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-I-HE completion of the NIFT I £363m
financing in May 1998 represents 2
significant milestone for financing
nsw private investment in the UKs rail
network subsequent to its privatisation m
1995/1996. It also illustrates the uss of
securitisation as an adaprable. efficient
and deliverable financing solution thar is
capable of facilitating the investment
required by the secror. The financing is of
particular interest in that if involves a
number of new features which have not
been included in previous securitisanons
and it also includes a number of other
complementary aspects {0 provide an inte-
orated finaneing.

Qvarview

The transaction invelves financing the
purchase by Ponerbrook Leasing
{‘Porterbrook’) of six fleets of new pas-
senger wains, which on delivery will be
leased to six train operating companies
(*TOCs") for terms between four and 13

years, The mains will be built by two man--

ufacturers — Ad Tranr and GEC Alsthom
= and are scheduled for delivery from
1998 with the last unit being delivered in
the middle of 2000. The manufacturing
and  supply  conrracis  between
Porterbrook and the manufaciurers
require that stage payments be made at
various contract milestones. These can be
divided into pre and post delivery and
acceptance payments. The financing con-
sequently incorporaies two separaie ele-
ments: a £273m 14 year semor subordinat-

#d securitisarion secured on the expacted

future lease cash flows from the TOCs
(and successor TOCs) — see chart ! - and
a £90m revolving corporate loan to
Parierbrook Leasing Limited 10 finunce
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pre delivery stage payments, In addition
the transaction can be segregated into two
separate elaments. The first element
involves the structuring and releass of the
proceeds of the note 1ssue dunng the man.
vfacturing phase of the transaction. The

second element involves determining the

financing/eredit enhancement structure
and relatad amounts which are primarily
based on the cashflows that are expected
after delivery of the units.

Porterbrook is one of the three rolling
stock leasing companies (‘ROSCOS7)
ssmablished by the Fovamment as part of
the privatsation process, Each ROSCO
owns approximately a third of the UK's
passenger rolling steck. the stock is leasad
1o the 25 TOCs who Operate wain services
on specific seographic routes, Porterbrook
was sold 1o 115 management in January
1996 and subsequently purchased by
Stagecoach Holdings ple, the diversified
wansport group. in August 1996,

Structure

The transaction structure involved tha
establishment of New Investment for
Trains I, & whelly owned single purpose
bankruptey remaote  snbsidiary  of
Stagecoach FPorterbrook (the Porterbrook
helding company) and a sister company
of Porterbrook Leasing. The financing is
non-recourse  to  Porterbrosk  and
Sragecoach Heldings ple (the ultimare
parent company), The principal features
of the mansaction structure are set out in
chart 2.

Ag closing. substantially all of the pro-
ceeds of the FRNs issued by NIFT [ were
lent to Porterbrook by NIFT 1 under a
secured limited recourse intercompany
lean. An imporant featurs of the security
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1— AMOUNTS RAISED BY NIFT 1

Amount

£110.00m
£61.358m
£53.80m
£2500m
£23.00in*

£273.156m

Financing

Senior loan facility

Class A FRNs

Closs B FRMNs

Class C FRNs
Subordinated loan focility

Provider

* EIF guarantees £16.00 millian of the subardinated loon.

grantad by Porterbrook under the inter-
company loan is that it facilitates the
appointment of an administrative receiv-
er to Porterbrook in the unlikely evant
that Porterbrook were to become insol-
vent. Such an appointment would facili-
tate lease rentals connmung to flow to
NIFT I {via the intercompany loan) to
the extent that rentats are received from
the TOCs.

Completing the entire finanang prior
1o delivery of the trains provided
Forterbrook with the certainty of financ-
ipg it required. The terms of the inter-
company loan are similar to the terms of
NIFT 1 extemnial obligarions. The senior
ioan facility provided by EIB will be
drawn by NIFT I in two instalments dug-
ing 1999, the proceeds of the facility
will be lent to Porterbrook, nnder the
intsreompany loan, and deposited in the
Prefunding Deposit Account ('FDA’).
Amounts under the subordinated facility
are drawn on a pro-raig basis when
withdrawals are made from the FDA
and applied in an identical meanner to
withdrawals from the PDA. '

Forterbrook may make withdrawals
from the PDA to make eligible stage
payments to manufactursrs and in cer-
tain circumstances (o repay certain
drawings under the Porterbrock corpe-
rate facility. Stage payments may only
be paid from the PDA subject to satis-
faction of certain conditions which
include that the relevant unit has
obtained its acceprance certificate and
safety case and that the TOC has
become obliged 1o pay rental in respect
of the unit.

Assefs

The agsets over which NIFT I's various
creditors have security (which is held for
the benefit of all stcured ereditors by the
Security Trustee) are primarily the
expected lease cashflows that Porterbrook
is due to receive under the Jease agree-
ments for the new rrains it has with six

The requirement to
finance transpert and
infrastructure projects
across Europe is not in

doubt.

