boed INSTITUTIONAL INVESTING

IN INFRASTRUCTURE

Sponsor Interview

Cohen & Steers Capital Management

Recently, Drew Campbell, senior
editor of Institutional Investing
in Infrastructure, spoke with Bob
Becker and Ben Morton of Co-
hen & Steers Capital Management
about global listed infrastructure
markets. The following is an ex-
cerpt of that conversation.

Why should investors have a sep-
arate allocation to global listed
infrastructure?

Becker: The listed markets offer a
liquid way to invest in premier in-
frastructure assets owned by pub-
lic companies with strong manage-
ment teams and effective corporate
governance. Investors are drawn
to the total return potential, relative
stability, diversification and global
reach that characterize companies
in this sector.

Listed infrastructure compa-
nies benefit from their gener-
ally monopolistic operations
and, often, inflation-linked cash
flows. Given these characteristics,
they tend to offer attractive and
stable income with predictable
cash-flow growth potential. Over
the long term, the asset class
has shown low levels of relative
volatility and low correlations
with the broad equity and fixed
income markets.

Morton: The need for infrastruc-
ture investment and maintenance
over the next 20 years tops $40
trillion. The effects of underinvest-
ment can lead to high returns on
assets and drive privatizations. In-
creasingly, institutional —investors
are complementing their direct in-
frastructure allocations with listed
infrastructure investments that offer
greater liquidity and diversification.
What are some of the factors driv-
ing the growth in infrastructure in-
vestment?

Morton: Infrastructure spending
has been the centerpiece of global

strategies.
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stimulus packages. Spending in
developed markets is driven by a
history of underinvestment, which
has led to antiquated networks
(e.g. electricity transmission, roads)
badly in need of upgrading. In
the developing world, investment
stems more from urbanization and
a rising standard of living. Recent-
ly, reliance on the private sector to
provide infrastructure services has
increased worldwide with gov-
ernment fiscal constraints. Impor-
tantly, governments and regulators
understand that the only way to
incentivize  private-sector  infra-
structure investments is to allow
attractive rates of return on those
investments.

Do you invest in emerging mar-
kets?

Becker: Emerging markets, which
have a market cap of roughly
$150 billion, are a very impor-
tant part of our universe. Sev-
eral important criteria are accept-
able — corporate governance
standards,  improving  regula-
tory transparency and sufficient
liquidity — all of which we see in
Brazil and China.

What is your target investment
universer

Morton: We target asset owners
with predictable cash flows, which
lead to low long-term equity mar-
ket correlations. Our universe of
300-plus companies has a market
cap of approximately $1.7 trillion.
Subsectors range from utilities (gas,
electric, water) to transportation
(toll roads, airports, marine ports,
passenger railways) and telecom-
munications (cellular tower and
satellite companies).

Some managers include more
peripheral subsectors, such as
engineering, construction and
materials. However, they tend to
be highly cyclical and correlated
to broad equity markets — two
characteristics we generally avoid
in our search for predictable cash
flows and inflation protection.

What do you think sets you apart
Sfrom other global infrastructure
managers?

Becker: First is our dedicated in-
frastructure team that averages 11
years of infrastructure investment
and research experience. Our
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longstanding expertise in analyz-
ing regulatory environments is crit-
ical, as regulation is arguably the
biggest risk in this sector.

Second is our perspective as
a leader in the listed real estate
asset management space, which
has many parallels with infrastruc-
ture. Cohen & Steers specializes
in both of these strategies.

Third is our scale — over
$2.3 billion in listed infrastructure
— which gives us access to man-
agement teams and regulators.

Fourth is our strong perfor-
mance record, driven by a disci-
plined approach that combines
top-down and bottom-up pro-
cesses. Finally, we are an inde-
pendent, public company with
broad equity ownership among
employees.

Houw is your team structured?

Morton: Our team of two portfo-
lio managers and three analysts is
organized to invest globally. The
analysts based in the US. and
Hong Kong focus on specific ge-
ographies and subsectors. Meet-
ing with management teams and
regulators is an important part of
their process. Analysts construct a
detailed financial model for each
company, with relevant valua-
tion metrics. Bob’s and my work
as portfolio managers, in conjunc-
tion with the other global teams at
Cohen & Steers, provides the mac-
roeconomic and commodity price
inputs for these models.

Describe your investment process.

