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Lecture 16 : Feasibility study and Hypothetical project financing

Hello everyone. We will be discussing ah today about feasibility study and hypothetical
project financing. The feasibility study is a major or rather a milestone for starting any
business or understanding the prospect of any business. We also have certain case
examples we would also demonstrate hypothetical project financing that means, where
we do not have the project in hand, but we can visualize the ah the prospect of the project
based on ah certain parameters assume parameters and the cost figures that is available.

CONCEPTS COVERED

Critical issues in mining projects

Risk mitigation
Critical issues
Feasibility studies

Hypothetical project financing

So, the concepts that will be covered here in this particular lecture are certain critical
issues in mining project starting mining project, the risk involved and how to minimize
that risk, how to mitigate the risk of financing and running the business, certain critical
issues ah that means, there are certain other critical issues also related to mining projects,



then the feasibility studies and then hypothetical project financing as | was talking in the
beginning. So, what are the basic or other fundamental ah critical issues in mining
projects, especially for new mining projects.  we face a range of challenges that can
significantly impact their success. And identifying and ah the addressing of these
particular critical issues that will ensure the project feasibility that will minimize the risk
and that will promote sustainable business and sustainable development.

Critical issues in mining projects
*  New mining projects face a range of challenges that can significantly impact their success
* lmportance: Identifying and addressing these issues carly ensures project feasibility.,
minimizes risks, and promotes sustinable development,
Key categories of issues:
* Political and regulatory challenges
« Environmental and social concerns
*  Financial and economic constraints

Political and regulatory challenges

* Licensing and approvals: Delays in securing mining licenses and permits. Meeting local

employment requirements and profit-sharing agreements

*  Regulatory complinnce: Adherence to local mining laws, tax regimes, and royalty

payments.
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What are the key categories of of of the of the different issues that is related to the mining
project? Number 1 is the political and regulatory challenges and then the environmental
and social concerns, then financial and economic constants. For example, for the political
and regulatory challenges we have in different countries we have different norms and
the national policies. So, in the beginning it can be delayed. even though in our country
we are trying to make it as fast as possible, but I mean we are talking about the global
scenario, there could be delays in securing the mining licenses and permits.

And also there will be certain local employment demands, local content demand and the
profit sharing agreements that means, whether the social benefit is there or not. unless
and until you ensure these things you cannot just get a go ahead with the ah with the with
the project a proposal. We need to adhere to the local mining laws, tax regimes and the
royalty payments that is specific to that particular country. Now for the environmental



and social concern as you understand at this point of time that the mining of any project
any mineral resources will definitely cause land degradation, deforestation and pollution.
That means, we have to adopt the method in such a way that it minimizes all these things
and as low as reasonably practicable.

Environmental and social Concerns
*  Environmental impacts: Land degradation, deforestation, and pollution.

*  Community and social issues: Resistance from local communities due to displacement or loss of

livelihoods.
Climate change: Pressure toadopt sustainable practices and reduce carbon emissions,

Financial and economic constraints

*  Capital requirements: High initial CAPEX for exploration, feasibility studies, and construction.
Operational costs: Managing OPEX, including energy, labor, and maintenance costs.
Market risks: Volatility in commodity pnees affecting project profitability

*  Investor confidence: Balancing debt-cquity ratios and mitigating risks to secure financing.

\ L) '
X |
G—*} Mineral Fcononsics and Bainess Prot, Bibhutl Bhusan Mandal & Prof, Skantan

enlia

and also see that the environmental laws are followed and the rehabilitation and
reclamation has to be a part of the entire project execution. The community and social
issues are equally There will be resistance from the local communities because they will
be displaced from the area because of the mining activity. There would be loss of
livelihoods that means the income sources. So, they will definitely ask for compensation
or they may simply resist that no mining in that area.

So, we have to tackle all these things there. Then the issues related to the climate change
like pressure to adopt sustainable practices that means, to reduce the carbon footprint
carbon emissions. So, that we do not contribute to the environmental degradation
anymore. So, the process has to be designed in that way only. Then comes the financial
and economic constraints.



Risk mitigation

Strategies to nddress challenges:

* Conducting thorough feasibility studies with seasitivity analysis.

