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1. Methodological framework of Project Finance 

Rating 

EthiFinance Ratings has developed a methodological framework in order to assess the 

creditworthiness of special purpose vehicles (SPVs) set up for the construction and 

operation of projects that are funded through Project Financing. 

This document can be used as a general guide to understand how EthiFinance Ratings 

assesses the qualitative and quantitative risk factors and how they are combined to 

arrive at a final rating. 

This methodology describes the process that the primary analyst must follow, analyzing 

each of the significant aspects involved in the credit analysis along the different phases 

of a project, including all elements and players involved in the transaction. 

 

 

 

 

 

 

 

2. Scope 

This methodology applies to all companies that operate under a project financing 

framework. 

Project Financing is a type of financing that funds a project whose assets and cash 

flows are the main guarantees of the debt. Therefore, this type of financing is without 

recourse to the parent company and its repayment is based on the near-certainty of 

constant cash flows, being this the fundamental element of a Project Finance. 

Under the umbrella of this framework, EthiFinance Ratings publishes this methodology 

applicable to a wide variety of projects. 

The universe of Project Finance encompasses a wide range of activities and sectors 

both in public and private spheres. This type of financing is applied to the construction 

and operation of concessional services (water, environmental and waste management), 

power plants under different technologies and all types of infrastructures such as toll 

roads, hospitals, sports, leisure and cultural centers, service stations, etc). 
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3. Rating Model 

The first step to rating a project finance is to determine in which stage the project is 

in: is it in an initial planning stage prior to construction (complete rating model) or is 

the project already operating (partial rating model)? 

The complete rating model analyses the three phases of a project: Planning phase, 

Construction phase and Operating phase. The following table includes the factors 

analysed in each phase and their corresponding weights in the final rating. 

Project Finance Complete Model 

Factors 
Weightin

g 

Planning phase 20% 

Risk of the project 12% 

Characteristics of the information 4% 

Competitive environment 2% 

Macroeconomic landscape 2% 

Maturity of the Financing 4% 

Risk of the sponsors/shareholders 8% 

Corporate structure of the borrower  4% 

Sponsor’s/Shareholder’s profile 4% 

Construction phase 30% 

Contractual risks 15% 

Contractual and legal framework 11% 

Profile of the parties involved 4% 

Execution risks 15% 

Complexity of the works 10% 

Assessment of the construction programme 5% 

Operational phase 50% 

Operational risk 10% 

Operator profile 4% 

Operational complexity  6% 

Financial risk 40% 

Cash flow mechanism 10% 

Financial profile of the counterparties 10% 

Structure of the financing 20% 

  100% 
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In the partial model where the project is in its operational phase, the scorecard is 

adjusted based on the lesser relevance of the construction phase in the risk of the 

project, reducing its weight in the rating. 

This methodological framework incorporates all the factors and sub-factors that are 

analysed and that are significant in the rating process. Each of the factors and 

subfactors is scored considering their different weightings with the final rating being 

the weighted average of all the factors. In both models, each analytical sub-factor is 

assigned a score from 1 to 10, being 1 the best score and 10 being the worst in terms 

of creditworthiness. 

Finally, this methodology will map the numeric rating resulting from the analytical 

process into the scale “EthiFinance Ratings Long-Term Credit Scale” (available for 

consultation on the website). In addition, the rating is accompanied by an outlook 

(over the next year) depending on the prospects of both the sector and the 

performance of the company (Outlook Methodological is available on the website). 

3.1 Planning phase 

This phase includes transversal elements that will influence the rest of the phases of 

the project and that are assessed in relation to projects with the same or similar 

characteristics. Within the factor Project Risk the following elements are assessed:  

the competitive, sectorial and economic landscape of the project; the quality and 

scope of the information provided by the sponsor to ensure a complete definition of 

the project and its underlying risks; and the term of the financing in relation to the 

project life which defines the “project tail”. 

