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PROJECT FINANCE			PRACTICAL WORKED EXAMPLE 
PRELIMINARY TERM SHEET 
Type & Amount		Term Loan of up to US$380 million, subject to the debt:equity ratio not
of Credit Facility		exceeding 80:20 at any time.

Purpose			To part-finance the construction and other works relating to a 100-km road (the
“Sheikh Rashid Highway” or the “SRH”) from Petristan City, Sultanate of Petristan, to Sultan Khaled Industry City.

The SRH is to be built under the new Public Private Partnership (“PPP”) arrangements in Petristan. The SRGH Project is the subject of PPP Tender 2008/02.

The PPP regime is set out in, and governed by, Sultan’s Decree 28/2008. The Borrower, supported by the Sponsors, is bidding to be awarded a concession (the “SRH Concession” or the “Concession”) by the Ministry of Transport of Petristan (the “MOT” or the “Grantor”) to design, build and operate the SRH. The Concession will have a term (following the construction period) of 30 years, at the end of which the SRH will be handed back to the Petristan state.

The Borrower intends to enter into back-to-back construction and facilities management agreements to allow it to perform its obligations under the Concession. The Borrower will enter into: a) a fixed-price turnkey construction contract with CoreBuild Ltd for the engineering design, procurement and construction aspects of the Concession; and b) a long-term facilities management contract with CoreBuild FM Ltd for the operation and management/facilities management obligations.

Borrower		Petristan Highways Ltd, a Single Purpose Vehicle company owned in the following
			percentage interests by the Sponsors:

· CoreBuild Ltd:		50%
· GlobalInvest:		25%
· Apex Insurance Corp:	25%

Sponsors		CoreBuild Ltd
			GlobalInvest 
			Apex Insurance Corp

Lead Arranger &		XYZ Bank Ltd
Underwriter

Lenders			A group of financial institutions to be identified by the Lead Arranger.
Sponsors have views/relationship banks and wish to approve list.
Need to understand XYZ’s syndication strategy.

Facility Agent		XYZ Bank Ltd

Security Trustee		XYZ Bank Ltd

Technical & Modelling	XYZ Bank Ltd
Bank			See above re syndication strategy - other banks will require roles.

Syndication Agent	XYZ Bank Ltd
Lender’s Counsel		Strappe, Buckle & Bind LLP

Borrower’s Counsel	Bobbe & Weaver LLP

Lender’s Independent	Probuild Ltd, or such other appropriately qualified independent consultant
Technical Consultant	engineering company as may be approved from time to time by the Facility Agent.
May be a need to replace the Technical Consultant / Sponsors have views on appropriate consultants.

Availability		The Facility will be available for drawing from the date at which:

1. Conditions Precedent to Initial Drawing are met;
2. All Sponsor equity contributions have been injected into the Borrower and have been spent in settlement of approved expenditures.
Front-end equity is penal and damages prospects of winning the Concession if Sponsors are to earn acceptable IRR. Require pro rata equity/debt at minimum. Like to discuss back-ended equity/equity bridge.
until the day immediately before Target Completion Date.

Any amount of the Facility which has not been utilised by Project Completion will be cancelled.

Conditions Precedent	Usual for a facility of this type, including but not limited to:
to Initial Drawing
1. Executed Financing and Security Documents, together with satisfactory legal opinions;
2. Project Documents in form and substance satisfactory to the Lenders, duly executed and in full force and effect;
3. Satisfactory audited Project Model;
4. Copies of board resolutions of the Borrower approving the Financing Documents;
5. Evidence satisfactory to the Lenders that the Borrower has been appropriately capitalised by its shareholders;
6. All necessary governmental approvals have been obtained and are in full force and effect;
7. Satisfactory evidence that all sponsor equity and subordinated debt has been injected into the Borrower and has been spent or committed in respect of approved project expenditure. (See comments above re timing of equity injection).

Interest Rate		LIBOR plus the relevant Margin for interest periods of 1, 3, or 6 months (or such 			other periods as the Facility Agent may approve) payable at the end of each 				applicable interest period, in arrears.
			(Would like 2 and 12 month options also)

Margin			Prior to Project Completion: 2.00% per annum
			Following Project Completion:
			Years 1 - 10:	1.50% per annum
			Years 11-20:	1.75% per annum
			Remainder:	2.00% per annum

Commitment		Up until Project Completion, 1.00% per annum on the undrawn amount of the Facility
Commission		commencing on Financial Close and payable quarterly in arrears
			(40% of margin in market norm for commitment fees)

Front-End Fees		The Lead Arranger shall be paid a work-fee, at Financial Close, in respect of its work
in  structuring the transaction, equal to 0.8% flat on the total amount of the bank financing facility.

