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Foresight Group is a leading independent infrastructure 
and private equity investment manager.

Foresight has £2.8 billion of assets under management, raised from 
institutional investors, family offices, private and high net-worth 
individuals, and some 200 staff operating out of five UK and four 
overseas offices.

With more than 60 investment professionals, Foresight has 
dedicated teams focused on UK smaller companies and global 
energy infrastructure projects in the UK, USA, Southern Europe 
and Australia involving solar, wind, bioenergy, battery storage, 
flexible power, smart meters and energy efficiency.

Foresight has offices in the UK, USA, Italy, South Korea and Australia.

www.foresightgroup.eu

The Pensions Infrastructure Platform (PiP) has been 
specifically developed to facilitate long-term investment 
into UK infrastructure by pension schemes. It’s a unique 
platform set up for pension schemes by pension schemes.

We enjoy the backing of a group of leading UK pension schemes, 
our founding investors, who have helped to establish us or invest 
through us. As a result PiP offers its investors a degree of alignment 
and transparency that cannot be found in traditional asset 
management schemes.

PiP is open to all UK pension schemes and any pension scheme 
that invests through us will enjoy the same terms as our founding 
investors.

www.pipfunds.co.uk
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Material provided in this publication is meant as general information on matters of interest. This publication is not meant to give accounting, financial, consulting, 
investment, legal, or any other professional advice. You should not take action based on this guide and you should speak to a professional adviser if you need such 
information or advice. Infrastructure debt investments are highly illiquid and designed for long term investors only.

The publisher (the Pensions and Lifetime Savings Association) or sponsoring companies cannot accept responsibility for any errors in this publication, or accept 
responsibility for any losses suffered by anyone who acts or fails to act as a result of any information given in this publication.

Infrastructure has been one of the hot topics in pension fund investment for 
quite a few years now, since the early discussions between PLSA members 
and HM Treasury that led to the creation of the Pensions Infrastructure 
Platform in 2013. It’s great to have PiP’s input to Viewpoint: Infrastructure 
Focus alongside another innovative infrastructure investment manager in 
Foresight. Infrastructure can present a solid investment choice for pension 
schemes as well as being part of our economic backbone, and the PLSA is 

always proud to support work that gives our members greater understanding and access to 
investment opportunities that serve their needs. So I hope you find this special edition of 
Viewpoint useful and a good read.

Edward Bogira
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WHY NOW?
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Compelling investment opportunity driven by fundamental transition in power markets

ENERGY INFRASTRUCTURE: 
THE REGENERATION 
GAME

FOR THE FIRST TIME IN MORE THAN A 
CENTURY, ELECTRICITY GENERATION IS 
UNDERGOING A ROOT-AND-BRANCH 
REDESIGN. 
This opens up a host of opportunities for 
institutional infrastructure investors: 
Bloomberg New Energy Finance (BNEF) 
estimates that $10.2 trillion of funding 
will be required in new power generation 
worldwide between now and 2040. 

Investment strategies in this sector can 
be set to deliver specific sustainability or 

1 New Energy Outlook 2017: Global Overview, Seb Henbest. Published 15 Jun 2017

environmental, social and governance 
(ESG) objectives for investors prioritising 
these issues, given the potential of 
renewable and other clean energy sources 
to drive decarbonisation in the power 
sector: more than 72% of the investment 
referred to above is expected to come from 
zero-carbon sources.1  

The pace of change and the increasing 
intricacy of energy systems create 
challenges for investors and require 
careful planning to manage effectively, 

while returns on more established 
renewable energy technologies have 
declined in recent years. However, at 
Foresight, we believe that opportunities 
can be identified and enhanced risk-
adjusted returns can be captured with 
a sophisticated investment approach 
which properly recognises the underlying 
characteristics of the different assets 
that will form the core components of the 
current and future energy system.

Dan Wells explores the challenges and opportunities being created by the transition to a low-carbon power grid

The changing landscape of the electricity system
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THE RISE OF RENEWABLES 
It is difficult to overstate the extent of 
the changes being felt across the power 
industry as we move from centralised, 
fossil-fuel-intensive and dumb systems to 
decentralised, clean and smart networks. 
This transition was instigated initially by 
the decarbonisation agenda. This promoted 
a build-out of renewables wrapped up in 
subsidy frameworks, which in turn created 
scale and allowed renewables to become 
competitive. Rapid cost decreases in 
particular in solar power have propelled 
renewable energy to an ‘escape velocity’. The 
market has now passed through an inflection 
point – in 2016 for the first time more 
renewables were put into the system than all 
other generating sources combined. 

