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Listed Infrastructure Equity
Exciting times ahead for infrastructure
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In this note we give a brief reminder of what listed infrastructure
equity is, how its various components can be classified, what it
offers compared to other investments, and how the sector has grown
over the last few years. Some of the beneficial performance-related
attributes of stocks in this sector are then examined using index
data. We then describe just some of the opportunities that are
opening up in this sector which are expected to contribute to further
growth. There are, however, risks that might have a negative impact
on growth projections, and some of these are then considered.
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Introduction

Listed infrastructure companies operate in a
very diverse range of industries across
several different sectors - utilities, transport,
renewables, communication and social,
according to one classification scheme that
can be used.

Another way of looking at this set of
companies is to break them down into “core”
and “non-core”. Companies in the former
group are characterised by their consistent,
predicable cashflows, revenues linked to
inflation, high capital cost and operating
margin, monopolistic features, and low
dependency on economic growth. Examples
here include water, electric and gas utilities,
and companies engaged in owning and
operating railways, airports and oil & gas
pipelines. Non-core companies are similar to
those in the core group in many ways but
carry varying degrees of additional market
and other risks — examples include power
producers/retailers and shipping companies.

Relative to investments in other equity
sectors, investments in the equity of listed
infrastructure companies have certain
general characteristics:

o they are more defensive;

o they generate a lower volatility return
stream, with lower correlation and beta;

o they provide a better level of income, often
with some linkage to inflation; and

o they currently offer good relative value
compared to other sectors.

It is the core companies which are more
likely to adhere to these attributes.

Listed infrastructure equity investments have
several benefits when compared to
investments in unlisted companies, including
greater liquidity and frequency of valuation,
lower transaction costs, and lower current
market valuations. To counter this,
investments in unlisted equity offer lower
return volatility, lower correlation to equity
markets, and, depending on the stake, a
degree of control over the company.

Fig 1: Growth of listed infrastructure equity
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Growth in the listed infrastructure equity
sector has been strong in recent years, and
the market cap now stands at around $2.5tn
(enterprise value $4.0tn), across a universe
which comprises around 500 infrastructure
companies globally. This growth is widely
expected to continue, because of the intense
need for additional investment in
infrastructure everywhere, to address the
needs of the rapidly growing, increasingly
urban, global population and the ageing of
existing infrastructure.
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Performance characteristics

That listed infrastructure equity investments infrastructure sector is less than for many of
can provide a more defensive exposure than the other sectors and for the S&P 500 Index.
other sectors and wider equity markets can Fig. 3 demonstrates the relatively low beta
be seen in Fig. 2, which shows the (to the S&P 500 Index) for the returns from
drawdowns for the S&P Global Infrastructure infrastructure equities compared to other
Index, the S&P sector indices and the S&P sectors, which also supports the point about
500, over the ten-year period ending March infrastructure stocks being relatively

2019. The maximum drawdown for the defensive.

Fig2: Drawdown by sector over ten years
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Source: Fidante Partners, S&P, Bloomberg. Period to 31 March 2019. The maximum drawdown for
infrastructure is ranked fourth smallest out of the 13 indices shown. Past performance is not a reliable
indicator of future results.

Fig3: Beta to S&P 500 by sector
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Fig. 4 shows the historical dividend yields,
clearly demonstrating the relatively
attractive yield for infrastructure equity
investments. Finally, in Fig. 5 we show the
price-to-book ratios for the same

Fig4: Equity dividend yield by sector
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benchmarks - infrastructure stocks are, by
this measure, amongst the cheapest, and
have not experienced the run-up in prices,
relative to valuations, seen in many of the
other sectors.
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Fig5: Price-to-book ratio by sector
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The performance characteristics shown in
this section derive from the fact that the
total returns from investments in
infrastructure equity come, to a relatively
large extent, from dividends based on the

revenues generated by the companies. These
revenues are, to varying degrees, depending
on the industry, protected or fixed by
regulators and/or contractual agreements.




