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Infrastructure Projects Remain Attractive  
Investments For Insurers  
Michael Wilkins, Managing Director of  Infrastructure Ratings, and 
Oliver Herbert, Insurance Analyst, of  Standard & Poor’s Ratings 
Services look at the likely impact of  the far reaching UK pension 
annuity reforms. 

The pension reforms set out in the 
Chancellor’s spring statement are 
predicted to result in a falling demand 
for annuities. However, a smaller and 
subsequently more competitive annuity 
market is likely to sustain the demand for 
high-yielding assets such as infrastructure 
projects, 

The Chancellor of  the Exchequer 
George Osborne’s radical reform of  UK 
pension’s provision has removed the 
obligation for pension policy holders to 
buy an annuity. Yet such a liberalisation 
raises concerns regarding the £20 
billion a year U.K. annuity market. The 
assumption is that the number of  people 
opting for annuities will shrink which has 
implications for infrastructure investment.  

Infrastructure projects are attractive 
investment options to annuity providers 
such as insurers due to returns on offer 
and potential for matching long-term 
liabilities. In December 2013 the UK 
Government agreed with a number of  
insurance companies, including Legal & 
General, Prudential, Aviva, Friends Life, 
Scottish Widows, and Standard Life on 
investing £25 billion in U.K. infrastructure 
over the next five years. However, with the 
forecast slowdown in annuity sales, there 
is a concern that this will impact insurers’ 
demand for infrastructure assets. 

Standard and Poor’s, however, believes 
the concern may be overdone. Despite 
the forecasted decline in demand for 
individual annuities, S&P believes the 
volumes of  bulk annuities will remain 
potent. Furthermore, a smaller annuity 
market will heighten competition between 
insurers, forcing them to innovate more 
attractively-priced annuity products. And 
in an attempt to offset this cost, S&P also 
believes that insurers may look to greater 
investment in higher-yielding assets, 
subsequently boosting the demand for 
infrastructure assets. 

Annuities Relevant And Attractive 
For Savers
In S&P’s view, the clearest impact of  
the reforms will be felt in individual 
annuity sales as policyholders digest the 
implications of  the recent legislation. 
Yet individual annuity sales were 

already beginning to decline due to a 
combination of  low interest rates and 
previous regulatory change – specifically 
gender neutral pricing – leading to 
policyholders deferring from purchasing 
an annuity. 

Nonetheless, S&P expects annuities to 
remain a relevant and attractive product 
to savers even without an obligation to 
purchase. Annuities provide policyholders 
with the financial protection against 
uncertain life expectancy, and eliminate 
the issue of  having to actively manage 
savings to generate a consistent income. 
In addition, a material proportion of  
existing pension savings benefit from a 
valuable guaranteed annuity option which 
entitles holders to a beneficial guaranteed 
annuity rate.

Furthermore, recent legislation 
has meant that UK employee pension 
schemes are progressively moving 
towards an opt out, rather than opt in, 
model. This increased participation 
should result in an increase in pension 
savings of  around £11 billion a year 
to over £30 billion a year by 2018. 
Alongside the insurance sector’s current 
holding stock of  about £600 billion in 
defined contribution pension assets, 
a considerable potential market for 
individual annuities remains.
 
Corporate Bulk Annuities Continue 
To Hold Potential 
Bulk annuities – bought by companies 
intending to transfer the risks and 
responsibilities of  their own employee 
pension schemes to insurers – make 
up 45% of  the annuity market. And 
considering UK corporate balance sheets 
currently hold more than £1 trillion 
in pension scheme liabilities, there is 
considerable potential for the bulk annuity 
market to grow. However, although these 
volumes are inherently large, they remain 
unpredictable, and we have yet to see if  
there will be any impact to bulk annuities 
from the Chancellor’s reforms. 

Of  course, we may see some 
increased margin pressure as insurers 
intensify their focus on this sector. But 
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“The annuity market 
will become increasingly 
competitive as the 
segment shrinks. Insurers 
will need to become 
more innovative – 
with new products or 
alternative investment 
strategies – to secure 
income” continued on page 2...



 ISRAEL-BASED DELEK & AVNER

Delek & Avner (Tamar Bond) Proposed Notes Assigned 
Preliminary’BBB-’ Issue Ratings; Outlook Stable
Special-purpose entity Delek & Avner is issuing $2 billion of  limited-recourse secured notes  
to partially fund the development of  the gas field which is the main supplier of  natural gas to the  
Israeli market

Israel-based special-purpose entity 
Delek & Avner (Tamar Bond) Ltd. 
(Delek) will issue $2 billion of  limited-
recourse secured notes, in five separate 
and equally sized tranches with bullet 
repayments and varying maturity dates. 

Standard & Poor’s Ratings Services 
understands that Delek will use the 
proceeds to refinance existing facilities 
used to partially fund the development of  
the Tamar gas field--the main supplier of  
natural gas to the Israeli market, including 
Israel Electric Corp. Ltd.--as well as for 
other corporate purposes.

