Investing for sustainable
& growing income

A case for listed infrastructure income funds

Listed infrastructure is a popular income solution for many. This is due to its track record of
consistently delivering a higher yield compared to global equities and 10-year bonds. In
creating listed infrastructure income portfolios, Portfolio Managers need to consider the
following fundamentals.

Firstly, whether an absolute total return (in excess of the return hurdle) can be achieved over
time. In other words, income targets should not be at the expense of long-term total return.
Secondly, whether the portfolio will sustainably produce income through a full market cycle.
Usually, a company’s exposure to the business cycle is intrinsically linked to their earnings,
profits and dividends.

The stability of income can be evaluated by looking at the predictability of a company’s cash
flows over time - the relationship between cash flow, the company’s capital structure and its
strategy for distributing this cash will ultimately impact the dividends to investors.

In this way, infrastructure has an edge as a long term income solution. Revenues are generally
linked to the asset base of these companies, rather than to the ups and downs of economic
activity. This being the case, the quality of a company’s assets and a detailed assessment of
the regulation or contracts governing them needs to be front and centre to a Portfolio
Manager’s process.This is what delivers stable cash flow and greater capital stability. As
demonstrated in the chart below, a growing asset base drives growth in dividend yields.
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For investors, this can provide excellent visibility over revenues and dividends, particularly as
we enter later stages of the economic cycle.

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 sharesin a
particular company, is not a recommendation to buy, sell or hold that stock. Past performance is not indicative of future
performance. Where targets or expected returns are mentioned, there is no guarantee these will be achieved. 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 UK/EEA by RARE
Infrastructure Limited (“RIL”), registered office Level 13, 35 Clarence Street, Sydney, NSW 2000, Australia (ABN 84 119 339
052; 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 138 069 191). 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 EEA through Legg Mason Investments (Ireland) Limited, registered
office 6th Floor, Building Three, Number One Ballsbridge, 126 Pembroke Road, Ballsbridge, Dublin 4, DO4 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.
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