
How To Unlock Long-Term Investment In EMEA
Infrastructure
S&P Credit Analysts Michela Bariletti and Michael Wilkins
examine the elements that need to be put in place if  the project bond
market is to thrive

With traditional lenders of
infrastructure finance – the
governments and the banks –

wrestling with economic pressures and
increasing regulation, institutional
investors are stepping in to help bridge
the project funding gap.

Institutional investors are showing 
increasing appetite for infrastructure 
investments. In a recent survey by Preqin,
an infrastructure data and research firm,
58% of  investors questioned said they were
planning to increase their funding alloca-
tion for infrastructure over the long term.

Almost two-thirds of  respondents were
planning to allocate more capital to the
sector in the next 12 months than the
previous year. For example, Belgian 
institutional investor AG Insurance is 
allocating €3 billion, or 5% of  its assets,
to the sector. With close to €74 billion of
institutional funds being raised worldwide
in 2013 according to Preqin, of  which €21
billion has already been secured, the 
long-term infrastructure investment
market appears in rude health.

A Market In Transition
While investor appetite for infrastructure
assets is strong (see chart 1 on page 2),
there has been only limited issuance of
project finance capital market debt in
EMEA over the past five years, with the
majority of  infrastructure funding require-
ments being met by bank lending.
However, the market is currently in 
transition. 

According to respondents to a survey
by London-based lawyers Berwin
Leighton Paisner (BLP), undertaken in
conjunction with Preqin, public bond
issuance for projects is likely to represent
10% of  future global funding require-
ments over the next 12 months, with
private placement bonds accounting for
another 14% and infrastructure debt
funds a further 25%. While commercial
banks will retain a significant market
share, we believe long-dated debt to be
deployed in infrastructure over the next
12 months will more likely be from 
alternative or non-bank sources.

Project bond issuance has started to
pick up in 2013, thanks to the support of
a number of  alternative financing

structures designed to assist projects in
achieving strong investment-grade
ratings. We have assigned public ratings
to seven project finance transactions so
far this year, several of  which open up
new areas of  the capital markets:
· ULivingAtHertfordshire, a student 

accommodation project, is the first 
unenhanced project bond with 
construction risk that has closed in the
U.K. for more than a decade.

· Sustainable Communities for Leeds
(Finance) signaled the return of
monoline-wrapped deals and is also
one of  the first social housing projects
with construction risk financed through
the capital markets. Holyrood Student
Accommodation, also monoline-
wrapped, shows that Leeds wasn't just a
one-off.

· Ruwais Power Co. brought the Middle
East project bond market back to life
with an $800 million transaction rated
A-/Stable. Notably, this is the first project
rating for a government-related entity.

· Watercraft Capital was the first project
bond benefiting from the European Invest-
ment Bank's (EIB's) Project Bond Credit
Enhancement (PBCE) program, a subordi-
nated standby liquidity facility designed to
credit-enhance the senior debt.

Examining The 10 Key Factors For A
Healthy Project Bond Market
The long-term project finance market is
competitive. A handful of  banks are
competing against a diverse range of
capital market participants – insurance
companies, infrastructure debt managers,
and investors in public bonds. For institu-
tional investors, providing long-term
capital can offer a number of  advantages:
· More attractive yields compared with

government bonds and similarly rated
corporate bonds, mainly due to an illiq-
uidity premium in project debt;

· Long-dated maturities that match liabili-
ties;

· Higher recovery rates in the event of
default than corporate bonds; and

· Diversification into a broader invest-
ment pool, with low correlation to other
asset classes.

“...there has been only
limited issuance of
project finance capital
market debt in EMEA
over the past five
years...”
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From our perspective, there are 10 key factors that could
unlock long-term investment in infrastructure projects and
support the development of  a healthy project bond
market.

1. A Visible Project Pipeline And Standard 
Transaction Structures

In our view, the success of  the public-private 
partnership/private finance initiative (PPP/PFI) markets
in the U.K., U.S., Canada, and The Netherlands owes
much to the introduction of  project-specific frameworks
that have enhanced project visibility and predictability.
Therefore, for sustained project finance in EMEA, we
see a need for:
· At the EU level, a broad framework for project 

procurement and approval incorporating standard
processes and contracts. This already exists in some
member states such as the U.K., but only at the
national level. In addition, the publication of  a
regularly updated pipeline of  project opportunities (as
occurs in The Netherlands) could help raise visibility.

· A framework standardizing project financing 
structures. While this framework would necessarily
reflect varying transaction types and structures,
possibly through reference to the U.K. PPP/PFI
project bond markets, we believe it could achieve
greater homogeneity than is currently the case.

2. Increased Transparency Of  Project Data
Sharing infrastructure project performance data is in our
view vital to improve transparency in the market. The
lack of  industry data is often cited by potential investors
as a deterrent to funding infrastructure projects.
Offshore wind farms in Western Europe are a good
example. These large-scale, complex projects employ
new technology and have little in the way of  a proven
earnings record. Utilities and state lending organizations
have been the dominant sources of  funding for this asset
class, but these are unlikely to be sufficient to fund the
ambitious investment needed in such technology by
2020. The European Commission estimates that Europe
will require infrastructure investment totaling €1.5
trillion-€2 trillion over the next decade, while the Organi-
zation for Economic Cooperation and Development
estimates the worldwide figure for infrastructure invest-
ments at $50 trillion over the next 30 years.

