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Abstract

For low-income countries, investments in infrastructures have alluring benefits, as well as daunting costs. Where transportation, communication, and power generation are inadequate, increased supplies can do much to boost productivity and growth. But where income and productivity are depressed by inadequate infrastructure, the financial sources needed to underwrite investments are difficult to mobilize. This depends from the fact that the lack of infrastructures limits investment and the lack of investment limit infrastructures.

Project financing is a great device to push development in remote areas, because it doesn’t require huge capital investment from local governments. This thesis has two main objects to be met. In primis, it wants to underline opportunities and threats financiers face when deciding to invest in the South-East countries, especially regarding how risks can be minimized in a region characterized by lack of information, immaturity of local capital markets and lack of legal infrastructure development. Secondly, through a deeply analysis of the economic model of growth adopted by these countries, it wants to underline discrepancies in the models, possible adjustments and future development. Thus, it has as secondary aim the will to foresee which sub-regions will be the future keys in the development of this geographical region. Policy makers, in fact, have a different objective compared to private companies: the benefits of the economic growth have to be share by the majority of the population. Therefore, they need to use project financing to push development all around the country and also they have to create the basic infrastructure to ensure that project financing could be used for it.  

A deeply analyse of the Bangkok Transit System (BTS) project has been provided with the aim to underline how project financing works in practise, focusing in particular to all threats financiers were challenged during the financial crisis that upset the Thai economy in 1997.
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	CHAPTER I:


	

	PROJECT FINANCING IN SOUTHEAST ASIA




1.1 RATIONAL
For low-income countries, investments in infrastructure have alluring benefits, as well as daunting costs. Where transportation, communication, and power generation are inadequate, increased supplies can do much to boost productivity and growth. But where income and productivity are depressed by inadequate infrastructure, the financial sources needed to underwrite investments are difficult to mobilize. This depends from the fact that the lack of infrastructures limits investment and the lack of investment limit infrastructures.

Despite the financial crisis, which first occurred on 1997 in Thailand, East Asian countries still represents the fastest economics region in the world, with economies expected to expanding by a 7% a year for the next decade. This expansion, however, have been put in danger by the fact that their infrastructures are not growing at anything like the same rate. As shown in the following table, prior to the crisis East Asia alone had been estimated of needing to invest up to $1.5 trillion in infrastructures, of which half only in China.  

	Table 1.1: Investment requirements in infrastructures, 1995-2004



	
	Power

$bn
	Telecom

$bn
	Transport

$bn
	Water and Sanitation

$bn
	Total

As % of GDP

	China
	200
	141
	302
	101
	7.4

	Indonesia
	82
	23
	62
	25
	6.8

	South Korea
	101
	32
	132
	4
	5.6

	Malaysia
	17
	6
	22
	4
	4.8

	Philippines
	19
	7
	18
	4
	6.8

	Thailand
	49
	29
	57
	10
	7.2

	Others*
	25
	18
	14
	4
	7.5

	East Asia⁪
	493
	256
	607
	153
	6.8

	* Cambodia, Fiji, Kiribati, Laos, Mongolia, Myanmar, Solomon Island, Tonga, Vanuatu, Vietnam and Western Samoa.  ⁪ Includes all the above countries.  Source: Infrastructure development in East Asia and Pacific, World Bank, 1995


Again, at that moment, East Asia countries were investing around 5¼% of their GDP in physical infrastructures, while accordingly to the World Bank report they would have needed to boost spending up to 7% or more.

However, many countries have still neither the finances nor the managerial resources to complete so many infrastructures projects, and thus their respectively government have to turn to the private sectors. A well-known way for obtaining the required resources is trough the so-called project-financing tool.

However, project-financing has attracted very little academic research interest, in spite of the fact that total financing routinely exceeds USD20 billion per year, project finance-related projects worth approximately USD300 billion are currently underdevelopment, and the financial packages themselves offer rich opportunities for testing core financial theories.

Projects financing are more expensive than conventional asset based financing, due to the greater amount of time and manpower resources required. However, it carries out well-known benefits, as:

1. Project financing borrowing is an off-balance sheet transaction; thus, it doesn’t affect the credit rating of the sponsor and its future capacity of borrowing. In other words, the project does not effect directly the D/E ratio of the sponsor, and so its credit rating. 
2. It represents the ideal solution for financing capital-intensive projects, such as infrastructures, because the risks associated to the project will be distributed among different participants.

3. Risks are shared among the sponsors, the lenders, the suppliers, the purchasers, and other parties, accordingly to the contractual agreement.

4. Special tax exception for capital expenditures and tax holiday will be hold, depending to the country.

5. The project will receive host government assurances.

1.2 THE CLASSICAL MODEL
The key participants of a project financing are:

a. Project sponsors: they have the duty of establishing a project company with the object of developing the project and providing the equity investment.

b. Host Government: for assuring the project has all necessary development permissions.
c. Construction company / consortia: in charge with the design and construction of the project’s facilities, accordingly to the contractual agreement.

d. Suppliers: in charge with the supply of materials needed for the construction and the operation of the facilities.

e. Operators: in charge with the operation and maintaining of the project facilities, during the life period of the project itself.

f. Off-take purchaser / end-user: the final clients.

g. Lenders: the providers of the debt financing.

Figure 1.1: The Conceptual Relationship Among the Parties Involved
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The project sponsors may play more than one role in the project.  In fact, they can participate in the construction, operation, and purchasing stages, etc… Nonetheless, their main duty remains to develop the Project Company (SPV), around which all the other participants turn.

Several kinds of lenders are possible: commercial banks, the central bank of the host country, multilateral funding institutions, as the Asian Development Bank (ADB) or the European Investment Bank (EIB), the Government Export-Import Agencies, as e.g. the Import-Export Bank of Japan. They enter into the project financing with the purpose of providing funds for the project, using a standard debt contract, which calls for regular repayment of principal plus interest. 

1.3 THE PROJECT FINANCE STRUCTURE
The project financing structure is strictly influenced upon the nature of the industry, the country, and project-specific features.

In this thesis work, the following points will be deeply analyzed:

a) The Production Payment structure.

b) The Forward Payment structure.

c) Build-Operate-Transfer (BOT) structure, linking the parties trough the following agreement and structures:

i. The concession agreement;

ii. The shareholders agreement;

iii. The Construction Contract;

iv. The Off-take / Purchase Agreement;

v. The supply agreement;

vi. The Loan Agreement and the security agreement.

d) The Co-financing agreement with the World Bank and/or the Asian Development Bank.

e) Project Risks Involved and Risk Mitigation.

f) Political Risk;

g) Foreign exchange risk, Interest rate and inflation risk;

h) Operational Risk;

i) Market risk.

1.4 PROBLEM STATEMENT 
Thus, despite the fact that East Asian countries still represent the fastest economic region in the world, with economies expected to expanding by a 7% a year for the next decade, their forecasted growth can be hampered by either a lower than estimate infrastructures’ growth or by a deeper downturn caused by the financial and economics crisis that hit the region in 1997. 

A lot of problems need to be analyzed and worked out as a part of the following research study. 

There are several major issues facing project financiers in Asia, and the most damaging of these is represented by the lack of legal and/or regulatory frameworks. Many East Asian countries, in fact, have started to passed and implemented bankruptcy laws barely after the onset of the ’97 crisis. Due to differences in the legal frameworks, the analysis will be carried on a country-by-country basis. Although some Asian policies makers have understood the opportunities and so implemented BOT structures, as China e.g., others, as Vietnam, Cambodia and Myanmar, register a lack of mortgage legislation making it difficult to obtain adequate security over real estate rights. In China the commercial law is unclear and includes a large body of unwritten laws and regulations binding only foreign investors.  In Thailand, as well as in other countries, an high degree of bureaucracy is present at every decision making level and can seriously affect the operating structure and implementation of the project. Least, but not last, question is related to how evaluate the corruption degree in this region and how it can affect the return on investments. 
Another important issue is concerning the contractual agreement signed among different agents: the negotiation process, the commitment of the parties involved, and the implementation and development of the SPV, etc…. In a world characterized by uncertainties, the selection of an appropriate partner can smooth all different stages of this procedure, but it takes time and commitment.
1.5 RESEARCH METHODOLOGY
1.5.1 SPECIFIC OBJECTIVE OF THE RESEARCH
· Deeply analysis of the project financing theory. 

· Deeply analysis of the economic and financial models currently used in Asian countries through two main economic theories: geographical economy and agglomeration of activities.  

· Classification of the projects undertaken in the Asian Countries – mainly in the Mekong sub-region – with particular focus on the amount of venture capital involved, type and number of agents, types of investment already set up, etc.

· Definition of business and investment opportunities, which could set up in the near future, their geographical localization and analysis. 

· Analysis of the legal framework of project financing in Asia, differentiations and similarities with the ones undertaken in the Eastern and Western part of the world.

· Analysis of the possibility of minimization of the risks involved through the adopting of the securitization technique of the debt of companies involved into the project.

· Deeply analysis of the Skytrain Project, which took place in Bangkok on 1999.

1.5.2 CONCEPTUAL FRAMEWORK OF THE STUDY
Figure 1.2: Conceptual Framework of the Study

[image: image21.wmf]Figure 2.1: Public Sector Borrowing requirement (percent of GDP)

-7

-6

-5

-4

-3

-2

-1

0

1978

1980

1982

1984

1986

1988

1990

1992

1994

SOURCE: WORLD BANK, 1994

[image: image22.wmf]Figure 4.2: P/E Ratio in the Stock Exchange of Thailand

0

5

10

15

20

25

30

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

Source: Bank of Thailand 1998a


[image: image1]
1.5.3 SCOPE OF THE RESEARCH AND DATA COLLECTION
To ensure validity of the research study, data collection comprised the following activities:

a. Government Data, and Classification of the project-financing projects.

b. Interviews with officials, corporate management level will help to find current and future trend.
d. Document Analysis of Government data and documentation, companies’ publications, on-line data and trend.

e. Legal Framework analysis both in relation to the one in use in selected Asian Countries than the one adopted in EU marketplaces: similarities and divergences.

f. Direct Analysis of the real case. 

1.6 PRESENTATIONS AND SCHEDULE OF THE RESEARCH REPORT
Chapter 2 will be developed analyzing the financial theory of project financing, with particular emphasis on the classical model adopted, main parties involved in a project, which takes place in Asian countries; and a synthesized analysis of main risks parties incur.  Chapters 3 will take into consideration the economic geography of Asian countries, the growth models adopted during last decades and their effects on the region development. Two main theory will be consider: the spatial economics and geographical economics theories, as well as a typical Asian phenomenon defined as the agglomeration of activities in well determined economic centres.  The study of the economics models adopted by Asian countries is fundamental for a wide range of reasons. In primis, it will gave us an idea of which kind of sectors have been push by the Government during the economic boom, and which tool have been used for it. Secondly, it will evince if distortions exist and eventually how can they be eventually mitigate. Also, we will take into consideration how transportation policy has been implemented in South-East Asia, with main regard of Thailand, underlining all possible future business opportunities in the region. On chapter 5th, we will analyze the capital markets development in the region, prior and after the financial crisis of 1997, and issues as the legal framework, with the aim of understanding the environment in which the Skytrain Project (described on Chapter 5th) took placed. Due to the lack of published information we have regarding the Skytrain project, some assumptions concerning the environment in which the project itself took place will be extrapolate from the MEGAMASTER Plan of the infrastructure development of Bangkok City, of which the BTS is a fundamental part. Chapter 6th will be entirely dedicated on analyzing all risks projects financiers incur when decides to implement a project in South-East Asia, and how these risks can be mitigate. A special attention will be given to an innovative way of minimizing the risks in period of liquidity problem best known as securitization of the debt and its applicability in the Asian environment. In the last chapter, we will make our final considerations.

1.7 SCOPES AND LIMITATION OF THE RESEARCH
The scope of this research is to determine an Asian model for project financing, business opportunities, legal frameworks in which companies operate opportunities and threats of such environment, and analysis of a real case of project financing.  

The main limitations of this research are given by:

1. The time required for finishing it.

2. The budget used.

3. The acceptance of the specific Companies selected for a more in-depth and analysis of the quality control system adopted.  

	CHAPTER II:



	

	THE PROJECT FINANCING TECHNIQUE




2.1 INTRODUCTION
Following the debt crisis of the early 1980s, developing countries significantly restricted public borrowing. The combined public sector borrowing requirement of all developing economies shrank from 6 percent of GDP in 1982, to 1 percent in 1993 (figure 2.1). While public funding has been reduced, infrastructure requirements remain high. 

Investment requirements tend to be dominated by the transport sector, followed by the energy, telecommunications, and water sectors. Required investments often reflect excess demand for services, implying that consumers are willing to pay more for them, although prices are set at levels too low to attract suppliers. 
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The last decade, and notably the period up to 1996, saw both a rapid expansion of private investment in public infrastructure and a sharp increase in private management associated with infrastructure’s services, especially in East Asia. The investment was fuelled by the development of newly and varying forms of private sector participations: BOT, build-own-operate, build-own-operate-transfer (BOOT), and concessions. Most notably, from 1990 to 1996 total net sources flows to developing countries from $101 to $285 billion a year (table 2); private flows rose from $44 to $244, while official development finance dropped from $56 to $51.  Cross-border flows dominate infrastructure finance for two main reasons: (1) the benefits investors’ gain from diversification; (2) underdevelopment of local capital markets in the countries involved.

Table 2.1: Net long-term resource flows to developing countries

	Year
	1990
	1996

	
	In Billion of dollars
	As Share of Total
	In billions of dollars
	As Share of Total

	Total Flows
	100.6
	100
	284.6
	100

	Sources:

	Official development finance
	56.3
	56
	40.8
	14

	Private Flows
	44.4
	44
	243.8
	86

	Recipients

	Public sector
	62.8
	62
	84.4
	30

	Private Sector
	37.8
	38
	199.7
	70

	 - FDI
	(24.5)
	(24)
	(109.5)
	(38)

	 - Portfolio equity flows
	(3.2)
	(3)
	(45.7)
	(16)

	No guaranteed debt
	(10.1)
	(10)
	(44.5)
	(16)

	Bond
	(0.1)
	(0.1)
	(20.8)
	(7)


Source: World Bank 1997a

Almost half of all private cross-border infrastructure finance appears to have been invested in East Asia and more than one third in Latin America, accordingly to World Bank data (1997a). The main challenger East Asian countries are facing is that, while the need of infrastructure projects is essential for guarantee a sustainable development, they have neither the required managerial experience nor the capital for developing such huge projects. In fact, infrastructure services are often considered essential by consumers, as we will analysis deeply on chapter 3. But they generally require large sunk investment, time to recoup, risks that private investors are not always committed to these projects without serious government support. 

Table 2.2: Private cross-border financial flows to infrastructure

	
	1988
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996

	Total
	0.1
	0.9
	2.0
	3.5
	5.8
	12.3
	15.7
	15.6
	20.3

	- Loans
	0.1
	0.8
	1.4
	0.1
	1.5
	6.3
	6.0
	11.1
	7.7

	- Bonds
	0
	0.1
	0.5
	0.7
	1.1
	3.9
	5.8
	3.3
	7.2

	- Equity
	0
	0
	0.1
	2.6
	3.1
	2.1
	3.9
	1.3
	5.4

	LATIN AMERICA AND CARIBBEAN

	- Loans
	0
	0
	0
	0.02
	0.2
	0.3
	1.6
	0.7
	0.7

	- Bonds
	0
	0.1
	0.3
	0.6
	1.0
	3.3
	3.7
	1.4
	4.4

	- Equity
	0
	0
	0.1
	2.5
	2.4
	1.1
	1.3
	0
	2.8

	EAST ASIA AND THE PACIFIC

	- Loans
	0.1
	0.8
	1.3
	0.05
	1.2
	4.6
	3.4
	6.1
	4.9

	- Bonds
	0.1
	0
	0.3
	0.2
	0.2
	0.3
	2.1
	1.7
	2.4

	- Equity
	0
	0
	0.02
	0.1
	0.6
	0.8
	1.3
	1.0
	2.0


Source: World Bank 1997a

In such a scenario, newly financial instruments, as project finance, and the globalization of private investment funds play a major role in the expansion of the infrastructure sectors in most countries. Multilateral development banks and bilateral development agencies, as well as the international financial community have been supported private sector participation (PSP) in infrastructure enthusiastically. But fewer transactions were completed in the more complex and costumer-focused areas such as water, electricity distribution and transport infrastructure than in power generation. 

Figure 2.2: Sector composition of infrastructure financing in developing countries 
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2.2  REASONS FOR ADOPTING PROJECT FINANCING
The demand for infrastructure investment in Asia is much greater than the public sector can finance. The World Bank (World Bank Report, 1995) estimated the indicative infrastructure investment for Asia for the decade 1994-2004. The transport sector demand was estimated to be about US$500 billion. The proportion of transport sector funding represented by the roads sector was not clearly defined, but would probably represent the majority.

Figure 2.3 draws on a Euromoney (CapitalDATA) database and highlights the dramatic growth, and subsequent decline of infrastructure funded trough project finance in selected East Asian countries. The pre-crisis level of nearly US$41 billion for 1996 contrasts sharply with the estimated level of the end 1980s, when the total market for funding projects was less than US$5 billion per annum, as well as with the crisis figure of US$12 billion for 1998. Notably, the telecommunications sector has shown the most dramatic decline, reflecting the fact that such projects are typically purely private funded, and bear demand risks in a newly open environment.  

The essence of private sector participation in projects for use by the public at large – mass transit system – is the provision of investment without recourse of government supply or guarantees. 

Figure 2.3: Project Finance
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                           Source: Euromoney (CapitalDATA) database, 1999

However, experience demonstrates the importance of the right transportation policy. Transport is central to delivery prosperity and to enhance the quality of life to which most countries aspire. In fact, transport policy can become a catalyst for creating synergy in public policy, delivering a wide range of benefits, or its failure can create bottlenecks (e.g. in Thailand) and frustrate the best-prepared plan. In the 3rd chapter, we are going to analyze the economic geography of South-East Asia, and Thailand in particular. The main goal will be to show what kind of economic model of development has been adopted since now, and how using the project finance tool – on transportation infrastructure – for implementing the better growth policy, taking into consideration the potentialities of each zones. In the past, in fact, policy makers generally reproduced policies implemented abroad, just extrapolating them from diverse environment, under the assumption that “if it was good for […], it would be the same in another region, with just few adjustments”. Actually, transport policy has partaken of many new challenges, such as: (i) the policy must be sustainable in the long-run; (ii) markets must set the transport agenda for the long run period. 

Accordingly, the World Bank (World Bank, 1996) published its conclusions after a substantial review of policy, defining three main strands to be implemented in defining the “right infrastructure policy”: (i) economic sustainability, (ii) social sustainability, the problems of poverty reduction; and (iii) environmental sustainability. 

A principle problem to be overcome when considering private sector participation is the difficulties associated with taking security over the project. In many cases, the assets that will actually e constructed will have little inherent value on the open market; mass transit system constructed in Bangkok cannot be sold elsewhere! The only possible buyer would be the local government, which in this case will have a high buyer purchasing power. 
During the last five years, from July ’98, the majority of the countries in exams have experienced a huge economic and financial crisis, which spread contagiously elsewhere. Thus, there is a huge investment shortfall that the private sector is required to meet; yet the impact of the crisis is very likely to be a reduction in sector funding. Accordingly to an ADB report (2000), the following responses to the crisis are taking place:

· Government transport infrastructure budget are being cut, due to the reduced economic growth, and increased priority in social spending in the short-run.

· Project costs are increasing in domestic currency terms, as currencies have depreciated.

· Traffic and revenue are stagnating, and forecasts are being revised downward, due to the lower economic growth and incomes.

· Weak property markets have undermined the prospects for project finances to be supported by property deals.

· Many private investors have been badly hit by the shock.

If the right steps are taken, investor confidence will be re-established. The next five years period is the time when concerted action is required:

· It provides the opportunity for government to create the necessary PSP environment.

· Investors are now forcing a much more rigorous appraisal of projects than hitherto.

· It is at the time of the crisis that the people’s minds open up to new ways of doing things.

· The crisis reinforced the need for a change of focus to include lower-cost/higher-impact PSP modalities, as well as massive BOT infrastructure projects.

Furthermost, the recession that interests the rest of the world, and especially the so-called “wind-of-war” on the line West-Middle East could negatively effects future economic growth of this particular region, and it should be analyzed deeply in future studies. These negatively factors can be linked to two main probable issues: a) illiquid capital markets in industrialized countries, which in turn can lead to a decreasing in capital flows to developing countries, due to a not sure but probability of protectionism sentiment in the foreign investors; b) decreasing in countries revenues under the voice tourism; c) decreasing confidence in foreign consumers; d) higher petroleum market prices: most of the countries in exam need fuel to boost their economy, higher world prices will lead to higher companies’ costs and so lower income and tax payable.  As we will see in the next chapter, the majority of the East Asian countries have adopted an export-oriented economic model of growth, known in the West as the “Japanization” of the Asian economies. Thus, their development is strictly linked to foreign demands for local products. A recession in the US and EU markets, as well as a now almost irreversible stagnation of the Japanese economies and the emerging of the Chinese economy can deeply affect a harmoniums development in South-East Asia.    

2.3 WHO IS INVOLVED IN A PROJECT FINANCING STRUCTURE?

The participation of the private sector in the transport industry ranges from service contracts to the management of the public sector projects – where the private sector invests no capital nor accepts financial risks – to the construction, financing and operation in perpetuity of major facilities. The various contracting agreements can be organized under private sector ownership, Build-Operate-Transfer concession, construction contracts and operating facilities. Therefore, the structure of project finance varies contracts by contracts and it can be quite complex, due to the numerous parties, each with different interests, involved on it. Generally, the participants and their roles can be summarized as followed:

A. The project sponsor. Its (or their in case of more than one) objective is to establish the project company – generally known as the special project vehicle or the SPV – for the intending of developing the project and providing the equity investment. 

B.  Host Government. Its presence is necessary for giving the permission for the development of the project and to provide the support necessary for it. As we will see later in this paragraph, when a development bank is present in lending the investment for a project in Asian countries, the host government’ s commitment is compulsory to ensure either a sustainable national transportation strategy (EBRD and IADB) or contractual obligations by the political parties (ADB).

C. Construction Company/Consortia. It has the obligation to design and construct the project’s facilities. In case of project finance in Asia, the construction company is a host company. The reasons for this are numerous and can be both technically than economically/financially. A host company has more access to the labour market and more information on the legal framework. At the same time, only construction companies with a specified volume of businesses per year – depending to one financial market to another – can be eligible of using the bond and/or equity instruments locally. 

D. Suppliers. Their main goal is to supply the materials for the construction and the operation of the facilities. The supply company can be both host and foreign company, due to the fact that the use of up-to-date and state-of-the-art technology is a key factor for obtain the host government support. In fact, in case of a foreign supply company, the host government generally ensures the no-taxability of import machineries or raw materials, which cannot be found locally at the same price or quality than abroad.

E. Operators. They have the duty to operate and maintain the project’s facilities. 

F. Off-take purchasers/end-users. The intermediate and/or final costumers.

G. Lenders. They must provide the debt financing. Several kinds of lenders are possible: commercial banks, the central bank of the host country, multilateral funds institutions, and the like.
The major development banks, which concur in project financing, are: the Asian Development Bank (ADB), the World Bank (WB), the European Bank for Reconstruction and Development (EBRD), and the Inter-American Development Bank (IADB). Their involvement in private financing of infrastructure is detailed in Table 2.3.

Table 2.3: Development Banks involvement in Private Financing on Infrastructure

	Bank
	Lending to the Public Sector
	Private Sector Investment
	Private Sector Guarantees
	Investment in private Xway projects

	ADB
	Yes
	Yes (equity & lending via Private Sector Group) and Co-financing
	Yes –partial credit and partial risk
	1 project in Thailand

	WB group
	Yes
	Yes, (International Finance Corp. (IFC) – equity and debt, quasi-equity and financial risk management products incl. Loan syndication
	Yes – against political risks and to match debt duration to project requirement
	2 in Argentina, and 1 each in Mexico, Colombia and Brazil

	EBRD
	Yes
	Yes
	Yes
	2 in Hungary

	IADB
	Yes
	Yes and co-financing
	Yes
	2 in Brazil, 1 each in Colombia, Panama and Uruguay


Source: ADB, (2000), “Developing best practices for promoting private sector investment in infrastructure: road”, pag.28s

Development banks have broadly similar policy towards private sectors investment in infrastructure. The main requirements are summarized as followed:

1) Compatible with country/sector strategy. All banks require government’s commitment; the compatibility with a coherent and sustainable national transport strategy (EBRD and IADB); and contractual obligations by the political party (ADB).

2) Technical feasibility.

3) Economic viable. In particular, the IFC requires benefits’ guarantees on local economies, while EBRD up-to-date, state-of-the-art traffic and revenue study by independent consultants and suitable EIRR and benefits to local and international economy.

4) Environmental Impact Assessment.

5) Institutionally and financially suitable. The ADB requires that the majority of equity owned and operations must be controlled by the private sectors and it does not support project, whose success is tariff protection or government investment dependent. The EBRD instead requires appropriate legal framework, state guarantees, mitigations measures in case of government actions materially and adversely affecting the concessionaries and insurance, bank ability and not less than 20% of equity. In case of IADB, the borrower must be established company within the laws of the country in which the investment is to be made, and nationals of IADB member countries must hold the majority of share.     

6) Limits on banks exposure. In all case the bank exposure is limited to 25% of the total costs of the project, except for EBRD case with 35% of limitation.

7) Competition for the concession. IFC and IADB do not required anything, while for ADB and EBRD is compulsory the existence of a competitive and transparent bases for bidding process of projects.

The management in project finance, unlike that in conventional corporate finance structure, plays but a small role. In fact, as we will see later, all risks are contractually allocated, and the allocation of control is like giving lenders veto power over decisions of sponsors or operators.  

2.4 PROJECT FINANCING STRUCTURES
A lot of options exist for involving the private sector, which allows differing transfer of responsibilities and risks. The full spectrum of PSP modalities is as follows:

· Maintenance Management Contracts – the private sector maintains an existing road under performance specifications, for which it receives payments from the government.

· Turnkey Contracts – the private sector designs and constructs a new road, to government specifications, and receives a fixed payment on completion.

· Operation (tolling) and Maintenance Contracts – the private sector maintains the road to agreed standards, and collects tolls from users, which finance the maintenance.

·  Rehabilitation, Maintenance and operation – the private sector undertakes significant rehabilitation works to bring the existing road to agreed standards, maintains it to those standards, and collects tolls to finance both rehabilitation and maintenance.

· BOT and its variants – the private sector undertakes ad finances design, construction, tolling, and maintenance, usually of large infrastructure projects. The private sector can also ear much of the risk – depending on the negotiating concession agreement.

· Corridor Management Contract – the private sector undertakes new construction and the maintenance (or rehabilitation) and operation of existing facilities. It allows government and the private sector to consider the roads on a corridor or network basis.

2.5 THE BOT STRUCTURE
The typical PSP modality for Asian expressway has been that of BOT – new construction undertaken and finance in the private sectors with operation and toll collection to secure financing over a 20 to 30 years period, after which the asset returns to government. BOT concessions have become popular in recent years as a means of inducing the private sector to assume leadership in funding risk and debt capital to construct major infrastructure projects. As compensation for this service, the investor is allowed to operate facilities, which have the character of monopoly and are seen as a prerogative of the public sector.  

2.5.1 THE CONCESSION AGREEMENT
The BOT structure is essentially based on the concession agreement, which is an agreement between the host government and the project company, or the sponsors, to grant the project company the right to build and operate the project and, usually, to public access public utility. The agreement specifies the concession period, which represents the period of time in which the company will own the project itself, the end and reasons of which the project is to be transferred back to the government entity. Especially in case of project finance in Asian countries, the concession agreement have to clearly specify the responsibility of both the company and the government, or the state entity, the way of limiting and resolve disputes, and the like. This is related to the fact that much Asian countries legislation, with the exception of few – China and the Philippines – do not state a clear BOT law, but just take into consideration vague investment regulations – as in Vietnam, Laos and Cambodia. As we will analyze later on Chapter 5 when we briefly compare two different projects, which took place in Bangkok during the 90s – the Hopewell project and the Sky-train project – we will see that one of the reasons why the former failed while the latter succeeded was also depending on how the concession agreement was discussed. 

By the way, a concession agreement is essentially required for:

a) Transferring back the infrastructure to the government – or the relevant authority – at the end of the concession period;

b) Obtaining approval from different authorities in planning permission to build the facilities, environmental approval, import licenses and most important the use of land. 

The concession agreement, particularly in Asia where each country has developed its own style in developing BOT projects, can take a multitude of forms. In Thailand, a quite number of infrastructure project have an agreement expressively named concession agreement. In Hong Kong, the concession takes the form of an Ordinance or an Act of Parliament, while in China it has the form of a joint-venture contract. Specific BOT legislation has been passed in both the Philippines and Vietnam, although in the second case the legal framework is still less than adequate, due to the lack in existing commercial legal framework. As previously defined, the primarily purpose of any concession agreement is to set out the varying interest and requirements of the main parties involved and to allocate risks. For this reason, due also to the lack of clearly investment laws, concession agreement in Asia are becoming more and more detailed to increase certainty.

2.5.2 THE SHAREHOLDERS AGREEMENT
The sponsors set up the project company for the sole purpose of developing the project. The sponsors enter into a shareholders agreement, which clearly states each of the sponsors’ equity distributions and ownership interests in the project company. The agreement also specifies all the other obligations and rights of the sponsors with respect to each other and to the project company. This agreement is quite important especially in case of bankruptcy of the project company, because it underlines the proportion of ownership among the sponsors and their relative obligations to creditors. Most of Asian countries legislations require that the majority of the shares of the project company has to be on the hand of local companies, while for some development banks, who can eventually participate in the project, it is compulsory that more than 51 percent of the SPV has to own by the private sector.    

2.5.3 THE CONSTRUCTION AGREEMENT
The project company will enter into the construction contract with a contractor or a contractor consortium. This is typically a fixed price, lump sum, and date-certain turnkey contract under which the contractor is responsible for the design, construction and development of the project facilities, under well-determined quality standard measures. Generally the project completion risk is allocated to the contractor or contractor consortium, which guarantees for it through financial instruments as performance bond and/or a credit-worthy bank.      

There are many forms of constructions contracts, which can be broadly categorized under the headings of:

a) Cost plus contracts – whereby a contractor is reimbursed its actual expenditure plus a percentage mark-up or a fixed management fees;

b) Measured rate contracts – where rates for construction tasks are agreed at the outset and payment is based on the actual quantities construct;

c) Lump sum contracts – which is a fixed price for undertaking all contractual obligations, variable only should the owner makes changes or owner-responsible risks materialize;

d) Turnkey contract – a variant of the lump sum contract whereby the full responsibility for design, procure, construct and commission is taken by the contractor, leaving the owner to merely turn the key at the end of the process to commence operation of the facilities.

2.5.4 THE SUPPLY AGREEMENT
The supply agreement is a long-term – usually equal to the concession period – made between the company and the suppliers, whereby the suppliers assures the delivery of materials under well specified quality standard at a “semi-fixed” price. Generally, in fact, the price is directly depending on same variables, as the consumer price index or another specified index. The supply agreement is on a put-or-pay basis, where the supplier has to delivery a well-determined amount of materials, under specific quality, in a well-determined period of time – the delivery time – or paying the SPV the extra costs incurred in obtaining an alternative supply.

2.5.5 THE OPERATION AND MAINTAIN AGREEMENT
The project company employs the project operator through the O&M contract. This is a long-term agreement, which specifies the responsibilities of the operator and the amount of fees payable to him for the services rendered. Generally, the O&M period coincides with the concession period and the SPV is entitled to replace the operator under well-determined circumstances specified in the contract. Like the arrangements described above, the operator is liable to pay for below-standard performances and is entitled to the bonus for above-standard performances.   

If the private sector owns the facilities, the operating concession represents the only contractual arrangement between the public and the private sector, whereby the public sector grants to the private sector the right to operate transportation services within a well-defined geographical area. If, instead, the public sector owns the system, for example by means of a public sector transit agency, the involvement of the private sector is limited to service contracts, such as for security, cleaning and maintenance. 

In case of the public sector perceives advantages in having a private company running the transit system, the most common forms of contract are the management contract and/or the operating concession. The differences between the two are mainly in the:

1) Length of contract – shorter in case of management contract;

2) Scope of the contract – in management contract come functions can be performed by the public sector;

3) Financial involvement of the private sector.

The contractual relationships since now analyzed can be graphically summarized as followed:  

Figure 2.4: The Contractual Relation
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2.5.6 THE LOAN AND SECURITY AGREEMENT
A project is usually funded by both equity (capital contribution and/or subordinated loans) and debt, although generally the proportion is typically 1:3, respectively. The loan agreement is the agreement between the borrower and the lenders with the aim of providing the debt financing of the project. As we have already underlined, generally the development banks entering in these kinds of contracts are willing to accept not more than a well specified risks, equals to 25 per cent of the total project costs (35 per cent in case of IADB) or less than a well-defined amount – which varies from one bank to another. However, due to the high risk in financing infrastructure in developing countries, the loan may be multi-sourced, and take the form of syndicate loans from a group of commercial banks and multilateral institutions, which tend to operate in pool. Generally a bank takes the position of Principal Bank and it has the duty to organize the negotiation of the contract, to substitute an investor, and the like. As in case of project finance, the organization into a pool of the lenders is necessary to allocate the risk of the investment among the parties, on the basis of the principle of risk diversification. 

Generally the lenders want their loans be secured and they enjoy a senior-status over the borrower’s other debt, although it could lead to a moral hazard problem, due to the existence of asymmetric information.        

2.6 PROJECT RISKS INVOLVED
The success of the project entirely depends on throughout identification of the project risks involved and how the risks are mitigated and shared among the parties. Risk refers to circumstances outside the direct control of the parties, which have a potential impact on the project or the operation thereof. An analysis of risks and their mitigation is a critical component of the process of selecting a financing strategy and implementation approach. Although a deeply analysis of risks involved in project financing will be described in chapter 6th, we believe it is necessary till now briefly consider their implication on the project.   

Common risks in project finance are: Political risks; Foreign Exchange risks, Interest Rate risks and Inflation Risks; Construction and Operation Risks; and Market risks. To better analyze the impact of risks at different project stages, it could be easier schematized the project graphically as followed:

Figure 2.5: Types of Risks at different Project Stage
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2.6.1 POLITICAL RISKS
Country risk, also called political risk, is the uncertainty of returns caused by the possibility of a major change in the political or economic environment of a country.  Typical events that affect the country risk are war, revolution, foreign exchange country problems, such as convertibility and availability, export restrictions, nationalization or expropriation risk, changes in law, and any other government interventions, which occur during the implementation of the project and result in loss or reduced profitability. Political risks are paramount in developing infrastructure in Thailand today using any form of privatization contact and will be presented throughout the project life. Theoretically, political risk could be mitigate obtaining political risk insurance, which is however quite expensive and not often used by borrowers. A more financially acceptable way of mitigating country risks is through procuring a syndicate loans from a range of countries, including the host country, especially when the transport project interested neighbouring countries – in example the Mekong Mega-project. Many projects try to obtain a guarantee of foreign currency availability and convertibility from the central bank and/or appropriate agencies. Political risks can occur at every stage of the project, and of course more delay in the occurrence, more costly the risk is.  

Asia is fraught with political risks. Thailand, for example, is a functioning multi-party democracy, but has a history of frequent military intervention by coup d’estas, as we will analyze in Chapter 4. 

2.6.2 FOREIGN EXCHANGE RISKS, INTEREST RATE RISKS AND INFLATION RISKS
Foreign exchange risk, interest rate risk and inflation risk are respectively the uncertainty of returns caused by the fluctuations in the exchange rate, changes in the term structure of interest rate and in inflation rate during a specified period of time. The typical way of managing such a risk is represented by the using of option, future and insurance tools. The main problem facing Asian developing countries is however the underdevelopment of both bond and derivative markets, which limited the possibility for companies of using covering instruments. Generally, these kinds of risks can be minimized in Asia thanks to government’s guarantees and other forms of support in case of excessive currency devaluation, volatile interest rates and no-under-control inflationary problems when they get out of a well-defined rage of values, previously defined.     

2.6.3 CONSTRUCTION AND OPERATION RISKS
The construction and development risks occur during the construction period and imply the evaluation and implications of:

a) Shortfall in expected capacity, output and efficiency;

b) Shortfall in expected mineral reserves;

c) Cost overruns;

d) Delay in completion;

e) Underestimation of availability of land, building materials, energy, raw materials, workforce, management personnel, reliable contractors and/or transportation;

f) Force major.

Through the contractor agreement, the risks are generally allocated to the construction company, who has the duty to finish the work under well-determined standards, in term of quality, time and the like. In the majority of the case of infrastructure projects in Asia, in the contractor agreement is specified that the contractor have to issue a performance bond – in other case through simple guarantees or letter of credit – for a certain proportion, generally from 5 to 10 percent, of the contract price. This is a kind of completion guarantee, which is a guarantee of performance of the project company’s obligations to the point of completion. It’s particularly important for large-scale infrastructure projects characterized by: (1) long construction period; (2) capitalization of interest during the construction phase; and (3) high costs and high risk during the construction phase, in contrast to low unit cost and lower risk during the operation stage. 

Thus, when any delays, costs overrun and the like occur during the construction phase, it is necessary to understand what caused the problem. In case it depends by the sponsor or the contractor, the risk will fall on the sponsor, who, in turn, will attempt to lay it off on contractor. In most of the case, on the contractor agreement it is clearly specified the amount by which the contractor is responsible through performance bond or credit bank. If the delay is substantial, the government can have the right to terminate the contract. This was the case of the Hopewell project, which took place in Thailand during the 90s, and that, was terminate after 6 years of work.

Equally, there are situations where the delay is caused by the government, and thus the responsibility fails on it. Typical situations arise when government fails to build the necessary connecting infrastructure or facilities or to give the required guarantees for the use of the land. In these cases the government is likely to make some concessions, as for example financial support.

Completion risk is really a combination of the two risks already explained – costs overrun and delay – combined with the risk of failing the technical and/or performance specification of the project. Generally, this risk fails completely on the hands of sponsors and contractors, and it is taken into consideration in the turnkey contract, which has been stipulated between these two parties. 

Force Majeure is the risk of main changes, which cannot be defined previously in the contract. The law definition of fm differs countries by countries, depending on the kind of jurisdiction in use: common or civil law. In example, while in China the parties generally try to renegotiate the contract when a force Majeure event occurs, in Hong Kong the responsibility fails completely on the sponsors’ hands, which typically try to mitigate it issuing an insurance contract.           

2.6.4 MARKET RISKS
The market risks consist of the demand risk and the price risk, which are respectively the uncertainty over the quantity of the actual demand for the product or service and the resulting purchase price. 

Asia’s immature markets seriously lack efficient pricing mechanisms. 

Many of the privatized services concern basic necessities, which have been historically provided to the population at price in many circumstances below the variable costs of the services offered. 
The question of whether or not the price of the toll – or in other case, the simply price of the product – can be amended in order to achieve an agreed return for the sponsors is an issued that has received a great deal of attention in Asia over the last few years. If the product is sold directly on an open market, the price risk doesn’t exist. In case of toll road price, the price risk exists and its incidence is quite important on the project’s profitability.  

Correlated to the price risk we have the volume risk, which is concerned of how much traffic will go through the road.   

Market risks are quite typical in East Asian countries and it is directly linked to Asia’s immature markets in defined an efficient pricing mechanisms. The main issue is connected to the fact that generally privatized services are charged at prices below the service’s variable costs, as it happens in Pakistan. This is concerning three main elements: 1) a lack of information on price elasticity, domestic demand and the like. These kinds of information are just on the hand of local governments, and it results very difficult the use of autonomous agencies, which typical exist in the West; 2) lack of supporting infrastructures. In example, consider the case of a mineral company: in case of over-capacity used of railways, and too expensive used of highway system can dramatically increased variable costs of the project; 3) the concept widely used by Asian governments that the price for services offered has to be determined on a fair basis – thus, relating to how much a client can spend now for a given service, than how much is willing to spend for having more efficient services – than on market basis.

2.7 CASH FLOW ANALYSIS 
Recent project finance such as the EuroDisney and the Bangkok Expressway provide a clear understanding of what can happen when the assumptions about the consumers demand and the price they are willing to pay are overestimated.  

The most popular measure of the profitability of a project is given by the Net Present Value (NPV) technique, calculated using the following formula:
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The main elements, which composed the NPV, are:

1)  The investment costs represented by the letter I. It defines the amount of the capital costs needed for the project and includes the construction costs, the raw material costs, the management costs needed during the implementation of the project, and the like. It has negative correlation with the NPV, thus higher investment costs imply lower net present value and so lower profitability.

2) The operating costs C, which occurs during the lifetime of the project, and includes, among others, maintaining cost, all variable costs of the project, as well as the fixed costs. It is calculated for each period of the project, and is negatively correlated with the NPV: higher investment costs – below the revenue – lower NPV 

3) The revenues R forecast to be generated of the project itself each period; it is positively correlated to the NPV.

4) The rate of return of the project r. It include the interest rate related to the project and depends on the cost of capital and cost of debt, inflation and exchange rate and inflation rate.

5) The time-period of the project t.
The NPV is, in other words, the difference between the present value of cash flows forecasted for a determined project and the project’s investment itself.  It is widely used for determining the choice between two, or more, investment projects – the best investment is the one with higher NPV – in the West, while it’s under-utilized in Asia, because the discount rate is difficult to be computed. Especially in Asia, the NPV, or its modification as the ADP, are not widely used to the lack of information concerning similar projects, underdevelopment of capital markets, preferences by local investors in using the bank system than the financial system, and the like. Related to the NPV technique, we have other measures as:

· Internal rate of return (IRR): This is the rate of return of the cash flows generated by the investment when the NPV is equal to zero. The project is acceptable if the IRR is higher than the cost of capital.

· Payback Period (PP): which is the time required to recover the initial investment. Shorter the PP, more attractable is the project. In practice, it is calculated given values to all variable, except for the t, which represents the PP.

· Duration: This measures the weighted average of the present value of the projected cash flows.

· Return of Investment (ROI): is the index of profitability of the capital invested. Generally, ROI is considered acceptable if it is above the prime-borrowing rate from 8 to 10 points. 

· Return on equity (ROE): is the IRR for the leveraged projected cash flows to be generated by the project. The project is desirable if the ROE is above the prime rate of 10 points.    

A better instrument used to analysis the future probability of the investment’s profitability is given by the cash flows analysis, which is based on a financial study of several sensitivity analysis, to determine if adequate cash flows and earnings can be generated or if the service coverage ratio (DSCR) for each year is higher than the bottom line of the project. 

	
CHAPTER III:



	

	THE GEOGRAFY OF SOUTHEAST ASIA 




3.1 INTRODUCTION
Since recent years, the Asian region has experienced an extraordinary economic boom, which has completely changed both the social and geographical environment. Economists called for an Asian Miracle, due to the economic jump most countries were subjected to, passing from a typical underdeveloped agricultural economy to an industrialized economy, surpassing all intermediate steps. In fact, they reached their pre-industrialization stage in just 50 years, comparing to the two century needed by the European countries. However, this fantastic growth has its advantages as well as disadvantages. In the next chapter, we are going to deeply analysis the main challenges these countries faced in the last decade. At this stage of our research, however, we strongly believe in the necessity of analysis the economic development of the region, emphasizing opportunities and threats. 

Spatial economics and economic geography are highly correlated and mainly concerned with the (use of) space. In most scientific economic fields few or no attention is given to the influence of e.g. distance or vicinity on economic decision-making processes. Distance, vicinity and derived factors such as accessibility and imago most certainly have an influence on economic development. This can be seen in the fact that economic activities are spread unevenly not only over time but also over space. In other words, there are considerable spatial (regional) economic differences within and between regions. These differences can be illustrated by questions such as: 

Why exactly did Honda establish a Japanese branch office in Pattaya? What are the consequences for this region and the surrounding regions? Which impact does a so-called monoculture have on an economic region and why do these situations exist in some regions, but not in others? Why are there such eminent differences in Asia when it comes to employment – and thus indirectly population – issues? Which influence do these differences have on business settlement attractiveness of a region? Can something be done about these differences? 

The main goal of a policy maker is to achieve an economic development not just feasible, but also sustainable in the long run. A typical mistake made by policy-makers in the recent past has been to “extrapolate” an economic model successfully adopted elsewhere, and applying it directly to the domestic situation, with small adjustments, for achieving the faster possible development, completely underestimated the human factor. The South-Italian experience is a good example. During the 70s, the Italian Government tried to encourage the development of the so-called Mezzogiorno
, through a tax-free policy for companies, which decided to localize there part of their production facilities. The main goal was to recreate the same growth experienced in the northwest regions, applying more or less a similar economic model. These companies should have affected the economic development of the region in two ways:

1) In the short-term, they should guarantee a faster growth, increasing the quality of life of residents.

