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Summary
Infrastructure plays a major role in our daily lives and COVID-19 is affecting our infrastructure,
specifically transportation usage. With global recommendations for social distancing, fewer
people are traveling for business or commuting to/from work and school. Airports, trains,
subways, buses, and roads—which include bridges and tunnels—are less crowded. This is Part 1
of a two-part article tracking the credit performance of transportation project finance loans
before and during COVID-19.
Moody’s Analytics Data Alliance leads a Project Finance loan default and recovery data
consortium that contains data from 1983 through 2019. The data was used to analyze the
credit performance of the subindustries of Project Finance.
For the analysis we calculated historical cumulative default rates, using the Basel definition of
default, for project finance bank loans from the data consortium to compare to Moody’s
Investors Service (MIS) corporate rated debt (see the Glossary for definitions). We also
calculated recovery performance from the data consortium to compare to MIS Ultimate
Recovery Database. Here are some key findings from this analysis:
»

The cumulative default rates for infrastructure and transportation loans are consistent
with low investment-grade corporate loans.

»

Marginal default rates for infrastructure loans perform like A-rated debt by year 7 and
transportation loans perform like A-rated debt by year 9.

»

Ultimate recovery rates for infrastructure loans averaged 76.6% compared to 79.1% for
the consortium dataset. The transportation loans averaged 83.0%, which are similar to
the recoveries for senior secured corporate loans.

»

Infrastructure loans default on average 5.1 years after origination compared to the data
pool with an average of 4.2 years. Transportation defaulted on average 5.9 years after
origination
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Overview
Our 2019 consortium data pool contains 9,332 projects with 2,706 infrastructure projects that include 1,222 transportation
projects. 653 out of the 1,222 projects have loans that are outstanding with maturities after 2019. Those 653 outstanding loans
will be the focus of Part 2 of these articles after we receive the 2020 data from our consortium members, which may contain
project defaults caused by COVID-19.
Project finance is a low-default industry and even more so with infrastructure. However, recently, transportation experienced
periods of higher defaults following the 2008 economic crisis and again in 2013 to 2015 with several underutilized Western
European and North American toll roads and port defaults. 2019 was the first year since 2005 with no transportation defaults.
While people are working/schooling from home, transportation usage is down since the COVID-19 pandemic began. We would
like to determine if the decreased usage from COVID-19 restrictions is directly correlated to potential new defaults during 2020.
We also want to see how this affects the cumulative and marginal default rates. At the end of 2019, the 653 outstanding loans
have an average of 6.7 years since origination. Approximately 15% of the projects are under construction, where usage is not
measurable yet.
Project finance defaults are idiosyncratic but there are some periods of defaults that follow industry trends. We found more
evidence of that in the power and oil & gas industries than with infrastructure. Also, infrastructure defaults have not been
correlated to major pandemics such as SARS in 2002, the H1N1 swine flu in 2009–2010, and the Zika Virus epidemic from 2015 to
the present day.

