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Introduction

This book consists of 14 Latin American project finance case studies designed to illustrate
recent trends in project finance worldwide by considering a broad range of countries and
types of projects in Latin America. The case studies are based on interviews with bankers,
developers, lawyers, and multilateral agency officers; prospectuses for bond offerings; offer-
ing memoranda for commercial loans; and background material from the financial press. The
interview protocol for the study was as follows:

« Sponsors’ initial needs :

« Analysis of project risks and economic viability

 Credit analysis from investors’ and lenders’ perspective

» How project participants were assembled

+ Legal structure of the project entity

» Alternative sources of finance considered

+ How the financing team was assembled

 Pricing, maturity and other terms in the financing

* Credit rating

* Guarantees and other third-party sources of support

* Insurance, collateral, and other forms of protection

* Significant provisions of project contracts

« Important features of financing documentation

* Accounting and tax considerations for sponsors and investors
* Principal problems encountered

» Investors’ concerns before and since notes issued

¢ Most innovative features of the project

* Most important lessons learned

» How project illustrates current regional and country trends.

Trends in project finance

Among the recent trends in worldwide and Latin American project finance reflected in the
case studies are the following:

Infrastructure needs

A recent background paper by the Private Sector Development Department of the World
Bank estimates that developing countries have recently invested US$250 billion, about 4 per
cent of their national output, in improving their infrastructure. However, approximately one
billion people in the developing world still lack access to clean water and two billion lack
adequate sanitation. Electric power has yet to reach two billion people and the lack of power
constrains productivity and output in many countries.
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Privatisation

Privatisation has become a global economic trend and is a way to provide needed infrastruc-
ture. Variations on this trend include public/private partnerships. Privatisation in developing
countries has provided worldwide growth opportunities for large energy, utility, construction,
and telecommunication companies. Independent power projects and a gradual move towards
merchant power (with less reliance on fuel supply and power purchase agreements and more
“exposure to market pricing and power demand) has become a worldwide phenomenon.

Securitisation

Securitisation of project financing has grown through the use of bonds, both investment grade
and high yield, sold to a broadening base of institutional investors. There has been a conse-
quent growth in project credit ratings. Related to this trend is the growing flexibility between
bond and bank financing, helped by the increasing number of financial institutions with both
commercial and investment banking capabilities that can offer both loan and bond alterna-
tives in a single project financing package.

Risk tolerance

There has been a fluctuation in the tolerance of risk in the last decade. Until 1997, there was a
trend of lengthening terms, thinning prices (reflected in spreads over cost of funds) and willing-
ness of investors and lenders to take more risks. This was partly a result of more institutional
investors becoming interested in and developing expertise in project finance. This trend reversed
as a result of worldwide ripples created by the Asian currency crisis that began in July 1997, the
Russian default of August 1998, and the Brazil devaluation of January 1999. Banks have been
less willing to commit to emerging market credits, and spreads on emerging market bonds and
loans have widened. To be financed, projects have required increasing support from sponsors,
multilateral agencies, export credit agencies, and insurance companies. Only the strongest pro-
jects are being financed and they are taking longer. Bank-financed projects are waiting longer to
be refinanced in the capital markets. It should be noted that some of the financing terms of case-
study projects such as Petrozuata and TermoEmcali, financed in 1997, could not be duplicated
at the time of going to press with this book, but markets move in cycles and a time will come
when investors and lenders once again increase their appetites for emerging market risks.

Projectband corporate finance

The blending of project and corporate finance has become particularly helpful when lack of
risk tolerance and market liquidity prevents projects from being financed on a pure non-
recourse basis. The case studies include several variations along the spectrum ranging from
pure project finance to pure corporate finance.

Corhmodity prices

Commodity price volatility even to the point of leaving prices below long-term forecasted
levels has resulted in some commodity-based projects, at least temporarily, falling below pro-
jected minimum levels for debt service and profitability
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INTRODUGCTION

Interest rates

A prolonged decline in interest rates has increased the number of projects that are viable. This
trend has begun to reverse.

Local participation

There has been a trend towards increasing local participation in emerging market project
finance by both lenders and institutional investors, one example being Chilean pension fund
investment in local projects. Greater local participation is expected to reduce the information
cost of monitoring project credit and facilitate the financing of emerging market projects as
local money markets continue to grow.

