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EBRD UKRAINE RENEWABLE ENERGY DIRECT LENDING FACILITY 

EBRD ANSWERS TO FOLLOW-UP COMMENTS FROM DFID 

 

1. We would like to see the EBRD's modelling of CTF risk exposure. (While it may not be 

possible to do this entirely accurately due to the lack of information related to specific 

projects, this could use assumptions based on other project experience in Ukraine and on 

the EBRD's knowledge of the financial sector in Ukraine). In addition, we would be keen 

to see projections of when the private sector (i.e. commercial lenders) are likely to start 

actively participating in the market, which would enable the CTF financing to be phased 

out. Again, we realise that full modelling of this may not be feasible, but an expanded 

explanatory narrative would be appreciated.  

When structuring projects within the Ukraine Renewable Energy Direct Lending facility 

("UREDLF" or "the Facility"), EBRD will always seek first to use CTF funds as part of 

the senior debt package rather than as subordinate finance but the option to use 

subordinated funds in certain circumstances will allow the CTF fund to play a catalytic 

role where senior debt and equity limits leave a funding gap in a commercially viable 

project.  

 

Accurately modelling the risk of default and loss to this portfolio is difficult as the 

portfolio of projects is yet to be designed.  In the absence of project specific information 

we must rely on generic approaches to this risk quantification, the results of which must 

be interpreted in the context of the broad brush assumptions that these approaches make.   

 

The first option is a bottom-up approach which considers the economics of an individual 

project which then be extrapolated as required across a fictional portfolio. At this stage, 

to understand CTF risk exposure in the absence of project specific data , we have built a 

simplified project model. This model aims to understand the sensitivities of a ‘typical’ 

renewable energy project with respect to the Life of Loan Cover Ratio (LLCR). To test 

the strength of the overall project economics, our model tests the sensitivities of key 

variables to achieve an LLCR of 1.00x
1
 i.e. the LLCR break-even.  The results of the 

model sensitivities are shown below and the assumptions made can be found in the 

appendix to this document.   

 

According to the base case, the LLCR is comfortably over 1x at 1.67x.  Sensitivities 

demonstrate that significant shifts in revenue,  margins and interest rates are required to 

bring this down to 1x.    

 

                                                 
1
 LLCR is a a commonly used debt metric in project finance. Unlike period-on-period measures such as the Debt 

Service Cover Ratio (DSCR), LLCR provides an analyst with a measure of the number of times the cashflow over the 

scheduled life of the loan can repay the outstanding debt balance.  An LLCR of 1.00x means that the cash flow 

available for debt service, on a discounted basis, is exactly 

equal to the amount of the outstanding debt balance.   
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Key Input Base case LLCR 

Breakeven 

Comment 

 

EBITDA Margin 

(EBITDA/Revenue) 

75% 30% EBITDA margins for small hydro 

depend on hydrology but you are likely 

to see numbers around 85% for a normal 

hydrological year. 

 

EBITDA margins for solar depend on 

radiation but you should expect numbers 

around 86%-80% over the first 10 years 

of operation with revenue decreasing at 

around 2% per year due to degradation. 

Typically you would sculpt the 

repayment schedule to match the 

decreasing nature of cash flow available 

for debt service. 

 

EBITDA margins for biomass are 

around 50%-65% due to the lower 

operating leverage that these projects 

have - procurement, inventory, and 

handling costs. 

 

EBITDA margins for wind depend on 

wind conditions but you should 

probably expect 60%-90%. 

 

Annual Average 

Revenue 

€1.5m 

(15% 

Revenue/Capex) 

€0.6m 

(6% 

Revenue/Capex) 

In general you would expect around 10-

20% Revenue/Capex for small scale 

renewable energy projects (hydro, solar, 

biomass). With Capex assumed at €10m 

in this model, the LLCR breakeven 

represents a severe drop in revenues (c. 

60%), well outside normal expectations.  

Annual Senior 

Interest 

8% 25%  

Cashflows are reasonably robust even 

against extreme interest rate change Annual Subordinate 

Interest 

12% 54% 

 

Whilst this model provides indicative sensitivities, its limitations are that it is hugely 

simplified and fails to take into consideration the specifics of a project, particularly the 

technology, country and regulatory risk.  