This change is altering the underlying shape 
of the system itself, its basic ‘topology’.  The 
traditional electricity system may be thought 
of as a tree where power generation is the 
roots, the central transmission system is 
the trunk and the outer-lying distribution 
system is the branches. Because of the 
proliferation of more diffuse renewable 
energy plant, generation is now being spread 
throughout the system and embedded 
in widespread distribution networks. 
Generation is increasingly taking place 
on-site by household or business consumers 
(such producer-consumers are referred to 
as ‘prosumers’). With the advent of electric 
vehicles (EVs), which in effect can act as 
a virtual power storage plant due to their 
batteries being connected to the system, 
power is starting to move not just in a linear 
fashion from centralised generation to 
consumption, but all around the grid. The 
grid is becoming, in effect, a ‘stock exchange 
for electrons’. 

A consequence of this is that the value of 
electricity is not only linked to its generation, 
but increasingly its management. Further, 
these dynamics are creating new challenges 
for regulators and network operators. 
National Grid, the UK electricity system 
operator, in its annual Summer Outlook for 
energy supply and demand (released in April 
2018), highlighted the rapid transformation 
in the UK energy system, recognising that 
the growth of ‘distributed’ renewables was 
both eroding the need for traditional fossil 
fuel and making for a much more volatile 
electricity system. 

NEW WORLD, NEW CHALLENGES
While this energy transition is undoubtedly 
creating a wave of high-quality 
infrastructure investment opportunities, 
investors should be wary of some of the 
challenges being created. 

There has been notable yield compression 
in the renewable energy sector driven 
both by maturing technologies and 
increased competition for the assets from 
institutions seeking alternative investments 
in a prolonged low-yield environment for 
traditional fixed-income. While investments 
in operational UK wind or ground-mounted 
solar assets five years ago may well have 
generated double-digit returns, the yield 
compression in the sector means that 
prevailing returns have come down and 
such assets may now be considered as more 
of a ‘core’ investment in respect of risk and 
return characteristics.

However, there are still opportunities 
for premium returns for those with the 
expertise and platform to capture them. This 
can involve investing into assets at an earlier 
stage, during development or construction; 
or identifying projects that allow an investor 
to monetise a ‘complexity premium’. Many 
early investment programmes in the UK and 
other European countries were underpinned 
by generous subsidy frameworks offering 
long-term, price guaranteed, offtake 
contracts. But as renewables have become 
cost-competitive, such schemes have been 
removed in many places; newer assets are 
typically underpinned by more complex 
mixes of contracted revenue through sale 
of power to electricity supply companies or 
corporates, and uncontracted power sales. 

A second challenge presented to investors, 
therefore, is how to evaluate properly 
investment opportunities given this 
increasing complexity. 

NEW OPPORTUNITIES, NEW RISKS
New technologies present new risks for 
consideration, as well as opportunities. 
Battery storage will undoubtedly play 
an important role in the future system, 
but compared to traditional renewable 
energy assets, batteries tend to have higher 
volatility and an accelerated rate of potential 
technology redundancy risk. Investors 
therefore must carefully analyse investments 
to determine whether they should fit in a 
low-risk infrastructure portfolio. 

The rapid pace of technological change is 
making projections on the size and scale of 
the future market more difficult. The future 
‘smart’ grid will be built both on hardware 
and software; the relationship between the 
two can be nuanced. For instance, if the 
system for charging EVs allows for vehicles 
to draw charge from the grid to match the 
variable output of intermittent renewable 
energy, this would support a larger build-out 
of wind and solar power generation plants. 
However, if the system were to evolve in a 
more ‘dumb’ manner, this may result in a 
slower continued renewables deployment, 
but an increased demand for battery storage. 

