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Liability limited by a scheme approved under Professional Standards Legislation 1 

The Directors 
Magellan Asset Management Limited  
As responsible entity for Magellan Global Fund 
Level 36 MLC Centre 
19-29 Martin Place 
Sydney  NSW  2000 
 
13 October 2020 
 
Subject: Proposed Restructure 
 
Dear Directors  

Introduction 
1 On 3 August 2020, Magellan Asset Management Limited (Magellan) announced a proposed 

series of transactions which will have the effect of consolidating its three existing global 
equities retail funds, being the (unlisted, open ended) Magellan Global Fund (MGF), the 
(listed, open ended) Magellan Global Equities Fund (MGE) and the (listed, closed ended) 
Magellan Global Trust (MGG) into a single trust (Proposed Restructure).  Should the 
Proposed Restructure be implemented, the three funds will be consolidated into a single fund 
(MGF) with two unit classes (an Open Class and a Closed Class).  It is intended that both 
classes of the merged trust be quoted on the Australian Securities Exchange (ASX). 

2 In order to implement the component of the Proposed Restructure as it relates to existing 
unitholders in MGF, amendments to the current constitution of MGF (Constitution) are 
proposed to facilitate the issue of a new class of units, the Closed Class, and to amend the 
terms of the existing open ended unit class, the Open Class, in order for both unit classes to be 
quoted on the ASX. 

3 Conditional on approval of these amendments to its Constitution, it is proposed that MGF will 
acquire all of the existing units in MGE and MGG on a net asset value (NAV) for net asset 
value basis.  Magellan (as responsible entity (RE) for MGF) has entered into two separate 
Scheme Implementation Deeds with Magellan (as responsible entity for MGG and MGE 
respectively) which outline the terms and conditions of the proposed acquisitions (the 
Agreements).  The acquisitions are to be implemented via two separate trust schemes of 
arrangement between MGE and its unitholders (MGE Unitholders) (MGE Scheme) and MGG 
and its unitholders (MGG Unitholders) (MGG Scheme) (together, the Schemes) and are 
subject to a number of conditions precedent. 
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4 If the MGE Scheme is approved and implemented, MGE Unitholders will be offered Open 
Class units in MGF in exchange for the existing open class MGE units (Existing MGE Units) 
they hold on the MGE Scheme Record Date1, such that they receive both the same class and 
same underlying NAV of units in MGF as they hold in Existing MGE Units on the MGE 
Scheme effective date (MGE Scheme Consideration).  

5 If the MGG Scheme is approved and implemented, MGG Unitholders will be offered new 
Closed Class units in MGF in exchange for the existing MGG closed class units (Existing 
MGG Units) they hold on the MGG Scheme Record Date2, such that they receive the same 
number and underlying NAV of units in MGF as they hold in Existing MGG Units on the 
MGG Scheme effective date (MGG Scheme Consideration). 

6 Existing unitholders in MGF will continue to hold their existing units, the Open Class units, 
following implementation of the Schemes. 

7 Should the Proposed Restructure be approved and implemented3, Magellan (as RE for MGF) 
intends to provide the following additional benefits to eligible unitholders in the enlarged 
MGF: 

(a) offer all unitholders (both Open Class and Closed Class) the ability to subscribe for new 
Closed Class units, and an option for each new Closed Class unit issued (the MGF 
Partnership Offer) 

(b) issue bonus options to holders of Closed Class units on the basis of one bonus option for 
every two Closed Class units held (the Bonus MGF Option issue)4. 
 

8 The MGF Partnership Offer will entitle eligible MGF unitholders to subscribe for $1 of new 
Closed Class units for every $4 of MGF units held based on their unit balance at the 
calculation date5, capped at the balance of their unitholding at the implementation date of the 
Schemes.  The subscription price for the new Closed Class MGF units will be the NAV per 
Closed Class unit on the business day immediately prior to their allotment.  Successful 
applicants will also receive a benefit in the form of additional Closed Class units worth 7.5% 
of the amount subscribed6. 

  

                                                 
1  The MGE Scheme Record Date is presently expected to be 7:00pm on the second business day after the MGE 

Scheme becomes effective.  
2  The MGG Scheme Record Date is presently expected to be 7:00pm on the second business day after the MGG 

Scheme becomes effective.  
3  In addition to approval from MGF Unitholders, the Proposed Restructure also requires the approval of MGE and 

MGG unitholders. 
4  The Bonus MGF Option issue will be for the benefit of MGF Closed Class unitholders only.  Existing MGF and 

MGE Open Class unitholders will not be eligible for the Bonus MGF Option issue. 
5  Expected to be determined in January 2021. 
6  Magellan’s parent company, Magellan Financial Group Limited (MFG), will pay into MGF an amount equal to the 

cost of these additional units to minimise NAV per unit dilution. 
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9 Each option issued will be exercisable into a Closed Class unit in MGF, with the exercise 
price set at a 7.5% discount to the prevailing NAV per unit at the time of exercise7.  The 
options will have a three year term and be exercisable daily, subject to an initial holding 
period.  It is intended that all options be quoted on the ASX. 

Purpose of report 
10 While there is no regulatory requirement for MGF to obtain an independent expert’s report 

(IER), the Directors of Magellan have requested that Lonergan Edwards & Associates 
Limited (LEA) prepare an IER stating whether, in LEA’s opinion, the Proposed Restructure is 
in the best interests of existing MGF unitholders. 

11 Further, the Schemes as proposed are subject to a number of conditions precedent, including 
an independent expert concluding that the Proposed Restructure is in the best interests of 
existing MGF unitholders.  

12 Accordingly, the Magellan Directors have requested LEA to prepare an IER stating whether, 
in our opinion, the Proposed Restructure is in the best interests of existing MGF unitholders 
and the reasons for that opinion.   

13 LEA is independent of MGF, MGG and MGE (and MFG) and has no other involvement or 
interest in the Proposed Restructure. 

Summary of opinion 
14 In our opinion, the Proposed Restructure is in the best interests of existing MGF unitholders 

in the absence of a superior proposal.  We have formed this opinion for the reasons set out 
below. 

Assessment of the Proposed Restructure 
15 There is no legal definition of the expression “in the best interests”.  However, Australian 

Securities & Investments Commission (ASIC) Regulatory Guide 111 – Content of expert 
reports (RG 111) states that a proposal may be “in the best interests of the members of the 
company” if there are sufficient reasons for security holders to vote in favour of the proposal. 

16 In our opinion, in the circumstances, the Proposed Restructure will be in the best interests of 
the existing unitholders of MGF if the advantages of the Proposed Restructure outweigh the 
disadvantages from the perspective of the unitholders taken as a whole.  In reaching our view 
in this regard, we have compared (in particular) the position of MGF unitholders both before 
and after the Proposed Restructure. 

17 We summarise below the likely advantages and disadvantages of the Proposed Restructure for 
existing MGF unitholders. 

  

                                                 
7  MFG will also pay into MGF an amount equal to the 7.5% discount to minimise NAV per unit dilution. 
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Advantages 
18 The Proposed Restructure has the following advantages for MGF Open Class unitholders: 

(a) pursuant to the Proposed Restructure, Open Class unitholders in MGF will have
enhanced liquidity as regards their investment in the fund, due to the advised intention
of Magellan (as RE of MGF) to seek approval to list Open Class MGF units on the ASX

(b) MGF Open Class unitholders will be eligible to participate in the MGF Partnership
Offer and should they choose to do so, they will receive a significant financial
advantage in the form of both additional Closed Class units in MGF (above the number
of units subscribed for), together with options (which will be quoted on the ASX and
exercisable at a discount).  This financial advantage will be in the form of:
(i) an immediate increase in the value of a unitholder’s investment (based on NAV)

of 7.5% of the amount subscribed
(ii) an increase of 7.5% in the annual distributions to unitholders on the amount

subscribed (noting that this is a “mirror image” of the higher NAV)
(iii) three year options offering a further benefit of some 7.5% on further capital able

to be subscribed (pursuant to the MGF Partnership Offer)
(c) the MGF Partnership Offer of Closed Units will provide permanent unitholder capital

without diluting unitholder’s equity
(d) post the Proposed Restructure some MGF Open Class unitholders can be expected to

arbitrage any price gap that may emerge between Open Class and Closed Class units
(e) there will be no associated cost attributable to these financial benefits as the costs of the

Scheme, together with the costs of the Proposed Restructure generally, and the costs of
the MGF Partnership Offer including the costs of the additional units and options, are to
be borne by MFG (the parent company of Magellan, the RE of MGF).

Disadvantages 
19 As a result of the significant increase in the number of units on issue, the relative voting 

power of existing MGF Open Class unitholders will reduce.  However, in the circumstances 
of the Scheme, we do not consider this to represent a material disadvantage.  Accordingly, in 
our opinion, there are no material disadvantages that will accrue to existing MGF Open Class 
unitholders pursuant to implementation of the Scheme. 

Conclusion 
20 Given the above analysis, we consider the Proposed Restructure to be in the best interests of 

existing MGF unitholders in the absence of a superior proposal (which in our view is 
unlikely). 

General 
21 In preparing this report we have considered the interests of existing unitholders in MGF taken 

as a whole.  Accordingly, this report only contains general financial advice and does not 
consider the personal objectives, financial situations or requirements of individual 
unitholders. 
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22 The impact of approving the Proposed Restructure on the tax position of existing MGF 
unitholders depends on the individual circumstances of each investor.  Existing MGF 
unitholders should read the Explanatory Memorandum and consult their own professional 
advisers if in doubt as to the taxation consequences of the Proposed Restructure.   

23 The ultimate decision whether to approve the Proposed Restructure should be based on each 
existing unitholder’s assessment of their own circumstances.  If existing unitholders are in 
doubt about the action they should take in relation to the Proposed Restructure or matters 
dealt with in this report, unitholders should seek independent professional advice.  For our full 
opinion on the Proposed Restructure and the reasoning behind our opinion, we recommend 
that existing unitholders read the remainder of our report.  

Yours faithfully 

  
Wayne Lonergan Martin Holt 
Authorised Representative Authorised Representative 
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I Key terms of the Proposed Restructure 

Terms 
24 On 3 August 2020, Magellan Asset Management Limited (Magellan) announced a proposed 

series of transactions which will have the effect of consolidating its three existing global 
equities retail funds, being the (unlisted, open ended) Magellan Global Fund (MGF), the 
(listed, open ended) Magellan Global Equities Fund (MGE) and the (listed, closed ended) 
Magellan Global Trust (MGG) into a single trust (Proposed Restructure).  Should the 
Proposed Restructure be implemented, the three funds will be consolidated into a single fund 
(MGF) with two unit classes (an Open Class and a Closed Class).  It is intended that both 
classes of the merged trust be quoted on the ASX. 

25 In order to implement the component of the Proposed Restructure as it relates to existing 
unitholders in MGF, amendments to the current Constitution of MGF are proposed to 
facilitate the issue of a new class of units, the Closed Class, and to amend the terms of the 
existing open ended unit class, the Open Class, in order for both unit classes to be quoted on 
the ASX. 

26 Conditional on approval of these amendments to its Constitution, it is proposed that MGF will 
acquire all of the existing units in MGE and MGG on a NAV for NAV basis.  Magellan (as 
RE for MGF) has entered into two separate Scheme Implementation Deeds with Magellan (as 
RE for MGG and MGE respectively) which outline the terms and conditions of the proposed 
acquisitions (the Agreements).  The acquisitions are to be implemented via two separate trust 
schemes of arrangement between MGE and its unitholders (MGE Unitholders) (MGE 
Scheme) and MGG and its unitholders (MGG Unitholders) (MGG Scheme) (together, the 
Schemes) and are subject to a number of conditions precedent. 

27 If the MGE Scheme is approved and implemented, MGE Unitholders will be offered Open 
Class units in MGF in exchange for the existing open class MGE units (Existing MGE Units) 
they hold on the MGE Scheme Record Date8, such that they receive both the same class and 
same underlying NAV of units in MGF as they hold in Existing MGE Units on the MGE 
Scheme effective date (MGE Scheme Consideration).  

28 If the MGG Scheme is approved and implemented, MGG Unitholders will be offered new 
Closed Class units in MGF in exchange for the existing MGG closed class units (Existing 
MGG Units) they hold on the MGG Scheme Record Date9, such that they receive the same 
number and underlying NAV of units in MGF as they hold in Existing MGG Units on the 
MGG Scheme effective date (MGG Scheme Consideration). 

