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Of late, there have been robust debates on the current state of Australian infrastructure from whether 
Sydney requires a second airport, the viability of a high-speed rail linking Brisbane-Sydney-Melbourne 
to what are the appropriate funding models for roads, hospitals, rail networks and even prisons! 
Ultimately, the debate comes down to who’s going to pay for these essential assets critical to the 
nation’s long-term economic prosperity?  
 
In this article, we highlight why infrastructure investment is not just an equity story, but also a debt one.  
We explain the common financial traits with infrastructure assets that make them attractive investments 
for our Real Return, Fixed Income and Credit Securities funds and explain why investing in 
infrastructure requires significant bottom-up analysis and why not all infrastructure assets are good 
investments. 
 
More than just an equity investment 
Traditionally, Australian infrastructure has been financed by the Government.  However, as 
governments at all levels struggle to deliver budget surpluses while balancing a desire to retain their 
credit ratings, the private sector has become an important financier for Australian infrastructure.  
 
Private sector infrastructure financing takes the form of both equity and debt, yet the debate is often 
viewed through the lens of the equity investor.  Debt exposure to infrastructure assets is often 
overlooked even though debt typically makes up over two-thirds of a capital structure (see Chart 1).  
The process of deleveraging that has occurred since the global financial crisis and the introduction of 
Basel III has dramatically changed this landscape as it has become more expensive for banks to 
finance infrastructure assets.  In contrast, institutional investors are commonly regarded as a natural 
lender for this type of investment.  This view derives from the long-life characteristic of infrastructure 
which are focused on delivering sustainable, long-term inflation-linked returns to investors. 
 

Chart 1. Debt to equity composition of a range of infrastructure issuers 

 
Source: Schroders, 2012 
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However, while some view infrastructure as a separate asset class, we do not.  At Schroders, we 
individually assess each investment, infrastructure or not, for its risks, rewards and suitability as debt or 
equity exposure or perhaps even both for a range of our portfolios.  In our view the attractive underlying 
economic characteristics of an asset will only translate into an attractive investment if the price paid for 
the cash flow is favourable. 
 
What makes infrastructure attractive as an investment?  
A key common characteristic with infrastructure assets is they are often beneficiaries of natural 
monopolies within their geographic market.  Natural monopolies lead to high barriers-to-entry as it is 
uneconomical for a new entrant to compete with an incumbent. Infrastructure assets are also highly 
capital intensive. Investors, whether debt or equity, are unlikely to commit hundreds of millions and 
sometimes billions of dollars up-front unless highly confident of earning an adequate return on capital 
that is commensurate with the risks they’re taking and return of capital.  
 
Airports obtain contractual agreements with airlines before building a new runway; electricity distributors 
receive regulatory approvals before constructing a new substation; a coal exporting terminal executes 
long-term, take-or-pay agreements with miners to mitigate volume risks before financiers are willing to 
lend. Whether it’s an airport, a coal terminal or an electricity transmission network, a key feature 
common across infrastructure assets that makes them attractive investments for our Real Return, Fixed 
Income and Credit Securities funds is the predictable, inflation-protected operating cash flows available 
to service debt obligations.  These financial traits don’t come about by accident. It is by design, either 
through a well-established regulatory framework or tightly knitted contractual arrangements. Revenue 
growth is underpinned by tariff increases providing an in-built hedge against inflation, where 
unexpected costs are allowed to ‘pass-through’ to customers and special charges can be introduced to 
fund new investments.  The result is an inherently stable and defensive stream of operating cash flows.  
Chart 2 illustrates this point given revenue growth generated by Transurban’s CityLink is higher and 
more stable than the underlying traffic growth.  
 
Chart 2 

 
Source: Transurban company reports 
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It’s a case of buyer beware 
Investing in infrastructure is not all smooth sailing however.  BrisConnections, Clem Jones Tunnel, 
Cross City Tunnel and Lane Cove Tunnel are examples of high-profile collapses in the infrastructure 
sector in recent years due to a combination of excessive leverage and overly optimistic forecasts.  What 
were the key lessons learned?  Firstly, these were green-field projects, meaning a proven track record 
had not been established.  In all cases initial gearing had been set too high based on bullish traffic 
forecasts that were in excess of 50% above actual volumes!  Highly leveraged projects heighten 
volume risk leaving a minimal buffer between minimum covenant thresholds and an operational 
shortfall.  High levels of gearing also increase refinancing risk particularly if debt maturities are 
concentrated.  
 
