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One of the standout results during the last
quarter was the performance of Sigma
merger-hopeful, Chemist Warehouse. We
first purchased a position in Sigma back

in December 2023, shortly following the
announcement of its proposed merger
with Chemist Warehouse.

Our attraction to Chemist Warehouse is straightforward;
few businesses possess such a dominant competitive
position in their respective niche as the Chemist
Warehouse franchise. The company employs a similar
model to many discount retailers, leveraging its large
scale to negotiate cheaper prices from suppliers and pass
the savings on to customers. This creates a positive cycle
where lower prices attract more customers, which further
boosts sales and negotiating power with suppliers. As a
result, Chemist Warehouse generates best-in-class sales
per square metre compared to global pharmacy peers.
The company is run by a founder-led management team
with significant skin in the game and the balance sheet is
in a strong position.

The company also possesses a long growth pipeline.
Chemist Warehouse accounts for less than 10% of
pharmacies in Australia. Just by replicating its store
penetration in Victoria across other states, Chemist
Warehouse could grow its Australian store network
by 65%. The company also has several irons in the fire
internationally, with 70 stores located across New Zealand,
Ireland and China. There are potentially decades of strong
store rollouts ahead of the business, and the company’s
franchise model allows for this expansion with minimal
capital investment, with the potential to create significant
economic value for shareholders.

E adviserservices@airliefm.com.au ‘. +61 2 9235 4760

The fly in the ointment, however, is whether the deal
gets blocked by the ACCC. At our average purchase price
of around $1.10, we considered the probability of ACCC
approval, as well as the upside and downside valuation
scenarios. Under that analysis, we viewed the risk reward
as highly favourable. The recent announcement regarding
Chemist Warehouse’s enforceable undertaking, which was
likely developed in consultation with the ACCC, indicates
to us that the chances of approval have significantly
improved. At today’s share price of around $2.00, there
is clearly substantial downside if the deal is blocked, and
we have trimmed our position slightly to reflect this risk.
However, given the compelling long-term opportunity
and what we consider to be a probable deal completion,
we remain holders.

By Will Granger, Portfolio Manager
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IMPORTANT INFORMATION: This material has been delivered to you by Magellan Asset Management Limited ABN 31 120 593 946 AFS Licence No. 304 301 trading as
Airlie Funds Management (‘Airlie’) and has been prepared for general information purposes only and must not be construed as investment advice or as an investment
recommendation. This material does not take into account your investment objectives, financial situation or particular needs. This material does not constitute an offer
or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or invitation to purchase, sell or subscribe for interests in any
type of investment product or service. You should obtain and consider the relevant Product Disclosure Statement (‘PDS’) and Target Market Determination (‘TMD’) and
consider obtaining professional investment advice tailored to your specific circumstances before making a decision about whether to acquire, or continue to hold, the
relevant financial product. A copy of the relevant PDS and TMD relating to an Airlie financial product or service may be obtained by calling +61 2 9235 4760 or by visiting
www.airliefundsmanagement.com.au.

Past performance is not necessarily indicative of future results and no person guarantees the future performance of any financial product or service, 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.
This material may contain ‘forward-looking statements’. Actual events or results or the actual performance of an Airlie financial product or service may differ materially
from those reflected or contemplated in such forward-looking statements.

This material may include data, research and other information from third party sources. Airlie makes no guarantee that such information is accurate, complete

or timely and does not provide any warranties regarding results obtained from its use. 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. Statements contained in this material that are not historical facts are based on current
expectations, estimates, projections, opinions and beliefs of Airlie. Such statements involve known and unknown risks, uncertainties and other factors, and undue
reliance should not be placed thereon. No representation or warranty is made with respect to the accuracy or completeness of any of the information contained in this
material. Airlie will not be responsible or liable for any losses arising from your use or reliance upon any part of the information contained in this material.

Any third party trademarks contained herein are the property of their respective owners and Airlie 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. 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 Airlie. MC487
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