2) In the long run, an imitative effect should have encourage the born of local companies thus to facilitate the development of a regionalist model of industrial development.

 But local resource, environment, opportunities and strengths, as well as weakness and threats were complete ignored, causing the failure of the all projects in the long-term prospective. The imitative effect can be generated only when local resources, as skilled workers, environmental factors and the like can reproduce the model itself, otherwise just a more unsatisfactory and angry sentiment among residents is spawned.  This lesson teaches us that local features have always to be taken into consideration for guarantee a sustainable economic development.

Thus, in this chapter, we are going to analyse the geographical economy of Asia, with particular emphasis on South-East Asia. The scholars have generally neglected geographical studies in the past decade of formal econometric researchers of cross-countries performances; although economists have long noted the crucial role of geographical factors. These factors play, in fact, a direct role in economic productivity, influencing: transport costs, human health, agricultural productivity, and proximity and ownership of natural resources, proximity to major export market, ad the like. Although a generalization can always be made considering the South-East Asia as a uniform region, differences persist not only at a regional basis, but also considering deeply every single nation. Let consider Thailand for a moment. Indeed, the economic developments, which have interested the country especially during the last decade, have been spread all around. In the meantime, specification and characterization persist extrapolating county by county. In fact, while some regions around Pattaya and Pukhet are famous worldwide as tourism attractions, the province of Khorat is relevant for agricultural products, Chathamburi for precious metals and woods, and Chiang Mai for garments and woods. Thus, a sustainable development should emphasis the strengths of each geographical location – considering local specializations – while minimizing all possible weakness – as, in example facilitating the information flows from bigger centres to small ones, or encouraging the creation in loco of professional schools
.  Consequently, for promoting the sustainable development of local areas, a policy maker should be to encourage the optimum used of indigenous resources.  

Therefore, the analysis of the geography of Asia is necessary for a quite range of reasons, for defining the kind of model of economic development has been adopted since now, if any, and so consider future progresses. As we have studied in chapter 2, project financing could represent a great instrument for governments for promoting foreign investment in well-determined sectors and localization, without using local monetary resources. In the meantime, a structured analysis of the economical geography of the region could give us a more detailed idea of when, where and in what kind of infrastructure a local government has to concentrate its attention. This analysis has its fundamental also considering an important feature: the majority of the countries have experienced an economic boom in just few decades, comparing to the same development in industrialized countries, which was reached in hundreds on years. This phenomenon has probably destabilized some regions while benefits others.

Two main phenomenon are typically of developing countries: 1) city formation and creation of well-known mega cities
; 2) destabilization among areas due to discrepancies in stages of economic development reached
. 

There is a large theoretical literature on the spatial organization of the economy. Fujita (1988) and Krugman (1991) explain city formation through the interaction of transport costs and firm’s level increasing return to scale. In their models, firms are monopolistically competitive. Scale economies and transportation costs give each firm an incentive to concentrate production in a single plant and to locate that plant near a large consumer market. The result interdependence in firm location decisions contributes to the formation of cities. Cities exist to provide a large local market for firms. Working against agglomeration are congestion costs, which arise from limited local supplies of housing or immobile supplies of some factor of production

Other scholars, such as Sachs (2001), Gallup, Sachs and Mellinger (1999 and 2000) and Barro (1991) prefer using geographical information system (GIS) mapping to underline that production technology in the tropics has lagged behind temperate zone technology in the two critical areas of agriculture and health, and this in turn opened a substantial income gap among climate zones.

After a brief analyse of the geographical economic theory, we will applied it to the South-East Asia, with particular emphasis on Thailand, underling the actual model used and the ways to implement the best sustainable development policy for the next years. At the end of the chapter, we are also going to take into consideration in which way, where and what kind of projects Development Banks, as ADB, have promoted in the area in exams, thus to forecast which zone would be the next.

3.2 THE GEOGRAPHY OF SOUTHEAST ASIA
3.2.1 THE GEOGRAPHICAL INFORMATION SYSTEM (GIS)
Accordingly to the World Bank report (2000), high-income regions are almost entirely concentrated in a few temperate zones; 50% of the world GDP is produced by 15% of the world’s population and 54% by countries occupying just 10% of the world’s land area. Of the thirty economies classified as high-income by the World Bank, only two small economies – Hong Kong and Singapore – are in the geographical tropics
, and these two constitutes just one percent of the population of the rich economies
. Tropical and landlocked regions, by contrast are among the poorest in the world. Indeed, Asia as a whole shows significant progresses during the last thirty years, with average income rising from an average of 1,289 US in 1965 to 3,239 in 1992, although differences persists country by country. In this paragraph, we want to underline some peculiar geographical factors that can explain the gap existing between richest industrialized countries and Asian countries. Interested papers by Sachs (2001), Gallup, Sachs and Mellinger (1999 and 2000) and Barro (1991) try to explain the existing income gap among countries using the geographical information system (GIS) mapping. All their work could be summarized throughout Figure1, Figure 2 and Figure 3 in Appendix I.  

Figure 1 shows graphically the global map of GDP per capita as of 1995, using PPP-adjusted estimates from the World Bank (1997), while Figure 2 illustrates the GDP per capita by latitude. Figure 3, instead, explores the world geographical areas classifying each one by climate zones. Some elements emerge from all of them. First, the countries in the geographical tropics are practically poor, while high-income countries are situated almost in the middle and high latitudes. Figure 2, for instance, clearly represents the GDP per capita by latitude as a skewed distribution: the high-income countries are on the extreme side of the distribution, while all the low-income countries in the central part of the distribution. This fact demonstrates the direct relation between distance from the equator and income level. Secondly, coastal economies are generally higher income than the landlocked economies. Indeed, outside Europe – notably Switzerland – there is not a single high-income landlocked country; through there are 29 non-European landlocked countries. 
South Asia and the transition economies – of Eastern Europe and the former Soviet Union – are also heavily demographically concentrated in the interior rather than in the coasts. India’s great mass of population, for example, lives in the Gangetic valley, often hundreds of km from the coast. South Asia, of course is partly tropical and density populated (indeed the most densely populated in the world), while the transition economies are non-tropical and also the least densely populated region.

We can now make some observation why the Southeast Asian countries have been underdevelopment for so long period of time. First, all of them are in the tropical zone. Thus, higher disease burdens and limitations on agricultural productivity could have limited their economical development. In fact, if we take a look of the actual agriculture production of this region we can underling the limitation of differentiate food product – although it still represents a high part of the countries’ exports – generated compared to the one in industrialized world. Another important point is related to the productivity of agricultural outcome. Indeed, it has been enormously increased during last decades. However, its escalating depended more on the increasing in the used of lands available for agricultural purpose than in the used of technological machineries, limiting future growth. Typical example is the Thai situation. During the economic boom larger and larger part of the countryside were overused to the detriment of wooden surroundings, destabilizing the overall ecological environment and creating enormous problems for the hardness of rivers’ flows and lands. Fortunately, large mass of scholars and local people, environmental conscious, were able to turn partially down the situation, pushing the government for the re-wooding of that area. More problematic would be the situation in China. When Deng Xiaoping entered in power, one of his famous “modernizations” was concerning the ownership of lands. The cooperative system was eliminated and the land, previously “painted on one uniform colour” was puzzled in a lot and small plots. Few people, however, had the required capital investment for acquiring specialized technology. While the agricultural productivity rapidly increased in the first stage of privatisation, the growth of the sector is now stagnating. The response would be equally discouraging for local workers; in fact, the government will either encourage the creation of cooperatives – returning to the past against people expectations – or allow that more able and financial capable farm-workers buying plots of lands, to the detriment of others.          

Secondly, although coastal regions, and regions linked to coasts by ocean-navigable waterways, are generally strongly favoured in development relative to the hinterlands, the countries in exams have experienced since recent past a high density development concentrate in areas far from the coast. With the exception of the Democratic Republic of Laos, all East Asian countries have a high part of their land on coastal zones. Different is the situation in South-Asia where although the majority of the countries have an important percentage of land on coastal zone, the development have been generally concentrate just on river areas, as the Gangetic valley, due probably to both favourable agriculture production and religious issue, although not for commercial purposes.

Thirdly, some of the countries in exams can be consider as socially landlocked. Landlocked – geographically and socially – economies are disadvantaged by their lack of access to the sea, even when they are no farther than the interior parts of coastal economies, for at least three reasons, as explained by Sachs (2000):

Cross-border migration of labour is more difficult than internal migration: Since the starting of the economic boom Thailand has experienced large and illegal migration flows of workers from Laos, Myanmar and Cambodia. Due to difficulties in legal cross-border migration of labour, the result was that generally just unskilled workers were able to enter into the local labour market, typically into the black market. This phenomenon could destabilize the social environment in the long run due to increasing conflicts among poorest social classes.  

   Table 3.1

	Official Estimates of Illegal Workers in Thailand, August 1995

	Origin
	Number

	Burma
	334,123

	China
	100,000

	Laos, Cambodia
	10,000

	South-Asian
	81,357

	TOTAL
	525,480

	Source: Phongpaichit P., S. Piriyarangsan and N. Treerat (1998)


Infrastructure development across national is much more difficult to arrange that similar investments within countries. A typical example is the Great Mekong Development Plan, which will be studied later on this chapter. At this level, however, it is important just to remember that the construction of the highway connecting Ho Chi Min City with Phnom Pen – jointly financed by the ADB, the Cambodian and the Vietnamese governments – is considered as a milestone for project financing of the region. Just few years ago, due to political reasons, it was impossible to be undertaken.   

Coastal economies may have military or economic incentives to impose costs on interior landlocked economies. This fact is, instead, typical in China, in which the so-called special economic zones are closed to others Chinese, thanks to special legislations. 

Another important factor – direct correlated to economic growth – quite common in Asian countries is the demographic issue. Population growth across countries is strongly negatively correlated with their relative potential for economic growth. Current population growth tends to be highest in remote regions, mainly because population growth is negatively correlated to per capita income, and especially inversely related to mother’s education and the market value of mother’s time. 

As a result of the mismatch of economic growth and population trends, there is a mass migration of population from hinterland to the coast. Sachs (2000) considers three main migration movements:

1) Urban Migration. Consequently, mega-cities generally rise in development countries, more than in industrialized ones, due also to lack of policies – higher urban costs, traffic limitation, creation of residential suburbs and the like – for reductions in urban population. 

2) Across borders migration of developing countries: include vast flows of population from landlocked countries to coastal economies. In example from Laos, Myanmar and Vietnam to Thailand and Singapore.

3) Super-National Migration: from poor countries to richest countries. In the specific case of Asian countries, their presence is mostly located in Japan and USA, and just marginally in EU. 

Another issue concerning East Asian countries is related to the type of government policy, and related investment legislations in use. In fact, landlocked economies can be caused by two main factors: 1) distance from the coast; and 2) kind of investment policy adopted. If we take into consideration the former point, just Laos – although a lot of projects in the so-called Mekong Region are taking place in recent years – can be consider a landlocked economy, while considering the government policy adopted – democracy vs. communism or dictatorship– also Vietnam, China, Cambodia and Myanmar are landlocked economies. In fact, although those countries cannot be classified as geographical landlocked, they have been cultural landlocked since communist or military dictatorship revolution took place in the past years, with the result of isolation from the rest of the world. However, when these countries have started promoting financial and economic liberalization in recent years – e.g. promoting foreign direct investment (FDI) - their growth rates push up, and the benefits have been reflected in increasing of per capita income, life expectancy, and the like.     

3.2.2 ECONOMIC DEVELOPMENT VS. AGGLOMERATION OF ACTIVITIES
In the most developed East Asian countries a geographical phenomenon took place: the agglomeration of activities, especially around capital cities as Bangkok, Kuala Lumpur and Beijing, as well as Shanghai, and Chiang Mai.     

The main reason for agglomeration of activities is given by the presence of transportation costs. Industries, in fact, might spread out to minimize the costs of reaching consumers in different locations, where production takes place under condition of constant or diminishing return to scale.  The increasing returns that are necessary for agglomeration might be either external to the firm or internal. Scholars as Markusen ad Maskus (2001), Nordhaus (2000), Henderson, Shalizi and Venable (2000), Limão and Venable (2001) have pointed a lot on the correlation among transportation costs, infrastructure development and geographical disadvantage. The real cost of trade, in fact, is considered a determinant of a country’s ability to participate in the international economy. 

When a foreign firm decides to localize part of its production facilities in a development country, the choice of where setting up is strictly related to two main factors: external mechanisms and first move advantage. Typical external mechanisms are: knowledge spill over, and labour market. Knowledge spill over is the learning process by observing from neighbours firms, in which way buying and selling, technological development and the like methods took place. A firm can have two main choices: making a first moving into a market, or following others. The latter has advantages as well as disadvantages. Localized activities in zone where other companies are already present implied having access to a labour market where workers skilled and trained are available. Another issue is related to the fact that in this way the company would be nearer to both final and intermediate demand. In fact, there is a positive feedback between location decisions of upstream and downstream firms, tending to draw both types of firms together in the same location, so leading to agglomeration. This kind of development is typical of Japanese companies, which generally decide to localize into a new market pushing suppliers firms of doing the same, so with the aim to recreate similar industrial condition in the new market place. 

The main problem regarding localisation in other markets is expressively concerning the availability of correct information regarding the demand for a well determined product, the price elasticity, the marketing issue and so on. Generally, firms’ location decisions are based both on input price considerations and on ease of access to markets and thus a following movement into a market eliminates a lot of uncertainties.

The agglomeration process lead to an unwanted consequence: the congestion effect that can be defined as a force that pushes out companies from a determined area for:

1) Creating and/or connecting the companies activities with another consumers market; and

2) Nearing the activities to supplier market; 

A typical first moving advantage for the company is to turn out to be a leader firm in a well-specified market, being able to move down the learning curve to assume the cost leader position. In the meantime, the main disadvantage, among others, is represented by the sunk cost investments, such as plant and infrastructure and the revenues uncertainty, due to lack of information on the new market. Both political institutions and companies’ decisions – on where localize operations – can encourage over-concentration of activities. In many countries, in fact, there has been a lack of a level playing field in the allocation of resources across cities and generally the national government chooses to favour one or two cities over the others, typically national capital, such as Bangkok, and Jakarta. From a company’s prospective localizing activities in well-established economic centres can minimize some risks linked to the new environment. From a government’ s prospective, indeed, the benefits of the country’s development should be shared by the largest amount of population, and thus it’s its duty to mitigate the disadvantage of being outside existing centres, through the creation of new centres. 

Let’s consider Thailand for a while. The region around Bangkok has been the one that benefit for the most from the economic boom experienced during the ‘90s. The development has taken a kind of radial form, expanding from the business centre – actually located in the Bangkok business centre – to suburbs areas, since covering all the province of Pathum Thani. Similar developments have taken place in other centres since then. The province around Pattaya – in the Chomburi province – experienced a rapid growth in the early of ‘90s, due to its vicinity from Bangkok – nearly 140 Km – and the construction of a highway, which strictly linked the two cities. The development of Pattaya depended from two main sources: tourism and industrial localization – main companies here located are Nissan, Mitsubishi, Sharp, National Panasonic, Volvo, Master Toy, Michelin, and the like. The radial effect interested other centres as Rayong and Chonburi, which consequently grew. All these provinces plus the Bangkok area is now known as the “Great Bangkok”.  Villages around Chiang Mai – in the North of the countries – are famous for garment-sewing, the Khorat area is relevant for agricultural production, while the South represented by the province of Phuket and Surat Thani as tourism attractions.         

The economic development, although is still concentrated in few areas, take the archetypal radial form, interesting more and more areas, under the influence of the bigger centre. 

The main policy Asian countries have to follow for achieving a sustainable development among centres, trying to limit the negatively effects of over-concentration of activities in few areas is given by adopting concrete and coherent infrastructure development projects, firstly on transportation.  Accordingly to this point, the cost of distance from an established centre arises essentially because of the costs of trading goods with, and receiving information and technology from, the centre. However, transport costs incurred on traded goods are only one of the direct costs associated with distance, although they are perhaps the one that is most readily observable. They can be measured by the so-called c.i.f. / f.o.b. ratio, giving the ‘carriage, insurance and freight’ costs of countries’ imports, which typically range from a few percent of the value of trade, up to 30-40% for the most remote and landlocked economies
. 

Transport costs are a real cost, using up scarce resources. Doubling the distance cuts trade volumes by between ½ and 2/3. Radelet and Sachs (1999) find that increasing a country cif/fob ratio from 12% to 17% reduces the long-term growth of the share of on-primary manufactured exports in GDP by around 0.2% per annum.

3.2.3 FINAL REMARKS
The real costs of trade – the transport and other costs of doing business internationally – are important determinants of the country’s ability to fully participate in the world economy. Remoteness and poor transport and communications infrastructure isolate countries, inhibiting their participation in global production networks. 

Transport costs depend on many complex details of geography, infrastructure, administrative barriers, and the structure of the shipping industry. Land distance is much more costly than sea costs. Landlocked countries are disadvantaged, although they are able to overcome a substantial proportion of their disadvantage if their infrastructures, and the infrastructures of the transit countries, is of high standard. The elasticity of trade flows with respect to transport costs is found to be approximately –2.5. This is a large number, and means that halving transport costs increases the volume of trade by a factor of five, or improving infrastructure from the 75th percentile to the 50th increases the volume of trade by 50%
. 

In all Asian countries discrepancies exist among main economic centres, satellite areas, suburbs and far locations. Governmental policies had strongly encouraged economic development solely around well-established centres, generally nearly located to state and/or provincial agencies. In some case, neither anti-over-congestion policy nor push-out-of-the-centre policies had been introduced ‘till main problems, as increasing pollution levels, infant mortality in city – which is higher in mega-city than in villages – and the like have been experienced.       

Therefore, Asian countries should encourage not only policies relating to facilitation of trade and investment flows across countries, tariff liberalization and but also related to infrastructures projects for pushing out of the main centres production activities, with the aim of creating new centres. The priority projects to be undertaken are in transportation, due to the aim of diminishing transport costs and facilitating exchanges among centres. Thus, all other infrastructures – power, water supplier, and telecommunication – have to be implemented to ensure the sustainability and self-efficiency of the new centre, improving at the end the communication network among them, with regards to not just goods exchange, but also information exchange.      

3.3 THE DEVELOPMENT OF THAILAND
An economical and financial analysis of Thailand will be discuss deeply in the next chapter, when we take into consideration the main challenges experienced by the Asian countries in the last decade. In this place, we want just to underline how governmental policies have been encouraged in the transportation sectors for promoting economic development also in remotes areas.  

Thailand, as well as all other Asian countries, presents a rapid economic development in recent decades, which in turn effects the formation of mega-cities, especially Bangkok, due to an increasing migration from rural areas and over-concentration of activities. The growth model adopted has been the so-called Japanization
 of the economy, in which export-oriented policies are mostly emphases.  Foreign companies were strongly encouraged to localize subsidiaries and using the cheapest productivity factors as labour and basic resources. As we will study in the next chapter, this kind of economic development has both advantages and disadvantages. A newly economy can adopt export-oriented policies for pushing the GDP growth faster in the short and medium period, but without equally develop local resources as well as host demand, these policies can destabilize the all market in the long term.

As we have already had the opportunity to underline, Thailand is located in tropical economic zone, high coastal area density populated characterized by few bigger economical centres – Bangkok, Chiang Mai, Khorat and Phuket – highly specialized in determined sectors.    

3.3.1 THE HISTORICAL EVOLUTION OF TRANSPORT INFRASTRUCTURE – MAINLY ROADS – IN THAILAND
The construction of roads in Thailand in terms of wagon tracks date back to the Sukhothai Period
. However, by the time capital of the country, rivers and canals had emerged as the main transportation routes. Hence, there is no evidence of major road construction either during this period or during the early days of the Rattanakosin Period that followed. Road construction was again taken up in 1862, during the reign of King Rama IV. In the History of Songkhla, in the part mentioning the special assignments given to Chao Phraya Vichienkin (whose personal name was Bunsang), it sated that: “In 1862, by royal command, the Governor of Songkhla supervised the construction of a highway construction Songkhla with the bonder of Saiburi. State funds were granted for the implementation of the project for a period of three years. The Governor of Saiburi was then assigned to continue construction within the area under his jurisdiction. To the end, a budget of 15,000 dollars was allocated, consisting of the revenue from the tax on bred nests in Satoon. The highway, named highway 1, stretches across the Malay Peninsula, and is still in use to this day” (The year 1862 fell in the reign of King Rama IV.) A History of Songkhla also mentions this highway in the part concerning the special duties assigned to Chao Phraya Vichienkiri (personal name - Men). The following was recorded: "In 1871, a special ceremony was organized to welcome His Majesty King Rama V who, after ascension to the throne, had paid a visit to Indai. On his return, he disembarked at Saiburi and travelled by the highway that had been constructed between Saiburi and Songkhla to board at the Songkhla pier for the find leg of his journey back to Bangkok. The event marked his first journey overland across the Malay Peninsula – the year 1871 was the fourth year of his reign when a Regent acted on his behalf. King Rama V travelled along the highway in a horse drawn carriage. The highway was therefore referred to as "Thanon Ratcha Damnern" (His Majesty's way) or "Thanon Rabsadej" (the road welcome His Majesty). During the reign of King Rama V, there was no specific person assigned to the task of constructing highways. His majesty King Rama V assigned various individuals the task of constructing this or that highway at his own discretion. In most cases, however, the responsibility rested with Governors or Samuhathesaphiban. Most of the highways were constructed whenever he visited his subject in the provinces. It was in 1912 in the reign of His Majesty King Rama VI that the Department of Highways was established as a department to be charged with direct responsibility for highway construction. Over a period of 45 years (1871-1916), a total of 775 kilometres of highways were constructed in various provinces using the horse-drawn carriage standard. In 1917, when Thailand (then Siam) declared war against Austria-Hungary, His Majesty King Rama VI decided to merge the Department of Highways with the Department of State Railway, a merger that remained in effect until 18 September 1934. The Department of Highways was subsequently separated from the Department of State Railways, becoming the Division of Roads in the Department of Municipal Public works under the jurisdiction of the Ministry of Interior. The purpose of this movement was to improve state highways in accordance with government policy and local economic. The government gave the go-ahead for a long-term project to construct a total of 14,900 kilometres of inter - provincial highways within a period of 18 years. The initial phase (five years) was set for 1936-1940, during which the construction of highways still adhered to the old standard. During the phase, a total of 2,215 kilometres of highways were completed. On 19 August 1941, in the reign of King Anands Mahidol of Rama VIII, the Division of Roads upgraded to the departmental level to become the Department of Highways and transferred from the Ministry of Interior to the Ministry of Communication in accordance with the Ministry and Department Restructuring Act, B.E. 2484 (1984). From 1941 to 1952, a period of 12 years, the active construction of highway proved impossible due to the conflict with French Indo-China, followed by the outbreak of World War II. Officials as well as equipment belonging to the Department were mobilized to expedite the construction of temporary roads for use by the military and for repairing damaged roads. Even after the cessation of hostilities, the remainder of the 18-year project was devoted to repairing and maintaining roads damaged during the war. However, during the 12-year period mentioned above, another 630 kilometres of roads adhering to the old standard were completed. 

Since 1953, the Department of Highways has been active in implementing various highway projects. However, the post war period witnessed a significant change in both construction techniques and the type of vehicles used. Vehicles became larger and heavier and capable of attaining higher speeds: consequently, the new roads required much higher standards while the older ones required extensive improvements. It was during 1953 to 1955 that modern engineering techniques first came to play an important role in the construction of highways in Thailand, thanks to the major assistance provided by the United States via its foreign affairs organization. The Highway route No 2 (Saraburi-Nakhon Ratchsima Section), know as Friendship Roads, was constructed during this period, using international standard of highway engineering and know-how. Since then the Department of Highways has continued to adopt modern technology in its operations from 1956 to 1962, the government's policy on highways called for the construction of main highway and secondary highways as well as for the upgrading of old highways. The budgets and construction plans were determined by the government on a yearly basis, with annual funding ranging from 4% to 6% of the total government budge. A total of 1,850 kilometres of highways were constructed during the period, at a total cost of 1,725 million Baht, as a result of which the total distance covered by highways as of 1962 was 8,967 kilometres. Since 1962, national development has been guided by a succession of Five-Year National Economic and Social Development Plans in order to ensure maximum efficiency. As a government agency, the Department of Highways, therefore, has to formulate its plans in accordance with each national plan. 

At that time, the government announced the First National Economic and Social Development Plan for 1962 - 1966; the Department of Highways was still in the process of formulating its Highway Development Plan. Therefore, the Department’s plan was drawn up in accordance with both the First and Second National Economic and Social Development Plans (1965-1971). Nevertheless, all the highway development plans that were formulated as part of the First, Second, Third and Fourth National Economic and Social Development Plans, all focused on similar concerns, namely, the construction of and improvements to main highways connecting Bangkok with the various regions and the construction of inter-regional highways, as well as the construction of tertiary roads to act as supplements to these main highways in order to provide access by road to every province in the country. The main purpose was to connect the sources of production to markets or sales spots, with special emphasis on roads leading to remote villages and those along the borders. In addition, increasing importance was attached to improving transportation on the outskirts of Bangkok in order to ease traffic congestion in the capital itself. 

During the period 1982-1986, which fell within the period covered by the Fifth National Economic and Social Development Plan, government policy, prompted by the oil crisis, called for a go-slow in the construction of the major highways. Instead, greater resources were devoted to the development of transportation by waterway and by rail. During this period, therefore, highway development focused on the construction of roads in rural areas and on maintenance work. Since 1987 up to the present, or the period under the Sixth and Seventh National Plans (1987-1991 and 1992-1996 respectively), the Thai economy has recorded a rapid rate of growth, especially during 1988-1990, when annual growth rates reached phenomenal levels (11.6%-13.3%). The growth-fuelled increase in demand, coupled with the previous freeze on the construction of major highways during this period, has made it necessary for the Department of Highways to speed up its operations. Despite this, it has yet to catch up with the rapid rate of economic growth. Consequently, during the term of the seventh National Social and Economic Development Plan, another major step forward – to construct inter-city motorways – has been taken while existing highways widened so that they have four or more lanes in order to enhance the efficiency of road transportation. It can be said that, since its inception in 1912 during the reign of King Rama VI, the Department of Highways has experienced consistent growth and succeeded in establishing an extensive highway network covering a total distance of over 51,000 kilometres connecting the various regions and providing numerous districts and villages with access to roads. 

During the past years, the Thai Government has tried to encourage extensively the creations of new centres through a strong involvement into infrastructure projects, both to limit the population living in and to push companies to localize outside the main business centres. 

3.3.2 THE THAI TRANSPORTATION INFRASTRUCTURE STRUCTURE
The Thai transportation infrastructure structure is mainly organized at two levels: city and country rank.  The Mega Master Plan (MPP) has been developed since the beginning of the ‘90s with the aim of limiting the over-congestion of the capital, and thus improving the quality of life of the residents of Bangkok, while the other national transportation plans for connecting different economic centres and so indirectly encourage the formation of both final and intermediate new centres.   

3.3.2.1 THE MASTER PLAN PROJECT
The Seventh Plan urban and Regional Transport Study (SPURT) published in 1990 set up the transport strategy for Bangkok, which have been adopted by the government
. The core components of this strategy were the implementation of a mass transit system, and then the introduction of car retrains’ policies.  A key features introduced in the plan was concerning the government intervention. To ensure the support of the private sector, in fact, it was recognized that the Government had to support the PSP in infrastructure development through incentives, inducements and /or subsidies. This point was very important. In fact, main goal of the Mega-Project Plan was the development of a quite range of transportation infrastructures – from highway, to railway and underway to skyway – to improve the quality of life of Bangkok’s residents. But neither the government nor the private sector had the capital required for such a huge project. Nevertheless, the private sector could have the required capital for the investment, but due to the uncertainty regard the level of revenues to be produced for considering acceptable the project for an investor point of view, the government intervention was necessary to ensure a faster achieving of the payback period. In conclusion, the Government had the duty to develop the basis infrastructure plan – for achieving an harmonic infrastructure plan with the constraints of the city – while the private sector had to build and operate the systems under quality standards defined in the plan itself, and the finance of the projects would be mainly on the PSP, with the support of the Government. 

The transport model comprised the following information for each zone, relating to the year in question: 1) population; 2) households; 3) student place; and 4) employment. The population totals were based on the Census carried out that year, although the true population of Bangkok was estimated to be considerably higher that indicated in the census due to a huge mass of both illegal immigration concentrated in the capital and no-registered internal migration from less developed areas far from Bangkok. Estimates of employment were obtained using population/employment ratios available by province. Due to the underestimation of the factor constituted by the definition of population lived in Bangkok; also these estimates on employment were reconsidered. However, this work was useful in dividing different areas in the Bangkok’s administrative district on the basis of which one were more suitable for the development of the projects, and foresee future expansion on the basis of acceptability – probability of using the system, revenue forecast by area, costs associated by area, environmental impact and the like – of residents.     

A deep business and technical plan was carried out by the Office of Commission for the Management of Road Traffic (OCMRT). The level of detail was appropriate for a planning study that was seeking to determine the probable number of passengers along individual corridors. The main goal of the planning process was also to attempt a uniformity of construction techniques, thus to have harmonic transportation systems, not just in relation to the environment but also among each other’s
.  Therefore, preliminary operational and technical analysis of systems was necessary in order to establish train configuration, station arrangements, and dimensions from the passenger forecast and the expected system specifications and performances. A plan’s goal was promoting the integration between the various modes of the system to strengthen and enhance the role of public transport. 

Regarding the construction methods, various approaches were considered, as in the following table:

Table 3.2: Relative Benefits and Costs of Alternative Types of Construction

	Configuration
	Cost
	Environmental Impact
	Operational

Characteristics

	
	
	Construction
	Operation
	

	At-Grade
	Lowest
	Medium
	Visual & Noise
	Restrained*

	Elevated
	Higher
	Lowest
	Visual & Noise
	Optimum

	Underground
	Highest
	Low-High
	Low
	Optimum


* At-Grade junctions and crossings in dense urban areas can cause disruption to both MRT and automobile traffic 

Thus, considering benefits and costs, as well as projects specifications, the plan adopted a particular method on the basis of each project qualifications.  

The environmental impact of projects were also taken into analysis in the Initial Environmental Evaluation (IEE), which object was the identification of the significant environmental effects, beneficial and adverse, of both the construction and the operation of the planned extensions of the MRT lines. The key environment issues were: 1) Land use; 2) Socio-economic Issues; 3) Compensation and relocation; 4) Noise and Vibration; 5) Air quality; 6) Aesthetics; 7) Historic and cultural features; 8) Water quality and drainage; 9) Aquatic ecology; and 10) Transportation issues. The results of the impact assessment were used to evaluate the key environmental issues and impact and mitigations measures were considered to minimize all adverse impacts identified.    

In order to forecast the future demand on MRT schemes and to assess the fare-box revenues, the MTMP plan – a computerized model of transport movements in the areas concerned – was used. This model was preferred to others because it is a fully integrated multi-modal model, capable of simultaneous forecasting of private and public transport trips. The main constraint of that model was represented by the population factor. In fact, as we have already considered, the counted population was uncorrected, as well as the income (calculated indirectly considering the employment ratio and the minimum legal wage level) per capita.   

The MTMP model took into consideration the following variables:

1) The household structure and vehicle availability models;

2) The trips and models were run to obtain a 24-hour total trip generation and attraction regarding each zone;

3) Generalized costs were calculated to give the deterrence for each zone movement;

4) Peaks factors;

5) Factors connected to the availability of bus, rail and highway system, comprising relationship between car and bus speed – to recreate the capacity restrained highway network.

Estimates of the economic viability for the component projects of the Mass Transit System Plan had been derived using a cost-benefit analysis approach, comparing the stream of economic costs associated to the committed network with the stream of economic transport benefits associated with the same extension.    

3.3.2.2 MAIN PROJECT IMPLEMENTED
Four main projects were taken into consideration:

1) The SRT/Hopewell lines;

2) The BMA/BTSC lines; 

3) The MRTA Initial System lines.

4) The Suvanabhumi Airport

In chapter 5th we are going to deeply analysis the BMA/BTSC line, better known as the Skytrain project. At this level of our study, we will dissect on the others, considering only some relevant implication for our study.

3.3.2.2.1 THE SRT/HOPEWELL LINES
In 1992, an agreement was signed between Hopewell (Thailand) Limited (HTL), the Minister of Transportation and Communication (MOTC), and the State Railway of Thailand (SRT) that the HTL would have provided Bangkok with major integrated transport facilities. It should have take the form of three-level elevated structure, comprising:

(a) A dual-6 line expressways (tolled) on the top level;

(b) SRT tracks on the second level, together with tracks for a new metro system Known as the Community Train; and

(c) New local road as required at ground level, together with extensive commercial development within the structure – which would have made the project entirely self-financing.

The project, however, showed all problems already from the beginning. The scheduled completion date for stages was theoretically 1996, but there was never the possibility of this being achieved. Progresses were very slow, with just around 10% of the planned three stages complete. One of the problems was relate to whether the HTL line should have been placed underground. In fact, although the plan was defined as elevated, new concerns regarding the environmental impact of the project in the central area of Bangkok arise only in April 1994 – two years after the starting of the project. At this date, in fact, the Thai Cabinet took the decision that all MRT lines within 25 sq Km of the central part of Bangkok should be built underground, with retroactive effect. In addition, there were further uncertainties concerning the early stages, and the main ones were:

1) Patronage forecast showed the demand of this line to be very slow, and the OMEGA study recommended that it had to be dropped. 

2) The HTL toll ways were competing directly with other approved projects throughout the city, thereby limiting the potential toll revenue. These projects were essentially two: the Dong Muang Highway and the Skytrain Mass Transit System. The Dong Muang Toll way was finished and constructed flyovers for across streets in such a way as to make difficult for the Hopewell project to proceed (since large parts of both project were side by side); while the Bangkok Skytrain had a massive station situated directly across the Hopewell Phase 2 east-west route. In addition, other doubts rose whether it was really desirable to provide such high capacity routes into the hearth of the city centre
.

3) The real estate market
 was in a slump in Bangkok, and was unlikely that the real estate development would have generated as much as revenue as was though at the time of the concession agreement.

4) Problems arose also between the company and the BMA and the Thai Government in relation of how implementing the project. In fact, the Thai Cabinet decision of building underground facilities in the centre of Bangkok had retroactive effect, negatively shaping the project itself. The underground type of construction, in fact, was the most expensive and it was not considered economic acceptable by the company.

5) During the tenure of the late Montri Phong Phanit (Minister of MOTC) amid controversial rumours of corruption an unusual land deals
.

6) According to new paper account, the main problem seemed to be a lack of synergy, bad planning and relations between the parties involved.

Mr. Wu’s Hopewell Holding Ltd received approval for the project in 1990 without conducting a feasibility study. He began construction before securing ownership of land along the route. Without any clear timetable for completion, Mr. Wu had running public disputes with official over the speed of the construction. Last year (1997), with less than 10 percent of the project completed, the government cancelled the Hopewell contract. Thai official said that Mr. Wu had run out of money, while he blamed government instability for slowing land acquisition. Since 1990, Thailand has had one coup and an average of government a year-besides, numerous leadership changes at the Ministry of Transport and Communication. Mr. Wu is threatening to sue the government for breach of contract and Mr. Akapol said the government would seek compensation for incomplete work. At the peak of his carrier, Mr. Wu, son of an HK taxi driver, built a reputation for completing infrastructure project across Asia on time despite difficult conditions. He cultivated political connections continent wide and enjoyed facing adversity in flamboyant style, once promising to take a swim in the polluted HK harbour if a project was not completed on time. But its company is now derided in Bangkok as Hopeless Holding and a newspaper has dubbed its half-completed piling in the city as the Stonehenge of Bangkok
.

All these events negatively affected the profitability of the project. Nevertheless, the Hopewell Holding started to have liquidity problem and additional foreign loans to fund the project were difficult to be find. The company minimization risks policy was through the construction of a diversified portfolio of projects, implemented in different geographical locations. However, the majority of the projects were located in Asian countries, rather than in USA and EU, nullifying all efforts. Thus, when the liquidity crisis started in Asia – the first sign of that crisis was the speculative attack on the Thai Baht in 1994, consequently to the Mexican Crisis – the funding of such projects was difficult to be undertaken. 

Many Thais government agencies had proposed ideas to enable parts of the project to be saved, such as to permit an extension of the Skytrain project till the Dong Muang Airport using the Hopewell’s structure. Even Hopewell expressed interest in finishing a scaled-down version of the project, but was denied permission to restart the project since the government considered it was “no longer a viable contractor”
. 

The arrival of the Thaskin government brought new proposal to restart the Hopewell Project, but by September 2001, it became clear a revival would not occur.  In fact, on September 27, 2001, Prime Minister Thaskin refused to endorse STR
’s plan to revive the project and SRT Governor Saravut Thammasiri said existing pillars would be torn down if they were in the way of future rail-track expansion. This coupled with the rusting rebar, means there’s not hope left for Hopewell. Premier Thaskin received heavy criticism from the former ministers of MOTC; since the abandoned structure of Hopewell is much stronger then the usual structure Thai contractors would build. MOTC considers this demolition a total waste of taxpayers' money – saving a few pennies but wasting a billion dollars. The new double tracks and the Bangsue expansion with a new maintenance centre might worsen traffic congestion even with three new flyovers – at Ngamwongwan, Chaneg Watthana, and Song Prapha (500 million Baht per flyover). On the other hand, the economic editor of Matichon Daily alleged on October 1, 2001 that the NAP (New Aspiration Party) which controls both MOTC and SRT planned to launder money from illegal trades with SLORC (the Burmese military junta) by reviving Hopewell. The Premier's demand to demolish the Hopewell pillars is thus considered a thunderbolt for NAP since Premier Thaskin never consulted with Ajarn Wannor or Mr. Veera or NAP members at all.

3.3.2.2.2 THE BTS SYSTEM
The Bangkok Transit System consists of two lines: 1) the Sukhumvit Line (approximately 16.5 Km in length); and 2) the Silom Line (6.5 Km).  In April 1992, the concession to build, and operate these line was awarded to BTSC Limited, a subsidiary of Tanayong Company Limited. The agreement was for a 30 years period, at the end of which the lines would be handed over to the Bangkok Metropolitan Authority. The concession stipulated that the system would be developed as an elevated railway and the company has received exception from the Cabinet decision concerning underground operations.   

We are going to a deeply analysis of this project on chapter 5th.

3.3.2.2.3 THE MRTA INITIAL SYSTEM LINE
The MRTA system line represents the first underground of the city of Bangkok. The route to be followed by the initial section of the MRTA System is some 20 km in length. The line, designed in 1992 by the BARRTS study and virtually unchanged since then, was intended to serve a central area distributor function, and depended upon good interchange arrangements to achieve a high level of patronage. The initial section of the line was originally designed to be elevated along almost its entire length, due to saving costs than constructing it underground. However, progress was delayed following the Cabinet decision that all MRT lines within the central area of Bangkok should be built underground. 

Financial crisis, the “economic failure” of the Hopewell project as well as results from the Skytrain project on diminishing revenues, due to declining in daily ridership, delayed more the project, since the year 2001, when an agreement among parties was reached for starting to build the underground system. The concession terms call for service on the first 10 kilometres of track to begin in December 2002, with another 10 km to open by mid-2003.

After a discussion between Bangkok Metro Co. Limited (BMCL), Alstorm-Mitsubishi (AM) and MRTA, the parties whispered the contract would be signed on the Morning of Friday, 19, 2001. After signing the contract, Alstorm-Mistubishi was going to start the production of rolling stock from a factory in Singapore. BMCL assured the company was willing to let AM become one of the BMCL’s shareholders even though the company had not specified the percentage of stocks for AM, yet. AM has a 10-yeasr contract for system maintenance with BMCL, so BMCL has to allow AM to become shareholder to cut the risk. 

The preliminary shareholders were:

	Table 3.3: Preliminary MRTA Shareholders

1) BMCL Co. Ltd – 51%

2) Krungthai Bank PCL – 10%

3) Thai Military Bank PCL – 5%

4) Bank of Ayutthaya PCL & 

    Srinakhorn Bank PCL – 5%

5) BECL PCL – 10%

6) MRTA – 19%
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However, on October 17, 2001, Wisarut Bholsithi reported on the Dailynews that BMCL cancelled the contract signing with Alstorm-Mitsubishi (at least temporary) due to disputes about stock allocation. In fact, BMCL wanted to become a majority shareholder (51%), while setting the proportions of the other shareholders as follows: 12% for BECL (Bangkok Expressway Co. Ltd.), 12% for Krungthai Bank PCL, and 25% for MRTA. BMCL has not allocated stock for Alstorm-Mitsubishi yet.

BMCL signed a syndicated loan agreement for 11.15 billion Baht from banks led by state-owned Krung Thai to finance the purchase of the trains and operating equipment. Under the terms of the loan, the share held by Thai banks could be cut to 5.65 billion Baht if funds could be secured on better terms from foreign banks. Mr Prapat added also that talks were under way between BMCL and the Japan Bank for International Co-operation as well as the French export credit agency Coface. BMCL was also required to raise its capital to 6.5 billion Baht from the existing two billion.

The concession terms required existing shareholders, led by the local developer Ch. Karnchang, to maintain a 51% shareholding through the beginning of operations. The company however agreed to sell a 15% stake to Bangkok Expressway Plc, and has pledged to offer another 20% to a group of creditors. Sombat Kitjalaksana, BMCL managing director, added that this left 14%, which could potentially go to train suppliers.

BMCL estimated a daily ridership of 237,000 for the subway for the first year of operations, down from original projections of 430,000. The downsized projections had led the company to reduce its investment budget to 19 billion Baht from an original 25 billion. That made BMCL trims its investment budget to about 19 billion Baht from 25 billion originally set, with the number of trains cut to 25 from an original 36. 

Commercial service of Thailand's first subway, scheduled to begin in December 2002, was thus expected to be delayed after operator Bangkok Metro Co failed to secure deals to procure train carriages and operating system equipment under its contract deadline.

BMCL, on 17th October 2001, abruptly cancelled a plan to sign a contract worth about 17 billion Baht to purchase 25 electric trains and operating systems from train suppliers Mitsubishi Corp, Mitsubishi Electric of Japan and Alstom of France.

Under the 25-year concession contract, BMCL was required to sign contracts with train suppliers by May, with delivery to be made within 18 months. But four months have passed with no contract, raising prospects that the opening of service would be delayed. BMCL executives said the contract signing was delayed due to ``documentation problems''.

Reports of the contract cancellation caused the Mass Rapid Transit Authority to ask for an explanation from both BMCL and the private suppliers. MRTA governor Prapat Chongsanguan said a dispute between the supplier consortium and the BMCL on details of the joint venture holdings had led to the delays in the contract signing. Under the deal, the suppliers would also take an equity stake in BMCL, potentially as much as 14%. Mr Prapat said the suppliers wanted to minimize their shareholding in BMCL, due to the uncertain economic environment. But he expressed confidence that the project can still meet its schedule, as the project still has time to meet the schedule if every party is more cooperative.

Furthermore, the decreasing number of daily passenger to 240,000 a day compelled BMCL to cut the number of rolling stock to be ordered from 36 sets (108 bogeys) to 25 sets (75 bogeys). BMCL needs to settle the disputes with Alstorm-Mitsubishi quickly since BMCL is four months late in ordering the rolling stock. If BMCL cannot open the service on December 5, 2002, BMCL has to pay a daily fine of seven million Baht to MRTA.

3.3.2.2.4 THE SUVANABHUMI AIRPORT
The Suvanabhumi Airport – this is the official name chosen by HM The King, which translates to "Golden Peninsula," a traditional name for the Thailand-Cambodia-Laos-Burma area – will become Bangkok's only international airport and the present international airport, Don Muang, will be for domestic flights only. It will be located at the Bang Phli District, Samut Prakan at about 30km east of Bangkok. The first phase of completion is expected to be December 2004, and the total project investment cost are forecasted to be 120 Billion Baht, almost $US 2.7 billion.

The total floor area would be 500,000 sqm, thus making it the world's largest terminal complex. Its capacity is expected to be 30 million passenger a year during the first phase, considering an ability to handle 76 flights per hour, and it would increased to 45-50 million passenger per annum after second run way complete and buildings space expand (by 2006). The airport will be expanded to its ultimate capacity (all phase) by 2010 to handle 112 flights per hour and accommodating 100 million passengers each year. Ability to handle 1.46 million tons of cargo per year Handling 51 aircraft stands and 24 remote parking bays for wide-bodied aircraft.

