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Although the world has been in the grip

of a pandemic, our survey shows that the

Asia-Pacific infrastructure market is set for =
considerable growth in the next fewyears
with technology and ESG considerations =~ E e

at the heart of that expansion i :



Methodology

In Q4 2020, White & Case, in partnership
with Inframation Group, surveyed 100
seniorlevel direct equity investors and
financial services firms who had developed,
funded or invested in at least one APAC
infrastructure project in the past 12 months,
with a value in excess of US$100 million.

Respondent firms include investment funds,
sponsors and developers, pension funds,
sovereign wealth funds, investment banks
and financial institutions. Of those surveyed,
50 respondents were based in APAC, 25
were based in EMEA and 25 were based in
the Americas.

The survey included a combination of
qualitative and quantitative questions,

and all interviews were conducted over the
telephone by appointment. Results were
analysed and collated by Inframation Group,
and all responses are anonymised and
presented in aggregate.

The full survey results are available in
English, Chinese and Japanese at:
www.whitecase.com/asiapacific-infrastructure
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Foreword

Despite the pandemic, the Asia-Pacific
infrastructure market is built on solid
ground and remains buoyant. That is the key
message from our exclusive new survey

hile some projects
have been delayed,
the sector has proven

itself remarkably resilient. As has
occurred with previous crises, there
is now a growing expectation that
infrastructure financing volumes
will increase above and beyond
historical values as the effects of
the pandemic subside. And private
investment is vital, considering

the region’s infrastructure needs—
demanding US$1.7 trillion annually
in financing, according to the Asian
Development Bank (ADB).

With this in mind, White & Case,
in association with Inframation, set
out to investigate the prospects for
infrastructure investment across the
APAC region. This new survey builds
on our 2019 report Cutting Through
the Noise.

The research reveals that, Black
Swan events aside, investors remain
extremely bullish over the long-term
fundamentals of the Asia-Pacific
infrastructure sector, with four clear
trends emerging:

New frontiers

Investors see APAC as a land

of opportunity. More than half

of respondents cited ‘wealth of
opportunity’ as the greatest benefit
to investing in the region.

Growth plans

Despite concerns regarding aspects
such as construction and delivery
risk and political scrutiny, the outlook
from respondents is overwhelmingly
positive—78 per cent of firms intend
to grow their teams in the region

in 2021.

Social surges

Mirroring the findings from our
previous report, roads are once again
seen as the key infrastructure sector
destination. The most eye-catching
trend is the significantly increased
focus on social infrastructure, with
58 per cent of firms intending

to invest.

Responsibility reigns

An increasing need for sustainable
infrastructure management caused
60 per cent of respondents to

cite environmental, social and
governance (ESG) considerations
as 'very important’ when looking at
their investment in the region.

Asia-Pacific infrastructure 2021: strong foundations in a changing world



Strong foundations:
Asian infrastructure
is open for business

Despite the pandemic, optimism for Asia-Pacific infrastructure
projects is increasing with investors looking at a plurality of
regions and sectors

lobal infrastructure as an

asset class continues to What is the level of your global infrastructure investment?
attract investors as it is

less susceptible to major economic

cycles and short-term fluctuations, SO
and provides comparatively steady

income streams.

Land of opportunity B B e

A January 2021 report from research
firm Cerulli found that private global
infrastructure investments had risen \
to US$583 billion by thelend of 20 19% \
2020. And much of this investment 18%

is centred on Asia-Pacific. Indeed,

our survey reveals that, as a mean = 16%

total, respondents say 54 per cent of 3 %

their total infrastructure spend is in & oy \ """" 132,
Asia- Pacific compared with the rest \ 3 o

of the world. This is up from 50 per §
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Global infrastructure as an 10 | \
asset class continues to attract \
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to major economic cycles and \
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Where do you see investment into Asia-Pacific infrastructure coming from geographically over the next year?

50%

UNITED STATES

40%

HOST COUNTRY
OF THE ASSET

3%
OTHER ASIA-PACIFIC
COUNTRIES

Given that there remains an
annual infrastructure financing deficit
of US$459 billion, investment of
this volume is vital. Government
and private sector funding will
be needed to fund the huge
infrastructure pipeline that is
essential for an infrastructure-led
recovery in Asia- Pacific.

Asian powerhouses
powering ahead

The majority of this investment

is coming from Asia. Our

survey reveals a gulf between
intercontinental money and Western
investment in the region—87

per cent of APAC respondents say
that their investment is in Asia,
compared to respondents from
the Americas and EMEA whose
investment in Asia is 19 per cent
and 21 per cent, respectively.

As was the case two years ago,
infrastructure investment in the
region is primarily coming from
China and Japan, as the world's
second and third-largest economies

22%

EUROPE

84

CHINA

6,

MIDDLE EAST

continue to compete for assets.
Japan’s projects are concentrated
in three of the region's largest
economies: the Philippines,
Singapore and Vietnam. China,
meanwhile, is intent on resuming
many of its listed Belt and Road
Initiative (BRI) projects, such as its
East Coast Rail project in Malaysia.
The gap between East and West
is also seen in the numbers looking
to grow their teams in the region.
Overall, 78 per cent of firms intend
to grow their teams in Asia in
2021—and although this is down
10 per centage points on our 2019
survey, the breakdown of results
is more nuanced. Nearly all Asia-
Pacific respondents (96 per cent)
are looking to expand their teams in
the region while the overall figure is
pulled down by the 68 per cent and
52 per cent of Americas and EMEA
respondents, respectively, who
say the same. The latter numbers
are likely down due to concerns
over the pandemic as stringent
cross-border travel restrictions are
still in place across much of the

78%
Of investors
intend to grow

their teams in
Asia in 2021

26
KOREA 6 O%

JAPAN

West. In addition, Asian investment
mandates are more likely to focus
on their own region.

