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We strongly recommend that potential investors read the product disclosure statement Lonsec Research Pty Ltd ABN 11 151 658
561 • AFSL No. 421 445 • This information must be read in conjunction with the warning, disclaimer, and disclosure at the end of
this document. This report supersedes all prior reports.

About this Review
ASSET CLASS REVIEWED SPECIALISED

SECTOR REVIEWED RETIREMENT PRODUCTS

TOTAL FUNDS RATED 16

About this Fund
ASIC RG240 CLASSIFIED NO

FUND REVIEWED MAGELLAN FUTUREPAY (MANAGED FUND)

PDS OBJECTIVE TO PROVIDE INVESTORS WITH PREDICTABLE, MONTHLY
DISTRIBUTIONS THAT GROW WITH INFLATION, WHILE
REDUCING THE RISK OF PERMANENT CAPITAL LOSS.

INTERNAL OBJECTIVE AS PER PDS OBJECTIVE

STATED RISK OBJECTIVE NO TRACKED RISK TARGETS

DISTRIBUTION FREQUENCY MONTHLY

FUND SIZE $18M (AUGUST 2021)

FUND INCEPTION 02-06-2021

RESPONSIBLE ENTITY MAGELLAN ASSET MANAGEMENT LIMITED

About the Fund Manager
FUND MANAGER MAGELLAN ASSET MANAGEMENT LIMITED

OWNERSHIP MAGELLAN FINANCIAL GROUP LTD (ASX LISTED: MFG)

ASSETS MANAGED IN THIS SECTOR $18M (AUGUST 2021)

YEARS MANAGING THIS ASSET CLASS 0

Investment Team
PORTFOLIO MANAGER PADDY MCCRUDDEN

INVESTMENT TEAM SIZE 5

INVESTMENT TEAM TURNOVER LOW

STRUCTURE / LOCATION SPECIALIST/SYDNEY

Investment process
INVESTMENT
TERM

NO SET INVESTMENT TERM. READY ACCESS TO
CAPITAL

INCOME
STREAM

TARGET FIXED DOLLAR DISTRIBUTION OF $0.2436
PER UNIT, PAID IN EQUAL MONTHLY INSTALMENTS OF

$0.0203 PER UNIT

RESERVING STRATEGY & INCOME SUPPORT FEATURES YES

INFLATION
PROTECTION

INCOME STREAM IS INDEXED TO INFLATION ON A
QUARTERLY BASIS

GUARANTEES NEITHER CAPITAL OR INCOME ARE GUARANTEED. AS AT
THE END OF AUGUST 2021, THE NUMBER OF MONTHS

COVERED BY THE SUPPORT TRUST IS 31 MONTHS, SUBJECT
TO MARKET MOVEMENTS

ASSET
ALLOCATION

STRATEGIC ASSET ALLOCATION OF 55% INVESTED
IN THE MAGELLAN GLOBAL PLUS STRATEGY, AND

45% INVESTED IN THE MFG CORE INFRASTRUCTURE
STRATEGY

Fund rating history
OCTOBER 2021 APPROVED

What this Rating means
The ‘Approved’ rating indicates that Lonsec believes the
financial product can generate risk adjusted returns in
line with relevant objectives. If applicable, the financial
product provides an adequate means for investors to
gain exposure to the underlying assets.

Fund Risk Characteristics
LOW MODERATE HIGH

BUSINESS SUSTAINABILITY RISK

LEVERAGE RISK

CAPITAL VOLATILITY

FOREIGN CURRENCY EXPOSURE

SECURITY LIQUIDITY RISK

SECURITY CONCENTRATION RISK

Risk categories are based on Lonsec’s qualitative opinion of the risks
inherent in the financial product’s asset class and the risks relative to
other financial products in the relevant Lonsec sector universe.

What is this Fund?
• Magellan FuturePay (’the Fund’) aims to distribute

reliable monthly income that grows with inflation,
while reducing the risk of permanent capital loss.
The Fund provides a diversified exposure to Global
Equities and Global Infrastructure via the Magellan
Global Plus strategy (55%) and the MFG Core
Infrastructure strategy (45%). The Fund’s strategy is
underpinned by a reserving strategy and ongoing
income support. These features aims to smooth out
and maintain stability of income distributions during
weaker market environments.

• The Fund intends to target a fixed dollar distribution
of $0.2436 per unit, paid in equal monthly instalments
of $0.0203 per unit. It is intended that the target
monthly income will be adjusted for inflation on a
quarterly basis.

