Contents

1.6
1.7

1 Introduction and Basic Understandings Regarding NRI-PPP
Projects and Project Finance . . . .............................. 1
1 Introduction .. ... . . 1
2 Major Steps in NRI-PPP Projects and Project Finance
and Structure of ThisBook .......... . ... ... . ... ... ..., 4
3 Parties Concerned . ........ ... .. ... i 5
3.1 Host Country/Off-taker . .......... ... ... .. ... ..... 6
3.2 Sponsor (Shareholder) . .......... .. ... ... .. ... ... 7
3.3 Project Company . ............o.iuiniiniininnn... 8
34 O&M Operator. . .« .v vttt et 8
3.5 EPC Contractor ... ... ... ..ot 9
3.6 SeniorLender. ......... ... .. .. . i 9
3.7 Independent Consultant/Independent Engineer. .......... 10
4 Contractual Relationships . .......... ... ... .. 11
4.1 Project Agreements .. .............. .., 11
4.2 Financing Agreements . . ..., 15
5 Two Hlustrative Cases .. ...ttt 17
Reference . ...... ... 19
2 Business Theories of NRI-PPP Projects . ....................... 21
1 Nature of NRI-PPP Projects .. ......... ... ... ... 21
1.1 Build—Operate-Transfer (“BOT”) Project. .. ............ 21
1.2 Difference Between Build-Lease—Transfer (“BLT”)
Projects and BOT Projects. . .......... ... ... ... ... 22
1.3 Relationship Between BOT and PFI/PPP .. ............. 23
1.4 Relationship Between PFland PPP. ... .. .. ... .. .. .... 24
1.5 PPP Projects that Involve Only the Provision of Goods

and/or Services Without the Aspect of Design

and Construction of Facilities . ....................... 25
Design—Build—Operate (DBO) Project . ................ 26
Accommodation PFI . .............................. 27

vii



viii

Contents

2 Reasons NRI-PPP Projects Are Used . . ...................... 28
2.1 Source of “Wealth” in NRI-PPP Projects .. ............. 28
2.2 Indicators to Measure the Benefits for the Host Country/
Off-taker........ ... 29
23 Indicators to Measure Benefits for Sponsors............. 34
3 The Essence of an NRI-PPP Project . ........................ 35
3.1 Reasons an SPC Is Used in an NRI-PPP Project.......... 35
3.2 True Reason the Project Company, an SPC, Is Used
in an NRI-PPP Project — “Investment” by Private
Business Entities in an NRI-PPP Project. . .............. 39
4 Characteristics of an NRI-PPP Project .. ..................... 48
4.1 Operation Is the Essential Chapter of an NRI-PPP
Project . ... . 49
4.2 Principle of Owner—Operator. .. ............. .. ....... 50
4.3 Conlflict of Interests Between Sponsors and EPC
Contractors. . .. ..vvt et 50
4.4  Principle of Single Business in One Project,
and the Project Company’s Status as being an SPC ... .... 52
4.5 Back-to-Back Provision, Pass-through of Risks,
and the Project Company as being a Paper Company . . . . .. 53
4.6  Principle of Single Point Responsibility ................ 55
4.7  The “Sponsor/O&M Operator” Is the Key Player
inan NRI-PPP Project. ........ ... .. ... .. .. .. ... 59
4.8  Design/Construction Period and Operation Period . . . .. ... 64
4.9  Two Types of NRI-PPP Projects ...................... 66
4.10  Fixing of the Project During the Project Period. .. ........ 69
4.11 Project Company Lacks Cash—Paying
Capability by Nature .. ........ ... ..., 71
4.12  Difficulties and Sustainability of an NRI-PPP Project . . . .. 72
5  Characteristics of Key Project Agreements . ................... 73
5.1 Characteristics of the Concession Agreement/Off-Take
Agreement/PPP Agreement . ............. .. .. ... .. ... 73
5.2 Characteristics of an O&M Agreement . . ............... 97
53 Characteristics of an EPC Contract. ................... 98
References. . ... ... 100
3 Business Theories of Project Finance .. ...................... .. 103
1 Fundamentals of Project Finance. . .......................... 103
1.1 Definition of Project Finance. . .................... ... 103
1.2 Difference Between Project Finance and Aircraft
Finance that Uses a Finance Lease .................... 104
1.3 Difference Between Project Finance and Securitization . . .. 105
1.4 Difference Between the Project and the Asset............ 105
2 Reason Project Finance IsUsed. . ........... .. .. ... ... .... 106

2.1 Source of “Wealth” in Project Finance ................. 106



Contents ix
2.2 Advantages of Project Finance for the Sponsor. .......... 107
23 Advantage of Project Finance for the Senior Lender. . . .. .. 116
2.4  Limitations/Disadvantages of Project Finance
forthe Sponsor. . ...... .. .. . . 116
2.5  Limitation of Project Finance for the Senior Lender. . . . ... 119
2.6 Benefits and Limitation of Project Finance
for the Host Country/Off-Taker. . .................. ... 120
3 The Essence of Project Finance. . ........................... 123
3.1 Financing that Depends on the Sponsor’s Business
Performance Capability . . ........ ... .. . ... ... ... 123
3.2  Long—Term Business Finance . ....................... 124
33 Review of the Project by the Senior Lender ............. 125
3.4  Monitoring by the Senior Lender. .. ................... 130
4 Characteristics of Project Finance . . .. .................... ... 131
4.1 Debt-Equity Ratio . ........ ... ... o i 132
4.2 Waterfall Provisions. . ............ ... ... .. .. ... .. 134
4.3 Cash Flow Structure. .. ........ ... ... ... .. oo .. 142
5  Characteristics of the Key Financing Agreements. . ............. 157
5.1 Financial Completion and Completion Guarantee. . . . ... .. 158
5.2 Sponsor SUPPOIT. . .. .ovv vttt 162
5.3 Security Package . ........ .. .. .. i 163
5.4 Security Interests in Project Finance . . ................. 164
5.5  Direct Agreement and the Right to Step—In.............. 171
References. . ... ... 180
Index. . ... 181