29 Existing unitholders in MGF will continue to hold their existing units, the Open Class units, 
following implementation of the Schemes. 

                                                 
8  The MGE Scheme Record Date is presently expected to be 7:00pm on the second business day after the MGE 

Scheme becomes effective.  
9  The MGG Scheme Record Date is presently expected to be 7:00pm on the second business day after the MGG 

Scheme becomes effective.  
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30 Should the Proposed Restructure be approved and implemented10, Magellan (as RE for MGF) 
intends to provide the following additional benefits to eligible unitholders in the enlarged 
MGF: 

(a) offer all unitholders (both Open Class and Closed Class) the ability to subscribe for new 
Closed Class units, and an option for each new Closed Class unit issued (the MGF 
Partnership Offer) 

(b) issue bonus options to holders of Closed Class units on the basis of one bonus option for 
every two Closed Class units held (the Bonus MGF Option issue)11. 
 

31 The MGF Partnership Offer will entitle eligible MGF unitholders to subscribe for $1 of new 
Closed Class units for every $4 of MGF units held based on their unit balance at the 
calculation date12, capped at the balance of their unitholding at the implementation date of the 
Schemes.  The subscription price for the new Closed Class MGF units will be the NAV per 
Closed Class unit on the business day immediately prior to their allotment.  Successful 
applicants will also receive a benefit in the form of additional Closed Class units worth 7.5% 
of the amount subscribed13. 

32 Each option issued will be exercisable into a Closed Class unit in MGF, with the exercise 
price set at a 7.5% discount to the prevailing NAV per unit at the time of exercise14.  The 
options will have a three year term and be exercisable daily, subject to an initial holding 
period.  It is intended that all options be quoted on the ASX. 

Conditions 
33 The Proposed Restructure (as it relates to MGF) is subject to the satisfaction of a number of 

conditions precedent, including: 

(a) respective regulatory approvals from ASIC and the ASX  
(b) MGF unitholder approval of the transaction resolutions 
(c) respective MGE and MGG unitholder approval by the requisite majorities at the 

relevant Scheme meetings 
(d) judicial advice from the Court relating to the MGF unitholder resolutions 
(e) an independent expert issues a report which concludes that the Proposed Restructure is  

in the best interests of existing MGF unitholders 
(f) ASX approves the admission of MGF to the official list of ASX and the official 

quotation of the Closed Class units 
(g) ASX approves the admission to Trading Status of the MGF Open Class units. 

                                                 
10  In addition to approval from MGF Unitholders, the Proposed Restructure also requires the approval of MGE and 

MGG unitholders. 
11  The Bonus MGF Option issue will be for the benefit of MGF Closed Class unitholders only.  Existing MGF and 

MGE Open Class unitholders will not be eligible for the Bonus MGF Option issue. 
12  Expected to be determined in January 2021. 
13  Magellan’s parent company, MFG, will pay into MGF an amount equal to the cost of these additional units to 

minimise NAV per unit dilution. 
14  MFG will also pay into MGF an amount equal to the 7.5% discount to minimise NAV per unit dilution. 
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Resolutions 
34 Existing MGF unitholders will be asked to vote on the Proposed Restructure in accordance 

with the resolutions contained in the Notice of Meeting and Explanatory Memorandum: 

(a) a special resolution (i.e. at least 75% of the votes cast) for the purposes of s601GC(1) of 
the Corporations Act to approve amendments to MGF’s Constitution in order to 
facilitate the implementation of the Proposed Restructure 

(b) an ordinary resolution (i.e. majority of votes cast) to approve the Proposed Restructure 
pursuant to Chapter 2E of the Corporations Act (as modified by Part 5C.7 of the 
Corporations Act). 
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II Scope of our report 

Purpose 
35 While there is no regulatory requirement for MGF to obtain an IER, the Directors of Magellan 

have requested that LEA prepare an IER stating whether, in LEA’s opinion, the Proposed 
Restructure is in the best interests of existing MGF unitholders. 

36 Further, the Schemes as proposed are subject to a number of conditions precedent, including 
an independent expert concluding that the Proposed Restructure is in the best interests of 
existing MGF unitholders.  

37 Accordingly, the Magellan Directors have requested LEA to prepare an IER stating whether, 
in our opinion, the Proposed Restructure is in the best interests of existing MGF unitholders 
and the reasons for that opinion. 

38 This report has been prepared to assist the Magellan Directors in making their 
recommendation to MGF unitholders in relation to the Proposed Restructure and to assist the 
unitholders of MGF assess the merits of the Proposed Restructure.  The sole purpose of this 
report is to set out LEA’s opinion as to whether the Proposed Restructure is in the best 
interests of existing MGF unitholders.  This report should not be used for any other purpose. 

39 The ultimate decision whether to approve the Proposed Restructure should be based on each 
unitholder’s assessment of their own circumstances, including their risk profile, liquidity 
preference, tax position and expectations as to value and future market conditions.  If in doubt 
about the Proposed Restructure or matters dealt with in this report, unitholders should seek 
independent professional advice. 

Basis of assessment 
40 In preparing our report we have given due consideration to the Regulatory Guides issued by 

ASIC including, in particular, RG 111, which outlines the approaches which should be used 
in IERs when opining on public company transactions. 

41 There is no legal definition of the expression “in the best interests”.  However, RG 111 states 
that a proposal may be “in the best interests of the members of the company” if there are 
sufficient reasons for securityholders to vote in favour of the proposal. 

42 In our opinion, in the circumstances, the Proposed Restructure will be in the best interests of 
the existing unitholders of MGF if the advantages of the Proposed Restructure outweigh the 
disadvantages from the perspective of the unitholders taken as a whole.  In reaching our view 
in this regard, we have compared (in particular) the position of MGF unitholders both before 
and after the Proposed Restructure. 

Limitations and reliance on information 
43 Our opinions are based on the economic, share market, financial and other conditions and 

expectations prevailing at the date of this report.  Such conditions can change significantly 
over relatively short periods of time.  

44 Our report is also based upon financial and other information in respect of MGF provided by 
Magellan and its advisers.  We understand the accounting and other financial information that 
was provided to us has been prepared in accordance with the Australian equivalents to 
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International Financial Reporting Standards.  We have considered and relied upon this 
information and believe that the information provided is reliable, complete and not misleading 
and we have no reason to believe that material facts have been withheld.   

45 The information provided was evaluated through analysis, enquiry and review to the extent 
considered appropriate for the purpose of forming an opinion on the Proposed Restructure 
from the perspective of existing MGF securityholders.  However, we do not warrant that our 
enquiries have identified or verified all of the matters which an audit, extensive examination 
or “due diligence” investigation might disclose.  Whilst LEA has made what it considers to be 
appropriate enquiries for the purpose of forming its opinion, “due diligence” of the type 
undertaken by companies and their advisers in relation to (for example) prospectuses or profit 
forecasts is beyond the scope of an IER. 

46 Accordingly, this report and the opinions expressed therein should be considered more in the 
nature of an overall review of the anticipated commercial and financial implications of the 
proposed transactions, rather than a comprehensive audit or investigation of detailed matters.  
Further, this report and the opinions therein, must be considered as a whole.  Selecting 
specific sections or opinions without context or considering all factors together, could create a 
misleading or incorrect view or opinion.  This report is a result of a complex assessment 
process that does not lend itself to a partial analysis or summary. 

47 An important part of the information base used in forming an opinion of the kind expressed in 
this report is comprised of the opinions and judgement of management of the relevant 
companies.  This type of information has also been evaluated through analysis, enquiry and 
review to the extent practical.  However, it must be recognised that such information is not 
always capable of external verification or validation.   

48 In forming our opinion, we have also assumed that the information set out in the Explanatory 
Memorandum is complete, accurate and fairly presented in all material respects. 
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III Profile of Magellan Global Fund (MGF) 

Overview 
49 MGF is an unlisted fund for which Magellan acts as both RE and investment manager.  It is a 

specialised and focused long-only global equities fund that invests in an unconstrained, 
concentrated portfolio of high-quality companies.  The units issued by MGF are open ended 
units15.  MGF was launched on 1 July 2007 and is available to both retail and institutional 
investors, with a minimum initial investment requirement of A$10,000.   

Fund overview 
50 MGF is a unit trust registered as a managed investment scheme under the Corporations Act.  

MGF’s RE, Magellan, is a wholly owned subsidiary of MFG, an ASX listed entity.  Hamish 
Douglass (Chairman and Chief Investment Officer of MFG) is the portfolio manager 
responsible for the investment decisions of MGF.  A brief overview of MGF is as follows:  

MGF – fund overview  
 
Portfolio manager Hamish Douglass  
Structure Global equity fund, AUD unhedged 
Inception date 1 July 2007 
Management fee 1.35% per annum 
Buy / sell spread(1) 0.07% / 0.07% 
Fund size(2) A$11.6 billion 
Distribution frequency Annually at 30 June 
Performance fee 10% of excess return of the units of MGF above the higher of the Index 

Relative Hurdle and the Absolute Return Hurdle.  Additionally, the 
performance fees are subject to a high water mark 

 
Note: 
1 Buy and sell spreads refer to the transaction costs to enter and exit MGF. 
2 Fund size as at 30 June 2020. 
 

Fee structure 
51 As indicated above, MGF pays both management fees and performance fees to Magellan16: 

(a) management fees – 1.35% per annum (inclusive of the estimated net effect of goods 
and services tax (GST) less any reduced input tax credits), which is calculated monthly 
based on the underlying NAV, with an estimate accrued daily.  The management fees 
cover all fees, costs, charges, expenses and outgoings that are incurred, such as 
administration and accounting costs, audit and tax fees, and investor reporting expenses.  
Management fees are paid monthly in arrears, however an estimate is accrued daily and 
allowed for in the NAV per unit calculation  

(b) performance fees – Magellan may be entitled to a performance fee of 10% (inclusive 
of the estimated net effect of GST less any reduced input tax credits) of the excess 
return of MGF above the higher of the Index Relative Hurdle (MSCI World Net Total 

                                                 
15  An open-ended product is one where new units can be created in the fund as investors buy in or units can be 

cancelled when investors exit the fund.  Liquidity is provided by the fund.  The entry and exit prices of a unit is 
based on the NAV of the fund. 

16  These fees may be individually negotiated for wholesale clients. 
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Return Index (AUD)), and the Absolute Return Hurdle (the yield of 10-year Australian 
Government bonds) over each six month period ending 31 December and 30 June each 
year.  Performance fees are accrued daily in the NAV calculation and are paid subject to 
the achievement of performance hurdles (and the high water mark) for the relevant 
period. 

Investment portfolio 
52 MGF’s portfolio typically comprises 20 to 40 investments, including equity securities held 

across a number of sectors and regions globally, as indicated in the table below:  

MGF – exposure by source of revenue (as at 30 June 2020) 
Sector exposure(1) Geographical exposure 

  
Note: 
1 Exposures may not total 100% due to rounding. 

  

Top 10 holdings 
53 As at 30 June 2020, MGF’s portfolio included 21 companies, with the top 10 investments 

representing 54.2% of the fund, as shown in the table below: 

MGF – top 10 investments (as at 30 June 2020) 
Company Sector % holding 
Microsoft Corp Information Technology  8.1  
Tencent Holdings Ltd Internet & eCommerce  6.7  
Alibaba Group Holding Ltd Internet & eCommerce  6.6  
Alphabet Inc Internet & eCommerce  6.0  
Facebook Inc-A Internet & eCommerce  5.7  
Reckitt Benckiser Group Consumer Defensive  4.7  
Starbucks Corp Restaurants  4.3  
Novartis AG Health Care  4.2  
Crown Castle International Communications  4.0  
SAP SE Information Technology  3.9 
Total 54.2 
  

Strategy 

Investment objectives 
54 MGF’s investment objectives are to provide attractive risk-adjusted returns of 9% per annum 

over the medium to long term, whilst reducing the risk of permanent capital loss.  Magellan 
aims to achieve these objectives by investing in a portfolio of high quality global companies 
that provide potential for capital growth over the medium to long term.    
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Investment strategy 
55 Magellan invests in a focused portfolio of high quality global companies, which are 

distinguished as having a competitive advantage that can be sustainably exploited in order to 
earn returns on capital that are in excess of the company’s cost of capital.  Magellan 
undertakes extensive fundamental company analysis and seeks to purchase investments when 
they are trading at a discount to their assessed intrinsic value.   

