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COVID-19 Update from the Fund Adviser 

 

Fund Objectives  

− Deliver a regular income expected to be 5%* per annum 
− Preserve investors’ capital throughout market cycles and protect from inflation, with the potential for 

capital growth  
− Invest in GBP UK Listed securities including Investment Companies, Equities, Bonds and REITs 
− Provide exposure to the UK listed infrastructure sector, a vital sector for the UK’s economy, with a focus 

on long-dated, visible cash flows backed by government or a regulated framework 

*This is an unofficial target and there is no guarantee it will be achieved. Per annum by reference to launch price of £1.00 per unit, payable 
quarterly, one month in arrears.  

Infrastructure assets provide the services and facilities necessary for a society and economy to function 
successfully. They range from small single assets such as GP surgeries to projects as complex as Crossrail. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Valuations and COVID-19 

Share prices remain lower than before COVID-19 but there has been a significant and relatively broad-based 
recovery. We believe the recovery is warranted given the underlying resilience of the cash flows to which the 
companies are exposed and there has been some rationalisation among investors. The average premium of the 
portfolio at the end of April 2020 was 1.39%, and weighted average premium was 3.41%.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Generally, when valuing closed-ended structures that use a discounted cash flow model we believe investors 
should focus on the expected return implied from a given share price, rather than arbitrary levels of 
premium/discount to NAV. 

 



The resilience of cash flows  

 

 

 

 

 

 

 

 
 
 
The Fund mainly invests in companies exposed to the types of cash flows located on the left-hand side of the 
graph above. Cash flows are long dated and backed by government or a regulated framework. This affords greater 
cash flow predictability and ultimately leads to lower volatility at share price level.  

To achieve this the Fund is managed in line with various internal guidelines, including 75% government backed 
cash flows or within a regulated framework; a minimum of 80% must be invested in completed/operational assets; 
maximum of 20% of the Fund invested in ‘demand’ based projects which generate revenues per user, which is 
variable. Availability-based projects, such as hospitals and GP surgeries, generate revenues on a long term 
contractual basis. 

These disciplines around portfolio construction gives rise to our confidence in the resilience of the Fund 
and its ability to perform during a recession. Exposures of the Fund, by sector, and an assessment of the 
impact of COVID-19 are shown below:  
 

 

 

 

 

 

 

 

 

 

 
Underlying exposure – Renewable Power Generation - 33.3% exposure 

The table above shows some of the key sensitivities for renewable energy power generators and our near term 
expectations and possible outcomes these factors may have on asset valuations. 



• Power prices – near term, UK electricity price forecasts have declined, caused by decreased demand; 
adjustments have been made to the near end of the power price curve, which has resulted in reductions to 
asset valuations. Over the longer term, power price expectations will oscillate, and we think various 
factors will positively impact power prices such as the decarbonisation and electrification of heating 
and transport and the reduction in conventional forms of baseload generation capacity under way. 
Fluctuations in valuations may occur but near term cash flows remain stable. In the near term a significant 
amount of the market price exposure is sold forward, giving additional cash flow visibility over the next 
1-2 years. Companies fix prices at opportune times as part of an ongoing process and it is considered 
probable that they will be looking for a recovery or a period of firmer pricing (vs. today) before seeking 
to lock in more forward sales. 

 
 

 

 

 

 

 
 
• Production – Greencoat UK Wind reported production levels approximately 20% over budget for Q1, a period 

which tends to contribute disproportionately to full year revenues and provides good read across for the 
performance of other UK wind power assets. 

• Discount rate – generally in the near term we expect a modest reduction in the discount rate reflecting 
the falls in UK long term government bond yields, among other factors. 

• Inflation – we do not anticipate any significant changes to the inflation expectations modelled by 
renewables companies.  

• Asset life – asset life extension has recently been a driver of valuation uplift. We expect this to be 
more muted in future however some incremental extensions may occur which would be positive.  

Underlying exposure – Property – 17.9% exposure 

REITs which own Primary Care, Care Homes, Accommodation, and Logistics assets  

• Primary Care facilities and Care Homes remain open, operational, and performing during this pandemic. The 
asset owners’ ability to collect rents remains high and therefore, so is the ability to sustain their 
dividends. GP surgeries make up the majority of the Primary Care exposure and rents are government backed.  

• Accommodation includes residential, social housing and student accommodation. There is very little impact 
of COVID-19 on rental collection from residential and social housing, which is funded by Local Authorities. 
The social distancing measures are impacting student accommodation, reducing their near term ability to 
collect rent. Operators in the sector have released students from the obligation to pay their final term’s 
rent instalment. Fund holdings are well capitalised and the dividends have been reaffirmed.  

