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SELECTIVE ABOUT INFRASTRUCTURE:
The case for a specialist approach

The listed infrastructure sector is notable for providing income and lower long-
term volatility. However, it’s important to recognize that not every stock in this
sector contributes equally to that goal.

Listed infrastructure has been shown to be a sector where investors can find defensive growth. Notably,
the major listed infrastructure indices* tend to perform defensively against global equities.

Consider the chart below. The light blue line illustrates the monthly performance of the S&P Global
Infrastructure Index over the past 13 years against the MSCI AC World Index. It shows that the
S&P Global Infrastructure Index participates in around 70-75% of the volatility of global equities both
in months when markets rise as well as when they fall — in other words it displays lower beta to
global equities.

So, it can be seen that a generalist approach to listed infrastructure offers a measure of protection.
However, the dark blue line in the chart shows the application of a more selective approach to listed
infrastructure as carried out by the RARE Infrastructure Value Strategy. This has brought much greater
downside protection, while only sacrificing a small amount of the upside of a generalist approach.
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1.RARE Value Strategy — Gross, AUD Hedged, FactSet Research Systems (Portfolio Code — CLIENT: H_REP_VAL_GROSS), monthly since 31/08/2006
S&P Global Infrastructure — Gross, Local, FactSet Research Systems (Client:SPLOCAL_GROSS), monthly since 31/08/2006

MSCI AC World — Gross, Local, FactSet Research Systems (Index Code — MSCI:892400) monthly since 31/08/2006

Past performance is not a reliable indicator of future performance.

*The DJ Brookfield World Infrastructure — TR, MSCI World Core Infrastructure — (net), FTSE Global Core Infrastructure, FTSE Global Core
Infrastructure 50/50, FTSE Developed Core Infrastructure 50/50, S&P Global Infrastructure Index.



The reason for the difference in outcomes is driven by two factors:

1. The definition of infrastructure. Listed infrastructure indices cover a range of companies that vary
greatly in their nature — not all of which are conducive to defensive growth. Some firms own assets
that command the most desirable attributes of the sector — pricing power, limited competition and
inflation-linked revenues. Most indices also include companies that lack these attributes — such as
companies highly exposed to commodity prices; utility retailers and telecommunications companies
that compete with each other for market share; and service, logistics and maintenance companies
that do not own hard assets. The chart below illustrates that while during more benign markets it
may be difficult to tell these approaches apart, the definition of listed infrastructure can provide an
important source of protection in down markets. During the last severe downturn (GFC) the RARE200,
the investment universe for the RARE Infrastructure Value Fund, delivered an improved risk and return
profile than the S&P Global Listed Infrastructure Index which performed only marginally better than
global equities.
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RARE calculations as at 31 December 2018.

RARE 200- Gross, Local, FactSet Research Systems (Portfolio Code — CLIENT:RARE200_LOC_TST)

S&P Global Infrastructure — Gross, Local, FactSet Research Systems (Index Code — SPLO_G:STRGLIFX), monthly since 31/08/2006

MSCI AC World — Gross, Local, FactSet Research Systems (Index Code — MSCI:892400) monthly since 31/08/2006

The performance data for the RARE 200 is non-actual performance data and reflects the performance of stocks which have been chosen retrospectively.
Past performance is not a reliable indicator of future performance.

2. Benchmark unaware portfolio construction. RARE’s approach targets an absolute return benchmark
over rolling 5-year periods. Portfolio construction guidelines allow the Portfolio Managers the flexibility
to allocate between the more defensive, regulated utility sectors, and the more economically sensitive
user pays assets. The ability to rotate the portfolio through economic cycles has led to the Value
Strategy improving on the downside results when compared to the RARE200 without material impact
on the upside.

Core infrastructure defined
We believe investors who seek defensive growth and/or higher-than-average premiums are better
served focusing on “core” listed infrastructure companies — RARE defines this criteria as follows:

> Predictable cash flows: Regulation and/or long-term contracts which enforce viable and stable
cash flows can result in a relatively stable source of earning and dividend income.

> Low volatility valuation: Firms with predictable and stable revenues, cost structure and capital
expenditures are less likely to have a volatile market valuation.

> Inflation protection: Infrastructure revenue is often linked to inflation, whether due to regulation,
concession agreements or public contracts.

> Long-duration assets: These are long dated income generating assets, with a revenue stream that
often occurs over a number of decades.



> High barriers to entry: The size and expense of most infrastructure assets means that, by design,
they often operate as monopolies or oligopolies. This market power tends to lead towards lower
volatility in the market price due to the stability in market pricing and cash flows.

Building a listed infrastructure portfolio

Once these requirements for companies are met, infrastructure strategies can be better tailored to
pursue specific outcomes.

If an investor is particularly risk averse, portfolios can lean toward companies that offer essential services
such as water, electricity and gas. Demand for these remains relatively stable even in times of economic
weakness, making the revenue of utilities easier to project.

If the economic outlook is more positive and investors are prepared to take higher risks, then an
infrastructure portfolio should have a higher proportion of ‘user pay’ assets. Railways, airports, roads,
ports, mobile phone towers and satellites are examples of user pay assets, all of which are critical to
move people, goods and services through an economy. These assets generally offer high barriers to
entry and therefore have defensive properties. However, as an economy expands, their revenues also
typically grow — giving them a growth component.

A portfolio that dynamically allocates to both types of infrastructure in response to valuation opportunities
and shifts in economic outlooks has the potential to get the best of both worlds.

Fine tuning the portfolio

The investor can choose to be overweight to emerging market listed infrastructure. When blended into
a global portfolio, carefully selected emerging market stocks can offer higher potential dividends owing
to higher rates of interest in most EM countries. They also help diversify risk and widen the opportunity
set, giving the potential for greater risk-adjusted returns.

Conclusion

In building a defensive growth portfolio, we believe in strict entry requirements for the companies.
Simply because a company is categorised as being in the infrastructure sector does not make it part of
the solution. Companies should be analysed to see if they meet the hurdles of having predictable cash
flows, inflation protection, owning long-duration assets and having high barriers to entry and limited
competition in their market.

Important information

While the information contained in this document has been prepared with all reasonable care, the RARE Infrastructure Group does not accept any responsibility
or liability for any errors, omissions or misstatements however caused. This information is not personal advice. 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. Investors should be aware that any views expressed in this material are given as of the date of publication and such
views are subject to change at any time. 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. Past performance
is not indicative of future performance. Returns can be volatile, reflecting rises and falls in the value of underlying investments. Any prospective PE ratios and
dividend yields or forecasts referred to in this material constitute estimates which have been calculated by the RARE Infrastructure investment team based on
RARE’s investment processes and research. 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 and EU/EEA by RARE Infrastructure
Limited (“RIL”), registered office Level 13, 35 Clarence Street, Sydney, NSW 2000, Australia (ACN 84119339052; AFSL307727). In Canada and the United States of
America, issued and approved by RARE Infrastructure (North America) Pty Ltd (“RINA”), registered office Level 13, 35 Clarence Street, Sydney, NSW 2000, Australia
(ACN 138069191). Neither RIL nor RINA are registered as a dealer in any province in Canada. RIL and 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 EU/EEA from the UK through Legg Mason Investments (Europe) Limited, which is Authorised & Regulated by the Financial Conduct Authority,
registered office 201 Bishopsgate, London EC2M 3AB. Legg Mason Investments (Europe) Limited is registered in England and Wales with Company No. 7970290.
This material is issued in the EU/EEA by Legg Mason Investments (Europe) Limited. RARE Infrastructure is an affiliate of Legg Mason.
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