Deutsche Asset Management

Repositioning infrastructure portfolios in a
strengthening economic environment

Recently, Chase McWhorter, managing director of infrastructure at Institu-
tional Real Estate, Inc., spoke with Jane Seto of Deutsche Asset Management.
The following is an excerpt of that conversation.

What do you see as the dynamics of the infrastructure market today?

In the current financial environment, dominated by comparatively
lower returns from traditional investments, long-term investors
look at unlisted infrastructure as an asset class that has historically
provided comparatively strong risk-adjusted returns, limited return
volatility (see Exhibit 1), and portfolio diversification.’

Therefore, unlisted infrastructure has the potential to be a defen-
sive asset class, at a time of rising inflation expectations and persistent
global political uncertainty. Importantly, Environmental, Social and
Governance (ESG) is also increasingly considered as a key factor for
infrastructure investment.

In the current infrastructure market, there is a high degree of com-
petition for large-scale, mature, brownfield infrastructure businesses,
often by large institutional investors and/or sovereign wealth funds
making direct investments. And as ownership-percentage restrictions
prevent some of these large investors from acquiring anything in excess
of a minority stake, there has been an increase in consortium-led pur-
chases. This has also led to an increase in valuations at the larger end
of the market. 2

However, at Deutsche Asset Management, we believe that
there are opportunities for our investors to acquire assets in the
middle market, where valuations are still below historical long-
term averages, and where a reasonable premium over government
yields is achievable. Being among the first investors in infrastruc-
ture,® we also recognize ESG factors can impact the long-term
performance of our infrastructure investment portfolios, and we
have therefore been incorporating them as a core component of
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our investment process and in the active asset management of
companies in our portfolio.

You mentioned direct infrastructure investors. They’re actually your
competitors, right?

Not necessarily, as direct investors typically seek to deploy in excess of
$300 million to $500 million of equity for a minority stake into a sin-
gle transaction.* Thus, they tend to focus on much larger deals. More-
over, institutional investors — who sometimes have limited resources
to dedicate to the infrastructure investment process — will tend to
focus on opportunities where there is a well-organized process, which
generally are the most competitive auction or public tender processes.

While larger institutional investors are now investing directly,
smaller asset managers who seek access to infrastructure will typi-
cally invest through a manager like Deutsche Asset Management. We
believe our strategic focus on the mid-market and on more complex
situations positions us to find opportunities for our investors in a less
competitive landscape. For example, we look for control or joint-
control positions with the objective of potentially driving value cre-
ation through active asset management and our team’s operational,
strategic and financial expertise, which we believe has the potential to
result in further alpha generation.

What is your outlook on the U.S. infrastructure market?

We see the U.S. as a promising market. Going forward, the U.S.
may have to spend roughly $3.6 trillion by 2020 to maintain its
existing infrastructure, according to conservative estimates.® Infra-
structure investment represents one of the key policy areas of
the new administration to perform stimulus spending and boost
economic growth. For this reason, we expect an increase in private
sector involvement in infrastructure projects going forward.

Today, U.S. infrastructure opportunities exist, as do core plus/value-
add energy opportunities, for investors seeking to diversify their port-
folios of global investments. In recent years, transportation assets seem
to be regaining momentum, demonstrated by, for example, the Indiana
Toll Road sale or the Chicago Skyway project. However, the transpor-
tation sector, which represents the majority of the U.S. infrastructure
investment requirement, has traditionally seen limited private sector
involvement. This somewhat limits the possibility for investors targeting
the U.S. to adequately diversify their portfolios across energy, transpor-
tation and concession-based assets.

The U.S. private infrastructure market is mature, and represents one
of the largest globally in terms of transaction volumes. Country risk is
low, and regulation is transparent and predictable, but does not always
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have the same track record of mature European markets, and tends to
change by state.

We remain optimistic for the U.S. infrastructure market, and believe
that the renewed policy focus on infrastructure will gradually offer
more opportunities for investors to build diversified infrastructure port-
folios, beyond the energy sector.

You mentioned that European infrastructure investment has a long
track record. Could you give us more details?

Europe continues to represent the leading market globally for core/
core-plus unlisted infrastructure investment strategies, both in terms
of market size, portfolio diversification opportunities, market longev-
ity, track record and secondary market liquidity. We are also positive
on the macroeconomic outlook for Europe going forward.®

European infrastructure has the potential to match well with infra-
structure investment strategies focusing on long-term income vyield sta-
bility with some capital growth potential. For example, Europe provides
access to numerous investment opportunities in transportation, such as
airports, governed by mature and tested concessions that have histori-
cally provided long-term income return visibility.

