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Presale:

Plenary Walsh Keystone Partners LLC

$732 Million Series 2015 Tax-Exempt Private Activity Revenue Bonds

Final ratings will depend upon receipt and satisfactory review of all final transaction documentation, including legal opinions. Accordingly, the

preliminary ratings should not be construed as evidence of final ratings. If Standard & Poor's does not receive final documentation within a

reasonable time frame, or if final documentation departs from materials reviewed, Standard & Poor's reserves the right to withdraw or revise

its ratings.

Transaction Description

Plenary Walsh Keystone Partners LLC (the project), under a public-private transportation partnership agreement with

the Pennsylvania Department of Transportation (PennDOT), will develop, design, construct, and maintain 558

geographically dispersed, structurally deficient bridges across the Commonwealth of Pennsylvania. After repair and

construction is completed, the project will maintain the bridges under a 25-year availability concession with PennDOT.

Substantial completion is expected to occur December 2017. The project is 80% owned by Plenary Penn Bridges Ltd.,

which is ultimately owned by Plenary Group (Canada) Ltd., and 20% by WI Penn Bridges L.P., which is ultimately

owned by members of the Walsh family.

The project's total construction cost is estimated at about $900 million. During the 36-month construction phase, the

project will receive $224.75 million in milestone and mobilization payments from PennDOT.

Table 1

Transaction Summary

Participants

Revenue counterparty/concession provider Pennsylvania Department of Transportation (PennDOT)

Sponsor Plenary Group (Canada) Ltd. (80%) and the Walsh family (20%)

Trustee U.S. Bank N.A.

Lenders technical advisor BTY Group

Key Features

Sector Transportation

Revenue Availability based payments

Volume risk No

Bankruptcy remote Yes

Key milestones

Financial close and start of construction March 1, 2015

Start of construction June 1, 2015

Scheduled substantial completion December 2017

Base Line Substantial Completion August 2018

Final Acceptance January 2018
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Table 1

Transaction Summary (cont.)

Total milestone payments $224.75 mil.

Expiry date/concession end January 2043 (25 years)

Construction period

Construction period length 36 months

Engineering, procurement, and construction (EPC) contractor Walsh Construction Co. II LLC (60%), Granite Construction Co. (40%).

EPC guarantor Walsh Group Ltd. and Granite Construction Co.

EPC contract price $899 mil.

Construction Liability Cap 40% of construction contract price

Security (LOC) LOCs, retention and performance bonds

EPC performance bond 100% of construction price

Operations period

Operating period length 25 years

O&M contractor Contracted to Walsh Infrastructure Management (WIM)

Financial measures

Debt service reserve accounts Six months; cash funded at substantial completion. Can be replaced with

acceptable LOC.

Rehabilitation work reserve account Funded at substantial completion. Funded on three-year look-forward basis:

100%/50%/25%.

Debt service coverage (S&P base case) Minimum 1.12x; average 1.15x

Debt/equity ratio 92.49%/7.51%

Distribution lockup 1.10x

Other liquidity No

Debt Tail No

Recovery rating N/A – investment grade

Rationale

On Feb. 5, 2015, Standard & Poor's Ratings Services assigned its preliminary 'BBB' rating to the $732 million series

2015 tax-exempt private activity revenue bonds (PABs) issued by the Pennsylvania Economic Development Financing

Authority (PEDFA).

The rating reflects our view of straightforward construction and execution risk that is confined largely to the logistical

challenges of remediating simple bridge structures throughout the state. Once the bridges are operational, we believe

the annual maintenance and capital regime will be routine and anticipate that financial performance will support

annual debt service coverage that averages 1.15x, with a minimum of 1.12x. Because construction risk is minimal, we

assess the operations phase as the driver of the rating. The outlook is stable.

The rating further reflects our view of the following strengths:

• The project has a strong counterparty in PennDOT, which will make progress and availability payments to the

project during construction and operations, respectively.

• The project has a well-developed concession agreement with clear and logical risk allocation with terms consistent
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with those of similar P3 projects we have rated;

• The project has an experienced design-and-build joint venture (DBJV) consisting of Walsh Construction Company II

LLC and Granite Construction Company. Also, most of the construction will be done by local subcontractors that

have worked in the region and are PennDOT approved. We view the DBJV as having sufficient project management

experience for a project of this type, which principally presents logistical and schedule management risks.