The airport will be connected to Bangkok trough highways – which are being built – and mass transit link (an extension of the Skytrain System from Onnuj). The Highways Department, in fact, has signed a contract to construct a new road (actually a road expansion to a 4-6 lane road) and new ramps connecting Suvanabhumi Airport with Bangna-Bang Pakong Highway (AKA Bangna-Trat Highway) at the 15th km of the highway. The price tag for the road expansion and new ramps is 760 million Baht. The Expressway Authority is also studying a plan to construct a new connection from the Bang Na-Chonburi Expressway to the New Airport. 

The airport’s stakeholders are the Airport Authority of Thailand (provide 1/3 of funding); New Bangkok International Airport Co. (responsible for managing construction) Thai Ministry of Finance and MOTC Ministry; The Japanese Bank for International Cooperation – JBIC, which is responsible for 59% of the project's finance; and the National Economic and Social Development Board. 

Major Contractors are: 1) Master planning - National Airports Consultants BV, Louis Berger International General Engineering Consultants (GEC) responsible for project design; 2) NACO, Netherlands Airport Consultants B.V; 3) Louis Berger International Inc.; 4) Design 103 Ltd.; 5) Asian Engineering Consultants Corp., Ltd.; 6) Index International for project design.; and 7) Team Consulting Engineers Co., Ltd. 

Management studies had been conducted by Coopers & Lybrand (now Price Waterhouse Cooper), while Italian-Thai Group and CH Karnchang will be responsible for landfill, ground improvement and airside improvement and MJTA Consulting for the design of the airport. 

Bangkok's long delayed second international airport is frequently cited as a classic example of Thailand's poor track record of economic planning and management for large infrastructure projects. The second airport project has been bogged down for the past three decades particularly as a result of endless political inference. The project's completion has passed through two initial deadlines, the first in 1990 and the second in 2000
. Previous governments have already invested considerable resources to expand the existing Don Muang Airport to cope with growing traffic volume. Don Muang has already reached its full capacity at 30 million passengers per annum. What is at stake is not just another high profile infrastructure project, but Thailand's chance of becoming the aviation hub for South East Asia. The New Bangkok International Airport or Suvanabhumi Airport as it is now known has been in planning since 1960 when the government of the day commissioned a master plan for the 1990 Bangkok Metropolis. 

In 1994, the government staged a major competition involving major international consultants for the design of the airport terminal - perhaps the most important contract for the airport project. The winning design was from the MJTA group of consultant, comprising Murphy John Architecture and TAMS consultant (US) and ACT Engineering consultant (Thailand).

MJTA's design of the new airport terminal consists mainly of a large glass and concrete terminal. This design immediately attracted criticism from architectural circles in Thailand for the apparent lack of 'Thai characteristics' in the design. Thus, the government formed a special committee to ensure that local cultural and artistic heritage was incorporated into the design of the terminal. This committee was chaired by the interior minister, General Chavalit Yongchaiyudh (who would later become Prime Minister). A group of local architects also raised concern whether the predominantly glass-clad structure was appropriate for Thailand's intense tropical climate. They argued that air-conditioning costs would be very expensive considering the will have a total floor area of 500,000 sqm. In order to minimize energy usage, the consultants proposed a huge roof trellis to shade the terminal against the intense tropical sun. 

In February 1996, under the Banharn Silpa-Archa government, the New Bangkok International Airport Co was formed. This is a privately managed and state-owned company attached to the Ministry of Transport and Communications, which is responsible for the construction and operation of the Second Bangkok International Airport.

Italian-Thai PCL (with the support from Japanese construction firms such as Takenaka and Obayashi) won the bid for terminal construction for the Suvanabhumi Airport with a price tag of 36.60 billion Baht, 120 million Baht lower than the set price of 36.7 billion Baht, after cutting the costs to the bone, on October 16th, 2001.

Victory of Italian-Thai PCL for the terminal bidding has stunned Ch. Karnchan PCL, Vijitraphan Co. Ltd., and Taisei-Mitsubishi. These firms said they never expected that Italian-Thai could cut the construction costs so much. Italian Thai PCL is still on the list for financial rehabilitation (recorded by the Stock Exchange of Thailand), but Japanese firms bailed Italian-Thai out of trouble so it was eligible to join the bidding. Ital-Thai executive vice president Tawatchai Suthiprapha explained the company was able to offer the lowest price because it has its own steel manufacturing plant in Saraburi province, with a capacity of up to 6,000 tonnes a month. On the possibility that the company might join hands with other bidders in proceeding with the construction, he said it was too soon to talk about the matter, as Ital-Thai's joint partners were capable of completing the project on their own.

According to Thaipost, October 16, 2001, Siam Commercial Bank PCL is backing up Italian-Thai PCL for the NBIA terminal construction with two sets of loans: 9 billion Baht and 12 billion Baht respectively. Even better, Obayashi and Takenaka (Japanese contractors) said they would continue the terminal construction even if Italian Thai PCL were to go bankrupt. The cabinet also paid 5.5 billion Baht back to JBIC.

The biggest losers from further delays would be the tourism, high-value manufacturing and agricultural industries. The latest setback facing the Suvanabhumi Airport project stems from the fact that all four bids to construct the passenger terminal and the concourse complex are about Bt8 billion higher than the Bt45-billion budget estimate. 

It is now 40 years since the project was first initiated and only 20% of the construction has been completed. Construction of the passenger terminal should have already started. Design flaws have pushed back the project already by three months, which could mean the airport cannot open on 5 December 2004. Murphy John/TAMS/ACT, the design firm, was accused of dragging its feet on the design, which had to be adapted to meet a revised budget of Bt45, 000 million.

Even those in charge of the new Bangkok international airport project, alias Nong Ngu Hao, are hard pressed to confirm if the troubled project would be completed by its 2004 deadline. Delays have become a defining character of this four-decade-old project and only 13% has so far been completed. The reason, to put it simply, is politics and corruption
. 

"Every big project has to deal with political influence. This is a national problem," said Deputy Premier and Commerce Minister Supachai Panitchpakdi, who chair the New Bangkok International Airport Development Committee. He said that in the past, politicians had represented vested interests, which tried to make profits from the 120-billion-Baht project but he stressed with confidence that the ruling government was free of such problems.

Accordingly to this last point, Sansern Wongcha-um, secretary-general of the National Economic and Social Development Board, admitted that the Nong Ngu Hao project had been problematic because of several government changes in the past. "That deprived the project of continuity in the management and real experts who should have been in charge of the implementation", he said. Although political changes would no longer affect the scheme because loan contracts and the NBIA guaranteed progress, political influence might still delay the completion.

However, it took almost a decade, from 1963 to 1973, for the Aviation Department to buy and expropriate private land and gather public land, which forms the whole plot covering 19,800 rays (about 32 square kilometres) for the new construction. Thus, confirming that the most critical issue in developing and implemented infrastructure projects in South-East Asia is concerning the acquisition of the right of using land. 

3.3.3 THE OTHER PROJECTS
The roads in Thailand have been classified into 6 categories according to the Highway Act 1992 as follows: 

· Special Highway or Motorways: are roads with especially high standards of design, particularly with respect to access to the carriage way and control of roadside activity and development, designated by the Minister and the Department of Highways takes the responsibilities in construction, extension rehabilitation and maintenance and registered to by Special Highways or Motorways.

· National Highways: are Primary roads linking among the regions, provinces, Amphoes and important places and the Department of Highways takes the responsibilities in construction, extension, rehabilitation and Maintenance and registered to be National Highways.

· Rural Roads: are roads outside the municipality and sanitary areas, which the Provincial Administration Organization, Public Works Department or the Office of the Accelerated Rural Development take the responsibilities in construction, extension rehabilitation and maintenance and registered to be Rural Roads. 

· Municipal Roads: are roads in the municipality and the municipality takes the responsibilities in construction, extension, rehabilitation and maintenance and registered to be Municipal Roads. 

· Sanitary Roads: are roads in the sanitary areas and the Sanitary Board takes the responsibilities in construction, extension, rehabilitation and maintenance and registered to be Sanitary Roads. 

· Concession Highways: are highways, which the government gives the concession on contract according to the Concession Highway Laws and registered to be Concession Highways. 

The registered highways are as follows: (1) Special Highway and National Highway are registered at the Department of Highways by the order of the Director General with the approval of the Minister. (2) Concession Highways are registered at the Department of Highways by the order of the Director General. (3) Rural Roads are registered at the Provincial City Hall by the order of the Governor with the consent of the Director General of the Public Works Department of the Secretary General of the Office of the Accelerated Rural Development. (4) Municipal Roads are registered at the Municipality by the order of the Lord Major with the approval of the Governor. (5) Sanitary Roads are registered at the Sanitary Office by the order of the Chairman of the Sanitary Board with the approval of the Director General of Public Works Department. The Department of Highways takes the responsibilities in 3 out of 6 types: Special Highways, National Highways and Concession Highways. Excluding these 6 types of roads, there is one organization Expressway and Rapid Transit Authorities of Thailand who takes the responsibilities in expressway construction and rehabilitation while Forestry Department, Irrigation Department, National Security Command Division and Military Engineering Division construct Special roads. 

Although the financial crisis, which started on 1997, is not over yet, the Department of Highways continues stressing on the expedition of its budget to the maximum benefit of the road users by adjusting the designed standard to cope with current economics circumstances; or in other words Department of Highways tries to pay less for same servicing standard. Outstanding projects in this peculiar period are: 

1. Inter-city Motorway System 

2. Four-Lane Highway Construction 

3.3.3.1 INTER-CITY MOTORWAY SYSTEM DEVELOPMENTS
According to the cabinet's resolution on April 22, 1997, the Master Plan for Inter-City Motorway had been approved in principle as proposed by Ministry of Transport and Communications at the distance of approx 4,000 kilometres and the purposed investment cost of the project was Bath 472,360 Million. The duration of the project is expected to be twenty years from 1997 to 2016. The annual budget for the project is approximately Bath 23,600 Million. The objectives of the project are the following:

(1) To set up and efficiently network plan for highway construction to strengthen Thailand economy. 

(2) To establish infrastructure system supporting the government’s policy on the expansion of new technology throughout the country. 

(3) To enhance the national standard of living and to reduce the possibility of accidents and pollution resulting from everyday land transportation and communications of person as well as goods. 

(4) To support the development of regional areas in main cities. 

Inter-City Motorway is the high standard and control access highway. The motorway toll system is designed for toll fee per kilometres. In the beginning it has been agreed that the change rate would be 1 bath/km. for 4-wheel car, 1.60 Baht/km. and 2.30 Baht/km. for 6-wheel truck and 10-wheel truck, respectively. The formation of the investment and financial source are derived from government budget, foreign loan, government private sector co-financing or only rivet sector financing. The input of the toll fee would be deducted party as the reimbursement for the expenditures incurred and as the investment of new construction project. The advantages expected from the Inter-city Motorway are as follows: 

(1) Vehicle operation cost saving. All vehicles can run with constant speed throughout the journey and this is also a saving of fuel and maintenance cost.

(2) Travelling time saving. All vehicles can run with constant speed and there will be no obstruction by man or animal, running across the road, as this is control access highway. Fence will be constructed along the route except community areas. 

(3) Less accident occurrence. Fencing provides less chance for accident. At present the traffic accident causes severe losses in Thailand 

(4) Encouraging regional development expansion policy. The setting up of the Inter-city Motorway network system will make accessibility for country development. Main factory can be located any where, not only in the large city, whereas productions can be transported to the consumer by the time specified

Until now, the Department of Highways has opened to traffics two Inter-City Motorways, namely:

1.1 Bangkok-Chonburi New Highway, in a distance of 82 kilometres; and 

1.2 Outer Bangkok Ring Road (Eastern portion), in a distance of 64 kilometres. 

The toll fee rate for each motorway is as follows: 4-Wheel Car 1.00 Baht/Km (minimum charge 30 Baht); 6-Wheel Truck 1.60 Baht/Km (minimum charge 50 Baht); Other Truck 2.30 Baht/Km (minimum charge 70 Baht). 

In the Inter-City Motorway Construction Programme (1997-2001) four prominent inter-city motorways construction are considered under following strategic development criteria: 

(a) Network for Eastern sea Board Development, 

(b) Network for Western Sea Board Development, 

(c) Network for Outer Bangkok Ring Road, 

(d) Linking Roads between main cities in Northern Part of Thailand and the Greater Mekong Land Development. Subject to the above networks Department of Highways has prepared a program for inter-city motorways construction during the 8th Plan (A.D 1997- 2001).

3.3.3.2 FOUR-LANE HIGHWAY CONSTRUCTION
The Governmental of Thailand approved, on February 16, 1993, the plan for Four-Lane Highway Construction Project Phase I in accordance with its policy to improve all main routes to each part of the country to four-lane highways for the convenience and safety of all road users. The total distance of the roads to be improved was 1,891 kilometres and the project duration had been estimated between the years 1996-1999. The total cost of the project estimated at Baht 45,900 Million and the main routes are: the Northern Region Bangkok-Chiang Rai-A. Mae Sai, including Lampang-Chiang Mai, (total distance 467 kilometres, estimated construction cost Baht 16,600 Million); the North-eastern Region Bangkok-Nong Khai (total distance 231 kilometres, estimated construction cost Baht 4,600 Million); the Central Region Bangkok-Trad (total distance 120 kilometres, estimated construction cost Baht 3,000 Million); the Southern Region Bangkok-Sungaikolok (total distance 893 kilometres estimated construction cost Baht 21,700 Million).

Figure 3.1: Four-Lane Highway Construction Phases

	Phase I
	Phase II.
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The cabinet had a remark that the Ministry of Transport and Communications should carry on the next program for four-lane highway construction. The Ministry, therefore, assigned Department of Highways, to propose to the cabinet the Plan for Four-Lane Highway Construction Project Phase II. This plan would cover the construction of four-lane high-ways throughout Thailand, i.e., the construction of 9 four-lane highways from eastern to western region and from the north to the south has been proposed at the total distance of 4,366 kilometres and the estimated cost of Baht 103,300 million. The project duration is 10 years during the year 1996 to 2006. The proposed highways are following: 

1. Nakhon Sawan-Phitsanulok- A. Den Chai-Phrae-A. Ngao (include Phrae-Nan) – total distance 491 kilometres.

2.  A. Mae Sod-Tak-Sukhothai-Phitsanulok-Khon Kaen-Kalasin-Mukdahan – total distance 773 kilometres

3. Saraburi-Petchabun-A.Lom Sak-Loei (total distance 415 kilometres);

4. B.Hin Kong-Nakhon Nayok-Prachinburi-A.Aranyaprathet-Thai/Cambodia Border – total distance 194 kilometres.

5. Khon Pathom-Suphanburi-A.Pa Mok-Saraburi (incl.Kanchanaburi- Suphanburi), total distance 228 kilometres.

6. Nakhon Sawan-Chaiyaphum-A. Ban Phai-Mahasarakham-Roi Et-Yasothon Ubonratchathani- Chong Mek, total distance 672 kilometres.

7. A.Sattahip-A.Phanomsarakham A.Kabinburi- A.Pak Thongchai-A.Choke Chai-A.Nang Rong-A.Prasart-Ubonratchathani-Mukdahan (incl. A. Si Khiu-A.Chok Chai), total distance 834 kilometres.

8. Surat Thani-Nakhon Si Thammarat-Song KhIa-Hat Yai (include. Song KhIa-A.Ghana), total distance 370 kilometres.

9. Phuket-Phang Nga-Krabi-Phattalung (include. Huai Yot-Nakhon Si Thammarat), total distance 389 kilometres. 

Later, on January 10, 1995, the cabinet approved the said plan in principle and also commented that more roads should have been included and the feasibility study been carried out for more details.

The most important construction projects are:

3.3.3.2.1 KRABI-KHANON CONSTRUCTION PROJECT
Krabi-Khanom Construction Project, including a bridge linking the Andaman Sea and the Thai Gulf with only 2-hour travel. Upon such study the construction investment was satisfactorily as the economic rate of return shown at 13.7-14.8%. The cabinet resolution on June 22nd, 1993, related to Department of Highways comprised, (1) the construction of Krabi-Khanom Highway to Four-lane highway to comply with government policy and support travel development (2) prior land acquisition should be made for Southern Sea Board in long term period (3) detailed study should be made on the construction of "economic bridge" for transporting products and establishing, to the Southern Region, possible long-term competitive opportunity with other marine lines in the future Past Performance. The initial scheme of Krabi-Khanom construction project was the linking of Krabi Port to Khanom Port in total distance of 197 kilometres at construction cost of Baht 9,900 million. The route was determined to be constructed into Four-lane highway on 200 meters right of way width, 135 kilometres in the distance and at the construction cost of Baht 6,000 million. Karbi-Khanom Highway was designed by Department of Highways into Four-lane carriage way and the competitive bidding was carried out and as the result the construction cost of nine sections of this highways was derived at Baht 3,409 million only. The construction of this highway has been commenced in early 1999. Being new alignment, it required land acquisition all through the route, therefore, at the beginning of the project right of way occurred and the construction could not start. However, the cabinet has approved under Miyasawa Plan the compensation for land acquisition and Department of Highways also allotted an additional budget for this purpose, in order to expedite compensation to landowners. Upon such action, most of construction area is therefore available and the actual construction work is then close to the work schedule that the construction completion in early 2001 is more reliable. For full efficiency of this highway, construction of Overpass Bridge is required on Highway No.41, which is Four-lane highway and trunk route to the Southern part of Thailand. In Fiscal Year 2000 the budget amount of Baht 200 million was obtained for construction of this highway: however, the actual bidding price is only Baht 123 million and the balance was then utilized for the construction of two railway crossing bridges at Baht 74 million. The construction of these railway-crossing bridges has begun in 2000 and expected completion in 2002. 

3.3.3.2.2 OUTER BANGKOK RING ROAD CONSTRUCTION PROJECT
Ring Road is special highway project for traffic jam relief in Bangkok area and its parameter where traffic volume and transportation is drastically increased in proportion with rapid economic growth and where different type of vehicle and transport required. This highway is not only the bypass of Bangkok but also the linkage of all regions of the country. It deviates traffic from Bangkok area. Department of Highways had projected for the construction of this highway since 1978, however due to outstanding high expenditure for construction; the project had been preceded section by section in line with available budget. This special highway has been divided into 3 sections, as follows:

1) Outer Bangkok Ring Road Eastern Portion (Bang Pa In-Bang Phli). This section is new alignment in the distance of 63 kilometres, which divided into 8 roadwork and 8 interchanges and constructed to 4-8 traffic lanes. The construction cost of the project was Baht 11,892 million and the project was completed in the year 1998. 

2) Outer Bangkok Ring Road Western Portion (Bang Pa In-bang Bua Thong-Bang Khun Thian). This section is 68 kilometres in distance and the construction has already been completed. For section Bang Pa In-Bang Bua Thong, which is new alignment in the distance of 44 kilometres, the work completed in the year 1995. And, for section Bang Bua Thong-Bang Khun Thian where the existing 2-4-lane highway had been constructed into 10-12 lanes at the construction cost of Baht 6,175 million and the construction has been completed in the year 2000.

3) Outer Bangkok Ring Road Southern Portion (Bang Khun Thian-Bang Phli). The project distance is 34 kilometres in total and has also been divided into 2 sections, viz. (1) Bang Khun Thian-Phra Pa Daeng. This section is 12 kilometres in distance and has been constructed in new alignment through extremely soft clay. The road had been designed into 6-8-lane interchange, including the improvement of Bang Khun Thian Interchange. The construction cost is Baht 5,264 million and the project is expected to complete in the year 2001. (2) Phra Pa Dang-Bang Phli. This section is about 22 kilometres in distance and also been constructed in new alignment through extremely soft clay. The construction cost is estimated at Baht 16,900 million and the land acquisition cost is estimated at Baht 10,600 million. 

Department of Highways had set up the Highway Development Plan in trend with transportation and communication system development held under each National Economic and Social Development Plan. The project implementation included new link construction projects and the project for rehabilitating of existing highway throughout the country, such as Inter-city motorway construction project, interchange and elevated highway construction project and road safety programs. All these projects required large amount of budget for investment. In addition, Department of Highways had undertaken many other urgent construction works including the construction of elevated highway over Highway No.31 (Vibhavadi Rangsit Road) and Highway No. 1 (Phaholyonthin Road) section Anusornsathan-Rangsit in order to serve the high increasing traffic volume and, on other hand, to serve the 13th Asian Game Tournament. For this purpose, the Cabinet issued a resolution for procurement base on lump sum turnkey and Unit Cost contract. The construction company was the Italian Thai Development Cooperation at the amount of 3,887,395,600 Baht, while the duration was 430 days, from 18th September 1997 to 21st November 1998.

3.3.3.2.3 THAI - LAOS COOPERATION ON HIGHWAY CONSTRUCTION
The Kingdom of Thailand and Lao people’s Democratic Republic (Laos) had engagement highway development projects, which are out by both countries. The most important projects are:

a. The second Mekong Construction Project. 

This bridge connects the Kingdom of Thailand at the Mukdahan Province to Lao People’s Democratic Republic at Suwanakhet. It is a part of the east-west corridor connection to the three countries – Thailand, Laos and Viet Nam. The project starts from Mukdahan to Suwannakhet and ends up at Danang Port. The East-West corridor comprises three construction phases; the first is the bridge construction across the Mekong, including connecting roads for both ends; the second is the construction and rehabilitation of Highway No.9 in Laos and Vietnam; the last phase is the construction and extension of the Danang Port in Vietnam.  Survey and detailed design of the second Mekong Bridge construction project had been carried out by the JICA, under the assistance of the Government of Japan. The project was commenced at the beginning of the Year 1999, with the expected duration of 14 months. The project’s expenditures were financed under OEFC loan and equally shared among countries involved. The duration of the Bridge construction was expected to be three years from the year 2000. 

b. Vientiane Road Construction Project

The Lao People’s Democratic Republic had proposed this project for the assistances of the Kingdom of Thailand and it comprises roads construction in the inner of Vientiane. The total distance of the road is 3.5 Kilometres. As the project roads turns through the Government Guest House and many important governmental places, the Kingdom of Thailand decided to assist the Laos people by improving the said route into 4 lanes asphalted concrete road accommodating with drainage system and street lighting system. The total costs were Baht 57,641,200, while the duration was from 29th October 1998, to the 2nd December 1999 – Laotian National Day. 

c. The Huay Kohn Pal Bang Project

The Government of Thailand granted an amount of Baht 10.0 million for the survey and design of the road, which connects Amphoe Huay Kohn of Nam Province and Pak Bang of Chaiburi District in Thailand to Laos and Vietnam.  This route is aimed for trade accessibility among these three countries.

3.3.3.2.4 THAI-MYANMAR FRIENDSHIP BRIDGE CONSTRUCTION PROJECT
The Thai-Myanmar Friendship bridge construction project had been carried out by the United Nations, with the aim of linking all countries around the world together and to constitute good friendship and peace between them. In Asia, the Asian Highway (see point E) has been established by the United Nations and the Government of the Kingdom of Thailand and the Federal Republic of Myanmar agreed that a bridge across the Mae Muay River would be constructed at Amoe Mae Sod in Tak Province of Thailand and Maew Vadee Province of Burma. This bridge will be a part of the Asian Highway network that connects the Kingdom of Thailand to the Federal Republic of Myanmar. Both parties have signed an agreement of this consensus on October 20th, 1994 in Rangoon. The Auspicious Stone Founding Ceremony was held on October 17th, 1994 and the construction of this bridge was initially started on the following day. The Thai-Myanmar Friendship Bridge has been designed into Reinforced Concrete Bridge. The carriageway is 8.00 meters in width and the sidewalk on each side of the bridge is 2.50 meters. The bridge has 14 spans altogether and the length of each span is 30.00 meters or 420 meters in total. The Bridge Construction Centre 1 carried out the bridge construction; a unit within Department of Highways, which is responsible for the Department force account work. The construction cost was estimated to Baht 65.2 Million. The bridge approach areas in both Thailand and Myanmar were developed into the same standard as the bridge. The construction of U-turn road under the bridge on each side were completed by Tak Road Construction Centre, which is also, one of the Department of Highways’ units responsible for force account work, at the cost of Baht 39.4 Million. The total construction cost of Thai government budget was expected to be to Baht 104.6 Million. During construction, at nearly the end of the project a conflict on the Mae Muay River filling occurred and as the result of this event the construction work was suspended in the month of June 1996. The construction work was resumed in March 1997 and finally completed in July the same year. The Bridge Dedication Ceremony was officially held on 15th August 1997. 

3.3.3.2.5 ASIAN HIGHWAY IN THAILAND
In order to develop the highway route that connect to neighbouring countries, the Department of Highways also improved approximately 3,430 kilometres of Highways, which are part of the Asian Highway in Thailand.

This project is aimed at the cooperation for international transportation improvement and the Asian Highway will connect one capital city to another and go through industrial cities, main ports, tourist places and major business centres. Fifteen countries have been engaged in that project, namely Afghanistan, Bangladesh, Cambodia, India, Indonesia, Iran, Laos, Malaysia, Nepal, Pakistan, the Philippines, Sri Lanka, Thailand, Vietnam, China, Myanmar and Mongolia. The Asian Highway network is composed by 68,307 Km and connects 15 countries in the Asian and Pacific Region. The network begins at the West – in Europe – and runs to the East at Vietnam and the Philippines, to Southeast Asia in Indonesia, and to the South ‘till Sri Lanka. The main Asian Highways Routes in Thailand are:

1) Route A-1, which runs from the border of Myanmar at Mae Sot, long Highway No.105, to Changwat Tak, then crossing Thailand long east-to-west till the border of Cambodia at Aranyaprathet. The route is paved along the way and the distance of which is approximately 689 km.

2) Route A-2, which runs from the border of Myanmar at Amphoe Mai Sai to the Malaysian border at Amphoe Sadao, crossing Thailand along the north-south line. The route is approximately 1,945 km and also paved.

3) Route A-3, which begin at the intersection of the Asian Highway Route A-2 at Chiang Rai and runs till the border Laotian – at Huay Xai – at Chiang Khong, crossing the so-called Golden Triangle. The route is approximately 115 km and also paved.

4) Route A-12, which begins at the intersection of Asian Highway Route A-1 at Hin Kong till Nong Khai at the Laotian border near Vientiane, crossing all north-eastern cities of Nakhon Ratchasima, Khon Kaen and Udon Thani, forming a triangle. The route is 524 km and paved.

5) Route A-15, which begins at the intersection of Asian Highway route A-12 at Udon Thani, and turns on the eastern-line, through Sakhorn Naklon and ends at Nakhon Phanon, near the Laotian border at Tha Kharek – which in line will be probably connected to the Vietnamese port of Dong Hoi and thus turning south to Danang. The route is approximately 241 km and paved.  

6) Route A-16, which begins at the intersection of the Asian Highway route A-2 at Hat Yai and proceed along the highway trough Pattani and Narathiwat to the Malaysian border at Amphoe Sungai Kolok. The route is approximately 275 km and paved.

Following the second Asean Transport Ministers Meeting in Chiang Mai during 27-28th February 1997, the Asean Highway Network as proposed by Thailand was set up to serve as network for the development of the member countries. Thailand was also designated to be responsible for the preparation of Discussion Paper for the next meeting. Agreement has reached in principle on Asean Highway Project, and Asean Highway Experts Group, comprising highway experts from Asean countries designated to work out for the project in detail. The Asean Highway Experts hold their first meeting in Bangkok, on 16-17th March 1998, and agreed on the Highway Experts' monitoring scope in four issues, as follows:

1. To determine Asean Highway Network 

2. To set up Asean Highway Standard (including traffic signs and signals, highway numbering system) as the basic of Asean Highway Project planning and development coordination. 

3. To designate international transit transport routes and border transit facilities, including designation of minimum standard of such. 

4. To set up Asean Highway Development Plan, including highway that first priority in seeking financial support from ODA or private sector or from bilateral agreement of government and private sectors. 

After three consecutive meeting of Asean Highway Experts in Hanoi, Socialist Republic of Vietnam, Bandar Seri Bagawan, Negara Brunei Darussalam and again Hanoi during the year 1998, it was finally agreed on the summary of main content on Asean highway network development coordination. As the result, in the Fifth ATM Meeting held in Hanoi, Socialist Republic of Vietnam, on 16th September 1999, Ministerial Understanding on the Development of Asean Highway network Project-MOU was signed. The said MOU contained the following:

i. Asean Highway Network Description. The objective of Asean Highway Network is to connect transportation of all member countries' high potential areas and the network comprised 23 routes.

ii. Asean Highway Standard. There are 4 standards, as below, Standard Main Feature Primary Full control access motorway Class I 4-lane divided highway Class II 2-carriage way, paved road, 7-meter surface width Class III 2-carriage way, paved road, 6-meter surface width 

iii. Asean Highway Development Strategy. Objective for Asean Highway development is divided into following 3 phases; Phase 1 (A.D.2000) completion of Asean highway network and border transit route designation; Phase 2 (A.D.2004) improvement of designated international highways to, at least, Class III Asean highway standard, including traffic signal installation. Ass missing link on and between each network is constructed and all border passes are operated; Phases 3 (A.D2020) improvement of all designated international transport routes into Class I standard, except low traffic volume route and subordinate network, Class II is allowable. 

iv. Senior Transport Officials of STOM are effective coordination and implementation in constitutional aspect as set forth in MOU, and also for the project monitoring. However, progress report on Asean highway project will be made by Asean Highway Experts Group and in this task is vested in Department of Highways. 

In the past Asean has set up Working Groups to carry out study on various topics but, for the time being, those workings are rearranged into 4 groups, and each group is responsible on study of Land Transport, Marine Transport, Aviation Transport and Facilities Management, respectively. Chairman of Land Transport Working is senior official from Malaysia and the Vice Chairman is senior official from Vietnam. However, there are 3 sub-working groups in Land Transport Working Group; Thailand remains Chairman of Highway Sub-working Group, the responsibility of which is on two major tasks below,

· LT1 - Implementation in comply with Ministerial Understanding on the Development of Asean Highway Network Project-MOU. 

· LT2 - Feasibility Study on Detailed Design of High Priority Route in Asean Highway Network. Designation of transit Transport Routes and Facilities, which will serve Asean Framework Agreement on the Facilities of Goods in Transit, signed in December 1998, between Asean member countries at Hanoi, Socialist Republic of Vietnam. Moreover, in ATM latest meeting during 4-5th October 2000. 

In Negara Brunei Darussalam, it was agreed that member countries of Asean should ratify the Asean Framework Agreement within the month of December 2000. Another major task of Department of Highway as the Coordinator of Asean Highway Project is to prepare Asean Highway Development Plan, which is the basic of the objectives set forth in MOU. 

3.4 HOW DEVELOPMENT BANKS WORK
The most interesting region, in which the Asian Development Bank (ADB) concentrates its main efforts, is the so-called Great Mekong sub-region, which comprises Cambodia, Lao People’s Democratic Republic (PDR), Myanmar, Thailand, Viet Nam and the Yunnam province of the People’s Republic of China. In fact, almost 100 projects – mostly in transportation and telecommunication – for investment and technical cooperation have now been identified for implementation in the six countries in this region, with the aim of promoting economic and social cooperation and development.

3.4.1 VIETNAM – CAMBODIA INFRASTRUCTURE DEVELOPMENT
The major transportation project financed by the ADB in this sub-region is the development of the highway between Phnom Penh and Ho Chi Minh City. Interesting is that this project can be considered as the first joint project between these two countries, and it marks a milestone in the ADB's Greater Mekong Sub-region (GMS) initiative to promote economic cooperation in a formerly conflict-torn area. Although the region used to have strong cross-border transport links, the situation completely changed during the last decades of conflicts and political disputes. It has been estimated that the upgraded road will shorten the travel time between Phnom Penh and Ho Chi Minh City by four to six hours and reduce operating costs for trucks by 16 to 20 percent. As we have already analysed in this chapter, transportation cost is a key determinant of isolating remote areas. Thus, easier access will probably encourage tourists, business people, and traders to use the road instead of going by plane or boat, if it will be correlated to better security. Nevertheless, the highway is part of a longer corridor between Bangkok, Thailand and the southern Vietnamese port city of Vung Tau. Thus, trade between Thailand, Cambodia and Viet Nam is also expected to expand as a result.

The total cost of the project is estimated to be $195.5 million – $50.7 million in Cambodia and $144.8 million in Viet Nam. The investment will be repayable over 40 years, including a grace period of 10 years, and carry an annual service charge of one percent. Approval of the loans is subject to the condition that they shall be signed when sufficient financial resources are available for the ADF. However, local governments will jointly finance the project, through the Cambodian Ministry of Public Works and Transport and the Vietnamese Project Management Unit-My Thuan, an agency of the Ministry of Transport. Accordingly to ADB’ investment policies the project civil works will be procured in accordance with the international competitive bidding procedures of the Bank's Guidelines on Procurement and also supervision consultants for each country's component, consisting of an association of international and domestic firms, will be instituted. 

3.4.2 CAMBODIA INTERNAL INFRASTRUCTURE
The jointly project previously analysed – the highway connecting HCMC to Phenom Penh – will be successful in terms of benefits for local population if and only if the transportation infrastructure in Cambodia is dramatically improved. The main roads connecting Phenom Penh to Sisophon, through Battambang – thus from the south-east to the north-western of the country – and from Phnom Penh to the famous Siem Reap – Angorwat temples – are extremely dangerous and difficult to be driven.  In fact, they are not asphalted and bridges are completely destroyed. The navigable Lake Tonlè Sap gives anther communicative way from Phnom Penh to Sisophon, although it is navigable just in determined periods of the year, and the safety is not under-control. The railway connected the capital to Battambang – thus to Sisophon – or Sihanoukville – the main Cambodian port, just few km from Phnom Penh. But, as for the roadway, it is neither fast nor safe to be used. The improvement of the transport infrastructures in Cambodia are thus of primary importance for the future development of the region.

Accordingly to this, the ADB has granted an US$68 million equivalent concessional loan for the Primary Roads Restoration Project, which should benefit both more than two million people in some of the poorest provinces of Cambodia and the commercial activities. The Project will restore important sections of Cambodia's primary road network, and address several sector issues including (i) facilitation of efficient transport services, (ii) promotion of balanced regional development, and (iii) development of institutional capacity.

The Project will (i) improve accessibility, especially to rural areas, to promote economic and human development; (ii) reduce road transport costs to facilitate more efficient movement of goods and passengers; and, (iii) increase the capacity of MPWT to effectively manage and maintain the road network. The Project scope includes (i) restoration of about 577 kilometres of the national road network from Pursat to Battambang and Sisophon, and damaged sections between Phnom Penh and Pursat; 112 km from Kompong (Kg) Thmor to the Kg Thom provincial boundary with Siem Reap province; and 205 km from Kg Cham to Kratie); (ii) rehabilitation of bridges along these roads; and (iii) strengthening the Ministry of Public Works and Transport (MPWT), which manages Cambodia's road sector.

The rural population will have more access to education and health services as well as employment opportunities. Better transport links will also expand religious, community and social activities and help unify a society shattered by decades of political instability and violence.

Most of Cambodia's infrastructure deteriorated during 30 years of war and only a third of its 7,700 kilometres of primary roads are passable all year round. Rehabilitating the roads will not only makes transport safer and faster between Phnom Penh and other major centres; it will also promote more balanced regional development.

The project will also supply vehicle monitoring and laboratory equipment to the Ministry of Public Works and Transport (MPWT) and assist in the supervision and training of MPWT construction personnel. In addition, the Bank will provide a technical assistance grant of US$735,000 from its Japan Special Fund to increase the capacity of MPWT to manage and maintain the road network.

The total cost of the project is estimated at US$88.1 million equivalent. The ADB loan will finance over 77 percent of the cost and the balance will be met by the Cambodian government, the OPEC Fund for International Development and the Australian Government. The loan, which will be from its Asian Development Fund, is repayable over 32 years, including an 8-year grace period. The interest charge will be 1 percent per annum during the grace period and 1.5 percent per annum thereafter.

Approximately 2.4 million people live in the areas of influence of the project roads, and about 40 percent of the beneficiary households live below the poverty line. The Project will directly benefit the local population through more reliable, cheaper, and safer road access to markets for their products, to human development services such as education and health, and to employment and income opportunities. During the implementation of the civil works component of the Project, a large number of additional workdays will be generated that will benefit the local population either because of employment opportunities or higher expenditure levels in the local economy. The main quantifiable benefit of the Project will be reduced road transport cost as a result of improved road conditions. The overall economic internal rate of return (EIRR) is 28 percent and the net present value is $110.6 million equivalent. The EIRRs for individual road improvements range from 19.3 to 33.3 percent.

The procurement of goods and services for the Project will be in accordance with the Bank's Guidelines for Procurement. The civil works contractors for the national roads will be selected on the basis of international competitive bidding (5 packages) and local competitive bidding (4 packages); the latter following procedures acceptable to the Bank. Force account will be used for civil works on some sections of the national roads. Equipment will be procured through international competitive bidding (2 packages) and international shopping (2 packages).

Consulting services for construction supervision will be provided by international consultants in association with domestic consultants (about 275 person-months for international consultants and 648 person-months for domestic consultants). The consulting services will also contribute to capacity building in MPWT through on-the-job training. Consulting services will be provided by qualified consulting firms engaged in accordance with procedures consistent with the Bank's Guidelines on the Use of Consultants and other arrangements satisfactory to the Bank relating to the recruitment of domestic consultants.

3.4.3 LANDMARK AGREEMENT EASES TRAFFIC BETWEEN THAILAND, LAO PDR AND VIET NAM
A good road connection is necessary but not sufficient for improving commercial activities among countries. Concerning to this point, a landmark agreement to ease the flow of people and goods between Thailand, Lao PDR and Viet Nam was signed by the transport ministers of the three countries in Vientiane on 26 November 1999.

Aimed at slashing the bureaucratic red tape that currently restricts cross-border traffic flows, the accord is expected to boost trade between the countries as well as between the region and the rest of the world. 

A few years back, the people and goods crossing between Thailand, Lao PDR and Viet Nam were mainly refugees and military hardware. In the months ahead, Vietnamese trucks carrying dragon fruit and seafood are starting to trundle through Bangkok while Thai trucks loaded with textiles and canned food will supply markets in Ho Chi Minh City, Hanoi and Vientiane.

The agreement, due to be signed by ministers Suthep Thaugsuban of Thailand, Phao Bounnaphol of Lao PDR and Le Ngoc Hoan of Viet Nam, aimed to simplify and harmonize legislation, regulations and procedures relating to cross-border transport.

Simply put, the objective is to combine the separate border controls so that inspections can be carried out jointly and speedily. The inspections relate to people (passports/visas, driving licenses, foreign exchange, customs, health matters), vehicles (registration, roadworthiness, insurance) and goods (customs, plant protection, veterinary).

However, the agreement was just on principles, thus more effort has to be put on the matter thus to really incentives the cross-border activities. Nevertheless, it consider a new transport corridor – just in the centre of the region, in the Thai province of Ubon Ratchathani, thus directly connected to the Khorat province and in competition with the classical way through the Friendship Bridge that connects the Thai city of Nong Khai with Vientiane, the Laotian capital– which will join Mukdahan in Thailand and Savannakhet in Lao PDR to Lao Bao, Dong Ha and the port of Da Nang in Viet Nam. The ADB is expected to approve a $57 million loan shortly to rehabilitate parts of the road in Lao PDR and Viet Nam.

Commodities moving between the three countries since the early 1990s are mainly construction materials, fuel, timber and wood products, machinery and equipment, foodstuff, textiles, marble and livestock. Growth in traffic of these goods is expected to double to 1.6 million metric tons by 2000 and double again by 2010.

Other major Subregional roads will also accelerate the growth of trade and investment in the Greater Mekong Subregional. Other projects in the pipeline include a road from Kunming in Yunnan through Lao PDR to Chiang Rai in northern Thailand and another from Kunming through Hanoi to Hai Phong.

Some fear that these restored links will also increase trafficking in drugs, prostitutes, and wildlife and illegal logs. The ADB is working with the UN International Drug Control Programme on drugs trafficking and other agencies at national level on illegal logging and wildlife. Promoting economic cooperation among the six countries bordering the Mekong River has been a major initiative of the ADB since 1992. 

3.4.4 TRANSPORTATION INFRASTRUCTURE PROJECTS IN CHINA
Two main infrastructure projects have been designed to China from the ADB. They are concerning the construction of Poor rural communities will be linked to cities in a new highway project for which the Asian Development Bank approved loans totalling US$320 million. The links will empower rural folk with better access to markets, jobs, education and health services.

The Chongqing-Guizhou Roads Development Project will build a new 176-km expressway across mountainous terrain in the poor southwestern region. It will also upgrade 826-km feeder roads connecting the expressway interchanges to underdeveloped counties and townships.

The expressway will connect Leishendian in Chongqing Municipality and Zunyi in Guizhou Province. It will be part of the 1,129-kilometer north-south transport corridor of the National Trunk Highway System that will link Chongqing to the southern port city of Zanjiang.

Guizhou is PRC's poorest province. Per capita GDP is only 37 percent of the national average. Nearly a third of the 6.4 million people in the project area earn less than US$1 a day. Linking the poor areas to growth centres will improve the economic fundamentals and expand the scope for economic and social activities. The project is expected to help raise over 400,000 people from poverty over a 15-year period, according to Makoto Ojiro, ADB's senior project economist working on the project.

Farmers will be able to diversify into higher-value cash crops to sell in the market. Women, who are usually the ones to sell farm products, will have better access to information as well as markets. Investment to develop rich mineral resources will flow in from Chongqing and Sichuan. Employment will rise, especially for the young. Travel will be cheaper and safer, bringing education and health services within easier reach of villagers.

In addition, the project will provide consulting services and training to improve construction quality, road safety, and monitoring and evaluation capacity.

Lack of access to economic opportunities is a significant cause of rural poverty in the PRC. Poverty-stricken counties are concentrated in remote mountainous areas in the central and western region. The project area is mountainous with poor soil. The population is dependent on rain-fed agriculture.

The ADB loans count up for 27 percent of the estimated total project cost of $1.18 billion. The remainder of the cost will be borne by PRC national and local governments, the Ministry of Communications, and domestic banks. The ADB loans will carry an interest determined in accordance with ADB's pool-based variable lending rate system for U.S. dollar loans. They are repayable over 24 years including a 4-year grace period.

3.5 CONCLUSIONS
At the beginning of our study, a lot have been pointes out regarding the importance of transport costs for the economic growth of a country. Tropical and landlocked regions are among the poorest in the world. Even though the Asian continent as a whole has shown significant progresses during the last thirty years, with average income rising from an average of 1,289 US in 1965 to 3,239 in 1992, differences persists country by country. Two main geographical phenomenon are typical in the Asian continent: the agglomeration of activities around well-specified centres and the so-called tropical underdevelopment. 

Tropical underdevelopment topic has been helpful for reaching original reasons for the underdevelopment of so large part of the world, and it finds that geographical factors, often misunderstand or taken into marginal consideration by scholars, can easily identified as keys determinant in country’s growth. These factors are typically: migration flows, vicinity to economic centres, health problems, poor agricultural differentiation, and political reasons – in regarding to political landlocked economies as Vietnam, Myanmar and China – climate, probability of developing and implemented technological innovations and the like.      
On the other hand, as we have already underlined, the agglomeration of activities represented the second phenomenon typical of Asian countries. The reason for agglomeration of activities is essentially given by the presence of transportation costs. Industries, in fact, might spread out to minimize the costs of reaching consumers in different locations. The increasing returns that are necessary for agglomeration might be either external to the firm or internal. However, the main goal that a policy-maker should follow is the creation of secondary centres.

The Thai city formation, as well as for other Asian countries, takes the usual radial form, starting from the centre – generally the one favoured by the government by incentives – and expanded to other suburbs areas. The favoured centre is usually the capital city – Bangkok, Kuala Lumpur, and Manila – or the main economical centre – as Ho Chi Min City or Shanghai – due especially to its vicinity to the main bureaucratic infrastructure system. Let’s reconsider Thailand for a while. Although the agglomeration of activities has been highly concentrated around the city of Bangkok, the radial forms expanded till the Chonburi district creating the well-known Great Bangkok area.  

From a company prospective, the agglomeration of activities around centres represents the easier way to localize subsidiaries, when the main company activities are concentrated on both final and intermediate markets. In fact, the main advantages is given by the knowledge spill over, which is the learning process by observing from neighbours firms, such as in which way buying and selling, technological development, access to skilled labour market and the like methods took place. In other words, localizing subsidiaries in economic and business centre, where already other companies are presents, can limit the risks associated to the new marketplace.

