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4 How the US Inflation

42—5 | Reduction Actis reshaping
== the investment landscape

Infrastructure

The US Inflation Reduction Act is leading the
world in showing how to accomplish a just
transition, boosting domestic manufacturing,
creating jobs with good pay, and reducing carbon
emissions across one of the world’s largest
economies — all while unleashing significant
investment opportunities for asset owners.



Following decades of decline in public infrastructure
spending and the failure of successive US
Administrations to properly address the funding
shortfall, President Joe Biden’s flagship Inflation
Reduction Act (IRA) was heralded as a welcome
investment in the future of US renewables,
manufacturing and skills and training.

The $1.2trn' IRA and companion Infrastructure
Investment and Jobs Act (IIJA) are the envy of many
countries, helping the private sector deliver the
energy transition the US requires while promoting
a just transition that delivers apprenticeships and
well-paid jobs. However, it initially drew the ire of
some commentators outside the US over concerns

it would unduly distort the flow of private capital.
Re-adjusting the US investment tax credit (ITC) to a
base rate of 6%, rather than 30%, projects are now
instead rewarded with a 24% bonus credit where
they meet wage and apprenticeship requirements —
with the ITC rising as high as 50% depending on an
investee’s ability to draw on local steel, iron and other
goods. As a result, IRA-eligible projects immediately
became more attractive to build stateside than
nearly anywhere else in the world, placing the
emphasis on the private sector to make investment
decisions capturing the value of tax credits for their
investors, rather than applying for the government
grants offered through the IIJA where a successful
application was not guaranteed. Additionally, the
qualification period’s extension to 10 years meant
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projects had a level of certainty previously not
associated with tax credits, where yearly extensions
of the program by Congress were common.

At IFM Investors, we regard ourselves as well-
positioned to attract the debt funding and benefit
from the tax equity financing associated with ITCs
and estimate that returns could improve significantly
where projects are able to benefit from the domestic
content and energy community ITC. However, the
complexities associated with the new wage and
apprenticeship requirements mean new programs
need to be launched locally to comply, causing a delay
in how quickly projects can benefit.

It is hard to overstate the impact of the IRA. From the
$739bn total funding under the IRA, $369bn will be
provided for clean energy and climate investment,
including tax incentives for investments in renewable
energy, decarbonisation, and energy security. Making
the US a highly attractive investment destination was
a stated goal of the legislation (as well as the broader
economic program - ‘Bidenomics’, for short). The

IRA has led to significant investment inflows into

the US, estimated by the White House at $110bn one
year after its ratification.>? However, as it has shifted
the weight of investment decisions towards the US,

it has led to concerns of protectionism, which the

US Administration has addressed by opening up

the benefits of the Act to other friendly nations and
jurisdictions, such as those within the European

BONUS CREDITS

Base ITC Meet Wage & Apprenticeship Requirements

Domestic Content Adder =~ Energy Community Adder

The market expects most projects to
meet the requirements for the 30% rate.

Sources: IFM Investors, US Inflation Reduction Act

" Currency is in US dollars unless otherwise stated.
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single market, Australia and those with which the US
enjoys free trade agreements.

The IRA’s introduction nevertheless resulted in
calls from parliaments across the world for similar
targeted tax breaks and subsidies to ensure each
country’s domestic manufacturing base and
private capital otherwise attracted to it did not
focus entirely on projects in America and could be
similarly turbo-charged.?

Rush to subsidise

The European Commission, itself overseeing a raft
of legislation meant to bring about the European
Green New Deal, has come under pressure since
passage of the IRA to relax its strict state aid rules,
which advocates believe would allow member states
to better counter its impact. The suspension of the
rules against state aid would allow a potentially
impacted member state to match subsidies with
those the project would otherwise receive in the US.
Additionally, the Commission’s proposed Green Deal
Industrial Plan would streamline planning rules and
allow EU member states to take on greater debt to
fund the required green transition.

However, relaxation of state aid rules does not
provide the same certainty as dedicated funds. Critics
argue such relaxation would disproportionately
benefit Germany and France, the bloc’s largest
member states.

To balance Germany and France’s dominance,

the European executive has been weighing up the
launch of a Sovereignty Fund that would “crowd in”
private investments. It would be unlikely to match
the impact of the significant tax credits granted by
the IRA unless any state-owned stake was only used
to absorb any downside risk, rather than benefitting
from the upside.

Similarly, Japan passed the Green Transformation
Act in May 2023 which leverages the government’s
borrowing to support private sector projects the
government deems would struggle to otherwise
attract funding. The ¥150trn (US$1trn) estimated
spending over the coming decade compares
favourably to the planned overall cost of the IRA,
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especially once accounting for the economies’
respective sizes. However, unlike the IRA, the funds
will be spent in Public-Private Partnerships rather
than by allowing investors to reduce the risk of
projects through tax credits.

The transferability of tax credits

Benefits of investing under the IRA principally
stem from the allocation of the tax credits — but
also the ability to trade those credits if they are
not fully utilised by the company that qualify for
them. As the IRA is set to support the growth of
renewable energy and other, newer climate change
mitigation technologies, many projects taking
advantage of the tax credits will be start-ups with
little-to-no tax to pay. These entities may now trade
their tax credits on the open market and bring
forward their benefit by several years, thus further
improving potential returns.

