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Sustainability is fundamental for
infrastructure companies

Listed infrastructure is inherently aligned with many

client sustainability objectives. First and foremost, these
companies exist to provide the basic services that are
fundamental to the functioning of our societies. Access,
affordability, safety, and reliability are all important

social objectives related to the products and services

that infrastructure companies offer. In delivering these
services, companies also have a responsibility to treat the
environment in a manner that won’t jeopardize their ability
to deliver these essential services over the long term.

Exhibit 1: A sustainable financial position
is a prerequisite to achieving social and
environmental goals
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The role of listed infrastructure
in investment portfolios

Listed infrastructure has historically offered
compelling risk-adjusted returns relative
to global equities. These are defensive
businesses, but they also benefit from
many of the major structural growth
drivers impacting the equity markets more
broadly. We have seen a long-term trend of
rising income and attractive yields in this
space—yields today average around 3.5%
and have grown an average of 8% per year
over the past 10 years.!

Listed infrastructure may also offer
potentially resilient returns through

periods of higher inflation, something

that is particularly relevant in the current
inflationary environment. This is because
these businesses typically operate under
contracted or regulated revenue schemes
that have explicit links to inflation.

For example, a toll road may have the
contractual right to raise tolls with inflation.

Compared to private infrastructure,
listed infrastructure offers comparable
exposure to the favorable characteristics
of the underlying assets. However, by
investing in infrastructure through the
public markets, investors can benefit
from immediate exposure with limited
capital requirements. Listed infrastructure
also has the potential for diversification
benefits within a portfolio and provides
investors access to some subsectors and
high-quality companies that are only
available through the public markets.
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Listed infrastructure companies are continually investing large sums of capital to deliver a variety of objectives.
Without a solid balance sheet and a management team that acts appropriately as a steward of capital, these
objectives would not be achievable. Social, environmental, and economic objectives need to be balanced—none of
these areas can be addressed in isolation.

Listed infrastructure companies invest with purpose

What is unique about the listed infrastructure space is the amount of capital these companies can deploy.
Therefore, the amount of capital that can be shifted to solve some of the world’s biggest environmental problems
is significant. Over the last 10 years, companies have invested $350-5400 billion annually to deliver these
essential services. Investment by electric utilities has been the largest component of this, and we expect it to
continue to grow as demand for renewable generation and electricity transmission infrastructure accelerates.

Exhibit 2: Companies have long track records of investing with purpose

Capital expenditures across the listed infrastructure universe, last 10 years
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Source: Principal Research and FactSet. As of 31 December 2020. Total annual cumulative capital expenditures of selected listed U.S. and ex-U.S. companies in the Communications,
Utilities, Transportation and Energy sectors.

Another interesting aspect about investing in listed infrastructure is the potential for carbon emissions reduction.
While listed infrastructure only represents about 5% of global equity market cap, it represents a quarter of direct
greenhouse (Scope 1) gas emissions. This is an important consideration because there has been an increase in
generalist environmental, social, and governance (ESG) index providers adopting structural underweights to the
most carbon-intensive industries as the basis for their ESG credentials. Unless investors like us continue to make the
case that investing in and engaging with carbon-intensive businesses can still be ESG-friendly, listed infrastructure
companies are at risk of being even more underrepresented in a broader global equity allocation going forward.

Alignment with the UN’s Sustainable Development Goals

Infrastructure as an asset class has the potential to directly support progress toward over 70% of the UN’s
Sustainable Development Goals (SDGs). The major SDGs that we typically see listed infrastructure companies
aligning with include:

e Clean water and sanitation. Water utilities Affordable and clean energy. Many of
distribute water, treat wastewater, and lead these companies are actively involved in

E educational programs encouraging lower ; increasing renewable energy consumption,
use of water resources. decreasing energy consumption intensity,and

developing new transmission infrastructure—
all while ensuring customer affordability.
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DECENT WORK AND
ECONOMIC GROWTH

Decent work and economic growth.
Listed infrastructure companies invest
in economic productivity, employ

policies on resource efficiency, can
demonstrate progress on diversity and
inclusion, and take steps to ensure the

health and safety of employees.