From the host government prospective, on the other hand, the agglomeration of activities do not allow a more harmonious country development, in which just who is present in the area can have access to better labour and health condition. Let’s consider Lao People’s Democratic Republic and the Yunnan Region (China). They are both geographical and social landlocked economies, characterized by the lower income pro-capita in the Great Mekong Sub-region and also they are practically excluded from the international trade flow. Indeed, due to their particular geographical location, the creation of big centre is still limited. All the investment in transportation infrastructure will probably encourage there the localization of low-profile foreign companies – the ones in which the low-cost labour factor is predominant on high-profile capital factor – which will push up at least in the short and medium term the condition of life of local residents.  As we have already had the opportunity to underline, the elasticity of trade flows with respect to transport costs is found to be approximately –2.5. In other words, it implies that halving transport costs increases the volume of trade by a factor of five, or improving infrastructure from the 75th percentile to the 50th increases the volume of trade by 50%. And, consequently, the increasing in trade will lead to mounting standards of life for local people.
However, in case of more industrialized economies in this region, the agglomeration process leads to an unwanted effect both for the government point of view and the company’s one: the congestion consequences. It has been defined in a double ways:

1. as a force that pushes out companies from a determined area for:

· Creating and/or connecting the companies activities with another consumers market; and

· Nearing the activities to supplier market.

2. As the force, which deteriorate the condition of life of residents as:

· Increasing in pollution, which directly leads to increasing in health diseases;

· Diminishing the number of doctors and teachers for clients and students

· Illegal migrations and raising importance of black markets, especially regarding the labour factor.

· Increasing the cost of life;

· Destabilization of the social and geographical environment,

· And the like.

Thus, it became a government priority the facilitation in creating new economic centres. The Thai Government is strongly working on this last point, with the implementation of large infrastructure projects – mainly in transport sector – to facilitate the exchange of goods and information among different centres. We can also add that it has been working on three different ranks: country, city and over-country level. On country base, the large investment on highways infrastructure has the objective of promoting relations between centres, and the creation of new ones. On the other hand, to curb over congestion consequences in its main centres, the Thai Government, throughout state or province agencies, is implementing policies for limiting the people living in the centre, pushing them outside and improving more ecological way of entering inside them. On regional prospective, the Government is promoting investment for enhancing communication and transportation system with neighbouring countries. But these policies can be considered as a knife with double blade. In fact, it will probably encourage the life condition of poor population living in the area involved thanks to improvement in trade flows. On the other hand, however, foreign and local companies, characterized by low-profile labour factor, will have access to new locations where localize their subsidiaries. If, in fact, transportation costs will lower at a level in which the localization of subsidiaries will be indifferent between two economic points, probably the companies prefer to localize where labour costs are lower, ceteris paribus. This objection, however, is significant just when the skilled labour force is not relevant, although in case of some countries, in particular Vietnam, the issue is more related to political interference than skilled workers. For understanding better this point, let go the next step: the economic model adopted by Asian countries and its development. 

The kind of economic development model adopted by most Asian countries is the so-called Japanization of the economy, which implied that exported oriented companies are advantages – through tax incentives – compared to other firms. This kind of growth model has directly facilitated the process of agglomeration of activities. Host Central Banks in Asian countries generally pursued a fixed-currencies-exchange rate regime, plugged local currencies to a basket of foreign currencies, with the aim of limiting exchange volatility. At the same time, host government encouraged export-oriented industries through subsidies and other form of incentives. Thus, the growth of Asian economies was effectively correlated to foreign demand for local products. In the first stages of an economic development, encouraging “industrialization export-oriented” is probably the faster and easier way to guarantees a strong and rapid growth. Having forget to taking into consideration the necessity of developed a local internal demand, these economies needed markets where selling their products, so becoming directly depending from them.   

In particular, most of them have strongly encouraged apparel and electronics assembly industries.  These are typically labour-intensive industries, in which the developing country imports a very high proportion of the value of final output. The intermediate imports are assembled by the domestic workers, and then typically re-exported to world markets. The developing countries are essentially selling labour services used in assembly operations, rather than selling the entire product. For such assembly industries, even small increased in transport costs can render the sector non-competitive. Thus, only in developing countries with good transport accesses to world markets have been able to establish assembly-type industries.

In other words, a strong regional infrastructure development in the transportation sector could encourage these companies to localize their subsidiaries there where the labour costs are cheaper. The next steps Thailand and other newly industrialized countries as Malaysia, Indonesia and the Philippines – without considering Singapore and Brunei characterized by higher forms of development – have to follow are regarding:

· The improvement of investment law, with the aim of encouraging the localization of capital-intensive companies.

· Improvement of BOT legislation. As we will see in the next chapter, the legislation on BOT contract is quite jeopardized among countries and the certainty of right is often out of control.

· Encouraging the imitative effect.

The Thai economic developments, which have interested the country especially during the last decade, have been spread all around. In the meantime, specification and characterization persist extrapolating county by county. In fact, while some regions around Pattaya and Pukhet are famous worldwide as tourism attractions, the province of Khorat is relevant for agricultural products, Chathamburi for precious metals and woods, Chiang Mai for garments and woods, and the like. Thus, a sustainable development should emphasis the strengths of each geographical location – considering local specializations – while minimizing all possible weakness – as, in example facilitating the information flows from bigger centres to small ones, or encouraging the creation in loco of specialist schools
.  Consequently, for promoting the sustainable development of local areas, a policy maker should be to encourage the optimum used of indigenous resources.

Encouraging just foreign investment will not necessarily induce an imitative effect for the economy. Suppose the Thai government decide to encourage the localization of a steel company in the Khorat area. In the short term, it will improve the standard of life for local people, while the same effect in the long-term is doubtful. But, hypothesize that the same government will push there a food company – with ceteris paribus condition with Bangkok – while improving the local university standard in both agricultural and business studies. Probably the short term result will e lower then for the previous case, but an imitative effect factor would encourage the formation of local companies – the knowledge spillover effect can be find also among local companies and MNCs not jus among MNCs – which will benefit more the region in the long run.  

A similar policy has been implemented in Vietnam and in China by the International Finance Corporation (IFC), which is related to the World Bank. IFC was created for providing fund to the private sector. The financial situation in these communist countries creates great disadvantages for the growth of local companies. In fact, these firms cannot have direct access to the financial market for providing fund necessarily for improving their capabilities, due to national investment laws. Thus, the IFC is their guarantor for obtaining funds from local banks, when the investment to be made is considered economically sound. Although the IFC is not directly promoted imitative effect, it is encouraging the development of local industrial model. Thus, believing that a sustainable development is strictly related to local resources, just encouraging local companies it will be possible to guarantee a more harmonic growth. 
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	THE DEVELOPMENT OF THE SOUTH-EAST ASIA




4.1 INTRODUCTION
The last decade saw unprecedented changes in many Asian countries. The double-digit growth rates in the late 1980s were exemplary and prompted discussions of booms and miracles. The World Bank called Thailand the fastest-growing economy of the decade
, including it in the group of “high-performing Asian economies”
. The International Monetary Fund predicted that by the year 2020 Thailand’s economy would grow to be the eighth largest in the world, surpassing France. Inflation was slow; the government budget was in surplus, and the balance of payments was controllable. Investment soared and unemployment was virtually unheard of. 

Most of the Asian countries pursued trade and financial liberalization in earnest, and these policies were widely welcomed. Deregulation and privatisation, which had hitherto been a taboo, were hailed as enlightened policy. For at least a full decade, East Asian countries were attractive to invest in. Rates of returns were high and capital flowed in, in response to stabilization and reform efforts, and financial liberalization. The fixed exchange regimes – applied in the majority of the countries in exams – facilitated export and import. At the high interest rates that limited flexibility of the exchange rate required was extremely attractive, particularly with the declining trend in long-term interest rate in the industrial economies over the decade and the emergence of large institutional investors in industrial countries. Indeed, the economic boom was also driven by an abundance of cheap factors of production; most notably labour, which in turn prompted a surge in exports and investment amidst a favourable environment of stable oil prices, subdued inflation, and low interest rate. 

The objective of this chapter is to analysis the economic – financial – and legal environment in which the Sky-Train project – fully analysed in chapter 5 – took place. The main reason of such analysis has to be reach in the lack of financial information we were able to obtain regarding the project itself. The company is expected to issue equity on the stock market at the end of this year and the Security Exchange of Thailand (SET) clearly required that just well determined information could be displayed to the public before the IPO, for limiting the probability of occurrence of insider trading problem. A deeply analysis of what happened in Thailand from 1992 to 1999 is undoubted necessary for making assumptions on how these changes could have effected the company’s financial side. Therefore, we will take in exams only superficially the reasons why the turmoil initiated in Thailand in 1997, underlining just the factors whose might have influence the project itself.  

4.2 THE ECONOMIC DEVELOPMENT OF THE REGION
We now start analysing the Asian economic situation considering what happened during the 90s. In all Asian countries, GDP growth rates were remarkably high in the 1990s, and an average of 7% and more was the norm. The Philippines represented the exception, with the GDP grew at an average of just 5% after 1994. At the same time, several Asian countries, whose currencies collapsed in 1997, had experienced a current account deficit in the period in exam. The two countries with the large and persistent current account deficit were Thailand – over 6% of GDP on yearly basis, and approached 10% in 1995 – and Malaysia – 10% of GDP in the early ‘90s and thus falling at 3.5% in 1993 – followed by the Philippines – 5% of GDP and above. Indonesia started a decade of large imbalanced, which sharked in 1992 and thus widened again, reaching the level of 3-4% of GDP in 1995-96.  In Korea, the current account deficit was low in the early ‘90s, and virtually nil ‘till the 1995, when it reached the level of 5% of GDP. Directly related to the concept of current account deficit is the notion of solvency: a country that is accumulating foreign debt at a rate that is faster than the real cost of borrowing, cannot expect to be able to do so forever. In other words, a country could run a very large current account deficit and remain solvent, as long as it can generate trade surplus. A popular test of solvency in practice is the non-increasing foreign debt to GDP ratios: if in the long run the interest rate exceeds the growth rate of output, a stable debt to GDP ratio is a sufficient condition for solvency. Consider the values show in the following table, calculated in Corsetti, Parenti and Roubini (1998):

Table 4.1: Resource Gap for 5 Asian Countries

	Korea
	4.4%

	Thailand
	6.9%

	Indonesia
	3.3%

	Philippines
	6.5%

	Malaysia
	2.3%


The table shows that resource gaps were quite large already in 1996. Thus, the countries in exams presented a solvent problem in 1996, which is related to the sustainable issue of their economic growth in the future. As we have already taken into consideration, the growth rate of the region was considerable high, and thus, accepting the traditional view; a large account deficit was likely to be sustainable. Indeed, economies that are relatively open are considered less likely to face sustainability problems, for two reasons. First a large export sector strengthens the country’s ability to service its debt obligation. Second, the economic and political costs of a crisis are relatively large, as the interdependence of the economy with the rest of the world is high. Most countries were considerably open. The degree of openness was the lowest in Indonesia – around 26-27% - and higher in Korea the Philippines and Thailand – 30/40% – in Taiwan – 50% - in Malaysia – above 80% - and above 100% in the city-state of Hong Kong and Singapore.  In the meantime, all countries presented a significant trade shocks in 1996, with the fall in price of some their main exports – especially for semi-conductor and other manufactured goods. The sharp appreciation of the US dollar relative to the Japanese Yen and the European Currencies since the second half of the 1995 led to deteriorating cost-competitiveness in most Asian countries whose currencies were effectively pegged to the dollar. The competitiveness factor was also under pressures by the increasing weight of China in total export from the region. 

The Asia countries also were characterized by very high rates of investment throughout the ‘90s. In most countries these rates were above 30% of GDP, with the exception of the Philippines and Taiwan that show rates in the 20-25% range.      

4.3 THE FINANCIAL MARKETS
4.3.1 A REGIONAL OVERLOOK
The Financial System plays a fundamental role in the economy because, when it operates in a correct way, it has the function of canalisation of funds between who saves more than can consume and who needs financial resources for investing in the production sector. The role of the financial intermediation has its origin in the characteristic of the market itself: risks and portfolio diversification; imperfect information; and transaction costs. Between 1990 and 1993, the Thai Stock market rose by 175% (395% for the property sector) but than lost 51% (73% for the property sector) of its value between 1993 and the end of 1996. In Malaysia, stock prices rose by 145% (160% for the property sector) between 190 and the end of 1996. In the Philippines, the Stock market rose by 386% (275% for the property sector) between 1990 and 1996. In Hong Kong, stock market prices increased by 344% (423% for the property sector), while in Singapore they rose by 92% (181% for the property sector) and in Taiwan they rose by 53% (-9, 8% for the property sector). Finally in Korea stock prices rose by 47% between 1990 and 1994 but then dropped, falling 36% by the end of the 1996. Thus, giving a quick look to the data, we can say that the percentage of growth for the property sector fallowed the same trend of the assets prices increasing in the stock market, but at higher level
. 

Moreover, we want now to have a closed look to the Thai financial situation, due to the fact that the project we are going to analyse later took place in this country during this decade. 

4.3.2 A THAI OVERLOOK
Agents can have two different opportunities when investing in the Thai market place: directly through the Stock Exchange of Thailand (SET), and indirectly through the banking credit system.  

The early 1990s saw a major reorientation of national policy towards liberalization and internationalisation of the Thai financial and economic system to capture some of the benefit from the end of the cold war and the entry of former central planning countries into the global market place. In this respect, a full-fledged agenda was mapped out to promote the country as a regional financial, trade and investment centre of the sub-region. Under this prospective, it is important to remember that in this period the need of a Clearance House for regulating and monitoring debts and credits of companies and financial institutions in East Asia was really necessary. Therefore, the major financial centres – Singapore, Hong Kong, Bangkok and Kuala Lumpur – started a financial war. All were trying to attract foreign and local capital, to legitimate their aspiration of having located in loco the Clearance House. Financial deregulation and liberalization were launched in regard to all the dimensions of the operation of the financial system: price (i.e. interest rate), entry (introduction of BIBF), scope of operation (expansion of banking businesses to limited aspects of capital market activities) and infrastructure building of the payments and supervisory building. 

4.3.3 THE BANKING CHANNEL
Bangkok International Banking Facilities (“BIBF”) are international financial businesses established in March 1993. Forty-nine banks, comprising 15 Thai Commercial Banks, 12 branches of foreign commercial banks in Thailand, and 22 foreign commercial banks, without branches in Thailand, have been granted BIBF licenses. Thai entrepreneurs and other international banking businesses aimed the established of BIBF at enhancing capability of Thai financial institutions in international leading, and thus reducing the costs of foreign borrowing. Meanwhile, BIBF would have also served as an important channel for the Indochinese countries and Myanmar to mobilize funds for their economic development, as well as to integrate the financial system in the region.

BIBF banks usually funded their lending to Thai residents in two ways. The first was the funding through interbank market outside Thailand, i.e. Euro dollar market. The second was through the inter-office borrowing from their branches and headquarters abroad.

To enable financial institutions operating BIBF to compete with institutions in other financial centres, the authorities had granted BIF a reduction in corporate income tax rate from 30 percent to 10 percent, an exemption from specific sales tax –including municipal tax – which was at 3.3 percent of total turnover, an exemption from stamp duties and an exemption from taxation on the permanent establishment of offices in Thailand
.

The BIBF operations included taking deposits or borrowing in foreign currency from abroad, lending in foreign currencies in Thailand (out-in), on-Baht cross currency foreign exchange transactions, giving avail to bills or giving guarantees against any debt denominated in foreign currencies to non-residents, undertaking financial transactions, which involved international trade among no-residents, sourcing financing from foreign sources, as well as acting as a party in loan syndicate.

However, consequently to the introduction of BIBF, changes in the structure of balance of payments financing, as well as in the maturity structure of external debt, took place
:

(1) There was a rapid increase in capital inflows transacted trough BIBF on account of the rise in offshore borrowings by Thai residents;

(2) There was a rapid increase in short-term liabilities of the banking system linked to the sourcing of BIBF to support of their lending operations;

(3) There has been a shift from foreign direct investment to BIBF lending as intra-company loans – a component of foreign direct investment – were placed by BIBF loans.

Reflecting these changes, by 1995 about 50.8 percent of Thailand’s external debt were those of the banking system, compared to the ratio of about 14.4 percent of 1992. Of this, BIBF accounted for 65.5 percent of the banking system’s external liabilities and about 57.7 percent of Thailand’s estimated short-term debt.     

In line with the established of the BIBF, bank credits grew at a rapid rate, averaging 23 percent in the sole period 1993-96. In relation to this, commercial banks and finance companies have played a significant role in financing the private sector, with the share of private credits financed by these two types of financial institutions accounting for around 89.0 percent of the total credit. 

The comprehensive financial liberalization contributed to the broadening and deepening of the financial system, thus effecting portfolio behaviour of the private sector. In the period 1991-94, the market capitalization increased 3 times and the SET index recorded an increase of over 90 percent. The share of foreign investors in daily trading volume of the SET rose from 8.2 in 1991 to 21 percent in 1994. 

4.3.4 THE SET CHANNEL
The period in exams was hence characterized by an unprecedented increase in asset prices, which was partly expected during an economic upswing. However, the general observation was that the phenomenon reflected to a large extent “irrational exuberance” since changes in asset prices were likely to overshooting the valuation based on reasonable adjustment of economic fundamentals and outpaced the changes in goods prices, as measured by the consumer price index (CPI). Therefore, when the perception of future prospects was bought more in line with the realistic assessment of fundamentals, the asset price spiral become unsustainable, as evidenced by the sharp correction in stock prices and the stagnation of the real estate market
.  

One element has to be analysed deeply. The trend of the SET seems to have a negative correlation with the amount of capital inflows, which interested the country during the economic boom. In fact, the SET reached its pick in 1995 – as well as the real estate prices – and thus started to continuously decreased before falling at minimum level after the devaluation of the Thai Baht, which took place on July ’97. 

Accordingly to data by the SET (1998c), asset price developments in the stock and real estate markets were closely linked, particularly during the up-turn. While a significant portion of private income from the buoyant stock market was channelled towards property acquisition, attractive market prospect and the belief that real estate were that real estate collateral was the safest led financial institutions to lend aggressively to the real sector. Between 1986 and 1990, the construction sector expanded on average by 14.9 percent per year. Land prices soared 3-4 times within 7-8 years, while the sharp increasing in the number of applications for new building permits and the collection of land registration fees were clear evidence in the real estate boom.   

4.3.5 BANK CHANNEL VS. SET CHANNEL
Presumably, the foreign investors, as well as the Thais, preferred to use the bank channel, through the BIBF than the SET channel, due to the cheapest costs of capital. Indeed, Thais managers are notoriously conservative regarding the information to let know to outsiders. Having relationship with a single – or more – bank implies that just few people can have direct information regarding the company’s financial situation (the balance sheet have to be analysed by the banker for the collateral, but it has not to be published as in case of issuing shares in the financial market), and this relationship is generally secret. In other words, a semi-monopolistic relation between banks and firms existed, somehow downplaying price signals.  This fact is also proved considering the lending boom that interested the countries in exams: it was largest in the Philippines (151%), Thailand (58%) and Malaysia (31%), while it was modest in others. In Thailand, in particular, the lending boom was significantly larger for finance and securities companies than for banks (133% as opposed to 51%); moreover the non-bank share of lending to the private sector was quite significant
. However, regulation of commercial banks limited their credit expansion, but financial liberalization in the 1990s led to the emergence of other largely unregulated non-bank intermediaries that could circumvent credit limits. Moreover, Thai policies provided strong tax-incentives to offshore borrowing through the BIBF channel. In this period, Thai finance companies accelerated their lending to the real estate and property sector, mainly with borrowing from foreign financial institutions. 

Take a look for a while to the following figure:


Between the periods 1987-1990, portfolio investment was composed exclusively of equity securities, while in the early years of 1990s a large proportion of it shifted on other form of investments as property estate. 

The SET index has been entered in trouble since the 1994, in concomitance with the Mexican Crisis and financial troubles with Bearings, events that made investors less confident on emerging markets future performances; most markets in industrialized countries, most notably those in USA, had become increasingly attractive, especially relative to the Thai stock market with high P/E ratio (see the following figure). As capital inflow moderate and diminishing confidence in emerging markets, Thailand was hit by an export slump, resulting in a further deterioration of the current account and raising concerns over economic stability. Stock prices replied promptly to the reversal in market sentiments, and prices as well as the average daily trading volume declined considerably from 1994 onwards. 


4.3.6 AN ASIAN OVERLOOKED
In the Asian region, with bond and equity markets relatively underdeveloped, most financial intermediation occurred through the banking system. Generally, domestic banks borrowed from foreign banks and thus, in turn, lending to domestic firms. The main problem was related to the mismatch between borrowing – generally short-term – and lending – long-term. Therefore, when domestic companies faced financial difficulties, domestic banks looked toward with non-performing loans domestic assets and short-term foreign-currencies liabilities. 

In Korea the financial system was in crisis due to excessive lending to large conglomerates, most of them run in bankruptcy before the onset of the financial turmoil. Moreover, in many cases domestic banks were effectively owned by cheabols, giving those conglomerates privileged access to credit. In Indonesia, consequently to the financial liberalization occurred in the earliest of the 1990s, a rapid growth of financial companies took place. Overall, banks accounted for almost two-third of corporate finance, while stock market provided just for only one-third. Most of the banks were vulnerable to poorly chosen or fraudulent lending. Rather than shutting down ailing banks, the Indonesian government preferred to encourage merger and acquisition, or other form of interventions. In other words, a huge moral hazard problem began and the main result was the worsening the situation. 

A serious mismatch between foreign liabilities and foreign assets of Asian banks and non-banks firms took place, and had been demonstrated that at the end of 1996, a share of short-term foreign liabilities above 50% was the norm in the region. The problem with the resulting lending boom, which occurred in almost all Asian countries, was not the lending expansion, as we have already underlined, but that it expanded so rapidly that excessive risk-taking was the result, with large losses on loans in the future. There are three main reasons why excessive risk-taking took place just after the financial liberalization policies were implemented in East Asia:

1. Managers of banking institutions often lack the expertise to manage risk, and accordingly to SET reports (1998s) there were not a parallel increasing in human resource skills to the increasing of loans.

2. Excessive risk-taking occurred due to the inadequacy of the regulatory/supervisory system. For clarifying this point, consider what happened in Thailand. Here, in fact, a bankruptcy laws and consequently a bankruptcy court and house of clearance have been implemented after the financial crisis occurred, with the aim more to limit the problem, than to prevent future distortions. 

3. Asymmetric information existed between banking firms and private companies and final investors. Market-wide information on the demand-supply situation was not available to the overall public. Therefore operators were not able to judge their own relative position on the market place. At the same time, there was an increasing speculative and irrational behaviour not only on the supply side, but also on the demand side of the market. 

This event interested directly the ability of companies of funding. In fact, the deterioration in the balance sheets of banking led them to restrict their lending in order to improve their capital ratios, directly removing the ability of the entire sector to make loans and thus affecting the ability of firms of funding their activities. 

4.4 THE ASIAN LEGAL ENVIRONMENT
An important and problematic step to be made is concerning the legal environment in which projects and investments took place. The problem is that many governments in Asia are unable to provide an environment conducive to the smooth operation of these interactions, and many of the legal and regulatory frameworks are patchy and incomplete. The Vietnamese legal environment, in example, has been so unclear and incomplete that it doesn’t match with international laws. For this reason, the intervention of the USA government was necessary for trying to uniform the local with the international rules. In many countries there is not BOT legislation or related laws and, where they do exist, they are generally against foreign investors. In fact, consider for a while the legislations in act in countries as Cambodia, Laos and Vietnam. Only general and vague regulations have been codified, and the main one is concerning the ownership of the company, which has to be place locally: 51% share of ownership has to be in the hand of local companies or ownerships; the land also cannot be acquired.

Another problem is related to the non-uniformity of legal frameworks. Some countries as Singapore and Hong Kong have adopted a common law system, while others as China a civil law system. But the main issue for project financers is generally linked to how obtaining approval and land for a project. In many Asian countries there is not a “one stop” unit.  The application and approval processes involve a number of state and local government bodies, and it could be difficult to know how to apply for an approval, but also which of the many government have to be involved. In China, as well as in Vietnam and Cambodia, commercial laws are unclear and include large bodies of unwritten laws and regulations relating to foreign investors. Another issue is interrelated how solve disputes when they arise among parties involved in the project. A good tool concerning this point can be given taking into consideration the WTO arrangements. Most of the countries in exams, in fact, have signed the GATT agreement before and now the WTO one. In some case, the intervention of the foreign government results to be necessary and the dispute takes an international prospect. Analysing how disputes have been resolved inside the WTO arrangements can give us an idea on the attitude of Asian countries in solving quarrels
.

Over the decades, the dispute settlement system under the General Agreement on Tariffs and Trade (GATT) underwent a process of legalization, judicialization and adjudication. The evolution of the GATT/WTO dispute settlement system includes a process of institutional transformation, from state-to-state bargaining to supranational adjudication. Today, the WTO is a hierarchical and bureaucratic organization with a compulsory dispute resolution mechanism that is crowed by a “court-like” structure. Until now, the WTO Agreement had been in force for five years, and during this period, there had been over than 179 requests for consultations under the Dispute Settlement Understanding (DSU). The new DSU changes the scheme for settling international trade disputes in three ways: (1) by making adoption of panel decisions by the WTO member states automatic; (2) by creating a quasi-permanent appeals court to hear appeals of panel decision; and  (3) by making it easier for member state to retaliate when defendant states fail to comply with dispute resolution rulings. 

4.4.1 THE LEGAL INFRASTRUCTURE
The Asian legal infrastructure is quite variegated and it has been widely influenced by domestic culture. However, some similarities exist, not just in the Laws applied, but most relating to the cultural influence, which permeates all of them. Traditionally, the Western legalistic tradition, although divided into common or civil law, has been characterized for being rule of law. The Asian legislation contrarily has been seen as law of rules. Shin-yi Pen (2000) strictly studied this Asian peculiarity in a recent working paper. His work is mainly concentrated on the analysis of the so-called “Chinese legal tradition”, which is completed distinct from the common and civil law traditions of the West and it could be taken as a good example for underlining the differences and challenges when operating in such environment. Traditionally, Confucianism has dominated the Chinese school of thoughts, and the imperial rules used it to legitimise their governmental structure and their own authority. Confucianism and Legalism have existed side by side, although no with equal influence, throughout Chinese history. Historically, these two philosophies have blended over the centuries with different emphases during various periods of time. Legalism is based on fa, emphasizing punishment and ruled by law but not rule of law. To maintain order the legalist tradition uses written law as a standard, strict enforcement, and imposition of severe punishment. Legalism emphasized state power and control, rather than imposing moral standard. Largely for this reason, law has been typically applied to the people rather than applied by the people. Therefore, it was rule by law, nor rule of law. What is interesting about the use of state power in East Asia is the constant deployment and justification of executive power in the name of public order and national unity. In an interesting paper by Jayasuriya (2001) the author analyses how political disputes had been set up in countries as Singapore and Malaysia. In the countries in exams disputes, which should have been discussed in a penal court, have been decided just in political ways, “making exception as the norm in most of Asian legislation”. 

Confucians values, as well as the Buddhist ones, have controlled the social order and regulated people in all activities of the days to day’s life, including people’s legal consciousness, expectation of justice, and trust of law. Social order started from the idea that harmony should prevail between individuals. Therefore, dispute should be dissolved rather than resolved and law acquired a negative correlation, because it was not virtuous for one to assert one’s right. This idea is still alive not just in PRC but also in Taiwan and Singapore, and it is quietly adopted also in other Asian countries, most of them are Buddhist influenced. Many Asian still prefer informal dispute resolution approaches, such as offering compensation in subsequent transactions.  

4.4.2 HOW ASIAN COUNTRIES RESOLVE DISPUTES
In the Western countries two parties decide to go in front to a court generally for asking which one has the right for doing something, and which one has to succumb. Although differences exists countries by countries, all have a common way of solving dispute, the so-called rule do as a good father does. In other words, moral attitude effects directly the way in which a quarrel has to be judge. And typically there is a win – to – lose situation.   

What is generally common in the West is completely not just uncommon, but also unmoral in the East. In the majority of the countries in exams – with the exception of Malaysia and Indonesia, characterized by a muslim majority population; and the Philippines in which both Catholicism and Muslim coexist  – Confucianism, Buddhism and Taoism affect the life of the population not just in all stages, but influencing also the way business is conducted. Although discrepancies exist on a country basis, it could be relevant to consider how disputes have to be set up inside the APEC agreement. There is never a “win or lose” confrontation in the APEC’s dispute settlement mechanism, and there is not a threatening for resolving disputes.  

The main aspect, common to most of all, is that a super partes judge rarely decides business conflicts that take place in Asian countries. In other words, a win – to – win situation is always preferred, and therefore disputes are set up in informal place. One common feature is the Asian’s tendency to pursue a voluntary and consulting dispute resolution mechanism that is based on harmony, ambiguity and flexibility. Ambiguity, which has a negative meaning in western’s values, assumes an art form among Asian; it is viewed as a useful device in mitigating conflicts and building common position and confidence.   

An interesting way of understand how Asian countries settle quarrels is taking into consideration their participation in the GATT before, and in the WTO after mechanism of resolving disputes. Although East Asian countries have grown faster and they account for a large share both in term of destination of exports and origin of imports, they rarely invoked the GATT’s dispute settlement resolution procedure, initiating only a total of eleven cases. In contrast, the United States alone invoked eighty-eight cases in the same period of time. Under the WTO system, the participation of Asian countries has steadily increased, although most as a defendant (22) than a complainant (17). In other words, they have accept of having a role in the dispute settlement, but only when they recognize it as a necessity focusing not on positive gain but on “damage limitation
”.     

4.4.3 THE INVESTMENT LAW IN ASIAN COUNTRIES
As we have already stated, there is not a common Investment Law adopted by Asian countries, although some similarities still persist. Generally, they required that: 1) Local partners have to detain the majority of shares; 2) The majority of the manpower has to come from local residents, and just in few cases defined by the law is it possible to assume foreign workers: a) When it is not possible to assume local workers with the required skilled, b) When a fund has been detained into the company, in charge for the foreign workers; and the like. 

Some countries as Vietnam and the Philippines have adopted a BOT legislations, China is using the joint-venture regulations, while in Thailand the Concession agreement has been codified. Most important, the majority of the countries lack in stated clearly bankruptcy laws, which have been considered more structurally just after the commencement of the financial crisis. Also in this case, probably the concept of a win – to – win solution of disputes, and therefore an out-of-court resolution was preferred than a clear protection of creditors positions. Indeed, the bankruptcy laws adopted by Thailand after the crisis still lack of protectionism of minority parties, always preferring a before-court discussion.  

Therefore, the concession agreement assumes a fundamental role in defining not just duties and obligations, but also how risks have to be shared among the parties and also how, who and in which way a dispute must be resolve when it arises.

Therefore, due to the lack of a clear and codified procedure, which is typical in western cultures, force the parties on state the dispute resolution mechanism directly on the concession agreement: more complete it has been stated by the parties, less uncertainties arise during the implementation and development of projects.

4.5 THE THAI ECONOMIC AND FINANCIAL CRISIS OF 1997 
The economic crisis in Thailand originated from a number of factors – both external and domestic – which in many instance were related to one another. One of them was the exceptionally high rate of growth for many years, driven by foreign investment and exports: Overheating led to the persistence and un-sustainability of a high current account deficit, and inflated property and stock market. Under the pegged exchange rate regime, the implementation of monetary policy was undetermined by an implicit guarantee of currency value. The implicit guarantee, coupled with financial liberalization, encourage excessive reliance on external borrowing, due to the low exchange rate risks. Positive-sloping yield curve for US dollar particularly encouraged short-term borrowing, resulting in the rapid built-up of short term external debt implying excessive exposure of foreign exchange rate risk in both the financial and corporate sectors
.

Part of the foreign capital was allocated to investment projects in unproductive sectors, which were not generating foreign exchange earnings to service the foreign borrowing. Over investment in the non-tradable sectors such as property, construction, and real estate consequently generated an asset price bubble and misallocation of economic resources. Moreover, moral hazard related to implicit saving guarantee by the Thai authorities and weak supervision also played a crucial role in investment decisions in the financial system
.     

From mid-April 1997 to mid-April 1998, Indonesia’s currency depreciated by almost 70 per cent, with little sign of a speedy recovery, while South Korea, Thailand, Malaysia and the Philippines have been each hit by currency depreciations of between 30 to 36 percent, accordingly to data from the Bank of Thailand.

The moral hazard problem in Asia magnified the financial vulnerability of the region during the process of financial markets liberalization in the 1990s. At a corporate level, political pressures to maintain high rates of economic growth had led to a long tradition of public guarantees to private project, some of which were effectively undertaken under government control, directly subsidized or support by policies of direct credit to favoured firms and/or industry. Investment rates and capital inflows remained high even after the negative signals sent by the indicators of profitability. In part, this occurred because the interest rate fall in industrial countries – especially in Japan – lowered the cost of capital for firms and motivated large financial flows into Asian countries. However, the crucial factor underlying the sustainable interest rates was the financial side of the moral hazard problem, leading international banks to borrow excessively from abroad and lend excessively at home. The long list of financial distortion in the pre-crisis Asian financial and banking sectors comprised: lax supervision and weak regulation, low capital adequacy ratios, lack of incentive-compatible deposit insurance scheme, insufficient expertise in regulatory institutions, distorted incentives for project selection and monitoring, outright corrupt lending practices, non-market criteria of credit allocation.   

The main factors that influenced the Thai financial and economic crisis can be summarized as followed, in a chronological way:

1. Economic indicators that, generally, have to be taken into consideration to determine the sustainability of a country’s growth were relatively sound until the pre-crisis period. International rating agencies, as Standard & Poor’s and Moody’s assigned good rating to those countries - affected by the crisis - adjusting them just 6 months after the onset of the crisis, on December 1997. By the way, although the Thais – as well as for others Asian countries – economic fundamentals were not optimal both at macroeconomic and microeconomic level, the unbalanced were not so high for forecasting the crisis itself. Financial indexes, which should have been considered, were not taken into exams, if not in marginal way. Probably because the Thai financial system is a classical no entry-no exit market, and thus the moral hazard, associated to government support, made investors believing of central bank and/or government interventions to limit markets distortions.

2. The huge amount of capital inflows interested the countries during the 1990s destabilized the local banking system. The main issue was related not just to the credit extension, but also to its growth rapidity and lack of credit monitoring. The capital inflows entered into the marketplace through the BIBF channel, due to fiscal advantages offered. Foreign capitals, in particular, were short-term credit, which were used for lending to long-term projects. Consequently, a mismatch between credit and lending existed, and the result was an illiquid market, potentially insolvent. During the 1994 another problem rose: the Mexican crisis. Although few factors were in common between the two markets, investors recognized the possibility of current account deficit problem in Thailand – as well as Mexico experienced – and thus a first speculative attack on the Thai Bath took place. At that moment, economic and financial indicators, as well as foreign reserve, were sound and the Central bank of Thailand had been able to limit the problem. In the 1995, the Nippon financial and economic situation got worse and worse. At the onset of the Asian crisis, Japan had started a policy for reducing the current account deficit. Without entering into the Japanese topic, in this place is however necessary to underline that, consequently to the Japanese Central Bank policies, the Japanese Banks – which had huge credit exposition with Thais and Korean companies and banks – decided to recall the level of their loans. Thus, they decided to reduce the volume of their operations, provoking a credit restriction just when the markets were liquid. During the 1996 the first signs of a Thais crisis emerged: The bankruptcy of the Bangkok Bank of Commerce and of the Financial One caused the first financial panic in the region. As a result of the speak in the Thai Parliament by Minister Suthep, various banking illicit emerged, as the relationship between the Central Bank and those financial institutions – a huge amount of Bath were used for trying unsuccessfully to resolve their solvability problems, parental relationship between the three participants, pyramidal credit issuing, lack of credit monitoring, capital flowed abroad, etc…- caused the first bank run in the region, after the crisis on 1985. Therefore, the Thai banking system experienced two different and traumatic bank runs both on the credit than deposit side. Accordingly to the financial model presented by Diamond and Dybvig (1983) the bankruptcy of one or more financial institutions can be restricted to those without influencing other companies. Unfortunately, the contagious effect concerned also other financial institutions and, consequently, the industrial sectors, causing liquidity problems into the market. 

3. The economic model adopted by most of Asian countries, and Thailand in particular, had been represented by a typical export-oriented model. In other words, a Japanization of Asian economies occurred. But, while Japan is an industrialized economy characterized by a strong internal demand, most of the Asian countries were just in the first stage of development. Host Central Banks also pursued a fixed-currencies-exchange rate regime, plugged local currencies to a basket of foreign currencies, with the aim of limiting exchange volatility. At the same time, host government encouraged export-oriented industries through subsidies and other form of incentives. Thus, the growth of Asian economies was effectively correlated to foreign demand for local products. In the first stages of an economic development, encouraging “industrialization export-oriented” is probably the faster and easier way to guarantees a strong and rapid growth. Having forget to taking into consideration the necessity of developed a local internal demand, these economies needed markets where selling their products, so becoming directly depending from them.  
4. Political instability and policy uncertainty throughout the region. The political parties in charge in the region got a main role for influencing the expectations about the political and financial environment. Political instability directly influences the so-called political risk, which affects projects and investments undertaking in the region. Focusing on 1997 alone, the main events that interested the region were: 

a. The cabinet reshuffles, and eventually collapsed in Thailand;

b. The rating by the Malaysian Prime Minister Mahathir against “rogue speculators” and international “morons”;

c. The elections in Indonesia, the tensions and reiterated bad news about the health of the Indonesian president Suharto, and his policy reversals;

d. The presidential campaign in Korea and the contradictory signals sent by then candidate Kim Dae Jung;

e. The threat of labour unrest in the region 

5. Least, but not last, a moral hazard problem and asymmetric information issue interested financial sectors of most of the countries in exams, as we have already taken into consideration.

4.6 THE ENVIRONMENT IN WHICH THE MEGAPROJECT WAS DEVELOPED 
The analysis done ‘till now it is helpful for making some assumptions on the environment, in which the mega-project – the SkyTrain project, the Hopewell project among others – was implemented, managed and developed. 

The Skytrain project and the Hopewell project were both BOT project, characterized by equal concession period – 30 years. They were defined under the Mega Project Plan, and their main was to alleviate the chronic traffic problem in Bangkok and to provide the residents with safe, comfortable, fast and convenient mass transit system.    

The 1992 were a great year for investing in Thailand. The economy was booming, the liberalization and deregulation processes were implemented and a huge middle-class force was finally taking place. 

Another important issue was related to the publishing of Master Plan Project from the Office of the Commission for the Management of Road Traffic (OCMRT), in which policies for the implementations of a mass transit system in Bangkok with private participation, but supported by the Government gave a sense of security related to the implementation of the projects. Marketing researches on public demand for public transportation showed encouraging prospective, especially because it was complied with a restrictive cars policy. Huge capital flows were interesting the countries and the borrowing was particularly cheap through the BIBF channels. 

Probably both consortium have preferred to use capital from the banking system due to the reduction in corporate income tax rate from 30 percent to 10 percent, the exemption from specific sales tax –including municipal tax – which was currently at 3.3 percent of total turnover, the exemption from stamp duties and an exemption from taxation on the permanent establishment of offices in Thailand. 

Thus, they were both financially vulnerable due to the banking crisis that started in the ’95 with the bankruptcy of the BBC in Bangkok and the sequent contagious effect, which contaminated both financial and industrial sectors. In case of the used the SET channels, the downturn of the index in the middle of 1994, in concomitance with the Mexican crisis also could have deteriorate the financial position of both companies. 

The speculative bubble on asset prices, especially in the real estate sector, negatively affected the forecast of financial income generated by the Hopewell project than the Sky-Train did. In fact, while in case of the Skytrain project the availability of lands was a key issue in the concession agreement, it seems that in case of the Hopewell project – which concerned also real estate building development along the rail way – it was not clear which state agencies was responsible for the lands and that in many cases the company itself had the duty of buying it. Thus, the bubble on land’s price, which jumped 3-4 times in less than 10 years
, negatively affects the liquidity and solvability of the HK Company. 

Another issue was probably concerning the concession agreement. The presence of a German company – Siemens AG – in the SkyTrain project could have lead to a more precision and detailed in the definition of duties and obligations in the concession agreement. From various journalistic sources – Bangkok Post, the Nation – it is possible to make some assumption why the Hopewell project failed, while the SkyTrain one succeed – although just operationally ‘till now.

The main issue was relating the how the concession agreement had been stipulated by the parties. The Hopewell holding, probably proud of having been the first company successfully operating in the PRC, underestimated the challenges the new environment faced. Problems arise due to scarce communication between the company and Thai governmental agencies. Financial problems, instead, were connected not just to the failure of the project itself, but to liquidity crisis the company faced in that period.  The company, in fact, adopted a minimization of the project’s risk trough the creation of a portfolio of projects, which were taking place in different geographical locations. The idea was the same generally used considering an investor portfolio of activities. The company’s balance sheet published on the Internet clearly shows the diversity of the projects in both location and operations. However, just having a briefly look into their portfolio a discrepancy emerges: almost 80 percent of them are located into Asian countries, while just few in USA and marginal operations in EU. Thus, when the liquidity problems faced by Asian countries previously to 1997 emerged, the company faced liquidity difficulty, which in turn became a solvency crisis.          

	CHAPTER V: 



	

	THE SKYTRAIN PROJECT




5.1 THESIS
Project financing is the term used to describe a wide range of financing structures, which have one feature in common: the financing is not primarily dependent on the credit support of the sponsors or the value of the physical assets involved. The combinations of external project debt financing versus project equity financing obtained, which define the project structure, would primarily rely on the expected performance of the project itself. In this chapter the example of the Sky train project illustrates that the rules and relationships described above cannot be simply applied. The over-congestion of the city of Bangkok and all related concerning, as pollution, quality of life, and environmental sustainability have long been very important factors in the planning process of the capital’s transportation infrastructure. The traffic volumes have been very high since the starting of the economic boom, which began in the early ’90, to overcome the inadequacy of both the rail system and the road system. In fact, the licenses fees on cars circulating in the country have followed a similar trend to the economic growth trend, and it has been always considered a good indicator of the consumers’ confident on the future development of the country.

Bangkok is widely considered one of the most heavily traffic congested cities in the world. Today, 82% of all daily journeys are by bus, car, motorbike, taxi and tuk-tuk. Consequently, large parts of Bangkok’s infrastructure are congested and traffic jams are daily hassle. The travel speed in downtown Bangkok is generally less than 10 km/h. The situation has deteriorated to the point where Bangkok is now suffering one of the highest levels of air pollution in the world. Besides that, the Bangkok’s residents have grown tremendously – and the private car ownership proportionally. To radically resolve the complex traffic problem, Bangkok Metropolitan Administration (BMA) had initiated a BMA Transit system – precisely renamed as BTS – to provide extended public transport system services as an alternative entry-channel within the central Bangkok for cars’ owners. The project was intended by BMA to be fully invested by the private sector on the BOT basis, right at the beginning. The essential element clearly stated in the Table of Reference (TOR) of the tendering package was that the project had to be “Turnkey” and the bidder had to demonstrate its financial investment capabilities to secure the concession right. On 9 April 1992, after a competitive tendering process, Bangkok Mass Transit System Company Ltd, a special purpose company established by the Tanayong Public Company Ltd., and now itself a public company (BTS) was granted a Concession from the Ministry of Interior and signed a Concession Agreement with BMA to design, build, operate and maintain an elevated mass transit railway for 30 years on the land provided or arranged by BMA.

The project was delayed by several contingencies including major relocation of Depot, resulting in the first extension of the system to current Depot at Mo Chit (near Chatuchak Market) and lengthy debates over the system to be elevated or underground.  In fact, in April 1994, the Thai Cabinet took the decision that all MRT lines within a 25 sq km area of the central part of the city should be built underground. However, it was understood that the objections had been raised relating to the lines passing through the historical core. The effect of such decision, which was retroactive, negatively prompted the Hopewell project, especially regarding the construction stages (iv)-(v), but not the Sky-Train Project. In fact, the concession agreement stipulated that the system would have been developed as an elevated railway and thus the company received the exemption from the Cabinet decision concerning underground decisions. The System was successfully opened to the public for revenue services on 5th December 1999, coinciding with the Celebration of the 72nd Birthday of His Majesty the King, a remarkable 27 days earlier than the contractual schedule, after the extensive 9-week full service trial. 