Infrastructure and transportation debt performance
Figure 1 compares the contribution of transportation defaults and other infrastructure defaults, by project count. Project loan
defaults do not occur immediately after origination. Infrastructure loans default on average 5.1 years after origination, which is
almost a full year longer than the overall data pool average of 4.2 years. Transportation loans defaulted on average 5.9 years after
origination, which is more than 1.7 years longer than the 4.2 years after origination for infrastructure projects. This is significant
because longer time to default translates into higher cumulative default rates and as mentioned, the weighted average time
outstanding since origination on the 653 loans is 6.7 years. This suggests that most transportation defaults occur during
operations and approximately 80% of the defaults were on operational projects.
Figure 1
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Source: Moody’s Analytics Data Alliance Project Finance Consortium
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The 10-year cumulative default rate for the data pool of 9,332 loans with 611 defaults was 5.7% and for the 2,706 infrastructure
loans with 147 defaults was 4.2%. The 1,222 transportation projects with 100 defaults have a 10-year cumulative default rate of
8.33%, which is higher than both the data pool and infrastructure. Figure 2 displays the cumulative default rates for the data pool,
infrastructure, and transportation compared to MIS corporate rated debt.
Figure 2
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The cumulative default rates for the data pool, infrastructure, and transportation lie squarely between MIS corporate rated Ba and
Baa-rated debt. Figure 2 illustrates how the project finance loan curves began to flatten out by year 7. The marginal annual default
rates in Figure 3 show that the data pool and infrastructure loans perform similarly to mis A-rated debt by year 7, which is
consistent with Figure 3, and transportation projects perform similarly to MIS A-rated debt by year 9. This figure also shows how
the risk of default decreases over time for project finance loans, which is different than for corporate debt where risk continues to
increase over time, although at decreasing rates.
Figure 3
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Default severity is determined by the loan recovery. The overall average recovery for 306 project finance loans in the data pool
that emerged from default is 79.1%, and the average recovery for 53 infrastructure projects was 76.6%. The 32 transportation
loans had an average recovery of 78.8%, which is 0.3% lower than the data pool and 2.1% higher than overall infrastructure
recoveries. The corporate loan data for all loans have an average recovery of 80.0% and senior secured loans average recovery was
85.2%. Interestingly, project finance loan recoveries have been increasing for the past three years with an average recovery of
100% in 2019; however, corporate loan recoveries were lower in 2019 at 70.2% 1
Expected loss is the product of the probability of default (PD) and the loss given default (LGD). The overall data pool has a 10-year
cumulative default rate of 5.70% with an average recovery of 79.1%, and the 10-year expected loss is 1.2%. For infrastructure, the
10-year cumulative default rate is 4.20% with an average recovery of 78.8%, and the 10-year expected loss was 1.0%. For
transportation the 10-year cumulative default rate was 8.33% with an average recovery of 78.8%, and the 10-year expected loss
was 1.8%. By comparison, the expected loss for all Baa loans was 0.7% and 3.0% for all Ba loans.
This shows us that notwithstanding the increases in infrastructure defaults between 2009 and 2015 shown in Figure 1,
infrastructure loans perform better than the data pool of project finance loans. Transportation performance has a higher default
rate than the data pool, and average recoveries are the same as the data pool. Expected loss for transportation projects is between
the expected loss for MIS rated Ba and Baa-rated loans.
Project finance is a well-managed asset class. It is possible that although usage was down during 2020, the projects can withstand
periods of reduced cash flow with enough cash available to service their debt. Project finance deals are highly structured and
protected by financial covenants and offtake contracts offering protection to the lenders. Part 2 of this article will address our
observations of the 2020 consortium data.

1

Moody’s Investors Service “Annual default study: Defaults will edge higher in 2020.”
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Appendix: Glossary
Cumulative Default
Rates (CDR)

Cumulative default rates are calculated from the weighted average marginal default rates (hazard rates) for all cohorts.

Default (Basel)

A default based on the Basel definition of default. We include below relevant extracts from the Basel Framework
(paragraph 36.69 and 36.70):
“A default is considered to have occurred, with regard to a particular obligor when either or both of the two following
events have taken place.
The bank considers that the obligor is unlikely to pay its credit obligations to the banking group in full, without recourse
by the bank to actions such as realising security (if held).
The obligor is past due more than 90 days on any material credit obligation to the banking group. Overdrafts will be
considered as being past due once the customer has breached an advised limit or been advised of a limit smaller than
current outstandings.”
“The elements to be taken as indications of unlikeliness to pay include:
The bank puts the credit obligation on non-accrued status.
The bank makes a charge-off or account-specific provision resulting from a significant perceived decline in credit
quality subsequent to the bank taking on the exposure.
The bank sells the credit obligation at a material credit-related economic loss.
The bank consents to a distressed restructuring of the credit obligation. This is likely to result in a diminished financial
obligation caused by the material forgiveness, or postponement, of principal, interest, or (where relevant) fees.
The bank has filed for the obligor’s bankruptcy or a similar order in respect of the obligor’s credit obligation to the
banking group.
The obligor has sought or has been placed in bankruptcy or similar protection where this would avoid or delay
repayment of the credit obligation to the banking group.”
This definition of default is the same as the one published by the Basel Committee on Banking Supervision in its
previous Basel III and Basel II Frameworks.

Emergence from Default For a loan that has defaulted, emergence from default is deemed to occur following any of the events set out below:
»
Repayment of overdue interest
»
Restructuring with no subsequent default
»
Restructuring with lender being taken out of the deal—for example, by repayment of the defaulted loan with
no participation in a restructured debt facility
»
Material restructuring
»
Liquidation
Infrastructure

These comprise selected subindustries within Water, Waste, Transportation (Roads, Bridges, Tunnels, Rail, and Ports &
Terminals); Media & Telecom (Media Distribution and Telecom); and Oil & Gas Refining and Power (Transmission and
Distribution, Renewable and Non-Renewable Electricity Generation).

Marginal Default Rates

The marginal default rate (hazard rate) is the ratio of the number of project defaults in a specific time period divided by
the number of projects exposed to the risk of default at the beginning of that time period. For the purposes of this
study, marginal default rates have been calculated on a monthly basis.

Moody’s Analytics Data
Alliance – Project
Finance Consortium

The project finance data consortium is composed of leading project finance lenders and investors that provide
historical portfolio and credit loss data to Moody's Analytics, for the purpose of creating an aggregate data set.

