Humber’s new wave

pect i the UK signaks the beginning of
thiz new wave of UK indeperdent power
projects (IFPs) following the dash-lar-ras
in 1892, Humber's innovative siructure —
with contractusal guarantees and gas sup-
ply provide:d by nonlK companies =
cracked the market dorminacce of UK
regional  electricity companies.  and
Eritish Gas as uel supplier,

The deal was co-arranired by NatWest
Markeis and UBS. with CIBC and ABN
AMBD coming in as co-enderariters.
MatWest Leasing & Asset Finance also
siructured te lease arrangements.

Gary  Griffiths, director.  BNarWest
Capéinl Markets syndications. played a
key mile in strectunng and syndicating
the ramsaction. Andrew BRinloch, vice
president project inance at UBS, brought
the Swiss bank's expertise to bear on
struefureng the deal.

What do wou think are the most sig-
miftcant inmovations  behimd the
Humber deal?

G- The major innowaton is that the con-
trocis lor dilferences (CFDs) are @hken
oul salely with shareholders and thak
seme of the shareholders are not UK
regionad electricity companies (RECs).
LIK HLECs = antil o = were thie onby coe
porates willing to take aut CFD%

Could you explain briefly how a CFD
wirks?

AR The CFD = easenleally a hedge, It s
similar comceptually th an interest e
hedgpe, T praject earns 3 revenue [rom
the pasl, Thiat revenue varies drmnatically
depending on the price = which, in urn,
can vary cvery hall-lsur. The CFD means
hat the countemars pay or receve the
difference betwern the pod and the pre
arreis price. 5o CFDw are bassenlly finan-
cial instminenis

Wouild g meree Ut it i also impor-
tant o bringe o oon-URK sponsiors,
heciuse the trend amomsgy BECs s
owihrdls concentriting on their core
activity? "
il S, ."'-lll'.-mu{l'l WLl ann'l have a e
plate: fiar all fegional electnicily companies =
wz still sese (hem geting mvaboed in PP,
Az a trend, however, Lhis s something
which has apened wp the market. The
marki:t has reeanusly relicd on RECs

i

Mow we see BREC: going back to their
core business of distributzen, wheare they
are sale and they have a monopaly.

RECs are faat the only customers. In
the market lor brge indwstnal users, any
intermediary can supply electricity, Also
the RECs won't have a franchised market
afier 1958, So, the market will get more
fragmented and more complex,

'_li"hu aother key inmovation is the non-
interruptable gas supply controcn
What is the advantage of this over the
traditional British Gas contracts used
in the ficst wave of UK [PPs?

ARK: This is a real cost saving. Baoth in
terms of ot having to build the facilities

Sponsors: MO (305, Midiends
Elestricity [25%), ABB [20%), and Tomen
[25%)

Advisers: Babeack & Brawn

Tomal cost: £520m (S800m]

Pricing: tranche A [E44m] Libor phus

7 Zop; tranche B [£394m] Libar ples 125bp
precompletion ond | 10kg pasi-cample:
tieen; brsrnche C [£34m] Libor phes 135kp,
tranche O [E28mi] Libor plus 125bp pre-
campletion and 110ks pedt-camplation,
ireneina E [£43m) Libor |:||u1. &2 Ehp_ e
trancha F (18] Liber phus 1 35bg,
Maturity: 15 years

Arrangerss MalWest Markesy UBS

far storing gas and ail, and also in tecms of
operating perfemance. British Gas, for
example, can intermupt gas supply o
something [fhe 30 days a year - a signifs
cant persod. Previously, we may have
amsumed that they would not exercise
those Agnes boo often, but mayhe they will,

[n the case of Humber. the supply from
Ll Exploration and Towal Oil Manne i
noa-inlerrwpah b,

Leasing ploys a large part in the
financing. How imporant was this
aspect o the srructure of the deal?

(G Humber really had o go for a lease,
hecauss it anly had one sponsor = possi-
by pwo — with sufficient tax capacity in
the UK to absorb its share of the tax
allowances coming out of the project. As
guchy, with the lease, it proved to be pretty
efficient for the consortium. Therefore it
was always on the cards that they wauld
appreciate the advantages of a leasing.

Did the leasing arrangement wark
well?

AN Yes. very much so. The most dilficult
negolMons are always going fo be
between the banks and the lesasr, gver
the inter-creditor agreement. But that is
where it helps o have a lessor who hos
been through thas process hefore,
MatWest Leasing & Assel Finance had
done the last four beases for projects in
the LK = that helped 2 ot

The syndicaton alse reflects the con-
sidernble appette in the banking
market for UK IPPs, Do you think
there 13 an equivalent appetite aon the
corporate side to develop them?

AR Mo, | think (here will by a few more,
bt Uhiew wall ehianpe =ach time in termes ol
hiow they will be struciured.

Betaeen 15N and 19492 the greenficld
grad-licee] [P Became a pretly hosmsge-
mosE cammodity, Humber has bt im
seseral innovations, and there will be fur
Lthier mnovatinns fe cach PP For esun:
ple, can you finance iL %o Ehat 10 ruRs
n'.:-.:-':':n: BT Ut fade manlfis il the !r".'!lr-’
Can banks ke some pool price risk?

W placed a Gir amount of relance n
Humber an wheres it was going to be placed
in the uncanstrained merdt ocder. In futune
it might he possshle i finance [PPs with a
degree of pool price nisk, if e project 13
sullciently high in the merit order. *
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