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A mechanism for change 

Sarah Tame

04/03/2013

Following the 2008 financial crisis the infrastructure world has been witness to a changing financial 
landscape. Bank liquidity has become increasingly constrained as banks move to improve their 
capital positions and as a result bank lending has become progressively more selective. And while 
the banking market has shown some signs of recovery in the past couple of years the ability of banks 
to play the role of long term lender has certainly subsided with just a handful of banks now willing to 
finance infrastructure projects long term. The impending Basel III regulations have only served to 
exacerbate the situation applying pressure on banks’ long term lending capabilities.

Fortunately the growing presence of non-bank lenders in the infrastructure sector has sparked new 
confidence for liquidity in the market. Institutional investors such as pension funds and insurance 
companies have traditionally invested in equities and gilts but as those asset classes suffer they are 
increasingly looking to invest in infrastructure debt.
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A white paper published by Siemens Financial Services (SFS) today; “Making the difference- why the 
changing financial landscape is creating an expanded role for captive financing institutions” 
highlights this changing financial landscape and the role that institutions like SFS can play in 
facilitating institutional investment in infrastructure. IJ News Editor Sarah Tame spoke to Roland 
Chalons-Browne, CEO of SFS and one of the authors of the white paper in advance of the release.

Chalons-Browne says: “There is less access to medium and long term funding at a predictable cost. 
For instance, if doing a major infrastructure project, in order to lend banks need to be comfortable 
that they have 20 years funding in, for example, sterling. This is less certain than it was, so banks 
have become less active in the project finance arena as a result.”

In the wake of the changing financing landscape what the industry is left with is a financing gap for 
infrastructure projects. “Traditionally our customers have relied on bank financing and project 
financing in support of infrastructure projects. There is a lack of readily available financing in the 
market.”

“The key is that there is a tremendous need for infrastructure projects worldwide; primary 
infrastructure in emerging economies, expanded healthcare facilities in Australia and Canada due to 
growing populations, upgrading of infrastructure for example in the UK and US. What we have seen 
is there is an increased reluctance to push projects forward because governments and authorities 
don’t have the money or because historical sources of financing such as banks don’t view those as 
particularly attractive assets,” says Chalons-Browne.

Non-bank lenders can help to close that gap. Institutional investors are not new to the infrastructure 
asset class. The large Canadian and Australian pension funds have been investing in infrastructure 
projects for some time. A majority of these investors have traditionally invested in project equity but 
are now beginning to look more closely at providing loans to infrastructure projects as they seek to 
diversify their portfolios. Coupled with the shift in focus for some institutional investors is the influx 
of new institutional investors.

Facilitating investment

Liquidity may be returning to the market with a new form of lending but the expertise of these non-
bank lenders to structure financing for infrastructure projects is limited, according to Chalons-
Browne.

The white paper from SFS highlights that banks are shifting from the role of long term lender on 
infrastructure projects towards an “originator-distributor” model – banks are starting to move 
towards a model of arranging and structuring a project financing and then after a certain period of 
post construction, distributing that debt to institutional investors.

Chalons-Browne says, “The cost and availability of bank credit will go up and banks will not be able 
to be all things to all people.”
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The expectation is that we will gradually see the market move towards a model in which banks lend 
to projects short term during the construction phase and will then flip this either to the capital 
markets or will look for a long term institutional investor solution. This will help to mitigate 
construction risk for investors, and will give them access to the banks origination and structuring 
expertise.

What SFS itself hopes to do is also act as a support mechanism for the non-bank lenders. The driver 
for the white paper issued by SFS today was to highlight the role that SFS as a captive finance 
institution can play in facilitating institutional investment in infrastructure.

Chalons-Browne says, “The observations in the white paper are nothing drastically new but what is 
new is the role of us as a captive finance company.”

Captive financing institutions are financing companies owned by large industrial groups like Siemens.

