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INVESTMENT PHILOSOPHY OBJECTIVE PORTFOLIO CONSTRUCTION

To prudently invest in outstanding infrastructure To achieve attractive risk-adjusted returns An actively constructed portfolio of 70 - 100

and utilities companies at attractive prices that over the medium to long term; while reducing securities that meet our proprietary definition of

exhibit highly predictable cashflows. the risk of permanent capital loss. infrastructure, rebalanced in a systematic
manner.

Typical cash and cash equivalent exposure
between 0 - 5%

MAGELLAN CORE INFRASTRUCTURE (AUD HEDGED)

TOTAL STRATEGY ASSETS TOTAL INFRASTRUCTURE ASSETS! INCEPTION DATE

AUD $9,031.7 million AUD $14,241.2 million 17 December 2009

AUD PERFORMANCE?

3 Months 1Year 3 Years 5 Years 10 Years Since Inception
(%) (%) (% p.a.) (% p.a.) (% p.a.) (% p.a.)
Composite (Gross) -9.2 2.2 12.3 6.1 7.0 10.9
Composite (Net) 9.3 1.7 11.7 5.6 6.4 10.2
Global Infrastructure Benchmark?® -7.2 4.9 15.1 9.1 7.0 8.3
Excess (Gross) -2.0 -2.7 -2.8 -3.0 0.0 2.6
MSCI World NTR Index (A$ Hedged)* 2.0 16.1 20.5 11.5 12.5 12.2

CYTD 2025 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013 2012

CALENDAR YEAR RETURNS? I N

Composite (Gross) 0.8 17.2 9.4 2.0 -5.4 17.2 -5.5 28.3 -1.7 15.4 10.6 7.9 28.0 16.7 16.3
Composite (Net) 0.4 16.6 8.9 1.5 -5.8 16.6 -6.0 27.5 -2.4 14.6 9.8 7.2 27.1 15.8 15.5
Global Infrastructure Benchmarl® 2.6 17.2 17.6 3.4 13 13.7 -11.9 253 -6.7 14.4 14.1 -5.4 22.9 18.5 9.1
Excess (Gross) -1.8 0.0 -8.2 -1.4 -6.7 3.5 6.4 3.0 5.0 1.0 -3.5 13.3 5.1 -1.8 7.2

MSCI World NTR Index (A$ Hedged)* 12.3 18.4 20.5 21.5 -17.7 23.7 10.3 26.7 -7.4 19.8 10.4 3.8 12.3 31.8 18.8

Past performance does not predict future returns.

STRATEGY FUNDAMENTALS* PERFORMANCE CHART GROWTH OF AUD $10,000 (NET)2
) $51,311
Number of Holdings 92 $64,000 10.2% p.a.
- . $56,000
Dividend Yield (%) 4
$48,000
P/E Ratio (1 year forward) 18 $40,000
$32,000
EBITDA multiple (historic) 13.8 $24,000
EPS Growth (%) (next 3 years) 4.3 $16,000
$8,000
Carbon Intensity (CO,t/US$1m revenue)* 842 NI SN AN RN N BN RN SN N R S B A RPN )
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#The carbon intensity score is calculated using MSCI data. In a limited number of
circumstances, where data is not available or Magellan deems it appropriate,

Past performance does not predict future returns.
manual adjustments are made to the MSCI carbon intensity.

1 Comprised of all Infrastructure strategies.

2 Returns are for the Global Core Infrastructure Hedged to AUD Composite and denoted in AUD. Performance would vary if returns were denominated in a currency other than AUD.
Refer to the GIPS Disclosure section below for further information. Strategy inception is 17 December 2009. Composite (Net) returns are net of fees charged to clients and have been
reduced by the amount of the highest fee charged to any client employing that strategy during the period under consideration. Actual fees may vary depending on, among other things,
the applicable fee schedule and portfolio size. Fees are available upon request.

3 S&P Global Infrastructure Index AS Hedged Net Total Return spliced with UBS Developed Infrastructure and Utilities Index (AS Hedged) Net Total Return prior to 1 January 2015. Note:

as the UBS Developed Infrastructure and Utilities Index (AS Hedged) Net Total Return ceased to be published from 31 May 2015, it was replaced by Magellan on 1 January 2015 with the
S&P Global Infrastructure Index (AS Hedged) Net Total Return.