 

Therefore, to complement the information above, a second approach is required to look at 

a generic project from a top-down perspective putting it into the context of the country 

and regulatory environment that it is located.  The EBRD has an in house risk rating 

matrix for the countries of operation which provides a basis for developing project 

specific risk ratings.  With no project specific adjustments to account for technology 

reliability, the specifics of the regulatory environment etc., the probability of default for 

any project in any sector in the Ukraine at the current time is generally allocated an 

internal rating considered equivalent to a D rating from Moodys or S&P.  To translate 

this project rating into a probability of default, a Moody’s database is used.  This 
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database looks at data from the US for several decades and correlates the probability of 

default and risk rating.  Using this database, a D rated, 10 year loan has an expected 

probability of default of 30-35%.   

 

Special attention should be taken when interpreting this number.  Firstly, an important 

point should be made that the probability of an event of default does not necessarily lead 

to an equal probability of loss as steps can be taken to recover a loan once a default is 

triggered (indeed default terms are designed precisely to allow this to happen).  The 

chance of recovery will be lower for the subordinated piece but is highly project specific 

and would depend significantly on the structure and terms of the finance provided.  

Secondly, this probability covers the entire universe of loans – secured, unsecured, 

corporate, asset-backed etc, as well as project finance and thus does not take account of 

the possibilities to structure a loan to reduce risk below average. 

 

The task of the Facility’s banking team is to eliminate as many project specific risks as 

possible to achieve this.  For example, projects within the Facility are most likely to be 

structured using project finance – a financing structure designed to avoid uncertainty and 

manage risk.  Through strong, long-term contractual agreements for construction, 

maintenance, fuel and electricity off-take, project exposure to revenue and cost 

fluctuations can be managed more effectively than with a general corporate loan.  In the 

case of renewable energy in Ukraine, the two key risks are regulatory risk and 

implementation risk.  In response to this, the Facility is run in parallel with key mitigation 

measures, namely a comprehensive technical assistance programme to provide 

institutional and project support.  Regulatory risk is being effectively managed through 

the provision of institutional support to the Ukraine government in implementing 

legislative and regulatory reforms for renewable energy.  This institutional support 

programme builds on a long history of EBRD engagement with the Ukraine government 

and aims to support the efforts of the authorities to put in place a favourable environment 

for the realization of renewable projects.  Technical risk is being managed through the 

provision of capacity building and project development support. This programme 

provides project sponsors the support they need to prepare projects in Ukraine while at 

the same time ensuring the information required for the Bank’s due diligence is prepared 

in a thorough and consistent way for each project.   Therefore, through appropriate 

financial structuring, as well as the parallel technical assistance programmes, risks of 

lending within the Ukraine are mitigated to such an extent that the probability of default 

for a 10 year loan within the Facility will be significantly below 30-35%.  Given the 

specificity of each project and the inability to foresee the portfolio at this stage, it is not 

possible to quantify the resulting portfolio risk in a more quantitative way.   

 

In trying to address your concerns, both approaches must be considered when trying to 

establish a probability of loss for the CTF funds. However, in drawing conclusions, the 

limitations of both must be acknowledged.  In the bottom up approach, the specifics of 

project economics are not established and only ranges can be relied upon.  The top down 

approach fails to take into consideration the specific risks associated with renewable 

projects in Ukraine and the particular risk mitigation factors which project structuring can 
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achieve.  In reality, the credit approval process will take both approaches, in the context 

of project specific information, to achieve a project by project risk rating which takes into 

consideration both EBRD and CTF exposure. 

2. We are concerned with the proposition that when commercial banks come on board 

with projects that the EBRD's risk or exposure would be reduced first. The EBRD says, 

"If and when we are able to bring in commercial banks as well this will first be applied to 

reducing the EBRD's exposure to within normal limits so the CTF contribution will still 

be required." We understand that the EBRD may lend more than they would usually, and 

would be keen to reduce this. However, the aim of the CTF is to help reduce the barriers 

for private sector investment in new markets. When commercial banks start to invest in 

these markets, there will no longer be a need for CTF financing and so we are strongly of 

the opinion that when commercial banks step in, CTF finance, as well as EBRD finance, 

should be pulled back. We believe this is in line with the underlying transformational 

purpose of the CTF. We could therefore support an equal reduction of CTF and EBRD 

finance, but not a reduction of EBRD's finance before a reduction in CTF finance.  

