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these individuals will continue to be employed throughout the term of the Client relationship.  
The loss of key personnel could have a significant adverse impact on investment performance for 
the Client. 

Nature of Investments.  A substantial portion of a Client’s investments will be in equity or 
equity-related investments that by their nature involve business, financial, market and/or legal 
risks.  These investments will be highly illiquid.  Dispositions of such investments may require a 
lengthy time period or may result in distributions in kind to investors.  

Such investments involve a high degree of risk that may result in substantial losses.  There can 
be no assurance that BBIP will correctly evaluate the nature and magnitude of the various factors 
that could affect the value of such investments.  Prices of the investments may be volatile, and a 
variety of other factors that are inherently difficult to predict, such as domestic or international 
economic and political developments, may significantly affect investment results. 

Competitive market for investment opportunities.  The activities of identifying, completing and 
realising suitable investments are highly competitive.  Other investors may make competing 
offers for investment opportunities that are identified, and consummating a transaction is subject 
to innumerable uncertainties, only some of which are foreseeable or within the control of BBIP.  
Competition for investments may reduce returns.  There can be no assurance that BBIP will be 
able to locate investments that satisfy Client performance objectives and capital commitments 
allocated to U.S. and Canadian investments, or that a Client will be able to complete or exit such 
investments or realise upon their values. 

Limited number of investments.  Each Client investment vehicle will typically participate in a 
limited number of investments.  Although BBIP will seek to provide investment 
recommendations that will diversify a Client portfolio to the extent reasonably possible within 
the confines of the applicable investment strategy and the Client’s allocation to U.S. and 
Canadian investments, a Client’s aggregate return may be adversely affected by the unfavourable 
performance of even a single investment.   

Leverage.  Portfolio companies may have leveraged capital structures.  Use of leverage may 
increase the exposure to adverse economic factors such as significantly rising interest rates, 
downturns in the economy or deterioration in the condition of any given portfolio company or its 
industry.  In the event a portfolio company is unable to meet principal and interest payments on 
its third-party indebtedness, the value of a Client’s investment in the portfolio company could be 
significantly reduced or eliminated. 

In addition, the ability to achieve attractive rates of return on portfolio company investments will 
depend in part on the ability to access sufficient sources of indebtedness for its portfolio 
companies at attractive rates and terms.  Reduced availability, an increase in interest rates and/or 
other tightening of terms associated with indebtedness available to a Client’s portfolio companies 
may make it more expensive to finance the Client’s portfolio investments and could make 
competing for suitable investment opportunities more difficult. 



12 | P a g e  
 

Reliance on other management.  The day-to-day operations of each portfolio company will be 
the responsibility of its management team.  Although the Parent will monitor the performance of 
a Client’s portfolio companies and will screen for and, if necessary, recruit capable management, 
with such assistance from BBIP in these matters as the Parent may request, there can be no 
assurance that such management will be able to operate any such portfolio company in 
accordance with Client expectations. 

Economic and market risk.   Portfolio companies and assets in which a Client is invested may 
be sensitive to general downward swings in the overall economy or in the sectors in which such 
companies operate.  Factors affecting economic conditions, including, for example, the 
availability of credit, inflation rates, industry conditions, competition, technological 
developments, domestic and worldwide political, military and diplomatic events and trends, tax 
laws and innumerable other factors, none of which will be within the control of BBIP or the 
Parent, can affect substantially and adversely the business and prospects of Client investments.  
A drawn-out recession, downturns in the economy or adverse developments in the securities or 
credit markets may have an adverse impact on some or all Client investments.  A sustained 
period of inactivity and/or low valuations in the public equity markets could result in 
substantially lower realisation value and substantially longer periods before liquidity is achieved, 
which could reduce Client returns.  In addition, factors specific to a portfolio company may have 
an adverse effect on a Client’s investment in such company. 

