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Key activities 

 

► High Pressure Cogeneration for Sugar Sector in Pakistan is a switch-Asia project, funded by the 

European Commission. 

► The project  duration is 4 years and EY has been engaged to carry out the access to finance 

component. 

► The following represent the key activities needed to be carried out within the framework of the access 

to finance component: 

► Restructure SBP’s role in the Sector: 

- Conduct a comparative study of the regional policies and incentives available for RE sector 

and the role of central banks in promoting RE based lending. 

- Review the existing financing policy of SBP, identify areas for improvement and suggest 

recommendations for Pakistan, 
- Propose the concept of modified financial instrument (if necessary) 

- Conduct trainings for five FIs on modified financial instrument 
► Improve Sponsor Risk Profile 

-  Conduct a survey to assess sponsor risk profile of partner sugar mills 

-  Carry out trainings to improve sponsor risk profile 

► Roadshow on Investment Opportunities in HPC Project of Pakistan 



Progress Update - SBPs refinancing scheme 



SBP’s refinancing scheme and commercial banks feedback 

renewables 3 to 3.5%  spread, whereas 

increase to accommodate bigger projects 

LCs, and not any other project costs. 
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Commercially unattractive 

► Banks  are  currently  disbursing  loans  to 

under the scheme the spread is 2.5%-3% 

Capacity 

► The  20MW  capacity  threshold  needs  to 

Incomplete measure 

► Reimbursements  are  only  against  foreign 

Liquidity oriented: 

► Liquidity  is  not  the  factor  hindering  debt 

disbursement, sponsor credit risk is. 

 

► SBP launched refinancing scheme for 

power plants using renewable energy in 

December 2009. 

► Under the scheme, financing is 

available to investors setting up power 

projects with a capacity of up
‐
to 20 MW

 
► Banks can take the funds from SBP at 

a lower rate and forward it in the form 

of debt/loans to borrowers. 

► It seeks to promote RE lending by 

incentivizing the banks. 

Commercial banks feedback The scheme 



Recommendations for SBP Refinancing Scheme 

of borrowing lower. NEPRA allows banks to charge a spread of 3% over KIBOR. A higher 

reducing the risk weightage assigned to RE sector loans. This would be particularly 

projects, in case a project company faces cash flow constraints. Number of days allowed 
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Real concern of Project sponsors is a mechanism/policy which can partially reduce the credit 

risk. 

 

3 
 

Relaxation of provisioning requirements against non-performing loans for the RE 

from 90 can be increased to 180 before the initial provisioning requirement is triggered. 

 

2 
 

SBP may also consider relaxing the Capital Adequacy Requirements (CAR) by 

useful for small-medium banks and DFIs. 

 

1 
Increase the spread allowed to be charged by the banks while keeping the overall cost 

spread than that offered by NEPRA, may increase the use of the facility and lending to 

RE projects. 



Project financing for RE projects – other key considerations 
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We have carried out research on international examples for assistance available 

to RE projects with a focus on credit guarantee schemes offered in different 

countries in particular, to come up with recommendations for Pakistan. 

Credit guarantee schemes (CGSs) are a means of addressing Sponsor credit 

risk and a mechanism of transferring and diversifying that risk. 

For the sugar sector there appears to be only a small percentage of sugar mills 

which meet the credit assessment criteria of banks, and thus banks are reluctant 

as sponsor risk is high. 

There are approximately 87 sugar mills operating in Pakistan, and only around 

seven sugar mills are operating High pressure cogeneration projects and selling 

excess power to the grid. 

Commercial lending for RE projects set up by blue chip companies is easier in 

Pakistan as they borrow on their balance sheet strength. It becomes problematic 

for mid to low tier companies 



Credit enhancement instruments - RE projects 
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Financial instruments for RE – Developed countries 

Source: United Nations Environment Program, Division of Technology, Industry and Economics 
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Emerging risk management instruments for RE projects 

Risk 

mitigation 

product 

Nature Basic mechanism Risks addressed Key RET 

application issues 

*Weather 

insurance/ 

weather 

derivatives 

Hybrid of 

reinsurance 

and 

indexed 

derivatives 

Contracts and traded/ OTC 

derivatives including 

weather-linked financing (e.g. 

temperature, wind, and 

precipitation). Risks transferred 

from project owners/sponsors to 

insurance and capital markets. 

Volumetric resource 

risks 

that adversely affect 

earnings. 

Requires accurate and 

robust data streams 

from satellites etc. 

*Alternative 

Securitization 

Structures 

Various types 

of asset backed 

securities 

(‘synthetic 

reinsurance’) 

Securitized risk finance 

instruments including Insurance 

Linked Securities (CAT Bonds) 
/Collateralized Debt 

Obligations issued with several 

‘tranches’ of credit/risk exposure. 

Creates a risk transfer and 

financing conduit 
based on credit differentials. 

