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Over the fifteen years to 30 September 2026 the Australian sharemarket returned 9.75% a year. It also returned 11.14% a
year. Both figures are correct, the difference between them is franking, and which one you are shown depends entirely on
whose table you happen to be reading.

That gap — 1.39 percentage points a year, every year, for fifteen years — is larger than the fee on most actively managed
funds. It is larger than the difference advisers spend a good deal of time debating when they compare one manager with
another. And in most performance tables it does not appear at all.

What franking is, in one paragraph

An Australian company pays tax on its profits before it pays a dividend. When it passes the dividend on, it attaches a credit
for the tax already paid, so the same profit is not taxed twice. For a shareholder on a lower tax rate than the company, that
credit is worth real money: for a superannuation fund in pension phase, which pays no tax, it comes back as cash. It is not
a theoretical adjustment and it is not a quirk of presentation. It is part of what the investment paid you.

Where franking comes from inside a portfolio

Here is the part that gets missed. A portfolio only earns franking on the part of it that is invested in Australian shares.
Everything else — cash, bank bills, term deposits, most fixed income — earns none at all.

So consider the most common way an adviser builds a defensive Australian equity allocation: a blend, something like 70%
in the sharemarket and 30% in bank bills. That blend is less volatile than the market, which is the point of it. It also earns
less franking than the market, which is usually nobody's point at all.

A 70/30 blend earns about 70% of the market's franking

The blend holds 30% in bank bills, which earn no franking, so it

collects roughly seven-tenths of what the market itself collects
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Source: Merlon, fund administrator data, as at 30 September 2026

Returns are calculated after fees and expenses, and assuming the reinvestment of distributions. All returns are grossed up for franking

credits. Past performance is not a reliable indicator of future performance. The inception date for the Fund is 30 September 2005

The Fund's benchmark is a composite of 70% S&P/ASX 200 Accumulation Index / 30% Bloomberg Ausbond Bank Bill Index and is used for all time
periods. From 30 September 2005 to 16 May 2022, the Fund's benchmark was the S&P/ASX 200 Accumulation Index. The Fund reduces exposure to
share market volatility to a typical range of 60-80% through the use of derivatives with the remaining 20-40% option protection seeking to

deliver a cash-like risk/return profile

The blend collects roughly seven-tenths of the market's franking, and it does so in every period on that chart — one year,
three, five, seven, ten and fifteen. That consistency is not a coincidence and it is not an argument. It is the equity weight,
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showing up in the credit: about thirty per cent of the portfolio is in something that earns no franking, so about thirty per
cent of the franking is not there.

Over fifteen years that is 0.98 points a year against the market's 1.39 — roughly four-tenths of a point surrendered before
the manager has done anything at all, good or bad.

And the decision is almost never made in those terms. An adviser choosing a blend is making a considered judgement
about risk: less exposure to the sharemarket, less of a fall when it falls. That is a perfectly good judgement. The franking
consequence simply rides along behind it, unpriced, because the table being used to make the comparison does not have
a column for it.

Why it goes unnoticed

There is a practical reason this sits outside most conversations, and it is not that advisers do not care about franking.

From our discussions with financial planners over many years, our understanding is that a good deal of platform and
reporting software makes it difficult to see which particular investments generated the franking credits a client received.
The credits are captured, and they do reach the client — but they tend to be reported at the portfolio level, as one annual
figure, rather than attributed back to the holdings that produced them.

That has two consequences worth drawing out. The first is that the credits turn up months after the decision that earned
them, in a tax statement, detached from the investment that generated them — so a manager earning well above the
market's franking and a manager earning well below it look the same in the reporting an adviser uses to compare them.
The second is more awkward: the comparison that drives the selection is made on numbers that exclude franking, while
the client's actual outcome includes it. The decision and the result are being measured in different currencies.

None of which is anybody's fault in particular. It is an artefact of how the data flows, and it is the reason a difference worth
more than a fee can sit in plain sight without entering the conversation. The practical answer is not to re-engineer the
platform. It is to ask, when two things are being compared, whether franking is in both numbers or neither.