5.2 SPONSOR AND THE PROJECT COMPANY
The Bangkok Mass Transit System Company is a special project vehicle established by the sponsors in 1992 solely for the purpose of developing, managing and operating the Sky-Train project. The company has the following ownership structure: The Tanayong group has a 30.60 percent, the Rictor Assets Limited a 20.44 percent, the Italian-Thai Development Company Limited 11 percent stake in the company. The remain 49 percent of stakes are shared among investment banks, commercial banks, insurance company, and the land and House Company Limited, and other minor capital owners. 

The Company is a limited company incorporated in Thailand, under the Thai Law, as clause 29 of the Concession Agreement states. Its parent company is Tanayong Public Company Limited, a listed company. However, the Company [has] assumed all rights and obligations to the Tanayong Consortium referred to the TOR and Proposal, on the date of the execution of the contract, as clause 22, point 1st states. The Company has registered the change of the status of the Company to be a public limited company under the Public Limited Company Act on 14th August 1996. 

Three contracts are mainly important: the Concession Agreement – which takes into consideration problematic concerning property rights transfer from the government to the project company and vice versa at the conclusion of the concession period – the Performance Agreement – which is stipulates between the company and the contractors/operators – and the Loan Agreement between creditors and the project company. Such contracts are specifically designed to share risks and to protect the contracting parties against opportunistic hold up behaviour by others. In practice, they focus on two important characteristic of the infrastructure investments: (i) a high degree of asset specificity; and (ii) large project-specific risks that cannot be diversified in financial markets.

5.3 THE CONCESSION AGREEMENT
The Company entered into a concession contract (“the Concession”) with the Bangkok Metropolitan Administration (BMA) to build and, for a concession period of 30 years after commissioning, operates a mass transit system (“the System”) at prime business area in Bangkok for two routes:

1. The Sukhumvit Line – approximately 16.8 km in length, running from On Nut to the Mo Chit Bus Terminal;

2. The Silom Line – approximately 6.5 km long, running from the National Stadium to Sathorn Bridge;

3. 23 stations with one (at Siam Square) being an interchange between the two routes;

4. Depot (at Mo Chit Bus Terminal) with stabling yard and workshop;

5. And an administration (at Mo Chit Bus Terminal) building with control centre.

The concession stipulates that the civil works will be transferred to the BMA on a building – transfer – operate basis after completion of construction while the electrical and mechanical works will be transferred on a building – transfer – operate basis at the expiry date of the concession. Construction of the system was estimated to be completed within 39 months from the 2nd October 1996, the date the Instruction to Commerce under the Construction and Supply Contract (“the Turnkey Contracts”) was issued.

The BOT structure is essentially based on the concession agreement, which, in this specific case, is an agreement made on this 9th day of April 1992, at the Bangkok City Hall by and between:

a) Bangkok Metropolitan Authority, established under the Act and Procedures Governing the Administration of Bangkok Metropolis Authority, hereinafter referred to as “BMA”); and

b) Bangkok Transit System Corporation Limited, hereinafter referred to as the Company, a private company incorporated under the Civil and Commercial Code of Thailand.

A main feature stated on the Concession Agreement is the Co-operation Clause, defined in the 2nd clause. In particular, it states that each of the parties represents and warrants to each other that it has full authority and power to enter into and perform all rights and obligations under the contract. From the 2nd clause of the Concession Agreement therefore a clear statement regarding responsibilities, duties and obligations, as well as rights for the parties involved is taken into consideration. Although each role of the parties in the project will be better underlined in the subsequently clauses, it is important to underline that from the beginning of it a well defined of win-to-win situation has been clearly addressed.  To ensure a fairly cooperation between the parties, a Coordinating Committee and an Advisory Committee were established, as well as an independent consultant was nominated.

A very important point stated in the Concession Agreement is concerning how disputes has to be solved when they eventually arise between the parties involved into the contract. Different committees will solve different problems, which eventually could arise during the concession period. 

Clause 26th, in fact, foresees an Independent Consultant which must have knowledge and experience on similar projects and has to work jointly with the parties. The aim of having an independent consultant is to have a fair and unbiased view […] to minimizing and resolving all differences in views regarding technical matters. However, the independent consultant was in charged till the commencement of commercial operation, because it had the solely responsibility of eventually solving technical disputes just during the construction period.

For other disputes, two committees are in charge: the Coordinating Committee and the Advisory Committee. Their qualifications, functions, terms and positions and quorum are analyzed on Clause 14th and related sub-sections.   

The Coordinating Committee works especially during the construction period, and consists of members appointed from officers in the department of BMA, which are involved in the performance of the project, and the representatives come from each of the MEA, MWA, TOT, and the Police department. Their functions are defined in clause 14.1.2 and were essentially to coordinate: 

(a) Amongst the parties and other project(s), in relation to design(s), schedule of implementation of the respective projects, safety and efficient implementation of the project including the relocation of public utilities and related traffic matters, and

(b) For ensuring that all permits and licenses necessary for the project had to be available on time.

From the point of view of the BMA, this committee assures that all projects implemented in the Bangkok – under the so-called Mega-Projects Plan – were implemented in harmony for a sustainable and environmental sound development of projects. From the Company perspective, instead, the constitution of this committee assured that all permits and licenses for the project, as availability of lands, were available on time. It also would have represented “the door” to enter inside the local bureaucracy and for solving all problems related to communication issues between the company, BMA and other municipally agencies. 

The members of the Advisory Committee, instead, came directly from BMA and the Company, which have the right of appointing two representatives each, while the remaining three – thus for a total of 7 members – were jointly appointed by the previous ones. The functions of the Advisory Committee were essentially: 

a) To monitor and comment on the operation of the system by the company;

b) To determine adjustment of the Authorized Fare; 
c) To perform other functions referred to this company or as may be mutually agreed to by both BMA and the company.   

While the Coordination Committee works essentially during the implementation of the project, the Advisory Committee is in forced also during the commercial operations with the aim of resolving disputes that may eventually arise.  Quite relevant is especially the point b), which took directly into consideration the price of the ticket to be paid by the final system client. Another important issue, which generally arises in transportation project developed in Asia, is essentially regarding the price – thus the future revenues – to be paid. In fact, Asia’s immature markets seriously lack efficient pricing mechanism. 

Many of the privatized services concern basic necessity were historically provided to the population at so-called “political prices”, well below the service’s variable costs. Thus, since such prices have been subsidized for long time, the economic price that will be introduced will inevitably seem too high and will invite social protests. The main issue is thus concerning how determining the fair price. While the project sponsor will argue for a more conservative usage or demand figure combined with the higher prices necessary for breaking even, the government believing often that the profitability of the company is obtained at public expensive and being sensitive to all the political implication of the price determined by the demand/usage ratio, will ask for a fair price – often defined on how much the users are willing to pay than how much the service really costs.   

However, in this specific case, the System represents just one of the entry-channel into Bangkok, and its target market takes into consideration higher social classes clients. This phenomenon is determined by two main factors: 1) the car-restrain policy in the centre of Bangkok failed completely, thus limiting the number of clients – which still prefer to use busses, private car or taxes – although just recently a similar proposal has been accepted and implemented in a limited zone of Bangkok: the Silom area; 2) the price of the tickets is quite higher than the ones proposed by alternative traditional transportation systems – busses, and tuk-tuk – thus, the main reasons of using this system is concerning health issues, faster and cleaner system, topics generally under consideration by higher educated citizens.  

In the case that a more problematic dispute arises between the parties, BMA and the Company agreed to appoint to submit it to arbitration for decision, accordingly to clause 29 and successive sub-sections. The Arbitration procedures have to be in accordance with the Rule of Arbitration of the Arbitration Institute, Ministry of Justice and the final declaration of the Civil Court shall be absolute, final and binding upon the parties.

Thus, in the concession agreement the way of solving dispute are taken into consideration as a step-by-step process. The cooperative way of solving problems is the central and most preferable way of doing them inside the parties, while the arbitration have been seen as a final and ending procedure which turn into termination of the project. In Western countries, generally, the presentation of a dispute in to a court is not as unusual as in Asia, due especially to the different meaning given to the resolution itself. In Western culture, the court resolution defines a win-to-lose situation, in which one part has the legal right of acting in a specified approach, and usually if discrepancies arise they are more on a person-to-person than a company-to-company level, due to the no-identification of the subjects with the company. In Asia, on the other hand, the win-to-lose resolution is felt negatively not just at a company but also at social level as one part, which wants to be patronizing on the other, and so a more negotiating resolution is always preferred.

In the 3rd clause, the parties involved have starting to define each role: the Company has been authorized “to undertake the Project, to realize and to solely operate and maintain the BMA Transit System, and to earn an income from activities relating to the BMA Transit System, including advertisement, franchising, fares, within the BMA Transit System for a period of thirty years from the Commencement of Commercial Operation of the BMA Transit System, provided that the Company shall transfer properties to BMA”. Thus, the income of the Company includes also all related revenues from activities directly connected to the project itself. In addition, the company has the right of using all facilities related to the System – thus also the stations’ areas – for collecting revenues; although, as we will see later on this chapter, the proportion of income from others sources than tickets revenues is just marginal of the total.

The 3rd clause also stated more clearly the Concession Period, as period of thirty years from the Commencement of Commercial Operation, so from 5th December 1999, while all way of transfer the property rights from the Company to the BMA at the end of the concession period is instead analyzed in clause 19th, in which all elements and factors – from equipment to immovable property are taken into account.

However, the contract can be terminated by the parties not only at the end of the concession period, but also in the case of events defined on clause 21st occur.  Different procedures have been consequently analysis, as failing in complete the test for commission of the System, bankruptcy of the Company, revocation of the license concession and permission by the Minister of Interior, and the like. This clause, and its relative sub-sections, considers as events for terminating the contract cases in which either the Company or the BMA and both parties are defaulter and also the relative compensation procedures to be given. In case of a dispute arise regarding the determination of the value of properties; the parties agreed that an accounting firm approved by both should determine the value. If the parties are unable to agree two arbitrators appointed by them shall conduct the settlement of the dispute. During the dispute period, however, the parties have the duty of continuing the commercial operation of the System. 

A very important issue, which has been clearly stated in the Concession Agreement, is regarding the rights of using the Land. Notoriously, the major problem facing by companies in Asian countries is concerning the land ownership. During the last years, foreigners have been allowed of buying lands, under well-determined circumstances stated by the domestic law. However, at the time of the concession agreements, foreign were not allowed of doing so. In fact, Thai legislation required that more than 51% of the company to be development should be owned by local owners and those foreign companies can posses but not acquire rights on the use of land. However, for understanding better the importance of this clause, consider for a while a similar project, which took place in Thailand during the same period of time, the Hopewell project. 

Among various reasons of the financial and economic failure of the Hopewell Project, already analyzed on Chapter 3rd, the main one was regarding land acquisition and the slump of the real estate market in Bangkok – the price of the land jumped more than 3-4 time in the last 10 years for acquisition in the centre of the city – which participated to the deterioration of the financial liquidity of the company and indirectly caused the totally failure of the project itself. 

The 5th clause of the Commission agreement is therefore really important. It stated two significant elements regarding:

1) Which lands have to be used by the company as:

a) Land of Rajadamri Road, next to Lumpini Park and Land Lumpini Park, and 

b) Land expropriates for the construction of the road

2) In which way the company has to use them: control centres, depot, and connection with the stations, warehouses and the like.

3) Who has to provide them to the company, most precisely the Bangkok Metropolitan Administration (BMA).

Most notably, BMA had also to provide the Company with all the land and structures, which were existing thereon prior to the day of delivery for use into the Project by delivering the land to the Company free and clear of any possessory rights or title claims or encumbrances including vacant possession claims of any other person, which may be obstructive to or a hindrance to the Project. In case of at the time of the implementation of the project some structure had not been removed yet, the company could act as BMA, with minimum costs. In fact, it has been stated on clause 5th sub-section 1.2 that in this case, an amount of Baht 500 million would be charged by the BMA to the Company. 

Accordingly to clause 5th point 1.3, throughout the duration of the contract, the Company can:  

a) Use of land in case of maintenance and operation of the Transit system – having its rights do not prejudice the rights of other person

b) Exclusive rights to access to the BMA Transit System, 

c) Coordination with other transit system

In case of unavailability of any portion of the land for the project, BMA and the Company had to meet to agree on:

i) Alternative price(s) of land of the equivalent size, shape and location suitable to replace the unavailable piece; and

ii) Additional costs, losses and damage, which may be suffered by the company because of the change in the works as a result of the unavailability of such portion of Land, which shall be compensated by BMA. In this case, the company can postpone the work or being entitled to termite the contract. 

iii) On the relocation of any portion of the works or the re-routing of the System or the modification of the system

iv) Additional costs, losses and damage. 

The compensation shall be in the form of grating additional rights to the company or such other means to be mutually agree. In this case, the company can postpone the work or being entitled to termite the contract.

5.4 THE SHAREHOLDERS AGREEMENT
The sponsors set up the project company for the sole purpose of developing the project. The sponsors enter into a shareholders agreement, which clearly states each of the sponsors’ equity distributions and ownership interests in the project company. The agreement also specifies all the other obligations and rights of the sponsors with respect to each other and to the project company. This agreement is quite important especially in case of bankruptcy of the project company, because it underlines the proportion of ownership among the sponsors. As we already underlined in previous chapters, Thailand Government stated a bankruptcy law after the financial crisis that the country experienced in the middle of 1997.

Thailand legislations required, at the time of the concession agreement stated, that the majority of the shares of the project company have to be on the hand of local companies, while for some development banks, who can eventually participate in the project, it was compulsory that more than 51 percent of the SPV has to own by the private sector. 

Clause 22.2 of the Concession Agreement, which defines the Status of the Company, states that Tanayong Company Limited has to hold shares not less than fifty-one percent of the shares in the company, while the remaining will be held by the public from the date hereof until the commencement of the commercial operation; while clause 22.4 assures that at least 51% of the shares will be held by public and person of Thai nationality. In other words, two important points were taken into consideration during the stipulation of the contract: the Company has to remain on private hands for not less than 51% of its shares, and that at least the majority of the shares will be held by Thais. Thus, the parties involved adopted the main requirements by both Investment Institutions, as the World Bank, and the Thai Legislation in this contract.

On 2nd October 1996, private placement investors and Tanayong Public Company, Ltd. (“Principal Shareholders”) signed the Principal Shareholders Agreement with the company, agreeing to subscribe for shares in the company and to provide future support to the company, when required. Subsequently, on 22nd October 1996, the Principle Shareholders subscribed for shares in the company. The Private Placement Investors include Italian Thai Development Public Company Limited group of companies and the Siam Commercial Bank Public Company Limited group of companies.

Unfortunately, we have not the shareholders agreement on hands. However, from the Company’s balance sheets and the Concession agreement we can underline some important points. First, the majority of the Company is owned by Thai Companies and Financial Institutions and Banks, as the following graph shows:

Figure 5.1: Percentage of Ownership of BTS
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Secondly, the principal shareholders and their percentage ownership of the company are schematised in the following table, as it appears in the BTS annual reports (1999, 2000):

Table 5.1: Principal Shareholders and percentage of ownership of the BTS

	Shareholders
	Percentage of share

	
	31ts March 1999
	31ts March 2000

	Tanayong Group
	30.60
	61.56

	Rictor Assets Limited
	20.44
	-

	Italian-Thai Development Company Limited
	10.56
	12.71

	Man Ping Holding Limited
	6.54
	-

	Citibank Nominees Singapore PTE Ltd.
	3.82
	-

	CTF Resource Limited
	3.70
	-

	Land and House Company Limited
	3.31
	3.78

	Chase Manhattan Trustees Limited 
	2.70
	2.51

	Siam Commercial Bank Limited
	2.08
	-

	B. Grimm International Service Limited
	2.08
	2.51

	International Finance Corporation
	1.30
	1.57

	AIG Asian Infrastructure Fund L.P.
	1.16
	1.40

	American International Assurance Co., Ltd
	0.84
	-

	AIG Asia Direct Investment Fund Ltd
	0.48
	0.58

	American International Insurance Co., Ltd
	0.31
	1.01

	SCB Securities Company Limited
	0.15
	0.19

	Tropical Excellence Infrastructure PTE, Ltd
	-
	0.93

	TOA Company Limited
	-
	0.45

	TOA Paints (Thailand) Co. Limited
	-
	0.45


 Sources: BTS Annual Report 1998-99, and 1999-2000

The percentage of share detained by each party is also strictly respected in case of changes in capital contribution. In fact, although increasing capital from principal shareholders has been requested since the starting of the company operations in 1999, the Principal Shareholders Agreement Act assures the percentage of share among the parties involved. By the way, this percentage of share is not a strict factor: major shareholders have the right but not the duty of maintaining a constant ownership distribution, as it is possible to notice on the below table.  

The portion of shares owned by each party is also clearly defined in the Concession Agreement and on the balance sheets, under the voice: Share Capital. The shareholders duties ad rights in financing the company is considered in both cases of increasing capital by direct participation than through loan agreements.  

On 28th December 1998, in fact, the company entered into shareholders’ loan agreement with the principal shareholders (Memorandum of Agreement regarding the IPO Delay Loan) with a line of credit amounting to Baht 1,291,829,620. The line made available, granted by shareholders is in line with the proportions specified in the Principal Shareholders Agreement. During the year, the Company repaid Baht 1,016,583,637 of the loans from shareholders in line with proportions of loans granted by shareholders. 

The percentage of share was also assured at the Extraordinary General Meeting of the Company’s shareholders on 25th February 2000, when it was resolved increasing Company’s registered share capital from Baht 14,007,419,890 to 18,007,419,890 by issuing new ordinary shares of 400,000,000 at par value of Baht 10 each. The new ordinary share shall be reserved for offering under the following basis of allocation:

1. 372,500,000 ordinary shares shall be reserved for the Company’s Initial Public Offering. The offering price, regulations and other conditions are subject to approval of the Company’s Executive Committee.

2. 20,000,000 ordinary shares shall be reserved for Tanayong Public Company Limited as private placement offering at the same price as IPO in 1., within 14 days after the IPO.

3. 7,500,000 ordinary shares shall be reserved for the following shareholders:

1) Tanayong Public Company Limited;

2) Italian Thai Development Public Company Limited;

3) Land and Hoses Public Company Limited;

4) Siam Commercial Bank Public Company Limited;

5) Siam Commercial Securities Company Limited.

In other words, the proportion of share capital among the principal shareholders of Thai nationality is directly ensured in both the Shareholders Agreement, and the Concession Agreement, although each company has the freedom to regret to participate to the increasing capital share. Thus, in this way it has been assured that the nationality of the company will remain Thai, and that the Company will remain a Private Company.  

5.5 THE CONSTRUCTION AGREEMENT
The project company will enter into the construction contract with a contractor or a contractor consortium. This is typically a fixed price, lump sum, and date-certain turnkey contract under which the contractor is responsible for the design, construction and development of the project facilities, under well-determined quality standard measures. Generally the project completion risk is allocated to the contractor or contractor consortium, which guarantees for it through financial instruments as performance bond and/or a credit-worthy bank.      

The contractors under the Turnkey Contracts (“the Contractors”) comprise the consortium formed by Italian-Thai Development Public Company Limited and Siemens Limited for the civil works and design, installation of Electrical and Mechanical works and commission of the system, and Lincas Electro – Vertriebsgesellschft m.b.h. for the supply of electrical and mechanical equipment. The total costs of the project were estimated to be approximately Baht 55 (50) billion. 

The turnkey contract was awarded on July 4, 1995.

Accordingly to the 6th Clause, point 1 and 4 of the Concession Agreement, the Company was responsible for the design of the Project, which should meet the requirements of the MEA and the designs on the electro-mechanical matters, including the electric trams, which should meet the standards concerning safety, environment and the basic engineering and operating parameter. 

The BTS clearly acquired all responsibility and duties regarding the construction and the design of the project from the BMA. Accordingly with Clause 15 of the Concession Agreement, on the date of execution of the contract, the Company delivered to BMA a bank guarantee – Performance Bond – by one or more banks authorized by the Ministry of Finance to carry on banking business in Thailand for a sum of Baht 150million. The Construction Consortium had in turn assumed this responsibility. Although we have not the Construction Agreement on hands, we can make some assumptions through the Concession Agreement and the Balance Sheets. The company, and thus the Construction Consortium, is fully responsible for the implementation, design and construction of the system, except in the circumstance where the delay is caused by action or omission of BMA, any governmental entity or state enterprise, as defined in clause 7th. In this special case, the parties should, with the consultation with the Independent Consultant, discuss and agree in good faith as to, whether or not, or the extent to which, the Company will be compensated for such additional costs, which compensation (if any) may be in the form of grating additional rights to the Company, or by any others means as may be mutually agreed upon the parties.

In particular, the contractor, Siemens Limited, arranged a subordinated loan from Kreditanstal fur Wiederaufbau to the company in the amount of USD 6 million, according to the agreement signed on 5th December 1997. Another loan from contractor was equal to the amount of USD 9 million-subordinated loan obtained for the purpose of providing and installing escalators for the project. The interest rate for the loan is LIBOR+2% per annum due every 6 months. The loan is repayable in 16, six-monthly instalments, with the first payable 5 years and 6 months from the date on which the work was taken over from the contractor.

5.6 THE SUPPLY AGREEMENT
The supply agreement is a long-term – usually equal to the concession period – made between the company and the suppliers, whereby the suppliers assures the delivery of materials under well specified quality standard at a “semi-fixed” price. Generally, in fact, the price is directly depending on same variables, as the consumer price index or another specified index. The supply agreement is on a put-or-pay basis, where the supplier has to delivery a well-determined amount of materials, under specific quality, in a well-determined period of time – the delivery time – or paying the SPV the extra costs incurred in obtaining an alternative supply.

The main suppliers were the AEG Westinghouse Transport System GMBH and/or other companies or juristic person acceptable to BMA. 


The other company was the Freight Company, Ltd., who was appointed by Siemens AG of Germany as the exclusive transport and Logistics Company (freight forwarder) for the Bangkok Skytrain Project. This company was responsible for the transport of all the equipment for the Bangkok Skytrain from all over the world to Thailand. Moreover, it was dealing exclusively with Thai Customs for the Import of all the equipment. This Group also provided the warehouse facilities to store these goods prior to delivery to the project site
. 

5.7 THE OPERATION AND MAINTAIN AGREEMENT
The project company employs the project operator through the O&M contract. This is a long-term agreement, which specifies the responsibilities of the operator and the amount of fees payable to him for the services rendered. Generally, the O&M period coincides with the concession period and the SPV is entitled to replace the operator under well-determined circumstances specified in the contract. Like the arrangements described above, the operator is liable to pay for below-standard performances and is entitled to the bonus for above-standard performances.   

A five-year Maintenance Contract and Spare Parts Agreement were awarded to Siemens System Limited and Lincas to ensure that the System will always be optimally available, reliable and safe. Under the Maintenance Agreement, during the first 5 years of commercial operation – thus from 5th December 1999 to 5th December 2004 – the contractors have to maintain and replace any “Contract Spare” used at no cost so that the stock stay constant. Furthermore, at the end of the fifth year, the contractor is obligated to return the Company’s stock of spares to a level equal to that made available at the beginning of the first year.      

5.8 THE LOAN AND SECURITY AGREEMENT 
A project is usually funded by both equity (capital contribution and/or subordinated loans) and debt, although generally the proportion is typically 1:3, respectively. The loan agreement is the agreement between the borrower and the lenders with the aim of providing the debt financing of the project. As we have already underlined, generally the development banks entering in these kinds of contracts are willing to accept not more than a well specified risks, equals to 25 per cent of the total project costs (35 per cent in case of IADB) or less than a well-defined amount – which varies from one bank to another. However, due to the high risk in financing infrastructure in developing countries, the loan may be multi-sourced, and take the form of syndicate loans from a group of commercial banks and multilateral institutions, which tend to operate in pool. Generally a bank takes the position of Principal Bank and it has the duty to organize the negotiation of the contract, to substitute an investor, and the like. As in case of project finance, the organization into a pool of the lenders is necessary to allocate the risk of the investment among the parties, on the basis of the principle of risk diversification. 

Generally the lenders want their loans be secured and they enjoy a senior-status over the borrower’s other debt, although it could lead to a moral hazard problem, due to the existence of asymmetric information. Clause 24 of the Concession agreement takes into consideration the security problem. In fact, BMA agreed that the company might assign all or part of its rights under the contract to its financiers as security for raising funds to support the BMA Transit System.  In other words, the Company could use the contract as Government obligation in implemented it as security for the obtainment of loans.

In August 1996, the company signed various loan agreements for project loans, which were amended on 17th December 1997, amounting to Bath 12.42 billion and USD 689.70 million with a group of domestic lenders led by the Siam Commercial Bank Public Company Limited, and foreign lenders led by Kreditanstal fur Wiederaufbau (KfW) and International Finance Corporation. The loan agreements become effective on 2nd October 1996. The first utilization of the loans was made in December 1997. The interest rate for these loans is MLR + 1.25 per annum due every month for Baht portion and LIBOR + 2.375 per annum and LIBOR + 2.25 per annum due every 6 months for USD portion. In additional to the senior loans agreements, the contractor, Siemens Limited, has arranged a subordinated loan from Kreditanstal fur Wiederaufbau to the company in the amount of USD 6 million. The interest rate for the loan is LIBOR + 2.375 per annum due every 6 months. These senior and subordinated loans are repayable in the instalment basis by about 30 months after the project completion date. 

The USD 184 million senior loans from foreign lenders are repayable in 20 six-monthly instalments with the first instalment payable in July 2000. It is stipulated in the loan agreement that the first four instalments are to be paid from the credit facilities received from Kreditanstal fur Wiederaufbau, while repayment of the remainder of the senior and subordinated loans is to commence about 30 months after the project completion date.

The senior loans are secured by pledging of machinery and equipment, assignment of rights under the Concession Agreement, and right to receive deposits under bank accounts.

The senior loan agreements included covenants and restrictions IMPOSED BY LENDERS, AMONG OTHER THINGS, SUCH as the proportion of shareholding of the principal shareholders, the change of management, entering into other loan agreements, entering into any new business and activity, which is not related to the project and maintaining of some financial ratios, etc…

As of 31st March 2000, Baht 11,160 and USD 538 million have been drawn down (1999: Baht 6,884 million and USD 342 million; 1998: Bath 2,274 million and USD 130 million).
Figure 5.2: The Conceptual Relationship Among the Parties Involved in the Skytrain Project
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5.9 PROJECT RISKS INVOLVED AND THEIR MITIGATION IN THE CONCESSION AGREEMENT
The success of the project entirely depends on throughout identification of the project risks involved and how the risks are mitigated and shared among the parties. 

Common risks in project finance are: Political risks; Foreign Exchange risks, Interest Rate risks and Inflation Risks; Construction and Operation Risks; and Market risks. To better analyze the impact of risks at different project stages, it could be easier schematized the project graphically as followed:

Figure 5.3: Main Risks in different Project stages
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5.9.1 POLITICAL RISKS
Country risk, also called political risk, is the uncertainty of returns caused by the possibility of a major change in the political or economic environment of a country.  Typical events that affect the country risk are war, revolution, foreign exchange country problems, such as convertibility and availability, export restrictions, nationalization or expropriation risk, changes in law, and any other government interventions, which occur during the implementation of the project and result in loss or reduced profitability. Theoretically, political risk could be mitigate obtaining political risk insurance, which is however quite expensive and not often used by borrowers. 

Clause 5.4 of the Concession Agreement states that BMA shall not expropriate any portion of the BMA Transit System or any portion of the land on which any part of the BMA Transit System is situated, which would materially disrupt or damage the operation of the BMA Transit system. Although the Company cannot be really sure of the mitigation of the country risks, this clause emphasized that the Company has superior rights than the BMA and indirectly that it will be ask for a repayment in case of any action of the BMA could negatively interfere on the BTS System. 

As we have already written, in April 1994, the Cabinet took the decision that all MRT lines within a 25 km area of the central part of Bangkok should be built underground, with retroactive effect. This was a typical environmental policy, which could have negatively affected the project under the denomination of political risk. However, the concession agreement stipulated that the system would have been developed as an elevated railway and consequently the company received an exception from the Cabinet decision. Thus, in this case, the regulation stipulated in the concession agreement was considered as fixed and not changeable to a variation of the environmental law. In the opposite case, the costs would have been excessively high (see the table […] in chapter 3) and probably the company would have preferred to terminate the contract than incurring in such expenditures.

Clause 25 of the Concession Agreement affirms that BMA had to cooperate with the company in applying for […] promotion privileges from the Board of Investment in respect of the BMA transit System.  These privileges were:

(a) The exemption on import duty to one hundred percent for the imported machinery or equipment and one hundred per cent for the imported raw materials and necessary supplies.

This sub-section was really relevant for the Company. The Siemens Ltd., which in turn was responsible for the train construction, completely imported all equipment from Germany without incurring in addition costs. The rule, however, implicitly recognized the no taxable of state-of-art machinery and equipment, which cannot be produced in loco. 

(b) Exemption on corporate income tax for a period of eight years.

Thus, because of the corporate income tax cannot be calculated during the construction period – due to the no existence of a corporate income – the Company was granted to the not taxation from the commencement of the commercial operation – thus, from the 5th December 1999 – for a period of eight year till the 5th December 2007.

(c) Exemption to the effect that the value of goodwill, copyright or any other rights of the company shall not be included for computation of tax for a period of 5 years.

(d) Exemption to the effect that the dividends shall not be included for the computation of tax throughout the exemption on corporate income tax.

As we have already declared, the Company used this contract as security for obtaining funds from lenders. The 36th Clause of the Concession Agreement – Effective Date of the Contract – assures that this contract was becoming effective – and thus the Company could use it as collateral – when all of the following conditions were fulfilled:

i. The Company notified BMA that it signed a finance agreement with lenders to support the contract.

ii. The BOI notified the Company of the receiving of BOI privileges under the Clause 25.

iii. BMA delivered all lands to the Company.

In other words, the obtaining of funds required for implementing the project, BOI privileges and lands were all not just necessary but also sufficient conditions for the starting of the contractual rights and obligations between the parties. The not achieving of one of the previous condition would have implicated the contract being null and avoid. 
5.9.2 FOREIGN EXCHANGE RISKS, INTEREST RATE RISKS AND INFLATION RISKS
Foreign exchange risk, interest rate risk and inflation risk are respectively the uncertainty of returns caused by the fluctuations in the exchange rate, changes in the term structure of interest rate and in inflation rate during a specified period of time. As we have already analyzed in the previous chapter, changes occurred during the implementation of the project, due to the financial crisis, which started in Thailand in the middle of 1997.

In the concession agreement, reference exchange rate was defined as the mid-rate quoted by Bank of Thailand:

(1) For the purpose of the first adjustment of the Authorized Fare, USD 1= Baht 25 and Seventy-Nine Satang (exchange rate of July 1991), and

(2) For the purpose of all subsequent adjustment of Authorized Fare, the reference exchange rate, which is last used to adjust the Authorized Fare.

In the meantime, reference local interest rate was defined as the average interest rate quoted by 4 Thai Banks, namely, Bangkok Bank Limited, Krung Thai Bank Limited, Thai Farmer Bank Limited, and Siam Commercial Bank Limited, which both parties might by mutual agreement change any of said banks as they consider appropriate, for lending to its prime costumer and was:

(1) For the purpose of the first adjustment of the Authorized Fare, sixteen per cent per annum, and

(2) For the purpose of all subsequent adjustment of Authorized Fare, the reference interest rate, which is last used to adjust the Authorized Fare.

Reference Overseas Interest rate, instead, was identified as the rates quoted as LIBOR in computer screen by Reuters Limited and was:

(1) For the purpose of the first adjustment of the Authorized Fare, eight point five per cent per annum, and

(2) For the purpose of all subsequent adjustment of Authorized Fare, the reference overseas interest rate, which is last used to adjust the Authorized Fare.

In chapter 4, we analyzed the dramatic changes occurred in Thailand at the onset of the financial crisis on July 1997 and we made some assumptions on the economical and financial environment in which the project took place. The exchange rate USD/Thai Baht impressively increased from the fixed rate USD 1= Baht 25 to the variable rate USD 1= Baht 45 (as average).  In other words, the Thai currency depreciated of about 30 percent, accordingly to data from the Bank of Thailand. Due to the fact that the project doesn’t generate foreign exchange earnings to service the foreign borrowing, we can say that it was not covering the exchange risks properly. The policy adopted by the Company had been to cover the mismatch between the domestic earnings and the foreign expenses. Although this kind of policy can be sustainable when applied on stable markets, it shows all its limitation in development markets. 

The Company, which has a 30-year concession to operate skytrain from the Bangkok Metropolitan Administration, began the service in December 1999 with fares ranging from 10 to 40 Baht. Originally, it planned to invest 35 billion Baht and hoped to attract 430,000 passengers daily. The economic crisis spelled disaster for the firm when the government floated the Baht on July 1997, which suddenly depreciated and compounded the company's debts. As a result, project investment soared to 52.6 – thus up of more than 70% than the budgeted 35 – billion Baht, of which 39% came from German bank KfW, 20% from Siam Commercial Bank and 7% from International Finance Corp.

Accordingly with rules and regulations applied on the Balance sheet, transactions in foreign currencies during the year have been translated into Baht at the rules ruling at the transaction dates, while monetary assets and liabilities dominated in foreign currency outstanding at the balance sheet date at the rates ruling at the balance sheet date, as the following table shows:

Table 5.1: Exchange rates adopted in BTS

	Exchange rates adopted

	Foreign Currencies transactions

During the year
	-
	At the rate ruling on the transaction dates.

	Assets and liabilities in foreign

Currency outstanding at the

Balance sheet
	-
	At the rates ruling on the balance sheet date


Source: BTS Balance Sheets 1998/00

Exchange gains and losses incurred before commencements of commercial operations are include in the project costs. Exchange gains and losses incurred after commercial operations began are recorded as income and expenses, when incurred. Interest costs related to the project before commencement of commercial operation are capitalised as part of the project costs. No borrowing interest costs are capitalised after commercial operation.

The fact that gains and losses before the commencement of commercial operations have been included into the project costs makes it difficult to calculate the impact of the crisis on these sides of the Company’s balance sheets. 

However, due to the fact that the Company imported all materials from Europe and sold the service in Thailand, let us assume that the crisis dramatically influences the already precarious financial situation of the company. 

Although the Company has registered the change of the status of the Company to be a public limited company under the Public Limited Company Act on 14th August 1996, till now it is not yet listed on the SET. We can suppose that at the beginning of the Contract the favourite funds-channel was the bank sector. Siam Commercial Bank, which is one shareholder of the BTS, is a stable member of what was known as BIBF. Through the BIBF channel, the Company could obtain fiscal and tax facilities, as we have already described on chapter 4th, and consequently acquiring funds at lower costs than with other channels and maintaining a less transparent (for the minor shareholders) financial situation than using the stock market channel. However, the financial crisis that happened in Thailand on July 1997 clearly showed all limitation in using just this channel as preferred, although the SET was too immature and unstable to be used. Thus, during recent years, the Company preferred obtaining funds through increasing capital from main shareholders to try to limit future and more problematic interest rate fluctuation on its debts. 

The liquidity problem also explained why major shareholders, who have the right of maintaining a stable percentage of ownership in the Company, decided instead of not using this opportunity. 

5.9.3 CONSTRUCTION, OPERATION AND MAINTENANCE RISKS
The construction and development risks occur during the construction period and imply the evaluation and implications of:

a) Shortfall in expected capacity, output and efficiency;

b) Shortfall in expected mineral reserves;

c) Cost overruns;

d) Delay in completion;

e) Underestimation of availability of land, building materials, energy, raw materials, workforce, management personnel, reliable contractors and/or transportation;

f) Force major.

These risks were fully taken into consideration into Clause 20 of the Concession Agreement, under the specification of Exceptional risks. Any of the following events shall be an Exceptional Risks, under the clause 20.1:

(a) Force Majeure

Force Majeure is the risk of main changes, which cannot be defined previously in the contract. The law definition of force majeure differs countries by countries. In the Concession Agreement it has been defined as the force beyond the control of the Company, which are non-insurable events at a normal premium. 

(b) Significant disruption in the local construction or building materials industry.

This point is quite relevant; because it states that any changes in the construction and building industry, which directly interfere with the future profitability of the Company, can be consider an exceptional risk. The construction company of the Sky-train project – Italian Thai Development Corporation – is a Thai company and operates mainly on Thai territory.  

(c) Government action or inaction 

This point includes undue interference with the execution of the Project or the re-routing of the Project, the granting of any person to operate public transportation of similar routes to the Company, which cause material effect to the financial conditions of the Company, loss of or adjustment of BOI privileges or other rights and benefits of the Company, which cause material adverse effect to the Company, provided that the operation of the train transportation and flyover road system project in Bangkok Metropolis of the State Railways Authority of Thailand and the electric vehicle transit system project of the ETA shall be acknowledged by the Company as not constituted a Government action under this Clause.

(d) Significant delays in the relocation or diversion of utilities.

The trains are powered by alternating current electric motors fed via inverters from 750 volt DC supplied by a bottom contract third rail. To ensure non-interrupted services, two discrete sources were designed to simultaneously feed power supply to the system with the capability to automatically switch over if one source is interrupted. This level of redundancy is a deliberate feature throughout the power supply system with all the stations having a substation supplying low voltage power for the various systems and approximately half of the stations will have traction sub-stations supplying 750 volts DC via third rail system to the trains. Accordingly to clause 12, BMA had the duty to cooperate with the company in obtaining electricity from the MEA at a price not higher than that applicable to large industrial consumers, and, in case of the Company decided to set up electricity generator – as it happened – the BMA had the duty of permitting the company of doing so. 

(e) Material economic change in Thailand.

As we already explained on chapter 4th, major changes happened in Thailand at the onset of the financial crisis on July 1997.

(f) Strikes other than strike by employees of the company because action or inaction of the Management of the Company

In case of occurrence of any exceptional risk, the Company shall promptly notify BMA. In such circumstance:

(a) The Company shall not be liable for any delay or damages caused by any exceptional risks; and

(b) The parties shall jointly consider the situation in order to find protective measures and remedies for such cause without delay on a fair basis, (taking into consideration the proceeds received from the insurance, if any) or shall use any methods agreed to by the parties to mitigate the damages so as to enable the Company to continue to undertake the Project. In the circumstance where no agreement can be reached, the Company may terminate this contract. In the event of termination of the contract under clause 20.1(c), the Company may terminate the contract by virtue of clause 21.2.
In the event of termination of the contract under any sub-clause of clause 20.1 other than sub-clause(c), the Company may terminate the Contract and BMA shall pay the Company for all properties whose ownership is transferred to BMA under clause 19.1 and 19.2 at the price to be determined on a fair basis for the benefit of BMA to operate the BMA Transit System further by the arbitrators under clause 29.

Through the contractor agreement, the risks are generally allocated to the construction company, (in this case to the Siemens-Italian-Thai Consortium, although the former is fully responsible for the E&M works, while the latter for the design and construction of the civil work) who has the duty to finish the work under well-determined standards, in term of quality, time and the like. As we have already explained on Chapter 2, when any delays, costs overrun and the like occur during the construction phase, it is necessary to understand what caused the problem. In case it depends by the sponsor or the contractor, the risk will fall on the sponsor, who, in turn, will attempt to lay it off on contractor. In the contractor agreement is also specified the amount by which the contractor is responsible through performance bond or credit bank. If the delay is substantial, the government can have the right to terminate the contract, as the Thai Government acted for the Hopewell Project, which was at the end cancelled on October 2001. When, instead, the government causes the delay, and thus the responsibility fails on it and is likely to make some concessions, as for example financial support.

On 11th November 1996, the company issued Subordinated Convertible Debentures of Bah 2,740 million (17.34 million 2. debentures at par value of Bath 15.8 each) at zero coupon rates with the maturity date of 11th November 2012. Subordinated Convertible Debentures represented the guarantee on completion risks. The SCD could have been converted into fully paid ordinary shares from the earlier of

(i) 30 days after the Project Completion Date

(ii) The issuance of Enforcement Declaration under Clause 39 of the Intercreditor and Common Terms Agreement between the company and the syndicates of lenders dated 29th August 1996, until 30 days prior to the maturity date.

The conversion price is Baht 15.80 per one ordinary share at the conversion rate of 10 ordinary shares per 1 debenture. The Security Exchange Commission of Thailand accepted and registered the terms and conditions of the SCD on 29th October 1996, and the company issued the debentures on 11th November 1996.

Since most of the components of these subordinated convertible debentures represent equity components, during the year the Company classified subordinated convertible debentures from present as long-term liabilities to shareholders’ equity in the balance sheet to conform with the Accounting Standards Pronouncement No.48 on “Financial Instruments: Disclosure and Presentation”, and also reclassified the outstanding balance sheet as of 31st March, 1999 to conform with the presentation of current year.

In case of the Maintenance risks, however, although the Turnkey Contract turns the responsibility on the Construction Consortium, it seems that BTS had paid Siemens five times higher than usual payment for maintenance
, making creditors of BTS felt furious after finding that. Therefore, creditors decide to hire an independent consultant company for investigation and found 18 amendments on the contract with Siemens. Furthermore, the bid calling for Skytrain extensions turned stinky since the contractors complained that BMA tries to show that everything was fine while colluding with BTS and a Chinese company for the project – this company, as we will see later, is relevant for the extension projects of the Skytrain and it will be considered on subsection 7.

According to mass transit news sources sent to Prachachat Thurakij, the BTS creditors have hired MTR Corporation (a consultant company with expertise in mass transit system business) to audit and investigate the contract between BTS and Siemens (the company which takes charge of rolling stock and rail system) since they felt that BTS has paid Siemens unusually higher that the price the company was supposed to pay, turning in this way all risks on BTS, and not on the contractors consortium.

MRT Corporation has reported to BTS creditors that the company has found that Siemens did broke every rule stated in the contracts and even worse Siemens committed several acts such as reducing checking for rail dilapidation by 50%, completing only 64% of other maintenance activities, and manipulating the calculation of maintenance costs during the five-year warrant period. Therefore after collecting information from many members of the BTS Board and the investigation on the two contracts between BTS and Siemens/Lincas signed in July 1995, MRT Corp. has proposed 18 rules to reduce the operating costs and increase the service efficiencies such as:

· Reviewing the overall operating indexation.

· Negotiating with Siemens to reduce maintenance fees.

· Cutting down the number of daily service.

· Stretching the waiting period from 5-6 minutes to 10 minutes.

· Negotiating with Siemens to hire engineers outside Thailand at the salary based upon the costs of living in Bangkok.

If BTS follows the 18 rules from the consultant company, it will save 650 million Baht, and thus reduce loss, lower ticket fees, and so on. The suitable cost in the instruments for maintenance including with other maintenance costs will be 280 million Baht/year for the first five years of operation (2000-2004). So far, the contracts state that BTS has to pay 410 million Baht/year to Siemens for maintenance at the beginning of the sixth year of service, BTS will face the dilapidation of the equipment and rolling stock, so the company has to pay higher maintenance costs than the first five years. During the year 2000, BTS had to pay 0.76 US$/km while Hong Kong Mass Transit System had to pay only 0.2-0.3 US$/km.

In other words, although the Company was supposed to turn these kinds of risks on the Construction Consortium, de facto the Company had assumed all of them directly. This fact, in addition to all others problems in which the Company has incurred since the commencement of operation deteriorated its already disaster financial situation. As consequence of this bad managing, I believe also that the Company will incur in more problems due to the probable opposition which the creditors will made in case of repayment and refill of the of the company’s debt.  

5.9.4 MARKET RISKS
The market risks consist of the demand risk and the price risk, which are respectively the uncertainty over the quantity of the actual demand for the product or service and the resulting purchase price. As we have already taken into consideration, Asia’s immature markets seriously lack efficient pricing mechanisms. The question of whether or not the price of the toll – or in other case, the simply price of the product – can be amended in order to achieve an agreed return for the sponsors is an issued that has received a great deal of attention in Asia over the last few years. If the product is sold directly on an open market, the price risk doesn’t exist. In case of toll road price, the price risk exists and its incidence is quite important on the project’s profitability.  

Correlated to the price risk we have the volume risk, which is concerned of how much traffic will go through the road. The market risk for the Sky-Train Project is extremely high. BTS, in fact, has just this project on hands, and it cannot diversify the risks associated to the project through the construction of a portfolio of projects, with different beta.   

Clause 13.2 of the Concession Agreement takes directly into consideration the effective fare, which has to be used by the company. Accordingly with the clause, the Company may from time to time adjust the Effective under the following written conditions:

(1) From the Commencement of Commercial Operations of BMA Transit System, each adjustment of the Effective Fare shall come into effect not less than eighteen months from the date the previous adjustment of Effective Fare came into effect, unless otherwise approved by BMA.

