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WHO IS IIR?

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for
Brokers, Family Offices and Fund Managers. IR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted
managed investments, listed companies, structured products, and IPOs.

IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales
personnel nor do they have dealings with Sales personnel

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual
reputation, and evaluations by investor clients.

INDEPENDENCE - ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing
the issuer. For this reason, analysts are not permitted to attend “road show" presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they
have access to the same information as their investor clients.

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES
IR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: [IR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the
acceptance of reasonable hospitality in accordance with the Firm's general policies on entertainment, gifts and corporate hospitality.

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of
Australian Financial Services Licensee (AFSL no. 410381. IR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”,
subsequent to this publication, IR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IR as
at the date of publication and may change without notice. IR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This
document does not constitute an offer of services in jurisdictions where IR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IR and the Participant, their directors
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication.

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection
with making any statements and/or recommendation (if any), contained in this Report. IR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services
for the companies that are the subject of such statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx.

THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this is included in the contract with the company;

2)  Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold" on any stocks. This is left to the Adviser who knows their client and the individual portfolio of the client.

4)  Qur research process for valuation is usually more conservative than what is adopted in Broking firms in general sense. Our firm has a conservative bias on assumptions provided by management as
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6)  All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Note: This report is based on
information provided by Magellan
Asset Management Limited.

Rpecommendeq

Key Investment Information
(as at 31 March 2022)

Choe Ticker FPAY
NAV per Unit $5.7716
Units on Issue (m) 36
AUM ($m) 20.8
Value of Support Trust

Rights $0.5234
Monthly Dlstr*lbutlon 2089
Amount (cps)

Listing Date 2 June 2021
Fund Structure Exchange Traded

Managed Fund (ETMF)

Magellan Asset
Management Limited

Responsible Entity (RE)

Investment Manager Magellan Asset

Management Limited

Market Maker Magellan Asset

Management Limited
Fees:
1.0% (incl. GST)
Performance Fee (p.a) na
0.10%

Management Fee (p.a)

Entry Fee (Buy spread for
direct applications with
the RE)

Exit Fee The sell spread (0.10%
for direct investments)
and the Mutualisation
Amount, which can be

up to 7.5% of the NAV.

*The monthly distribution will be adjusted for
inflation on a quarterly basis.

The Manager intends to invest in stocks on global
stock exchanges and therefore will have direct
exposure to foreign currency. To date, the FX
exposure has been partially hedged with a hedge
ratio of 42.53% as at 28 February 2022.

The investment opinion in this report is current as
at the date of publication. Investors and advisers
should be aware that over time the circumstances
of the issuer and/or product may change which
may affect our investment opinion.

Independent Investment Research

Magellan FuturePay (Managed Fund)

(CXA: FPAY) - Update

PRODUCT SUMMARY

Magellan FuturePay (Managed Fund) (CXA: FPAY) (“FPAY" or the “Fund”) ticked over its
9-month anniversary since listing in March 2022. FPAY is an exchange traded managed
fund (ETMF) that seeks to provide investors predictable, monthly distributions that grow
with inflation, with the potential for capital growth and protection in down markets. The
Fund is managed by Magellan Asset Management Limited (the “Manager”). The Manager
is also the Responsible Entity (RE) of the Fund and is responsible for making a market for
the Fund. The Fund seeks to achieve its objective through an investment in a portfolio of
securities that represents a blend of the Magellan Global Plus strategy (60%-60%) and the
Magellan Core Infrastructure strategy (40%-50%), in combination with a reserving strategy
whereby cash will be directed to a discretionary trust (“Support Trust”). The Support Trust

is used to support distribution payments if the portfolio performance is insufficient to meet
the ongoing distribution requirements. The Support Trust is a separate pool of assets, which
investors have no rights to. A key aspect of the Fund is that it mutualises, via the Support
Trust, a portion of the capital from the issue of new units and some of the excess returns
of the portfolio above the inflation index (value of the portfolio per unit adjusted for inflation)
to support distribution payments. The premise for the reserving strategy is to reduce the
erosion of the value of the portfolio of securities in weak markets by using the assets of the
Support Trust to contribute to distributions (either partially or fully). To 28 February 2022, the
Support Trust had contributed to the distribution in 3 of the 8 monthly distributions paid.

The Manager receives a management fee of 1.0%p.a (including GST) of the portfolio value of
the Fund (ie. the value of the Fund less the Support Trust Rights). The management fee will
only be charged at the Fund level. No performance fee is applicable.