56 Magellan also undertakes detailed macroeconomic analysis in order to take advantage of 
mis-pricing of economic cycles to manage investment risk.  Magellan is able to invest up to 
20% of MGF’s gross assets in cash and cash equivalents and borrow up to 5% of MGF’s 
gross assets. 

57 MGF’s investment strategy is benchmark agnostic, as it aims to achieve attractive absolute 
returns, rather than benchmark-relative returns, and has few similarities to market benchmarks 
or share market indices.  Notwithstanding this, Magellan’s performance fee is calculated with 
reference to benchmark indices. 

Investment process 
58 Magellan’s investment process integrates three key disciplines: 

(a) intensive bottom-up stock analysis and industry research – through in-depth, 
proprietary company research, seeking to identify sustainable competitive advantages 
that enable businesses to generate excess returns on capital and predictable cash flow 
streams.  This information is then used to identify stock valuation anomalies.  Company 
research includes an assessment of a company’s inherent quality based on the following 
specific key quality criteria: 
 

MGF – key quality criteria  
 

 
 

(b) broad and detailed macroeconomic insight – Magellan also undertakes proprietary 
macroeconomic research in order to identify and manage risks and opportunities 
presented by the macroeconomic environment which can be applied in most market 
conditions to protect the portfolio from external shocks   

Economic moat – Assessment of the sustainability of a company’s competitive advantage(s)

Agency risk – Assessment of the extent that management will act in the best interest of shareholders

Business risk – Assessment of the predictability and reliability of future cash flows and earnings

Reinvestment potential – Assessment of a company’s ability to reinvest profits back into its business at 
high incremental rates of return

Environmental, social and governance (ESG) factors – Analysis of ESG forms part of the suite of issues that 
affect the agency and business risks of companies
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(c) rigorous portfolio construction and risk discipline – Magellan utilises portfolio 
construction and formal risk control processes to provide downside protection in falling 
markets, whilst also providing the flexibility to participate in varying stages of the 
market cycle. 

Permitted investments 
59 Whilst MGF predominantly invests in global listed securities, it is permitted to invest in a 

wide variety of assets, including but not limited to the following: 

(a) securities quoted (or soon to be quoted) on a global securities exchange (including the 
ASX) 

(b) specialised investment trusts and other pooled investment vehicles 
(c) unlisted securities 
(d) options to purchase or sell any investment which is a permitted investment 
(e) discounted or purchased bills of exchange, promissory notes or other negotiable 

instruments accepted, drawn or endorsed by any bank or any corporation 
(f) convertible notes or preference shares 
(g) equity swaps; and 
(h) foreign exchange contracts. 

 

Investment parameters 
60 The key investment parameters for the construction of MGF’s portfolio are based on the 

following principles:  

MGF – key investment parameters 
Exposure Guidelines 
Number of companies Typically 20 to 40 companies 
Asset classes and 
allocation ranges 

Securities – 80% to 100% 
Cash and cash equivalents – 0% to 20% 

Geographical MGF invests in securities on global securities exchanges 
Currency hedging MGF’s foreign currency exposures arising from investment in overseas markets 

are unhedged 
Borrowing policy MGF may borrow against all or part of the portfolio, provided that, at the time, 

aggregated borrowings do not exceed 5% of MGF’s gross asset value 
 

 

Fund performance 
61 As at 30 June 2020, MGF had returned an average of 12% per annum since inception, as 

indicated in the chart below: 
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MGF – fund performance  
Performance growth chart of A$10,000 

 
Note: 
1 Calculations are based on exit price with distributions reinvested, after ongoing fees and expenses but excluding individual tax, 

member fees and entry fees (if applicable). 
 

 
62 MGF’s performance to 30 June 2020 in comparison to the MSCI World Net Total Return 

Index (AUD) is as follows: 

MGF – fund performance 

 
Fund(1) 

% 
Index(2) 

% 

Excess / 
(deficiency) 

% 
1 month  (1.6) (1.0) (0.6) 
3 months 1.9 6.1 (4.2) 
6 months 0.7 (3.8) 4.5 
1 year 9.0 4.8 4.2 
3 years (% per annum) 15.3 10.6 4.7 
5 years (% per annum) 12.0 9.3 2.7 
7 years (% per annum) 14.3 12.9 1.4 
10 years (% per annum) 15.8 12.2 3.6 
Since inception (% per annum) 12.0 6.3 5.7 
    
Note: 
1 Calculations are based on exit price with distributions reinvested, after ongoing fees and expenses but 

excluding individual tax, member fees and entry fees (if applicable). 
2 MSCI World Net Total Return Index (AUD). 
    

 

Financial performance 
63 The financial performance for MGF for the three years ended 30 June 2020 (FY20) is set out 

below:  
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MGF – statement of financial performance(1) 
FY18 

$m 
FY19 

$m 
FY20 

$m 
Total net investment income 136.3 142.5 157.4 
Dividend and distribution income 11.7 31.7 8.9 
Net change in fair value of investments 1,431.2 1,785.1 1,115.1 
Net gains / (losses) on foreign exchange settlements, 
derivatives contracts and cash 61.2 93.0 (128.9) 
Other income 0.4 0.3 0.0 
Total net investment income 1,640.7 2,052.5 1,152.6 

Management fees (128.1) (137.0) (159.8) 
Performance fees (18.9) (14.1) (3.1) 
Brokerage costs (0.6) (0.5) (0.9) 
Withholding tax on dividends (19.8) (20.6) (22.4) 
Total expenses (167.4) (172.2) (186.2) 

Profit for the year 1,473.3 1,880.3 966.4 

Return after fees 16.9% 20.2% 9.0% 
Distributions paid and payable per unit (cents) 16.1 11.8 10.5   

Note: 
1 Rounding differences exist. 

64 Regarding MGF’s FY19 financial performance and outlook, MGF’s Annual Fund 
Review 2019 stated the following: 

“Performance 

Global stocks rose in the 12 months to June 2019 after companies posted higher-than-
expected earnings, the US economy expanded briskly without generating inflation, the 
Federal Reserve indicated it would stop, and possibly reverse, its gradual tightening of US 
monetary policy, and the European Central Bank said it would ‘use all the instruments that 
are in the toolbox’ to help the eurozone’s weak economy.  Gains were capped by concerns 
global growth might slow, driven by China-US tensions and rising political uncertainty in 
Europe. 

The portfolio recorded a return after fees of 20.2% for the 12 months, while the hedged 
version’s return after fees was 13.8%.  The stocks that performed best included the 
investments in Starbucks (+3.7% of the total portfolio return), Microsoft (+2.5%), Visa 
(+2.0%), Yum! Brands (+1.7%), Mastercard (+1.6%) and HCA Healthcare (+1.5%)... 

The only stocks to detract from performance to any extent were Kraft Heinz (-2.8%) and 
Wells Fargo (-0.2%)... 

Outlook 

Equity prices rose in the June quarter even though risks remain elevated.  

While the likelihood of a deal between China and the US plummeted in May, an agreement to 
restart talks following the G20 meeting in June raised hopes that the two sides would 
ultimately settle their differences.  This buoyed equity prices, as did central banks signalling 
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their willingness to loosen monetary policy in order to counter risks to growth.  But the risk 
persists that protracted China-US negotiations could undermine global growth so much the 
deterioration would not be offset by a deal or easier central bank settings... 

Notwithstanding the risks confronting equities, we reduced the cash position in the strategy 
from 18% to 8% over the 12 months, allocating that cash primarily to ‘defensive’ stocks.  This 
reflects our decision to adopt a lower-than-historical interest rate in our valuation models 
and our view that the probability of the third scenario occurring has fallen over the past six 
months.” 

65 Regarding MGF’s FY20 financial performance and outlook, MGF’s Annual Fund Review 
2020 stated the following: 

“Performance 

Global stocks rose in the 12 months to June 2020 after huge fiscal and monetary stimulus 
offset the damage from the coronavirus to economic activity, company profits and investor 
confidence.  Over the last three months of 2019-2020, stocks recovered from postvirus lows 
after an ebbing in infection rates in developed countries allowed governments to ease 
restrictions on everyday life, even though the economic hit from the virus was so stark that the 
US entered its first recession in nearly 11 years. 

The portfolio recorded a return after fees of 9.0% for the 12 months, while the hedged 
version’s return after fees was 4.5%.  The stocks that performed best included the investments 
in Microsoft (+3.3% of the total portfolio return), Alphabet (+1.9%) and Apple (+1.6%)... 

The stocks that detracted from performance included the investments in Yum! Brands (-0.9%) 
and Anheuser-Busch InBev (-0.9%)... 

Outlook 

The outlooks for the economy and equity markets remain uncertain.  Key will be the pace of 
economic reopening and policymaker responses.  We continue to see four scenarios.  

The best scenario is a V-shaped recovery; a fleeting recession.  This would require a quick 
and successful reopening supported by policymakers, with most furloughed workers returning 
to their pre-pandemic hours.  This scenario still appears relatively unlikely.  

The worst scenario is a depression, where reopening is very slow and there is a policy error, 
hurting employment and output.  This would be the worst outcome for markets but also 
appears relatively unlikely. 

The two middle scenarios are a U-shaped recovery from a recession and a prolonged and 
deep recession.  The downturn that occurred after the global financial recession lay between 
these two scenarios.  It is still challenging to definitively predict if the current downturn will 
be more or less severe than the recession of 2008-2009. 

Due to our cautious economic outlook and the risks confronting equities, we raised the cash 
position in the strategy from 8% to 15% over the 12 months.”  
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Financial position 
66 The financial position of MGF as at 30 June 2019 and 30 June 2020 is set out below: 

MGF – statement of financial position(1) 
30 Jun 19 

$m 
30 Jun 20 

$m 
Cash and cash equivalents 899.2 1,777.1 
Receivables 15.1 21.6 
Investments 10,310.8 9,824.9 
Total assets 11,225.1 11,623.7 

Distributions payable 521.6 463.8 
Payables 44.9 26.7 
Total liabilities 566.5 490.5 

Net assets 10,658.7 11,133.2 

Units on issue (million) 4,423.6 4,417.3 
NAV per unit ($)(2) 2.41 2.52 

Note: 
1 Rounding differences exist. 
2 The NAV per unit represents the net assets presented in the statement of financial position at 30 June 

divided by the number of units on issue at 30 June each year. 

Cash and cash equivalents  
67 Cash and cash equivalents comprises cash at bank and short-term highly liquid investments 

that are readily convertible to cash.  Cash at bank is denominated in various currencies with 
the primary balance held in United States of America (US) dollars (USD). 

Investments 
68 Investments comprise globally listed equity securities, a summary of which as at 

30 June 2019 and 30 June 2020 is detailed below: 

MGF – internationally listed equity securities(1)(2) 
30 Jun 19 

$m 
30 Jun 20 

$m 
US 8,093.6 7,041.6 
Switzerland 844.3 887.8 
Hong Kong - 776.3
United Kingdom (UK) 402.7 540.1
Germany 509.4 450.1
France 235.2 129.1
Belgium 113.8 - 
Netherlands 111.9 - 
Total equity securities(3) 10,310.8 9,824.9 
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Note: 
1 Rounding differences exist 
2 Shown by domicile of primary stock exchange listing. 
3 The fair value of equity securities traded in active markets is based on their quoted market prices at 

balance date with a deduction for estimated future selling costs.  The quoted market price is the 
closing price for the security as quoted on the relevant stock exchange. 

 

Currency exposure 
69 MGF has significant foreign currency exposure arising from its investments in foreign 

securities, which are predominantly domiciled in the US.  Magellan does not hedge the 
foreign currency exposure of MGF arising from investments in global markets.  MGF’s total 
net exposure to fluctuations in foreign currency exchange rates as at 30 June 2019 and 
30 June 2020 is shown below:  

MGF – exposure to foreign currency   

Assets and liabilities denominated in 
30 Jun 19 

$m 
30 Jun 20 

$m 
USD 8,935.4 8,802.0  
Swiss francs 852.3 896.5  
Hong Kong dollars - 776.3  
Euros 971.4 579.5  
British pounds 402.7 540.1  
 

 

Distributions payable 
70 MGF pays an annual distribution for the 12 months to 30 June.  A distribution payable is 

recognised on the balance sheet where the distribution has been declared but remains unpaid 
as at the balance sheet date. 