Front-end fees (amounts to be discussed) will be paid to participants in the bank financing at Financial Close on a “pass-through” basis in proportion to the size of their participation.
(Need to understand syndication strategy)

Project Completion	Project Completion will be achieved when certain conditions have been met,
including but not limited to the following:

1. The Lenders’ Independent Technical Consultant has confirmed that the SRH construction has been completed in compliance with the Concession;
2. The Lenders’ Independent Technical Consultant has confirmed that all other operational procedures are in place and any other regulatory and permitting requirements have been met to permit initial operations;
3. An updated Project Model has been delivered to the Facility Agent which demonstrates, among other things, to the satisfaction of the Majority Lenders, that the Annual Debt Service Cover Ratio throughout the life of the Facility will be not less than 1.20:1.
(Financial Test for completion is unacceptable)

Final Maturity Date	31 January 2039

Repayment		In semi-annual instalments commencing 31 July 2011 based on a sculpted annuity
structure, using an Annual Debt Service Cover Ratio of 1.2:1.
(Will need further sculpting to achieve satisfactory balance between Sponsor IRR and ongoing payments to Grantor of the Concession)

Mandatory Prepayment	Usual for a facility of this type, including but not limited to:

1. Project Completion has not occurred by the Final Permitted Completion Date;
2. Expropriation, nationalisation or confiscation of all or a part of the Project by any governmental body for whatever reason.

Optional Prepayment	Permitted in whole or in part on the last day of any interest period, subject to the 
			payment of a prepayment commission equal to 0.5% of the amount prepaid.
Prepayment commission is not the market norm. Borrower should have clear right to refinance in the event of change in market conditions. Will Lead Arranger refund commission if XYZ leads a refinancing?

Any amounts prepaid shall not be available for redrawing.

Hedging			The Borrower will commit to an interest rate hedging arrangement, if appropriate 
(nature and extent of the hedging arrangements to be determined following detailed economic modelling) to protect debt service against the risk of interest rate volatility.

The interest rate hedging arrangements will be contracted with the Lenders. The providers of the hedging instruments shall share in the Project Security on a pari passu basis. No hedging arrangements shall be undertaken with parties other than the Lenders without Majority Lender approval.

Should be free to hedge outside the Lender Group if no security/collateral posted. How do we ensure come competition?

Representations &	Usual for a facility of this type, including but not limited to:
Warranties
1. Borrower properly constituted with powers to conduct its business and conclude contemplated borrowing;
2. Documentation duly authorised and will not conflict with constitutional documents of the Borrower or any other binding obligations;
3. Documentation is binding and enforceable in accordance with its terms;
4. All necessary government, public sector, health & safety and other consents and approvals for the construction and operation of the SRH have been obtained and are in full force and effect;
5. No material litigation is currently proceeding or pending;
6. No material default has occurred under the Project Documents;
7. Security documents will provide a first-priority perfected security interest;
8. Information provided to the Lenders (including but not limited to the Project Model) is accurate in all respects, to the best knowledge and belief of the Borrower and the Sponsors;
9. No Material Adverse Event has occurred.

The Representations & Warranties will be deemed to be repeated at each rollover of debt or new drawing.
Discussion required on the Reps which will be repeated.

Borrower Covenants	Usual for a facility of this type, including but not limited to:

Positive Covenants

1. Compliance with and maintenance of approvals, permits and consents;
2. Compliance with applicable laws and regulations;
3. Compliance with the Concession;
4. Maintenance in force of the Project Documents;
5. Construction and operation of the Project in accordance with good industry practice;
6. Provision of audited financial statements of the Borrower within 120 days of its financial year-end; and of unaudited semi-annual financial statements of the Borrower within 60 days of the end of its first half-year trading periods;
7. Provision of quarterly construction reports in the period to Project Completion (format to be agreed following discussion with the Independent Technical Consultant) and semi-annual operating reports thereafter (format to be agreed);
8. Maintenance of insurance in form and substance satisfactory to the Facility Agent;
9. Provision of reasonable access to Lenders and to the Independent Technical Consultant on the giving of two Business Days notice.

Negative Covenants

1. Limitations on additional debt;
2. Prohibition on creation of new subsidiaries;
3. Prohibition of making of loans/giving of guarantees;
4. Negative pledge in respect of all assets;
5. Project Documents not to be materially amended, terminated, waived or modified without the approval of the Majority Lenders, such approval not to be unreasonably withheld;
6. Prohibition on transactions with affiliates (except in line with the Project Documents or on an arm’s length basis);
7. Prohibition on making of dividends or other distributions while any of the following applies:
a. An Event of Default is continuing
b. The Annual Debt Service Cover Ratio is less than 1.15:1 (set much too tight - propose 1.10)
c. The Debt Service Reserve Account is not fully funded (DSRA is not appropriate for such a predictable cashflow stream)

Events of Default		Usual for a facility of this type, including but not limited to:

