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Private infrastructure debt was once the province of large investors, but 
private infrastructure debt funds have opened the door for smaller pension 
funds to enter the market. This asset class may provide opportunities to earn 
premiums on investments in the low-risk, long-duration part of a portfolio.

Infrastructure  
Debt as Investment  
Opportunity by | Yvon Jeghers

I nfrastructure debt has long been used by large life insurers, big pension funds and sover-
eign wealth funds to diversify corporate investment-grade fixed income allocations. Today, 
investors of different sizes are incorporating this asset class in an effort to generate income 
and fund long-term liabilities. In recent years, Canadian investors have committed billions, 

either directly or through third-party managers, to try to benefit from the steady cash flows that 
can be generated by these assets and to capture higher yields.

Infrastructure includes the basic physical and organizational systems needed for the operation 
of a society or enterprise, including roads, bridges, water, sewers, telecommunication and electri-
cal grids. As an asset class, infrastructure debt tends to be less volatile than corporate fixed income 
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Takeaways
•  Formerly the province of large investors, infrastructure debt 

is becoming an option for investors of all sizes.

•  Investors can incorporate the infrastructure debt asset 
class into the low-risk, long-duration part of their portfo-
lios.

•  Infrastructure debt can be confusing to new investors, 
but the added complexity and lower liquidity can earn a 
premium.

•  Ratings on infrastructure debt can range from investment-
grade debt to below investment grade.

•  Features of private infrastructure debt instruments include, 
among others, a fixed rate of interest; interest-only pay-
ments during the construction phase; no refinancing risk, 
since debt is fully paid at maturity; and security over the 
borrower’s assets.

infrastructure debt

in the long term and generally provides a higher risk-adjusted 
yield.

Initially, investors sought to add diversification and pre-
dictable cash flows to their investment portfolios via private 
infrastructure equity investments in sectors such as power 
and social infrastructure. The rising demand for infrastruc-
ture equity investments led to strong competition and re-
duced returns. In addition, most infrastructure projects are 
now financed with 80% to 95% debt and only 5% to 20% eq-
uity. There is obviously much more debt than equity available 
for a given project. As a result, the deployment of allocations 
to infrastructure equity has fallen short of investor targets. 
In response, many investors have broadened the opportunity 
set by adding infrastructure debt to their investment mix. 

Not only are investors incorporating the infrastructure 
debt asset class in the low-risk, long-duration part of their 
portfolios to try to provide higher returns, but some institu-
tional investors also are finding that investments in the infra-
structure sector are aligned with objectives to meet environ-
mental, social and governance (ESG) issues. The case study 
provided at the end of this article is an example of a project 
that meets climate-change targets (low-carbon objectives) 
and has positive environmental and social impacts during 
construction and operation. 

Although private infrastructure debt may seem confus-
ing to new investors seeking to compare it with other private 
debt asset classes, the added complexity and acceptance of 
less liquidity can earn a premium. Infrastructure debt differs 

from corporate debt, including debt issued by infrastructure 
companies, in that it is project-level debt. Cash flows servic-
ing the debt are driven by the underlying project. The mis-
sion of an infrastructure project such as a hydropower plant 
or availability-based social infrastructure facility can be far 
simpler than that of a corporation. These assets usually have 
long economic lives as well as predictable revenues and ex-
pense streams. Projects typically have long-term contracts, 
such as power purchase agreements, with fixed prices and 
volumes. Alternatively, projects may be monopolies or semi-
monopolies, such as airports and transmission utilities. 

Private infrastructure debt takes many forms, and inter-
nal ratings range from investment-grade debt at the project 
level to below investment grade at the project level and in 
holding company-level debt in infrastructure projects. In-
vestment-grade infrastructure debt enhances returns in the 
low-risk, long-duration part of the portfolio, as previously 
noted. Below-investment-grade infrastructure debt can 
help diversify allocations to public corporate high-yield,  
leverage loans and middle market private debt. Also, below 
investment grade is viewed as an alternative to pricey core 
infrastructure equity.

