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  Understanding Infrastructure 
Read RARE’s specialist view on infrastructure and the key infrastructure 
characteristics we look for. 
Q. Firstly, what is Infrastructure?  
Infrastructure is the physical assets that provide an 
essential service to society. Put simply, these are the 
services we use and interact with every single day. For 
instance, we use gas, water and electricity to carry out 
our daily activities and we also use infrastructure, such 
as rail and roads, to get from location to location. 

Broadly, infrastructure can be categorised into two key 
buckets: regulated assets and user-pays assets.   

With regulated assets, the regulator determines the 
revenues that a company should earn on their assets. If 
an asset earns too much, then the company is required 
to return some of its revenues to its customers by 
lowering prices. Conversely, if the asset earns too little, 
then the company is able to increase its prices. This 
mechanism leads to a relatively stable cash flow profile 
over time. Additionally, the regulator periodically takes 
into account inflation, which means price increases are 
often linked to inflation. As such, these assets also act 
as a good hedge for inflation.  

With user-pays assets, a company’s revenue is 
dependent on how many people use their assets. These 
physical assets, namely rail, airports, roads and 
telecommunications towers, move people, goods and 
services throughout an economy. Therefore as an 
economy grows, develops and prospers, these assets 
also typically grow. For instance, as more people use, 
and to some degree depend on mobile phone data, we 
see mobile communications towers adding additional 
capacity to the physical towers to meet this demand.  

Q. What is RARE’s focus?  
At RARE, we focus exclusively on global listed 
infrastructure. These are publically traded 
infrastructure securities such as the shares of 
electricity, water and airport companies. Listed 

infrastructure investors can enjoy the attractive 
characteristics of the infrastructure asset class which 
includes: long-term stable cash flows, lower correlation 
and beta to other asset classes and inflation protection 
while enjoying the added benefits of listed markets 
such as liquidity and lower fees. 

Importantly, investing in the listed markets provides us 
with the flexibility to take advantage of market 
movements and to invest where we, as active 
managers, see value.  

One point we feel strongly on is what exactly is meant 
by infrastructure. When we started RARE in 2006, we 
felt that the existing infrastructure indices were flawed 
in numerous ways. Based on what we see as the key 
characteristics of infrastructure, we have created 
proprietary investment universes, bespoke to the 
requirements of each of our three active strategies. 
This framework has remained unchanged since our firm 
inception.    

Q. What are the key infrastructure 
characteristics RARE looks for when 
determining if a company is a 
suitable investment?  
The way we think of infrastructure investing is simple – 
the companies we invest in must meet three key 
criteria. Firstly the asset that the company owns must 
be a hard, physical asset. Secondly, this hard asset must 
provide an essential service to society or an economy. 
And lastly, there must be robust frameworks in place to 
ensure that we, the equity holders of the companies we 
invest in, get paid. This framework can be regulatory in 
nature or based on long-term concessional contracts. 
Both structures provide visibility over the company’s 
ability to generate cash flow. 



So when constructing our investable universe, the key 
characteristics we look for in a company come down to 
the stability of cash flows as well as the level of 
predictability of these cash flows. In assessing this we 
will also look at the political and legal framework the 
company operates in and their pricing power.  

Across our three investment universes, the companies 
held are either regulated utilities or owners of long-
term concessional assets. By their very nature, these 
types of companies provide us with a high-level of 
confidence that they will have cash flow generation 
well into the future.  

The image below summarises what types of 
Infrastructure assets we focus on and which ones we 
exclude.  

Q. What doesn’t RARE consider to 
be an infrastructure asset?  
In constructing our investment universe, there are two 
main types of infrastructure assets that we avoid.  

The first type is competitive assets that attract a higher 
risk relative to regulated and user-pays assets. Within 
the electricity sector, for instance, we are able to invest 
in the companies that own the electricity, transmission 
and distribution, however we exclude from our 
investable universe the companies that are exposed to 
wholesale energy prices. These companies generate 
electricity and then sell it back to the electrical grid. As 
such, they are subject to the forces of supply and 
demand which in turn reduces the predictability and 
reliability of their cash flows. This lack of cash flow 
predictability, among other things, increases their 
relative riskiness.  

Airport services such as refuelling and baggage 
handling for instance, are also excluded from our 
investable universe. This is because the companies that 
provide these services do not own the hard assets and 
have merely won a contract to provide these services. 
As there are no barriers to entry, such as regulation or 
long-term concessional agreements, there are limited 
safeguards in place to prevent another service provider 
from undercutting them on cost at contract renewal. 
This lack of framework increases the relative riskiness 
of these types of securities.  