• The construction plan is straightforward, with very limited geotechnical risk. Although the number of bridges to be

replaced is high at 558, they are simple structures and on average span about 50 feet.

• In the event of a contractor default or inability to complete the project, we consider the DBJV replaceable, and the

security package robust enough to not tie the project rating to the credit quality of the DBJV participants during the

construction phase. Based on the liquidity package, we view project liquidity as adequate to replace the major

contractor and minor subcontractor. The liquidity for the replacement scenario will represent about 6% of the

construction price and comes from a combination of letters of credit (LOCs) from the DBJV, a retention account,

and performance bond proceeds.

• During the operating phase, liquidity is in line with that of comparable P3 peers and consists of a six months' debt

service reserve and a three-year look-forward major maintenance reserve.

• Given that this is an availability project with low maintenance requirements, we anticipate unusually stable cash

flows during the operating phase. Under our base case, which includes a 5% increase in operating, maintenance,

and lifecycle costs over management's case and inflation assumed to be 2% per annum, we anticipate that debt

service coverage (DSC) will average 1.15x with a minimum of 1.12x. The project has demonstrated cash flow

resiliency under our downside case, which includes an additional 10% stress over our base case, with DSC of more

than 1.05x. This resiliency results in a one-notch benefit above the base case result and contributes to the 'BBB'

rating outcome.

Partly offsetting the above strengths, in our view, are the following weaknesses:

• Although construction is fairly simple and straightforward, traffic management and acquiring right of way (ROW)

are of concern in meeting the construction schedule. However, the construction schedule has sufficient slack (eight

months) to accommodate any delays.

• The project will contract out maintenance to Walsh Infrastructure Management LLC (WIM), which is experienced in

managing infrastructure projects but has limited experience in managing such a unique project. To reflect this

concern, we increased by 5% our base case assumed maintenance costs, but unanticipated cost increases above this

level could weaken DSC.

• The distribution test, at 1.1x, is on the aggressive side and at the threshold for an investment-grade rating.

• The project is exposed to inflation, in that 90% of availability payments received from PennDOT are fixed and the

remaining 10% are indexed to the CPI.

Liquidity

The project benefits from adequate liquidity support during construction and operations.

Construction phase. At financial close the DBJV will provide an LOC equal to 2.5% ($22.5 million) of the contract

price. The project will also withhold from each monthly payment to the DBJV an amount equal to 10% in a retention

account until 50% of the contract price to DBJV has been paid. Between the LOCs and retention, the project will have

3.343% in total liquid security at financial close, and this will increase to 5.0% in six months and remain at 5.0% until

substantial completion.

The DBJV will also provide a performance bond equal to about 100% of the contract price in addition to parent

guarantees with a liability cap of 40% under the design-build agreement. The project has proposed a new form of
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performance bond, which we view as providing liquidity equaling as much as 10% credit to the performance bond for

contractor replacement. Although typically performance bonds have potential for protracted arbitration, under the

terms of this policy the maximum number of days before resolution/payment is 82 and we thus provide credit for

some project downside costs. In addition, the bond provider has documented its obligation under the performance

bond as a financial obligation, such that its failure to pay could result in ratings consequences for the insurer.

The liquidity package (LOC, retention, and performance bond proceeds) will be sufficient to cover our downside and

contractor replacement costs, which, when combined, are about $54 million, or about 6% of the contract price.

During operations, the project will benefit from a six-month debt service reserve account and a three-year

look-forward maintenance reserve (100%/50%/25%). The operations and maintenance (O&M) contractor, WIM, will

provide a surety bond to the project in an amount equal to 200% of the total average annual O&M fee and renewal

payment (indexed). The debt service reserve account will be funded with cash at substantial project completion.

The distribution test is 1.1x, calculated backward and forward 12 months, and should trap cash at the project level if

coverage falls below this level as a result of higher-than-anticipated O&M expenses or other unforeseen stresses.

Outlook

The stable outlook reflects our view of the projects' construction and operations risks, as well as its exposure to

counterparties. It also reflects our anticipation that construction will be completed on time and on budget.