Recent market volatility.  The capital, credit and securities markets have experienced significant 
levels of volatility and disruption over the course of the past several years.  Continued volatility 
could negatively impact a Client’s investments in a number of ways.  Overall returns may be 
reduced as relatively small changes in the capital, credit or securities markets may have 
significant impacts on the profitability of the Client’s investments.  In addition, regulatory 
agencies may adopt new financial regulations and tax policies in response to continued volatility, 
which could restrict investment options or be otherwise unfavourable. 

Control liability.  In most cases, a Client will own a significant or controlling percentage of the 
common equity of the portfolio companies and assets in which it invests.  The Client will 
generally appoint one or more representatives to the board of directors of the companies in which 
it invests.  On occasion, a representative of BBIP on behalf of the Client may also serve in an 
executive officer position with a portfolio company.  Significant or controlling ownership and 
serving on the board of directors or as an executive officer of a portfolio company exposes the 
Client’s representatives, and ultimately the Client, to potential liability because the Client or its 
representatives may in certain cases be thought to control, participate in the management of or 
influence the conduct of portfolio companies. 

Minority positions.  A Client may take minority equity interests in investments, which may lead 
to the Client having limited control over such investments.  In addition, such investments may 
have economic or business interests or goals that conflict with those of the Client, and the Client 
may not be well placed to limit or otherwise protect the value of its interest in such investments.  
The Client’s influence over the investment policies of such investments may also be limited, 
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which could lead to the Client’s investments being illiquid in minority positions that incur 
substantial losses. 

Distributions in-kind.  A Client investment vehicle may make distributions in securities or other 
non-cash property.  Any such distribution could create downward pressure on the trading price of 
those securities.  In addition, converting such distributed securities or other property to cash may 
involve additional costs and delays. 

Risks associated with investments in infrastructure.  Investments in the infrastructure sector 
involve risks, which broadly stem from issues of geographic or market concentration, the 
financial instability of third-party sub-contractors, government regulation, technical failings, the 
Parent’s management capability (and, to the extent accessed by the Parent, BBIP’s management 
capability) and the economic climate including interest rate fluctuation.  Infrastructure 
investments are vulnerable to adverse change in the economic conditions of the jurisdiction in 
which they are situated, as well as to global economic declines.  Since projects in this sector tend 
to be of a long-term nature, projects which were conceived at a time when conditions were 
favourable may subsequently be adversely affected by changes in the financial markets, investor 
sentiment or a more general economic downturn.    Investments in real estate will cause a Client 
to incur stamp duty, other property taxes and other expenses incurred in, for example, 
maintaining, improving and disposing of the property. 

Construction risk.  There are a number of risks connected with the development of greenfield 
infrastructure.  For example, projects may exceed their allotted timeframe, their allocated budget 
or may not comply with agreed specifications.  Although the Parent and/or BBIP may be able to 
negotiate with construction contractors in order to reduce these risks, even successful 
negotiations with such contractors will not eliminate these risks, which may still exist inter alia 
in the following circumstances: 

■ Construction contractors may not have the skill and competency required to complete the 
construction and the construction may not ultimately be fit for purpose; 

■ Although the Parent and/or BBIP may have negotiated a liquidated damages clause, this 
provision may not be enforceable if the Client has contributed to the delay; 

■ There may be situations where the expected completion date for projects is extended under 
the contract, and the construction contractor will not be liable for liquidated damages until 
the extended completion date has lapsed; 

■ The Client may not be able to recover the full amount of its losses under the liquidated 
damages clause, particularly if there is a cap on the liquidated damages clause or if the 
construction contractor subsequently becomes insolvent; and 

■ The Client may be liable for site defects or contamination at the site once the construction 
contractor has completed its works. 
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Therefore, there is a possibility that these risks may have a material adverse effect on the value 
of the asset, and in turn, the returns to the Client may be impacted. 

Environmental risks.  A Client may be liable for breaches of environmental protection statutes, 
rules and regulations.  The risks extend to existing and future contamination, including pollution 
of soil and groundwater, and both current and previous owners of real property may be held to be 
liable.  The potential liability includes payment of the costs of investigating, monitoring, removal 
and remediation of the polluting substances, as well as fines for non-compliance with the 
relevant statute, rule or regulation, and compensation may also be payable if liability arises for 
personal injury, property damage or other private claims which may be brought as a result of the 
contamination.  Often this liability arises regardless of the state of knowledge of the owner or 
operator of the property, and regardless of whether or not it caused the contamination.  A liability 
of this nature may be detrimental to the value of a Client investment. 

