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The investment dilemma facing your clients
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Future-proofing retirement investment strategies
Adopting a ‘Whole-of-Portfolio’ approach

Colonial

Clobal Asset Management

Retirement outcome-based

strategies requirements

Deeper
thinking

Specialised
mind set

Client
communication

Source: Colonial First State Global Asset Management

Retaining a
long-term
perspective

Risk
Management
layers

Accept the
challenge of
complexity

‘Whole-of-Portfolio’ approach

Asset allocation tailoring

& risk management

Intra-asset tailoring

& risk management




Future-proof framework for assessing retirement investment strategies

Source: Colonial First State Global Asset Management

Outcomes

Long term, through-the-cycle solutions
Greater certainly in meeting client objectives
Address near-term client goals without compromising long term objectives

Seeking future-proof portfolios

Align Adhere Address Avoid

to client to sound behavioural over-
objectives investment biases that simplification
principles may lead to
suboptimal
outcomes

Fiduciary Responsibility

Colonial

First State

Clobal Asset Management



Addressing the retirement income requirement
The ‘yield’ concept...A ‘short-termism’ problem?

Clobal Asset Management

Retirement planning Investment targets

l Preserve |
| purchasing I

Current year objective

Annual Investment
Income Requirement

Portfolio

| Inflation growth | Residual concept

/

‘yvield’ target

Accumulated
Wealth

Annual
Investment

Accumulated Wealth

Annual

Income
Requirement

Spending
Budget

Future years objective
« Capital preservation concerns

« Protect accumulated wealth against inflation
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This is known Set budget Maximise !

How do we retain a focus on the long term whilst addressing near-term objectives?

Source: Colonial First State Global Asset Management



A closer look at high dividend yield strategies

Clobal Asset Management

Grossed-up July 2003 15 year average July 2018

dividend yields

Telstra Corporation 8.12% 9.41% 7.64%

Typical ‘Income’

Stocks

National Aust Bank 7.33% 9.08% 9.56%

Computershare 4.20% 3.16% 2.69%

Stocks
Ramsay Health Care 6.41% 4.00% 2.70%

Consider an investment of $10,000 in these stocks in July 2003

Which stocks are expected to provide more income over the 15 years?

Sources: Colonial First State Global Asset Management, Factset, IRESS. Grossed up yield uses prospective year dividend divided by start of year share price. 6
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any investment activity



High dividend yields # high o_I|V|dend income
Income and growth from $10,000 invested over 15 years Global Asset Management

Dividends and franking credit income from $10,000
invested over 15 years

Grossed-up 15 year
dividend yields average S40,000
$35,176
Telstra Corporation 9.41% 5351000
S30,000 ‘Income’
Stocks???
National Aust Bank 9.08% 5251000 $21,664
$20,000
Computershare 3.16% $15,000 $13.620 $11,821
$10,000
Ramsay Health Care 4.00% 55,000
S-
Telstra National Australia Computershare  Ramsay Health
Bank Care

Sources: Colonial First State Global Asset Management, Factset, IRESS. Total income and capital over 15 years calculated assuming $10,000 is invested in July 2003.
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any investment activity



High dividend yields # high dividend income

First State

Income and growth from $10,000 invested over 15 years Global Asset Management

Grossed-up 15 year

dividend yields average
Telstra Corporation 9.41%
National Aust Bank 9.08%
Computershare 3.16%

Ramsay Health Care 4.00%

$200,000
$175,000
$150,000
$125,000
$100,000
$75,000
$50,000
$25,000
S-

Income and growth from $10,000 invested over 15 years

$184,105
total wealth

$120,220
total wealth

$19,575 $20,409
total wealth total wealth
Telstra National Australia Computershare Ramsay Health
Bank Care

Sources: Colonial First State Global Asset Management, Factset, IRESS. Total income and capital over 15 years calculated assuming $10,000 is invested in July 2003.
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any investment activity 8