As separately stated the EBRD’s mandate require us to provide financing in accordance 

with sound banking principles, one of which is that overall exposure in a single project 

should not exceed 35% of  total investment needs.  However the Bank’s operational 

guidelines do allow lending more than 35% (but not more than 50%) in certain 

exceptional circumstances.  These include, inter alia, where (i) the amount of Bank 

lending is below €15 million or (ii) where an operation is “especially important to the 

Bank's priorities” and where limited external financing is available.  It is on this basis that 

the EBRD’s Board will allow financing under the DLF up to 50% by the EBRD, however 

we are required to bring our lending limits within the Bank’s normal operational 

guidelines as soon as possible.   

The immediate availability of commercial lending will not mean that CTF (or EBRD) 

funding is no longer required as it is normally the case that the presence of EBRD lending 

alongside commercial banks is what gives them the confidence to participate in co-

financing.  As well as allowing the EBRD to bring  its exposure levels in line with sound 

banking principles (i.e. reducing exposure from 50% to 35%) the continued availability 

of longer term CTF funding will also allow more flexible repayment periods for 

commercial banks (i.e. shorter repayment) which will be key to their early participation. 

3. We would like greater clarity on how the EBRD will manage and mitigate the conflict 

of interest it has as both a beneficiary of the deployment of CTF funds (in the sense that 

CTF funds enable a funding plan and the EBRD's risk is reduced) and as the "judge" as 

to when and by how much CTF funds are deployed. How will this be determined? Will 

the sub-committee review any project where subordination occurs, before funds are 

committed? If not, what other steps are being proposed to manage conflicts?  

The EBRD manages technical assistance and grant funds from many donors and has well 

developed systems for ensuring all these are utilised in accordance with the agreements 

entered into with each donor (or in this case with the CTF trustees).  For the Ukraine DLF 
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the approval process takes place at both the framework and project level.  At the 

framework level the facility has been approved by the Bank’s Board of Directors which 

has approved the overall framework for the facility including the basis on which CTF 

funds may be used alongside the EBRD.  Individual sub-projects will then be subject to 

case by case approval by the Bank’s Operations Committee, which is the body 

responsible for signing off on all EBRD transactions before they are presented to the 

Board (in this case Board approval of the overall DLF framework includes derogated 

authority for approval of individual projects by the Operations Committee).  The 

Operations Committee is chaired by the First Vice President and Head of Banking and 

includes the heads of all the Bank’s support units (Chief Counsel, Chief Economist, 

Credit, Risk Management, Treasury, Environment). 

Oversight of the CTF component will rest with the Bank’s Official Co-Financing Unit 

(which is part of the Risk Management vice presidency) whereas the EBRD component is 

under the responsibility of the Banking Department.  

Approval of each DLF project will therefore reflect separate representation of the EBRD 

and CTF components at Operations Committee (by Banking and Risk Management 

departments respectively) and will be subject to the standards of oversight and duty of 

care by the Operations Committee inherent in the Bank’s formal project approval 

process.  The documentation submitted to the Operations Committee for approval of each 

sub-project under the CTF will explain the level and nature of both CTF and EBRD 

funding for that project and the justification for the terms proposed, including any CTF 

subordination.  These will be signed off by both Banking and Official Co-Financing 

before submission to the Operations Committee which will make the final decision on the 

level and nature of CTF funding based on the justification presented by the two 

departments. 

4. EBRD's response sets out very clearly the need for CTF finance. However, in line with 

the private sector lending principles, a stronger case still needs to be made for 

subordination. Specifically, we strongly believe that, in line with the approach proposed 

in the recent IFC Thailand project, some or all of EBRD's financing should be provided 

on a pari passu basis to CTF financing, to ensure, to the extent possible, that as much 

CTF finance as possible is preserved for leveraging private finance. Based on a stronger 

justification of the need for subordinated finance, we will need to agree either: (a) a cap 

on the percentage of CTF funds that may be required as subordinated finance; or (b) an 

approvals process for projects that sees CTF TFC approval of any project that seeks to 

use subordinated finance.  

The issue of subordination of CTF funding has been covered in the previous response 

which explained why subordinate funding is needed for this facility so this answer will 

focus on the question of subordination relative to the EBRD. 