S&P has assigned its preliminary 
‘BBB-’ long-term issue ratings to the $2 
billion limited recourse secured notes, 
comprising five tranches due 2016, 
2018, 2020, 2023, and 2025. The stable 
outlook reflects the view that no major 
operational issues will arise during the life 
of  the notes, and mirrors S&P’s outlook 
on Israel Electric.

The preliminary ‘BBB-’ ratings on the 
notes are constrained by the view of  
the highly leveraged financial structure 
of  the transaction and the counterparty 
dependency assessment (CDA) assigned 
to Israel Electric Corp. Ltd. (IEC, BB+/
Stable/--). S&P’s CDA on IEC is ‘bbb-’, as 
it considers it to be an essential regulated 
service, and therefore, that it would likely 
continue to produce or purchase, and, in 
turn, supply power even in bankruptcy.

Although not the only one, IEC is 
by far the main offtaker and in 2013 

provided about 66% of  the Tamar field’s 
revenues. S&P Credit Analyst Robin M 
Burnet says: “In our opinion, IEC is the 
likely candidate to take any surplus gas 
the field may have to offer. It should be 
noted, however, that the field is currently 
oversubscribed, so that the possibility of  
excess gas is low at this point.”

The preliminary rating is supported by 
the view of  the following credit strengths: 

• The project is of  critical national 
importance to the State of  Israel.

• The price of  electricity went up 
dramatically following the halt of  
Egyptian gas supplies in 2011, and 
only the entry of  gas from Tamar 
has stabilized these prices. Gas from 
Tamar may eventually lead to a price 
decrease. For the near future, Tamar 
will be the main, if  not the only, 
indigenous source of  gas in Israel.

• Pricing is lower than other alternatives, 
with an average starting supply price 
of  about $5.7 per 1 million British 
thermal units (mmbtu) cheaper than 
equivalent amounts of  heavy fuel oil.

• S&P’s base case relies on gas 
production volumes of  about half  
of  the proven reserves reported for 
the field, meaning there is a strong 
incentive for refinancing if  required, 
as the productive life of  the field is 
expected to extend beyond the debt 
maturities.

• The project has a proven operator, 
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such pressure should be offset by natural 
growth, barriers to entry, and the higher 
risk profile associated with managing bulk 
annuity business.

 
Demand For Higher Yield Is Crucial
Certainly, the annuity market will become 
increasingly competitive as the segment 
shrinks. Insurers will need to become 
more innovative – with new products 
or alternative investment strategies – to 
secure income. While U.K. interest rates 
and 10-year gilt yields remain at record 
lows, there will be greater incentive to 
invest in higher-yielding, illiquid assets 
– such as infrastructure. In S&P’s view, 
investment in infrastructure works well 
to offset insurers’ liabilities, which can 
closely match revenue flows from the 
index-linked concession agreements 
common to many public-private 
partnership transactions, for instance.

Ultimately, insurers will continue 
to invest in illiquid assets, such as 
infrastructure projects, where they 
provide higher returns at limited extra 
credit risk. Although the decline in 
annuity sales could diminish insurers’ 
long-term capacity for investing, the 
need to be competitive and the need for 
yield will become ever more pressing – 
meaning that insurers will continue to 
find infrastructure assets attractive for the 
foreseeable future. 

Noble Energy Inc., which has 
successfully operated the Israeli 
offshore Yam Tethys project with 99% 
availability.

•  Sales volumes are underpinned by 
contracts. The contract with IEC 
expires two years following the final 
maturity of  the debt. Furthermore, the 
lease to operate the field matures in 
December 2038, and can be extended 
by an additional 20 years.

•  There is no material exposure to 
construction risks. Construction 
of  the main part of  the project has 
been completed. Production began 
on March 31, 2013. The additional 
expansion works are relatively small 
and on schedule. Even without the 
expansion, the project can serve 
the majority of  the debt without 
refinancing. 

These strengths are offset by the 
following weaknesses: 

• The project has an unusual, and 
aggressive, financial structure 
incorporating a number of  bullet 
maturity notes. This exposure, in our 
opinion, is mitigated by the highly cash 
generative nature of  the project, the 
reserve account and the contractual 
cash accumulation requirements 
before each maturity.

• The project is reliant on IEC as the 
main off-taker. IEC is currently rated 
BB+/Stable/-- and has an option to 
reduce quantities purchased from 2020 
(to be exercised by April 15, 2015, 
although it could be extended by a 
further year).

• The entry of  Leviathan, the only real 
competing field, S&P believes will 
likely provide the market with up to 
8 billion-10 billion cubic meters per 
year, allowing the combined supply 
of  Tamar and Leviathan to just meet 
expected demand, including that of  
neighboring states. Production from 
Leviathan, however, is not currently 
anticipated to start until at least 2018. 

