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e Impact of Global Financial Crisis on Infrastructure Project

A .
gffinancing

Discussion opened from
current financial crisis,
and comparison with
1930s Depression.

By reviewing the current
PF options in China,
implications for major
stakeholders are
discussed.
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3. Major Project Financing/Options Currentlyin
China

4. Implications for Financier, Project Owner and
Contractor I
Bl 5. Conclusion anddiscussion l
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lajor Events

What happened in financial sector?
Fannie Mae - 07. Sep - Nationalised
Freddie Mac - 07. Sep - Nationalised
Lehman Bros - 15. Sep - Collapsed
Merrill Lynch - 15. Sep -Taken over
AlG - 16. Sep - Part-nationalised
HBOS - 17.Sep - Taken over

Morgan Stanley and Goldman 21. Sep — Converted
WaMu - 25. Sep - Collapsed and sold
Fortis - 28. Sep - Nationalised

Bradford & Bingley - 29. Sep - Nationalised

Wachovia - 29. Sep - Taken over
Hypo Real Estate /Depfa -06. Oct -Rescue package
RBS - 13. Oct - Part-nationalised
Lloyds TSB - 13. Oct - Part-nationalised

Morgan Stanley — 13, Oct — Co-invested by UFJ
Citibank and Morgan Stanley — 14. Jan Partly merged
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*What happened?

*Why had this happened?
*What it means to PF?

*What is the implication for key
stakeholders?

What has the Governments done?

30. Dec, 2008 — Russia — 10,000 billion

30. Dec, 2008 — Developed countries government
Bonds issuance will create new record

12. Dec, 2008 — Japan — Yen 23,000 billion

12. Dec, 2008 — Australia — As$ 4.7 billion

6. Dec, 2008 — Qil price close to US$ 40

26, Nov, 2008 — EU — Euro 200 billion

25, Nov, 2008 — UK — GBP 20 billion

24, Nov, 2008 — US - $ 20 billion to Citibank

5, Nov, 2008 — China — RMB 4000 billion

17, Oct, 2008 — Germany — Euro 500 billion

13, Oct, 2008 — UK — GBP 37 billion to Banking
sector
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iscussion on Financial Crisis

Financial Market sub-prime crisis

Securitization of
housing loan

Dissimilation of Hiah leverage
investment banks : -

f Credit default
swap (CDS)

Lack of
supervision
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~* In US, the consumption model based on increased capital
driven cannot be sustainable
*Globally, the consumption model (in US) vs the production
model (in China, India and other developing countries)

Marco Economics

* In essence, the crisis is an adjustment of global economy,
over- consumption (and its capacity) vs, over-production
Supply vs Demand (and its capability)

"

'/,Example:
eCurrent real estate market in US
*Current real estate market in China

Asset pricing l ?
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A REVIEW OF 19305 DEPRESSION
AND LESSONS FOR CONSTRUCTION



A Review of 1930s Depression

Lessons always can Production:

be learnt from * 1920s: rapld.d(.evelopment in public mfras.tructurel, .
HISTORY electronics, building construction and chemical engineering

industries.
*Why - the WWI stopped most construction activities, after the
war, construction spending up to $7 billion each year, and the
spending in 1926 is over $11 billion.
* Results:
*US GDP from 38% of the world in 1919 to 48.5% in 1929
*Gold reserve of US: $5 billion, over 5o0% of the world.

'

Consumption vs
Production

/’

Credit expansion:  production -> credit expansion

* fr1923-1929, the issuance of securities in US: $49 billion, only
1928 and 1929: $ 18billion

* active trading activities drove the price of security high and
high : Avg price $98 in 1923 -> $ 306 in 1929 -> $ 365 at peak




A Review of 1930s Depression

a
Construction After Depression, many government agencies established
industry after for construction, mainly in two systems:

Depression in US * Public works: for long term objectives, $ 4 billion

e Civil works: for public buildings, $ 1 billion, including 180
million small construction projects (school, bridges,
drainage, post office building and other public buildings)

y

*Before WWII, Federal government expensed $ 18 billion for
construction projects, including over 1000 airports, 120000
sports facilities, 8oo school and hospitals




Construction
industry after
Depression in US

happenings in
19305

A Review of 1930s Depression
p

Impacts:

