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Today’s presenter

Dan Schuller, vice president, is a member of the Infrastructure Investments Group, advising clients on the 
opportunities and risks associated with infrastructure investing.  Dan also serves on the board of Southern 
Missouri Natural Gas.  Before joining the firm, Dan was a manager with Mars & Co., an international 
management consulting firm, where he worked with Fortune 500 companies on assignments primarily 
related to revenue and profit growth and acquisitions/divestitures.  Prior to that, he was a civil engineering 
instructor and graduate assistant at Purdue University and a civil engineer with Christopher B. Burke 
Engineering, Ltd.  As an engineer, Dan focused on the design and construction of municipal infrastructure 
in the Chicago area.  Dan holds B.S., M.S. and Ph.D. degrees in civil engineering from Purdue University. 
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Agenda

� What is infrastructure?

� The spectrum of infrastructure investing

� Characteristics of infrastructure assets

� How infrastructure withstands periods of extreme volatility

� Means of investing in infrastructure
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What is infrastructure?

� Essential facilities and services, upon which the e conomic productivity of a community depends

� Assets involved in the movement of goods, people, w ater and energy
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Which segments are most attractive?

Waste water collection and  
processing systems

Water distribution

Electricity and gas 
distribution

Oil and gas pipelines

Electricity transmission

Regulated AssetsRegulated Assets

CourthousesSatellite networks
Rapid transit links

Social InfrastructureSocial InfrastructureCommunications AssetsCommunications AssetsTransportation Assets Transportation Assets 

Airports, Seaports

PrisonsCable systems
Railroads

HospitalsWireless towersToll roads

SchoolsRadio/TV broadcast towersBridges and tunnels

Transportation and regulated assets offer the best protection against inflation  
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Two sources of deals for infrastructure investors

Governments

Private 
Owners

Typical Examples

•Toll roads (Skyway)

•Toll bridges/tunnels (Port of Miami Tunnel)

•Airports (Midway)

•Garages (Michigan Avenue)

•Water/wastewater systems (e.g. most US)

•Electricity distribution

•Electricity generation

•Conventional

•Wind/hydro

•Natural gas distribution

•Water/wastewater systems (e.g. UK)

While there’s much discussion about privatizations/P3s, most infrastructure transactions are 

still private-to-private.
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The spectrum of infrastructure investing

Value-Added 

Airports, seaports

Rail links

Contracted power 
generation

Rapid rail transit

Core and Core Plus

Bridges, tunnels, toll roads 

Pipelines, energy transmission 
and distribution

Water and waste-water systems

Opportunistic

Development projects

Satellite networks

Merchant power generation

Non-OECD infrastructure

Less risk
Less return
Less risk
Less return

More risk
More return
More risk
More return

“Brownfield” Existing, Mature Assets “Greenfield” Development Projects

The information above is shown for illustrative purposes only. Risk return is relative to the infrastructure investment class and is based on 
historical performance. There can be no guarantee that the outcomes shown will be met in the future.
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Greenfield investing

� Usage/traffic history is unknown

– Commercial risk: generating sufficient revenues to pay operating expenses, debt service and 
equity distributions

– Monopolistic assets face this risk during ramp-up to their steady-state traffic count

– Power projects operating in a purely merchant mode will be subject to competition and market 
cycles as any other seller of commodities

� Development/construction risks associated with a brand-new facility are abundant –
permits, right-of-way, environmental, performance

� More appropriate for investors seeking capital gains

� Higher potential returns commensurate with higher risks
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Brownfield investing

� Usage/traffic history is known

� Development risk is eliminated

� Relatively low operating risks and predictable costs

� Investments offer steady income flow and moderate 
capital appreciation

� Lower returns commensurate with lower risk

� Opportunity to rejuvenate decaying 
near-monopolistic and demand-inelastic 
assets, thus providing better service 

� Opportunity to create value through 
innovation/enhancements/capacity additions 
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Investment characteristics of core and core plus in frastructure

� Long-term, quasi-monopolistic assets with low risk of obsolescence

– Stable, predictable cash flows

– Relatively insensitive to economic cycles

– Relatively price inelastic

� Potential to achieve favorable risk-adjusted returns through the use of leverage

� Real return asset with inflation-protection

� Low correlation of returns with other asset classes and between infrastructure sub-sectors
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Privately held infrastructure companies enjoy stabl e revenues rather 
than stock market volatility

Sources: Bloomberg, US Energy Information Administration, US Bureau of Transportation Statistics, Eurostat, J.P. Morgan

Infrastructure usage (seasonally adjusted) versus S &P 500, July 1998 to June 2008

Rescaled (July 1998 = 100)

Past performance is not indicative of future returns. The above chart is shown for illustrative purposes only. 
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Characteristics of core infrastructure: Toll-road e xample

Shaded region represents period of recession.