• Unlike most products in Lonsec’s Retirement
Products peer group, the Fund is not an insurance
product and there are no guarantees on the capital
value of the investments or the target monthly
income being paid. However, investors retain
greater access to capital relative to insurance based
retirement products which typically require the
locking up of capital for an agreed term or for life.
There may be instances where the Responsible Entity
(RE) may reduce the payment amount or frequency
of payments at their discretion. In periods when
inflation is negative the Fund intends to maintain
distribution levels.

• The Fund aims to overcome less popular features of
some Retirement Products (e.g. offered by insurance
providers) that provide predictable income but often
at low rates of return and with limited or no access
to capital. By contrast, the Fund aims to solve this
retirement issue by providing access to a single
product that provides exposure to listed equity
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and infrastructure securities complemented by a
reserving strategy that can provide income support in
adverse markets.

The structure
• The Fund’s Responsible Entity (’RE’) and investment

manager is Magellan Asset Management Ltd (’the
Manager’ or ‘MAM’). MAM is a wholly-owned
subsidiary of the ASX listed Magellan Financial
Group Limited (’MFG’).

• The Fund has a single unit structure and can
generally be accessed directly through the
Responsible Entity (APIR code: MGE9989AU) or via
the Chi-X exchange through brokers (Chi-X code:
FPAY). Chi-X is a licensed exchange. The method by
which an investors enters the Fund does not affect the
method by which the investors can exit the Fund. A
separate report is available for MGE9989AU.

• MAM uses an internal market-making model for
all its exchanged-traded managed funds. This sees
MAM, as the RE, serving as the market-maker albeit
this is effectively outsourced on a day-to-day basis
to specialist third-party entities. The internal market-
making model, however, means that profits or losses
from market-making will accrue to the Fund.

• The Fund’s indicative NAV (’iNAV’) per unit is
updated every second on the RE’s website, as well
as other financial and broker websites. The RE has
appointed ICE Data Indices and Solactive to calculate
and publish the iNAV. A range of portfolio data and
information will be disclosed on a regular basis.

• As per the PDS dated 25 May 2021, the fee disclosure
for the Fund is a management cost of 1.00% p.a. (not
payable on portion of assets held in Support Trust)
with no performance fees. In the event the Fund
receives income from the Support Trust, Magellan’s
management fee will be reduced by an equivalent
amount (subject to the management fee not falling
below zero). In addition, there is an estimated
net Reserve Contribution of 0.52% p.a. (this is an
annualised estimate over a five-year period based on
a period over which the reserves are building and
the investor’s actual experience will vary and could
be a net cost or a net benefit). Reserve Contributions
are a payment into the Support Trust and are not
a fee payable to Magellan. A Contribution is made
when the Fund has generated an excess return over
CPI (after fees and distribution; capped at 45%
of outperformance) and the amount contributed
depends on the Fund’s Reserve Ratio. The Reserve
Ratio is the ratio of the Support Trust to the portfolio
value of the Fund.

• Net transactional and operational costs were
estimated in the PDS to be 0.04% p.a. based on
the anticipated portfolio holdings and turnover of
the Fund. Net transaction costs are costs incurred
in managing the Fund (including explicit and
implicit costs of buying and selling assets, the cost
of hedging/protection strategies and/or when there
are applications or redemptions of fund units by
investors) that are not covered by the buy/sell spread.
The Fund’s buy/sell spread is 0.2% (round-trip).
These costs are reflected in the unit price of the Fund
and are borne by investors, but they are not paid
to the Responsible Entity or the Manager. Buy/sell
spreads are subject to change. Please refer to the
Fund’s PDS or website for further details.

• Borrowing costs may also be incurred where the
Fund draws upon the MFG Reserve Facility, a facility
that allows the borrowing of additional funds from
MFG in specific circumstances. Interest is calculated
daily and payable to MFG at a rate equal to the one-
month Bank Bill Swap rate (BBSW) plus 5.5% p.a. on
the outstanding balance. Borrowing costs will be paid
out of the Fund’s assets.

Withdrawals
• The Fund has no restrictions on withdrawals.

Investors have the option of withdrawing units
directly with the RE or selling units on the securities
exchange in the same way as any listed security.
Investors should note that they may receive
a different unit price based on the method of
redemption.

• When units are withdrawn directly with the RE,
the exit price an investor receives will be the NAV
per unit less the Mutualisation Amount. The
Mutualisation Amount will be equal to the value of
the Support Trust Rights included in the NAV per
unit, subject to a cap of 7.5% of the sum of the Fund’s
estimated portfolio value per unit and the value of
the Support Trust Rights per unit.

