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Foreword

US$1 trillion plan for investment in key infrastructure asset classes has attracted bipartisan
support. That paves the way for large-scale spending across the country, with investment in
transport, energy and power, water and digital connectivity at the center of proposals that offer the
prospect of fundamental transformation.
President Biden's plans reflect a twin imperative: to renew and modernize US infrastructure, but also

The US infrastructure market is at a critical juncture. President Biden's approximately

to provide further stimulus to the US economy as the recovery from the COVID-19 pandemic continues.

The combined effect could be an unprecedented boost for the US infrastructure market.

Against this backdrop, White & Case, in association with Acuris Studios, surveyed key US
infrastructure market participants—the public authorities commissioning new projects and the
investors, financiers and developers who will fund, deliver and manage them. Our survey results
reflect on current market sentiment, identify the opportunities that participants are prioritizing and
pinpoint the challenges.

Boosted by substantial support from the Biden administration and rising demand for
infrastructure investment both in the US and internationally, our research reveals that the mood
is upbeat with four main findings:

1. Growth industry
Respondents see the US as a land of opportunity. Their intentions are to grow not only their
investments in US infrastructure, but also the size of their teams.

2.The COVID-19 effect

While the majority state that the pandemic had a negative effect on levels of investment in US
infrastructure, it also prompted respondents to consider new practices including investing in a more
diverse set of assets and improving digital technology.

3. Sector watch

While transportation (in particular, roads, tunnels and bridges) is seen as the key investment sector
in 2022, social infrastructure has rocketed up the agenda due to the pandemic and the growing
influence of environmental, social and governance (ESG) issues.

4. A connected future
Sustainability and technology are the watchwords for respondents when it comes to futureproofing
their infrastructure investments.
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Methodology

In the third quarter of 2021, White & Case, in partnership

with Acuris Studios, surveyed 85 seniorlevel investors that
have, or plan to, develop/fund/invest in US infrastructure, and
15 public authorities that have awarded or plan to award a PDA,
DBOM, DBFOM or lease for the development or replacement
of US infrastructure.

Investors surveyed included infrastructure funds, pension
funds, sovereign wealth funds, sponsors, developers,
institutional investors and commercial banks.



Chapter 1

US infrastructure: Plans,
progress and the path to growth

The global pandemic has not dampened enthusiasm for infrastructure investment in
the US. Investors and developers are looking to increase their stakes in multiple sectors

and states

espite the volatility of the
past 18 months, global
infrastructure has continued

to attract significant investment.
US infrastructure in particular

has been under the spotlight.
President Biden's approximately
US$1 trillion plan could be the
stimulus for both the US economy
and for private investment into
the asset class. Research group
S&P Global estimated that the bill
could add US$1.4 trillion to the US
economy over the next eight years.

Pedal to the metal
While the pandemic undermined
confidence in certain asset
classes, the long-term profile of
infrastructure—and its more reliable
income streams—has offered
a safe haven. More than a third
(34 percent) of investors, financiers
and developers in our survey have
invested US$10 billion or more in
global infrastructure assets over the
12 months ending Q3 2021.
Moreover, investment now looks
set to accelerate. AlImost half of
respondents (49 percent) expect
to invest more than US$10 billion
in global infrastructure over the
12 months to Q3 2022. That figure
includes 15 percent who expect to
make investments of more than
US$20 billion in the asset class.
This acceleration may reflect both
demand- and supply-side drivers.
Certainly, as confidence returns in
the wake of the pandemic, many
investors, financiers and developers
are likely to find it easier to make
significant new commitments.

But on the supply side, many of the
public authorities surveyed are now
considering whether to put delayed
projects back on the agenda. Almost
three-quarters (73 percent) of these
respondents found it necessary to
cancel the procurement of a project
over the past year. As these projects
are resurrected, the opportunities
available to infrastructure investors
will multiply.

There is also a drastic need
for investment in the asset class.
A 2021 report from the American
Society of Civil Engineers (ASCE)

US
$1.4

trillion

Estimated sum the
infrastructure bill
could add to US
economy in next

8 years

stated that there is an “investment
gap of US$2.6 trillion this decade,
which could cost the country
US$10 trillion in lost GDP by 2039."
This necessity breeds opportunity—
there is an array of sectors where
good returns are available because
the need for optimization is so great
in the US. For investors willing to
turn the dial on asset performance,
the prospects are lucrative.
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What was the level of your organization’s global infrastructure investment over the past 12 months?

.500 -1

5-10 25%

Value in USS$ billion

1020 26%
20-35

35 -50

What do you expect your organization’s level of global infrastructure investment will be over the next
12 months?

5-10

Value in USS$ billion

10-20 347
20-35

35-50
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Home and away
Respondents—both domestic and
international—view the US as a key
market for infrastructure investment.
For US-based respondents, the
home market is clearly the first
port of call as they search for
opportunities. On average, these
firms hold more than three-
quarters (775 percent) of their total
infrastructure assets in the US.

However, while non-US
firms understandably have
higher allocations to global
assets, their exposure to the
US is significant, accounting, on
average, for 18 percent of their
infrastructure assets.

Moreover, many respondents,
both US- and non-US-based,
appear to be gearing up to expand
their infrastructure investment
resources in the country. Among the
former, 79 percent expect their US
infrastructure deal-focused teams
to increase in size over the next
12 months; 45 percent of non-US
respondents say the same (only
17 percent see teams reducing
in size).

