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Introduction to Project Financing 
Overview 

What is Project 
Finance 

How Does it 
differ from 
Traditional 
Finance 

 A type of Limited Recourse Financing whereby debt is incurred by a Project developer (known as the project 

company, which is formed by a Sponsor), and in combination with equity contributed by the SponsorS) is used to 

finance the development and construction of a capital intensive project. 

 Project Finance is the preferred financing mechanism for large infrastructure projects 

 A primary feature of Project Finance is that the Lenders advance debt on the basis of their evaluation of the 

projected revenue generating capability of the Project, rather than the credit quality of the Sponsor. 

 The equity of the Project company and the project assets, including the Project Documents and other cash flows, 

are pledged as Collateral for the debt 

 It is a mechanism that engages a multitude of participants, with the aim of equitable risk allocation between the

parties, to increase the possibility of mobilising large scale financing

 Traditional (or corporate) financing: 

o The Sponsor (i.e. the promoter building the Project) typically procures debt finance by demonstrating to 

Lenders that its credit profile (including assets on its balance sheet) are sufficient to support the proposed 

borrowing 

o This, in effect, means that, in the case of Default, the Lenders will be able to foreclose on the Sponsor’s

assets, sell them, and use the proceeds to extinguish the debt

 Project Finance:

o Repayment of debt is not based on the credit profile (including assets on the balance sheet) of the Sponsor, 
but on the revenues that the Project is forecast to generate once complete 

o In the case of Default, unless there is express Completion and/or other support (see below), Lenders have 
no right of recourse to the Sponsor’s assets 

o Completion Support, where provided, is typically limited in nature (by time and value), often ending once 
the Project has been constructed and is in operation 

 In practice, Projects are typically financed by a combination of both Project Finance and, in connection with 

any required equity contribution or Sponsor support (whether actual or contingent), corporate capital 
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Project Financing Risk Overview 

Key to a Successful Financing is to Identify and Mitigate the Key Risks 
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Why Use Project Financing 

Key Benefits from a Sponsor & Lender’s Perspective 

Developer / Sponsor’s Perspective 

Principal Advantages of Project Finance, as follows: 
 Capital Mobilisation through Risk Allocation: For large-scale infrastructure projects, in particular, Project 
Finance can attract greater volumes of financing than under traditional schemes, due to effective risk 
allocation between participants. This may include mitigation of risks by contract or by development institutions, 
through political and commercial guarantees 
 Limited or Non-recourse: Typically, Project Finance is structured in a manner with the objective of having 
limited (and ideally, no) recourse to the Sponsor (i.e. the Sponsor will have no obligation to make payments on the 
Project loan in the event that the revenues generated by the Project are insufficient to do so) 
 Maximise Leverage: Using Project Finance, a more highly leveraged outcome may be possible than if 
assessment were simply to be based on Sponsor balance sheet (especially the case for single asset development 
companies) 

o Enables Sponsors to access higher quantum of financing than may otherwise be possible 
o Reduces equity dilution and quantum of Sponsor equity at risk 
o In certain circumstances, may also benefit the cost of capital (by substituting lower cost tax deductible 
interest for higher cost taxable returns on equity) 

 Off-Balance Sheet Treatment: Dependent on the structure of the Project Finance, a Sponsor may not be 
required to report the debt on its balance sheet. This can have the added benefit of not affecting the Sponsor’s 
ability to comply with covenants and restrictions relating to borrowing funds contained in other indentures and 
corporate agreements (carve-out may be possible for such covenants even if consolidated for accounting purposes) 
 Tax Efficient: Project Finance can be structured to be tax efficient and to assure that, to the extent possible, 
all available tax benefits are used by the Sponsor or transferred, to the extent permissible, to another party 
through a partnership, lease or other vehicle 
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Why Project Financing 

Key Benefits from a Sponsor & Lender’s Perspective 

Lender’s Perspective 

Principal Advantages of Project Finance, from a Lender perspective, as follows: 
 Risk Mitigation: Project Finance can encompass funding and/or guarantees from multilateral and 
bilateral agencies (e.g. IFC, Asia Development Bank and Malaysia EXIM): 

o Through actual risk cover and/or the ‘halo effect’, this can reduce risk of Default 
o Benefits capital cost and ability to upscale level of participation, whether in quantum and/or tenor 

 Risk Allocation: Within the overall Project Finance framework, risks are allocated to those parties best able 
to both assume and manage them 
 Extensive Due Diligence: Reflecting the finite source of debt repayment (non-recourse structure), a decision 
to advance funds is the culmination of an extensive due diligence process that spans all key risk parameters of 
the Project. Where appropriate, this also factors opinions of independent advisors (including for technical, 
environmental, market, insurance and legal risks), which benefits: 

o Assurance of underpinning Base Case assumptions 
o Knowledge building (depth of interrogation, serves to build understanding of key risks, for Lender and Sponsor) 

 Sponsor Discipline: Project Finance is more tightly structured than a corporate financing, which has the
following consequences:

o Probability of default is higher, but the loss given default is lower (confirmed by S&P data). Reflects the fact 
that a Project has less flexibility to deviate from an approved Base Case and, in the event it does, there is an 
early alert to Lenders 
o Higher risk of default serves to heighten focus on documentary compliance, instilling good discipline on 
Project management 

 Capacity Building for Sponsors: In funding Projects on a non- or limited recourse basis, Sponsor credit ratings 
are less exposed to risk of downgrade and Lenders are better positioned to support Sponsors in future 
development opportunities, especially relating to capital intensive projects 
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Project Financing 
Key Challenges 

Overview of 

Project 

Financing in 

Africa 

Key Challenges 

of Project 

Financing in 

Nigeria 

 Africa is home to five of the top 30 oil-producing countries in the world. 