* Engaging stakcholders early and ensuring transparent communication.
* Implementing sustainable practices to meet environmental and social standards.
*  Diversifying funding sources and building financial resilience

where we require huge capital requirement. In most of the cases mining will in the
beginning will require good high initial capital expenditure for exploration, for feasibility
studies and for the construction right in the beginning. So, the operational cost is also
important here because managing operational expenditure that includes energy, labour,
maintenance cost they are high. So, this we have to manage means the financial support
has to be there. Then there is market risk there is volatility in commodity prices it could
be ah it could be a sudden change or sudden fluctuations.

So, we need to be ready with the ah the the process should be designed in such a way
that the project profitability does not go down. So, that that has to be ensured. And
knowledgeable people who handle the market risk should be employed to tackle these
things. Then the investor confidence is balancing a debt equity ratio that we will take up
in separate lectures, but the investor confidence means the people will have less risk in
investing in this. If you are asking for shares or stocks, then people should be ready to
invest in that and the balance of the debt equity ratio. This is to secure the financing for
the project. About the risk mitigation part, what are the strategies for to handle this
challenges? We need to conduct a thorough feasibility study. We will talk about this
thing and also sensitivity analysis that means, that if you are assuming certain change in



certain assumption assume parameter, how is it affecting the overall profitability of the
business.

~

‘ritical Issues and Feasibility Studies

*  Feasibility Studies: A tool for issue identification and resolution

Feasibility studies play a pivotal role in addressing the critical issues of new mining

projects by evaluating technical, cconomic, environmental, and social parameters.
They provide a structured approach to analyze potential nsks and formulate
mitigation stratcgics.

* Feasibility studies bridge the gap between identifying critical isspes and
implementing practical solutions,

* A thorough feasibility study increases project confidence, minimizes risks, and
paves the way lor successful project execution

And then we must engage the stakeholders early, right from the beginning, so that there is

transparent communication between all the stakeholders. There is no hide-and-seek game
here. We also implement sustainable practices to meet the environmental and social
standards, which we just discussed—diversifying funding sources and building financial
resilience. This is what we just talked about in the previous slide. We have summarized
these in four sentences. These are the basic strategies to address the challenges that we
described earlier. The feasibility study is a tool for the identification of critical issues and
their possible resolution.

They play a pivotal role in addressing the critical issues of any new mining project
because they evaluate the technical, economic, environmental, and social parameters we
are talking about. Now, they provide a structured approach to analyze potential risks and
formulate mitigation strategies for those risks. Now, the feasibility study also bridges the
gap between critical issues and practical solutions. This is a well-researched, written
document from which we can find out what the potential risks are and what mitigation
strategies we should adopt to handle them. So, a thorough feasibility study will definitely
increase project confidence—number one.



There has to be confidence from the investor side, from the operating people—everybody
involved, all the stakeholders—will have confidence in starting and running the project. It
will minimize the risk and pave the way for successful project execution in the future if it
is taken up. Now, this is several stages—it is not a single document. So, we can start with
a concept study, then we go for a pre-feasibility study, and then something called a
bankable feasibility study—a feasibility study on the basis of which we can get finance or
financial support. The concept study is also known as very well known as scoping study.
This is a preliminary evaluation of the mining project based on general assumptions and
parameters from similar project. That means, we know that similar projects are being
conducted somewhere, if not exactly similar thing at least certain parameters and the
scenario in which the mining is being done is common. So, we can take the data from
there. It also identifies key technical and economic factor including the target mineral
reserve, mining and processing method.

Feasibility stage

I'he feasibility stage commences once there are results from the exploration campaign,
There are three phases to the feasibility stage of a project. They are:

* The concept study
* The prefeasibility study

* The bankable feasibility study

Concept Study
* A concept study also known as scoping study, is a preliminary evaluation of & mining
project based on general assumptions and parameters from similar projects. It identifies
key technical and economic factors, including target mineral reserves, mining and
processing methods, pnuhu:llnn (lll)_:tlx‘ Ing:sm\ customer Imh:nll.ll. and cost estimates
*  With a 50% accuracy level, the concept study assesses whether a project warrants further
investigation by providing an initial analysis of capital and operating costs, as well as the

project’s feasibility
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So, the basic things the production target, logistics available, customer potential and the
cost estimates based on the data available. From there we can have a scoping study that
prima facie there is an evidence that it has some economic attraction. So, what is the
accuracy level? It is about 50 percent. 50 50, but still a positive thing that means, with
much detailed study now we can the project now warrants further investigation by
providing the initial analysis of the capital and operating cost.



