The investment lessons learned
from the NHS

The cost stranglehold on the NHS remains, but it’s not all bad news. Jim Lydotes, lead portfolio
manager for the Pinnacle BNY Mellon Global Infrastructure Yield Fund finds hope in two
underinvested areas of the healthcare space.

Jim Lydotes holds up the UK’s National Health
Service as a global standard for how
privatisation ought to work. And yet the NHS
- asource of national pride for many Britons -
is effectively a victim of its own success and it
is increasingly stretched and facing ongoing
budget constraints. Yet therein lies a new
wave of investment opportunities, he says.

Lydotes, portfolio manager for the Pinnacle
BNY Mellon Global Infrastructure Yield Fund,
says the social infrastructure space is
becoming more interesting from an
investment perspective because the demands
on medical care facilities, schools, hospitals
and the like are growing, while budgets are
not. Therefore, this opens up a rich
opportunity set where the private sector’s
appetite to support government-run
institutions is ideally placed. As the

babyboomer generation ages - with many
now in retirement - healthcare and NHS
waitlists are facing more pressure because
they lack sufficient infrastructure to meet this
growing demand, therefore Lydotes and his
team are witnessing partnerships, of sorts,
taking place, where the government is
leveraging the underutilised private sector.

With less than 20% of the UK population
covered by private healthcare, a surplus of
underused facilities exists in many private
hospitals, so the overheads to pick up the
NHS’s excess care need not increase.

Lydotes explains: “There are huge fixed costs
to running a hospital: the staff; an X-ray
machine or MRI scanners, for example. So the
fixed costs are there anyway, but in

Page 1 | Re-urbanisation stress



N Pinnacle
/ A\

INVESTMENT MANAGEMENT

terms of the incremental revenue generated
through using [those machines] a few more
timesaday, 100% is going towards the bottom
line.”

The team favours healthcare real estate
investment trusts (REITs) as the vehicle of
choice to access this sector. Healthcare, he
says, as a defensive sector, means regardless
of the point in the market cycle, it will be in
favour. The challenge is around valuations in
the sector, and finding opportunities for
capital.

Lydotes adds: “Healthcare has a great end
market, as people will always need it. But you
need to find comfort around pricing and
supply. In the UK, we have met with and been
talking to private hospitals outside London
but the math really has to add up and, as yet,
we have not seen many elsewhere that are
adding up as viable investment options.”

It's not just a UK problem. The manager says
between now and 2030, there is expected to
be a 40% increase in the number of hospital
beds needed in the US, with much of that
requirement being met by the private sector.

“What we have identified is that the
healthcare REIT segment will be the source of
capital to bring to market in the next 10-12
years. As the oldest babyboomer is now 72
years old, we are starting to see the
demographic shifts as we are knocking on the
door of 10 years of tremendous demand from
the boomers, with a sharp inflection in
demand.”

Giving new meaning to long-term care?

The story goes beyond just hospital beds, he
says. With tremendous demand for age care,
inthe USin particular, a recent movement has
been for facilities that offer a “continuum of

care” from senior residential housing that
offersits residents a journey through the later
stages of life without the need for physical and
emotional upheaval.

He says there has been a long-held stigma
around these types of infrastructure assets
where the length of stay for a customer was
lessthan ayear.

However now, Lydotes is seeing the rise of
companies offering a more complete service;
starting with independent living facilities that
then can offer residents, after living there for
20 years or so, the opportunity to remain on
the same site and take advantage of more
intensive care services as required.

Looking past the emotional stigma, Lydotes
feels the space is a ripe asset class with 8%
dividend vyields not uncommon in certain
“deep value” strata of the healthcare REIT
sector.

He also highlights that this particular aspect of
healthcare looks poised for an upward
inflection as the ‘baby bust’ generation
matures.

“Everyone focuses on the baby
boom as driving demand,” he says.
“But the baby bust was 10 years
before that, around the 1930s
where birth rates fell off during
wartime. Those people are now
massively underrepresented but
we still expect to see an inflection
of care needs over the next few
years.”
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About the Team

James A. Lydotes
Managing Director, Senior Portfolio Manager

James (Jim) is the lead portfolio manager of the Global
Infrastructure Dividend Focus Equity and Global
Healthcare REIT strategies and a senior research analyst on
the Global Equity team, primarily focused on the
International Equity and International Small Cap Equity
strategies

Brock A. Campbell, CFA
Director, Portfolio Manager

Brock is a portfolio manager on the Global Infrastructure
Dividend Focus Equity strategy and also serves as a senior
research analyst on the Global Research team, covering
global utilities and industrials.

