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Abstract
A big challenge that investors need to overcome while adding infrastructure projects to their portfolios is their multivariate nature. Layers of embedded risks and the lack of liquidity generally add to the complexity of the task. The objective of this discussion, rather than focusing on the specifics of a project, is to bring a practitioner view for addressing the relationship of pricing with some of the key variables that need to be examined prior to consider doing a full blown due diligence and committing to work on a project. The ability to make effective connections between these key aspects is sometimes a complicated task given the sui generis nature of each project. 
More often than not, the nominal rate of a project might seem interesting, but that may not be the case in relative terms. Analyzing the price of a deal is a delicate process; in principle, however, it is not very different from analyzing a common bond. Generally it helps to look at it with a “stack” approach. When trying to assess the attractiveness of a deal, one of the first steps is to make comparisons with the local government benchmark, this will provide the first view on the relative attractiveness of this yield to local investors. Some adjustments need to be made if there are not direct, hard currency benchmarks of the underlying sovereign. If that is the case, then a synthetic swap conversion needs to be made to translate the local-currency yield into a hard currency benchmark via devaluation expectations.

Once the spread over the local treasury has been established, the next step is to dissect it in sub-components and compare it to benchmarks or proxies when direct comparables do not exist. Even if comparables may be found, is not difficult to imagine that a lack of tradability might make the reference weak or inappropriate. An intuitive method to perform this task is to establish a shadow rating, which means to compare the spread with the senior debt issued by a similar tradable company, and assign a rating based on how the yield compares to that company in that industry. 

Now that the shadow rating has been determined, it needs to be refined. Adjustments to this rating are made by adding or subtracting notches depending on the individual characteristics of the project. To accomplish this adjustment, it is useful to put together a hierarchy of the elements. For example, the relative strength or weakness of the pool of guarantees and recovery value will move the rating up or down a defined number of notches, depending on the hierarchy. This treatment needs to be applied to all relevant aspects, such as the evaluation of the source of repayment and the links to the performance of the project, construction risk, management, political risk, governing law, etc. The size and direction of the notch adjustment will depend on the individual assessment of each component.
After landing a shadow rating and depending on the relevant project, consideration has to be made to the mitigants and how these further modify the rating. When addressing this issue, it is useful to establish the specific role of guarantors or enhancement providers and their strength. In many instances a project is weak or not viable without the support of a government, public entity or international organization. Does the project have a sovereign guarantee? Are there benefits to investors with preferred creditor status?  With a refined rating, prospective investors can now make further comparisons with the project’s tradable peers and evaluate the yield and rating in light of those proxies to finally establish if the pricing is cheap or expensive in relative terms.
There are three additional aspects that may be helpful to integrate at the end to complete the analysis. First, investors need to think about how the negotiating table may look if the project ceases to perform. For instance, whether the structure will provide my side of the table with a strong or a weak group. Secondly, investors need to assess whether there is appropriate legal representation available; this may seem obvious but it is tricky when considering all of the jurisdictions included in the contract explicitly or implicitly. Lastly, investors may want to think about secondary markets, and consider how feasible it is for the project to become transferable and how market friendly their conventions are.
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