Opportunities

A multitude of estimates exist of the future
demand for infrastructure investment, but
they all agree that it will be “large”. One
such estimate comes from the OECD, which
says that demand for infrastructure
investments will amount to more than $70tn,
around 3.5% of the predicted global GDP,
between 2015 and 2030. The focus of the
development in infrastructure will be in
transport, communications, health and
energy. Each of these areas will be
influenced by disruptive megatrends -
globalisation, digitalisation, demographic
change and urbanisation — which are
expected to give rise to investment
opportunities.

In this section we would like to highlight just
a few of the newer opportunities that are
opening up for listed infrastructure
companies in response to the growing and
evolving demands being placed on the
sector, to illustrate how the infrastructure
landscape is changing. Furthermore, by
getting involved in newer, sometimes non-
core areas, listed infrastructure companies
may be able to generate additional returns
(increased revenues and valuation growth)
over and above those accessible if they were
to adhere to their pre-existing focus.

Transport

A wide-ranging set of technology-driven
transformations are reshaping the transport
sector, one of the key sectors within
infrastructure, which fall into the area of
“smart mobility”. We highlight just a couple
of the opportunities in the sections below.

Autonomous vehicles

Digitally enabled mobility platforms such as
ride-hailing and ride-sharing apps (known
collectively as “Mobility-as-a-Service” or
“MaaS") are challenging traditional
transportation models. Technology upgrades
are having a radical impact on the railway
industry as well, helping to boost capacity,
enhance travel safety and cut costs.
However, the most significant change is set
to be the mass deployment of autonomous
vehicles (“"AV”), which will affect the whole
sector, opening up new revenue streams and
challenging established business models.
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AVs will be more expensive for individual
consumers than conventional cars, at least in
the beginning. This will increase the
likelihood that fleets of AVs will be sold to
corporations, who will lease them to
consumers or provide them on a Maa$S basis,
both as autonomous cars (such as robo-
taxis) and buses. If the AV leasing contracts
are structured correctly, then long-term and
stable revenue streams may be achieved,
bringing in investors to this type of
infrastructure. For the mass deployment of
AVs to be economically viable, roads will
need to be re-fitted for AV-compatibility,
requiring further infrastructure investment.
Furthermore, the emergence of the concept
of MaaS has led to tech companies and
carmakers, including BMW, Toyota and
Volkswagen, getting involved in ride-hailing
start-ups and the funding of further Maa$S
development. An indication of the activity in
Maa$S sector is that the combined value of
M&A deals was more than £45bn between
2016 and 2018.

Drones

With global e-commerce continuing to grow
and competition increasing, delivery
companies are looking for ways to make
their business models more cost efficient.
One way of doing this is via the introduction
of delivery drones, which can cut costs
significantly and provide faster shipping.
Amazon has set up a drone development
centre in Cambridge, with commercial
operations expected to begin in 2020.
However, the Chinese e-commerce giant,
JD.com, has already started commercial
operations, with 40 drones and two dispatch
centres covering a wide area in Shaanxi
province.

As drone technology matures and its demand
spreads across a wider set of applications,
the value of the commercial drone market
will expand rapidly. The Pepperdine
Graziadio Business School has estimated that
the size of this market will have grown by
nearly 700% over the period from 2014 to
2021 (an annual growth rate of more than
34%), to around $4.8bn.
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Fig6: Global commercial drone market size
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Source: Fidante Partners, Pepperdine Graziadio
Business School, 2018.

Data infrastructure

2018 was a record year for investment into
telecommunication infrastructure, with

around $11bn of equity investments globally.

More than 80% of this investment activity
was in European transactions, and the
majority of these investments were in data
infrastructure (that is, fibre and data
centres). These sectors have been boosted
by the proliferation of high definition on-
demand video, gaming, cloud services,
mobile data usage and IT outsourcing,
thereby creating a rapid increase in both
fixed and mobile internet traffic. This growth
is forecast to increase exponentially.

