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BECOMING 
PUBLIC KNOWLEDGE

THE PO P U LARITY OF PRIVAT E
P LACEMENTS IN THE US IS CATCHING O N
OVER HERE,WITH MORE EURO P E A N
FIRMS EAGER TO GET A SLICE OF THE PP
AC T I O N , S AYS M O N I CA INSO L L OF FITC H .

Until re c e n t ly, a UK tre a s u rer might have been fo rgi ven fo r
not being familiar with a typically A m e rican instrument of
funding – the US pri vate placement (PP). H o w e ve r,
following a boom in demand for fo reign risk from US

i nve s t o rs in the past couple of years , most medium- and large-s i ze d
companies across Europe have been marketed this funding option by
e a ger bankers . St i l l, little independent information remains published on
the market and mechanics of PPs, so getting to grips with it may be a
ch a l l e n ge . Read on – and you may be able to impress the boss next
time PPs are mentioned.

MARKET G ROW T H . While PPs have been around in the US fo r
d e c a d e s , in the past, fo reign issuers could only access the market if
t h ey had significant subsidiaries or brand names re c ognised in the US.
As investor demand for dive rsification has incre a s e d , the market has
g rown stro n g ly to re a ch $46bn in 2003 (see fi g u re 1) .While ove ra l l
market volumes have been re l a t i ve ly stable in recent years , the fo re i g n
p o rtion has expanded at the expense of the US portion to a stagge ri n g
t wo - t h i rds of total volumes in 2003. I n i t i a l ly, A n g l o -S a xon countri e s
s u ch as the UK and Au s t ralia were of greatest interest to inve s t o rs ,
a lthough in the past year issuers from across Europe have joined the PP
c l u b.

Reflecting this deve l o p m e n t, the chances are high that the banker
calling you about PPs these days is one of the main UK cleare rs . B a n k s
with large corp o rate lending books, s u ch as The Royal Bank of Scotland
and Barc l ay s , h ave taken market share from the traditional US
a r ra n ge rs , utilising their existing corp o rate re l a t i o n s h i p s , as well as
building more . As a fe e-earning pro d u c t, not utilising the bank’s own
balance sheet, but acting as a broker for inve s t o rs , PPs are a popular
i n s t rument for banks mindful of Basel II re s t ri c t i o n s .

W H AT ARE US PPs? PPs are long-dated, m a i n ly fixe d - ra t e , notes so l d
by issuers to US inve s t o rs , t y p i c a l ly insurance companies or mu t u a l
funds with long-term liabilities re q u i ring long-term assets for maturi t y
m a t ch i n g. M a t u rities va r y, but can be up to 30 years , a lthough 12 to 15
y e a rs are more common.This means PPs offer longe r-term funding
than either the public debt market or bank so u rces for the va s t
m a j o rity of companies. Deal sizes ra n ge from $30m to $1bn. I nve s t o rs
a re limited in nu m b e r, t y p i c a l ly no more than 10 to 15, e ven for large r
d e a l s . I s s u e rs are mainly investment grade and lending is unsecure d .

FIGURE 1
H I S TORICAL PRIVATE PLACEMENT ISSUANCE

TABLE 1
A SELECTION OF UK AND IRISH ISSUERS OF US
P R I VATE PLACEMENTS IN 2003

Rolls-Royce $500m

British Land $154m

Wilson Bowden $100m

BPB $200m

HIT Entertainment $117m

Amec $180m

Rank Group $530m

Meggit $250m

Electricity Supply Board (Ireland) $1,034m

Greencore (Ireland) $302m

Bord Gais (Ireland) $440m
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H o w e ve r, financial covenants are a standard fe a t u re , t y p i c a l ly in line
with any established bank covenants with the aim of PP inve s t o rs being
pari pa s s u with existing lenders .

A typical development path for funding by a company can be seen
in Fi g u re 2. H o w e ve r, the rapid increase in supply during 2003 has
meant many companies that have alre a dy accessed the public debt
capital markets have returned to the PP market to take adva n t a ge of
keen funding costs.

THE INVESTOR PERSPECTIVE. The low interest rate env i ronment is
re s u lting in ch a n ges of stra t e gy among many inve s t o rs . For US PP
i nve s t o rs , the search for yield has led to increased ge og ra p h i c a l
d i ve rs i f i c a t i o n . The largest inve s t o rs undertake detailed due dilige n c e
and have gra d u a l ly become comfo rtable with issues such as the
va riation of bankru p t cy re gimes across juri s d i c t i o n s . PP port folios have
a l so benefited from the re l a t i ve strength of performance ve rsus public
debt port folios in recent years of re c o rd bond defa u lt s . US PP inve s t o rs
a re allowed to hold up to 10% of their PP assets in non-domestic
p a p e r. Most still hold only a few per cent, allowing for continu e d
expansion in Europe and elsewh e re .

