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The Rationale behind Magellan’s
Definition of the Investable
Infrastructure Universe

BACKGROUND

Magellan believes infrastructure investors seek a high
degree of confidence that their wealth will grow and be
protected. However, the commonly used definition of
infrastructure focuses only on whether the asset provides an
essential service. We believe delivery of essential services
alone is not sufficient to meet an investor's objectives
in infrastructure. To this end, Magellan includes in its
investment universe only companies whose services are
essential to communities and where earnings are expected
to be predictable. In practice, this means the companies
in Magellan’s investment universe have limited exposure to
variables outside the companies’ control which means the
earnings generated by Magellan’s investment universe are
generally highly reliable, providing confidence that the long-
term returns to investors are similarly reliable.

Magellan excludes from its investable universe a range of
companies that other investors routinely include. This is due
to both the predictability of earnings and risk profile of these
companies. Most notably, Magellan excludes companies
whose earnings are directly affected by oil prices. This
exclusion means the investment performance of Magellan’s
infrastructure strategy should benefit from a tailwind when
oil prices are declining and will face a headwind when oil
prices are rising.

MAGELLAN’S DEFINITION OF INFRASTRUCTURE

No single definition of infrastructure has gained widespread
acceptance among investors. Most investors have adopted
a version of “infrastructure assets are assets that provide
services that are essential to the efficient functioning of
their communities”. This definition essentially defines
infrastructure by reference to the physical characteristics
of the asset — does the asset provide an essential service?
Most investors, as well as the commonly used benchmarks
for listed infrastructure securities, use a version of this
rationale.
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Magellan takes a different approach. Magellan believes
that a key reason investors invest in infrastructure as a
separate and distinct asset class is because they seek the
diversification and the benefits that come from an asset
class where the long-term investment returns are reliable. In
essence, investing in infrastructure provides investors with
a high degree of confidence that they will grow their wealth
through time — albeit that an investment in infrastructure is
unlikely to make investors rich quickly.

Magellan has defined infrastructure by reference to its
risk and return characteristics — the reliable earnings we
expect — rather than to its physical characteristics. Magellan
defines investable infrastructure assets as assets that meet
two criteria:

i. they are essential assets; and

ii.  their earnings are unlikely to differ from expectations
due to day-to-day factors outside of their control.

The second leg of this definition means Magellan excludes
from its defined universe any companies whose earnings
are directly affected by external factors such as competition,
sovereign risk and commaodity prices.

The demand for the essential services provided by
infrastructure assets — power, water, transport — are all
highly predictable over the long term compared to the
demand for most other goods and services. It also means
the economic cycle is likely to have a more muted impact on
demand for these services. In essence, people don't tend
to switch off electricity as a first step to resolving economic
difficulties.
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In addition, Magellan’s defined infrastructure assets face
limited, if any, competition, and the pricing of infrastructure
services is typically linked to inflation through regulation or
contract. Hence, investment in infrastructure assets that
meet these criteria — provide an essential service, face
minimal competition and with pricing either regulated or
subject to long-term contracts — will be in companies that
can be expected to generate predictable long-term earnings,
which should lead to reliable long-term investment returns.

IMPACT OF OIL PRICES ON RELATIVE INVESTMENT
RETURNS

As noted above, Magellan excludes assets if their earnings
are directly affected by changes in commodity prices such
as oil prices. There are some essential assets involved in the
transport or storage of oil or gas that are commonly referred
to as energy infrastructure. Magellan has observed that the
earnings for many energy infrastructure assets are directly
affected by changes in the price of the underlying commodity.
Given future changes in oil and gas prices are extremely
difficult to predict, this implies that for those assets where
earnings are directly affected by oil prices the long-term
investment returns for such assets are unpredictable. This
is why Magellan excludes assets where earnings are directly
affected by oil prices from its investment opportunity set.

The following chart shows the change in the share prices
of two large US energy infrastructure companies — Kinder
Morgan and Williams Companies — following a significant
decrease in oil and gas prices. These companies are highly
regarded energy infrastructure companies of significant
size. Over approximately 18 months to 2014/15 the oil price
fell from US$107/barrel to US$26/barrel. As the impacts of
the decline in oil prices on company profitability became
apparent, so the share prices of the two companies also
suffered a significant decline.

The below example shows it is difficult to invest in energy
infrastructure companies with confidence about long-term
earnings and hence about long-term value.