However, it is worth noting that
there has been no ‘decoupling’
from Asia — as evidenced by the
six per cent yearon-year rise in US
investments into China during the
first half of 2020.

Different locations,

different opportunities

While investors are eyeing up
prospects across the region, our
research reveals that the majority
are looking at countries with healthy
economies, stable political systems
and reliable legal frameworks. Once
again, Australia is proving most
popular with investors, with 66 per
cent of respondents citing it as a
key destination for infrastructure
investment over the next year.

Asia-Pacific infrastructure 2021: strong foundations in a changing world



Is your team size in Asia-Pacific
changing or staying the same?

78%

M No change

M Growing

Wizards of Oz

The popularity of Australia is
particularly interesting as it

has long been one of the more
competitive markets in the world
for infrastructure investment. And
entry was potentially made harder
in March 2020, when in response to
COVID-19's potential impact on the
economy, the Australian government
announced that nearly all foreign
investment would require screening
and prior approval through the
Foreign Investment Review Board
(FIRB). While these measures were
rolled back from 1 January 2021, it
remains the case that most foreign
investors will require FIRB approval
for their investments in Australian
infrastructure assets.

Chinese and Japanese companies
have long been searching for
opportunities in the Australian
infrastructure sector, and are likely
to continue pursuing acquisitions
and joint venture opportunities with
local players in order to establish a
competitive platform on the ground.
As Australia continues to transition
away from fossil fuel-based energy,
the greatest opportunities will be
found in transition fuels (primarily
gas) and renewables platforms.
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2%

20%

Reducing

667

plan to invest

in Australian
infrastructure over

the next year

In which Asia-Pacific countries do you plan to invest in
infrastructure over the next year?

Australia

Singapore

Philippines

Vietnam

South Korea

India

Indonesia

Malaysia

Thailand

China — Hong Kong

Mainland China

Japan

New Zealand

Bangladesh

Myanmar

Taiwan

Cambodia

Sri Lanka

Laos

Pakistan

Brunei Darussalam

60%

66% ﬁ
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Emerging targets

Forty-six per cent of respondents
plan to invest in the Philippines

in 2021, with almost the same
number (40 per cent) targeting
Vietnam. Such emerging markets
provide significantly different value
propositions for investors.

For example, although Vietnam's
economy in 2020 grew at its slowest
pace in at least three decades due
to the effects of COVID-19, its
comparative success in containing
the virus saw it record gross
domestic product (GDP) growth of
2.91 per cent, one of the highest in
the world. However, with domestic
energy demand growing by 10
per cent each year as a result of
economic growth and a rising
population, the lack of energy
infrastructure could soon lead to
power shortages and blackouts.

Foreign investors are therefore
increasingly targeting opportunities
in renewables, as the Vietnamese
government seeks to diversify away
from traditional energy sources
and increase the proportion of
renewables in the country’s energy
mix, from around nine per cent in
2018 to 21 per cent by 2030.

There are manifold reasons
behind the surge in past traditional
locations such as India and more
developed nations such as Japan.
Fifty-four per cent of respondents
cited ‘wealth of opportunity’ as
the greatest benefit to investing
in the emerging economies, with
45 per cent looking forward to
both the ‘development of knock-
on/secondary opportunities’ as
well as the ‘strength of long-term
investment return’.

Which do you consider the greatest benefits to investing in
infrastructure in emerging Asian economies?*

Wealth of opportunity

Development of knock-on/ I 45%
secondary opportunities I 34%

Strength of long-term I 45%
investment return I 59%

Consolidation of G 40%
related opportunities  EEEEEG—_—— 33%

Geographical diversification

Competitive advantages, e.g., NN 33%
less competition/pricing pressure I 40%

Interregional connections

Institutional reputation

M 2020
M 2019
*Excluding China and India

O,
547%
consider wealth
of opportunity
to be the
greatest benefit
to investing in
infrastructure
in emerging Asia

Political risk

However, while opportunities

may abound, investors also noted
numerous challenges—principal
among these was political risk.
Forty-three per cent of respondents
considered it to be the biggest
challenge, with concern most
pronounced among investors in

the Americas.

“Political risk has increased in the
wake of the spread of coronavirus,”
said the director of investment at
one US investment fund. “Countries
have become more protective about
letting in new investors.”

One project that has been
abandoned due to politics and policy
issues is the US$25 billion Kuala
Lumpur-to-Singapore high-speed rail
project. After years of delays, two
changes of government in Malaysia
and the expectation of reduced travel
volume in the coming years as a
result of COVID-19, the Malaysian
government will now pay Singapore a
termination fee.

The situation in Malaysia
demonstrates that governments
need to provide a level of political and
legal stability if they hope to attract
investors.

Linked to political risk, inadequate
regulatory regimes are cited by
32 per cent of respondents, with
investors often facing uncertainty over
their basic contractual rights against
local partners and sovereign entities in
underdeveloped legal jurisdictions.