Comprehensive disclosure should help project finance
transactions achieve better value for money. For
instance, revealing information on the procurement of
PPP projects can improve governance. Furthermore, the
lack of  transparency and disclosure of  risk heightens
investor uncertainty and creates market unease. In our
view, the financial reporting of  European projects is on
occasion incomplete, inconsistent, and unclear. Of  par-
ticular concern is the general lack of  information
regarding operations, financial statement line items, and
the nature and effect of  other events and conditions
such as the consequences of  adverse weather on a
project's operations or disputes over the terms of  the
contract that are relevant to the analysis of  project
finance transactions.

Finally, we are of  the view that all stakeholders should
receive information at the same time and with the same
frequency. Most companies typically provide quarterly
financial reports to their relationship banks. While some
of  this information may be confidential and 
commercially sensitive, we believe that sufficient data
should be provided publicly to investors holding project
finance securities to enable them to make informed 
investment choices. This minimizes the risk of  creating a
two-tier market where bond investors are materially 
disadvantaged relative to private loan investors.

Reporting should include important details about
financial covenants and compliance as well as notice of
important waivers and amendments relating to any loan
agreements. In our view, consistent, reliable, periodic
disclosure provides the foundation for an efficient, liquid
secondary market.

3. A Regulatory Regime That Encourages Insurers 
To Invest

There is a concern in the market that risk capital
charges proposed under Solvency II (which governs the
insurance industry) may discourage insurers from con-
tinuing to provide long-term finance to the European
economy. Research on this topic has been published by
think-tanks such as EDHEC-Risk to ensure that
Solvency II regulation will recognize and include a
different treatment for long-term investments in 
infrastructure and project finance. The European
Insurers and Occupational Pensions Authority (EIOPA)
discussion paper on this topic published in May is widely
regarded as not going far enough. Some market 
participants believe that project finance default and
recovery rates are superior to corporates and should be
reflected more in the capital allocation and weighting
under Solvency II. This view is widely held in the market
and backed up by our latest default and recovery study
published in August.

Despite the strong credit characteristics of  project
finance, the regulatory capital treatment proposed under
Solvency II would appear to penalize insurers for
holding long-dated, low-to-mid investment-grade project
debt (that is, debt rated in the 'BBB' and 'A' 
categories). This is mainly because the regulation has
been drawn up according to a corporate loan matrix and
does not take into account the specific default and
recovery characteristics of  the project finance sector, or
other characteristics such as a strong security package
and transaction structure. For example, a 12-year
'BBB+' rated project loan would incur a 22% capital
charge. This is considerably higher than for, say, a two-
year 'BB-' corporate loan. Indeed, speculative-grade
short duration loans (rated 'BB+' and below) require
less capital allocation by insurers than a four-year
'BBB+' or eight-year 'A+' project investment.

As a result, insurers either have to charge higher
margins to remain profitable or develop their own
internal models that capture the specific credit 
characteristics of  project finance transactions and have
these models approved by a local regulator. Despite
these disincentives, we observe that the insurance sector
generally continues to view the sector as attractive, at
least for the time being.

4. Ongoing Strong Project Credit Characteristics
Our default and recovery statistics indicate that the 
creditworthiness of  infrastructure projects is strong.
Since the first rated project default in 1998, the annual
default rate for all rated project finance debt has
averaged 1.5%. This is slightly below the default rate for
corporate issuers of  1.8% over the same period.

Projects are on average no more risky than corporate
entities at comparable rating levels. In 2007, the annual
default rate for global rated project finance transactions
approximated to 0.50%, and in 2009 it was 0.75%. While
many corporate borrowers were defaulting during the
height of  the global financial crisis in 2008-2009, project
finance transactions remained resilient. This is likely due
to various contractual protections such as off-take
contract and concession agreements that provide
projects with stable revenues. 

Based on our experience in rating project finance debt,
investment-grade project finance issue ratings are
generally supported by:
· A strong project rationale that features an asset to be
constructed to meet an essential service
· Solid relationships between key parties, with a proven
track record of  performance
· A stable and supportive concession framework in
which government transfers risk appropriately
· Project payment mechanism designed to promote per-
formance rather than maximize abatements
· A high level of  third-party support relative to the level
of  construction and operational risk
· A high degree of  predictability regarding revenue gen-
eration, with availability-based projects that we consider
less risky than volume-based projects

“Projects are on
average no more risky
than corporate entities
at comparable rating
levels.”

Chart 1
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· Higher-than-average cash flow coverage of  debt
service; and
· Appropriate liquidity or comprehensive cash-retention
mechanisms (through dedicated reserves, high dividend
lock-up ratios, and robust look-forward tests)

5. Supportive Credit Enhancement Structures For 
Project Bonds

With the demise of  most monoline insurers, the market
has struggled to find a support structure that meets both
equity investors' rate of  return requirements (by
retaining similar total leverage to a monoline-wrapped
deal, for example) and investor demand for higher-rated
bonds. Nevertheless, there have been various initiatives
across Europe aimed at increasing investors' appetite.

