects or even developers.

3. Prices have shown a downturn trend: 
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3. Prices have shown a downturn trend: 
Demand for projects has been slower, which has some impact on the prices. 



Trends in Project Finance
Financial Crisis IV

Consequences of the crisis:

4. The mere risk assessment of renewable projects has not changed in the meantime.

There are a number of reasons why RE-projects could be the winner of the crisis:

� Renewable Energies foster the energy targets of cheap energy, supply security and ecologically-
friendly energy production. Thus there is a political support world-wide available.
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friendly energy production. Thus there is a political support world-wide available.

� The methodology of project finance shows a number of advantages, which makes is more attractive
for lenders: The banks form part of the project contracts, but also the assessment of a specialized
indiviual risk.



Trends in Project Finance
Countermeasures

1. Use of KfW-funds (no liquidity costs)

2. Use of European Investment Bank (EIB) 

3. Use of export credit agencies (e.g. Euler-Hermes [G ermany], Eksport Kredit Fonden [Danmark])
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Trends in Project Finance 
Stabilizing Factors / Euro Swaps

O3/2008
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Rückgang 
Zinsniveau 
120 – 150 

bps 

O3/2010



Trends in Project Finance
Stabilizing Factors

� Interest Level reduced

� Asset Prices have dropped 

slightly

� Increase of gross margins 

compensated by lower refinancing 

rate 

� Reduction of investment costs per 
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� Public banks (KfW, EIB) offer 

specialized programs 

� Reduction of investment costs per 

MWh leads to better profitability of 

projects 

� Public Funds allow assess to long-

term liquidity for very competitive 

costs 



� The offer of project finance has been reduced

� Increased conditions lead to increased risk requirements, higher margins 

and fees 

� The realization of big projects (e.g. Offshore Wind, CSP) in club deals 

Trends in Project Finance
Summary
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� The realization of big projects (e.g. Offshore Wind, CSP) in club deals 

requires higher coordination requirements and is more time-consuming

� The lower interest level and the support of the public banks have been 

stabilized the market



Favourable Projects :

� Small and mid-size projects (15 – 50 M€) as bilateral loans or club 

deals

� Wind Onshore and Solar PV 

� Markets with fixed feed-in tariff

Trends in Project Finance 
Requirements for Projects
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� Markets with fixed feed-in tariff

� Countries using the Euro (“Euro-Zone”)

� Long-term proven technology 

� Conservative Repayment Profile (DSCR)

� Adequate use of equity (to be injected before debt) 

� Use of KfW-funds 
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Risk Management and Risk Allocation
Critical Success Factors

1. Predictability of the Regulatory Regime

2. Adequate Risk Allocation among the Project Particip ants

3. Technology Risk

Page 1321.04.2010

3. Technology Risk

4. Site Quality



Risk Management and Risk Allocation 
Cross-Country comparison

Feed-in Tariff System 2006 2007 2008 2010 G
Germany 20.662 22.247 23.912 25.624
Spain 11.623 15.145 16.754 20.000
France 1.567 2.454 3.456 5.300
Portugal 1.716 2.150 2.833 3.500
Greece 746 871 985 1.500

Quota-Based System 2006 2007
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Quota-Based System 2006 2007
Denmark 3.136 3.125 3.180 4.150
Italy 2.123 2.726 3.736 4.500
United Kingdom 1.962 2.389 3.317 5.115
Netherlands 1.558 1.746 2.216 3.000
Austria 965 982 995 1.200
Ireland 746 805 1.047 1.326
Sweden 571 788 1.021 1.665
Norway 325 323 353 n.v.
Belgium 194 287 384 800
Poland 153 276 405 1.000



Risk Management and Risk Allocation 
Technology Risk

Principle: 
- Only proven technology can be financed via a projec t finance
- This requires some years of good experience within a comparable environment.

But:

- No obsolete technology should be used, since the pr oject might loose otherwise its 
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- No obsolete technology should be used, since the pr oject might loose otherwise its 
competitive edge (valid for merchant markets).