“SFS is an arm’s length business entity charged with earning a certain return. We can invest in either 
debt or equity to achieve that return. We are mainly active in the domains Siemens is active in: 
healthcare, infrastructure, and energy,” says Chalons-Browne.

The captive finance institution is not in place to act as a source of long term capital but instead will 
provide investment, as either debt or equity, during the construction phase of the project and 
around two years post construction and will then look to exit that investment relatively quickly. The 
captive finance institution is acting as a bridge for investors who are perturbed by construction risk.

Chalons-Browne says this mechanism allows institutional investors to invest in the project post 
construction.

“We create the support mechanism. I think that is something that at least in the near term will be 
what commercial banks and companies like us will be doing. We will put the projects through 
construction and then through one or two years of operating history – at that point we would then 
sell or distribute those assets to institutional investors.

“Investors’ fiduciary responsibility to their shareholders and their investment committees usually 
tends to be fairly conservative and they don’t really like undue risk. As a result most don’t like 
construction risk, most don’t like un-hedged merchant risk, as with energy projects. Banks and 
people like us will structure these deals, hold them for a period of time and then facilitate the 
distribution to the institutional investors.”

Chalons-Browne was quick to add that SFS is capable of being a long term lender but argues that in 
some cases it’s just as efficient to sell an asset that is up and running to an institutional investor and 
recycle the proceeds into the next new project.

He says the goal of SFS is to “structure a project and drive it forward”.
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“The RFPs that come out for big infrastructure projects increasingly dictate the need for some 
accompanying financing that is in the form of equity or debt. We are helping to drive that to make 
sure these projects get done and finalised. So typically we will invest equity as a minority equity 
investor in a project company. That project company then drives the whole project. We ensure to 
help that it’s a bankable transaction.”

Siemens have already completed a number of deals where they have done this, especially on the 
equity side. In Germany SFS was one of the equity providers on the Butendiek offshore wind farm 
which reached financial close at the beginning of February. On this deal five investors; SFS, 
Marguerite Fund, Industrien Pension, PKA A/S, and project developer wpd AG invested €431 million 
of equity into the project. According to Roland this is the sort of deal in which SFS will help to get the 
project through the construction phase and operating and will then look to distribute its stake and 
possibly enter the project on the debt side. 

The financing of this project demonstrates SFS’ strategy to support sectors in which Siemens is 
active, says Chalons-Browne. Siemens is also responsible for supplying wind turbines and O&M 
services to the project.

Chalons-Browne says, “The market takes comfort from fact that our close alignment with industrial 
colleagues gives us a preferential insight into the opportunities and risks in the accompanying 
technology and that adds certain element of comfort especially when it comes to new untested 
technology such as offshore wind turbines.

“So if we accompany those projects with medium to long term financing that’s viewed as an 
incremental endorsement of that technology and it enhances the willingness of third parties to come 
in an finance that project.”  

Banks and captive finance institutions evidently have a clear role to play as the infrastructure finance 
landscape changes but the question begs as these new non-bank lenders become more 
sophisticated and gain greater experience in investing in infrastructure will the role of the support 
mechanism become redundant? Is this a near-term solution only? 

Chalons-Browne believes not. He says, “There is so much need for infrastructure that we will always 
have opportunities to finance new projects and distribute them. The risk that banks and ourselves 
will be disinter mediated in that process is relatively small. Yes there may be some insurance 
companies that are hiring teams to evaluate the primary structuring but I think the bulk of the 
institutional funds and sovereign wealth funds and so on will still rely on traditional banks and 
people like ourselves to structure the deals. There is so much pent up demand for infrastructure 
investment worldwide that the more that gets financed the better for everybody.”
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Infrastructure Journal tracks global market activity to deliver real-time insight. We help hundreds of clients to make 
more informed decisions and grow their businesses. Our services enable you to manage risk, identify leads, raise your 
market profile, arrange investment and ultimately win more deals.

If you would like to contact IJ and discover more about our services, please visit www.ijonline.com, or call our London 
office on +44 (0)20 7715 6441.
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