We could lower the rating during construction if issues result in delays lasting more than four months and the project

contractor fails to perform on its guarantee. We could also lower the rating if the construction contractor's credit

quality (as reflected by its parent guarantee) declines during the construction period. Once the bridges are operational,

the rating could decline if the minimum DSC falls to less than 1.1x or if the project's expected resiliency in the

downside changes.

In operations, we could raise the rating if the project demonstrates lower O&M costs resulting in minimum debt

service coverage that approaches 1.2x through debt maturity.

Contractual Structure

The contractual structure provides sound allocation of risk protections in line with that of similar projects. The project

has executed a concession agreement with PennDOT. The design-build obligations will be passed to an

unincorporated Walsh/Granite JV (DBJV) between Walsh Construction Co. II LLC (60%) and Granite Construction

Co. (40%). The DBJV will also be responsible for maintenance work at each replacement bridge until substantial

completion. Maintenance work during construction is limited to maintenance of traffic, snow and ice removal in areas

affected by closures, and vegetation control. The O&M and renewal work requirements under the concession during

the operation period will be passed to Walsh Infrastructure Management LLC for the term of the concession.

Under the financing agreements, PEDFA will lend private activity bond (PAB) proceeds to PA Bridges Finco L.P.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 6, 2015   6

1383323 | 300000625

Presale: Plenary Walsh Keystone Partners LLC



Under related intercompany loan agreements, PA Bridges Finco L.P. will onlend PAB proceeds to PA Bridges Finco

ULC, which in turn will onlend to PA Bridges Finco LLC, which in turn will onlend the proceeds to PWKP. The

repayment of PABs will be from availability payments under the concession that will commence after the completion

of the 50th replacement bridge.

Country/Jurisdictional Risk Profile

In the U.S., the laws related to contracts are well articulated, and the court system has a consistent tradition of

enforcing contractual rights. Commercial contracts, especially, have been held sacrosanct, and courts are more likely

to enforce the letter of the contract and less prone to contract interpretation issues than other jurisdictions. We assign

the U.S. a country risk score of '1' on a six-point scale on which '1' is lowest risk, so we make no adjustments to the

rating for country risk. The country risk assessment is one aspect of the sector-specific criteria we use to determine

ratings on entities.

Counterparty Risk Profile

We assign a counterparty dependency assessment (CDA) to counterparties that we consider material and not easily

replaceable without significant time or cash flow implications. (For further information, see "Project Finance

Construction And Operations Counterparty Methodology," published Dec. 20, 2011 on RatingsDirect.) The preliminary

ratings on the debt incorporate our CDA as a weak link, which means that the ratings we assign to this public/private

partnership (P3) project can be limited by any deterioration of the creditworthiness of the key counterparties to the

transaction.
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Offtaker PennDOT counterparty appropriations assessment

PennDOT is irreplaceable but not a constraint on the rating. There is substantial headroom between the project rating

and the PennDOT rating

Construction Counterparty

We consider DBJV replaceable and not a constraint on the project rating. Construction will be carried out by a DBJV

consisting of Walsh (60%) and Granite (40%), which will be liable for the construction task on a joint-and-several basis.

In our opinion, both contractors have extensive experience. The majority of the construction will be done by

subcontractors that are exclusive, have local experience, and have previously worked with PennDOT. Also, because

we view the construction market as liquid in Pennsylvania, any subcontractor could be easily replaced and, if need be,

Granite or Walsh could complete the work.

O&M Provider

WIM, an affiliate of the Walsh Group, will perform O&M and renewal work through the term of the concession. In our

opinion, WIM personnel has extensive experience in O&M for transportation infrastructure projects. We consider

O&M providers replaceable for most P3 projects with simple maintenance requirements. Under the O&M contract,

O&M fees will be paid monthly and will increase with the Consumer Price Index (CPI).

Financial Counterparties

The providers of LOCs for the equity funding during the construction period, the collateral agent, and the depository

agent are rated at least 'A-'. As such, the financial counterparties to the project do not constrain the preliminary ratings.

Moreover, replacement provisions are appropriate at the project rating.