Matching Pension Plan Liabilities
Maturities can range from seven years or less to 30 years 

or more, and coupons can range from fixed to floating to 
inflation-linked. Given the long-term, contractual nature 
of infrastructure projects, most debt maturities range from 
20 years to in excess of 40 years. Duration ranges from nine 
years to 15 years. This provides a good match to pension plan 
liabilities, typically with ten to 15 duration, making private 
infrastructure debt a contender for a place in the portfolio 
when pension funds are implementing liability-driven in-
vestment strategies.

Private infrastructure debt offers unique characteristics 
that can be suitable for liability-driven investment strategies. 
Features of private infrastructure debt instruments include:

• A fixed rate of interest
• Interest-only payments during the construction phase
• Blended payments of principal and interest during the 

operations phase
• No refinancing risk, since debt is fully paid out at ma-

turity
• Security over all of the borrower’s assets, including 

contracts and insurance proceeds
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• Debt service and major mainte-
nance reserve accounts

• Positive and negative covenants 
including maximum leverage ra-
tio, minimum debt service cover-
age ratio, change-of-control pro-
visions, step-in rights, limitations 
on asset sales and additional debt.

Return Differential
In addition to these structural fea-

tures, private infrastructure debt in-
vestments can generate premium re-
turns over comparably rated, broadly 
distributed or quasi-public bonds. The 
return differential between the quasi-
public bond and private infrastructure 
debt markets, roughly 1% historically, 
occurs for a variety of reasons. First, 
quasi-public rated bonds have been in 
very high demand by money managers. 
Also, recent issues have been rated by at 
least one rating agency and included in 
the DEX Universe Bond Index. These 
factors have made quasi-public bonds 
pricey. Private infrastructure projects 
are structured as club deals executed 
in the unrated private debt market and 
bought by a few investors. Because there 
are generally fewer than five buyers in a 
club deal, private debt transactions are 
heavily negotiated. Investors have the 
ability to request credit enhancements 
specifically tailored to the nature of the 
infrastructure asset being financed. 

Another characteristic of the private 
infrastructure debt market is that, simi-
lar to the private equity market, there 
are high barriers to entry. The special-
ized credit skills required to analyze a 
transaction and assign an internal cred-
it score are in very short supply. During 
the last ten years, the demand for em-
ployees with these skills has so far out-
paced the supply. Some of the largest 

pension funds have been able to build 
in-house teams to capture the addi-
tional investment return. While small-
er pension funds and insurers have 
not been able to gain exposure to the 
private debt market until very recently, 
private infrastructure debt funds have 
been created that can enable smaller 
pension funds to enter the market.

Case Study
The Tla-o-qui-aht First Nation 

(TFN), located in Clayoquot Sound 
on the west coast of Vancouver Island, 
British Columbia, has a long tradition 
of capacity building through successful 
business ventures in forestry, fisheries, 
tourism and renewable energy. With 
steep mountains and extremely high 
annual rainfall, the TFN traditional 
territory is well-suited to the develop-
ment of run-of-river hydropower—a 
type of generation plant that relies on 
seasonal river flows, with little or no 
water storage. TFN retains a major-
ity ownership position in all renewable 
energy development projects within its 
traditional territory. Renewable energy 
projects are planned, constructed and 
operated in a manner that is respect-
ful to the cultural heritage of TFN, the 

natural environment and the species 
that inhabit it. The energy portfolio 
provides cash flow that translates into 
greater financial control and flexibility 
in the long term. The additional finan-
cial flexibility benefits the community 
by helping to increase the quality of its 
health care services, education, hous-
ing and social programs. 

TFN worked in partnership with the 
Barkley Project Group (BPG) to co-de-
velop two hydroprojects on TFN tradi-
tional territory. BPG is a management 
consulting firm that has helped develop 
more than 40 hydroprojects. BPG acted 
as project manager for the projects dur-
ing permitting and construction. BPG 
also is contracted by the two projects to 
act as operations manager.

