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Guidelines for the OPIC

Application for Financing
The following three exhibits should be reviewed and referred to by anyone who is considering OPIC as a source of long‑term limited recourse project financing. These materials will be useful if you are filling out OPIC Form 115 ‑ Application for Financing or if you would like to gain a better understanding as to how OPIC structures its loans and how OPIC analyzes the commercial risks of any project

Exhibit I

GUIDELINES FOR THE OPIC

APPLICATION FOR FINANCING

Exhibit I focuses on some of the key issues related to how OPIC approaches limited recourse project finance and the type of information OPIC requires from a prospective borrower. Each section is cross‑referenced with the appropriate section in the Application for Financing.

Exhibit II

THE APPLICATION PROCESS, TIMING AND FEES

Exhibit II explains how the OPIC credit approval process works, how long it should take and what it will likely cost.

Exhibit III

GLOSSARY

Exhibit III defines many of the terms that are used in Exhibit I and Exhibit II and also includes terms used by OPIC during the general course of business.

Exhibit I

GUIDELINES FOR THE OPIC

APPLICATION FOR FINANCING

_______________________________________

Below is a summary of OPIC's guidelines for a financing appli​cation. Please review these carefully. Each paragraph is cross-referenced with the applicable numbered section in OPIC Form 115 ‑ Application for Financing. This document is intended as a summary only and additional requirements may apply to your project. Any suggestion of terms is not binding for any actual transaction, which must be structured in accordance with its specific circumstances.

Part B

Question 3D

Project Company Eligibility

OPIC programs are available in some 140 developing nations and emerging markets worldwide. OPIC supports projects in sectors such as power, telecommunications, transportation and distribution, natural resources, and manufacturing. Projects must be commercially and financially sound, able to repay the loan in hard currency from project cash flows, and capable of providing the sponsors with a reasonable return. The project sponsors, as well as the proposed management, should have a significant continuing financial exposure in the project. OPIC is not a lender of venture capital and will only support protects involving commercially proven technology, products and processes. Certain projects are not eligible for OPIC programs for policy reasons or because of potential negative impacts on the U.S. economy, US. employment or the host country.

Part C

Effects of the Project on the U.S. Economy

In carrying out its statutory mandate, OPIC must determine that any project it supports does not have a substantial adverse impact on the U.S. economy or employment. OPIC will not support projects which result in the replacement or closing of existing U.S. facilities. OPIC will also decline to assist projects that are likely to have an adverse effect on the U.S. balance of payments.  Although OPIC assistance is not tied to the pro​curement of U.S. goods and services, OPIC prefers projects involving significant developing country or U.S. procurement.

Part D

Environmental, Worker Safety, and Worker Rights

OPIC is required by statute to conduct an environmental review of every project it assists and to decline support for projects that, in OPIC's judgment, would have an unreasonable or substantial​ly adverse impact on the environment of the host country.  Of particular sensitivity are projects involving tropical forests, national parks protected areas and endangered species. Investors are encouraged to discuss potential environmental impacts as early as possible in the application process and to provide envi​ronmental assessments when required. Additionally, no funds will be made available for any project or activity that contributes to the violation of internationally recognized workers' rights, nor will OPIC support any project, which could endanger the health and safety of employees or the public. Compliance with applica​ble corrupt practices laws is also required.

Key Elements in a Business Plan – Attachment I

Question 1

Track Record and Experience Requirements for Sponsors

All projects must be within the demonstrated competence of the proposed management, which must have a recent, proven record of success in the same or a closely related business. If the pro​ject is an expansion of an existing operation, historical financial statements provide a strong objective basis for demonstrating a track record. Financial statements of comparable entities man​aged by the investors are also a valuable indicator of competence and experience. OPIC typically requires audited financial state​ments showing at least three years of profitable operation as evi​dence of the required experience.

Financial Statements and References Required

As a public agency, OPIC must be satisfied that the proposed borrowers have sufficient management, technical and financial resources to perform their obligations under the project agree​ments. In order to make this determination. OPIC requires certain documentation including audited (if available) financial statements, 10Ks and 10Qs, unaudited financial statements, tax returns, bank statements, personal financial statements (assets, liabilities, and net worth), bank references, trade references, etc.

Question 3

Question 3a

Eligible Project Costs

The following project costs, including local costs, may be con​sidered as eligible for financing: feasibility studies, organization‑. al expenses, land, construction, machinery, equipment, training and market development expenses, interest payments during construction, startup expenses including initial losses, adequate working capital, and contingencies. In some cases, project costs which have accrued more than six months prior to the filing of a complete application may not be considered eligible for OPIC financing. Outdated, excessive and undocumented costs will be excluded from consideration. The following example may assist you in completing Question 3.

