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flexible terms and conditions 

for project finance transactions

Since 1988 the cover given by the Federal Government 

of Germany for export business has included project

finance schemes. When assessing whether the risk in  -

volved in such business is acceptable, it is not so much 

a matter of the creditworthiness of the borrower or

 guarantor as in normal export business – but more of 

the profitability of the project itself. Project finance trans-

actions can be covered on more favourable  conditions as

regards the timing of the first repayment, repayment

 profile and credit period, when the eco nomic situation of

the project concerned calls for it (tailored repayment).

This opens up the option of adapting the repayment

 conditions of a project finance scheme to the expected

cash flow development of the project. 

scope of application:

only project financing business

Project finance, as understood by the OECD, is the 

financing of the investment costs of an economic enti ty

in which the borrowed funds are repaid out of the 

 (future) cash flow generated by the economic entity, 

with all of its assets serving as collateral for the lenders.

The essential preconditions (basic criteria) for deciding

whether a trans action is project finance are as follows:

@ There must be a legally and economically inde pen   -

dent project company (a “special purpose company”)

which acts as vehicle for the project, with revenues 

for its own account.

@ The risks must be shared among all parties involved 

in the project in an appropriate way (fair burden 

sha ring) – among others the exporter, the lenders, the

offtakers, the shareholders of the project company

and the investors. There must also be ad equate  capi -

talization of the project company. 

@ The economic entity must generate sufficient cash

flow to cover the operating costs and to service the

debt towards the lenders over the entire repayment

period.  

@ The proceeds of the project must first of all be used 

to cover the operating costs and the debt service.

@ The repayment obligations of the project company

may not be secured by means of state payment  guar -

antees (an exception are performance bonds and

other undertakings, e.g. under offtake agreements).

@ Adequate security must be agreed upon for the   pro -

ceeds and assets of the project, e.g. assignment of

proceeds, charges on assets and the setting up of

escrow accounts and 

@ The liability of the investors after completion of the

project must be limited or excluded (“limited or non-

recourse”).

flexible repayment terms

For projects which meet the criteria set out above, 

the repayment terms for the borrowed funds can be

 structured according to the flexible conditions when the

economic situation of the project concerned calls for it. 

A flexible repayment profile is then allowed (declining

instalments, mortgage-style repayment, in creasing or

variable instalments), pro vided that the following con -

ditions are adhered to:

@ The first instalment of principal must be repaid within

two years of the starting point of the loan (usually the

commissioning) and must be at least 2 % of the credit

amount;
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@ No single instalment of principal or a series of prin -

cipal payments within 6 months may exceed 25 % 

of the credit amount;

@ Interest must be paid in at least annual instalments,

with the first payment falling due no later than 6

months after the starting point;

@ The entire credit period may not exceed 14 years 

(from the starting point);

@ The weighted average credit period may not ex  ceed

7.25 years. The weighted average credit period 

(Aver age Weighted Life, AWL) is considered to be 

the period after which half the borrowed amount,

weighted according to the amount and date of the

principal  payments, has been repaid.

special rules for exports 

to high income oecd countries

These rules have only limited applicability to project

finance schemes in High Income OECD Countries,

 defined by the World Bank according to the per capita

income of the population. Besides the criteria set out

above, the following additional criteria must be fulfilled

in this case:

@ There must be a co-financing agreement with other

private financing institutes in which state export 

credit insurers have minority status (i.e., less than 

50 % of the total borrowed funds are allowed to be

supported by one or more export credit insurers). 

A pari passu clause must guarantee equal treatment

of all creditors up to the end of the credit period. 

@ The premium payable for cover may not be lower 

than market rates for the risk in question and must be

proportionate to the markup charged by the  private

lenders involved in the project.

In the event that the credit amount supported by one 

or more state export credit insurers exceeds 35 % of 

the total borrowed funds in a project financing scheme,

 flexible conditions can only be granted if the total credit

period is no longer than 10 years and the weighted

 average credit  period does not exceed 5.25 years.

obligation of notification

The member states of the OECD have agreed to notify

every case in which these conditions are applied.

contact

If you have any queries, please do not hesitate to contact

the Department Project Finance and Ships.
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Euler Hermes 
Kreditversicherungs-AG
Federal Export Credit Guarantees

Postal address
22746 Hamburg

Visitors should call at
Gasstraße 27
Hamburg - Bahrenfeld

Telefon: +49 (0)40/88 34-90 00
Telefax: +49 (0)40/88 34-91 75

info@exportkreditgarantien.de
www.agaportal.de

Branch offices: Berlin, Frankfurt, 
Hamburg, Köln, München, Stuttgart

Cover from the Federal Republic of Germany 
for business transactions abroad

The German Government supports German business ventures abroad with its Export Credit 

and Investment Guarantee Schemes as well as the Untied Loan Guarantee Scheme, 

thus securing economic growth and safeguarding jobs. To this end, the Federal Republic 

of Germany provides guarantees against commercial and political risks in connection with

export transactions and projects which secure the supply of raw materials to Germany 

as well as against the political risks of foreign direct investments.

The German Government has mandated a consortium formed by Euler Hermes

Kreditversicherungs-AG (Euler Hermes) and PricewaterhouseCoopers Aktiengesellschaft

Wirtschaftsprüfungsgesellschaft (PwC AG) to manage these promotion schemes.

www.agaportal.de
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