� Revenue growth: 7% annually for the 50 yr period 1952-2002

� Low usage volatility :  4.0% for miles driven over the 50yr period, and ~ 3.0% for the 22yr period ending 2002 (ex 1991)

� Economic insensitivity : Minimal and temporary impact of recessions on miles driven

� Inelastic user demand :  Only a small and temporary decrease in miles driven despite large toll increase in 1991

� Long-term investment :  Characteristics that create an attractive long-term investment suitable for an open-end fund

Source: New Jersey Turnpike Authority

New Jersey Turnpike Revenues and Traffic (1953-2002 )
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Demand for electricity is highly inelastic

Sources: EIA, J.P. Morgan

Electricity delivered to residential and commercial  consumers (rolling 12 months) versus the average 
annual retail price (in 2008 prices) in the US, Jan uary 1974 – September 2008 

GWh $ per kWh

Estimated price elasticity for residential consumption is –0.05, i.e. a 20% increase in price leads to a 
1% decline in consumption 

The above chart is shown for illustrative purposes only.
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Weather is the main determinant of natural gas dema nd

Sources: EIA, National Climatic Data Center, JPMorgan

Natural gas consumption in residential and commerci al sectors and national heating degree days* (rolli ng 
12 months) versus the real natural gas price in the  US, January 1974 – September 2008 

Trillion cubic feet and thousand heating degree days $ per thousand cubic feet

*The correlation coefficients between the heating degree days (HDD) and the monthly residential and commercial natural gas consumption in the US are 0.86 and 0.52, respectively.  
The HDD index shows the need for energy to heat dwellings. The number of heating degrees in a day is the difference between 65°F (18°C) and the average ou tside temperature for that 
day.  National HDD is the average of regional HDDs, weighted by population.

STRICTLY PRIVATE/CONFIDENTIAL

The above chart is shown for illustrative purposes only.
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Sample infrastructure assets: year-on-year revenue summary

20.0%

4.8

5.7

9.0% 

20.7

22.6

2.0%

89.4

91.6

6.4%

155.4

165

Q4 2008 Full YearQ3Q2Q1

Summit
Utilities** (USD mm)

Zephyr
Wind (GBP mm)

ENW* (GBP mm)

Southern
Water (GBP mm)

15.0%14.0%7.2%16.0%% Variance

14.81.63.05.52007

17.11.83.26.42008

3.6%-9.0%0.8%8.5%% Variance

71.9 15.113.123.12007

74.613.713.225.12008

3.0%4.0%8.5%-2.4%% Variance

32473.073.089.42007

33476.079.287.22008

6.3% 8.0%8.3%2.9%% Variance

614.7158157.4143.92007

653.6 170170.5148.12008

* ENW: Electricity North West. 
**  The increase in revenues from 1Q07 to 1Q08 was driven by new rates in the Colorado territories taking effect in April 2007.

Revenues (Gross)

Past performance is not a guarantee of comparable future results. The above examples are used for illustrative purposes only and 
should not be relied upon as advice or interpreted as a recommendation. 

Source: J.P. Morgan Asset Management
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Lack of correlation with other asset classes

0.19

U.S. 
Treasuries Munis

U.S. Large 
Cap EM Equities

Direct Real 
Estate

Infrastructure* 0.20 0.14 0.15 0.27

*Using modeled infrastructure returns based on 20 years of cash flow data from U.S. and European infrastructure assets

Source: J.P. Morgan Asset Management Research Team;Lehman Brothers Treasury Index for US Treasuries, Lehman Brothers 
CMP Int Muni (1-17) Index for Munis, S&P 500 Total Return Index for US Large Cap, Emerging Markets Gross Index for EM 
Equity, and NCREIF Total Return Index (unsmoothened using an algebraic logarithm to create monthly series out of the 
quarterly series that NCREIF publishes) for Direct Real Estate.
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Infrastructure market outlook

� Credit crisis

– Less leverage available, with tighter covenants

– Prices are moderating, therefore returns are increasing

– Opportunities available for disciplined investors

� Political considerations

– Infrastructure and clean energy are a focus of the Obama administration

– Government budget shortfalls and greater awareness will lead to more 
opportunities for PPPs

� The economy

– Infrastructure is relatively recession resistant

– Assets are attractive if global stimulus causes future inflation

� Robust investment pipeline

– Supply of attractive assets exceeds availability of capital

Airports

Bridges

Roads

Dams

Drinking water

Wastewater

Transit

Energy (national grid)

Overall

D

C

D-

D

D-

D-

D

D+

D

Subject                    2009 Grade

2009 ASCE report card for 
America’s infrastructure*

*Source:  American Society of Civil Engineers

Estimated 5 Year 
Investment Need: 

$2.2 Trillion$2.2 Trillion
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Various means exist to gain exposure to infrastruct ure assets

� Funds investing in listed securities

� Exchange Traded Funds (e.g., Barclays, State Street)

� Listed closed-end funds (e.g., 3i Infrastructure, MIG)

� Private Equity closed-end funds

� Open-end private commingled funds

� Direct Private investing

� Infrastructure fund-of-funds 



18

STRICTLY PRIVATE/CONFIDENTIAL

How does brownfield infrastructure investing work?

