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We currently value
AMP at between
$3.50 and $6.00 per
share...

A company with
problems can still
offer good returns if
investor
expectations are
sufficiently low...

B4 MERLON

CAPITAL PARTNERS
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AMP have advised the sale of its insurance operations is “highly unlikely” to proceed
on current terms due to challenges in meeting the condition precedent for Reserve Bank of

New Zealand (RBNZ) approval.

We have been longstanding critics of the insurance sale from both valuation and

governance perspectives as our investors and followers will be aware. We believe that

terminating the transaction is in the best long-term interests of shareholders.

Nonetheless, the poor performance of the stock has prompted questions from many of
our clients and other stakeholders so we thought it might be worthwhile outlining some of our

thinking in relation to the segmental value of AMP.

We currently value AMP at between $3.50 and $6.00 per share. The low end of this this
valuation range ascribes very little value to the “problematic” Australian Wealth Protection
and Wealth Management divisions and is still roughly double the company’s current market

capitalisation. A more detailed analysis is attached.

Figure 1. AMP Group Valuation

Low Case = $10b ($3.50 per share) High Case = $18b+ ($6 per share)

Australian Mgmt Bull Case = $6.6b

Wealth Mgmt Bear Case = $1.1b, Non-life NTA @ 1.0x NTA = $0.5b
_ P wealth protection @ 1.0x EV = $1.3b
Non-life NTA @ 1.0x NTA = $0.5b B Funds mEmt @ 20x earnings = $1.4b
Wealth protection @ 0.6x FV = 50.8b
Funds mgmt @ 15x earnings = $0.9b _ New Zealand @ 1.2x EV = $1.8b

.
|
New Zealand @ 1.0x EV =$1.5b _

Market Cap = $5b

Bank @ 15.5x earnings = $2.3b

Bank @ 13.5x earnings = $2.0b
Mature @ 1.5x EV = $2.9b

Mature @ 1.2x EV =52.3b

Real asset
mgmt @ 32x earnings = $3.3b

Real asset
mgmt @ 25x earnings = $2.6b

Head office @ 15x earnings = -$1.6b Head office @ 20x earnings = -52.1b

Source: Merlon Capital Partners

It is easy to confuse a company with “problems” with a “bad investment”. A key
investment lesson that we always return to is that a company with problems can still offer

good returns if investor expectations are sufficiently low.

It is clear to us that in the case of AMP, expectations are very low. There is no telling
whether expectations are at “rock bottom”. It is impossible to predict at what price the most
panicked investor will sell. Yet, a large part of the investment community focus on trying to
answer such questions. If AMP ultimately delivers on conservative expectations it will be a

good investment. If it meets our expectations it will be a great investment.
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AMP Segment Valuation Highlights
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AMP’s property & infrastructure
assets are growing well above
listed peers...

Mature (Valuation = $2.3 to 2.9 billion) h MERLON
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Cash Flow from Mature Business ($m) Equity Returns Since Resolution Transaction
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The mature business generates
good cash flow, with franking
saved post election...
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AMP Segment Valuation Highlights (continued)
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AMP bank is delivering superior
growth and returns...
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AMP Segment Valuation Highlights (continued)

New Zealand (Valuation = $1.5 to 1.8 billion) “ MERLON
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Cash Flow from New Zealand Business ($m) Equity Returns Since Resolution Transaction
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The NZ business has generated
strong and consistent cash flows
in recent years...
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AMP Capital Listed Funds Under Management ($m) Domestic Fund Manager Trading Multiples
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AMP’s listed asset growth is
sluggish but similar to many
peers...

Page | 4



MERLON

CAPITAL PARTNERS

AMP Segment Valuation Highlights (continued)

Wealth Protection (Valuation = $0.8 to 1.3 billion) “ MERLON
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To date there have been limited cash losses
from wealth protection but ownership
uncertainty is taking a toll...

Australian Wealth Management (Valuation = $1.1 to 6.6b) “ MERLON
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Platform Margins (NPAT / Funds) AMP Cumulative Fund Outflow AMP Wealth Valuation Scenarios
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Wealth Management outlook
remains highly uncertain...
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Life Insurance Businesses

Merlon Approach to Valuing Life Insurance Companies “ MERLON

CAPITAL PAETMERS

General Approach:

O Merlon values all companies based on the present value of expected future cash flows and franking credits

O Embedded values (EVs) represent the present value of expected future cash flows and franking credits from in-force business

3 Embedded values are reviewed and signed off by internal actuaries, independent actuaries, auditors and the board at least on a half yearly basis

3 Therefore, Merlon regards published EVs to be a useful starting peint for valuing life insurance companies

Adjustments to Published EVs:
3 Merlon adjusts stated EVs to reflect mid-cycle interest rates
3 Inthe case of AMP interest rate sensitivity from the mature and other businesses are partly offset
3 Merlon notes that over long periods of time changes to embedded values have averaged approximately zero

d Inthe long run, persistent industrywide deterioration in lapse & claims are offset by price increases

Embedded values are a useful

starting point for valuing life
insurance companies...