The analytical sub-factors that are used to assess the Project Risk within the Planning 

Phase are:  

o Characteristics of the information supplied by the Sponsor 

o Competitive environment 

o Macroeconomic landscape 

o Maturity of the Financing 

The corporate structure of the borrower and the expertise and track record of the 

project’s sponsors/shareholders are elements that are assessed within the analytic 

factor Sponsor’s Risk. Usually, the borrower will be incorporated as an SPV in order to 

ensure that the project is ring-fenced from the rest of the Group to which it belongs. 

Consequently, the project debt typically does not have recourse against the 

Sponsor/Shareholder but has full access to the project’s cash flows and enjoys a pledge 

over the project’s assets. 

The analytical sub-factors that are used to assess the Sponsors / Shareholders Risk 

within the Planification Phase are: 

o Corporate structure of the borrower 
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o Sponsor’s / Shareholder’s profile 

3.2 Construction Phase 

The construction phase is of great importance in the development of the project and 

entails greater risk than the previous phase. It is in this stage where errors, deviations 

and delays are contractually penalised and where the viability and final commissioning 

of the project reach a critical point. Additionally, in this phase a major part of the 

investment is executed and most of the financing is deployed, intensifying the risk of 

default should significant deviations appear.  

The risks that arise during the construction period can be classified under two groups. 

The first group deals with the contractual risks that govern the relationships between 

the intervening players and how the contracts that define the obligations and 

guarantees pledged by all parties ensure the correct fulfilment of their obligations. 

The second group of risks is directly associated with the execution of the construction. 

In this way, construction contracts that are clear and simple and are closed with first 

rate contractors are assessed positively. The construction contract must be tailored to 

the project’s objectives and must include adequate guarantees (deadlines, cost 

overruns and penalties), all of which will be favorably valued. 

The analytical sub-factors that are used to assess the Contractual Risks within the 

Construction Phase are: 

o Contractual and legal framework 

o Profile of the parties involved 

The analytical sub-factors that are used to assess the Execution Risks within the 

Construction Phase are: 

o Complexity of the works 

o Assessment of the construction program 

3.3 Operational Phase 

This phase begins once the project has been erected and commissioned and is ready 

for operation. 

The importance of this phase warrants its larger weight in the final rating of the project 

since it spans over most of the financing’s life and it is the phase where all of the cash 

flows necessary for the payment of the debt are generated. At this point of the rating 

process most of the focus is on the financial viability of the project. 

In this phase of the credit analysis there are two distinct groups of risks. In the first 

place, we can identify operational risks that focus on the management of the project 

and its proper maintenance. In this case, we assess the characteristics of the project 

operator (expertise, track-record, solvency, etc.) as well as the degree of complexity 
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of the project’s operation and maintenance. Greater levels of operational complexity 

and lower levels of expertise and competence of the operator will lead to lower 

ratings. 

In second place, we analyse the financial risks of the project and assess the solvency 

of the project and its capacity to meet its debt service from a purely numeric 

perspective. In this section the payment mechanism will be analysed in order to assess 

the visibility and recurrency of the project’s cash flows, the creditworthiness of the 

payer of the service rendered and other counterparties involved (derivatives provider, 

bank account provider, etc.), and finally the structure of the financing (leverage, 

DSCR, LLCR, etc.). 

The analytical sub-factors that are used to assess the Operational Risks within the 

Operation Phase are: 

o Characteristics of the operator 

o Operational complexity 

The analytical sub-factors that are used to assess the Financial Risks within the 

Operation Phase are: 

o Cash flow mechanism 

o Financial profile of the counterparties 

o Structure of the financing 

The generation of a favorable Debt Service Cover Ratio (DSCR) which includes a 

sufficient margin to meet its debt service is a key metric and the amount of margin 

required will depend on how predictable the cash flows are. This is essential to 

assessing the credit quality of a project. 

 

 

This document updates the previous version while preserving its original methodological 

assumptions; therefore, all existing ratings remain unchanged. In this version, the format 

has been updated 
 