Investors

Investors commit to a fund that buys and optimizes infrastructure businesses.  Investor returns 

come from operating profits and capital appreciation.

Corporate plan

Union plan

Insurance co.

Public plan

Infrastructure Businesses

Infrastructure

Fund

$

$

Profits/Cash Flows

Business Model

•Revenue from water bills

•Regulator rewards efficient 
operation and investment in 
system improvements

•Revenue from tolls

•Profitability gains from 
electronic tolling, increasing 
capacity, efficient operations 
and maintenance

•Revenue from contracts with 
utilities

•Revenue and cash flow 
growth from operating 
improvements, adding 
windmills, re-powering, and 
financial engineering. 
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This document is intended solely to report on various investment views held 
by J.P. Morgan Asset Management. Opinions, estimates, forecasts, and 
statements of financial market trends that are based on current market 
conditions constitute our judgment and are subject to change without notice. 
We believe the information provided here is reliable but should not be 
assumed to be accurate or complete. The views and strategies described 
may not be suitable for all investors. References to specific securities, asset 
classes and financial markets are for illustrative purposes only and are not 
intended to be, and should not be interpreted as, recommendations. Indices 
do not include fees or operating expenses and are not available for actual 
investment. The information contained herein employs proprietary
projections of expected returns as well as estimates of their future volatility. 
The relative relationships and forecasts contained herein are based upon 
proprietary research and are developed through analysis of historical data 
and capital markets theory. These estimates have certain inherent 
limitations, and unlike an actual performance record, they do not reflect 
actual trading, liquidity constraints, fees or other costs. References to future 
net returns are not promises or even estimates of actual returns a client 
portfolio may achieve. The forecasts contained herein are for illustrative 
purposes only and are not to be relied upon as advice or interpreted as a 
recommendation. 

Real estate and infrastructure investing may be subject to a higher degree of 
market risk because of concentration in a specific industry, sector or 
geographical sector. Real estate and infrastructure investing may be subject 
to risks including, but not limited to, declines in the value of real estate, risks 
related to general and economic conditions, changes in the value of the 
underlying property owned by the trust and defaults by borrower.

The value of investments and the income from them may fluctuate and your 
investment is not guaranteed. Past performance is no guarantee of future 
results. Please note current performance may be higher or lower than the 
performance data shown. Please note that investments in foreign markets 
are subject to special currency, political, and economic risks. Exchange rates 
may cause the value of underlying overseas investments to go down or up. 
Investments in emerging markets may be more volatile than other markets 
and the risk to your capital is therefore greater. Also, the economic and 
political situations may be more volatile than in established economies and 
these may adversely influence the value of investments made. 

The deduction of an advisory fee reduces an investor’s return. Actual account 
performance will vary depending on individual portfolio security selection and the 
applicable fee schedule. Fees are available upon request.

The following is an example of the effect of compounded advisory fees over a 
period of time on the value of a client’s portfolio: A portfolio with a beginning value 
of $100 million, gaining an annual return of 10% per annum would grow to $259 
million after 10 years, assuming no fees have been paid out. Conversely, a 
portfolio with a beginning value of $100 million, gaining an annual return of 10% 
per annum, but paying a fee of 1% per annum, would only grow to $235 million 
after 10 years. The annualized returns over the 10 year time period are 10.00% 
(gross of fees) and 8.91% (net of fees). If the fee in the above example was 
0.25% per annum, the portfolio would grow to $253 million after 10 years and 
return 9.73% net of fees. The fees were calculated on a monthly basis, which 
shows the maximum effect of compounding.

All case studies are shown for illustrative purposes only and should not be relied 
upon as advice or interpreted as a recommendation. They are based on current 
market conditions that constitute our judgment and are subject to change. Results 
shown are not meant to be representative of actual investment results. Past 
performance is not necessarily indicative of the likely future performance of an 
investment.

Any securities mentioned throughout the presentation are shown for illustrative 
purposes only and should not be interpreted as recommendations to buy or sell. 
A full list of firm recommendations for the past year is available upon request. 

J.P. Morgan Institutional Investments Inc., placement agent, member 
FINRA/SIPC.

J.P. Morgan Asset Management is the marketing name for the asset
management business of JPMorgan Chase & Co.  Those businesses include, but 
are not limited to, J.P. Morgan Investment Management Inc., JPMorgan 
Investment Advisors Inc., Security Capital Research & Management Incorporated 
and J.P. Morgan Alternative Asset Management, Inc.

Copyright © 2009 JPMorgan Chase & Co. All rights reserved.

J.P. Morgan Asset Management