High dividend yields # high dividend income

_
Income and growth from $10,000 invested over 15 years Global Asset Management
Income generated each year from Actual
$10,000 invested 15 years ago Stock [ Average | income |Actual total
yield rank | generated |wealth rank
$2.000 Tabcorp Holdings Consumer Discretionary 1 11 38
Telstra Corporation Telecommunication 2 37 60
$1,500 National Australia Bank Financials 3 44 59
$1,000 Westpac Bank Financials 4 17 35
$500 Bendigo and Adelaide Bank Financials 5 31 49
I I I Bank of Queensland Financials 6 25 46
$- ANZ Banking Group Financials 7 23 41
% & O O N O 0O WX
S P K Q" L N NY N2 N '\ . .
,19 ,19 (1/0 (19 (19 (19 ,19 ,19 ,19 ,19 ,19 q/ ,19 q/ fl, Sydney Airport Industrials 8 7 11
Commonwealth Bank Financials 9 13 26
mTelstra mComputershare
CSR Materials 10 35 50
APA Group Utilities 11 19 21
. : Suncorp Grou Financials 12 38 51
Stock selection should not be compromised P =otp
Perpetual Financials 13 30 48
In pUI‘SUIt of hlgher Income generatlon Wesfarmers Consumer Staple 14 21 30
AMP Financials 15 16 43

Sources: Colonial First State Global Asset Management, Factset, IRESS. 65 stocks from the current S&P/ASX100 have the required 15 year price and dividend history
Forecast yield data calculated from the following year’s total dividend divided by the start of year stock price. Total income and capital over 15 years calculated assuming $10,000 is invested in July 2003. 9
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any investment activity



Attractive income driven by interaction of yield and growth over time

Colonial

Clobal Asset Management

Dividend (and franking) income generated each year from $100,000 invested across
stocks in the S&P/ASX 100 at June 2003 that remain listed today (57 stocks)

$14,000 _ $350,000
Split by source

$12,000 $300,000
$10,000 v, $250,000
$8,000 I $200,000
i |
$6,000 l ‘ l $150,000
$4,000 ‘ ' $100,000
$0 $0
S X O O A QO 0V N UMDY B> v o AW
" O O N O " O NN AN N NN NN
FTEFTEEE S S S S P S S
Income from lowest yield stocks mmm [ncome from highest yield stocks
Capital of low yield stocks (RHS) — Capital of high yield stocks (RHS)

Business execution

* e o 0 0

Retained profits
reinvested for
future growth

Profit generation

®

Al

o%o

JiyH

Dividends paid out to
shareholders

Sources: Colonial First State Global Asset Management, FactSet. Income and capital over 15 years calculated assuming a total investment of $100,000 equally weighted across all index constituents
of the S&P/ASX 100 index as at 30 June 2003 that have the required 15 year price and dividend history (57 stocks). Data to 30 June 2018. Any fund or stock mentioned in this presentation does not 10

constitute any offer or inducement to enter into any investment activity. lcons sourced from flaticon.com



The ‘Retirement Risk Zone’
Understanding the concept of ‘sequencing risk’

Accumulation

Drawdown

Total Wealth

20 25 30 35 40 45 50 55 60 65 700 75 80 85 90
Age
* Retirement Risk Zone - Critical investment period near retirement or just post retirement

* Need to manage risks whilst addressing retirement challenge

Should we focus on the size of returns? Or the order of returns?

Sources: Colonial First State Global Asset Management

Colonial

Clobal Asset Management

11



The ‘Retirement Risk Zone’

Understanding the concept of ‘sequencing risk Global Asset Management

Consider an investor that saves $10,000 a year for 10 years

10% -

|

0%

-5% . .

m Scenario 1 - Poor returns in early year

10945 -

10% m Scenario 2 - Poor returns in later years
-15% -

Yrl Yr2 Yr3 Yrd4d Yr5 Yre Yr7 Yr8 Yr9 Yrl0

* |s there a difference?

Market return outcome | Client portfolio outcome
Scenario 1 31.9% $128,965
Scenario 2 31.9% $106,912
Difference 0% -17.1% 12




Equities tailored to retiree requirements
Understanding equity income strategies

Well understood starting point...

Investor profits if share price rises and makes loss if share price declines

Profit
Break L= =
even _ -7 Price
Etock entry
— Stock only strategy
Loss

Source: Colonial First State Global Asset Management. Stylised diagrams

Colonial

Clobal Asset Management
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Equities tailored to retiree requirements

Understanding equity income strategies

Colonial

Clobal Asset Management

Now a slight variation...

What would be your response if you're asked to cap the potential profit you could make?