“When we invest in Europe,
we are aware of the regulatory
expectation and scrutiny levels,” said
the managing director of one Swiss
investment bank. “When investing in
Asia-Pacific, especially the emerging
cultures, inadequate regulatory
regimes are tough to deal with. The
conditions are somewhat uncertain.”’

To mitigate risks associated with
inadequate regulatory regimes, investors
need to maintain close working
relationships with relevant regulatory
authorities and government-backed
partners. And they are encouraged,
during the pandemic, to pursue joint
ventures with domestic partners as a
means of conducting on-the-ground deal
execution and due diligence.
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Which do you consider the greatest challenges to investing in infrastructure in emerging Asian economies
(excluding China and India)?

i NI, 55
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Commercial risk

Commercial risk was cited by 37 per
cent of respondents as the greatest
challenge to investing in APAC
infrastructure. Concerns around

the bankability and commercial
viability of large-scale public projects
is arguably the most significant
trend that has been accelerated by
the pandemic. In November, the
government of the Malaysian state
of Melaka terminated an agreement
with the main developer of the
US$10.5 billion Melaka Gateway,

a BRI infrastructure port that had
promised huge trade opportunities
but had raised environmental

red flags.

Construction risk

Thirty-five per cent of respondents
highlighted construction and delivery
risk as the main challenge facing
investors, suggesting perhaps a
maturing market with investors
gaining a better understanding of the
inherent risks of each jurisdiction.
This was a particular concern among
APAC investors, with 46 per cent

citing it compared to 28 per cent
of EMEA investors and only 20 per
cent of investors in the Americas.
“Once construction starts,
contractors have to be careful about
construction and delivery risk,”
said the director of investment at
one Australian investment fund.
“Maintaining the quality of projects
is important. Unless this is achieved,
projects will be faced with regulatory
risks down the line. If regulatory
scrutiny increases, we have to
be prepared.”

Sector watch
Our research shows that
transportation and energy
transmission and distribution
remain the most popular sectors
for investment. Sixty-nine per cent
of firms cited roads, up from 67
per cent in 2019, while 57 per cent
mentioned energy transmission and
distribution, an increase of 1 per
cent from 2019.

However, it is another
transportation asset class—airports/
aviation—that is seeing the biggest

surge in investor interest, with 53
per cent planning to invest in the
sector, up from 37 per cent in 2019.
While air transport has been
one of the sectors most adversely
affected by COVID-19 due to travel
restrictions and lockdowns, with
airports the hardest hit infrastructure
class, travel demand should remain
healthy in the long run and pricing
is likely to be attractive as a result
of the pandemic. “Investing in the
aviation sector will derive better
revenue long term,” said the
managing director of one Swiss
investment fund. “We cannot judge
the industry solely on recent events.
There will be more development
projects initiated once COVID-19
cases reduce.”

Low carbon, high interest
Meanwhile, with many APAC
countries continuing their transition
towards becoming low-carbon
economies, investments in onshore
and offshore wind generation

are being assessed. “Offshore
wind development projects will

6 White & Case



be undertaken,” said the director
of M&A at one Spanish sponsor.
“We understand the risks and
prospects well, which is why
opportunities will be pursued in
this segment.”

Thirty-three per cent of firms
are planning to invest in offshore
wind development projects in 2021,
while 19 per cent are targeting
opportunities in onshore wind.
This is down from 43 per cent and
35 per cent, respectively, in our
2019 survey. It is likely that these
drop-offs are due to previous high
levels of activity in the space and
the maturation of a number of
developments. That said, the APAC
market is expected to be one of
the key hubs for both onshore and
offshore wind construction activity
over the next decade with many
countries adding substantial volume
over the short to medium term.

Social security

The big increase in sector interest
is in social infrastructure, with

58 per cent of firms intending to
invest in educational, healthcare
and aged care management. This

is up from 41 per cent in 2019,
when the asset class was only the
fifth highest priority for investors.
This growth is most likely a direct
result of the COVID-19 outbreak and
the health crisis that has ensued,;
however it is yet to be seen whether
actual opportunities can emerge
quickly enough to capitalise on

this sentiment.

"Amid the pandemic, social
infrastructure development and the
creation of health centres has been
given more importance,” said the
head of infrastructure investments
at one Singaporean investment fund.
“This theme will continue in order
to ensure that countries are self-
sufficient to manage a health crisis.”

In which infrastructure sectors do you plan to invest in Asia-Pacific?

Roads

Social (educational,
healthcare, aged care)

Energy transmission
and distribution

Airports/Aviation

Ports and marine

Solar

Rail (passenger
and freight)

Telecommunications

Bridges

Offshore wind

Water (supply
and treatment)

Battery storage

Onshore wind

Pipelines

Waste treatment
and recycling

Tunnels

Fossil fuels (e.g.,
coal and gas)

Hydrogen

Nuclear

Other renewable
energy (biomass, etc.)

