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Key Takeaways

» Listed infrastructure’s defensiveness relative to other equities and its ability to
provide long-term capital growth over an economic cycle relative to bonds offer
differentiation in an environment of macroeconomic uncertainty and higher bond
yields.

» ClearBridge invests across two defined buckets of listed infrastructure — regulated
assets and user-pays assets — whose earnings are governed by regulation or long-
term concessional contracts that provide visibility over each company’s ability to
generate cash flow.

» Seeking total return through listed infrastructure is important in a world of higher
bond yields, as bonds may offer higher income today, but will not be able to offer
capital appreciation through the cycle.

The second half of 2023 is set up as a tug of war between still-optimistic market
expectations for a soft landing and more cautious economic forecasts that call for a
recession. Given the macroeconomic uncertainty globally, we believe the defensive
nature of infrastructure, in particular the revenue determination of infrastructure
companies, as well as infrastructure’s ability to provide long-term capital growth over
an economic cycle — underpinned by predictable and reliable income — make the
asset class attractive in a world of higher bond yields.

What Is Infrastructure?

Infrastructure consists of physical assets that provide an essential service to society.
These are services we use and interact with every day. For instance, we use gas, water
and electricity to carry out our daily activities and rail and roads to get from place to
place.

Further, in ClearBridge's definition of infrastructure, there must also be robust
frameworks in place to ensure that the equity holders of the companies we invest
in get paid. These frameworks can be regulatory in nature or based on long-
term concessional contracts. Both framework structures provide visibility over the
company'’s ability to generate cash flow.

This document contains opinions provided by ClearBridge’s Specialist Global Listed Infrastructure Team.
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Broadly, our definition of infrastructure has two yields, which means price increases are often linked
buckets: regulated assets and user-pays assets. to inflation, and long-term valuations are relatively
For regulated assets, such as water, electric, gas and immune to changes in bond yields.

renewable energy utilities, a regulator determines Revenues for user-pays assets such as railways, toll
the revenues that a company should earn on their roads, airports, ports and communication towers,
assets, and revenues typically reflect the size of meanwhile, are driven by pricing and volume, with
the company’s asset base, its cost of capital, its prices generally set by long-term contracts, and
operating expenditures and taxes, and an allowance volume generally a reflection of economic activity,
for the capital depreciation of its assets (Exhibit 1). such as is measured by GDP (Exhibit 2). As an
Because demand for these assets is steady and the economy grows, develops and prospers, demand for
regulator determines revenue, companies owning these assets also typically grows.

and operating regulated assets show a relatively
stable cash flow profile over time. Additionally, the
regulator periodically accounts for inflation and bond

Infrastructure companies may therefore provide
predictable revenue derived from underlying assets.
For investors, this offers excellent visibility for
revenues and ultimately earnings and dividends.

Exhibit 1: Regulated Asset Revenues: U.K. Water Utilities
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“Average of each revenue component for 2015-2020 regulatory period. Source: Ofwat, internal calculations.

Exhibit 2: User-Pays Asset Revenues: A Toll Road Operator
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Source: Transurban, internal calculations. FY19 revenue breakdown.
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Earnings Stability and Certainty

Infrastructure’s expected resilience in different
macroeconomic environments provides stability
of earnings: using the Global Listed Infrastructure
Organisation (GLIO) index as a proxy, over the past
two decades, there has only been one instance

of negative year-over-year EBITDA growth for
infrastructure (Exhibit 3).

Given demand for regulated and contracted utilities
is steady and a regulator determines the revenue,
these companies have a fairly tight range of annual
earnings growth (Exhibit 4). Due to their essential
nature and predictable pricing, user-pays assets also
have a tighter range of earnings growth relative to
general equities.

Further, due to their regulated nature, utilities results
can be generally forecasted with greater certainty
relative to general equities. Looking at the earnings
range (expressed in %) of the most bullish and bearish
sell-side broker for companies within each sector,
there are less discrepancies among the sell-side
brokers for utilities (Exhibit 5). Compared to utilities,
there is relatively greater uncertainty for user-pays
assets’ earnings growth given the less predictable
volume component, although user-pays assets have
a tighter range of forecast differences than general
equities.
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Exhibit 4: Forecasted Earnings Growth for 2024-2025 for
Different Types of Infrastructure and Equities
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As at30 June 2023. FY2023-24 refers to the current unreported year;
FY2024-25 refers to the next reporting year. Utilities and user-pays:
RARE Income Universe excluding emerging markets, due to lack of
sell-side coverage. ACWI: MSCI AC World Index excluding emerging
markets, due to lack of sell-side coverage. NASDAQ100: Nasdag-100
Index. Box plot represents quartiles, with first and fourth quartiles
unshaded and bounded by minimum and maximum forecasts (bottom
and top lines), and middle quartiles shaded. The median forecast is
marked by the horizontal line in the box; the average is marked with an x.
Source: ClearBridge Investments, FactSet consensus estimates — high

versus low.