Delek generates significant levels  
of  cash, with annual operating and capital 
expenditure averaging about  
17% of  revenues over the life of  the 
notes. The majority of  the surplus, after 
debt service, is expected to be distributed 
to shareholders. No standard debt  
service reserve account is provided. 
Instead, a $100 million reserve account 
is initially funded to serve as a cushion 
for debt payments. Additional cash is 
accumulated one to one-and-a-half  
years ahead of  any scheduled principal 
repayment.

Further information is available on the Global 
Credit Portal in the research piece entitled: “Delek 
& Avner (Tamar Bond) Proposed Notes Assigned 
Preliminary’BBB-’ Issue Ratings; Outlook Stable”

2  STANDARD & POOR’S RATINGS SERVICES  INFRASTRUCTURE FINANCE OUTLOOK MAY 2014

Pension Reforms In Brief  

Broadly, the reforms proposed on March 19, 2014, will introduce:

•  Greater flexibility at retirement from April 2015, enabling all policyholders to 
choose whether or not to purchase an annuity (a guaranteed lifetime income);

•  Greater ability to draw down pension savings at age 55 or to convert savings  
into cash; and

•  An obligation for insurers to provide free advice for all at retirement. 

The budget also announced some related reforms, including: 

•  An increase in the Individual Savings Account (ISA; a tax-free savings vehicle) 
allowance to £15,000 a year from July 1, 2014; and

•  From January 2015, the opportunity to invest up to £20,000 in new government-
backed savings bonds, for those aged over 65 years.

The longer-term implications of  the reforms on the business and financial risk 
profiles of  the insurers rated by S&P will emerge gradually and will depend on 
consumer behavior and on insurers’ ability to innovate. The reforms may affect  
all the major components of  S&P’s analysis, but it is expected that any negative 
effects will likely be mitigated by the sector’s product diversity and balance-sheet 
strength.

“The stable outlook 
reflects the view that no 
major operational issues 
will arise during the life 
of  the notes, and mirrors 
the outlook on Israel 
Electric.”



ELECTRICITY OPERATOR FINGRID

Finnish Electricity 
Operator Fingrid 
Outlook Revised To 
Negative On Same 
Sovereign Action; 
‘AA-/A-1+’ Ratings 
Affirmed
A downgrade of  Finland would 
likely result in a downgrade of  
Fingrid given “strong” link with 
the Finnish government, which 
owns 53% of  the shares with 71% 
of  the voting rights

Standard & Poor’s Ratings Services 
revised its outlook on Fingrid to negative 
and affirmed its ‘AA-/A-1+/K-1’ ratings 
on the company. The outlook revision 
follows S&P’s similar action on its ‘AAA’ 
ratings on the Republic of  Finland to 
negative. 

S&P considers Finnish electricity op-
erator Fingrid Oyj to be a government-re-
lated entity with a “high” likelihood of  
extraordinary government support in the 
event of  financial distress. 

S&P Credit Analyst Alf  Stenqvist says: 
“The negative outlook reflects S&P’s view 
that the Finnish government’s ability to 
provide support to Fingrid in a financial 
stress scenario could potentially weaken, 
and that a downgrade of  Finland would 
likely result in a downgrade of  Fingrid.”

The ratings on Fingrid reflect the 
company’s stand-alone credit profile 
(SACP), which S&P assesses at ‘a’, based 
on its “excellent” business risk profile 
and “intermediate” financial risk profile. 

The long-term rating further includes two 
notches of  uplift based on its opinion 
that there is a “high” likelihood that the 
Republic of  Finland would provide timely 
and sufficient extraordinary support to 
Fingrid in the event of  financial distress.

In accordance with S&P’s criteria for 
government-related entities (GREs), its 
view that there is a “high” likelihood of  
extraordinary support from the Republic 
of  Finland is based on its assessment of  
Fingrid’s:
• “Strong” link with the Finnish govern-

ment, which owns 53% of  the shares 
with 71% of  the voting rights; and

• “Very important” role, as Finland’s 
monopoly TSO, given its clear strategic 
importance for the government in en-
suring electricity transmission stability 
and development of  the transmission 
grid.

Further information is available on the Global 
Credit Portal in the research piece entitled: “Finnish 
Electricity Operator Fingrid Outlook Revised To 
Negative On Same Sovereign Action; ‘AA-/A-1+’ Ratings 
Affirmed”

“The negative outlook 
reflects S&P’s view that 
the Finnish government’s 
ability to provide support 
to Fingrid in a financial 
stress scenario could 
potentially weaken”

UTILITY KELAG

Austrian Integrated Utility KELAG Rating  
Affirmed At ‘A’ On Expected Resilient  
Operating Performance
Austrian utility KELAG is dominant in the Austrian State of  Carinthia 
and performance is expected to remain resilient to depressed Central 
European power market conditions

The ‘A’ long-term rating on KELAG 
has been affirmed. The stable outlook 
reflects S&P’s expectation that KELAG’s 
dominant regional market position and 
competitive electricity generation asset 
base will enable it to maintain financial 
ratios commensurate with a modest 
financial risk profile over the next two 
years.

