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Infrastructure secondaries: Capitalizing on solid foundations

Figure 1:

Inflation has fallen
sharply from historical
highs, with interest
rates reducing

more slowly.

Executive summary: Challenged backdrop creates

secondary opportunities

The disrupted macro environment of the
past several years has presented both
challenges and opportunities across
financial markets. Since the beginning of
the Covid pandemic in 2020, investors
have weathered market volatility fuelled
first by record-breaking inflation and now
by interest rates that are expected to stay
higher for longer (see Figure 1), hampering
economic growth around the globe.

Against this backdrop, infrastructure
secondaries have been a net beneficiary
and the segment continues to see
significant growth, both in terms of a
substantial increase in deal flow coming
to market and investor interest, reflected
in an increase in capital flows. The latter
is being driven in part by demand for
infrastructure more broadly, reflecting
the asset class having historically shown
resilience in performance and lower
volatility during periods of disruption,

as we will show, as well as the unique
opportunity via secondaries to access a
traditionally longer-dated asset class via a
shorter-duration entry point.
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On the increase in deal opportunities,

the recent rise in the cost of capital
across the market, coupled with a wider
slowdown in M&A activity and increase

in public market volatility, has impacted
fund managers’ ability to create liquidity
for their investors via the traditional paths
of private sales or IPOs of their portfolio
companies. This liquidity crunch has
created an unprecedented investment
opportunity for secondary market players,
as both investors and fund managers seek
solutions to free up capital to meet near-
term cash needs, fund new investments
and manage portfolios.

Providing liquidity to LPs at a critical time
has in turn allowed secondary investors to
access an even deeper pool of investment
opportunities, often accessing investments
at entry valuations that represent a
meaningful discount to fair market value,
which in turn has the potential to drive
enhanced returns. This trend is expected
to continue through the rest of 2024 and
into 2025 as LP balance sheets find their
footing.
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Source: Oxford Economics, as of July 2024. Forecasts begin after the dotted line. There is no guarantee this will

come to fruition.
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Key takeaways:
Infrastructure is a resilient asset class, with historically lower volatility and
1 attractive risk-adjusted returns.

Infrastructure is also an attractive strategic allocation option for investors, that
allows them to play offense investing behind global megatrends related to
digitization, decarbonization and deglobalization.

Infrastructure secondaries are an increasingly attractive area that have seen
3 substantial growth in deal flow and investor interest in the current market,
driven in large part by a broader liquidity crunch.

The infrastructure secondaries market also benefits from structural drivers
driven primarily by strong primary fundraising over a number of years, which
are forecast to support long-term growth in this dynamic segment.

Infrastructure secondaries offer a shorter-duration access point for investors,
5 with attractive entry valuations that have the potential to drive enhanced
returns.
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Figure 2:

Private Infrastructure
exhibits low volatility
during high inflation.

Infrastructure: Resilience in the face of volatility

With the halfway point in 2024 having now
passed, the economic growth outlook is
still varied and muted, with GDP growth
projections for 2024 of 2.4% and 0.8% for
the US and Europe, respectively.

Despite recent improvements in elements
of the macro environment, including signs
that rates may have peaked, investors are
still wary of an unpredictable market and
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may look to asset classes that can offer
resilience. This has fuelled demand for
infrastructure as an asset class.

In Figure 2, we highlight the stability

of private infrastructure, which has
consistently offered lower volatility
compared to global equities during periods
of market stress.
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Source: Cambridge Associates and Refinitiv, as of March 31, 2024. Private Infrastructure is Cambridge
Associates Infrastructure Index; Public Equities is MSCI World Index (Total Return). Shaded areas
represent periods of high inflation (US CPI over 2.5%).

Notably, private infrastructure has
outperformed its listed equivalent during
both the Global Financial Crisis (GFC)
and the recent downturn during and after
the Covid pandemic (see Figure 3 shown
on page 6). Although not unaffected by

1Oxford Economics, as of May 2024.

economic uncertainty, these consistent
historical trends suggest that private
infrastructure provides downside
protection and upside opportunities for
investors in a volatile market.
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Figure 3:

Private Infrastructure
outperforms during
market downturns.

Figure 4:

Private Infrastructure has
an attractive

risk-return profile over
the last 17 years.
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Source: Cambridge Associates and Refinitiv, as of December 31, 2023. Private Infrastructure is
Cambridge Associates Infrastructure Index; Listed Infrastructure is S&P Global Infrastructure Index.