INVESTOR SUITABILITY

The Fund has been designed for investors that: (1) seek a predictable monthly income that
grows with inflation; (2) an investment that grows at or above inflation, net of income and
fees; and (3) convenient access to capital with the flexibility to access their investment
through their preferred transaction method, either on-market through the Cboe Australia
exchange (previously Chi-X) or off-market through direct application with the RE (see
Appendix A). An investment in the Fund may be suitable for those in retirement and has
been designed specifically for the needs of retirees, however, may also be suitable for

other investors seeking a long-term investment and require a stable, regular income, with
the ability to access their capital if need be. In return for the inflation-adjusted monthly
distribution, investor's contribute to the Support Trust, with the Fund directing a portion of
capital raised plus a portion of the portfolio returns in excess of inflation to the Support Trust.
Investors benefit from the Support Trust during periods of underperformance, however, have
no rights to the assets of the Support Trust and therefore forego the value of the Support
Trust upon exit from the Fund. As such, we view an investment in the Fund as suitable for
those investors with a long-term investment horizon with investors forgoing up to 7.5% of
capital on exit in return for a regular fixed income (adjusted for inflation).

RECOMMENDATION

Independent Investment Research (IIR) has assigned a Recommended rating to Magellan
FuturePay (Managed Fund) (CXA: FPAY). The below report provides an update as to the
performance of the Fund since its listing in June 2021. The Fund is functioning as designed
and to date has delivered on its key objectives. Investors have benefited from the inflation
adjusted distribution, with the distribution increasing in line with inflation on a quarterly basis,
an important feature of the Fund given the current environment. There is a healthy level of
distribution coverage in the Support Trust, with distribution coverage of 34 months as at 28
February 2022. The Support Trust has more than sufficient coverage to meet the distributions
during the current weak market conditions. The Support Trust assists with preserving the
capital of the portfolio in negative markets by not liquidating positions at a loss to make
distributions. FUM growth has been slow, however this was expected by the Manager given
it is the first product of its kind on the Australian market. There has been limited secondary
market liquidity to date, however we expect this to increase as the Fund grows in size.
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Strengths

¢

FPAY seeks to provide a regular, inflation-adjusted distribution to investors with the
benefit of readily available access to capital with unitholders able to buy and sell units on
a daily basis either through the Cboe Australia listed ETMF or through a direct application
with the RE.

In addition to a steady inflation-adjusted distribution, FPAY offers the potential for capital
appreciation. While a portion of the returns after paying fees and distributions may be
directed to the Support Trust, this amount is capped meaning a portion of the capital
returns will remain in the Fund. This compares to annuities where there is typically no

or minimal capital growth potential. Further to this, during periods when the portfolio
value underperforms the inflation index, the Support Trust will be used to contribute to
distributions so the Fund is not selling securities in weak markets to fund the distribution,
thereby preserving the capital value of the underlying investments.

The Magellan Group committed to contribute up to $50m to the Support Trust upon the
establishment of the Fund to assist the initial capitalisation of the Support Trust. The
capital contributed will not be able to be withdrawn or returned to the Magellan Group,
except on the wind up of the Fund or the removal of Magellan as the Responsible Entity,
at the discretion of the Trustee of the Support Trust. At February-end, Magellan had
contributed $1.5m of the capital contribution to the Support Trust. The contribution has
and will continue to benefit the Fund by offsetting any weakness from the portfolio of
securities in the early years of the Fund in addition to ensuring the Reserve Ratio is not
diluted from the issue of new units.

The Fund has a Single Unit (dual registry) structure which enables investors to invest
either on-market through the Cboe Australia exchange or off-market through a direct
application with the RE.

The ETMF structure provides for transparency of the value of the portfolio during

the trading day through the iINAV (the intraday NAV), which is published on the RE's/
Manager’s website. We note that the Fund will invest primarily in global securities and
therefore there will likely be little movement in value during the Australian trading day.

As required for ETMF's, the Fund has a Market Maker that provides liquidity for the Fund
so that investors can trade at a price that is close to the NAV of the Fund. We note that
secondary liquidity may be provided from existing unitholders seeking to trade their
position that may see the Fund trade at odds with the NAV. The Manager is the Market
Maker for the Fund and has appointed a Market Making Agent to provide execution and
settlement services on their behalf.

