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Infrastructure bas always been about long-term, sustainable cashflows. But how you
get there is changing, say InfraRed’s Harry Seekings and Fames Hall-Smith

Looking back to the late 90s

and early 2000s, what was the
infrastructure industry’s approach
to achieving long-term, resilient
cashflows?
James Hall-Smith: Harry and I were both
advising the government on UK partnering
arrangements in the mid-to-late 90s. We
were designing models that would attract
private investors to greenfield PFI. Clear-
ly, the bedrock of those structures was the
fixed-price, fixed-term concession with the
public sector. But equally important was the
allocation of risk to the parties best able to
manage those risks, while also ensuring the
counterparties were sufficiently robust to
withstand it.

Over the years, those models have stood
up well. There have been a couple of cir-
cumstances where contractors have failed,
but in the main the structuring has meant
risk has been borne by parties outside of the
project vehicles in which we invest. In other
words, those models successfully delivered
long-term, resilient cashflows.
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Harry Seekings: It was really about apply-
ing oil and gas-style project finance princi-
ples to a new market. The counterparties
were now construction companies and
maintenance companies. But the objectives
were similar — to allocate risk to those best
able to manage it, while leaving project
companies with limited residual risks in or-
der to raise significant amounts of debt and
drive down the overall cost of finance.

JHS: Outside the formality of the contracts,
stakeholder management has also proven
essential to providing resilient cashflows.
We have always focused on being close to
the project delivery parties to ensure on-
time and on-budget delivery, and pre-empt-
ing and managing risks that fall between de-
livering parties. The other key stakeholder
to manage is the client — the public sector
in the context of mid-90s infrastructure. It
was about managing their expectations, but
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also about taking a responsible approach
to managing an asset of which they are the
principal user. It was, and still is, about be-
ing a good citizen.
HS: We develop infrastructure with our un-
listed funds, but also manage operating infra-
structure, principally with listed capital. The
real test of whether you have high-quality,
resilient, long-term cashflows — and whether
others believe the structuring has worked —
happens at the point that unlisted funds exit.
Then you have third-party decision
makers examining the contracts and the
cashflows. I think the returns we’ve deliv-
ered have proven that we have been able
to create value, and that we’ve done so by
delivering the resilient, long-term cashflows
that people in the secondaries market want.

What sectors were particularly
suitable for the strategies you
are describing?
JHS: In the early days, it was about address-
ing underinvestment in UK infrastructure
— replacing Victorian hospitals, schools,
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prisons and transport systems. Preqin will
tell you there has been £60 billion ($72.8
billion; €65.7 billion) of private investment
deployed in over 1,000 individual pieces of
infrastructure in the UK, so it has been a
successful model. That was then exported
to Europe and then to Canada and, latterly,
the US. In the mid-2000s, we saw the tran-
sition of this social infrastructure model into
renewable energy, and that was on the back
of the subsidies at the time. Investors saw
those feed-in tariffs as akin to the UK part-
nership model and the renewables sector has
only grown since that time, led by the social
movement to decarbonise the environment
and supported by the cost of renewables
becoming comparable to traditional genera-
tion. Over half of infrastructure deals in the
past five years have involved renewables.

How has the industry’s

approach to this question of
resilience changed more recently?
JHS: We are moving away from this foun-
dation of a public sector offtake, or subsidy,
to deal directly with end users. For exam-
ple, we are actively investing in energy in
Mexico and are seeing a better risk/return
profile investing with private end users than
we would with a government offtake. That

is a mark of the industry’s maturity. Inves-
tors are also looking through the offtake
contracts to the strategic nature of the as-
sets themselves. A good example would be
energy storage. Yes, typically these deals are
underpinned with medium-term contracts.
But you need to look through the contracts

“When investors

pay disproportionate
attention to extracting
value, and neglect
stakeholders, it can

really boomerang”

HARRY SEEKINGS

Solar power: over
half of infrastructure
deals in the past five
years have involved
renewables

to the strategic nature of those assets to pro-
vide you with optionality to capture value as
the market evolves.

Explain what this transition
has meant for infrastructure’s

approach to asset management?
HS: Asset management has become ever
more hands-on and ever more important to
delivering cashflows. I think it’s a given to
say that you need boots on the ground in
the countries you are operating in — to help
manage the delivery of those projects and to
help manage key stakeholders. I think the
evolving skill sets required of asset manag-
ers are interesting as well. Two decades ago,
we were an investor managing a handful of
assets. Now, we are an asset management
business that also makes investments. We
have more than 200 individual infrastruc-
ture investments here at InfraRed and, as
the market has matured, our counterparties
have become increasingly sophisticated.
That means preserving long-term cash-
flows — keeping these assets resilient — re-
quires active asset management.