• Investors selling their securities on the secondary
market may receive a higher NAV to what the RE is
offering as the pricing may reflect the value of the
Support Trust. This is highly dependent on the Fund
reaching scale and how actively the Fund is traded on
the Securities Market.

Using this Fund
This is General Advice only and should be read in
conjunction with the Disclaimer, Disclosure and
Warning on the final page.

• Retirement Products are potentially suited to:
— Investors concerned about outliving their

retirement savings.
— Investors concerned about their income from

savings not keeping pace with the rate of inflation.
— Investors seeking income stream certainty.

• Lonsec considers the Fund to have a place alongside
other retirement products available to Australian
retirees and form part of an overall retirement
strategy.

Suggested Lonsec risk profile suitability
SECURE DEFENSIVE CONSERVATIVE BALANCED GROWTH HIGH GROWTH

For guidance on appropriate asset allocations and risk profiles, refer
to the latest Lonsec Strategic Asset Allocation Review and Risk Profile
Definitions on our website.

Changes Since Previous Lonsec Review
• This represents Lonsec’s initial review of the Fund.
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Lonsec Opinion of this Fund

People and resources
• Paddy McCrudden is the Head of Retirement

Solutions and Data Science and the named Portfolio
Manager for the Fund. McCrudden is responsible
for overseeing the implementation of the approved
investment strategy and Reserve Contribution
amounts into the Support Trust. Ultimately, changes
to the Reserve Contributions must be approved by
the RE. In addition, McCrudden is also responsible
for monitoring the strategy and making any
recommendations for modification of the strategy
to the FuturePay Investment Committee (FPIC).
McCrudden joined Magellan in 2017 after 16 years at
BlackRock where he honed his extensive quantitative
background. Lonsec considers McCrudden to be
well credentialed to manage the Fund given his
background and significant involvement in its
development.

• The FPIC is chaired by McCrudden with other
members including Gerald Stack (Chairs Magellan
IC, Head of Investments and Infrastructure), Dom
Giuliano (Deputy CIO and Head of ESG), Brett
Cairns (CEO) and Arvid Streimann (Head of Macro
and Co-PM of Magellan Global). The FPIC is of high
quality and well structured, with representation
from senior members of Magellan, although Lonsec
believes it could be strengthened via the addition of
non-aligned committee members.

• The Magellan Global Plus investment team is well
resourced with 34 investment professionals with an
average of 15 years’ experience and a tenure of six
years with Magellan. The MFG Core Infrastructure
investment team is comprised of eight members with
an average of 16 years’ experience and tenure of six
years with Magellan. Overall the investment teams
of both underlying strategies are well resourced
and suitably experienced to manage the underlying
exposures of the Fund in line with their investment
objectives.

• While the size of the investment team is large with
high levels of experience, Lonsec notes the Fund is
managed by a smaller sub-set of individuals on a
day to day basis, primarily McCrudden. In addition,
Lonsec highlights that the Manager has materially
lower levels of experience and track record in
managing retirement products relative to the Lonsec
rated peer group. That being said, Lonsec has been
impressed with the quantum of research undertaken
in the launch of the product and has gained sufficient
comfort in its framework and approach. In addition,
Lonsec believes the Fund’s use of the underlying
investment teams, given the Manager’s common
philosophy focused on capital preservation and
absolute wealth accumulation, may be additive in a
retirement context, especially when coupled with the
Fund’s other structural features.

• Magellan operates a multifaceted remuneration
structure and Lonsec believes there to be a reasonable
alignment of interests between the investment team
and end investors. Staff are rewarded through a base
salary in addition to a short-term and long-term
incentive program. Part of the variable component
of staff remuneration is subject to a level of deferred
payment typically vested over three years.

• Lonsec considers there to be high key person risk in
McCrudden given his primary responsibility for the
Fund and significant involvement in its development.
This is somewhat mitigated given the quantitative
based calculation of the Reserve Ratio and Reserve
Contributions and high level of involvement by the
FPIC in setting investment guidelines. In addition,
Lonsec notes that the investment team has a strong
alignment of interests with investors given the team’s
significant tie-in to the business via personal capital
investment and equity ownership.

Research and portfolio construction
• Magellan has undertaken extensive market studies

and almost four years of research and development
to bring Magellan FuturePay to market. FuturePay
is the first retirement aimed product offering from
Magellan. The Fund aims to solve the complex
issue of sequencing risk in that it aims to limit the
potential impact of negative share market returns
while drawing down an income stream. Investors
can also access their capital at any time but should
be aware the amount they receive may be reduced
by the Mutualisation Amount (value of the Support
Trust included in the NAV per unit). Lonsec considers
these features and the indexing of the income stream
to CPI to be attractive features, providing enhanced
flexibility to investors. Overall, Lonsec considers the
resultant Fund design to be intuitive, flexible and
a simpler structure than some other Lonsec rated
retirement solutions.