71 On 24 September 2020 Magellan (as RE of MGF) announced a change in distribution policy 
to reflect an intention to target a rate of distribution of 4% per annum of the underlying NAV 
to be paid semi-annually in respect of the Open Class units in MGF. 

NAV per unit performance 
72 MGF’s NAV per unit has outperformed the MSCI World Net Total Return Index (AUD) 

since the fund’s inception in July 2007, as shown in the following chart:  
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MGF – NAV per unit history(1) 
1 July 2007 to 31 August 2020  

 
Note:  
1 The MSCI World Net Total Return Index (AUD) has been rebased to MGF’s issue NAV per unit of $1.00. 
Source: Bloomberg and LEA analysis. 
 

 

Unit redemptions 
73 MGF redemptions can be undertaken at any time provided the withdrawal is for at least 

$5,00017.  Unitholders must send a completed withdrawal form or written notice of 
withdrawal indicating the specified dollar amount to be withdrawn, a specified number of 
units to be withdrawn, or a full redemption of the unitholder’s investment.  

74 Redemption payments are usually paid into a nominated bank account within seven business 
days after receipt and acceptance of the withdrawal request.  However, during July of each 
year, or at any other time when MGF is processing a distribution, withdrawal payments may 
be delayed by up to 15 business days.  There may also be other circumstances, such as a 
freeze on withdrawals or where MGF is illiquid (as defined in the Corporations Act), where 
the ability to withdraw from MGF is restricted and unitholders may have to wait a period of 
time before they can withdraw some or all of their investment. 

                                                 
17  If the withdrawal request results in the remaining investment in MGF falling below $5,000, the unitholder may be 

required to withdraw their entire balance. 
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IV Profile of Magellan Global Equities Fund (Managed Fund) 

Overview 
75 MGE is an open end18 active exchange traded fund (ETF) for which Magellan acts as both RE 

and investment manager.  It is an actively managed global ETF that invests in a portfolio of 
between 20 to 40 global stocks.  MGE was registered on 24 December 2014 and units 
commenced trading on the ASX on 5 March 2015.  Magellan’s parent company, MFG, has a 
significant investment in MGE, alongside unitholders. 

Fund overview 
76 MGE is a unit active ETF which has been registered as a managed investment scheme under 

the Corporations Act.  Magellan, the RE for MGE, is a wholly owned subsidiary of MFG, 
which is also listed on the ASX.  Hamish Douglass (Chairman and Chief Investment Officer 
of MFG) is the portfolio manager responsible for the investment decisions of MGE.  A brief 
overview of MGE is as follows: 

MGE – fund overview  
 
Portfolio manager Hamish Douglass  
Structure ASX-quoted active ETF 
Inception date 2 March 2015 
Management fee 1.35% per annum 
Fund size / NAV price(1) A$1.7 billion / $3.99 per unit 
Distribution frequency(2) Annually 
Performance fee 10% of excess return of the units of MGE above the higher of the Index 

Relative Hurdle and the Absolute Return Hurdle.  Additionally, the 
performance fees are subject to a high water mark 

 
Note: 
1 Fund size and NAV price as at 30 June 2020. 
2 MGE generally pays a cash distribution and offers a distribution reinvestment plan, which allows 

unitholders to reinvest in MGE at the NAV per unit 10 business days prior to the payment date.  
 

Fee structure 
77 As indicated above, MGE pays both management fees and performance fees to Magellan:  

(a) management fees – 1.35% per annum (inclusive of the estimated net effect of GST less 
any reduced input tax credits), which is calculated daily based on the underlying NAV 
of MGE on that business day.  The management fees cover all fees, costs, charges, 
expenses and outgoings that are incurred, such as administration and accounting costs, 
registry fees, audit and tax advice fees, and investor reporting expenses.  Management 
fees are paid monthly in arrears, however an estimate is accrued daily and allowed for in 
the NAV per unit calculation 

(b) performance fees – Magellan may be entitled to a performance fee of 10% (inclusive 
of the estimated net effect of GST less any reduced input tax credits) of the excess 

                                                 
18  An open-ended product is one where in addition to investors trading with each other on an exchange, new units can 

be created in the fund as investors buy in or units can be cancelled when investors exit the fund.  Additional liquidity 
is provided by the fund or an authorised market participant (market maker) buying or selling units directly from 
investors.  The price of the unit or share generally trades in line with the NAV of the fund.  
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return of MGE above the higher of the Index Relative Hurdle (MSCI World Net Total 
Return Index (AUD)), and the Absolute Return Hurdle (the yield of 10-year Australian 
Government bonds) over each six month period ending 30 June and 31 December each 
year.  Performance fees are accrued daily in the NAV and are paid subject to the 
achievement of performance hurdles (and the high water mark) for the relevant period. 

Investment portfolio 
78 MGE’s portfolio typically comprises 20 to 40 investments, including equity securities held 

across a number of sectors and regions globally, as indicated in the table below:  

MGE – exposure by source of revenue (as at 30 June 2020) 
Sector exposure(1) Geographical exposure 

    
Note: 
1 Exposures may not total 100% due to rounding. 
  

Top 10 holdings 
79 As at 30 June 2020, MGE’s portfolio included 21 companies, with the top 10 investments 

representing 54.4% of the fund, as shown in the table below: 

MGE – top ten investments (as at 30 June 2020) 
Company Sector % holding 
Microsoft Corp Information Technology  8.1  
Tencent Holdings Ltd Internet & eCommerce  6.7 
Alibaba Group Holding Ltd Internet & eCommerce  6.7 
Alphabet Inc Internet & eCommerce  6.0  
Facebook Inc-A Internet & eCommerce  5.8  
Reckitt Benckiser Group Consumer Defensive  4.7  
Starbucks Corp Restaurants  4.3  
Novartis AG Healthcare  4.2  
Crown Castle International Communication  4.0  
SAP SE Information Technology  3.9  
Total 54.4 
  

 

Strategy 

Investment objectives 
80 MGE’s investment objectives are to provide attractive risk-adjusted returns of 9% per annum 

over the medium to long term, whilst reducing the risk of permanent capital loss.  Magellan 
aims to achieve these objectives by investing in a portfolio of high quality global companies 
that provide potential for capital growth over the medium to long term.  
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Investment strategy 
81 Magellan invests in a focussed portfolio of outstanding global companies, which are 

considered to have a competitive advantage that can be sustainably exploited in order to earn 
returns on capital that are in excess of the company’s cost of capital.  Magellan undertakes 
extensive fundamental company analysis and seeks to purchase investments when they are 
trading at a discount to their assessed intrinsic value.   

82 Magellan also undertakes detailed macroeconomic analysis in order to take advantage of 
mispricing of economic cycles to manage investment risk.  Magellan is able to invest up to 
20% of MGE’s gross assets in cash and cash equivalents and borrow up to 5% of MGE’s 
gross assets. 

83 MGE’s investment strategy focuses on risk-adjusted returns, rather than benchmark-relative 
returns.  Notwithstanding this, Magellan’s performance fee is calculated with reference to 
benchmark indices. 

Investment process 
84 Magellan’s investment process integrates three key disciplines: 

(a) intensive bottom-up stock analysis and industry research – through in-depth, 
proprietary company research, seeking to identify sustainable competitive advantages 
that enable businesses to generate excess returns on capital and predictable cash flow 
streams.  This information is then used to identify stock valuation anomalies.  Company 
research includes an assessment of a company’s inherent quality based on the following 
specific key quality criteria: 
 

MGE – key quality criteria  
 

 
 

(b) broad and detailed macroeconomic insight – Magellan also undertakes proprietary 
macroeconomic research in order to identify and manage risks and opportunities 
presented by the macroeconomic environment which can be applied in most market 
conditions to protect the portfolio from external shocks   
 

Economic moat – Assessment of the sustainability of a company’s competitive advantage(s)

Agency risk – Assessment of the extent that management will act in the best interest of shareholders

Business risk – Assessment of the predictability and reliability of future cash flows and earnings

Reinvestment potential – Assessment of a company’s ability to reinvest profits back into its business at 
high incremental rates of return

Environmental, social and governance (ESG) factors – Analysis of ESG forms part of the suite of issues that 
affect the agency and business risks of companies
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(c) rigorous portfolio construction and risk discipline – Magellan utilises portfolio 
construction and formal risk control processes to provide downside protection in falling 
markets, whilst also providing the flexibility to participate in varying stages of the 
market cycle. 

Permitted investments 
85 MGE is permitted to invest in global listed securities (80% to 100% of fund assets) and cash 

and cash equivalents (0% to 20% of fund assets).  The fund may also enter into foreign 
exchange contracts to settle stock purchases.   

Investment parameters 
86 The key investment parameters for the construction of MGE’s portfolio are based on the 

following principles: 

MGE – key investment parameters 
Exposure Guidelines 
Number of companies 20 to 40 companies 
Asset classes and 
allocation ranges 

Securities – 80% to 100% 
Cash and cash equivalents – 0% to 20% 

Geographical MGE invests in securities on global securities exchanges 
Currency hedging Unhedged 
Borrowing policy MGE may borrow against all or part of the portfolio, provided that, at the time, 

aggregated borrowings do not exceed 5% of MGE’s gross asset value.  
 

Fund performance 
87 As at 30 June 2020, MGE had returned an average of 11.3% per annum, since inception, as 

indicated in the chart below:  

MGE – fund performance  
Performance growth chart of A$10,000 

 
Note: 
1 Calculations are based on the monthly ASX released NAV with distributions reinvested, after ongoing fees and expenses but 

excluding individual tax, member fees and entry fees (if applicable). 
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88 MGE’s performance to 30 June 2020 in comparison to the MSCI World Net Total Return 
Index (AUD) is as follows: 

MGE – fund performance 

 
Fund(1) 

% 
Index(2) 

% 

Excess / 
(deficiency) 

% 
1 month  (1.6) (1.0) (0.6) 
3 months 2.0 6.1 (4.1) 
6 months 0.7 (3.8) 4.5 
1 year 8.9 4.8 4.1 
3 years (% per annum) 15.2 10.6 4.6 
5 years (% per annum) 12.0 9.3 2.7 
Since inception (% per annum) 11.3 8.8 2.5 
    
Note: 
1 Calculations are based on the monthly ASX released NAV with distributions reinvested, after 

ongoing fees and expenses but excluding individual tax, member fees and entry fees (if applicable). 
2 MSCI World Net Total Return Index (AUD). 
    

Financial performance 
89 The financial performance for MGE for the three years ended 30 June 2020 (FY20) is set out 

below:  

MGE – statement of financial performance(1) 

 
FY18 
$m 

FY19 
$m 

FY20 
$m 

Dividend and distribution income 14.0  17.3.3  21.8  
Interest income 1.3  3.6  1.1  
Net change in fair value of investments 145.1  216.0  145.4  
Net gains / (losses) on foreign exchange settlements, 
derivatives contracts and cash 6.7  11.1  (18.9) 
Other income 0.0  -  0.0 
Total net investment income 167.1  248.0  149.5  
    
Management fees (13.0) (16.4) (21.9) 
Performance fees (2.0) (1.5) (0.3) 
Settlement processing fees (0.1) (0.0) -  
Transaction costs (0.1) (0.1) (0.1) 
Withholding tax on dividends (2.1) (2.5) (3.0) 
Finance costs -  (0.0) (0.0) 
Total expenses (17.3) (20.6) (25.3) 
    
Net operating profit for the year 149.8  227.5  124.1  
Distributions to unitholders(2) (32.1) -  -  
(Increase) / decrease in net assets attributable to unitholders(2) (117.7) -  -  
Profit for the year -  227.5  124.1  
    
Return after fees 16.9% 20.0% 8.9% 
Earnings per unit (cents) - (2) 63.80(2) 30.38(2)  
Distributions paid and payable per unit (cents) 9.62 11.00 16.00  
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Note: 
1 Rounding differences exist. 
2 On 5 May 2016, a new tax regime applying to Attributable Managed Investment Trusts (AMIT) was 

established under the Tax Laws Amendment (New Tax System for Managed Investment Trusts) Act 
2016.  The AMIT regime allows Managed Investment Trusts that meet certain requirements to make 
an irrevocable choice to be an AMIT.  MGE elected into the AMIT regime effective 30 June 2018.  
As a consequence, at 30 June 2018, the units in MGE met the definition of equity under AASB 132 – 
Financial Instruments: Presentation.  As a result, equity transactions including distributions have 
been included in the Statement of Changes in Equity. 