European infrastructure regulation is relatively transparent when
compared to other markets around the globe and provides stability
at the time of rising global political uncertainty. Mature European
countries can offer a mature investment environment, a transparent
legal and regulatory framework, and a history of private infrastruc-
ture ownership.” In our view, the most relevant markets in Europe
include the United Kingdom, Germany, France, Spain, Italy and the
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Deutsche Asset Management offers individuals and
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Nordics. Notwithstanding the short-term risks related to Brexit, the
United Kingdom remains in our view a transparent regulatory frame-
work, and a core market for infrastructure investment.

How can infrastructure benefit from the positive macroeconomic
outlook you envisage?

The International Monetary Fund (IMF) recently upgraded its outlook
for growth through 2018.%2 While the IMF's forecast for the U.S.
remained relatively steady, the Eurozone was upgraded strongly for
2018. Growth is benefiting from higher trade, declining unemploy-
ment, rising consumer confidence and historically low interest rates.

Economic growth may present an ideal opportunity to improve
infrastructure asset performance in certain sectors. For example, for
transportation, a sector that we continue to view favorably, positive
traffic volumes have the potential to generate stronger financial rev-
enues, providing greater value to investors.

We believe an accelerating economic environment also represents
a strong base for the implementation of active asset management
initiatives to create value in an investment, capitalizing on core-plus
investment strategies that provide income vyield predictability, while
potentially benefiting from the prospect of greater capital growth.

For example, we observe this dynamic in an asset that we recently
acquired, Venice airport, that is benefiting from passenger growth,
driven by the underlying economic growth. We also believe that based
on a strategic approach focused on industrial expertise and active asset
management, the airport may be positioned for capital appreciation
potential in the future.

There is no assurance provided that investment objectives
will be achieved. Past performance is not a guarantee
of future results. Forecasts are based on assumptions,
estimates, opinions and hypothetical models or analysis
which may prove to be incorrect

45 years. With more than 600 professionals worldwide and
$91 billion in assets under management as of Sept. 30,
2017, we offer a range of strategies across the alternatives
spectrum, including direct real estate and infrastructure,
real estate and infrastructure securities and commodities,
sustainable investments, private equity, and hedge funds.
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With about $840 billion of assets under management (as
of Sept. 30, 2017), Deutsche Asset Management* is one of
the world's leading investment management organizations.

'For more information on correlation coefficient pls. see Deutsche
Asset Management, “Why Invest in Infrastructure?”, May 2017
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various sources, including Infrastructure Journal and Infra News as
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Deutsche Asset Management represents the asset management activities conducted by Deutsche Bank AG or any of its subsidiaries.
For purposes of ERISA and the Department of Labor’s fiduciary rule, we are relying on the sophisticated fiduciary exception in marketing our services and products, and nothing herein is intended as fiduciary or
impartial investment advice unless it is provided under an existing mandate.
This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended for informational purposes only. It does not constitute
investment advice, a recommendation, an offer, solicitation, the basis for any contract to purchase or sell any security or other instrument, or for Deutsche Bank AG or its affiliates to enter into or arrange any type
of transaction as a consequence of any information contained herein. Neither Deutsche Bank AG nor any of its affiliates gives any warranty as to the accuracy, reliability or completeness of information which is
contained in this document. Except insofar as liability under any statute cannot be excluded, no member of the Deutsche Bank Group, the Issuer or any officer, employee or associate of them accepts any liability
(whether arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether direct, indirect, consequential or otherwise suffered by the

recipient of this document or any other person.

Certain Deutsche Asset Management products and services may not be available in every region or country for legal or other reasons, and information about these products or services is not directed to those

investors residing or located in any such region or country.

This information has been approved and/or communicated by Deutsche Bank AG or by its subsidiaries and/ or affiliates (“DB") and appears as a matter of record only. Deutsche Bank AG is authorized under
German Banking Law (competent authority; European Central Bank) and, in the United Kingdom, by the Prudential Regulation Authority. It is subject to supervision by the European Central Bank and by BaFin,
Germany's Federal Financial Supervisory Authority, and is subject to limited regulation in the United Kingdom by the Prudential Regulation Authority and Financial Conduct Authority. Details about the extent of our

authorization and regulation by the Prudential Regulation Authority and regulation by the Financial Conduct Authority are available on request.
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