 Eighty percent of its oil is produced by Nigeria , Algeria and Angola it has proven gas reserves of 

502 trillion cubic feet, and 90 percent of its gas is produced by Algeria, Nigeria, Libya and Egypt. 

 The past decade has seen a dramatic increase in project financing opportunities for oil & gas 

projects in Africa. Recent notable examples include the US$1.65bn multi-sourced financing of Vitol’s 

interest in the US$7bn oil & gas Offshore Cape Three Points (OCTP) project in Ghana and the 

US$4.7bn multi-sourced project financing for the Coral South FLNG project in Mozambique. 

 These projects demonstrate that with the right sponsors and appropriate risk allocation among 

the project participants, it is possible to successfully finance large-scale oil & gas projects on a 

limited recourse basis in Africa. 

 However, the adoption of project finance in the development of Nigerian infrastructure has been 

quite slow, due to a variety of factors, including: 

o Dearth of relevant knowledge and experience, undeveloped regulatory framework, and 

poor macro-economic indices. 

o Many of the local banks lack the capacity to fund large infrastructure projects, and where 

they do, can only do so at prohibitive interest rates. 

o The international investors on the other hand are often unwilling to take on the 

significant political, economic and other risks, or price them, which often puts such 

funding out of the reach of projects. Additionally, over-exposure to foreign loans exposes 

the projects to exchange rate risks, as revenues are typically in Naira (the local currency). 

 These challenges have over time invariably led to the adoption of impractical financing solutions 

that lead to defaults, extended tenors and abandoned projects 
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Project Financing in Africa 

Recommendations & Best Practices 
)

Focus on Selecting a 

Bankable Project 

Providing Palatable 

Support to Mitigate 

Construction Risk 

 An oil & gas project will share many of the same features that can be found in other types of 

project financings, but there are a number of risks that are specific to this sector. 

 One such specific risk is commonly referred to as ‘reservoir risk’. Both equity investors and lenders to 

an oil & gas project will need to carefully diligence the quantity and the production profile of the project’s 

hydrocarbon reserves. The viability of the project financing at the outset will be determined by establishing 

that there are sufficient reserves that can be extracted to produce hydrocarbons for sale to generate 

sufficient revenues to repay the project debt and provide a return to the equity investors. 

 Lenders to the project will employ an independent reserves consultant to conduct diligence and 

establish the level of proven reserves, probable reserves and possible reserves in the field. Lenders will 

typically seek to ensure that their loan will be repaid no later than the date when 25-30 percent of the 

proven reserves remain available; this percentage is commonly referred to as the ‘reserves tail’. 

 As lenders are typically unwilling to assume construction risk – the risk that the project will not be 

constructed on time, on budget or to the required specification – in the absence of the availability of a 

single turnkey wrapped EPC contract, lenders have traditionally required sponsors to provide 

completion support in the form of either a completion guarantee or a debt service undertaking. 

 Either form of support will remain in place until the project can pass a ‘completion test’ – when the 

project has demonstrated to the satisfaction of the lenders that it can generate revenue on a reliable 

basis. A key element of the negotiation of the project financing package will typically focus on the terms 

of the completion-testing regime. 

 Another way of mitigating/managing completion risk is to look at providing support from existing 

cash generating assets or having local lenders disburse before international lenders (this can help 

improve international lender appetite) 

7 



Project Financing in Africa 
Recommendations & Best Practices 

 Large-scale infrastructure projects, tend to get limited bank appetite due to tenors of such projects being relatively long 

(10 years+). 

 In structuring, they will often require a ‘cash sweep’ from the project accounts, which will take the form of a mandatory 

prepayment of the debt facilities using the proceeds of excess cash flow that might otherwise have been distributed to the 

shareholders. 

 The Nigerian government also has a foremost role to play in enhancing the political stability in Nigeria so as make it 

easier to access funds from foreign and local commercial banks. 

 Accessing of funds from the capital market through the issuing of debt and equity for financing oil and gas projects as 

done in other countries should be encouraged in Nigeria. This can be made attractive to investors by providing sufficient 

information on the oil and gas industry and making the process transparent.. 

 A key concerns lenders have with onshore gas developments in Nigeria is the lack of security which has historically 

led to infrastructure sabotage and disruption. 

 This has been a key reason for limited international bank appetite on gas projects 

 Projects should be developed with the local community interaction in mind 

 Where possible projects should allow for multiple transport/evacuation points to help make sure that disruptions 
have limited impact on cash flows for debt servicing 

Structuring to 
Minimize 

Loan Tenors 

Regulatory 
Stability & 
Transparency 

Infrastructure 
Stability 
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