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Why invest in infrastructure?

A Earn high-quality, long-dated inflation-linked
cashflowsat attractive real yields

A Obtain returns no longer offered by traditional asset
classes

A ReacHull fundingwith lower risk

A Support projects which provide high value add for
society

What to consider when investing?
A Howwill youaccessnfrastructurereturns:
U Choosinghe right structureto makeinfrastructure
FlightPlanConsistent
U What are the advantagesof bespokeinvestment
structures?
U Whichriskprofilesare acceptable?

Which opportunities are available?
A Wide range of attractive opportunities with different
risk/return profiles,suchas
U Sociahousing
U PrivateRnancelnitiatives
U Waterinfrastructure
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The markets we are in: declining yields

Longterm yields have fallen, pushing up the

e valueof pensiont dzy kaBil@les... [
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The markets we are in: underperforming equities

@ The financial crisis has set equities on a rollercoaster ride
with low and volatile medium and long-term returns. Risky
assets have increasingly failed to deliver adequate|
outperformance
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The markets we are in: low real yields

(3)
L8 - Realyields have declined makingit more difficult for
] pensionfunds to accessattractive and securelong- |

term returnsthat will allowthem to reachfull funding
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The effect on pension schemes: declining funding levels

1. Falling longterm yields 2. Risky assets underperformin

3. Declining real rates

1

As asset performance failed to keep pace with rising liabilitigg]ing levels declined
Pension fundsnust thereforefocus on making the right decisiorte achieve full fundingn a difficult environment.
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Getting the returns you need

Infrastructure assets can help schemes

achieve full funding because they offer...

A Attractive rates ofreal return Full funding
A Inflation linkage
A Longdated,high qualityand often secured o w

*

cashflows o .

.
/Pensiorrfunds mustfind waysto: \ \ ““
.

A Earn attractive longterm real
returns sufficient to achieve full

funding

A Obtaininflation-linked cashflows

A Strike an attractive risk/return @

\ balance / Current position

Making the best of infrastructure

A Considewhereyouwantto be positionedin the capital structure (debtor equity)

A Determinethe return you require and the level of risk you are comfortablewith to choosethe
right type of infrastructureassetto investin /

-



> .
>§;§> Why Invest in Infrastructure? n

TUC Flight Plan

The Flight Planis an effective tool for making focussedassetallocation decisionsand identifying

the bestopportunities.

The Flight Plan
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It allows schemesto identify the assetswhich contribute most towards their progressto full

funding ¢ we callthem Flight Plan ConsistentAssets
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Why Invest in Infrastructure?
Flight Plan Consistent Assets

Flight Plan Consistent
Assets

AEnable schemes to
accessttractive real
returnsand longdated
inflation-linked cash
flows .

AThe attractive real
returns are the result
of asignificant
illiquidity premium

Flight Plan Consistent AssetExample Cashflow Profile ’

Inflatlon linked
Lo f & & & & & f § & & & & E §€ 8§ § § & & ¢ ¢ cashﬂows

Attractive real
returns

IIIIIIIIIIII Providing a match
for liabilities

Inflows =

GBP Millions

Key Characteristics
s

Outflows = J|_||_||_||_|

2.

1 Initial investment

0 5 10 15 20 25 30
Years

Source: Redington

Attractive real returns and inflationlinked cashflows Highquality, often securedcashflows

llliquid Varying degrees of complexity/might be difficult to acces}

10



>
b2
>>;>>

TUC

Infrastructure

Traditional Infrastructure

A Investingin public sector projects through, for example,Private
Financelnitiatives (PFIs),bespokeinvestmentsstructures or by
purchasinga suitableinfrastructureasset

A Widerangeof possibleassetsfrom roadsto power generation

A Longterm, potentially  inflation-linked [

revenuestreams

Social Housing

A Low-cost rental housing provided for disadvantagedpeople in
needof housing

A Generallyprovided by local councilsand housingassociations

A Offerslong-dated, inflation-linked cashflows
from secured borrowers (i.e. housing|
associations)  with guastgovernment

\ guarantee

Why Invest in Infrastructure? n
Flight Plan Consistent Assets

Other Flight Plan Consistent Assets

A Take advantage of attractive yields on longterm secured
property leases

A Yieldsmay be in excessof yields on corporate bonds issuedby
sameborrower

A Longdated index-linked cashflows

Ground Rents

Ground rent created when freehold land or building is sold on
long lease

A Typicallyd LIS LIDIS N € for Madydrily (not buildings)

