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< 3-3> ofie] Z2ME 2= 4Rl S

&

Number of | Maturity | Amount At-1ssue. Spread
Project Bond oD mil (average bpts. issued over US
oject Bonds | (years) | (USD mil) Treasuries)
1995 10 11.7 2,612 261
199 19 109 4,875 198
1997 24 16 5,537 253
1998 20 14 4,59 376
1999 15 79 4,232 394
2000 12 7 4,538 343
-’;‘-: Argentina, Brazil, Chile, China, Colombia, Czech, Dominican Rep.,

Hong Kong, Indonesia, S. Korea, Malaysia, Mexico, Panama,
Philippines, Qatar, Russia, S. Africa, Thailand, Venezuela® ZZAE
ARS BEUZ 3 A

Z2: M. Dailami, and R Hauswald, "Pricing Global Project Bonds:
Contractual, Financial and Economic Factors”
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A9 I AFE(OTC Derivatives)©] SHAF ALY AHSEAUNHBAEH A36x
o2)8] dFo g =9E Ao E lo] AF XS R AEANLe] FES T
A=Y 7 e E9e AT Ao dFold T5H A o9 &
Zo A s JAFES Yrlste AoE:M F2, A, §3} Tol 712t

o] & & Utk AL dEode 34, &%, A=A AR o} o] THAY
0] WA (embedded) = o] = T2 A A H(structured note)o] EEE 4= QT
Ao gAY AFES o] 83F Y T2 A (risk customizing) S 3l 18-S AT 4

Ao FHAA(security design)E S 7IHEE ST 79T 5 Uk

SOCAFE-& AFH/d sbo] daliatar Ut T2t 7gollA] & off, BUER <]
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(1) O[Al, ¥z =22/Y 7<H:lJ STRIP)

A A7 o|AE Sl STRIP(Separate Trading of Registered Interest
and Principal of Securities)% Ex21e] F8 71HE HkdseE AAE A=l
STRIPS AAo|A o]AEw FEE [0(Interest Only)9t Y= AFH+=
PO(Principal Only)2 T4E . 58] 5ol wa} 109} PO £ A5 |
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(2) Synthetic CDO

AP R BZA(CDO: Collateralized Debt Obligation)©]& &4, A 5
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S Wit} AR E EEA(Synthetic CDO)-2 HZ2AA] AF-H0] x}@g
F2KObligor)&] 7ol ol il & At} HHH AL S AR GES
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Synthetic CDOE ©]-&3te] 714713t 5 WZHFAIALYG Y Default RiskE 2]
Z Qlth o] W AAEFAE SOC FAHAEL CDS(Credit Default Swap)S WA
313 23144 Poolo] Btk AHEFARE SPV] CDS Zv|9S A Fsa
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k= 728 WA Atk
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Cintra SNC Lavalin CDPQ

61.29% l 22.58% i /16.13%
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; 100%
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B <2
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< 3-7>& F9] Leeds Aol 9A]38F Yorkshire Link E2AFF Y] &=
ATZE YER Aolth o] AMYS 3F SAAY A AAEHY Ae FE
EAAEA = MIG2) S A QA 9] Balfour Beatty28) 7} 50:50 0.2 | & F2}3}

of AF3AFe] YLHLS A#sla AF3A E4-223 <12 Yorkshire Link

26) At} OntarioF=oll X138+ 108km 77+ £2. 2001'd /|55 0] A7} “clectronic toll AJ2ES £
3o EdFelh

27) R=7} B3kl e F2 Ao 2= 9412 Midland Expressway, E 25209 Taus Crossing, 5
9] Warnow Crossing®} & o]l 57} F2E=27} U

28) 1A &<l engineering, construction and service group S ZA] AZF 26T o] 4F9] wjE 3} 25,000
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ouRt B EE SEAUESE Ao, FHFAR G O ZHE §gulnt

ol ARO R 1 ATLSES AesltiE Fele &
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MIG Balfour Beaty
| 50% 50% |
YLHL
100%
Secretary of )
State Yorkshire Link Linited Bank
DBFO Loan
Contract Agreements
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- Power and Gas 30%
» Transportation 20%
- Telecommunications 20%

- Water, Sanitation and Sewerage, Solid Waste Disposal and other| 25%
Environmental Infrastructure

* Industrial Estates, Urban Renewal and Regional Development and| 5%
Other Infrastructure Related Industries
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1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18
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SUMMARY

A Study on Diversification of Financing Method
for PPl Projects

Byung-Rok Song, Ki-Soo Kim, Jae-Hong Ju, Hak-Cheon Hwang

The aim of this research report is to explore various proposals for
diversifying financing options and the investor base for Korean SOC PPI
projects, an area of primary and growing interest. That is to say, to
diagnose and promote investigation into solutions of the main financing
problem that the market almost entirely consists of financing by the
construction firms themselves and a relatively small number of banks.

