
1

1

International Center For International Center For 
Environmental FinanceEnvironmental Finance

Module VII
Alternative Finance Options

2

Types of FinancingTypes of Financing

There are five ways to finance projects:There are five ways to finance projects:

•• GrantsGrants
•• BondsBonds
•• Subsidized (subSubsidized (sub--market rate) Loansmarket rate) Loans
•• Market Rate LoansMarket Rate Loans
•• Loan GuarantiesLoan Guaranties
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GrantsGrants

•• Grants are sums of money awarded to finance a particular Grants are sums of money awarded to finance a particular 
activity or facilityactivity or facility

•• Grant awards do not need to be paid back Grant awards do not need to be paid back 
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GrantsGrants

Pros:Pros:

•• Do not need to be repaidDo not need to be repaid
•• Improve project cash flow by eliminating loan repaymentsImprove project cash flow by eliminating loan repayments
•• Facilitate projects that are otherwise not affordableFacilitate projects that are otherwise not affordable
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GrantsGrants
Cons:Cons:

•• Foster dependenceFoster dependence
•• Encourage overbuilding of projectsEncourage overbuilding of projects
•• Often disregard costs of operation and maintenanceOften disregard costs of operation and maintenance
•• Generally, very specific requirements and conditions attachedGenerally, very specific requirements and conditions attached
•• Requirement to meet specific goals of the particular federal Requirement to meet specific goals of the particular federal 

agency or private organizationagency or private organization
•• For programs with fixed capital, once grant is made, funds are For programs with fixed capital, once grant is made, funds are 

gonegone
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BondsBonds

Bonds are Bonds are loansloans made on:made on:

1. Standardized documents to borrowers whose1. Standardized documents to borrowers whose……

2. Credibility is publicly known2. Credibility is publicly known
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BondsBonds

Pros: Pros: 

•• Are very liquidAre very liquid
•• Encourage growth of financial markets, especially Encourage growth of financial markets, especially 

secondary marketssecondary markets
•• Bonds allow borrowing for longer maturities and larger Bonds allow borrowing for longer maturities and larger 

amounts than market rate loansamounts than market rate loans
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BondsBonds

Cons:Cons:

•• Borrowers must submit to public credit analysisBorrowers must submit to public credit analysis
•• Borrowers must use internationally accepted accounting Borrowers must use internationally accepted accounting 

standardsstandards
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Subsidized LoansSubsidized Loans

Loan made to a qualified borrower at belowLoan made to a qualified borrower at below--market market 
interest rateinterest rate
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Subsidized LoansSubsidized Loans
Pros:Pros:

•• Improve project cash flow by decreasing loan paymentsImprove project cash flow by decreasing loan payments

Cons:Cons:

•• Generally, requirements and conditions attachedGenerally, requirements and conditions attached
•• Requirement to meet specific goals of the particular federal Requirement to meet specific goals of the particular federal 

agency or private organization agency or private organization 
•• Encourage financial dependenceEncourage financial dependence
•• For programs with fixed capital, fewer loans can be madeFor programs with fixed capital, fewer loans can be made
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Market Rate LoansMarket Rate Loans

Loan made to a qualified borrower at the current Loan made to a qualified borrower at the current 
market interest ratemarket interest rate
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Market Rate LoansMarket Rate Loans

Pros:Pros:

•• Easier to obtain than grant, subsidized loan, or loan guaranteeEasier to obtain than grant, subsidized loan, or loan guarantee
•• Generally, has no or limited conditions regarding the way Generally, has no or limited conditions regarding the way 

projects are carried outprojects are carried out
•• For programs with fixed capital, more loans can be madeFor programs with fixed capital, more loans can be made
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Market Rate LoansMarket Rate Loans

Cons:Cons:

•• Decrease project cash flow by increasing loan paymentsDecrease project cash flow by increasing loan payments
•• Requires higher loan repaymentRequires higher loan repayment
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Loan GuarantiesLoan Guaranties

A financial guaranty is a promise from a guarantor to 
make payment to the funds providers in case of non-
payment by the borrowers
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Loan GuaranteesLoan Guarantees
Pros:Pros:

•• Lower interest rates than market rate loansLower interest rates than market rate loans
•• Longer terms and,Longer terms and,
•• For larger amountsFor larger amounts

Cons:Cons:

•• Higher loan repayments than for subsidized loans.Higher loan repayments than for subsidized loans.
•• Generally, requirements and conditions attachedGenerally, requirements and conditions attached

16

Financial SimulationFinancial Simulation

Following financial simulation will be used to Following financial simulation will be used to 
show the differences between:show the differences between:

•• Market rate loansMarket rate loans
•• GrantsGrants
•• Subsidized loansSubsidized loans
•• Loan guarantiesLoan guaranties



