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“Standard & Poor’s opinion on the ability and willingness 
of an obligor to meet its debts as they fall due, or the 
ability and willingness of an obligor to respect the financial 
terms of a particular debt security or other financial 
obligation.”

What is a  Standard & Poor’s Rating ?
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What a Rating is NOT…

A rating is  not…

•A recommendation  to  purchase, hold or sell  
securities

•An audit

•A certification 

• An opinion on how ‘good’ or ‘bad’ an obligor is.
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Long-Term Debt Rating Scale … as applied to Issuers

AAA* Highest Credit Quality **

AA

A

BBB Investment Grade

BB Non-Investment Grade

B

CCC

CC

C

SD/D Debt in Selective Default / Default

* “+ and -" apply from AA to CCC. 
** Full definition can be found in S&P criteria books.
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Default Risk by Rating

Source: S&P’s Global Fixed Income Research Chart 15

Cumulative Default Rates 1981-2007
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Borrowers/Issuers

• Enables capital 
structure to be 
optimised

• Broadens lender base

• Determines cost of 
funds in public market

Investors

• Independent 
assessment of credit 
quality of entity and 
specific issue

• Enhances secondary 
market liquidity

Intermediaries

• Key consideration for 
structuring and 
pricing transaction to 
sell

• Allows approach to 
wider group of 
Investors

Benefits of Ratings in the Marketplace
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What is a project?
• Standard & Poor’s defines a project company as a group of 

agreements and contracts between lenders, project 
sponsors, and other parties that creates a form of business 
organization that will:

– issue a finite amount of debt on inception

– operate in a focused line of business

– ask that lenders look only to a specific asset to generate 
cashflow as the sole source of principal and interest 
payments and collateral.

• Social Infrastructure projects e.g. U.K. PFIs for schools, 
hospitals, accommodation etc.

• Economic Infrastructure projects e.g. toll roads etc.
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Project Risk Analysis

Project Level Risks

Transactional Structure

Sovereign Risk

Credit Enhancements
Business & Legal 
Institutional Risk

Competition

Technology, construction,
operations

Contractual
Foundation

Counterparty
exposure

Financial 
Risks
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Risk Factors Associated with PPPs

• Construction Risk – exposure to contractors, limited third party 
support etc.

• Operating Risk - long-term concessions – 25, 30, 35 years plus 
with maintnenace and asset lifecycle risk exposure (even the 
“oldest” PFIs are only 9 or 10 years into their concessions……)

• Demand Risk – relevant for volume related projects such as toll 
roads etc.

• Financial Risk – aggressive financial structures (e.g. 90/10 
debt:equity with low debt service cover ratios e.g. 1.20x)

LONG TERM ASSETS WITH LONG TERM CONSIDERATIONS
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PPP Construction Risk

• Completion of literature & internal review

–Key issues used to design our on-line survey
• On-line survey

–Preparatory work
No ‘standing email list’ of PPP sector participants

– Create our own (advertise survey and ask people to register)

319 PPP professionals registered

–Survey proper
Different questionnaires for different professions

Survey responses…
– 161 responses
– 22 countries
– Bankers, advisors (financial/technical), lawyers, construction companies etc.
– Average sector exposure =  6 - 7 years
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Initial Construction Research Results

4 Questions

• Do PPPs work?

• Are some asset classes more reliable than others?

• What are the reasons behind construction-phase 
distress?

• How can we use the research results?
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PPP Construction Track Record
• “It depends…” – on what??

– Adequate definition of the technical solution required
– Adequate definition of contractual obligations
– Performance incentives
– Sophistication of the public sector 
– Political interference
– Experience of the private sector 
– Project management
– Clarity regarding changes
– Efficiency of existing procurement 
– Policies to avoid extended negotiation 
– People

“Too soon to say”
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Hospitals?

Accommodation?

Roads?

Transit?Schools?

Tunnels?

Type of PPP likely to encounter construction problems?
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• Limited evidence of any positive correlation between

asset class, and

exposure to/experience of construction budget/schedule risks

–Many respondents actually cited/inferred zero 
correlation

• Responses concentrated on the nature of construction obligation

Type of PPP likely to encounter construction problems?
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• Construction works reliant upon/exposed to:

– New technologies
– Very large or highly technical requirements 
– Changing legislative environments
– Hurried scope-of-works
– Aggressive scheduling
– Limited detailed design
– Multi-site programmes 
– Linear construction sites
– Weak contractors
– Skilled trades
– Legacy issues
– Multi-party interfaces
– Incomplete permitting
– Complex project phasing

Type of PPP likely to encounter construction problems?
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Project Specific Analysis

• Survey Response

–102 separate projects identified by name and 
jurisdiction

–Respondents identified whether problems with 
any of the following occurred in each project:

Construction Budget

Construction Programme

Construction Specification
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Overall project disaggregation
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41%

Cont.Budget Const.Schedule Const.Specification
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Disaggregation by Asset class
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Project Schedule

• Stated Reasons for delay

– Contractor financial difficulties

– Contractor performance / experience

– Ground conditions

– Number of construction interfaces

– Variations/Rescoping

– Access

– Permits

– Technology risk

– Specification
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Preliminary Research Output: The Construction Risk Index
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PFI/PPP Rating Trends

PFI/PPP rating so far...
1996: Two U.K. PFI transactions rated publicly

2007: About 200 PPP deals assessed in Europe either for public 
capital markets issuance or for participation in CDOs

... But significant weaknesses:
- High leverage
- Low debt service coverage
(DSCR)
- Single-asset nature of projects.
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Thank You



25.
Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.

Contact Information

Lidia Polakovic
Senior Director & Team Leader

Project Finance and Transport

Infrastructure Finance Ratings

Tel: + 44 207 176 3985

Email: lidia_polakovic@standardandpoors.com
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Analytic services and products provided by Standard & Poor’s are the result of separate activities designed to preserve the independence and objectivity 
of each analytic process. Standard & Poor’s has established policies and procedures to maintain the confidentiality of non-public information received 
during each analytic process.

www.standardandpoors.com
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