Airlie Concentrated Share Fund

A concentrated, active portfolio of Australian equities.

FUND FACTS

Inception Date

6 November 2012

Benchmark

S&P/ASX 300 Accumulation Index

Minimum Initial
Investment

AUDS500,000

Portfolio Size

AUD $19.1 million

Minimum
Additional AUDS$50,000
Investment
Distribution .
Bi-annual
Frequency
= Long only, bottom up
specialised and focused
Investment . .
Australian equities fund
Strategy

= Concentrated portfolio of
8-20 stocks (target 20)*

PORTFOLIO MANAGER

Matt Williams

Matt has over 25 years industry experience.
Matt joined Airlie in July 2016 managing
Australian share strategies for institutional
clients and is co-portfolio manager for the
Airlie Australian Share Fund for retail clients.

DEPUTY PORTFOLIO MANAGER

&

[

Vinay Ranjan

Vinay joined Airlie as an Equities Analyst in
2020 and became Deputy Portfolio Manager
in 2023. Formerly an investment analyst at
Hayberry and investment banking associate
at Macquarie Capital.

Visit www.airliefundsmanagement.com.au

for more information.

Airlie

Funds Management

PERFORMANCE"
Fund (%) Benchmark (%) Excess (%)
1 Month -6.1 -3.3 -2.8
3 Months -6.0 -2.9 -3.1
6 Months -8.1 -3.6 -4.5
1Year -6.4 2.6 -9.0
3 Years (p.a.) 2.2 5.3 -3.1
5 Years (p.a.) 9.3 13.2 -3.9
7 Years (p.a.) 5.9 8.6 -2.7
10 Years (p.a.) 4.6 7.1 -2.5
Since Inception (p.a.) 7.5 9.0 -1.5

TOP 5 POSITIONS (ALPHABETICAL ORDER)

I

Aristocrat Leisure Ltd Consumer Discretionary

BHP Group Ltd Materials
Commonwealth Bank of Australia Financials
CSL Ltd Health Care
ResMed Inc Health Care
CHARACTERISTICS”A
Dividend Yield (%) 3.8 3.7
Price Earnings 19.4 16.0
Number of Securities 25 300
SECTOR EXPOSURES™
Sector Fund (%) Benchmark (%)
Communication Services 6.1 3.9
Consumer Discretionary 17.6 7.9
Consumer Staples - 3.8
Energy 6.6 3.8
Financials 18.8 32.9
Health Care 20.7 9.8
Industrials 4.4 7.6
Information Technology - 3.0
Materials 233 19.2
Real Estate - 6.7
Utilities - 1.4
Cash 2.5 -

PORTFOLIO POSITIONING™
Net Cash Position, 2%

Remainder of Portfolio, 35% ’

Top 10 Holdings, 63%

# Occasionally the number of securities will exceed the guideline maximum number of 20 to facilitate capital or to take
advantage of institutional offers.

* Performance calculations are based on exit price with distributions reinvested, after ongoing fees and expenses but
excluding individual tax, member fees and entry fees (if applicable). Returns denoted in AUD.

" Based on GICS Sector classification, may not sum to 100% due to rounding.

" Characteristics sourced from Bloomberg.


http://www.airliefundsmanagement.com.au/

INVESTMENT NOTES

The Airlie Concentrated Share Fund returned negative 6.0% in the March 2025 quarter. This compares with the S&P/ASX 300
Accumulation Index return of negative 2.9%.

It was disappointing finish to the March quarter with several of our top ten holdings (CSL, ALL, RMD, JHX, BSL) swept up in the
market volatility given their large exposure to the US. The Trump administration’s blunt use of tariffs has led to increased fears of
a recession in the US and investors have marked stocks down accordingly as they grapple with the potential consequences for
economic growth, inflation, and interest rates. We believe the subsequent move down in April is offering some excellent long term
investment opportunities and we have added selectively to existing positions such as Macquarie Group and Aristocrat Leisure (both
of which have fallen ~20% from their February peaks). As equity market investors we expect and are indeed accustomed to market
drawdowns from time to time (late 2018, March 2020 and the 2022 rate hiking cycle are all recent examples). Returns in the share
market have never been linear and it is these market drawdowns that make the best long-term gains possible.
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Recent market recoveries
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Our thoughts on tariffs and portfolio positioning

In general, we avoid making bold tariff or macroeconomic calls and allow our bottom-up stock picking to inform our decision making.
That said, we have screened the portfolio to understand the potential risk of tariffs on earnings and balance sheets. Given only 4%
of our exports go to the US, we don't expect direct tariffs to have a meaningful impact on domestic businesses and consumers in
Australia. This bodes well for the retailers in our portfolio, particularly as the RBA continues to reduce interest rates which have
dragged on disposable income per capita over the last 2-3 years. Even some of our US exposed businesses may end up being
beneficiaries of tariffs e.g. ResMed whose largest competitor is a Chinese manufacturer (BMC/React) facing even higher tariffs on



their products. The bigger worry for Australia is any slowdown in China, given their trade surplus with the US and it being our largest
export market for commodities.

This leaves us with a few baskets of ideas to add to during this sharp market sell-off:
1) US exposed businesses with strong balance sheets: Aristocrat, Bluescope, News Corp and ResMed fit this bill. Markets have
repriced these stocks to accommodate a heightened likelihood of a US recession despite their balance sheets being in rude
health.

2) Domestic companies exposed to improving Australian household income and falling interest rates: These include businesses
such as Sigma Healthcare/Chemist Warehouse, Nick Scali and Premier Investments.