Legal and regulatory infrastructure

In emerging countries, contract and bankruptcy laws still tend to be weak and security inter-
ests are difficult to perfect. First-of-a-kind projects such as independent power projects
require substantial negotiations with local regulatory authorities.

Exhibit 1
Summary of projects by type, country and purpose

Type of project Country " Year Purpose

Mining

El Abra Chile 1997 Develop copper mine

Oil and gas

Petrozuata Venezuela ’ 1997 Develop oil fields

Ocensa Colombia 1995 Expand oil pipeline capacity
Phoenix Park Trinidad and Tobago 1998 Produce lean natural gas

Power plants

Serra da Mesa Brazil 1997 Increase power capacity
TermoAndes Argentina and Chile 1998 Increase power capacity
TermoEmcali Colombia 1997 Increase power capacity
Puerto Quetzal _ Guatemala 1993 Increase power capacity
Samalayuca [l Mexico 1996 Increase power capacity
Merida 11l Mexico 1998 Increase power capacity

Telecommunications

Ancel Uruguay 1996 Expand cellular telephone service
Transport

SCL Terminal Aéreo Santiago Chile 1998 Expand airport

Ferrovias Guatemala . Guatemala 1999 Rehabilitate railroad

PYCSA Panama . Panama 1997  Relieve traffic congestion

Water and sewerage treatment
Aguas Provinciales de Santa Fe  Argentina 1997 Expand and improve water and sewer

services




Exhibit 2
Project financing terms

Project Year Project Financial Amount Average Final Pricing
cqpitalisation instrument US$ millions life maturity
Mining )
El Abra, Chile 1995 70% debt offtake financing 350
30% equity ECA loan 150 12Yr
(subordinated bank term loan 250 10 Yr L + 125-187.5 bps
debt) subordinated debt 299
1997 100% debt ECA Loan 150
bank term loan 850 9.5Yr L + 62.5-100 bps
Oil and gas
Ocensa, Colombia 1995 70% debt senior secured debentures 150 20 Yr T + 300 bps
Pipeline 30% equity private placement 140 10Yr 13 Yr T + 285 bps
Phoenix Park, Trinidad and Tobago 1998 72% debt 144a bonds 9.8 Yr 15 Yr T + 165 bps
Natural gas processing 28% equity
Petrozuata, Venezuela 1997 60% debt 144a bonds 300 9.7 Yr 12Yr T + 120 bps
Crude oil production 40% equity 625 16.4 Yr 18 Yr T + 145 bps
75 Bullet 25Yr T + 160 bps
bank term loan 250 12Yr
200 14 Yr
Power plants
Serra da Mesa, Brazil 1997 75% debt straight debentures 10 Yr TJILP + 4-8.5%
(Hydroelectric) 25% equity convertible debentures 10 Yr TJLP + 4-6.5%
TermoAndes, Argentina & Chile 1998 70% debt bank term loan 330 L + 45-112.5 bps

(Natural gas fired)

30% equity

10 Yr

NOILONAOY.LNI



Exhibit 2 continued: Project financing terms

Amount

Project Year Project Financial Average Final Pricing
capitalisation instrument US$ millions life maturity
TermoEmcali, Colombia 1997 78% debt 144a bonds 12.7 Yr 17.75 Yr 10.13%
(Natural gas fired) 22% equity
Puerto Quetzal, Guatemala 1993 77% debt IFC A loan 13.4 9.5 Yr 9.9% fixed
(Barge mounted diesel) 23% equity IFC B loan 51 8Yr L + 325 bps
IFC subordinated 6.6 105 Yr 14% fixed
Samalayuca Il, Mexico 1996 80% debt bank term loan 442 10Yr -
(Oil and natural gas) 20% equity
Merida lll, Mexico 1998 75% debt IFC A loan 104 20 Yr L + 225 bps
(Natural gas fired) 25% equity IFC B loan 74 16.5 Yr L + 135 bps
Telecommunicétions
Ancel, Uruguay 1996 bank term loan 16 5Yr L + 200 bps
Transport
SCL Terminal Aéreo Santiago 1998 70% debt, 30% equity secured bonds 213 9.2 Yr 14 Yr T+200 bps (approx)
Ferrovias Guatemala, Guatemala 1999 35% bank debt bank debt
(Railroad) : 30% preferred preferred stock
" 35% equity common stock
PYCSA Panama, Panama 1997.  78% debt 144 A bonds 131 10.9 Yr 15 Yr T + 425 bps
(Toll road) 22% equity
Water and sewerage
Aguas Provinciales de Santa Fe, 1997 70% debt IDB A loan 30 85Yr L + 375 bps
Argentina 30% equity IDB B loan 55 6.5Yr L + 287.5 bps