A Offersattractive returns, limited credit
riskandhigh level of security
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Accessing infrastructure

Investment Structure

Investingin infrastructureis usuallyrelatively complex Used to access the returns and

cashflows

It is essentialto focuson getting the details right to ensure |
that the actualreturns and cashflowsmeet the pensionfund A Capitalstructure
Ay @S expethtidrsmandrequirements
A Solutiontype: bespokevs. pooled

Wewill focuson SociaHousingand Traditional Infrastructure \.
to illustrate the different factorsthat needto be takeninto account

Specific Risk/Return Profile
/_ of the individual asset

SociaHousing

A Pricingmechanism availabilityvs demand

A Redingtonhas been a pioneering force for turning
Social Housing into an investable asset class for
pensionfunds g Y,

A Stageof development infantvs mature

Examples

Traditional Infrastructure of infrastructure assets A

A Redingtonis cooperating closely with third parties
with strong infrastructure expertise and resources

A Socialhousing

to provide attractive investment solutions for A Privatefinanceinitiatives
pensionfunds A Water infrastructure
\_ M
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Making infrastructureFlight Plan Consistent

The Right Structure to Earn the Returns You Want

Beforethe financial crisis

A Infrastructure investments have historically been
structured with little equity and high levels debt
provided by banks Pensionfunds often investedin the
leveragedequity as a growth assetwith relatively low
securityof returnsandusuallyno inflation linkage

Pensionfundsmust be clearabout the way in which they want

to accessnfrastructureinvestments

Before the financial crisis After the financial crisis After the financial crisis

A Bankshave increasinglywithdrawn from providing debt
financing Pensionfunds haveincreasinglysteppedin to
replace bank financing Smallerschemeshave focussed
oninvestingin infrastructuredebt.

Provided
i by banks Whole

—

A Large pension funds have purchased whole

: infrastructure assets (100% equity) to obtain full
Business | Pension funds ownershipand enjoy all benefits suchasinflation-linked
andhigh-quality returns.

90% Debt

100% Equity

Flight Plan Consistent

A Full ownership allows pension funds to make
infrastructure assetsFlight PlanConsistent

=

: Pension
10% Equity g funds
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North America

A

A

A

.

The Ontario Municipal EmployeesRetirement System (OMERS)
and Ontario TeachersPensionPlan (OTPP)are large playersin
directinfrastructureinvestment

Theysucceededn joint bid for the UKHigh SpeedRaill for £2.1
billion.

andoperatethe rail line.

A

A

.

The largest US pensionfund ¢ the CaliforniaPublic Employees
RetirementSystem(CalPERS, adopted a new investmentpolicy
in 2008 with a target allocationof 3% of assetsor $7.2 billion in

infrastructure

Aspart of this strategy,CalPER®0k a 12.7%
stakein[ 2 Y R @afnzRAirport.

What to Consider when Investing?
What other pension funds are doing

Europe

United Kingdom

A

A

The| Y Qegestpensionfund ¢ the BT PensionSchemeg has
investedover £300m in renewableenergyinfrastructure

A number of other large UK schemes,such as the Universities
SuperannuatiorSchemeg(USShnd the RailwaysPensionScheme
(RailPehhaveinfrastructureallocations

Continental Europe

ABP(¢ the pension fund for government and education employee$
and the largest in the Netherlandsallocates 2% of its242
billion assets to infrastructure.

To facility this, it has opened offices in Hong Kong to gain accesg
to Asian infrastructure projects. N

Other large infrastructure investors
include Danishpensionfund ATP,which
among has invested in toll roads and
portsaroundthe world.
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Bespoke investment structures
Example Bespoke Investment Structure

Investment Consultant

A Support for evaluating and structuring | Housing Association

investments

A Ensure A y @S & (i Ws®/xétiira Qorofile and
investment structure are in line with Fund
requirements

Equity/Debt Investment ’

l

Tailored Investment Structure Equity Investment

Investment Manager

A Providefinancial analysisand investment, (e.g. Fund/Special Purpose Vehicle)
origination andstructuring expertise

Portfolio

Development 1 Development 2 Development 3

Asset Manager

Source: Evolution A Manage day-to-day operations and supervise financial performance of each
Securities, Redington investment/provideoperational fund managemenservices 15







