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[ Abstract ]

The Theory and Practice of Project Finance
-focussing on larger projects finance-

Hong-Ki Jin

In project finance(the “PF”), sponsors create project company(“PC”), to
develop, manage, and finance the project. Although PC borrows the funds
from banks on the basis of the non-recourse or the limited recourse, projects
are highly leveraged entities. Normally the debt to total capitalization ratios
is average 60-70%, but can reach as high as 95% in some deals.

As Nevitt correctly described, the PF in the real sense can be defined
as 'a financing of a particular economic unit in which a lender is satisfied
to initially look to cash flow and earnings of that economic unit as the
source of funds from which a loan will be repaid, and to the assets of the
economic unit as collateral for the loan'. The PF scheme in the real sense
has been realized in the international PF such a big project as Petrozuata.
But the banks in Korea are still relying on the conventional corporate finance
scheme even in the development of the project when we have surveyed
the practice of the domestic PF.

In order to develop the theories of the PF, studying large projects is highly
recommended. Because they are more attractive than small projects in terms
of allowing us to observe managers as they make very conscious investment
and financing decisions. It is also a challenging task for us to draft a model

contract form for the project agreement as well as the credit agreement in
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order to lead the banks and sponsors when they need proper terms and conditi

ons in the projects.

Key Words : project finance, project finance in the true sense, financing
on a limited or non—recourse basis, project company, de
facto non— or limited recourse project finance, de jure non—

or limited recourse project finance