Clearly, many investors expect
to sate their overall appetite for
increased infrastructure exposure
with a particular focus on US assets.
Investors, financiers and developers
can see the need for modernization
given the legacy issues faced by
the US infrastructure sector. A huge
leveling up exercise is required
to raise standards across a swath
of subsectors, from airports and
bridges to water and waste water,
and these respondents are preparing
to put more boots on the ground to
deliver on that objective.

States of play
In terms of regional distribution,
much of the infrastructure
investment to come is expected
by respondents to be focused on
a handful of key states. New York
(cited by 45 percent of respondents)
and California (44 percent) rank one
and two respectively as the states
where respondents are planning
investments over the coming year.
Given the high profile of these
states, it is hardly surprising that
they feature in the top two, but a
look at this year's Infrastructure
Report Card, compiled by the

Approximately what proportion of your total infrastructure investment is
in the US compared with the rest of the world?

US-based
respondents

Other
respondents

- 180/0

o

10 20 30 40

How do you expect the size of your team that deals with infrastructure in
the US to change over the next year?

US-based
respondents

Other
respondents

Il

i
457

of respondents
are planning

investments in

New York state

1 1 1 1 J
0 20 40 60 80 100
B Grow No change Il Reduce

American Society of Civil Engineers
(ASCE), demonstrates that both are
in dire need. The report estimates
that 9.9 percent of bridges in

New York are structurally deficient,
while the condition of California’s
roads is “among the worst in the
nation, ranking 49th according

to the latest US News and World
Report Ranking.” Florida—where
13 percent of roads are in sub-
standard condition, according to the
ASCE—is also attracting significant

respondents planning investments
there over the next 12 months.
These investment intentions
largely mirror respondents’ views
of which states offer the most
attractive opportunities, with

survey here. Notably, Connecticut
is seen as the third most attractive
state for infrastructure investment
over the next 12 months, climbing
above Massachusetts and Florida.

US infrastructure 2021 — 22: The path to growth

interest, with a third (33 percent) of

New York and California topping the
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In which US states and territories do you plan to invest in infrastructure over the next year?

California

44

“Infrastructure in New York is quite
old and with so much emphasis on
infrastructure development, things
will now change for the better,"” says
the head of infrastructure at one
Asia-Pacific-based pension fund.
Meanwhile, at a US commercial
bank, the head of infrastructure
argues: “California is going to see
robust investment levels, with smart
city and smart building development
projects now under consideration,
alongside plans for integrated
renewable energy facilities.”

Sector watch

From a sectoral viewpoint,
infrastructure investors are
interested in a broad range of
assets. Roads (and adjacent projects
such as bridges and tunnels) are
regarded as a standout area of
opportunity, cited as a likely area

of investment by almost two-thirds
of investors (65 percent). Given

that surface transportation has the
biggest projected funding gap in the
country, US$1.2 trillion according to
ASCE, if public authorities focus on
optimizing these assets with private
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Colorado

25%

Louisiana

24%

¢

Spending on highways
alone is not going to
mitigate the underlying
issues in the US. Healthcare
and childcare support need
to be increased

sector expertise, there should be no
lack of investment opportunities.
"The key theme [for the future
of US infrastructure] will be the
rebuilding of roads,” says the head
of energy and investment at a
pension fund based in the Asia-
Pacific region. “Compared to other
countries, the US already has good
connectivity. But it is important that

Massachusetts

33%

Connecticut

30%

New Jersey

24%

Pennsylvania

26%

Florida

33%

the government continues to invest.”

Many investors are also homing
in on less "traditional” areas of the
infrastructure market. Social assets
such as healthcare facilities and
eldercare facilities feature in the
investment plans of 55 percent of
respondents, for example.

Indeed, when asked which
sectors should receive more funding,
social needs featured heavily. The
director of investment at a pension
fund in the US says: “Spending
on highways alone is not going to
mitigate the underlying issues in
the US. Healthcare and childcare
support need to be increased.”

The climate change agenda is
also influencing many respondents’
investment intentions, particularly
in the context of green energy. Solar
and offshore wind, for example,
are both regarded as a priority
by 29 percent of investors. And
23 percent intend to invest in
carbon-capture assets that enable
the energy industry to reduce
the impact of its activities. For
more on ESG and climate change,
see A changing world, page 13.




Digital watch

One area in which respondents may
lack a certain level of foresight is
digital transformation. While a certain
percentage of respondents do intend
to invest in these assets—28 percent
have plans for towers, for example,
while 24 percent cite data centers
and fiber to homes—traditional
sectors are still gaining the lion's
share of investment.

However, the pandemic provided
definitive proof that the future is
digital. If the US is to be at the
forefront of digital transformation,
then investment must keep pace
with China, which is committing
between US$1.5 and US$2.5 trillion
over the next five years to "innovative
infrastructure,” according to an
announcement by the Communist
Party of China at the 2020 National
People's Congress.

This is not to underestimate the
desire for exposure to the digital
economy. Many respondents point
to the need for greater support for
digital infrastructure.

Happy returns

Meanwhile, respondents continue
to identify key benefits of investing
in US infrastructure. For those in the
US, it is the strength of long-term
returns (cited by 48 percent) that
stands out, followed by the possibility
of developing knock-on or secondary
opportunities (46 percent). Indeed,
investors are flooding infrastructure
funds—according to research group
Preqin, US$54.8 billion was raised
globally for deals in H1 2021, with
US$31.8 billion of that coming in

the second quarter (an 88 percent
increase on the same period a

year earlier).