Bundling of credit 

default, liability, trade 

credit risk together. 

CAT 

bonds address risks 

associated with natural 

catastrophes. 

Pooling of energy, 

weather related or 

emerging market and 

resource supply risks. 

SPUV (Special Purpose 

Underwriting Vehicles) 

potential. 

*Contingent 

Capital 

Risk finance 

(synthetic debt 

and equity) 

Insurance policy that can take 

the form of hybrid securities, debt 

or preference shares provided by 

(re) insurer to support and/or 

replace capital that the insured 

would otherwise be forced to 

obtain in the open market at 

punitive rates. 

Any contingent event 

that suddenly damages 

the capital structure of a 

project or enterprise. 

Complex and 

relationship-intensive. 

Can be used in SPUV 

development. 



Financial instruments for RE – Developed & developing countries 

Source: United Nations Environment Program, Division of Technology, Industry and Economics 
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Emerging risk management instruments for RE projects 

Risk 

mitigation 

product 

Nature Basic mechanism Risks addressed Key RET 

application issues 

Guarantee 

funds 

Guarantee 

(credit 

enhancement) 

Professionally managed funds that use 

donor capital to 

leverage commercial lending. 

Examples include the Emerging 

Africa Infrastructure Fund and 

GuarantCo etc. 

Political and credit 

risks in emerging 

markets. 

Designed for large 

infrastructure projects 

but have wider 

applications. 

Guarantees 

from MFIs 

Guarantee 

(credit 

enhancement) 

Partial Risk Guarantee (covers 

creditor/ equity investors) and Partial 

Credit Guarantee (covers creditors) by 

World Bank Group and the Regional 

Development Banks. Flexible 

structures that do not require 

sovereign counter guarantees are 

preferred. 

Specific political risks 

(e.g. sovereign risks 

arising from a 

government default 

on contractual 

obligations) 
and credit default. 

There are ad hoc 

applications of PCGs 

for RE project finance. 

Credit enhancements 

in any form help 

transact 
RE deals. 

 

Export Credit 

Guarantees 

 

Guarantee, 

export credit, 

insurance 

 

Guarantees, export credits, insurance 

provided by 

bilateral Export Credit Agencies 

(ECGD etc.) and Official 

Bilateral Insurers (OPIC etc.). 

 

Commercial and 

political risks 

involved in private 

Sector 

trade/investment 

abroad. 

 

Most ECAs/OBIs have 

limited RET 

experience. 
Need more data for 

underwriting. 



Modified credit instrument 



Suggested measures – credit guarantee mechanism 
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► The likelihood of the success of this scheme can be gauged from studying an analogous 

example, Sinosure credit insurance for power sector projects, including RE based 

power projects. 

► At the onset of CPEC related investments, it was realized that the Chinese banks were 

reluctant to lend to the power projects in Pakistan even though the obligations of the 

power purchaser were backstopped through an Implementation Agreement. 

► The Chinese government asked Sinosure to underwrite credit risk of these projects to 

facilitate lending. Sinosure, in return for an upfront credit insurance fee equivalent to 7% 

of the expected debt servicing amount of the project provided the following coverages: 

►     Credit risk coverage ~ 55% 

►     Political risk coverage ~ 95% 

► NEPRA, cognizant of the country and credit risk considerations allowed this fee to be 

treated as part of project cost and pass through for tariff purposes. 

►    Even if NEPRA does not allow pass through of this fee for tariff purposes in its entirety, 

the project IRRs are favorable for the Sponsors to consider absorbing this amount. 

► It is also recommended that the Credit Guarantee scheme could function on the lines of 

IREDA whereby it ranks the borrowers itself based on its predefined credit evaluation 

criteria and then allows it guarantees. Risk based pricing mechanism may also be 

considered. 



Credit guarantee instrument 

Fund financed  
by SBP and  
multilateral  
donor agencies  
like IFC, ADB,  
DFID.s 

Credit guarantee to be 
provided by SBP in 
case of default Cred guarantee fee to be charged 

for the project 

The project will 
payback the debt 
through tariff 

The project will 
payback the equity 
holder through tariff 

Tariff to cover credit guarantee 
fee, debt repayments and 
return on equity 
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Power Purchaser 

Commercial bank 

(debt provider) 

 

Project Company 

Sponsor (equity 

holder) 

State Bank of 

Pakistan (SBP) 

 

Fund 



Next Steps 
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Key activities 

 

► We shall be assisting SBP in structuring the credit guarantee fund/mechanism 

so that access to finance for ‘viable’ projects improves on a standalone basis. 

► The sponsor credit assessment questionnaire has been developed with inputs 

from banks and sponsor credit risk assessment is being undertaken. 

► We  also  anticipate  starting  the  training  exercise  for  sugar  sector  by  next 

month. 



Thank you 