KELAG is the dominant integrated 
power, heating, and gas utility in the 
Austrian State of  Carinthia, with a very 
high market share in electricity retail sales 
and a competitive electricity generation 
fleet. S&P expects KELAG’s operating 
and financial performance to remain 
resilient to depressed Central European 
power market conditions.

S&P’s assessment of  KELAG’s liquidity 
has been revised to adequate from strong 
in light of  an upcoming €250 million 
debt maturity that KELAG has not yet 
refinanced.

S&P Credit Analyst Tuomas E Ekholm 
says: “S&P continues to assess KELAG’s 
business risk profile as “strong,” reflecting 
its dominant market position in the 

retail supply of  gas and electricity, with 
a market share of  more than 95%. The 
company’s position as second-largest 
heating supplier in Austria also supports 
our assessment.”

KELAG’s solid share of  stable 
regulated income from low-risk gas and 
electricity distribution networks, which 
S&P estimates will gradually increase to 
about one-third of  its generated EBITDA 
over the next two years, further supports 
the assessment. KELAG has a very 
competitive hydropower-generation asset 
base, including flexible pump storage 
facilities, whose variable costs are low 
and which enable KELAG to profit from 
the volatility in wholesale markets in 
Central Europe.

These assets are exposed to 
hydrological conditions, however, which 
could lead to year-on-year volatility in 
volumes produced.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Austrian 
Integrated Utility KELAG Rating Affirmed At ‘A’ On 
Expected Resilient Operating Performance; Outlook 
Stable”

GREECE-BASED UTILITY PUBLIC POWER

Greece-Based Utility Public Power Corp. 
S.A. Ratings Upgraded To ‘B’ On Successful 
Refinancing
The rating action follows the finalization of  a €2.2 billion five-year 
syndicated loan facility with a consortium of  Greek banks, for the 
refinancing of  its bank loans.

S&P is raising its long-term rating 
on Greece-based utility Public Power 
Corp. (PPC) to ‘B’ from ‘CCC’. PPC has 
refinanced its €1.2 billion maturities due 
in April and S&P is assigning a ‘B’ issue 
rating to PPC’s new syndicated loan 
facility. The stable outlook reflects the 
outlook on Greece and S&P’s expectation 
that PPC will consolidate its business risk 
and financial risk profiles over the two 
coming years.

S&P believes that PPC has eliminated 
medium-term refinancing risk and that its 
liquidity is no longer weak and dependent 
on Greek banks. 

The rating action follows the 
finalization of  a €2.2 billion five-year 
syndicated loan facility with a consortium 
of  Greek banks, for the refinancing of  
its bank loans, including €1.2 billion 
maturing in April 2014. PPC also recently 
signed its first financing contract with 
the European Investment Bank (EIB) for 
€235 million, in the context of  a total 
credit line of  €415 million approved by 
the EIB and €739 million with a syndicate 
of  foreign banks led by KfW, the German 
development bank.

S&P Credit Analyst Nicolas Riviere 
says: “The rating action chiefly reflects 

the improvement in PPC’s liquidity. S&P 
now assesses liquidity as adequate and 
its see no substantial refinancing risk until 
2019. This gives PPC time to sustainably 
improve its profitability and to strengthen 
its capital structure.”

The corporate credit rating on PPC 
is based on the company’s stand-alone 
credit profile (SACP), which S&P has 
revised to ‘b’ from ‘ccc’.

S&P views PPC as a government-
related entity (GRE) and assess that 
there is a “moderate” likelihood that the 
Greek government (Hellenic Republic; 
B-/Stable/B) would provide timely and 
sufficient extraordinary support to PPC, 
or exert negative pressure on it.

PPC’s business risk profile is assessed 
as “weak” and its financial risk profile  
as “aggressive,” and S&P has adjusted 
PPC’s SACP to ‘b’ to reflect that the 
issuer is in the midst of  significant 
changes that S&P anticipates could 
strengthen its creditworthiness but that 
are subject to significant political and 
execution risk.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Greece-Based 
Utility Public Power Corp. S.A. Ratings Upgraded To  
‘B’ On Successful Refinancing; Outlook Stable”

“S&P’s assessment of  
KELAG’s liquidity has 
been revised to adequate 
from strong in light 
of  an upcoming €250 
million debt maturity 
that KELAG has not yet 
refinanced.”
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“S&P sees no substantial 
refinancing risk until 
2019. This gives PPC 
time to sustainably 
improve its profitability 
and to strengthen its 
capital structure.”



“Cash flows are expected 
to be sufficient to fund 
capital expenditure 
(capex) internally, but 
dividend payments 
will result in moderate 
negative discretionary 
cash flows.”