NOILONAQOYLNI



INTRODUCTION

Summary of projects by location and purpose

Exhibit 1 is a summary of the case study projects by type, country, and purpose. There are
projects in Argentina, Brazil, Chile, Colombia, Guatemala, Mexico, Panama, Trinidad and
Tobago, Venezuela, and Uruguay. All of the projects represent foreign-domestic joint ven-
tures financed by multinational financial institutions with the exception of Serra da Mesa in
Brazil. The case studies include three infrastructure projects, a railroad, a toll road, and a
water and sewer system. There is a copper mine, a natural gas processing plant, a crude oil
production and upgrading project, an oil pipeline, six power plants, and a cellular telephone
system. Four of the power plants are natural gas fired, one is hydroelectric, and one consists
of barge-mounted diesel engines.

The three infrastructure projects are variations on the build-operate-transfer (BOT)
model, involving rehabilitating an abandoned railroad in Guatemala, building a new toll road
in Panama, and rehabilitating and expanding a water and sewer system in Argentina. The con-
cession period is 50 years for Ferrovias Guatemala, 30 years for PYCSA Panama, and 30
years for Aguas Provinciales de Santa Fe.

Ferrovias Guatemala and Aguas Provinciales de Santa Fe represent pnvatlsatlon at least
for the concession period, of previously government-owned facilities. The off-balance-sheet
lease financing through a special-purpose corporation for Ancel, the cellular telephone sys-
tem in Uruguay, represents a step towards privatisation after voters rejected the privatisation
of Antel, the state-owned telephone company and Ancel’s parent. The six power plants all
represent steps in the direction towards independent power projects. Samalayuca II in
Mexico, a build-lease-transfer project, in some respects paved the way for Merida III, a more
traditional independent power project.

Not all of the case studies represent pure project financing; some are hybrids between
off-balance-sheet project finance and on-balance-sheet corporate finance. El Abra, the
Chilean copper mine and Ferrovias Guatemala are one-project companies. The financing of
Aguas Provinciales de Santa Fe is expected to evolve through three stages: the corporate
guarantee stage; the project finance stage; and the corporate finance stage. In the beginning,
the project has a full guarantee from the corporate sponsors. After two or three years, histor-
ical operating numbers should justify release of the corporate guarantees as lenders rely on
the project itself for debt service. As the company builds its balance sheet and historical
income statements over five to 10 years, it is expected to start financing itself as a corporate
rather than a project credit.

Project financing terms

Exhibit 2 summarises the project capital structures, the financial instruments used, the
amount of financing, the final maturity, and the pricing for the 14 case study projects. For
most of the projects, equity ranged between 20 and 30 per cent and debt between 70 and 80
per cent of capitalisation. Ferrovias Guatemala was a higher-risk project that justified 35 per
cent equity. Conoco and Petroleos de Venezuela (PDVSA) capitalised Petrozuata with 40 per
cent equity to facilitate an unusually large project financing in a country that had experienced
recent economic and political problems. In contrast, strong sponsors and a strong project
credit allowed 100 per cent debt for the 1997 refinancing of El Abra, the Chilean copper
mine. In the first project financing for El Abra in 1995, debt was 70 per cent and subordinat-
ed debt from the parent was 30 per cent.
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As project bond financing became increasingly prevalent, bankers were able to consider
the option between bank loans and bonds right from the beginning. Both Ocensa and
Petrozuata were financed with combinations of bonds and bank loans. Those financings were
facilitated by common security trust agreements that made terms for all the lenders and
investors as uniform as possible. The Petrozuata project financing had the option to vary the
mix between bank and bond financing depending on market conditions. TermoEmcali was
financed with Rule 144A bonds, but a standby letter of credit provided for a syndicated bank
term loan in the event market conditions were not favourable for issuing bonds. TermoEmcali
was unusual in being financed ‘out of the box’, — at the construction stage — with bonds.
TermoAndes was financed at the construction stage with a bank term loan and may be refi-
nanced with Rule 144A bonds after construction is completed. Rule 144A bonds were
planned for the Samalayuca II Mexican power plant before the Mexican peso crisis. By the
time the markets were once again receptive to such a financing, arrangements had already
been made with US Eximbank and Inter-American Development Bank (IDB). A bond offer-
ing was considered for the second El Abra financing but rejected because a bank loan offered
lower interest rates and more flexibility. Unlike public, fixed-income debt, bank debt is pre-
payable, allowing a project such as El Abra to pay down and de-lever in the event of high
copper prices. A US$1 billion financing would have required a public offering rather than a
private placement, and a credit rating would have been required prior- to project completion.
It would have been easier for El Abra to approach the rating agencies six months or so after
project completion if bond financing was foreseen later on.