4The data is based on a representative portfolio for the strategy. Refer to the Important Notice below for further information.
* All MSCI data used is the property of MSCI. No use or distribution without written consent. Data provided “as is” without any warranties. MSCI and its affiliates assume no liability for or
in connection with the data. Please see complete disclaimer in www.magellaninvestmentpartners.com/funds/benchmark-information/.



http://www.magellangroup.com.au/funds/benchmark-information/

TOP 10 HOLDINGS® SECTOR EXPOSURE®
STOCK SECTOR % Integrated Power | RN 252
Transmission and Distribution [N 20%
National Grid Transmission and Distribution 3.1 Toll Roads [ 11%
Aena Airports 3.1 Airports 9%
Energy Infrastructure 9%
Vinci Toll Roads 3.0 Water Utility 7%
Gas Utility 7%
Fortis Transmission and Distribution 3.0
Communications 7%
Ferrovial Toll Roads 2.9 Social 1%
cash | 1%
Transurban Toll Roads 2.9
TC Ener; Energy Infrastructure 2.9
&Y &Y GEOGRAPHICAL EXPOSURE®
Enbridge Energy Infrastructure 2.8
Terna Transmission and Distribution 2.5 usA I /0%
United Utilities Water Utility 2.5 Europe NN 25%
Canada [ 15%
TOTAL: 28.7
United Kingdom 9%
Asia Pacific 7%
Latin America 3%
Cash | 1%
CONTRIBUTION HIGHLIGHTS®
1YEAR 5 YEARS
TOP 5 CONTRIBUTION (%) TOP5 CONTRIBUTION (%)
United Utilities 0.4 Ferrovial 31
APA 0.3 National Grid 2.4
Severn Trent 0.3 Aena 2.3
TC Energy 0.2 TC Energy 22
Aena 0.2 Enbridge 1.8
BOTTOM 5 CONTRIBUTION (%) BOTTOM 5 CONTRIBUTION (%)
Cellnex Telecom -0.8 Cellnex Telecom -2.3
Crown Castle -0.5 Algonquin Power & Utilities -1.1
Vinci -0.4 Crown Castle -1.1
PSEG -0.3 SBA Communications -0.7
American Tower -0.3 American Tower -0.4
SUPPLEMENTARY STATISTICAL MEASURES’
3 Years 5 Years 10 Years Since Inception
Turnover 20.2% 17.9% 14.3% 11.4%
Beta 1.0 1.0 0.8 0.8
Tracking Error (% p.a.) 4.4% 4.3% 6.2% 5.7%
Standard Deviation - Strategy 10.6% 12.6% 12.0% 10.8%
Information Ratio -0.8 -0.8 -0.1 0.3

5>The data is based on a representative portfolio for the strategy. Refer to the GIPS Disclosure below for further information. Sectors are internally defined. Geographical exposure is by
domicile of listing. Exposures may not sum to 100% due to rounding.
6 The contribution data is actual performance data of a representative portfolio within the Global Core Infrastructure Composite that closely reflects the management style of the

strategy. Contributions are denoted in AUD and are cumulative at each period. The characteristics of the representative portfolio may differ from those of the composite and of the
other accounts in the composite. Performance is not a consideration in the selection of the representative portfolio. The performance figures above may differ from those of the

composite and from other accounts in the composite.
7 Supplementary Statistical Measures are calculated after fees in AUD against the benchmark?



IMPORTANT INFORMATION

This material has been produced by Magellan Asset Management Limited ABN 31 120 593 946 AFS Licence No. 304 301 trading as Magellan Investment Partners (‘Magellan’).
It is being furnished to you to provide summary information regarding Magellan and an investment fund or investment strategy managed by Magellan ('Strategy'). This material
is not intended to constitute advertising or advice of any kind and you should not construe the contents of this material as legal, tax, investment or other advice. In making an
investment decision, you must rely on your own examination of any offering documents relating to the Strategy.