Thus, without authorized approved by BMA the Company may adjust the price of the tickets at least 15 times from the beginning of the commercial operation, till the concession period ends. This clause could emphasize that the Company can change the price accordingly to variations on market conditions. At the same time, the subsequent sub-section affirms that:

(2) The effective fare shall not exceed the than applicable Authorized fare.

The Authorized Fare is the one negotiated between the parties. Thus, the determination of the effective fare is not followed market forces of demand and supply, but it represents a combination between the one determined by the market and the eventually subsidized price, at which the Government would eventually adopted if the Company had been a state enterprise.

In fact, the subsection 13.3.1 defines the causes, which can eventually modify the effective fare as:

1) If the CPI in respect of any month is equal to one point zero five times or more than the reference CPI in respect of the month, which is at least twelve months before, the Authorized Fare shall be adjusted to be equal to one point zero seven times of the previous Authorized fare.

2) The Authorized Fare may also be adjusted in accordance with Clause 13.4 (Special Situation).

3) The Company shall notify BMA of each adjustment of the Authorized Fare so determining together with supporting evidence of such determination no later than 30 days from such determination. In the circumstance where BMA and the Company cannot agree on the determination of the adjustment of the Authorized Fare, the dispute shall be referred to the Advisory Committee for its decision in accordance to Clause 14. 

In other words, the Company cannot adjust the fare price when variations of the market conditions occur, so of having a constant return on investment if it has not obtained previously a written authorization in 30 days from the BMA. This clause is quite similar to the one used in Hong Kong for the construction of the Air Cargo Terminal 1 – which will be analyze in the next chapter. In this specific case, the Company is able to adjust the fare price when the ROI fall underneath a well-defined range previously negotiated between the company and the government. The adjustment, however, doesn’t allow the company of having a constant return on investment, but just to adjust the fare by a determined level, so to not incur in excessive losses. The main difference is that Clause 13.3 doesn’t take into consideration the opposite condition, when the ROI falls beneath the range. In the Hong Kong case, in fact, the company has to create a not-usable fund in which collects the entire surplus that would be eventually used when again the ROI would fall underneath the range, without adjusting the effective fare. This clause can be consider as a milestone in project finance in Asia, and will be probably used again in other circumstances.      

As subsection b) declares, the effective fare can be also adjust in case of a special situation occurs. Clause 13.4.1, consequently, defines as special situation if any of the following events materialized:

(1) If during any year, CPI [Consumer Price Index] in respect of any month in that year is more or less than one point zero nine times of the Reference CPI in respect of a month, which is at least twelve months before.

(2) The exchange rate of Baht against the USD is more or less than the reference exchange rate by 10 per cent.

(3) Interest rates on foreign currency debts of the company are more or less than the reference overseas interest rate by ten per cent.

(4) Interest rate on local currency debts of the company are more or less than the reference local interest rate by 10 per cent.

(5) Substantial increase or decrease in electricity costs to the Company.

However, in the event that the Advisory Committee has given a decision authorizing the Company to adjust the Authorized Fare, but the Government has the policy to fix the price level of the fare in order to be appropriate for the given circumstance, the Company will then not adjust the Effective Fare. In this case the government will provide solution for the company as appropriate in substitution for the damages incurred by the company during the period in which the company is entitled to adjust but has not yet adjusted the effective fare. 

During the first years of commercial operations, the number of passengers using the System was disappointing, much lower than originally expected. At least 400,000 passengers a day were needed to generate enough income to repay the company’s debts. Right now, only about 200,000 people use the system on weekdays, and this number drops to 190,000 on Saturdays and only 120,000 on Sundays. The Company, which has a 30-year concession to operate skytrain from the Bangkok Metropolitan Administration, began the service in December 1999 with fares ranging from 10 to 40 Baht. Originally, it planned to invest 35 billion Baht and hoped to attract 430,000 passengers daily. The economic crisis spelled disaster for the firm when the government floated the Baht, which suddenly depreciated and compounded the company's debts. As a result, project investment soared to 52.6 billion Baht, of which 39% came from German bank KfW, 20% from Siam Commercial Bank and 7% from International Finance Corp.

The firm had little hope of increasing passenger numbers over the next three years because private operators now ran many of the bus routes the Bangkok Mass Transit Authority could have re-routed to feed the skytrain. The failed Hopewell mass transit project could have fed passengers to the skytrain but there was little chance of it being revived in the next five years. The Thai Farmer Bank Research Center Poll
 conducted a poll from November 26 to December the 2nd 1999 among 1,155 Bangkokians, of which 55.8 % males, and 44.2 females – mostly (68.3%) between the range of 21-40 years old on their future use of the Skytrain System. 

The poll results show that:

· 69.9% knew about the Skytrain routes, and 89.9% feel interested in using the service. 

· 71.1% said they would use Skytrain only once a week since Skytrain is more expensive than air-conditioned buses. 

· 83.1% said "park and rides" at the ends of the lines are must-have facilities for passengers. 

· 85% said escalators should be installed in every station even though the BTS feels reluctant to do so.  

· 65.2% said 10-30 Baht rate is a fair deal to them. 

· 17.8% said the 10-40 Baht and 10-45 Baht would be a suitable fare rate for them. 

· 90.8% said they want to see BTS Skytrain extended to the Thonburi side, 39.4% to Sanam Luang, 27.9% to Bang Kapi, 13.6% to Ngam Wongwan, and the other 19.1% want to see the BTS extensions to suburb areas such as Rangsit and Bang Na. 

In March 2001 (summer holidays for students), the number of skytrain trip increased to a daily average of 192,630 trips – 5.8% more than the average number of trips in February 2001. The weekdays have higher average number of passengers than the weekends (210,070 trips a day during weekdays). The highest number of passengers was on March 30, 2001 at 245,059 passengers. However, the ratio between those who use stored value tickets and one-way tickets are 50:50, thus lower than the standard level.

The top 5 stations for the number of passengers are Siam, Mochit, Onnut, Saladaeng, and Victory Monument – with the average of 44.5% of all passengers. So far, most of passenger travels about 7 stations. Now, the only problem is the delay at Saphan Taksin Station, which takes 45 minutes. 

According with another poll of 400 passengers carried on by the Company, BTS found that those passengers give the average of 3.75 (out of 5). The lowest satisfaction is about the ticket fee and the highest satisfaction is about the skytrain service. BTS will also add 10 more shuttle buses since the number of passengers has increased from 14,500 passengers a day to 16,500 passengers a day during weekdays and 17,900 passengers a day during the weekends. However, the total number of passengers is still at 200,000 passengers a day, which are 400,000 lower than the target of 600,000 passengers a day.

BTS has made 25%-35% permanent discounts since the number of passenger keeps falling: 171,310 passengers a day in December, 145,170 passengers a day in January, and 135,710 passengers a day in February 2000.  BMA people are trying to help BTS boost the number of passengers by facilitating the legal and business affairs to speed up the extensions process, managing buses to feed the Skytrain lines, and employing more PR to meet the goal of 4-600,000 passengers a day or at least half of that amount.

Furthermore, BMA asked BTS to install a fountain system to trap dust particles and reduce air pollution. One is now testing at Ratchathewee Station and with plans to install more at other major stations.

 
However, many clients of the Skytrain System are still complaining with the high tickets prices
. Thus the company is now facing a double-face problem. If the BTS applies the market solution in determining the fare price – thus equalling demand to supply curves, and respecting the shareholders request for faster return on investment – it will incur in two issues. It will be in trouble both with BMA for adjusting the prices against the Government decision on stability of internal prices, and also with its actual clients, which in turn would probably prefer to use other infrastructure cheaper than the System, making more trouble on future receivables.

If the Company applies lower tickets to encourage the volume of the System users, it will postpone the reaching of the payback period, making angrier its creditors, which already are furious for the conduct of the maintaining agreement between BTS and Siemens AG.  

Thus, the trade off between price and volume has to be taken into consideration for determining the fare price to be applied by the Company.

5.10 THE PROJECT STRUCTURE 
The Bangkok Mass Transit Systems budgeted costs was totalling more than 30 billion Baht. Of the total debt, 70% was lent by Kreditanstalt fur Wiederaufbau (KfW), the German development bank, and the International Finance Corporation, the World Bank's investment arm, while the rest was borrowed from Siam Commercial Bank. The skytrain cost more than 51 billion Baht to build, of which 30 billion was borrowed. Till now, the company has to make every effort to win the creditors' support, either through debt-to-equity conversion, debt rescheduling or a loss on investment. The economic downturn also kicks the cost up from 35 billion Baht to 52.634 billion Baht – 39% of the project investment came from German bank KfW, 20% from Siam Commercial Bank and 7% from International Finance Corp. 

Originally, the company projected 400,000 passengers a day, generating enough revenue to cover its operating costs and interest payments. But with only 220,000 passengers a day on average, BTS can afford to pay only for its daily operations, such as salaries, electricity and maintenance. It owes Bt10 billion to domestic creditors and $550 million to foreign creditors. However, five out of the eight bank-syndicate creditors had already agreed to the debt-restructuring plan. A conclusion was expected at the end of this month, provided state-owned financial institutions such as BankThai accepted the plan.

Under the original loan contract, BTS would suppose to begin paying the principal on year 2002, while all the debt to be repaid by 2008. But after about 20 months in service, the Skytrain's financial performance has been disappointing, mainly due to a big shortfall in the number of commuters. The loan agreements become effective on 2nd October 1996. The first utilization of the loans was made in December 1997. The interest rate for these loans are MLR + 1.25 per annum due every month for Baht portion and LIBOR + 2.375 per annum and LIBOR + 2.25 per annum due every 6 months for USD portion. In additional to the senior loans agreements, the contractor, Siemens Limited, has arranged a subordinated loan from Kreditanstal fur Wiederaufbau to the company in the amount of USD 6 million. The interest rate for the loan is LIBOR + 2.375 per annum due every 6 months. These senior and subordinated loans are repayable in the instalment basis by about 30 months after the project completion date.
5.11 THE FINANCIAL PLAN 
The total project investment is 53,082 million Baht (USD 1,364.4 million), including all civil works, utilities diversion, electrical and mechanical works, pre-operating expenses and interests and financing fees. Investment details are shows in Table11:

Table 5.2: Investment Costs for the Skytrain Project

	Investment Costs
	Baht

(million)
	USD

(million)
	Original
	Over

(Under)

	Civil and Utilities Diversion Works
	18,711
	492.3
	16,830
	1,881

	Electrical and Mechanical Works
	23,317
	613.6
	16,269
	7,048

	Utilities Diversion
	747
	-
	986
	(239)

	Escalators
	484
	-
	-
	484

	Pre-operating costs
	5,416
	142.5
	5,578
	(162)

	Interest and Financing Fees
	4,407
	116.0
	4,072
	335

	Total Use of Funds
	53,082
	1,364.4
	43,735
	9347


Sources: Company’s Balance Sheets years 1998-1999 and 1999-2000, BTS internal documents (2001)

The increased in total project costs of 9,102 Million Baht can be explained as followed:

· The increase in exchange rate from 25.2 Baht: 1USD to approximately 39 Baht: 1USD led to an increase in project costs of 9,264 Million Baht, consisting of civil work of 1,881 Million Baht, E&M work of 7,048 Million Baht and interest and financing Fees of 335 Million Baht.

· Installation of 45 additional escalators increases the project costs by 484 Million Baht.

· Due to efficient cost control, the Company has been able to reduce costs items by 401 Million Baht, such as utilities diversion of 239 Million Baht and Pre-operating costs of 162 Million Baht.  

Funds were mainly from two sources: equity and loans. To naturally hedge against the currency fluctuation, loans were in the form of Thai Bath and US dollars to match the project costs that include Baht and Dollar portion. Thai Baht portion was syndicated by SCB and US dollars portion was syndicated via KFW. Table 12 displays categorized sources of funds supported to this project:

Table 5.3: Categorized sources of funds supported to the Skytrain Project

	
	Original
	Actual
	Over (Under)

	Equity
	17,028
	18,032
	1.004

	Baht Loans
	13,810
	11,160
	(2,650)

	USD Loans
	12,097
	21,881
	9,784

	Subordinated Loans from Supplier
	0
	342
	324

	Reimbursement from BMA
	200
	0
	(200)

	Payment from Bangkok Terminal
	600
	119
	(481)

	Additional Fund Need
	0
	268
	268

	Total
	43,735
	51,802
	8,067


Source: Company’s Balance Sheet 1999-2000

The total funding is increased by 8,067 Million Baht. The increased amount can be explained in three steps:

· The total amount of some funding sources is increased by 11,130 Million Baht, including increase in shareholders’ equity of 1,004 Million Baht, increase in USD loans of 9,784 Million Baht – as a combined effect of increasing in total amount of USD loans and devaluation of Thai Baht followed to the decision of the Central Bank of Thailand of floating the currency on July 1997 – and increase in subordinated loans from supplier of 324 Million Baht.

· The total amount of others funding sources is decreased by 3,331 Million Baht, consisting decrease in Baht loans of 2,650 – as a combined effect of Baht devaluation – decrease in reimbursement from BMA by 200 Million Baht and payment from Bangkok Terminal Co. Ltd. By 481 Million Baht.

· Apart from these funding sources, there is a requirement of additional funding of approximately 268 Million Baht due to cost overrun.

Shareholders’ equity increased by 2,894 Million Baht from 15,138 Million Baht to 18,032 Million Baht as of 31st March 2000. The increase income comes from increase in share capital through the private placement in mid 1999 (208 million shares or 2,619 Million Baht) and subordinated loans from Principal Shareholders (IPO Delay Loans) of 275 Million Baht.

As we have already discussed, the main effect of the Thai Financial Crisis had been the less flexible and more restricted credit expansion policy made by local banks. Thus, the Company had to use explicitly the increase in share capital by shareholders tool for limiting its liquidity problems. In fact, although the company is intended on achieving its IPO commitment to fulfil the objectives of the concession and to pave the way for capital market access, it isn’t yet listed on SET. In fact, capital market conditions in the past years were not conductive to rising funds and wide market swings will likely persist. As we have taken into consideration on Chapter 4, the SET reached its pick in 1995 and thus started to continuously decreased before falling at minimum level after the devaluation of the Thai Baht, which took place on July ’97. Accordingly to financial analysts, the SET will need years before regain fully market confidence and reach the pre-crisis level. However, the company has already submitted the application to the Securities and Exchange Commission (SEC) on February 2000 and approval for the IPO arrived in the second quarter of 2000. The Company was expected to launch the IPO at the end of 2001 beginning 2002. However, due to the actual uncertainty on the international capital markets followed to the “Endorsement Freedom Campaign”, it will be probably postponed it.    

Table 5.4: Origin and denomination of funds required to support the ST Project

	Funds

	Baht (million)

Original
	USD (million)

	Equity
	18,032
	474.5

	Loans From:

	 - Siam Commercial Bank
	11,160
	293.6

	 - KFW Banks
	19,270
	507.1

	 - International Finance Corporation 
	3,239
	85.2

	 - Other
	119
	3.1

	Shareholders COS
	31
	0.9

	Total Sources of Funds
	51,851
	1,364.4


Source: BTS internal documents (2001) 

The Company has been operating since December 1999, and I have accessed to just two-year balance sheets. Thus, it is not really correct of making a ratio analysis, especially because it is not also possible to compare the Company’s performances with one of its competitors, due to the fact that the Skytrain Project could be considered as a milestone in project financing in Thailand – in fact, it is the first project which ownership is for 100% on private hands.     

However, let’s consider few ratios. The ratio equity/loans is at 35:65, which make the Company highly debt-ratio (65%) and debt-equity ratio. The current ratio, which measures the margin of liquidity of the Company and is calculated by the ratio of current assets to current liabilities, have been remarkable low during these three years – 0.069(1998), 0.17(1999), and 0.65(2000) – although it is steadily increasing. Another important ratio is sales-to-assets ratio, which shows how hard the firm’s assets as being put in use. Also this ratio is remarkable low, equal to 0.10. It is normal, at this stage of operation, to have a so high indebtedness, considering also the size of and the innovatively of the project itself. However, if I was allowed to use also the budgeted costs and revenues, I would be able on making a variance analysis between what was budgeted and what was really and effectively realized. Therefore, my analysis will be a little limited.

On the other hands, the major reason is shortcoming of revenue, due to much lower-than-expected ridership. The total revenue, reported for the fiscal year 2000, was 1488,176,666 Baht with most of the income from the fare box revenue, which was accounted for 1,392,041,281 Baht. The income is much lower than the incurred expenses amounted at 9,458,363,712 Baht. The major expensive includes loan interests and maintenance costs and loss on currency exchange. 

Figures 5.4 and 5.5: Revenue Structure and Fare Box Revenue
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Source: Company’s Balance Sheet 1999-2000

Thus, the main source of revenue comes from fare box revenue accounting for more than 90% of the total revenue, however the fare box revenues declined during the first months of operation, due to the reduction of joy riders, while reaching its picks on March’00 thanks to the introduction of Sky and Student (discounted) Cards.  

Figure 5.6 & 5.7: Average daily ridership and average trip length
	Average daily ridership
	Average Trip Length
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Source: Company’s Balance Sheet 1999-2000

After the first month, the average number of passengers on the weekend (pink line) has been steadily increasing comparing with the number of passengers during weekend and public holiday (yellow and blue lines; the light blue line represent the overall). However, the number of passengers is decreasing, due especially to the increasing competition made by private transport owners, which functioned as public transport network. The increasing in number on March’00 was due to the introduction of price discount campaign.  Also looking to the average trip length, the ratio number of station/kilometres is steadily decreasing.  This fact could be explained considering that on longer trips, the price offered by competitors is dramatically lower than the one offered by the System.    

As we have already observed, if the Company lowered the tickets prices, the number of passengers would probably increased. In fact, in this case, although the competitors were still presented a lower price for the same length trip, maybe the time factor (as the time needed to run the same length) would be recognized by the costumers as a premium factor and so the number of passengers would increase. In the opposite case, the trade-off price/time saving will see the predominance of the price on time factor, and thus the number of clients will decrease.  

Passenger ticket sales are recognized as revenue when the services are rendered. Prepaid value in passengers’ stored value ticket is recorded as unearned income in the current liabilities.

Basic loss per share is determined by dividing the net loss for the year by the weighted average number of ordinary shares in issue during the year. Diluted loss per share is calculated by dividing the net loss for the year after adjusting the effect of transactions relating to dilative potential ordinary shares by weighted average number of ordinary shares in issue during the year plus the weighted average number of ordinary shares to be issued for conversion of dilative potential ordinary shares into ordinary shares.  As of March 2000, the company’s financial statement shows a net loss of 697 Million Baht, with cash flow showing a net surplus of 1,087 Million Baht. 

Whilst the financial performance currently operates in the loss figure, the outlook is still promising. The ridership and income have been steadily increasing since May last year, and all spending has been tightly budgeted and controlled. With strong supports from the creditors, constructive debt restructuring process has been underway with the objective of resolving financial pitfall to maintain non-interrupted services to the public. Optimistic results from the restructuring program are expected by the end of this year.   

The economics and financial downturn of the country in the last years had a major impact on the employment rate business and financial activities in Central Business District of Bangkok. As a result, people’s wealth and spending power has been declined substantially. Moreover, the effect on tourism industry of the  “Endorsement Freedom Campaign” will negatively turn on the project future revenues. Although from the balance sheets is not possible to calculate the incidence of tourists’ tickets selling, it is undoubted that the war on Afghanistan will have a negative impact on the Thai tourist industry – which represents the most important sector for the economy – at least in the short run, which will turn on the Thai economy as whole, limiting its fully recovery. By the way, we will see the short-term effect directly the next Christmas holiday, in which the confidence of foreign tourists on the world security situation will be evident.  

5.12 WHY THE SKYTRAIN PROJECT WAS ATTRACTIVE TO LENDERS 
The most significant clause stated on the Concession Agreement, which made the Skytrain project attractive to lenders was absolutely the 36th Clause, which stated the effective date of the contract. In fact, it assures that the contract, and thus the relative rights and obligations, was becoming effective when all of the following conditions were fulfilled:

· The Company notified BMA that it signed a finance agreement with lenders to support the contract.

· The BOI notified the Company of the receiving of BOI privileges under the Clause 25.

· BMA delivered all lands to the Company.

In other words, the obtaining of funds required for implementing the project, BOI privileges and lands were all not just necessary but also sufficient conditions for the starting of the contractual rights and obligations between the parties. The not achieving of one of the previous condition would have implicated the contract being null and avoid. The most valuable factors, however, was concerning the rights to use the Land, which was of the duty of BMA. As we have already repeated, the land use has been the main concern of all project financiers in Asia, due to the bureaucratic Asian system.   
Another important issue is related to the political risks. In April 1994, the Cabinet took the decision that all MRT lines within a 25 km area of the central part of Bangkok should be built underground, with retroactive effect. This was a typical environmental policy, which could have negatively affected the project under the denomination of political risk. However, the fact that the Concession Agreement was acted as stipulated without changes to variation on environmental policy, it implies the superiority of the clauses stated on it on the national legislation.

5.13  SKYTRAIN FUTURE EXPANSIONS 
Accordingly with the clause 27.2 of the Concession Agreement – Extension and First Right to Refusal – the Company has the first right of refusal to negotiate with BMA to request for the rights to realize and operate new routes, provided the Company shall be willing to accept the best term and conditions offered by other third persons to BMA, provided further that the realization of said expansion of the system routes shall obtain prior approval from the Minister. 

Consequently, on March 2001, BMA
 started drafting the bidding plan for the Skytrain extension projects to deliver to the BMA Governor. 11 groups, named as followed, were invited to compete for the extension projects:

· AEROMOVEL Consortium;

· Thanayong Consortium (BTS's subsidiary);

· Thai-German Bangkok Metro Consortium;

· Bangkok Metro Co. Ltd. (BMCL - the concession holder of Subway - Ch. Karnchang PCL.'s subsidiary);

· IIMRT Group;

· GEC Alstom Co.Ltd.;

· Siemens Co.Ltd. ;

· Ch. Karnchang PCL.;

· MARUBENI Co.Ltd. (Japanese Firm);

· Italian-Thai PCL. (one of BTS's Shareholders); and

· ADTRANZ Group.

The main requirement of the TOR for extension projects were that: (1) the private company had to make 100% investment for the construction of three lines with the same specifications for rolling stocks, standard 1.435-meter gauges; and (2) the same control systems as Tanayong had to be applied. 

Fittingly with clause 27.1, if the bidding companies were able to offer the better deal, the contract reserved the right for Tanayong to decide whether the company could comply with the winner's conditions. If Tanayong agreed with the winner's term, it would have to undertake the projects; otherwise the winner would do them. So far, no companies have offered a better deal than Tanayong since the owner (Tanayong - AKA BTS) won't have to deal with the depot and parking construction. If someone offers a better deal than Tanayong, Tanayong won't accept the company's imposing conditions (since it definitely requires the hostile takeover of BTS or other stringent financial and shareholding terms). Therefore, BMA will ask the cabinet to approve the new bidding plan, which requires government assistance to realize the project. 

However, rumours from BMA City Hall revealed there were some irregularities in the bid-calling process
. Even though the BMA selling the bid calling form from May 1 to May 22, BTS and the high-level officers in the City Hall had colluded on the specifications to enable Shanghai Metro Construction Corporation (SMCC) to win the bid without competition. In addition for the bid selling, no private firm came to buy the bidding form at all and all the 11 companies said they have not received the invitation note from BMA to bid for the Skytrain extensions at all. It seems to the Prachachart Thurakij that the bidding for extension is a sham bidding to make the bidding looks clean and transparent. Furthermore, BTS was going to have a discussion about Skytrain extensions with Premier Ju Rong Ji during the official visiting to Thailand on May 19-22. Thus, it seems to me that BTS, BMA, and Siemens will have to clarify such irregularities to the shareholders, creditors, as well as to the Bangkokians or they will get into trouble when the creditors stop funding the projects.

The Thai Cabinet had endorsed three extended routes: (1) Onnuj to Samrong (8.9km); (2) Sathon to Taksin (2.2km); and (3) Chong Nonsi to Nang Linchi (actually Sadhupradit Pier) (8.5km). The current skytrain covers a distance of 23km and runs through the city. The entire project extension has been forecast to cost about 30 billion Baht. Thus, the costs expected are very high, but low fares will be impossible to be applied. The new routes, although attracting a huge number of daily passengers, are located in no-business area, and consequently the revenues expected are not enough to cover the entire costs of the project, making it unattractive to both commuters and investors. 

However, position of BTS regarding the Skytrain extensions is not clear. Accordingly with main newspapers agencies, BTS in fact sometimes affirms its involvement on the projects, others rejects its participation on them. 

On one hand, Mr. Khiri Kanchanaphak (BTS CEO) declared on the Thairath Daily
 that the Investment plan for the Skytrain extensions would be:

2. A joint venture between the public and private sector. The government has to take on all the construction costs while BTS will provide the new rolling stock, maintenance systems, and employees--identical conditions to the MRTA subway contract.

3. Only the first two extensions (Taksin and Samrong Extension) will be constructed. Rama III extensions will be frozen until the first two extensions are opened for service.

Thus, ensuring the Company’s participation on the bidding process, although requiring some adjustments on the government’s decisions. The Thai Cabinet, in fact, required the system extended on three fronts: three kilometres from Sathon to Phetkasem, eight km from Onnuj to Samrong and eight km from Chong Nonsi to Rama III Road, and also the resolution states:

1. 100% private investment
.

2. All 3 extensions must be constructed at the same time.

On the other hands, BTS declined to deal with the extension projects since the company is running out of cash since the number of passengers is much less than expected, causing creditors to refuse to lend the money for new extensions. The company has made a debt restructure plan to cope with creditors, for the delay of debt payment since the revenue from the passengers cannot cover the expenses. Initially, the company forecasted 400,000 passengers with fares ranging from 10 to 40 Baht on a daily basis required to pay off the debts. However, the number of passenger is, at most, 200,000 passengers a day during the weekday and less during the weekend – this number, in fact, drops to about 190,000 on Saturdays and only 120,000 on Sundays
. The economic downturn also kicks the cost up from 35 billion Baht to 52.634 billion Baht – 39% of the project investment came from German bank KfW, 20% from Siam Commercial Bank and 7% from International Finance Corp. With the small number of passengers and the loan payment, the company won't be in the position to deal with the extensions. Even though the government offers to deal 80% of the extension cost through the construction and civil works and allows the company to deal with the services, systems, and rolling stocks, it won't help either since the creditors will decline to lend the company more money.

The Baht depreciation and the disappointing number of passengers made it very difficult for the company to acquire fresh loans for additional investment. The creditors would not lend any more money, but were well aware of the current financial situation and would have to come to an agreement. The company simply don't even have money to lay more tracks on state-funded structures, especially because the proposed extension of the track to Thon Buri will not probably give it as many additional passengers as reported. Residents of Thon Buri were unlikely to use the skytrain because most of them worked in factories, not in the business districts of Silom and Sukhumvit. In addition, the Hopewell project, which was supposed to be the main feeder line, was cancelled. Other companies, which BMA invites to deal with the extension, added they were not able to deal either since it was very hard to find the investment loan. Even though the government have made 80% investment on civil work on the subway, BMCL Co. Ltd. hasn't received any loan yet since the creditors feel afraid that they will face passenger problems as BTS.

For these reasons, Bangkok Mass Transit System Corp will probably back out of the skytrain extension owing to lack of funds and let other firms bid for the work. The skytrain operator is also tied up in debt relief talks with its creditors, and a debt restructuring plan must be submitted to all creditors in the next months, after which the company would seek a delay in debt repayment.

The main issue is regarding the fact that the skytrain operator, Bangkok Mass Transit Systems, has made little headway in efforts to restructure its debts totalling more than 30 billion Baht. Of the total debt, 70% was lent by Kreditanstalt fur Wiederaufbau (KfW), the German development bank, and the International Finance Corporation, the World Bank's investment arm, while the rest was borrowed from Siam Commercial Bank. The skytrain cost more than 53 billion Baht to build, of which 30 billion was borrowed. Thus the company has to make every effort to win the creditors' support, either through debt-to-equity conversion, debt rescheduling or a loss on investment.

Under the original loan contract, BTS would suppose to begin paying the principal on year 2002, while all the debt to be repaid by 2008. But after about 20 months in service, the skytrain's financial performance has been disappointing, mainly due to a big shortfall in the number of commuters. However, a rejection of BTS' s proposal to extend the system would probably complicate more and more the debt revamp. In fact, BTS was likely to run into more financial trouble if the expansion was delayed, as the extended routes would serve more commuters. BTS expected the two routes would increase the total passenger volume to about 400,000 people a day.

At present, BTS trains serve only 200,000 passengers a day, well below its expectation of 430,000 people. As a result, its returns only cover daily operating costs and not debt repayment. BTS has launched fare discount promotions but these have only slightly increased traffic volumes. The company has just refinanced its debts, so it is difficult to find additional loans to cover its expansion.

Bangkok governor Samak Sundaravej had suggested the state issue bonds to raise money for the civil construction work of the expansion. BTS applauded this idea, and as a result the Company
 was preparing to issue a bond with a 6% annual to finance the Skytrain extensions to Bangplee, Mahachai and Lum Lookka and reduce the fare to a 20-25 Baht flat rate with daily passengers of million people after Bang Plee, Mahachai, and Lum Lookka extensions become operative. 

However, according to the Memorandum of Intention signed between Krungthep Thanakhom (KTT) and SMCC on March 21, 2001, KTT (AKA – BMA) will have to take responsibility for the construction while SMCC will be a contractor before transferring to the BMA after finishing the construction with the supporting funds of US$ 300 million. Shanghai Municipal has approved the plan, but BTS still deals with the concession. Further conditions will be settled by KTT and BTS later on.

Shanghai Metro (SMCC) will take responsibility for the Samrong Extension (5 stations, 8.9 km) and Taksin extension (1 station, 2.2 km) with the construction cost of US$ 170 million.

The names of station can be shown as follows:

Samrong Extension:

1) Bangchak (near the area between Sukhumvit 101)

2) Bang Na (near BITEC and Meteorology Dept.)

3) Samrong Nuea (near Sukhumvit 113 - Wat Dan Samrong)

4) Thepharak (near Thepharak Intersection)

5) Samrong Tai (near the Elephant Shrine - funded by the late Lek Viriyaphan – the owner of Ancient City, Muang Boran Press, Viriya Insurance, Thonburi Automobile Assembly Co.Ltd. – the agent of Daimler-Chrysler in Thailand, etc.)

Taksin Extension:

· Taksin (Taksin Intersection)

The Company, in fact, has not intention to construct more stations at the Taskin extension due to the fact that the demand wasn’t high enough to consider the investment feasible. The same thing happened to Sueksa Witthaya Station and Phaholyothin 11 Station (opposite the Government Saving Bank HQ) in the current BTS station list.

KTT will borrow from KFW (German KFW Bank, a BTS Creditors) to finance the project after receiving a letter from KFW that the bank will lend KTT. If the loan from KFW cannot cover the expense, KTT will borrow from other financial institutions as well as issue bonds to ensure that the project will be done on time while SMCC has joined up with Siemens Transportation System to set up a group of companies to handle engineering and electrical system.

There are several persons who went to Shanghai to sign MOU with SMCC such as Mr. Sathian Wongwichian and Mr. Amorn Kitchawengkul (representatives from KTT) and Mr. Khiree Kanchanaphak (BTS CEO) as a witness to contract signing, and four representatives from SMCC. However, such a contract signing was not reported to the BTS Board at all so it causes some shareholders and creditors to feel furious on such a contract signing since the BTS CEO did not mention the deal with SMCC to them at all.

Mr. Amorn Kitchawengkul (KTT CEO) said KTT is going to deal with the Skytrain extensions and the company has signed the memorandum with SMCC. He also said that the cost for civil work would be about 8-9 billion Baht (about US$ 200 million).

The Route Plan should at least be: 

1) Saphan Taksin - Taksin Intersection (Wongwian Yai): 80% BMA – 20% BTS-Shanghai Metro by readjusting the section of Phaseecharoen Elevated Way.

2) Taksin Bridge – Ko Bo (Actually Wat Nang); 100% BTS – Shanghai Metro.

3) Onnut – Samrong: 100% BTS – Shanghai Metro

4) Ko Bo – Mahachai: 80% BMA.

5) Samrong – Bangplee: 80% BMA – 20% BTS-Shanghai Metro.

6) Mochit – Lum Lookka: 80% BMA.

The deal is that Krungthep Thanakhom Co. Ltd. will issue 100 billion Baht (US$ 2.5 billion) with an annual interest rate of 6% in this April to finance the construction of the Mahachai, Lum Lookka and Bang Plee extensions, while BTS will run the services. After Mahachai, Lum Lookka and Bang Plee extension are opened for service, the fair rate will be cut to 20-25 Baht flat rate to boost the passenger numbers up to one million passengers a day.

The state should invest in the skytrain extension and allow the private sector to run trains on the new routes, accordingly to Bangkok governor report. In fact, the Bangkok Metropolitan Administration could raise 100 billion Baht if Krungthep Thanakom issued bonds for sale to the public at 6% interest.


The repayment will depend on fares collected from the extended skytrain system. The Bangkok Mass Transit System Corp would also receive a loan from China to import more trains and expand the operating system. The lender would expect German development bank KfW, a current creditor of BTS, to guarantee the loan.

City clerk Kriangsak Lohachala, head of the committee, said the panel proposed the private operator bear the whole investment of the extension in line with a previous cabinet resolution. The panel includes representatives from the BMA, the National Economic and Social Development Board, the Transport and Communications Ministry, the Office of the Attorney-General and the Finance Ministry. 

Shanghai Metro Construction Corp (SMCC), a Chinese state enterprise, is to come to the rescue of the debt-ridden Bangkok Transit System Co (BTS), which is struggling to cut a restructuring deal with creditors over a combined debt in excess of Bt30 billion
. SMCC, which comes under the jurisdiction of Shanghai's city government, will shortly sign an agreement with Krungthep Thanakom, a company controlled by the Bangkok Metropolitan Administration, to extend BTS's 20-kilometre skytrain system. 

The extension will add eight kilometres and five stations to the Sukhumvit route, with the Silom line being extended by two kilometres and one station. According to a March 21 agreement signed with Krungthep Thanakom, SMCC has committed to investing upwards of US$300 million (Bt13.65 billion) in the BTS-extension. SMCC is also negotiating with Siemens Transportation System of Germany to form a consortium to implement the electrical and mechanical works.

As concessionaire of the existing 20-kilometre skytrain system, BTS will benefit directly from the extensions. The current system does not reach enough of the city's residents, attracting only 240,000 commuters per day. The original projection required 600,000 customers in order to turn a profit for BTS during its concession period. The BTS skytrain has been losing money since the service began in December 1999. The extension of both the Sukhumvit and Silom routes by a total of 10 kilometres will allow the skytrain to serve commuters from Samrong, Samut Prakan and nearby areas, as well as residents from the Thonburi side of Bangkok.

BTS would have to negotiate a revenue-sharing scheme with the investors responsible for the extension project. The Silom extension, crossing the river to Thonburi, provides better income prospects than the Sukhumvit extension to Samrong, where residents have lower incomes. The BMA also plans to extend the system towards Chaeng Wattana in northern Bangkok. The BTS extension deal is separate to the agreement with the Chinese authorities to build a community train system. This agreement will be signed during Chinese Premier Zhu Rongji's visit to Bangkok, which begins today.

Regarding the Skytrain extensions, Governor Samak said Mr. Khiree (BTS CEO) has reported to him that Shanghai Metro Construction Company (SMCC), is willing to grant a loan with a credit line of US$ 175 million, with Krongthep Thanakhom Co.Ltd. (KTT) and German KFW Bank (one of BTS Creditors) as the underwriters. However, a condition set by KFW Bank is that BTS must make a contract with Siemens (Thailand) Co.Ltd. (www.siemens.co.th) to construct the routes and supply rolling stock, which is not a problem for BTS at all since Siemens, has already dealt with BTS.

However, BMA is revealing at the same time the New Southern Bangkok City (comprising 3700 rai) on both sides of Taksin-Phetkasem Rd., Wutthakart, and Ratchadaphisek Inner Ring Roads for a trading centre, offices, condominiums, and real estate development to feed the Southern Bangkok Transportation Network
. A study said the project must be started by 2002 by buying and expropriating the land plots before speculators came to hoard the land. BMA is aiming to buy the orchards around Wat Nangchee Canal, Suan Liab canal, Ta Phaeng canal and Wat Kho Non to become a Western Bangkok Bureaucrat Office to attract people in Thonburi.

BMA hired KTT Co. Ltd. to study the plan to combine the three-district area around Thoedthai-Wutthakart Rd. (Thonburi, Jomthong, and Phaseecharone) as a Southern Bangkok Transportation Center for connecting the Skytrain (Taksin - Thonburi - Phetkasem), Subway (Hua Lamphong-Bang Wah-Bang Khae), Mae Klong Railway, and Hopewell together as well as the New Southern Bus Terminal. Such a centre will spark land development and economic growth. To accomplish this, a study is being conducted about combining low-value land plots into valuable land plots though improvement in public utilities and investment, which will result in a city within a city. 

The 6-square-km area will be in the Phaseecharone District (parts of Bang Wah commune, Pak Klong commune), Jomthong District (Bang Kho commune, Jomthong commune), and Thonburi District (Bukkhalo commune and Sam Reh commune).

The boundaries of the area will be as follows: 

1) The northern border will run from the gate of Phetkasem Soi 33/2 to the gate of Phetkasem Soi 25/5 and then go across the road to go through Phetkasem Soi 36 (which will become Phetkasem-Talingchan Rd in the future) to Bang Chak canal and go along the canal to the end of Phetkasem Soi 32. After that, going along Phetkasem 32 to Phetkasem 25/1 until it reaches the intersection between Nang Chee canal and Phatthanakarn Rd. After than, going along Nang Chee canal and Bang Khun Thian canal before intersecting with Thoedthai Rd. (Soi 37 to Soi 21 - near Wat Pho Nimit and Talad Ploo Station). 

2) The eastern border will go from Thoedthai Soi 21 to the end of Ratchada-Tha Phra Soi 11 before going along Ratchada-Tha Phra Soi 11 to Rathdaphisek Inner Ring Road. After that, going along a private road (probably by Soi Wat Bang Sakae Nok) and then turning left to go along Bang Sakae canal to reach Soi Lert Phatthana Nuea.

3) The southern border will go along Soi Lert Phatthana Nuea to Jomthong Road and then go along the road to Soi Wisutthijit before going along Rang Bua canal.

4) The western border will go along Rang Bua canal to reach Yai Sai canal and then Bang Wah canal and end up at Phetkasem Soi 33/2. 

There will be three main spots for the construction of Southern Bangkok Transportation Center such as: 

1) Taksin-Phetkasem Road intersecting with Ratchadaphisek Inner Ring Road (near the gate of Ratchada-Tha Phra Soi 7) to connect the Skytrain with Mae Klong Railway Line and Wutthakart Road (Soi 12-18 and Soi 9-21) which will be the place where the New Southern Bus Terminal will be constructed. Such development will turn the area from Thoead Thai Soi 21 to Bang Khun Tian canal and the area from Wutthakart Soi 2 to the New Southern Bus Terminal to become golden areas since such area will be designated to be a commercial center area. At the same time, the southern part of Taksin-Phetkasem road around Wutthakart Soi 24-30 and Ratchada-Tha Phra Soi 11 will become a commercial centre. 

2) The 8.2 km AND the area near the intersection between Phetkasem Rd. and Taksin-Phetkasem Rd. at the bank of Wat Pradoo canal will be a commercial area, with the construction of a 8.2-km road to connect Wat Nakhon In Road. 

3) The southern section of Taksin-Phetkasem Rd. (e.g. Suan Liab canal, Kha Phaeng canal, Wat Kho Nom canal) and the northern part of Phertkasem road to Wat Nang Chee canal will become an office and bureaucratic area. So far, such areas are in agricultural areas, easy to be collected by BMA and other government offices for development. This section will be the first target since this section consists of fruit orchards and trees, with a size of each plot of 1-5 rai or more. There will be a construction of two roads with four lanes - Ngor 1 Rd. from Rang Bua canal to the southern part of Taksin-Phetkasem Rd. via Bang Wah canal, Wat Kho Non canal, and Suan Liab canal. Nogr 2 will start from Taksin-Phetkasem Rd. to Jomthong Rd. via agricultural areas. Such roads will open areas for exploitation. 

The study said that since the economic downturn in 1996, the market price of land was not very high
, and it is a suitable time to collect the land. Therefore, BMA as well as other offices should allocate the budget to buy, rent, or expropriate the land to construct the transportation centre. The land price with no access to major streets is about 2000 Baht per square wah while the areas next to the main streets are 110,000 Baht per square wah. 
5.14 CONCLUSIONS 
Based on the above analysis, we can underline major issues concerning the Project. Although the financial side of the System is still not sound, the construction and operational stages were a success. The main issue is absolutely regarding the coordination on actions among all the parties involved, from the acquisition on rights on lands, to the determination of the fare price.

The successful tasks can be summarized as followed:

· A 100% private investment, which made the project as a milestone on project financing in Thailand;

· The acquisition of land property. As already repeated, this is the main task, which always creates problems and concerns on financiers. In this specific case, the responsibility was fully turned on BMA.

· The coordination and communication issue. The superiority of this project than others implemented in Bangkok had been the completely coordination on actions and communication of intentions among the parties to achieve the best overall results.

· The dominance of the clauses stated on the Concession Agreement on the Thai legislation. As we have already considered on chapter 4th, the legislation on Asian countries lacks on certainty. Thus, financiers have to underline main issues on the Concession Agreement. This dominance had been proven when the Thai Cabinet took the decision on building underground infrastructures in the city centre, with retroactive effect. This decision had a negative impact on the Hopewell project, but not on the Skytrain System. In the latter case, in fact, the decisions signed on the Concession Agreement were considered fixed, limiting political risks. 

· The clear share of risks among the parties involved, thanks to well-stated contractual agreements.

The unsuccessful tasks were:

· Bad financial results, due probably to over-positive budgeted projections and variation on market conditions.

· No-respect on minor shareholders rights, as the collusion between BTS and Siemens on the determination of maintenance costs had revealed.

· Bad risks managing. However, in this specific case we must add that the immaturity of local market as well as the absence of minimum required risks covered instruments.

However, the project risks under pre-completion, politics and operational categories are very low. The only serious risk is the revenue or market risk, which is strictly related to the Thai economy full recovery, which in turn is directly linked to the world economy. Thus, a recession in Western countries – which represented the main importer of Thai products – would have a bad outcome on the Asian economy, which is still too dependent on foreign demand rather than on domestic demand, as we have already analyzed on chapter 4th.

Another task is concerning the System extension. As it has been presented – a joint venture with a Chinese company who will take all risks concerning the construction, while the BTS will manage it – will increase the company’ s revenues thanks to an increasing number of probable passengers, and longer length trip. 

The high tickets price should be temporary, due to the fact that is strictly related to the volume of users of the System. If finally the Thai Government implements a more appropriate car’ retentions policy, the number of passenger will steadily increased. The trade-off between price and volume, as well a more coordinating determination of fare price would reflect on better long-term performances.

However, a problem the company has to face soon is regarding the rights of minority shareholders. Their rights had been till now underneath the company’s objectives. The determination of the tickets price has been against their expectation on faster return on investment, due to the fact that the fare had not been determined following market conditions. On the other hands, as the Siemens case on maintenance costs showed, the advantages of major shareholders have been better protected than the minority shareholders privileges. Therefore, how to gain future shareholders confidence would be a serious task to be taken into consideration once the company will decide to be listed.  

	CHAPTER VI: 

	

	PROJECT RISKS MITIGATION


6.1 INTRODUCTION 
In the previous chapters we have analysed some important issues concerning project financing in Asia, as past progresses and opportunities on infrastructure development, impact on specific project of the financial crisis, which occurred in Thailand on July 1997, till the study of an actual project as the Skytrain System. At this stage of our research we strongly believe on the necessity of a deeper analysis of all specific risks – and way to manage them – financiers face every times an infrastructure investment on transportation takes place in South-East Asia. Scholars, as H.L. Beenhaker (1997), L.H. P. Lang (1998) and Kleine M. (1997) have generally studied all risks associated with such projects, often prescribed as remedies western medicines. Most of the risks associated to project financing, in fact, could be managed using derivatives instruments – what I called western-medicines – but due to lack of information, immaturity of local capital markets, and no-existence of the basic requirements for using them, those financial instruments cannot be profitably used in such environment. Thus, financiers will not just face more constraints whenever decide to invest in Asia, but also they need more creativity on managing all risks associated with them.  

Investors in infrastructure projects in Asia are subject to a number of business risks, like any other investors. Key categories of risks are:

a) Commercial Risk: such construction delays and overruns, increasing in operation and maintenance expensive, changes in prices of inputs and outputs, availability and quality of the supply, contractor insolvency, etc.; and

b) Financial Risk: financial market interruption, interest rate and exchange rate fluctuations.