• Logistics exposure represents business critical assets with high-quality underlying tenants, such as 
Amazon and Ocado, which are performing well during this pandemic. We expect some limited impact on 
dividends.  

Underlying exposure – Energy Infrastructure, Utilities, Communications – 12% exposure 

Energy Infrastructure, Utilities and Communications exposure is broadly unaffected by COVID-19. 

• Utilities exposure includes energy transmission networks and water utilities operating within a regulated 
asset base model with dependable returns and income and we do not see a threat to dividends.  

• Communications holdings benefit from subscription-based models which will be largely unaffected by the 
virus, or a recessionary environment. Retail revenue is well supported, although business revenue may be 
weaker. There is the potential to offset weaker business revenue with the provision of new services and 
opportunities to assist corporates working under the prevailing conditions.  

• Energy storage assets comprise much of our Energy Infrastructure exposure. These assets are entirely 
unaffected by COVID-19 and uncorrelated to economic activity. They have recently reported solid operational 
performance due to asset optimisation, and we expect strong dividend growth. 

Underlying exposure – Social Infrastructure – 5.1% exposure 

• Social Infrastructure assets such as schools and hospitals tend to be contracted under a PFI/PPP framework 
and are generally availability-based cash flows backed by government. COVID-19 is not a risk to these 
cash flows and we consider political risk to be benign under a Conservative Government.  

• The Fund has modest exposure to volume-based transport assets which have been impacted by travel 
restrictions. These assets are well capitalised and although reduced demand will clearly impact near term 
cash flows, they are generally in a good position. 



Underlying exposure – Economic Infrastructure – 4.1% exposure 

• Includes business-critical assets with a large portion of demand-based cash flows which are being impacted 
by COVID-19 with, for example, travel restrictions reducing activity for ground-handling assistance at 
airports.  

• Generally, performance here is linked to GDP growth and broader economic activity however this exposure 
makes up a modest portion of the portfolio.  

• Where the Fund is exposed to economically sensitive infrastructure, it is well capitalised; in the event 
of significant interruption to cash flows, there is scope for dividend support.  

Underlying exposure – Infrastructure Debt and Secured Lending – 23.8% exposure 

The exposure to debt and its rank in the capital structure provides a solid defence for the portfolio. 

• Around 1/3 of this exposure is to government backed cash flows in the form of PFI/PPP contracts or 
subsidies. The political risk is benign and we believe this to be very secure income, unaffected by the 
current environment.  

• The Fund has some exposure to direct corporate debt from good quality issuers. The counterparty risk is 
negligible and the default risk low. We expect continued receipt of coupons, and where relevant, principal 
repayments. 

• Another 1/3 of this exposure is to a portfolio of highly diversified economic infrastructure debt. This 
is more demand-based and impacted by economic activity. Nevertheless, the position in the capital structure 
affords significant protection and equity buffers are high. We do not presently expect interest or 
principal repayments to be affected. There has been impact on the near term NAV, with credit spreads 
widening and mark to market adjustments. The environment is changing rapidly and we may see NAVs being 
marked up with the contraction in spreads which occurred over April. 

• There is exposure to Secured Loans which are defensively positioned and short term in maturity. We have 
seen no disruption to payments from borrowers and no requests for deferral to payments. Mark to market 
adjustments are occurring causing short term impacts to NAVs; we think there is ample scope for these to 
be readjusted upwards in the near term.  

Dividend reliability 

The Fund targets a 5% net yield pa, which has been achieved in each full year since inception. At the start 
of 2020 we guided that achieving the yield objective based on the starting price at the beginning of the year 
would be challenging given strong capital performance. Generating income remains the key focus of the strategy. 

In spite of the current climate, we believe there is scope for special dividends to be paid by some portfolio 
companies which, if they transpire, will bolster the yield and assist greatly in achieving the 5% net yield 
objective.  

We anticipate absolute distributions can grow year by year. The distribution declared in Q1 provides a strong 
foundation, being 6.6% higher than Q1 2019 (C GBP Income share class). We will actively seek ways to enhance 
the yield as we progress through the year.  

 

 

 

 

 

 

 
 
 
 
In the current environment of dividend cuts and suspensions it is important to highlight the Fund’s dividend 
reliability:  

• 91% of portfolio holdings by weight have reaffirmed or declared near term dividend targets in line 
with expectations.  

• One company (around 2% by weight) has reduced its next quarterly dividend (a reduction of c.10%). It 
is considered possible this company could deliver a dividend in line with original expectations as 
the year progresses.  

• The remaining exposure includes direct fixed income, which we expect to be unaffected by COVID-19 and 
some traditional equity exposure, companies that would not typically comment on dividends ahead of 
scheduled announcements. 



