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everywhere you look, people wanting to finance Latin 
American projects are talking about “project bonds”.

Certain unique features of bonds, as compared to bank 
lending, have prompted this growing interest. Recent bond 

issuances in Brazil, Peru and Mexico indicate that these countries could 
be leaders in opening up the Latin American project bond markets to 
local and international players. As investors’ appetite for construction 
risk remains extremely low, the market will need to develop with this in 
mind in the short-term and should gradually follow the expansionary 
trends seen recently in the Canadian and US infrastructure project bond 
markets.

Simply put, project bonds refer to the issuance of bonds to finance 
single-asset, limited-recourse, greenfield projects. They also describe 
bonds that refinance such greenfield projects originally financed by bank 
debt following completion of construction, ie, brownfield projects.

A number of factors lead investors to choose project bonds over bank 
debt financings. Key is the likelihood of longer tenors with a project 
bond, particularly with concession-based projects. Currently, bond terms 
extend on average 17 to 20 years, whereas bank loan maturities hover 
around seven to 10 years. Project bond financings also make it easier to 
obtain fixed-interest rates, usually obviating interest rate hedging.

Another benefit of the capital markets is the opportunity for issuers to 
tap into another source of capital. With fewer commercial banks lending 
following the recent economic downturn and with those lenders facing 
higher lending costs, tougher credit committees and more demands on 

their smaller balance sheets, project sponsors need more funding sources. 
Pension funds and life insurance companies are increasingly considering 
investments in projects through capital markets. This additional source 
of capital has meant a diversification of funding sources and a larger 
source of capital in some cases because of existing liquidity in the capital 
markets and the recycling of bank debt by refinancing with bonds after 
construction and not waiting until loans mature.

A final factor is that bond covenants usually (but not universally) 
allow issuers more flexibility to run their businesses when compared to 
loan covenant packages. For brownfield projects, covenants tend to be 
incurrence-based, not maintenance-based as in bank-financed projects. 

This approach may result in less day-to-day 
oversight by bondholders, which seems 
unnerving to banks but which bondholders 
generally prefer. We have also seen the 
capital markets accept some “loosening” 
of maintenance covenants for unwrapped 
greenfield infrastructure project bonds.

Project bonds present challenges. 
First is inherent execution risk. Rarely 
do underwriters give firm commitment 
underwritings and most issuers have no 
commitment until pricing. As a result, most 
issuers prefer the certainty of a single bond 

issuance. This brings negative carry to the project since interest begins 
accruing immediately on bond proceeds but issuers only have access 
to such proceeds over time after satisfying certain conditions (eg, 
construction progress).

A third challenge arises from capital markets’ inherent volatility. 
What looks like a ripe opportunity for a bond issuance one day may be 
gone the next.

Another key challenge lies with electronic settlement of bonds and 
bonds’ global form, resulting in issuers not knowing the identity of 
beneficial owners. Any request for an amendment or a waiver becomes 
more difficult when compared to a bank debt financing for two primary 
reasons. The issuer cannot contact bondholders individually for support. 
Also, as more passive investors, many bondholders take less interest than 
banks in amendments and waivers. Despite seeming like alternative 
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decision-makers, bond trustees, who are reluctant to act without 
bondholder consent, and bondholders’ technical advisers, who prefer 
giving only technical advice, avoid active roles in decision-making. 
Consequently, issuers find the amendment and waiver process for a bond 
more time-consuming and costly than that for a bank loan because of 
the bondholder consent solicitation process.