The political and economic stability
that the US offers is also a key
benefit. “US projects provide the
long-term growth opportunities that
other regions might be lacking,” says
the head of infrastructure at a US
infrastructure fund. “The projects are
managed well, are cost-effective and
procurement is efficient.”

Non-US-based respondents
see the market slightly differently.
More than half (56 percent) single
out the possibility of consolidating
related opportunities as they pursue
infrastructure strategies in the US.

In which US infrastructure sectors do you plan to invest in 2022?

Roads, tunnels, bridges

Social (educational, healthcare, aged care)

Energy transmission and distribution

Water (supply and treatment)

Telecommunications

Ports and marine

Airports/Aviation

Waste treatment and recycling

Rail (passenger)

Rail (freight)

Solar (CSP/PV)

Offshore wind

Other renewable energy (biomass, etc.)

Digital — Towers

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

Digital — Data centers

Carbon-capture, utilization or storage

Digital - Fiber to homes

Other transit

Onshore wind

Alternative fuel distribution

Battery storage

Gray hydrogen

Clean hydrogen (green/blue/pink)

EV charging infrastructure

Pipelines

Nuclear

Other storage
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I 20%
I 20%
I 19%
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The US is the largest and most influential economy in the
world. You do get those competitive advantages when

investing there

With so much fragmentation in
individual industries and across
different sectors, there is a wealth
of opportunities in the US market for
those with the expertise.
Geographical diversification
(44 percent) is the next key benefit for
international investors, with US assets
representing a foundation stone of
their global portfolios. “The US is the
largest and most influential economy
in the world,” says the director
of infrastructure at a European
investment fund. “You do get those
competitive advantages when
investing in the US”"

Facing the challenge

As for challenges, there are both
similarities and differences between
US-based respondents and their
international counterparts. For
example, both groups point to a
perceived lack of institutional and
governmental support for public-
private partnerships (P3) as a key
worry. Although, in many cases, this
may be more a matter of perception
than reality. While there have been
some unsuccessful deals, many
public authorities support the public-
private model and expect to use it
for future deals. For more on P3s,
see Delivering the goods, page 23.

When it comes to differences,
respondents from outside the US
tend to be more worried about
big-picture issues. For example,

48 percent of these respondents cite
COVID-19 risks as a challenge as they
consider US infrastructure investment;
44 percent cite economic risk.

This makes sense. For investors,
financiers and developers on the
ground in the US, it is the granular
challenges of infrastructure
investment that are now front of
mind. Non-US-based respondents
face these obstacles too, of course,
but are also contemplating macro
themes as they make decisions about
international asset allocation.

8 White & Case

What do you consider to be the greatest benefits to investing in
infrastructure in the US?

Consolidation of related opportunities
s 56%

Political and economic stability
Geographical diversification

o,
Development of knock-on/secondary opportunities 46%

0/
Strength of long-term investment return 48%
Institutional reputation

Wealth of opportunity

Competitive advantages 18%

0% 10% 20% 30% 40% 50% 60%

M US-based respondents Other respondents

What do you consider to be your greatest challenges to investing
in infrastructure in the US?

Lack of institutional and government agency
support for public-private partnerships (PPPs)

Access to debt funding 54%

Construction and delivery risk

Decentralization of granting authorities

Economic risk

COVID-19 risks

Political risk

Poor or insufficient ESG standards

| | | | | J
0 10 20 30 40 50 60

M US-based respondents Other respondents
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The COVID-19 effect

he pandemic took a toll on
all asset classes in the past
two years, and infrastructure

is no exception. According to
the ASCE, airports (which lost
an estimated US$23.3 billion in
revenue), roads (revenue from the
federal Highway Trust dropped
49 percent in May 2021 compared
with the same period in 2019) and
wastewater (the pandemic caused a
US$12.5 billion shortfall for utilities)
are just a few of the sub-sectors hit
hard by COVID-19.

Our survey bears this out.
Almost two-thirds of respondents
(61 percent) say the crisis negatively
impacted their level of investment
in US infrastructure—and that
figure includes 34 percent who

strongly agree with this view. Not
only did the pandemic undermine
confidence, but it made it much
more difficult, in practical terms, to
do deals, with travel restrictions,
lockdown measures and new
models of working presenting
significant obstacles.

However, according to our
respondents, the impacts of
COVID-19 have not all been
negative, prompting many to
consider new opportunities and
ways to work differently. For
example, two-thirds of respondents
(66 percent) say the pandemic
prompted them to diversify into new
infrastructure asset classes, while
64 percent have improved their
investment technology.

Please state to what extent you agree or disagree with the
following statement: COVID-19 negatively impacted
our organization’s level of investment in infrastructure

in the US
B Strongly agree
Agree
Neutral
249% I Disagree

10  White & Case

o
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64

of respondents
say the pandemic
prompted them
to improve their
investment
technology

(€ ¢

The latter point may be one
of the very few upsides of the
pandemic. Digital connectivity is
now often referred to as a utility,
and companies and investors are
beginning to realize this. However,
digital infrastructure is not regulated
as a utility and the developments in
the infrastructure market are now
outpacing the regulatory framework,
with funding pouring into areas
such as fiber to the home. The head
of infrastructure investment for an
institutional debt investor in the US
says: “There will be increased focus
on digital infrastructure development
post-pandemic. Fiber line plans and
tower developments are some of
the investment opportunities that
we would be interested in.”