So, the project feasibility can be further studied based on the scoping study initial study.
Next comes a pre-feasibility study that requires further drilling that means, for the
borehole in order to define the grade and tonnage with full confidence of the mineral
resource and further technical studies to evaluate the mining project itself. So, the basis
for any further project development is a valid ore reserve and geological information that
needs to be confirmed before any work can proceed because unless we know the extent
of the ah deposit, depth, characteristics, grade and size and shape everything we cannot
make a proper over reserve estimate.

Prefeasibility study
*  The prefeasibility study involves further drilling m order to define the grade and tonnage
of the mineral resource and further technical studics to evaluate the mining project.

Fhe basis for any further project development is a valid ore-reserve and geologreal

information needs to be confirmed before any work can proceed.

*  Mineral test work has been completed to develop mine design parameters.

*  The step following the establishment of the ore-reserve is the development of o

production schedule, which takes into account the reserve tonnage and market demands.

»  The production rate showld be Righly significant, as it determines the mine life, capital

costy and operaling costs of Ill('pl'lﬁ,,‘n‘t'l
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And when you are when the testing part is involved some processing is involved then the
mineral test work should have been completed. at this stage to develop mine design
parameters. And the step following the establishment of the ore reserve is the
development of a production schedule. Now, if | mean what are the what method you
are adapting, what is your reserve and the basic infrastructure required from there or the
machines that you want to deploy Then you can make a production schedule year by year
every 5 years and then year by year you can just go on making a production schedule.

and that will take into account the reserve tonnage and of course, the market demand if
you are producing too much you cannot sell it. So, depending on the market demand and
what you have as a reserve and the technology that you are adopting you can make a
schedule which is realistic and which is possible. Now, this production rate should be



highly significant as it determines the mine life also because if you are depleting it very
fast the mine life will be shorter. And and depending on the production rate, it will also
demand for the capital cost involved and the operating cost involved for running the
project. Now, if the pre-feasibility study a typical pre-feasibility study ah should contain
the information and analysis of around say 25 percent or so.

That means, it is very in the beginning itself we have the ah basic data, but it is ah
investigated properly to take care of this following points. Number 1 the resources and
reserves available, mining method and production areas. Then the processing method,
what mineral processing or beneficiation you want to adopt. Mine infrastructure like
water supply, power supply, site civil structures, how do you manage the mine waste,
where do you discard the dump and discard the waste materials and tailings. It is a huge
costly thing, tailings management, ah the tailing dam, transportation of tailing, the ah
embankment and maintenance.

Prefeasibility study

*  Atypical prefeasibility study should contam information and an analysis in the following arcas to an accuracy of 25%:

Resources and reserves

*  Miming method and prodiction areas

¢ Processing method
Mime sufrastructure. water, power, sife civils
Mirme waste management. discard dumps anmd tatlings
Mine logistics—mine to market
Human resources planning
Emviranmental and commumiy considerations

*  Capital and operating costs

o {0 econonnic ll"nﬂ'l 5SS

* A risk managemens plan
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Mine logistics, mine to market, what transport facilities are you adopting? Then human
resource planning, the deployment of manpower in different shifts, in administration, in
workshops, in safety, and everywhere. So, all the human resources planning is to be
detailed now. The environmental and community considerations are equally important, as
we have talked before, but the important part is that it has to be a written document. The



capital and operating costs involved in all these processes, then you go for an economic
analysis, then a risk management plan to reduce the risk involved in the project.

The mining company will engage independent consultants to conduct the preliminary
studies in the above-mentioned fields. So, usually, the company will engage some
consultants, and they will conduct the preliminary studies. The tested method that
investors use to analyze the potential success or failure of a project is the cash flow
analysis. That means, we will also have our professor Patil talking about or teaching this
part, the net present value. or IRR and payback period for the project.