Credit ratings

Six projects were financed with credit-rated bonds. Project and country credit ratings are
shown, to the extent available, for the past three years in Exhibit 3. Credit ratings for two pro-
jects, Phoenix Park, the natural gas processing plant in Trinidad and Tobago, and Petrozuata,
the crude oil production project in Venezuela, are above their respective sovereign credit rat-
ings because they had strong credit fundamentals and received export proceeds denominated
in dollars through offshore collection accounts. Petrozuata’s rating has been reduced because
the overvalued Bolivar has caused cost overruns and PYCSA’s rating has been reduced
because toll road traffic has not increased as-rapidly as projected. SCL Terminal Aéreo
Santiago in Chile was assigned triple-B ratings by three agencies before credit insurance was
arranged, and since then triple-A ratings.

Role of multilaterals, export credit agencies, and government banks

In the case of Merida III and Puerto Quetzal — power projects financed in part with
International Finance Corporation (IFC) A/B loans — and Aguas Provinciales de Santa Fe, a
water and sewer project financed in part with a similar IDB A/B loan, multilaterals helped
pave the way for future privately financed projects in the same areas. ‘A’ loans are made by
the multilateral agencies. ‘B’ loans are participations by commercial banks in facilities where
the multilateral is the lender of record. The multilateral executes a loan agreement with the
borrower for the total amount of the ‘A’ and ‘B’ loans and a participation agreement with the
‘B’ lenders. The multilateral and the commercial bank lenders share pari passu in any inter-
est and principal payments. This prevents the borrower from trying to-repay the multilateral '
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Exhibit 3

Project and country credit ratings

Project Country
credit rating credit rating
Project Rating agency 1999 1998 1997 1999 1998 1997
Ocensa, Colombia Duff & Phelps BBB BBB BBB BBB
Moody'’s Ba2 Baa3 Baa3 Ba2 Baa3 Baa3
Standard & Poor's BBB- BBB BBB- BBB- BBB BBB-
TermoEmcali, Colombia  Duff & Phelps BB+ BBB
Standard & Poor's BB BBB- BBB-
Petrozuata, Venezuela Duff & Phelps BBB- BBB+ ‘ B+ BB-
Moody’s Baal Baa3 Baail B2 B2 Ba2
Standard & Poor’s BB+ BBB- BBB- B+ B+ B+
Phoenix Park, Moody's Baa3 Baa3 Batl Ba1l
Trinidad and Tobago Standard & Poor’s BBB BBB BB+ BB+
SCL Terminal Aéreo Duff & Phelps BBB+
Santiago, Chile Moody's Baa2
(Without credit insurance) Standard & Poor’s BBB+
SCL Terminal Aéreo Duff & Phelps AAA
Santiago, Chile Moody’s Aaa
(With credit insurance) Standard & Poor’s AAA
PYCSA, Panama Moody’s Ba3 Ba3 Baal Bai
Standard & Poor’s BB- BB- BB+

Sources: Infrastructure Finance, Standard & Poor’s (September each year); Global Project Finance, Duff &

Phelps (October each year); and Project Finance Sourcebook, Moody’s (October each year).

but not the commercial banks. Commercial banks making ‘B’ loans alongside multilaterals
are not generally required to set aside the same loan loss provisions for a given developing
country ds they would without multilateral agency participation. Also, IFC loans are not sub-

ject to local withholding taxes. This gives the IFC and commercial banks that participate in

its loans a competitive advantage.