Another common financial trait with infrastructure investments is they are typically managed under long-
term operating leases or operating concessions whereby lessors have limited termination rights unless 
under extreme operational failures.  While this is a “must-have” documentation feature for investors, it 
also means that infrastructure companies typically raise non-amortising debt in the early years of an 
operating lease or concession. For example, the operating concession for Transurban’s CityLink toll-
road expires in 2034.  That’s 21 years away and understandably none of Transurban’s existing debt is 
amortising. However since CityLink generates ~50% of Transurban’s tolling revenues, investors should 
note that at least 50% of Transurban’s debt should amortise within 10 years before expiration of the 
concession or risk being left with a debt burden that exceeds net asset backing! 
 
Complex financing and organisational structures is another risk factor for infrastructure companies that 
often consigns them to the “too-hard” basket.  Such complex structures often increase exposure to tax 
and regulatory changes such that previously deductible costs are no longer allowed to ‘pass-through’. 
Finally, the devil could lurk somewhere in the fine-print embedded in the (thousand+) pages of 
contractual and regulatory documents!  
 
Table 1 
Pros and cons of investing in infrastructure 
Key credit strengths 

 Stable and predictable stream of operating cash flows 
 Revenue growth underpinned by inflation-linked tariffs 
 Regulated returns on capital underpin new investments 
 Ability to pass-through unexpected costs to customers  
 Long-term, take-or-pay agreements mitigate volume risk 

Key risk issues 
 Highly leveraged capital structure 
 High levels of gearing increases refinancing risk 
 Complex financing structures 
 Lack of proven operating history in green-field projects increases exposure to volume risk 
 Finite concession life and operating leases  

 
Accessing infrastructure opportunities 
Sydney Airport is the only capital city airport that is listed on the Australian Securities Exchange (ASX). 
Even so, retail investors can only directly invest in the equity and not debt.  Melbourne Airport, Brisbane 
Airport, Perth Airport and Adelaide Airport are all unlisted.  In fact, there are many other unlisted 
infrastructure assets such as ElectraNet, Snowy Hydro, Dalrymple Bay Coal Terminal, Port of Brisbane, 
Australia Rail Track, SA Power Networks and Melbourne Convention Centre for which the equity and 
debt investments are only available to institutional investors. 
 
Indirectly, investors are able to gain access to infrastructure assets through managed fund strategies. 
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At Schroders, bottom-up fundamental analysis underpins our debt and equity selection processes.  It’s 
all undertaken in-house and we satisfy ourselves that the risks we’re taking are commensurate with the 
return expected.  As at 31 March 2013, Schroders’ Australian domiciled portfolios had the following 
exposure to rail, road and airport infrastructure investments. 
 
 Infrastructure investment 
Airports Adelaide Airport 

Brisbane Airport 
Melbourne Airport 
Sydney Airport 

Roads Transurban 
Rail and port Asciano 

Aurizon 
Dalrymple Bay Coal Terminal 

 
Disclaimer 

Opinions, estimates and projections in this article constitute the current judgement of the author as of the date of this 
article.  They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, ABN 22 000 
443 274, AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to change without 
notice.  In preparing this document, we have relied upon and assumed, without independent verification, the accuracy 
and completeness of all information available from public sources or which was otherwise reviewed by us.  Schroders 
does not give any warranty as to the accuracy, reliability or completeness of information which is contained in this article. 
Except insofar as liability under any statute cannot be excluded, Schroders and its directors, employees, consultants or 
any company in the Schroders Group do not accept any liability (whether arising in contract, in tort or negligence or 
otherwise) for any error or omission in this article or for any resulting loss or damage (whether direct, indirect, 
consequential or otherwise) suffered by the recipient of this article or any other person.  This document does not contain, 
and should not be relied on as containing any investment, accounting, legal or tax advice.  
 
 
Important information 
This document has been prepared by Schroder Investment Management Australia Limited (ABN 22 000 443 274, AFSL 
226473) (Schroders) and is intended only for professional investors. Investment in Schroder Funds may be made on an 
application form in the Product Disclosure Statement (PDS) dated 1 February 2011 which is available from Schroders. 
This document does not contain and should not be taken as containing any financial product advice or financial product 
recommendations.  

Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is contained in 
this document. Except insofar as liability under any statute cannot be excluded, Schroders and its directors, employees, 
consultants or any company in the Schroders Group do not accept any liability (whether arising in contract, in tort or 
negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, 
indirect, consequential or otherwise) suffered by the recipient of this document or any other person. Returns shown are 
before tax and fees and all income is reinvested.  

You should note that past performance is not a reliable indicator of future performance. Opinions constitute our 
judgement at the time of issue and are subject to change. For security reasons telephone calls may be taped.  
Investment guidelines represented are internal only and are subject to change without notice.   
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