@

69%
67%

., 58%
T %

I 57%
e 56%

I 53%
e 37%

I 40%
. 20%

I 38%
. 36%

I 36%
I 40%

I 35%
. 33%

I 35%
I 33%

I 33%
I 43%

I 21%
I  29%

I 19%
I 12%

I 19%
. 35%

I 18%
. 11%

I 17%
", 36%

I 17%
. 14%

— 17%
I 16%

N 6%

. 4% M 2021
0
38% M 2019

In 2019, certain options were not put to respondents including fossil fuels (e.g., coal and gas), nuclear and hydrogen.
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The COVID-19 effect

As with all regions of the world, the pandemic has had

a hugely detrimental impact on the development of

infrastructure in the Asia-Pacific region

or example, Chinese-
sponsored projects that
source construction labour

and machinery from Chinese
factories were suspended in the
early days of the outbreak, while
planning and progress for new
projects was delayed.

Our survey reveals that
51 per cent of respondents
agreed (24 per cent strongly) that
COVID-19 would negatively impact
the level of investment in APAC
infrastructure in 2021. However, the
perspective on this differs greatly
by region. While 48 per cent of
respondents from EMEA and 28
per cent from the Americas strongly
agreed, only 10 per cent of APAC
investors are overly concerned. This
again can likely be attributed to the

region’s capacity to take COVID-19
mitigating measures.

In many ways, the pandemic
has accelerated trends that
were already evident. China was
already becoming increasingly
commercial and risk-aware with
its overseas funding, and has for
some time been shifting its focus
more towards technology projects
connected to its Digital Silk Road.

While it might not have been
unreasonable to have expected
a rise in opportunities to secure
distressed infrastructure assets
in 2020 as a result of the impact
of COVID-19, a combination of
resilient debt and equity markets
globally and the stable nature of
the asset class itself reduced the
number of opportunities available.

Please state to what extent you agree or disagree with the
following statement: COVID-19 will negatively impact the
level of investment in infrastructure in Asia-Pacific.

2.4%

277%

White & Case

9%

M Strongly agree
Agree
4 O% Neutral

M Disagree

O
517%
agree that
COVID-19 would
negatively impact
the level of
investment in
APAC infrastructure
in 2021

€¢

Instead, in order to accommodate
the COVID-19 risk, 55 per cent of
respondents said that diversifying
into new asset classes or sub-
sectors was among their top-three
investment decisions, with 16
per cent citing it as their most
important decision. Introducing or
increasing use of new investment
technology was also mentioned by
47 per cent of respondents.

“COVID-19 will dictate the
key themes in the Asia-Pacific
infrastructure market in 2021," said
the director of investment and
corporate finance at one Spanish
sponsor. “In regions where there
are more cases, governments will
be attentive to social and health
concerns rather than massive
railway or roadway development.”

COVID-19 will dictate the key
themes in the Asia-Pacific
infrastructure market in 2021.

In regions where there are

more cases, governments will

be attentive to social and health
concerns rather than massive
railway or roadway development




How are your investment decisions changing to accommodate the COVID-19
risk in Asia-Pacific?

Most important and top-three choices

Diversifying into new asset
classes or subsectors

55%
Introducing or increasing use of
new investment technology

47%

37%

of, affected commercial terms

Substituting direct investment
with indirect investment

36%

Reducing investment in Asia-Pacific infrastructure
across some sectors and/or some parts of the region

Increasing focus on specific classes such as
medical, health and educational infrastructure

Seeking relief from, or renegotiation «

No change in investment strategy

Reducing investment in Asia-Pacific
infrastructure across all sectors and regions

[
X

‘ Most important

Increasing focus on ESG credentials & 16% ‘ Top three
By region

Diversifying into new asset o S
classes or subsectors 127% 167
o G
Seeking relief from, or renegotiation o 5 o
of, affected commercial terms 127 10% 127
Substituting direct investment 5
with indirect investment 10%
e
Increasing focus on specific classes such as o o
medical, health and educational infrastructure 127% 107%
No change in investment strategy m 28%

Reducing investment in Asia-Pacific
infrastructure across all sectors and regions

Increasing focus on ESG credentials 6% n ‘ EMEA

Asia-Pacific

‘ Americas

Introducing or increasing use of
new investment technology

Reducing investment in Asia-Pacific infrastructure
across some sectors and/or some parts of the region
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Prepare for change:
Technology and sustainability

Digitalisation and ESG are transforming the face of infrastructure.
Here we explore how investors are reacting to the opportunities
and challenges these forces present

echnology is playing a transformative role in
I infrastructure development in 2021. Innovations
such as machine learning, robotics and artificial
intelligence (Al) are becoming increasingly vital and
are likely to significantly alter the way infrastructure
development occurs in the future.

“There will be more projects in the Asia-Pacific
region aiming at digital connectivity,” said the director
of investment at one Australian investment fund. “5G
and smart city projects seem more attractive to new-
generation investors and they are keen on investing in
technology-integrated development.”

€¢

5G and smart city

projects seem more
attractive to new generation
investors and they are keen
on investing in technology-
integrated development

10  White & Case

When contemplating investing in an Asia-Pacific
infrastructure project, how important are technology
considerations to your decision?

62
29

8%
1%

Disruption, digitalisation

and demographics

Evolving demographics in Asia are
creating significant opportunities for
investors. According to projections
by the United Nations, Asia is one
of the fastest-urbanising regions in
the world and will have a 64 per cent
urbanised population by 2050. Such
expansion places enormous strain
on existing infrastructure, and so
many investors are targeting tech

I Somewhat
unimportant

Neutral

HEE Somewhat
important

I Very important

as a sustainable and profitable
solution to accommodate such
explosive growth.