• The Fund’s approach to managing sequencing risk
relies on the process of reserving capital in strong
markets to support income in adverse markets.
Lonsec views the Fund’s approach to smoothing
income distributions as a more efficient adaption of
the commonly used bucketing strategy in retirement.
It allows for a more dynamic capital allocation
approach resulting in potentially greater exposure to
growth assets and minimising assets held in cash and
cash equivalents.

• The Reserve Contributions will comprise of adequacy
contributions based on inflows (up to 7.5%) and
outperformance contributions, where up to 45%
of the Fund’s outperformance (over CPI, after
distributions and fees) is contributed into the Support
Trust. The level of Reserve Contributions, subject
to limits approved by the RE, are determined by
McCrudden and largely dependent on the Fund’s
Reserve Ratio. The maximum Reserve Ratio for the
Fund is 30%, however the Manager has stated there
will be no ongoing Reserve Contributions if the
Reserve Ratio exceeds 20%. Strategically the Fund
is looking to maintain the Reserve Ratio between
15-20%. As of 31 August 2021, the Reserve Ratio was
11.6% which represents 31 months of distribution
coverage, subject to market movements.

• Reserved Assets are held via the Support Trust that
has been established as a Discretionary trust and
as such its assets do not form part of the Fund. The
Fund cannot call upon assets held in the Support
Trust and any payments from the Support Trust
to the Fund can only be approved by the Trustees
(McCrudden, Cairns and Ferguson). Currently
the Support Trust is restricted to cash and cash
equivalent assets with less than 90 days duration.
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Magellan has indicated that approved assets for the
Support Trust may change subject to approval by the
FPIC. Any changes to the approved assets are subject
to strict risk and liquidity requirements.

• The structuring of the Support Trust allows for the
mutualisation of its assets and investors redeeming
from the Fund may only receive a portion of the
value of the assets held in the Support Trust. The
remaining amount is retained for the benefit of
all remaining investors. This is key to the success
of the Fund as it allows the Fund to build a larger
pool of assets that can be used to support income
distributions during adverse market conditions.
To support the success of the Fund in its early
stages Magellan has committed to contribute
$50m of its own capital (this will gradually be
contributed into the Support Trust as the AUM of
the Fund grows). As such, Lonsec highlights this
introduces some counterparty risk and reliance
on the financial strength of the Manager. Albeit,
Lonsec acknowledges Magellan is a listed Australian
company and has historically been able to access
financial markets and raise additional capital where
required.

• An additional layer of protection available to
investors is the MFG Reserve Facility. Under this
facility the RE has the option of entering into a
funding facility with MFG when the Reserve Ratio
is less than 5%. The loan must not exceed two thirds
of the target monthly income to be paid by the
Fund and is capped at the lower of 2% of the Fund’s
Portfolio Value at last month end or $100m. This loan
from MFG will have an interest rate of Bank Bills
+ 5.5% and is not repayable by the Fund until the
Reserve Ratio returns above 10%. Pleasingly, Lonsec
understands that the RE has the capacity to borrow
from other counterparties if more attractive rates are
available. In addition, Lonsec is comforted by the
guidelines in place for the use of the Reserve Facility.

• The approach taken by the Manager for managing
sequencing risk differs from other retirement
solutions rated by Lonsec. While the mutualisation
of assets will likely prolong income distributions in
adverse markets the distributions are not guaranteed.
And the Fund’s ability to meeting Target Monthly
Income distributions may come under stress under
a prolonged bear market scenario. This scenario
may lead to the Fund depleting its Reserve Assets
under the Support Trust even after accessing a loan
via the MFG loan facility. In this scenario, Lonsec
notes the Fund may need reduce or stop its income
distributions.

Underlying fund exposures
• The Fund will primarily invest into listed global

equity and infrastructure securities and will also
have exposure to cash and equivalents. Currently
the Fund has a SAA allocation of 55% towards the
Magellan Global Plus strategy and 45% towards the
MFG Core Infrastructure Strategy with an allowable
tolerance of +/-5%. A strategic hedge ratio of 45%
has been adopted (+/-10% tolerance), effectively the
MFG Core Infrastructure position is fully hedged.
The SAA of the Fund is intended to be a long term
outlook of seven plus years and the Fund does not
intend to implement any macro adjustments to the
asset allocation, although macroeconomic views may

be implemented in the underlying strategies. Lonsec
believes the Fund may have benefited from Magellan
leveraging their Macro capabilities to enhance returns
and downside protection, while acknowledging the
added complexity this would have added to the
Fund.

