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How the subsidy and its components
are derived from cash flow observations

Direct loans and loan guarantees have a common set of subsidy components:

Interest
Fee
Default, net of recoveries
All other

For each component, the subsidy percentage is calculated by dividing the present value of
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the yield curve is described in a related paper, “Description of the “basket-of-zeros”
discounting method and the derivation of present value factors from the yield curve.”

Derivation of the subsidy components from cash flow observations

The subsidy components, in dollar terms, are calculated as described below.  To convert
them into percentage terms, the dollar amounts are divided by loan disbursements. Then,
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Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
Loan 1:
   Disbursement… 100.00
   Repayment…... 115.76
Loan 2:
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 n-1

Present value    =  ( Xi • P(i•f)+offset )
i=0

where:

Xi Cash flow observation in period i, where the first period is 0, the
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Period 1 Period 2 Period 3 Period 4 Period 5 Period 6
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