Outside of  the U.K., the main impetus behind capital
market project finance issuance is the EIB's PBCE
program. Since its launch in 2012, however, the
weakened credit quality of  some public sector counter-
parties and stresses on sovereign ratings have curtailed
project development in many jurisdictions. But at the
beginning of  August, we assigned a rating to the first
project bond benefiting from the EIB program. In the
Watercraft Capital project (also known as project
Castor), the PBCE provides €200 million of  standby
liquidity at issuance (covering about 14% of  the
senior bond). Support will decrease as the bond
amortizes, covering a maximum amount of  20% of  the
outstanding bond. This facility can be used to support
the project's credit quality during a time of  stress. Once
used, the outstanding PBCE amount will rank junior to
the rated bonds. In our view, this instrument 
considerably reduces the likelihood of  default under
most realistic stress scenarios.

6. Support Packages That Reduce Construction Risk
A recent survey conducted by "Infrastructure Journal"
reveals that despite keen interest in infrastructure 
investments, the majority of  insurers and pension funds
are still reluctant to invest directly in pre-completion, or
greenfield, projects. This is partly due to their reluctance
to take on construction risk, but also because of  the 
possibility of  delayed yields and the potential affect loan
prepayments have on long-term returns.

Construction can be a complicated process: Along
with the complexity of  construction itself, there are
numerous associated risks, including project delivery,
design, and technology; the capability of  contractors;
and the manner in which project contracts distribute risk
between contractors and suppliers. Nevertheless, these
issues are surmountable.

7. Minimal Political And Regulatory Risk
One factor preventing investors from investing over the
longer term, particularly in countries with less 
established track records in PPPs than the U.K, is
political and regulatory risk. The BLP/Preqin survey
ranked government and regulatory interference and
political risk as by far the biggest concerns facing
investors, almost 60% of  respondents regarding this the
biggest threat to a sustained flow of  infrastructure 
transactions over the next 12 months.

In our experience, transaction structures supported by
independent, stable, and transparent regulatory 
frameworks, or frameworks enshrined in law, reduce the
risk of  periodic policy changes. Such changes can 
discourage investor participation and in certain cases
have the unintended effect of  increasing default risk on
project debt. The most recent example is a change in
the Spanish feed-in tariff  policy for renewable energy
projects, which, we understand, has led to an increase in
defaults on renewable projects in Spain.

8. Pricing And Yields That Are Attractive For 
Lenders And Borrowers

According to the BLP/Preqin survey, the availability and
cost of  long-term debt finance is a major issue for fund
managers. However, with long-term yields for 
government debt at a historical low and credit spreads

tightening in the capital markets in general, all-in pricing
for project bonds (that is, the reference government
bond yield plus the credit spread associated with the
project itself) is at an all-time low.

This is good for borrowers. While attractive pricing is
still available in the bank market, mainly due to declining
swap rates, tenors are typically much shorter, with 15-20
years being the maximum available. All-in bond yields
have declined to about 5%, while PFI bond spreads have
contracted to about 150 basis points (bps; see chart 2),
broadly equivalent to U.K. corporate bond spreads.
Recent transactions for long-dated rated project bonds
have been priced at credit spreads ranging between 115-
235 bps depending on the rating and tenor, with all-in
yields of  between 5.0%-6.5%. This is still considerably
more attractive for investors than the 4%-5% yields
available on sovereign debt with equivalent ratings.

9. Ongoing Strong Collateral And Security, With
High Rates Of  Recovery
In addition to stronger resilience to default than
corporate debt, project finance debt also delivers a
better rate of  recovery. The average recovery rate across
our rated project finance universe is about 75%. The
majority of  lenders received recovery close to 100% and
very few received close to 0%. This reflects the specific
characteristics of  project debt, which typically benefits
from a strong collateral package with first-ranking
priority security given to lenders.

10. Liquidity And Asset Diversification
Liquidity in the project finance market can be viewed in
two ways, in our view. First, critical mass is required for
project bonds to be included in public indices such as
the FTSE Global Bond Index. These indices make the
bonds attractive to institutions that need to benchmark
their portfolios and track performance. However, such
liquidity requires sizeable and frequent issues, which
until recently have been lacking in EMEA.

Project finance loans have traditionally been the sole
preserve of  the bank market, and as such do not usually
fit the liquidity requirements demanded by institutional
investors. Because these loans are rarely traded on the
secondary market, they usually offer an "illiquidity
premium" to attract investors, sometimes as much as 50-
100 bps. Institutional investors interested in holding such
assets to maturity to match their own liabilities are able
to benefit from this significant uptick in yield.

The Outlook For The Long-Term Infrastructure
Debt Market Is Positive
Based on the above factors and recent evidence pointing
to growing institutional demand, we believe the outlook
for the development of  a healthy market for long-term
debt in infrastructure projects is positive. Nonetheless,
this outlook will be shaped by the continued evolution of
the capital markets for project finance and, especially,
how project structures are able to mitigate certain risks
and meet investor demands for transparency and pre-
dictability.