Weaknesses

¢

In order to receive the benefits of the Support Trust, investors will forego the
Mutualisation Amount upon exit directly through the RE. The Mutualisation Amount
represents the value of the Support Trust Rights included in the NAV, subject to a cap of
7.5%. We note that whilst investors give up the mutualisation amount, investors benefit
over the long-term from the benefit of the Support Trust supporting distributions to
maintain a steady monthly income for investors that increases with inflation.

There has been significant instability in the management and investment team of the
Magellan Group, which has contributed to a significant outflow of FUM. The Responsible
Entity and the Manager have been able to replace the exiting team members with
experienced personnel that know the Magellan process and strategy, however the abrupt
exit has caused disruption to the business.

Magellan Asset Management is both the Responsible Entity and the Manager of the
Fund, which provides for potential conflicts of interest with respect to acting in the best
interests of unitholders. We note that Magellan has significant resources at its disposal to
implement the scheme effectively and is exposed to significant reputational risk which in
our view reduces the risk of conflicts.

Opportunities

An investment in the Fund seeks to offer investors a stable, inflation-adjusted income
stream with an attractive yield and protection against deflation. The Fund removes the
potential income volatility from investing in the underlying strategies or stocks and funds

in general.
Q{NDEPENDENT
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¢ Investors may be able to use the dual registry structure to their advantage upon purchase
and sale of units in FPAY with the ETMF structure providing investors the ability to transact
on the secondary market, potentially obtaining a better price than with a direct investment
or redemption with the RE.

Threats

¢ As has been highlighted in the Fund's performance to date, during periods of
underperformance of the portfolio value compared to the inflation index the Support Trust
will be used to contribute to distributions. Consistent periods of underperformance by
the portfolio of investments may result in the depletion of the Support Trust. The Manager
has reduced the risk of Support Trust depletion in the initial years through the capital
contribution of up to $50m by the Magellan Group and access to the MFG Reserve Facility
up to $100m, which can be used if the Reserve Ratio is less than 5%.

¢ Unlike an annuity investment, the distribution is not guaranteed by the Manager.
Therefore, there may be circumstances where the Fund is unable to meet the distribution
requirements. We note that the Manager will make all efforts to ensure that this does not
occur.

FPAY UPDATE

Magellan FuturePay (CXA: FPAY) was listed on 2 June 2021 on the Cboe Australia exchange
(previously Chi-X) . This report is intended to provide an update on the key features and
performance of the Fund.

FPAY seeks to provide investors predictable, monthly distributions that grow with inflation,
with the potential for capital growth and protection in down markets. The Fund is managed by
Magellan Asset Management Limited (the “Manager”). The Manager is also the Responsible
Entity (RE) of the Fund and will be responsible for making a market for the Fund. The Fund
seeks to achieve its objective through an investment in a portfolio of securities that represents
a blend of the Magellan Global Plus strategy (50%-60%) and the Magellan Core Infrastructure
strategy (40%-50%), in combination with a reserving strategy whereby cash will be directed
to a discretionary trust (“Support Trust”). The Support Trust will be used to support distribution
payments if the portfolio performance is insufficient to meet the ongoing distribution
requirements. For further details regarding the structure of the Fund, please refer to our
Initiation of Coverage report published in August 2021 (https://independentresearch.com.au/
research_reports/magellan-futurepay-managed-fund-chi-x-fpay-initiating-coverage/).

A key aspect of the Fund is that it mutualises, via the Support Trust, a portion of the capital
from the issue of new units and some of the excess returns of the portfolio to support
distribution payments in weak markets. The premise for the reserving strategy is to reduce the
erosion of the value of the portfolio of securities in weak markets by using the assets of the
reserve (Support Trust) to contribute to distributions (either partially or fully).

The Support Trust has operated as designed, growing since inception to $2.56m at 28 February
2022.The Support Trust has grown due to a combination of ongoing reserve payments,
adequacy contributions from both FPAY investors and Magellan contributions.

Support Trust Growth
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Growth in the Support Trust has seen the number of months of distribution coverage increase
to 34 months at 28 February 2022. We note that this is based on the current distribution
amount and does not account for increases resulting from inflation adjustments.

Number of Months of Distribution Coverage by Support Trust
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FPAY AUM Growth

FPAY Assets Under Management (AUM) has grown steadily since listing in mid-2021. Given
the nature of the product and the rollout through the platforms the Manager anticipates that
AUM growth will take time. Magellan seeded the Fund with $10m and the has advised that
they have no intention to withdraw the seed capital.