Project risks

The case studies illustrate a full range of project risks including: political risk; labour risk;
foreign exchange rate, availability, and convertibility risk; construction risk; technology
risk; operating risk; supply risk; market risk; power plant dispatch risk; privatisation risk (in

the case of a government entity); and environmental risk. Political risk insurance was com-

mon for project finance in the past but was used for only one of the case studies —

Samalayuca

8
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Exhibit 4
Foreign exchange risk mitigation measures

Project FX risk mitigation measure

Ancel Lease paymehts in dollars

Aguas Provinciales de Santa Fe Ability to raise rates (politically limited)

El Abra ~ Copper quoted in dollars on world markets
Ocensa Option to require dollars

Petrozuata ' Export proceeds in dollars

Phoenix Park ) Export proceeds in dollars

PYCSA ' - Local currency linked to dollar

Puerto Quetzal Paid in local currency but priced in dollars

Borrower obligated to pay currency conversion costs
Residual convertibility risk

Samalayuca I Ability to raise rates.
SCL Terminal Aéreo Santiago - Some peso revenues dollar indexed
TermoEmcali PPA payments in pesos linked to dollars

Political risk was evident in the Ocensa project, which was damaged by guerrilla attacks.
Despite concerns that the Chavez regime would weaken PDVSA through heavy dividends
to finance government expenditures, the Petrozuata project has apparently not been affect-
ed. Both the Ocensa and TermoAndes projects were delayed by labour problems.
TermoAndes was also delayed by problems with a state-of-the-art gas turbine and has faced
competition from two projects that, rather than exporting power from Argentina to Chile,
export natural gas from Argentina to Chilean power plants. The three projects have turned a
power shortage in northern Chile to a power glut, forcing TermoAndes to consider selling
power within Argentina or exporting it to Brazil. Both El Abra and Petrozuata were affect-
ed by falling commodity prices that later rose to more normal levels. Maintenance expens-
es for the barge-mounted diesel engines at Puerto Quetzal were higher than projected in the
first years, but have since declined. Because the Venezuelan Bolivar has been significantly
overvalued, local construction costs have been higher than projected. Measures taken to mit-
igate foreign exchange risks for selected projects are summarised in Exhibit 4. ’

Other problems encountered

Educating local bankers, lawyers, and regulators concerning newer project structures and
financing methods was a challenge in the case of the Ancel off-balance-sheet lease in
Uruguay and independent power projects such as Samalayuca Il and Merida III in Mexico
and TermoAndes in Argentina and Chile. Local operators of the water system in Santa Fe,
Argentina, had difficulty making the transition to being regulators, responsible for super-
vision, but not for every detail of day-to-day operations. Despite the time savings from the
PYCSA toll road on the outskirts of Panama City, the tolls are high considering average
personal income, and use of the road has increased at a less rapid rate than anticipated,
forcing greater use of the debt service reserve account than expected. Because of delays
related to the Mexican peso crisis, the project financing for Samalayuca II took more than
three years.
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Other lessons learned

The bankers who arranged the refinancing of El Abra learned the importance during a time
of falling commodity prices of knowing where current prices relate to long-term price cycles.
They also learned the importance, when doing very large syndications, of estimating each
major lender’s appetite. The arrangers of the Ocensa financing learned that four sponsors of
widely differing size and credit rating can be accommodated in one project financing.
Phoenix Park showed that strong sponsors and credit fundamentals can enable an emerging-
market bond financing even in volatile capital markets. The Brazilian Central Bank learned
that it was easier to sell off an interest in the Serra da Mesa hydroelectric project after devia-
tion of the river and closing of the reservoir reduced a major element of construction risk.
The Aguas Provinciales de Santa Fe, Merida III, and Puerto Quetzal projects showed the piv-
otal role multilaterals such as the IDB and the IFC can play in infrastructure project financ-
ings, paving the way for future all-private deals.

Milestones

In a growing field such as Latin American project finance, deal makers are eager to point out
where their projects are first, largest, longest, highest, and so forth. These milestones help
illustrate the direction Latin American project finance is moving. Here are a few examples:

* Aguas Provinciales de Santa Fe was the first major water project implemented and
financed at the provincial rather than the federal level.

* The US$850 million refinancing of El Abra in 1997 was the largest syndicated bank loan
to date in Chile.

* Petrozuata in 1997 was the largest Latin American project financing and project bond offer-
ing to date, the largest project financing from a sub-investment-grade emerging market
country, and had the longest tenor and tightest spreads for an emerging market bond issue.

e Phoenix Park in 1998 was the first investment-grade project bond offering from the
Caribbean.