Indeed, infrastructure projects tend to have lengthy construction periods and are generally long-lived. During this long period, investors have to entrust their fortunes to the host community, because generally they have not the option of taking their investments away if the business environment becomes intolerable. Let’s take the Skytrain System example; indeed some factors of the system, as trains, can be moved, however the overall project cannot be relocated in other region. Investors are thus very vulnerable to some form of expropriation, or non-performance of contractual parties, for example, uncreditworthy or unreliable government entities, parastatal breach of contract, change of law and rate regime, revocation of permits, expropriation, war, sabotage, etc. In other words, the political risks associated with the host country are very high, as the following table shows:

Table 6.1: Political Risks Assessment by the Economist (1994)
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Although the data are precedent to the financial crisis on 1997 – and thus major adjustments have been made consequently with an increasing on countries risks – this table shows clearly the perception of uncertainty: the countries characterized by high countries risks are also the ones with lower private infrastructure investment involvement.    

In addition, revenues from infrastructure ventures are often denominated in local currency, while the expenses – as raw materials and technology – are denominated in foreign currency. Thus, a currencies’ mismatch on the balance sheet occurs and consequently, investors can face the risks of currency convertibility and transfer. Typically investors ask for government guarantees against these key risks. However, some managing tools usually used in Western Countries cannot be considered in Asia. In example, currency risks could be managed by linking the tariff to the US dollar, but this solution is forbidden in many countries, as China, which government doesn’t allow prices to be linked to foreign currencies.

Another issue is concerning the risk allocation process. The basic principle governing risk management in an infrastructure project finance deal is essentially how allocate project-specific risks to parties involved best able to bear them, control performance risks trough incentives, and use of market hedging instrument for covering market-wide risks arising from fluctuations in interest and exchange rates. In practice, difficulties arise due to market imperfection, market immaturity – especially in development countries – limited contracting possibilities, and difference in methodologies and risks evaluation. There are two aspects of infrastructure project finance that distinguished it from corporate and traditional limited resources project finance:

a) A high concentration of project risks in the early phase of project cycle;

b) A risk profile that undergoes important changes as the project comes to fruition, with relative stream of cash flows that is subject to market and regulatory risks once the project is completed. Factors influencing this process will include:

i. Development status of enabling legal and regulatory environment, as well as local financial markets.
ii. Market structure, as natural monopoly vs. multiple potential providers.
iii. Financial, technical and institutional capabilities of the host government and relevant SOEs.
iv. Availability and quality of information required conducting due diligence undertaking.
v. Tendering process utilized (structured vs. unstructured competitive vs. direct assignment.
vi. Risk profile of the sector and project in question.
An Asian way of managing risks is through contractual agreements: A nexus of long-term formal contracts, written between the project promoter, the host country government, creditors, input suppliers, contractors, operators, and service providers, typically governs project finance transactions. 

Three classes of contracts are important:

a) Concession Agreement, that stipulate a property rights transfer from the government to the project company;

b) Performance Contract, between the project company and contractors and operators;

c) Loan Contract between creditors and the project companies.

Such contracts are designed to share risks and to protect contracting parties against opportunistic “hold-up” behaviours. In practice, they address two important characteristics of infrastructure investments: 1) a high degree of asset specificity; and 2) large project-specific risks that cannot be diversified in financial markets. In fact, the main issues financiers are facing in Asian countries are concerning the lack of information, the immaturity of local capital market and lack of pricing mechanisms. Thus, as we have already analysed comparing major discrepancies between the Skytrain System and the Hopewell Project, the comparative advantages of the former project was in how the contractual relationship was stipulated and strongly respected during the overall project period.

In such “relationship-specific” investments, i.e. constructing a power plant, road, or bridge, which cannot readily be removed, and used elsewhere, investors are hesitant to make investments without adequate contractual protection. Once the investment is sunk, the incentive system and bargaining power of contracting parties change vis-à-vis each other. Anticipating such an outcome, project promoters often insist on government providing various kinds of guarantees to cover the minimum level of revenue in a toll road project. Increasing the participation of the private sector in the provision and financing of infrastructures services is a common policy objective in countries around the world. 

However, in a number of cases, sponsors are undertaking projects that are so large relative to their own financial size that they wish to isolate themselves from downside risks and/or for which they could simply not raise enough debt on the strength of their corporate balance sheet. The costs of capital, in fact, varied sensitivity country by country. While in countries characterized by sound policies and low country risks – Hong Kong, Singapore and Taiwan – the weighted costs of capital tends to range from 5 to 8 percent in real terms, it reaches at least the values of 12 to 13, till 20 percent in countries characterized by less-developed policy framework. In other words, considered as a benchmark the rate of 7 percent – which could be applied in Singapore - financiers investing in less developed countries required a risk premium of at least another 6 percent, thus asking for the doubles.  

6.2  COMMON MEASURES TO RISKS MITIGATION
We defined Project Financing as a wide range of financing structures, in which the financing doesn’t depend primarily on the credit support of the sponsor or the value of the physical assets involved. However, the project sponsor put a large degree of reliance on the performance of the project itself, and thus they are extremely concern on the feasibility of the project itself and its sensitivity to the impact of adverse factors. Consequently, Project finance is more expensive than conventional financing because of:

1) The increased insurance coverage that may be required in view of, for instance, political risks and consequential loss;

2) The time spent by the lenders and their technical experts and lawyers in evaluating the project;

3) The changes made by the lenders for assuming additional risks; and

4) The costs of monitoring technical progress and performance during the life of the project.

The reasons why borrowers opt for project finance include restrictions on borrowing, tax benefits, and risks sharing. The success of a project finance structure is related with the satisfactory and economical allocation of project risks among the parties involves. Different parties generally required various commitments – sufficient cash flow generated during the project life to cover all expenses, plus a surplus, well-determined ROI and ROE, and payback period and the like – from the project sponsor for being willing to accept some project’s risks. However, the assumption that lenders do no require a high level of equity investment from the project sponsors is one misconception that can make the negotiations between project sponsors, lenders and governments difficult. Major risks during a project financing are:

6.2.1 UNDERESTIMATION OF CONSTRUCTION AND DEVELOPMENT RISKS. 
A complete assessment of construction and development risks calls for evaluating the likelihood and implications of:

1) Shortfalls in expected capacity, output or efficiency;

2) Shortfalls in the expected mineral reserves;

3) Delays in completion;

4) Costs Overrun;

5) Underestimation of availability of land, building materials, energy, raw materials, workforce, management personnel, reliable contractors and/or transportation;

6) Force Majeure, such as fires, floods, earthquakes, wars, revolution and strikes.

A typical example of project failure due to an underestimation of construction and development risks was the notorious Hopewell Project, which took place in Bangkok during the last decade. The scheduled completion date for stages was theoretically 1996, but there was never the possibility of this being achieved. Progresses were very slow, with just around 10% of the planned three stages complete. Following the above scheme, major problems that arose during all project stages were:

· High competition with other approved projects – the Dong Muang Highway and the Skytrain Mass Transit System – throughout the city, thereby limiting the potential toll revenue. 

· Underestimation of availability of land, due to the slump in the real estate market
 of Bangkok.

· Delay in completion: just 10% of the planned three stages were completed at the end of the Construction period.

· According to new paper account, the main problem seemed to be a lack of synergy, bad planning and relations between the parties involved.

All these risks that affected the project both during the construction then the operating phase, could have been minimized through:

a) Demanding contractors’ bonds, and completion guarantees from suppliers, contractors and subcontractors. While asking contactors’ bonds could be quite difficult in Asian countries, due to the immaturity of the financial markets, a completion guarantees could be easier implemented. These are guarantees of performance of the project company’s obligations to bring the project to the point of completion, and it is particularly important for large-scale infrastructure projects characterized by: 1) long construction periods; 2) capitalization of interest during the construction periods; 3) high costs and high risk during the construction period in contrast to low costs and risks during the operational phase. This solution was the one used in the Skytrain System, in which the contractors consortium constituted by the Siemens AG and the Italian-Thai Development Corp. issued a completion guarantees under the form of performing bond.

b) Demanding cash deficiency agreement from the shareholders or sponsors of the project company; this agreement, also called working-capital maintenance agreements, provide comfort similar to that provide by the completion guarantees, with the difference that they may remain in place beyond the completion date.

c) Incorporating provision in the underlying contracts with suppliers and contractors, for instance, so as to penalize delay, fix costs, and set performance and efficiency criteria.

However, the issue concerning force majeure is the most difficult to be managed, especially concerning changes in local environment. The Tienammen incident occurred in 1989 in China gives a typical example
. Since the death of long-time Communist Party Chairman Mao Zedong in 1976, the leaders of the People's Republic of China ("PRC") have abandoned the economic policies, which had isolated the PRC from the global economy for nearly three decades and have expanded the PRC's economic interaction with other countries. The Third Plenum of the Eleventh Congress of the Communist Party in 1978 brought to power reform-minded officials who had a greater appreciation of market practices. Deng Xiaoping, who became the paramount leader at that time, led a movement within the highest reaches of the Communist Party that, while not forsaking centralized planning, reoriented both the Party and the PRC in favour of a significantly more decentralized, market-oriented, incentive-based economy much more open to international trade. As part of a larger plan of expanding the PRC's private sector to meet market demands, these reformers sought to increase the PRC's involvement in international trade and to encourage foreign investment in China. Foreign businesses, excited by this new "open door” policy, increased their trade with and investment in the PRC. The tragic events of the summer of 1989, however, made foreign businesses acutely aware that the "open door" could close. In reaction to widespread popular discontent with corruption, inflation and repression, more conservative officials engineered a crackdown that resulted in hundreds of deaths and the removal from office of then-Party Chairman Zhao Ziyang and other leading reform-minded officials. These events broke the momentum of the economic reforms and created the potential for a drastic policy reversal away from foreign trade and market economics in favour of insularity and tighter state control of the economy.
The short-term effects of the events of June 1989 reduced the expected profitability of many international trade and investment contracts involving China. Foreign lawyers and businessmen, alarmed by this reduction in expected profitability, become increasingly concerned with the prospect that the foreign party or its Chinese counterpart would be unable to perform its contractual obligations. Meanwhile, although the reforms fostered expansion of the domestic economy in general, trade and commerce were disrupted by fluctuations in the money supply, credit availability and other factors. These problems, especially those involving international trade and investment, in turn, focused attention on force majeure and other related doctrines of excuse. 

Another issue linked to the Force Majeure problems is the relevance of the armed forced in the organization and control of the civilians in the countries in exams. In fact, in all the Asian countries the army has political relevance. The armed forces have three massive political advantages over civilian organizations: a marked superiority in organization, a highly emotionalised symbolic status, and a monopoly of arms
. They form a prestigious corporation or Order, enjoying overwhelming superiority in the means of applying force. Constitutional regimes have evolved legal mechanisms to assure the subordination of the military to civilian authorities. However, given the advantages of the military in terms of both physical force and organization, restraining military power requires much more than legal texts. When armed force was used to reassert authority in June 1989, the Communist Party of China demonstrated the paramount importance of the role that civil-military relations play in the current regime. In Thailand, a coup de tête made by the army in 1992 – the well-known Black May, when the army attacked a pacific anti-government movement in front of the Thammasat University in Bangkok killing uncounted demonstrators – was stopped by the intervention of the King. Indeed, also in all other countries, the relevance of the army is undoubted. However, civilian control is both a matter of the organization of civil society in a manner, which neutralizes the organizational advantages of the military, as well as of the subjective inculcation of a military ethic to habituate the military to civilian control. The way then to diminish military dominance in times of peace is to develop a political force with equal or greater organization and power than the military.

Force majeure could be managed through insurance policies, although their benefits sometimes don’t encompass the high costs.

6.2.2 UNDERESTIMATION OF MARKET AND OPERATING RISKS
To assess marketing and operating risks, we have to examine:

1. The existence of a local or international market for the product. 

2. Projections for prices for the product and, if applicable, tariffs and trade barriers;

3. The likely strength of any competition and similar projects being contemplated;

4. Access to markets in term of transportation and communications and in terms of commercial access in cases where markets are controlled by central planning authorities;

5. Obsolescence if there is a risk that the technology used in the project or the product demand will be superseded; and

6. New technology in which case the reluctance to support a project using untried technology must be weighted against the risk of being overtaken by more innovative competitors.

These risks are always very difficult to estimate in Asian countries. The main constraint is concerning the lack of pricing mechanisms for the products, as already analysed. The services have been subsidized for long time and always they were charged at prices below the service’s variable costs. Thus financiers face three main issues during the planning stage: 1) a lack of information on price elasticity, domestic demand; and information on the traffic volume. These kinds of information are just on the hand of local governments, and it results very difficult the use of autonomous agencies, which typical exist in the West; 2) lack of supporting infrastructures. In example, consider the case of a mineral company: in case of over-capacity used of railways, and too expensive used of highway system can dramatically increased variable costs of the project; 3) the concept widely used by Asian governments that the price for services offered has to be determined on a fair basis – thus, relating to how much a client can spend now for a given service, than how much is willing to spend for having more efficient services – than on market basis.  

  Some of these risks can be minimized tough:

· Long-term take-or-pay contracts, as used in resources extraction or manufacturing projects – when the product can be sold to a well-specific agent, as in case of infrastructure development in energy sector.

· Tolling agreements, as used in refinery or utility projects; and

· Supply-or-payment agreements, which focus on suppliers of raw materials and/or energy.

Another way to minimize these risks is through the contractual agreements. In the Skytrain System we sow that the determination of the fare price, although not followed a market mechanism, is made cooperatively among all parties involved, with the aim of minimizing excessive loss for the BMA. An interesting mode of minimizing these risks has been presented in the Hong Kong’s Western Harbour Crossing Project (WHCP) in 1992. In covering the debt service, two areas were addressed: toll level and traffic volume:

i) The toll level was set on commercial basis to limit the revenue risk perceived by the lenders; and

ii) The traffic volume was set on complicated calculations on population, economic, traffic and competition growth.   

The most interesting part of the agreement was however related to the definition of determined factors as: minimum net revenue
, upper net revenue, maximum net revenue and base case net revenue for every year. In other words, a range of net revenue fluctuations have been created and the determination of the fare price was as followed:

· The company can advance or defer anticipated toll increases if the actual net revenue below the minimum net revenue or above the net revenue;

· There is no limit to the number of toll increases provided that there is one toll increase per year;

· The company have to contribute to the government controlled and operated toll stability fund an amount equal to the excess of actual net revenue above the base case estimated net revenue for the fist three years from the operating date. If the actual revenue is above the upper, 50 percent of the surplus and 100 percent of the excess above the maximum net revenue will be paid to the toll stability fund. 

Thus, if the company’s net revenues experienced a surplus as above described, it will not increased the toll price in years following – in case of actual net revenue above the minimum – but it has to use the money collected in the fund.  The toll adjustment mechanism is similar to the control system scheme, which is essentially a system of profit control – under which permitted return on fixed asset is ensured. The advantage of the former system on the latter is that it prevents the company from earning excessive profit, while allowed the sponsor to cover its costs plus recoup a fair return, and help to eliminate the tendency to over-capitalize the assets. 
6.2.3 UNDERESTIMATING THE FINANCIAL RISKS
The feasibility study should address the potential impact on the project of financial developments outside the control of the project sponsors. These developments may include: 1) fall in the price of the product on world market; 2) increases in world commodity prices, especially for supplies of raw materials and energy; 3) increases in interest rate; 5) inflation; 6) trends in international trade, protectionism and tariffs.

These risks can be minimized in the financial package through:

· Including protection against a fall in the price of the product or an increase in the price of raw materials through hedging facilities, such as forward sales, futures, and options (although their use may entail an additional financing requirement for margin calls);

· Including headings facilities against exchange and interest rate risks by way of such means as currency and interest rate swaps and interest rate caps and floors; and

· Formulating the debt-service repayment profile by reference to a matrix of factors, including such factors as market prices, inflation rates, energy costs, and taxes rates, as influencing the “dedicated percentage” of revenues allocated to the lenders or as determining the obligations of the project sponsors under the applicable take-or-pay contracts, throughout agreements, or tolling agreements.

The Asian financial markets, however, are still immature, with the exception of the Singaporean and Hong Kong markets. Many Asian developing countries had pursued policies resulting in overvalued exchange rate. Because of we have already written about most of the Asian markets on chapter 4, at this stage of analysis we are going to consider how this policy could have effected transportation infrastructure project. Overvaluation requires either that import duties be imposed on determined import or a restriction of the import by allocating foreign exchange accordingly to import quotas. Protectionist policies negatively affect agriculture and industrial development, because it reduces incentives to produce for exports as relative prices favour production for the domestic market. During the last decade, most Asian countries have strongly encouraged export-oriented sectors through fiscal incentives, while not allowing the same growth prospected to others sectors.  Thus, the financial crisis of 1997, although creating difficulties to the all economies, could have a positive impact on marginal sectors, as the agricultural sectors or local production, which could play a more significant role in the future for a more sustainable development of the region. The effects on transportation sectors can be complex both in terms of volumes and direction. Among the others, as we have already analysed on chapter 3, the most significant effect could be on the direction of transport flows, which would lead to the creation of new economic centres. 

Among others, a main risks financier’s face in Asian countries is concerning the funding of the investment. The Asian capital markets are still immature and their capitalization is not growth yet. However, three events have to be considered, as the launching of the Cambodian stock market, the Shanghai Stock market scandal and the creation of the first fund in the Chinese market.

The idea of launching a capitalist stock exchange in an underdeveloped country where capital was abolished just thirty years ago seems optimistically free-market, if not naively silly. Launching any stock exchange is a massive structural effort, and Cambodia is a prime example of the extra difficulties that a developing country faces in such an undertaking. The list of problems faced by developing countries is a long one: lack of initial capital, lack of investment opportunities, lack of reliable information, lack of infrastructure, corruption, and the difficulties (especially in former communist states) of learning capitalism from the ground up. But despite this formidable list, the experience of quite a few developing countries in the last thirty years – the SET and the Malaysian market – has shown that launching a stock exchange is not only possible, but can be a boon to economic development. All of the relatively underdeveloped countries that have launched stock exchanges have shared certain criteria: a relatively stable government, an extent industrial base thirsting for capital, and the capital to invest. Such general criteria, however, are necessary, but not sufficient. Many developing countries around the world could use a stock market as a means of injecting capital into their stagnating industries, or as a means of allocating resources more efficiently, or even as an excuse (and vehicle) for privatisation. Yet facing tremendous obstacles, they require tremendous assistance, both in terms of capital investments, and legal and regulatory frameworks. These frameworks will inevitably come from the developed world, but all too often, they will be mere blueprints of "how things are done back home
.

For the past sixteen years China's economy has grown at an impressive rate. China has doubled its national wealth in just 16 years, 5 years ahead of its schedule. A profound, sustainable growth has been predicted for the coming 15 years. This enormous growth invites a rapid expansion of funding needs. China, in displaying its skill of adopting western concepts and adapting them to suit its own needs, has used its fledgling capital markets to infuse sorely needed capital into the economy
.

In order to tap the huge private savings of Chinese citizens, which totalled 3 trillion Yuan at the end of 1995, the Chinese government began to issue Treasury bonds in 1981, which signalled the takeoff of China's securities industry. In 1983, companies began to issue stocks in China. In August 1986, the People's Bank of China, Shenyang Branch, approved a pilot project for bonds trading. One month later, 5 million Yuan of stocks in two collective enterprises were put on the market. The country's first national stock exchange, the Shanghai Securities Exchange (SSE), was opened on December 19, 1990. It was soon followed by the official establishment of the Shenzhen Stock Market (hereinafter the "SSM"), which opened its doors to investors on July 3, 1991. China went further in its effort to attract capital in December 1991, when it allowed the first "B shares" to be offered at the SSM to foreign investors. In January 1992, Deng Xiaoping called for bond experiments with the securities markets. China's securities markets then experienced quite a bullish period from 1992 to 1994. The total value of stocks in the SSE and the SSM stood over 100 billion Yuan in 1992. Average daily transactions in the Shanghai market alone reached a record of 1.5 billion Yuan in early 1993, comparable to a slow day on the Hong Kong market. From 1981 to 1994, moreover, China had floated more than 310 billion Yuan in bonds. The markets have been quite successful in obtaining investment capital for China's economic growth. However, fraud and corruption have plagued the markets, prompting Chinese officials to admit candidly that the markets in the southern economic region of Shenzhen and in Shanghai are among the riskiest in the world. A typical example is the February 1995 Shanghai Exchange Scandal, in which bond prices were manipulated.

The first investment fund in China was born in 1991
.  Despite this late start, China’s investment funds have grown rapidly, and their number and size are expected to expand greatly in the coming years.  The funds have developed in two stages demarcated by the national regulation promulgated in 1997. Before that time, funds were at the stage of self-development.  A total of 75 funds and 47 fund-like certificates had been launched with the accumulated capital of more than Renminbi ("RMB") 7 billion Yuan (approximately US $1 = RMB 8.3 Yuan as of September 1999).  These funds are often referred to as "old funds," as opposed to the new funds established after the national regulation.  The old funds introduced the concept of the investment fund into China and led the Chinese to realize their potential as instruments for investment. The small size of the old funds, however, made them unable to play a significant role in China's securities market.  Their erratic management and poor risk control also highlighted the necessity of official regulation. The Provisional Measures for the Administration of Securities Investment Funds ("Provisional Measures"), promulgated in November 1997, are the first national regulation governing the domestic fund industry.  Under the Provisional Measures, China's funds began a new era of development, and 14 new funds had been set up with a total capital of RMB 32 billion Yuan by the end of July 1999.

The above examples constituted a good signed for the future development of financial markets in Asian countries, although problems arose since their starting. The development of stable and secure financial markets is a prerequisite to future economic growth. In fact, not only companies located in such environment could have easily access to cheapest fund to be injected in their project – actually, the majority of the companies are using just the bank sector channel, thus the introduction of secure stock market sector could help them in issuing their debt directly on the market – but also foreign investors could invest easily on them, consequently incrementing the capital inflows and reactive the all economy.    

6.2.4 UNDERESTIMATING POLITICAL RISKS
Lenders and borrowers take a political risk in any cross-border financing. Political risks include:

1. A collapse of the existing political order in the borrower’s country;

2. The imposition of new taxes and/or tariffs;

3. Exchange transfer restriction;

4. Expropriation;

5. The introduction of quotas or prohibitions on exports of the project’s production in case of domestic shortage;

6. The introduction of controls to restrict the rate of depletion of the project’s reserves;

7. The use of pre-emption rights on the part of the host government to purchase the production from the project in certain circumstances;

8. The introduction during the life of the project of more stringent environmental protection legislation, which could adversely affect planned production rates and operating costs;

9. The introduction of restriction on the repatriation of profits and debt services;

10. The introduction of restriction on access to supplies of raw materials or energy; and

11. Deregulation or the lifting of tariff barriers in a case where the project was planned on the assumption that fixed prices and a regulation of access to markets would continue.

 Political risks may be mitigated trough:

· Taking out insurance against political risks on a commercial basis or with official bodies, such as export credit departments or multilateral development agencies;

· Familiarization with the tax and tariff laws in the host country;

· Collecting, controlling and, if necessary, retaining the project’s cash flows offshore to generate hard currency trough, for example sales contracts;

· Seeking assurance against expropriation or nationalization with guarantees that if these assurances were later proved false, proper compensation would be payable; and

· Checking and clarifying any licenses granted to the project sponsors.

If financing is arranged in parallel with the World Bank or international aid agencies, a formal arrangement of the lending structure may reduce the risk that the host government will interfere with the lender’s interests. Similarity, if the financing is syndicated to lenders from different friendly countries, the risk of jeopardizing trade and other relations with these countries may defer the host country from taking actions that are detrimental to the lenders or sponsors’ interests. The project sponsors, lenders, suppliers, and purchases through prove commercial agencies or governmental or multilateral agencies whose role is to promote exports can insure against political risks. The available support differs country to country; however, project sponsors, lenders, and other interested parties can apply for some degree of protection against war, insurrection, or revolution, etc. One multilateral agency that provides insurance against political risks is the World Bank’s Multilateral Investment Guarantee Agency (MIGA). 

In most Asian countries, political risks can also be managed through contractual agreement. In example, the Concession Agreement of the Skytrain System clearly stated that the Thai Government could neither expropriate land in use for the project nor limiting the company profits through its actions or inactions.  However, somebody could reply that a new Government could not consider as an imposition what a contract designed, and thus limiting the management of the this kind of risk. A typical example happened in Vietnam in the controversy between the Ericsson Company and the Vietnamese Government. When the Swedish company entered few years ago in the Vietnamese mobile market, the management accordingly with projection of the local government agencies presented financial plans prospecting the reaching of the payback period for the investment at about 5 years. The payback period, instead, was reached just after 2-3 years, and consequently the company was able to make profits earlier than expected. The Vietnamese Government reaction was hostile and it stared to accuse the company of making unfair profits and wanted to cancel the previous contract. It is unsure what will be happened between the parties, but the solution will probably affect future investment projects in the country. If the government win, and thus obligating the company to pay the surplus, other companies will fell insecure when investing in such environment, because the observation of the clause stated in the contracts will depend on how much the profit will be produced. On the other hand, if the company win, the government will be probably more restrictive in the future, limiting in this way the development of the country. This problem will led us to the next point, concerning the legal risks companies face in Asian environment.           

6.2.5 UNDERESTIMATION OF LEGAL RISKS
As we have just sown, projects are often carried out in countries where the legal system is less sophisticated than in EU or US. Legal risks may pertain to: (1) the rudimentary protection of intellectual property rights (patents, trademarks, copyrights); (2) inadequate regulation of fair trading and competition; (2) problematic dispute regulation (unequal access to courts, unenforceable foreign judgments, and the inability to refer disputes to arbitration); and (4) limited rights to appeal. 

The main issue is however concerning the Asian legal system. On chapter 4, we have already emphasis the discrepancies between the Western and the Asian attitudes faced in relation to the low. The starting point is obviously related to the meaning of Constitution. "Constitutionalism,
" as we understand it today, is a European-American concept of relatively recent provenance. On the Asian scale of time, it has hardly been around long enough to count as a tradition, although we would no doubt recognize the modern version as growing out of a much longer Western experience. Since Confucianism, the dominant intellectual tradition in China
, had grave reservations about law as a fundamental solution to the problems of human society, one cannot, in any case, expect to arrive at an unqualified affirmation of such a tradition. 

The Asian dispute resolution procedures, especially mediation, have long been perhaps the single feature of the Asian legal system most extensively studied in the West. In example, just as most of the Western studies on Chinese dispute resolution institutions have concentrated on mediation, so have they also tended to accept that the Chinese procedure translated as "mediation" (tiaojie) is roughly comparable to what we understand by the English term: that is, a procedure whereby a third party attempts to bring disputing parties to a voluntary settlement of their dispute. Both Chinese and Western commentators are usually aware of evidence that mediators often pressure or even coerce parties to accept a suggested settlement, but this phenomenon is seen as aberrational and generally deplorable.

The picture usually painted of mediation is far from wrong – the idea of mediation as the English term is commonly understood is an important strain in Chinese theory and practice, and the principle of voluntaries is constantly stressed both in academic commentary and in legislation. But that strain is only one strain, and it coexists with other strains that pull mediation as practiced in other, more coercive directions. Thus, the standard picture of mediation needs to be enriched by recognition that some of its elements previously thought aberrational, such as coercion, may in fact be a vital part of a different, competing logic operating within Chinese mediation institutions.

The mediation is also a normal procedures used in all Asian countries. In the Concession Agreement made by BMA and the Tanayong Consortium for the Skytrain System development 4 steps have to follow in making a resolution statements, depending on in which stage the project was. However, what is important to underline at this level of our research is that the juridical solution of disputes had been considered as a final step, before the ending of the contractual agreement and not as a way for solving problem and thus going on. Disputes have to be solved inside the company, although sometimes an Independent Consult can face as a judge, and never outside in a Civil Court.                                            

The Thai Government in developing the bankruptcy law in1998 has adopted the same procedure. This law, in fact, is far from the one generally adopted in Western countries, and is centred on mediation. The decision made by a special Court – precedent to the real Bankruptcy Court, where disputes have to be settlement was established – are on the basis of the mediation process constructed among the parties involved. The aim is to try to save the company with financial distresses. However, minority creditors’ rights are not protected in such a way, making it difficult to be accepted by western companies.   

The PRC's legal framework
 for addressing problems of foreign investment business failure is only now beginning to develop. As yet, provisions for foreign investment enterprises have not been promulgated on a national level. Although a national bankruptcy law, the Law of the People's Republic of China on Enterprise Bankruptcy (National Bankruptcy Law) became effective in 1988, this law applies only to state-owned enterprises. Cooperative and private enterprises are excluded, as are business enterprises with some component of foreign ownership. Bankruptcy provisions for foreign enterprises have, however, been developed on a local level in the Shenzhen Special Economic Zone (Shenzhen). These provisions, the Rules Concerning Bankruptcy of Foreign Related Companies in the Shenzhen Special Economic Zone (Rules), are the only bankruptcy law in the PRC that is currently applicable to foreign investment enterprises. Although the Rules apply only to those foreign investment enterprises established in Shenzhen, they represent the PRC's first attempt to address bankruptcy issues relating to foreign investment enterprises. The Rules' significance far exceeds their apparent geographic limitation. Shenzhen has the largest number of foreign investment enterprises in the PRC. Moreover, Shenzhen has traditionally been the testing ground for the PRC's foreign investment legal regime. Thus, the Rules apply directly to a significant number of PRC foreign investment enterprises, located in Shenzhen, and may be applied by analogy to the remaining foreign investment enterprises nationwide. They, therefore, provide insight into the development and ultimate form of bankruptcy law for foreign investment enterprises on the national level. However, also in this case, the Rules were structured to encourage resolution of debtor-creditor disputes through a process of extra-judicial conciliation rather than through judicial determination.                                         

Another problem foreign financiers face when deciding to develop a financial project in Asia is related to the protection of Intellectual Property Rights (IPR), as patents, copyright and trademark. Asian countries are worldwide known as deficiency in the solution of this kind of problem. Generally, local Government, as the Thais and the Taiwanese governments, started taking into serious consideration such issue when also local industry where negatively affected by the no respecting of IPR. A typical example is given by the governmental resolution against the copying of Thai music CD to be sold in the black market, due to distress and failure of the Thai Music Industry. The same happened in Taiwan. Although the American government had frequently accused the Taiwanese government on no-protection of IPR and consequently to violate the WTO’s agreement, the local government took real action on solving the problem when also the local industry started to be negatively affected.  

When the People's Republic of China promulgated its Patent Law on March 12, 1984, it announced to other nations its willingness to accept and protect the notion of intellectual property
. At the same time, China expressed its hope that a fully developed patent system would enable it to acquire technology from the rest of the world to enhance its modernization efforts. Prior to enacting a patent law, China had taken preliminary steps to protect intellectual property by joining the World Intellectual Property Organization in March 1983 and by signing the Paris Convention for the Protection of Industrial Property in December 1984. The Patent Law itself took effect on April 1, 1985 and the first patents were granted at a meeting of the Chinese Patent Bureau on December 28, 1985. Although the Patent Bureau had received thousands of applications, it only granted 143 patents at that time.  The strength of intellectual property protection under China's patent system is of great concern to foreign nationals interested in technology transfers to China. Patent applicants and patentees in China have both specifically protected rights and specific obligations under the Patent Law. Third parties also have the right to oppose the granting of a patent. 

6.2.6 UNDERESTIMATION OF ENVIRONMENTAL RISKS
Environmental liabilities involve mainly the project operators, and indirectly the project sponsors and lenders. An increase in costs to project operators can affect a lender’s assessment of the profitability of a project. 

In addition to fines and penalties for pollution, environmental costs may include:

1. Costs of environmental impact assessment;

2. Fees payable to regulatory and licensing bodies;

3. Costs of taking out insurance to cover the risk on environmental damage;

4. Costs of environmental audit programs;

5. Costs of compliance with new packaging and labelling requirements;

6. Loss of profit arising from forced shout-downs of the plant;

7. Cleanup cost of polluted sites and civil liabilities for damage to property, health, or the environment;

8. Costs of increased waste disposal, handling, and transportation; and

9. Environmental taxes on the use of non-renewable resources or the production of polluting products.

Some general steps that the project operators, sponsors and lenders can take to protect themselves are:

· Familiarization with the legal environmental framework;

· Obtaining experts to evaluate the information;

· Making compliance with environmental standards a specific condition of financing;

· Ongoing monitoring of the project, to include environmental assessments. 

Change is coming rapidly to the Asian countries
, especially in three related areas degradation of its physical environment, transformation of its economic system and modernization of its legal system. Asian countries face environmental challenges of staggering proportions. A good example is a speech by the chairman of the Environmental Protection Committee of the National People's Congress of China (the NPC), who included these troubling statistics:

· The levels of smoke and dust emissions have raised recently by more than seven percent a year.

· Sulphur dioxide emissions, the leading cause of acid rain, will rise to 23 million tons annually by the year 2000, as China's annual coal consumption rises from the present 1.2 billion tons to a projected 1.6 billion tons early next century.

· Acid rain, which in the 1980s appeared in only four provinces of China, now has appeared in three others and, if not controlled, will harm the agricultural, livestock and fishing industries.

· China now produces 100 million tons of wastewater a day, leaving several rivers in a state of crisis.

· Industrial solid wastes will grow from the present 180 million tons a year to 250 million tons annually by the year 2000.

· China is losing 2,100 square kilometres of arable land each year to desertification.

· Water resources are diminishing faster than they can be replaced, with water.

Other Chinese government officials, including several in the National Environmental Protection Agency (NEPA), have also cited to the country's environmental problems and have pointed out the enormous costs of environmental degradation stating, for example, figures of 16 billion Yuan ($2 billion) each year in acid rain damage and over 100 billion Yuan ($12.5 billion) annually in environmental pollution of all types. Non-Chinese observers have similarly noted the country's massive environmental challenges, describing them in sometimes alarming terms. The magnitude of China's environmental problems reflects in part China's demographics. It is the third largest country in the world in terms of land territory. China has by far the largest population of all countries, with about 1.2 billion people, which is more than one-fifth of the world's total population. Average per capita income of those people, however, is among the lowest in the world, at about $360.

These extremes of size, population and lack of wealth only partly explain the seriousness of China's environmental challenges. The current strains on the natural environment result in large part from the current economic environment in China. China's economy has doubled in size in the past fifteen years and is expected to continue growing at a rate of ten percent per year.

The Chinese government has responded to the environmental challenge with a variety of initiatives. As part of its participation in the 1992 United Nations Conference on Environment and Development (UNCED), the government issued a report outlining numerous steps it would take toward environmental protection and development. These steps included, inter alias, requiring environmental assessments of proposed development projects, applying the polluter pays principle, preventing smoke and dust pollution, controlling carbon dioxide discharge, quickening reforestation efforts and improving environmental awareness and education. More recently, the government finalized an environmental protection action plan designed to bring environmental pollution in China under control by the year 2000. These statements of policy emphasize the need to improve the enforcement of environmental laws. Consistent with that approach, the government has recently imposed fines and other penalties on polluting enterprises, and in April 1994, NEPA announced a $1.6 million effort to improve its system of pollution charges. That improvement effort was financed in part by the World Bank. The Asian Development Bank has also supported efforts to improve environmental enforcement in China, most recently through the upgrading of environmental legislation.

One of the weapons available to any legal system in the battle against environmental degradation is the criminal law. Recent multilateral efforts to make that weapon more effective and to expand its use have employed the notion of crimes against the environment as encompassing a range of proscribed activities harmful to the environment, including the unauthorized release of pollutants, disposal of hazardous waste and creation of serious damage to the environment.

We underlined the environmental changes on the Chinese’s economy because it represents a good example of what is going on in Asian countries. In recent years, the increasing in number of educated population grew in similar proportion of the economic boom, and consequently the environmental awareness. The Thai Cabinet decision that all MRT lines within 25 sq Km of the central part of Bangkok should be built underground
, with retroactive effect, was a clear sign of the changing attitude of an Asian government in respect to an without control development.  

Environmental issue, however, could negatively affect the worldwide profitability of foreign companies. Although in some development countries the respect of basic environmental regulations have not been implemented yet, news concerning increasing health problems experienced by local population, due to a development out-of-control can affect the revenues of companies operating in such environment in developed market. Some companies, as the Nestlé of Switzerland, had experienced during recent years boycott campaigns by European consumers, due to the policy adopted by it in developing countries, especially in Africa. Recent news on the use of MGO on child food marked with the Nestle logo in Thailand had had worldwide resonance, causing a decreasing on selling the company’s products in the EU marketplace. A company, in fact, which profess itself as a Green Company, has to achieve the same environmental respect worldwide, for not having its image completely destroyed. Thus, the accomplishment of ISO standards also in developing environment becomes a must for selling products on worldwide basis. 

6.2.7 UNDERESTIMATION OF HUMAN RISKS
This last risks is probably the most difficult to be managed by financiers in Asia. Generally, scholars of project financing tend to not consider as a key issue the human factor in developing project. However, many Asian countries required that the sponsor company has to maintain local nationality and thus the constitution of Joint Venture among companies is a must. No one, in fact, can have either the financial capabilities or technological competences for implement and developed the project alone. Thus, especially when foreign companies entered into the Project Consortium, cultural differences and different business approached can lead to the failure of the project. The cultural risk – the risk of business blunders, poor customer relationship, and wasted negotiations that results when the foreign company fails to understand and adapt to the cultural differences between their own and host countries’ cultures – is as real as political risks. Main elements of culture are: 1) language; 2) religion; 3) values and attitudes; 4) manners and customs; 5) education and the like. A unique phenomenon foreign manager’s face in Asia is cultural shock, determined by adaptability problems managers have in a different market.

The cultural risk has been misunderstanding for long time by the scholars of project financing, due to the fact that it belongs more to the psychological sphere of individuals, who implement and develop the project, but its effects on the project’s performances are difficult to be schematised and calculated.  

To avoid cultural risks, internal educational programs, such as cultural assimilator, sensitivity training and field experience, are now implemented on regular basis inside the all organization. These program generally include: 1) culture-specific information, trough the set up of dataset; 2) culture-general information, as values and practices adopted by different countries; and 3) self-specific information, trough the identification of the own culture and the perception the individual has on the other.

Cultural assimilator is a program in which trainees must respond to scenarios of specific situation in a particular country; sensitivity training instead focuses more on the management’s flexibility in different situations; while field experience exposes the managers to different cultural environment for a limited amount of time. Cultural risk is fundamental to be minimized because it leads directly to future communicative problems, which can arise in the organization leading to its failure.   
6.3 THE SECURITIZATION OF THE DEBT
Developing countries are subject to frequent financial crisis and volatility of external capital flows. In chapter 4 we analysed the financial and economic crisis, which occurred in Thailand on 1997 and spread contagiously in others Asian countries, as well as on chapter 5th we underlined that one adverse feature on the Skytrain project was directly related to liquidity problem of the Company and its needs of achieving cheaper investment funding. During a liquidity crisis, developing countries, and their industrial sectors, need to find innovative idea of how securing foreign finance. 

This sub-section focuses on one mechanism – asset-baked securitization of future cash-flow receivables –, which provides a means of securing agency credit rating for new issues that escape the sovereign ceiling and thus reduce the cost of funding. The word securitization has been utilized to describe the process through which illiquid activities are transformed in liquid activity, and thus sold on the marketplace. 

International future flow securitization is structured debt offering sponsored by a foreign originator and secured by receivables due from designed international obligators. Major reasons for introducing securitization in Asia are:

· Future flow securitization transactions are appealing to the issuers because they reduce the cost of raising finance, particularly in time of liquidity crisis.

· Asset-Backed securities offer significant cost savings to issuers due to the fact that the rating is higher than the sovereign one.

· It extends the maturity of the debt, and improves risk management as well as balance sheet performance (ROE) and taps a wider class of investors, as insurance companies, who are required to buy just investment-grade assets.

· Most incentives are common to both private and public entities. However, in time of liquidity crisis, private sectors issues are unlikely to undertake issuance. 

· Lack of adequate information and secondary markets, since secured debt are traded infrequently.

· No debt defaults on rated future cash flow asset-backed securities issued by developing countries entities despite repeated crisis of liquidity and/or solvency (Fitch 1999). 

The securitization process can be described as step-by-step method. A typical future flow structure involves the borrowing entities selling its future product – receivable – directly or indirectly to an offshore Special Purpose Vehicle (SPV), which in turn issues the debt instrument. Designed international customers are directed to pay for the exports from the originating entity directly to an offshore collection account managed by a trustee. The collection agent makes principal and interest payment to the investors and direct excess collection to the originator. Since payments on receivable do not enter the issuer’s home country, the rating agencies believe that the structure mitigates the usual sovereign transfer and convertibility risks. This structure also mitigate bankruptcy risk because the SPV has typically no other creditors and hence cannot go to bankruptcy, while the risk of bankruptcy by the originator still exists.

Some phases of this process could be withdrawn through the internalisation of activities in just one financial institution. 

Figure 6.1: Stylised Structure of A typical Future Flow Securitization


[image: image16]
However, although the securitization instruments can limit liquidity problems, a number of residual risks still remain. They are:

a. Performance risk. 

b. Product Risk.

c. Price volatility and seasonal fluctuations in cash flows are other distinctive features of product risk, although they can mitigate by over-collateralization or excess coverage.

d. Sovereign risks still remain, especially when the company sells the product in the local market, rather than in the international market.

e.  Currency devaluation, which may reduce credit card receivables, amounts unless the tourism volumes happen to be sufficient elastic.

Securitization transactions can be classified according to whether these are rated or not rated by major credit rating agencies, and within each of these categories, according to whether they involve existing assets or future receivables.  

Rated transactions possess several advantages over unrated deals, as:

· The achievement of a better credit rating than sovereign ceiling allows issuers to rise funding at lower costs (spread) and longer maturity. 

· Achieving an investment grade credit rating for transaction makes it attractive to a wider class of investors, such as insurance companies, which represents the principal demand for debt backed by future cash flows.

By the way, rated transaction also involved some costs by re-acquiring over-collateralisation, larger transaction costs and longer lead times, and more extensive disclosure of financial information. 

Securitization transactions require a huge number of constraints to be respected, and generally they are quite used in developed markets. Securitization of existing assets and future flow receivables has a relatively short history in developing countries. It has increased after the Mexican peso crisis in 1994-95 as sovereign ratings were downgraded and borrowing costs rose.

A predominant 77 percent of securitization transactions (in nominal dollar terms) during 1987-99 involved future flow receivable. Latin Americana countries are predominant. One-half of the rated securitization is backed to oil and gas receivables. 

Figure 6.2: Number of Securitized Transactions 1987-1999

Source: FITCH, Moodys, and S&P
Nevertheless, this asset class has shown enormous creativity. Non-oil transaction, as iron, copper, aluminium, coffee, soy and orange juice keep up 18 percent of the all. The boom on securitization was on 1997, in which 46 new transactions took placed.
Figure 6.3: Asset-Baked Insurance
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However, as it is possible to notice through the figure 20, the majority of the transactions have interested future flow receivables rather than securitization on existing asset

Standard and Poor (1999) and Fitch (2000) published a list of hierarchy in future cash flow-baked transactions, defining sectors in which securitization was easily implemented:

i) Heavy crude oil receivables.

ii) Airline tickets receivables, telephone receivables, credit card receivables, and electronic remittances.

iii) Oil and gas royalties, export receivable.

iv) Paper remittances.

v) Tax revenue receivable.

A major constraint to the growth of future flow transactions arises from the paucity of good collateral in Asian developing countries. Oil is an example of good collateral for several reasons:

1. The stock of oil in a country is more or less well known.

2. This is a high liquidity asset with well-developed market.

3. Its exports are less vulnerable to government interferences.

4. Crude oil may be better collateral than refined petroleum because the former cannot be easily diverted to foreign importers.

5. Agricultural commodities tend to be more difficult to securitize, although the number of such deals has risen rapidly in recent years.

S. Ketkar and D. Ratha (2001) present a very good working paper concerning the applicability of securitization instrument in the Asian environment. Scholars have generally analysed this theory just marginally; due also to its innovative structure and the constraints required for applying it in other markets rather than in developed ones. This pioneering technique has its advantages, as disadvantages. Securitization of future class flow and existing receivables can provide a way of raising development finance for many low and middle-income countries, especially during time of low liquidity and heightened perception of sovereign risks. However, securitization transactions can be very costly for an issuer, due to the fact that such as transaction is quite new and less amenable to standardization.