An example of how technology is
improving efficiency and changing
the way infrastructure is being
built in Asia can be seen with the
construction of the Putrajaya Line
(PY Line) in Malaysia. Previously
known as the MRT Sungai Buloh-
Serdang-Putrajaya Line, the PY
Line is the second rail line under




Malaysia's Klang Valley Mass Rapid
Transit (KVMRT) Project and the first
metro project in Asia-Pacific to adopt
a Building Information Modelling
(BIM) Level 2 strategy. This enables
improvements in design collaboration,
construction feasibility and accuracy
of as-built information, resulting in
greater operational predictability

and efficiency gains over the first
KVMRT project.

The infrastructure sector in Asia
is ripe for disruption, with various
applications and commercialisation
methods able to improve value,
efficiency, productivity, inclusion and
governance. Digitalisation can also
deliver sustainable outcomes. For
example, digital optimisation of city
transport and waste collection can
minimise energy consumption and
wasted time, while the digitalisation
of energy grids can reduce wasted
energy as well as facilitate the
inclusion of renewables.

The managing director of one
Canadian pension fund said: “Artificial
intelligence and automation will be
integrated into various infrastructure
systems, such as energy and
water management, to ensure
optimum supply and record any
capacity issues.”

O,
457
engage ina
partnership or joint
venture with other
entities in order to
deliver transformation
to infrastructure
projects

Overcoming tech obstacles
However, challenges still exist.

Some of the barriers to integrating
technology into infrastructure

include limited market access, lack of
incentives and the conservative nature
of the infrastructure ecosystem.

In order to overcome such
barriers and deliver technological
transformation to infrastructure
projects, 45 per cent of respondents
said they favoured partnering or
forming a joint venture with a
tech provider.

"“Short-term partnerships will be
arranged to complete tasks swiftly,”
said the managing director of one
Indonesian financial institution. “When
it comes to technology, there will
be different providers with varying
degrees of expertise, so we will have
a good choice for partnerships.”

Twenty-eight per cent of
respondents found that sub-
contracting to a tech provider was the
most effective solution as it saved
investment in a technology network
infrastructure while simultaneously
allowing access to a better pool of
talent. “It provides more opportunities
for faster development because of
their expertise in the sector,” said the
head of infrastructure investments at
one Singaporean investment fund.

How do you engage with other entities to deliver technological
transformation to infrastructure projects?

15%

Acquisition of
technology
provider

10%

Technology is
not a relevant
consideration

2%

Development of
in-house expertise

28%

Sub-contracting to
technology provider

Partnership/Joint venture
with technology provider

45%

Security check
As more projects use digital and
integrated technologies, data
security and privacy issues could
emerge. Avoiding these effectively
with proper cybersecurity solutions
will be essential.

Even the most conscientious
company can make a false step
as it captures, uses, transfers and
discloses personal information. The
same applies to cybersecurity, which
is becoming increasingly complex.
The consequences can be serious:
heavy fine; injunctions; government
audits; even criminal liability. Perhaps
more importantly, companies that run
counter to privacy and cybersecurity
standards find themselves open
to negative media attention and
the immeasurable damage of lost
consumer trust.

Cleaner, greener, leaner:

ESG takes hold

Alongside digitalisation, ESG

issues are changing the face of
infrastructure investment. ESG
disclosures represent a different
way of gauging the performance of
an organisation beyond its balance
sheet, focusing instead on its impact
on society in general.

And when asked about key
considerations for future-proofing
their projects, investors reveal that an
increased focus on sustainability and
the green credentials of projects was
the most important.

“We have a dedicated team
working on evaluating the
environmental impact of projects,”
said the director of strategic
development at one UK sponsor.
“There are innovative ways in which
projects can reduce their carbon
footprint. Some construction projects
ignore these features, and we are
careful about avoiding such projects
that damage the environment.”

Our survey shows that there is a
renewed focus on the importance
of strong corporate governance
and sustainable and diverse supply
chains, as well as on the need to
finally address the climate crisis.
“Sustainable development will be the
key theme,” said the head of strategy
at one Japanese sponsor.

Asia-Pacific infrastructure 2021: strong foundations in a changing world 1



When contemplating investing in an Asia-Pacific infrastructure project, how important are ESG considerations?

Americas

Somewhat unimportant

“Environmental principles
are being closely monitored by
investors, and authorities in many
regions are giving more importance
to environmental regulations.”

Other key issues around ESG
concern reputational risk which
can be mitigated by increased
transparency and stronger reporting.
As the director of investment at
one Canadian pension fund said:
“Business ethics and transparency
are also important for determining the
value of a project in the long term.”

In line with this need for greater
transparency, ESG-specific reporting
is becoming fundamental for
managers. Indeed, a 2020 survey
by Russell Investment of 400 global
asset managers found that 49%
claimed to offer this type of reporting
to clients. The pandemic and climate
change concerns among investors
can only grow this number.

Awareness grows

Large institutional investors are
increasingly aware of pressure to
ensure that investments are made
in accordance with sustainable
principles, and this is as much to
do with future-proofing reputations
as it is returns. Almost three-

12 White & Case

Asia-
Pacific

Neutral

quarters (74 per cent) cited ESG
considerations as being important
when contemplating investing in an
Asia-Pacific infrastructure project.

