Perspectives

2018 Market Preview: Infrastructure

DEMAND VS. DRY POWDER AND THE EVOLVING LANDSCAPE

Demand for infrastructure investments remains strong going into
2018, as shown by the nearly $157 billion in dry powder (Exhibit
1), 51 fund closings, and $51 billion of aggregate capital raised
(Exhibit 2) in 2017. Furthermore, investor appetite for yield and
favorable risk-adjusted returns may also contribute to increased
demand for infrastructure investments, particularly in today’s
low interest rate environment. However, these features must be
weighed against historically high levels of dry powder for the
asset class, which are driving up valuations and competition for
trophy assets. In this market preview we will discuss the recent
trends driving activity within the infrastructure space and how this
activity may affect performance in 2018.

Infrastructure investments have gained significant interest from institutional
investors over the past several years as shown by the consistent increases in dry
powder and aggregate capital raised. A primary reason for such growth stems
from the increased appetite for yield in this current low yield market environment.
As we head into 2018, however, the overall macro picture appears to be mixed,
as Fed policies and tax reform are likely to drive interest rates higher, while the
equity and credit markets appear to be late cycle.
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Exhibit 1: Unlisted Infrastructure: Dry Powder by Region
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Exhibit 2: Unlisted Infrastructure No. of Funds Closed & Aggregate Capital Raised
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NORTH AMERICA-FOCUSED FUNDS

North America-focused funds raised a significant amount of capital in 2017 with an aggregate $33 billion
and $191 billion over the past 10 years (Exhibit 3). One notable contributor included Global Infrastructure
Partners Ill which raised $15.8 billion in 2017. In North America, investment opportunities exist within the

Hl
WY MarquetteAssociates 2



energy sector, particularly with the aging stock of transportation, water, utility and power generation assets
which are in need of upgrades and revitalization.

On the other hand, while investors were relatively optimistic on Public-Private Partnership (PPP) activity going
into 2017 as part of President Trump’s planned $1 trillion infrastructure spending plan, the sentiment entering
2018 appears to be less favorable for these opportunities. The primary reasons for this are because the U.S. is
relatively nascent to PPPs compared with other developed markets (i.e. Europe, Australia, and Canada), and
federal programs stimulating infrastructure investment at the state and local levels may be difficult to pass in
this current political environment. In addition, Americans have shown resistance to pay for public transport
projects that are not traditionally subject to user-pay arrangements, which does not bode well for revenue-
generating infrastructure. However, some announcements related to privatization of federal infrastructure
going forward would not be surprising given the current landscape.

Exhibit 3: Annual North America-Focused Unlisted Infrastructure Fundraising
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In terms of where investment managers see the most attractive opportunities, Europe ranked first and North
America second in a recent Pregin survey.! Despite all the political uncertainty in Europe around Brexit, Eu-
rope is among the most developed infrastructure markets and a reason why investors are attracted to the
region (Exhibit 4).
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Exhibit 4: Fund Manager Views on Which Regions Currently Present the Best Opportunities
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RENEWABLE ENERGY

Renewable energy strategies represent the largest portion of deals over the past year as illustrated in Exhibit
5. Interestingly, wind and solar power projects constitute the largest allocation of deals within renewables
as of September 30, 2017 with 43% and 39%, respectively (Exhibit 6). Solar costs are becoming increasingly
competitive with gas generation, and are cleaner for the environment relative to coal — a trend we are seeing
as a result of increased demand for clean energy and ESG/impact related investments.

Exhibit 5: Completed Infrastructure Deals by Industry Exhibit 6: Breakdown of Renewable Energy
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Despite raising a lot of capital, renewable energy funds, illustrated in Exhibit 7, reported relatively
disappointing median net IRRs (+5%) compared to conventional energy (+10%) and mixed-use energy funds
(conventional and renewable) which performed similarly to conventional energy with a median net IRR of
9% as of December 2017. Looking towards 2018 and beyond, we anticipate renewable energy projects to
be at the forefront of infrastructure deals as costs become more efficient and the demand for ESG/impact
investing continues to grow

Exhibit 7: Median Net IRR and Quartile Boundaries of Unlisted Energy Funds (All Vintages)

Bottom Quartile Net Median Net IRR (%) Top Quartile Net IRR

IRR Boundary (%) Boundary (%)
Conventional Energy 3 10 24
Mix 4 9 13
Renewable Energy -3 5 10

Source: Pregin

The historically high levels of dry powder, number of funds closed, and aggregate capital raised generally
present significant risk for infrastructure investments going into 2018. However, it is not all doom and gloom
for the asset class. We expect demand for infrastructure assets to be robust as investors seek favorable
risk-adjusted returns and investment managers take advantage of opportunities in regions in need of
upgrades and revitalization. Europe and North America currently present the best opportunities to fund
managers despite all the political uncertainty, and renewable energy continues to be at the forefront of
deal activity as costs become more competitive and demand for ESG/impact investments increases. P

" Pregin Fund Manager Survey, June 2017.
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PREPARED BY MARQUETTE ASSOCIATES

180 North LaSalle St, Ste 3500, Chicago, lllinois 60601  pHone 312-527-5500
CHICAGO | BALTIMORE | PHILADELPHIA | ST. LOUIS WEB marquetteassociates.com

The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has
not independently verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates,
projections and comments on financial market trends constitute our judgment and are subject to change without
notice. References to specific securities are for illustrative purposes only and do not constitute recommendations.

Past performance does not guarantee future results.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs
with a focused client service approach and careful research. Marquette has served a single mission since 1986 —
enable institutions to become more effective investment stewards. Marquette is a completely independent and
100% employee-owned consultancy founded with the sole purpose of advising institutions. For more information,

please visit www.marquetteassociates.com.
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