90 Regarding MGE’s FY19 financial performance and outlook, MGE’s Annual Fund Review 
2019 stated the following: 

“Performance 

Global stocks rose in the 12 months to June 2019 after companies posted higher-than-
expected earnings, the US economy expanded briskly without generating inflation, the 
Federal Reserve indicated it would stop, and possibly reverse, its gradual tightening of US 
monetary policy, and the European Central Bank said it would ‘use all the instruments that 
are in the toolbox’ to help the eurozone’s weak economy.  Gains were capped by concerns 
global growth might slow, driven by China-US tensions and rising political uncertainty in 
Europe.  

The portfolio recorded a return after fees of 20.0% for the 12 months... 

The stocks that performed best included the investments in Starbucks (+3.7% of the total 
portfolio return), Microsoft (+2.5%), Visa (+2.00%), Yum! Brands (+1.7%), Mastercard 
(+1.6%) and HCA Healthcare (+1.5%)... 

The only stocks to detract from performance to any extent were Kraft Heinz (-2.8%) and 
Wells Fargo (-0.2%)... 

Outlook 

Equity prices rose in the June quarter even though risks remain elevated. 

While the likelihood of a deal between China and the US plummeted in May, an agreement 
to restart talks following the G20 meeting in June raised hopes that the two sides would 
ultimately settle their differences.  This buoyed equity prices, as did central banks signalling 
their willingness to loosen monetary policy in order to counter risks to growth.  But the risk 
persists that protracted China-US negotiations could undermine global growth so much the 
deterioration would not be offset by a deal or easier central bank settings...  

Notwithstanding the risks confronting equities, we reduced the cash position in the strategy 
from 18% to 8% over the 12 months, allocating that cash primarily to ‘defensive’ stocks.  This 
reflects our decision to adopt a lower-than-historical interest rate in our valuation models 
and our view that the probability of the third scenario occurring has fallen over the past six 
months.” 
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91 Regarding MGE’s FY20 financial performance and outlook, MGE’s Annual Fund Review 
2020 stated the following: 

“Performance 

Global stocks rose in the 12 months to June 2020 after huge fiscal and monetary stimulus 
offset the damage from the coronavirus to economic activity, company profits and investor 
confidence.  Over the last three months of 2019-2020, stocks recovered from post-virus lows 
after an ebbing in infection rates in developed countries allowed governments to ease 
restrictions on everyday life, even though the economic hit from the virus was so stark that the 
US entered its first recession in nearly 11 years.  

The portfolio recorded a return after fees of 8.9% for the 12 months... 

The stocks that performed best included the investments in Microsoft (+3.3% of the total 
portfolio return), Alphabet (+1.9%) and Apple (+1.6%)... 

The stocks that detracted from performance included the investments in Yum! Brands (-0.9%), 
Anheuser-Busch InBev (-0.9%) and HCA Healthcare (-0.3%)... 

Outlook 

The outlooks for the economy and equity markets remain uncertain.  Key will be the pace of 
economic reopening and policymaker responses.  We continue to see four scenarios.  

The best scenario is a V-shaped recovery; a fleeting recession.  This would require a quick 
and successful reopening supported by policymakers, with most furloughed workers returning 
to their pre-pandemic hours.  This scenario still appears relatively unlikely. 

The worst scenario is a depression, where reopening is very slow and there is a policy error, 
hurting employment and output.  This would be the worst outcome for markets but also 
appears relatively unlikely. 

The two middle scenarios are a U-shaped recovery from a recession and a prolonged and 
deep recession.  The downturn that occurred after the global financial recession lay between 
these two scenarios.  It is still challenging to definitively predict if the current downturn will 
be more or less severe than the recession of 2008-2009.  

Due to our cautious economic outlook and the risks confronting equities, we raised the cash 
position in the strategy from 8% to 15% over the 12 months.” 
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Financial position 
92 The financial position of MGE as at 30 June 2019 and 30 June 2020 is set out below:  

MGE – statement of financial position(1)   

 
30 Jun 19 

$m 
30 Jun 20 

$m 
Cash and cash equivalents 112.4  256.8  
Receivables 3.5  3.1  
Investments 1,322.0  1,437.5  
Total assets 1,437.9  1,697.5  

   
Distributions payable 41.7 68.0 
Payables 6.3 2.3 
Total liabilities 48.1 70.3 

   
Net assets 1,389.8  1,627.1  
   
Units on issue (million) 379.5 425.0  
NAV per unit ($)(2) 3.6622 3.8284  
   
Note: 
1 Rounding differences exist. 
2 The NAV per unit represents the net assets presented in the statement of financial position at 30 June 

divided by the number of units on issue at 30 June each year.  This differs to the NAV reported to the 
ASX on 30 June due primarily to allowance for the final distribution. 

    
 

Cash and cash equivalents  
93 Cash and cash equivalents comprises cash at bank and short-term highly liquid investments 

that are readily convertible to cash.  Cash at bank is denominated in various currencies with 
the primary balance held in USD. 

Investments 
94 Investments comprise globally listed equity securities, a summary of which as at 

30 June 2019 and 30 June 2020 is detailed below:  

MGE – internationally listed equity securities(1) (2) 

 
30 Jun 19 

$m 
30 Jun 20 

$m 
US 1,037.6  1,030.1  
Switzerland 108.3  129.9  
China - 113.6  
UK 51.5  79.1 
Germany 65.5  65.8 
France 30.1  19.0 
Belgium 14.8  -  
Netherlands 14.3  - 
Total equity securities(3) 1,322.0  1,437.5  
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Note: 
1 Rounding differences exist.   
2 Shown by domicile of primary stock exchange listing. 
3 The fair value of equity securities traded in active markets is based on their quoted market prices at 

balance date with any deduction for estimated future selling costs.  The quoted market price is the 
closing price for the security as quoted on the relevant stock exchange. 

 
 

Currency exposure 
95 MGE has significant foreign currency exposure arising from its investments in foreign 

securities, which are predominantly domiciled in the United States.  Magellan does not hedge 
the foreign currency exposure of MGE arising from investments in global markets.  MGE’s 
total net exposure to fluctuations in foreign currency exchange rates as at 30 June 2019 and 
30 June 2020 is shown below:  

MGE – exposure to foreign currency   

Assets and liabilities denominated in 
30 Jun 19 

$m 
30 Jun 20 

$m 
USD 1,142.8  1,286.0  
Swiss francs 109.4   131.2 
Hong Kong dollars - 113.6  
Euros 124.9  84.9  
British pounds 51.5  79.1  
 

 

Distributions payable 
96 MGE generally pays an annual distribution to unitholders for the 12 months to 30 June.  A 

distribution payable is recognised on the balance sheet where the distribution has been 
declared but remains unpaid as at the balance sheet date.  

97 On 24 September 2020 Magellan (as RE of MGE) announced a change in distribution policy 
to reflect an intention to target a rate of distribution of 4% per annum of the underlying NAV 
to be paid semi-annually in respect of the open class units in MGE. 

Capital structure and ownership 
98 As at 30 June 2020, MGE had 425.0 million fully paid ordinary units on issue.  The 20 largest 

unitholders accounted for 23.8% of MGE units on issue, with MFG the largest unitholder with 
an interest of 5.0% of the units on issue.   

Unit price performance 
99 The following chart illustrates the movement in the unit price of MGE relative to the NAV 

per unit from 5 March 2015 to 31 August 2020:   
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MGE – unit price history(1) 
5 March 2015 to 31 August 2020 

Source: Bloomberg and LEA analysis. 

100 As noted, MGE’s unit price has closely tracked its NAV per unit since the fund listed on the 
ASX, consistent with the structure and nature of the fund.  

MGE – discount to NAV per unit 

Period 
Average 

(%) 
Median 

(%) 
5 March 2015 to 30 June 2015 0.26 0.39 
1 July 2015 to 30 June 2016 0.28 0.37 
1 July 2016 to 30 June 2017 (0.02) - 
1 July 2017 to 30 June 2018 (0.05) - 
1 July 2018 to 30 June 2019 (0.03) - 
1 July 2019 to 30 June 2020 (0.02) - 
1 July 2020 to 31 August 2020 0.01 - 

Source: Bloomberg and LEA analysis. 

Liquidity in MGE units  
101 There is no ability to redeem directly with the RE in respect of the open class units in MGE.  

Accordingly, those MGE Unitholders seeking to exit their investment must do so by sale on 
the ASX.  The liquidity, inclusive of the liquidity provided by Magellan (as RE of MGE), in 
MGE units based on trading on the ASX over the 12 month period prior to 31 August 2020 is 
set out below: 
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MGE – liquidity in units  
    No. of units WANON(1) Implied level of liquidity 
    traded outstanding Period(2) Annual(3) 
Period Start date End date 000 000 % % 
1 month  1 Aug 20 31 Aug 20  15,212   431,093   3.5   42.3  
3 months  1 Jun 20 31 Aug 20  50,625   429,068   11.8   47.2  
6 months  1 Mar 20 31 Aug 20  146,863   423,587   34.7   69.3  
1 year 1 Sep 19 31 Aug 20  265,718   417,490   63.6   63.6  
       
Note: 
1 Weighted average number of units outstanding (WANON) during relevant period. 
2 Number of units traded during the period divided by WANON. 
3 Implied annualised figure based upon implied level of liquidity for the period. 
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V Profile of Magellan Global Trust (MGG) 

Overview 
102 MGG is a closed end19 unit trust for which Magellan acts as both RE and investment 

manager.  It is an actively managed global equities fund with a target cash distribution yield 
of 4% per annum, paid semi-annually.  Units in MGG commenced trading on the ASX on 
18 October 2017, after raising $1,575 million at $1.50 per unit through an initial public 
offering.  

Fund overview 
103 MGG is a unit trust which has been registered as a managed investment scheme under the 

Corporations Act.  Magellan, the RE for MGG, is a wholly owned subsidiary of MFG, which 
is also listed on the ASX.  There are two portfolio managers responsible for the investment 
decisions for MGG, Hamish Douglass (Chairman and Chief Investment Officer of MFG), and 
Stefan Marcionetti (portfolio manager for Magellan).  A brief overview of MGG is as follows: 

MGG – fund overview 

Portfolio managers Hamish Douglass and Stefan Marcionetti 
Structure Listed Investment Trust 
Inception date 18 October 2017 
Management fee 1.35% per annum 
Fund size / NAV price(1) A$2.3 billion / $1.834 per unit 
Distribution frequency(2) Six monthly 
Performance fee 10% of excess return of the units of MGG above the higher of the Index 

Relative Hurdle and the Absolute Return Hurdle.  Additionally, the 
performance fees are subject to a high water mark 

Note: 
1 Fund size and NAV price as at 30 June 2020. 
2 MGG pays a cash distribution and offers a distribution reinvestment plan, which allows unitholders to 

reinvest in MGG at a 5% discount to the NAV per unit 10 business days prior to the payment date.  
To avoid dilution and ensure unitholders electing cash are not disadvantaged, the discount is paid in 
cash by MFG into the fund. 

Fee structure 
104 As indicated above, MGG pays both management fees and performance fees to Magellan: 

(a) management fees – 1.35% per annum (inclusive of the estimated net effect of GST less
any reduced input tax credits), which is calculated daily based on the NAV of MGG on
that business day.  The management fees cover all fees, costs, charges, expenses and
outgoings that are incurred, such as administration and accounting costs, registry fees,
audit and tax advice fees, and investor reporting expenses.  Management fees are paid
monthly in arrears, however an estimate is accrued daily and allowed for in the NAV
per unit calculation

19  A closed ended product is one where the number of units or shares is fixed (subject to entitlement issues, 
distribution reinvestment plans etc.), meaning that because supply is limited investors have to trade with each other 
and therefore they set the price of the unit or share. 
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(b) performance fees – Magellan may be entitled to a performance fee of 10% (inclusive 
of the estimated net effect of GST less any reduced input tax credits) of the excess 
return of MGG above the higher of the Index Relative Hurdle (MSCI World Net Total 
Return Index (AUD)), and the Absolute Return Hurdle (the yield of 10-year Australian 
Government bonds) over each six month period ending 31 March and 30 September 
each year.  Performance fees are accrued daily in the NAV and are paid subject to the 
achievement of performance hurdles (and the high water mark) for the relevant period. 
 