Thus, it is always a point of discussion between sp onsors and lenders…



Risk Management and Risk Allocation 
Technology Risk II
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Risk Management and Risk Allocation 
Site Quality I

Example: Malin Head, Ireland
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Risk Management and Risk Allocation 
Site Quality II

The usable wind energy rises with 3rd power of wind  speed:

35000

37000

39000

Page 1821.04.2010

25000

27000

29000

31000

33000

19
79

19
80

19
81

19
82

19
83

19
84

19
85

19
86

19
87

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

Energy Production in kWh



Risk Management and Risk Allocation 
Site Quality III

Aspects:

1. The standard deviation of average wind speed is at app. 4 %., the standard deviation of energy 
production at 7 % at least. Thus, resource risk is more important compared to PV-projects.

2. The energy yield, assumed by banks, may alter. 
1. The most probable values should be taken for the calculation. 
2. Long-term measurements are more favorable compared to physical measurements on site and 
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2. Long-term measurements are more favorable compared to physical measurements on site and 
those favorable to mere mathematical procedures. Physical measurements are a must in complex 
terrain. 

3. It is always worth-while to invest in data quality,  which allow a fair risk assessment of the 
project. 
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Financial Optimisation
General Rules

1. Credit Lending of Project Finance is depending on p redictable and stable 
cashflows.

2. Two main topics are on the agenda: the risk sharing  among the parties and 
the cashflows stemming from the project contracts.

3. The Banks assess project quality  on the basis of a  base case scenario and 
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3. The Banks assess project quality  on the basis of a  base case scenario and 
with simulation calculations. 



Financial Optimisation 
General Rules II

4. A downside scenario could be a drop in net energy y ield by 20 %. The 
requirement would be that the project could cover d ebt service under this 
sceanrio.

5. A maximum debt volume can then provided to the proj ect.

6. Knowing the maximum debt volume and the total inves tment costs, the 
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6. Knowing the maximum debt volume and the total inves tment costs, the 
sponsor knows how much equity has to be poured into  the project. 

7. In any case, a minimum equity contribution is requi red (e.g. 10 %).



Financial Optimisation 
Grace Period I

Choice of grace period:

Sponsors Lender
Robustness Opposite Effects: 1. The earlier the repayment 

starts, the more payment dates are available 
=> lower repayment amount per payment date  
(the denominator decreases), 2. But: In a 
stress-scenario, the chance to restock the 
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stress-scenario, the chance to restock the 
debt service reserve account declines => the 
numerator decreases 

IRR The longer the 
grace period, the 
higher the IRR



Financial Optimisation 
Grace Period II

DSCR

1,20
1,30
1,40
1,50
1,60
1,70
1,80
1,90
2,00 1. Base Case:

2. Income at 91 %:
3. Base Case (18M-grace period)
4. as 3, Income at 91 %:

Page 2421.04.2010

1,00
1,10

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

Min. DSCR Ø DSCR IRR
1. Base Case: 1,17 1,84 14,98%
2. Income at 91 %: 1,04 1,64 10,37%
3. Base Case (18M-grace period) 1,36 1,78 13,43%
4. as 3, Income at 91 %: 1,21 1,58 9,50%



Financial Optimisation 
Debt Service Reserve Account I

How has the result changed? 

DSCR
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1. Initial Case:
2. Income at 91 %:
3. like 1, but 6-months-DSRA
4. like 3, Income at 91%:

Min. DSCR Ø DSCR IRR
1. Initial Case: 1,17 1,84 14,98%
2. Income at 91 %: 1,06 1,66 10,96%
3. like 1, but 6-months-DSRA 1,66 2,39 13,65%
4. like 3, Income at 91%: 1,53 2,12 9,42%



Financial Optimisation 
Debt Service Reserve Account II

Findings:

1. Robustness has improved significantly throughout th e tenor of the loan, which offers 
some room for the design of the overall financial s tructure (e.g. debt-to-equity-ratio). 
A prerequisite is that lenders take care of the DSR A amid a stress scenario. 

2. However, IRR has dropped significantly, since part of the liquidity has to be allocated 
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2. However, IRR has dropped significantly, since part of the liquidity has to be allocated 
to the DSRA, which will not show the interest rate of the IRR and will be released only 
during the course of the project. 

