 PINANCING
STRATEG\ES AND
RATE OF RETURN

~ INFRASTRUCTURE PROJECTS CAN BE FINANCED THROUGH
. PUBLIC OR PRIVATE INVESTMENT OR A COMBINATION OF
~ THETWO. INFRASTRUCTURE PROJECTS INVOLVING PRIVATE
~ CAPITAL HAVE TWO BROAD APPROACHES TO FINANCING:

HOW: The project sponsor provides equity and debt
capacity.

TYPICAL PROJECT TYPE: Projects that are part of the
sponsor’s core business (e.g., an electricity company
building and operating a power plant).

RISK: Lenders have recourse to the primary sponsor.

COST: Overall financing cost is typically cheaper, by virtue
of the backing provided by the sponsor.

HOW: A separate project entity is formed, and the assets
and liabilities of the infrastructure project are ringfenced
from those of the sponsors.

TYPICAL PROJECT TYPE: These are often larger, more risky
projects, as project finance helps spread risk.

RISK: These projects typically have limited or no recourse,
meaning that sponsors could in theory walk away from a
failed project.

COST: Correspondingly, the cost of financing for off-
balance sheet projects typically is higher.
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