TOCs and any successor lease agres-
ments untit all of NIFT I's eutstanding
debt has bren repaid. A principal differ-
enee o earlier rolling stock lease securiy-
satiens is that none of the TOC oblige-
tions to make lease payments are guaran-
read by the UK government. The six

. TOCs are London, Tilbury & Southcnd,

South Wast Trains, Garwick Exprass,
Midland Mainline, Scotrail and Chiltern.
In addition, certain leases in respeet of
Porterbrook's existing rolling stock were
included. Coliectively the TOCs have
geographic diversity and ars not reliant
on one type of passenger.
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European |nvestment Bank
MNeda investors

Mote nvesiors

MNote invesiors

UBS/European Investmert Fund

The lezses all provide for a fixed
amount of cepital rénral paid monthly in
advanee that js an unconditional obliga-
tion of the TOC onee a relevant ynit has

_besn accepted. The ‘hel] and high water’

nature of the leases limits rights of set off
by the lasses. The lssses is responsible for
the maintenance of the unit. The leases
rerminate at the end of rhe particular
TQC's franchise. Four of the TOC fran-
chises expire in 2003/4, whilst the fran-
chises for London, Tilbury & Southénd
and Gatwick Express expir¢ in 2011, As a
result of thic, certain assumptions were
made as W the timing and level of rentale
that could be sxpecred to support the
wansaction in respect of the leases that
expired prior wo the final mawgity of the
sacuritisation.

In addition o the conwacted and uncon-
tracted expected future lease cashflows,
Porterbrook has also granted secunty aver
the actual trains. In the unlikely event that
the mains were ever sold, the proceeds of
disposal would be applied (subject 1o te
order of priority) 1o NIFT I debt obliga-
tions. The trains represent a mix of diesel
and elecrric multiple units. These have 2
flaxible rowre foorprint that allows them w0
be deploved over a wider section of the
UK perwork than has historically been the
case, These types of trains ziso form the
core of the UK's passenger relling stock.

Financing and credit
enhancement

The amount raised by NIFT I via the
varions floating ratc debt instruments
represents the value of the expecied
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2 — THE STRUCTURE OF THE TRANSACTION

Stagecoach Heldings plo

Stagecoach Portarbrook Lid

Proceeds

NIFT! plc

Inter Company Loan

Class ABC
FANS Lean
£140m £23m

lease income until the maturity of the
transacrion based on certain oriteria relae-
ing 10 defaults, release levels and timing
of the delivery of the units, The division
of risk via wanching of debt nstruments
enabled 2 number of pricing efficiencies
to be acluaved. .

Porterbrook receives fixed amounts of
rental every month and so the interest
rate cxposurs created by having floating
rate Habiliries is eliminated via an inter-
sst rate $wap which provides NIFT I with
fixed rate borrowing (which is replicared
under the intereompany loan).

The loans and notss fully amorise (but
at varying rares at varying times depending
on the ranking of the obligation) during the
life of the transaction. The amortisation
schedule for each class is fixed ar closing
of the transaction, All ameunts paid @
NIFT 1 under the intercompany loan by
Porterbrook are applied to mest NIFT I's
obligations under a strict order of priority
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Ponerbrook Leasing Lid
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Franchise

Diractor
Diract
Agreaments

StagePayments Sy T T

Adtranz &
GEC Alsthom

£16m
guarantee of tha
NIFT ! subordinated
loan

such that ameunts can oniy be paid
lower ranking obligations once amaolnts
dua under the higher ranking obligagons
have been met.

Conclusion

The undouhbted succsss of the transaction
should be judged on a number of criteria.
From the investors’, standpoint, the
financing was well received in the mar-
ket with strong interest in all of the
classes of notes. This was based on 2
strong credit and identifiable risks con-
taiped within a clear capiral structore.
For Stagecoach, the ransaction achicved
all the primary goals of certainty of
funding at an atractive all-in price on 2
non-recourse basis.

The transaction provided Stagesoach
with committed fixed price 1erm financ-
ing prior to delivery of the underlying
assers. Such certminty of long-term

TOCs

- London Tiloury
& Southend

-South We

- Midlandg v

- Gatwick Express

= Seotrail

- Ghiltem

« Exigting L

financing at an ¢arly stage is a very
jmportant feature, especially when con-
sidering the level of capital expenditure
being undertaken by its Porierbrook
subsidiary. The overatl flexibility aad
cost of the Hrancing compared to alter-
pative funding technigues was also an
important and atractive aspect. The
inciusion of EIE and EIF for the fivst
fime in a securitised transaction was
another important and very positive fac-
tor for both Stagecoach and investors.

The requirement to finance ransport
and infrastructure projects 2cross
Europe is not in doubt and the NIFT I
transaction i illustrative of secusitisa-
tion's ability o finance, in an efficient
and flexible manner, these types of pro-
jects. Tt seems more than likely that,
given the benefits it provides, secuntisa-
tion is here to stay as a financing tech-
nique for transport and infraseructure
projects in Europe, 5
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