The impacts of COVID-19
have not all been negative,
prompting many of our
respondents to consider new
opportunities and ways to
work differently




All eyes on ESG

While ESG was on investors’ horizon
pre-pandemic, COVID-19 pushed
the needle into the red. Investors
across all asset classes have
become more engaged with

ESG concerns since the onset

of the crisis, reflecting growing
awareness of the fragility and
interconnectedness of the world in
which we live. Data from Bloomberg
Intelligence’'s ESG 2021 midyear
outlook shows that ESG assets are
on track to exceed US$50 trillion

by 2025. And infrastructure is very

much part of that mix—56 percent
of respondents cited an increased
focus on ESG issues as another key
change related to the pandemic.

As well as adding to the
imperative for climate solutions and
the energy transition, the pandemic
is likely to make investors more
determined to address inequality—
with more attention on how to
support investment in underserved
communities. In a climate context,
for example, this may lead to
increased investment in flood
protection or water management.

56%

of respondents
cited an increased
focus on ESG
issues as a key
pandemic-related
change

The director of strategy at a US-
based developer makes the point
quite bluntly: “Clean water and clean
air projects need to receive more
funding in the coming years.”

These changes will likely be
enduring. As the global economy
recovers from the pandemic,
confidence can be restored. And
infrastructure investors will be in
an ideal position to capitalize on
some of the changes made through
necessity. For more on ESG and
climate change, see A changing
world, page 13.

Has COVID-19 resulted in any of the following changes in your organization’s operations or investment

strategy for the long-term?

Diversifying into new asset classes
or subsectors

Increased use of new
investment technology

Increased focus on
ESG credentials

Increased focus on medical, health
and educational infrastructure

Reduced investment in certain
states and territories

Reduced investment in infrastructure across
all sectors and states and territories

No change in operations or investment strategy
(if selected, no other answer should be selected

66%

64%

10 20 30

40 50

60 70 80

US infrastructure 2021 — 22: The path to growth 11



‘I|I|'. | B

L]
R - W i =@ « 0 B =@
(] . —_— e e —
aam aw LR ]

B vaa E|E| LI = _

, ®essas

E ——
—
S T—

E

a SEEEE EEEER
el sl TR s 8 s o oW v

i" t
it T -g“—:l
= I c—
= AN e—

| e 1] =
= DI co—

1 = CHIN ——
F -
H |
.
H

=
-

- -
(AL RN N

' & & &
SHE #0 & 88

i : = | s 1111 : —

" sesene

LN LN |
@ @ BB B & @

L
& % B T BN ]




Chapter 2

A changing world: Technology,
ESG and climate change

The pandemic has irreversibly hastened existing trends in the world of infrastructure.
Digitalization, ESG considerations and climate change are no longer side issues,

they are fundamentals

s the US infrastructure
market accelerates,
several key themes are

set to dominate. One is the
question of technology, with even
traditional infrastructure assets
now incorporating significant
innovation. ESG considerations
are at the fore too, particularly in
the wake of the pandemic. And
with the effects of climate change
already being felt, this issue is also
moving centerstage.

Future-proofing investments

Both investors and commissioning
public authorities are increasingly
conscious of these concerns

as they plan for the future. For
example, 68 percent and 61 percent
respectively of non-US and US
respondents say sustainability is a
key consideration as they weigh how
to future-proof their investments.
The senior managing director of

a European pension fund warns:
“The green credentials of projects
will be key—we do not want to
invest in projects that may cause
potential damage to the surrounding

2

—

747

of US
respondents say
an increased
focus on digital
infrastructure is a
key consideration

regions or the environment at
large.” This is all consistent with
President Biden's Build Back Better
agenda that looks to address major
environmental issues.
Almost three-quarters of US
respondents (74 percent) point
to an increased focus on digital
infrastructure as a key consideration,
with 55 percent of their non-US
counterparts saying the same.
“Demand for digital products will
increase, so we have to think about
the opportunities to incorporate
those capabilities,” says the director
of M&A at one European developer.

When investing in US infrastructure, what key considerations do you take to future-proof the investment?

Increase focus on
digital infrastructure,
technology, data
centers and telecoms

Balance of listed and
unlisted infrastructure
assets

Resilience to "Black
Swan" events

(e.g., pandemic,
trade wars)

Sustainability and
green credentials
of projects

Increase focus on
digital infrastructure,
technology, data
centers and telecoms

74% 55%

Sustainability and
green credentials of
projects

Balance of listed
and unlisted
infrastructure
assets

Resilience to "Black
Swan" events (e.g.,
pandemic, trade wars)

40 50 60 70 80 0 10 20 30 40 50 60

M US-based respondents M Other respondents
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For public authorities, the
key priority is to secure cost-
effectiveness, potentially through
economies of scale, with 53 percent
of respondents pointing to this
imperative. Clearly, public authorities
are determined to secure value
for money as they begin to tackle
the challenge of revitalizing
US infrastructure.

However, other issues resonate
in the same way as they do
for investors. For example,
40 percent of public authorities
see sustainability as a key future-
proofing consideration. And
20 percent are focused on resilience
to black swan events.