Project Costs ( $ in millions):

Pre‑Operating Expenses      $  5
                5%

Land


    15

15%

Building/Improvements
    25
 
25%

Equipment
  
    30

30%

Working Capital

    15

15%

Contingency

    10

10%

Total Project Costs
$100

100%

Question 3b

OPIC Participation

 OPIC may lend up to $250 million per project. OPIC may lend up to 50 percent of the costs of a start‑up operation, and up to 75 percent of the costs of an expansion of a successful, existing business. To mitigate unusual risks or for uniquely structured transactions, OPIC may reduce its exposure through co‑financing with other lenders or by requiring additional col​lateral. The following example may assist you in completing Question 13.

Financial Plan (in million(s)):

OPIC Loan


$  50

50%

Other Debt


    10

10%

Total Debt


    60

60%

Equity


    40

40%

Total Capital


$100
             100%


Loan Terms

Amortization of loans ranges from 5-15 years, depending on the project's needs, and may include suitable grace periods on prin​cipal. Interest rates and loan guarantee fees are based on an underlying cost of capital (comparable to U.S. Treasury notes or other U.S. Government‑guaranteed issues of similar maturity) plus a risk premium of between 2.0 percent and 6.0 percent depending on OPIC's assessment of the commercial and politi​cal risks involved. Since OPIC's programs support private sec​tor investments in financially viable projects, OPIC does not offer concessional terms usually associated with government‑to-​government lending, nor does OPIC normally offer financing of export sales unrelated to long‑term investment.

Investor Eligibility

OPIC requires that the project company have significant U.S. ownership ‑ generally at least 25 percent of the voting shares. (This requirement applies only to OPIC loans, and not to those interested in OPIC Political Risk Insurance.) OPIC requires that the eligible investor take an active role in the project through actual management of operations and proportionate voting control. OPIC may extend financing to a protect compa​ny in which host government ownership exists, as long as man​agement will remain in private hands and there is a strong U.S. involvement in other respects. Wholly government‑owned pro​jects are not eligible.

Question 3d

Form and Amount of Acceptable Equity Contributions

Equity should consist primarily of cash, but may also include property, plant, and equipment, valued at cost or at an indepen​dently appraised market value, whichever is lower. OPIC will also consider subordinated debt provided the terms and condi​tions are satisfactory. Intangible assets such as licenses, con​tracts, trademarks, patents, etc. are not considered to be eligible contributions to equity for purposes of meeting minimum equity requirements or for satisfying leverage criteria.

Question 3e

Leverage Policy

Investors must be willing to establish sound debt‑to‑equity rela​tionships that will not jeopardize the success of the project through insufficient equity or excessive leverage. Although the financial structure may vary with the nature of a specific busi​ness. OPIC generally requires that the project company main​tain a debt to equity ratio of 60 percent debt and 40 percent equity, after giving effect to the OPIC loan.

Limited Recourse Project Finance

OPIC provides "limited recourse" project finance in which funds are lent directly to a project company. "Limited recourse" means that, in addition to a pledge of the project company's assets and stock, OPIC requires third party undertakings (typically the sponsors/investors in the project) to provide financial support until the project is "complete" and can generate sufficient cash flow to operate on a self‑sustaining basis. Recourse to the third party for repayment during the start-up or construction phase is released once self‑sufficiency has been demonstrated (see Question 3F for a definition of' Project Completion Requirements").

Question 3f

Security

Security should consist of perfected senior liens on fixed assets, a pledge of shares, assignment of contracts, concessions or licenses, and escrow and other accounts. If the project structure or leverage deviates significantly from the norm. OPIC may also request a guaranty from the parent or affiliated companies.

OPIC requires that its security position be senior to or equal with other lenders to the project, and OPIC may share collateral on a pari passu basis with other senior lenders.

Project Completion Requirements

OPIC generally no longer has recourse to sponsors for debt ser​vice once the project demonstrates it can operate on a self‑sus​taining basis. This demonstration is accomplished by meeting tests of physical completion, operational and design capacity, liquidity and cash flow tests and legal conformance. OPIC, like other limited recourse lenders, requires that the principal spon​sors enter into an agreement to cover cost overruns and to guar​antee payment of the project's obligations (including payment of debt service) until project completion has been achieved. The sponsors must have the financial capability to perform their obligations under this guaranty agreement. Beyond project completion, OPIC requires sponsors to indemnify OPIC against potential liability caused by operations of the project.