The investment program of the Strategy presented herein is speculative and may involve a high degree of risk. The Strategy is not intended as a complete investment program
and is suitable only for sophisticated investors who can bear the risk of loss. The Strategy may lack diversification, which can increase the risk of loss to investors. The Strategy's
performance may be volatile. Past performance is not necessarily indicative of future results and no person guarantees the future performance of the Strategy, the amount or
timing of any return from it, that asset allocations will be met, that it will be able to implement its investment strategy or that its investment objectives will be achieved.
Statements contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and beliefs of Magellan or the third party
responsible for making those statements (as relevant). Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be
placed thereon. This material may contain ‘forward-looking statements’. Actual events or results or the actual performance of a Magellan financial product or service may differ
materially from those reflected or contemplated in such forward-looking statements. The Strategy will have limited liquidity, no secondary market for interests in the Strategy
is expected to develop and there are restrictions on an investor's ability to withdraw and transfer interests in the Strategy. The management fees, incentive fees and allocation
and other expenses of the Strategy will reduce trading profits, if any, or increase losses.

No representation or warranty is made with respect to the correctness, accuracy, reasonableness or completeness of any of the information contained in this material. This
information is subject to change at any time and no person has any responsibility to update any of the information provided in this material. This material may include data,
research and other information from third-party sources. Magellan makes no guarantee that such information is accurate, complete or timely and does not provide any
warranties regarding results obtained from its use. Magellan will not be responsible or liable for any losses, whether direct, indirect or consequential, including loss of profits,
damages, costs, claims or expenses, relating to or arising from your use or reliance upon any part of the information contained in this material including trading losses, loss of
opportunity or incidental or punitive damages.

No distribution of this material will be made in any jurisdiction where such distribution is not authorised or is unlawful. This material does not constitute, and may not be used
for the purpose of, an offer or solicitation in any jurisdiction or in any circumstances in which such an offer or solicitation is unlawful or not authorized or in which the person
making such offer or solicitation is not qualified to do so. This material and the information contained within it may not be reproduced, or disclosed, in whole or in part, without
the prior written consent of Magellan. Further information regarding any benchmark referred to herein can be found at
https://magellaninvestmentpartners.com/funds/benchmark-information/. Any third-party trademarks contained herein are the property of their respective owners and
Magellan claims no ownership in, nor any affiliation with, such trademarks. Any third-party trademarks that appear in this material are used for information purposes and only
to identify the company names or brands of their respective owners. No affiliation, sponsorship or endorsement should be inferred from the use of these trademarks.

The Global Infrastructure Benchmark is comprised of the following: from inception to 31 December 2014 the benchmark is UBS Developed Infrastructure & Utilities Net Total
Return Index (A$ Hedged) and from 1 January 2015 the benchmark is S&P Global Infrastructure Net Total Return Index (AS Hedged). The benchmark changed because UBS
discontinued their index series.

The UBS Developed Infrastructure & Utilities Net Total Return Index (AS Hedged) is a market capitalisation weighted index that is designed to measure the equity performance
of listed Infrastructure and Utility stocks. Index results assume the reinvestment of all distributions of capital gain and net investment income using a tax rate applicable to non-
resident institutional investors who do not benefit from double taxation treaties. The index is hedged to Australian dollars.

The S&P Global Infrastructure Net Total Return Index (AS Hedged) is a market capitalisation weighted index that is designed to track 75 companies from around the world
diversified across three infrastructure sectors energy, transportation and utilities. Index results assume the reinvestment of all distributions of capital gain and net investment
income using a tax rate applicable to non-resident institutional investors who do not benefit from double taxation treaties. The index is hedged to Australian dollars.

GLOBAL INVESTMENT PERFORMANCE STANDARDS (GIPS®) DISCLOSURE
Magellan Asset Management Ltd, doing business as Magellan Investment Partners (‘Magellan’) claims compliance with the Global Investment Performance Standards (GIPS ®).