Awareness in the region of the
power of sustainable finance has
been slow to develop and lags
behind EMEA and the Americas.
This is partly due to the short-
term view historically taken by
many Asian investors who have
understandably been preoccupied
with rapid economic development.
However, the need for change has
become increasingly apparent, with
growing levels of pollution and social
inequality in the region.

Although the pandemic has
reinforced the need to consider
the social impact of a project and
enhance internal governance
processes, ESG principles were
becoming better understood in Asia
even before COVID-19. In Japan, for
example, leading financial services
group MUFG Bank announced in
2019 that it would reverse its policy
of investing in coal-fired power
generation projects.

Environmental issues
Fifty-five per cent of respondents to
our survey cited energy efficiency

32%

Somewhat important

O
747
believe ESG
considerations are

important when
contemplating
investing in an

Asia-Pacific

infrastructure project

]
Very important

as the most important consideration
when thinking about the
environmental impact of their
investments. “Greenhouse gas
emissions and energy efficiency are
most important for infrastructure
projects,” said the senior director

of investment at one Saudi Arabian
pension fund. “Setting benchmark
standards is important as well

as putting an emphasis on green
development plans.”

Controlling deforestation levels
was cited as a main environmental
objective by some investors.

“We will ascertain that there

are no biodiversity issues when
contemplating an investment,”
said the director of finance at a
Chinese investment bank. “If the
construction process affects
marine or wildlife, we will provide
suggestions and alternatives.”

Social issues

Forty per cent of respondents
confirmed that labour standards
were the most important
consideration when thinking

about the social impact of their
investments. "l would say human
rights, community relations and
labour standards are very important




for nurturing talent and avoiding
social conflicts where projects are
being conducted,” said the head of
energy in the infrastructure division
of one UAE sovereign wealth fund.
While working closely to
identify the interests of indigenous
stakeholders was only mentioned
by 18 per cent of firms—making
it the fifth most important social
consideration—the director of
investment at one Canadian
pension fund said it helped his firm
understand their perspective. “They
can share very useful insights about
various aspects of projects based
on their knowledge and expertise.”

Governance issues

More than half (51 per cent) of
respondents said that political
influence was the most important
governance consideration when
contemplating an investment.

Regulators can play a hugely
important role in helping to support
sustainable investing and, in this
regard, Asia has been something of
a pioneer. Hong Kong's Securities
and Futures Commission (SFC)
has made it compulsory for listed
companies to disclose all of their
sustainability credentials while
mainland China now requires all
listed companies to report their
ESG risks.

Supply chain management was
cited by 36 per cent of firms as the
next most important governance
consideration when contemplating
an investment. Supply chains have
become understandably unstable
during the pandemic, while
many large global manufacturers
previously diversified some of
their supply chains out of China
to cheaper countries in the region
(South Korean conglomerate
Samsung shifted its mobile phone
manufacturing to Vietnam).

With rising regulatory pressure,
emerging focus on reputational risk
and increasingly complex supply
chains, respondents said it was now
vital that organisations take third-
party risk management seriously.

What are the most important ESG considerations when contemplating

investing in an Asia-Pacific infrastructure project?
Environmental

Energy efficiency YA~V 5576

Weterand westenater I, 4O

Greenhouse 0 N 40%

Deforestation WA/ 2400

Hazardous mateSls I, 2.0%

Biodiversity issues /A 16%

Air quality 5%

Social

Labour standards  ZZZAAAAAAZAAAZ24%, - 40%

Access and affordability ZA/////////////AZ@///x\x\} ¥/~ 32%

o O 0 I 28%

Fairmaetg I, 27 %

otonouers rirests NN, 187%

Data security and privacy W///////////////% 17%

Customer satisfaction 7//////////////////% 16%

Gender and diversity 13%

Grievancecr:r?]%r;annsi:?osr{ W 9%

Governance

Political influence PP 5176

Supply chain management A2/ 36%

Business ethies 0d I 35

Satety management YA/ 29%

Executive compensation 7////////////////////% 18%

Board composition 7/////////////////% 15%

Audit committee structure W 8%

Whistleblower schemes W 8%
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The future

ESG and technology will be central to the success of all infrastructure projects in
the coming years. Here we explore how investors and project leaders can meet
their environmental requirements through the use of renewables and hydrogen

The future of renewables
Renewable energy trends are
catching on in Asia-Pacific and
are increasingly supported by
governments in the region. It is
hoped that renewable energy
zones and the adoption of solar
energy practices will open up
new opportunities for investors
in the future.

Sixty-four per cent of respondents
agree that the financial closure of
a significant number of renewable
energy projects in Asia-Pacific in
2021 will have a positive influence
on other infrastructure investments
across the region.

“Renewable energy projects
will increase because countries
have set targets to be met within
the next few years to reduce their
carbon emissions,” said the head of
corporate development at one US
sponsor. “Since announcements
have been made, they will have
to think about the means to fulfil
these targets.”

Nearly three-quarters agree
that the generally lower capital
cost of renewable energy projects
compared to social and transport
infrastructure makes them a
relatively more attractive asset
class in emerging Asian economies.
“Renewables trends will catch on
as more investors are focused on
adopting strong ESG principles,” said
the senior director of investment
at one Saudi Arabian fund. “There
is more clarity now about the
effectiveness and revenue generation
capabilities of these projects.”