Prefeasibility study

The mining company will engage independent conyultants to conduct

preliminary studies in the above-mentioned fields

I'he tested method that investors use to analyse the potential success or failure of
a project is the cash flow analysis that is summarised in Net Presemt Value

(NPV), Internal Rate of Return (IRR) and Payback Period

If the project is financially atteactive, it has a positive NPV and meets the JRR

hurdle rate set1 by the investor, which is usually greater than 20%
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So, at this stage, the document will definitely take care of the analysis that evaluates the
project, depending on the net present value, and find out the internal rate of return and the
payback period when we can expect the payback. If the project is financially attractive, it
has a positive net present value and it meets the IRR hurdle rate set by the investor. Now,
the feasibility study is much more detailed; it will refine all the assumptions and design
parameters from the pre-feasibility study. So, in the pre-feasibility study, there could be
some doubts or a larger margin of error.

But here the technical and financial feasibility will be within only a 10 percent margin of
error, within 10 percent margin of error. So, like the error was 25 percent in case of, say,
a pre-feasibility study, but here we have a 10 percent plus-minus margin of error. So, an
extended drilling campaign provides accurate geological information. That means now



we are going to get much more detail, and this is final for preparing the mining plan or
the detailed feasibility study report.

Feasibility Study

* A feasibility study refines assumptions and design parameters from the prefeasibility study,
ensuring technical and financial feasibility with a 10% margin of ermror.

* An extended drilling campaign provides accurate geological information and mineral
grades, allowing reserves to be classified as measured mineral resources and boosting

investor confidence

*  On-site pilot plant trials gather technical data for mining and beneficiation, while specialist

studies assess the project's social and environmental impacts.
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This is to have a detailed plan inside the mine—how it will be done—that is why you
need all the information required about the deposit and the geology, geotechnical
information in detail. That will also boost investor confidence because now you are
giving them a detailed idea about the project and its viability. So, any person who is
competent to scrutinize the document presented by the company for the purpose of, say,
market investment or to attract investors, they will be able to understand from the
document presented by the company, and of course, that will boost investor confidence
because the risk will be less. On-site pilot plant trials should have been completed at this
stage for the mining and beneficiation part. And the specialist studies to assess the
project's social and environmental impact by the experts should have been done at this
stage.

So, in-house and external consultants will again conduct detailed research on mining,
beneficiation, marketing, infrastructure, transport, and human resources to project to
ensure that the project is viable. That means it is a complete document for the purpose of
taking up the project for execution. At this feasibility stage, the host government should



approve the mineral licenses. That means you should have the mineral license with you
based on agreements about local content, tax, royalty, all these things.

Feasibility study

* During the feasibility stage, the host government must approve mineral licenses based on
agreements about local content, taxes, royaltics, and profit sharing. Companics may offer
equity stakes to the state to gain political support and mitigate risks. Unacceptable political
risk may halt project progression

* Refined data is used to recalculate the Net Present Value (NPV) and Internal Rate of

Return (IRR), Sensitivity analyses are conducted to evaluate the mmpact of fluctutions in
commodity prices, production rates, revenues, costs, inflation, and inferest rates

* All project data is integrated into a bankable document, which s audited by external
consultants to validate conclusions, This document is eritical for obtaining project
financing,

*  The mining company determines a gearing ratio and spproaches lending institutions for

financing, Banks assess project risks using in-house expertise
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And refined ah data now we are talking about the refined data that means, much more
sophisticated, much more ah research data ah will be used now to recalculate the NPV
and the internal rate of return that is IRR. sensitivity studies will be conducted to evaluate
the impact of any fluctuation. That means, if there are 7 parameters critical parameters, if
you change by 10 percent or 2 percent ah depending on the the characteristics of that
parameter, then how it is impacting the overall viability of the project. Say how it is is it
ah affecting the ah project if there is fluctuation in commodity price, production rate,

revenue, cost, inflation and interest rate. If you test all these things you can see what is
the range of the impact and understand the risk involved that whether it can at any time
go to the range or not.

So, all this project data is integrated into a bankable document which is audited by
external consultant to validate the conclusions this is very important that you are getting a
an independent ah comment opinion by a third party. And, then only it becomes
validated document. The document is very critical for obtaining project financing. The
mining company also determines a gearing ratio and that they will approach the lending
institution for financing. And, this bank then if you are approaching the bank, the banks



will assess project risk using their in-house expertise before lending the amount to the
company.

