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Disclaimer ‘.I MERLON

CAPITAL PARTNERS

The information contained in this presentation is current as at October 2017 unless otherwise specified and is provided by Fidante Partners Limited ABN 94 002 835 592 AFSL 234668
(Fidante Partners). It is intended solely for holders of an Australian Financial Services License or other wholesale clients (as defined in the Corporations Act 2001 (Cth)). It must not be passed
on to retail clients. Any information provided or conclusions made, whether express or implied, do not take into account of any person’s objectives, financial situation or needs. Because of
that, each person should, before acting on any this information, consider its appropriateness, having regard to their objectives, financial situation and needs. Past performance is not a
reliable indicator of future performance.

Fidante Partners Limited ABN 94 002 835 592 AFSL 234668 (Fidante Partners) is the responsible entity of the Merlon Wholesale Australian Share Income Fund ARSN 090 578 171 (Fund) and
issues the interests in the Fund. Offers of interests in the Fund are contained in the current relevant product disclosure statement (PDS) provided by Fidante Partners which is available on
the Fidante Partners’ website www.fidante.com.au. The PDS should be considered before making any decision whether to acquire or continue to hold units in the Fund.

In preparing this presentation, Fidante Partners has relied on publicly available information and sources believed to be reliable, however, the information has not been independently
verified by Fidante Partners. While due care and attention has been exercised in the preparation of the presentation, Fidante Partners gives no representation, warranty (express or implied)
as to the accuracy, completeness or reliability of the information. The information in this presentation is also not intended to be a complete statement or summary of the industry, markets,
securities or developments referred to in the presentation. Fidante Partners is not licensed or authorised to provide tax advice. We strongly recommend that an investor seek professional
taxation and social security advice for their individual circumstances. Any examples used are for illustration purposes only. Any opinions expressed in this presentation, including as to future
matters, may be subject to change. Opinions as to future matters are predictive in nature and may be affected by inaccurate assumptions or by known or unknown risks and uncertainties
and may differ materially from results ultimately achieved.
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How Merlon Approach is Different ‘.I MERLON
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Fundamental Research Portfolio Diversification Downside Protection

Focused on No reference to Through research &
sustainable cash flow ASX200 weights hedge overlay

This focus on capital preservation and growth delivers

Sustainable Income
Paid monthly and majority franked
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Case Study: US Railroad Industry ‘.I MERLON
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2  In mid-1950s US railroad industry was hit with equivalent of NBN — interstate highways
0 At the same time airlines were taking almost all long haul passengers off the tracks

0 The industry entered into a prolonged period of structural decline

0  BUT: Since 1957 railroad stocks have beaten the S&P 500, airlines and trucking industries

0 LESSON: An industry in decline can offer good returns if expectations are low enough
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Telstra: Gauging Market Expectations i‘ MERLON
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Figure 1: Implied Management Expectations for Telstra’s Sustainable Free-Cash-Flow

2017 EBITDA $10.7b

One-off nbn receipts @ Q One-off NBN receipts
nbn cost to connect & other expenses $0.5b

Restructuring & impairment $0.5b

New business $0.2b

Company defined 2017 “recurring core” EBITDA $10.1b

Recurring impact from nbn @ O Network payments
Sustainable 2017 EBITDA 7.6k

Capex at 14% of sales (management 2020 target) ($3.9b)

Tax at 30% ($1.1b)

Implied sustainable free cash flow $2.5b

Market capitalisation at $3.50 per share $41 6b

Net debt 0 Don't forget the debt
Anticipated one-off nbn receipts (undiscounted) ($9.0b)

Enterprise value $49.0b

Enterprise value / sustainable free cash flow 0 No bargains here

Source: Company 2017 full year result presentation, Merlon Capital Partners


http://www.merloncapital.com.au/default.aspx

Telstra: Relative Value h MERLON

CAPITAL PARTNERS

Figure 2: Enterprise Valuations / Sustainable Free Cash Flow
(Merlon Coverage Universe, data as at 22 September 2017)
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Telstra: Ignore the cash flow statement at your peril ‘;I MERLON
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Figure 4: Telstra — Merlon Defined Free Cash Flow (2017 Full Year)

Gross Operating Cash Flow @ O Poor conversion of “EBITDA”
Payments for property, plant & equipment ($3.7b)

Payments for intangible assets ($1.6b)

Proceeds from sale of property, plant & equipment $0.7b

Free cash flow before tax $4.9b

Tax paid ($1.8b)