Fig7: Growth in internet traffic
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The telecommunications incumbents have
limited capacity to invest across the
spectrum and are prioritising opportunities in
5G, the next mobile generation — and in
many cases, they are selling non-core assets
to help fund this. This trend will create
further opportunities for infrastructure
investors and companies. There is a clear
political push for fibre as legacy copper
infrastructure is unable to facilitate the

widespread transmission of new
technologies. Fibre coverage is still patchy,
which creates opportunities for investors in
this type of data infrastructure.

Despite only having 2%-3% coverage in the
UK, the government recently announced
plans to provide "full fibre" by 2033, which
has led to great growth potential in the
sector. More generally, the actual take-up of
fibre differs significantly by country, with the
difference in penetration rates being heavily
impacted by price competition and the speed
of the existing connection, which makes
forecasting take-up rates difficult. The
current level of investment and high
valuations can be justified by some of the
macro trends, but it is worth noting that
many of these businesses take on significant
risks in terms of price, penetration rates and
competition, especially important
considerations in a sector that has a long
history of over-investment and bankruptcies.

US renewables

Another opportunity is that of renewable
energy in the US. We should start off by
saying that Federal subsidies relating to
renewable energy in the US are being
phased out, as they are in other parts of the
world. Production Tax Credits (PTC) will fall
to zero after 2019, while Investment Tax
Credits (ITC) will start to decline after 2019.
Although the disappearance of subsidies
could be seen as a headwind for the sector,
the end result may not be that bad, given
the Safe Harbor rules. These allow
developers to defer project commissioning
dates and still benefit from tax credits, as
long as they make a small amount of
investment in advance.

Fig8: US tax credits
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In fact, 2019 and 2020 should see an
increase in project development activity as
owners try to capture the higher 2015 and
2016 PTCs, complying with the four-year
time limit under the Safe Harbor rule. There
will also be an incentive “to Safe Harbor” the
current 30% ITC before it starts to decline in
2020, meaning that there could potentially
be a large number of new project starts.

However, these projects are unlikely to be
completed before 2023, as developers will
want to wait for project costs to fall further
while retrospectively capturing the higher
subsidies. Notwithstanding the above, the
long-term outlook for renewables in the US
remains positive, given the strong demand
for clean energy and the expected continuing
technological improvements.

Rising demand for renewables from the
private sector through corporate power
purchase agreements (PPAs) will also help to
offset the headwinds from falling subsidies.
Last year, over 6GW of long-term contracts
were signed by corporates, a record year in
terms of the amount of MW signed, the
number of contracts signed and the number
of unique customers. The Business

Renewables Center, a non-profit advocacy
group for corporate PPAs, reported that their
corporate membership increased by around
40% in 2018, a potential leading indicator
that could mean more corporate buyers of
renewable energy. The outlook for corporate
PPAs in 2019 is strong.

Finally, although Federal support for
renewables under the current administration
remains weak, state level support is robust.
California has instituted a 100% renewables
target for 2045. In the mid-term elections in
November 2018, Nevada voted to increase
its Renewable Portfolio Standards (RPS)
target to 50% by 2030. In addition, the new
governors of states including Colorado,
Connecticut, Illinois, Maine and Oregon all
support targeting 100% renewables in the
longer term.

The combination of strong demand from
corporates, aggressive state renewable
targets, continued improvement in costs, and
the Safe Harbor rules for tax credits, should
continue to drive renewables expansion in
the US during 2019 and 2020, offsetting any
headwinds from declining Federal subsidies.
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Risks and concerns

Having discussed the general benefits that
investments in the equity of listed
infrastructure companies can bring, and
some of the areas likely to see future
growth, we should also mention some of the
risks and concerns to be considered when
making an allocation to this sector.

