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Magellan Fund Review
Client paper - March 2022
What has occurred?
[bookmark: _Hlk36461566]Following the announcement of a medical leave of absence of co-founder and CIO Hamish Douglas, Magellan has dealt with a loss of confidence from investors and a barrage of media scrutiny. This situation has highlighted the lack of succession planning and aspects of key man risk present within the firm. In response to this situation, Magellan has reappointed Chris Mackay as lead Portfolio Manager and Nikki Thomas as Head of Research in order to bring in familiar faces back into the business. Arvid Streimann who has been a comanager with Hamish since 2020 has remained in the business as Head of Macro. This creates some continuity within the team. Whilst there is high quality talent within the senior investment and analyst team, ensuring that retention in these roles is going to be something to watch going forward. Most importantly, Chris Mackay emphasised the fact that decision making will ultimately come down to the input from Chris, Nikki and Arvid, however Chris will retain the veto power for situations that require such a vote. Research has confidence in Chris’ investing ability and believe the fund is in good hands with him at the helm.
Should I be making changes to my portfolio?
In short, the answer is no.  Centrepoint Research and your adviser will continue to monitor the situation and will not be making changes to the portfolio due to this situation, any changes that occur in the future will be subject to overall portfolio thinking. 
The reason for this comes down to how we choose funds. When choosing a fund Centrepoint Research places great emphasis on process, what we mean by this is if we can understand how the manager/fund can invest then we can better understand the role they play in expected economic environments. 
There has been no change in process of the fund. Magellan still has a capable investment team. 
What is Magellan thinking about regarding their portfolio?
Magellan will continue to target high quality growth companies whilst balancing this with lower-volatility defensive holdings in times of increased risk. Magellan still believe there are risks present in this market as Central Banks look to begin the rate rising cycle in their attempt to normalise interest rates and dampened the inflation worries present in market. A decrease in defensive allocations will take place once the investment team begin to see the bottom of the interest rate hiking cycle and the risks caused by rising rates on the general financial system begin to dissipate. The risks present in the interest rate rising cycle were exhibited and protected against in late-2018 by Magellan, as markets sold off considerably. Rising rates showed the negative impacts on markets over the last three months, this downside protection approach has softened the impacts of this recent selloff as they have sat in the top third of global equity growth managers in performance. This strategy has performed very well historically, however some mistakes have been made in recent times causing shorter-term underperformance. This is most namely seen in the underestimation of the regulatory risks in China. Their direct and indirect exposures to China have since been lessened considerably to mitigate these risks. 
What our partnered Research Houses done?
Morningstar have lowered their conviction from Gold to Bronze following the most recent review of the Fund. This review was triggered by the leave of absence of Hamish Douglass. This rating alone would keep the fund rating as Approved on our APL (approved product list), however Lonsec are still yet to release their revised rating and therefore the temporary Approved rating will remain on the Fund until this Lonsec review is completed. Upon this review, the rating of the fund will be changed back to reflect the two research house opinions.
Centrepoint Research Conclusion
Research would like to note that although Hamish has left Magellan on a leave of absence, the fund still has a capable investment team, which has not been showcased to investors yet, along with the fund’s process which has not changed. Centrepoint Research is comfortable with Magellan and their team in managing clients’ money. We do however recognise that there is a long road ahead to build back stronger performance and conviction. 
If you have any questions, please contact your adviser. 
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