• Lonsec notes that the Magellan Global Plus is a subset
of the Magellan Global Equities strategy that was
incepted 1 July 2013. It has primarily been available
for institutional investors and is identical to the
Magellan Global Equities strategy except holdings
must have a market capitalisation greater then US
$25b rather than US$10b. Testing conducted by the
Manager has indicated that since inception of Global
Plus, the rolling 3-year return correlation between
the two strategies has exceeded 99.9%. At the time
of writing the two strategies held identical stocks.
Magellan Global Plus strategy was the preferred
strategy due to the higher level of capacity available
with the larger market cap requirement.

• Lonsec is comforted that both underlying strategies
have an objective of generating yields of 4% and
have a strong track record over the long run of
outperforming the market and being able to provide
solid downside protection. Lonsec considers both
of these strategies to be additive in achieving the
Fund’s objective though investors should note that
distributions will be a combination of income and
long term capital gains.

ESG Integration
• The Manager has articulated a commitment to the

integration of ESG within their investment process
with a strong policy framework and clear public
positioning. The ESG policy is freely available on the
firm’s website. Overall Lonsec views the strength of
this commitment to be above peers.

• The level of disclosure with respect to the Manager’s
proxy voting policy and voting outcomes is in-line
with peers supported by a decent proxy voting policy
framework. The level of disclosure with respect to
the Manager’s engagement policies and engagement
outcomes is assessed as being in-line with peers with
an industry leading engagement policy framework.
Reporting on voting decisions and engagement
outcomes is not made publicly available.

• There is clear evidence of ESG integration within the
research elements of the investment process for the
underlying strategies. Overall ESG integration within
the investment process is in-line with peers.

• Both lead PMs demonstrated an ability to engage
on broad ESG topics and both strategies have
a systematic approach to tracking engagement
outcomes. The Manager had a well-structured
approach to the collection and use of ESG specific
data, including the use of a proprietary data
collection model.

• Overall, on a peer relative basis, Lonsec considers the
overall level of ESG integration within the Fund to be
‘moderate’.
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Risk management
• Lonsec believes both underlying strategies to have

appropriate risk management processes in place.
Please refer to the Lonsec fund reviews on Magellan
Global Fund (Magellan Global Plus is an identical
fund with the exception of a higher market cap
screen) and the MFG Core Infrastructure Strategy
for details on risk management applied by each
respective strategy.

• At the headline Fund level, Lonsec notes that
risk management is integrated into the product
design, particularly with regards the tailored risk
management strategy via its reserving feature.

Funds Under Management (FUM)
• The Fund was seeded by Magellan with $10m and as

at August 2021 had an AUM of $18m.
• The Manager considers the capacity for the Fund to

be approximately $10bn based on capacity constraints
of the underlying strategies. The Manager is currently
operating comfortably below the stated capacity
limit and Lonsec have no capacity concerns with the
underlying strategies.

• Lonsec notes that scale of this Fund will be pivotal
for the it to operate efficiently and effectively
smooth income in market downturns. Consequently
Magellan were mindful to ensure underlying
strategies had sufficient capacity to accommodate this
Fund growing to $10bn. This was the primary reason
Magellan had opted to allocate to Magellan Global
Plus Strategy instead of the Magellan Global Strategy.

Performance
• The Fund was only recently launched in June 2021

and therefore there is a limited meaningful long-term
track record on which to comment. However, Lonsec
notes that the underlying strategies of the Fund have
a solid performance history and have historically
demonstrated strong downside protection.

Overall
• Lonsec has initiated coverage of the Fund with an

’Approved’ rating. The Fund is a well designed
product that aims to solve some of the well known
issues facing retirees. It is a complementary option to
other retirement solutions and provides the potential
for higher rates of return alongside greater access
to capital relative to other retirement product peers
that include annuities and those with investment
protection features. The Fund taps into Magellan’s
highly regarded global equity and infrastructure
capabilities underpinned by a reserving strategy and
ongoing income support. This seeks to generate more
consistent income distributions that are linked to
inflation.

People and Resources

Corporate overview
Magellan Asset Management (’Magellan’) was
established in 2006 and is a fully owned subsidiary of
the Magellan Financial Group (MFG). MFG is listed on
the Australian Stock Exchange (ASX code: MFG).
Magellan currently manages a range of listed and
unlisted global equity and infrastructure funds. As at 31

July 2021, firm-wide funds under management totalled
approximately $117bn.
Magellan currently serves as both the Investment
Manager and Responsible Entity for its funds.