For the purpose of complying with GIPS, the Firm is defined as all discretionary portfolios managed by Magellan, excluding brands managed by subsidiaries operating as distinct
business entities. Magellan is a wholly-owned subsidiary of the publicly listed company Magellan Financial Group Ltd. Magellan is based in Sydney, Australia. Total Firm assets
is defined as all assets managed by Magellan, excluding assets managed by subsidiaries operating as distinct business entities.

The Global Core Infrastructure Hedged in AUD composite is a global strategy investing in strictly defined or “pure” infrastructure companies (typically 80-100). The filtered
investment universe is comprised of stocks that 1. generate reliable income streams, 2. benefit from inflation protection and have an appropriate capital structure. The
investment objective of the strategy is to minimise the risk of permanent capital loss; and achieve superior risk adjusted investment returns over the medium to long-term. The
composite is hedged to Australian dollars with Forward contracts. The composite was created in December 2011.

To achieve investment objectives, the composite may also use derivative financial instruments including, but not limited to, options, swaps, futures and forwards. Derivatives
are subject to the risk of changes in the market price of the underlying securities instruments, and the risk of the loss due to changes in interest rates. The use of certain
derivatives may have a leveraging effect, which may increase the volatility of the composite and may reduce its returns.

A copy of the composite’s GIPS compliant presentation and/or the firm’s list of composite descriptions are available upon request by emailing
client.reporting@magellanfinancialgroup.com

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content
contained herein.

The representative portfolio is an account in the composite that closely reflects the portfolio management style of the strategy. Performance is not a consideration in the
selection of the representative portfolio. The characteristics of the representative portfolio may differ from those of the composite and of the other accounts in the composite.
Information regarding the representative portfolio and the other accounts in the composite is available upon request.

AUD is the currency used to calculate performance. COREHAUD46295


https://magellaninvestmentpartners.com/funds/benchmark-information/
mailto:client.reporting@magellanfinancialgroup.com

Strategy Commentary

The strategy experienced a decline in returns in the September
quarter of 2026. As the US war with Iran persisted, energy
prices remained at elevated levels and market interest rate
expectations surged. At the same time, the ongoing strength
of the AI narrative and a firm outlook for growth for Al-related
companies supported risk appetite during the quarter, despite
geopolitical ructions. Very large Al-driven capex also saw a
surge in corporate bond issuance, which, along with rate hikes
and renewed concern about government fiscal sustainability,
pushed up benchmark borrowing costs. Significantly higher
benchmark borrowing costs were a headwind for listed
infrastructure as a long-duration asset class.

The top contributors for the quarter were United Utilities,
Severn Trent and APA Group. UK water utilities United Utilities
and Severn Trent gained, as new UK Prime Minister
Burnham  continued to retreat on some initial
suggestions of greater public oversight, or even nationalisation,
of UK water utilities. This alleviated some key risks for the
stocks, which rose despite rising UK gilt yields during the
quarter. Solid trading updates in the quarter, which reaffirmed
the robust outlook for capital investment and earnings, were
also supportive. Australian gas infrastructure company APA
Group gained, supported by its announcement of strong FY26
results. The result showed cost cuts across the company and
also strong asset performance, with the company indicating
momentum on its growth strategy, including commitment to
new investment in key renewables projects.

The top detractors for the quarter were Ferrovial, Vinci and
Enbridge. Ferrovial declined, as the market continued to react
unfavourably to news announced in late August that a
consortium it was part of had been named as the preferred
bidder for a major US HOT lanes project. The I-24 project,
located in the US state of Tennessee, is quoted at a
construction cost of US$9.2bn with a further US$24.8bn in
value payments to the State, significantly higher than the next
nearest bidder, and which was poorly received by the market.
This was exacerbated by limited information provided on the
deal given restriction prior to financial close. French transport
infrastructure company Vinci fell as elevated oil prices and the
prospect of increased French taxes on large infrastructure
companies. The company reported traffic figures in the quarter
that indicated soft momentum in traffic across its airports and
French road network, with roads especially soft and air
passenger volumes mixed. North American energy
infrastructure company Enbridge declined as a mixed June
quarter earnings report along with rising benchmark yields and
valuation concerns, saw the stock pull back.

Stock contributors/detractors are based in local currency terms
unless stated otherwise.

