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Net Present Value

OECPE

Can Use NPV or IRR

)

Internal Rate of Return

Commonly used in
these type of projects

Return on the project
expressed as an interest rate
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IRR Method

The most frequent method of evaluating these projects
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Cash Outflow

[ Investment into the project ] [ Contributions during construction phase ]
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Shareholders perspective
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Cash Inflow

Cash flows coming out of the project to the shareholders

Minimum debt service Debt service
coverage ratio reserve account
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Cash Inflow
What happens towards the end of the project?

Natural life cycle and they'll need to be shut down at the end

Sold after a period, usually when the debt is paid off

FINANCIALEDGE!

© 2025 Financial Edge Training



FINANCIALEDGE!

\
7

IRR vs. Cost of Funding

' ‘T ------ [ Higher than the expected cost of funding to the shareholders JI

Q

L Internal rate of return is lower than the cost of funding } -------- '
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Operational
roles

\
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Construction
roles
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Sponsors [ Equity Investors

If the sponsor plays more than one role how do they review their returns?

~

>0—> M Shareholder ]

Include the margins on the

construction or operation
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Calculating the IRR
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Iterative Calculation
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Newton »
Raphson Search Excel

( Difficult )

( Time consuming to do manually )
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Use the =IRR() function for unequal cash flows

For more accuracy use the XIRR() function to specifically date the cash flows

9 MONTHS 6 MONTHS
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Use the =IRR() function for unequal cash flows

For more accuracy use the XIRR() function to specifically date the cash flows

S, ®)

NEGATIVE » POSITIVE

CONSTRUCTION PHASE OPERATIONAL PHASE
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Use the =IRR() function for unequal cash flows

For more accuracy use the XIRR() function to specifically date the cash flows

A| A B | © | D | E | F | G | H | I | J | K |
1 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9
2 |Cash flows (20.0) (50.0) (40.0) 5.0 10.0 20.0 25.0 30.0 210.0
3 |Internal rate of return 18.1% =IRR(C2:K2)

For repeating cash flows use the =RATE() function

c | o | E | °F
1
2 |Interest rate 5.0%
3 |Arrangement fee 2.0%
4 |Maturity 10.0
5 | Effective interest rate 5.3% =RATE(B4,B2*B1,-B1*(1-B3),B1)
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Returns to Creditors
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Cash Flows Calculate Compare

Investment Then calculate the Compare the IRR
during construction IRR. Might also want to the cost of funding
toinclude:

Arrangement fees
need to be taken off [

Arrangement fees ]

Then principal and
interest during the
operational phase

Repayment of the
accrued interest
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Three Ty of Loan, S IRR, Which is Better?
ree peEs an, same ’ 1CI1 1S better!
Loan1- bullet repayment g
Year 0| Year | Year 2 Year 3 Year 4 Year 5| Year 6| Year 7| Year 8| Year 9| Year 10|
Beginning balance 100.0 100.0. 100.0 100.0| 100.0, 100.0 100.0| 100.0, 100.0 100.0;
Repayment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Ending balance 100.0, 100.0 100.0. 100.0, 100.0 100.0| 100.0 100.0 100.0, 100.0
Interest % 5% 5.0 5.0 5.0 5.0 5.0| 5.0 5.0 5.0| 5.0 .
Cash flows (100.0) 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 X
IRR 5.0%
Loan 2 - PIK interest q
Year 0| Year | Year 2| Year 3 Year 4| Year 5| Year 6| Year 7| Year 8| Year 9|
Beginning balance 100.0 105.0 110.3 115.8| 121.6 127.6 134.0 140.7, 147.7, 3RD
Interest % 5% 5.0 5.3] 5.5 5.8 6.1 6.4 6.7 7.0| 7.4
Repayment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 PLACE
Ending balance 100.0, 105.0| 110.3 115.8] 121.6, 127.6) 134.0| 140.7| 147.7| 155.1
Cash flows (100.0) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
IRR 5.0%|
Loan 3 - staggered
repayment
Year O Year | Year 2 Year 3 Year 4| Year 5 Year 6| Year 7| Year 8| Year 9|  Year 10|
Beginning balance 100.0 95.0 85.0 65.0 40.0 10.0 0.0 0.0 0.0
Repayment (5.0) (10.0): (20.0) (25.0) (30.0) (10.0) 0.0 0.0 0.0
Ending balance 100.0 95.0 85.0 65.0 40.0| 10.0 0.0 0.0 0.0 0.0
Iinterest % 5% 5.0 48 4.3 3.3] 2.0| 05 0.0 0.0 0.0
ICash flows (100.0) 10.0 14.8 243 283 320 10.5 0.0 0.0 0.0
IRR 5.0%|
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Problems with the IRR
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You have to be careful when using
internal rate of return for evaluating different...

e

Investments Repayment Maturities
Patterns
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Ratios

Although different investments However, also look at ratios:
get the sume IRR \

Calculate average life

et
bl

Getting your money faster is better:

= Amortizing loan (best) - least /on> Cash flow to cover interest
a counterparty risk \ ) and repayment

Loan life coverage ratio

t%‘ Bullet bond Debt servic(:g ;:g;)eruge ratio
-
Co

(LLCR)
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Please do not redistribute these materials without the
express permission of Financial Edge Training.
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