INVESTMENT FUNDAMENTALS 
Setting a coherent investment strategy in 
new energy is difficult, and requires careful 
planning. We believe that the starting point is 
to recognise the following fundamental points: 

1.  Renewable energy has changed the 
landscape for energy investing – it’s 
cheap, quick to build, and distributed; 

2.  The penetration of renewables into 
global energy systems creates a knock-
on requirement for more ‘enabling’ 
infrastructure to accommodate the 
intermittent and distributed profile of 
renewable energy; and

3.  The investment landscape is now much 
more complex than the previous world 
of investing into simple, subsidy-driven 
assets underpinned by long-term 
government contracts. 

Given this context, we propose three 
investment ‘baskets’ which can be used to  
develop a balanced, well-diversified portfolio:

   Basket one: generation; 

   Basket two: flexibility required to 
accommodate the intermittent supply; 

 and 

   Basket three: connectivity needed to 
link up the distributed profile. 

Assets in the different sub-sectors exhibit 
very different characteristics. 

While generating assets offer relatively long-
duration investments, assets from basket 
two should typically be priced to give a faster 
payback period given the revenue volatility and 
risk of technology redundancy explained above. 
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Assets in basket three however – such as 
long-distance transmission lines – may 
have even longer asset lives and lower 
revenue volatility than generating plants. 

These varying characteristics allow the 
possibility of building a well-diversified 
portfolio of non-correlated assets – and 
by reducing correlation (and therefore 
risk) in a portfolio, one increases its risk-
adjusted return.  

In some circumstances it may be possible to 
go further than this and invest in a portfolio 
of complementary assets with elements of 
negative correlation. For example, it can be 
expected that periods of low wind production 
would coincide with periods of high demand 
for peaking gas and storage assets. As such, 
while the renewable generation assets 
are producing at a lower rate, the flexible 
generation assets should be earning excess 
returns offsetting the reduced revenues 
in the renewable generation assets. The 
converse is also true.

The key in all circumstances is to analyse 
the underlying revenue and risk profile of 
the assets, to evaluate how the sub-asset 
classes interact, and then carefully construct 
a cohesive portfolio.  

FIRST STEPS 
‘New’ energy infrastructure offers an 
exciting and vast potential universe for 
prospective infrastructure investors, 
particularly those for whom ESG is an 
important consideration. While navigating 
this world may appear daunting due to its 
relative complexity and pace of change, 
we suggest interested investors take the 
following steps in evaluating individual 
potential investments: 

1.  Contract analysis: the first step should 
always be to evaluate the underlying 
contracted revenue streams of an asset; 
for instance, battery storage plants may 
benefit from capacity market contracts 
or contracts with network operators to 
provide grid-balancing services. These 
attributes may mean the investment can 
both be viewed as and qualify as a form of 
infrastructure investment.  

2.  Determine the duration of the 
investment: even where an asset may 
be partially contracted, for asset classes 
such as battery storage we continue to 
recommend that a higher return and 
faster payback period is required. As a 
result, such assets should be viewed as 
‘short-duration’ infrastructure. 

3.  Portfolio view: the final step is to 
consider the role an asset may play in 
the investor’s wider portfolio. The higher 
risk and return profiles of the ‘Basket 
two’ flexibility assets, for instance, may 
make them natural complementary 
technologies for longer-duration, lower-
returning connectivity assets. 

Dan Wells is a Partner in the energy 
infrastructure team at Foresight Group

ESG CONSIDERATIONS WITHIN ENERGY INFRASTRUCTURE INVESTMENT
Policy & Legislation: Global governmental and regulatory policy has shifted to a more socially inclusive and environmentally 
aware agenda. Ignoring these issues means overlooking the risks and opportunities of this global shift in policy.

Climate Change: Energy infrastructure presents particular opportunities to investors looking to promote ESG-driven investment 
themes. The decarbonisation of power systems globally is a crucial next step in achieving the emissions reductions objectives set 
out in the 2015 Paris Climate Agreement. Driving this next phase of emissions reductions will require greater sophistication in 
investment management and capital allocation due to the complexity of energy systems, the need to accommodate intermittent and 
distributed renewable energy generating assets into grids, and the sheer pace of market and technological change. But if strategies are 
successfully executed, the result can be material progress in delivering on ESG, as well as financial, objectives.