Exhibit 3: Year-Over-Year EBITDA" Growth for Infrastructure and Global Equities (1999-2022)
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"EBITDA is earnings before interest, taxes, depreciation and amortisation. This earnings measure removes some of the impact of different accounting

standards applied across different regions and sectors.

As at31 December 2022. Source: Global Listed Infrastructure Organisation (GLI0). Comparison of Year-on-Year EBITDA for the GLIO Index

(Infrastructure) and MSCI World Index (Global Equities).
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Exhibit 5: Consensus Earnings Forecast Ranges
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As at30 June 2023. FY2023-24 refers to the current unreported year;
FY2024-25 refers to the next reporting year. Utilities and user-pays: RARE
Income Universe excluding emerging markets, due to lack of sell-side
coverage. ACWI: MSCI AC World Index excluding emerging markets,

due to lack of sell-side coverage. NASDAQ100: Nasdag-100 Index. Box
plotrepresents quartiles, with first and fourth quartiles unshaded and
bounded by minimum and maximum forecasts (bottom and top lines), and
middle quartiles shaded. The median forecast is marked by the horizontal
line in the box; the average is marked with an x. Source: ClearBridge
Investments, FactSet consensus estimates — high versus low.

Investing in Infrastructure for Total Return

As demonstrated, utilities and user-pays revenues

and earnings are relatively stable and predictable. In
times of economic stress, then, infrastructure assets

in listed markets should provide defensive exposure.
The compound effect of this defensive exposure

in down markets, coupled with appropriate upside
participation, especially from the GDP-dependent
user-pays assets, has enabled infrastructure to achieve
attractive total returns historically.

In ClearBridge's definition of infrastructure, as
expressed in our proprietary RARE Income Universe,
we believe it is necessary to understand the quality
of an infrastructure company’s assets as well as the
regulation and contracts governing them. Active
infrastructure managers can focus on companies in
such a universe that have proven their ability to grow
capital through the economic cycle, that can offer
total returns through both dividends and capital
appreciation, and that can, through this combination,
outperform major asset classes with less risk than
broad equities (Exhibit 6).

Exhibit 6: Total Returns for Infrastructure Versus Other
Asset Classes
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Since inception of ClearBridge Global Infrastructure Income Strategy
(31 October 2010 to 30 June 2023). RARE Income Universe represents
~170infrastructure companies chosen using a proprietary methodology
based on visibility and predictability of cash flows and a minimum level
and quality of dividend yield. Total Returns in USD. Index used for Global
Equities: MSCI AC World Index; Global REITS: FTSE EPRA/NAREIT
Global; Global Bond: Bloomberg Global Aggregate. Source: ClearBridge
Investments, FactSet.

While global equities can provide attractive capital
returns and REITS can provide attractive yields, both
have revenues and, ultimately, earnings and dividends,
that are closely linked to economic activity. We believe
infrastructure has an edge as a long-term total return
solution due to the stable revenues it derives from the
underlying assets of these companies.

Seeking total return is important in a world of higher
bond yields, as bonds may offer higher income today,
but will not be able to offer capital appreciation
through the cycle. In a deteriorating economic
environment, resilient income, derived from stable
earnings frameworks of regulated infrastructure
assets, and exposure to economic growth through
user-pays assets, can contribute to strong total
returns, making listed infrastructure an attractive
investment proposition.
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Important Information

While the information contained in this document has been prepared with all reasonable care, ClearBridge Investments Limited (ABN 84 119 339 052, AFSL
No.307727) and its related companies (“ClearBridge”) 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 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 ClearBridge investment team. This research incorporates ClearBridge’s reasonable assumptions and beliefs concerning
future developments and their potential effect but are subject to risks and uncertainties that may be beyond ClearBridge’s control. Returns can be volatile,
reflecting rises and falls in the value of underlying investments. Accordingly, ClearBridge does not provide any assurance or guarantee that future
developments will be aligned with ClearBridge’s expectations, and actual results may differ materially from those expected by ClearBridge 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 and the United States of America by ClearBridge Investments Limited (“CIL"), 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 Investments (North America) Pty Ltd (“CINA"), registered office Level
13,35 Clarence Street, Sydney, NSW 2000, Australia (ACN 138 069 191). Neither CIL nor CINA are registered as a dealer in any province in Canada. CIL and
CINA 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, OSC or the Autorité des marchés financiers.

ClearBridge is wholly, indirectly owned by Franklin Resources, Inc., and part of ClearBridge Investments, LLC.

Performance source: Internal. Benchmark source: Morgan Stanley Capital International. Neither ClearBridge Investments, LLC nor its information providers
are responsible for any damages or losses arising from any use of this information. Performance is preliminary and subject to change. Neither MSCI nor
any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties or representations with
respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy,
completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall
MSCI, any of its affiliates or any third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect,
special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No further distribution or
dissemination of the MSCI data is permitted without MSCI's express written consent. Further distribution is prohibited.



