
Naito

Project Finance for Geothermal Power Projects 

Takaya Naito 

Director, Project Finance Department, 
The Export-Import Bank of Japan

Key words: project financing, geothermalnsk, Japan

Introduction

2. General Principle in Providing
Project Finance 

Major Issues in Building up Security
Package for Projects

4.Host Country? Support to and
Involvement in the Project 

5. Conclusion Risk Sharing

The purpose this to generally

lendcrs' point, the
in building up a security

applying financc for

which wi l l cstcndcd.
the support to and

the and
risk among parties tu ihc

GENERAL PROVIDING
PROJECT FINANCE

2.1 principle i s based
The arc rigid

Irom view a Japanese public
agency and at the as a financial

a the ha
significant Japan. Energy natural

where imported Japan under

the ofthe needs

and pan i n
eloping countries, many BOT BOO Huild-Own-

Operate type infrastructure
Japanese

In
able

Such
as economic which

imponant as

rules is
o r their expon. and

activities. through financial assistance.

J-EXIM, in applying project loan to a project.
considers
with and their and obligations
project. In considering this lor
example. equity participation in the

of loan the project sponsor.
plant turnkey

support for and
the project as an operator hy providing technology

hy know-how. and the
products, and so

should
table. natural

the in external
consultants. For of
supply and processing is imponant. Th

contract in

project should be J-EXIM
cash and analysis.

of is critical lendcrs.

2883



Naito
ability of project sponsors tu the project.

experience and know-how of project sponsors wi l l
materially affects the successful and operation
the project. Completion, operation. marketing and any
risks can minimized by the existence of international first-
class sponsors which have strong the project.
In view. foreign partners'credibility and reliability

very important checking pnints.

2.2 With respect geothermal power
similar those in 2.1 will be applied. Further
wil l be made in Section 3 major risk categories.

3. MAJOR ISSUES IN UP
SECURITY PACKAGE FOR
POWER PROJECTS

In this capital
has the samc meaning as used in chart shown page

In controlling the to geothermal power 
projects. following should considercd
appropriately reflected credit

3.1 RISK

judgments.

legal stability. namely consistency
implementation of by Host Country Government and

has also reviewed.

3.2 POLITICAI. RISK

The political stability of Host Country an
concern. Political risk includes currency inconvertibility.
exchange transfer expropriation. civil
and breach of contact.

Political risk wil l be the
political risk insurance whether by public agencies or
private companies 

In addition. of bilateral
would mitigate risk that

Government wi l l interfere with Senior In
for project finance come from which are

friendly to Host Country. those friendly
involvement in project wil l prevent Country

taking actions which
affect the Sponsors and Senior

To seek participation in equity
ownership inclusion of country as Senior

wil l also political risks.

3.3 STEAM SUPPLY RISK
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There may he I case where Host
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the
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devclopment plan i tself he requested.

3.4 COMPLETION RISK
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liquidated d completion
EPC Contract. in form of performance

parent guarantee. of credit etc. for these
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Project Company
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Senior Lenders' independent 
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feasibility ofthe project set EPC
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3.5 OPERATION RISK

ability to and the plant
key element. Senior independent should he
able confirm and

cost operation and and
capacity o f plant level
sufficient meet

Maintenanceof level
sufficient cash is

However. Senior do
capacity directly. the

Senior can protect themselves
to annual budget and are

that they will able approve
capacity for any year prior to figures
fixed.

3.6 RISK

A Project with and
risk. Senior Lenders usually projects which

utilize proven technology.

Independent experts Lenders wi l l
technology uscd and
This the design plant.

criteria and performance criteria.
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3.1 INFRASTRUCTURE ARRANGEMENT 
AND UTILITY SUPPLY

Allocation, between Seller's and Project Company's 
responsibility for site provision, infrastructure 
such as construction of access roads. and arrangement and
maintenanceof necessary utilities water and electric 
power. should be clearly prescribed under the ECA.