Roll Forward of Embedded Values to June 2019 “ MERLON

CAPITAL PAETMERS

AMP Life Embedded Values

Amaounts .
praviously Protecting
reported in Expected Bonds, equities YourSuper Orther
Waalth NZ return & currency Impact assumption
Management Reinsurance $0.b $0.1b $5.8b (50.4b) changes
! 0.2h (50.7b
50.9b [$0.2b) 45,2k m I )
44,50 54.7b
Wealth Waalth
Protection Protection
New
News
Zealand - s Zealand
The “problematic” wealth
protection segment represents
Mature only 28% of embedded value... Mature
Jun-18 Jun-18 Jun-19 Jun-19
Stated EV Proforma Before Assumptien Changes After Assumption Changes

Spwrce: Company anmaurcements, Meron Copital Parners
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Life Insurance Businesses (continued)

Approach to Valuing AMP Life Insurance Operations “ MERLON

CAPITAL PAETMERS
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Outside wealth protection more recently,

) The step-up lapses coincided with
assumptions have proven robust...

the sale announcement...

Value of AMP Life Based on Comparable Transactions “ MERLON

CAPITAL PAETMERS

Australian Life Insurance Transaction Multiples Value of AMP Life Based on Comparable Transactions
Trassaction Wk Shares  Volue (10F%) His powiical Hesncical
Multiple |z} Wabypsion |Afm]
Torget Auirer L] Abm Sokd u‘_ L. : L] PIE i} Sagment Bamis Lowr Hgh Low High
e TAL Aug1d 726 0% =] 137 06 mare
z Zwich DecA7 280 100 250 15 10 ; , , .
Commeare AR Sep1] 1m0 s 20 ] 1 e ',"2[ o Fr e
Cresant Sany Lfe gt M5 18% ] =E 15 s : e s
Macqaara  Pwrch -6 A e i i ii b i
Mo Mepon Det15 2400 B 3,000 1BE 11 ; . .
uaviw  Crascant g 12 =3 = ur 2 pg  MewZedmd e m 0 e i
Tower TAL De=-10 1251 T 1.762 i iz a;mr usl-l 1.1'31
AN ANF Hew-10 454 100% 4,154 1B 13 b
e W it e e s " L —— Frice Erigs an b o 156
saiivn HeE dunieh 13 i =] Tk i P Enedded ek a5 11 el 1
Tower A w09 T E) 1,264 0 i Avar aga e 1481
Praf sure Towar Jan-[5 HE 00rE H5 AT 11
7 ANP Lile g lied Walue Prica (B2 ningga 103 153 44 Rk

Avesnge Ve " P Enbodke Vo 10 13 e 55
AW Nptur e [ s 1 BY) 1,7 nE i fverage a0 (A=)
ANPIE (assuma 14 EY) 101 w2 10
AP Dt i b ey Fiod s | s Lomes 13 ) BES 04 10 Sawrce: Merlan Copital Partners, Compony onnouncements
AMPVath Brotection (rrpbed) - 375 24 03
AMFLTa  Fesoligion LEa T 1a FE] Taos EE ] 3] 3]

Source: Moemsarie, Merion Caplol Partners, Company announcements Comparable transaction multiples now

value AMP Life at between 54.4 and
56.1 billion

The middle 50% of precedent deals
transacted at 1.0-1.3x EV and 11-16x
earnings
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Life Insurance Businesses (continued)

Underlying Cash Flows From AMP Life ‘.‘ MERLON
Cash Flow from Mature Business ($m) Cash Flow from NZ Business ($m) Cash Flow from Protection Business (Sm)
— | B aarming e W Undarkying samings giital r el smm—Frog Cach Flow B Franki — —

10% yield on EV__
251 LK 153 yield on EV
..... - 7% yield on EV

U R A S S s s T
P L L L L e

ST N, T U S, S S T Ll U LT T - L
i Gl P AR - M I Gl L e L L)

Spwrce: Company announcements, eron estimotes Hawrce: Company enouncements, Merion eshmates Spurce: Company anmouncements, Merlon estimates

With actuarial input, Merlon’s has
maintained forecasts of expected future cash
flows that can be reconciled with AMP’s
stated embedded values...

Disclaimer
Any information contained in this publication is current as at the date of this report unless otherwise specified and

is provided by Fidante Partners Ltd ABN 94 002 835 592 AFSL 234 668 (Fidante), the issuer of the Merlon Australian
Share Income Fund ARSN 090 578 171 (Fund). Merlon Capital Partners Pty Ltd ABN 94 140 833 683, AFSL 343
753 is the Investment Manager for the Fund. Any information contained in this publication should be regarded as
general information only and not financial advice. This publication has been prepared without taking account of any
person’s objectives, financial situation or needs. Because of that, each person should, before acting on any such
information, consider its appropriateness, having regard to their objectives, financial situation and needs. Each
person should obtain a Product Disclosure Statement (PDS) relating to the product and consider the PDS before
making any decision about the product. A copy of the PDS can be obtained from your financial planner, our Investor
Services team on 133 566, or on our website: www.fidante.com.au. The information contained in this fact sheet is
given in good faith and has been derived from sources believed to be accurate as at the date of issue. While all
reasonable care has been taken to ensure that the information contained in this publication is complete and
accurate, to the maximum extent permitted by law, neither Fidante nor the Investment Manager accepts any

responsibility or liability for the accuracy or completeness of the information.
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