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Postgraduate Certificate in Infrastructure Financing for Water Projects

Financial Modeling for Water Project Investment

Annuity: A series of equal payments made at regular intervals, typically annually. In financial modeling,
annuity payments are used to represent the cash flows generated by a water project over its useful life.

Bond: A debt security that represents a loan made by an investor to a borrower, typically a corporation,
government, or government agency. Bonds are used in financial modeling to represent the debt financing
of a water project.

Capital Expenditure (CapEx): The amount of money spent by a company to acquire, upgrade, or maintain its
assets, such as property, equipment, or infrastructure. In financial modeling, CapEx is used to represent the
upfront costs of a water project, including the costs of construction, land acquisition, and equipment
purchases.

Cash Flow: The amount of cash moving in and out of a business or project. Cash flows are used in financial
modeling to evaluate the financial performance of a water project and to determine its viability.

Debt Service Coverage Ratio (DSCR): A financial metric used to assess a borrower's ability to repay debt.
DSCR is calculated by dividing the borrower's net cash flow by its debt service. A DSCR of 1.0 or higher
indicates that the borrower has sufficient cash flow to meet its debt obligations.

Discount Rate: A rate of return used to calculate the present value of future cash flows. In financial
modeling, the discount rate is used to determine the value of a water project based on its expected future
cash flows.

Enterprise Value (EV): A financial metric used to value a company or project. EV is calculated by adding a
company's market capitalization, preferred stock, and debt, and subtracting its cash and cash equivalents.

Financial Model: A tool used to estimate the financial performance of a water project. Financial models are
used to evaluate the viability of a project, determine its financing needs, and assess its risk.

Free Cash Flow (FCF): The amount of cash a business generates after accounting for all capital expenditures,
including maintenance and growth CapEx. FCF is used in financial modeling to evaluate a water project's
ability to generate cash and to determine its value.

Government Subsidy: A financial contribution provided by a government to support a water project.
Subsidies can take the form of grants, loans, or tax credits.

Hurdle Rate: The minimum rate of return required by an investor to invest in a water project. The hurdle rate
is used in financial modeling to determine the viability of a project and to assess its risk.

Internal Rate of Return (IRR): A financial metric used to evaluate the profitability of a water project. IRR is the
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discount rate at which the present value of a project's expected cash flows equals the project's initial
investment.

Loan Agreement: A legal contract between a borrower and a lender that outlines the terms and conditions
of a loan. Loan agreements are used in financial modeling to represent the debt financing of a water
project.

Net Present Value (NPV): A financial metric used to evaluate the viability of a water project. NPV is the
present value of a project's expected cash flows, minus the project's initial investment. A positive NPV
indicates that a project is expected to generate more cash than it costs to build and operate.

Operating Expenditure (OpEx): The ongoing costs of operating a water project, including labor,
maintenance, and utilities. In financial modeling, OpEx is used to represent the annual costs of operating a
water project.

Payback Period: The amount of time it takes for a water project to generate enough cash flows to repay its
initial investment. Payback period is a simple financial metric used to evaluate the speed at which a project
can generate returns.

Private Financing: The use of private sector capital to fund a water project. Private financing can take the
form of equity investments, debt financing, or a combination of both.

Public-Private Partnership (PPP): A collaborative arrangement between a public sector entity and a private
sector company to develop, finance, operate, and maintain a water project. PPPs are used to leverage
private sector expertise and capital to deliver public infrastructure.

Risk: The potential for financial loss or negative impact on a water project. Risk can take many forms,
including market risk, credit risk, operational risk, and political risk.

Sensitivity Analysis: A financial modeling technique used to evaluate the impact of changes in key
assumptions on the financial performance of a water project. Sensitivity analysis is used to identify the key
drivers of a project's viability and to assess its risk.

Sovereign Guarantee: A guarantee provided by a national government to support the debt financing of a
water project. Sovereign guarantees are used to reduce the risk of lending to projects in developing
countries.

Term Loan: A long-term loan used to finance a water project. Term loans are typically amortized over the
useful life of the project and are secured by the project's assets.

Total Expenditure (TotEx): The sum of a water project's capital expenditures and operating expenditures.
TotEx is used in financial modeling to represent the total costs of building, operating, and maintaining a
water project.

Undiscounted Cash Flow: The total amount of cash a water project is expected to generate over its useful
life, without adjusting for the time value of money. Undiscounted cash flow is used in financial modeling to
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evaluate the total cash generation potential of a project.

Weighted Average Cost of Capital (WACC): A financial metric used to calculate the cost of capital for a water
project. WACC is the weighted average of a project's cost of equity and cost of debt, taking into account the
proportion of each in the project's capital structure.

Yield: The rate of return on an investment in a water project. Yield is calculated by dividing the annual cash
flows generated by a project by its initial investment.
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