While a typical tax equity scheme allowed project tax
credits to be acquired by another entity, a specific
allowance in the Act for transferability of credits
greatly widens the field of buyers for those projects.
As a result, the broader market means credits can
be sold faster and on more favourable terms. Credit
Suisse estimated that the tax equity market will grow
to $49bn in 2024, a near doubling compared to 2022,
and overall trade in tax credits will reach $500bn in
the decade since the Act’s introduction.*

3 Cooperation with the US could drive Australia's clean energy shift — but we must act fast | Climate Council

“ Credit Suisse Treeprint Inflation Reduction Act


https://www.climatecouncil.org.au/cooperation-with-the-us-could-drive-australias-clean-energy-shift-but-we-must-act-fast/#:~:text=The%20Inflation%20Reduction%20Act%20allocates,quarter%20of%20the%20Australian%20economy.
https://www.credit-suisse.com/treeprintusinflationreductionact

Prospects for pension capital

Ultimately, the large-scale rollout of renewable
energy generation and transition to net zero will not
be successful unless private, long-term capital can
be deployed to support and accelerate the transition.
This sustained investment can come from a number
of places, but notably, pension funds will be a key
source of this patient capital.

As in many other countries shifting from a
centralised energy system to one where renewable
projects are less geographically clustered, new
transmission lines will be needed to ensure the green
energy is delivered to consumers. This will lead to
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investment opportunities both in local grid upgrades
and expansions, as well as new transmission
interconnections.

Additionally, in line with the rise in popularity of

the electric vehicle, investors are being encouraged
to step up to fund the construction of charging
infrastructure. Where in some jurisdictions
governments have stepped in to commit the first
capital for such charging infrastructure - in part in
an effort to alleviate the range anxiety associated
with EVs - a rollout that properly covers a country as
large as the US will need significant private capital.

Credit: Wood Mackenzie

Conclusion

Double Black Diamond solar project

The 800 MWdc (5693 MWac) Double Black Diamond solar project is set
to be the second largest single-phase solar project built in the US once
it is complete in 2024.

Commissioned by Swift Current Energy, which is majority owned by IFM
portfolio company Buckeye Partners, it will produce enough energy each
year to power the equivalent of more than 100,000 homes and reduce
carbon dioxide emissions by approximately one million tonnes per year.

The project financing, which closed in August 2023, included $695m in
construction and tax equity bridge loans and an $84m letter of credit
facility, making it one of the largest project financings ever for a US
solar project. The tax equity component sees the project directly benefit
from the investment tax credit bolstered by the IRA, with the tax equity
market where these are traded forecast to nearly double to $40bn a
year by 2030 due to the reforms.

As shown in the Double Black Diamond case study, the IRA not only allows
investors to benefit from the transferability of tax credits, but it should also ease
the investment risk associated with a range of renewable energy projects.

Overall, the IRA increases the potential returns for many climate-aligned and
transition-friendly projects and is already driving immediate investment in both
production and energy generation — creating a decade of policy certainty by
expanding tax credits to a broad range of green and renewable projects in need
of funding. From that perspective, the legislation is, arguably, unprecedented.




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 anything in 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 other advice and it does 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.

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. Sustainability- and ESG-related
practices differ by region, industry, and issue and are evolving accordingly. As
such, an investment's sustainability/ESG performance and practices, or IFM
Investors’ assessment of such performance or practices, may change over time.
Similarly, new and evolving sustainability requirements imposed by jurisdictions in
which IFM Investors does business and/or in which its funds are marketed may
result in additional compliance costs, disclosure obligations, or other implications
or restrictions on IFM Investors. Under such requirements, IFM Investors may be
required to classify itself, its funds, or an individual investment therein against
certain criteria, which may be open to subjective interpretation. IFM Investors’ view
on the appropriate classification may develop over time, including in response to
statutory or regulatory guidance or changes in industry practices or approaches to
classification. A change to the relevant classification may require further actions to
be taken, such as requiring further disclosures by the relevant fund or new process
to be set up to capture data about the relevant fund or its investments, which
may lead to additional costs. It should not be assumed that any investment will be
profitable or avoid losses.

Investment on the basis of sustainability/ESG criteria involves qualitative and
subjective analysis. There is no guarantee that the determinations made by an
adviser will align with the beliefs or values of a particular investor, and we cannot
guarantee that our ESG/sustainability policies will result in the performance or
outcomes expected. For example, this document contains ESG-related statements
based on hypothetical scenarios and assumptions as well as estimates that are
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subject to a high level of inherent uncertainty. Certain statements may also be
based on standards and metrics for measuring a company’s ESG profile, as well
as standards for the preparation of any underlying data for those metrics, that are
still developing and internal controls and processes that continue to evolve. While
these are based on expectations and assumptions believed to be reasonable at
the time of preparation, they should not be considered guarantees. Relatedly,
there is no guarantee that any investment or its operations will achieve its ESG
targets or, whether or not such targets are met, have a positive ESG impact,
either on particular ESG topics or as a whole. There are significant differences in
interpretation of what constitutes positive ESG impact, and those interpretations
are rapidly changing. We may be required to expend substantial effort or incur
additional costs to address such matters, including but not limited to evolving legal
obligations or due diligence. Additionally, adhering to an ESG policy may result in
missed opportunities, which may be difficult to predict due to the subjective and
longer-term nature of some of these issues.

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.

This material is provided for educational purposes only and should not be
construed as investment advice or a recommendation to buy or sell securities.

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 statement
is 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) B.V. 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 exemptions in 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 (i) 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.

United States Disclosure

This material is for use with institutions only and not for use with retail investors.
The material, if presented in the US, is offered by IFM (US) Securities, LLC, a
member of FINRA and SIPC.
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