Fundamental 1: Technology
It is convenient to separate
infrastructure investment into
traditional sectors—e.g., road
networks or energy transmission—
and emerging categories—including
digital assets. But the reality is
far more complex. Convergence
is taking place at speed. Road
networks, for example, increasingly
incorporate multiple examples
of smart features enabled by
technology, from lane management
systems to automated tolling; the
energy sector is focused on new
solutions in areas such as storage.
Innovations in technologies such
as robotics and artificial intelligence
(Al) will power the infrastructure
networks of the future. And there
are clear economic benefits to
smart technologies such as Al and
blockchain—research from ABI
Research found that smart city
technologies could drive more than
US$20 trillion in economic benefit
over the next decade.
In this context, 85 percent
of investors, financiers and
developers say that technology
considerations are a key element
in their decision-making process
when they contemplate investments
in US infrastructure. That includes
61 percent who describe these
considerations as very important.

Innovation, innovation, innovation
It is not just that stakeholders
regard technological innovation as
an essential part of the mix in new
infrastructure projects—though this
is certainly the case—but also that

14 White & Case

When planning the development of infrastructure in the US, what
key considerations do you take to future-proof such infrastructure?

Cost-effectiveness and potential
for economies of scale

Sustainability and
green credentials

Regional planning and minimization/
elimination of redundancies

Asset performance

Life cycle and handover conditions

40%
53%

40%

27%

27%

Resilience to "Black Swan" events _ 7%
(e.g., pandemic, trade wars) 20%
Preparedness for future
digital disruption 6%
| |
0 10 20

B Most important

30 40 50 60

Top two

When contemplating investing in a US infrastructure project,
how important are technology considerations to your decision?

there is significant potential to drive
value and even create new business
models. For example, local public
authorities and their infrastructure
providers are focused on how to
use digital capabilities to optimize
services ranging from transport to
waste collection, with a view to
minimizing energy consumption

and wasted time. In the energy
sector, digitalization of the grid offers
the prospect of a step-change in

US
$20

trillion

The amount of
economic benefit
smart technologies
could drive in the
next decade

B Very important
Somewhat important
Neutral

B Somewhat unimportant

M Very unimportant

efficiency and power management.
Moreover, the ongoing trend
of urbanization in the US—around
87 percent of people are expected
to live in US cities by 2050, up from
75 percent in 1990—will put huge
strains on the country’s existing urban
infrastructure. New technologies
have the potential to resolve
some of those strains while also
supporting sustainability.




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

Development of
in-house expertise

27%

Acquisition of
technology
provider

27

Technology is
not a relevant
consideration

0%

Delivery systems
For their part, US public authorities are
excited about what an increased focus
on new technology and innovation
could deliver for modern infrastructure.
However, there are concerns about
whether traditional infrastructure
providers have the right skill sets to
deliver digital transformation.

For this reason, more than half
of the public authorities surveyed
(60 percent) expect to sub-contract to
a technology provider as they consider
how to secure the features they want.
Many (53 percent) see a key role
for partnerships and joint ventures
with such providers as they focus
on transformation.

This may see new entrants to
the US infrastructure market, or
new alliances between technology
providers and traditional infrastructure
players. The interplay between digital
and traditional assets will see hybrids
emerge. The risk profile of these
hybrid assets will also be interesting
because there will be assets that
have traditionally had a long-life
risk profile that will now include a
digital element; this element may
have the effect of leading to an
overall shorter risk horizon because
technological developments related
to the digital portion of the asset
are likely to outpace the economic
useful life of the underlying traditional
infrastructure asset.

Sub-contracting
to technology
provider

60%

Partnership/
Joint venture with
technology provider

53%

Fundamental 2: ESG

As the world seeks to “build back
better” from the COVID-19 crisis,
ESG issues will likely move
center-stage. Even pre-pandemic,
environmental imperatives were an
increasingly important preoccupation
for investors. Between 2018 and
2020, total US-domiciled assets
under management using
sustainable investing strategies
rose to US$17.1 trillion, from
US$12 trillion, according to

the Forum for Sustainable and
Responsible Investment'’s

2020 trends report.

However, the pandemic has
accentuated this trend and
emphasized more starkly than
ever the interconnectedness of
society and the fragility of our
world, building awareness of key
ESG issues.

Against this backdrop, investors,
financiers and developers are
acutely aware of the need to factor
ESG considerations into their
decision-making. Their ability to
deliver good ESG outcomes will be
a crucial determinant of the success
of new infrastructure projects,
both commercially and in terms
of reputation and brand. Strong
corporate governance and attention
to the supply chain will be key.

Our survey respondents
absolutely get that message.




More than three-quarters describe
ESG considerations as important
when they are contemplating
investment in US infrastructure; that
includes 53 percent who regard
this issue as very important. “Our
investors are very clear—ESG
issues are now a crucial part of our
due diligence,” says the director of
strategy at one developer.
Moreover, respondents regard
these issues as particularly
pressing in the US marketplace.

Some 60 percent say that ESG
considerations are more important
in US projects than in projects

in emerging jurisdictions. “"ESG
has become a crucial element

of our value calculations,” says

the head of infrastructure at a
US-based investor.