And the challenge that most bond investors point to is the inherent 
risk that a greenfield project will not complete construction on time or 
be constructed to agreed standards.

the Latin American project bond market
Over the last 12 months, we have seen notable project bond activity in 
Brazil and Peru and indications of similar activity in Mexico. In Brazil, 
the market financed three key project bonds in 2010. Odebrecht’s 
Rotas das Bandeiras raised 1.1 billion reais (US$623 million) for 12 
years from the Brazilian market for its operating Dom Pedro highway; 
a transaction considered an important opening of the project bond 
market to Brazilian infrastructure projects. Schahin Group’s Lancer 
issued a US$270 million bond with a term of six years to the Brazilian 
and international markets to refinance its offshore drill ship chartered 
to Petrobras. And, Odebrecht sold a US$1.5 billion, 10-year project 
bond to the international capital markets to refinance two nearly 
completed drilling vessels. Since the vessels were in the ramp-up phase 
of construction and thus considered greenfield assets, Ashutosh Aman, 
vice president at HSBC, explained that a guarantee in the form of 
letters of credit from Korea Export-Import Bank covering all payments 
to the shipyard prior to delivery was necessary to mitigate any perceived 
construction risk.

The Peruvian local bond market supported two greenfield project 
bond financings over the last year. In the Huascacocha water derivation 

PPP, Brazil’s OAS issued a 321 million nuevos soles (US$116 million) 
bond through its Peruvian subsidiary for an 18-year term, and in 
Taboada, ACS issued 942 million nuevos soles (US$340 million) 
bonds through subsidiaries for 18 and 22-year terms to finance 
the construction of a waste water treatment plant. Both offerings 
sufficiently mitigated construction risk from the perspective of Peru’s 
pension funds and insurance companies, the primary purchasers. A key 
factor in reducing construction risk, among others, revolve around the 
role of concessionaire Sedapal, Lima’s and Callao’s municipal water 
and waste utility, and whose primary source of income is customers’ 
payments into a master trust. During construction Sedapal issues 
RPICAOs, representing an irrevocable contractual promise to pay a 
certain amount of money in return for the completion of construction 
milestones. Bond proceeds are then used to purchase the RPICAOs.

While the Mexican market did not see a project bond in 2010, 
it did see 4.3 billion pesos (US$320 million), 20-year bonds issued 
in the Mexican market to support the modernisation of the state of 
Mexico’s public registry of properties (IFREM) and other high-priority 
infrastructure. Key were guarantees from Overseas Private Investment 
Corporation (OPIC), which translates into a US government guarantee of 
principal and interest payments on 2.765 billion pesos (US$217 million), 
and Corporación Andina de Fomento (CAF), which provided a partial 
credit guarantee for another series of bonds. Though this bond offering 
did not support the financing of a project, it reinforces what some market 
observers believe is key to opening up the Latin American project bond 
market – such credit guarantees from multilateral development banks 
and government agencies are needed to alleviate bondholders’ aversion 
to construction risk in project bond financings. Mexican sponsors have 
expressed interest in project bonds, and bankers active in Mexico predict 
a couple of project bond issuances in the near term.

Latin America project Finance Volumes 2007-2010
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While monolines wrapped project bonds, Chile had an active 
project bond market and, according to Arthur Simonson – managing 
director at US Utilities & Infrastructure Corporate & Government 
Ratings, Standard & Poor’s – Colombia was home to the first project 
bond financings in Latin America in the mid-1990s in the midstream 
oil and gas sector. The demise of monolines ended Chile’s local project 
bond market, and Pedro García, partner at Chilean firm Morales & 
Besa, says he has not seen signs of its rejuvenation for greenfield or 
brownfield projects. Chilean institutional investors are reluctant to buy 
bonds during the construction phase, he explains, and local banks have 
filled the financing void. García pointed out that as mega-projects are 
developed, sponsors may need to tap into the international capital (or 
bank) markets to finance project costs.

In contrast, it is only a matter of time before we see project bonds 
again in Colombia, according to Jean Pierre Serani, director of corporate 
finance at Banca de Inversión Bancolombia, including ones using 
structures comparable to Peru’s RPICAO structure. Colombian pension 
funds have full coffers and want to invest in infrastructure locally. After 
seeing bad experiences for investors in Colombia with bonds used to 
finance projects but structured for corporate issuers, Serani says the key 
to developing this market will be structuring project bonds to reflect 
international standards for project finance.