14 White & Case
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intend to invest
in hydrogen as
a non-carbon
transportation fuel

Meanwhile, a pointer to where
the market is headed can be seen
by how quickly the oil majors are
looking to make the transition into
renewable and low-carbon projects.
For example, in October last year,
Shell announced it would increase
its spending on low-carbon energy
to 25 per cent expenditure by 2025;
around the same time, its rival BP
vowed to grow its investment in low-
carbon energy tenfold to US$5 billion
per year by 2030.

Hydrogen: The wave of

the future

Given the potential to reduce the
cost of energy generation and usage
in Asia, 16 per cent of respondents
intend to invest in hydrogen as a
non-carbon transportation fuel. For a
region that is still largely dependent
on oil imports and is struggling to
quit its addiction to coal, hydrogen
offers Asian countries a ‘clean’
alternative and a crucial boost in
their transition towards developing
sustainable economies.

(€€

China and Japan are the two
largest net importers of fossil fuels
in the region. But the Japanese
government has set an ambitious
target to have a complete hydrogen
society by 2050. This includes
reducing the price of hydrogen by
90 per cent, which would make it
cheaper than natural gas.

Meanwhile, South Korea unveiled
its ‘roadmap for a hydrogen
economy’ in 2019, with a vision
to sharply increase production of
hydrogen-powered vehicles and
electricity generation by hydrogen.
Like Japan, it has made clear its
intention to import clean hydrogen
from countries that can produce it
competitively and reliably.

“Investors have realised the
higher value there is to gain from
renewable energy generation
practices,” said the director of
finance at one Indonesian sponsor.
“The use of battery and hydrogen
storage will form a major part of
renewables projects.”

Investors have realised the higher
value there is to gain from renewable
energy generation practices. The use of
battery and hydrogen storage will form
a major part of renewables projects
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Eye on the future:
The outlook for
Asian infrastructure

The future is bright for the asset class in the region.
Here we explore investor’ vision for the future

he pandemic has dealt a
heavy blow to government
budgets and containing the

virus, and supporting households and
businesses have taken priority over
financing infrastructure projects.

As a result, governments
around the region are focused
on turning infrastructure projects
into an asset class that can attract
an increasingly diverse range of
institutional investors.

For their part, investors remain
extremely bullish over the long-term
fundamentals of the Asia-Pacific
infrastructure sector. Meanwhile, our
survey has shown they are prioritising
technology transformation and ESG
considerations into their decision-
making. Looking ahead, investors are
focusing on new financing routes,
enhanced partnership models,
changing risk mitigation strategies
and a brighter future.

Private funding comes to
the fore
The severe disruption caused by the
pandemic has created uncertainty in
the valuation of many infrastructure
assets. In an M&A context, this
has made it difficult to assess
future earnings when negotiating a
sale of infrastructure assets. As a
result, many respondents believe
that some sources of finance will
be restricted.

"Funding sources will change as
traditional banking and financing
units become more conservative

16 White & Case

O
387%
said that
development
financial institution
support would be
the most suitable
source of finance in
this sector, up from
24% in 2019

Which sources of financial investment do you see as
most suitable for Asia-Pacific infrastructure?

Pension funds 48%

Development financial
institution support 24%

38%

Multlateral banks IR, 37%

0
Investment funds S4

28%
Debt fund
International 23%

commercial banks 34%

18%

Sovereign wealth funds 14%

15%

Export credit agencies 8%

o 14%
Equity investment 39%

13%

Blended finance 8%

5%
Bonds 12%

*Excluding China and India

. 2020
2019




during the resulting recession,’
said the director of investment at
one Canadian investment bank.
"Alternative funding sources are
more likely to be popular, even with
the higher risk.”

While private capital tends to
avoid riskier greenfield construction
projects because of frequent delays
and escalating costs, more mature
brownfield sites are attracting a
variety of financing sources.

Whereas two years ago, 70
per cent of respondents believed
that pension funds would be
the main source of investment
in infrastructure in Asia, only 48
per cent agree with that statement
in this year's survey. Instead, 38
per cent of respondents said that
development financial institution
support would be the most suitable
source of finance in this sector,
which is up on the 24 per cent who
mentioned it two years ago.

Private equity funds are also
expected to be more active in the
region in 2021, with many having
kept their dry powder in 2020.

For example, New York-based firm
KKR closed its first fund focused
on infrastructure investment
across Asia-Pacific in January.

The US$3.9 billion fund, which is
a record size for the region, will
invest in sectors such as waste,
renewables, power and utilities,
telecommunications and transport
infrastructure.

PPPs: The pathways to
partnerships

When it comes to delivering
projects, half of all respondents
agreed that public-private
partnerships (PPPs) will be the
preferred method for emerging Asian
economies to deliver infrastructure
projects over the coming year. While
this is less than the 71 per cent who

O
43%
agree strongly
that climate
change and
weather risk are
material factors
in a business
choosing to invest
in Asia-Pacific

favoured such partnerships in 2019,
PPPs are being increasingly used in
Asia although the level is still low
compared with other regions.

However, the sectoral and regional
spread can be extremely uneven.
According to the Asian Development
Bank, more than 80 per cent of PPPs
that reached financial close in Asia
over the past two decades were in
the transport sector, and the story is
equally unbalanced across countries.
More than 70 per cent are in East
Asia and South Asia, and 90 per cent
of that share is in India and China.
However, PPPs are gaining ground
in Southeast Asia, particularly in
the larger economies of Indonesia,
Malaysia, the Philippines, Thailand
and Vietnam. Part of the problem
is the varying definitions and
interpretations of PPPs across the
Asia-Pacific region.