* employment

* publicinfrastructure -> long term benefit
* economic recovery

» established good mechanism and policies
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A Review of 1930s Depression

"Uncontrolled Land
Development and
the Duration of the
Depression in the
United States”

Alexander James
Field, 1988, 1992,

1920s economy boom
no control, no coordination, but very active development
-» after depression : developer and investors faced the

market situation with the high transaction costs and high

redevelopment cost

-» lasting of depression in 1930s, unable to be recovered
-» comparison with Germany and UK

-» recovery started from 1940

7/"Conclusion:

e construction’s stable and sustainable investment and
development is an important drive in any economy

* any analysis to explain the Depression cannot exclude the
analysis on construction

» the reason of unable to recover of construction industry
in 1930s: physical and legal detritus of unregulated land
development




A Review of 1930s Depression

/What we need:

Back to now,

Free market philosophy -»

Keynes * new rules of the game

(]
5 free market trend in proper government control

1980s

- now, government * New legal and financing mechanism

intervention




—ﬁz@;mc N

MAJOR PROJECT FINANCING
OPTIONS CURRENTLY IN CHINA
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Major players of PF

Project

Develop

ment '
Ba




PF options in China

PF options/models Source of fund

Different PF options
and different source
of fund, with
different objectives
and costs

Own capital
Grant

Bond financing

Debt /loan

Equity financing

Lease financing

Performance based
financing contract
(sharing, fixed return,
or outsourcing)

Partnering strategic
alliance , Fund

Internal cash flow
Government

Government, project
company

Commercial bank
Development Bank

Investment bank
Development Bank

Other party

Other party

Other party

Other party
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Interaction between "
different options 2

LT NN

PF options in China
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Own capital is most important
Corporate bond vs equity investment
Development Bank vs Commercial Bank

Development Bank vs investment Bank / PE

Guarantee vs Commercial Bank

Guarantee vs Investment Bank
IPO
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Public vs Private

z
Public sector

Private sector

PPP: BOT, BOOT, BOO, DBO, LOO,




he case of Investment Bank

6Successful bids —for existing infrastructure assets or the
Business Model: | right to build new assets;

(2) Picking of assets that with monopoly advantage (allowing
maximum pricing power);

(3) Bundling of the assets into listed funds (though with a fair
amount of unlisted funds as well);

(4) Raising of revenue from the sale of shares or units in
those listed funds;

(5) Collection of additional revenue from fees collected as
fund manager;

(6) Structuring of operating contracts and leases (oftenin a
consortium

(7) Creation of interrelated but notionally independent
corporate and sub-corporate entities

(8) Leverage across all of these entities and business
elements.




Capability:

Involvement of
engineering firms,
design and
consulting firms
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Fhe case of Investment Bank

Facility
Manag
ement

Corpor
ate

Govern
ance
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IB in Asia pacific:

2007 VS 2008

fr 2
\ r - ""‘F- ,"#
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Pos. |Bank Net revenue ($miln) |% share
1 Macquarie Group T4 8.3
2 Deutsche Bank 73 8.1
3 Goldman Sachs 66 7.3
4 JPMorgan 23 5.9
5 Merrill Lynch 53 5.9
6 UBS 52 5.8
7 Morgan Stanley 41 4.5
8 Credit Suisse 34 3.8
9 Citi 31 3.5
10 Nomura 25 2.8
Total 901 100
Pos. |Bank Net reveniz ($n lix) |% share
1 UBS 45 RNEEY:
2 JPMorgan 34 1 9.6
3 Credit Suisse 25 72
4 Citi 24 6.8
5 Merrill Lynch 23 6.3
6 Macquarie Group 20 5.6
7 Goldman Sachs 16 4.6
8 Morgan Stanley 15 4.1
9 RBS 9 2.7
10 cIiccC 9 2.5
Total 355 100
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“Zhe case of Development Bank
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DB project development model

Involvement of

How The Project Cycle Works

Engineering firm,
design and
consulting firms

1. Country Assistance Strategy

The World Bank proposes financial, advisory
and technical services to help countries
identify their pricrities and reach their main
development goals.