Toll rate risk.  Some investments may make the majority of their revenues from collecting tolls 
from vehicles using roads, subways, tunnels and bridges.  The toll rates will often be set out in 
concession agreements between a Client or the relevant investment and the relevant government 
body.  Toll rates may be challenged directly by the relevant government body, either as a result 
of government lobbying by pressure groups, or because of public pressure.  In addition, the 
public may refuse to accept increases in toll rates, and there is a risk that they might boycott the 
toll route or refuse to pay the toll.  Government bodies may also try to negotiate lower rates or a 
waiver of toll payment for types of vehicle.  Any loss caused as a result of these factors may be 
recoverable as compensation under the relevant concession agreement, but if this is not the case, 
the Client’s investment position may be materially adversely affected. 

Operational risk.  The long-term profitability of the assets in which a Client invests will be 
dependent upon the efficient operation and maintenance of such assets.  The operation of such 
assets is often outsourced to a third-party contractor, and inefficient operations and maintenance 
by this external contractor may reduce returns to the Client.  If the risks set out above materialise 
in relation to a portfolio company, this could have a material adverse effect on the value of the 
relevant investment, which could in turn, have a corresponding effect on the Client’s investment 
position.  Demand, usage and throughput risk can affect the performance of portfolio companies.  
To the extent that assumptions relating to demand, usage and throughput of assets prove 
incorrect, returns to the Client may be adversely affected. 

Unforeseen events risk. There are a number of events that are beyond the control of the Parent or 
BBIP that may affect the use of infrastructure assets.  These include, but are not limited to: 
natural disasters (for example, floods, earthquakes, and typhoons); man-made disasters (for 
example, terrorism); traffic accidents; slope failure; bridge and tunnel collapse; road subsidence; 
problems in design and construction; fuel prices; general economic conditions; labour disputes; 
and environmental legislation.  Events such as these may cause an interruption in the use of the 
investments, reduced public confidence in the investments, and a Client may incur costs of 
preventative measures and restoration if the investment is at risk of damage or is damaged.  
Potentially, project agreements may be terminated in extreme cases.  Insurance may not cover all 
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costs or liabilities, which may occur as a result of such events, including claims relating to the 
operation, design or construction of infrastructure assets and lost revenues or increased expenses 
resulting from damage.   

Sovereign risk.  There is a risk that government bodies may impose or amend legislation or 
regulations, or may act contrary to the law in a way that materially and adversely affects a 
Client’s investments.  In addition, government bodies may exercise sovereign rights in a way that 
contravenes any concession agreements that they are party to.   This may have a material and 
adverse effect on the business of the Client’s investment. 

Competition risk and alternative infrastructure assets. There may be a significant amount of 
competition for investments in infrastructure assets, and some larger competitors may have 
financial resources that allow them to tender extremely competitive terms.  This may affect 
whether a Client is able to acquire certain assets, and result in wasted costs, or may result in the 
offer of less advantageous terms in order to secure particular investments.  In addition, 
infrastructure investments may themselves face significant competition from alternative 
infrastructure resources; for example, alternative routes to toll roads may reduce the number of 
users of the toll road, which may materially and adversely affect a Client investment. 

Inflation risk.  Projected profits may depend on the way in which asset revenue for a particular 
investment is calculated, and certain inflation assumptions in respect of its expected cash flows.  
Variations in the rate of inflation may therefore affect the returns from investments. 

Currency risk. To the extent that a Client’s preferred or specified currency differs from the 
currency in which an investment recommended by BBIP is denominated, the Client’s return on 
the investment may be negatively affected by changes in the exchange rate between the two 
currencies.  In addition, Client investments denominated in certain currencies may be subject to 
foreign exchange regulations in a manner that negatively affects their value.   

