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Types of Financing

There are five ways to finance projects:

Grants

Bonds

Subsidized (sub-market rate) Loans
Market Rate Loans

Loan Guaranties




Grants

= Grants are sums of money awarded to finance a particular
activity or facility
= Grant awards do not need to be paid back

Grants

Pros:

= Do not need to be repaid
= Improve project cash flow by eliminating loan repayments
- Facilitate projects that are otherwise not affordable




Grants

Cons:

Foster dependence

Encourage overbuilding of projects

Often disregard costs of operation and maintenance
Generally, very specific requirements and conditions attached
Regquirement to meet specific goals of the particular federal
agency or private organization

For programs with fixed capital, once grant is made, funds are
gone

Bonds

Bonds are loans made on:
1. Standardized documents to borrowers whose...

2. Credibility is publicly known




Pros:

Are very liquid

Encourage growth of financial markets, especially
secondary markets

Bonds allow borrowing for longer maturities and larger
amounts than market rate loans

Cons:

Borrowers must submit to public credit analysis

Borrowers must use internationally accepted accounting
standards




Subsidized Loans

Loan made to a gualified borrower at below-market
interest rate

Subsidized Loans

Pros:
= Improve project cash flow by decreasing loan payments
Cons:

Generally, requirements and conditions attached

Requirement to meet specific goals of the particular federal
agency or private organization

Encourage financial dependence
For programs with fixed capital, fewer loans can be made




Market Rate LLoans

Loan made to a gualified borrower at the current
market interest rate

Market Rate LLoans

Pros:

Easier to obtain than grant, subsidized loan, or loan guarantee

Generally, has no or limited conditions regarding the way
projects are carried out

For programs with fixed capital, more loans can be made




Market Rate LLoans

Cons:

= Decrease project cash flow by increasing loan payments
= Requires higher loan repayment

LLoan 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




Loan Guarantees
Pros:

= Lower interest rates than market rate loans
= lLonger terms and,
= For larger amounts

Cons:

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

Financial Simulation

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

Market rate loans
Grants
Subsidized loans
Loan guaranties




Assumptions and Conventions

Grant/Loan/Subsidy/Guaranty
Pro Formas

1. Government contributes $100,000,000 in year O
2. All loans/guaranties made in each year on 31 December

3. Tenor of loans: 5 years, level principal method

Assumptions And Conventions

Grant/Loan/Subsidy/Guaranty.
Pro Formas

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

5. Interest rate on subsidized loans: 0%
6. Interest rate on market rate loans: 10%

7. Interest Rate on Guaranty Fund: 5%




Assumptions And Conventions

8. Leverage ratios for loan guaranties:

# Of loans under Coverage ratio:

guaranty:
0-20 100%

20-30 90%
30-40 80%
40-50 70%
50-60 60%
60-70 50%
70-80 40%
80-90 30%
90-100 20%
100+ 10%

Simulation Results: Grants
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Simulation Results: Subsidized ILoans
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Simulation Results: Market ILoans
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Simulation Results: Loan Guaranties

Year

Opening Fund Balance

Interest Earned

Closing Fund Balance 100.0 -

Use
Guaranties Released
Guaranties In Use
New Guaranties Issued
End Guaranties In Use

Guaranties Issued
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Analysis

Year 3 4 5

Total Market
Rate Loans
Made

Total
Subsidized
Loans Made

Total
Guaranties
Issued

Total Grants
Made




Number of Guaranties/Loans issued each year under
different financing alternatives

Number of Guaranties/Loans
Issued in each period

Period of Years

0 Number of
Subsidized Loans
made each period

B Number of Market
Rate Loans made in
each period

I Number of
Guaranties Issued
in each period

O Number of Grants
made in each
period

Total Number of Guaranties/Loans Issued Under Different

Financing Alternatives

Total Numberof
Guaranties/Loans
Issued

Period of Years

0 Total Number of
Grants Made

B Total Number of
Subsidized Loans
Made

O Total Number of
Market Rate Loans
Made

O Total Number of
Guaranties Made

15



Conclusion

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

16