“Unlike conventional resource extrac-
tion industries, run-of-river hydropower 
generation is socially, economically and 
environmentally sustainable and pro-
vides a unique opportunity for TFN to 
benefit from their natural resources with-
out depleting or degrading them,” said 
Iain Cuthbert, a principal at BPG.

In 2013, a project financing was suc-
cessfully structured and arranged and 
reached financial close by Stonebridge 
Financial Corporation for long-term, 

infrastructure debt
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fixed rate senior private debt for the 
development, financing, construction 
and operation of a new 6.0 megawatt, 
run-of-river hydroelectric project 
sponsored by TFN. The project is lo-
cated within TFN traditional territory 
at Haa-ak-suuk Creek in the Kennedy 
River watershed on the west coast of 
Vancouver Island. A special purpose 
company, Haa-ak-suuk Creek Limited 
Partnership (Haa-ak-suuk), was estab-
lished by the sponsors.

Haa-ak-suuk was established in 2012 
to develop, own and operate the proj-
ect under a 40-year electricity purchase 
agreement (EPA) with British Colum-
bia Hydro and Power Authority (BC 
Hydro). The project achieved the com-
mercial operation date (COD) on May 
7, 2014. The EPA will expire on the 40th 
anniversary of the COD. The term of the 
debt facility was approximately 40.75 
years, including the construction loan 
period from financial close to COD. The 
term loan period was approximately 
39.5 years, maturing six months prior to 
the expected expiry of the EPA.

In 2015, a second project financ-
ing was successfully structured and 

arranged and reached financial close 
for long-term, fixed rate senior debt 
for the refinancing of an existing 6.0 
megawatt, operating, run-of-river hy-
droelectric project sponsored by TFN 
and Swiftwater Power Corporation. 
The project is located within TFN tra-
ditional territory at the Canoe Creek 
watershed, a tributary of the Kennedy 
River watershed. Canoe Creek Hydro 
Limited Partnership, a special pur-
pose company, was established by the 
sponsors to own the project. The term 
of the debt facility was approximately 
34.25 years, maturing six months prior 
to the expected expiry of the EPA.

Under the terms of the EPAs, the 
projects sell clean, renewable energy 
to BC Hydro at a fixed price during 
an initial period after the COD, es-
calated annually thereafter at 50% 
of the consumer price index (CPI). 
Production pricing is adjusted for su-
perpeak, peak and off-peak time-of-
delivery factors.

Each of the debt facilities provided 
for an initial, lengthy, interest-only pay-
ment period to optimize equity return, 
with the loans fully amortized thereaf-

ter over the respective remaining terms 
to maturity. 

Effective risk mitigation was accom-
plished through the following:

• Forty-year electricity purchase 
agreement on a take-or-pay basis 
for electricity production with 
BC Hydro 

• Experienced project manager 
having provided technical and 
management expertise to more 
than 40 hydroprojects

• Generally fixed price construc-
tion contracts with customary 
performance bonding provided 
by contractors 

• Third-party expert review and 
assessment of key project aspects, 
including hydrology, project de-
sign and budget, project time and 
financial contingency, construc-
tion, contract scope and struc-
ture, and operating and mainte-
nance plans 

• Inventory of spare parts for 
shared use by the projects and 
appropriate maintenance re-
serves.

Conclusion
The private infrastructure debt 

market has high barriers to entry and 
requires specialized skills. However, 
new opportunities through private 
infrastructure debt funds are starting 
to allow smaller pension funds and in-
surers to gain exposure to this market. 
Infrastructure debt can offer a range 
of opportunities for return seekers in-
terested in investing in public services 
and low-carbon infrastructure as well 
as for investors that value the impor-
tance of ESG criteria and contribut-
ing to a sustainable, well-functioning 
economy.  &
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