1. Default in payment of interest and principal repayments, fees or any other amounts payable under the Facility;
2. Breach of Representations & Warranties;
3. Breach of Covenants;
4. Material Default under the Project Documents;
5. Liquidat6ion/Administration of the Borrower;
6. Unenforceability of any of the Project Documents;
7. Security Interests become invalid/unenforceable or the Lenders suffer a loss of priority in respect of the ranking of their security interests;
8. Termination of the Concession for whatever reason; (to be reviewed in the light of the Direct Agreement)
9. Events which, in the opinion of the Majority Lenders, could result in the termination of the Concession; (to be reviewed in the light of the Direct Agreement)
10. Annual Debt Service Cover Ratio is less than 1.1:1; (unacceptably tight - ADSCR of 1:1 means Borrower can service debt - some margin perhaps necessary but not >1.05:1)
11. Change in Control of the Borrower; (unacceptable constraint on the Sponsors’ flexibility - will accept no change during construction period)
12. Occurrence of a Material Adverse Event. (Not necessary given stringency of controls already contained in the agreement.)

Control Accounts		The following accounts shall be opened in the Borrower’s name with the Facility 
Agent and funds will cascade through these accounts in accordance with conventional “waterfall” arrangements:

1. Revenue Account - into which all income received by the Borrower shall be paid and from which permitted payments shall be allowed so long as they are in conformity with the Project Model;
2. Maintenance Reserve Account - which shall be funded from post-debt service Cashflow to fund anticipated major full-life-cycle maintenance costs; (to be discussed in the light of detailed modelling - do not believe that there are major costs to justify this)
3. Debt Service Reserve Account n- which shall be funded from post-debt-service Cashflow until it contains the equivalent of the debt service payments projected for the next 12 months; (see comments above - unacceptable)
4. Compensation Account - into which shall be paid all receipts in respect of insurance or termination payments and/or other compensation amounts;
5. Distribution Account - from which shall be permitted divided payments and/or debt service payments in respect of sponsor subordinated debt, provided that all necessary covenants have been complied with.

Security			The amounts payable under the Facility will be secured by senior, first priority
security  interests in respect of the following (together, the “Security Interests”):

1. The Revenue Account, the Debt Service Reserve Account, the Maintenance Reserve Account and the Compensation Account;
2. The Concession;
3. The shares owned by the Sponsors in the Borrower;
4. To the extent available under Petristan law (to be verified following input from Petristan counsel) first-ranking fixed security interests in the Project’s assets;
5. Direct Agreement between the Lenders and the Grantor;
6. Guarantee from CoreBuild of the liabilities of CoreBuild FM Ltd under the Facilities Management Agreement (unacceptable - CoreBuild FM is a substantial company in its own right).

Governing Law		English Law (other than local security, which will be taken under Petristan law).

Mandate Letter		On acceptance of this term-sheet by the Borrower, the Borrower and the Sponsors 
shall award a formal mandate to XYZ Bank to arrange the financing. The formal mandate letter will incorporate conventional syndication, market disruption (require more detail - see potential wording?), clear market and market flex (require more detail - our basic position is that market flex is not required) clauses.

Miscellaneous		The Financing Documents will contain standard provisions in respect of break-
Provisions		funding, illegality, set-off rights and indemnities. All payments will be made free 
and clear of taxes and withholdings, with conventional make-up provisions in the event of deductions.
APPENDIX
Definitions

Target Completion	31 January 2011
Date

Final Permitted		31 July 2011
Completion Date

Annual Debt Service	For any period, the ratio of:
Cover Ratio (“ADSCR”)

(1)    Cashflow Available for Debt Service

to

(2)    Debt Service

In each case for the period in question.

Majority Lenders		Lenders representing two-thirds of the total bank lending commitments under the
			Facility.

Cashflow Available	For any period means:
for Debt Service
· Project Revenues
· Minus operating costs and expenses as provided for in the Project Model or as otherwise approved by the Facility Agent;
· Minus maintenance costs as provided for in the Project Model or as other approved by the Facility Agent;’
· Minus taxes and royalties.

Material Adverse		Any event or circumstance which has a  material negative effect on:
Event
1. The SRH;
2. The business, assets or operations of the Borrower;
3. The ability of the Borrower to perform its obligations under
· the Project Documents; or
· the Financing Documents
4. The rights of the Lenders under the Security Interests.

Project Documents	       1.    The Concession
2. The EPC Contract to be entered into between the Borrower and CoreBuild;
3. The Facilities Management Agreement to be entered into between the Borrower and CoreBuild FM Ltd;
4. Other material project agreements to which the Borrower or Sponsors are party.

Project Model		A detailed cashflow model, constructed using Excel and prepared by the Borrower in 
a format satisfactory to the Facility Agent and the Independent Technical Consultant. The Project Model will incorporate schedules and additional supporting information as appropriate in respect of operating revenues, costs, taxes and other items of income.  Project Model may be amended from time to time with the agreement of the Facility Agent.