U.K.-BASED NORTHERN GAS NETWORKS

Solid Operational Performance Sees  
U.K.-Based Northern Gas Networks ‘BBB+’ 
Rating Affirmed
Rating affirmed as consolidated group’s adjusted funds from 
operations to debt will remain comfortably above 9% over the next  
few years

Standard & Poor’s Ratings Services is 
affirming its rating on U.K.-based gas 
distributor Northern Gas Networks (NGN) 
and its related entities at ‘BBB+’.
NGN has continued its strong operational 
performance. S&P believes the 
consolidated group’s adjusted funds 
from operations to debt will remain 
comfortably above 9% over the next 
few years. The stable outlook reflects 
the view that credit metrics will remain 
above S&P’s guidelines for the rating and 
that NGN’s operational performance will 
remain good.

The rating on NGN is based on S&P’s 
view of  its “excellent” business risk and 
“significant” financial risk profiles, as the 
criteria define the terms. S&P combines 
these assessments to derive an anchor 
of  ‘a-’. NGN’s stand-alone credit profile 
(SACP) is one notch lower at ‘bbb+’, due 
to the one-notch downward adjustment 
applied to reflect the view that increasing 
debt will result in weakening cash flow 

metrics over the current regulatory 
period.

S&P Credit Analyst Nazia Haider 
says: “The “excellent” business risk 
assessment of  NGN reflects its “very 
low” industry risk, as business operations 
are focused on the provision of  essential 
gas distribution services, and S&P’s “very 
low” country risk assessment as all of  
NGN’s earnings are derived from the 
stable U.K. market.”

Cash flows are expected to be 
sufficient to fund capital expenditure 
(capex) internally, but dividend payments 
will result in moderate negative 
discretionary cash flows. As a result 
of  increasing debt, cash flow metrics 
will decline closer to S&P’s minimum 
guidance for the existing ratings over the 
current regulatory period. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “U.K.-Based 
Northern Gas Networks ‘BBB+’ Rating Affirmed On 
Solid Operational Performance; Outlook Stable”

GAS UTILITY KAZTRANSGAS

Kazakh Gas Utility KazTransGas And Gas 
Pipeline Operator Intergas Central Asia 
Affirmed At ‘BB+’ 
The stable outlook reflects view that the risks associated with planned 
heavy capital expenditures, growing exposure to the volatile gas retail 
segment, and potential dividend pressure from the parent are balanced 
by solid market position, moderate projected debt over the next two 
years, and adequate liquidity and maturity profiles.

Standard & Poor’s Ratings Services has 
affirmed its ‘BB+’ long-term corporate 
credit ratings on Kazakh gas utility 
company KazTransGas (KTG) and its 
100% owned gas pipeline operator 
Intergas Central Asia JSC (ICA). The 
outlook on both companies is stable.

KTG continues to have a fair business 
risk profile and intermediate financial risk 
profile, in S&P’s view, and the likelihood 
that KTG would receive extraordinary 
support from the Kazakh government is 
moderately high.

S&P Credit Analyst Sergei Gorin says: 
“The ratings on ICA are equalized with 
those on KTG because of  ICA’s core 
status and KTG’s 100% ownership of  ICA. 
The ‘BB+’ long-term corporate credit 
ratings on KTG and ICA are affirmed.”

The stable outlook reflects S&P’s 
view that the risks associated with KTG’s 
planned heavy capital expenditures, 
growing exposure to the volatile gas retail 
segment, and potential dividend pressure 
from the parent are balanced by KTG’s 
solid market position, moderate projected 
debt over the next two years, and 
adequate liquidity and maturity profiles.

The affirmation reflects S&P’s 
view that KTG continues to enjoy 
a “moderately high” likelihood of  
timely and sufficient extraordinary 

government support from the government 
of  Kazakhstan. It also reflects the 
assessment of  KTG’s stand-alone credit 
profile (SACP) at ‘bb’, based on its “fair” 
business risk profile, “intermediate” 
financial risk profile, and “negative” 
financial policy.

KTG’s “fair” business risk profile is 
supported by the stable and regulated 
nature of  the gas transportation business 
and ship-or-pay terms until 2015 in the 
gas transportation contract with Russian 
energy major Gazprom. KTG’s status as 
the national gas operator and its solid 
market position stemming from the 
favorable location of  the group’s transit 
pipelines also bolster the business risk 
profile. It is constrained by the company’s 
exposure to Kazakhstan country risk, 
which S&P assess as “high,” and heavy 
dependence on Gazprom in its gas 
transportation and sales activities. 
Furthermore, it has an aged asset 
base and faces potential competition 
from alternative gas export pipelines 
transporting Central Asian gas. Moreover, 
retail gas tariff  regulation in Kazakhstan is 
not transparent.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Kazakh Gas Util-
ity KazTransGas And Gas Pipeline Operator Intergas 
Central Asia Affirmed At ‘BB+’; Outlook Stable”

“KTG’s “fair” business 
risk profile is supported 
by the stable and 
regulated nature of  
the gas transportation 
business and ship-or-
pay terms until 2015 in 
the gas transportation 
contract with Russian 
energy major Gazprom”

SWEDISH FORTUM VARME

Swedish District 
Heating Company 
Fortum Varme Rated 
‘BBB+/A-2/K-1’; 
Outlook Stable
Heating company is planning to 
refinance its existing shareholder 
loans with external debt and 
the stable outlook reflects the 
expectation that the company’s 
cash flows will continue to be 
supported

Standard & Poor’s Ratings Services is 
assigning ‘BBB+/A-2/K-1’ issuer credit 
ratings to Fortum Varme Holding samagt 
med Stockholms stad, AB (Fortum 
Varme). Fortum Varme is planning to re-
finance its existing shareholder loans with 
external debt, including issuance of  bonds.