The success and development of PPI(Private Participation in
Infrastructure) depends heavily upon the amount of participation by
profit-oriented financial investors and the growth of project financing.
This research report investigates proposals to increase investment and
promote private sector efficiency through the construction of a flexible

and competitive financing market. More concretely, we present various
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practical proposals to increase participation by purely financial investors,
creating natural competition that will reduce both construction and
overall project costs.

Furthermore, as new options for financing arise, project financing
techniques can be expanded, and financing clauses in contracts and
financing structures will become more flexible. As financing structures
become more flexible, the promotion of projects will begin to resemble
that in developed countries, leading to more precise functions for and
partitioning of roles between the government, investors, loan syndicates,
construction companies, and sponsors.

This report focuses on proposals to attract potential, but dormant,
investors and the development of diverse financial products. Ultimately,
the positive effects of reductions in interest rates for SOC projects, and
other benefits, should lead to lower user fees and reduced government
subsidies.

This report is divided into 5 main areas. Chapter 1 is a summary
and outline. Chapter 2 analyzes macroeconomic and capital market
trends as well as the current status, characteristics, and shortcomings of
the types of funding for current and past PPI projects. Chapter 3 looks
at the types and characteristics of potential financing methods, and
evaluates their potential in infrastructure projects. From the point of view
of investor diversification, we identify the types of current and potential
investors, consider the possible contributions of each, and examine the
characteristics of and outlook for each type of investment. Chapter 4 uses
this analysis of status and shortcomings, as well as investigations into

potential sources of funds, as a basis for practical, effective proposals
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on diversifying the investor base and financing methods for PPI projects.

In order to benefit from diversification of financing methods and
investors, first we have to evaluate the necessary conditions for more
active minority participation by purely financial investors. For these
investors, the most effective method is to permit the use of subordinated
bonds, a type of quasi-equity structure. Of the two methods for
facilitating subordinated bonds, the first to regard them as part of a
companys capital, the second to lower the current minimum capital
adequacy ratio to about 15-20% and permit flexible use of subordinated
bonds when required, this report favors the latter approach as more
attractive.

In order to increase investments and create more flexible financing
methods and financing structures, we suggest proposals for diverse
forms of bonds and securitization such as infrastructure-only investment
funds financed by public pensions and other funds, operations and REIT
funds, and structured notes. Bonds are the most effective of financing
methods for PPI projects, as well as in other types of investments, and
we look at standard bonds, infrastructure bonds, and asset-backed
securities (ABS).

In order to stimulate the issuance of bonds, what is needed are
improvements in the system that recognize the issuance of ABS as basic
loan assets for projects as Private Infrastructure Bonds (Article 58, Private
Participation in Infrastructure Law). Other proposals that should be
considered are the expansion of the demand base for bonds through
attraction of public pension funds, insurance company funds and other

long-term capital; the development of financial products that increase
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the markets ability to absorb infrastructure bonds; tax-exemption benefits
for funds that invest in infrastructure bonds and asset-backed securities;
and provisions in the law for government guarantees of principal and
interest repayment for bonds sold to private investors in the event of
contract termination or default.

This research report also looks at proposals for financing through
the utilization of investment funds. Specifically, we look at proposals for
the creation and operation of infrastructure-only investment funds and
REITs invested in by public pension and other long-term capital, as well
as by regular capital. With regard to securitization, we consider
proposals for the development and use of various types of structured
bonds such as ABS, the CDO model, and junk bonds. And consider
proposals to promote participation by insurance companies, pension
funds, credit cooperatives, investment trusts and other financial
institutions.

For the proposals for new financing methods contained in this report
to be effective, the organization of Korean PPI financing, capital market
data, and current financial practices much be examined synthetically, and
then these proposals should be implemented, beginning with the easiest
and the most effective, gradually and in stages. Taking this into account,
this report differentiates between short-term and mid- and long-term
measures, and suggests gradual alternatives for each proposal.

As indicated above, the chief current concern of Korean PPI is the
diversification of both investor base and financing methods. Changes
in the project implementation system are needed to attract potential

investors and lead purely financial investors. In addition, in order to
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effectively implement PPI projects, the public sectors support and risk
sharing policies and systems must be reflected in financing methods.
The most promising directions are the establishment of various types
of investment funds and the development of alternate types of debt
products. To this end, the evaluation process and evaluation criteria
for project proposals must turn in a direction that will attract the

participation of financial investors and developers.
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