6. Evaluation

After a Borrower
completes a project, the
Bank's Independent
Ewvaluation Group (1EG)
measures the outcomes
against original
objectives and assesaes
whether ar not the
project's results can be
maintained owver the
leng term. A number of
projects are further
scrutinized in detailed
impact evaluation
reports.

Country
Assistance
“~._  Strategy

| Evaluation §
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5. Implementation and Completion

At the end of the loan or credit disbursemeant
period [amywheara from 1-10 years), a completion
report identifying project results, problama and
lessons learned is submitted by operations staff
to the Bank's Board of Erecutive Directors for
information purposes.
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Identification

2 “Preparation, |
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'x\and Completion | and Supervision

2. Identification

Ideas for creating meaningful change are
discussed. Borrower and Bank representatives
weigh development objectives and project
impacts, risks, alternatives and timetable.

3. Preparation, Appraisal
and Board Approval
- With advice and financial
\ asaistance from the Bank, the
Borrower conducts studies

X35 o
h"ﬁki%{fé‘and prepares detailed project

decumentation. The Bank

Appraisal | assesses the economic,
-.»  and Board | technical, institutional,
4 Approval | financial, environmental and

i, / social aspects of the project.
' When the Bank and the

Borrower agree on the terms
of a loan or credit, the project

> > ia presented to the Bank's
R EZE "

HEE

Board of Erecutive Directors
for approval.

4. Implementation and Supervision

The Borrower implaments the project, issuing
contracts through a competitive bidding procesa
that follows the Bank's procurament guidelines.
World Bank staff pariodically suparvises tha
project to make sure that the loan proceeds are
used for intended purposes and with dua regard
for economy, afficiency and effectivenesas.
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Project structure

Team Leader (int'l)
Deputy TL (local)

Technical specialists
Procurement/contract specialist

Financial specialist Govenment
Resettlement specialsit IFI: WB, ADB Agencies:
Enviromental specialist NDRC, MOF
Social specialist \ /
-
Consulting Team PMO / Executing Agency Procurement Agency
/ N

Al

Local DIs
Implementing Implementing Implementing
Agency Agency Agency
Contractors Contractors } Contractors
. onanll Sub Contractors |« Suppliers
A% - Ml e = - =1
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€DB commercializing

Obtained commercial bank license to commercialize, albeit
with strategic business focus priority

Trade-off between commercial benefit and strategic
benefit of long term development financing

/
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Commercialization transform can lay out by business
model change into a market-driven financial institution

CDB Business Scope

Commercial Banking
Credit lending for customers, especially for infra or pillar
industry projects

Funding Operation
RMB/Foreign currency denominated debt securities
nsurance

Asset Management
PENC JV Funds (China-Belgium PE Fund)
Oversea Equity Investment Funds (China-Pakistan Inv.)

Investment Banking
Bonds Underwriting
M&A Financial solution
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Total Bonds Disburse ments By Le ngths Total Loan Disbursemants By Sectors
40 10
Industries that
17% are dominated
by SOEs
271
28% 22%
364
2% 306 19
Shon-term bonds {less than year) hid 1o long-term bonds (1 to 5 yeaars, Inclusiv &) B Electric power Raed Ralay
Long-tarm bonds (5 to 10 yesars, inclusive) Extra lang-term bonds (ov er 10 y sars) Petroleum & Petro-chemice Cos i Poat & telecommunication
.J‘vg.'s_"JlJrE & relsted industries Public infreatrosiune Othars

. China Development Bank's strategic focus:

- Supporting the development of the State's infrastructure and pillar industries

- Promoting coordination in regional development and restructuring key industries

- Facilitating the development of new rural communities

- Promoting international cooperation steadily and supporting the implementation of the state's "go global” strategy

- Focusing on initiatives that enhance people's livelinood through supporting sectors that have traditionally been facing
funding constraints

. However, the majority of the funds goes to the industries that are dominated by large state-owned enterprises
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hfrastructure Fund

= A water fundin China
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IMPLICATIONS FOR
FINANCIER, PROJECT OWNER AND
CONTRACTOR



takeholders in PF

Shareholders’
Agreement

Implementation
Agreement

Loan and Security
Agreements

Off Taking C
Agreement

Concession
Agreement

I'"ﬁ"—L_ 3

A L. *

Guarantees
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2005-2010 PF market: overall and PPP

The pipeline

Projected volume of planned investments in public-transportation infrastructure for selected countries, 2005-2010°

Total investments, % Public-private-partnership Public-private-partnership
investments, S billion? investments as % of total
100% = $3 trillion Total = $330 billion 11% of all planned investments
Seaports Alrports

Hoads

B B
Seaports I 19 - 10
Airports I B - b

'Global total extrapolated from country data weighted by GDP; for Australia, Brazil, China, France, Germany,
India, [raly, Japan, Porrugal, Russia, South Korea, Thailand, United Kingdom, and United States; breakdown by
transporration mode not available for Australia and Porrugal.

