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FINAL EXAMINATION

IN

INTERNATIONAL PROJECT FINANCE

INSTRUCTIONS:

1.
The examination is planned for three hours (160 minutes working time, plus 20 minutes to read it through), although you will be permitted to work on it for up to four hours.

2.
The exam consists of three sections, two offering substantial choice.  Be certain not to answer more questions within any section than is required.

3.
The exam has a total possible score of 160 points (i.e., one point per minute).  The allocation of possible points is noted at the beginning of each question.  Devote additional time to particular questions only if you have time available after completing the exam.  

4.
This is a closed book exam.  If you are uncertain as to the meaning of any question or are concerned about any apparent ambiguity, please note your uncertainty, state whatever assumption you think is most reasonable and answer the question on basis of that assumption.

5.
This exam has 3 pages, in addition to this cover page.  Please be sure that your exam is complete.

GOOD LUCK!

INTERNATIONAL PROJECT FINANCE

FINAL EXAMINATION

I.
Distinctions.  (80 points)


Briefly, identify and distinguish the concepts in ten (10) of the following fifteen pairs.  (Choose only ten (10) pairs.) 


1.
negative pledge / security interest


2.
production sharing contract / risk sharing contract


3.
joint venture / partnership


4.
OPIC / MIGA


5.
choice of law / choice of forum


6.
loan guaranty / take-or-pay contract


7.
representation / covenant


8.
default / Event of Default


9.
equity / subordinated debt

10.
project finance / secured loan

11.
project risk / completion risk

12.
paying agent / escrow agent

13.
interest rate swap / debt/equity swap

14.
privatization / public good

15.
Prisoner's Dilemma / Decision 24

II.
Short Essays.  (40 min.)  Comment briefly (not more than 20 minutes each) on two (2) of the following four topics.

1.
Could a debt/equity swap program assist the government of the United States to reduce the U.S. national debt?  Comment.

2.
List several alternative forms of potential collateral security for a project loan and discuss, from the borrower's perspective, some of the pro's and con's of each.

3.
Describe both the advantages and disadvantages of raising the funds needed to finance an investment project as equity (rather than debt).

4.
"'Project finance' means more than 'the financing raised for a project.'"  Explain.

[EXAM CONTINUES ON NEXT PAGE.]

III.
Project Supporters (40 Min.)


A $12 million loan is proposed to finance a portion of the $20 million cost of constructing a widget factory.  Al and Bob, the project's owners, are concerned about the high interest rate for the loan proposed by the lender and believe that the lender is likely to reduce the interest rate on the loan if the owners are willing to provide personal financial guaranties to support the project — or the loan.  Neither Al nor Bob is willing to enter into unlimited project completion obligations or to guarantee fully the $12 million loan.  Al proposes, however, they agree jointly and severally to pay half of any amount due to the lender which the project fails to pay (i.e., they would agree to share losses with the lender).  Bob suggests that they might fully guarantee the loan, subject to a $6,000,000 ceiling (i.e., they would guarantee the lender against any loss, except that their total joint exposure would not exceed half of the principal amount of the loan).


1.
(5 min.)  Which proposal, Al's or Bob's, would you expect to be more valuable to the lender — and why?


2.
(10 min.)  How would your answer to (1) be affected if Bob's proposal were to limit their joint guaranty exposure to $2,000,000 (rather than $6,000,000)?


3.
(10 min.)  Edit the paragraph (on the next page), extracted from the form guaranty that we read for class, to conform it to the guaranty terms proposed by Al.  [Do not re-write the paragraph.  Simply mark your proposed changes on the attached page.]


4.
(15 min.)  Bob suggests that he and Al might consider offering, instead of a loan guaranty, a project completion commitment (i.e., an obligation to pay construction cost overruns), also limited to $6,000,000.  If the choice for the lender were between a (limited) loan guaranty or a (limited) project completion guaranty, what should the lender consider is determining the preferable form of financial support?

[QUESTION III CONTINUES ON NEXT PAGE.]

Following is the guaranty provision to be revised for Question III(3):

Guaranty.  The Guarantor hereby unconditionally and irrevocably guarantees, as primary obligor and not as surety, the full and prompt payment in United States dollars at the Bank's office (specified in Section 12 hereof), in immediately available funds on demand at any time and from time to time, of all amounts due under or in respect of the Loan Agreement and the Notes, whether at stated maturity, by acceleration or otherwise, and any and all expenses incurred by the Bank in collecting any or all of such amounts or in enforcing any rights under this Guaranty.

[END OF EXAM]
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