One challenge for the
infrastructure market in this regard
will be staying on top of numerous
ESG issues simultaneously,
engaging and responding on a

US
$632
billion

Estimated
investment needed
in drinking water,
wastewater and
irrigation systems
in the next decade

When contemplating investing in a US infrastructure project,
how important are ESG considerations?

Neutral

B Very important

[ Somewhat important

B Somewhat unimportant

W Very unimportant

When contemplating investing in a US infrastructure project,
how important are ESG considerations in comparison to investing
in a project in an emerging jurisdiction?
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B More important
About the same

M Less important

broad range of imperatives, rather
than only the most eye-catching
areas of debate.

Environmental issues
In the environmental realm,
49 percent of investors, financiers
and developers pick greenhouse
gas emissions as a key ESG
consideration. Their focus in the
future will increasingly be on how to
manage emissions in infrastructure
projects—and to minimize their
carbon footprint even in projects
that rely on fossil fuels. The ongoing
movement away from fossil fuels
and into energy transition and
renewables will only increase.

But other environmental issues
will be important too. Some
45 percent of respondents single
out water and waste management
as a key concern—and with good
reason. The Environmental Protection
Agency estimates that drinking water,
wastewater and irrigation systems
will need US$632 billion in additional
investment over the next decade.

And investors and developers
are going further than just "talking
the talk,” with many signing up to
reporting networks including the
head of investment at a fund in the
Asia-Pacific region who says: “We
have signed the UN-backed PRI
[Principles of Responsible Investing]
because we know the importance
of ESG and sustainable investment.
When contemplating investments,
we will be looking to implement
these principles.”

Social factors

On social issues, meanwhile,

the number-one ESG issue is

labor standards, singled out by

46 percent (it is the largest concern

by some distance—12 percentage

points ahead of second-placed

fair marketing and advertising).

Respondents are acutely aware of

the need to maintain high standards

both within their own organizations

and throughout the supply chain.
This focus on jobs and labor

standards is particularly apt,

given the emphasis on jobs and

labor standards in President

Biden's Infrastructure Bill and in

The American Jobs Plan. Within it,

there are a number of references

to “strong labor standards” including,




this: “The President's plan will ensure
that these investments produce
good-quality jobs with strong labor
standards, prevailing wages and a
free and fair choice to join a union
and bargain collectively.”

As far as many respondents
are concerned, the success of
the infrastructure plan will be
revealed through how it affects the
people. And this includes higher
labor standards.

The head of finance at a US
developer says: “Improving the living
standards of the US population is
something that would make the plan
more successful. Success will not be
regarded separately when projects
are completed. They should benefit
the population.”

Governance matters

The G in ESG often takes a back
seat to the more high-profile E
and S. However, for infrastructure
professionals, it is every bit as
important. Poor governance practice
can break a business and send
investors running for the hills. As
the director of infrastructure at

a US pension fund says: “When
contemplating investing in any
infrastructure project, we have

to analyze potential risk areas—
good governance norms are
highly important.”

The top-two governance
considerations in our survey both
relate to good business practice.

In a marketplace where contracts
are often awarded by public

sector authorities, 41 percent of
respondents cite political influence
as a key ESG consideration. This is
followed by approximately a third

(32 percent) who point to business
ethics and transparency as their main
governance consideration.

The ability to build strong
relationships with elected officials
and their staff without overstepping
the mark will be vital. Indeed, a
separate 2020 survey by Royal
Bank of Canada bears this out. The
bank’s Global Asset Management
Responsible Investment Survey
found that corruption and bribery was
the top ESG issue on institutional
investors' minds.

What are the most important environmental, social and governance
considerations when contemplating investing in a US infrastructure project?

@ Environmental

Greenhouse gas emissions

D 19"

Water and wastewater management

I 45

Energy efficiency

— 307

Deforestation

D 267

Hazardous materials management

D 20

Biodiversity issues

D 197

Air quality

Labor standards

I 46

Fair marketing and advertising

I 347

Human rights and community relations

I 267

Access and affordability

I 257

Data security and privacy

I 2.2

Black/Native American/other minority
interests and inclusion

D 18

Gender and diversity

I 13

Customer satisfaction

- 9

Grievance mechanisms/Compensation

@ Governance

Political influence

P 41

Business ethics and transparency

I 32

Safety management

P 297

Supply chain management

I 267

Whistleblower schemes

I 25

Executive compensation

I 24

Audit committee structure

D 14

Board composition

_— 9
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Is your organization making any of the following changes to
accommodate climate change and weather risk in the US?

Only investing in states and
territories where disaster
recovery and protecting
against the effects of
climate change are a priority

17%

Only investing

in states and
territories where
these factors are
a low risk

12%

Fundamental 3: Climate change
and weather risk

While closely intertwined with the E
of ESG, climate change and weather
risk has reached a point where it is
a category in itself—particularly for
those in the infrastructure sector.
The US is becoming used to the
often profoundly negative impacts
of climate change. From forest fires
that have ravaged the country—

up to July 2021, 80 wildfires

had burned 1,157976 acres in

13 states, according to the National
Interagency Fire Center—to flooding
in New York and surrounding areas,
weatherrelated risk is becoming
painfully obvious.

Clearly, there is significant
potential for these impacts to hit
key infrastructure. For investors,
financiers and developers, weather
risk is becoming a central calculation
as they assess potential projects.

“We collect weather risk data from
multiple sources,” explains the
director of infrastructure at an
Asian developer. "It has become an
important part of our risk analysis.”