Outlook

Notwithstanding our expectations for greater volatility in the
short to medium term driven by the evolving political
environment, including the current US administration and
geopolitics with implications for economic growth, interest
rates and inflation, we are confident that the underlying
businesses we have included in our defined universe and in our

investment strategy will prove resilient over the longer term.
We regard the businesses we invest in to be of high quality
and, while short-term movements in share prices reflect issues
of the day, we believe that share prices in the longer term may
reflect the underlying cash flows, potentially leading to
investment returns consistent with our expectations.

The strategy seeks to provide investors with attractive risk-
adjusted returns from infrastructure securities. It does this by
investing in a portfolio of listed infrastructure companies that
meet our strict definition of infrastructure. We believe that
infrastructure assets, with requisite earnings reliability and a
linkage of earnings to inflation, offer attractive, long-term
investment propositions. Furthermore, we believe the resilient
nature of earnings and the structural linkage of those earnings
to inflation means that investment returns typically generated
by infrastructure stocks are different from standard asset
classes and offer investors diversification when included in an
investment portfolio. In our opinion, given the current
uncertain economic and investment climate, the historically
reliable financial performance of infrastructure investments
makes them attractive, and an investment in listed
infrastructure has the potential to reward patient investors with
a long-term time frame.

View from the Investment Team

Geopolitics and macroeconomic drivers were the predominant
factors affecting markets and portfolio performance in the
September quarter of 2026. With the US-Iran ceasefire proving
short-lived, dislocations in energy markets ground on; at the
same time, the scope of the shock broadened, with refined fuel
prices surging. Higher energy prices and rising inflation
expectations were two factors driving significantly higher real
interest rates in the quarter. The Middle East conflict is playing
out alongside an exceptional, Al-driven capex cycle, which
drove activity, greater market risk appetite and a surge in
corporate bond issuance in the period. A higher term structure
of interest rates, with pressure from inflation-induced rate
hikes, along with ongoing, robust activity, has also amplified
market concern on governments’ debt and deficit positions,
which itself has pushed longer-term benchmark borrowing
costs higher. As a result, significantly higher real interest rates
have been the hallmark of this quarter. For example, US 10-
year real yields rose from 2.2% at the end of June 2026 to
2.9% at the end of September 2026. Real benchmark rates are
at their highest levels since 2008.

Rising real yields are the key driver of the negative performance
our portfolio experienced over the last three-month period,
with all key sectors affected. We noted this scenario as the key
risk to our outlook in our review at the end of the June quarter.
Infrastructure assets are long duration and are typically
interest-rate-sensitive. This risk has very much materialised,
and while the impacts are consistent with what we would
expect, the pace and the magnitude of the gains in real rates
have been more than we had anticipated.



Looking across our investment universe, the feed-through from
higher rates to share price performance is apparent. For
example, communications infrastructure companies have been
affected the most as the share prices of these companies are
sensitive to interest rates. This sensitivity is due to the long-
duration nature of the assets. These companies also have
limited ability to pass on higher rates in the same manner as,
for example, utilities can. The sell-off in US integrated power
companies and transmission and distribution companies has
also been pronounced, reflecting not only rising real yields but
also concerns about data centre development. We have
observed increasing noise on development (including on
moratoriums for data centre development and the end to tax
concessions in certain jurisdictions) stemming from the mid-
term election cycle. We would expect this political noise to
settle following the November election period. Toll roads were
also down, with sustained high fuel prices affecting the demand
outlook at the same time as new taxation risks (e.g., in France)
emerged. The UK water utilities were also affected by higher
gilt yields as these typically trade with high sensitivity to rates.
A change in the UK Prime Minister, which introduced the risk of
nationalisation, was also a risk to performance, though this
subsided.

Importantly, we distinguish between share price performance
and company or asset performance. We note that the
underlying assets in our portfolio have continued to perform
reasonably well during this period and recent share price
weakness does not reflect weak underlying operating
performance or growing interest expenses. Thus, from our
perspective, this current decline has had the effect of
increasing the forward return outlook for the strategy. Our
fundamental view on our companies has not changed.