Lessons from the Us and 
Canada
As the economy begins to 
emerge from the recent 
financial crisis, we have 
seen the Canadian capital 
markets significantly expand 
an existing infrastructure 
project bond market and 
the US tax-exempt bond 
market grow to embrace the 
infrastructure public-private 
partnership (PPP) market. Charles Halam-Andres, managing director at 
Scotia Capital, credits the recent growth in the Canadian bond market 
for greenfield infrastructure projects to local authorities who understand 
their infrastructure needs and have the financial wherewithal to support 
bond financings, and to the flight of European banks from this market 
due to the economic crisis and the consequent shortening of bank loan 
tenors. The Canadian investor base of life insurance companies, pension 
funds and money managers, like others, he explains, understand that 
construction risk is a primary risk in these projects but they accept 
it where there is a robust construction performance security package. 
This requirement does not necessarily translate into sponsor completion 
guarantees or debt undertakings but can result in a construction 
contractor parent guarantee supported by a letter of credit. As Halam-
Andres points out, other Canadian sectors, such as solar and biomass 
projects, have not (to date) been financed using project bonds due to the 
market’s discomfort with their construction risk.

Similarly, the US market has seen a peaked interest in project 
bond financings for infrastructure PPPs. And, because of an existing 
tax-exempt bond investor base familiar with transportation assets, the 
US market has seen a gradual convergence of the municipal bond 
and the project finance markets in the greenfield transportation space. 
Jason Baran, vice president at Citi specialising in US municipal bonds, 
explains that in the last five years he has seen the investor base become 
increasingly accepting of well-mitigated construction risk. He credits 

the growth of this market to strong public sector sponsorship, municipal 
bond investors’ familiarity with the transportation sector and sizeable 
project costs associated with mega-projects.

The general consensus of market participants is that the US and 
Canadian markets have a head start. So, what will help the Latin 
American market embrace greenfield project bonds during the next 
several years and effectively catch up?

A key factor will be the issuance of more project bonds in Latin 
America. These initially will be largely for brownfield projects. Sponsors 
will gain experience working with bondholders who may not be as 
readily attentive as their bank counterparts and bondholders will gain 
experience in structuring bonds around projects, albeit in both cases 
after completion of construction.

But they will also be for greenfield projects with credit enhancements 
early on. An obvious (but not popular among sponsors) choice would 
be a sponsor completion guarantee backed at least in part with a letter 
of credit. Another choice would be credit support through US dollar 
or local currency guarantees currently offered by the likes of Inter-
American Development Bank (IADB), CAF and OPIC. None of these 
products are new, but with no monoline insurers to look to, sponsors 
are increasingly considering them to help mitigate construction risk for 
bondholders. While OPIC offers a full debt guarantee to bondholders, 

it can only guarantee debt 
of up to US$250 million 
or, if the issuer obtains an 
investment grade shadow 
rating, US$400 million. 
IADB and CAF offer partial 
credit guarantees and first 
loss guarantees; they do 
not offer full guarantees 
because, as self-described 
credit enhancers, they 
must participate alongside 
complementary private 

capital. A third form of credit enhancement would be the development 
in more industries and more countries of structures like the Peruvian 
RPICAOs.

Another factor will be educating local and international institutional 
investors about project finance to improve their understanding and 
acceptance of inherent construction risks, such that eventually they will 
not require credit enhancements. Following on from this will be the 
education of local authorities regarding international project-finance 
standards and how they can support the development of the project 
bond market, such as making systemic changes to support RPICAO-
type structures or providing tax incentives. Key support will also come 
from the participation in larger bond offerings of international players 
with greater project bond experience and expertise.

A final key driver of the local project bond market is the cash 
that local pension funds have available for investment and are actively 
seeking to invest to support the infrastructure needs of their countries. 
More activity in the local, private bond markets will develop these 
markets further and should encourage, with time, more involvement of 
the international and “public” market.

We expect the increased interest in project bonds to translate into 
increased project bond activity in Latin America.  In the short-term, 
this activity will manifest itself through a few key groundbreaking 
project bond issuances each year and with time this activity will develop 
into a mature market on the local and international levels.

Key support will be the participation in larger bond 
offerings of international players with greater project 

bond experience and expertise
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