Exhibit II

THE APPLICATION PROCESS,

TIMING AND FEES

_________________________________________

OPIC is the principal U.S. government agency providing project finance to U.S. companies in developing countries and emerging markets. OPIC operates in over 140 countries around the world and had a total project finance portfolio of approximately US $3.7 billion as of fiscal year end 2000. Project finance relies on the fundamental economics, management and creditworthi​ness of projects and does not require sovereign guaranties. OPIC has been a leader in the development of project finance over the last decade, and has financed projects in telecommuni​cations, oil and gas, private power infrastructure, and mining and manufacturing in countries ranging from Argentina and Russia, to the Philippines. India and Madagascar.

Based on our worldwide experience over the past 25 years, we can advise you that the process will be complex, time consuming and will involve a fair amount of transaction expenses. OPIC is committed to streamlining the process and we have made our Application for Financing and its guidelines as clear and com​prehensive as possible. This section will tell you what to expect in terms of process, timing and fees. Many of the italicized terms used here are defined in Exhibit III ‑Glossary.

The Initial Finance Application Review

Once a signed, complete Application for Financing is received, OPIC will make its best effort to conduct an initial screening and respond within four weeks. Preliminary, substantive discussions with OPIC Business Development officers will facilitate the application process. Completed applications will be reviewed in the order they are received. Applications received with inadequate or incomplete informa​tion can not undergo the initial screening process. At the end of the four-week period, an application will be either accepted for further processing and evaluation, or returned to the applicant with reasons as to why the project is considered ineligible for financing.

The Loan Documentation and Approval Process

Following the acceptance of a completed application and a favorable initial screening by OPIC, a retainer letter is normally signed between the applicant and OPIC, and a Retainer Fee is paid to OPIC. OPIC's Due Diligence review and the approval process will follow.

There are three or four steps by which a project is approved. The first is the initial screening by the project team; the second is the OPIC Credit Committee: and the third is the OPIC Investment Committee. If the OPIC loan amount requested is greater than $30 million, approval is required by the OPIC Board of Directors, which meets quarterly (March, June, September, and December). Following approval by the Investment Committee and/or the Board of Directors, a formal Commitment Letter is issued accompanied by a term sheet.

Once the Commitment Letter is signed, the Finance Agreement for the project is drafted. Following the signing of the Finance Agreement, the borrower must meet the Conditions Precedent (CPs) for disbursement set forth in the Finance Agreement. Once the CPs have been met, OPIC disburses the funds to the project either as a direct loan from its own funds (for projects sponsored by small businesses) or as a loan guaran​ty (funds provided by a qualified U.S. financial institution which are unconditionally guaranteed by OPIC and the full faith and credit of the U.S. Government).

Time Required to Process 

The OPIC Due Diligence process is extensive, is designed to assure that the project is viable, and that the Sponsors are quali​fied and willing to share in the risks of the project.

Under normal circumstances, if the project is eligible. most applicants can expect a Commitment from OPIC in four to six months. During this period of time, most of the Due Diligence, site visits and negotiation of the term sheet will be accomplished. The time required for drafting and negotiating the finance agreement and meeting the CPs will vary widely ‑from three months for a simple transaction to more than twelve months for a complex transaction in a country with an uncertain legal environment.

Project Finance Fees

By statute, OPIC must operate on a self‑sustaining basis. Fees are charged on a commercial basis. If your project is accepted for processing. then you will be required to pay the following fees:

Retainer Fee 

This fee is typically charged one-time or on a monthly basis. It is used to defray Due Diligence costs asso​ciated with the evaluation of an application. Fees are refund​able, minus actual out‑of‑pocket expenses, only under certain circumstances. This fee is paid upon signing of a retainer letter.

Commitment Fee

This fee is assessed quarterly as a percentage of the undisbursed and uncanceled amount of the Commitment. The Commitment Fee begins to accrue from the date of the signing of the OPIC Commitment Letter and typically ranges from 0.50% to 0.75% p.a.

Facility Fee 

This one‑time fee is based on the total amount of funds Committed by OPIC and is typically about 1.0%. A portion of this fee is paid upon signing a Commitment Letter, with the remainder typically paid upon signing of the Finance Agreement.

