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The Funding Challenge – Who is Bridging the Gap? 

• Europe faces enormous infrastructure investments estimated to be of 

EUR 1.5 trillion to EUR 2 trillion to meet the policy goals of the Europe 

2020 Strategy for smart, sustainable and inclusive growth but…  

• … traditional lenders are under severe economic pressure and market 

is struggling to find a structure that meets both equity investors’ 

requirement and investors’ demand for lower-risk bond.  

• So who may bridge the funding gap: 

– The rise of alternative financing in infrastructure - New investors have 

entered the marketplace ( for instance Blackrock) or stated their interest 

to do so 

– Capital Market Issuance: various initiatives have been put in place (EIB 

project bond initiative, UK Guarantee scheme, etc.) to support senior 

debt to meet investors’ rating preferences. 
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The Rise of Alternative Financing 

• Just under $100 billion was raised in the global project finance loan 

market in 2012 – down from $159 billion in 2011 

– Traditional lenders (banks, governments) are under severe economic pressure.  

– New investors have entered the marketplace (Blackrock etc.) 

– Experienced participants have set more ambitious fundraising targets 

• In the U.S., a quarter of all project lending last year came directly from 

alternative sources - with MENA and Asia Pacific, following a similar 

pattern. 

• In 2012 over $20 billion in infra debt involved alternative funding 

sources (Shadow Banking) 

• Should this trend continue, we anticipate more than $25 billion of 

project finance debt will sourced from the shadow banking sector in 

2013. 
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What is Shadow Banking? 

• We define shadow banking as the system of finance that exists 

outside regulated depositories, commercial banks, and publicly 

traded bonds 

• Typically, shadow banking participants differ from traditional banks in 

three important ways: 

– They do not usually operate under bank regulatory supervision; 

– They do not normally benefit from capital support; and 

– They do not benefit from the liquidity support available to regulated 

banks, such as the ability to borrow from central banks. 
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Global Project Finance Funding Environment: 2012-2013 

Top Participants 
Aviva 14 

BMO Capital Markets 8 

Bank of Tokyo-Mitsubishi 

UFJ 6 

CIBC 5 

RBC Capital Markets 5 

Scotiabank 5 

Barclays 5 

National Bank Financial 5 

Bank of America 4 

ING Bank 4 

Macquarie 4 

SMBC 4 

TD Bank Financial Group 4 

Union Bank 4 

Other 108 

Source: IJ and InfraNews 
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• Rewards:  

 Potential source of long-term committed capital 

 May help to reduce the cost of borrowing for projects 

 Introduces financial innovation into the marketplace 

• Risks:  

 Opaque nature of the shadow banking system could lead to a build-up 

of systemic risks 

 Relative levels of infrastructure risk; lack of established and tested 

funding mechanisms; and a dearth of performance data for new and 

growing industry sectors – all act as barriers to growth 

 

Shadow Banking Brings Risks and Rewards 
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Investors seek low risk, high yield 

• Certain infrastructure projects complement the long-term liability 

needs of insurance companies and pension funds, e.g. PFI. 

– Stable fixed-rate and inflation-linked cash flows 

– Relatively low credit risk (if not overleveraged) 

– High observed and projected recovery rates in case of default  

– Typically provides a higher yield than government bonds 

• But… 

– Potential institutional investors continue to be wary of being caught in a repeat 

of 2007 asset bubble. 

– Perceived heightened level of risk compared to sovereign bonds 

– Lack of information about more challenging projects (e.g. offshore wind) 
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PBCE to stimulate the European Infrastructure Project Bond Market 

• EIB to provide subordinated debt instruments (PBCEs) to enhance the 

credit quality of senior debt issued by project finance issuers. 

– EC contributing €230 million in capital for the pilot phase 

– At least €4.6 billion of senior debt could be made available 

– EIB effectively acting as subordinated lender  

• If inserted properly within the transaction structure PBCE may reduce 

the likelihood of default on senior debt 

• However, PBCE in itself would not be sufficient to improve the credit 

quality of a project with weak fundamentals, eg: 

– Weak business profile 

– Exposure to weak, irreplaceable, counterparty 

– Transaction structure that doesn’t protect creditors 
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• Market sentiment suggests that construction risk in particular remains 

a specific source of anxiety (as compared to Operations risk) 

– Typical problems encountered by projects during construction include      

the underestimation of costs, design changes, granting of permits,          

adverse weather, and force majeure events 

– Estimating the required amount of credit support to complete a project is 

therefore a complex task in itself 

• Many of these issues can be resolved by changing the project 

structure or covered via insurance, given sufficient expertise and 

experience on behalf of investors. 

• Operations contracts are not without risks of their own. 

 

 

 

Example: Construction Risk 
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Criteria Update 
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Key Elements of Project Finance Criteria Being Reviewed 

• We are reviewing our criteria for rating project 

finance transactions  

– The review is designed to deliver greater transparency 

– Will result in refinements to some of our assumptions 

and methodologies  

– Possibly leading to modest adjustments to some project 

finance issue ratings 

• The broad criteria areas the review intends to 

cover are: 

– Construction and operations counterparty risks (see 

Project Finance Construction And Operations Counterparty 

Methodology, Dec. 21, 2011); 

– Construction and operations phases (see Request For 

Comment: Global Project Finance Methodology--Construction Phase, 

Jan.28, 2013);  

– Transaction structure; and 

– Criteria framework 
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Example: Construction Risk 
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Concluding Remarks 
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Transition To Capital Market Funding Will Likely Be Gradual 

• Both due to EMEA government’s infrastructure plans and the 

refinancing of existing projects and infrastructure companies, there is 

a clear need for significant bank and capital market funding. Yet, there 

is limited visibility as to whether this demand can be met. 

• It is the types of projects that institutional investors are most cautious 

about (those involving new and heavy industry) that currently have 

the greatest demand for funding – e.g. energy and transport. 

• Consequently, bank lending will in our view remain the main source of 

funding for infrastructure projects – any transition will be gradual. 

• Nevertheless, as regulatory pressures require banks to hold more 

capital for longer-term loans, lending for long-term infrastructure 

projects will continue to become less attractive to banks and more 

attractive to yield-hungry investors. 

 



17. 

 

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

www.standardandpoors.com 
Copyright © 2012 by Standard & Poor’s Financial Services LLC. All rights reserved. 

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any 

form by any means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any 

unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, 

timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or 

maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 

WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE 

UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION.  In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, 

exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in 

connection with any use of the Content even if advised of the possibility of such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P’s opinions, analyses and rating 

acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no 

obligation to update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors 

and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such.  While S&P has obtained information from sources it believes 

to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. 

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend 

such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage 

alleged to have been suffered on account thereof.  

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business units of S&P may have information 

that is not available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process. 

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings 

and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, 

including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees. 

STANDARD & POOR’S, S&P, GLOBAL CREDIT PORTAL and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC. 