Fortum Varme’s stand-alone credit 
profile is assessed at ‘bbb’. The rating 
further reflects S&P’s view that there is a 
“moderate” likelihood that the 50% own-
er, the City of  Stockholm, would provide 
the company with extraordinary support.

S&P Credit Analyst Alf  Stenqvist says: 
“The stable outlook reflects the expec-
tation that the company’s cash flows will 
continue to be supported by its stable 
district heating operations.”

Fortum Varme’s “strong” business risk 
profile reflects its “satisfactory” competi-
tive position in district heating opera-
tions, which account for around 90% of  
revenues and EBITDA and which S&P 
assesses as having a “very low” industry 
risk. While there is no defined regulatory 
framework for district heating in Sweden, 
the company is the sole district heating 
network operator in its area, with implicit 
oversight from the Swedish Competition 
Authority. S&P views the current mar-
ket-based framework for district heating 
as predictable because it has remained 
largely unchanged since the 1950s, which 
brings stability to the business. 

The stable operating environment 
is somewhat offset by the volume and 
fuel price risks that are related to district 
heating, with warmer or colder winters 
leading to meaningful volatility in the vol-
ume of  heat delivered. The absence of  a 
defined regulation of  tariffs based on cost 
cover means that there is no guarantee 
that the company is able to recover costs 
that arise from this volatility, although 
the company’s operating profit has been 
relatively stable over the years. 

Further information is available on the Global Credit 
Portal in the research piece entitled: “Swedish District 
Heating Company Fortum Varme Holding samagt med 
Stockholms stad Rated ‘BBB+/A-2/K-1’; Outlook Stable”
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“The stable operating 
environment is 
somewhat offset by the 
volume and fuel price 
risks … with warmer or 
colder winters leading 
to meaningful volatility 
in the volume of  heat 
delivered.”



U.K.-BASED OPERATOR FIRSTGROUP

Ratings On U.K.-Based 
Transport Operator 
FirstGroup Affirmed 
At ‘BBB-/A-3’; 
Outlook Negative
Trading during the financial 
year ended March 31, 2014, 
was in line with the group’s 
expectations, except for £14 
million related to unprecedented 
weather conditions

Standard & Poor’s Rating Services has 
affirmed its ‘BBB-’long-term and ‘A-3’ 
short-term corporate credit ratings on 
U.K.-based transportation operator 
FirstGroup PLC. The outlook is negative. 
At the same time, S&P affirmed its 
‘BBB-’ issue rating on FirstGroup’s senior 
unsecured notes.

The affirmation follows FirstGroup’s 
update on trading during the financial 
year-ended March 31, 2014. S&P had 
previously indicated that it could revise 
the outlook to stable if  FirstGroup was 
able to grow faster than anticipated in 
financial 2014. Following the update, S&P 
expects performance in the year to have 
been broadly in line with S&P’s forecast. 
The liquidity assessment has been revised 
upward to “strong.” This revision follows 
FirstGroup’s repayment of  £300 million 
notes during financial 2014, and reflects 

the forecast that liquidity sources will 
cover uses by more than 1.5x over the 
next 12 months and by more than 1x the 
following year.

On April 2, 2014, FirstGroup PLC an-
nounced that trading during the financial 
year ended March 31, 2014, was in line 
with the group’s expectations, except 
for £14 million related to unprecedented 
weather conditions.

S&P Credit Analyst Aurelie Hari-
ton-Fardad says: “The negative outlook 
reflects the possibility that S&P could 
lower the ratings on FirstGroup by one 
notch if  credit metrics do not continue to 
improve in financial 2015, notably if  funds 
from operations to debt is less than 23%.”

The ratings on FirstGroup incorpo-
rate the group’s turnaround plan, which 
S&P anticipates will deliver significant 
operational improvements in the near to 
medium term. The plan involves signifi-
cant investment, with capital expenditure 
expected to double in financial 2014 com-
pared with the previous year. It is forecast 
that the group’s turnaround plan will 
support its return to rating-commensurate 
credit metrics by March 31, 2015. The 
negative outlook captures the risk that the 
plan may not deliver as much benefit as 
anticipated or as quickly as planned.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Ratings On 
U.K.-Based Transport Operator FirstGroup Affirmed At 
‘BBB-/A-3’; Outlook Negative”

“This receivable, if  
not received in cash, 
could be taken into 
consideration in future 
discussions with the 
Spanish Government 
about an extension, or 
in a retender process for 
the Acesa”

U.K. HELICOPTER SERVICES PROVIDER AVINCIS

U.K. Helicopter Services Provider Avincis On 
Watch Positive After Announced Acquisition By 
Babcock International Group
CreditWatch placements follow announcement by Babcock 
International Group PLC that it has entered into a conditional 
agreement to buy the entire capital of  Avincis for €1.1 billion

Babcock International Group PLC 
recently announced that it will purchase 
the entire share capital of  Avincis Mission 
Critical Services Topco Ltd., the parent 
company of  U.K. helicopter services 
provider Avincis Mission Critical Services 
Holdings, S.L.U. and Bond Mission Criti-
cal Services PLC (together Avincis).