FPAY AUM Growth
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FX Hedging

Given the Fund will be investing in global securities and as such the Fund will have direct
foreign currency exposure. The foreign currency exposure has been partially hedged to date
with an average monthly hedge ratio of 43.71% to 28 February 2022. The unhedged portion of
the investments will result in movements in the relevant currencies impacting the Australian
dollar value of the Fund.

Independent Investment Research %‘REF&ENREM
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Hedge Ratio
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RESPONSIBLE ENTITY & INVESTMENT MANAGER UPDATE

Magellan Asset Management Limited (Magellan) is the Responsible Entity (RE) and the
Investment Manager of the Fund. Magellan is a wholly-owned subsidiary of Magellan Financial
Group Limited (MFG), an ASX-listed asset management group. At 11 March 2022, MFG had
FUM of $69.1b. After a period of strong growth, FUM levels have declined sharply over the
past six months with FUM back at 2018 levels. The FUM decline has been driven by a level of
instability in the management team with the CEO, Brett Cairns exiting the company and CIO,
Hamish Douglass, taking indefinite medical leave unexpectedly in recent times.

Hamish Douglass was the Co-Portfolio Manager, together with Arvid Streimann, for the

global equities strategy, which is one of the two strategies the Fund invests in. Nikki Thomas
has recently returned as a Co-Portfolio Manager of the global equity strategies with Mr.
Streimann, who remains as Co-Portfolio Manager. Ms. Thomas was previously with Magellan
and involved in the global equity strategy from July 2007 to December 2017 and has over 20
years’ investment experience. In addition to this, Chris Mackay has an oversight role in relation
to the portfolio management of Magellan's Global Equity strategies led by Ms. Thomas and
Mr. Streimann. Mr. Mackay was the inaugural Chairman of Magellan and was the CIO from
inception in 2006 to 2012, having significant input into the processes and investment strategy
of the global equity strategy.

With respect to FPAY, Paddy McCrudden remains the Portfolio Manager of the Fund. Paddy
is responsible for the allocation of invested capital between the Fund and the Support Trust.
Paddy was the creator of the Fund, which he has developed since joining Magellan in 2017
Paddy has a Ph.D in pure mathematics from Macquarie University in Sydney and was a
lecturer in pure mathematics at McGill University in Quebec and Macquarie University in
Sydney and has significant experience in the development and management of quantitative
based investment strategies.

The portfolio of investments and the assets of the Support Trust will be overseen by an
Investment Committee (IC). The departure of Brett Cairns has seen the appointment of Vihari
Ross to the IC. Vihari has 20 years experience in investment and joined Magellan in 2007. Prior
to her appointment to Head of Research she was Head of the Franchises team and retains
responsibility for research coverage of franchises stocks. Before joining the Franchises team in
2009, Vihari was a Senior Analyst on the Financials team. Prior to Magellan, Vihari spent four
years as an equity analyst at Ausbil Dexia, covering the financials and consumer sectors, and
worked as a quantitative analyst at Commonwealth Investment Management (now Colonial
First State).

The updated IC members are detailed in the below table.

FPAY Investment Committee

Name Position Industry Experience  Tenure with Manager
(years) (years)
Paddy McCrudden Portfolio Manager & Head of Retirement
. . 21 4
Solutions and Data Science
Domenico Giuliano Deputy CIO & Portfolio Manager 27 14
Arvid Streimann Head of Macro & Portfolio Manager 22 8
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FPAY Investment Committee

Name Position Industry Experience  Tenure with Manager
(years) (years)
Vihari Ross Head of Research and Head of Core Series/
: 21 15
Portfolio Manager
Gerald Stack Head of Investments, Head of Infrastructure & 3 1

Portfolio Manager

PERFORMANCE ANALYTICS

FPAY has a limited history with the Fund having less than one year of operations. The below
highlights the key aspects of the performance of the Fund to 28 February 2022 since listing.

Providing a regular and predictable monthly income stream that grows with inflation is one of
the key objectives of the Fund. The Fund has achieved this objective to date, paying a monthly
distribution since listing, as detailed in the below chart. As detailed in the PDS at listing,
distributions have been paid on or around the 15th of each month.