Investment portfolio 
105 MGG’s portfolio typically comprises 15 to 35 investments, including equity securities held 

across a number of sectors and regions globally, as indicated in the table below:  

MGG – exposure by source of revenue (as at 30 June 2020) 
Sector exposure(1) Geographical exposure 

    
Note: 
1 Exposures may not total 100% due to rounding. 

  
 

Top 10 holdings 
106 As at 30 June 2020, MGG’s portfolio included 23 companies, with the top 10 investments 

representing 50.4% of the fund, as shown in the table below: 

MGG – top 10 investments (as at 30 June 2020) 
Company Sector % holding 
Microsoft Corp Information Technology 9.4 
Facebook Inc-A Internet & eCommerce 6.6 
Alibaba Group Holding Ltd Internet & eCommerce 6.0 
Alphabet Inc Internet & eCommerce 5.9 
Tencent Holdings Ltd Internet & eCommerce 4.9 
Reckitt Benckiser Group Consumer Defensive 4.4 
Atmos Energy Corp Gas Utilities 3.8 
Visa Inc Payments 3.3 
Eversource Energy Integrated Power 3.1 
Mastercard Inc Payments 3.0 
Total 50.4 
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Strategy 

Investment objectives 
107 MGG’s investment objectives are to provide attractive risk-adjusted returns over the medium 

to long-term, whilst reducing the risk of permanent capital loss.  Magellan aims to achieve 
these objectives by investing in a portfolio of high quality global companies that provide 
potential for capital growth over the medium to long term, and targeting a cash distribution 
yield of 4% per annum.    

Investment strategy 
108 Magellan invests in a focussed portfolio of high quality global companies, which are 

considered to have a competitive advantage that can be sustainably exploited in order to earn 
returns on capital that are in excess of the company’s cost of capital.  Magellan undertakes 
extensive fundamental company analysis and seeks to purchase investments when they are 
trading at a discount to their assessed intrinsic value.   

109 Magellan also undertakes detailed macroeconomic analysis in order to take advantage of 
mispricing of economic cycles to manage investment risk.  Magellan is able to invest up to 
50% of MGG’s gross assets in cash and cash equivalents and borrow up to 20% of MGG’s 
gross assets. 

110 MGG’s investment strategy is benchmark agnostic, as it aims to achieve attractive absolute 
returns, rather than benchmark-relative returns, and has few similarities to market benchmarks 
or share market indices.  Notwithstanding this, Magellan’s performance fee is calculated with 
reference to benchmark indices. 

Investment process 
111 Magellan’s investment process integrates three key disciplines: 

(a) intensive bottom-up stock analysis and industry research – through in-depth,
proprietary company research, seeking to identify sustainable competitive advantages
that enable businesses to generate excess returns on capital and predictable cash flow
streams.  This information is then used to identify stock valuation anomalies.  Company
research includes an assessment of a company’s inherent quality based on the following
specific key quality criteria:

MGG – key quality criteria

Economic moat – Assessment of the sustainability of a company’s competitive advantage(s)

Agency risk – Assessment of the extent that management will act in the best interest of shareholders

Business risk – Assessment of the predictability and reliability of future cash flows and earnings

Reinvestment potential – Assessment of a company’s ability to reinvest profits back into its business at 
high incremental rates of return

Environmental, social and governance (ESG) factors – Analysis of ESG forms part of the suite of issues that 
affect the agency and business risks of companies
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(b) broad and detailed macroeconomic insight – Magellan also undertakes proprietary 

macroeconomic research in order to identify and manage risks and opportunities 
presented by the macroeconomic environment which can be applied in most market 
conditions to protect the portfolio from external shocks   

(c) rigorous portfolio construction and risk discipline – Magellan utilises portfolio 
construction and formal risk control processes to provide downside protection in falling 
markets, whilst also providing the flexibility to participate in varying stages of the 
market cycle. 
 

Permitted investments 
112 Whilst MGG predominantly invests in global listed securities, it is permitted to invest in a 

wide variety of assets, including but not limited to the following: 

(a) securities quoted (or soon to be quoted) on a global securities exchange (including the 
ASX) 

(b) specialised investment trusts and other pooled investment vehicles 
(c) unlisted securities 
(d) options to purchase or sell any investment which is a permitted investment 
(e) discounted or purchased bills of exchange, promissory notes or other negotiable 

instruments accepted, drawn or endorsed by any bank or any corporation 
(f) convertible notes or preference shares 
(g) equity swaps; and 
(h) foreign exchange contracts. 

 

Investment parameters 
113 The key investment parameters for the construction of MGG’s portfolio are based on the 

following principles:  

MGG – key investment parameters 
Exposure Guidelines 
Number of companies Typically 15 to 35 companies 
Asset classes and 
allocation ranges 

Securities – 50% to 100% 
Cash and cash equivalents – 0% to 50% 

Geographical MGG invests in securities on global securities exchanges 
Industry / Sector There are no limitations on industries and sectors, subject to Magellan’s 

commitment to responsible investing 
Single security 
position limit 

15% of MGG’s gross asset value at the time of purchase 

Currency hedging MGG’s foreign currency exposures arising from investment in overseas 
markets may be hedged 

Borrowing policy MGG may borrow against all or part of the portfolio, provided that, at the time, 
aggregated borrowings do not exceed 20% of MGG’s gross asset value.  MGG 
may also borrow for the predominant purpose of funding a buyback of units 
and may also, at times, borrow for investment purposes. 
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Fund performance 
114 As at 30 June 2020, MGG had returned an average of 11.4% per annum since inception 

(allowing for reinvestment of unit distributions), as indicated in the chart below: 

MGG – fund performance(1) 
Performance growth chart of A$10,000 

Note: 
1 Calculations are based on the ASX released NAV with distributions reinvested, after ongoing fees and expenses but excluding 

individual tax, member fees and entry fees (if applicable). 

115 MGG’s performance to 30 June 2020 in comparison to the MSCI World Net Total Return 
Index (AUD) is as follows: 

MGG – fund performance 

Fund(1) 
% 

Index(2) 
% 

Excess / 
(deficiency) 

% 
1 month  (1.7) (1.0) (0.7) 
3 months 3.5 6.1 (2.6) 
6 months (4.6) (3.8) (0.8) 
1 year 3.7 4.8 (1.1) 
2 years (% per annum) 9.6 8.3 1.3 
Since inception (% per annum) 11.4 10.2 1.2 

Note: 
1 Calculations are based on the ASX released NAV with distributions reinvested, after ongoing fees 

and expenses but excluding individual tax, member fees and entry fees (if applicable). 
2 MSCI World Net Total Return Index (AUD). 
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Financial performance 
116 The financial performance for MGG since listing on the ASX, including the period from 

11 August 2017 to 30 June 2018, and the two years ended 30 June 2020 (FY20), is set out 
below:  

MGG – statement of financial performance(1) 

 

11 Aug 17 
to 30 Jun 18 

$m 
FY19 

$m 
FY20 

$m 
Dividend and distribution income 14.1  25.4  29.5  
Interest income 4.0  6.2  1.6  
Net change in fair value of investments 150.3 286.1 108.9  
Net gains / (losses) on foreign exchange settlements, 
derivatives contracts and cash 27.4 18.8 (25.2) 
Total net investment income 195.8 336.6 114.8  
    
Management fees (16.0) (25.4) (29.3) 
Performance fees (0.9) (3.2) -  
Brokerage costs (0.1) (0.1) (0.2) 
Withholding tax on dividends (2.1) (3.6) (4.0) 
Finance costs (0.1) (0.1) (0.0) 
Other expenses   (0.0) 
Total expenses (19.2) (32.4) (33.5) 
    
Profit for the year 176.6 304.2 81.3  
    
Return after fees 11.4%(2) 15.9% 3.7% 
Earnings per unit (cents) 16.83 27.54 6.57  
Distributions paid and payable per unit (cents) 6.00 6.00 6.74  
    
Note: 
1 Rounding differences exist. 
2 This return is from 18 October 2017 to 30 June 2018 and therefore does not represent a full year 

period. 
    

 
117 Regarding MGG’s FY19 financial performance and outlook, MGG’s Annual Fund Review 

2019 stated the following: 

“Performance 

Global stocks rose in the 12 months to June 2019 after companies posted higher-than-
expected earnings, the US economy expanded briskly without generating inflation, the 
Federal Reserve indicated it would stop, and possibly reverse, its gradual tightening of US 
monetary policy, and the European Central Bank said it would ‘use all the instruments that 
are in the toolbox’ to help the eurozone’s weak economy.  Gains were capped by concerns 
global growth might slow, driven by China-US tensions and rising political uncertainty in 
Europe. 

The portfolio recorded a return after fees of 15.9% for the 12 months.  The stocks that 
performed best included the investments in Starbucks (+4.0% of the total portfolio return), 
Microsoft (+2.5%), HCA Healthcare (+2.0%), Visa (+1.9%), Mastercard (+1.8%) and Yum! 
Brands (+1.7%)... 
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The only stocks to detract from performance to any extent were Kraft Heinz (-2.7%), eBay 
(-0.9%) and Wells Fargo (-0.3%)... 

Outlook 

Equity prices rose in the June quarter even though risks remain elevated.  

While the likelihood of a deal between China and the US plummeted in May, an agreement to 
restart talks following the G20 meeting in June raised hopes that the two sides would 
ultimately settle their differences.  This buoyed equity prices, as did central banks signalling 
their willingness to loosen monetary policy in order to counter risks to growth.  But the risk 
persists that protracted China-US negotiations could undermine global growth so much the 
deterioration would not be offset by a deal or easier central bank settings... 

Notwithstanding the risks confronting equities, we reduced the cash position in the strategy 
from 21% to 12% over the 12 months, allocating that cash primarily to ‘defensive’ stocks.  
This reflects our decision to adopt a lower-than-historical interest rate in our valuation 
models and our view that the probability of the third scenario occurring has fallen over the 
past six months.” 

118 Regarding MGG’s FY20 financial performance and outlook, MGG’s Annual Fund Review 
2020 stated the following: 

“Performance 

Global stocks rose in the 12 months to June 2020 after huge fiscal and monetary stimulus 
offset the damage from the coronavirus to economic activity, company profits and investor 
confidence.  Over the last three months of 2019-2020, stocks recovered from postvirus lows 
after an ebbing in infection rates in developed countries allowed governments to ease 
restrictions on everyday life, even though the economic hit from the virus was so stark that the 
US entered its first recession in nearly 11 years. 

The portfolio recorded a return after fees of 3.7% for the 12 months.  The stocks that 
performed best included the investments in Microsoft (+3.9% of the total portfolio return), 
Alphabet (+2.1%) and Apple (+1.9%)... 

The stocks that detracted from performance included the investments in Yum! Brands (-1.2%), 
Anheuser-Busch InBev (-1.0%) and HCA Healthcare (-0.5%)... 

Outlook 

The outlooks for the economy and equity markets remain uncertain.  Key will be the pace of 
economic reopening and policymaker responses.  We continue to see four scenarios.  

The best scenario is a V-shaped recovery; a fleeting recession.  This would require a quick 
and successful reopening supported by policymakers, with most furloughed workers returning 
to their pre-pandemic hours.  This scenario still appears relatively unlikely.  

The worst scenario is a depression, where reopening is very slow and there is a policy error, 
hurting employment and output.  This would be the worst outcome for markets but also 
appears relatively unlikely. 
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The two middle scenarios are a U-shaped recovery from a recession and a prolonged and 
deep recession.  The downturn that occurred after the global financial recession lay between 
these two scenarios.  It is still challenging to definitively predict if the current downturn will 
be more or less severe than the recession of 2008-2009. 

Due to our cautious economic outlook and the risks confronting equities, we raised the cash 
position in the strategy from 12% to 18% over the 12 months.”  

Financial position 
119 The financial position of MGG as at 30 June 2019 and 30 June 2020 is set out below:  

MGG – statement of financial position(1)   

 
30 Jun 19 

$m 
30 Jun 20 

$m 
Cash and cash equivalents 249.7 417.4  
Receivables 2.5 3.1  
Investments 1,995.2 1,853.2  
Derivative assets 20.1 -  
Total assets 2,267.5 2,273.7  

   
Derivative liabilities - 6.2 
Distributions payable 37.1 42.5 
Payables 5.3 3.1 
Total liabilities 42.4 51.8 

   
Net assets 2,225.1 2,222.0  
   
Units on issue (million) 1,236.5 1,234.7  
NAV per unit ($)(2) 1.7995  1.7996  
   
Note: 
1 Rounding differences exist. 
2 The NAV per unit represents the net assets presented in the statement of financial position at 30 June 

divided by the number of units on issue at 30 June each year.  This differs to the NAV reported to the 
ASX on 30 June due primarily to allowance for the final distribution. 