Usually, Seller in ECA to make a site
Project Company, and to hold Project Company

against third-party claims. For Senior Lenders, such hold
harmless obligation should cover not only claims by third

relating to land provided for the but also
suitability for use, damage caused by Seller arising out of
ownership or administration of the site or other potential
claims. 'The exclusive use of the by Project Company
should be also granted in ECA.

Senior Lenders have to confirm Seller'stit le to the site. I f
any ofrhe i s privately owned. Senior need tu find

how Seller intends obtain the tit le land.

These may a where a number of
adjacent to the site. These households wil l have to he

relocated in accordance with Host environmental
laws and regulations. Senior Lenders wish be assured that 
such i s proceeding smoothly and quickly without
giving any delay the construction and
project.

3.8 ABANDONMENT RISK

Project may consider abandoning the project
of changes of the occurrence of an

of force majeure or changes condition.
usually includes provisions and
ahandonment.

In a change of law majeure
company wil l pursue choose to

rather than abandoning project.
other hand. Project company wil l ahandonment whcn
changes condition

of vary depending on whether
occurs during the period

phasc of the project on
ahandonment occurs Sellers' fault or Project
Company's fault.

I f an abandonment occurs due to Project fault.
Senior Lenders may wish accelerate
request it to fully pay outstanding amount of principal together
with In case of an due Seller's fault.
Project Company's right to make Seller buyout project
should be assured and Senior interest.; wil l
thereby secured.

Lenders with tu protect their hy
incorporating provision into ECA in which Seller
acknowledges lhat their liens in the project shall survive
any abandonment the corresponding of
assets Seller.

3.9 POWER DELIVERY RISK

There i s a case where Power Purchaser facilities
such as lines. submarine cables

in order receive from while Project
Company the project.

Under such a circumstances, Power Purchaser's
commitment completion
facilities and ability accept power delivered by Seller will

the project. Howcver, from Senior Lenders' point. 
it i s preferable that the responsibility of Seller
the energy conversion i s expressly provided in the ECA
irrespective of the completion status of Power
facilities or Power Purchaser'sability to accept power.
the projcct construction i s completed.

3.10 MARKET RISK

Investigation power supply and demand the
country is of course important. However. 
anangement for project i s the fundamental device 
mitigate market risk like any other project financing
transaction. In case of pouer generation projects, there will
only one national or local utility agency. In such
cases, i t i s necessary that host country government

ensure the utility's minimum offtake which covers capacity
covers fixed charge including service and

energy revenues covers cost

ECA, Seller'sobligation to pay and continue 
energy conversion should be secured in any event that the

delivery of power to Power Purchaser affected
fault. The take-or-pay naturc will provide principal
legal protection against market risk. 

relevant PPA will important the continuing health
of the project. Senior Lenders wish that of and
PPA longer than loan life.

Senior Lenders should check the relationship
under ECA and the taking of power by

Power Purchaser under PPA. The monetary or other
of Seller under ECA may conditioned

the receipt of power by Power Purchaser under PPA. but 
is a possibility that future hctwccn Seller

Power may affect relationship between Seller
and Project Company. Senior Lenders should review PPA
ensure that they arc with

RISK

Casualty risk is addressed through adequate casualty and
interruption insurance and buyout 

provisions force Lenders make
Project Company keep i ts and
business insured with financially sound and reputable
insurers. Senior Lenders should review a report preparcd 
an independent concerning the insurance
coverage the maintained for the project both the
construction and phases. The repon should

adequacy of such coverage and the capacity of
insurance market.

The types of generally requircd project
arc (i)for construction phasc, such as all Risk
Insurance, Marine Cargo

Insurance, and Insurance.
and (ii) operation phasc. such Damage

Insurance, Machinery Breakdown Insurance.
Interruption rcsulting from material damage

breakdown. and on.