The distributions are adjusted quarterly for increases in inflation (determined by the Australian
Consumer Price Index (CPI)). The distribution amount has increased in line with the increase
on the yearon-year CPI in every quarter since listing. The distribution amount for the March
quarter (March, April and May distributions) increased 1.36% in line with the reported increase
in CPI for the December quarter. Due to investor demand, the Fund commenced a DRPR. Given
the nature of the Fund and the goal of providing an reliable income to those seeking one, we
would not expect the DRP to be taken up by a large percentage of investors over the long-
term.

Distributions Paid

2.10
2.09
2.08
2.07

2.06
2.05
2.04
2.03
2.02
2.01
2.00

Cents per Unit

i i — - — — o o o o~
o N N o iy o o o N o
= @ o = > o < e} = =
3 S ) ] o D < ] © a

< wn o = a = o S <

Source: Iress, IR

To February-end 2022, the Support Trust had contributed to three distributions as tabled below.
The Support Trust will contribute to distributions (either partially or fully) in the event the Fund's
portfolio value falls below the inflation index in any given month.

Support Trust Contributions to Distributions

Monthly Distribution Total Distribution % Support Trust
Amount (cps) Contribution
October 2021 2.05 0.70%
January 2022 2.061 3.81%
February 2022 2.089 20.69%

Source: Magellan Asset Management Limited, Iress

The Fund had an initial distribution yield target of 4.25%. The below chart shows the
annualised running yield of the Fund. The running yield represents the annualised distribution
amount compared to the NAV per unit.

Independent Investment Research %{}EBF&E}\QB&{E _
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Given the distribution amount is fixed until the quarterly inflation adjustment, the running yield
will increase and decline with movements in the NAV per unit. The running yield has ranged
between 4.0% and 4.4% since inception to 28 February 2022.

Running Yield

4.40%
4.30%
4.20%

4.10%

4.00%
3.90%
3.80%

Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22

Source: Magellan Asset Management Limited, Iress, [IR

Reserves are contributed to the Support Trust when the portfolio value per unit (ex-distribution)
exceeds the inflation index in the event the Reserve Ratio is less than 20%. A maximum of
45% of the excess performance of the portfolio value and up to 50% of the excess NAV
above the inflation index value will be contributed to the Support Trust.

The below chart shows the reserve payments that have been made to the Support Trust thus
far combined with the portfolio value and inflation index per unit. In the event the portfolio
value outperforms the inflation index, reserves build and are crystallised/contributed to the
Support Trust at month-end. During periods of underperformance, no reserves are contributed
to the Support Trust.

Reserve Payments to Support Trust
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With the contributions to the Support Trust, the Reserve Ratio has been steadily increasing
since inception with the Fund having a Reserve Ratio of 13.7% at 28 February 2022. As is
highlighted by the below chart, the Reserving Rate declines as the Reserve Ratio increases
with the amount reserved declining as the Reserve Ratio increases. No further contributions
will be made to the Support Trust in the event the Reserve Ratio is in excess of 20%. At this
point, the Manager views the Support Trust to be fully funded and further capital gains will be
retained by the Fund in the portfolio.

The Fund has a capital facility in place to support distributions in the event the Support Trust
falls below 5%.
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Reserve Ratio & Reserving Rate
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Investors can access FPAY either on-market through the Cboe Australia exchange or off-market
through an application with the Responsible Entity. The below chart shows that the exchange
traded unit price was initially trading around the NAV of the portfolio, which does not take into
account the Mutualisation Amount per unit that will remain with the Support Trust upon exit.

In recent months, the exchange traded unit price has adjusted for the Mutualisation Amount
and is now trading at a closer value to the Exit Price. The Exit Price is the NAV minus the
Mutualisation Amount and sell spread, and the amount that investors receive if they were to
exit their position off-market. At present, there is limited secondary market liquidity, however
this is expected to increase as the fund grows.

Exchange Traded Unit Price, NAV and Exit Price
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The below chart provides a visual of the performance of the NAV, the exchange traded unit
price and the Exit Price. For the Exit Price we have assumed the initial price was the Entry
Price and subtracted the mutualisation amount which represents the sharp decline post listing.
Therefore the returns below represent if an investor entered the Fund at the time of listing. We
note the mutualisation amount differs on a daily basis and as such actual returns to investors
would depend on the Mutualisation Amount on the date of exit.