Size and experience

NAME POSITION

EXPERIENCE
INDUSTRY /

FIRM

PADDY MCCRUDDEN* PORTFOLIO MANAGER –
FUTUREPAY; FPIC CHAIR;

HEAD OF RETIREMENT
SOLUTIONS & DATA

SCIENCE

20 / 4

DOMENICO GIULIANO FPIC MEMBER; DEPUTY
CIO/HEAD OF ESG

27 / 14

GERALD STACK FPIC MEMBER: HEAD
OF INVESTMENTS;

PORTFOLIO MANAGER –
INFRASTRUCTURE

33 / 14

ARVID STREIMANN FPIC MEMBER; HEAD OF
MACRO; CO-PORTFOLIO

MANAGER – GLOBAL
EQUITIES

21 / 6

BRETT CAIRNS* FPIC MEMBER; CEO 30 / 6

ALEX FERGUSON* DIRECTOR, MAGELLAN
CAPITAL & ADVISORY

15 / 6

* Trustees of Magellan FuturePay Pty Limited, a company that is the
trustee of the Support Trust

The Fund is led by Head of Retirement Solutions &
Data Science, Paddy McCrudden. McCrudden joined
Magellan in 2017 in his current role. Prior to joining,
McCrudden worked at BlackRock for 16 years. From
2015 to 2017, he was based in New York where led a
team building quantitative models for global equities
and worked as the lead strategist for active equities.
Prior to this, he was the Head of Portfolio Management
for Australian equities, overseeing index, active and
long-short funds. Prior to this he was a Portfolio
Manager and trader in a team responsible for multi-
asset portfolios.
The FuturePay Investment Committee (FPIC) is chaired
by McCrudden with other members including Gerald
Stack (Chairs Magellan IC, Head of Investments and
Infrastructure), Dom Giuliano (Deputy CIO and Head of
ESG), Brett Cairns (CEO) and Arvid Streimann (Head of
Macro and Co-PM of Magellan Global).
Domenico Giuliano is the Deputy CIO and Portfolio
Manager. Giuliano joined Magellan in 2007 with
responsibility for research coverage of the financials
sector. In 2014, In 2014, Giuliano was promoted to
Deputy Chief Investment Officer and is the portfolio
manager of the Global Sustainable and the Global ESG
strategies, while still covering financial stocks.
Gerald Stack joined Magellan in 2007 and is Head
of Investments and leads the team responsible for
managing Magellan’s infrastructure portfolios and
providing research coverage of companies within the
infrastructure, transport and industrials sector.
Brett Cairns has a long history with Magellan, first
joining the Magellan Board in 2007 before being
appointed an executive director in 2015. In 2018 Cairns
was appointed the Chief Executive Officer of Magellan
Financial Group. Cairns was formerly co-head of the
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Capital Markets Group within Structured Finance at
Babcock & Brown, which he joined in 2002.
Arvid Streimann joined Magellan in 2014 as a Senior
Analyst in the Financials Team. In 2017, Streimann was
appointed Head of Macro research and chairs the Macro
Committee. In 2018, he was made a Portfolio Manager
and in 2020 he was promoted to co-Portfolio Manager of
the Global Equity Strategy. Prior to Magellan, Streimann
spent 10 years in the research departments of Morgan
Stanley and UBS, covering financial institutions and
economics.

Remuneration / alignment of interests
Employees are rewarded with a base salary in addition
to discretionary short-term and long-term incentive
program.
Short term incentives (bonus) are based on performance
(stock and Fund level), the profitability of Magellan and
a qualitative assessment by Douglass and Stack. The
bonus is not capped and can be multiples of base salary.
Magellan also offer a long term incentives via a share
purchase plan. This program acts as a staff retention
mechanism and helps align the long-term interests of
employees with those of clients.

Research Approach
Overview

The FPIC is the forum for reviewing and discussing
investment issues considered by Magellan’s Retirement
Solutions team. The FPIC is expected to meet on a
quarterly basis and is primarily responsible for ensuring
the Fund and Support Trust are managed as indicated in
the PDS. To achieve this objective the FPIC is responsible
for:

— Reviewing, approving and monitoring Approved
Assets for the Fund and Support Trust;

— Approving the Funds Strategic Asset Allocation
(SAA) and acceptable tolerances;

— Approving the Funds Strategic Hedge ratio, along
with tolerances;

— Approving maximum absolute and/or relative
holdings in securities and cash investments for the
Support Trust;

— Reviewing and approving investable assets for the
Support Trust;

— Reviewing and approving portfolio risk controls
set by the Portfolio Manager for the Fund and the
Support Trust; and

— Reviewing areas of further analysis and
investigation by the investment team.