Yield spread 

Infrastructure yields typically range between c.5%-6% while corporate bond yields and gilt yields have 
oscillated to a greater extent and have tracked materially lower. The differential, or ‘spread’, remains 
considerable, particularly when compared to Gilts suggesting that infrastructure offers compelling value.  

 

 

 

 

 

 

 

 
How did the Fund perform during the recent sell off? 

We expect the Fund to demonstrate low volatility, both in absolute terms and when compared to equities, and 
additionally to provide lower beta exposure. The Fund has achieved these aims since inception. The graph 
below shows how the Fund has behaved year-to-date. 

The recent sell-off affected UK equities first, before permeating into more defensive sectors such as 
infrastructure. The Fund did not fall as heavily as equities (Fund -7.77% vs MSCI UK -21.44%). The Fund has 
not regained all of the lost ground, but it has quickly recovered a significant amount.  

 

 

 

 

 

 

 

 

 

 
Infrastructure pipeline 

HM Government has a substantial pipeline of 684 planned infrastructure projects over the next 10 years in 
the UK. 

We expect the Government to present a 
revised National Infrastructure 
Strategy which will bring 
opportunities in infrastructure to 
the private sector, whose involvement 
in the provision of finance is 
supported by the Conservative 
Government. It seems likely the 
involvement of the private sector will 
be particularly welcome as a boost to 
the economy post-pandemic. Regardless 
of whether this form of stimulus 
materialises, we expect portfolio 
companies to continue to source 
opportunities in the secondary 
market.  



DISLAIMER 

WARNING: The information in this report 
is presented by Valu-Trac Investment 
Management Limited using all reasonable 
skill, care and diligence and has been 
obtained from or is based on third 
party sources believed to be reliable 
but is not guaranteed as to its 
accuracy, completeness or timeliness, 
nor is it a complete statement or 
summary of any securities, markets or 
developments referred to. The 
information within this report should 
not be regarded by recipients as a 
substitute for the exercise of their 
own judgement. 

The information in this report has no 
regard to the specific investment 
objectives, financial situation or 
particular needs of any specific 
recipient and is published solely for 
informational purposes and is not to be 
construed as a solicitation or an offer 
to buy or sell any securities or 
related financial instruments. In the 
absence of detailed information about 
you, your circumstances or your 
investment portfolio, the information 
does not in any way constitute 
investment advice. If you have any 
doubt about any of the information 
presented, please consult your 
stockbroker, accountant, bank manager 
or other independent financial advisor. 

Value of investments can fall as 
well as rise and you may not get 
back the amount you have invested. 
Income from an investment may 
fluctuate in money terms. If the 
investment involves exposure to a 
currency other than that in which 
acquisitions of the investments are 
invited, changes in the rates of 
exchange may cause the value of the 
investment to go up or down. Past 
performance is not necessarily a 
guide to future performance. Any 
opinions expressed in this report 
are subject to change without notice 
and Valu-Trac Investment Management 
Limited is not under any obligation 
to update or keep current the 
information contained herein. 
Sources for all tables and graphs 
herein are Valu-Trac Investment 
Management unless otherwise 
indicated. 

The information provided is “as is” 
without any express or implied 
warranty of any kind including 
warranties of merchantability, non-
infringement of intellectual 
property, or fitness for any 
purpose. Because some jurisdictions 
prohibit the exclusion or limitation 
of liability for consequential or 
incidental damages, the above 
limitation may not apply to you. 

Users are therefore warned not to rely 
exclusively on the comments or conclusions 
within the report but to carry out their 
own due diligence before making their own 
decisions.  

Unless otherwise stated Equity Market 
price indices used within this publication 
are sourced or derived from data supplied 
by MSCI Inc 2020. 

Valu-Trac Investment Management Limited 
and its affiliated companies, employees of 
Valu-Trac Investment Management Limited 
and its affiliated companies, or 
individuals connected to them, may have or 
have had interests of long or short 
positions in, and may at any time make 
purchases and/or sales as principal or 
agent in, the relevant securities or 
related financial instruments discussed in 
this report. © 2020 Valu‑Trac Investment 
Management Limited. Authorised and 
regulated by the Financial Conduct 
Authority (UK), registration number 
145168. This status can be checked with 
the FCA on 0800 111 6768 or on the FCA 
website (UK). All rights reserved. No part 
of this report may be reproduced or 
distributed in any manner without the 
written permission of Valu-Trac Investment 
Management Limited. Valu-Trac™ is a 
registered trademark. 

 

Investment Manager and Dealing 

Valu-Trac Investment Management Ltd   Valu Trac Dealing 

01343 880217   01343 880344  UKinfrastructure@valu-trac.com 
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