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Aussie 
Asset 
pipeline 
grows
Australian institutional 
investors held an 
audience with New South 
Wales Premier Mike 
Baird in late-April to 
talk about infrastructure 
divestment opportunities 
and the risks around 
investing in greenfield 
projects. The roundtable 
was sponsored by ANZ 
and Allens
By cherie marriott

Q the liberal party came into 
government in new South Wales in 
2011 on a platform of  ‘asset recycling’. 
What does this strategy entail?
a Mike baird: A large part of our strategy 
is to drive the economy by delivering 
infrastructure. When we came into 
government we had a backlog of new 
projects that needed to be built and 
mature assets that could be recycled. 
Unleashing infrastructure creates jobs in 
the short term and a boost in productivity 
over the longer term. The process of 
tackling the backlog is always going to be 
done in partnership with the private 
sector, including superannuation funds. 

Q In april last year you successfully 
sold Port Kembla and Port botany to a 
private consortium under 99-year 
leases. How does this deal exemplify 
the government’s approach?
a baird: It shows that Australia has 
become a focus for infrastructure 
investors globally. We sensed that 
investors would be attracted to the 
defensive and diversified nature of the 
port assets and their link to the health of 
the broader economy and we were proved 
right. We also transacted the Sydney 
desalination plant and are in the final 
stages of leasing Newcastle Port. Next, 
we plan to turn our attention to the 
completion of the sale of power 
generation assets. We are hopeful that 
superannuation funds will register a 
deep interest in each opportunity.

Q Your pipeline also includes a 
number of greenfield projects. How 
do you intend to attract institutional 
investors to these assets?
a baird: The privatisation pipeline is 
now very clear in terms of where the state 
is going and, yes, it includes a number of 
new projects. Our job is to de-risk these 
assets, apply acceptable gearing ratios, 
shore up the cash flows, and then bring 
competitive tension to the tendering 
process. We did this with the 
33-kilometre WestConnex motorway in 
Sydney. One of the issues that remains 
unresolved for long-term investors like 
super funds is the refinancing risk and 
how this can be overcome.

Q turning to the super funds around 
the table, what interest do you have in 
greenfield projects versus brownfield 
investments?

selected ahead of the contractors and 
the financiers. In an inverted bid, the 
equity partner has a clear say in asset 
design, cost, service delivery and 
financing construction. Problems arose 
in the past because the financing was 
structured around achieving certain 
growth targets and these targets were 
aggressive. By selecting the equity 
investors first, the project is likely to be 
priced to reflect longer-term returns 
– returns that will make the asset more 
robust across its lifespan. 

Fok: Choosing the equity players first 
also limits the risk of us spending a lot of 
time evaluating an asset and preparing a 
bid, and then failing to win that asset. 
This is a drain on our resources.

Major: Yes, there is no doubt that some 
super funds are hesitant to spend money 
directly on bids when the chance of 
success might only be 25%. Millions of 
dollars can be dropped on the bid process.

Suzanne Findlay: Greenfield projects 
also take longer to come to fruition. The 
tender process can run for a few years 
versus the sale of a brownfield asset, 
which is usually completed after a few 
months of intense due diligence and bid 
preparation. Super funds don’t tend to 
have large internal teams dedicated to 
infrastructure assets, so they baulk at the 
idea of spending all that time on a 
transaction when there is only a one-in-
three or one-in-four chance of winning.

Paul orton: I see this as a significant 
impediment to future investment in the 
sector. For taxpayers to benefit from the 
privatisation process we need super 
funds to provide competitive tension on 
these deals. That tension generally does 
not come from the banking packages, 
which can be similar from one bidding 
group to the other. It is the competitive 
tension between the equity players and 
their internal rates of return that is key.

Sam Sicilia: Maybe we need to start 
looking at different ways of structuring 
these deals to make them appealing to 
investors. One idea is to get the 
government to underwrite a greenfield 
project and then invite super funds to 
invest with a guaranteed 10-year 
government bond rate return, which is 
currently around 3%. If the return comes 
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a Kristian Fok: Evaluating 
infrastructure assets is a costly and 
time-consuming venture and super 
funds often only have small teams to do 
the due diligence work. Larger brownfield 
assets will always be attractive because 
their sheer scale justifies the amount of 
effort that goes into the evaluation 
process. Risks can be reduced by pooling 
our money with other investors. As our 
fund grows I expect we will take a greater 
interest in medium-sized assets, as we 
may be able to do these on a sole basis. 
Greenfield assets such as schools and 
hospitals are also appealing to a degree, 
mainly because Cbus is a fund that 
represents the building and construction 
industry so we have expertise in 
construction through Cbus Property. 
That said, investors have had a poor 
history when it comes to certain 
greenfield assets. In the 2000s a number 
of toll roads were built on overly 
optimistic traffic forecasts and the deals 
failed for investors.

