
The PPP Model and the conversion of Government Debt to Private debt  
(Extract from “Stories in Credit Analysis”)

One of the most interesting financial developments over the last decade and a half has been the entry of 

private sector players into arenas such as basic infrastructure development, which was once reserved for 

the public sector.  This is referred to as public private partnership (PPP) because the public sector owns 

the asset and merely transfers the use and maintenance of the asset to the private sector.  This can 

acquire two shapes- in developed countries it could result in the maintenance of an existing 

infrastructure asset such as a road or a bridge being passed on to a private operator, in return for the 

right to levy user charges on users of the asset.  This right to charge a toll is enshrined in a concession 

agreement between a government agency, say a municipality, and the private operator.   The concession 

agreement would specify the quality of the service that the private operator must provide and penalties 

should the operator fail on that front.  Earlier, the government agency would have funded the 

maintenance out of its tax receipts or out of bond issues.  This transference of the maintenance of an 

asset to a private operator, in return for upfront payments, makes a government’s finances seem 

sounder than it is.  The private operator now takes on debt to finance the operation.  So, to get a true 

picture of moving money from one pocket of society to another, one has to consolidate the public sector 

debt with the private sector debt.  Else, fiscal numbers of the government look suddenly better while all 

that has happened is that the household sector, instead of paying taxes for the expenses required for 

maintenance, pays for it in the form of a toll to the corporate sector.   The concession can have valuable 

mis-priced options in favor of the private sector operator such as the right to build up additional assets 

linked to the transferred asset such as four laning a two lane highway, use of nearby real estate assets 

etc.

In developing countries, the concession takes a different form- it gives a private operator the right to 

build a new infrastructure, collect toll for a certain period, and transfer the asset to the government at 



the end of the concession period (the build, operate and transfer model, or the BOT model).  Here again, 

the government does not need to commit resources for building infrastructure- making fiscal numbers 

seem superior. And the government does not need to borrow for creating the asset, thus burnishing 

government debt to GDP ratios.  

Implemented properly, PPP can make societal assets operate more efficiently as the private operator 

almost always has on eye on preventing wastage.  But if you are going to compare the finances of two 

countries- one that is gung ho on the PPP model and another that has the government carrying out the 

task of building and maintaining infrastructure, merely comparing government finances is not just silly- 

its plain wrong and leads to wrong conclusions.  Obviously, the country that is today executing its 

infrastructure projects in the government sector can always shift to the PPP model if its finances get 

strained.  So, SDR is the only way to compare the finances of the two countries.

When not done properly, or if a transaction reeks of crony capitalism, PPP transfers a number of valuable 

options to a private sector operator at low cost.  Options, such as the right to develop the adjoining real 

estate, or to expand the capacity of the current infrastructure (such as a BOT operator currently 

executing a 500 MW power project having the right to put up another 500 MW at the same site), could 

have considerable value which are given away as a part of a PPP transaction.   

The Changing Face of European Construction Companies

Since the mid 1990s, the big European construction companies such as Vinci of France, Hochtief AG of 

Germany and Ferrovial and Grupo ACS of Spain have moved away from deploying capital in their low 

margin construction business to deploying capital in infrastructure concessions under the public private 

partnership model.  The leverage involved in such structures is enormous and contractors are putting 

their existence at peril.   Most of the debt passes off as non recourse debt, but if the debt is non 

recourse, the value of the equity holdings in the concessions is also zero.  



The Grupo ACS – Hochtief AG – Leighton Holdings - Australian Concessions Story -CDO Cubed?

The story of Spain’s Grupo ACS, its equity method consolidation of its holdings in Germany’s Hochtief AG 

which in turn consolidates its holdings in Australia’s largest construction company Leighton through a 

non recourse debt structure, which in turn invests in Australian concessions with the help of non 

recourse debt would make the CDO cubed structure blush.  The extent of wink and nudge going on and 

pretending that leverage vanishes at each stage does bear similarities with the debt tomfoolery that 

went under the broad categorization “Structured Credit/Correlation Products” and was driven by the 

same easy liquidity prevalent during the post dot com era.

In 2008, Grupo ACS of Spain consolidated the financials of its two big equity investments- 25% holding in 

Germany’s largest construction company Hochtief AG and 25.8% holding in Abertis, a big player in the 

concessions business, by the equity method.   Hochtief and Abertis are involved in several concessions, 

financed with non recourse debt.  Hochtief owns Australian construction company Leighton, not directly, 

but through a SPV which carries non recourse debt.     Leighton in turn has recourse and non recourse 

debt emanating from its investment in concessions.  If you a credit analyst analyzing creditworthiness of 

Grupo ACS, chances are you will have the mother of all headaches.    If you are doing an honest analysis, 

you would have to look at each and every concession of Hochtief and Leighton.  Else, like the rating 

agencies, you can indulge in mindless hand waving and not bother about the implications of non 

recourse debt on the parent company’s credit standing.