Economic

Even though infrastructure companies are,
for reasons already discussed, generally less
sensitive to downturns in the macro
environment than companies in other
sectors, a positive macro environment does
help. It has a beneficial effect on the ability
of infrastructure companies to fund the
additional investments (through cheap
financing and the issuance of equity capital)
and earn the increased revenues needed to
underpin sustainable growth. The global
economy is, however, at present showing
signs of slowing down, exacerbated by global
trade uncertainties, and recessions are
possible in the US and Europe sometime in
2020. In addition, there are a number of
geopolitical risks, and the combined effect
could negatively impact the scale of
infrastructure investment over the short
term (that is, over the next couple of years).

Political /regulatory

The prospect of political change can
introduce uncertainty to the environment
surrounding infrastructure assets, especially
as the private ownership of essential assets
(albeit via listed companies) comes under
increasing pressure from left-leaning
politicians. In the UK, for instance, less
investor-friendly regulatory measures have
been introduced for both the water and
electricity utilities, and the Labour Party has
plans to (re-)nationalise key parts of the UK
social infrastructure currently in private
ownership, should it come into power. Even
though the regulatory measures offer a
degree of protection for consumers and
investors, they also impact the return
potential for investment in these assets.
Owners of, and investors in, infrastructure
assets need to assess political risk closely
and manage exposure to regulated assets,
for which the political risk is perceived to be
high.

Social

Environmentalism has emerged as the most
significant social movement impacting the
infrastructure sector to date. Its effects have
been felt through the requirement for higher
standards to be applied in the prevention of
air, water and land pollution and in waste
management. This in turn has resulted in
additional costs for infrastructure companies,
to help mitigate the risk of any harmful
effects on the environment or remedying any
environmental damage that has occurred.
Another social movement to mention here is
the distrust of foreign (multi-national)
companies due to their sometimes
aggressive use of divergent and inefficient
global tax regimes and treaties, to move
profits from high tax to low tax jurisdictions.
Some companies in the infrastructure sector
have adopted this approach to managing
their tax affairs, leading to their profitability
being at risk if and when changes to the tax
regulations take place in the countries where
they operate.

Technology

As noted above, technological innovation is
having a large impact on the prospects for
different segments of the infrastructure asset
class. However, while this is leading to new
opportunities for some, it also threatens the
business models of those companies unable
or unwilling to adapt to the changing
circumstances. To touch on an earlier
example, the widespread adoption of fibre
will make many metal or copper wire
networks redundant, negatively impacting
providers of such infrastructure. Another
example is the impact of fracking, which has
changed the oil and gas supply outlook,
notably in the US, threatening incumbents
but benefiting others, such as providers of oil
and gas pipelines and other infrastructure.
And with regard to the electricity sector,
advances in energy storage technologies
could be transformational in solving the issue
of renewable energy intermittency, giving
further support to the case for the renewable
energy industry, to the detriment of
traditional energy producers. Finally, with
technological advances has come the
increased threat from cyber-attacks, which



poses political, social and financial risks to
infrastructure owners. Those found to be
negligent in maintaining their security are
likely to be held accountable financially. Of
course, the examples of technological risk
given by no means form an exhaustive list.

Summary

We have seen that, compared to investments
in other equity sectors, investments in the
equity of listed infrastructure companies can
be more defensive, for example in terms of
smaller drawdowns and lower beta
exposures compared to other equity
investments. In addition, they can provide a
better level of income, often with some
linkage to inflation, and they currently offer
better relative value compared to other
sectors.

The listed infrastructure equity sector has
seen strong growth over the last few years
and decades, with the global market cap of
these companies more than doubling since
the 2008 Global Financial Crisis, to stand at
around $2.5tn now. This growth seems set to
continue in the years to come, not just
because of the greater demands being
placed on infrastructure arising from the
rapidly increasing global population, but also
due to the expanding opportunity set that is
being driven by technological innovation and
development.

