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Thameslink and the role of captive finance

Reaching financial close on the Thameslink deal is a good moment to take stock of 

the financing of infrastructure projects. The deal is Siemens’ largest UK 

infrastructure project to date and represents a landmark in the company’s 170-year 

history in the UK. It is also a clear indication of the benefits that in-house finance 

solutions can provide to infrastructure project finance. Including the Thameslink 

order, Siemens now has close to 3000 rail vehicles in supply throughout the UK, 

making it a leading player in the UK rail sector.

The Thameslink rolling stock project is an essential part of the UK government’s 

GBP 6 bn (EUR7bn) Thameslink rail network upgrade programme. Under the terms of the agreement, Siemens Financial 

Services (SFS), through its subsidiary Siemens Project Ventures GmbH (SPV), entered into a jointly-owned consortium 

partnership – Cross London Trains (XLT) – alongside equal equity investors Innisfree Ltd and 3i Infrastructure Plc.

Specifically, the Thameslink deal contracts for the “design, production, commissioning, maintenance, financing and 

making available of the rolling stock” of 1140 Desiro City EMU train carriages to be purchased from Siemens Plc and the 

leasing of these trains to the Operator of the Thameslink rail franchise. The contract also includes the “design, 

construction, commissioning, financing and making available” of two new Thameslink rolling stock maintenance depots at 

Hornsey in North London and Three Bridges in West Sussex, both of which are being wholly-financed through an 

innovative receivables purchase agreement between XLT and Siemens Plc.

Value for money

Ensuring that the XLT bid represents the best value-for-money for the UK taxpayer, while 

also remaining attractive to private investors was an essential part of structuring the 

financing.. Indeed the financing package put together by SFS was a key factor in the 

Department for Transport (DfT) decision-making process and in making sure that the XLT 

bid met with the value-for-money objective of the procurement proposal.

To achieve this, a hybrid Private Finance Initiative/Public Private Partnership (PFI/PPP) 

and lease arrangement for both the rolling stock and the two depots was put in place. 

The deal has been financed with a debt facility arranged through a syndicated loan group 

consisting of 19 banks with SMBC, Lloyds, KfW and BTMU acting as mandated lead 

arrangers (MLAs), alongside a debt facility from the European Investment Bank. 

Meanwhile, the two depots have been financed exclusively by Siemens Financial 

Services.

This long negotiation timeframe has meant that SFS’s Project & Structured Finance 

Infrastructure Cities & Industry team, together with 3i and Innisfree, have been able to 

structure the financing based upon an appropriate and highly accurate level of risk 

transfer to the private sector.  This helped enable XLT to raise substantial levels of debt, 

and thereby achieve the best value-for-money for the DfT.

In the case of the Thameslink contract, SFS played an integral role in the negotiation and structuring of the financing 

terms of the deal, as well as acting as a catalyst in order to build stakeholder and partner confidence in the project. As an 

in-house financier, SFS’s role on such transactions is to support, and, when required, to lead the financing of deals 

involving a high level of Siemens content. Certainly in the case of Thameslink, SFS’s own committed investment 

encouraged other investors on both the debt and equity sides of the transaction.
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Ultimately, the Thameslink deal complements Siemens’ strong track record in healthcare, energy and industrial 

infrastructure with a leading role in the UK rail sector, further strengthening the company’s global infrastructure portfolio. It 

is also a strong statement of intent regarding the company’s commitment to providing practical and commercially viable 

solutions to today’s largest infrastructure financing challenges.

We believe that SFS’s leadership played an important part in helping to galvanise stakeholder confidence and build critical 

momentum for the project. Whether acting in a specialist advisory, structuring or relationship building capacity, SFS was 

able to draw upon its wide range of project finance experience in order to keep the Thameslink deal on track.

Certainly, the project finance market has seen some volatility in recent years. The immediate impact of the 2008 financial 

crisis dealt a hammer blow to the traditional bank funding supply lines, resulting in a sharp decline in lending appetite from 

the major project finance banks. Furthermore, post-crisis regulatory changes have increased capital requirements for 

banks, meaning that bank lending has continued to struggle to meet demand for project financing. And then, a partial 

recovery in 2010 was hamstrung by the onset of the sovereign debt crisis, most notably in the eurozone which further 

damaged the supply of funding for infrastructure. This resulted in the project finance market witnessing a 50 percent 

decrease in the number of projects being financed in 2012 compared to the previous year.

However, 2013 has seen something of a return of market confidence in project finance as the global economic recovery 

begins to take effect. This is even the case in Europe, as many lenders, having purged their balance sheets are looking to 

re-establish their project finance lending credentials. The Thameslink deal, structured with a group of 19 bank lenders 

providing the GBP 1.43bn debt facility, is a good example of this growing appetite and a clear signal that banks are keen 

to get back to the core-business of lending, if and when the opportunity is right. Also, as governments worldwide have 

sought to kick-start recession-hit economies, large-scale infrastructure projects have been identified as key drivers of 

economic growth and job creation.

Regulatory requirements hit home

But it is not going to be all plain sailing from here. It is worth remembering that new regulatory requirements for banks look 

set to have a profound impact on the funding landscape, particularly when it comes to the long-term tenors required for 

infrastructure financing. Increased capital reserves mean that banks are more likely to make short-term calls on long-term 

obligations. This has led to many banks revisiting the “originate-to-distribute” model they were moving towards prior to the 

crisis, as a means of deleveraging balance sheets in order to comply with regulatory requirements.

One positive impact of this emerging trend is that it is encouraging new groups of institutional investors to enter the project 

finance playing field. Many of these – such as pension funds and insurance companies – are looking to diversify their 

fixed-income asset base in order to capture increased yield. The Pensions Infrastructure Platform (PIP) recently launched 

in the UK, with a target pool of GBP 2bn in funds, is one such example of initiatives being set up to encourage and 

capitalise on this growing institutional interest in infrastructure investment.

Such institutions have long-term liabilities (for instance retiring pensioners) that are well 

matched with the returns generated by long-dated assets. If such assets can be less 

volatile than high-yield bonds while offering higher returns than those currently available 

on long-dated investment-grade bonds and gilts they are likely to attract significant 

attention from institutional investors. Infrastructure financings are a strong asset class in 

this respect, as long as these institutions can overcome their caution towards the sector – 

a caution based on their lack of experience with the asset class and a more limited ability 

to confidently evaluate project risks.

The added-value of captives risk expertise

Undoubtedly, in the near-term at least, a picture emerges of a more fragmented funding 

universe when it comes to project finance than has traditionally been the case. And it is in 

this environment that the captive financing arms of major corporations can make a real 

difference. In the first instance, they can be highly flexible financial contributors – making equity investments as well as 

lending debt capital. Captives can also bring their expertise in project risk-assessment. This ability to leverage technology 

know-how and financial expertise with balance-sheet firepower in order to find solutions that are in the best interest of all 

stakeholders is a core-strength of the captive financier.
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In project finance, it is also vitally important to support the early stages of project development. In the case of Thameslink, 

SFS’s experience of such early-stage project evaluation and risk assessment was undoubtedly a key driver of project buy-

in by other investors – acting as a catalyst for other investors to gain confidence in the project’s practical and financial 

viability.

Finally, the impact that captive financiers can make in this role – acting as a catalyst for investment – and the value-added 

benefits that captive financiers offer in terms of early-stage project evaluation can be even more significant in projects 

where the technology being used has yet to develop a significant track-record. As such, the involvement of a captive 

financier not only helps drive new projects forward, but can also play a role in promoting the adoption of new technologies 

to a wider group of investors and thus helping to foster innovation in infrastructure.
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