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The port in a storm: Resilience,
inflation protection, and option
value.

While the economic storm of the global
financial crisis (GFC) raged in 2008/2009,
Transurban'’s portfolio of Australian toll roads
continued to grow traffic volumes or had
very muted declines. While it is easy to say
Australia was far less affected by the GFC
than the rest of the world, the resilience of
urban toll roads (where traffic was far less
impacted than many other forms of transport
infrastructure) was repeated time and again
across the globe, even in some of the more
affected countries such as Portugal.

Today’s storm is of a different making — inflation and
interest rates have ravaged markets while recession
looms. However, it is the nature of urban toll roads and,
by extension, the world’s largest urban toll road company,
Transurban, that places them in one of the strongest
positions as:

« Traffic volumes exhibit little economic sensitivity;
« Tolls are largely inflation linked; and

» Debt costs are predominantly fixed in the short to
medium term.

From an underlying traffic point of view, one of the
reasons urban toll roads are so resilient is because of

the variety of trip types they are used for. Contrary to
common belief, prior to the pandemic a Transurban survey
in Australia showed only 16% of respondents nominated
commuting as the main reason they use toll roads. Urban
toll roads allow people to move more easily around the
cities they live in and hence traffic on these roads is
usually more resilient to an economic downturn.

While today’s drivers are different, there are echoes

of 2008 in where we stand today. In 2008, inflation in
Australia was accelerating on the back of high energy
prices (Brent Crude topped US$143 bbl in 2008) and rates
were rising until the subprime crisis sent a chill through
financial markets.
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Today oil prices, inflation and rates are all elevated
compared to recent history. However, we believe that
Transurban is well placed to benefit from the inflation spike
— 68% of its revenue has a direct passthrough of inflation
with a further 4% being dynamic pricing (which captures
inflation indirectly) — yet its costs are not increasing at the
same rate. Most obviously, Transurban’s debt is largely
fixed and the average debt tenor is seven years, with

only around 11% of total proportional drawn debt to be
refinanced in the next two years. This means Transurban is
getting the benefit of the increased toll from the inflation
spike through to the end of its concessions but is likely

to pay only a limited amount more in financing costs if

the central banks are successful in bringing inflation, and
hence interest rates, back under control.

Some investors suggest that the company is not attractive
because the yield is now similar to the Australian 10-year
bond yield. While we appreciate yield is important for
some investors, it should be remembered that yield is one
component of shareholder return. At its simplest level,
consensus estimates for FY2023 and FY2024 EBITDA
growth are more than 10% p.a. With 98% of debt on a
fixed interest rate over this period and with an average
debt tenor of 7 years, we expect this to translate into
even higher cash flow in the short to medium term. Even
without this benefit, at a base level, if you assume that the
yield remains stable at ~3.8% and underlying cash flow is
growing at > 10%, all else equal we expect that the total
return from an investment in Transurban shares should be
approximately 13.8%.

Stock story: Transurban - January 2023




One thing investors often forget about Transurban is To paraphrase Benjamin Graham, in the short term the

the significant option value inherent in the portfolio of market is a voting machine, in the long term it is a cash
assets that it has. For example, the existing portfolio flow weighing machine. We believe that consistent growth
of assets operated by Transurban includes several leading to an ever-expanding weight of underlying cash
expansionary projects such as the widening of the M7 flows will ultimately be reflected in the stock price.
motorway in Sydney (project approval was announced »

in late December), the theway and Logan motorways Sources: Transurban Annual Report 2022 and company filings.

in Brisbane, and bidirectional tolling on the I-95 and
extension of the I-495 in Virginia, USA amongst others.
Incumbency should also provide Transurban with

a significant advantage in bidding for new projects

in existing markets through scale and informational
advantage and should afford it a privileged opportunity
to craft solutions for government partners that are also
accretive to shareholders, such as a toll increase on the
M7 to partly fund NorthConnex.
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