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How to calculate the terms offered
When creating a blended finance intervention, departments should evaluate the terms of the intervention. This includes aspects like fees, interest rates, investment duration, repayment plans (e.g., fixed or varying instalment sizes), and the legal agreements and conditions that apply.
The terms affect the repayment of finance, potential profits, the uptake of the intervention, and the amount of private finance attracted. They may also influence compliance with subsidy control rules. If departments lack the expertise to assess these terms, they should consult relevant stakeholders, such as UK Government Investments, finance teams, or Public Financial Institutions.
Departments should evaluate if the terms of an intervention are better, worse, or the same as those in the private sector. The tables below show different terms for blended finance interventions, using a £100 loan example. The government can lend £100 to the private sector under one of four terms: market-rate, below-market rate with returns, break-even, or loss-making.
There are four possible terms in which a £100 loan could be offered by the Government.
	A
	B
	C
	D

	Market rate or
 commercial
	‘Return-making’ but
 sub-market rate
	Breaking even
	Loss-making



Note: These three can be referred to as ‘concessional’. It is important to be clear what type of concessional finance is being referred to.
	Possible terms of the loan
	Private sector loan (for comparison)
	A
	B
	C
	D

	Loan Amount
	£100
	£100
	£100
	£100
	£100

	Fee
	1%
	1%
	0.7% (assuming operational costs to deliver this are 0.5%)
	0.5% (assuming operational costs to deliver this are 0.5%)
	0%

	Interest
	5%
	6%
	5% (assuming gilt rates are 4%)
	4% (assuming gilt rates are 4%)
	0%

	Length
	1 year
	1 year
	Any - (e.g. 2 years)
	Any
	Any

	How much you expect to recover from the original loan (based on the risk of the borrower)
	£100
	£100
	£100
	£100
	£80



This table is a simplified example and only takes account of fee and interest rate for an assumed loan with comparable risk to a private sector loan. In reality, other terms of structures may vary for the public sector capital, including other covenants, structure subordination and security.
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