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We believe investors should be positioning their infrastructure exposure
for the pathway to Net Zero. Both transition and clean economy
infrastructure portfolios could be expected to generate attractive, stable,
long-term returns, but they will also have a climate change mitigation role
to play as economies move towards decarbonisation.
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Looking forward to 2050

The imperative of moving to a net zero
world means the economy of 2050 will
look very different to the economy of
today. It will result in the emergence of
new sectors, significant modifications to
existing infrastructure, new forms of energy
and innovative transport solutions. We can
expect the carbon intensive industries of
the past to be replaced by cleaner, greener
ways of producing and consuming goods
and services.

The change from the emission intensive
economy of today to a net zero economy
won’t happen overnight, and it won't happen
by accident. For investors, an active and
considered approach to portfolio and asset
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management will be required.

Infrastructure portfolios have a number of
important roles to play in decarbonisation
of the real economy. Of course, the
operations of infrastructure assets need to
decarbonise. But beyond this, infrastructure
assets are critical enablers of the
decarbonisation of other sectors. Fulfilling
this enabling role will require not only
change to existing infrastructure assets, but
a significant amount of new infrastructure
to provide goods and services — especially
energy — in new ways.

Whilst the transition to net zero will
take time, we believe investors must start
positioning their infrastructure exposure
with a view to the future.
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For investors, an infrastructure portfolio
focused on managing climate risk and
opportunity has two key components:

Fl Investment in existing critical
infrastructure assets that are being
proactively managed to (a) transition to
net zero operations, and (b) make the
necessary operational investments to
support the decarbonisation of adjacent
sectors (e.g. as the technology and supply
chains mature airports must upgrade their
fuel delivery to facilitate the introduction
of low carbon fuels). These assets will
often have high current emissions, and
be exposed to transition risk.

1 Investment in the new infrastructure
needed to facilitate the net zero economy
of the future. This includes categories
such as green hydrogen production,
transport and storage; and enhanced
electricity networks. These assets will
often have low, if any, ongoing emissions
across scopes 1,2,and 3, and face
relatively low transition risk. We refer to
this is as “clean” economy infrastructure.

Both transitioning infrastructure and “clean”
economy infrastructure could be expected to

and both have a systemic risk mitigation role
to play. Clean economy infrastructure also
has a portfolio risk mitigation role.

This paper outlines how investors can use
their infrastructure asset allocation to help
manage their total portfolio climate risk,
whilst also channelling capital into greener
projects that will assist in the mitigation of
systemic (global) climate risks.

The nature of investment-
related climate change risks
Our climate is changing rapidly due to
greenhouse gas emissions generated by

The only real way to mitigate
climate change risk for long-
term investors is an orderly,
rapid decarbonisation to a
net zero economy

generate attractive, stable, long-term returns,
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economic activity. These changes, and

the efforts to limit them, create a unique
set of risks that are subject to significant
uncertainty over the medium term, yet yield
broadly foreseeable long-term impacts
depending on near term action to mitigate
and manage them.

The changing climate’s effects on
economic and financial outcomes occur
through a range of channels. These
include deteriorating public health, labour
productivity and agricultural yields, failing
public infrastructure, rising mortality rates,
and weather-related property destruction,
among other impacts. Such adverse effects
can result in direct financial risks, prompting
a reassessment of asset values, changing
the cost or availability of credit, or affecting
the timing or reliability of cash flows. They
can also create risks to economic activity,
which can themselves create or amplify
financial risks. Economic and financial risks
can also amplify one another—for example,
weather-related property destruction can
lead to bank losses that lead to less lending,
then reduced investment, and so on.?

Importantly, while most financial risks can
be managed on a company-by-company
basis, and diversified at a portfolio level,
the investment risks arising from climate
change can be overwhelmingly systemic. For
example, even if an investor divested all of
its portfolio companies involved in upstream
fossil fuel production, and thereby reduced
the portfolio’s transition risk, the remaining
portfolio companies would still be exposed
to the impacts of global heating if global
greenhouse gas emissions do not decline.

As a result, the ability of investors to
mitigate the climate change risks to their
portfolios will involve not only decisions
about which assets to add and remove from
the portfolio, but also:

(i) taking all reasonable steps to
encourage portfolio companies to
decarbonise their operations and
supply chains, and

(ii)increasing investment in clean
economy infrastructure to accelerate
economy-wide decarbonisation.