FPAY Indexed Cumulative Total Return
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Independent Investment Research

The below table details the performance metrics of the Fund and includes the NAV, Exit Price
and Unit Price returns. The Exit Price represents the return to investors for the respective
period, meaning that the return takes into consideration the deduction of the Mutualisation
Amount from the Entry Price. The Unit Price shows the return based on the FPAY Unit Price.
The Unit Price has performed worse than the Exit Price due to the Unit Price trading in line
with the NAV during the initial months post listing before adjusting to the Exit Price. The
negative return represents the difference between the NAV/Entry Price and the Exit Price
after accounting for the Mutualisation Amount. It will take a period of time for the capital and
income returns to offset the deduction of the Mutualisation Amount, however this is designed
to be a long-term investment with the product not suitable for investors with a short-term
investment horizon.

Returns to 28 February 2022

NAV Exit Price (Investor Exchange Traded Unit
Return) Price
Cumulative Total Returns:
1 month -3.4% -10.8% -2.8%
3 month -1.2% -8.7% -10.7%
6 month -1.9% -10.2% -9.9%
Since Inception 2.0% -5.6% -6.3%
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How Does the Single Unit Structure Work?

When an investor buys units in a fund off-market, the investor completes an application form
and submits it to the fund'’s registry. Once the submission is processed, the investor is issued
with a Securityholder Reference Number (SRN).

When an investor buys units in a fund on-market, the investor submits a purchase order with
a stockbroker or online trading account. Once the transaction has been cleared, the units are
settled to the investors Holder Identification Number (HIN).

Under the Single Unit Structure, when an investor wants to exit the fund, they have the choice
of either selling on the stock exchange or redeeming directly with the fund via the unit registry.
When selling on the stock exchange, a stockbroker will generally require that the units are held
on a HIN associated with that stockbroker and the settlement occurs in a similar manner to
the purchase of units on the stock exchange. If units are held on a SRN, the stockbroker will
generally require the investor to convert their holding from a SRN holding to a HIN holding to
ensure that the stockbroker has control over the units and doesn’t have any issues settling the
sale.

If an investor wants to redeem units directly with the unit registry, the investor will need to
ensure that the units are held on a SRN. The unit registry cannot redeem units that are held
on HIN as the stockbroker associated with that HIN controls the units. The investor needs to
contact their stockbroker and asked for their holding to be converted from their HIN to a SRN
(detailed in the below graphic).

Do | have to change the way | trade the units? No. \We would expect most unitholders
to buy and sell units through the same method, either off-market or on-market. Under this
structure, the option to change is available, however, the key benefit to investors is that all
investors can gain access to the same fund using their preferred method of transaction.

How to Buy & Sell Units in a Fund with a Single Unit Structure

o ®
dh P9

Application / Buy or Sell on-market
Withdrawal through via broker
the Fund’s registry

r o= =TT T e = = 1
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Units issued under an SRN e e - Units are held through broking

S . Units held under an SRN or HIN
Broker can assist in converting to a . ; account under the HIN
All investor data held under single

HIN.ifinve.zstorwishes (any residual registry system E'rq?\lkir_can ?ssistlinhcunvemngtu
partial units are written off) if investor wishes

Source: Magellan Financial Group

On-Market Transactions

Units can be purchased through a broker or online trading account through Cboe Australia.
Investors buying and selling units on-market will incur a brokerage fee in addition to a spread
on the NAV. There are no minimum investment amount requirements when acquiring units on-
market, therefore access via this method may suit those that are acquiring units on a regular
basis, such as part of a savings plan, or are looking to invest less than the minimum investment
amount required for an unlisted fund at any given point in time. When buying units on-market,
trades can be executed throughout any given trading day.

Off-Market Transactions
If an investor chooses to acquire units directly from the RE, a minimum investment amount

$10,000 is required.

To acquire units off-market an investor must make an application directly to the Responsible
Entity. If an investor submits a valid application for units in a fund by the cut-off time on any
given business day and transfers the application money to the fund’s application trust account,
units in the fund will be issued the following business day at the NAV per unit at the close of

\ INVESTMENT RESEARCH



Magellan FuturePay (Managed Fund) (CXA: FPAY)

the previous trading day. Investors will incur a spread upon entry and/or exit, which will vary
depending on the terms and conditions of the fund.

Investors can expect to receive payments of withdrawals within 7 business days after the
withdrawal has been accepted.

It's important to note that while the Single Unit Structure gives investors access to the same
fund through multiple access points, the outcome for investors may differ depending on which
path is taken. On-market investors can trade the units throughout the day, whereas off-market
investors will receive the unit price as at the end of the relevant business day, depending on
when the purchase/redemption request is received. This will impact the return to investors.
The difference in the price received will likely have a greater impact for active investors than for
long-term investors, unless there is a significant event during any given day.