Hypothetical project feasibility based on similar project data
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Mining Cost  Rst 1706 1591 1873 1978
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Overheads
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distribution
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Finance
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Total Cost Rst 4200 4347 4954 44875 5675 5992 10,285

Long term Revenye (Prico Forecastng)
Qparating Cost

Gross margin

Taxes atc

Net profit and viability
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We will take an example from here. We said that we can bank upon the existing data that
is available, from there you can imagine what is the trend of the data and you can forecast

with reasonable assumption that this will be the figures when | am going to do mining in
future. For example, a company has a similar mining data from another mine like the
mining cost, if you look at this rupees per ton from 2015-16. You can see a trend
fluctuating, but there is a clear trend here and administrative overheads

Right from 406 to say 733 in 2021-22, there is again a trend. There are fluctuations, but
the trend is very clear. Similarly, in the selling and distribution overheads, we also have a
clear-cut trend, and there is a sudden rise between 2021 and 2021-22—there is a sudden
change. So, that means we can expect that these things in future also, and then we can
find out a trend through trend analysis and assume these figures for the purpose of a
project which is hypothetical in nature and does not exist. But if we assume that these
figures are to be taken for a scoping study in the beginning, then

So, we can take this data and try to visualize the viability of a hypothetical mining
project. So, if you have the market price of the commodity that you are going to sell,



from there, you can develop a cost-price forecasting model. So, you can find out what
could be our expected revenue—long-term revenue for 10 years or by a trend analysis
with some margin of error. The operating cost—estimated operating cost—from there,
using the capital cost and other figures, you can find out the gross margin that you can
have.

Hypothetical project financing

Hypothetical project financing refers to the conceptual structunng and evaluation of
fnancing strategies for a proposed or imaginary progect
It 18 often used as o learming ol or for scenano analysis 1o understand the financial

implications and nisks associated with project development,

Puarpose: To explore potential funding sources, cost structures, and financial models

without the constraints of an actual project

Example: Assume there s a project that entails a financing of an opencast coal project
Exploration and the feasibility study have been completed, the project has o mining
licence and there is an offtake for the thermal coal, Mining business case 18 explained in

the following slides:
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Now, if the tax and royalty that you are supposed to pay to the government—all kinds of
taxes, including income taxes—from there, you can project, with some margin of error,
the net profit and the viability of the project. Once you see that it is quite positive in
nature, then only you go for the detailed feasibility study. So, the hypothetical project for
financing will give you what the study of the hypothetical project feasibility will give
you—an idea whether to go ahead or not with the data available and do some trend
analysis based on the database you have in hand. So, this is nothing but a conceptual
structuring and evaluation of financing strategies for a proposed or imaginary project.

If 1 want to invest in this area or country, then what could be the viability? So, in the
beginning, it is quite vague in nature, but with the assumption that | am going to take this
lease where | have this kind of material or ore body with some proof or data from the
internet, and then if 1 am going to invest there, what could be the valuation of the project?
So, that can be done through hypothetical project feasibility studies. It is often used as a



learning tool or for scenario analysis to understand the financial implications and risks
associated with the project development. What is the purpose of this kind of thing?

To explore potential funding sources, cost structures, and financial models—that means
you are assuming that you are going to invest in this kind of project. So, in that case,
what would be the viability, and what could be the financial models, and what will be
your potential customers? Everything can be visualized based on a hypothetical project.
So, assume there is a project that involves financing an open-cast coal project, and the
exploration and feasibility study have been completed. The project has a mining license,
and there is an off-take for the thermal coal—that means there is a demand in the market
for thermal coal, which means the supply of coal for power generation. So, the mining
business case is explained.

Item Description

Project stage Mine design, Opencast coal mining project
Location Alncn, Distance to nearest town: 25 km

Holding compuny owns 70% of the Mine

Corporate structure
FRATRES Y Local partner owns 10% of the Mine

Thermal coalfield
Geology Bituminous coal
2 senms: | seam (3 m) and 2 seam (2 m)

Exploration Major muning company drilled 30 holes

Resources: 50 Mt
Mineable reserves: 20 M1
Mining method: Op 1. truck, and shovel
Production parameters: 2 Mipa ROM
Stripging rutho: 211
Mining Geological loss: 5%