The Bank’s mandate requires us to operate according to three key principles (i) sound 

banking; (ii) additionality and (iii) transition impact (which is essentially a measure of 

transformational impact in the particular context of the EBRD’s countries of operation).  
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Conditions (i) and (ii) mean that in the case of subordinate finance the EBRD would need 

to price this at or above the level that would be required by the market.  Essentially this 

would be an equity risk so pricing would likely be above 20% pa, or even higher.  Pricing 

at this level will not be attractive to the equity investors (as it will significantly reduce 

their anticipated returns) and will reduce cover ratios for senior debt – which would 

adversely affect the prospects for bringing in commercial co-financing.   CTF funding 

will not need to be priced so aggressively and so may be used to ‘fine tune’ the financing 

structure to create the optimal environment for commercial co-financing without 

excessively reducing the incentives for equity investors to commit their funds to these 

kind of projects. 

The level of subordinate finance required for a particular project will depend on the 

anticipated project cash flows and the projected levels of cover for the senior debt – 

where cover ratios are too low to sustain senior debt subordinate use of CTF funding may 

be considered but only if this is justified by both the result that this would allow senior 

debt to operate within sound banking parameters and the merits of the project from a 

transformational (or transition impact) perspective. 

It is also important to highlight the EBRD’s role in creating the transformational effect of 

this facility and the underlying sub projects.  The Bank has spent several years and 

significant resources designing the DLF programme in Ukraine and in engaging with 

both developers and the Ukraine government to establish what needs to be done to kick-

start the renewable energy market in Ukraine (which at present is essentially non 

existent).  We have been instrumental in guiding the government towards the launch of 

the new regulatory framework and we have invested and will invest substantial time and 

resources in providing the on-going support to both government and developers which 

will be required to bring the first projects to fruition.  These are activities that no 

commercial bank can or would undertake.  Therefore, while our mandate prevents us 

from ‘stretching our balance sheet’ in terms of terms and conditions of our loans and 

investments we certainly stretch our resources to ensure our projects have the 

transformational impact our shareholders require (who of course include the same 

governments that fund the CTF).  We believe this role fully complements the use of 

commercially priced EBRD loans alongside concessionally priced CTF funds. 

Finally it must also be emphasised that the EBRD will always seek first to use CTF funds 

as part of the senior debt package (although likely with longer tenors or repayment 

profiles) rather than as subordinate finance and will only recommend this approach when 

it is necessary to achieve a commercially viable financing structure.  We do not know 

what proportion of projects will require this approach but would be ready to limit such 

use of finance to not more than [30%] of the overall CTF amount.  If it transpires that a 

higher proportion of the CTF funding (on a cumulative basis) needs to be subordinate we 

would come back to the trustees for approval to do so. 

5. Regarding the development of biomass energy. Note is taken of the current 

inefficiencies in the Ukrainian agricultural and forestry sectors. Are there any studies or 

opinion in Ukraine on what effect such a large scale use of bio mass would have on soil 
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structure and soil fertility? To what extent is agricultural productivity in Ukraine is 

dependent upon large scale use of fossil fuel based fertilisers? What are the risks and 

vulnerabilities in the agricultural sector related to dependence on fossil fuels? Perhaps 

this dependence could best be mitigated through large scale use of organic fertilisation. 

We think it would be valuable to get an expert opinion from someone with a strong 

knowledge of the Ukrainian agricultural and forestry sectors on this matter, if one has 

not already been sought.  

There is very little work on this area in Ukraine.  Studies have concentrated on assessing 

the overall level of biomass resource and how this can be effectively utilised.  Total forest 

area in Ukraine is about 16%, which is not especially high (Britain is about 12%) but in 

absolute terms is the 8
th

 largest in Europe.  Overall use of land for agriculture is much 

higher at 68% (mostly arable use - in Britain about 26% of land is arable).  The Ukraine 

agricultural sector is very inefficient in both harvesting and distribution.  As a 

consequence many resources are just left to rot or get burnt so with agriculture in this 

scale the amount of biomass that is wasted or just not utilised for anything is vast.  These 

resources do not make any contribution to the agricultural economy as they would not 

otherwise be processed or utilized and in fact have a strongly negative environmental 

impact because they give off methane if they rot.  Use of biomass for energy generation 

will be principally aimed at these resources, either being used for combustion for heat or 

to produce methane for power generation (in which case the residues are far more likely 

to be used for fertilisation that they would be if not collected and processed to produce 

energy). 