The costs involved with a transaction will also differ. On-market transactions will receive

the market price, which is typically a spread on the NAV and brokerage fees. Off-market
transactions will incur the buy/sell spread associated with the fund. These costs may differ and
have an impact on the return generated.

What is the INAV?

A key feature of an ETMF is the iINAV. The iNAV is required to be provided by issuers and
provides a regular updated as to the value of the portfolio during the trading day. The iNAV is
provided on an issuer's website.

Why Should | Refer to the iNAV Before | Invest? Investors should always take the time to
check the INAV of an ETMF before investing as this is the indicative value of the NAV at any
given point in time and therefore provides investors the price at which they should be buying or
selling. In the event that the market price (price quoted on the ASX or Cboe Australia) is above
the INAV plus the spread, investors should consider purchasing directly with the Responsible
Entity to ensure they are not “overpaying” for an investment. This is one of the benefits of the
Single Unit (dual registry) Structure, investors have the option to either buy on-market or direct
through an application with the Responsible Entity.
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APPENDIX B - RATINGS PROCESS

INDEPENDENT INVESTMENT RESEARCH PTY LTD “lIR” RATING
SYSTEM.

IIR has developed a framework for rating investment product offerings in Australia. Our
review process gives consideration to a broad number of qualitative and quantitative factors.
Essentially, the evaluation process includes the following key factors: product management
and underlying portfolio construction; investment management, product structure, risk
management, experience and performance; fees, risks and likely outcomes.

LMI Ratings SCORE

Highly Recommended 83 and above

Rrecommendeq

This is the highest rating provided by IR, indicating this is a best

of breed product that has exceeded the requirements of our review
process across a number of key evaluation parameters and achieved
exceptionally high scores in a number of categories. The product
provides a highly attractive risk/return trade-off. The Fund is likely
effectively to apply industry best practice to manage endogenous risk
factors, and, to the extent that it can, exogenous risk factors.

Recommended + 79-83

This rating indicates that IIR believes this is a superior grade product
Recommendeq that has exceeded the requirements of our review process across a
number of key evaluation parameters and achieved high scores in a
number of categories. In addition, the product rates highly on one or
two attributes in our key criteria. It has an above-average risk/return
trade-off and should be able consistently to generate above average
risk-adjusted returns in line with stated investment objectives. The
Fund should be in a position effectively to manage endogenous risk
factors, and, to the extent that it can, exogenous risk factors. This
should result in returns that reflect the expected level of risk.

Recommended 70-79

pecommendeq

This rating indicates that IIR believes this is an above-average grade
product that has exceeded the minimum requirements of our review
process across a number of key evaluation parameters. It has an
above-average risk/return trade-off and should be able to consistently
generate above-average risk adjusted returns in line with stated
investment objectives.

Investment Grade 60-70

Recommendeq

R,

S o,
N 7, o . -
%0 This rating indicates that IIR believes this is an average grade product
) that has exceeded the minimum requirements of our review process
across a number of key evaluation parameters. It has an average risk/

return trade-off and should be able to consistently generate average
risk adjusted returns in line with stated investment objectives.

Not Recommended <60
Recommendeq . . . . . ,
o A This rating indicates that IIR believes that despite the product’s
& merits and attributes, it has failed to meet the minimum aggregate

»

requirements of our review process across a number of key
evaluation parameters. While this is a product below the minimum
rating to be considered Investment Grade, this does not mean the
product is without merit. Funds in this category are considered to be
susceptible to high risks that are not reflected by the projected return.
Performance volatility, particularly on the down-side, is likely.
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APPENDIX C - MANAGED INVESTMENTS COVERAGE

The below graphic details the spread of ratings for managed investments rated by
Independent Investment Research (lIR). The managed investments represented below
include listed and unlisted managed funds, fund of funds, exchange traded funds and model
portfolios.