Risk of disposal of private investments.  A Client may be required to make representations or to 
warrant certain facts in relation to the business and finances of the Client’s investments in private 
securities.  In addition, the Client may be required to indemnify purchasers if inaccurate 
representations or warranties are made.  The Client may be called on or the assets of the Client 
may be applied to satisfy such liabilities.   

Regulatory and legal risks.  Infrastructure assets are generally subject to increased government 
regulation.  Such entities may often operate as a result of leases, licenses, contracts or 
concessions with the government, and these legal documents may potentially be the subject of 
disputes over interpretation or enforceability.  Furthermore, fines may be imposed if a Client or 
its portfolio companies do not comply with laws, regulations or contractual obligations, or the 
right of these entities to operate the infrastructure asset may be lost, or both.   

Government concessions or leases may also restrict the profitability of the underlying asset by 
imposing certain restrictions in relation to its operation.  Such concessions / leases may also 
include clauses that are more favourable than those contained in contracts with commercial 
counterparties.  Counterparties may also impose conditions relating to ongoing ownership of the 



16 | P a g e  
 

underlying assets or similar provisions, and may require such assets to remain managed or 
advised by the General Partner of a Client investment vehicle or the Parent, BBIP or their 
affiliates.  Therefore removal of the General Partner may adversely affect the continuing 
ownership and operation of these assets by the Client.  Alternatively, a management fee may be 
imposed if the General Partner ceases to manage the Client investment vehicle. 

Government counterparties may also have the ability to implement or amend laws, regulation or 
policies relating to the operation of investments, which would operate separately from any rights 
under the lease, licence, contract or concession.  

General Partner termination risk. Under the terms of the constituent documents for a Client 
investment vehicle, the appointment of the General Partner may be terminated in certain 
circumstances.  Termination may have material adverse consequences for the Client in such 
situations.   This includes the circumstances in which conditions of ongoing involvement by the 
Parent or BBIP with investments have been imposed by counterparties, joint venture partners, 
lenders or other parties, and breach of those conditions may lead to an acceleration of financing 
facilities, or the trigger of a right of co-investors to acquire the Client’s interest in the relevant 
investment.  Furthermore, certain conditions of ongoing control may be imposed on the Client or 
its investments, which may be breached by the termination of the General Partner’s appointment 
if the General Partner is deemed to “control” the Client. 

Documentation risks.  The legal documents and contracts governing infrastructure investments 
are often complex and, as such, there may be a higher chance that such documents and contracts 
may be the subject of a dispute over interpretation and enforceability than is the case with other 
investments.  In addition to any potential contractual liability, third-party claims may also arise, 
including legal action arising as a result of acquisitions or dispositions, third-party losses 
suffered as a result of disruption to infrastructure services caused by an infrastructure provider, 
environmental actions and workers’ compensation claims.  Special interest groups may also seek 
to disrupt projects by commencing legal action.  Any material litigation could have a detrimental 
effect on a Client’s return. 

Liability for return of distribution risk.  Investors may be required to return cash distributions 
from a Client investment vehicle with interest, which have been previously received by the 
investors, if the Client investment vehicle is unable to meet its obligations, or if the distribution 
was made during the insolvency of the Client investment vehicle.  In addition, investors may be 
required to return amounts distributed in order to finance the indemnity obligations of the Client 
investment vehicle, as well as for other expenses. 

Interest rate risk.  A Client’s investments are sensitive to an increase in interest rates, which is 
likely to create higher financing costs for infrastructure businesses and a reduction in the amount 
of cash available for distribution to investors. In addition, the market value of the investments 
may decline in times of rising interest rates given that the most commonly used methodologies 
for valuing investments (e.g., discounted cash flow analysis) are sensitive to interest rates.  There 
is no guarantee that any hedging transactions entered into with respect to a Client’s investments 
to mitigate such risk will be successful. 
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Hedging policies/risks.  To the extent derivative financial instruments are used for risk 
management purposes, a Client’s portfolio may be subject to greater than ordinary investment 
risks. These may include 

■ Price risk – the risk that a price change (either in the relevant market or in the derivative 
contract itself) is adverse to the derivative position held; 

■ Leveraging risk – the use of derivatives may create greater exposure to a market than the 
assets backing the position, thus potentially magnifying the risk of loss; 

■ Liquidity risk – the risk that a derivative position cannot be reversed and that the Client 
will need to incur borrowing or contribute additional capital to finance such liquidity 
requirements; 

■ Default risk – the risk that the other party to a derivative contract defaults on payments 
under the contract. 

