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Fuel and energy companies operate in a capital-intensive and strategically sensitive sector. Their
investment development determines the reliability of energy supply, the renewal of infrastructure,
the reduction of technical losses and the technological modernization of the economy. However,
investment activity in this sector is associated with a high level of uncertainty and a long period
of capital recovery.
Investment projects in fuel and energy companies are affected by financial, technical and
institutional risks. Tariff regulation may limit expected revenues, inflation may increase
construction and equipment costs, currency fluctuations may influence foreign loans, and
liquidity shortages may delay payments to contractors. In addition, project implementation may
be complicated by delays in construction, procurement and approval procedures. In these
conditions, risk management should not be considered as a separate control procedure. It should
be integrated into the whole investment cycle: project selection, financing structure, contract
preparation, implementation, monitoring and final evaluation. At the same time, results-based
financing can strengthen investment discipline because funds are linked with measurable results
rather than only planned expenditures.

Table-1

Main investment risks in fuel and energy companies and their management instruments

Risk management

increase

Risk area Typical manifestation . Expected effect
instrument
Tariff- Changes in tariffs or . . -
g . Scenario analysis and More realistic cash-

regulatory regulatory requirements . .

: regulatory monitoring flow planning

risk reduce expected revenues
Construction, materials . -
L . Indexation clauses and | Lower probability of
Inflation risk and equipment costs

cost reserves

budget overrun

Currency risk

Foreign loans or
imported equipment
become more expensive

Currency matching and
hedging elements

Reduction of
exchange-rate losses

Liquidity risk

Insufficient cash for
current project payments

Monthly cash-flow
plan and reserve fund

Continuity of project
implementation

Delay risk

Construction or
procurement is
postponed

Contractual penalties
and milestone control

Higher responsibility
of contractors

Table 1 shows that risk management in energy investment projects should be based on preventive
measures. It is not sufficient to react to problems after they occur. The enterprise should identify
the probability and impact of each risk before the financing agreement is approved. This approach
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makes it possible to include reserve funds, guarantees, insurance elements and contractual
obligations into the project structure.
A risk matrix is one of the most practical tools for this purpose. It allows the enterprise to divide
risks into low, medium and high categories according to their probability and financial impact.
High risks require strict control and specific mitigation measures, while medium risks require
regular monitoring and early warning indicators. Low risks may be monitored through standard
procedures.
Stress testing also has practical significance. For example, the enterprise may calculate how the
project’s financial results change if the exchange rate depreciates, interest rates increase,
construction costs grow or project implementation is delayed. Stress testing helps to determine
whether the project remains financially viable under unfavorable scenarios.
Results-based financing is closely connected with risk management. Under this approach, the
allocation of financial resources is linked with the achievement of defined indicators. These
indicators may include expansion of network coverage, reduction of gas or energy losses,
decrease in emergency cases, improvement of service reliability, energy efficiency and
digitalization of operations.

L e . Result indicators Monitoring, audit
Risk identification Stress testing . . g
e . and financing and next
and classification | and mitigation plan . .
milestones disbursement

Figure-1. Risk management and results-based financing cycle in investment projects
Figure 1 demonstrates that risk management and results-based financing should function as a
single management cycle. Risk identification helps to understand the weak points of the project,
while stress testing determines financial resistance. The next stage is the definition of result
indicators and financing milestones. Finally, monitoring and audit confirm whether the next stage
of financing should be released.
The main advantage of results-based financing is that it increases accountability. Traditional
expenditure-based financing may formally confirm that funds were spent, but it does not always
prove that investment objectives were achieved. Results-based financing requires a direct
connection between resources and outcomes. Therefore, it is especially important for
infrastructure projects where social and operational effects are as significant as financial returns.
Table-2
Recommended indicators for results-based financing in fuel and energy companies

Indicator group Indicator Financing condition Management result

Number of new
Next tranche after

Coverage connected . . Wider access to

. verified connection .
expansion households or energy services

. progress
enterprises
Decrease in . N . . .
. . Financing linked with Higher operational
Loss reduction technical and . ..
measurable reduction efficiency

commercial losses
Reduction of

Reliability emergency cases

and interruptions

Payment after reliability Improved service
targets are reached quality
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Lower ener .. .
- . 9y Support for efficiency- Cost savings and
Energy efficiency | consumption per ; . o
. i oriented equipment modernization
unit of service
Share of digital
. metering and Tranche after digital Better control and
Digitalization e .
monitoring systems are installed transparency
systems

The indicators in Table 2 should be selected according to the purpose of each project. If the project
is aimed at network modernization, the most important indicators may be loss reduction and
reliability. If the project is aimed at expanding access, the number of new connections and the
quality of service should be the main benchmarks. If the project is related to digital
transformation, the level of digital metering and real-time monitoring should be included.
The practical implementation of results-based financing requires transparent monitoring. Each
indicator should have a clear calculation method, baseline value, target value and verification
procedure. Without these elements, the mechanism may become formal and lose its economic
meaning. Therefore, financial departments, technical services and independent auditors should
cooperate in the evaluation process.
In conclusion, investment development of fuel and energy companies requires the integration of
risk management and results-based financing. A risk matrix, stress testing, reserve funds and
contractual guarantees reduce the probability of financial losses and project delays. Results-based
financing strengthens the link between allocated resources and achieved operational results.
The following practical proposals may be advanced: fuel and energy companies should prepare a
risk matrix for each major investment project; stress testing should be carried out before
approving financing; reserve funds and contractual guarantees should be included in project
agreements; financing stages should be linked with verified result indicators; and monitoring
reports should combine financial, technical and service-quality data.
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