Spread of Managed Investment Ratings
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DISCLAIMER

(a) Disclaimer

The information, reports, financial models, forecasts, strategies, audio
broadcasts and other media (referred to as “Content” throughout this
Legal Notice), provided on this web site has been prepared and issued
by Altavista Research Pty Ltd trading as Independent Investment
Research “IIR" Independent Investment Research Holdings Pty Ltd
(ACN 155 226 074), as authorised to publish research under an Australian
Financial Securities Licence (AFSL No 420170) which allows Independent
Investment Research to offer financial service advice to retail and wholesale
clients. Users of this web site should not act on any Content without first
seeking professional advice. Whilst the Content contained on this web
site has been prepared with all reasonable care from sources which we
believe are reliable, no responsibility or liability is accepted by Independent
Investment Research, for any errors or omissions or misstatements
however caused. Any opinions, forecasts or recommendations reflect our
judgement and assumptions at the date of publication or broadcast and
may change without notice. Content on this web site is not and should not
be construed as an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment. We are not aware that any user intends to
rely on the Content provided or of the manner in which a user intends to
use it. In preparing our Content it is not possible to take into consideration
the investment objectives, financial situation or particular needs of any
individual user.

Access by any user to this website does not create a client relationship
between Independent Investment Research and the user. Users seeking
to invest must obtain individual financial advice to determine whether
recommendations are appropriate to their investment objectives,
personal financial situation or particular needs, before acting on any
recommendations. Any Content is not for public circulation or reproduction,
whether in whole or in part and is not to be disclosed to any person other
than the intended user, without the prior written consent of Independent
Investment Research.

(b) Disclosure of Interest
General

Independent Investment Research, its officers, employees, consultants
and its related bodies corporate have not and will not receive, whether
directly or indirectly: any commission; fee; benefit; or advantage, whether
pecuniary or otherwise, in connection with making any recommendation
contained on this web site. Independent Investment Research, discloses
that from time to time, it or its officers, employees and its related bodies
corporate: may have an interest in the securities, directly or indirectly, which
are the subject of these recommendations; may buy or sell securities in
the companies mentioned in the Content; may effect transactions which
may not be consistent with the recommendations in the Content; may
have directorships in the companies mentioned in the Content; and/
or perform paid services for the companies that are the subject of such
recommendations.

However, under no circumstances, has Independent Investment
Research been influenced, either directly or indirectly, in making any
recommendations contained on this web site.

Corporate Research

Independent Investment Research has or may have, received a fee
either directly by a company itself or by a third party, to provide coverage
and/or corporate research (the “Fee”). Where a Fee has been received,
Independent Investment Research does not publish:

Buy / Hold / Sell recommendations for the security or managed
investment schemes.

(c) Copyright Protection

All Content at this web site is protected by copyright. Apart from any use
permitted under the Copyright Act (Cth) 1968, you must not copy, frame,
modify, transmit or distribute the material at this web site, without seeking
the prior written consent of the copyright owner. Content on this web site
is owned by the business Independent Investment Research. Users are
prohibited from copying, distributing, transmitting, displaying, publishing,
selling, licensing, creating derivative works or using any content on the
web site for commercial or public purposes

Copyright 2010 Independent Investment Research. All rights reserved.

(d) Trade Marks

The trade marks and logos displayed on this web site belong to Independent
Investment Research or other parties. Such trade marks include registered
trade marks and trade marks pending registration. Users are prohibited
from using any of these trade marks, without seeking the prior written
consent of IIR or such third party, which may own the trade mark content
on this web site.

(e) Limitation of Liability

To the fullest extent permitted by the law, Independent Investment
Research and any of its officers, employees, agents, consultants or related
bodies corporate disclaim any liability, whether based in contract, tort, strict
liability or otherwise, for any direct, indirect, incidental, consequential or
special damages arising out of or in any way connected with the use of any
Content made available on this web site by any person or entity.

(f) No Warranties

Independent Investment Research does not make any claims, promises,
guarantees, representations or warranties regarding the accuracy,
completeness or fitness for purpose of the Content made available on this
web site. All information on this web site is provided to you on an as is
basis, without warranty of any kind either express or implied. To the extent
that research can be provided by third parties, Independent Investment
Research makes no warranty or representation as to the accuracy or
completeness of such information displayed on this site, and accepts no
liability for errors or omissions arising from such third party information.
To the fullest extent permitted by law, under no circumstances will
Independent Investment Research be liable for any loss or damage caused
by users reliance upon information obtained through this web site. It is
the responsibility of the user to evaluate the accuracy, completeness or
usefulness of any information, opinion, general advice or other content
made available through this web site. Furthermore, Independent
Investment Research does not warrant or represent that this web site
is error free or free from viruses or defects. A user must do all that is
necessary (including using virus checking software) to satisfy itself that
accessing this website will not adversely affect its system.

For further information, please contact lIR at: client.services@
independentresearch.com.au
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