R ATINGS AND REGULAT I O N . T h e re is no regulatory re q u i rement fo r
ratings of PPs. H o w e ve r, Fi t ch notes that ratings are incre a s i n g ly
demanded by inve s t o rs and banks can find placings run more smoothly
with the support of independent re s e a rch and a rating by an
international rating age n cy.Whether market participants desire it or
n o t, the National A s sociation of Insurance Co m m i s s i o n e rs (NAIC) , t h e
industry re g u l a t o r, will assign ratings through its Securities Va l u a t i o n
O ffice (SVO ) . S u ch ratings are dri ven by the need to assess asset
quality and capital weighting of inve s t o rs and only take place post-
financial year end.

The SVO has been ove r whelmed by increased deal flow and has
decided to allow a new streamlined ratings pro c e d u re , known as the
filing exempt pro c e s s .

As from Ja nuary 2004, one rating from a nationally re c og n i s e d
statistical rating age n cy (NRSRO ) , the main ones of wh i ch are Fi t ch
R a t i n g s , St a n d a rd & Po o r’s and Moody ’s , will automatically be acc e p t e d
instead of the SVO also making its own assessment of the credit ri s k.
As a re s u lt, i s s u e rs will be able to ach i e ve certainty of final rating by
obtaining a rating from an age n cy in advance of the notes being placed
with inve s t o rs (see t ab le 2 for compari so n s ) .

When accessing a new funding market, this appro a ch should ensure
that a successful long-term relationship is built with inve s t o rs . T h e
latter are not amused if they have bought notes on the basis of a
b a n k ’s assurance of, s ay, an NAIC-2 credit prof i l e , o n ly to find that the
S VO rates the paper NAIC-3 a few months down the line. At the
i n d u s t r y ’s main annual confe rence this Ja nu a r y, the largest US inve s t o rs
stated publicly that they are firmly in favour of PPs being rated by
N R S RO s .

RECENT MARKET DEVELOPMENTS. As can be expected in a market
benefiting from strong investor demand, p ricing has become
i n c re a s i n g ly keen. Fi t ch believes there is also a danger that the shifting
balance of bargaining power re s u lts in a softening of cove n a n t s . A small
number of inve s t o rs have expressed their intent on expanding their
c u r re n t ly limited non-investment grade port fo l i o s , down to NAIC-3 and

N A I C- 4 . At this leve l, s t ru c t u res are typically secured and issuers are
almost exc l u s i ve ly US domiciled. Fi t ch has seen some evidence of
s e c u re d , n o n - i nvestment grade PPs being tentative ly arra n ged by
b a n k e rs also for European issuers , but is not awa re of any such closings
to date.

A PA N - E U ROPEAN PP MARKET? While the Eurobond market needed
the introduction of the common curre n cy to take off as a seri o u s
competitor to the US bond market, the development of a home gro w n
a lt e r n a t i ve to the US PP market appears to be held back by other
fa c t o rs .

C u r re n t ly, most European issuers of US PPs swap their dollar
p roceeds into euro s , sterling or another domestic curre n cy.T h e re is no
s h o rt a ge of fixed-income inve s t o rs on the continent in ge n e ra l,
a lthough major insure rs and fund manage rs have pro ved extre m e ly
reluctant to enter the pri vate market. Domestic PP markets exist in
m a ny European countri e s , including G e r m a ny (Sc hu ld sc h e i n e) , t h e
Netherlands and Sw e d e n . H o w e ve r, s u ch local markets tend to be
ch a ra c t e rised by name- d ri ve n , s h o rt-term lending, without cove n a n t s
and little cro s s - b o rder activity. Fi t ch has identified a number of possible
b a r ri e rs to market growth and is curre n t ly conducting a survey of major
E u ropean inve s t o rs . (Publication of the conclusions was planned for end
of Fe b ruary 2004).

Monica Klingberg Insoll is Head of European Industrials at Fi t ch Ratings.
m o n i c a . i n so l l @ f i t ch ra t i n g s . c o m
w w w. f i t ch ra t i n g s . c o m

TABLE 2
R ATINGS CORRESPONDENCE

NAIC ratings Fitch ratings range
Investment grade

NAIC-1 AAA to A

NAIC-2 BBB

Non-investment grade

NAIC-3 BB

NAIC-4 B

NAIC-5 C

NAIC-6 D

FIGURE 2
A TYPICAL DEVELOPMENT PATH FOR FUNDING BY 
A CORPORAT E

Monica Insoll will be speaking on ‘The private placement market – the US and Europe’ at The Tre a s u re r s ’
C o n f e rence, Celtic Manor, 22-24 March’. See w w w. t re a s u re r s c o n f e re n c e . c o m and the special section in this

edition for further details.