On April 4, 2014, Standard & Poor’s 
Ratings Services placed on CreditWatch 
with positive implications its ‘B’ long-term 
corporate credit rating on Avincis. S&P 
also placed on CreditWatch positive its 
‘B+’ issue rating on the revolving credit 
facility issued by Avincis Mission Critical 
Services, its ‘B-’ issue ratings on the €470 
million notes issued by special purpose 
vehicle Inaer Aviation Finance and on the 
€470 million back-to-back credit facility 
issued by Avincis Mission Critical Servic-
es, and the ‘B’ issue rating on the £260 
million senior secured floating rate notes 
issued by Bond Mission Critical Services.

The CreditWatch placements follow 
U.K.-based engineering support services 
group Babcock International Group 
PLC’s (Babcock; not rated) announce-
ment that it has entered into a conditional 

agreement to buy the entire capital of  
Avincis for €1.1 billion.

Babcock plans to fund the acquisition 
through a fully underwritten rights issue 
of  its existing shares and to repay Avincis’ 
debt with a £900 million bridge debt 
facility, should the Babcock board con-
sider it necessary and desirable to do so. 
S&P Credit Analyst Menique Smit says: 
“S&P understands that all of  Avincis’ out-
standing debt will most likely be repaid 
after the transaction. If  Avincis’ debt falls 
significantly after the acquisition, or it is 
assessed that Avincis is at least a “mod-
erately strategic” subsidiary under S&P’s 
group rating methodology, it could raise 
the rating by one or more notches given 
that it estimates that Babcock’s credit 
quality is stronger than Avincis.”

The acquisition is subject to sharehold-
er approval and customary closing con-
ditions, including regulatory approvals, 
and S&P expects it to close in the second 
quarter of  2014.
Further information is available on the Global Credit 
Portal in the research piece entitled: “U.K. Helicopter 
Services Provider Avincis On Watch Positive After 
Announced Acquisition By Babcock International 
Group”

SPAIN-BASED ABERTIS INFRAESTRUCTURAS

Spain-Based Abertis Infraestructuras ‘BBB’ 
Rating Affirmed On Potential Acquisitions
Abertis’ most cash generative toll road concessions have a short 
remaining average life but are valuable and unique, and its 
transportation infrastructure operations are low risk

Spain-based infrastructure operator 
Abertis Infraestructuras S.A. (Abertis) 
recently acquired and fully consolidated 
an additional equity stake in Autopistas 
Metropolitanas de Puerto Rico LLC, and 
the company expects to make further 
acquisitions in 2014. 

As a result, Standard & Poor’s Ratings 
Services has revised its assessment 
of  Abertis’ financial risk profile to 
“significant” from “intermediate.” The 
anchor is now ‘bbb’, which reflects this 
assessment, and the assessment of  
Abertis’ business risk profile as “strong.”

At the same time, the negative 
comparable rating analysis modifier has 
been removed. Combined, these factors 
result in S&P affirming its long-term 
corporate credit rating at ‘BBB’. 

S&P Credit Analyst Maria Lemos says: 
“The stable outlook reflects the view that 
Abertis will maintain a “strong” business 
risk position and that adjusted funds from 
operations to debt will be at least 10%.”

The short remaining average life of  
Abertis’ most cash generative toll road 
concessions, Aumar and Acesa (which 
provide most of  the dividends used to 
service Abertis’ recourse debt) place 
Abertis in an unfavorable position when 
compared with peers. Nevertheless, 
Abertis’ AP-7 receivable is a valuable 

and unique asset that mitigates the 
concessions’ short remaining life.

The AP-7 motorway receivable is 
the result of  amendments to Acesa’s 
concession under Royal Decree 
457/2006. The decree requires Abertis 
to make additional investments in 
certain stretches of  the AP-7 motorway, 
waive certain claims to be compensated 
for parallel roads, offer toll discounts, 
absorb the increase in operating costs, 
and modify toll location and layouts 
in exchange for guaranteed returns. 
In 2013, the value of  this receivable 
was €1.37 billion and S&P estimates 
that, depending on traffic trends, its 
value could substantially increase when 
the concession expires in 2021. This 
receivable, if  not received in cash, could 
be taken into consideration in future 
discussions with the Spanish Government 
about an extension, or in a retender 
process for the Acesa and other Spanish 
concessions.

The “strong” business risk assessment 
incorporates the view that Abertis’ 
operations are low risk, and that country 
risk is intermediate.

