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ACT — A case study of
overcoming market risks

The project finance scene in the Asia Pacific region has witnessed a strong, albeit patchy,
recovery in sentiment in the last year. One deal in parlicular illustrates this turnaround -
the recent HK$3,400m financing for Asia Container Terminals Limited (ACT) in connection
with the proposed Container Terminal @ [{CT9) project in Hong Kong. Richard Michael and
Andrew Kinloch of WestLE, technical & Insurance Bank and joint bookrunner in the deal,

examines the nuts and bolts of the project.

The deal wias hiought to the project Bnance banks for
considleration by the financial adviser, Schroders (a8 it
wens koot then), in early 1999 when few banks had
thee ool lessce o Tl HF}.'\_IL'h.‘itI"r'l.'lz-'..\!I'l'lL.'h'[ FR =y later
i April 200 e general svodication was closed with
an oversubscription of 2. 2% Mot a bad result for a
deal that representied a number of firsts - first project
finance deal in [ang Komg ro be signed sinee the
omset of the Asion deli orisis; Grst angor et in the
|_'f_‘-:_ﬂ|')|'| a1 b Amonees] onz liasitedl recouise isis; and
the maximum enor ol 12 peirs was e ongest secin
in Hong Keng since thy vrisis,

Thes marked shift in sentiment can of couese be
asoribed i large part to the ovesall improvement in
Heguddny i Homng Komg, wohich bees seen marpies for
the hetter names being driven g o e s
levels, However, the success of the financing cannaot
be expplaned solely by the relative abundance of
Hong Kong dollacs chasing toer fow denls A major
factor was the quality of the project itsell in germe o
apodisors, coedit strsctre arul miret prospiects. ACTT
bzl a good story we tell but this was perhaps naol sa
eeident if the newspaper headlines appearing at thd
e cormouiments seere being solicited wore ken
at aee value, An example from the Fae Eastern
Economic Review of 2 September THEE“Terminal
Dectine: IF Hong Kong 5 wo shape up its coonemy, il
mary nered b comsicler shippang cuc of the container
business”, Mecdless o say: such hoadlines would give
any credil committes pause for thoughs,

The main comeern Lebingd te eadlines was at fuest
glamce i valid oo Wied was the pount of adding new
capacity in Honi Kong when ports on the madnalamnd
coubd hundle Chim's exporrs more cheaphy and
almmerst s efEcienly? The dhimee existiog conainen
terndials in Shenzen - Yantion, Shokou amd Chivean -
were already growing rpidly and hac room for
further expansion. ACT weould be opemating in o
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higrhly: commpserilive envinmnmend wlhwe shipping lines
conl] fransler hosiness to other locations af will. Mo
lorgeterim tarcrglpul contacts wouald be avaikable o
lenders, who would he taking almwst full macket risk.
The proper assessment of the cverall prospects for
[-[r_:nngl_ Koz s 1 [t and af the |:"|:'l|'|1'|'r¢'t|l‘i1."|'.' rl::-.l:|'[|nl'l:
of ACT was therelore crodcial il 2 convincing casc wis
tex ber mmagle g coumer any kuee jorh sespoaiscs i
negative press clippings.

Background
The background to ACT shaould be expliined lirsd.
The company was cstablished by a somang group
of sponsors - New World Intrastructure, Hongkong
Land, Sun Hung Kai and Sea-Land Oricng Terminals
{SLUT - ultimately osvmed by CEX Corpomition of
the LSy SLOT, which cwms and openites £T3 in
Kwai Chung, would also take on the role of
rpecrator AGT was one of three co-developers of CT9
ilonngridde Hoag kong Tnternacional Termnals (HTTh
anel Maoddesn lerminls Limiced (MTLY, both well
catabliahed players in Kwed Chung, The Toint
Development Agreement (JDAS slgned on 7
December 19983 ser oue the responsibilities of cach
theveligrer - ACT woulld conoribute just over 419 of
U ol shaned costs of G The ponciple
underlying the JIA was thar the cost of consuructing
the terminal itsell weondd b shared Cmainly dredging
unel ﬂll,lufr. thes 1800 heedores ol resclaimes] Lol ol
Taing Yi opposite Kwai Chung, of which 68 hoetares
wonld be for the terminal propork, Toweyver, cach
developer would be cesponsible for dhe Gindng ool
wirks (shorecrines, mubber Lyred ganlrics or Rs,
office buildings, etc).