There is more than one way to be defensive

The reason that matters is that holding less of the sharemarket is not the only way to take less risk in it.

Our own Australian Share Income Fund is an example, and we should be plain that it is ours. It reduces exposure to
sharemarket volatility to a typical range of 60-80% through the use of derivatives, with the remaining 20-40% option
protection seeking to deliver a cash-like risk/return profile. That is a similar destination to the blend — part of the portfolio
behaving something like cash — reached a different way. The shares themselves are still held, so the franking they
generate is still collected.

One disclosure before the numbers, because this article is about reporting basis and it would be poor form to skip it. The
fund's benchmark has been the 70/30 composite since 16 May 2022, and before that it was the S&P/ASX 200
Accumulation Index. The comparison below applies the current benchmark to every period, which is what the fact sheet
does and what the administrator reports — but for most of a fifteen-year window the fund was measured against
something else, and the figures later in this article show it behind that something else.

You can see the result in the green bars above. The fund has earned 1.75 points of franking a year over fifteen years,
against 1.39 for the market and 0.98 for the blend. On that one measure it has collected close to twice what the blend did.

Which is enough to change the answer

Over the longer periods, the franking difference is bigger than the performance difference it sits inside. At ten years the
fund has earned 0.68 points a year more franking than its benchmark, against a performance margin of -0.23 before
franking is counted; at fifteen years, 0.77 points against +0.22. The smaller number is the one the table usually shows.
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Over the longer periods, franking is the bigger number

Merlon Australian Share Income Fund, net of fees, against its own 70/30 benchmark before fees. At ten years, counting

franking turns a deficit into a surplus. One-year figures are left out: at +11.2pp they are our best period by four times.
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Source: Merlon, fund administrator data, as at 30 September 2026

Returns are calculated after fees and expenses, and assuming the reinvestment of distributions. All returns are grossed up for franking

credits. Past performance is not a reliable indicator of future performance. The inception date for the Fund is 30 September 2005

The Fund's benchmark is a composite of 70% S&P/ASX 200 Accumulation Index [ 30% Bloomberg Ausbond Bank Bill Index and is used for all time
periods. From 30 September 2005 to 16 May 2022, the Fund's benchmark was the S&P/ASX 200 Accumulation Index. The Fund reduces exposure to
share market volatility to a typical range of 60-80% through the use of derivatives with the remaining 20-40% option protection seeking to

deliver a cash-like risk/return profile

At ten years that is enough to change the sign: measured the way performance tables usually measure, net of our fees, the
fund has trailed its benchmark by 0.23 points a year; counting franking on both sides it is ahead by 0.45. Same fund, same
benchmark, same period, opposite conclusion — and the line that decides it is the one most tables leave out. Over the
other periods franking does not change who is ahead. It changes the margin by roughly three-quarters of a point a year,
which is enough to matter to the comparison even when it does not reverse it.

For the record, and because a five-year figure is the one that should be quoted: the Merlon Australian Share Income
Fund returned 10.55% a year over the five years to 30 September 2026, and 8.98% a year excluding franking credits. Past
performance is not a reliable indicator of future performance. The full performance footnotes are under each chart
above; benchmark figures throughout are before fees, which flatters the benchmark rather than us.

One note on the windows. Nothing here runs past fifteen years, although the fund's own record does. Merlon has operated
as an independent business only since 2010, and longer periods take in a predecessor fund managed inside a larger
organisation — the same portfolio manager, without the dedicated research team that is most of what the firm now is.
Presenting that as this firm's twenty-year record would be two different things in one column.

What this does not mean

Four things, and we would rather state them than have them put to us.

Franking is only worth its face value to an investor who can use it. A pension-phase superannuation fund gets the credits
back in cash. A company, most foreign investors, and anyone whose tax rate is above the company rate do not get the
same benefit, or any. If the credits are worth little to your client, most of this article is worth little to your client, and the
right comparison for them is the one without franking.