The only real way to mitigate climate
change risk for long-term investors is an
orderly, rapid decarbonisation to a net zero
economy that achieves the international
community’s temperature goal of no more
than 1.5°C of warming relative to pre-
industrial levels.

" Network of Central Banks and Supervisors for Greening the Financial System (2019), A call for action: Climate change as a source of financial risk.
2 Board of Governors of the Federal Reserve System, Finance and Economics Discussion Series (FEDS) notes, Climate Change and Financial Stability, 19 March 2021.
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Types of infrastructure
portfolios - traditional,
transition and clean economy
As the investment industry continues to
evolve to address climate change risks, the
universe of infrastructure funds is being
fragmented into three broad groupings.
These broad groups include:
= Traditional funds - existing core
infrastructure portfolios with no net
zero aspirations;
»  Transition funds — existing core
infrastructure portfolios that have
net zero aspirations and are actively
working with portfolio assets to
decarbonise their operations and supply
chains.
= Clean economy funds - products that
invest solely in assets that (i) already have
net zero or very low emissions profiles,
and (i) help catalyse or enable a net
zero economy. In particular, they focus
on investing in infrastructure-related
climate solutions that will help scale up
decarbonisation efforts and contribute to
sustainable, climate-resilient economic
growth (e.g. renewables, electrification,
alternative fuels).
We believe both transition funds and
clean economy funds have a role to play
in global decarbonisation, and make
important contributions to asset owners’
portfolio composition.

INFRASTRUCTURE INSIGHT

Transition funds will assist existing
infrastructure assets to successfully
transition to a low carbon world. This should
result in lower global emissions and help
other sectors that use the infrastructure
to decarbonise their operations.
Transition funds are crucial because core
infrastructure is relied upon by countless
businesses and individuals - it cannot
easily be shut down or substituted. Also,
core infrastructure is very long-lived, and
will remain in use for decades. Existing core
infrastructure assets require long-term
stewardship to support them to achieve net
zero outcomes. Decarbonisation cannot be
achieved by only investing in new “green”
infrastructure projects.
However, existing infrastructure assets,
such as ports and airports, often are carbon
intensive or serve carbon intensive sectors.
Effective implementation of climate change
strategies by these assets is a potential
driver of excess returns, but it does involve
taking on transition risk at the asset and
portfolio level.
One way asset owners can balance
this transition risk at the portfolio level
is through investment in clean economy
infrastructure portfolios. These are
relatively new and aim to provide attractive
investment opportunities in existing and
emerging “green” sectors. We believe their
risk mitigation role arises from:
= reducing emissions intensity for the
investor at the asset class level and
fund level.

= channelling capital into “green” assets/
projects that can assist in reducing the
systemic risks of climate change.

These risk management themes are
discussed in more detail below.

Clean economy infrastructure
can assist in the management
of overall portfolio risk
Diversified investment portfolios, such
as those managed by pension funds, are
exposed to climate change risks across all
asset classes — equities, bonds, property,
infrastructure, private equity and so on. The
climate risks associated with each asset
class can vary, due to differences in the
seniority of financial instruments in the
capital structure of companies, duration,
quality of disclosure, and other factors. In
addition, asset classes vary in terms of the
ease (or difficulty) with which climate risk
mitigation can be achieved. Some financial
instruments are liquid, and easily divested.




Others have few, if any, governance rights,
meaning the investor has relatively little
ability to influence and support climate
change risk mitigation at the company level
after the investment has been made.

We think clean economy infrastructure
investments are well-suited to reducing
climate risk at the asset class and whole-
of-fund level. In addition to potentially
providing attractive, long-term returns,
clean economy infrastructure investments
will generally have very low emissions
profiles, and will be conceived of with a
net zero future in mind, so they should be
resilient to long-term transition risk. This
means they can help reduce an investor’s
portfolio level emissions intensity, enabling
investors to start moving towards net zero
across their overall investment portfolios.

The reduction of portfolio-level emissions
intensity also can help investors to meet
their own net zero targets, and address
increasing beneficiary or member demand
for investors to help play a positive role in
the global push to limit climate change.
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Net zero portfolios can help
mitigate systemic climate risk
Achieving a net zero economy will require
significant changes to behaviours and
public attitudes in relation to energy
production and consumption and will
require trillions of dollars of capital.