For now, few respondents are
considering pulling back from
particular types of investment or
regions of the country because of
elevated risk. Many believe that
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Our business
model has not
changed

297%

advancement

42%

innovation and transformation can
help them manage risk, rather
than forcing them to beat a retreat.
Indeed, 42 percent believe a focus
on innovation and technological
advances can help them to
accommodate climate change
impacts in the US. Just 12 percent
say they will only invest in states

where weather risk is of less concern.

However, that may change in time,
with some investors now expressing
real anxiety. “The low-risk states will
provide more consistent returns,”
says a partner in one European
investment fund. “Weather risk is not
the same throughout the US, and we
will prefer the low-risk regions.”’

Public authorities, too, are well
aware of the dangers of extreme
weather in relation to climate change.
They also see the potential for new
technologies to mitigate some of the
dangers—60 percent are prioritizing
the focus on innovation in the context
of weather risk. But many see
problems as inevitable—60 percent
are also determined to prioritize
disaster recovery plans and other
protective solutions.

And a number of respondents from
public authorities state that funds
need to be channeled into more
environmentally friendly subsectors

Focusing on innovation
and technological

60%

of public
authorities
surveyed are
prioritizing
innovation in
the context of
weather risk

€ ¢

The focus has to
shift from highway
development and
move on to the
more future-ready
sectors

to counter the growing risk of climate
change. “The sustainable energy
generation sector is one that should
be supported more,” says the director
of investment at one public authority.

“The focus has to shift from highway
development and move on to the
more future-ready sectors.”

A renewable hope

It is fortunate then that renewable
energy projects continue to attract
significant interest, but with a
significant number due to reach
financial close this year and next,
there may be more space for other
types of infrastructure projects to
catch the eye. Indeed, 73 percent
of respondents believe this will
likely be a positive influence on the
broader infrastructure sector over
the next 12 months.

Nevertheless, new renewable
energy projects will continue—and
investors and financiers are unlikely
to be in short supply. Three-quarters
of respondents (75 percent) agree
that the generally lower capital
cost of renewable energy projects
compared to social and transport
infrastructure makes them more
attractive in the US; that includes
almost half (49 percent) who strongly
agree with this argument.




Is your organization’s infrastructure planning changing to accommodate climate change and
weather risk in the US in either or both of the following ways?

Focusing more on innovation and 60%
technological advancement
Prioritizing disaster recovery and
60%

protection against the effects of
climate change

Our planning has not changed 0%
(if selected, no other option °
should be selected)

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

a. Trade war developments will negatively impact the level

) o - 22%
of investment in infrastructure in the US ’

b. A significant number of renewable energy projects in
the US reaching financial close in 2021-2022 will have
a positive influence on other infrastructure
investments across the country

21% 6%

c. A generally lower capital cost of renewable energy
projects compared to social and transport infrastructure
makes it a relatively more attractive asset class in the US

17% 8%

d. Public-private partnerships (PPPs) will be the preferred
methodology for states and other authorities to deliver
infrastructure (exc. energy) projects over the nextyear

20%

e. Pre-development agreements (PDAs) will be the
preferred methodology for states and other authorities
to deliver infrastructure (exc. energy) projects over the
next year

24% 8%

f. Pre-development agreements (PDAs) increase the

L . 23% 6%
likelihood of success of infrastructure (exc. energy) ’ ’
projects
| )
80 100

M Strongly agree [ Agree Neither agree or disagree H Disagree
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Chapter 3

Looking ahead: The future for
US infrastructure

Respondents are broadly optimistic about the outlook for the US infrastructure sector,
but there is no room for complacency. In this final chapter, we explore funding and future
plans and reveal seven key factors for infrastructure success

tis an exciting time for US
I infrastructure. Alongside

the potential passage of
President Biden’s historic bill, our
research indicates that investors,
financiers and developers expect to
step up their activity over the year
to come—and public authorities are
ready to return to projects that were
delayed during the pandemic.

However, on a range of key issues,

this optimism is more nuanced. The
US infrastructure sector continues to
grapple with a number of challenges
as it plots its path toward recovery
and renewal.

The search for funding and
innovation

As chapter 1 revealed, while
US-based respondents are largely
prioritizing US infrastructure over
the next 12 months, their non-US-
based counterparts intend to allocate
a more limited proportion of their
portfolio to the US marketplace.
Public authorities will hope to attract
as broad a range of competitors for
new projects as possible.

Europe (excluding the UK) is one
likely source of that competition,
our research shows. Three-quarters
of respondents (76 percent)
expect market participants from
the region to be among the three
most significant funders of US
infrastructure projects over the next
12 months. Canada (65 percent) and
Japan (56 percent) are also seen as
important sources of funding for the
US infrastructure market.

International partners can also
be vital allies, as the imperative to

integrate new technologies into
infrastructure projects continues to
increase. Almost all respondents
(98 percent) believe US suppliers
will be key providers of innovation
and technology, but they also see
partners in Germany (85 percent) and
Japan (74 percent) as likely sources
of the disruptive tools now required.
Switzerland, Singapore, Russia and
Israel are also regarded highly for
their technological prowess.