The second type is community and social assets, which 
includes housing, public health, education and prisons. 
Firstly, these assets tend to be unlisted. As such, there 
are limited opportunities in the listed market. While 
these assets are not competitive in nature, we exclude 
them from our investable universe as they often 
include property exposure and or servicing and 
operating businesses. Generally their business models 
include availability based payments, often inflation 
linked, for a defined contract term. During this period, 
contracts are unable to be re-priced.  

As a result, they have neither the protection of 
regulated assets in terms of the ability to reprice the 
contracts, say for changes in bond yields, or pass 
through of operating costs; nor the upside of 
infrastructure assets in terms of the benefit of volume 
improvements, namely exposure to economic 
growth.  As a result, community and social assets tend 
to act as long duration assets with significant real bond 
yield exposure. 

Understanding these risks is at the core of RARE’s ethos 
and our name – ‘Risk-Adjusted Returns to Equity’ – 
illustrates our belief that investing is not just about the 
best returns but is also about managing risk in 
portfolios.   

The Infrastructure/Risk Continuum  
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Important information  
While the information contained in this document has been prepared with all reasonable care, RARE Infrastructure Limited (“RARE”) and its related 
companies accept no responsibility or liability for any errors, omissions or misstatements however caused. Any views expressed in this material are 
given as of the date of publication and such views are subject to change at any time. This material has been prepared for investment professionals, 
qualified investors and investment advisors only. This material is not suitable for retail investors and RARE Infrastructure does not authorise the 
provision of this material to retail investors. 

This information is not personal advice. It has been prepared without taking account of individual objectives, financial situations or needs. Where an 
investment product is mentioned, potential investors should seek independent advice as to the suitability of the product to their investment needs. 
Reference to shares in a particular company, is not a recommendation to buy, sell or hold that stock. Investors should be aware that past 
performance is not indicative of future performance.  

This information may contain forecasts, including in regard to targets, expected returns, PE ratios and dividend yields.  Any such statements are 
based upon research undertaken by the RARE Investments teams.  This research incorporates RARE’s reasonable assumptions and beliefs 
concerning future developments and their potential effect but are subject to risks and uncertainties that may be beyond RARE’s control. Returns 
can be volatile, reflecting rises and falls in the value of underlying investments. Accordingly, RARE does not provide any assurance or guarantee that 
future developments will be aligned with RARE’s expectations, and actual results may differ materially from those expected by RARE at the time of 
writing. 

The distribution of this document may be restricted in your jurisdiction. This document does not constitute an offer or solicitation in any jurisdiction 
in which to make such an offer or solicitation would be unlawful. It is your responsibility to ensure that any such product, security, service or 
investment outlined is available in your jurisdiction. 

Issued and approved outside Canada, United States of America, UK and EEA by RARE Infrastructure Limited (“RIL”), registered office Level 13, 35 
Clarence Street, Sydney, NSW 2000, Australia (ABN 84 119 339 052; AFSL 307 727). 

In Canada and the United States of America, issued and approved by ClearBridge RARE Infrastructure (North America) Pty Ltd (“CBI RINA”), 
registered office Level 13, 35 Clarence Street, Sydney, NSW 2000, Australia (ACN 138 069 191). Neither RIL nor CBI RINA are registered as a dealer in 
any province in Canada. RIL and CBI RINA are not offering the securities of any investment fund that may be described in the materials in Canada or 
the United States. This material has not been approved or verified by the SEC or the OSC. 

RARE Infrastructure operates in the EEA through Legg Mason Investments (Ireland) Limited, registered office 6th Floor, Building Three, Number One 
Ballsbridge, 126 Pembroke Road, Ballsbridge, Dublin 4, D04 EP27, Ireland. Registered in Ireland, Company No. 271887. Authorised and regulated by 
the Central Bank of Ireland. This material is issued in the EEA by Legg Mason Investments (Ireland) Limited.  

RARE Infrastructure operates in the UK through Legg Mason Investments (Europe) Limited, registered office 201 Bishopsgate, London EC2M 3AB. 
Registered in England and Wales, Company No. 7970290. Authorised and regulated by the Financial Conduct Authority. This material is issued in the 
UK by Legg Mason Investments (Europe) Limited. 

RARE Infrastructure is an affiliate of Legg Mason, and part of ClearBridge Investments, LLC. 
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