Across private markets, infrastructure has
similarly displayed an attractive risk-return
profile over the past 17 years, with the
lowest annualized volatility among private
market asset classes and performance that
is aligned with direct private credit (see

Figure 4). When you look at the market by
the main infrastructure fund strategies,
the profiles remain consistent around
performance, with some slight divergence
in risk.
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As we look to H2 2024 and beyond,
macro volatility will be further fueled

by an uncertain geopolitical backdrop,
with 42% of countries by count of global
GDP (41% of world population) facing
national elections this year (see Figure

Figure 5:
2024 is a major By population (millions)
election year
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5)2. A change in government can affect
regulation and national budgets, as well as
contribute to uncertainty around foreign
relations, especially during a period that
continues to be characterized by a popular
trend towards deglobalization.
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Source: Time, International Monetary Fund, United Nations as of July 2024.

2Time, International Monetary Fund, United Nations as of July 2024.
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Figure 6:

Investors show
continued optimism
toward infrastructure
assets and increasing

interest in secondaries.

From defense to offense

Infrastructure investors plan to increase

or maintain their allocation to the asset
class in both the short term and the long
term (see Figure 6). Additionally, a growing
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portion of investors — 25% in 2023, up
from 9% in 2021 — see opportunities in
secondaries in particular, a point to which
we will return in the next section.

Where Investors

See Opportunity
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Source: Preqgin, March 2024. “Investor Outlook H1 2024".

As this positive sentiment toward
infrastructure investment grows, the size
of the market and breadth of opportunities
will continue to expand. From 2007 to
2022, annual private infrastructure capital
formation grew by around 3.8x, reaching
its highest point of $174bn. This compares
to around 2.3x growth in private markets

more broadly over the same period, as
shown in Figure 7 (shown on page 9).

Fundraising in infrastructure did slow
meaningfully in 2023, but data for 2024
is showing a significant rebound both in
terms of quantum of capital being raised
and as a proportion of private markets
capital raising.
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Figure 7:

Fundraising has picked
up in 2024 despite a
down year in 2023.

Infrastructure Fundraising
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Source: Preqin, as of June 30, 2024. “2024 YTD” includes funds closed before Q2 2024. “Annualized
Forecast” assumes the same pace of fundraising for the rest of 2024.

In addition to infrastructure’s inherent
defensive characteristics highlighted
above, many investors are keen to
play offense via infrastructure and
invest behind global economic and
societal tail winds such as digitization,
decarbonization, deglobalization:

« Digitization: Digital infrastructure
assets such as towers, fiber and data
centers have become the 21st century
utility assets, as data and connectivity
have become essential for a functioning
economy and given the potential for Al
to revolutionize society as we know it.

o Decarbonization: Investment into
renewables accelerated as the volatility
of global energy markets, energy
security considerations that the Russia/

Ukraine conflict highlighted, and the
ongoing decarbonization of electric
grids have taken hold over the past five
years.

o Deglobalization: Current trends in
geopolitics favour opportunities in the
transportation and logistics sectors,
as supply chains follow “re-shoring” or
“friend-shoring” trends.

As showcased in Figure 8 (shown on page
10), and reflecting these trends, digital
infrastructure and renewable energy
investments showcased the largest growth
in overall infrastructure deal flow over

the past three years. We believe that this
trend is here to stay in the medium to long
term, as the need for investment into these
areas continues to increase over time.
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Figure 8:

Proportion of deals in
digital infrastructure
and renewable energy
increasing over time.
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Figure 9:

Global M&A activity
has fallen as
interest rates rise.

Secondary opportunities

All deal activity, including M&A and IPOs,
has been impacted by macro uncertainty,
geopolitical instability, elevated interest

Global M&A Deal Flow
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rates, and a widening bid-ask spread (see
Figure 9).
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Source: PitchBook and Refinitiv, as of March 31, 2024.

This slowdown has added to demand for
liquidity from institutional investors as, with
fewer avenues for exits, fund managers
are having difficulty returning capital to
their LPs as consistently as they have
done in the past. Figures 10 and 11 (shown
on page 12) show the fall in quarterly
distributions, in actual terms and as a
percentage of the size of the market based
on starting NAV, and the resulting negative
net cash flows for LPs.

As these figures show, distributions as a
percentage of NAV have been below 10%
since 2023, while investor cash flows have
been in negative territory across both
infrastructure and private equity since
2022. These factors have put pressure on
LPs balance sheets, forcing them to seek
new paths to liquidity not only for their
near-term cash needs, but also to enable
them to commit to newer vintage funds
and maintain fund manager relationships.

1
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Figure 10:
Quarterly fund
distributions have
fallen in the last
12 months.

Figure 11:

Negative net cash
flows in infrastructure
highlight exit delays.
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The secondaries market is well-placed

to provide solutions to these liquidity
problems and has widely benefitted from
these dynamics. Infrastructure secondaries
in particular saw an unprecedented
increase in transaction volume and
structuring sophistication in the past 12
months (see Figure 12 shown on page

13). This in turn offers opportunities for

]
($18)

($27)

2022

2023

investors looking to access high-quality

infrastructure assets and portfol

Looking at Pantheon’s deal flow,

ios.

transactions completed have grown

from $9bn in 2015 to $46bn in 2023, a

23% CAGR. Preqin forecasts suggest
infrastructure secondaries deal flow could

rise to close to $70bn by 2028.