Business Risk Profile

The scope of the project includes the following:

• The purpose of the project is to replace 558 structurally deficient bridges, which are located across the

commonwealth. The project is divided into 87 early completion bridges and 471 remaining eligible bridges.

• The project consists of the design, construction, and maintenance of the replacement bridges and associated works

such as roadways, sidewalks, drainage systems, structures, signing, lighting, temporary traffic signals, and

landscaping.

Project Agreement

The PPA broadly resembles key features found in other rated P3s that allocate risks and responsibilities between the

offtaker and the developer. The allocation of risks and responsibilities in the concession agreement has standard
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provisions for delay events, compensation events, excusing causes, force majeure, default events, relief events,

termination payouts, dispute resolution, and changes in law.

The offtaker shares many significant risks with the project, especially in the following areas:

• Milestone payments are fixed and not dependent on the percentage of work completed. In most P3s, payments are

related to completing a certain percentage of work.

• The project is responsible for working with utility owners for all utility relocations. PennDOT is responsible for

associated costs and utility permit applications.

• The project is responsible for environmental mitigation for such materials found during construction. However,

undisclosed hazardous environmental conditions are a compensation event under the concession agreement.

• For supervening events, the project is entitled to receive an extension of time, cost compensation, or relief from

payment deductions caused by noncompliance event or closure, and relief from termination. PennDOT will

compensate any reasonable change in costs.

Construction Phase

We assess the project's stand-alone credit profile (SACP) during construction as 'bbb+'. We do not consider

construction challenging, as most bridges are single-span with an average length of 50 feet. About 70% of bridges will

use prestressed concrete structures that are prebuilt at factories. Prefabrication of structural elements will allow for

accelerated construction of each bridge and an extended construction season. Furthermore, geotechnical risk is

minimal given that the project's scope is limited to the replacement of existing bridges.

We consider this to be a unique project in that its construction sites are located throughout Pennsylvania, whereas

other infrastructure projects might consist of a single or a few construction sites. We consider planning and

management of construction on 558 bridges (several at a time) challenging and a cause for potential delays. We also

believe that ROW may lead to delays, as the project is responsible for preparing the materials for PennDOT to acquire

the ROW for the majority of the bridges.

Operation Phase

We assess the project's operations phase SACP as 'bbb'. In our view, the project faces no volume risk and instead relies

on regular availability payments under the concession agreement. We expect the project to have low maintenance

needs given that bridges have no repaving requirements, as would be the case for a road project; however, the project

is responsible for preventative and proactive maintenance. The project is not required as part of its scope to perform

snow and ice removal, which remain the obligation of PennDOT.

The project will contract O&M and renewal work to WIM through the term of the concession agreement. WIM is

expected to self-perform routine maintenance and subcontract renewal work. WIM will split the state into three

regions and have an office and storage facilities in each region. We also consider WIM replaceable.
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Financial Profile

The project meets our base case, downside case, and contractor replacement needs sufficient for the 'BBB' rating

outcome. The project is being funded with long-term PAB proceeds, equity, and milestone payments, and we view all

three sources as highly certain (see table below). The project will also have liquidity in the form of an LOC, retention,

and performance bonds.

Table 2

Sources and Uses During Construction

Sources

Series 2015 bond proceeds* 794,267,117

Equity 59,425,940

Interest income 4,903,198

Mobilization payment and milestone payment 224,750,000

Availablity payment utilized during construction period 35,809,755

Total sources 1,119,156,011

Uses

Costs payable at financial close 34,314,677

Construction costs 899,000,000

Construction quality acceptance firm 26,264,971

Costs payable during construction 9,104,259

Debt service 107,078,395

Debt service reserve account prefund 23,955,535

Short-term private activity bond repayment 18,696,512

Other Miscellaneous Cost 741,662

Total 1,119,156,011

*Includes $62.2 million premium from bond proceeds.

We view milestone payments during construction from PennDOT as highly certain given that they are not subject to

construction percentage completion. Equity will be funded at financial close with cash or LOCs. Half of the Plenary

equity will be in the form of a promissory note that will be backed by an LOC.