08%

of respondents
believe US
suppliers will be
key providers of
innovation and
technology

One aspect that may be hindering
more foreign investors is the steep
learning curve and the plurality of
legal and operational obstacles that
they need to overcome to access the
US market. One key to overcoming
these obstacles is to either partner
with a US firm or work closely with
local experts and to convince public
authorities of their ability to get the
job done, regardless of their country
of origin.
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Where do you expect to see cross-border investment in US infrastructure coming from geographically

over the next year?

65

CANADA

The finance factor

While two-thirds of respondents

(63 percent) believe funding levels
in the infrastructure bill are currently
sufficient for the infrastructure
sector’s needs, that still leaves a
great deal of room for partnerships
and private financial investment.

Among private finance sources, a
broad range of support is available.
However, pension funds and
development-focused financial
institutions are seen as the most
likely targets for those seeking capital,
with 38 percent of respondents citing
each of these.

However, the key for private
investment is to play a defining role
in the deployment of capital. If capital
from public sources is distributed
around the country through traditional
procurement, it will likely be seen
as a wasted opportunity from a
private capital perspective. Traditional
procurement is usually focused on
the design and construction rather
than the long term maintenance
profile, cost and optimization. If the
focus fails to shift to include asset
performance, customer service
and quality standards, the country
will likely find itself generating the
same legacy problems of deferred
maintenance that it is facing today.
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62
424% ZROPE

UNITED
KINGDOM

162 567

11% Komrea JAPAN

CHINA

4%

AUSTRALIA

From which countries do you expect technology in the infrastructure
space to originate over the next three years?

T 98%
" e4%

IR 5%
I 34%

A 74%
I 30%

A 57%
4%

I 56%
8%

. 55%
™ 5%
N 54%

Israel

[ 17%
—— 48%

China
0,
7% M All that apply

I 45% B Two most important

South Korea

B 3%

I 1%
[ 18%

United States

Germany

Japan

Switzerland

Singapore

Russia

United Kingdom




Delivering the goods

Public authorities continue to focus
on a variety of different delivery
mechanisms for infrastructure
projects. Encouragingly, more than
three-quarters (77 percent) say
public-private partnerships (P3) will
be among their preferred options
for infrastructure projects outside
of the energy sector; 68 percent
say the same of pre-development
agreements (PDAs). Indeed,

71 percent believe that PDAs

can increase the likelihood of a
successful outcome for a project.

Our survey results show that
the public authorities themselves
are keen on P3s—of the public
authorities we interviewed,

86 percent agreed that P3s were the
preferred way to deliver infrastructure
projects (no public authorities
disagreed), sending a clear message
to investors that these types of
partnerships are a solution to the
infrastructure gap.

And, while the infrastructure bill
does not actively promote P3s, there
are several sections that could prove
beneficial. These include Section
70701, which would require a value
for money analysis, which in turn
would require public agencies to

Do you think the proposed funding levels in the
latest version of the US bipartisan infrastructure
plan announced in June 2021 are sufficient overall?

86

of public
authorities
surveyed agreed

that P3s were
the preferred
way to deliver
infrastructure

projects

Which sources of private financial investment will you look to in
order to access infrastructure projects in the US in 2021/2022?

Weigh the cost but also benefits Development financial institution support 38%
of public versus private finance Pension funds 38%
for projects. Meanwhile, Section Local commercial banks
80403 would raise the cap on private Investment funds
activity bonds (PABs) for qualified Sevaraam weEhih ek
highway and surface freight transfer b beng
facilities from US$15 billion to ERR N
US$30 billion. PABs are tax-exempt Sended france
bonds that enable lower interest
rates for assets that have been International commercial banks
developed and operated by the T Gy (IMVosies
private sector. Direct equity investment
Investors need to approach the Tax-exempt bonds
different states and municipalities 4'0

and work closely with them to
ensure their goals are aligned.

€¢

Public authorities are keen on P3s, sending a clear
message to investors that these types of partnerships
are a solution to the infrastructure gap
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Focused on the future
The prospects for US infrastructure
investment look bright. There is
no doubt that COVID-19 has had a
significant impact on the development
and financing of infrastructure over
the past 18 months, but the negative
effects of the pandemic are now
beginning to ease—and the sector
is harnessing some elements of the
disruption for positive benefit. Low-
carbon projects, digital infrastructure
and public health are good examples.
Many of the key themes that
respondents highlighted as
emerging over the next 12 months
will come to reflect this new
reality. Respondents point to
the continuing rise of smart and
digital infrastructure; further
prioritization of renewable energy;
environmental projects and broader
ESG issues, and the importance of
social infrastructure. They expect
to see upgrades to road, rail and
other transport networks, with
an emphasis on technology and
sustainability here too. And they
see scope for increased investment
and fundraising, including from the
private equity sector.
US federal funding, proposed
in the Biden administration’s
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infrastructure plans, would result
in an additional boost for the

US infrastructure sector. Survey
respondents point to seven factors
that could make the infrastructure
plan successful in delivering the
necessary new upgrades and
infrastructure to meet the future
needs of the US population:

1. A greater focus on regional and

local growth

2. Societal and local government
involvement

3. Highlighting ESG issues across
the board

4.  Brownfield and greenfield
development in tandem

5.  Greater transparency and more
information

6. Gaining agreement early in the
process to avoid delays and
issues

7 Spotlighting innovation

US infrastructure market
participants are looking at a
golden opportunity. Huge federal
government spending should unlock
the ability to do deals at the state
and local level. The key is for both
the public and private sectors not to
waste that opportunity.
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