3.12 ENVIRONMENTAI.

should and in
accordance with at applicable Host
during both construction and operatian periods. IfHost
Country's laws are compared to standards.
Senior landers may wish check whether the

of project conform to international standard.:
or not. and may make an of the
impact o f the project hiring independent consultant.

issues directly relate
but not directly Senior Lenders. However.

r Lenders have to careful about
If the project doer not go well and

Senior decided their nght take aver the
project under or other securities order recover

their outstanding, they wil l dircct
for environmental matters of the project.

In ECA and Project Company's
comply with environmental requirements will he explicitly
mentioned. Failure with

wil l entitle Project Company trigger buyout
provision under ECA.
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3.13 FOREIGN EXCHANGE AND TRANSFER

RISK

the revenue of Project Company i s usually
currency denominated in case of
Sponsors have to take some appropriate measures.

First. Sponsors wi l l make the bulk o f the payment streams
under ECA be hardcurrency denominated. The of the
allocation of revenues between local and hard currency 
allow the project debt to be serviced without currency
conversion concerns. Senior Lenders to the
adequacy of local and hard currency from a debt
service perspective and the availability o f hard currency to
Seller to meet i ts hard currency denominated obligations under 
ECA.

Second, ifthe first option is not available, Sponsors wil l
go the Host Country Government and request i t provide
assurance regarding the conversion from local
currency. The definitely the for the
transaction.

Under project finance, the revenue from the project is the
only source for debt service. From Senior Lenders' point of
view. the conversion of local currency into hard currency.

the establishment o f the offshore escrow account for the
purpose of holding all of hard currency denominated revenues
earned by Project Company and immediate transfer of
foreign currency to the escrow should be
by Host Country Government.

Senior Lenders should establish appropriate controls 
the disbursements from that account and appropriate collateral 
security arrangements over deposits from time to time in that
account inthe credit Debt service to Senior
Lenders should be given a highpriority in the disbursements
from the account and cenain level of funds be reserved
to service debts.

3.14 CHANGE IN 
RISK

With changer of policies. laws or
including taxes and environment, Host Country 
Government which advenely affects the construction,
operation or economics of the project, Seller's buyout 
obligation should be provided in ECA. 

There i s a case where Seller i s a governmental 
In such a case, there i s a possibility that may

on Host Country's privatization 
Senior Lenders may wish have right to approve for
plan of Host Country Government to privatize Seller. and

Host Country Government's to
Seller's obligations under ECA in any event privatization.

In order to these risks also, Host 
strong support and decp involvement in the project is

G E O T H E R M A L P R O J E C T S C H E M E I E X A M P L E I



HOST COUNTRY'S AND
INVOLVEMENT IN T H E PROJECT

Traditionally infrastructure projects have been executed 
by host country government and its related agencies. Recently
BOT type projects including geothermal power projects are

increasing due the governments' policy reduce
debt burden. promote private sector by mobilizing

resources both domestic and international 
market, and to encourage foreign investment and
introduction of technology.

However, cannot be free from
governmental even though it is a purely private
project. Infrastructure development will to the
growth of overall economy of developing countries.
government is expected to i ts role and
responsibility in the project and to promptly and
with different interests among parties concerned.

Furthermore, host governments have to make
establish the legal framework and infrastructure in
order to encourage foreign sponsors make investment.
Establishment of transparent policy, legal system and
administrative process in inviting is key
factor.

From these paints, lenders needs to the that
the host country the Importance of the project 
and expresses clear intention support it. The project should 
be ab a high one i n its economic
development. More concretely, host government's

of offtaker's obligation will be a minimum
requirement.

The important role of the host government is support
external debt service of the project This include?

of conversion from local to hard currency, the
approval for opening escrow account for servicing
loan and dividend payments, and for immediate 
transfer of hard currency to the escrow account. These 
measures taken by host is for
provide loans.
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5. CONCLUSION . RISK SHARING 
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