2Estimarted value of required private investment in publicly owned infrastrucrure.

Rail

Source: Dealogic; McKinsey analysis
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F market — Prior crisis

Glabal Infrastroctore &S Targm-.r.- 1998 *00F
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But Now :
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mplication

Financiers Collected fund -> various channel ,
M&A -> chasing limited good quality
infrastructure assets

Assets Price increase -> pricing system
distorted

| Credit Crunch:

» Asset multiplier higher, unite equity price lower

» Leverager sacrificed credit

More diversified and complicated PF
structure
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mplication

_ _ e Liquidity and credit crunch
Financiers

»Higher capital cost

»Limited capital amount

»More complicated structure

Drawn from Part 3 »More strict covenants

analysis > Lower leverager

»Increased spread range

»Decreased active investment Banker

»Enhanced credit mechanism - IB, DB enhancement product
(guarantee, 1998 Asian Crisis)

 For Green field projects

» Debt market deteriorated, cost increased
»Less PE and equity investors

»Devaluated capital for infrastructure assets
»More public sector involvement

£ »Value of brown fields project more decreased




mplication

For public sector

@leNIC

Public sector in China - drawn from Part 2 analysis

» Existing ownership problem may create more
challenges

»Revenue generating system — problem
»Privatization system risks - less private
involvement, more challenges to public sectors
» Infrastructure fund - with government
involvement - diversify risks

»Policy and requlatory issues — more sensitive
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mplication

Project owners | REIIS eSS

» voluntary bankruptcy risk: economic value of the
project, covenant conditions

» non-voluntary bankruptcy risks: corporate
governance, market turbulence

»Restructuring debt: IB, DB vs SOE
»Restructuring deals: enhanced credit PF

»Program management (DB'’s experience in China)

»Innovated Procurement system — (next generation
of PPP)
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mplication

e Systematically mindset change

eContractors

»Lessons from 1930s: how to adapt into current situation
»"Do mpore with less *

Best PM practice pertinent in China

a culture of project management within the organization.
> Integrate planning, design and construction oversight into a
seamless project delivery process.

» Develop and utilize a formal “"Release for Construction Process”.

» Manage Right-of-way acquisition, utility relocation and
environmental permitting as you would design.

» Estaplish a "shadow” project management accounting system that
is an effective tool for the project manager.

» Never rely on software to manage your projects.
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CONCLUSIONAND DISCUSSION




Cause and lessons of the crisis regarding construction:
supply vs demand

1.  Thesituationin 1929 depression
A Summa ry 2.  The current situation
3.  Theunbalanced development
»  Credit Crunch
»  Mispricing of Assets

Implication:

1. Legal and regulatory improvement
2.  Governmentintervention
3.  Relationship between project owner and financier:
improvement on PF models
» DJE, PJE adjustment
»  More diversified mechanism
4. Relationship between Project owner and contractor:
improvement of procurement system

fg S | Risk and Transaction cost : adjustment of risk
7 LT e e e '
=22 5
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Dr. Jiang Hongbin is Vice President of CCDI Group (China Construction Design
International). He was Senior Procurement Officer of Asian Development Bank.

Dr. Jiang had 16 years of professional experience in infrastructure project management. He
had undertaken management of highway projects, urban water supply and sewerage
projects, thermal and hydro power projects, irrigation projects in 13 countries. He has
publications of academic papers in the 1st tier international referred journals and

conferences.

He holds the Bachelor’s degree from Tsinghua University, MSc (Project Management) and
PhD from National University of Singapore.

Tel: 86-13910552518
Email: jiang.hongbin@ccdi.com.cn
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