Further information is available on the Global Credit Portal in

the Industry Report Card entitled: “How To Unlock Long-Term

Investment In EMEA Infrastructure” 

“According to the
BLP/Preqin survey, the
availability and cost of
long-term debt finance
is a major issue for fund
managers.”

Chart 2



Standard & Poor's Ratings Services
revised its outlook on Italian multi-utility
Acea SpA to stable from negative. At the
same time, it affirmed it’s 'BBB-'/A-3'
long- and short-term corporate credit
ratings on the company. facilities 
management (FM) agreement.

The outlook revision reflects S&P’s
view that Acea is starting to experience
the favorable impact of  management's
steps to recover some of  the financial
flexibility the company had lost in recent
years.

Acea's normalization of  billing
functions, cost cuts, and the stability of
receivables despite increasing sales have
fueled healthy cash flow generation
at the company so far this year, despite
Italy's challenging economic and
financial environment. In S&P’s opinion,
the good cash flow also stems from the
positive regulatory changes in integrated
water services. These changes have
translated into higher water tariffs driven
from the inclusion of  funds to fund new
investment (FNI) for Acea and other
water utilities this year. 

S&P Credit Analyst Vittoria Ferraris
says “We expect Acea will gain more
from the regulatory change than its peers,
Hera SpA and A2A SpA, because water
business represents a higher proportion
of  Acea's portfolio”.

Meanwhile, an agreement has been
reached in the litigation involving two of

Acea's concession companies, Gori SpA
and Acea Ato 5. S&P understands Acea
now has approval to recover payments
from these concessions, in the form of
future tariff  adjustments or discounts on
concession fees. S&P understands the
recoverable amounts are close to Acea's
estimates.

S&P’s assessment of  Acea's business
risk profile is unchanged at "satisfactory."
it factors in the company's high share of
regulated, low-risk activity, at 80% of
group EBITDA, and the recent positive
developments in Italy's water regulation.
In S&P’s view, constraints on Acea's
business risk profile include its below-
average ability to collect cash, compared
with peers, and a lack of  visibility on
possible changes in its shareholding
structure and governance.

The stable outlook reflects S&P’s belief
that Acea will achieve credit metrics in
line with it’s assessment of  its financial
risk profile as "significant." Specifically,
S&P would anticipate Standard & Poor's
adjusted FFO to debt of  15%-20% as of
this year.

S&P could lower the long-term rating
on Acea by one notch if  it failed to see
the company's credit metrics within the
above mentioned FFO-to-debt range.

Further information is available on the Global Credit
Portal in the update entitled: “Italian Multi-Utility
Acea Outlook Revised To stable And 'BBB-/A-3'
Ratings Affirmed On Improved Liquidity”

Croatian Utility Hrvatska Elektroprivreda 'BB-' Rating
Affirmed; SACP Revised Upward To 'b+'

'BB-' long-term corporate credit rating affirmed on HEP in line with criteria
on government related entities (GREs)

Standard & Poor's Ratings Services
affirmed its 'BB-' long-term corporate
credit and senior unsecured debt ratings
on Hrvatska Elektroprivreda d.d. (HEP),
the 100% state-owned, vertically 
integrated Croatian electricity utility. The
outlook is stable.

The affirmation mainly reflects the
revision of  HEP's SACP to 'b+' from 'b',
which in turn is based on S&P’s view that
the company's credit metrics have
strengthened. This can be attributed to a
more favorable operating environment
and HEP's improved liquidity, as a result
of  the company's active management.
In 2013, HEP's hydro generation portfolio
benefited from extremely favorable
hydrological conditions, which, combined
with lower electricity import prices
and recent tariff  hikes, contributed to
higher profitability. 

S&P Credit Analyst Tania Tsoneva
explains “We now anticipate that the
company will be able to repay its
Croatian kuna (HRK) 500 million
domestic bond due in November 2013

from excess discretionary cash flows
generated since the start of  2013”

S&P continues to view HEP's business
risk profile as "fair", constrained by high

regulatory reset risk in the context of  
unpredictable, regulated tariffs. S&P
believes the Croatian government's track
record of  adjusting tariffs has been
inconsistent in the past.

The stable outlook reflects S&P’s opinion
that the company's financial standing will
remain in line with it’s rating expectations
for the time being, and that its liquidity has
stabilized.

Further information is available on the Global Credit
Portal in research update “Croatian Utility Hrvatska
Elektroprivreda 'BB-' Rating Affirmed; sACP Revised
Upward To 'b+'; Outlook stable”

Standard & Poor's Ratings Services
affirmed its 'BBB' foreign and local
currency issuer credit ratings on South
Africa-based power utility ESKOM
Holdings SOC Ltd. (ESKOM). At the
same time, S&P affirmed it’s 'zaAA/zaA-
1' long- and short-term South Africa
national scale ratings on aESKOM.