Any such hedging transactions may not be effective in mitigating risk in all market conditions or 
against all types of risk (including unidentified or unanticipated risks), thereby resulting in losses 
to the Client.  Engaging in hedging transactions may result in a poorer overall performance for 
the Client than not doing so, and it may not be possible to effectively hedge against, or 
accurately anticipate, certain risks that may adversely affect the Client’s investment portfolio.  In 
addition, the Client’s investment portfolio will always be exposed to certain risks that cannot be 
fully or effectively hedged, such as credit risk relating both to particular securities and 
counterparties.   

Availability of insurance against certain catastrophic losses.  Insurance for certain events at a 
level believed appropriate will be maintained for each Client portfolio company, including 
insurance for flood, fire, rental loss, liability and extended coverage.  However, some types of 
loss may be either un-insurable, or only available on commercial terms that would adversely 
affect the value of the relevant investment.  Examples of such types of damage include natural 
disasters, wars and terrorist attacks.  In particular, losses relating to terrorism are becoming more 
difficult to insure against, and where such insurance is offered, it is often limited and significant 
additional premiums are required.  Therefore, it may be that not all properties are insured against 
terrorism.  A major loss that is uninsured could lead to the loss of both invested capital and 
anticipated profits in respect of the investment to which it relates.  In addition, a Client will be 
subject to credit risk in relation to the insurer. 

Interest groups and legal risk. Special interest groups may be opposed to particular 
infrastructure projects if such projects are perceived to have a significant impact on communities 
or the surrounding environment.  Such groups may seek to bring legal action in order to obstruct 
particular projects.  In addition, a Client may be exposed to other legal risks. 

Terrorism risk. In recent years, increased terrorist attacks have destabilised the global financial 
markets, and this may have contributed to widespread economic instability.  The continued threat 
of terrorism has led to, and is likely to continue to lead to, increased pricing volatility for markets 
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Investment activity by Balfour Beatty is expected to continue to be in the form of proprietary 
investments in pre-operational infrastructure assets, which is not expected to conflict with the 
Parent’s or BBIP’s investment advisory services which will be primarily in relation to 
operational economic infrastructure assets.  To further manage any potential conflicts that might 
arise from the allocation of investment opportunities, it is expected that in relation to transactions 
sourced by the Parent,  BBIP  or by Balfour Beatty, Clients will have exclusivity over all such 
future brownfield economic infrastructure investment opportunities while Balfour Beatty will 
retain exclusivity over any pre-operational investment opportunities, but will offer a right of first 
refusal to the Parent or in relation to the US and Canada, to BBIP, for investment by Clients with 
respect to any such opportunity to the extent not taken by Balfour Beatty.  The origination and 
consummation of investment opportunities for Clients is not expected to involve broker-dealers 
or the payment of commissions or similar fees. 
 
A Client’s General Partner may receive certain fees from the Client’s portfolio companies in 
connection with the purchase, monitoring or disposition of the Client’s investments (e.g., 
directors’ fees, transaction fees, advisory fees and consulting fees).  These fees will typically be 
credited against the Client’s advisory fee as set forth in the documentation governing the Client 
relationship. 
 
The Parent’s and BBIP’s (if relating to transaction in the US and Canada) personnel are expected 
to serve as directors of certain portfolio companies in which Clients invest, and in that capacity, 
may be required to make (or in the case of BBIP, recommend to the Parent) decisions based on 
the best interests of the portfolio company.  In certain circumstances, such as situations involving 
bankruptcy or near-insolvency of the portfolio company, actions that may be in the best interests 
of the portfolio company, may not be in the best interests of the Client holding an investment in 
the portfolio company. 
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