Mining loss: $%

Life of mine: 10 years

Miniag contractor operotion

Resources nnd reserves
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Now, in a few slides, we will try to see the business prospects of the hypothetical project.
So, at this project stage, the mine design Imagine that we are going to have an open-cast
coal mining project, and the basic design and extent of these things can be assumed. The
location is Africa, and the nearest town is about 25 kilometers away. The corporate
structure: the holding company owns 70 percent, and the local partner has 30 percent of
the mine. For example, the geology is a thermal coal field—bituminous coal—with two
seams, and some data is already available.



major mining company drilled 30 holes that means, we have the borehole data for the
purpose of modelling geostatistical modelling an estimation of the total reserve available
where they are what are the rocks in between what are the partings between what are the
thickness of the seam all these things can be understood by this data which is available.
Now the resources estimated is 50 million ton, mineable reserve is 20 million ton. So, the
mining method here we have assumed that it is an open cast, we are using track and
shovel. So, we are assuming in the beginning that we will produce only 2 million tonnes
per annum ROM and stripping ratio here is 2.1, geological loss and mining loss all this is
assumed and mineable reserve being 20 million tonnes and production parameter is 2
million tonnes per annum. So, we are assuming that the life of the mine will be 10 years
and we will be engaging contract based mining operations.

Mining feet supplied by contractar:

« 8BS texcavators (219,60 - £26.13 crare)

2« 40200 ADT trucks (35227 - T83,63 crove)
« Prilling machine (38.71 - 22613 crore)

« Dopers D10 (R17.42 - 834,84 crore)

* Cirnder (22,61 « 8436 crore)

[P

Mioc equipseont * Froat-eod Joaders {3696 - 13,93 crore)
1 » Explosive truck (2174 - 33 48 crore)
1 » Water tanker (2087 - T1.74 croce)
1 » Diesed bowser (20,43 « $0.87 crare)
Utility equipement: 4 » 45 service vehicle, crane, mobile lighes (8523 -
10,45 croce)
Processing plant;
Crushing
Processing Scroening

Dense mediam sepamition
Process plant outsourced to a coptrictor

Mimeshie reserve: 20 Mt
ROM/ansune 2 Mipa
Strpping ratio; 2:1

Production parameters Goological losses: 5%
Mining losses: 5%
Yield: 70%
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So, the mining fleet that will be required that from there we can find out what what other
we can assume that this will be required for producing that 2 million tons per annum.
So, the detail you can you can assume the ah the number of machines that will be
required, what machines you require, what are their present market cost that you can find
out easily. and and then from there the cost or the capital cost will be calculated. Now,
here we are assuming that the process plant will be outsourced to a contractor. So, the the



the the contractor will charge per ton of of the crashing and screening or dense media
separation of the coal and will be paying directly.

Item Description

Mine infrastructure to be developed
Mine secess road
Upgrading of rilway siding
Waorkshop
Infrastructure Pollution control dam
Electrical mfrustriscture: Substation $ MVA
Slimes dam/co-disposal system
Mine workshop
Mine oflices

The conl mine will produce export grade coal:

Product: Export grade coal

Yield: 600CV (MJkg) 25

Volatiles: 24

Ash: 16

Sulpbur: 0.8

Key financial isdicators:

CAPEX: Rs. 264 Crores

OPEX: Ry, 1740%0n

NPV (10%): Rs 218 Cropes, IRR: 25%, Paybuck penod: 4 years
Rs. 190 Crores to fund the development of the mine. Rs.70 Crores
oquity capital available

Products

Financial

Funding requirements
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So, we are not installing anything, we are actually asking a contract to and operate the
plant. So, we will be paying him part ton of coal not anything else. So, that figure is not
added here we can add a figure which is available ah ah from also from different
sources. Now, the production parameters as | said ah these are the product the basic ah ah
production parameters and the infrastructure required will be the mine infrastructure mine
access road

The upgrading of railway siding for transportation of coal, workshop, pollution control
dam, electrical infrastructures, and all these things—this lime dam, core disposal system,
and then mine workshop, mine offices—these things all infrastructure from there you can
find out the cost of these infrastructures, approximately cost. Then these are the
productions of product in what coal, what type of coal, what is their calorific value, what
is the volatile matter, ash content, sulphur from the samples. The financial aspects are the
capex required from all the things that we have said earlier that will be requiring some
260 crores. And the operational expenditure is estimated to be 1740 rupees per ton, say.
From there and the parameters involved, we can calculate the net present value using the



