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Chapter 8

Project Finance and PPPs

§8.1 INTRODUCTION

The recent growth of PPPs is closely linked to the financing technique known as ‘pro-
ject finance’, itself a relatively recent development. An understanding of project-finance
techniques and their application in PPPs is therefore necessary when considering policy-
related financing issues in PPPs.

Project finance is a method of raising long-term debt financing for major projects. It is
a form of ‘financial engineering’, based on lending against the cash flow generated by the
project, and depends on a detailed evaluation of a project’s construction, operating and
revenue risks, and their allocation between investors, lenders, and other parties through
contractual and other arrangements. As such, it 1s well-suited to financing PPP projects.
‘Project finance’ is not the same thing as ‘financing projects’, because projects may be
financed in many different ways—it is evident that a project could be financed by public-
sector debt using public-sector procurement instead of a PPP; alternative approaches to
financing PPP projects are discussed in Chapter 17.

This chapter therefore provides a general background on project finance:

* its development (§8.2);
° key features (§8.3);
* the scale of the project-finance market and its links to related forms of financing

(§8.4);
* why project finance is used for PPPs (§8.5).

Chapter 9 looks in detail at sources for project finance, and subsequent chapters at finan-
cial structuring.
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