    
 

Cash and cash equivalents  
120 Cash and cash equivalents comprises cash at bank and short-term highly liquid investments 

that are readily convertible to cash.  Cash at bank is denominated in various currencies, with 
the majority held in USD. 

Investments and derivatives 
121 Investments comprise equity securities, derivative assets and derivative liabilities.  A 

summary of MGG’s investments and derivative assets and liabilities as at 30 June 2019 and 
30 June 2020 is detailed below: 
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MGG – investments and derivatives(1)(2) 
30 Jun 19 

$m 
30 Jun 20 

$m 
Internationally listed equity securities 
US 1,653.2 1,470.9 
Switzerland 87.8 111.5 
Hong Kong - 110.5
UK 85.4 99.3
Germany 72.3 61.0
Belgium 58.5 - 
France 38.1 - 
Total equity securities(3) 1,995.2 1,853.2 

Forward foreign currency contract assets 20.1 - 
Total derivative assets(4) 20.1 - 

Forward foreign currency contract liabilities - (6.2)
Total derivative liabilities(4) - (6.2)

Note: 
1 Rounding differences exist.   
2 Shown by domicile of primary stock exchange listing. 
3 The fair value of equity securities traded in active markets is based on their quoted market prices at 

balance date with any deduction for estimated future selling costs.  The quoted market price is the 
closing price for the security as quoted on the relevant stock exchange. 

4 The fair value of derivative contracts are derived from one or more underlying price, index or other 
variable.  Derivatives are classified as an asset when the fair value as at balance sheet is positive, and 
a liability when the fair value is negative. 

Currency exposure 
122 MGG has significant foreign currency exposure arising from its investments in foreign 

securities, which are predominantly domiciled in the US.  MGG’s currency exposure is 
managed by Magellan, and as at 30 June 2020 had 20% of its currency exposure hedged to 
AUD.  MGG’s total net exposure to fluctuations in foreign currency exchange rates as at 
30 June 2019 and 30 June 2020 is shown below: 

MGG – exposure to foreign currency 

Assets and liabilities denominated in 
30 Jun 19 

$m 
30 Jun 20 

$m 
USD 739.3 1,426.6 
Swiss francs 88.7 112.7 
Hong Kong dollars - 110.5
British pounds 85.4 99.3
Euros 168.9 61.2

Distributions payable 
123 MGG pays an interim distribution to unitholders for the six months to 31 December and a 

final distribution for the six months to 30 June.  A distribution payable is recognised on the 
balance sheet where the distribution has been declared but remains unpaid as at the balance 
sheet date. 
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Capital structure and ownership 
124 As at 30 June 2020, MGG had 1,234.7 million fully paid ordinary units on issue, with the 

20 largest unitholders accounting for 21.3% of the MGG units on issue (including a 0.3% 
interest held by MFG).  

125 On 29 January 2019, MGG announced a unit purchase plan offer, providing eligible 
unitholders the opportunity to acquire up to $15,000 worth of new fully paid ordinary units in 
MGG at a 5% discount to NAV per unit, without incurring any brokerage.  MGG received 
applications from more than 21,000 unitholders, raising approximately $277 million and 
issuing approximately 181 million new units (on 13 March 2019).  To minimise dilution from 
the offer, MFG paid consideration of approximately $14.6 million into MGG (in respect of 
the new units issued), equal to the 5% discount to the NAV per unit from which the offer 
price was determined. 

Unit price performance 
126 The following chart illustrates the movement in the unit price of MGG relative to the NAV 

per unit from 18 October 2017 to 31 August 2020:  

MGG – unit price history(1) 
18 October 2017 to 31 August 2020 

 
Source: Bloomberg and LEA analysis. 
 

 
127 MGG’s unit price has generally traded at a discount to its NAV per unit, which has increased 

in more recent periods, as shown below:  

MGG – discount to NAV per unit   

Period 
Average 

(%) 
Median 

(%) 
17 October 2017 to 30 June 2018 (0.5) (2.1) 
1 July 2018 to 30 June 2019 (0.6) (0.8) 
1 July 2019 to 30 June 2020 (2.8) (2.4) 
1 July 2020 to 31 August 2020 (2.7) (3.2) 
   
Source: Bloomberg and LEA analysis. 
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Liquidity in MGG units  
128 The liquidity in MGG units based on trading on the ASX over the 12 month period prior to 

31 August 2020 is set out below: 

MGG – liquidity in units 
No. of units WANON(1) Implied level of liquidity 

traded outstanding Period(2) Annual(3) 
Period Start date End date 000 000 % % 
1 month 1 Aug 20 31 Aug 20  26,754  1,249,313  2.1  25.7 
3 months 1 Jun 20 31 Aug 20  77,998  1,242,897  6.3  25.1 
6 months 1 Mar 20 31 Aug 20  200,117  1,241,284  16.1  32.2 
1 year 1 Sep 19 31 Aug 20  361,312  1,240,456  29.1  29.1 

Note: 
1 Weighted average number of units outstanding (WANON) during relevant period. 
2 Number of units traded during the period divided by WANON. 
3 Implied annualised figure based upon implied level of liquidity for the period. 
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VI Evaluation of the Proposed Restructure 
 

129 In our opinion, the Proposed Restructure is in the best interests of existing MGF unitholders 
in the absence of a superior proposal.  We have formed this opinion for the reasons set out 
below. 

130 There is no legal definition of the expression “in the best interests”.  However, RG 111 states 
that a proposal may be “in the best interests of the members of the company” if there are 
sufficient reasons for security holders to vote in favour of the proposal. 

131 In our opinion, in the circumstances, the Proposed Restructure will be in the best interests of 
the existing unitholders of MGF if the advantages of the Proposed Restructure outweigh the 
disadvantages from the perspective of the unitholders taken as a whole.  In reaching our view 
in this regard, we have compared (in particular) the position of MGF unitholders both before 
and after the Proposed Restructure. 

Comparative position of MGF unitholders 
132 We have considered the comparative position of MGF unitholders prior to the Proposed 

Restructure and on the assumption that the Proposed Restructure is implemented, in particular 
as regards annual distributions received by unitholders, the annual level of management fees 
payable, the liquid nature of the investment in MGF units, the underlying NAV, together with 
the underlying portfolio mix of investments and associated investment risk. 

Annual distributions 
133 MGF presently pays an annual distribution to unitholders for the 12 months to 30 June.  MGF 

generally pays a cash distribution and offers a distribution reinvestment plan, which allows 
unitholders to reinvest in MGF at the NAV per unit 10 business days prior to the payment 
date.  The level of annual distributions has generally been dependent on the respective income 
received, of both a capital gain and investment income nature. 

134 Pursuant to the Proposed Restructure, Magellan (as RE of MGF) has announced:  

(a) an intention to target a rate of distribution of 4% per annum of the underlying NAV to 
be paid semi-annually in respect of the Open Class units in MGF 

(b) a proposed distribution reinvestment plan, which will allow MGF Open Class 
unitholders to reinvest in Open Class units in MGF at the NAV per unit. 
 

135 We note that the proposed distribution reinvestment plan in respect of Open Class units in 
MGF is unchanged from the distribution reinvestment plan currently in place. 

136 The proposed target rate of distribution in respect of Open Class units in MGF (which is 
consistent with the proposed target rate of distribution in respect of new Closed Class units in 
MGF) will be consistent with the change in distribution policy announced on 
24 September 2020 (refer to Section III above).  This policy change will occur irrespective of 
the outcome of the Proposed Restructure.  

137 As noted in Section III, the investment return of the MGF portfolio has generally 
outperformed relevant benchmarks.  Assuming a continuation of this investment performance, 
together with the implied reinvestment rather than distribution of investment returns pursuant 
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to the advised MGF targeted rate of distribution, we would expect existing MGF Open Class 
unitholders to be in no different a position from a total return / value perspective, as any 
change to annual distribution would be offset by a corresponding change in the level of capital 
appreciation. 

Management fees 
138 As set out in Section III, MGF pays both management fees and performance fees to Magellan: 

(a) management fees – 1.35% per annum (inclusive of the estimated net effect of GST less
any reduced input tax credits), which is calculated monthly based on the value of the
NAV at the end of each month.  The management fees cover all fees, costs, charges,
expenses and outgoings that are incurred, such as administration and accounting costs,
registry fees, audit and tax fees, and investor reporting expenses.  Management fees are
paid monthly in arrears, however an estimate is accrued daily and allowed for in the
NAV per unit calculation

(b) performance fees – Magellan may be entitled to a performance fee of 10% (inclusive
of the estimated net effect of GST less any reduced input tax credits) of the excess
return of MGF above the higher of the Index Relative Hurdle (MSCI World Net Total
Return Index (AUD)), and the Absolute Return Hurdle (the yield of 10-year Australian
Government bonds) over each six month period ending 30 June and 31 December each
year.  Performance fees are accrued daily in the NAV and are paid subject to the
achievement of performance hurdles (and the high water mark) for the relevant period.

139 Pursuant to the Proposed Restructure, Magellan (as RE of MGF) has announced that the level 
of management and performance fees that will apply in respect of the Open Class units in 
MGF will be unchanged. 

Liquidity of investment 
140 Existing Open Class unitholders are able to redeem their investment in MGF Open Class units 

at the prevailing NAV per unit by direct application to Magellan (as RE of MGF). 

141 Pursuant to the Proposed Restructure, Magellan (as RE of MGF) has advised an intention to: 

(a) seek approval to quote Open Class MGF units on the ASX
(b) continue to provide Open Class unitholders with a redemption option at the prevailing

NAV per unit by direct application to Magellan.

142 Pursuant to the Proposed Restructure, Open Class unitholders in MGF will therefore have 
enhanced liquidity as regards their investment in the fund, as units in the fund will also be 
able to be bought and sold on the ASX.  However, we would not expect any material change 
in the price at which MGF Open Class unitholders are able to redeem / sell their investment, 
as we would expect the newly listed Open Class units in MGF to trade at a tight spread to the 
prevailing NAV per unit. 

Underlying investment portfolio 
143 Pursuant to the Proposed Restructure, the investment funds that comprise the majority of the 

net assets of MGE and MGG will effectively be acquired by MGF.  We note that the 
investment portfolios of both MGE and MGG mirror (to all intents and purposes) the existing 
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MGF investment portfolio.  Accordingly, we would not expect there to be any material 
change in the investment risk profile of existing MGF unitholders subsequent to 
implementation of the Proposed Restructure.  

MGF Partnership Offer 
144 As noted above, should the Proposed Restructure be approved and implemented20, Magellan 

(as RE for MGF) intends to provide the following additional benefits to eligible unitholders in 
the enlarged MGF: 

(a) offer all unitholders (both Open Class and Closed Class) the ability to subscribe for new 
Closed Class units, and an option for each new Closed Class unit issued (the MGF 
Partnership Offer) 

(b) issue bonus options to holders of Closed Class units on the basis of one bonus option for 
every two Closed Class units held (the Bonus MGF Option issue)21. 
 

145 The MGF Partnership Offer will entitle eligible MGF unitholders to subscribe for $1 of new 
Closed Class units for every $4 of MGF units held based on their unit balance at the 
calculation date22, capped at the balance of their unitholding at the Scheme implementation 
date.  The subscription price for the new Closed Class units will be the NAV per Closed Class 
unit on the business day immediately prior to their allotment.  Successful applicants will also 
receive a benefit in the form of additional Closed Class units worth 7.5% of the amount 
subscribed23. 

146 Each option issued under the MGF Partnership Offer will be exercisable into a Closed Class 
unit in MGF, with the exercise price set at a 7.5% discount to the prevailing NAV per unit at 
the time of exercise24.  The options will have a three year term and be exercisable daily, 
subject to an initial holding period.  It is intended that all options be quoted on the ASX. 

147 Those existing Open Class MGF unitholders that elect to participate in the MGF Partnership 
Offer will therefore receive a financial advantage in the form of both additional Closed Class 
units in MGF (above the number of units subscribed for), together with options (which will be 
quoted on the ASX and exercisable at a discount).  In the prevailing low interest rate 
environment, we consider these to be significant financial advantages for those unitholders 
that participate in the MGF Partnership Offer. 