Asian countries however present two main constraints, which limit the applicability of securitization. The paucity of good collateral is also reflected in the absence of high-quality public and private issuers in Asian countries. In fact, only few countries as Malaysia and Indonesia have crude oil and thus could use it as collateral. Others can just utilized airline tickets receivables, telephone receivables, credit card receivables, and electronic remittances, which in turn are too market variation dependent. Asian financial markets have also already confirmed all their limitation during the financial crisis, and shown – with the exception on the Singaporean and Hong Kong markets – that no one could be the catalysed of a public issuer. Indeed, the lack of legal clarity on bankruptcy procedures – as we have explained previously – adds further complexity to these deals. 

However, the need of introduce the securitization technique could lead to an improving of the actual situation. Public policy, in fact, could focus on removing such constraints to facilitate future flow-backed. In example, transaction costs may be reduced through expansions of scale of these deals by planning a series of deals with the same issuers such a master trust arrangement, establishing indigenous credit ratings agencies, and clarification of bankruptcy laws.

However, the main disadvantage is that future clash flow securitization increases the level of inflexible debt of an issuer at the micro level and of a nation at the macro level.

6.4 CONCLUSION
In this chapter, we have underlined major risks financiers face in the Asian environment and way of reducing and managing these constraints. However, due to the immaturity of local financial markets, many managing techniques used in developed countries are difficult to be implemented in Asia. 

Thus, the best way to manage risks in Asia is trough contractual agreements. Although some scholars could reply that political risks cannot be easily control in such a way, the respect of contractual agreement can be consider a coin with double face for local governments. In fact, in case of a contract is not pursued, it can generate an adverse reaction for the future development of the country: few financiers are going to invest in a country in which a contract is not respected.

Securitization technique can represented the future way Asian countries and companies localized in such environment to funding their projects and reducing liquidity risks. However, major constraints still persist and limit the applicability of asset-baked transactions in Asia. Nevertheless, the willing of these countries on using such a tool could lead of an improving of the market conditions limiting these constraints.    

	CHAPTER VII: 

	

	CONCLUSIONS


This chapter assesses limitation of the study, the usefulness and limitations of the framework, and presents a summary of major findings. Recommendations for Asian policy makers and for further study are made.

1. LIMITATIONS
Project financing is the term used to describe a wide range of financing structures, which have one feature in common: the financing is not primarily dependent on the credit support of the sponsors or the value of the physical assets involved. The combinations of external project debt financing versus project equity financing obtained, which define the project structure, would primarily rely on the expected performance of the project itself. Many conditions are necessary for using this kind of financing structure properly, as we considered in our analysis, as proper access to stable and developed capital markets, legal infrastructure environment, development of related infrastructures, political stability and so on. 

The specific objects of the research have been made. The main limitation is regarding the lack of public information by companies and local governments. The legal infrastructure in Asia is still underdevelopment, as well as the capital markets one. The interviews in Thailand and Belgium were conducted to both state-owned company – The Office of Land and Traffic – and private company – as the BTS and the Fredell & Co. Structured Finance. Of course, they have shown different point of views regarding project financing in Asia, especially regarding risks associated with projects and ways to minimize them.

Besides these limitations, the major information have been gathered based on both external than internal analysis of the project environment, on the basis of figure 2 on chapter 1. 

2. SUMMARY OF MAJOR FINDINGS
Tropical underdevelopment issue has been helpful for reaching original reasons for the underdevelopment of so large part of the world, and it finds that geographical factors, often misunderstand or taken into marginal consideration by scholars, can easily identified as keys determinant in country’s growth. These factors are typically: migration flows, vicinity to economic centres, health problems, poor agricultural differentiation, and political reasons – in regarding to political landlocked economies as Vietnam, Myanmar and China – climate, probability of developing and implemented technological innovations and the like. Tropical and landlocked regions are among the poorest in the world. Even though the Asian continent as a whole has shown significant progresses during the last thirty years, with average income rising from an average of 1,289 US in 1965 to 3,239 in 1992, differences persists country by country. 

On the other hand, the agglomeration of activities represented the second phenomenon typical of Asian countries. The reason for agglomeration of activities is essentially given by the presence of transportation costs. Industries, in fact, might spread out to minimize the costs of reaching consumers in different locations, and if production takes place under condition of constant or diminishing return to scale. The increasing returns that are necessary for agglomeration might be either external to the firm or internal. However, the main goal that a policy-maker should follow is the creation of secondary centres.

The Thai city formation, as well as for other Asian countries, takes the usual radial form, starting from the centre – generally the one favoured by the government by incentives – and expanded to other suburbs areas. The favoured centre is usually the capital – Bangkok, Kuala Lumpur, and Manila – or the main economical centre – as Ho Chi Min City or Shanghai – due especially to its vicinity to the main bureaucratic infrastructure system. Let’s reconsider Thailand for a while. Although the agglomeration of activities has been highly concentrated around the city of Bangkok, the radial forms expanded till to the Chonburi district creating the well-known Great Bangkok.  

From a company prospective, the agglomeration of activities around centres represents the easier way to localize subsidiaries, when the main company activities are concentrated on both final and intermediate markets. In fact, the main advantages is given by the knowledge spill over, which is the learning process by observing from neighbours firms, such as in which way buying and selling, technological development, access to skilled labour market and the like methods took place. In other words, localizing subsidiaries in economic and business centre, where already other companies are presents, can limit the risks associated to the new marketplace.

From the host government prospective, on the other hand, the agglomeration of activities do not allow a more harmonious country development, in which just who is present in the area can have access to better labour and health condition. Thus, it became a government priority the facilitation in creating new economic centres.

The Thai Government is strongly working on this last point, with the implementation of large infrastructure project – mainly in transport sector – to facilitate the exchange of goods and information among different centres. We can also add that it has been working on three different ranks: country, city and over-country level. On country bases, the large investment on highways infrastructure has the objective of promoting relations between centres, and the creation of new ones. On the other hand, to curb over congestion consequences in its main centres, the Thai Government, throughout state or province agencies, is implementing policies for limiting the people living in the centre, pushing them outside and improving more ecological way of entering inside them. 

On regional prospective, the Government is promoting investment for enhancing communication and transportation system with neighbouring countries. But these policies can be considered as a knife with double blade. In fact, it will probably encourage the life condition of poor population living in the area involved thanks to improvement in trade flows. On the other hand, however, foreign and local companies, characterized by low-profile labour factor, will have access to new locations where localize their subsidiaries. If, in fact, transportation costs will lower at a level in which the localization of subsidiaries will be indifferent between two economic points, probably the company prefer to localize where labour costs are lower. This objection, however, is significant just when the skilled labour force is not relevant, although in case of some countries, in particular Vietnam, the issue is more related to political interference than skilled workers. For understanding better this point, let go the next step: the economic model adopted by Asian countries and its development. 

The kind of economic development model adopted by most Asian countries is the so-called Japanization of the economy, which implied that exported oriented companies are advantages – through tax incentives – compared to other firms. This kind of growth model has directly facilitated the process of agglomeration of activities. Host Central Banks in Asian countries generally pursued a fixed-currencies-exchange rate regime, plugged local currencies to a basket of foreign currencies, with the aim of limiting exchange volatility. At the same time, host government encouraged export-oriented industries through subsidies and other form of incentives. Thus, the growth of Asian economies was effectively correlated to foreign demand for local products. In the first stages of an economic development, encouraging“industrialization export-oriented” is probably the faster and easier way to guarantees a strong and rapid growth. Having forget to taking into consideration the necessity of developed a local internal demand, these economies needed markets where selling their products, so becoming directly depending from them.   

In particular, most of them have strongly encouraged apparel and electronics assembly industries.  These are typically labour-intensive industries, in which the developing country imports a very high proportion of the value of final output. The intermediate imports are assembled by the domestic workers, and then typically re-exported to world markets. The developing countries are essentially selling labour services used in assembly operations, rather than selling the entire product. For such assembly industries, even small increased in transport costs can render the sector non-competitive. Thus, only in developing countries with good transport accesses to world markets have been able to establish assembly-type industries.

In other words, a strong regional infrastructure development in the transportation sector could encourage these companies to localize their subsidiaries there where the labour costs are cheaper. The next steps Thailand, and other newly industrialized countries as Malaysia, Indonesia and the Philippines – without considering Singapore and Brunei characterized by higher forms of development – have to follow are regarding:

· The improvement of investment law, with the aim of encouraging the localization of capital-intensive companies.

· Improvement of BOT legislation. 

· Encouraging the imitative effect.

· Improvement of capital markets environments

The Thai economic developments, which have interested the country especially during the last decade, have been spread all around. In the meantime, specification and characterization persist extrapolating county by county. In fact, while some regions around Pattaya and Pukhet are famous worldwide as tourism attractions, the province of Khorat is relevant for agricultural products, Chathamburi for precious metals and woods, Chiang Mai for garments and woods, and the like. Thus, a sustainable development should emphasis the strengths of each geographical location – considering local specializations – while minimizing all possible weakness – as, in example facilitating the information flows from bigger centres to small ones, or encouraging the creation in loco of specialist schools
.  Consequently, for promoting the sustainable development of local areas, a policy maker should be to encourage the optimum used of indigenous resources.

Encouraging just foreign investment will not necessarily induce an imitative effect o the economy. Suppose the Thai government decide to encourage the localization of a steel company in the Khorat area. In the short term, it will improve the standard of life for local people, while the same effect in the long-term is doubtful. But, hypothesize that the same government will push there a food company – with ceteris paribus condition with Bangkok – while improving the local university standard in both agricultural and business studies. Probably the short term result will e lower then for the previous case, but an imitative effect factor would encourage the formation of local companies – the knowledge spillover effect can be find also among local companies and MNCs not jus among MNCs – which will benefit more the region in the long run.  

A similar policy has been implemented in Vietnam and in China by the International Finance Corporation (IFC), which is related to the World Bank. IFC was created for providing fund to the private sector. The financial situation in these communist countries creates great disadvantages for the growth of local companies. In fact, these firms cannot have direct access to the financial market for providing fund necessarily for improving their capabilities, due to national investment laws. Thus, the IFC is their guarantor for obtaining funds from local banks, when the investment to be made is considered economically sound. Although the IFC is not directly promoted imitative effect, it is encouraging the development of local development model. Thus, believing that a sustainable development is strictly related to local resources, just encouraging local companies it will be possible to guarantee a more harmonic growth. 

The Skytrain project analysed in our study evidence both successful and unsuccessful issues.

The successful tasks can be summarized as followed:

· A 100% private investment, which made the project as a milestone on project financing in Thailand;

· The acquisition of land property. As already repeated, this is the main task, which always creates problems and concerns on financiers. In this specific case, the responsibility was fully turned on BMA.

· The coordination and communication issue. The superiority of this project than others implemented in Bangkok had been the completely coordination on actions and communication of intentions among the parties to achieve the best overall results.

· The dominance of the clauses stated on the Concession Agreement on the Thai legislation. As we have already considered on chapter 4th, the legislation on Asian countries lacks on certainty. Thus, financiers have to underline main issues on the Concession Agreement. This dominance had been proven when the Thai Cabinet took the decision on building underground infrastructures in the city centre, with retroactive effect. This decision had a negative impact on the Hopewell project, but not on the Skytrain System. In the latter case, in fact, the decisions signed on the Concession Agreement were considered fixed, limiting political risks. 

· The clear share of risks among the parties involved, thanks to well-stated contractual agreements.

The unsuccessful tasks were:

· Bad financial results, due probably to over-positive budgeted projections and variation on market conditions.

· No-respect on minor shareholders rights, as the collusion between BTS and Siemens on the determination of maintenance costs had revealed.

· Bad risks managing. However, in this specific case we must add that the immaturity of local market as well as the absence of minimum required risks covered instruments.

However, the project risks under pre-completion, politics and operational categories are very low. The only serious risk is the revenue or market risk, which is strictly related to the Thai economy full recovery, which in turn is directly linked to the world economy. Thus, a recession in Western countries – which represented the main importer of Thai products – would have a bad outcome on the Asian economy, which is still too dependent on foreign demand rather than on domestic demand.

At the end of our analysis we also can affirm that the best way of managing risks is trough contractual agreements. Although some scholars could reply that political risks cannot be easily control in such a way, the respect of contractual agreement can be consider a coin with double face for local governments. In fact, in case of a contract is not pursued, it can generate an adverse reaction for the future development of the country: few financiers are going to invest in a country in which a contract is not respected.

Securitization technique can represented the future way Asian countries and companies localized in such environment to funding their projects and reducing liquidity risks. However, major constraints still persist and limit the applicability of asset-baked transactions in Asia. Nevertheless, the willing of these countries on using such a tool could lead of an improving of the market conditions limiting these constraints.    

3. RECOMMENDATIONS 
The Thai’s experience in implementing a 100% private project can be a valuable lesson for other countries in the same sub-region. There are some aspects that should be considered in implementing project financing:

1. Rational for implementation

2. Regulatory issues.

3. Technical and marketing plan.
3.1 RATIONAL FOR IMPLEMENTATIONS
ADB defines some basic recommendations for promoting private sector participation in infrastructure investments, as:

· Government should specialize in planning; structuring and regulation while the private sector should specialize in management, investment, construction and financing. 

The reasons that infrastructure industries – as the transportation sector – have remained so long in the public sectors hands is that they have components that are natural monopoly, such as the fact that they have been subsidized for long time and sold at political prices. Indeed, these projects are always characterized by high proportion of capital costs, long-lived assets with low unit variable costs and significant economies of scale. The Government, also, has to develop a long-term transportation plan both at local and national levels, and has the duty of harmonized technically all projects. The need of diversification between government and private obligations depends also from the different prospective the two agents have: the government has to ensure that a bigger slice of economic growth has to be divided by the largest part of the population, while the private sectors are more able to deal with the management, construction and financing of the project. The Thai’s Masterplan Project could be considered as a milestone for project financing in Asia, because it underlined not only the different roles played by both public and private sectors, but also because it defined a long-term transportation strategy for the city of Bangkok. The increased role of the private sectors in developing infrastructure, in fact, has caused many governments to neglect their responsibility in sector planning. But the private sectors have had neither the interest nor the capacity to consider the network implication of their proposals. Thus, the role of Government in planning, structuring and regulate the entire transportation strategy for the country is fundamental for guarantee a harmonious development.

· The transfer of responsibility to the private sector should be accomplished through deregulation and open competition or well-established contractual arrangements including management contracts, capital leases, concessions and right to operate.

The effectiveness of PSP has suffered from the lack of adequate regulatory system structures to control both technical and economic performance. Most countries lack of effective legal control and the legal environment is different country by country. As a result, they generally also lack laws or agencies for dealing with anti-competitive practices, and also of established legal and regulatory procedures applied to contract law. 

PSP without a well-developed legal and regulatory framework increases consequently the risks for investors, which, as we have underlined, generally required a premium risk for project in Asia up to 7 point percentage. 

The two project analysed represent exactly the above situation. In fact, the Tanayong Consortium won the Skytrain Project through a binding process; while the Hopewell project was directly awarded to the company. Probably, the competitiveness environment in which the Tanayong Consortium operated ensured indirectly the better definition of the clauses in the Concession Agreement.

· Economic regulations should be applied where there is insufficient competition, but it should be transparent and predictable.

Where competition cannot be created, it should be possible to establish contestable environments, through effective competitive binding, reducing the period of the contractual agreements or introducing performance targets. 

· Long-term domestic sources must be developed; and

Project financiers face two main problems related to project in South-East Asia. One is concerning the lack of legal framework, while the other is concerning how to finance the project itself. Asian capital markets are still underdeveloped and generally the banking sector is preferred for financing the project. However, this unbalance funding creates a lot of problems regarding the way in which the private sector could manage risks associated with the project. 

· Commercial risks should be assigned to the private sectors, but other risks should be assigned according to which party is able to mitigate the risks.

Because many governments have limited contract-related knowledge or experience, the private has frequently been able to convince them of assuming some of the commercial risks, as exchange foreign exchange risks as well as demand/traffic (volume) risks. These guarantees have had three negative consequences: 1) they have isolated the private sponsors from the influence of the market; 2) they have created a large amount of liabilities for the government; and 3) they have encouraged price rigidity lending to distortions in the market.

In case of the Skytrain project, the commercial risks have been completely turned under the Consortium obligations.

In addition, the local governments have

· The duty of developing local resources and push infrastructure development in those areas. In other words, Government has to define a long-term strategy to implement the economic development also in remote areas, thus that the benefits will be share by the majority of the local population. 

3.2 REGULATORY ISSUE
As we have always repeated, the most important issues facing in project financing in South-East Asia is concerning the lack of legal and regulation infrastructure development. Thus, some institution may need to be restructured, with the aim of controlling the PSP process in the public interest, avoiding tendencies of corruption, developing an acceptable PSP legal framework – the exact nature of which will be country specific.

Indeed, the Government has also the duty of securing competition in the market though:

· Legal-binding concession agreements, which set out clearly the rights and obligations of all the parties involved in the project, and the procedures to be followed in the case of unforeseen events.

· Establishment of autonomous and independent agencies.

3.3 TECHNICAL AND MARKETING PLANS
The technical and marketing plan are fundamental for defining the country’s whole strategic plan in transportation sectors. 

4. RECOMMENDATIONS FOR FURTHER STUDY
Further study would be to continue the research relating to the transportation development of other countries in the regions, underlining similarities and divergences. A deeply analysis of opportunities and threats presented in other environments will be necessary for supposing which sub-regions will join future economic development. 
5. CONCLUDING REMARKS
This study has explored the economic development of the region, with main emphasis on the Thai situation, and how it can be push to other sub regions through the implementation of a transportation policy. It could be relevant to both public and private sectors. In fact, policy makers have two main duties: ensuring that the economic benefits will be held by the majority of the population and implementing best practices in project financing. From the private sectors point of view, it could be relevant on two different levels. From one hand, it defines opportunities and threats for financiers in Asia. On the other hand, through the geographical analysis of the region, it emphasizes regions in which probably the economic development will take place.
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Appendix II

THE MODERN TRAFFIC SOLUTION – BANGKOK TRANSIT SYSTEM BTS

CONTRACTUAL MILESTONES

	DATE


	

	April 9, 1992


	Concession agreement signed

	March 10, 1993


	Turnkey tender document released to five consortium

	July 15, 1994
	Memorandum of Agreement awarding the turnkey construction to the Siemens-Italian-Thai Consortium

	October 3, 1994
	HRH the Crown Prince presides over the laying of the foundation stone

	February 28, 1995


	Piling commenced at Ramchadandri Road

	July 4, 1995


	Turnkey contract signed with Siemens-Italian Thai Consortium

	October 3, 1995
	First segment erection at Ramchadandri Road

	October 2, 1996


	Instruction to Commence after final setting of the financing

	April 17, 1998


	Rollout of the first train at Siemens factory in Vienna, Austria

	May 1998
	Start train test runs at Siemens Test Center Wildenrath, Germany. Start training of BTS operations personnel by Siemens 

	October 1998


	First Train arrives in Bangkok, on-site tests of all sub-system begin

	January 1999


	Completion of viaduct construction 

	August 1999


	Overall system testing period starts 

	December 1999


	System test complete

	5 December, 1999


	Commencement of Commercial Operation

	Source: The modern traffic solution – Bangkok Transit System BTS, www.siemens.de/vt



Appendix III

	SKYTRAIN FUTURE EXTENSIONS AND RELATED

FARE TICKETS PRICES



	
	
	

	
	
	

	Samrong Extensions: From Mo Chit Station to

 
On Nut                            40 Baht 
Samphob Naruemit         43 Baht 
Punnnawithee                  46 Baht 
Udomsuk                          49 Baht 
Bearing                             55 Baht 
Thepharak                        61 Baht 
Samrong Tai                      67 Baht 

Taksin Extensions: From Mo Chit Station to

Taksin Bridge                   40 Baht 
Krung Thonburi               43 Baht 
Wongwian Yai                    46 Baht 
	Rama III Extensions: From Mo Chit Station to

 
Chong Nonsee                 40 Baht 
Thung Mahamek             43 Baht 
Chan Road                     46 Baht 
Yannawa                         49 Baht 
Rama III                          52 Baht 
Nonsee Road                   55 Baht 
Wat Klong Mai               58 Baht 
Wat Dan                           61 Baht 
Wat Pariwat                     64 Baht 
Sathupradid Pier               67 Baht
	Nong Ngoohao Extensions: From Mo Chit Station to

 
On Nut                             40 Baht 
Samphob Naruemit        43 Baht 
Punnnawithee                46 Baht 
Udomsuk                         49 Baht 
Bang Na                          52 Baht 
Central City Bang Na     58 Baht 
Sri Nakharin                    61 Baht 
Ramkhamhaeng 2           73 Baht 
King Kaeo                       85 Baht 
Nong Ngoohao              103 Baht
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� Corneli


� A chi dono…��A chi dono un simpatico  nuovo libretto


appena ripulito con secca pomice?�Cornelio, a te: tu difatti solevi�pensare valer qualcosa le mie cosucce�già allora, quando hai osato unico degli Italici�spiegare tutta la storia con tre libri�dotti, per Giove, e complessi.


Dunque tieniti quanto più questo di libretto�quale che sia; ma lui, o vergine patrona,�duri perenne più di un secolo.


� Mezzogiorno – midday – includes all the regions localized southern than the capital Rome.    


� The city of Chatamburi, in the northeastern of the country – just few km away from Cambodia – is famous for the commercialization of precious metals, especially rubies. Facilitating the creation of specialist schools for the ruby’s cutting could encourage the development of local firms on this particular field. Different is the situation of the province around Khorat, in which local workers are more oriented in agricultural products. The creation of laws for the formation of big cooperatives – studying for example how the same cooperatives works and compete in other geographical locations - could allow the formation of “companies” able to compete against largest MNCs.   


� Typically, governments prefer to encourage the development around capital cities as Bangkok, Kuala Lumpur and Beijing or special cities favored by their geographical location, as Shanghai.   


� This phenomenon is typical in the PRC, where special areas have been favored than others, through especially investment facilities legislation. Thus, while some regions or cities have achieved a fantastic economic development during the last years, the most are still underdeveloped. 


� The geographical tropics are conventionally defined as the region of the Earth in which the sun passes directly at some point during the year, and include the area between 23.5 degrees North latitude (tropic of Cancer) and 23.5 degrees South latitude (Tropic of Capricorn). Tropical zone, in an ecological way, are defined by high-year-round temperature and the absence of winter frost. Temperature pattern are generally associated to precipitation pattern to distinguished categories as the humid tropic, wedry tropic and arid tropic. Quite useful for analyzing the tropical zone is the well-known Koepper-Geiger (KG) climate classification system, in which regions are differentiated mainly by temperature and precipitation. 


� In the World Development Report 2000/2001 the World Bank defines high incomes countries as those with Gross National Product (GNP) per capita in $US 1999 of $9,266 or more. The high income countries with population of more than one million are: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, Korea, Kuwait, Netherlands, New Zeeland, Norway, Portugal, Singapore, Slovenia, Spain, Sweden, Switzerland, Taiwan, United Arab Emirates, United Kingdom, and United States. The combined population is estimated to be 931 million. Of these, only Hong Kong and Singapore, with a combined population of approximately 10 million, are predominantly in the geographical tropics (about 36 percent of Taiwan is in the geographical tropics as well).


� Limão, Nuno an A. J. Venales, (2001), “Infrastructure, Geographical Disadvantage and Transport Costs”, World Bank working paper


� As above.


� Soros George (1999), “La crisi del capitalismo globale”, italian edition, Ponte delle Grazie SRL Editore.


� � HYPERLINK "http://www.mot.co.th" ��www.mot.co.th�





� Office of the Commission for the Management of Road Traffic, (1997), “Draft Final Report: Conceptual Mass Rapid Transit Implementation Mega Plan Projects”, Vol.1, Asian Engineering Consultants Corp., LTD., PB Asia Ltd.


� The idea was that, although different sponsors and companies were undertaken the job, the projects should have been connected among each other. Thus, in example costumers, who were using the highway built by the Hopewell Holding from the Dong Muang Airport to the city centre, had to park the car – due to car retrains policy – near to the Skytrain at the Mo Chit Station, and consequently use the BTS for entering into the business centre.  


� In case of transportation infrastructure development in Easter Europe, in example, the toll way is generally located in the orbital part of cities, and never in the city centre, to limit environmental impact. Also in Bangkok, the majority of highway tends to be of a more orbital nature. 


� For more information, read chapter 4th. 


� Studying the “7-generation plan” (translated from Thai), Maticon, June 7, 2001.





� From Thais revisit a Troubled Mass Transit project, International Herald Tribune, October 10 1998.


� From The Bangkok Post, May 12, 1999.


� In fact, the State Railway of Thailand (SRT) didn’t want to scrap the Hopewell mass transit project as it was still possible to construct the double-track elevated train from Bangsue to Rangsit by utilizing the partly-finished groundwork.





� Source: Asia Business Magazine, Asiaweek, the Nation, Bangkok Post


� Source: Bangkok Post, May 29, 2000 





� The city of Chatamburi, in the northeastern of the country – just few km away from Cambodia – is famous for the commercialization of precious metals, especially rubies. Facilitating the creation of specialist schools for the ruby’s cutting could encourage the development of local firms on this particular field. Different is the situation of the province around Khorat, in which local workers are more oriented in agricultural products. The creation of laws for the formation of big cooperatives – studying for example how the same cooperatives works and compete in other geographical locations - could allow the formation of “companies” able to compete against largest MNCs.   


� Butler, 1997, p.42


� World Bank, 1993. The economies included in this categorization were Japan, Republic of Korea, Taiwan, Thailand, Malaysia, Singapore and Indonesia. 


� Corsetti, G., P. Parenti, N. Rubini, (1998), “Paper Tiger? A model of the Asian Crisis”, NBER Working Paper No. 6783, November.


� Bank of Thailand, (1996b), “Analysing Thailand’s Short-term Debt”, in Bank of Thailand Economic Focus, Vol.1, No.3, July-September.


� Bank of Thailand, (1996a), “Analysing Thailand’s Current Account Deficit”, in Bank of Thailand Economic Focus, Vol.1, No.1, January-March.


� Bank of Thailand, (1998a), “Asset Price Inflation: Development and Policy Issues”, in Bank of Thailand Economic Focus, Vol.2, No.1, January-March.


� Corsetti, G., P. Parenti, N. Rubini, (1998), “Paper Tiger? A model of the Asian Crisis”, NBER Working Paper No. 6783, November. 





� Shin-yi Peng (2001), “The WTO Legalistic Approach and East Asia: From the Legal Culture Prospective” in Asian-Pacific Law & Policy Journal.





� Shin-yi Peng (2001), “The WTO Legalistic Approach and East Asia: From the Legal Culture Prospective” in Asian-Pacific Law & Policy Journal


� Krugman, P., (1998), “What Happened to Asia?” in Chulalongkorn Journal of Economics, 10(1), pages 69-87, January.


� Bank of Thailand, (1998a), “Asset Price Inflation: Development and Policy Issues”, in Bank of Thailand Economic Focus, Vol.2, No.1, January-March.


� Phongpaichit P., C. Baker, (1998), “Thailand’s Boom and Bust”, Silkworm Books.


� How the Skytrains were Imported, April 2, 2001, � HYPERLINK "http://www.2bangkok.com" ��www.2bangkok.com�





�Creditors Furious about BTS's Dirty Contract with Siemens, and "Stinking!" BTS Making a Collusion Deal with "China" on Skytrain Extensions, Prachachart Thurakij (� HYPERLINK "http://www.matichon.co.th" ��www.matichon.co.th�) - 21/23 May 2001





� From Prachacart Thurakit, Prachacart Thurakit (December 13-15, 1999)


� 5% increase for Skytrain passengers: Passengers complaining about high ticket prices (Thaipost Daily, April 27, 2001)





� The red color implies the original denomination of the funds. 


� The Dailynews, March 27, 2001.


� The Dailynews, March 27, 2001.





� Thairath Daily, (2001), “BTS Investment Plan for the Extensions Going Against Cabinet Resolution”,  September 27. 


� Nevertheless, the Company is not able to make a 100% private investment due to the fact that the country is still in recession and the company’s debt restructuring problems. Private sector investment from the company other than BTS will cause even worse problems since the new company will need to construct new entrances and exits connecting with the original sections. Therefore, the discussion between BTS and the joint venture committee in October 2001 was a must. The joint venture committee consisted of representatives from NESDB, MOF, MOI - headed by BMA City Clerk.


� But with only 220,000 passengers a day on average, BTS can afford to pay only for its daily operations, such as salaries, electricity and maintenance.


� Issuing Bonds to Finance Skytrain Extensions, Dailynews, February 1, 2001


� Route Extensions: Skytrain moving again, The Nation, May 19, 2001, Nophakhun Limsamarnphun, Petcharee Luengutai.


� Revealing Three Thonburi Districts for the new Southern Bangkok City, Siam Turakij, Vol. 7 No. 337, May 27-June 2, 2001 





� 2000 Baht a square wah (500 Baht a square meter)


� For more information, read chapter 4th. 


� Lester Ross , (1997), "Force Majeure and Related Doctrines of Excuse in Contract Law of the People’s Republic of China”, in The Journal of Asian Law: Volume 5, Number 1.


� Jeremy T. Paltiel, (1997), “Civil-Military Relations in China: An Obstacle to Constitutionalism?”, in The Journal of Asian Law: Volume 9, Number 1. 





� The net revenue is defined as the gross revenue less the interest and less the operating costs. 


� Jason Gottlieb, (1998), “Launching The Phnom Penh Stock Exchange: Toward A Legal Framework For Launching A Stock Exchange In An Underdeveloped Country” in The Journal of Asian Law.


� Timothy Tingkang Xia, (1998), ”The Shanghai Exchange Scandal And Chinese Bonds Law”, in The Journal of Asian Law : Volume 10, Number 1.


� Tingting Tao, (1998), “The Burgeoning Securities Investment Fund Industry in China: Its Development and Regulation”, in The Journal of Asian Law: Volume 13, Number 2. 


� Wm. Theodore de Bary, (1997), “The «Constitutional Tradition» in China”, in The Journal of Asian Law: Volume 9, Number 1. 


� Differences among Confucianism, Buddhism and Taoism exist, however the basic concepts we emphasized are common to all of them.    


� Steven L. Toronto, (1996), "Bankruptcy of foreign enterprises in the PRC: an interpretation of the "rules concerning bankruptcy of foreign related companies in the Shenzhen special economic zone", in The Journal of Asian Law: Volume 4, Number 2, Note. 





� The Journal of Asian Law: Volume 1, Number 1, Comment: Patent Protection Under Chinese Law, Jeanette L. Pinard Lian Chun-cheng.


� The Journal of Asian Law: Volume 8, Number 2, China's Treatment of Crimes Against the Environment: Using Criminal Sanctions to Fight Environmental Degradation in the PRC, Yang Chun-xi, John W. Head and Liu Sheng-rong





� At the same time, however, the pollution problems in Bangkok ulterior deteriorated due to the failure of the cars’ retrain policy that was not implemented. Thus, on one hand, the government showed is awareness concerning the negative effects of the industrialization, as pollution and increasing health problems among residents, while on the other the not implementation of the car’s retrain policy showed all the limit in the implementation of a real Thai environmental low.


� The city of Chatamburi, in the northeastern of the country – just few km away from Cambodia – is famous for the commercialization of precious metals, especially rubies. Facilitating the creation of specialist schools for the ruby’s cutting could encourage the development of local firms on this particular field. Different is the situation of the province around Khorat, in which local workers are more oriented in agricultural products. The creation of laws for the formation of big cooperatives – studying for example how the same cooperatives works and compete in other geographical locations - could allow the formation of “companies” able to compete against largest MNCs.   
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Figure 4.2: P/E Ratio in the Stock Exchange of Thailand
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Figure 2.1: Public Sector Borrowing requirement (percent of GDP)
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Project Costs

				The SkyTrain Project

		Project Costs

						2000		1999		1998

						Baht		Baht		Baht

		Construction Costs						31,922,018,304		21,248,399,423

		Management fees						1,066,424,901		1,033,789,603

		Consultat fees						908,553,985		660,061,573

		Preliminary design fees						122,782,283		122,782,283

		Capitalized interest-loans						2,022,105,389		514,169,372

		Interest on deferred contracts payment						278,654,488		253,977,318

		Financing fees						1,096,812,142		937,690,797

		Financial advisory fees						-1,436,285,756		1,031,480,968

		Loss (gain) on exchange rate						615,412,242		-929,670,242

		Administrative expenses						597,398,904		438,213,323

		Others
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Cash Flows

		

				STATEMENTS OF CASH FLOWS

																As at 31st March

												Note		2000		1999		1998

		CASH FLOW FROM (USED IN) INVESTING ACTIVITIES

				Increase in Project Costs												-12,738,533,419		-17,842,920,734

				Decreases in advance to contractors												1,408,533,316		697,775,802

				Increase (decrease) in accounts payable												-3,347,554,613		3,336,792,328

				Decrease in advance from related parties												-363,979		-3,339,410

				Increase in retention payable												355,463,034		1,135,033,530

				Increase in equipment												-6,728,826		-1,107,938

				Depreciation												11,830,917		17,043,204

				Decrease (increase) in others												280,828,880		-47,480,379

				Net cash used in investing activities												-14,036,524,690		-12,708,203,597

		CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES

				Increase in long term loans												12,448,514,128		7,355,269,779

				Cash received from loans from shareholders												1,175,842,175

				Cash received from increase in share capital														3,716,253,840

				Net cash used in financing activities												13,624,356,303		11,071,523,619

		UNREALIZED GAIN ON EXCHANGE RATE

				Net decrease in cash and cash equivalent

				Cash and cash equivalents at beginning year

				Cash and cash equivalents at end of year

				Supplemental cash flow information:

				Cash paid during the year for

				Interest payment (all capitalised)





Earnings Statements

		

																		As at 31st March

														Note		2000		1999

		REVENUE

				Fare box revenue												477,377,320

				Less: Discount on fare price												-46,108,921

																431,268,399

				Other income:

				Gain in exchange rate												699,845,527

				Advertising and merchandising space rental revenue												31,152,647

				Interest income												1,480,289		5,138,090

				Others												11,478,819		1,878,386

		TOTAL REVENUE														1,175,225,681		7,016,476

		EXPENSES

				Cost of fare box												519,706,319

				Selling and administrative expenses												492,730,080		176,693,313

				Directors' remuneration												7,498,742		7,522,084

				Interest expenses												852,414,249

		TOTAL EXPENSES														1,872,349,390		184,215,397

		NET LOSS FOR THE YEAR														-697,123,709		-177,198,921

		BASIC LOSS PER SHARE

				Net loss												-1.15		-0.18

				Weight average number of ordinary shares												1,145.50		1,008.00

																million share		million share

		DILUTED LOSS PER SHARE

				Net loss												-1.15		-0.13

				Weight average number of ordinary shares												1,318.90		1,181.50

																million share		million share





Balance sheet-assets

				BALANCE SHEET

														As at 31st March

										Note		2000		1999		1998				Current ratio

				ASSETS

		CURRENT ASSETS

				Cash in hand and at banks								1,087,210,512		93,303,836		116,544,198				1

				Other current assets								34,550,129								0.17

				Prepaid expenses						3		6,637,651		58,881,089		149,665,884				0

				Others								7,308,727		17,571,244		22,573,750

		TOTAL CURRENT ASSETS										1,135,707,019		169,756,169		288,783,832

		ADVANCE TO CONTRACTORS												597,869,206		2,006,402,522

		PROJECT COSTS								4		49,407,033,112		37,610,277,168		25,876,084,018

		MAINTENANCE SPAREPARTS										381,604,994

		EQUIPMENT-NET										33,139,030		17,794,012		22,896,103

		OTHER ASSETS

				Refundable deposits								1,385,807		2,414,306		2,000,910

		TOTAL LONG-TERM ASSETS										49,823,162,943		38,228,354,692		27,907,383,553

		TOTAL ASSETS										50,958,869,962		38,398,110,861		28,196,167,385
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		Fare Box Revenue		90%

		Advertising & Space Rental revenue		7%

		Other Income		3%

				Dec'99		Jan'00		Feb'00		Mar'00

		Daily Revenue (MB)		4.75		3.97		3.67		3.85

		Average Fare (Baht)		27.74		27.33		27.03		26.66





Balance sheet-liabilities

				BALANCE SHEET

								As at 31st March

				Note		2000		1999		1998

		LIABILITIES AND SHAREHOLDERS'EQUITY

		CURRENT LIABILITIES

		Account payable				397,215,832		277,014,223		3,624,568,836

		Advance from related parties				396,034,004		396,002,009		396,366,078

		Loans from shareholders				275,245,983

		Other current liabilities

		Unearned fare box revenue				74,450,634

		Deposits on stored value tickets				14,702,130

		Accrued interest				546,153,146		260,618,855		73,068,761

		Accrued espenses				13,015,233		11,130,164		2,042,752

		Others				11,123,301		20,835,910		32,018,442

		TOTAL CURRENT LIABILITIES				1,727,940,263		965,601,161		4,128,064,869

		RETENTION PAYABLE				963,284,060		1,930,600,303		1,575,137,269

		LONG-TERM LOANS		6		31,566,937,028		19,803,774,907		7,355,260,779

		LOANS FROM SHAREHOLDERS		8				1,175,842,175

		LOANS FROM CONTRACTORS		9		341,665,200

		TOTAL LONG-TERM LIABILITIES				32,871,886,288		22,910,217,385		8,930,398,048

		TOTAL LIABILITIES				34,599,826,551		23,875,818,546		13,058,462,917

		SHAREHOLDERS' EQUITY

		Share capital

		Registered (1,800,741,989)		9		18,007,419,890		14,007,419,890		14,007,419,890

		1,400,741,898 ordinary shares of Baht 10 each

		Issued and paid up,				12,158,689,890		10,080,439,890		10,080,439,890

		1,008,043,989 ordinary shares of Bath 10 each, fully paid

		Shares premium				2,772,980,886		2,317,355,136		2,317,355,136

		SUBORDINATED CONVERTIBLE DEBENTURES		7		2,739,909,442		2,739,909,442		2,739,909,442

		DEFICIT				-1,312,536,807		-615,412,243		-2,739,909,442

		TOTAL SHAREHOLDERS' EQUITY				16,359,043,411		14,522,292,225		12,397,795,026

		TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY				50,958,869,962		38,398,110,771		28,196,167,385
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Project Costs

				The SkyTrain Project

		Project Costs

						2000		1999		1998

						Baht		Baht		Baht

		Construction Costs						31,922,018,304		21,248,399,423

		Management fees						1,066,424,901		1,033,789,603

		Consultat fees						908,553,985		660,061,573

		Preliminary design fees						122,782,283		122,782,283

		Capitalized interest-loans						2,022,105,389		514,169,372

		Interest on deferred contracts payment						278,654,488		253,977,318

		Financing fees						1,096,812,142		937,690,797

		Financial advisory fees						-1,436,285,756		1,031,480,968

		Loss (gain) on exchange rate						615,412,242		-929,670,242

		Administrative expenses						597,398,904		438,213,323

		Others
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Cash Flows

		

				STATEMENTS OF CASH FLOWS

																As at 31st March

												Note		2000		1999		1998

		CASH FLOW FROM (USED IN) INVESTING ACTIVITIES

				Increase in Project Costs												-12,738,533,419		-17,842,920,734

				Decreases in advance to contractors												1,408,533,316		697,775,802

				Increase (decrease) in accounts payable												-3,347,554,613		3,336,792,328

				Decrease in advance from related parties												-363,979		-3,339,410

				Increase in retention payable												355,463,034		1,135,033,530

				Increase in equipment												-6,728,826		-1,107,938

				Depreciation												11,830,917		17,043,204

				Decrease (increase) in others												280,828,880		-47,480,379

				Net cash used in investing activities												-14,036,524,690		-12,708,203,597

		CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES

				Increase in long term loans												12,448,514,128		7,355,269,779

				Cash received from loans from shareholders												1,175,842,175

				Cash received from increase in share capital														3,716,253,840

				Net cash used in financing activities												13,624,356,303		11,071,523,619

		UNREALIZED GAIN ON EXCHANGE RATE

				Net decrease in cash and cash equivalent

				Cash and cash equivalents at beginning year

				Cash and cash equivalents at end of year

				Supplemental cash flow information:

				Cash paid during the year for

				Interest payment (all capitalised)





Earnings Statements

		

																		As at 31st March

														Note		2000		1999

		REVENUE

				Fare box revenue												477,377,320

				Less: Discount on fare price												-46,108,921

																431,268,399

				Other income:

				Gain in exchange rate												699,845,527

				Advertising and merchandising space rental revenue												31,152,647

				Interest income												1,480,289		5,138,090

				Others												11,478,819		1,878,386

		TOTAL REVENUE														1,175,225,681		7,016,476

		EXPENSES

				Cost of fare box												519,706,319

				Selling and administrative expenses												492,730,080		176,693,313

				Directors' remuneration												7,498,742		7,522,084

				Interest expenses												852,414,249

		TOTAL EXPENSES														1,872,349,390		184,215,397

		NET LOSS FOR THE YEAR														-697,123,709		-177,198,921

		BASIC LOSS PER SHARE

				Net loss												-1.15		-0.18

				Weight average number of ordinary shares												1,145.50		1,008.00

																million share		million share

		DILUTED LOSS PER SHARE

				Net loss												-1.15		-0.13

				Weight average number of ordinary shares												1,318.90		1,181.50

																million share		million share





Balance sheet-assets

				BALANCE SHEET

														As at 31st March

										Note		2000		1999		1998				Current ratio

				ASSETS

		CURRENT ASSETS

				Cash in hand and at banks								1,087,210,512		93,303,836		116,544,198				1

				Other current assets								34,550,129								0.17

				Prepaid expenses						3		6,637,651		58,881,089		149,665,884				0

				Others								7,308,727		17,571,244		22,573,750

		TOTAL CURRENT ASSETS										1,135,707,019		169,756,169		288,783,832

		ADVANCE TO CONTRACTORS												597,869,206		2,006,402,522

		PROJECT COSTS								4		49,407,033,112		37,610,277,168		25,876,084,018

		MAINTENANCE SPAREPARTS										381,604,994

		EQUIPMENT-NET										33,139,030		17,794,012		22,896,103

		OTHER ASSETS

				Refundable deposits								1,385,807		2,414,306		2,000,910

		TOTAL LONG-TERM ASSETS										49,823,162,943		38,228,354,692		27,907,383,553

		TOTAL ASSETS										50,958,869,962		38,398,110,861		28,196,167,385
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		Daily Revenue (MB)		4.75		3.97		3.67		3.85

		Average Fare (Baht)		27.74		27.33		27.03		26.66





Balance sheet-liabilities

				BALANCE SHEET

								As at 31st March

				Note		2000		1999		1998

		LIABILITIES AND SHAREHOLDERS'EQUITY

		CURRENT LIABILITIES

		Account payable				397,215,832		277,014,223		3,624,568,836

		Advance from related parties				396,034,004		396,002,009		396,366,078

		Loans from shareholders				275,245,983

		Other current liabilities

		Unearned fare box revenue				74,450,634

		Deposits on stored value tickets				14,702,130

		Accrued interest				546,153,146		260,618,855		73,068,761

		Accrued espenses				13,015,233		11,130,164		2,042,752

		Others				11,123,301		20,835,910		32,018,442

		TOTAL CURRENT LIABILITIES				1,727,940,263		965,601,161		4,128,064,869

		RETENTION PAYABLE				963,284,060		1,930,600,303		1,575,137,269

		LONG-TERM LOANS		6		31,566,937,028		19,803,774,907		7,355,260,779

		LOANS FROM SHAREHOLDERS		8				1,175,842,175

		LOANS FROM CONTRACTORS		9		341,665,200

		TOTAL LONG-TERM LIABILITIES				32,871,886,288		22,910,217,385		8,930,398,048

		TOTAL LIABILITIES				34,599,826,551		23,875,818,546		13,058,462,917

		SHAREHOLDERS' EQUITY

		Share capital

		Registered (1,800,741,989)		9		18,007,419,890		14,007,419,890		14,007,419,890

		1,400,741,898 ordinary shares of Baht 10 each

		Issued and paid up,				12,158,689,890		10,080,439,890		10,080,439,890

		1,008,043,989 ordinary shares of Bath 10 each, fully paid

		Shares premium				2,772,980,886		2,317,355,136		2,317,355,136

		SUBORDINATED CONVERTIBLE DEBENTURES		7		2,739,909,442		2,739,909,442		2,739,909,442

		DEFICIT				-1,312,536,807		-615,412,243		-2,739,909,442

		TOTAL SHAREHOLDERS' EQUITY				16,359,043,411		14,522,292,225		12,397,795,026

		TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY				50,958,869,962		38,398,110,771		28,196,167,385
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