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Superannuation and sovereign wealth funds have been active participants in the recent round of 
privatisation of infrastructure assets by respective State governments.  With A$100 billion of 
Commonwealth and State-owned assets such as airports, ports, rail, water services, electricity networks 
available-for-sale1, participation or otherwise in the privatisation process of infrastructure assets will remain 
key investment decisions for trustees and board members for years to come.  
 
Whether it is jubilation for being the successful bidder or feeling somewhat deflated with no asset to show 
for after investing considerable time, money and effort, it is worthwhile taking some timeout to reflect how 
other providers of capital, in this paper namely our perspective as debt investors, would view the same 
transaction.  While there are many similarities between credit and equity analysis, there can also be 
notable differences as a debt investor analyses the same transaction through a different compared to a 
shareholder.  Ultimately, while it is important for us as debt investors to try to understand how an equity 
investor looks at a particular transaction we argue it is also important for shareholders to understand what 
debt investors look for.  This is because it could affect long-term equity returns reflected either through a 
higher equity component and/or reduced gearing.  In addition, being an under-bidder does not mean that it 
is the end of the road as the investment could still be accessed in the form of a debt instrument.  
 
In this article, we aim to highlight four key elements that we as debt investors closely analyse in unlisted 
assets that risk being underestimated by equity investors. 
 
The key elements are: 

1. Parent ownership; 

2. Shareholders’ investment objectives and philosophy; 

3. Economic interests and operational control; 

4. Corporate governance and credit structure. 

 
Parent ownership 

Basic corporate finance principles state that the rate of return of an asset should be based on its 
systematic risks since it is systematic risks that equity investors cannot diversify.  Equity investors face a 
trade-off between systematic risks and returns assuming they hold fully diversifiable portfolios.  
 
Debt investors also require compensation to the extent that systematic risks affect default probabilities as 
reflected in the credit risk premium.  As long as the risk of the asset is consistent with the risk of the parent, 
the credit risk premium on an asset should be consistent with the credit risk premium on the parent(s).  
What if the risk profile of the parent is inconsistent with the asset?  Debt investors face a risk-reward trade-
off that does not end with the asset but extends to who owns the asset.2  
 
An understanding of an asset’s ownership is an important element in a credit assessment.  This is because 
the parent-shareholder can exert significant influence on a business risk appetite and capital management 
                                                      
1 Office of the National Infrastructure Coordinator, Submission to the Productivity Commission Inquiry into Public 
Infrastructure, December 2013. 
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policies.  To illustrate this point consider United Energy (UED) and SGSP (Australia) Asset Pty Ltd 
(SGSPAA) which are two unlisted electricity distributors with operating networks in the State of Victoria 
with similar business drivers.  UED is 66%-owned by DUET Group, an ASX-listed entity that aims to 
deliver double-digit dividends year-on-year to its shareholders.  The rest of UED is owned by State Grid, a 
Chinese state-owned entity.  On the other hand, SGSPAA is 40%-owned by Temasek’s Singapore Power 
(SP) and 60% by China’s State Grid (SG).  Both SP and SG are sovereign wealth funds and well-known 
utility operators with long-term investment horizons and return expectations that are less aggressive than 
DUET.  SGSPAA’s two sovereign wealth fund  owners also have the ability and proven willingness to 
accept lower dividends and/or provide financial support, if required.   
 
All else being equal, debt investors would expect a higher credit risk premium for UED because a yield-
driven, ASX-listed majority parent could impose aggressive financial policies such as debt-funded 
dividends that could heighten default probability.  In contrast, SGSPAA’s sovereign wealth fund backed 
parents are more likely to re-invest in the business and less likely to be driven by short-term financial 
objectives.  In summary, the credit risk premium should capture not only the systematic risk of the 
underlying asset but also the systematic risk of the parent(s) ownership.  Chart 1 demonstrates the point 
showing comparable UED securities reflecting credit premium reaching 40% higher than SGSPAA. 
 
Chart 1 

 
 
From a debt investor’s perspective, the primary mitigant against the risk of changes in parent ownership is 
the Change of Control (COC) clause in debt documents.  The mere presence of a COC clause does not 
necessarily mean debt investors expect a lower risk premium.  The COC clause could be loosely worded 
such that it offers debt investors limited rights for principal repayment in the event of an ownership change.  
If indeed the case, it makes no difference whether or not there is a COC clause!  Furthermore, the COC 
clause offers no protection against a shareholder whose risk appetite becomes increasingly aggressive 
over time.  In this scenario, debt investors would look for leverage based financial covenants in debt 
documents as a mitigant. 
 