It is therefore considered that the biomass projects to be financed under the DLF will 

have no impact at all on soil structure or soil fertility and may well improve it through the 

possibility to produce organic fertilisers left after biogas production.  The level of 

biomass use where this may become a negative issue will far exceed what level of 

biomass development is likely to take place in the coming years.  Nonetheless this aspect 

will be carefully reviewed as part environmental assessment to be carried out for each 

project. 

6. With regard to the rehabilitation of hydro-electric facilities, it seems clear that this will 

be a cost effective way of bring additional clean power on-stream. It is also clear that it 

makes sense in terms of developing skills that are already present in Ukraine. However, it 

is the transformational potential this would have that is unclear. We would like greater 

clarity on how and why this is transformational.  

As previously noted Ukraine has a strong track record of small hydro generation based on 

widespread use many decades ago as part of the irrigation infrastructure for agriculture.  

Nearly all of this has now fallen into disuse and is beyond repair.  At the moment the 

small number projects that have been developed have all been financed from equity and 

the possibilities for developing this resource are limited by the availability of debt 

financing.  The DLF will be the only source of long term debt financing available for 

these projects so the transformational impact will come from the possibilities to 



  06/10/10 16:59 

 - 8 - 

significantly accelerate the rate of development of these projects, bringing economic 

social and environmental benefits that would not otherwise be realised. 

7. Regarding the absence of a satisfactory regulatory environment and the risks that this 

poses, we would like to see a more comprehensive assessment of these risks and how they 

will be mitigated and managed.  

The development of the regulatory framework for renewables in Ukraine is a key 

objective of the project and one of the main areas of transformational impact.  This has 

been supported by the intensive engagement by EBRD staff with the Ukraine government 

over the last three years and the consultancy support which has been and will continue to 

be provided as part of the DLF programme. 

It is not really correct to state that the regulatory environment is unsatisfactory as the 

Ukraine government has made significant progress in the last two years through the 

introduction of primary legislation for renewables.  The issue is that most of the 

secondary legislation still needs to be developed and that investors and developers need 

time to build up confidence and experience of the new system (and so do the government 

agencies that will have to implement it).  The EBRD will be closely involved in all 

aspects of this work and will finance the expert advice and capacity building support the 

government needs to complete the framework, so our monitoring and management of 

these risks is implicit in the basic operation of the programme (or put more explicitly if 

progress is not satisfactory then we will intervene through adjustment of the technical 

assistance programme and supporting dialogue with the government). 

8. We understand that the Strategic Environmental Review will help shape the 

development impact indicators. However, we still require that the potential 

developmental impact and poverty reduction aspect be spelt out and clearly articulated. 

At present, the project proposal does not contain enough information on development 

impacts. We cannot agree a project that uses UK funds for which the design phase has 

not included assessing what impact it will deliver, including in terms of development 

impacts. It is important that we are able to show that our contribution is having an 

impact on poverty and is producing value for money. This includes developing baselines, 

targets and indicators, and verifying data sources.  

A. Overview of Development Impacts 

 

It is expected that Ukraine Renewable Energy Direct Lending facility ("UREDLF" or 

"the Facility") will have development impacts in terms of the socio-economic status of 

the population, development of the labour market, gender and transformation of the 

sectors.  These are discussed in more detail below.  One of the objectives of the Strategic 

Environmental and Social review (“SESR”) will be to both identify and define the 

parameters that shall be used to measure the impacts as well as to develop a methodology 

for the selection of projects that will prioritise those with the potential to maximise 

developmental impacts. 
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Anticipated poverty reduction impact of the Facility  

 

The human poverty Index rates Ukraine as 21
st
 out of 135 countries with a HPI 

measurement of 5.8%.  Over the past year unemployment has increased form 

approximately 3% population to over 4.5%.  So while the project is not expected to have 

a direct impact on the level of poverty nationally, it is expected that the implementation 

of the project will contribute to the creation of both direct and indirect employment 

opportunities.  Furthermore the project will provide the opportunity for people to upgrade 

and enhance their skills and therefore their access to employment and opportunity to earn 

more. Thus the indicators to be used to measure poverty reduction will be related to the 

numbers of jobs created both directly and indirectly, changes in the levels of 

unemployment in the location of the projects . 