Stakeholder Engagement: Even a clean energy strategy needs to be set in the context of a carefully considered approach to ESG 
risks at both asset and portfolio level. Energy infrastructure assets require a “social license” to operate – they provide an essential 
service, often possess a broad customer base, and as such are closely scrutinised by regulators. It is therefore important for investors 
in these assets to spend sufficient time engaging with all stakeholders to understand the role of the projects in the communities they 
serve, which ultimately drives value for investors.

Alpha-Generation: Considering ESG factors is an important part of the risk analysis of any investment, but with energy 
infrastructure assets it also presents the opportunity to add value. Reductions in ongoing costs delivered through both resource and 
energy efficiency enhance operating margins, and an asset that has been developed, built and operated with active ESG management 
throughout its life-cycle is also likely to achieve a higher exit value, enhancing returns for original investors. 

 SETTING A COHERENT 
INVESTMENT STRATEGY IN NEW  
  ENERGY IS DIFFICULT, AND  
REQUIRES CAREFUL PLANNING
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UK INFRASTRUCTURE INVESTING: 
ALLOCATIONS, 
ILLIQUIDITY AND 
OPPORTUNITY

OVER THE LAST FEW YEARS THE 
ARGUMENTS FOR PENSION SCHEMES TO 
INVEST INTO INFRASTRUCTURE ASSETS 
HAVE BEEN WELL REHEARSED. 
Infrastructure investments can provide 
portfolio diversification benefits when 
combined with mainstream asset 
classes such as equities or fixed income. 
Infrastructure assets can generate 
consistent, secure, long-term income 
streams linked to inflation which provide a 
good match to pension payment liabilities. 
Infrastructure’s positive spread over 
government inflation-linked debt allows 
schemes to generate higher returns for 
marginal additional risk.

Illiquidity is often cited as a disadvantage of 
the asset class. However for open schemes 
such as those of LGPS, still accepting 
employer and member contributions, and 
taking a long-term view, capturing the 
illiquidity premium is a positive feature

This is especially true in comparison to 
those private sector schemes worried 
about retaining liquidity to facilitate future 
insurance-backed buyouts. Quantifying the 
illiquidity premium is difficult, but in 2016 
Willis Towers Watson presented a view of 
its scale for various asset characteristics as 
shown in the table above.

1 European Asset Allocation Survey 2017, Mercer
2 ‘How far have we come with LGPS infrastructure investment?’ Pension Expert, 25 July 2017

Despite its increased popularity in recent 

years, many UK pension schemes still have 

asset allocations to infrastructure in the low 

single digits.1 This is well below international 

peers in Canada or Australia, and in theory 

it would seem a relatively straightforward 

decision to increase allocations to 

infrastructure – probably funded from a 

reduced allocation to equities. 

Within the LGPS universe allocations vary, 

but on average they are only 1.3%.2 From our 

conversations we believe allocation targets 

at the new LGPS pools will rise to around 5% 

and most of the underlying pension schemes 

will be comfortable with this level. This 

would certainly be a positive move, but one 

which still leaves room for further increases 

in future.

FROM THEORY TO PRACTICE
While the theoretical and quantitative 
backdrop is comparatively simple, practical 
implementation is less so. This is probably 
the single main reason for the low average 
allocations which exist in the UK today. 

Like most other asset classes, the high-level 
descriptor ‘infrastructure’ covers multiple 
different sub-sectors, each with its own 
particular characteristics. These include 
public versus private, debt versus equity, 
direct versus indirect, domestic versus 
global, and operating (brownfield) versus 
in-construction (greenfield).

And even after schemes decide on their 
sub-sector preferences, there is still a 
decision to make about which investment 
vehicle to use – pooled fund or segregated 
account? – and whether the vehicle should 
be evergreen, open-ended, or closed-ended 
with a definitive liquidity point.

The table overleaf provides a useful 
summary of available options.

As UK infrastructure opportunities increase, PiP’s Mike Weston takes a look at how the future 
might unfold for pension scheme investors

ESTIMATE OF AVERAGE REQUIRED IRP
ASSET CASH FLOW VOLATILITY

Low High

Level of illiquidity
Low Lowest: 50-100 bps Higher: 100-150 bps

High Higher: 100-150 bps Highest: 150-250 bps

Source: ‘Understanding and measuring the illiquidity risk premium’ Willis Towers Watson, March 2016
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The governance resources, decision-making 
processes and scale of most LGPS funds 
have historically led most LGPS schemes to 
favour an indirect (fund, or fund-of-fund) 
pooled approach focusing on equity or debt 
in operational assets. More recently there 
has been an increased appetite for equity 
in greenfield investments and for global 
exposure. The trends appear to be towards 
a polarization between lower-risk, income-
focused UK funds with target returns in the 
range of 6-10% (inflation plus 3-7%) and 
higher-risk, growth-focused global funds 
targeting returns over 15%.