Hochtief AG traces its origin to 1870 and was involved in such projects as Germany’s first nuclear power 

plant.  During the Second World War, like many German companies, it used forced labor and built the 

Führenbunker in Berlin where Hitler committed suicide.   Of the six subsidiaries of the company, Hochtief 

Concessions is the most bothersome from a credit analysis standpoint.  Hochtief Concessions, in 2008, 

had 2 subsidiaries- Hochtief PPP Solutions and Hochtief Airport.  Hochtief PPP Solutions designs, 



finances, builds and operates public infrastructure on a PPP basis.  Hochtief Airport holds equity stakes in 

a number of international airports such as Athens, Düsseldorf, Hamburg and Sydney.  In addition, the 

company has a financing arm Airport Partners in which it has a 40% stake.  In 2008, the company’s total 

consolidated assets amounted to €12.1 billion, which was supported by €2.86 billion of equity.  The 

gearing is shocking, considering that revenues from airport projects are driven by global macro-economic 

factors.   The only way such leverage can be permitted is if the project revenues were guaranteed by the 

German government.

Grupo ACS, at the end of 2007 had total debt of €16.6 billion, of which full recourse debt amounted to 

€6.9 billion and non recourse debt amounted to €9.7 billion.  The carrying value of the equity method 

investments in Hochtief and Abertis amounted to €1.28 billion and €1.97 respectively. The total value of 

equity method investments amounted to €4.23 billion. Considering the leveraging at Hochtief and 

Abertis, the easiest way out for analyzing the full recourse debt at Grupo ACS is to knock off the non 

recourse debt ascribable to investments in Hochtief, Abertis and other equity method investments from 

the liability side and knock off the equity method investments themselves from the asset side of Grupo 

ACS’ balance sheet.

Ferrovial’s Balance Sheet Size takes off but Risks spin out of control    

Spanish construction company Ferrovial was founded in 1952 as a railroad construction company 

(Ferrovial is the Spanish word for railroad).   Until the 1998 setting up of Cintra with three business lines- 

car parks, toll roads and airports (later separated out as a separate operation), Ferrovial relied on its wits 

in the contracting business.  From 2000, the company rapidly expanded investing in concessions by 

taking over the Bristol, Sydney and Belfast airports.  In 2005 Ferrovial took over Swissport International, 

a company that provides ground services at airports.   The crowning activity of its investment adventures 

was the 2006 takeover of BAA with a consortium.  BAA was the owner of London’s Heathrow, Gatwick 



and Stansted airports.  After the BAA takeover, Ferrovial became the largest airport operator in the 

world.  By the end of 2007, the company had moved so far from its core construction business that 50% 

of the company’s EBITDA came from the airport operator business, 23% from the motorway concession 

business while only 12% came from construction.  The rapid change of the business profile and drastic 

balance sheet expansion should have worried lenders at the full recourse and non recourse level.  But 

the Alan Greenspan induced jump in global liquidity caused the bankers not to ask hard questions for 

fear that the borrower might borrow from someone else.

Besides the leverage involved, asset ownership, particularly ownership of infrastructure assets, exposes 

the owner to regulatory risks.  The only way the BAA takeover would have made sense was if the 

regulator permitted the airport operator to enjoy monopoly over all London airport operations, including 

the Heathrow, Stansted and Gatwick terminals.  In 2006, BAA was a cash cow on account of its monopoly 

status in London.  With the regulator insisting on the sale of Gatwick and Stansted, any business 

rationale for the BAA takeover faded.     By 2009, BAA could barely generate enough cash flow to service 

debt.  The purchase price of BAA was £10.3b, of which the equity of £4.2 b was brought through a 

vehicle called Airport Development and Investment (ADI).  Ferrovial held 61% of ADI’s equity, with the 

balance being held by GIC of Singapore and France’s Caisse de Depot et Placement.  

There are only a few ways to make money by taking over an infrastructure asset- a) Lever it up and hope 

the credit markets remain benign (“the private equity model”) b) Secure the rights to further expansion 

at a low price (“the SNC Lavelin” model) c) Obtain some form of monopoly pricing power- which is nigh 

impossible with various regulators looking on and d) improve operational efficiency.  Improving 

operational efficiency is more often than not a theoretical construct divorced from ground reality.  So, 

unless you are financing SNC Lavelin’s acquisition of Highway 407, providing debt financing for takeover 

of infrastructure assets is a mug’s game.  It is a game Ferrovial’s lenders participated with gusto.  
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