IMCI+ALLIANCE"

know-how and energy combined

Article 1/23.03.2024/NMP_IMCI+ Alliance
By Modesto N Pefia y Gorrin

EMBA, MSc.s. Dipl Controller CA

Dr hc, DBA cand.

Project Finance Vs Corporate Finance Approach to Finance Projects

Project finance and corporate finance are two distinct approaches to financing projects, each with its
characteristics and objectives:

1. Project Finance:
e  Structure: Project finance involves structuring a financing arrangement for a specific project,
typically with its legal entity, separate from the sponsoring company. The project's assets and
cash flows are often used as collateral to secure financing.

e Risk Allocation: Risks in project finance are allocated among the various stakeholders
involved in the project, such as lenders, sponsors, and contractors. The goal is to allocate risks
to the parties best equipped to manage them.

e Cash Flow Dependency: Repayment of debt in project finance is primarily dependent on the
cash flows generated by the project itself. Lenders evaluate the project's viability based on its
ability to generate sufficient cash flows to service the debt.

e Limited Recourse: Project finance often involves limited recourse financing, where lenders
have recourse only to the project's assets and cash flows, rather than the broader assets of
the sponsoring company.

e Typical Projects: Project finance is commonly used for large-scale infrastructure, energy, and
natural resource projects, where the project's cash flows can be reliably forecasted and used
to secure financing.

2. Corporate Finance:
e Scope: Corporate finance involves managing the financial activities of a company as a whole,
including capital structure decisions, investments, and dividend policy.

e Objective: The primary objective of corporate finance is to maximize the value of the entire
company for its shareholders. This involves making decisions that optimize the allocation of
resources and balance risk and return.

e Broader Assets: In corporate finance, financing decisions may be based on the overall
financial health and assets of the company, rather than the specific cash flows of a single
project.
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e Risk Management: Corporate finance involves managing various types of risks that affect the
company as a whole, such as market risk, credit risk, and operational risk.

e Financing Sources: Corporate finance typically involves a mix of financing sources, including
equity, debt, and retained earnings. The company's capital structure decisions aim to strike a
balance between debt and equity to minimize the cost of capital and maximize shareholder

value.

In summary, while both project finance and corporate finance involve financing projects, they differ in terms of
structure, risk allocation, scope, and financing sources. Project finance is focused on financing individual
projects with limited recourse, while corporate finance encompasses the broader financial activities of a
company to maximize shareholder value.
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