Moody’s Investors
Annual default study: Defaults will edge higher in 2020
Service Annual
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1206734
Corporate Default Study
Moody’s Investors
Service Annual Project
Finance Default and
Recovery Study
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https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1216692
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Moody’s Investors
Service Default &
Recovery Analytics
Database

Moody’s Investors Service proprietary database, which contains information on nearly 5,700 defaulted loans and
bonds taken from nearly 1,200 non-financial US corporations that initially defaulted since 1987. Please see Moody’s
Default & Recovery Analytics.

Project Finance

The following is the Basel definition of project finance:
Definition of corporate exposure
30.07

In general, a corporate exposure is defined as a debt obligation of a corporation, partnership, or
proprietorship. Banks are permitted to distinguish separately exposures to small or medium-sized entities
(SMEs), as defined in CRE31.9.
30.08 Within the corporate asset class, five sub-classes of specialized lending (SL) are identified.
Such lending possesses all the following characteristics, either in legal form or economic substance:
1.
The exposure is typically to an entity (often a special purpose entity, or SPE) which was created specifically to finance
and/or operate physical assets;
2.

The borrowing entity has little or no other material assets or activities, and therefore little or no independent
capacity to repay the obligation, apart from the income that it receives from the asset(s) being financed;

3.

The terms of the obligation give the lender a substantial degree of control over the asset(s) and the income that it
generates; and

4.

As a result of the preceding factors, the primary source of repayment of the obligation is the income generated by
the asset(s), rather than the independent capacity of a broader commercial enterprise.

The five sub-classes of SL are project finance (PF), object finance (OF), commodities finance (CF), income-producing
real estate (IPRE), and high-volatility commercial real estate (HVCRE). Each of the sub-classes is defined in the
following section.
Project finance
30.10

30.11

PF is a method of funding in which the lender looks primarily to the revenues generated by a single project,
both as the source of repayment and as security for the exposure. This type of financing is usually for large,
complex, and expensive installations. This might include, for example, power plants, chemical processing
plants, mines, transportation infrastructure, environment, and telecommunications infrastructure. Project
finance may take the form of financing of the construction of a new capital installation, or refinancing of an
existing installation, with or without improvements.
In such transactions, the lender is usually paid solely or almost exclusively out of the money generated by the
contracts for the facility’s output. This includes the electricity sold by a power plant. The borrower is usually
an SPE that is not permitted to perform any function other than developing, owning, and operating the
installation. The consequence is that repayment depends primarily on the project’s cash flow and on the
collateral value of the project’s assets. In contrast, if repayment of the exposure depends primarily on a wellestablished, diversified, credit-worthy, contractually obligated end user for repayment, it is considered a
secured exposure to that end user.

The Basel definition of project finance is the same one that the Basel Committee on Banking Supervision previously
published.
Transportation

Transportation project loans for the construction and maintenance of roads, bridges, tunnels, rail services, and ports &
terminals.

Ultimate Recovery

A default (Basel) for which recoveries have been realized following emergence from default, as defined in the
preceding section.

MOODY’S ANALYTICS

HOW WILL COVID-19 AFFECT TRANSPORTATION PROJECTS?

7

© 2021 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.
CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY’S (COLLECTIVELY,
“PUBLICATIONS”) MAY INCLUDE SUCH CURRENT OPINIONS. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL
FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY’S
RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS”), AND OTHER OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND
RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS, ASSESSMENTS,
OTHER OPINIONS AND PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS
AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR PUBLICATIONS WHEN MAKING AN
INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.
ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
MOODY’S PRIOR WRITTEN CONSENT.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS
DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as
well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party
sources. However, MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing its
Publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for
any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of
such losses or damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is
not the subject of a particular credit rating assigned by MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or
compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of
liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors,
officers, employees, agents, representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such
information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
CREDIT RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.
Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities
(including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of
any credit rating, agreed to pay to Moody’s Investors Service, Inc. for credit ratings opinions and services rendered by it fees ranging from $1,000 to approximately $5,000,000.
MCO and Moody’s Investors Service also maintain policies and procedures to address the independence of Moody’s Investors Service credit ratings and credit rating processes.
Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold credit ratings from Moody’s Investors
Service and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor
Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s
Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document
is intended to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within
Australia, you represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent
will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating
is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by
Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a
Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are
assigned by an entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit
rating agencies registered with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSFJ (as applicable) for credit ratings opinions
and services rendered by it fees ranging from JPY125,000 to approximately JPY550,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

MOODY’S ANALYTICS

HOW WILL COVID-19 AFFECT TRANSPORTATION PROJECTS?

BX5327