The increased use of PPPs as a
procurement method by countries

Please state to what extent you agree or disagree with the following statements:

(a) Climate change and weather risk are material
factors in your business choosing to invest in
Asia-Pacific.

36% 12%

(b

Threatened or actual sanctions and trade
war developments will negativey impact
the level of investment in infrastructure
in Asia-Pacific.

25% 10%

g

A significant number of renewable
energy projects in Asia-Pacific reaching
financial close in 2020-2021 will have a
positive influence on other infrastructure
investments across the region.

29%

(d

A generally low capital cost of renewable
energy projects compared to social and
transport infrastructure makes it a relatively
more attractive asset class in emerging Asian
economies (excluding China and India).

40%

31% 13% 16%

(e) Public-private partnerships (PPPs) will be the
preferred methodology for emerging Asia-

Pacific economies (excluding China and India) 14%
to deliver infrastructure (excluding energy)

projects over the next year.

36% 16% 22% 12%

Per cent 0 10 20 30 40 50 60 70 80 90 100

B Strongly agree Agree Neither agree or disagree Bl Disagree [l Strongly disagree
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is driven by expectations that such
partnerships deliver better quality
and more affordable infrastructure
services. However, weak governance
in many developing Asian countries
is not helping to attract private sector
investment in infrastructure PPPs.
Feedback from survey respondents
suggests that Asian countries

should focus more on regulatory

and institutional reforms needed to
make infrastructure more attractive
to private investors and generate a

pipeline of bankable projects for PPPs.

These reforms could include enacting
PPP laws, streamlining procurement
and bidding processes, introducing
dispute resolution mechanisms

and establishing independent PPP
government units.

Mitigating risk in a
changing world

When asked about risks to future
projects, 79 per cent of investors
agree that climate change and
weather risk is a material factor
when choosing to invest. In order
to mitigate such risk, 46 per cent
said they would focus more on
innovation and technological
advancement. This represents a
significant shift in mindset from
2019, when only 13 per cent said
the same.

Meanwhile, 60 per cent of
respondents agreed (35 per cent
strongly) that threatened or
actual sanctions and trade war
developments will negatively
impact their level of investment in
infrastructure in Asia-Pacific.

“When investing in Asia-
Pacific, some regions are more
vulnerable to global geopolitical
events and policy decisions taken
by developed countries,” said the
CFO of one Malaysian sponsor.
“Increased planning for sustainable
development and encouraging
a transparent dialogue between
parties is essential.”

18  White & Case

While more than half of
respondents cited ‘wealth of
opportunity’ as the greatest
benefit to investing in Asia-Pacific
infrastructure, as a result of
the pandemic some investors
may only pursue acquisition
opportunities this year in sectors
or jurisdictions which are familiar
to them. “We have been active
in healthcare and highway
management projects in Malaysia,
and we are ready to invest more
in the markets where we have
knowledge and experience,”
confirmed the CFO of one
Malaysian sponsor.

©)
46%
of Asia-Pacific
investors will focus
on innovation
and technological
advancement to
accomodate climate
change and weather
risk in Asia-Pacific

A bright future

Overall, the prospects for infrastructure
investment in the region are extremely
positive. While COVID-19 has had a
significant impact on the development
and financing of infrastructure across
the region, some of that change

is benefitting project lenders and
investors. The pandemic is accelerating
investment in low-carbon and climate-
resilient infrastructure, and projects
that enhance digital connectivity

and public health. And as our survey
shows, these two areas—ESG and
digitalisation—are set to dominate

the infrastructure market for the
foreseeable future.

How is your business changing to accommodate climate change
and weather risk in Asia-Pacific?

Only investing in countries
where these factors are a
low risk

Our business model
has not changed

Only investing in countries
where disaster recovery

and protecting against the
effects of climate change are
a priority

Focusing on innovation and
technological advancement

QO Global Americas

30 40 50 60

O 31%

46%

M Asia-Pacific  EMEMEA

Ll ¥10-20L20CdVv






WHITE & CASE

Joanne Draper

Partner, Melbourne

T +61 3 8486 8014

E joanne.draper@whitecase.com

Christopher Kelly
Partner, Hong Kong
T +852 2822 8740
E ckelly@whitecase.com

Matthew Osborne

Partner, Singapore

T +65 6347 1342

E matthew.osborne@whitecase.com

Tim Power

Partner, Melbourne

T +61 3 8486 8037

E tim.power@whitecase.com

Micah Sadoyama

Partner, Tokyo

T +81 3 6384 3289

E msadoyama@whitecase.com

In this publication, White & Case
means the international legal
practice comprising White & Case
LLP a New York State registered
limited liability partnership,

White & Case LLP a limited
liability partnership incorporated
under English law, and all

other affiliated partnerships,
companies and entities.

This publication is prepared for
the general information of our
clients and other interested
persons. It is not, and does not
attempt to be, comprehensive
in nature. Due to the general
nature of its content, it should
not be regarded as legal advice.

ATTORNEY ADVERTISING.
Prior results do not guarantee a
similar outcome.