The main considerations in the selection of securities are
those that can meet or exceed equity market returns over
the long run, but have lower risk, particularly lower
downside risk. Extensive research by Magellan has
shown that high-quality, low-volatility stocks tend to
achieve superior long-term, risk-adjusted performance.
The underlying strategies are reviewed on an ongoing
basis by the FPIC.
In setting the Fund’s long term SAA, the FPIC assesses
the underlying investment strategies on a historical and
forward looking basis. Several metrics are considered as
part of this process:

— The expected real return of the strategy;

— The CPI relative annualised risk of the strategy;
— The beta of the strategy;
— The downside capture of the strategy;
— The probability that the fund return in a year

exceeds the target of CPI + distributions;
— The correlations of the strategies with other

candidate strategies; and
— The interaction of strategies with the reserving

process and the utility for clients.

Portfolio Construction

Overview

Support Trust
The FuturePay Support Trust (Support Trust) is
a separate pool of assets that is managed with an
intention of supporting the Fund in paying its Target
Monthly Income to investors over the long term. The
Support Trust is a discretionary trust whose trustee
is Magellan FuturePay Pty Limited, a member of the
Magellan Group. The trustees are responsible for any
discretionary payments made from the Support Trust to
FuturePay in furtherance of its objectives.

The investment strategy
The Fund has a long term Strategic Asset Allocation
(SAA) of 55% invested in the Magellan Global
Plus Strategy and 45% invested in the MFG Core
Infrastructure Strategy with a +/-5% tolerance. All stock
holdings are held directly by the Fund via a mandate
structure. Portfolio holdings will be rebalanced on a
daily basis for any holdings outside +/-15 bps tolerances.
The Magellan Global Plus strategy is a ‘long only’,
benchmark-unaware investment capability that invests
across global equity markets (typically unhedged)
and can also invest up to 20% in cash. It is a relatively
concentrated strategy and will typically hold 20-30
stocks, investing predominantly in well-known brand
mega-to-large companies with market capitalisation
above US$25bn. The strategy has an absolute return
investment objective, aiming to deliver a return of
10% p.a. gross of fees over a business cycle and capital
preservation in adverse markets.
The MFG Core Infrastructure strategy is a ‘long only’,
benchmark-unaware investment capability that invests
across global listed infrastructure securities and can also
invest up to 10% in cash. The strategy is expected to
hold 70-100 stocks with a 3% limit per stock at purchase.
The strategy aims to deliver at least CPI + 5% (net fees)
over the business cycle. There is also a distribution yield
target of 4% p.a. paid semi-annually and risk objective to
minimise downside risk.
Responsibility for manager selection rests with the
FPIC. The Portfolio Manager is then responsible for
implementing an approved strategy by the FPIC for the
Fund and the Support Trust.
Please refer to respective fund review reports for the
underlying strategies for details of their portfolio
construction.
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Risk Management
Risk limits

The Fund has no formal limits outside of asset allocation
ranges with 80-100% in listed securities and 0-20% in
cash or cash equivalents.
The FPIC has set tolerance levels of +/-5% at the SAA
level and at +/-10% tolerance at the hedging level. These
represent long term views of the FPIC that could change
but are unlikely to do so in the short to medium term.
More details on Risk Limits of the underlying strategies
can be located in their respective fund review reports.

Risk monitoring
The FPIC has a formal oversight role over the Fund and
Support Trust.
The underlying strategies of the Fund are benchmark
unaware with reasonably wide constraints. Qualitative
factor analysis forms an integral part of Magellan’s
process in determining and ensuring ongoing security
and asset eligibility.

Risks
An investment in the Fund carries a number of
standard investment risks associated with domestic
and international investment markets. These include
economic, political, legal, tax and regulatory risks.
These and other risks are outlined in the PDS and
should be read in full and understood by investors.
Lonsec considers major risks to be:

Conflicts of interest risk
Magellan Group act as the responsible entity of the Fund
and the trustee of the Support Trust. In addition, the
responsible entity of the Fund and Magellan Group has
been appointed as beneficiaries of the Support Trust.
Members of the Investment Committee and Trustees
are all employees of Magellan Group. As such conflicts
of interest may arise between Magellan and Investors.
Magellan maintain a comprehensive Conflicts of Interest
Policy to manage their obligations and ensure conflicts
are resolved fairly.