 

Anticipated social impact of the Facility 

 

As discussed above, the principal social impact of this project will be in employment 

creation, knowledge transfer and human development in terms of increasing the skills and 

employability of those involved in the projects.  The project is also expected to have an 

impact in terms of setting good practice in terms of labour practices as well as the 

opportunities it shall create along the supply chain.  With regard to gender impacts the 

principal gender impact is expected to be with relation to a) women employed in the 

energy sector within Ukraine and b) the distribution of women within the sector in terms 

of tasks/qualifications and levels within organisations.   

 

B.  Assesement and Measurement of Development Impacts  

 

As part of the SESR, expected development impacts will be selected and prioritised and 

indicators shall be selected to measure  these.  Baseline data for the selected indicators 

will also be gathered during the SESR.  This process will (a) confirm the applicability of 

the chosen indicators and (b) demonstrate how those indicators can be used to both 

identify and prioritise projects, and then be used to monitor during individual project 

appraisal and implementation.   

 

Once the Bank has confirmed exactly which indicators will be applied to this project they 

shall be tracked from two perspectives where appropriate.  There will be indicators that 

shall be measured on a project-by-project basis, and indicators that shall be used to 

measure the impacts of the overall project.  Indicators will be monitored as part of the 

responsibilities of the consultants assigned to both project preparation and project 

evaluation. Where appropriate, targets will be set.   

 

In advance of the SESR, the Bank has reviewed the list of Renewable Energy Indicators 

provided by DFID to measure development impacts of renewable energy projects and has 

made a preliminary assesement as to which are applicable and measurable in the context 

of the proposed Facility.  For those which are not applicable, in the view of the Bank, an 

explanation has been provided as to why.  The SESR process will assess and finalise the 
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baselines and indicators to be measured taking into account these DFID Renewable 

Energy Indicators.    

 

 

DFID Renewable Energy Indicators 

Economic Indicators 

Indicator Applicability in the UREDLF - Comment 

Total job creation:  

number of jobs created per 

MW 

� It is anticipated that jobs will be created as part of the 

design, construction, operation and maintenance of the 

renewable energy projects funded through the facility.  

There will also, no doubt, be the creation of jobs up and 

down the supply chain in terms of those companies 

which supply fuel, equipment and expertise to 

renewable energy developers and those companies 

providing operation and maintenance services.  

 

This will be assesed as part of the SESR process and on 

a project by project basis. 

High value job creation: 

% jobs created with a 

salary >40% GDP per 

capita 

The baseline will be the 

number of jobs in the 

sector with salaries >40% 

GDP 

� As above, it is anticipated that jobs will be created as 

part of the design, construction, operation and 

maintenance of the renewable energy projects funded 

through the facility.  It is not possible at this stage to say 

how may of those jobs will be higher paid.  It may well 

be that many jobs will be of a managerial or very 

technical nature requiring engineering or other expertise 

and hence attracting a higher wage. 

 

This will be assessed as part of the SESR process and on 

a project-by-project basis. 

Household expenditure: 

cost of electricity 

delivered £/MWh 

�
 

Average costs of electricity produced from renewable 

sources will be covered as part of the baseline work in 

the SESR. 

 

Social Indicators 

Indicator Applicability in the UREDLF - Comment 

Gender equality: 

% new jobs occupied by 

women 

� For each of the projects to be developed the numbers 

of women employed and at what levels shall be 

tracked and these can then be measured against the 

national and more traditional energy sector. 

 

Gender equality:  

% decrease in time spent 

sourcing fuel 

 

 This is not applicable in the Ukraine where  the 

majority of the population is connected to the grid. 
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Indoor air quality: 

% of dwellings meeting 

WHO indoor air quality 

guidelines 

 

 This indicator is not applicable to this Facility.  Please 

see above. 

Access to energy: 

% change in rural 

electrification 

 

 Most of Ukraine is already linked into the national 

grid and hence the issue of rural electrification does 

not apply. 

Access to communication: 

% of remote households 

with access to mobile 

communications 

 This indicator is not applicable to this Facility. 

 

Transformational Change 

Indicator Applicability in the UREDLF - Comment 

Employment sector 

development: 

% of total energy sector 

employment working in 

renewable energy 

� As part of the SESR process the Bank will make an 

assessment of the current proportion of those jobs 

provided by the renewable energy sector and will then 

monitor the number of jobs created through this project 

and how this will then change the ratio of renewable to 

non-renewable energy based employment. 

Market development: 

No. of new local 

enterprises established 

within three years serving 

the project's operation 

� This project will be instrumental in developing the 

renewable energy market in Ukraine and in providing 

demonstrations to entrepreneurs and investors as to the 

viability of renewable energy projects.   