Further information is available on the Global Credit 
Portal in the research piece entitled: “Spain-Based 
Abertis Infraestructuras ‘BBB’ Rating Affirmed On 
Potential Acquisitions; Outlook Stable”

“Babcock plans to fund 
the acquisition through 
a fully underwritten 
rights issue of  its existing 
shares and to repay 
Avincis’ debt with a 
£900 million bridge debt 
facility”

MAY 2014  INFRASTRUCTURE FINANCE OUTLOOK  STANDARD & POOR’S RATINGS SERVICES  5  

“The group’s turnaround 
plan, which S&P 
anticipates will deliver 
significant operational 
improvements in the 
near to medium term”
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Rated New Issuance: EMEA Infrastructure Sector (Apr 2012 - Apr 2014)
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Companies or projects New Rating/Outlook Old Rating/Outlook  Rationale for change

March-14   
Madrilena Red de Gas II, S.A.U. BBB-/Stable/A-3 NR Ratings Withdrawn Following Merger With Parent Company
April-14   
-   
Project Finance & Transportation credits   
March-14   
Aeroports de Paris A+/Stable/-- A/Stable/-- On Strong Financial Performance
Ryanair Holdings PLC BBB+/Stable/-- NR New Rating
CEVA Group PLC CCC+/Watch Pos/-- CCC+/Stable/-- On refinancing announcement
Lemtrans LLC CCC/Negative/-- CCC+/Negative/-- Following Ukraine Sovereign Downgrade
Solutions 4 North Tyneside (Finance) PLC AA Prelim/Stable AA- prelim Preliminary rating
Healthcare Support (Newcastle) Finance PLC BB-/Watch dev BB+/Stable Increased chances of  Project termination
April-14   
Solutions 4 North Tyneside (Finance) PLC BBB-/Stable  Rating assigned (Final)
Amey Lagan Roads BB/Stable BB/Watch Positive ProjectCo will be undergoing financial restruturing which will result in 
improved forecast DSCRs
Avincis Mission Critical Services Holdings, S.L.U. B/Watch Pos/-- B/Stable/-- On announcement of  acquisition By Babcock International Group
VINCI S.A.  A-/Stable/--  BBB+/Stable/-- On Reassessment Of  Resilience Of  Transportation Infrastructure 
Businesses
CEVA Group PLC B-/Stable/-- CCC+/Watch Pos/-- On Completed Refinancing
Russian Railways JSC BBB/Negative/-- BBB/Stable/-- Outlook revised following sovereign outlook revision
OJSC Federal Passenger Company BBB/Negative/-- BBB/Stable/-- On similar action on the parent company, Russian Railways JSC

S&P LT                             5yr CDS                  1mth                    3mth     2012-2014               S&P Market 
FCR Rating Borrower Country (bp) (r bp) (r bp) High  Low       Derived Signals*

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

27-Mar-14 Teollisuuden Voima Oyj Finland BBB Euro 45 31-Mar-32 3.9
27-Mar-14 Solutions 4 North Tyneside (Finance) PLC United Kingdom AA Pound Sterling 77 31-Mar-41 5.259
28-Mar-14 Enagas Financiaciones S.A.U. Spain BBB Euro 750 11-Apr-22 2.5
28-Mar-14 Enagas S.A. Spain BBB Euro 1,200 27-Mar-18 None
31-Mar-14 Elia System Operator S.A./N.V. Belgium A- Euro 350 07-Apr-29 3
4-Apr-14 Porterbrook Rail Finance Ltd. Jersey BBB Pound Sterling 250 04-Apr-29 4.625
4-Apr-14 Public Power Corp. S.A. Greece B Euro 2 04-Apr-19 None
10-Apr-14 Iberdrola International B.V. Netherlands BBB Euro 750 24-Oct-22 2.5
11-Apr-14 EDP Finance B.V. Netherlands BB+ Euro 650 15-Apr-19 2.625
17-Apr-14 SNAM SpA Italy BBB+ Euro 500 24-Apr-19 1.5

Source: Standard & Poor’s, Bloomberg, 25 April 2014

A+/A-1/stable EDF S.A. France 57 -2 2 168 52 a-
BBB+/A-2/stable RWE A.G. Germany 73 -16 -14 131 65 bbb+
A/A-1/Negative GDF Suez S.A. France 55 -1 -3 146 52 a-
BBB/A-2/Stable ENEL SpA Italy 77 -19 -31 527 76 bbb
BB+/B/Stable Energias de Portugal S.A. Portugal 149 -23 -41 946 149 bb+
BBB/A-2/Stable Iberdrola S.A. Spain 75 -19 -21 566 75 bbb+
BBB-/A-3/Positive United Utilities PLC UK 103 -16 -9 183 73 bbb
BBB+/A-2/Stable Edison SpA Italy 49 -5 -2 173 47 a-
NR International Power UK 63 -3 -3 125 45 a
Source: Standard & Poor’s, Bloomberg, 25 April 2014
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