ACT has the two middle berths {numbers 3 and 4
out af the ol of 6 at CT9), which were due for
crnpbeticn i July and Cetoher 2003 respectively,
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MTL anved FIET b the two soarhesn and northern
bermhs respectively Althongh the develapaers could
cOmmencE upertions . their reeprective berths once
complete, the terms of the various Land Grants ooy
e Hong Kong Governmant wore such cthag full legal
tthe would not be passed over angil completion of
the whole project - o begal fermes, ihe Paridonming ol
CT9. The Maurthloning weis expecied o ke place in
Necember 20000 and the developers sweoulld dien b
able L continee aperations untl expicy of the Land
Cariils in SEET.
There wis one crucsal additional element ra rhis
arrangement. ACT has the middle berhs a T80 La
then weauld physically ocoupy amd operite e lwo
existing wastern herths at Container Terminal 8
CCTENE D enrrendly belonging to MTL. This
ATTANEE R, Sl ol in a4 Beth Swap Agreement
(RSAY signicd e the samee ine a5 the JOA, would
allowwy MTL tir oporate from four contlguons berths ot
CT49 A ACT wonkl not have leeal dele oo bts berthes a
CT0 el Pariitioning occuried, the BSA provided for
MTL o irperstie winder heence From ACT at T4 and
for a similar arrangement to apply a0 CTEW The larger
handling ficilitics pee herth ar CTEW L= the ravicnalk:
for ACT heing responsible for mere than one dhied of
the cost of CT9

The rebative complexity of the arrangements under
bl the T4 and the DSA andd the nsk of cecntey by
the Government amnd defimlt b the acher prarties o
the apreements required some linessiog by e banks
ol e pre-comypletion security package. Hovsover, the
Il die diligence aspects are confidential and nm
the focus of this article The key gquesiion thes Tuoks
il re grapple with was whether the market risk
being assumed was aeceptable. Although it was of
comnrse key that the sccurilty armngements be as
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warerteht as possilde, the Danks pecded o wonk on
the basis that the deal weoull essentially bo non-
recourse to the sponsers postcompletion and this
mecant that the technical amil maraer analysis was of
ueost mpertmece

ACT was able o provide oncked studics Ly Daoth
the Hong Kong Pore and Maritime Boand (PMEY
amd Croeidn =2hippang Consultants (050), bur the
lead arrangers requred independent veribication
amd appointed Mot Connell and Babiic BMT Huarris
B sunherland (Babuiey as consultins to cthe lencders
an cechnical and macker aspects respectively,
Althiugl the techinical study did not directly cover
"l issues of tariffs and throughpot, it was
nevertheless closely hnked o the market study in
that the attractiveness of CTSW o the shipping
liries sworlid b of wiral importance In securing
murket sl

Mo fixed price

The beict for Mo Connell was to provide the banks
weith rhe normal assnrenees on the cost estlmates for
thie preject ac o time when the main constouction
contragl wigs sl Deing tepdered. s well as the
uneertain ourcome of this process, banks also had 1o
contend with the ahsence of o fived price mrnkey
contract s i= the rmdition in H-:mt:_ F'I||-||~|.g> LEse: seven
shwvthisted consertia had to provide bids te the
specificacions liid down by the consulting cngincer,
i jaint venture of Scofc Wilson & Maomesell (58RI,
nn a remeasurement basis; thar is, the unil cusls
wontld be fixed. but the quantities could vary
{although bidders were asked to provide lump sum
fuatations on pact of the work a5 an option). The
trwck recomd in Kawai Clhiong amd clsewhere ln Hoog
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kaong af nuagor progects belng complered within
budget as well as the experence of 5WM were
powerful matigants of any cost overrun risk. In
adddition, chere were contdnpencies bailt in o the
financing plan to provide for a significann level of
vetrung. Mot Connell also opined on the
tranditional risk of delays in completion with similar
o |usies,

The bess tradivional part of Mot Connells scope of
sporkl wiad i detalled assessment of the physical
arreihres of CTAW afier fitding our and of CT9 (s
AL 71wk end o cpreating thece if the berth swap
weillt ML Liled o proceed ), ln paticular, lenders
necdod to be assuecd thar CTHW was sufficienthy
Tuture peood: i other words, would the termidnal be
ahle o handle the vepes aof vessels expected
bearw e & dvineesas RS in the mexd decade ar siE,
given correnil Lremsds in e sltippng dusteys The
Fai=l peneEion ol vesscls are L:I|'|r.lh|li.‘ off !i:ll'ldlll]g_
over (000 TEUR, but the crond i85 oows owacds in
ceess of §000 TEUS and by the time ACT begins
opertions the HLENETEL vessel may he a cealine
Sochy vesser s respoine e nivinom cpaaysicks doepeloal
19 mpezlres, wlseress dhe currenl aversgee in Kaai
Chung is just 122 muAnes,

Compatitive advantages

In the cgse of CTEW, the |t||:|5..-ai|:le-' |I1-|_1n|h is '.lirl-.lll:,-
15 muestres andl it is capuble of Deing dredse oo
mutntimed depth of 15.5m Additional compatitive
advantages over other berths at Kwai Chung indugle
the terminal arca per boerth which s a key facror in
the effcient handling of conreiners CTRW s 143
hectares poer berth compared witly e ivengee farr
Eoweai Chung of 10 9n.