A blend does something an overlay does not. Thirty per cent in bank bills does not fall when the sharemarket falls; an
option position behaves differently, and in a sharp enough move it behaves differently again. These are two genuinely
different ways of being defensive, and franking is one consideration among several rather than the deciding one.

Our higher franking is partly a style. A portfolio that earns more franking than the market is, among other things, a
portfolio holding higher-yielding Australian companies. That is a deliberate tilt with its own risks, and it will not always be
the right place to be.

And we have compared ourselves to our own benchmark, not to the sharemarket. That distinction is doing real work, so
here is the other number. Net of our fees, with franking counted on both sides, the fund is behind the S&P/ASX 200 over
three, seven, ten and fifteen years — by between 0.07 and 1.77 points a year — and ahead over one and five. We use the
70/30 because it is the fund's mandate and because it is what an adviser weighing a defensive allocation is actually
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choosing between, not because it is the kinder comparison. On the evidence above it plainly is the kinder comparison, and
you should know that when you read the rest.

The lesson, which is not about us

Franking is worth more than the fee differences most comparisons are built around, and it is distributed unevenly across
the things a portfolio can hold. A table that leaves it out is not neutral: it systematically understates whatever is most
invested in Australian shares, and over fifteen years it has done so by about 1.4 points a year.

So whatever you conclude about any particular fund — including ours — the useful habit is narrower than any of it. When
you put two options side by side, check whether franking is on both sides of the comparison. If it is on neither, you are at
least comparing like with like. If it is on one and not the other, the table has already decided the answer for you.
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Disclaimer.

This article has been prepared by Merlon Capital Partners Pty Limited (ABN 94 140 833 683, AFSL 343 753) (Merlon)

The advice contained in this article is general advice. It has been prepared without taking account of your objectives, financial situation or needs and because of that, you should, before acting on

the advice, consider the appropriateness of the advice, having regard to your personal circumstances. You should also consult a licensed financial adviser before making an investment decision.

Fidante Partners Limited ABN (94 002 835 592 AFSL 234668) (Fidante), a member of the Challenger Limited group of companies (Challenger Group), is the Responsible Entity of the Merlon
Concentrated Australian Share Fund (ARSN 617 082 238) and The Merlon Australian Share Income Fund (ARSN 090 578 171) (the Funds). Merlon Capital Partners Pty Ltd has been appointed as
the investment manager of the Funds. Other than information which is identified as sourced from Fidante in relation to the Funds, Fidante is not responsible for the information in this article,

including any statements of opinion

Any investment in the Funds needs to be made in accordance with the respective Product Disclosure Statement (PDS), Additional Information Booklet and Target Market Determination (TMD)
Investors should consider the PDS, Additional Information Booklet and TMD before deciding whether to invest in the Funds or continue to hold units in the Funds. Applications for units in the Funds
can only be made pursuant to the application form relevant to the Funds. Distributors of the Funds must consider the TMD. You can access the relevant PDS, Additional Information Booklet and

TMD at the Merlon website: https://www.merloncapital.com.au/

Investments in the Funds are subject to investment risk, including possible delays in repayment and loss of income or principal invested. Please note that investments are subject to market and
other risks and there is no assurance or guarantee that the intended investment objectives will be achieved. An investment's current performance may be lower or higher than the investment

performance noted within the article

Any projections contained in this article are estimates only. Such projections are subject to market influences and contingent upon matters outside of our control and therefore may not be realised

in the future.

Past performance is not a reliable indicator of future performance. Any reference to past performance in this article is intended to be for general illustrative purposes only and should not be relied

upon.

The information in this article is up-to-date as at the time of preparation. However, some information and terms may change from time to time. While we believe the information contained in this
article is based on reliable information, no representation or warranty, express or implied, is made as to its accuracy or completeness. While every care has been taken in the preparation of this
material, to the fullest extent permitted by law, Merlon, its respective officers, directors, employees or agents, disclaim any and all liabilities for any loss or damage (including consequential loss or

damage) howsoever arising in connection with the use of this contents
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