The project's sources of funds should be sufficient to cover construction costs and ensure the project is ready for

operation, even under our downside scenario. Given the scope of the project, we believe that any delay will not relate

to construction but most likely would be the result of the insolvency of a subcontractor. Under our construction

downside case and based on our discussions with the LTA, we assume that replacement of a subcontractor and related

costs would total about $4.6 million. These costs are well covered by the DBJV's LOCs totaling 2.5% of the

construction price.

In addition to the downside case, we believe that the project would have sufficient funds in the highly unlikely event

that a main contractor and a minor subcontractor need to be replaced. Based on our discussions with the LTA, the

replacement scenario will likely happen around July 2015, when cash flow usage is at its peak and the cost of replacing
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a main contractor and a minor contractor would be about $49 million. These costs and downside case costs would be

covered by about $40 million (4.4% of construction price) in liquidity in the form of LOCs and retention and $90

million (10%) of PAB proceeds.

Chart 2

Cash Flow Analysis

During the operation period, the project benefits from availability-based payments with no volume risk, which provides

stable cash flows. We further view the deduction regime as fairly benign. The LTA has estimated a base case

deduction equal to 0.12% of annual availability payments, which we have adopted as part of our financial forecast.

Under our base case, we forecast that DSC will average more than 1.15x with a minimum of about 1.12x. This forecast

excludes projected interest income on reserves and assumes the aforementioned level of deductions to the annual

availability payments and a 5% increase in O&M and lifecycle cost. We also assume a consistent 2% rate of inflation

through the concession period. Although risk on the revenue side is limited, in our view, the project faces some O&M

costs risk because 90% of availability payments received from PennDOT are fixed and the remaining 10% are indexed

to the CPI. Specifically, the project's margins could erode if the CPI increases at a rate higher than our base case
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assumption or if O&M costs increase faster than inflation. It is also uncertain whether the O&M costs will correlate to

inflation, particularly given the long concession period (see "Credit FAQ: Why U.S. Availability Projects Are Not Rated

The Same As The Counterparty," published June 16, 2014).

Under our downside case, we forecast that the project will achieve minimum DSC of 1.05x, which, per criteria, results

in the elevation of the rating by one notch. Our downside case assumes further stress to deductions to the annual

availability payments, a 10% increase in O&M and lifecycle cost, and a 5% increase in special purpose vehicle costs.

We also assume that lifecycle schedule shifts forward by 12 months and that inflation is at 3% for the first five years

(returning to our base case assumption of 2% afterwards).

Transaction Structure Profile

Single-purpose and separateness

The project and financing entities PA Bridges Finco L.P., PA Bridges Finco ULC, and PA Bridges Finco LLC meet our

criteria for a limited purpose entity by virtue of an adequate anti-filling mechanism, limitation on additional debt,

restrictions on objects and powers, and all separateness covenants. The project will not have an independent director.

Instead, two sponsors must vote unanimously on major issues such as project dissolution and bankruptcy filing. The

three financing entities are owned by a limited partnership (LP) and a general partnership (GP). Per GP documents,

one of the managers on the board of the GP is from Walsh Group and will act similar to an independent director in that

a unanimous decision of managers is needed with respect to capital structure changes, dissolution, liquidation,

reorganization, and insolvency. Furthermore, the GP agreement includes separateness covenants and the three

financing entities are limited purpose with no other debt. The GP controls all actions through ownership.

Cash flow waterfall

The transaction agreements create what we view as a robust waterfall that will provide the project with sufficient cash

flow to meet its debt service consistent with the rating. The distribution test is 1.1x looking backward and forward 12

months.

Collateral, security, and enforceability risk

Lenders are secured by a perfected first-priority security interest in all project revenue, borrower's interest under the

PPA, rights to accounts and contracts, assignable permits and approvals, and insurance policy proceeds.

Related Criteria And Research

Related Criteria

• Project Finance Construction Methodology, Nov. 15, 2013

• Project Finance Operations Methodology, Sept. 16, 2014

• Project Finance Construction And Operations Counterparty Methodology, Dec. 20, 2011

• Project Finance Transaction Structure Methodology, Sept. 16, 2014

• Project Finance Framework Methodology, Sept. 16, 2014

• Guarantee Criteria—Structured Finance, May 7, 2013

• Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
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• Key Credit Factors For Road, Bridge, And Tunnel Project Financings, Sept. 16, 2014
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