Figure 1 below shows that the entire
energy ecosystem will need to undergo a
profound and deep transition to achieve
net zero. This investment is only part of the
picture, and funding will also be required to
reform food, forestry and land use, and to
help capture and store carbon dioxide.

The transition task is immense and
covers many different sectors of the
economy. Industry experts have estimated
the required investment for the energy
transition and green infrastructure is
between $92 trillion and $173 trillion
over the next three decades. Achieving
this would require the current annual
investment to more than double, from
around $1.7 trillion per year today, to
somewhere between $3.1 trillion and $5.8

FIGURE 1 PROJECTED ENERGY TRANSITION
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Source: IFM Investors

3 Bloomberg NEF, Energy Outlook 2021, July 2021
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trillion per year on average over the next
three decades®.

To finance the global net zero transition,
significant public investment will be
needed, alongside unprecedented
deployment of private capital. In recent
years, we have seen an acceleration of
private capital raising for climate solutions,
as well as increased collaboration across
mainstream finance and governments, such
as through the Glasgow Financial Alliance
for Net Zero. Such collaborations are
aiming to get the settings in place to help
mobilise private finance to support the re-
engineering of our economies for net zero.

Clean economy infrastructure allocations
can help fill the financing need to achieve a
net zero economy rapidly enough to prevent
the worst climate change impacts globally.
For pension fund investors, clean economy
investments, by design, channel retirement
savings into new, green developments/
projects and technologies that have zero or
very low emissions.

Itis important to remember that clean
economy infrastructure investments are
still infrastructure, and should enjoy the
well-understood benefits of this asset

3 Bloomberg NEF, Energy Outlook 2021, July 2021
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class, including portfolio diversification
arising from low correlation to other asset
classes, low volatility, and the capacity

to generate stable long-term cash flows,
with downside protection often provided
by the high barriers to entry and essential
community role these assets play.

The net zero opportunity

No investor on their own can achieve the
Paris Agreement temperate goals and
prevent the worst impacts of climate
change. But each investor will need to

do their fair share - especially universal
owners like pension funds, who will not
be able to fully diversify away all climate-
related financial risks.

The best way for pension funds and like-
minded long-term institutional investors
to protect their beneficiaries from the
financial risks of climate change is to take
all reasonable steps to support an orderly
transition to a net zero world, because
this is the lowest cost and lowest risk
pathway. Investing in this way can also help
an investor participate in the anticipated
future growth of clean economy industries.
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Important Disclosures

The following disclosure applies to this material and any information
provided regarding the information contained in this material. By accepting
this material, you agree to be bound by the following terms and conditions.
The material does not constitute an offer, invitation, solicitation, or
recommendation in relation to the subscription, purchase, or sale of
securities in any jurisdiction and neither this material nor anythingin it will
form the basis of any contract or commitment. IFM Investors (defined as
IFM Investors Pty Ltd and its affiliates) will have no liability, contingent or
otherwise, to any user of this material or to third-parties, or any
responsibility whatsoever, for the correctness, quality,accuracy, timeliness,
pricing, reliability, performance or completeness of the information in this
material. In no event will IFM Investors be liable for any special, indirect,
incidental, or consequential damages which may be incurred or
experienced on account of a reader using or relying on the information in
this material even if it has been advised of the possibility of such damages.

Certain statements in this material may constitute “forward looking
statements” or “forecasts” Words such as “expects,” “anticipates,” “plans,”
“believes,” “scheduled,” “estimates” and variations of these words and
similar expressions are intended to identify forward-looking statements,
which include but are not limited to projections of earnings, performance,
and cash flows. These statements involve subjective judgement and
analysis and reflect IFM Investors’ expectations and are subject to
significant uncertainties, risks, and contingencies outside the control of
IFM Investors which may cause actual results to vary materially from those
expressed or implied by these forward-looking statements. All forward-
looking statements speak only as of the date of this material or, in the case
of any document incorporated by reference, the date of that document. All
subsequent written and oral forward-looking statements attributable to
IFM Investors or any person acting on its behalf are qualified by the
cautionary statements in this section. Readers are cautioned not to rely on
such forward-looking statements. The achievement of any or all goals of
any investment that may be described in this material is not guaranteed.