Our outlook is for a return to resilience for our strictly defined
universe of companies. These are businesses with dependable
demand and good overall protection from inflation. As inflation
persists, and growth moderates at the same time as some key
political risks steady (including the US midterms), infrastructure
is well-positioned. Infrastructure also reflects different return
drivers (for example, essential utility demand, patronage of
airports and toll roads) than AI or Al-exposed companies that
are driving a high proportion of the equity market returns. In
the event of a market downturn, we would expect
infrastructure to act as a diversifier and draw down much less
than the market if there is a correction.

We maintain a patient and considered approach to investing in
what we assess to be high-quality infrastructure companies,
and believe the fundamentals remain in place to support core
returns (7-8%) over an investment cycle.



Stock Story — Crown Castle

(Roy Harrison — Investment Analyst)

CROWN
_, CASTLE

Rates are up, infrastructure and bonds are down.
Which is a better bet from here?

Higher yields have increased the prospective returns for
bonds and infrastructure equities. We prefer the real growth
that listed infrastructure has to offer. Crown Castle (CCI) is
a highly predictable free cash-flow-generating business
offering a compelling 6.2% yield combined with underlying
structural growth.

Crown Castle is a US listed Tower REIT with an
irreplaceable set of infrastructure assets

Crown Castle is one of the largest operators of
telecommunications infrastructure in the US, where it
provides the locations for telecommunication companies to
site their active equipment such as antennas. Built or
acquired between 1995 and 2013, many of these cell sites
act as local monopolies because it is difficult to duplicate a
tower or change the location of a tower due to network
engineering challenges, permitting and NIMBY-ism. Figure 1
shows CCI's existing tower footprint across metro areas and
busy transport links.

Figure 1: Crown Castle tower asset portfolio
overview

Crown Castle operates ~39,700 tower & rooftop sites across
the US. The portfolio skews to metro areas compared to
peers. Approximately 71% of their towers are located in the
top 100 trading areas in the US.

Source: CCI Company Documents

How CCI makes money: A beautifully simple business
model

Predictable cash flow streams, high margins and strong
operating leverage: towers are the infrastructure sector’s
version of the SAAS business model without the potential of
disruption from Al

To keep up with the surge in data use, telcos (tower
customers) had no choice but to keep investing in their
networks. This pressure began with the launch of the iPhone
in 2007, intensified when 4G technology arrived in 2009, and
grew again in the mid-2010s as social media apps drove a
boom in video streaming. Between 2015and 2025, mobile
data traffic in North America grew by an average of 25% per
year, according to Ericsson.

Over time, CCI's rental income has expanded as they lease
out more space on each tower to additional telecom tenants
as well as larger, heavier antennas and radio equipment to
existing customers to add more capacityin that local area.
Additional revenue comes with high incremental margins as
the cost to maintain a tower does not increase materially
with more customers or equipment. Most costs are highly
visible and fixed and include land lease costs, real estate
taxes, insurance and site maintenance. Therefore, a high
proportion of the extra revenue drops to the bottom line.

Each tower (see Figure 2) generates on average~US$95k
per year, rents escalate at ~3% under long-term contracts,
and costs remain predictable. This is a simple, forecastable
business model that compounds over time, underpinned by
irreplaceable infrastructure that keeps the world connected.

Figure 2: Crown Castle tower asset example

Pictured is one of Crown Castle’s assets with three tenants.
Crown Castle owns and manages the passive infrastructure
(tower, the land and building under the tower) whereas the
customers manage the active equipment (antenna, radios,
fibre backhaul, etc.).
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Source: CCI Company Documents

The market has punished towers over the past 5 years
but we see a turning point in the narrative

Calling the bottom for towers over the past 5 years has been
a lot like catching a falling knife. While interest rates are the
key contributor (to be discussed later), we'd also point to 3
additional reasons for their poor performance and why we
see a turn in the narrative on each point.



1. Poor capital allocation: Crown spent much of the
last decade piling capex into the untested and
unprofitable fibre and small cell business. In 2025 CCI
announced the sale of this business line and the
replacement of management, returning the business to
a higher-quality, free cash-flow-generating pure-play
US TowerCo.