3. This situation will result in a competition of both  lenders and sponsors about the 
cashflow. 

4. An upper limit of the DSRA is reached, when the DSR A cannot be built up under a 
stress case. The DSRA will not offer any security f or the lenders, but only deteriorates 
the IRR of the investors. 



Financial Optimisation 
O&M Costs I

Some remarks regarding variable costs:

1. If operative costs are performance-linked, there is  a natural hedge against a drop in 
income. 

2. The higher the portion of the variable costs, the h igher the buffer. The robustness 
may improve by several percentage points, which giv es room for an adjustment of 
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may improve by several percentage points, which giv es room for an adjustment of 
other financial parameters.

3. Variable costs don‘t have to be fully flexible to b e considered as variable according to 
the rating systems of the lenders. If the floor is not higher than max. 75% of the value 
according to the Base Case, the whole position may be considered as variable. 

4. The proposal of the Sponsors considered the O&M cos ts as fix with an amount of 
182.300 € p.a. – what are the changes if this positio n becomes variable (with a floor of 
€ 137.000 €)?



Financial Optimisation 
O&M Costs II

These are the results:

DSCR
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1. Initial Case:
2. Income at 91 %:
3. like 1, but O&M costs f lexibel:
4. like 3, Income at 91%:

Min. DSCR Ø DSCR IRR
1. Initial Case: 1,17 1,84 14,98%
2. Income at 91 %: 1,04 1,64 10,37%
3. like 1, but O&M costs flexibel: 1,17 1,84 14,98%
4. like 3, Income at 91%: 1,06 1,66 10,96%



Financial Optimisation 
O&M Costs III

The results have to be interpreted as follows: 

1. A comparison of the two reference cases (1 and 3) s hows no changes. This is due to 
the fact  that the flexbilisation of the O&M-costs does not result in any change of the 
O&M-costs under a base case scenario. 

2. Although the contractual amendment seems to be mini mal and is only related to 
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2. Although the contractual amendment seems to be mini mal and is only related to 
app. half of the variable costs, both IRR and robus tness show better ratios under a 
downside scenario (robustness-level at 86,3 % compa red to 88,0 %). 

3. Thus, it is advantageous to have contracts during t he operation of the project as 
flexible as possible. 



Financial Optimisation 
Negotiation Model I

All of the parameters will be included in some part  in the financial structure. A compromise could be 
as follows:

Sponsors Proposal Negotiation Model

Tenor of the Term Loan: 17 years 14,5 years
Grace Period: 36 months 18 months
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Grace Period: 36 months 18 months
Debt Service Reserve Amount:

0
50 % of debt service 
of the following year

Flexibility of O&M costs: no yes
Term Loan: T€ 9.500 T€ 10.100
Robustness at income-level of: 88,00% 77,50%
IRR 14,98% 11,88%



Financial Optimisation 
Negotiation Model II

The negotiation model is the basis for providing pr oject financing, since it fulfills the internal 
requirements of robustness and max. tenor of the lo an. Vice versa, there is often room to allow for a 
higher debt-to-equity ratio.

DSCR
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1. Initial Case:
2. Income at 91 %:
3. Base Case:
4. like 3, Income at 91%:

Min. DSCR Ø DSCR IRR
1. Initial Case: 1,17 1,84 14,98%
2. Income at 91 %: 1,04 1,64 10,37%
3. Base Case: 1,62 2,02 11,88%
4. like 3, Income at 91%: 1,51 1,87 8,82%



Thank you for your kind attention.
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Contacts

London

Copenhagen

Hamburg
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Juergen-H. Lange , Deputy Global Head of Energy

Phone: +49-40-3333-10628

Email: juergen-h.lange@hsh-nordbank.com

Kim  Christian Köhler , Senior Vice President

Phone: +49–40-33333 14328

Email: kim.christian.koehler@hsh-nordbank.com

Dr. Nikolai Ulrich , Head of Origination

Phone: +49-40-3333-11505

Email: nikolai.ulrich@hsh-nordbank.com

Jörg Böttcher , Senior Vice President

Phone: +49-40-3333-12333

Email: joerg.boettcher@hsh-nordbank.com

Rudolf Klumpp , Senior Vice President

Phone: +49–40-33333 13115

Email: rudolf.klumpp@hsh-nordbank.com


