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We had never owned CSL.

For most of the period since Merlon's inception it was one of the largest companies in the country: in March 2020 it was

9.9% of the S&P/ASX 200, the largest weight in the index, ahead of both Commonwealth Bank and BHP. We owned none
of it.

Then on 13 January 2026 we bought our first shares, and by late August the position was close to 6% of the fund. Two
days after that we started selling, and we have been selling since.

That sequence looks like a contradiction. We call ourselves long-term investors, and this was seven months. It's worthy of
explanation.

Why we would not own it

The question was never whether CSL is a good business. It is. The question was the price.

For a decade the market paid for CSL as a compounding machine, and the multiple it was prepared to pay very nearly
tripled: from under 10 times expected earnings before interest, tax, depreciation and amortisation at the end of 2011 to
more than 26 times in late 2020. Nothing we could see in the plasma business justified paying that, so we didn't.
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What changed

Through 2025 and into 2026 the case the market had paid for came apart in public. Competitors closed CSL's plasma
collection cost advantage. Its specialty products lost share. Chinese albumin demand fell away as the government

tightened reimbursement. Generic competition arrived for Vifor, bought at a high price in 2022. American flu vaccination
rates kept falling. Management withdrew its own timetable for margin recovery, and then the leadership changed.

Our conviction score went the wrong way before it went the right way: down in September 2025, down again in February
2026 after a first-half result showing Behring revenue 7% lower, and only up in June — five months after we had started
buying.

None of this was quick. There are 32 dated notes on CSL in our research file, the first from February 2021. Twenty-three
were written before we owned a single share.

Buying while it fell

By early 2026 the share price had dropped through the bottom of our range of value — the figure we think the business is
worth if most things go wrong. We started buying on 13 January and kept buying as the price kept falling: about $181 at the

end of January, $147 in February, $124 in April, and $96.61 at the end of May.
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That May price put CSL on about eight times expected EBITDA. In 20 years of history, only two had been cheaper, and

both of them were in 2009.

Buying while a price falls is uncomfortable, and it is meant to be. It is also the only way a valuation discipline can work: if
we only bought what the market had already forgiven, we would be paying for the forgiveness. In March, with a little over

2% of the fund in the stock, Joey put the case to our advisory board — the step our process asks for before a position is
completed. The board's job is to test the thinking, not to approve the trade. The letter we write to the directors of every

company we buy sat in the same pack, and went to CSL's board in April.

We had no view on when the shares would recover, and we did not need one. That is what a long-term horizon buys: the
ability to be early without being forced out.

The result, and two days later

On 18 August CSL reported its full-year result. Behring revenue was growing again, the collapse in albumin had moderated,

cash conversion had improved and net debt had fallen. The shares rose 17% that day, 27% over three sessions, and 39%
across August.

On 21 August we started selling.

What "long term" actually means

A long-term horizon is a willingness, not a promise. It means we will look through noise, and hold for years if that is what it
takes. The crucial words are if that is what it takes. We do not buy looking for a quick profit — but we do not stay for the
sake of staying either.

When the price moves, the arithmetic moves with it. In May, CSL traded well below our low case. By early November it was
within 5% of the top of our range and back on its twenty-year average multiple of about 14 times EBITDA — fair, we think,

for a company growing more slowly than its history with a weaker product mix. Nothing about the business had to be re-
judged for the position to stop earning its place. The price did the re-judging, and the process takes over: money moves to
wherever the gap between price and value is widest, and in August that stopped being CSL.
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We may have sold too early

The way we would be wrong here is obvious. CSL keeps recovering, the multiple runs past its average, and we gave up the
best part of the return. That has happened to us before and it will happen again. Selling into a recovery always leaves

something on the table; it is the cost of a discipline that also stops us holding things which have stopped being cheap. And
our range of value is an opinion — revised fourteen times over the two years charted above, finishing about a quarter
below where it started. We are not immune to being wrong in either direction.

Where it stands

We still own CSL. On 5 November it was 2.8% of the Concentrated Australian Share Fund — a little over half its end-August
weight — and 2.0% of the Australian Share Income Fund.

In September the same board that had tested the case in March read the exit note. Its job either way is to ask whether we

are telling ourselves a story.
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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.

https://www.merloncapital.com.au/