2. Customer consolidation and bankruptcy after
a period of strong mid-single-digit growth
through to 2024: CCI suffered two material churn
events due to the merger of T-Mobile and Sprint,
followed by the default of a new market entrant, DISH.
These churn events were one-off in nature and not
representative of a business model in decline. 2026
marks the completion of the bulk of these two revenue
loss events. The prospects for growth in 2027 have
improved materially.

3.Investor fear of satellites and the Elon Musk
effect: The incredible success of the Starlink business
and IPO of SpaceX has called into question the
longevity of these tower assets by investors who do not
specialise in infrastructure. We believe there are
limitations in physics (something Al and lower launch
costs cannot change) that prevents towers — even in
many rural areas — from being disrupted by direct-to-
device satellite communications. This is due primarily
to the density of traffic delivered to phones during
times of peak demand. These physical limitations
include free-space path loss, weak upload
performance from omnidirectional phone
antennas, beam diameter and indoor coverage.

Those who have followed the industry closely would have
noticed Elon Musk alluding to the possibility of a direct-to-
cell satellite service (not to be confused with Starlink’s larger
broadband satellite constellation) on par with traditional
terrestrial wireless. Since then, telecom executives and radio
frequency engineers have come out dismissing the potential
for low-earth-orbit satellites to provide high-bandwidth cell
service in metro areas directly to a mobile phone. The latest
in this saga came in early October, when SpaceX announced
that they may build “an advanced terrestrial deployment"to
become “a major mobile carrier in the US”. This non-
committal announcement caused a +16% 1-day move in
CCI's stock price as the market is speculating that Starlink
could become a new customer on CCI's towers. While we
remain sceptical about this, we believe that this helps chip
away at the tower disruption narrative.

Valuations of more exciting higher-growth companies can
defy an increase in the cost of capital for longer periods of
time. However, eventually a higher cost of capital
environment slows investment and more cyclical business
activity, whereas a higher cost of capital is capitalized
into CCI's share price almost instantly, therefore lifting
prospective returns. While we cannot predict where interest
rates go from here, should we see a downturn in
economic activity, interest rates generally move lower
and there is generally a defensive rotation in equity
markets to companies with greater certainty of cash flows
like CCI.

Rates up, CCI down. Ultimately prospective returns
impove from here

On fundamentals, interest rates have a limited impact on the
operating cash flows of CCI as their revenues are the telco’s
stay-in-business payments for essential services. However,
interest rates do have an impact on equity returns in the form
of higher borrowing costs as debt is refinanced. CCI has
mitigated this with currently 100% fixed-interest-rate debt.

While fundamentals don’t change much, CCI's stock price is
inversely correlated to the US 10-year Treasury yield and it
has undoubtedly been a loser as the 10-year bond yield
increased from 1.51% at the end of 2021 to 5.24% today.
Figure 3 shows how the Adjusted Funds From Operations
(AFFO) yield of CCI has traded in lockstep with the 10-year
yield because equity returns are viewed as low growth and
“bond-like”.

Figure 3: Crown Castle (next 12 months) AFFO and the
US 10-year Treasury yield

Higher interest rates are capitalised into CCI's share price
quickly. Shares fell by 15% during the 2Q & 3Q26 quarters
primarily because the US 10-year yield increased by almost
1% (97bp), during a period in which CCI raised their FY2026
guidance.
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Announcement of the fibre & small
cells divestment caused a significant
decline in CCl's AFFO yield
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Source: CCI Company Documents

As we move past the headwinds of the past 5 years,
the investment proposition is simple

The forecasted 2027 AFFO yield for CCI currently sits at 6.2%.
Revenues are expected to grow at least 3% in a business with
natural operating leverage. Therefore, our prudent case for
shareholder returns (at current interest rate levels) is ~9%
p.a. over our investment horizon. While CCI is often
compared to high-yield credit as an investment proposition,
we believe the differentiator in infrastructure equity is the
duration of real growth that compounds over decades.
Imagine a future with networks of autonomous vehicles,
smart cities or abundant robotics without a high-speed and
reliable terrestrial wireless network. Tower infrastructure is
the foundation for this future.
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