Cancellation Fee

This fee, usually a minimum of 1.0% of the canceled amount of the undisbursed Commitment, compensates OPIC in part for future income that will not be realized because of a cancellation by the borrower. 

Prepayment Fee

This fee is assessed on voluntary prepayments of principal (over and above any scheduled amortization) in the early years of the loan. This prepayment results in a reduction of income to OPIC. To compensate for such losses, OPIC typically assesses prepay​ment fees on a sliding scale, depending on the time since loan disbursement. Typical Prepayment Fees are assessed on a declining basis. Usually, there are no prepayment fees after the third year.

Loan Guaranty Fee/Interest Spread 

Under the loan guaranty program, OPIC Finance will charge the borrower a guaranty fee in the form of an additional spread over the base interest rate.  The base interest rate reflects: (a) the rate charged for comparable U.S. securities plus (b) a market spread reflecting market appetite for OPIC obligations.  Interest (including the OPIC spread) accrues on the daily outstanding principal balance.  The amount of the OPIC spread reflects the Finance Department’s assessment of the project’s commercial and political risks.  Eligible investors borrowing under the OPIC guaranty are protected by the full faith and credit of the United States Government.  Loan guaranty financing is available at fixed of floating rate.

Direct Loan Fee

Maintenance Fee 

This annual fee covers the anticipated administrative and external costs associated with the ongoing monitoring of the OPIC loan.

Reimbursement of Expenses

OPIC requires that it be reimbursed by the applicants for direct out‑of‑pocket expenses including legal costs of preparing the loan documents, and costs of the legal Due Diligence necessary to ascertain whether the project complies with local laws and regulations. The cost of consultants and experts required to do feasibility, technical, environmental or marketing studies and, in some cases, on‑going monitoring, and the cost of enforcing the loan documents are also assessed to the Sponsor or to the pro​ject company.

OPIC will require local counsel to advise on the host country law issues and may require outside U.S. counsel to assist with the transaction.  The cost of legal counsel will vary with the complexity of the deal.

Exhibit III

Glossary

____________________________________

The following terms are used frequently in the course of loan negotiations and, in many cases, appear in the OPIC Application for Financing. Cross references within the Glossary are shown in italics.

Beneficial Ownership

Ultimate ownership, whether directly or through ownership of intermediate entities.

Cancellation Fee

Fee paid upon cancellation of the commitment.

Collateral

Anything pledged to OPIC in support of a loan, in which OPIC has taken a security interest.

Commitment

Any extension of credit to which OPIC is committed. It is cus​tomary for OPIC to receive a fee when a formal commitment has been made by OPIC but has not been utilized by the bor​rower. Also see Commitment Fee below.

Commitment Fee

Fee accruing from the date of execution of the commitment letter on the undisbucsed and uncancelled portion of the committed amount of financing. This fee remunerates OPIC for commit​ting its assets.

Commitment Letter

A legally binding document between OPIC and the sponsor(s) which sets forth the main terms and conditions of financing. OPIC sets aside lending authority for a given project at the time of execution of the commitment fetter.

Completion 

See Project Completion.

Completion Guaranty

See Project Completion Guaranty.

Conditions Precedent or CPs 

Documentary, legal and other conditions required to be satisfied before the borrower can request a draw down or other facilities to be made available under the terms of the financing.

Debt Service 

The payment of scheduled interest and principal installments, liens, fees and other payments required under a finance agreement.

Default

See Event of Default.

Default Interest

Interest payable under the terms of a finance agreement on over​due amounts, usually at a higher rate.

Due Diligence

Process by which OPIC gathers information and reviews legal

and financial aspects of a project in order to determine all the

risks and risk mitigants in a lending proposal.

Environmental Effects

Impact on the environment from mining or reclamation of mined land, discharges, emissions, releases of noises, odors or any pollutants, contaminants or hazardous or toxic wastes, sub​stances or materials, whether as matter or energy, into ambient air, water, or land, or otherwise relating to the manufacture, processing. generation, distribution, use, treatment, storage. dispos​al, cleanup, transport or handling of pollutants, contaminants, or hazardous or toxic wastes, substances or materials. OPIC applies the stricter of International Bank for Reconstruction and Development ("IBRD" or "World Bank") or host country guide​lines in analyzing the environmental effects of the projects it supports. Please refer to OPIC's Environmental handbook for further information.

Equity

A company's paid‑up share capital and other shareholders' funds, sometimes including subordinated debt.