The downward revision of  ESKOM's
SACP reflects a weakening in ESKOM's
credit metrics due to its largely debt-
funded capital expenditure (capex)
program being insufficiently covered by
tariff  increases, and to rising operating
costs. The downward revision of  the
SACP also reflects S&P’s view of  rising
business risk for ESKOM, in light of
increased regulatory and operating risk,
and weakened profitability owing to an
unfavorable regulatory decision.

The affirmation of  the issuer credit
ratings reflects S&P’s criteria on
government-related entities (GREs), and
it’s view that the likelihood of  
extra-ordinary state support for ESKOM
remains "extremely high."

S&P anticipates that ESKOM's credit
metrics will deteriorate further over the
course of  MYPD3 such that they are
no longer consistent with the previous
SACP of  'b'.

S&P Credit Analyst Mark J Davidson
says “In our opinion, ESKOM is ade-
quately funded for the next two years”. 

The negative outlook reflects the 
possibility of  S&P lowering the ratings on
ESKOM' if  any of  the following were to
occur:
· A downward revision of  the SACP.

Assuming no change in S&P’s 
assessment of  the likelihood of  
extraordinary government support, and
no downgrade of  the sovereign, a
downward revision of  the SACP would
likely result in a downgrade of  one
notch;

· A downgrade of  the Republic of  South
Africa. A one-notch downgrade of
South Africa would likely result in a
one-notch downgrade of  ESKOM,
assuming no change in the SACP or
S&P’s assessment of  the likelihood of
government support;

· A downward revision of  S&P’s 
assessment of  the likelihood of  
extraordinary support to "very high." All
else remaining equal, this could result in
S&P downgrading ESKOM by multiple
notches to the mid 'BB' category, in
accordance with it’s criteria on GREs.

Further information is available on the Global Credit
Portal in the research summary  entitled: “south
African Utility EsKOM 'BBB' Ratings Affirmed; sACP
Revised Downward To 'b-' On Weakening Metrics;
Outlook Negative”
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HRvATsKA ELEKTROPRIvREDA

South African Utility
ESKOM 'BBB' Ratings
Affirmed 

The negative outlook reflects the
possibility of  a downgrade if
ESKOM's SACP weakens further

EsKOM HOLDINGs sOC LTD

“...weakened profitability
owing to an unfavorable
regulatory decision.”

Italian Multi-Utility Acea Outlook Revised To
Stable And 'BBB-/A-3' 
The stable outlook reflects expectations that Acea's ratio of  Standard
& Poor's adjusted funds from operations to debt will stabilize in the
higher end of  the 15%-20% range over 2013-2015

ACEA sPA

“...Acea is starting to 
experience the favorable
impact of  management's
steps to recover some of
the financial flexibility the
company had lost in
recent years.”

“The affirmation mainly
reflects the revision of
HEP's SACP to 'b+'
from 'b'...”
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Standard & Poor's Ratings Services kept
its 'A' long-term and 'A-1' short-term
corporate credit ratings on Italy-based 
international oil and gas major Eni SpA
on CreditWatch with negative implica-
tions, where it placed them on July 16,
2013.

The ongoing CreditWatch placement
reflects that S&P continues to review both
it’s designation of  Eni as a government-
related entity (GRE) and the potential
effect of  country risks on the company's
stand-alone credit profile (SACP).

The initial CreditWatch placement on
Eni followed the downgrade of  Eni's 30%
shareholder, the Republic of  Italy, on July
9, 2013.

S&P Credit Analyst Simon Redmond
says “Many of  Eni's Italian end markets
and business units are exposed to the 
deteriorating Italian economy, where we
anticipate a 1.9% decline in GDP in 2013”.

These business units include Eni's gas
and power divisions, where marketing
continues to perform poorly, and its
refining and petrochemicals divisions. In
addition, S&P believes that a sovereign
state has wide powers to influence the
credit quality of  corporates domiciled
within its borders.

S&P currently views Eni as a GRE to
reflect it’s view of  the potentially adverse
effect on Eni from exceptional govern-

ment intervention in the group. However,
S&P are currently assessing whether Eni
is subject to greater government interven-
tion than other large Italian corporates.

If  S&P decides that Eni is no more 
susceptible to government intervention
than other large Italian corporates, it
could stop designating it a GRE.

The CreditWatch placement reflects
the possibility of  S&P lowering it’s
long-term corporate credit rating on Eni
by one notch if  it continues to assess
Eni as a GRE. S&P could also lower the
short-term corporate credit rating on
Eni by one notch if  it lowers the long-
term rating to the same extent. S&P
intends to resolve the CreditWatch
placement within the next one to two
months.

Further information is available on the Global Credit
Portal in the update entitled: “Italian Oil And Gas
Major Eni Kept On CreditWatch Negative Pending
Review Of Company's GRE status And sACP”

MOL Hungarian Oil and Gas PLC On CreditWatch
Negative Pending Negotiations On Cooperation
With The Croatian State

The disagreement between the Croatian government and MOL Hungarian
Oil and Gas PLC has intensified and it is understand that negotiations are
ongoing regarding MOL's 49% stake in INA

Standard & Poor's Ratings Services
placed its 'BB+' long-term corporate
credit rating on MOL Hungarian Oil and
Gas PLC and all related issue ratings on
CreditWatch with negative implications.