Infrastructure assets are typically high
profile. They are physically located in com-
munities and often have a lot of interested
stakeholders that have a voice when it comes
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to how they are performing. We need to
behave responsibly and act in the interests
of all these different stakeholders. When
investors pay disproportionate attention to
extracting value, and neglect stakeholders,
it can really boomerang. We have had some
evidence of that with the recent political
backlash against private sector investment
in infrastructure in the UK.

Which is why this concept of

sustainability has become so
critical to infrastructure investment?
JHS: Yes, although it’s nothing new. Man-
aging stakeholders, consideration for the
environment, these things have always run
through everything we do. It doesn’t have to
be altruistic. We do it because it makes good
business sense and because it mitigates risk.
We don’t want to be investors in assets that
are rejected by society. Helping society is at
the core of our investable proposition.

Looking forward, how do

you envisage infrastructure’s
approach to achieving long-term
resilient cashflows changing further
still?
JHS: There is a wall of money now entering
the asset class, chasing a dwindling number
of projects. That means there is a risk that
people will take shortcuts — that they will
forget that infrastructure is actually about
long-term, resilient cashflows. We have
reached a level of scale and maturity where
we are able to walk away from deals if they
don’t make sense. But we are having to think
more creatively about how to secure those
cashflows.

One of the things we are doing with our
current greenfield fund is invest through
platforms. We will enter into joint ventures
or partnerships, or back a management team
to create the opportunity to invest in the un-
derlying infrastructure. That means we are
in control of the piece of infrastructure be-
ing developed and of the structuring. It has
been a neat way to continue to create long-
term resilient cashflows.

Is this shift in emphasis

changing the way you approach
sectors?
JHS: The industry is increasingly segment-
ing, not by sector, but by revenues. We look
at contracted revenues, mitigated revenues
— toll roads, for example, which may not
have contractual certainty but where there is
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“We are moving away
from this foundation
of a public sector
offtake, or subsidy,

to deal directly with

end users”

JAMES HALL-SMITH

strong visibility of what the revenues will be
— strategic revenues and merchant revenues.
Once we have that information, we can look
at our portfolio of assets to assess risk to the
long-term resilience of the cashflows.

I'would add that the other lever that peo-
ple are considering more is gearing. That
goes hand in hand with revenue segmenta-
tion. Sometimes we see projects with mer-
chant revenues that are ungeared as being
less volatile than contracted revenues that
are geared. You need to look at both reve-
nues and gearing to get a sense of the resil-
ience of cashflows going forward.

How is the industry innovating
to protect its cashflows?

HS: I think it comes back to stakeholder
management. That sounds easy when you
are only managing a few investments, but
with InfraRed managing 200 diverse as-
sets, it’s imperative to have a very system-
atic approach. You need to be able to map
stakeholders and make sure you are com-
municating with them in the right way. You
need to be able to monitor performance and
report on that performance in an ever more
competitive world. That means embracing
advances in technology. We are investing
significantly into technology platforms to
Support our asset management.

JHS: I would also point to flexibility in ser-
vice provision as an innovative way to add
resilience, whether that be offering addi-
tional services to the current counterparty
or adding new revenue streams with other
counterparties. We are also seeing innova-
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tion with insurance products. We have en-
tered into an insurance agreement in Aus-
tralia, for example, that actually underwrites
the wind yield of a wind farm as well as the
price. That also helps provide long-term re-
silience for the underlying assets.

What projects have you been

proudest of over the past
decade, or indeed two decades?
JHS: Obviously, the early projects were
meaningful. We have just come to the end
of a 20-year concession for the helicopter
simulator that we built and operated for the
Ministry of Defence, and we have managed
to extend that concession for a further nine
years. It is really satisfying to have seen a
project right the way through the lifecycle
and then have that extension procured by
the public sector.
HS: Similarly, I would point to the Connect
project for the London Underground. That
was signed in November 1999 and is due to
be handed back at the end of this year. There
is an enormous amount of satisfaction in be-
ing there for the entire delivery cycle.

And what excites you most
about the future?

JHS: T would say the sheer scale of the in-
frastructure gap that remains, particularly in
the US. The US sdill has a long way to go
to catch up with other countries’ renewable
responsibilities, so we see that as an exciting
growth market.

HS: In most countries, the debate about
who should own and operate infrastructure
is receding. Even in the UK, where difficult
questions are being asked, the government
consultations are all about how we can at-
tract more private investment to deliver
future infrastructure needs. So what excites
me is the development of more sophisti-
cated models for partnering, to holistically
deliver the infrastructure and energy needs
for successful economies in a changing envi-
ronment. And I think that future looks very
exciting indeed.

Harry Seekings is a managing partner at
InfraRed and co-head of infrastructure. He
is the fund manager of HICL InfraRed's core
infrastructure fund. Seekings joined the firm
in 1998

James Hall-Smith is a managing partner

at InfraRed and co-head of infrastructure.
He is leading InfraRed’s current greenfield
infrastructure strategy. James joined the firm
in 1997
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