Lhe length of cach becth ACT willl operate is abso
greates than the norm: 370m versus 520m. CT9 by
comparison will have the same gquayside depihoof
15.50%, averpe terminal area per berth of 1123
hectares and averape benh length of 325m (hence
the hweer capacity per berth than for CTHWE .
Althoueh the g reased capacity of contiiner ships
s tended to be seflected in the length and draaght,
it 48 lkely that futore expanston A1 also mean wider
shipes — v 10 22 roows of hooes across against the
e 17 movows §IPEW Caindd L9 il have the
alrility tox hanglle those wisder vesscls with propoely
s;g‘nﬁ:ﬂ_‘ql shirrcermmes.

The cxmclusion ol Bt Coannell was thal (7AW
Camel T weneuhld Bz alile wa bawdle sliciprited Tl
developments in the container shipping busingess, This
bl n:'.|_1_'|:|.- trnskate ko revenoes e ACT i conld
OOV .-a'hi|'||_'.|i|:|?_ Jime= thai llu-:. woumile] meceive 5
high quality of service - the infrastrecture on its own
would not be sufficeent. The cperational performance
of ACT was therefone a key factor to be assessed amd
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this fell within the Dabie scope of work, As

mes o, MET wenled delepare the operation:l
|:\|_'._'\.'|'||-|,|1gs;|'l'|niIiI!I oy SECTT 1wl this arningement SLOF
LR |_1-1'r'|-.-'i-:1r' i hie TIECESITY lﬂ-'r.-«mlwl anm | sl
Loy MO opentions, This was crocial o beoders,
especially given SLOYTs impressive trck recanl of
operating efficicnoy ar CTh In D905, tha Ligcst yoar
for which fipures ave avidlihbc, SLOT mgimaged 10
bemeciles meerer thin donble the averngge nmomber of
baxes in relation to the berth length of OT3 - 3 482
TELUs per metre compared with the Bowsi Chung
averee of 1,551 TEUs per metre, CT5 therefore
achieved a higher market share than wauld he
witrranted by it size amd it weas important o the
competitive posidon of ACT that this pertormamcee
bt repeated at CTEW

The assesament of ACTs ability to carve out a
place in the market in Honpg Keng was the last
piece of igsaw as far as Babtic’s study was
conecencd. The sudy employed a caseade approach
o thee analvsis of the revenues to be generaged ac
CTRW srarting with container salumes for South
C i overall, mcving down te the share that would
bee captuced by Hong Kong before acroving at the
volarmes for AU The study took dee account of
suech factors a8 the cost competitiveness of existing
and anticiparcd capacity in the Shenzen pons. the
prosilialiny off cdivect bride links acoass e Tadwan
Ay, thee vapracity of the suppoerting, inhastrocoioe
im e Feern ol rosed, Bivcae sned mdl Jinoks as owell as
the: im]wg‘l af the trend tovsrds major shipping
alhances whaich i L'x|_'|n|_'|."lv|.1!| i el SOame P s=ife
an Farirs

Alihcoveshe thaee Hong Ko peor s a0ow hiole s lecing
slronger comippeLiliva, panicubary oo the 2 TEL
capacity Bucility at Yantian, ic bas cortain inhoerent
strengths wehich allew it to compote cven it
prenivm in termes of Tl is paic As the lacpes
imteprted porr faciliny inthe workd with a capacity
oaf 15 Bon TEE::, Ko ‘:'-|1l.1l.11". e thee |11:|jr:|r s,'h'ippinz';
lines greater flexibility and o crticad rmass ol eeder
services amdd connections. In addition, [Tong Kong has
& distinct adhvantage fromm its status as 3 free port with
relatively liberal costoms procedares and minimal
red tape

Bihaie’s overdl assessment of the market did L
o i dhiscount factor being appled to the eardier PMB
il €250, forccasts, However the sesultant lenders'
e case demonarsited viery robust cash flows which
coantlel weitbestamdd quite seveers downside soonavios.
T the rel swacy Dechind the superficial headlines
could e comveyod in terms porential kondess would
A reCTaTe.

Thae ol
svindication owed as much b the streogth of the
coonamics and the stroctune of the deal as to the
recovery inomarket appaetiie.

inraie soccess o the ACTT limncing in

FepaTred wilh King penmussion o Mroject fasance Inteeahona)