Target Monthly Income risk
There is a risk that the RE changes the Target Monthly
Income amount or frequency of payments. The Target
Monthly Income is a target only and may not be
achieved. While the RE expects that from time to
time the Fund may receive Support Payments from
the Support Trust or borrow under the MFG Reserve
Facility this is not guaranteed. The Support Trust may
have insufficient assets to make support payment. Or
Trustee may determine to not make Support Payment
to the Fund. There may be no money or insufficient
money available under the MFG Facility to support
distributions. In Lonsecs view a prolonged bear market
increases the risk of this occurring.

Support Trust contribution risk
There is a risk that an investor may not benefit from the
Reserve Contributions made to the Support Trust while
they hold an investment in the Fund. The assets of the
Support Trust do not form part of the assets of the Fund.
There is no guarantee that Support Payments will be
made to the Fund. When an investor withdraws their
investment from the Fund, they will not receive any

payment from the Support Trust and will no longer be
able to benefit from any future Support Payments made
to the Fund.

Mutualisation Amount risk
There is a risk that the Mutualisation Amount is higher
when an investor seeks to exit the Fund compared to
the level it was when they entered the Fund, which may
reduce the redemption proceeds or sale proceeds the
investor may otherwise expect to receive.

Equity market risk
The capital value of the Fund is not guaranteed.
Investments in equity markets are subject to numerous
factors which may have an impact on the performance
of an investment (both positive and negative).
Unexpected changes in economic, technological,
structural, regulatory or political conditions can have
an impact on the returns of all investments within a
particular market.

Liquidity risk
Liquidity risk differs between funds depending on
their style or market cap bias. Exposures to emerging
market countries can potentially give rise to heightened
liquidity risk. Stocks domiciled in emerging markets
are generally considered to be less liquid than those
domiciled in developed markets, particularly during
times of extreme market dislocation. Lonsec notes the
Fund has not invested in stocks listed in emerging
markets to date.

Currency risk
The Fund predominantly invests in assets that are
denominated in non-A$ currencies. A rise in the relative
value of the A$ vis-à-vis the currencies in which the
assets are denominated will negatively impact the
market value of the assets (and vice versa) from an
Australian investor’s perspective. The Fund is expected
to be partially hedged (45%) to minimise the impact of
currency fluctuations.

Emerging market risk
Emerging market companies generally have greater
market risk (i.e. beta). Accordingly, investors should be
mindful of the potential for sharper movements in the
market price of these investments.

Quantitative Performance Analysis
The Product commenced on June 2021. As Lonsec
prefers to consider performance over longer time
periods, it will continue to monitor the performance of
the Product as a more significant track record develops.
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Glossary
Total return ‘Top line’ actual return, after fees
Excess return Return in excess of the benchmark return
Standard deviation Volatility of monthly Absolute
Returns
Tracking error Volatility of monthly Excess Returns
against the benchmark (the Standard Deviation of
monthly Excess Returns)
Sharpe ratio Absolute reward for absolute risk taken
(outperformance of the risk free return (Bank Bills) /
Standard Deviation)
Information ratio Relative reward for relative risk taken
(Excess Returns / Tracking Error)
Worst drawdown The worst cumulative loss (‘peak to
trough’) experienced over the period assessed
Time to recovery The number of months taken to recover
the Worst Drawdown
Snail Trail A trailing 12-month relative performance and
relative risk measurement over the benchmark. The trail
is generated using a 12-month rolling window over the
specified period

About Lonsec
Lonsec Research Pty Ltd (Lonsec) is an investment
research house with specialist areas of expertise, that
was originally established in 1994 and the current
entity was registered on 23 June 2011. From 1 July 2011,
Lonsec became a fully owned subsidiary of Lonsec Fiscal
Holdings Pty Ltd, a privately owned entity with a multi-
brand strategy of providing leading financial services
research and investment execution. Lonsec believes that
professional financial advisers need informed opinions
on the best investment strategies and financial products
to provide real value for their clients. To meet this need,
Lonsec has in place an experienced research team, which
draws on a robust research process to undertake in-depth
assessment of managed fund products.

Analyst Disclosure and Certification
Analyst remuneration is not linked to the research or
rating outcome. Where financial products are mentioned,
the Analyst(s) may hold the financial product(s) referred
to in this document, but Lonsec considers such holdings
not to be sufficiently material to compromise the rating
or advice. Analyst holdings may change during the
life of this document. The Analyst(s) certify that the
views expressed in this document accurately reflect their
personal, professional opinion about the matters and
financial product(s) to which this document refers.