The scale of the new pools, both in assets 
and internal resourcing, will also make 
it easier to consider segregated account 
approaches and direct investing into assets 
to build a directly owned portfolio, or as co-
investments alongside fund participations.

The other trend, which is likely to 
increasingly apply to infrastructure 
investments just as it does to other asset 
classes, is that of lowering fees. The 
downward re-basing of fees is well advanced 
in public market sectors, but less widespread 
in the private markets asset classes. There 
is no fundamental reason this difference 
should persist, so we expect lower fees to 
become a more significant decision-making 
criterion for future pool allocations.

OPPORTUNITIES IN THE UK 
The UK has helped pioneer the opening 
of core infrastructure to private sector 
ownership and investment. Privatisation 
policies begun in the 1980s under Margret 
Thatcher became the accepted norm and 
were built upon during the Blair/Brown era 
with the launch of PPP/PFI. Only recently 

have these orthodoxies become subject to 
widespread and persistent challenge.

Counterbalancing the increased short-term 
UK political risk is the long-term investment 
framework of the National Infrastructure 
Commission (NIC). This has been 
deliberately built since 2010 to separate long-
term infrastructure investment decision-
making from the short-term political cycle.

The first National Infrastructure Plan 
was completed in 2010 and has been 
annually updated since. This year it will 
be superseded by the first NIC National 
Infrastructure Assessment, which will 
formally set out the UK’s infrastructure 
investment needs for the next 50 years.  
The total investment required is likely to  
be significantly greater than the current 
£240 billion  for the period to 2020/21 and 
the total pipeline of £460 billion. The current 
five-year investment needs are summarized 
in the chart below.

Investment in the pipeline 2017/18 – 
2020/21 by sector (£bn)

Source: Analysis of the National Infrastructure and 
Construction Pipeline, 6 December 2017, IPA

While not all of these projects will be 
appropriate for pension schemes, the scale 
of the potential investment needed is clear: 
there is more than enough opportunity for the 
increased asset allocations referred to in the 
bar chart below.

UK INFRASTRUCTURE INVESTMENT 
THEMES FOR 2018-19
In the shorter term, the UK investment 
themes for the next couple of years are a 
combination of the recycling of existing 
brownfield operating assets by fund 
managers into the ownership of long-term 
investors such as pension schemes, and 
greenfield opportunities driven by the need 
to mitigate congestion, increase capacity and 
reduce carbon. Technological advances such 
as autonomous electric vehicles overlay these 
latter themes and are opening up so-called 
‘infratech’ opportunities. 

Major asset ‘recycling’ opportunities during 
2018-19 are likely to include Cory Riverside 
energy from waste plant, Edinburgh and 
Gatwick airports, EDF onshore wind and 
Welcome Break Group.

The Department for Transport is progressing 
de-congestion schemes at Silvertown Tunnel, 
the Lower Thames Crossing and Stonehenge 
Tunnel.

In infratech there is continuing development 
of 5G mobile data/telephony, and the 
government-backed rollout of charging 
points for electric vehicles.

More mundane, but equally important, is 
the perennial lack of social and affordable 
housing where local authorities find 
themselves on the front line.

So far, there has been limited impact  
from the uncertainties surrounding Brexit. 
Reduced interest from continental  
European investors has been more than 
offset by the increased involvement of 
institutions from North America, the Middle 
East and Australia. But as the 29 March 
2019 Brexit deadline gets closer, more 
caution is likely. It’s an opportunity, perhaps, 
for UK-based investors such as LGPS to 
become long-term owners of more core UK 
infrastructure assets.

Mike Weston is Chief Executive of the 
Pensions Infrastructure Platform.
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Source: ‘United Kingdom Infrastructure Investment and Finance from a European and Global Perspective’, 
George Inderst, Summer 2017
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