Event of Default

Failure to comply with the terms and conditions of a finance agreement. Events of default are listed in the finance agreement and may be "technical," "payment" or of a different nature and may result in the acceleration of the entire loan balance, termi​nation of the commitment or enforcement of collateral or other rights.

Facility Fee

A one‑tine fee equal to a flat percentage of the commitment made by OPIC, a portion of which is typically paid at the time of commitment, with the remainder paid at the signing of the finance agreement.

Finance Agreement

The principal document signed between OPIC and the borrow​ing entity which details the terms and conditions of the loan facility.

Guarantor

An entity or individual which has financial responsibility for ensuring that the project company satisfies its obligations under the finance agreement.

Guaranty Fee 

The fixed interest percentage, which is charged on the outstand​ing principal balance of the OPIC loan, that reflects OPIC's risk premium.

Interest Spread

The risk premium applied on a direct loan from OPIC.

Limited Recourse

A transaction where OPIC does not have full guaranties from the project company or its Sponsors over the life of a loan, but may seek guaranties up to a certain point in time or only for certain liabilities.

Limited Recourse Project

Finance Financing which does not rely solely on the value of assets or the support of the project sponsors or governments but rather in which OPIC relies principally on the project cash flows and assets, with limited recourse to the Sponsors.

Off‑take Agreement

A long‑term agreement to purchase a minimum amount of the product of a project, at an agreed price, often entered into on a take‑or‑pay contract basis (see below).

Prepayment

The reduction by the borrower, in whole or part, of a loan facili​ty prior to the scheduled date of repayment. In the event of partial prepayments, OPIC applies the amounts prepaid in inverse order of maturity.

Project Completion

Point in time in which the project is deemed to be able to satisfy its obligations to OPIC by itself, without direct support from a Guarantor. Project completion is determined to have occurred when certain physical, operational, legal and financial comple​tion tests have been met.

Project Completion Guarantor 

An entity or individual providing the project completion guaranty.

Project Completion Guaranty

A joint and several guaranty, usually signed by a creditworthy parent company or the project sponsor(s), guaranteeing the pro​ject company's obligations, including those under the finance agreement, up until the project teaches project completion. This guaranty obligates the Sponsors to provide any additional capital necessary to complete a project and to repay the OPIC loan, in full, if the sponsor(s) abandon the project or if the project never achieves project completion.

Recourse

The right of OPIC to recover principal and interest or other amounts from those parties to whom it has recourse.

Retainer Fee 

A one‑time fee charged prior to commencement of in‑depth due diligence on the financing request. The retainer fee covers the costs of OPIC due diligence on the financing request and demonstrates the sponsor’s good faith and commitment to obtain OPIC financing for the project.

Secured Loan 

A loan for which the lender obtains a registered legal claim over a specified asset or assets of the borrower (i.e., collateral) which the lender can use to obtain repayment in the event of non‑pay​ment by the borrower.

Security

Collateral offered or pledged to OPIC to secure a loan.

Small Business

Companies with annual revenues less than $250 million or/and individuals and other entities with net worth less than $67 million qualify for those OPIC programs that are limited to small businesses. 

Sponsor 

A principal owner of a project.

Subordinated Debt 

A loan whereby all payment obligations will rank behind or junior to OPIC's loan for purposes of repayment.

Take‑and‑Pay Contract

An agreement between a purchaser and a seller whereby the purchaser's obligation to make payment arises only if the prod​uct or service is actually rendered.

Take‑or‑Pay Contract

An agreement between a purchaser and a seller whereby the purchaser agrees to pay specified amounts periodically for prod​ucts or services even if the products or services ace not rendered.

Track Record Sponsor 

Sponsor with proven prior commercial success in the same or a similar line of business as the proposed project. Prior commer​cial success must be demonstrated in all aspects of the project including implementation. operation and management, and marketing and distribution of the project's output.

U.S. Sponsor

(i) A U.S. citizen, or (ii) a corporation, partnership or other asso​ciation created under the laws of the United States, of which more than 50% of each loss of shares or other equity interests is beneficially owned by U.S. citizens or (iii) a corporation created under foreign laws in which more than a 95% interest is owned by eligible entities (i.e., (i) or (ii) above), or (iv) a foreign entity (other than a corporation) which is 100% owned by eligible enti​ties (i.e., (i) or (ii) above). In order to qualify for OPIC financ​ing, at least 25% of the project equity must be beneficially owned by the U.S. Sponsor(s). This requirement applies only to OPIC loans, not for those interested in OPIC Political Risk Insurance.
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