Industry, innovation, and infrastructure.
Some companies are involved in the
provision of passenger and freight
transport. We also see potential for
companies across sectors to reduce
operational carbon intensity.

INDUSTRY, INNOVATION
AND INFRASTRUCTURE

o

Sustainable cities and communities.
Transport infrastructure companies
operate and develop public transportation
infrastructure which has a key role to play

11 SUSTAINABLE CITIES
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in the sustainable cities of the future.

Climate action. Listed infrastructure
companies can align with SDG 13 by
setting and meeting aggressive climate
reduction targets and improving education
and awareness of climate change in their

13 faor
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communities.

Governments and businesses are
prioritizing sustainable practices

Listed infrastructure companies are highly regulated
businesses, and often their sustainability initiatives can
be linked to public policy. Regulators and policymakers
can add further support for sustainability by providing
financial incentives for reaching specific goals,
preferential treatment for specific investments, as

well as allowances for proof-of-concept investments
and frameworks for pilot projects to prove the
commercial application of certain technologies before
the deployment of large amounts of capital. Among
United States gas utilities, for example, there have been
announcements for at least 26 green hydrogen pilot
projects in the past year as the industry figures out how
to make and transport the gas and customers figure
out how to shift operations to utilize the fuel.

Publicly traded infrastructure companies may have
particular advantages over their private market
counterparts when it comes to their potential for
sustainable impact. One reason is scale, as many of
these companies are the largest employers in their
respective regions, providing them an outsized impact
on policy direction.

More companies are moving from
“laggards” to “leaders”

One of the most common questions about the
sustainability initiatives of listed infrastructure
companies is how these initiatives are reflected in a
company’s stock price. Even just a few years ago, ESG
and sustainability expertise was arguably the domain

of a few companies. Now, it’s increasingly seen as the
domain of many. This provides a wider opportunity

set from which to identify stocks that have positive
exposure to sustainability trends but are still trading at
compelling valuations.

Exhibit 3: The path from ‘laggard’ to ‘leader’
is increasingly well-charted
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Today, we believe there is more clarity than ever
regarding what it takes for a listed infrastructure
company to move from a laggard to a leader in

terms of its approach to ESG and sustainability. We
typically see a company’s sustainability initiatives
start with management planning, establishing and
measuring achievable targets, and communicating
this sustainability strategy to stakeholders. Ultimately,
the company’s willingness to provide transparency on
its initiatives allows market participants to hold the
company accountable for demonstrating progress
toward any published targets. The predictability of this
process helps give us confidence to invest earlier in a
company’s evolution.
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Conclusion: The impact potential of listed infrastructure

We believe infrastructure has tremendous potential for social and environmental impact. Most listed companies
are making good progress on sustainability efforts, and we expect this to continue. From our perspective, pressure
from a variety of stakeholders to do better in these areas is a positive. This dynamic increases the pool of potential
investments to choose from as we seek to deliver our clients both attractive investment performance and
exposure to companies that are doing good.

Risk considerations

Investing involves risk, including possible loss of principal. Past performance does not guarantee future results.
Infrastructure issuers may be subject to regulation by various governmental authorities and may also be affected
by governmental regulation of rates charged to customers, operational or other mishaps, tariffs and changes in
tax laws, regulatory policies and accounting standards. International and global investing involves greater risks
such as currency fluctuations, political/social instability and differing accounting standards. There is no guarantee
that socially responsible, environmental, or sustainability strategies and techniques employed will be successful.

Important Information

Unless otherwise noted, the information in this document is accurate as of December 2021. This material covers general information only
and does not take account of any investor's investment objectives or financial situation and should not be construed as specific investment
advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events regarding an
investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information
presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or
validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment

or security, nor an indication that the investment manager or its affiliates has recommended a specific security for any client account.
Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees,
agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of
negligence) for errors or omissions in the information or data provided.

All figures shown in this document are in U.S. dollars unless otherwise noted.

This material may contain ‘forward looking’ information that is not purely historical in nature. Such information may include, among other
things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this
material is at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation.
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