William J. Adams
Managing Director, Global Investment Strategist

William (Bill) is a global investment strategist for BNY
Mellon AMNA'’s active equity Non-US and Emerging
Markets investment disciplines, responsible for
communicating the teams’ strategies to clients, prospective
clients and consultants, serving as the critical interface
between client-facing staff and investment teams
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Important Information

If this document is used or distributed in Australia, it is issued by Pinnacle Investment Management
Limited (ABN 66 109 659 109 AFSL 322140) (‘Pinnacle’).

BNY Mellon

BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and its subsidiaries. BNY Mellon
Investment Management encompasses BNY Mellon’s affiliated investment management firms, wealth management
services and global distribution companies. BNY Mellon Investment Management is one of the world’s leading
investment management organizations and with US$1.8 trillion in assets under management as at June 30 2018.

Pinnacle BNY Mellon Global Infrastructure Yield Fund

Pinnacle Fund Services Limited ABN 29082 494 362 AFSL 238371 is the product issuer of the Pinnacle BNY Mellon
Global Infrastructure Yield Fund the ‘Fund’. The Product Disclosure Statement (‘PDS’) of the Fund is available at
https://www.pinnacleinvestment.com/funds/pni/global-infrastructure-yield/. Any potential investor should
consider the relevant PDS before deciding whether to acquire, or continue to hold units in, a fund. Please consult
your financial adviser before making a decision. Past performance is not a reliable indicator of future performance.

For the Fund, BNY Mellon Investment Management Australia Ltd (ABN 56 102 482 815, AFSL 227865) is the
appointed investment manager and BNY Mellon Asset Management North America Corporation is the appointed
sub-investment manager of the Fund (together they are referred to as ‘BNY Mellon’). BNY Mellon Asset
Management North America Corporation is exempt from the requirement to hold an Australian financial services
licence under the Corporations Act 2001 in respect of the financial services; and is regulated by the US Securities
and Exchange Commission (SEC) under US laws, which differ from Australian laws. Unless otherwise stated herein
all information sourced by BNY Mellon as 30 July 2018.

In preparing the report BNY Mellon may have relied on information provided by third parties. Whilst BNY Mellon
have no reason to doubt the accuracy of information used to prepare this report, BNY Mellon do not represent,
warrant or guarantee that this information is accurate, complete or suitable for any purpose and it should not be
used as a basis for investment decisions. Any opinions and estimates expressed in this document are those of the
BNY Mellon specialists and research analysts and do not necessarily represent the views of the BNY Mellon. They
reflect the BNY Mellon specialists and analyst's judgement as of the date of its publication, they involve a number
of assumptions that may not prove valid and are subject to change without notice. BNY Mellon and Pinnacle, are not
responsible for any subsequent investment advice given based on the information supplied.

This presentation is for general information only and should not be construed as a recommendation to purchase or
sell any security. This information has not been prepared to take into account the investment objectives, financial
objectives or particular needs of any particular person. Before making an investment decision you should carefully
consider, with or without the assistance of a financial adviser, whether such an investment strategy is appropriate
in light of your particular investment needs, objectives and financial circumstances. Past performance should not be
taken as an indication or guarantee of future performance and no representation or warranty, express or implied, is
made regarding future performance. Portfolio holdings are subject to change at any time without notice. The value
of investments and the income from them can fall as well as rise and investors may not get back the full amount
originally invested. Neither the performance of the investments discussed nor the payment of any income return or
the return of any capital is guaranteed by BNY Mellon, Pinnacle, or any related body corporate.

This document may not be used for the purpose of an offer or solicitation in any jurisdiction or in any circumstances
in which such offer or solicitation is unlawful or not authorised. This document may not be published in hard copy,
electronic form, via the web or in any other medium accessible to the public, unless authorized by BNY Mellon
Investment Management.
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