Arbitrage 
148 One of the perceived benefits of the Proposed Restructure is that in circumstances where 

Closed Class units are trading at a discount to the respective NAV, the market value of Closed 
Class units should increase if investors can arbitrage the price gap between Open Class units 
and Closed Class units.  It would appear to follow that if this potential arbitrage can result in 

                                                 
20  In addition to approval from MGF unitholders, the Proposed Restructure also requires the approval of MGE and 

MGG unitholders. 
21  The Bonus MGF Option issue will be for the benefit of MGF Closed Class unitholders only.  Existing MGF and 

MGE Open Class unitholders will not be eligible for the Bonus MGF Option issue. 
22  Expected to be determined in January 2021. 
23  Magellan’s parent company, MFG, will pay into MGF an amount equal to the cost of these additional units to 

minimise NAV per unit dilution. 
24  MFG will also pay into MGF an amount equal to the 7.5% discount to minimise NAV per unit dilution. 
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an increase in the market value of listed Closed Class units, then there must be an opposite 
effect on the market value of Open Class units. 

149 In our view, this theoretical potential market price impact is unlikely.  This is because the 
buyback value of redeemed units is a function of the underlying NAV of the portfolio.  This 
provides an effective market price support function, thus protecting the stock market value of 
the Open Class units. 

150 There are actually two elements to this price support protection.  The first being the 
underlying NAV that can be accessed via redemption.  The second being that market 
participants are well aware of this price support alternative even if it does not have to actually 
be accessed.  (In technical terms it is an “in substance put option” held by Open Class 
unitholders.)   

Costs of the Proposed Restructure 
151 The costs of the Proposed Restructure generally are to be borne by MFG (the parent company 

of Magellan, the RE of MGF).  Accordingly, there will be no negative impact on the NAV of 
the existing Open Class units in MGF pursuant to the Proposed Restructure. 

Summary of opinion on the Proposed Restructure 
152 We summarise below the likely advantages and disadvantages for existing MGF unitholders if 

the resolutions to implement the Proposed Restructure are approved.  

Advantages 
153 The Proposed Restructure has the following advantages for MGF Open Class unitholders: 

(a) pursuant to the Proposed Restructure, Open Class unitholders in MGF will have 
enhanced liquidity as regards their investment in the fund, due to the advised intention 
of Magellan (as RE of MGF) to seek approval to quote Open Class MGF units on the 
ASX 

(b) MGF Open Class unitholders will be eligible to participate in the MGF Partnership 
Offer and should they choose to do so, they will receive a significant financial 
advantage in the form of both additional Closed Class units in MGF (above the number 
of units subscribed for), together with options (which will be quoted on the ASX and 
exercisable at a discount).  This financial advantage will be in the form of: 
(i) an immediate increase in the value of a unitholder’s investment (based on the 

NAV) of 7.5% of the amount subscribed 
(ii) an increase of 7.5% in the annual distributions to unitholders on the amount 

subscribed (noting that this is a “mirror image” of the higher NAV) 
(iii) three year options offering a further benefit of some 7.5% on further capital able 

to be subscribed (pursuant to the MGF Partnership Offer) 
(c) the MGF Partnership Offer of Closed Units will provide permanent unitholder capital 

without diluting unitholder’s equity  
(d) post the Proposed Restructure some MGF Open Class unitholders can be expected to 

arbitrage any price gap that may emerge between Open Class and Closed Class units 
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(e) there will be no associated cost attributable to these financial benefits as the costs of the 
Scheme, together with the costs of the Proposed Restructure generally, and the costs of 
the MGF Partnership Offer including the costs of the additional units and options, are to 
be borne by MFG (the parent company of Magellan, the RE of MGF). 
 

Disadvantages 
154 As a result of the significant increase in the number of units on issue, the relative voting 

power of existing MGF Open Class unitholders will reduce.  However, in the circumstances 
of the Scheme, we do not consider this to represent a material disadvantage.  Accordingly, in 
our opinion, there are no material disadvantages that will accrue to existing MGF Open Class 
unitholders pursuant to implementation of the Scheme. 

Conclusion 
155 Given the above analysis, we consider the Proposed Restructure to be in the best interests of 

existing MGF unitholders in the absence of a superior proposal (which in our view is 
unlikely). 
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Financial Services Guide 

Lonergan Edwards & Associates Limited 
1 Lonergan Edwards & Associates Limited (ABN 53 095 445 560) (LEA) is a specialist 

valuation firm which provides valuation advice, valuation reports and IERs in relation to 
takeovers and mergers, commercial litigation, tax and stamp duty matters, assessments of 
economic loss, commercial and regulatory disputes. 

2 LEA holds Australian Financial Services Licence No. 246532. 

Financial Services Guide 
3 The Corporations Act authorises LEA to provide this Financial Services Guide (FSG) in 

connection with its preparation of an IER to accompany the Explanatory Memorandum to be 
sent to existing MGF unitholders in connection with the Proposed Restructure. 

4 This FSG is designed to assist retail clients in their use of any general financial product advice 
contained in the IER.  This FSG contains information about LEA generally, the financial 
services we are licensed to provide, the remuneration we may receive in connection with the 
preparation of the IER, and if complaints against us ever arise how they will be dealt with. 

Financial services we are licensed to provide 
5 Our Australian Financial Services Licence allows us to provide a broad range of services to 

retail and wholesale clients, including providing financial product advice in relation to various 
financial products such as securities, derivatives, interests in managed investment schemes, 
superannuation products, debentures, stocks and bonds. 

General financial product advice 
6 The IER contains only general financial product advice.  It was prepared without taking into 

account your personal objectives, financial situation or needs. 

7 You should consider your own objectives, financial situation and needs when assessing the 
suitability of the IER to your situation.  You may wish to obtain personal financial product 
advice from the holder of an Australian Financial Services Licence to assist you in this 
assessment. 

Fees, commissions and other benefits we may receive 
8 LEA charges fees to produce reports, including this IER.  These fees are negotiated and 

agreed with the entity who engages LEA to provide a report.  Fees are charged on an hourly 
basis or as a fixed amount depending on the terms of the agreement with the entity who 
engages us.  In the preparation of this IER, LEA is entitled to receive a fee estimated at 
$70,000 plus GST.   

9 Neither LEA nor its directors and officers receives any commissions or other benefits, except 
for the fees for services referred to above. 
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10 All of our employees receive a salary.  Our employees are eligible for bonuses based on 
overall performance and the firm’s profitability, and do not receive any commissions or other 
benefits arising directly from services provided to our clients.  The remuneration paid to our 
directors reflects their individual contribution to the company and covers all aspects of 
performance.  Our directors do not receive any commissions or other benefits arising directly 
from services provided to our clients. 

11 We do not pay commissions or provide other benefits to other parties for referring prospective 
clients to us. 

Complaints 
12 If you have a complaint, please raise it with us first, using the contact details listed below.  

We will endeavour to satisfactorily resolve your complaint in a timely manner.  

13 If we are not able to resolve your complaint to your satisfaction within 45 days of your 
written notification, you are entitled to have your matter referred to the Australian Financial 
Complaints Authority (AFCA), an external complaints resolution service.  You will not be 
charged for using the AFCA service. 

Contact details 
14 LEA can be contacted by sending a letter to the following address: 

Level 7 
64 Castlereagh Street 
Sydney  NSW  2000 
(or GPO Box 1640, Sydney  NSW  2001) 
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Qualifications, declarations and consents 

Qualifications 
1 LEA is a licensed investment adviser under the Corporations Act.  LEA’s authorised 

representatives have extensive experience in the field of corporate finance, particularly in 
relation to the valuation of shares and businesses and have prepared hundreds of IERs. 

2 This report was prepared by Mr Wayne Lonergan and Mr Martin Holt, who are each 
authorised representatives of LEA.  Mr Lonergan and Mr Holt have over 45 years and 
35 years experience respectively in the provision of valuation advice (and related advisory 
services).  

Declarations 
3 This report has been prepared at the request of the Directors of Magellan to accompany the 

Explanatory Memorandum to be sent to existing MGF unitholders.  It is not intended that this 
report should serve any purpose other than as an expression of our opinion as to whether or 
not the Proposed Restructure is in the best interests of existing MGF unitholders. 

Interests 
4 At the date of this report, neither LEA, Mr Lonergan nor Mr Holt have any interest in the 

outcome of the Proposed Restructure (or the related Schemes).  With the exception of the fee 
shown in Appendix A, LEA will not receive any other benefits, either directly or indirectly, 
for or in connection with the preparation of this report. 

5 We have considered the matters described in ASIC RG 112 – Independence of experts, and 
consider that there are no circumstances that, in our view, would constitute a conflict of 
interest or would impair our ability to provide objective independent assistance in this 
engagement. 

Indemnification 
6 As a condition of LEA’s agreement to prepare this report, Magellan agrees to indemnify LEA 

in relation to any claim arising from or in connection with its reliance on information or 
documentation provided by or on behalf of MGF (or MGG or MGE) which is false or 
misleading or omits material particulars or arising from any failure to supply relevant 
documents or information. 

Consents 
7 LEA consents to the inclusion of this report in the form and context in which it is included in 

the Explanatory Memorandum.
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Glossary 
 

  
Term Meaning 
AFCA Australian Financial Complaints Authority 

Agreements 

Two separate Scheme Implementation Deeds between Magellan as RE of MGE 
and Magellan as RE of MGF, and Magellan as RE of MGG and Magellan as RE of 
MGF 

AMIT Attributable Managed Investment Trusts 

AMIT regime 

On 5 May 2016, a new tax regime applying to AMITs was established under the 
Tax Laws Amendment (New Tax System for Managed Investment Trusts) Act 2016 
(Cth) 

ASIC Australian Securities & Investments Commission  
ASX Australian Securities Exchange 

Bonus MGF Option issue 
Bonus options to be issued to holders of MGF Closed Class units on a 1-for-2 
basis 

Closed Class Closed ended units in MGF post the implementation of the Scheme 
Constitution The Constitution of MGF 
Corporations Act Corporations Act 2001 (Cth)  
Corporations Regulations Corporations Regulations 2001  
DCF Discounted cash flow 
EBIT Earnings before interest and tax  
EBITA Earnings before interest, tax and amortisation of acquired intangibles 
EBITDA Earnings before interest, tax depreciation and amortisation  
ETF Exchange traded fund 
Existing MGE Units Existing open class units in MGE pre implementation of the MGE Scheme 

Existing MGG Units 
Existing closed ended class units in MGG pre implementation of the MGG 
Scheme 

FSG Financial Services Guide  
FY Financial year 
GST Goods and services tax 
IER Independent expert’s report 
LEA Lonergan Edwards & Associates Limited 
Magellan Magellan Asset Management Limited 
MFG Magellan Financial Group Limited 
MGE Magellan Global Equities Fund 

MGE Scheme 
The trust scheme proposed to be implemented between MGE and its unitholders to 
facilitate the Proposed Restructure 

MGE Scheme 
Consideration 

Open Class units in MGF to be allotted to MGE unitholders in exchange for their 
Existing MGE Units  

MGE Unitholders Unitholders of MGE pre implementation of the MGE Scheme 
MGF Magellan Global Fund 

MGF Partnership Offer 

MGF unitholders post the implementation of the Scheme will be offered the ability 
to subscribe for new MGF Closed Class units and an option for each new MGF 
Closed Class unit issued 

MGG Magellan Global Trust 

MGG Scheme 
The trust scheme proposed to be implemented between MGG and its unitholders to 
facilitate the Proposed Restructure 

MGG Scheme 
Consideration 

Closed Class units in MGF to be allotted to MGG unitholders in exchange for their 
Existing MGG Units 

MGG Unitholders Unitholders of MGG pre implementation of the MGG Scheme 
NAV Net asset value 
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Term Meaning 
Open Class Open ended units in MGF post the implementation of the Scheme 
Proposed Restructure The consolidation of MGE, MGG and MGF into a single fund 
RE Responsible entity 
RG 111 Regulatory Guide 111 – Content of expert reports 
Scheme Trust scheme of arrangement between MGE and its unitholders 
Scheme Consideration Open Class units in MGF in exchange for existing MGE open class units held 
Schemes Together, the MGE Scheme and the MGG Scheme 
TPGN 15 Takeovers Panel Guidance Note 15 – Trust scheme mergers 
UK United Kingdom 
US United States of America 
USD US dollars 
WANON Weighted average number of units outstanding 
  

 


