Floating solar panels
exemplify the smaller-cap
investment opportunities
arising in infrastructure

Boasting solid commerecial
fundamentals; UK infrastructure M&A -
traditionally the preserve of large-cap
funds - has piqued mid-market deal-
makers’ attention. Nicholas Neveling
looks at the innovative investment
strategies firms are adopting to get
involved in the sector

he demand for investment in UK
I infrastructure is writ large. Forecasts from
EY at the end of 2024 predicted that current
levels of investment in UK infrastructure would
fall short of long-term demand and will have
generated a shortfall of £700bn by 2040.

Alive to the challenge, the UK government has
earmarked £725bn of government funding for
infrastructure investment over the next decade in
a strategy document — UK Infrastructure: A 10 Year
Strategy — published last summer. The document
recognises, however, that even this will not be
enough, and that private investment will play a
key role in meeting investment demand.

The UK’s infrastructure landscape is mirrored
around the world, and deal-makers have taken
notice. The key characteristics of these assets
— high barriers to entry for essential services,
delivering steady, uncorrelated returns — have
proven highly attractive for investors, in an
otherwise volatile market, and record amounts of
capital have been allocated to infrastructure funds.

10

y :
" Bain & Co figures reveal that while global

e =TI :
A P
B N, e = =
L T
o .
P O
& /=
o P k;ﬁl'.‘l
e -
'
N
.-_-‘——_-'.

fundraising for buyout strategies dropped 16%
year-on-year in 2025, infrastructure funds bucked ;
the trend, with inflows up 58% on 2024 levels. b i
Increasing capital inflows, government support '
and a deep pipeline of investment opportunities
position infrastructure — both in the UK and
globally — as one of the most attractive markets
for M&A activity.
“The UK continues to be seen as a mature,
stable and attractive market for infrastructure
investment, despite recent international political
and economic headwinds,” says Alasdair Grainger,
partner and energy and net zero lead at Grant .
Thornton. “There is a strong underlying confidence
among international investors, supported by the
depth of opportunity and the relative stability of
the UK regulatory environment.”

Hidden depths

The UK infrastructure market, however, is as
complex as it is attractive. And for mid-market
deal-makers in particular, a thoughtful investment
strategy and understanding of infrastructure
supply chains is essential.

“The need to upgrade and modernise
infrastructure is clear,” says James Pincus, partner
and infrastructure corporate finance leader at
PwC. “The challenge is that delivering large-scale
projects remains slow and difficult, despite policy
efforts to improve planning and execution.”
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‘As data
centres
become more
advanced,
the real
bottleneck is
energy’

Charindra
Pathiwille
Partner, Deloitte
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Mixed and matched

The biggest challenge facing
the UK renewable energy
sector is not overall energy
production, but
intermittency. Renewables
now generate around half of
the UK's electricity,
according to 2025
government figures, but
constant, proven reliability
remains an issue. How can
clean power sustain supply
to critical infrastructure and
services when the wind
doesn't blow or the sun
doesn't shine?

Companies like 3i
Infrastructure investment
Infinis are tackling this
problem. Infinis’ roots lie in
harvesting methane gas from

landfill sites, but the business
has evolved into a diversified
renewables platform that also
includes solar and battery
storage capacity.

This has enabled Infinis to
continue running landfill
sites, where methane
generation may be declining,
by building out a blended
mix of renewable energy
generation that can use
existing landfill site grid
connections to increase
renewable power
deployment. This is a
valuable differentiator, as grid
connections are one of the
biggest constraints to scaling
renewable energy provision.

Crucially, the model also

addresses intermittency.
Landfill gas is used to fill
gaps in solar supply. Onsite
battery storage is used in a
similar way: solar power tops
up batteries on hot, sunny
days, when solar power is
abundant and cheap, and the
batteries provide energy
when solar supply is scarcer,
and prices and demand rise.
“The vast majority of
customers now prefer
renewable energy, and are
seeking providers who can
provide a mix of supply that
combines multiple
technologies to deliver
reliability alongside
sustainability,” says 3i
Infrastructure’s Tim Short.

11




Grant Thornton public services advisory director
Wayne Butcher says infrastructure investors are
taking a more disciplined and selective approach,
adding: “Macroeconomic pressures, interest
rates and supply chain disruption are making
infrastructure delivery and management of
projects more challenging. There is strong investor
appetite, but only for the right opportunities.”

Indeed, sourcing UK infrastructure deals
has proven testing. Having solid underlying
commercial drivers hasn’t been enough to
increase the pool of potential deal targets at this
stage. “The UK is a highly mature infrastructure
market, and most of the core assets have already
traded, often multiple times,” says Charindra
Pathiwille, managing partner for strategy, risk and
transactions advisory at Deloitte. “The highest-
quality assets are now so valuable that owners are
choosing to hold them in continuation vehicles
where possible.”

For UK mid-market deal-makers, infrastructure
M&A has become less about strategy papers and
more about capital flows, fund dynamics and
where investors see scalable opportunities.

Niche little earners

Those mid-market deal-makers who are gaining
footholds in infrastructure are doing so by
identifying niche infrastructure assets with
overlooked growth potential.

3i Infrastructure portfolio company Infinis, for
example, generates low-carbon electricity using
methane captured from landfill sites and disused
mines. But it has also acquired solar power and
battery storage assets to add to its platform.