PISIA UoNALISIA
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Figure 12:

Infrastructure
secondaries volumes

are set to grow alongside
infrastructure AUM.

Figure 13:

LP-Led Infrastructure
deals grew in 2023,

with GP-leds maintaining
market share amongst
all asset classes.
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Forecasted transaction volume assumes the same annual growth rate for AUM: ~8.1%.

Underneath these headline trends, through  In parallel, the GP-led secondaries market

2023 the infrastructure secondaries

continues to grow in-line with historical

market saw a step-change increase in the trends, as managers begin to actively

volume of traditional LP portfolio sales,
which accounted for close to 60% of

deal volumes in 2023, up from 20-40%
between 2020 and 2022. These deals

use the secondary market to seek growth
capital and provide LP liquidity for their
most prized assets. Of course, as GP-

led transaction opportunities continue

are often driven by reallocation decisions to increase, there must be careful

and portfolio management exercises on
the part of LPs, liquidity crunches and
macroeconomic uncertainty — and this
trend has continued in H1 2024.
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Secondaries Refresher

We have discussed the reasons for the
strong investor demand for infrastructure,
and the structural drivers behind the
substantial increase in infrastructure
secondary deal flow. So, why should
investors consider infrastructure

secondaries as an allocation option for
their portfolios?

Investing in the infrastructure secondary
market offers distinct potential benefits to
investors compared to directly investing in
infrastructure funds, such as®:

« J-curve mitigation: Investors can invest in mature funds and assets, ensuring that
capital is immediately put to work generating returns and thus avoiding the "J-curve
effect" common in primary investments, where returns are initially negative due to

early-stage expenses and capital calls.

« Enhanced diversification: Investors can access a diversified pool of assets across
various GPs, sectors, vintages, and geographies, often within a single investment.

+ Discounted entry valuation: Infrastructure secondaries is still an inefficient market
with a limited buyer universe at scale, providing opportunities to often purchase
funds and assets at a discount to their intrinsic value.

« Path to early liquidity: Purchasing mature infrastructure funds and assets allows
investors to access infrastructure assets much closer to their eventual realizations
—and thus allows for a shorter duration access to liquidity in an otherwise typically
long-hold asset class. This can have consequent benefits in the form of enhanced

potential returns on an IRR basis.

« De-risked assets: Investments typically involve existing, operational assets

with established cash flows and performance histories, reducing development,

construction, and operational risks.

As alluded to in Figure 12 above, longer
term infrastructure secondary deal flow
tracks and is driven by the expansion

of capital allocation and the growth in
infrastructure primary fundraising and
assets under management. Secondary
market opportunities are specifically driven
by several idiosyncratic dynamics:
Liquidity

For LPs: Many LPs, such as pension funds,
endowments, and insurance companies,
invest in long-term infrastructure projects

3 Pantheon opinion.

that can tie up capital for extended
periods. The secondaries market provides
a mechanism for these investors to exit
their positions before the fund reaches
maturity, thereby providing an avenue for
earlier liquidity to meet short-term cash
needs and to fund new investments.

For GPs: GPs can use the secondary
market to offer liquidity solutions to their
investors without having to liquidate assets
prematurely.

14
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Figure 14:

Secondary investments
can shorten the
infrastructure experience
for LPs.

Portfolio management

Investors may need to rebalance their
portfolios for various strategic reasons,
such as changing risk tolerance, shifting
investment strategies, or responding to
regulatory requirements. By participating
in the secondaries market, investors
can diversify their exposure to different
infrastructure assets, sectors, and
geographies without waiting for new
primary investments to materialize.

Market dislocation

The secondary market allows LPs to
quickly offload positions during periods of
liquidity crunches to shore up their balance
sheets.

Regulatory considerations

Regulatory changes can necessitate
adjustments in investment strategies.

LPs may adjust strategic goals, such as
increasing or decreasing exposure to
certain types of infrastructure assets,
sectors, or regions. The secondary market
provides a mechanism to achieve these
goals efficiently.

Fund management

GPs can use the secondary market to
restructure funds, extend fund life, or
create continuation vehicles. This can
provide liquidity to existing LPs while
allowing GPs to continue manage their

| Primary Fund Met IRR

Panthecn Secondary
Ertry Timaframao

high-quality assets. The secondary market
also allows GPs to recycle capital, which
can be redeployed into new investment
opportunities, enhancing the overall
efficiency and performance of their
investment programs.