We are also watching the sell-off in several high-quality businesses that we don’t own, hoping we may get an attractive entry point.
Key contributors during the quarter were:

e Medibank Private (+19%) — A solid 1H25 profit result from Medibank came at the same time as the long-awaited
announcement of premium rate rises which take effect from 1 April 2025. With Medibank granted a rate rise of 3.99% well
ahead of market expectations in the low-3s, some of the ‘regulatory risk’ came out of the stock.

¢ Bluescope Steel (+15%) — is a rare direct beneficiary of tariffs, with US steel spreads increasing dramatically since Trump
came into office. BlueScope is also focusing on self-help, with a further $200m cost out on track for the end of FY26 and
another $200-300m working capital release over the same time frame.

e SGH Group (+8%) — strong 1H25 profit result underpinned by Boral which delivered 29% EBIT growth year on year.

e Sigma Healthcare (+10%) — Chemist Warehouse delivered a strong sales and profit upgrade in January driven by
continued store rollout, double digit like-for-life sales growth and a new wholesaling arrangement with Sigma.

Key detractors during the quarter were:

e James Hardie (-23%) — announced the acquisition of US-listed outdoor decking company Azek for US$8.75bn (note the
valuation has since fallen given part of the consideration is JHX shares which have fallen). We outline our thoughts on the
deal below but suffice to say we are no fans of the high multiple paid. The challenge is that the share market spotted the
value destruction immediately and has repriced the stock accordingly. As such as we have not exited our position and are
focusing our work on channel checks as to the logic of bringing these two companies together.

e CSL (-11%) — despite a poorly received result, we were encouraged by the performance of the core plasma division in CSL.
There is some uncertainty over their flu business and the lower returning Vifor acquisition, but we believe the company has
enough levers at their disposal to increase margin over the next few years — we would like to see a major cost review of
their SG&A and R&D spend.

e IDP Education (-25%) — a poor result from IDP left us with more questions than answers in relation to working capital
and cash flow and we have reduced our position size accordingly. While we acknowledge we could be trimming somewhere
near the bottom of the regulatory cycle, we have a growing unease with the divergence between EBITDA and cash flow
that suggests to us further downside is possible.

e Ampol (-16%) — a particularly tough year for the company driven by a deterioration in global refining margins and plant
outages at the Lytton refinery. The convenience retail business and fuel & infrastructure divisions have both produced
reasonable results. We expect a much better year for the company in CY2025 which should lead to decent capital
management outcomes.

March 2025: James Hardie acquisition of Azek

Below are our high-level thoughts on the James Hardie/Azek deal as it has obviously created a lot of consternation in the market -
short answer: we are not fans of this deal either.

Management have taken the best organic growth story available on the ASX and turned it into the ASX100 stock with the highest
execution risk. Under our process, our position in Hardies was justified by a clean balance sheet and a very high returning business
(ROIC >30% for last 7 years), which is just coming to the end of a significant capex cycle (funded through FCF without gearing the
balance sheet). This would have left it with extensive spare capacity to meet an upturn in the US repair and remodel market, when
it arrives at last, driving 3-5 years of significant free cash flow generation back to shareholders. Now we must contend with:

e higher gearing (2.8x net debt to EBITDA initially), which means we have gone from being able to be fairly nonchalant about
the timing of a cyclical recovery, to worried about it lest the balance sheet deteriorate further with end markets.

e dilution with a worse business: Azek looks like a fairly good business - it is similar to Hardie’s in that it looks to be taking
category share from wood within its category of decking. However, it has competition (Trex) where Hardie’s has virtually
none and does not have the same history of high returns (12% ROIC vs Hardie's >30% ROIC).

The real head scratcher was using Hardie’s undervalued scrip as a currency to acquire a more expensive business, in our view this
is a clear value transfer from JHX shareholders to Azek shareholders.

Now all the above obviously paints a very negative view, however we have not bought or sold any shares since the deal was
announced. The main reason is the share price has immediately adjusted for some large chunk of this value destruction; the
market cap has gone from US$14bn to US$10bn from March 17 until today (April 22).



So, you could simplistically say the market is valuing Azek at US$4.5bn rather than the US$8.5bn deal price, which feels fair. Azek
is a business doing ¢.US$200m profit and if you add the cost synergies (we like to ignore revenue synergies until we get some clear
evidence we should trust them), this implies US$325m EBIT or 14x EV/EBIT which is a bit more palatable/fair.

Now the bigger question is where to from here — the value destruction has already been priced in by an efficient market. The extent
to which James Hardie “makes good” on this deal (from the new, lower starting share price) will come down to execution. Azek is
by no means a bad business, and there appears to be logic in putting these products together under one manufacturer: it is another
building product selling into the same channel (55% of Hardie’s repair & remodel contractors also install decking), it is the same
geography (North America) and same end market (repair and remodel).

In the coming weeks, our work will focus on understanding the extent to which the combination of these two businesses enhances
their respective market share gain potential i.e. to what extent does 1 + 1 equal more than 2. This will involve discussions with
contractors, former Azek employees and industry consultants. In a nutshell: the valuation horse has bolted; we need to do more
work on understanding the value of putting these two businesses together, so we are currently on pause mode pending further
work.

Important Information: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited (ABN 31 120 593 946, AFS Licence No. 304 301)
trading as Airlie Funds Management ('Airlie'). This material is issued by 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 to continue to hold, the relevant financial product. A copy of the relevant PDS and TMD relating to an Airlie financial product may be obtained
by calling 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 fund, 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 Airlie 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 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.
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.

Further information regarding any benchmark referred to herein can be found at www.airliefundsmanagement.com.au/benchmark-information. Any third-party
trademarks contained herein are used for information purposes only and are the property of their respective owners. Magellan claims no ownership in, nor any
affiliation with, such 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. AFCONC45747
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