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What Is a Project Financing?

“A financing of a particular economic Uunit
IN which a lender Is satisfied to look
Initially te the cash flews and earnings of
that economic unit as the source of funds
frem wWhichr a lean will ke repaid and! te the
assets of the economic unit as collateral

for the loan.”

—= Erem: RPeter K. Nevitt, Project FInaneing, Eourta
EQl (Cendoenk: EUremeney Pulslications, L963)) pr S
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What Is a Project Financing?

¢ Typically, non-recourse to the
POrrFeWEer

¢ Alternatively, recourse only to a
“Special purpoese financing
Corporation:

—rrelies heavily/ e the structurall ieatures
eif the iiRancing aangemenit (rathien
th2an BEIWERS geed INLERIGRS) 6
ensure repayment

©12002 Eieldman; Rolap) & ASSOCIates



Characteristics ofi Project Financing

¢ Capitall formation process emphasizes
apportionment of risk
¢ Lenders rely on certainty of cash flow.
— cash flew assumptiens usually beyond
contrel off the participants
¢ EQuIity providers rely on structiiral
features; te) maintai contrael

— assSUMpLIeNS; PreSUmEe that ECONBMIC HSKS
areriselated by legal structure

% AS| a resulit IS tnerlegal firamewolik
Whichiis stibject ter mMoStINtENSE
NECBLIANGRAS
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Prototypical Project Financings

¢ Independent power projects are largest
segment ofi project financing in the United
States

— Accordingly, are often used as model for
others

¢ lypically rely eni fuel supplies, pewer sales
contracts, proven tecnnoelogy, efficient
management and appreprate
goevernmenitallclimate as Underpinpings
— |S© 4" contract example in Central \alley,

— othersiincludes ntie xis;pipelines, altermative
energy/ iaciites; noetels; nespitals; tell reaes,
etc:
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The Players In A Project Financing

¢ Developer: sponsors the project
— (and the SPC, If applicable)

¢ Equity: prevides equity capital
¢ Lender: prevides primarky. or secondary.
debt

& Others: construction companies,
tEchnelegy, cOmPanIes,; o sUppIIers may.
take equity, or debit PeSItenSs

¢ CUStemeErs: alsermay, takerdebi: e equity
PESIERS IR thE PrejEct:
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Objectives Of The Parties: Developer

» Non-recourse financing

¢ Off-balance sheet financing

¢ High| level of leverage

¢ Insulate preject frem other assets

¢ Maximum use of available tax
benefits
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Objectives Of The Parties: Equity.

¢ Maximum return en capital

+» Minimum cash outlay,

¢ Position that “mimics* lender's
¢ Control In default scenarios

¢ Custemizedr tax/acceunting
treatment
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Objectives Of The Parties: |L.ender

¢ "Bulletproof™ & Sensitivity assumptions
covenants and must be preven
remedies which cCover: ¢ Demonstrated project
— completion risk viability assures timely.
— [93SIC PErierMance rFepayment
— efficacy ¢ Timely repayment is the
— Jiechnology: ox essence off a goed

obsolescence leamn’

— AW/ reguiaterny,
Change
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Objectives Of The Parties: Others

» Minimize debt/eguity pesitions
required to“get the business™

& OutpuUt purchasers desire
technolegy/efficacy control

¢ Developer desires input (fuel) conitrol

¥ Lencer s poesiteni st usually,
SUPEIMPBSEd! GVEr eVeRY: Other
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Apportionment of Debt/Equity Risk

& Establishing acceptable rate of return
entails analysis of:
— completion; risk
— COst everrun risk
— technolegy fallure
— financial fanure of contractor (net develeper)
— [aw change (Includes regulatery, threat)
— casuality’ less
— prce e rew materzl
—Valle e outpu materals

¢ Default remedies are critical outcome
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Six Steps In Risk Analysis

¢ Evaluate contracts (which, along with the
physical assets) constitute the enterprise

& Assess technolegy and construction risks

¢ Analyze competitive position of the
completed project

¢ Determine counterparty: exposurre and
credit risk

¢ Appraise legal structure e WeaKinESSEes
anE thkeats

9 EVvaltate guality/andiprelapiiity/ el cash
W PrejEctionNS
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Negotiating A Project Financing

¢ llerm sheet (where lender usually
establishes whether or noet IS te be
“club™ deal or will be “seld down™ later)

¢ Commitment letter (Where basic
relationship between debt/eguity.
participants Is ferged)

¢ Eriom the abkeve the flew: of iunds and
ether hasic decumenitation fiellew:
— credit agreement
— [Rter-creditor agreemeni
— Consbruction contract
— Security agreement
— depositeny//fiscall agreement
— guUarantees
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Putting It Together

¢ Process iIs Iterative

— requires simultaneous negoetiation acress
many frents: eguity, debt, operations,
outpuit

¢ Lender calls the shots since it is
usually iR superior pesitien and
lenders donft previde: ventuke: capital

— ether players: typically/adjust terlending
FeqUIrEmMERLS
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Typical Lenders

¢ Banks (who syndicate It)
¢ Pension funds (mostly taxable)

¢ Insurance companies (mostly property and
casuality,)

9 Captive finance companies
— (e.g. G. E. Credit)

¢ Others

— (develeopment: banks, e.g. IBRID; the \\World
Banks)
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More Information

Harvard University Business School:
Attp:// MWW, hiBs. edu/projfinportal/
Major Rating AgeEnCcIes:
Eltch Ratings
Rt /AL TTtCRIEa. Com
Stancared & PeoKES
LR/ /AWM StaRdard andpeerSs: Com

Mieedy/ siInVvesters Service
WL/ /AN IIGBEN/SE GO

Revised to July 2004
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About Fieldman, Rolapp & Assoclates

In 1966, when the late Bill Fieldman founded the firm that was to become Fieldman,
Rolapp & Associates, he established a standard of quality and integrity in consulting
services to local government that remains as a hallmark of the firm to this day. We
know that being "biggest" is not the key to being the "best" and we continually strive
to improve the knowledge base of our industry and of public financial management
throughout our service area through outreach activities such as today’s event.

Close to forty years later, the firm is continually expanding its areas of involvement in
municipal finance and now provides those services to a wide array of local
governments and non-profit organizations throughout the western United States. The
ever-changing market in which today's government agencies operate requires not
only technical skill, but also innovation and creativity. Both of these attributes are part
of the firm's culture.

The firm is an independent firm - that is, we have no connection to other financial service
providers. Each of the firm's owners is actively engaged with client business. That's
critical to understanding our clients' needs and responding proactively as those needs
change over the course of time. Meeting the public's expectation for excellent
financial stewardship of public assets is our challenge. Meeting that challenge
requires strong leadership and good information. We hope that the information and
resources you found in today’s presentation will be useful in that regard.

iInfo@fieldman.com
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