S&P understands that MOL is in 
negotiation with the Croatian government
regarding cooperation on strategic issues
relating to the Croatian oil company, INA,
in which MOL has a 49% stake. The
CreditWatch placement reflects the
impact on MOL of  a potential partial or
full disposal of  INA. It also reflects the
impact of  a possible worsening operating
environment in Croatia for MOL.

S&P Credit Analyst Per Karlsson says
“We note that the Hungarian government
has asked MOL to consider divesting its
stake and also that the Croatian authori-
ties have issued an international arrest
warrant for MOL's chairman CEO”.

Were MOL to sell its stake, its exposure
to the weak Hungarian economy would
significantly increase, in S&P’s opinion.

Under these circumstances, S&P would
probably not continue to rate MOL one
notch above it’s 'BB' sovereign long-term
rating on Hungary.

S&P aims to resolve the CreditWatch
placement after seeking more information
regarding the potential outcome of  the
ownership situation at INA. If  S&P came
to understand that there was a high like-
lihood that MOL would reduce its
ownership, it could equalize it’s rating on
MOL with that on Hungary, implying
a one-notch downgrade for MOL. 

S&P could affirm the ratings if  MOL was
able to demonstrate a satisfactory plan
to maintain the group's diversification,
assuming credit ratios remain in line
with the rating--for example FFO to debt
comfortably above 25% and at least
breakeven discretionary cash flow.

Further information is available on the Global Credit
Portal in research update “MOL Hungarian Oil and Gas
PLC On Watch Negative Pending Negotiations On 
Cooperation With The Croatian state”

Standard & Poor's Ratings Services
raised its long-term issue rating to 'BBB-'
from 'BB+' on the senior secured debt
issued by the U.K.-based special-purpose
vehicle Catalyst Healthcare (Manchester)
Financing PLC (ProjectCo).

The raising of  the issue rating follows
the stabilization of  ProjectCo's operating
performance over the past year, which
has in turn led to an improvement in the
working relationships between the
project's various parties.

S&P Credit Analyst James Hoskins says
“We understand that these parties have
reached an agreement on the quality of
facilities management (FM) services
provided by the FM contractor, Sodexo”.

S&P sees a positive rating action as
unlikely at this stage, due to the project's
cash flow volatility, which is driven by
exposure to short-term RPI changes.

Further information is available on the Global Credit
Portal in the research summary  entitled: “Catalyst
Healthcare (Manchester) Issue Rating Raised To 'BBB-'
On steadier Operating Performance; Outlook stable”

MOL HUNGARIAN OIL AND GAs PLC

Catalyst Healthcare
(Manchester) Issue
Rating Raised To 'BBB-'

Issue rating raised as parties involved
in the project reach agreement on fa-
cilities management services

CATALysT HEALTHCARE (MANCHEsTER)

Standard & Poor's Ratings Services
affirmed its long-term issue rating on the
€1.40 billion senior secured fixed-rate
bonds due December 2034, issued by
Luxembourg-based special purpose
vehicle Watercraft Capital S.A. (the
issuer). The outlook is negative.

The affirmation reflects S&P’s view that
the temporary suspension of  Escal UGS'
(ProjectCo's) gas injection, imposed by
the Spanish government following some
micro-seismic activity, will not affect the
project's credit quality. 

S&P Credit Analyst Manuel Dusina
reports “The suspension would only affect
credit quality, in our view, if  it results in
the final commissioning of  the project
being materially delayed beyond the long
stop date”. 

S&P could lower the rating by one or
more notches if  the likelihood of  the
concession being terminated increases
substantially. S&P doesn't consider this
likely, but it could occur if  currently 
anticipated delays in obtaining final 
commissioning are significantly extended.

Further information is available on the Global Credit
Portal in the research summary  entitled: “Watercraft
Capital's senior Debt Issue Rating Affirmed At 'BBB';
Outlook Negative”

Watercraft Capital's
Senior Debt Issue
Rating Affirmed At
'BBB'

The negative outlook mirrors that
on Spain and reflects uncertainty
over gas injection suspension

WATERCRAFT CAPITAL s.A.

Italian Oil And Gas Major Eni Kept On Credit-
Watch Negative Pending Review Of  Company's
GRE Status And SACP 
The CreditWatch placement reflects views that Eni's credit quality is not
insulated from either the weak operating environment in Italy, or the 
creditworthiness of  Italy

ENI sPA

“...potentially adverse
effect on Eni from 
exceptional government
intervention in the
group.”

“The CreditWatch
placement reflects
the impact on MOL of
a potential partial or
full disposal of  INA.”
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ELECTRICITE DE FRANCE’s DEAL TO BUILD TWO NUCLEAR REACTORs IN THE U.K. HAs NO RATINGs IMPACT FOR NOW

“The commissioning of
HPC is targeted in 2023,
when six of  EDF's
reactors in the U.K. are
supposed to be
decommissioned.”