Q How can some of the risks around 
greenfield projects be alleviated?
a  andrew Major: Several industry 
funds have put their weight behind the 
idea of inverted bids for Public-Private 
Partnership projects, where the 
long-term equity partner on a project is 
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in at more than 3% then super funds will 
be happy. If it comes in at less than 3% 
then it only costs the government the 
difference. At worse, if the project is a 
write-off then it costs the government the 
entire 10-year bond rate. I expect most 
super funds would be happy to take NSW 
government AAA-rated credit risk, with 
a possible upside, rather than take 
greenfield development risk.

baird: This sounds like an interesting 
idea and is one worth exploring. My 
initial thoughts are that it would require 
the government to hold more debt on its 
balance sheet and this isn’t an appealing 
proposition. I would need to discuss the 
idea with the rating agencies to see how it 
might impact our credit standing. If the 
agencies are open to it and we can 
build-in certain debt metric parameters, 
then it would be worth following up.

Sicilia: I am really only suggesting this 
for greenfield projects that are unable to 
attract private capital in any other way. 
There is no shortage of money ready to 
invest in mature brownfield assets that 
are inflation-linked and offer availability-
based payments. 

Q What do the bankers at the table 
think about this idea?
a david byrne: Over the past three years 
a variety of financing models have 
developed and I can see space for new 
structures to emerge as equity investors 
and procurement agencies interact and 
listen to each other. The banking market 
has also come a long way in its 
willingness to support different 
structures. One of the challenges I see 
facing Australian superannuation funds 
is competition from global institutional 
investors who are coming into the market 
to take advantage of Australia’s 
infrastructure opportunities. Some of 
these offshore pension funds have 
significant resources to put towards due 
diligence and bid preparation. 

Sicilia: I agree. Sovereign wealth funds 
have varying sets of risk/return 
objectives and operating parameters, and 
some have a lower cost of capital than 
others. They might also be investing for 
different reasons. One person from an 
overseas fund recently said to me that his 
fund was “acquiring assets around the 
world for when the oil runs out.” Funds 

like these are prepared to bid at 4% or 5% 
for an infrastructure asset, which for the 
average Australian super fund isn’t a 
justifiable return. So we are living in a 
changing landscape.

Q What can australian super funds do 
to compete with these offshore 
entities?
a Findlay: We are moving towards 
owning more direct investments, which 
gives us greater control over the 
composition of our portfolio and also 
creates cost efficiencies. Further, we are 
building our internal management team 
from four infrastructure people only a 
year ago to eight people now. Our 
investment capacity is increasing – not by 
adding to our allocation as a percentage of 
the overall portfolio but through growth in 
our asset pool, which  we forecast to double 
every five years due mainly to the 
mandatory contribution regime.

Major: Our approach is also maturing 
and we now take a global perspective on 
building our infrastructure portfolio. We 
still have a home bias but about half of our 
portfolio is held in offshore assets. If we 
don’t like the risk/return profile on an 
Australian asset then we will choose an 
offshore asset with the right dynamics. 
Our internal team is small. As such, we 
always rely on partnering with other 
players, whether that involves joining a 
consortium of peers to bid for an asset or 
investing with a manager in a pooled 
environment.

nadine lennie: The Future Fund was 
set up to meet Australian-dollar 
liabilities and we have an Australian 
inflation mandate. So Australian 
investments are attractive for our 
portfolio. The assets we choose to invest 
in are selected for their risk and return 
characteristics but the policy settings 
and governance surrounding the 
particular assets are also important. We 
have seven people in our internal 
infrastructure team, which might be 
larger than some but is still small 
relative to the number of opportunities 
that need to be evaluated. Therefore, we 
use external investment managers who 
we feel can provide due diligence and 
asset management expertise. These 
external managers extend our internal 
resource capability by bringing ideas or 
resources to us based on their 

understanding of our needs.

Matthew Hall: The job of managing an 
infrastructure portfolio isn’t just about 
bidding for assets and winning them on 
appropriate returns; it’s about managing 
those assets on a day-to-day basis to 
maximise returns and deliver within 
public policy settings. Being a good 
steward of infrastructure assets over their 
lifespan given their long life nature is a 
large undertaking and that’s why having a 
strong internal team is important.

Q How important are regulated 
returns for super funds?
a Major: We look for a mix of risk and 
return across the portfolio. The benefits 
arising from owning only regulated 
assets must be balanced against the risks, 
primarily regulatory risk, which in my 
view, isn’t always priced appropriately. 
Regulated returns are only one 
component of a blended return profile 
that we aim to achieve.