“With our renewables platform Infinis we
see significant opportunity in acquiring and
optimising mid-life assets that are currently
undervalued or undermanaged,” says 3i
Infrastructure partner Tim Short. “Renewables and
storage remain core themes, particularly in solar
and battery assets. Biogas is also a compelling
opportunity — not just for decarbonisation, but
also for energy security”

Other clean energy sub-sectors are moving
onto the investor radar, according to Grainger:
“There is growing interest in newer areas, such as
floating offshore wind power and small modular
nuclear reactors, with activity in nuclear tending to
concentrate in the supply chain rather than at asset
level, where a small number of big beasts roam.”

Businesses, like Infinis, also uncover pathways
for mid-market investors to build exposure
to infrastructure growth trends in segments
otherwise dominated by players with bigger
chequebooks.

Data centres are a case in point. The expansion
of AT has accelerated demand for computing
power and led to massive increases in spending on
data centre capacity, with McKinsey forecasting
that capital expenditure on data centres could
reach as much as $7trn by 2030.

“The scale of demand for data centres is
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extraordinary,” says Pathiwille. “We see pipelines
that are effectively fully pre-leased before
construction even begins, driven largely by AT and
compute capacity demand.”

Data centre investment activity, however,
is dominated by hyperscalers and mega-cap
infrastructure funds. Rather than trying to
compete directly against such deep-pocketed
investors, mid-market players have explored other
routes into the sector.

“As data centres become more advanced, the
real bottleneck is energy,” says Pathiwille. “Even
in regions with abundant capital and land, the
inability to secure affordable energy capacity is
becoming the critical limiting factor”

Keeping it off-grid

3i Infrastructure’s Short adds that long waiting
times for grid connections are “a key constraint”
to data centre build-outs. This, in turn, has
opened up opportunities for smaller, alternative
energy providers to supply off-grid energy to
specific data centres. Instead of contracting
with national power companies supplying
energy through the grid, data centre operators
are investing in their own power-generation
infrastructure, secured through contracts with
smaller, more flexible operators.

Often there will be a preference for suppliers
who can provide renewable energy, which helps to
address concerns about the power consumption
and carbon footprints of data centres. “Behind-the-
meter solutions are becoming increasingly attractive
as a direct response to grid congestion,” says Short.
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Mid-market deal-makers are also positioning their
firms to take advantage of broadening definitions
of infrastructure categories.

Broadening definitions

“Infrastructure is expanding beyond traditional
assets and investors are increasingly looking at
areas like vehicle and equipment leasing, marinas
and specialist services,” Pincus says. “These are
areas that wouldn’t traditionally be classified as
infrastructure, but present similar characteristics,
such as stable, resilient, long-term, inflation-
linked cash flows.”

Examples illustrating the theme include
two LDC sales: marina operator Aquavista to
infrastructure fund Antin in September last year;
and video surveillance company Wireless CCTV
to infrastructure fund Arcus. Synova, meanwhile,
successfully exited Orbis Protect, a provider of
security services for vacant property assets, to
Tiger Infrastructure Partners.

These examples show how the distinctions
between infrastructure deals and buyouts are
becoming blurred. “Infrastructure funds often
have a lower cost of capital, so they can pay
more for assets that fit their criteria,” says
Pincus. “They open up new exit routes for PE
portfolio companies that can be positioned to fit
infrastructure investment criteria.”

In a UK infrastructure M&A market dominated
by large-cap fund managers, mid-market deal-
makers are holding their own through nimble
asset positioning and astute deployment in
underinvested infrastructure niches.
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‘Many of the
underlying
public-private
partnership
mechanisms
remain
relevant’

Wayne Butcher
Director, Grant
Thornton
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All the Ps (and queues)

To supply the investment required
to maintain and upgrade critical
infrastructure in the UK, both the
public and private sector will

have to contribute. But while both
groups acknowledge the benefits
of teaming up, finding a model

to facilitate this partnership is not
straightforward.

State and private sector working
together in the infrastructure sector
is nothing new for the UK. The
public-private partnership (PPP)
model that gained prominence
throughout the early 2000s, for
example, helped to funnel an
estimated £56bn of private sector
capital into 700 UK infrastructure
projects, and became a blueprint
for infra investing across the world.

But such tie-ups also came with
problems, and after a series of
high-profile cost overruns, project
delays, contractor insolvencies
and incomplete assets, the UK
government eventually removed
PPP (and iterations of it) as a policy
option in 2018.

The challenge now facing
infrastructure players is how to
build a new model for bringing
government and private
investment together.

“There is no shortage of investor
appetite to deploy capital into
UK infrastructure. The challenge
is that the government has yet to
establish a commercial framework
that gives investors clarity on
returns and risk-sharing,” says
Deloitte’s Pathiwille. “The UK
has a clear understanding of its
infrastructure needs, and the
strategic vision is credible. The
challenge is funding. That remains
the critical issue to solve.”

Grant Thornton'’s Butcher says
that other mechanisms for risk
sharing, such as contracts for
difference and regulated asset
bases, offer alternative risk-sharing
tools, but there is still room for PPP
models to be deployed in specific
cases. “We're unlikely to see a
return to large-scale, traditional
PPP programmes, but many of the
underlying mechanisms remain
relevant,” he says.

INNOVATION AND SUSTAINABLE GROWTH @
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