The path to achieving this growth will not be
plain sailing, and we have discussed some of
the risks that need to be faced and managed
if growth is to be achieved. However, despite
the risks, we believe that the great need for
increased infrastructure spending will, over
the medium to long term, overcome the
obstacles. These are exciting times for
infrastructure investments.
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Important Information

This is a marketing communication and is not, and
should not, be considered as independent investment
research. It is issued by Fidante Partners Europe Limited
("Fidante Partners") which is authorised and regulated by the
Financial Conduct Authority ("FCA"). Fidante Partners Europe
Limited trades as "Fidante Partners" and "Fidante Capital”.
Fidante Partners Europe Limited is a wholly owned subsidiary
of Challenger Limited, a company listed on the Australian

Securities Exchange Limited.

This marketing communication is for persons who are Eligible
Counterparties or Professional Clients (for the purposes of the
FCA rules) only and it is not available to Retail Clients. It is
being distributed (a) in the United Kingdom to, and is directed
only at, persons who are (i) investment professionals as
defined in Article 19 of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the "Promotion
Order") or (ii) are persons to whom this marketing
communication may otherwise lawfully be issued or passed on
or (b) outside the United Kingdom to, and is directed only at,
persons to whom this marketing communication may be
lawfully issued or issued without compliance with any filing,
registration, approval or other requirement in the relevant
jurisdiction, and in each such case without the inclusion of any
further warnings or statements as required by the Promotion
Order, or other applicable law or regulation, which are not
included in this marketing communication (all such persons
together being referred to as "relevant persons"). Neither this
marketing communication nor any of its contents may be
received by, acted on or relied on by persons who are not

relevant persons.

No part of this marketing communication may be published,
distributed, extracted, re-utilised or reproduced and any
attempt to do so may be restricted or prohibited by law.
Recipients are required to inform themselves of, and comply
with, all such restrictions or prohibitions and none of Fidante
Partners or any other person accepts liability to any person in
relation thereto.

Fidante Partners does not produce independent investment
research within the meaning of the FCA Handbook of Rules
and Guidance. Accordingly, this marketing communication is
non-independent research within the meaning of those rules,
which means it is a marketing communication under the
Markets in Financial Instruments Directive (“"MiFID"”) and it has
not been prepared in accordance with legal requirements
designed to promote the independence of investment
research, and it is not subject to any prohibition on dealing
ahead of the dissemination of investment research. However,
Fidante Partners has policies, internal organisational and
administration arrangements and information barriers to
prevent or manage the conflicts which may arise in the
production of non-independent research, including preventing
dealing ahead. This includes physical and electronic

information barriers procedures and the operation of a cultural
Chinese Wall. For further information, please view the

following policies: Conflicts of Interest, Chinese Walls Policy.

Fidante Partners acts as a market maker, corporate broker
and, from time to time, bookrunner to companies in the
closed-end listed investment company sector. A list of all
companies in relation to which Fidante Partners acts as market
maker and/or corporate broker and/or bookrunner (and the
relevant dates of any closing of any such capital raise) can be
viewed here: Market Making Stocks (of which Fidante Partners
acts as market maker and accordingly Fidante Partners may
own net long or short positions exceeding 0.5% of the total
issued share capital), Corporate Appointments. The Market

Making Stocks will indicate any other equity interests held by
Fidante Partners or a member of the Challenger Group.

Fidante Partners or a member of the Challenger Limited group
may have an economic interest (for example, minority equity
interest or fee entitlement) in investment managers of the
funds of which it provides services (such as corporate finance,
listing sponsorship, market maker, corporate broker,
bookrunner and administrative and support services). The
Corporate Appointments also indicates whether Fidante
Partners or any member of the Challenger Limited group holds
more than 5% of the total issued share capital of the issuer.
Fidante Partners is remunerated by fees for services provided
and may be entitled to a share of profits from these
investment managers and third parties. There is no direct link
between the remuneration of individuals at Fidante Partners
and the recommendations or transactions tied to services
provided by Fidante Partners. Fidante Partners does not
produce buy, sell or hold recommendations with respect to
specific securities. Unless otherwise stated, this
communication will not be regularly updated.

Please click here for the Fidante Partners research policy.