* PYCSA in 1997 was the first Latin Amencan project financing since the Mexican peso cri-
sis and the first capital market project financing in Central America.

* Samalayuca II in 1996 was the first independent power project (IPP) in Mexico if a build-
lease-transfer structure can be considered an IPP and Merida III in 1998 was the first IPP
with more traditional fuel supply and power purchase agreements.

* SCL Terminal Aéreo Santiago in Chile was the first Chilean airport concession to be
financed in the capital markets, the largest private-sector infrastructure financing to date
in Chile, and the first capital-market project ﬁnancmg for operation and development of
an emerging market airport. .

» Serra da Mesa in 1997 was the first non-recourse power project financing in Brazil, the
first Brazilian power project to be privatised on a build-operate basis, and the first
Brazilian public-sector power project in which a private party has owned a percentage of
electricity produced.

* TermoAndes in 1998 was the first project to export power from Argentina.

* TermoEmcali in 1997 was the first power project in Colombia financed through a Rule
144A private placement and its 17.75-year maturity represented the longest-term bond
issued to date for a Colombian borrower.
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Project summaries
Mining

El Abra

El Abra is the largest solvent-extraction electrowinning (SX/EW) copper mine and one of the
lowest-cost copper mines in the world. It is a joint venture between Cyprus Amax
Corporation, recently acquired by Phelps Dodge Corporation, and Codelco, the Chilean gov-
ernment-owned copper concern. The initial project financing in 1995 consisted of US$750
million senior debt and US$299 million subordinated debt from Cyprus Amax. Two years
later, favourable market conditions allowed Cyprus Amax to monetise its subordinated loan
and thereby de-leverage its own balance sheet. Because the project was a further two years
away and considered likely to be completed early and within budget, spreads narrowed con-
siderably between the first and second financings.

Oil and gas

Ocensa

Oleoducto Central S.A. (Ocensa) is a project company established to acquire, expand and
operate a pipeline that carries crude oil from the Cusiana and Cupiagua oil fields in Colombia
across the Andes mountains to the port of Covenas on the Caribbean coast, where it is large-
ly exported to refineries on the gulf coast and the eastern seaboard of the United States. At
the time of the project financing in 1995, it was owned by subsidiaries of Ecopetrol, the
Colombian state-owned oil company, Totalfina, British Petroleum, and Triton Energy
Corporation — a Dallas-based oil exploration and development company. The long-term debt
for Ocensa is in four tranches. Each tranche was arranged by one of the principal shippers and
owners of the pipeline. For credit support, lenders in each tranche rely not on Ocensa, the bor-
rower, but on assigned rights related to their respective tranches. There is a common securi-
ty agreement but no cross defaults or guarantees. The particular challenge of this project was
- to arrange a multi-tranche financing in which there was a considerable range in the credit rat-

ings of the obligors. '

Phoenix Park : :

In May 1998, Credit Suisse First Boston led a US$110 million Rule 144A bond offering to
finance an expansion for Phoenix Park Gas Processors Limited, a natural gas processing plant
in Trinidad owned by Conoco and the National Gas Company of Trinidad and Tobago. The
plant purifies natural gas for industrial users and exports the natural gas liquids (NGLs) that
are removed in the process. The project was rated BBB by Standard & Poor’s, above the sov-
ereign rating for Trinidad and Tobago, based on low break-even costs, the strategic service
the plant provides to industry in Trinidad, the quality of the sponsors, a conservative ratio of
debt to capitalisation, and good historical operating and financial performance of the existing
facility. '

Petrozuata

Petrozuata is a joint venture between two large, strong-credit rated oil companies, Conoco
and PDVSA, to produce and upgrade extra-heavy sour crude oil. Project completion is guar-
anteed by the sponsors. Risks related to oil reserves, project completion, and project opera-

11
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tion are relatively low. Country risk has risen because of concerns about the Chavez admin-
istration, but is still considered manageable because of the strategic importance of oil
exports. Dollar-denominated export revenues flow into a segregated off-shore account used
to service project debt. A total of US$1.4 billion was raised through bonds with maturities
of 12, 18, and 25 years and bank term loans with maturities of 12 and 14 years. The amounts
of the bond and bank loan portions were determined by market conditions at the time of the
project financing.