 

The Bank will track the number of enterprises created 

as a direct result of this financing facility. 

Supply chain development: 

value of procurement 

orders placed within 

national supply chain 

 

 It is clear that if the market develops, so shall the 

supply chain.  However as this facility is only project 

based, it may be more difficult to track the value 

nationally.  It is not anticipated that this indicator will 

be monitored as part of the Facility 
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Annex:  Question 1 Model Assumptions 

 

A simplified project model has been designed to give an indicative measure of the 

sensitivity of the LLCR for a ‘typical’ renewable energy project which may be 

considered by the UREDLF with subordinate lending by the CTF.  The assumptions 

made are as follows: 

  

• Capital expenditure of €10m for a project with life of 20 years. Annual revenue of 

€1.5m (revenue to capex ratio of 15%) and an EBITDA margin of 75%. 

• Capital Structure:  30% equity, 50% senior debt, 20% subordinated debt 

• 10 year senior debt at 8% annual interest; 15 yr subordinated debt at 12% annual 

interest 

 

LLCR Breakeven analysis 

 
Key Input Base case LLCR 

Breakeven 

Comment 

 

EBITDA Margin 

(EBITDA/Revenue) 

75% 30% EBITDA margins for small hydro 

depend on hydrology but you are likely 

to see numbers around 85% for a normal 

hydrological year. 

 

EBITDA margins for solar depend on 

radiation but you should expect numbers 

around 86%-80% over the first 10 years 

of operation with revenue decreasing at 

around 2% per year due to degradation. 

Typically you would sculpt the 

repayment schedule to match the 

decreasing nature of cash flow available 

for debt service. 

 

EBITDA margins for biomass are 

around 50%-65% due to the lower 

operating leverage that these projects 

have - procurement, inventory, and 

handling costs. 

 

EBITDA margins for wind depend on 

wind conditions but you should 

probably expect 60%-90%. 

 

Annual Average 

Revenue 

€1.5m 

(15% 

Revenue/Capex) 

€0.6m 

(6% 

Revenue/Capex) 

In general you would expect around 10-

20% Revenue/capex for small scale 

renewable energy projects (hydro, solar, 

biomass). With Capex assumed at €10m 

in this model, the LLCR breakeven 

represents a severe drop in revenues (c. 

60%), well outside normal expectations.  

Annual Senior 

Interest 

8% 25% Cashflows are reasonably robust even 

against extreme interest rate change 

Annual Subordinate 

Interest 

12% 54% 



  06/10/10 16:59 

 - 13 - 

 

 

Sensitivities on LLCR when adjusting for Revenue and EBITDA margin 

 

 

1.674259 0.35 0.4 0.5 1 1.5 2 2.5 3 4

10% 0.57 0.57 0.58 0.64 0.69 0.74 0.80 0.85 0.96

15% 0.59 0.59 0.61 0.69 0.77 0.85 0.93 1.01 1.17

20% 0.61 0.62 0.64 0.74 0.85 0.96 1.06 1.17 1.37

25% 0.62 0.64 0.66 0.80 0.93 1.06 1.19 1.32 1.56

30% 0.64 0.66 0.69 0.85 1.01 1.17 1.32 1.46 1.74

35% 0.66 0.68 0.72 0.90 1.09 1.27 1.44 1.61 1.92

40% 0.68 0.70 0.74 0.96 1.17 1.37 1.56 1.74 2.10

45% 0.70 0.72 0.77 1.01 1.24 1.46 1.67 1.88 2.28

50% 0.72 0.74 0.80 1.06 1.32 1.56 1.79 2.01 2.46

60% 0.75 0.79 0.85 1.17 1.46 1.74 2.01 2.28 2.82

65% 0.77 0.81 0.88 1.22 1.54 1.83 2.13 2.42 3.01

70% 0.79 0.83 0.90 1.27 1.61 1.92 2.24 2.55 3.19

75% 0.81 0.85 0.93 1.32 1.67 2.01 2.35 2.69 3.37

80% 0.83 0.87 0.96 1.37 1.74 2.10 2.46 2.82 3.55

85% 0.85 0.89 0.98 1.42 1.81 2.19 2.58 2.96 3.73

90% 0.87 0.91 1.01 1.46 1.88 2.28 2.69 3.10 3.91
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