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Key Terms and Definitions for the Course

	Term
	Definition

	Blended Finance
	Using public funds to leverage commercial finance

	Capital
	Financial assets and resources, such as cash.

	Capital Markets
	The market for long-term debt and equity shares. Capital markets channel savings from suppliers of capital such as retail investors and institutional investors, to users of capital such as businesses, government, and individual borrowers.

	Capital Structure
	The sources of capital that a company uses to finance its operations and growth. It is the mix of the company’s debt and equity. 

	Commercial Finance
	An umbrella term for commercial bank loans, commercial bond issuances, and private equity investment of all sorts.

	Commercially Oriented
	A utility or other entity is operating on principles of good governance, financial viability, and meeting demand for service in the service area at the appropriate service levels.

	Commercially Viable
	A project or investment that will provide a private investor with the return on their investment required for the project to have a positive net present value for that investor and, as a result, increase the value of the investor. 

	Operating Cost Recovery 
	A situation in which the revenues are at least equal to the operating costs of providing a service. 

Note: When a utility has operating cost recovery it achieves cost recovery in a given year, but is not sustainable in the long term.

	Cost of Service
	The total cost that the utility would incur in providing the required service at reasonable levels of efficiency.

	Creditworthiness
	The current and future capacity of the utility to service debt—that is, to pay interest and repay principle on loans when due. This assessment is determined based on the utility’s credit history, credit ratings (if available), assets and liabilities, and economic environment.

Note: If a utility is creditworthy, it will be able to raise commercial finance. A utility can be either creditworthy in tested country conditions or marginally creditworthy. If a utility is creditworthy in tested country conditions, it can access commercial finance easily because there are developed financial markets. If it is marginally creditworthy, it can only access commercial finance reliably through refinancing or security for loans.

	Debt
	One of two ways in which a business (project or utility) can raise money. The essence of debt is that the borrower promises to make fixed payments in the future to the lender (interest payments and repaying principal). 

	Economic Viability
	A project is economically viable when its overall impact on society will result in society being better off. 

In contrast to financial viability, economic viability assesses a more comprehensive list of project costs and benefits, including positive and negative impacts that are not traded in the market and therefore have no market price. This can include pollution, public health, and benefits to people who cannot afford to pay for service.

	Equity
	One of two ways in which a business (project or utility) can raise money. With equity, the investor gets whatever cash flows are left over after paying debt and other commitments. 
Companies can raise equity in two ways. First, they can issue new shares of stock. The investors who buy the new shares put up cash in exchange for a fraction of the business’ future cash flow and profits. Second, the company can take the cash flow generated by its existing assets and reinvest the cash in new assets. In this case, the business is investing on behalf of existing shareholders. No new shares are issued. 

	Credit Enhancement Mechanisms
	Financial tools that lower the risk of default of a debt. Enhancements include collateral, insurance, or third party guarantees (also known as credit enhancements).

	Financing Gap
	The amount of money needed to fund the ongoing operations or future development of a business or project that is not currently provided by cash, equity, or debt. 

	Financial Viability
	Whether or not a project or investment will have a positive net present value and, as a result, increase the value of the investor. This assessment evaluates the direct effects of the project or investment on the cash flow of the investor. It considers whether the projected revenues will be sufficient to cover expenditures and whether the financial return is sufficient to provide the return required by the investor. 

	Financially Sustainable
	A situation in which the total revenue to the service provider (including reliably provided grants from governments and transfers from donors) equals or exceeds the full cost of providing and sustaining quality service, including the costs of capital maintenance and cost of capital.

	Instrument
	A document (such as a check, draft, bond, share, bill of exchange, futures or options contract) that has a monetary value or represents a legally enforceable (binding) agreement between two or more parties regarding a right to payment of money. 

	Lending
	A loan is the act of giving money, property, or other material goods to another party in exchange for future repayment of the principal amount along with interest or other finance charges. A loan may be for a specific, one-time amount or can be available as open-ended credit up to a specified ceiling amount.

	Pay-As-You-Go Recovery of Cash Outlays
	A utility’s revenue allows it to recover its operating costs, but not its capital costs. It requires capital subsidies.

	Public Finance
	Loans or equity investments provided by the government (public sector)

	Revenue Requirement
	The total amount of money that a utility needs to earn in order to cover its cost of service.

	Subsidy
	A benefit given by the government to groups or individuals usually in the form of a cash transfer or tax reduction. The subsidy is usually given to remove some type of burden and is often considered to be in the interest of the public.

	Unviable Loss-Making Utilities
	A utility does not have sufficient revenue to cover its operating expense or its capital expenses. It relies on capital and operational subsidies.  
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