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Project finance models are essential tools used to assess
the viability and financial performance of large-scale
projects. 

Unlike corporate finance, which relies on a company's
balance sheet, project finance depends on the cash
flows generated by the project itself. 

This approach is often used for infrastructure projects,
such as power plants, toll roads, and telecommunications
networks.
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Project Finance Modelling (Projections)
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Cash flow projections are the cornerstone of project
finance modelling. They determine the project's ability
to meet its financial obligations and generate returns
for investors. Accurate cash flow forecasting involves:
ability of earnings.
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Estimating operating
expenses: Including
fixed and variable

costs.
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Identifying revenue
sources such as

sales, services, and
government
subsidies.
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Projecting capital
expenditures: For
initial setup and

ongoing
maintenance.

Revenues Operating Expenses

CAPEX
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Scheduling debt
repayments: Based on
loan agreements and

debt size.

Debt



Building a Strong Financial Model
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Defining the model's objectives: Such as feasibility
analysis, financial close, or operational monitoring.

Building logical flow: Ensuring inputs, calculations,
and outputs are clearly linked.

Using consistent assumptions: Across all model
components to ensure reliability.

Incorporating flexibility: To adjust for changes in
project scope or external factors.

Creating a Structured Financial Model

Implementing Best Practices

Standardizing
formats: For

consistency and
ease of

understanding.

Using
transparent

calculations: To
allow for easy

verification and
auditing.

Incorporating
error checks: To

identify and
rectify mistakes

promptly.

Documenting
assumptions:

Clearly to
provide context
for model users.



Other Relevant Factors
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Sensitivity analysis involves changing one variable at a
time to see its impact on the project's financial metrics.
This helps in:

Identifying critical factors: That significantly affect
project performance.

Assessing risk exposure: By understanding how
changes in key variables impact outcomes.

Developing mitigation strategies: To manage
identified risks effectively.

Sensitivity Analysis

Debt structuring is crucial for optimizing project cash
flows and ensuring financial viability. Best practices
include:

Matching debt repayment profiles

Using bullet, sculpted, or annuity payments

Incorporating reserve accounts

Modelling Debt Structuring
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