Shareholders’ investment objectives and philosophy  

Putting aside debt capital for the moment, should a funding requirement arise, an unlisted asset would be 
reliant on existing shareholders for equity since it has no ability to directly tap external equity capital 
markets. While having one or a few shareholders could mean a more expedient equity raising process 
than a listed company, it could also be a double-edged sword. Suppose there are restrictive terms and 
conditions in a Shareholders Agreement that requires unanimous shareholders’ approvals before an equity 
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injection could proceed irrespective of ownership levels. What if a single shareholder is unable or unwilling 
to commit new capital?  
 

The potential misalignment in the financial capacities of shareholders could heighten liquidity and 
refinancing risk in stressed periods.  We are not suggesting that investments owned by “like-minded” 
shareholders are better quality credits; debt investors, nonetheless, are mindful that decision-making at the 
board level could be protracted and conflicts more likely if shareholders have vastly different investment 
objectives and philosophy.  The terms and conditions in the Shareholders Agreement governing matters 
such as capital raising, asset sales, pre-emptive rights in the event of ownership changes, dividend 
policies could provide clues to debt investors of how shareholders could behave in turbulent times. 
 
Economic interests and operational control 

While having 100%-ownership of an asset confers full control, control is less well-defined in situations of 
partial ownerships.  Having an ownership stake of an asset does not necessarily confer operating rights.  
On the other hand, a single parent-shareholder could have outsourced its operating rights to a third-party. 
The third-party, while having no ownership stake, has full operational control of the asset.  The alignment 
between ownership, economic interests and operational control could affect the quality and volatility of the 
operating cash-flows generated by the underlying asset.  
 
Consider Adani Abbot Point Terminal (AAPT) and Dalrymple Bay Coal Terminal (DBCT). Both AAPT and 
DBCT are coal export terminals located in Queensland. Both are wholly-owned by a single shareholder. 
Both shareholders have out-sourced the operations of the terminals.  While the operator for DBCT is 
owned by a majority of its key customers, the operator for AAPT is owned by one customer.  The greater 
alignment of economic interests and objectives between customers and operator in DBCT mitigates the 
risk of contractual and costs disputes thereby lessening the risk of volatile cash-flows.  In contrast, the 
weaker alignment in AAPT could result in situations whereby the other customers (who are not operators) 
challenge proposed tariff increases put forward by AAPT.  In our opinion, the regulator is also more likely 
to allow a straight pass-through of costs to customers with the predominantly customer-operator model in 
DBCT.  Notwithstanding there are other business drivers, all else being equal, debt investors would 
consider AAPT as a weaker credit and expect a higher risk premium than for DBCT. 
 
Corporate governance and credit structure 

An analysis of corporate governance and credit structures is imperative in a robust credit assessment.  A 
corporate governance framework that lacks transparency or a credit structure that resembles a snakes and 
ladder game board demands significant time and resources to analyse and understand. Consequently, 
complexity and/or lack of transparency could significantly add to the credit risk premium demanded by debt 
investors. Simplicity also sends a clear message that there’s no obfuscation and demonstrates good faith 
to other key providers of capital.  
 
 
Conclusion 

While there isn’t a straight-forward answer in terms of quantifying the additional risk premium sought by 
debt investors as compensation for ownership risk, as credit managers we always look to price in the 
individual owners circumstances of an unlisted asset.  The parent(s) ownership structure, the alignment of 
shareholders’ investment objectives and philosophy, the alignment of economic interests and operational 
control, corporate governance and credit structure are several important elements that debt investors look 
for to distinguish between what would make one investment more attractive than the other for the same 
credit risk premium.  As trustees and board members of superannuation, pension and sovereign wealth 
funds presiding over the next investment proposal in an unlisted privatised asset, it is important to 
understand how debt investors analyse the same investment as this could affect long-term equity returns 
via the credit risk premium.  It pays to take a brief walk in the shoes of a debt investor to understand how 
they think and what they look for! 
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Disclaimer 

Opinions, estimates and projections in this article constitute the current judgement of the author as of the date of this article.  
They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, ABN 22 000 443 274, 
AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to change without notice.  In 
preparing this document, we have relied upon and assumed, without independent verification, the accuracy and 
completeness of all information available from public sources or which was otherwise reviewed by us.  Schroders does not 
give any warranty as to the accuracy, reliability or completeness of information which is contained in this article. Except 
insofar as liability under any statute cannot be excluded, Schroders and its directors, employees, consultants or any 
company in the Schroders Group do not accept any liability (whether arising in contract, in tort or negligence or otherwise) 
for any error or omission in this article or for any resulting loss or damage (whether direct, indirect, consequential or 
otherwise) suffered by the recipient of this article or any other person.  This document does not contain, and should not be 
relied on as containing any investment, accounting, legal or tax advice.  
 
 
    