Fok: Long-term hold assets that have a 
potential for future development and a 
clear regulatory environment are 
favourable because this is consistent 
with our member’s retirement savings 
time horizon. We don’t invest in 
infrastructure just to on sell it to extract 
short term gains.

lennie: Regulated-return assets 

shouldn’t be viewed as set-and-forget 
opportunities. Businesses need to be 
constantly evolving and focused on 
investing in enhancements, as we find 
with privatised assets like airports. So 
the regulatory system has to be 
progressive and forward looking.

Hall: As governments think about selling 
public assets, they have to understand that 
super funds aren’t looking at current 
regulatory stability and a five-year return; 
they want long-term regulatory and 
political stability and a return over many 
decades. From a policy perspective, 
maintaining stability and predictability in 
the regulatory environment is essential.

baird: The feedback I get from investors 
at home and abroad is that Australia is 
viewed as a safe regulatory environment. 
Our regulations are viewed as stable and 
favourable, which gives us a competitive 
advantage over other markets.

Geoff Sanders: Yes, we work with 
various foreign investors, including some 
of the large Canadian pension funds, who 
like investing in Australia partly because 
pricing decisions are largely consistent 
and meet their expectations. This is 
important considering that even some 
developed markets, such as 
Scandinavian countries and the UK, have 
recently experienced unexpected issues 
with their price reset regimes. You only 
need one or two unfavourable decisions 
in this area to scare the market.

Sanders: I’d like to raise a point around 
liquidity and ask whether super funds are 
currently restricted in practice by 
liquidity requirements? Would you be 
more encouraged to invest in 
infrastructure if there was some sort of 
mechanism to provide adequate liquidity 
to funds in the event of a liquidity event?

Fok: Yes, liquidity is a consideration. We 
have policy limits on how much of a 
liquidity buffer we need and the regulator 
requires us to stress test those limits. 
This is only likely to get harder as we 
grow because the asset pool will be bigger 
as a percentage of cash flows. Liquidity 
events occur when members choose to 
switch to another fund provider or there 
are large equity market corrections. 
While this happens occasionally, our 
greater concern is when members choose 
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to switch options within our own fund 
– options that have a different risk and 
liquidity profile. We are trying to reduce 
this impact by still having an element of 
unlisted long-term assets within each of 
our fund investment options, all except 
our cash option. 

Findlay: Liquidity events can also occur 
when members retire. The average age of 
our members is late-30s. We are doing a 
lot of work on developing post-retirement 
income-earning pension products so 
members don’t feel compelled to take a 
lump sum on retirement. Hopefully this 
will encourage more members to stay 
with the fund and take an income stream. 

Sicilia: I sometimes think the issue of 
liquidity is overplayed. Even though fund 
members are able to switch their money 
between funds, it can’t leave the super 
system entirely (unless on retirement). I 
would like to see the development of a 
liquidity window, just like the banks have 
in the overnight interbank market. Super 
funds should have the ability to go to a 
mechanism that provides them with 
some liquidity. Industry Super Australia 
(an umbrella organisation for 
superannuation funds run by industry 
bodies and trade unions) is looking into 
this idea at the moment.

Q How active are you in purchasing 
infrastructure debt and is it viewed as 
separate to your equity holdings?
a Fok: We don’t look at infrastructure 
debt as a way of gaining exposure to 
infrastructure. It is viewed in 
comparison to all other debt and is 
managed by our fixed-income team. This 
approach means that infrastructure debt 
often doesn’t look appealing because it is 
competitively priced and is attractive to 
overseas defined-benefit pension funds. 
There was a window after the financial 
crisis in 2008/09 when it became 
attractive and we increased our 
allocation then, but that window has been 
closed for some time.

Major: We also bought some 
infrastructure debt after the financial 
crisis when margins were favourable. In 
the current market environment we 
probably won’t be able to achieve the 
same margins if we refinance, so we may 
choose to wind out of these positions. 
That said, the beauty about being a 
long-term investor is that we have the 
option of investing in an infrastructure 
project as either an equity investor or a 
debt investor. If we like a project and it fits 
into the portfolio, we are not constrained 
by equity; we can become a lender as part 
of a lending consortium.

Q but with the bank market still 
offering competitively priced short-
term finance, project sponsors may 
not be willing to pay a premium for 
longer-dated infrastructure bonds. Is 
that a fair assumption? 
a orton: There is certainly a lot of 
liquidity in the Australian domestic bank 
market and in the Asian bank market. But 
in Australia bank appetite tends to cap 
out at seven years, leaving a place for 
institutional investors to lend at the 
longer end of the curve. It comes down to 
how much appetite there is among 
superannuation funds for this type of 
asset class.

Hall: At this stage project financiers have 
to go offshore to get tenor, either to the UK 
or US or Canada, where pension funds 
lend to these types of projects, out to 20 
and 30 years. The development of an 
institutional debt market in Australia 
would be highly desirable. To encourage 
institutional activity you have to develop 
a longer-dated bond market more 
generally, and then infrastructure debt 
can become a sub-set of that. Issuers 
would certainly benefit because it 
removes refinancing risk.