9

17

Assumptions and ConventionsAssumptions and Conventions

Grant/Loan/Subsidy/Guaranty    Grant/Loan/Subsidy/Guaranty    
Pro FormasPro Formas

1. Government contributes $100,000,000 in year 01. Government contributes $100,000,000 in year 0

2. All loans/guaranties made in each year on 31 December2. All loans/guaranties made in each year on 31 December

3. Tenor of loans: 5 years, level principal method3. Tenor of loans: 5 years, level principal method
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Assumptions And ConventionsAssumptions And Conventions

Grant/Loan/Subsidy/Guaranty    Grant/Loan/Subsidy/Guaranty    
Pro FormasPro Formas

4. For loan guaranties, estimated average project size: 4. For loan guaranties, estimated average project size: 
$5,000,000$5,000,000

5. Interest rate on subsidized loans: 0%5. Interest rate on subsidized loans: 0%

6. Interest rate on market rate loans: 10%6. Interest rate on market rate loans: 10%

7. Interest Rate on Guaranty Fund: 5%7. Interest Rate on Guaranty Fund: 5%
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Assumptions And ConventionsAssumptions And Conventions
8. Leverage ratios for loan guaranties:8. Leverage ratios for loan guaranties:

# Of loans under                 Coverage ratio:# Of loans under                 Coverage ratio:
guaranty:guaranty:

00--2020 100%100%
2020--3030 90%90%
3030--4040 80%80%
4040--5050 70%70%
5050--6060 60%60%
6060--7070 50%50%
7070--8080 40%40%
8080--9090 30%30%
9090--100100 20%20%
100+100+ 10%10%

Simulation Results: GrantsSimulation Results: Grants

000000000020Total Grants Made

000000000020Grants Made

00000000000Ending Balance

0000000000100New Grants Made

0000000000100Total Funds Available

00000000000Principal Repaid

00000000000Interest Earned

0000000000100Opening Balance

109876543210Year
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Simulation Results: GrantsSimulation Results: Grants
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Simulation Results: Subsidized LoansSimulation Results: Subsidized Loans

8174686155494134282420Total Loans Made

767668764420Loans Made

9896100989998999896100100
Outstanding Loan 

Balance

24021212400Ending Balance

35303530304035302020100New Loans Made

37343532314236322420100Total Funds Available

333433312941342824200Principal Repaid

00000000000Interest Earned

4021212400100Opening Balance

109876543210Year
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Simulation Results: Subsidized LoansSimulation Results: Subsidized Loans
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Simulation Results: Market LoansSimulation Results: Market Loans

1451261099379665342332620Total Loans Made

1917161413131197620Loans Made

252230212192175156144131119110100
Outstanding Loan 
Balance

4.93.90.71.514.421.920.00.0Ending Balance

95858070656555453530100New Loans Made

99.988.980.771.56669.45746.93730100
Total Funds 
Available

736760534653423326200.0Principal Repaid

2321.219.217.515.614.413.111.911100.0Interest Earned

3.90.71.514.421.9200100Opening Balance

109876543210Year
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Simulation Results: Market LoansSimulation Results: Market Loans
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Simulation Results: Loan GuarantiesSimulation Results: Loan Guaranties

54343518011994806045342720
Total Guaranties 

Issued

1082556125142015117720Guaranties Issued

18271659516293231218176145123115100End Guaranties In Use

54012753051257010075553535100New Guaranties Issued

12873842111681611181019088800Guaranties In Use

37213282635758443327200Guaranties Released

16595162932312181761451231151000
Begin Guaranties In 

Use

18281662519294231219177147124117100Maximum Guaranties

10%10%30%50%60%60%70%80%90%90%100%Leverage Ratio

182.8166.2155.8147.0138.9131.2124.1117.5111.4105.5100.0Closing Fund Balance

8.32.61.51.21.10.90.70.60.60.50.0Guaranty Fees Earned

8.37.87.36.96.66.25.95.65.35.00.0Interest Earned

166.2155.8147.0138.9131.2124.1117.5111.4105.5100.0100.0Opening Fund Balance

109876543210Year
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Simulation Results: Loan GuarantiesSimulation Results: Loan Guaranties
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AnalysisAnalysis

109876543210Year

8174686155494134282420

Total 
Subsidized 
Loans Made

1451261099379665342332620

Total Market 
Rate Loans 
Made

54343518011994806045342720

Total 
Guaranties 
Issued

000000000020
Total Grants   

Made
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ConclusionConclusion

Loan guarantiesLoan guaranties are far more efficient than grants, are far more efficient than grants, 
subsidized loans, or market rate loanssubsidized loans, or market rate loans