Kinder Morgan and Williams Companies — Share Price from December 2014 to September 2018
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As Magellan’s infrastructure strategy excludes companies
whose earnings are sensitive to changes in commodity

prices, the investment performance of Magellan’s
infrastructure strategy should benefit from a tailwind when
oil prices are declining and will face a headwind when oil
prices are rising. The following chart demonstrates the
impact of oil prices on relative investment performance of
Magellan’s infrastructure investment strategies over the
period 2014 to 2023.

Whilstthe exclusionof companieswhereearningsaresensitive
to commaodity prices leads to structural divergence from the
benchmark, we believe this approach is in accordance with
investors’ expectations for infrastructure investment. Over
time this approach mitigates the uncertainties associated
with commodity market fluctuations, providing a greater
level of confidence that the assets within the Magellan
infrastructure investment strategy can be expected to
generate predictable long-term earnings and reliable long-

. I term investment returns.
The table shows that over the periods when oil prices were

declining — from July 2014 to January 2016 and from July
2018 to April 2020 — Magellan’s infrastructure investment
strategy outperformed the infrastructure benchmark and
the Alerian MLP Index. However, in the periods when oil
prices have been increasing, Magellan’s infrastructure
investment strategy has underperformed the infrastructure
benchmark and the Alerian MLP Index.

Impact of Changes in Oil Prices from 2014 to 2023 on the performance of Magellan Infrastructure, S&P
Global Infrastructure Index, Alerian MLP Index! and MSCI World Index

Magellan e Alerian
WTI Crude g Infrastructure
Infrastructure

osP Fund NTR Index M'—E:;)dex
(AS Hedged)

MSCI World NTR
Index
(AS Hedged)*

Date Range

July 2014 - January 2016 22.5% 3.5%
February 2016 - June 2018 120.6% 25.5% 28.7% 23.6% 41.6%
July 2018 - April 2020 3.9% 0.4%
May 2020 - September 2023 381.9% 6.6% 25.3% 146.3% 44 1%

Source: Bloomberg. *All MSCI data used is the property of MSCI. No use or distribution without written consent. Data provided “as is” without any
warranties. MSCI and its affiliates assume no liability for or in connection with the data. Please see complete disclaimer in www.magellangroup.com.
au/funds/benchmark-information/.

! The Alerian MLP Index is an index that measures the investment performance of US-listed Master Limited Partnerships, which is made up of listed
energy infrastructure companies.

Important Information: This material has been delivered to you by Magellan Asset Management Limited ABN 31 120 593 946 AFS Licence No. 304 301 (‘Magellan’) and has
been prepared for general information purposes only and must not be construed as investment advice or as an investment recommendation. This material does not take into
account your investment objectives, financial situation or particular needs. This material does not constitute an offer or inducement to engage in an investment activity nor
does it form part of any offer documentation, offer or invitation to purchase, sell or subscribe for interests in any type of investment product or service. You should obtain and
consider the relevant Product Disclosure Statement (‘PDS’) and Target Market Determination ("“TMD’) and consider obtaining professional investment advice tailored to your
specific circumstances before making a decision about whether to acquire, or continue to hold, the relevant financial product. A copy of the relevant PDS and TMD relating to
a Magellan financial product may be obtained by calling +61 2 9235 4888 or by visiting www.magellangroup.com.au

Past performance is not necessarily indicative of future results and no person guarantees the future performance of any financial product or service, the amount or timing of any
return from it, that asset allocations will be met, that it will be able to implement its investment strategy or that its investment objectives will be achieved. This material may
contain ‘forward-looking statements”. Actual events or results or the actual performance of a Magellan financial product or service may differ materially from those reflected or
contemplated in such forward-looking statements.

This material may include data, research and other information from third party sources. Magellan makes no guarantee that such information is accurate, complete or timely
and does not provide any warranties regarding results obtained from its use. This information is subject to change at any time and no person has any responsibility to update
any of the information provided in this material. Statements contained in this material that are not historical facts are based on current expectations, estimates, projections,
opinions and beliefs of Magellan. Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. No
representation or warranty is made with respect to the accuracy or completeness of any of the information contained in this material. Magellan will not be responsible or liable
for any losses arising from your use or reliance upon any part of the information contained in this material.

Any third-party trademarks contained herein are the property of their respective owners and Magellan claims no ownership in, nor any affiliation with, such trademarks. Any
third-party trademarks that appear in this material are used for information purposes and only to identify the company names or brands of their respective owners. No affiliation,
sponsorship or endorsement should be inferred from the use of these trademarks. This material and the information contained within it may not be reproduced, or disclosed,
in whole or in part, without the prior written consent of Magellan. MC431
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