Tax shield on net interest ($0.2b)

Free cash flow $2.9b

nbn receipts (after tax) ($1.2b)

Recurmng impact from nbn (after tax) $1.8b)

Recurring free cash flow @ Q A Company burning Cash

Source: Company 2017 full year result presentation, Merlon Capital Partners
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Total Headwinds = $5.5b

Price deflation M
Market share losses EBITDA gap = 51.1b

Restructuring costs N

nbn connection costs M

Company guidance
for recurring EBITDA
loss = 52.5b pa

Wholesale revenues

nbn network costs Net productivity target

MNon-recurring costs

Headwinds Offsets

Source: Company reports, Merlon Capital Partners
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Figure 6: Telstra Post Paid Mobiles Implied Monthly Service Fee
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Telstra: Some Observations ‘.I MERLON
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QO Market expectations appear to reflect management commentary

2  Management commentary implies:
0 Asignificant reversal in recurring free-cash-flow from 2017 position of cash-burn
0 A potentially optimistic interpretation of ongoing NBN impact

0 Potentially optimistic outlook for mobile pricing
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Current Fund Positioning

Sustainable Income
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Portfolio as at 30 September 2017, Valuation Upside based on Merlon proprietary valuations.
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Fundamental Non- Downside
Research Benchmark Protection

Outcomes

Sustainable Income

Total Return vs Risk (5 Years) Monthly Income from $100,000 invested on 1 July 2012
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Portfolio
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Preliminary returns for the Fund and ASX200 grossed up for accrued franking credits and the Fund return is stated after fees as at 30 September 2017. *‘ M I: R LO N

Merlon Wholesale Australian Share Income Fund franking 1.8% p.a., ASX200 franking 1.5% p.a.
* % of ASX200 Risk represents the Fund'’s statistical beta relative to the ASX200 CAPITTAL PARTNERS
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Fund Performance

Fundamental Non- Downside
Research Benchmark Protection

Sustainable Income

FY18TD FY2017 FY2016 FY2015 FY2014 FY2013 FY2012 Year 3 Years 5 Years

(%) (%) (%) (%) (%) (%) (%) (%)  (%pa) (% pa)
Portfolio Return (net of fees) 0.1 16.8 5.1 6.8 11.8 25.5 -1.7 8.5 8.6 11.5
ASX200 Return 1.2 15.5 2.2 7.2 18.9 24.3 -5.1 10.7 8.6 11.6
Excess Return (netof fees) -1.1 1.3 2.9 -0.4 -7.2 1.2 3.4 -2.3 0.0 -0.1
Share Portfolio Excess Return (before fees) -0.8 8.0 4.8 2.3 -2.7 11.7 1.7 1.3 33 4.4
Excess Yield - 1.7 1.7 1.5 0.9 3.0 4.1 0.8 1.4 1.6
Average Daily Market Exposure 67% 68% 70% 70% 69% 69% 69% 68% 69% 69%

Preliminary returns for the Fund and ASX200 grossed up for accrued franking credits and the Fund return is stated after fees as at 30 September 2017.
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How Merlon Approach is Different ‘.I MERLON

CAPITAL PARTNERS

Fundamental Research Portfolio Diversification Downside Protection

Focused on No reference to Through research &
sustainable cash flow ASX200 weights hedge overlay

This focus on capital preservation and growth delivers

Sustainable Income
Paid monthly and majority franked
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A bit more about your presenters...

Hamish Carlisle
Analyst/Portfolio Manager

Hamish joined Merlon Capital Partners as a Principal in July 2010. Hamish
was previously Head of Research, Asia Pacific Equities at AMP Capital
Investors. Prior to AMP, Hamish was a Senior Director and Head of Australian
Banks Research at Merrill Lynch Equities. He has also held positions at
Burdett, Buckeridge, Young and National Australia Bank. Hamish holds a
MBA with honours from The Wharton School, University of Pennsylvania.

Adrian Lemme
Analyst/Portfolio Manager

Adrian joined Merlon Capital Partners as a Principal in May 2012 from AMP
Capital where he was a Portfolio Manager/Analyst, responsible for
investments in retail, food and beverage, transport and chemical sectors.
Having commenced his career with Commonwealth Bank in 2003, Adrian
was the lead transport analyst with CBA Equities Research prior to joining
AMP Capital in 2010.
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Thank you
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