Power plants.

Serra da Mesa

Serra da Mesa, a hydroelectric plant, is the first Brazilian power project to be privatised on a
build-operate basis and the first public-sector power project in which a private party has
owned a percentage of the electricity produced. Construction was begun in the 1980s by
Furnas, the second largest producer of bulk electricity in Brazil. Furnas, short of funds, took
on a partner, Nacional Energetica, to complete the project. When its bank parent failed,
Nacional Energetica’s assets were taken over by the Brazilian central bank and given to
Banco Nacional do Desencolvimento Economic de Social (BNDES) the Brazilian govern-
ment development bank. BNDES auctioned off the assets and provided the winning consor-
tium with financing to complete the project.

TermoAndes i

TermoAndes and InterAndes are two related projects that consist of a 630 megawatt, two-
unit, gas-and-steam-fired, combined-cycle plant in Salta, Argentina, on the Chilean-
Argentine border, and a 245-mile, 345 KV transmission line from Salta across the Andes to
the Atacama desert in the copper mining region of northern Chile, where until recently, there
was a need for power. The total project cost to build the power plant and construct the trans-
mission line was US$330 million, which was financed with a US$330 million, 10-year float-
ing-rate term loan. The project credit relies on the credit of Gener, the second largest
generating utility in Chile, the single sponsor of the project, and the single power purchaser.
The project has encountered two problems, a delay in completion and competition from two
pipeline projects. Plant completion was delayed because of labour problems and problems
with the combustion chambers of state-of-the-art Siemens turbines. Two recently completed
competing pipeline projects transport natural gas from Argentina to power plants in Chile. As
a result, electricity generated by the TermoAndes plant may be sold in Argentina or trans-
mission lines may be constructed so it can be exported to Brazil.

TermoEmcali _
This investment-grade-rated, build-operate-transfer (BOT) power project serves the city of
Cali in Colombia. It is owned by Emcali, the local utility, and InterGen, an affiliate of Bechtel
Enterprises. It was financed ‘out of the box’ by Dresdner Kleinwort Benson in the Rule 144A
private placement market with a back-up commercial loan commitment. The project’s bonds
had the longest term to date for a Colombian borrower. Among the project’s distinctive fea-
tures is a bank debt-service letter-of-credit facility that replaces the government guarantee or
power purchase agreement common in previous project financings.

12
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Puerto Quetzal Power Corporation

Puerto Quetzal Power is a power plant in Guatemala consisting of 20 barge-mounted diesel
engines. Sponsored and operated by Enron Corporation, the large Houston-based natural gas
company, it was financed by the International Finance Corporation (IFC) and commercial
banks with an A/B loan and a subordinated loan from the IFC. The principal challenges of
this project financing were syndicating a project loan to a Central American borrower and
convincing lenders that the diesel power plant would be reliable. During the first three years
of operation, maintenance was heavier than expected and the project company had to exer-
cise its right to ‘claw back’ the overhaul reserve set aside by Enron. More recently, the plant’s
performance has improved considerably. The IFC’s objective was to help pave the way for
future privately financed power projects in Central America.

Samalayuca IT

Samalayuca II is a Mexican power plant financed through a build-lease-transfer project struc-
ture. The plant will be leased for 20 years and then owned by Comision Federal de
Electricidad, the state-owned Mexican utility. A Mexican business trust was used because a
lessee cannot undertake an unconditional lease payment under Mexican law. Commercial
banks provided funds and assumed construction risk during the construction period. US
Eximbank provided political risk coverage to the commercial banks during the construction
period and took out commercial banks with a term loan for the 20-year lease period. The IDB
provided a loan throughout the construction period and the lease period, but was covered for
construction risk by a letter of credit by the commercial banks. The bid was awarded to the
sponsors in December 1992 but the project did not close until May 1996 for several reasons
including the lack of legal precedent for similar projects in Mexico, the transition from the
Salinas to the Zedillo administration, and the related Mexican peso crisis.

Merida IIT

Merida III, a 440 megawatt gas-fired power plant serving the city of Merida on the Yucatan
peninsula, is Mexico’s first independent power project with traditional fuel supply and power
purchase agreements. It was financed by the IFC and commercial banks with an A/B loan.
Working with AES, the leading sponsor, IFC’s objective was to ensure that sound project con-
tracts were executed and that the financing was carried out in a way that could be replicated
by other independent power projects.