Morton: First we screen our
universe of companies, primar-
ily those in regulated indus-
tries  with monopolistic  busi-
nesses and high barriers to
entry. Then we analyze each com-
pany’s asset profile, balance sheet,
management track record and
regulatory environment. Valuation
work is conducted by the analysts
as they build and maintain their
company-level financial models.

The next step is portfolio

construction, which combines a
top-down approach (our position-
ing by subsector) with a bottom-
up approach (focused on relative
value at the security level within
each subsector). This model helps
determine the relative attractive-
ness of each subsector accord-
ing to our current outlook for
key macro drivers — fundamen-
tals, credit cycle, economic cycle,
commodity cycle. From this we
determine subsector overweights
and underweights, and populate
each subsector by determining
security-level relative value, using
the analysts’ bottom-up financial
valuation work.

What were some of the factors that
drove performance for your infia-
structure porifolios in 20107
Becker: Global equities, includ-
ing infrastructure, had a good year
despite headline macroeconomic
events. Our underweight in Eu-
rope added value, as the debt cri-
sis in southern Europe dispropor-
tionately hurt infrastructure across
the continent — especially utilities
and toll road companies. We also
benefited from an underweight in
Japan, specifically in railways. Our
overweight in developing regions
with strong economies, such as
Brazil and China, helped.

Morton: On a sector level, we
benefited from an underweight
in integrated utilities, hurt by low
power prices and a heightened
level of political intervention in Eu-
rope. Our overweight in pipeline
companies, largely in the Ameri-
cas, helped as well. But our under-
weight in airports was a negative;
we underestimated the operating
leverage airports had to strength-
ening economic conditions.

At this time, where do you see oppor-
tunity in infrastructure companies?

Morton: One of our favorite sub-
sectors is pipelines — particularly
in North America, which must
completely redesign its pipeline
grid to connect consuming regions
to developing sources of oil and

gas (e.g. shale plays in the Rock-
ies and Appalachia, the Canadian
oil sands, and the deepwater Gulf
of Mexico). Pipelines benefit from
long-term contracts, federal-level
regulation and attractive allowed
rates of return.

Becker: Although we predomi-
nantly invest in developed mar-
kets, we see interesting opportu-
nities in the emerging world. For
example, Brazil is benefiting from
powerful demographic trends
driven by urbanization and rising
standards of living, as well as in-
frastructure investment for the up-
coming World Cup and Olympics.
And the government is encourag-
ing private infrastructure invest-
ment. Brazil offers investment op-
portunities across the spectrum,
from toll roads and ports to electric
utilities and water companies.

What is your outlook for global list-
ed infrastructure?

Becker: Our outlook is positive,
based on a few factors. First, of
course, is the economic recov-
ery, which is driving throughput
growth such as traffic and energy
demand. And regulation remains
constructive, especially given the
need for governments to incentiv-
ize private sector investment.

Deleveraging has improved
balance sheets, and companies
are now well positioned for the
infrastructure spending boom
we are predicting. The majority
of infrastructure cash flows are
linked to inflation — toll roads,
for instance, which generally can
raise tolls every year by a rate
linked to inflation.

Morton: Listed infrastructure valua-
tions are attractive, with our universe
trading at roughly a 10 percent to 15
percent discount to net asset values,
versus 0 percent to 5 percent, histori-
cally. Given an average 4 percent div-
idend yield coupled with 6 percent
average long-term cash flow growth
potential, we expect long-term
annual total returns to approach 10
percent. %
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This article is for informational purposes, and reflects prevailing conditions and our judgment as of this date, which are
subject to change. It does not constitute investment advice or a recommendation or offer. We consider the information
in this article to be accurate, but we do not represent that it is complete or should be relied upon as the sole source of
suitability for investment.

There is no assurance that any historical trend illustrated in this article will be repeated in the future or any way to know
in advance when such a trend might begin. There is no guarantee that any market forecast set forth in this article will be
realized.

Risks of investing in global infrastructure securities: 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. Foreign securities involve
special risks, including currency fluctuation and lower liquidity. Some global securities may represent small- and medium-
sized companies, which may be more susceptible to price volatility than larger companies.

Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment advisory firm that provides
investment management services to corporate retirement, public and union retirement plans, endowments, foundations
and mutual funds.

Reprinted with the permission of Institutional Real Estate, Inc.

This article must be accompanied by the most recent applicable quarterly Cohen & Steers mutual fund fact sheet(s) if used
in connection with the sale of mutual fund shares.

Cohen & Steers open-end funds are distributed by Cohen & Steers Securities, LLC.
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