Past performance does not guarantee future results. The value of
investments and the income derived from investments will fluctuate
and can go down as well as up. A loss of principal may occur.

This material may contain information provided by third parties for general
reference or interest. While such third-party sources are believed to be
reliable, IFM Investors does not assume any responsibility for the accuracy
or completeness of such information.

This material does not constitute investment, legal, accounting, regulatory,
taxation or otheradvice and itdoes not consider your investment objectives
or legal, accounting, regulatory, taxation or financial situation or particular
needs. You are solely responsible for forming your own opinions and
conclusions on such matters and for making your own independent
assessment of the information in this material. Tax treatment depends on
your individual circumstances and may be subject to change in the future.

This material is confidential and should not be distributed or provided to
any other person without the written consent of IFM Investors.

An infrastructure investment is subject to certain risks including but not
limited to: the burdens of ownership of infrastructure; local, national and
international economic conditions; the supply and demand for services
from and access to infrastructure; the financial condition of users and
suppliers of infrastructure assets; changes in interest rates and the
availability of funds which may render the purchase, sale or refinancing of
infrastructure assets difficult or impractical; changes in environmental
and planning laws and regulations, and other governmental rules;
environmental claims arising in respect of infrastructure acquired with
undisclosed or unknown environmental problems or as to which
inadequate reserves have been established; changes in energy prices;
changes in fiscal and monetary policies; negative economic developments
that depress travel; uninsured casualties; force majeure acts, terrorist
events, under insured or uninsurable losses; and other factors beyond
reasonable control.
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Environmental, Social, and Governance (“ESG”) strategies may take risks
or eliminate exposures found in other strategies or broad market
benchmarks that may cause performance to diverge from the performance
of these other strategies or market benchmarks. ESG strategies will be
subject to the risks associated with their underlying investments’ asset
classes. Further, the demand within certain markets or sectors that an
ESG strategy targets may not develop as forecasted or may develop more
slowly than anticipated.

Australia Disclosure

This material is provided to you on the basis that you warrant that you are a
“wholesale client” or a “sophisticated investor” or a “professional investor”
(each as defined in the Corporations Act 2001 (Cth)) to whom a product
disclosure statementis not required to be given under Chapter 6D or Part 7.9
of the Corporations Act 2001 (Cth). IFM Investors Pty Ltd, ABN 67 107 247
727,AFS Licence No. 284404, CRD No. 162754, SEC File No.801-78649.

Netherlands Disclosure

This material is provided to you on the basis that you warrant that you are a
Professional Investor (professionele belegger) within the meaning of Section
1:1 of the Dutch Financial Supervision Act (Wet op het financieel toezicht).
This material is not intended for and should not be relied on by any other
person. IFM Investors (Netherlands) BV. shall have no liability, contingent or
otherwise, to any user of this material or to third parties, or any responsibility
whatsoever, for the correctness, quality, accuracy, timeliness, pricing,
reliability, performance, or completeness of this material.

United Kingdom Disclosure

This material is provided to you on the basis that you warrant that you fall
within one or more of the exemptionsin the Financial Services and Markets
Act 2000 (“FSMA") [(Financial Promotion) Order 2005] [(Promotion of
Collective Investment Schemes)(Exemptions) Order 2001, or are a
Professional Client for the purposes of FCA rules] and as a consequence
the restrictions on communication of “financial promotions” under FSMA
and FCA rules do not apply to a communication made to you. IFM Investors
(UK) Ltd shall have no liability, contingent or otherwise, to any user of this
material or to third parties, or any responsibility whatsoever, for the
correctness, quality, accuracy, timeliness, pricing, reliability, performance,
or completeness of the information in this material.

Switzerland Disclosure

This Information is provided to you on the basis that you warrant you are (i)
a professional client or an institutional client pursuant to the Swiss
Federal Financial Services Act of 15 June 2018 (“FinSA”) and (i) a qualified
investor pursuant the Swiss Federal Act on Collective Investment Schemes
of 23 June 2006 (“CISA"), for each of (i) and (ii) excluding high-net-worth
individuals or private investment structures established for such high-net
worth individuals (without professional treasury operations) that have
opted out of customer protection under the FinSA and that have elected to
be treated as professional clients and qualified investors under the FinSA
and the CISA, respectively.
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