Telecommunications

Ancel

Ancel is a cellular telephone system in the vicinity of Montevideo in southern Uruguay
owned by Antel, the state-owned telephone company. Antel had a government mandate to
expand telephone service but insufficient direct borrowing capacity to support its growth tar-
gets. Working with Ericsson, the Swedish telephone equipment manufacturer, ABN Amro
structured a five-year lease to support the sale of cellular telephone equipment and provide
off-balance-sheet financing to Antel. The bank took the credit risk of a government-owned
entity in a country with an investment-grade credit rating. Lease payments were in dollars,
mitigating foreign exchange risk. The principal challenge was familiarising local bankers,
lawyers, and government authorities with cellular telephone technology, the nature of the pro-
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ject, and the need for an innovative project financing structure that involved a lease and a spe-
“cial purpose lessor corporation.

Transport

SCL Terminal Aéreo Santiago

SCL Terminal Aéreo Santiago is a US$316 million project to expand and operate the Arturo
Merino Benitez International Airport in Santiago, Chile. It was financed with US$213 mil-
lion secured bonds with a 14-year maturity and a coupon of 6.96 per cent, representing a
spread of approximately 200 bps over US treasuries. The construction contractor is a joint
venture between the two largest construction companies in Spain and the operation and main-
tenance contractor is an affiliate of the Vancouver International Airport Authority. The most
important project risks relate to passenger growth and a partial mismatch between local cur-
rency revenues and dollar debt service obligations. The project bonds received triple-B rat-
ings from three rating agencies. But credit insurance, resulting in triple-A ratings, was
required to sell the bonds in the difficult late-1998 emerging-market credit environment
resulting from the Asian currency crisis.

Ferrovias Guatemala

Railroad Development Corporation, a United States company that operates private railroads,
carried out a market feasibility study identifying local Guatemalan freight customers, found
local investment partners, arranged local debt financing, increased revenue by leasing the rail-
road right of way for non-railroad businesses, and reconstructed a railroad that had been aban-
doned for several years. The target financial structure of the project is evenly split among
common stock, preferred stock, and commercial bank loans. The sponsor’s experience shows
that marketing has a greater impact than cost control in the financial success of such a project.

PYCSA Panama A
PYCSA is a toll road project in Panama designed to relieve traffic congestion around Panama
City. It is financed by US$54.5 million equity from the sponsor and US$131 million Rule
144A project bonds. A 30-year concession requires the project company to construct; oper-
ate, and maintain the road and grants the company the exclusive right to collect tolls. The pro-
ject bonds, rated BB-, were sold to investors at 425 bps over Libor in October 1997 as the
market for project financing in Latin America was becoming less affected by the Mexican
peso crisis but just before it was hit by the Asian currency crisis. The bonds were appealing
to high-yield investors and to institutional investors who allocate portions of their portfolios
to project and structured finance. Traffic and revenue risk was offset by several credit
strengths including a full year’s debt service reserve, an undertaking by the independent engi-
neer (a unit of Parsons Transportation Group) to assume responsibility for the construction
contract if the project company ran into trouble, and substantial construction by the sponsor
prior to the project financing.

Water and sewerage treatment

Aguas Provinciales de Santa Fe
Aguas Provinciales de Santa Fe is a project company with a 30-year concession to rehabili-
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tate, expand and operate a water and sewer system in the province of Santa Fe in Argentina.
The project company is sponsored by an international consortium led by Suez Lyonnaise des
Eaux, one of the world’s leading providers of water treatment and sewerage systems. Rather
than having a defined construction period and completion test, as with a power plant or refin-
ery, this project entails an ongoing process of investment in system infrastructure, monitoring
of compliance under the concession contract, and negotiating rate increases with the granti-
ng authority. Funding for continuing infrastructure investment throughout the term of the
concession comes from three sources: equity from the sponsors, long-term bank financing,
and cash flow generated from the project. Bank financing was provided through an ‘A’ loan
by the IDB and through a ‘B’ loan by a consortium of commercial banks. The rationale for
the IDB to be involved in such a project is to act as a catalyst, promoting the participation of
commercial banks and other private funding sources in projects that are financially viable but
do not have sufficient access to funding sources or need help in mitigating certain risks.
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