Return potential

Mapping returns out for secondary vs
direct funds typically leads to enhanced
performance for secondary strategies
on IRR and DPI metrics, given shorter
duration, maturity of assets and cash
flows, and potential for entry discounts
(see Figure 14). Secondary returns are
bolstered by an attractive entry point
allowing for:

« High quality funds to be targeted as
the assets are typically known at entry.

« Early liquidity improving IRRs by
targeting assets typically 5-9 years
into their lives, with a focus on early
distributions realized in shorter hold
periods.

« Entry at an inflection point where
informational advantage and access
allows identification of embedded value
yet to be realized.

* Purchasing at discounts to NAV
compounding the above effects.

| Secondary Investment Net IRR

Pantheon opinion. For illustrative purposes only and is not representative of any investment. Actual

results may differ materially.
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Conclusion: The secondary opportunity is here to stay

We believe infrastructure secondaries
have now passed an inflexion point,

with long-term growth drivers that will
ensured sustained deal flow and attractive
investment opportunities. Specifically,
throughout this paper we have shown that:

1. Infrastructure is a proven, resilient
asset class with lower volatility and
attractive returns vs listed benchmarks
and in the context of wider private
markets.

2. Infrastructure is projected to benefit
from three global megatrends -
(digitalization, decarbonization and
deglobalization — and this allows
investors to allocate to access assets
benefitting from structural growth
tailwinds.

3. Secondaries is an increasingly
attractive segment that has seen
substantial growth in deal flow and
investor interest in the current market,
given heightened need for liquidity.

4. Secondaries offer a shorter duration
access point for investors, with entry
pricing that can drive enhanced returns.

5. The market also benefits from structural
drivers driven by strong primary
fundraising, which are forecasted to
support long-term growth.

While we anticipate that market conditions
may begin normalize in the next 12-24
months as LP balance sheets begin to find
their footing, the underlying trends that
have arisen from the choppy market of the
past two years will remain present for a
number of years to come. Moreover, and
regardless of how the macro environment
changes, we believe a robust primary fund
raising market and the establishment of
consistent infrastructure secondary market
place will continue to position this segment
as an attractive and growing sector in the
upcoming years.
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IMPORTANT DISCLOSURE

This publication has been prepared solely for illustration, educational, and/or discussion purposes. It does not constitute
independent research and under no circumstances should this publication or the information contained in it be used or
considered as an offer, inducement, invitation, solicitation, or recommendation to buy or sell any security or financial
instrument or service or to pursue any investment product or strategy or otherwise engage in any investment activity or
as an expression of an opinion as to the present or future value or price of any security or financial instrument. Nothing
contained in this publication is intended to constitute legal, tax, securities, or investment advice.

This publication may include “forward-looking statements”. All projections, forecasts, or related statements or
expressions of opinion are forward-looking statements. Although Pantheon believes that the expectations reflected

in such forward-looking statements are reasonable, it can give no assurance that such expectations will prove to be
correct, and such forward-looking statements should not be regarded as a guarantee, prediction, or definitive statement
of fact or probability.

Pantheon has taken reasonable care to ensure that the information contained in this document is accurate at the date

of publication. However, no warranty or guarantee (express or implied) is given by Pantheon as to the accuracy of the
information in this document, and to the extent permitted by applicable law, Pantheon specifically disclaims any liability
for errors, inaccuracies, or omissions in this document and for any loss or damage resulting from its use. Unless stated
otherwise, any opinions expressed herein are current as of the date hereof and are subject to change at any time. Unless
stated otherwise, all views expressed herein represent Pantheon’s opinion.

This document is distributed by Pantheon, which is comprised of operating entities principally based in San Francisco,
New York, London, Dublin, Singapore, and Tokyo. Pantheon Ventures Inc. and Pantheon Ventures (US) LP are registered
as investment advisers with the U.S. Securities and Exchange Commission (“SEC”) and Pantheon Securities LLC,

is registered as a limited purpose broker-dealer with the SEC and is a member of the Financial Industry Regulatory
Authority (“FINRA”) and the Securities Investor Protection Corporation (“SIPC”). Pantheon Ventures (UK) LLP is
authorized and regulated by the Financial Conduct Authority (FCA) in the United Kingdom. Pantheon Ventures (Ireland)
DAC is regulated by the Central Bank of Ireland (“CBI"). Pantheon Ventures (Singapore) Pte. Ltd holds a capital markets
service license from the Monetary Authority of Singapore (“MAS”) to conduct fund management with accredited and
institutional investors.

The registrations and memberships described above in no way imply that the SEC, FINRA, SIPC, FCA, or the SFC have
endorsed any of the referenced entities, their products or services, or this material.

All materials published on the Site are protected by copyright, and are owned or controlled by Pantheon as the provider
of the materials. If you download any information or software from this Site, you agree that you will not copy it without
the prior written consent of Pantheon or remove or obscure any copyright or other notices or legends contained in any
such information. Copyright © Pantheon 2024. All rights reserved.
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