Sicilia: So why don’t we have a US-style 
private placement market?

Hall: This is partly due to our defined 
contribution system where individuals 
make investment decisions and they may 
question the value of long-dated fixed-
income assets – more so than a trustee of 
a defined benefit fund, for example. 
Another aspect is our super fund choice 
system, which makes it difficult to buy 
and hold a 30-year private debt 
instrument since by nature these 
instruments are fairly illiquid.

Major: This issue of liquidity is 
important. Buying directly into a 30-year 
debt instrument is very different from 
buying a pool of bank loans held by a fund. 
The lock-up is longer and the ability to 
liquidate the investment is limited. 

Fok: If we have a choice between buying 
an illiquid debt instrument versus an 
equity stake that has a strong return 
profile, the equity piece wins hands 
down. At this stage, there is less 
competition for equity from overseas 
funds (although this is changing). 

Overseas funds have been more attracted 
to infrastructure debt while we have a 
longer history investing in equity.

Sanders: As Australian superannuation 
funds develop post-retirement products, 
portfolio managers may be able to take a 
much longer-dated view on investments. 
This won’t happen quickly but the hope is 
that the post-retirement market will 
evolve in this way.

byrne: To drive a domestic bond market 
you have to identify the pull factors. Too 
often we point to simple products like 
straight infrastructure bonds or fixed-
rate bonds issued by state treasury 
corporations, like New South Wales’ 
Waratah bonds. I think there is more 
room for innovation and this will occur 
naturally as the post-retirement sector 
develops. If all Australian states follow 
through with their asset-recycling plans, 
and assuming an investment grade 
profile, the debt requirements will be in 
excess of A$60 billion. It certainly won’t 
be possible for the bank market to cover 
this amount alone. We will need other 
debt investors to step in.

Q So it sounds like there are two 
impediments to a more active 
infrastructure debt market: the lack of 
liquidity in these securities but also 
the fact that equity still pays a solid 
premium. How long do you expect 
infrastructure equity returns to 
remain elevated?
a Fok: It is fair to say the world has 
entered a lower growth stage and we have 
to accept that returns on all asset classes 
are being impacted. So we could expect a 
drop of 1% or 2% per annum from 
previous return rates, particularly as 
infrastructure becomes a more 
mainstream asset class. 

lennie: Returns are being affected by 
the weight of money onshore and offshore 
looking for exposure to infrastructure. A 
lot of new money has been allocated to the 
space and even though infrastructure is 
still a relatively new asset class, we can 
expect returns to come down as an asset 
matures. The returns we enjoyed10 to 15 
years ago aren’t there today and in another 
10 to 15 years they will be lower still.

Sicilia: I believe the huge weight of capital 
flowing into the asset class will be 

countered by the supply of new assets 
being sold. Governments around the 
world, not just in Australia, are looking to 
recycle assets and invest in new projects. 
Sovereign wealth funds and pension 
funds are natural custodians of these 
assets for the long term. 

lennie: Interestingly as equity returns 
come down we expect some fixed-income 
assets, such as those in the mezzanine 
bracket, to become more attractive. Given 
what is happening globally, with interest 
rates beginning to rise and with so much 
equity capital competing for equity 
infrastructure assets, I expect 
mezzanine debt will become more and 
more attractive on a risk-adjusted basis.

Q My last few questions are for the 
nSW treasurer. What have you 
learned from today’s roundtable?
a baird: I can see it is tough for super 
funds to run an infrastructure portfolio 
with small teams, and overcoming this 
challenge is important. The NSW 
Treasury has resources that can be put 
towards solving this challenge. So I 
suggest you come to us with your ideas 
and your proposals and we’ll work 
through them together. I never want to be 
in a position to stifle ideas, so don’t be 

limited in your thinking. 

Q Has the nSW government clearly 
stated which assets it plans to sell?
a baird: Yes, we have developed a state 
infrastructure plan for the next five years 
and then a broader 20-year plan. These 
are public documents that highlight our 
priorities and give timeframes around 
when the assets will come to market. 
Remember though, this isn’t a restrictive 
list and we encourage investors to come 
to us with thoughts on what they are 
interested in.

Sanders: What about a national list of 
privatisation opportunities. Is there a 
plan to develop a co-ordinated national 
approach to infrastructure priorities? 

baird: I expect a national list is not far 
away. We worked closely with 
Infrastructure Australia (IA) when we 
compiled our state plan and it would 
make sense for IA to publish a national 
list, possibly by gathering together the top 
five priorities from each state 
government around Australia. There  
is real change afoot in terms of how  
these asset sales are viewed, less as 
political necessities and more as strong 
economic cases. Fa  Geoff sanDeRs
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