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In July, Snam purchased another floating unit for US$400 million.

The object of the spending is to help gas-import-dependent
Italy cut its reliance on the Russian gas that supplied about 40%
of the country’s gas before the Ukraine War. Italy has already
reduced its reliance on Russian gas to 25% of imports.

Such steps are tied to the energy crisis spurred by Russia’s
invasion of its neighbour and Moscow'’s subsequent moves to
curtail gas deliveries in retaliation for sanctions. Snam, which
earned 3.3 billion euros in revenue in fiscal 2021 (about 70%

of which came from transporting gas and another 16% from
storage), is poised to benefit from investment opportunities as it
helps Italy turn to other countries to obtain gas.

The challenges for Snam posed by Europe’s energy crisis are
formidable, especially as it has had to work to ensure adequate
storage levels are reached in its facilities for the coming winter.
However, the task is made easier by the way Snam, as a
provider of an essential service, is regulated. As an economically
regulated utility, Snam’s revenue is not expected to drop
noticeably, as less than 1% of Snam’s revenue is linked to gas
volumes. Earnings are instead tied to the level of investment by
Snam into the network (which is known as the ‘regulated asset
base’) and allowed return on capital the regulator sets on this
spending. This framework provides predictability and stability
to the company’s earnings outlook. Further, the invested capital
is indexed to inflation over time, providing a protection of real
earnings power for investors.

Snam'’s opportunity is that the Italian government is driving the
push to divert the source of the country’s energy supplies and
this initiative requires investment. The company’s spending on
the floating regasification plants, for instance, earns a decent
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Europe’s energy crisis provides
an opportunity for the Italian gas
infrastructure giant. As does the
renewables push.

and dependable return for investors. There are likely to be other
such investments required to manage the changed pattern of gas
flows across the country.

Longer term, Snam will benefit from the drive to renewables.
The company is expected to have a role in the transportation
and storage of green gases such as biomethane and hydrogen
— both considered important planks in the energy transition in
Europe for hard-to-abate sectors such as industrial and heating.
While this is a long-term opportunity, Snam is already flagging
that it expects to spend more than 8 billion euros on developing
infrastructure for the green switch.

Biomethane is a sustainable natural gas made from waste
biomass such as agricultural by-products, animal droppings,
dedicated crops and food waste. Green hydrogen is touted as a
key part of the drive to net-zero emissions because electrolysers
that split water into its two elements of hydrogen and oxygen
produce emissions-free energy. Snam’s gas infrastructure means
the company is set for any transition to hydrogen.

In a world of energy crises and the shift to renewables, Snam’s
dependable regulated returns and its ability to expand its
regulated asset base means the company offers the regular
income and growth potential that the Magellan infrastructure
team demands of stocks included in its portfolio.

Snam comes with risks, of course. The main longer-term one

is that renewably sourced electricity might reduce household

and business demand for natural gas by more than expected.

A shorter-term risk is Snam maintaining its standing in the
community to ensure regulators don't come under political
pressure to lower Snam'’s allowable return if the company is seen
to be benefiting from the energy crisis.

Each new regasification unit that helps Italy battle through
Europe’s energy crisis, however, boosts Snam’s public standing
and, as that rate base expands, its standing among investors too.

Sources: Dunn & Bradstreet, Bloomberg and company filings.
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Important Information: Units in the fund referred to herein are issued by Magellan Asset Management Limited ABN 31 120 593 946, AFS Licence No. 304 301 (‘Magellan’).
This material has been delivered to you by 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.

Further information regarding any benchmark referred to herein can be found at www.magellangroup.com.au/funds/benchmark-information/. 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. MC343
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