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What Cash Flow Should We Use?

2 N

NANCIALEDGE!

© 2023 Financial Edge Training 1



FINANCIALEDGE!

Cash Flow Available Cash Flow Available
for Debt Service to Equity
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Cash Flow Available for Debt Service (CFADS)
.

0 5

(CFADS) = Operating cashflow, This is the cash flow generated by
regardless of how the project is the project, which is used both to pay
financed: use for project NPV & IRR debt service' and to reward equity

0 Cash from revenue & operating costs Q No interest g No dividends
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Cash Flow Available Cash Flow Available
for Debt Service to Equity
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Cash Flow Available to Equity

[ Cash flo’\iv minus: ]
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[ What is available to shareholders after prior commitments met ]
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Main Ratios — Debt Service
Coverage Ratio (DSCR)

/ AN
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Debt Service Coverage Ratio (DSCR)

Cash flow available before debt service

Debt service (interest + fees + capital requirements)
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How much cover the lender has to ensure full repayment

_1 Debt service | Debt service
coverage ratio coverage ratio
N Twice as much cash _ 'Ioo/ 10% more than the
flow that is required 2 absolute minimum

Even if cash flow then halved That 10% could be
from its forecast amount to the eroded and we end up
actual, it would still be OK with insufficient cash
FINANCIALEDGE!

We calculate this ratio period by period
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Cash flow rises usually with inflation Debt service tends to decline overtime
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Nt
T Early periods in project may be .||'
ot © 3 less than one or negative _',,v

Operating
Period

Construction
Period

This is when the debt

5 service will be made.

Less than 1 Negative bl

Expected that cash flow during @
the early stages of a project

would be negative.
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g'sj

Subject to minimum covenants which must not be breached

N
r Debt Service @ They will have minimum values attached to them
Agreement J
ARy )
VR Calculate the debt service coverage ratio every quarter

Report it if it is below the minimum level as specified

~

Potentially be in breach of its loan obligations
J
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FINANCIALEDGE!

© 2023 Financial Edge Training 6



FINANCIALEDGE!

p-T ¢

Main Ratios — Interest
Cover Ratio
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Interest Cover Ratio

Cash flow available before debt service

Interest cost (cash basis)
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How much cover the lender has
to ensure interest payments will be met

1 Interest Interest
coverage ratio coverage ratio
rmm==
1
i
Five times as much I oo
m cash that is required ]

More potential for issues before the
interest payments are threatened

FINANCIALEDGE!

absolute minimum

50% more than the ]

Layer on top the debt service cover ratio
or the principal payments

almim'a (sX =
sai A $E)
EEE ‘_( L —_9
Calculate this It should get Cash flow will Subject to
period by period bigger as the go up and the minimum
in the model project matures interest be covenants which
godown must not
be breached
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Main Ratios — Loan Life
Coverage Ratio
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Loan Life Coverage Ratio (LLCR)

Future cash flow available before debt service

Future debt service (interest + fees + capital repayments)
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Loan life coverage ratio will iron out peaks
and troughs in the cash flow

FINANCIALEDGE!

T ¢ > &
Construction Period Final Repayment

()
N

[ Use ‘IFERROR’ adjustment if debt service is at zero J

= IFERROR Cash Flow [ Debt Service, X6
\  BLANK |

s &

Alphabetic, not numeric, This will ignore pieces of text
because we will do a minimum and it will just look at the
across all the years numbers year by year FINANCIALEDGE!
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Should we discount the cash flows for the first time?

v v

Multiple Time value
periods of money

© X )

Cost of debt for example
(no fixed rule on how this works)
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What happens beyond the end of the loan life?

T - C - G

Stronger reason to discount those cash flows because they're happening in the future
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Modelling Ratios

. 4N
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Reporting
Used for Control their
reporting to lending position &

the lenders their credit risk
[ O

FINANCIALEDGE!

© 2023 Financial Edge Training 12



FINANCIALEDGE!

Ay
0‘0 [
. ne
No standard prescribed Every bank does it Different people calculate
way of calculating ratios slightly differently the ratios differently

v

Figures we've used
What has
been included

{  What hasn't
: been included ' 2 32

------------------------------

The resulting ratio

Ratio for every period

Max or min function in excel

FINANCIALEDGE!

Debt Service Cover Ratio (DSCR)

Covenant @

—

MAX CALCULATION
Covenant @

70%
E—sJ

Loan to Value Ratio (LTV) FINANCIALEDGE!
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When is an appropriate time

- to calculate the ratio?

1 1 |
'O‘
Debt Service Cover Ratio (DSCR)
Construction
Period

lllv
—
7

Operating

Period

Formula to say we are in a construction Gives us meaningful data where
period, set the ratio to a blank we have operating cash flow
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Using DSCR to Sculpt Debt

. 4N
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i
Debt service cover ratios are often used to
calculate sculpted debt repayment profiles

Debt Service Coverage Ratio

Test the ratio against
a minimum value

FINANCIALEDGE!

Maximum amount of

debt repayment

What the debt capacity of a
project is based on its cash flow

Sculpt repayments to go up or
down depending on cash flow
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Before any

debt service

Stay within a minimum debt service cover ratio

Operatin ® Minimum s | Maximum Debt
czsh FIOV?I Debt Service F=——(3IANpr PSS Principal
> Cover Ratio : : Payments

=)

----------------------------------------------

----------------------

Useful when the cash flows in a
project fluctuate period to period

FINANCIALEDGE!
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Breached the minimum debt service cover ratio  XEEEE -

Amortizing
Basis

ST Rl Always be at least at the minimum debt service cover ratio level

Repayment Profile
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Please do not redistribute these materials without the
express permission of Financial Edge Training.
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