10-year production schedule over the period of life of the mine at 2 million tons per
annum,

I'he sharcholders of the coal project decided to apply for Project Finance with a commercial bank, as all criteria for project

finance were achieved, the following table explains the Project finance for this coal project for a amount of $22 million

Item Description
Londer Commercial Bank
Borrower Holding company

Holding company: 70%

Sharcholders
Local partner: 3%
Sponsor Holding company
Obligors Local partaer, and the spoasor jointly
Senior debt facility
Facilithes
Standby debt facility
Rs. 174 Croves 10 fund the capital expenditme
Senfor debt facility 2

of the project
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So, every year how much you are going to invest, how much you are going to get as
return. So, the cash flow depending on the cash flow, we find out that the NPV is rupees
218 crores, the IRR is good enough at 25 percent, and the payback period is 4 years only,
4 years. So, the funding requirements we need 190 crores to fund the development of the
mine in the beginning, and rupees 70 crores equity capital is available. Now, the lender
we are approaching, we will approach a commercial bank. The borrower is the holding
company, the shareholders holding company 70 percent and the local is 30 percent as we
said.

The sponsor is the holding company, and the senior debt facility is rupees 174 crores to
fund the capital expenditure of the project. Now the standby debt facility that we need is
rupees 17 crore to fund operating cost overrun or say working capital. So, this much
should be available as a standby. The interest rate is as usual the base rate plus some
applicable margin that is set by the company. This is a part of the contract that the default
interest rate is the interest rate plus 2 percent.



Interest payment you have to pay quarterly and then capital is to be paid quarterly
commencing 36 months from the financial close. So, in the beginning you are getting
some kind of relief after that you start paying the interest, but if you want to voluntarily
prepay that means you have money. you are earning. So, what do you have you have
taken a loan from the bank. So, you want to prepay to close the loan.

Rs. 17 Crore to fund opernting cost overruns or working
Standby debt fucilicy
capital shortfalls

Commitment fees 1.5% per anoum
The sum of!
Interest rate The base rate; and

Thw applicable margin
Deofault interest The interest rate plus 2%
Interest payments Quarterly

Capital i 10 be repand quarterly commencaing 36 months
from financial close

Voluotary prepayment penalties Vol ¥ prepay ts all J subjoct to a 2% penally

Principal repaymenty
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So, but then it will be allowed, but there will be a 2 percent penalty. This is very common
in case of a housing loan also it prepayment also in many cases when you take a loan you
cannot do a prepayment there will be penalty that this could be a clause in many many
this term loans. Now these are the mandatory prepayments you can see from the list and
the project account, the bank account for the project, proceed account, debt service
reserve account and distributors account. These are ah standard account that we have to
Now, the borrower shall establish a debt service reserve account with the lender.

So, the balance should be there for next 6 months capital and interest payment because in
case you default then the bank will take money from that account that means, that balance
has to be maintained there. Now, what we understood from what we discussed so far is
the importance of the scoping, the feasibility and the feasibility studies. Also we have an
imaginary or hypothetical project and the basic data based on which we can imagine we
can find out the prospect of the project and based on the requirement of the capital



expenditure and operational expenditure. a basic idea | have given then what could be
the source of fund for starting that project. We will take up this matters also in details in
the following ah lectures.

The bender may request prepayment of the cilitles in certain
Instanges:

- Change in contyol of any obligors

» Sathe of all or substantially all nssets

- Receipt of matenal msurnce proceeds by obligors

- Performance undor finunce documents becomes illegal

Mandatory prepayments

Bunk acconmts for the project:
- Procesds necount

+ Debt service reserve account
« Distezhutions sccount

Project accounts

Borrower shall establish a debvt service reserve accomnt with the
lender:

« Baksnce must equal next 6 moaths' capstal and mieres)
pavients

- Account pledged us security and used foe delst service
shortfalls

Dbt service reserve sccount
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Ah, you can go through the Mining Capital Methods, a very good book—Best Practices
and Case Studies by Michael Segar. It is a very good book for mining, financing, and
capital methods. You can study this; it can be downloaded from the internet also. Thank
you very much.

REFERENCES

*  Mining Capital Methods, Best Practises and Case Studies by
Michael Seeger, Springer