ELECTRICITE DE FRANCE's DEAL TO BUILD
TWO NUCLEAR REACTORs IN THE U.K. HAs
NO RATINGs IMPACT FOR NOW

Nicolas Riviere, S&P Credit Analyst, addresses some of the questions investors may ask regarding the deal's
impact on our view on the credit strength and, consequently, the ratings on EDF

The French power incumbent Electricite de France S.A.
(EDF; A+/Stable/A-1) and the U.K. announced a deal on
Oct. 21, 2013, to build two new reactors for £16 billion at

Hinkley Point C (HPC), a nuclear power station located in
Somerset, South West England. For now, the announcement of
the deal in and of  itself  won't lead Standard & Poor's Ratings
Services to revise the ratings on EDF and its fully-owned U.K.
subsidiary, EDF Energy PLC (A/Negative/A-1).

At this preliminary stage, EDF's final and binding investment
decision regarding HPC is subject to the finalization and
formalization of  various agreements with the U.K. government,
equity partners, and is subject to the clearance of  state
aid from the European Commission.

Does this deal affect Standard & Poor's ratings on EDF?
No. We believe that the announcement of  the deal does not
affect the ratings or outlooks on EDF for now.

We understand that EDF's binding investment decision
regarding HPC is contingent to the finalization of  several U.K
government financial commitments – including the CfD and the
terms of  the sovereign guarantee on the debt to fund the project
– and contingent to their clearance from the European Commis-
sion for state aid, as necessary. Binding agreements with the in-
dustrial partners for equity funding are also pending.

Moreover, at this preliminary stage of  the deal, we lack
information on some details and underlying technicalities to
properly assess the project's potential impact on EDF's credit
strength and the ratings. Nevertheless, given the project's very
long lead time, we believe an impact on the ratings, if  any, would
likely be over the long term and probably not within the next two
years, which is Standard & Poor's outlook horizon for 
investment-grade ratings.

The outlook on EDF is stable and reflects our expectation that:
· There is a "high" likelihood that the French government would

provide timely and sufficient extraordinary support to EDF in
the event of  financial stress; and

· EDF's stand-alone credit profile (SACP), which we currently
assess at 'a', can deteriorate by up to two notches without any
rating impact under our methodology for rating government-
related entities.

How could HPC affect EDF's business risk profile?
The commissioning of  HPC is targeted in 2023, when six of
EDF's reactors in the U.K. are supposed to be decommissioned.
If  HPC is in operation under the proposed CfD remuneration
scheme, we believe that it will likely support EDF's "excellent"
business risk profile, substituting nuclear output at a guaranteed
price (the strike price) for a comparable output exposed to
wholesale markets.

The supportive impact of  a stronger regulatory environment
for nuclear generation in the U.K. would, however, be
relatively modest at the group level. HPC's capacity of  3.2
gigawatts (GW) represents only 4.2% of  EDF's total nuclear
capacity.

We believe that volume risk will remain the principal risk for
HPC when in operation. However, it is mitigated by EDF's
unique track record of  managing the largest nuclear fleet in the
world, encompassing all nuclear reactors in France and in the
U.K. (formerly that of  British Energy). (See table 1.) We under-
stand that EDF's plans assume a 91% availability factor of  the
EPRs at HPC.

How does Standard & Poor's assess the construction risk
of  the project?
We believe construction is among the greatest risks in the
nuclear power industry, as illustrated by the recent and poor
track record of  AREVA (with Siemens) at the Olkiluoto 3 plant in
Finland and of  EDF at Flamanville in France. New nuclear
builds of  the third-generation EPR design has incurred 
significant delays and major cost overruns in Europe.

Meanwhile, however, we understand that the two EPRs built in
China by a consortium between CGN (70%) and EDF (30%) are
on schedule and at cost. We believe that the vast experience
gained by AREVA, EDF, and CGN in building EPRs and
improving their design, together with the alignment of  their
economic interests in HPC consortium, mitigate construction
risk. Also lessening this risk is contractors' early involvement and
that the regulator has already approved the design.

Table 1

Electricite de France S.A. -- Nuclear Fleets In Operation

Number of  reactors Capacity (GW)

France 58 63.1

U.K. 15 8.7

What will be the impact of  the project on EDF's credit
metrics?
The costs overruns at Flamanville have contributed to a higher-
than-expected level of  capital expenditures (capex) and
consequently stretched EDF's credit metrics in recent years.
Still, the €8.5 billion costs – as recently reassessed – span a
very long period and have not affected our assessment of  EDF's
SACP or its ratings.

This assessment is likely to be complex, owing to the presence
of  many state-owned companies and counterparties in this
project. We note that the British government welcomed the
Chinese nuclear operators' investment in HPC and welcomed
their ambition to have their own reactor design approved by U.K.
regulators and built in the U.K.