This marketing communication does not constitute a personal
recommendation or take into account the particular
investment objectives, financial situation or particular needs of
any specific recipient. It is not intended to provide the sole
basis for any evaluation of an investment decision. Your
attention is drawn to the date of issue of this marketing
communication and of the opinions expressed herein. Before
acting on any advice or recommendations in this marketing
communication, recipients should consider whether it is
suitable for their particular circumstances and, if necessary
seek professional advice, including tax advice. Recipients of
this marketing communication should note that: All
investments are subject to risk; the value of shares may go
down as well as up; you may not get back the full amount that
you have invested; past performance is not a guarantee of,
and cannot be relied on as a guide to, future performance;
fluctuations in exchange rates could have adverse effects on
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the value or price of, or income derived from, certain

investments.

This marketing communication is for informational purposes
only and does not constitute, and should not be viewed as, an
offer, invitation or solicitation in respect of securities or related
other financial instruments nor shall it be construed as a
recommendation for Fidante Partners to effect any transaction
to buy or sell securities or related financial instruments on
behalf of any recipient nor shall it, or the fact of its
distribution, form the basis of or be relied upon in connection
with, any contract or commitment in relation to such action.
The securities that may be described in this marketing
communication may not be eligible for sale in all jurisdictions

or to certain categories of investors.

This marketing communication is based upon information
which Fidante Partners considers reliable, but such information
has not been independently verified and no representation is
made that it is, or will continue to be accurate or complete and
nor should it be relied on as such. This marketing
communication is not guaranteed to be a complete statement
or summary of any securities, markets, documents or

developments referred to in this marketing communication.

Any statements or opinions expressed in this marketing
communication are subject to change without notice. Neither
Fidante Partners, any member of the Challenger Limited group
nor any of their directors, officers, employees or agents shall
have any liability (including negligence), however arising, for
any error, inaccuracy or incompleteness of fact or opinion, or
lack of care, in this communication's preparation or
publication; provided that this shall not exclude liability which
Fidante Partners has to a customer under the Financial
Services & Markets Act 2000 or under the Rules of the
Financial Conduct Authority.

This marketing communication contains certain forward-
looking statements, beliefs or opinions. These statements
concern future circumstances and results and other
statements that are not historical facts, sometimes identified

by the words "believes", "expects",

predicts", "intends",
"projects"”, "plans", "estimates", "aims", "foresees",
"anticipates", "targets", "may", "will" and similar expressions.
Such statements reflect current views with respect to future
events and are subject to risks and uncertainties because they
relate to events and depend on circumstances that will occur
in the future. These forward-looking statements are based on
current plans, estimates, projections and expectations. These
statements are based on certain assumptions that, although
reasonable at this time, may prove to be erroneous. No
statement in this marketing communication is intended to be a
profit forecast. No representations or warranties, express or
implied, are given as to the achievement or reasonableness of
and no reliance should be placed on, such statements,
including (but not limited to) any projections, estimates,
forecasts or targets contained herein. Fidante Partners does

not undertake to provide any additional information, update or
keep current information contained in this marketing
communication, or to remedy any omissions in or from this
marketing communication. There are a number of factors that
could cause actual results, developments, financial targets and
strategic objectives to differ materially from those expressed
or implied by statements in this marketing communication.
Fidante Partners, nor any other person intends, and no person
assumes any obligations, to update information or statements
set forth in this marketing communication. You should not
place reliance on forward-looking statements which speak only

as at the date of this document.

Where references to external resources such as internet
websites are provided these are for reference purposes, and
the external resources are not intended to be included as part
of this publication; Fidante Partners plc has not checked and is
not responsible for any external content, and makes no

representation as to its reliability or accuracy.

Any dispute, action or other proceeding concerning this
marketing communication shall be adjudicated within the
exclusive jurisdiction of the courts of England. All material
contained in this marketing communication (including in this
disclaimer) shall be governed by and construed in accordance
with the laws of England and Wales.
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