Further information is available on the Global Credit Portal in the research summary
entitled: “Electricite de France's Deal To Build Two Nuclear Reactors In The U.K. Has
No Ratings Impact For Now”
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Companies or Projects New Rating/Outlook OldRating/Outlook Rationale for change

Project Finance & Transportation credits

Utilities credits

UTILITIEs RATINGs

sTANDARD & POOR’s IFR RATINGs WATCHBOx

sTANDARD & POOR’s UTILITy MARKET WATCHBOx

sTANDARD & POOR’s INFRAsTRUCTURE BOND IssUE WATCHBOx

S&P LT 5yr CDS 1mth 3mth 2010-2012 S&P Market 
FCR Rating Borrower Country (bp) (D bp) (D bp) High Low Derived Signals*

Source: Standard & Poor's, Bloomberg, 23 October 2013

Issue Date Issuer Country Issue Ratings (S&P) Currency Amount (m) Maturity Coupon (%)

UTILITy MARKET WATCHBOx

September-13

EDP - Energias de Portugal S.A. BB+/WatchNeg/B BB+/Stable/B Following similar action on Sovereign (Portugal)

REN-Redes Energeticas Nacionas SGPS S.A. BB+/WatchNeg/B BB+/Negative/B Following similar action on Sovereign (Portugal)

Zapadoslovenska energetika a.s. BBB+/Stable/-- NR New Rating

October-13

Acea SpA BBB-/Stable/A-3 BBB-/Negative/A-3 On Improved Liquidity

September-13

Healthcare Support (North staffs) Finance PLC BBB-/Stable BBB-/Positive On Operating Risk

Northland Resources A.B. NR C Rating Withdrawn By The Issuer

Alpha Schools (Highland) Project PLC BBB+/Positive BBB/Positive Due To Improved Operations

Hapag-Lloyd AG B+/Stable/-- B+/Negative/-- On Improving Performance

October-13

A.P. Moller - Maersk A/S BBB+/Stable/-- NR New Rating

Catalyst Healthcare (Manchester) Financing PLC BBB-/Stable BB+/Positive On Steadier Opertaing Performance

A+/A-1/stable EDF S.A. France 66 -7 -12 168 63 a-
BBB+/A-2/stable RWE A.G. Germany 86 -12 -4 140 65 bbb+
A/A-1/Negative GDF Suez S.A. France 69 -7 -12 156 63 a-
BBB/A-2/Stable ENEL SpA Italy 166 -36 -63 527 166 bb+
BB+/B/WatchNeg Energias de Portugal S.A. Portugal 283 -71 -48 946 249 bb-
BBB/A-2/Stable Iberdrola S.A. Spain 138 -28 -60 566 138 bbb-
BBB-/A-3/Positive United Utilities PLC UK 128 -13 -3 183 70 bbb-
BBB/A-2/Positive Edison SpA Italy 62 -3 -9 323 57 a-
NR International Power UK 80 15 1 170 45 a

24-Jul-13 Deutsche Bahn Finance B.V. Germany AA Swiss Franc 275 24-Jul-23 1.375
24-Jul-13 Deutsche Bahn Finance B.V. Germany AA Pound Sterling 300 24-Jul-26 3.125
30-Jul-13 Holyrood Student AccommodaGon Plc United Kingdom AA- Pound Sterling 32 28-Aug-14
30-Jul-13 Holyrood Student AccommodaGon Plc United Kingdom AA- Pound Sterling 32 28-Aug-48
31-Jul-13 Anglian Water Services Financing PLC United Kingdom A- (sf) US Dollar 170 15-Oct-23 3.84
31-Jul-13 Anglian Water Services Financing PLC United Kingdom A- (sf) Pound Sterling 93 15-Oct-23 3.537
1-Aug-13 Delta N.V. Netherlands BBB+ Euro 450 19-Mar-18 FloaGng
5-Aug-13 ESKOM Holdings SOC Ltd. South Africa BBB US Dollar 1,000 6-Aug-23 6.75
6-Aug-13 Ruwais Power Co. PJSC United Arab Emirates A- US Dollar 825 31-Aug-36
8-Aug-13 Watercraft Capital S.A. Luxembourg BBB Euro 1,400 31-Dec-34 5.756
13-Aug-13 Great Rolling Stock Company PLC (The) United Kingdom BBB Pound Sterling 60 31-Dec-23 FloaGng
21-Aug-13 Bilkredit 4 Ltd. Norway A (sf) Norwegian Krone 3,830 25-Dec-27 FloaGng
28-Aug-13 Driver France FCT France AAA (sf) Euro 491 21-Oct-20 FloaGng
4-Sep-13 AREVA France BBB- Euro 500 4-Sep-20 3.25
6-Sep-13 RTE Reseau de Transport d Electricite France A+ Euro 500 12-Sep-23 2.875
9-Sep-13 Teollisuuden Voima Oyj Finland BBB Swedish Krona 875 13-Sep-18 3.875
9-Sep-13 Teollisuuden Voima Oyj Finland BBB Swedish Krona 1,125 13-Sep-18 FloaGng
9-Sep-13 EDP Finance B.V. Netherlands 3 Euro 750 14-Sep-20 4.875
10-Sep-13 Acea SpA Italy BBB- Euro 600 12-Sep-18 3.75
12-Sep-13 VCL MulG-Compartment S.A., Germany AAA (sf) Euro 720 22-Jul-19 FloaGng

Compartment VCL 18 

Source: Standard & Poor's, Bloomberg    * Fitch/M   +IL=Index Linked
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