Profit

Break

Vi

e Forego
potential
capital
gain

even

Loss

Source: Colonial First State Global Asset Management. Stylised diagrams

/
\Stock entry

— Stock only strategy

14



Equities tailored to retiree requirements
Understanding equity income strategies

Colonial

Clobal Asset Management

...with an additional change

Would your response change if you were compensated in the form of upfront income?

Profit Income (yield) -7
generation -

Break
even Price
— Stock only strategy
Loss | »~ — Buy-write strategy

Source: Colonial First State Global Asset Management. Stylised diagrams

Forego
potential
capital
gain

15



Equities tailored to retiree requirements
How equity options help address your clients needs

Colonial

Clobal Asset Management

Profit 1. Option premium
income (yield)
3. Downside cushion
Break even A\ 22 o
Z - rice
Stock entry
— Share only strategy
LoSS — Buy-write strategy

Larger upside

Higher Stock Alpha potential

Less options use Lower income

Less downside
cushion

Greater options Smaller upside
use potential

Modest Stock Alpha

Higher income

Greater downside
cushion

Source: Colonial First State Global Asset Management. Stylised diagrams

2. Forego
potential
capital
gain for
income

Alpha remains
the key focus of
the retirement
Income strategy

16



‘Through the cycle’ investment solution
Actively address your client needs

More active...

Extend the use of our fundamental stock insights
Number of shares held

1. Which shares to own?
2. How much to own?

Option positions per year

3. How much to cover with _
options? Active
option
portfolio

4. How much upside to cover?
5. Time period for cover?

Source: Colonial First State Global Asset Management. Portfolio holdings shown for CFS Wholesale Equity Income Fund as at 31 October 2018
Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any investment activity

Colonial

Clobal Asset Management

500+

17



The role of defensive equities

_
Intra-asset risk man agement Global Asset Management
How long can the investment portfolio support income needs? The role of the CFS Wholesale Equity Income Fund in a portfolio

$2,000,000 -
: : J Similar long-term
R Give up the chance of ‘best case’ outcomes...

total returns

$1,600,000 7\
$1,400,000 e / A \
o IR \
$1,200,000 Y 'Ag,;},ﬁ,w el : /N
$1,000,000 e "““.,; ‘\"”\':“‘r‘ Reduced Trade-off is
$800,000 T i magnitude of fewer large
| tail risk positive returns
$600,000
$400,000
$200,000 ST ‘ - Reduced volatility
...to lower the likelihood of ‘worst case’ outcomes.. & greater certainty|s\
s of total returns \\_
0 5 10 15 20 25 30 ——=
Range of possible end account balances for an income-drawing investor (years) = Stylised Long Only Distribution = - Stylised Buy Write Distribution

« Added layer of risk management designed for more risk averse investors beyond asset allocation

* Focus on ‘confidence intervals’ as well as ‘average’ outcomes

Strategy aims to smooth the investment journey over the long term

18
Source: Colonial First State Global Asset Management. Stylised diagrams



: c THY ity i i
Performance profile for a ‘low volatility’ equity income portfolio

CFS Wholesale Equity Income Fund — More consistent total returns from Australian shares Global Asset Management
9 rvos 1 Pyl | Fva1 | Fv12 . P13 | Fvaa | Fvis | Fvie | FY17 | Fvig
|
130 - | | i i | i | | i
| | | | | | | | |
120 - | i I . 1 | 1 |
I : : | | [ :
110 - | | , | | :f\/\/:\\\:/\ | ,4/___\\/
| : | | : | | :
100 - . f '\/\/\7\: f : :
| I I I I | I I
I | | | I W | |
%0 - | | | : | : | : :
| | | | |
80 - | E E E I; —CFS Equiity Income RFturn (Net, e#cluding fran!<ing)
I l | : | —S&P/ ASX 100 Accumulation Index |
70 1 | | | : | | : : |
: : | | | | | | |
60 | : | i i i i i ?
Jun-08 Jun-09 Jun-10 Jun-11 Jun-12 Jun-13 Jun-14 Jun-15 Jun-16 Jun-17 Jun-18
15.0%
12.5% Cash Distribution History
10.0%
7.5%
5.0% .
2.5%
0 S . E BEH = BE BEE BEE =
FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18
m Dividend Income Derivative Income Other Income (Realised Capital Gain, Interest, etc)
Source: Colonial First State Global Asset Management, Morningstar. Data to June 2018. Performance is after fees (excluding franking). Inception 17 March 2008. Past performance is no indication of future performance. 19

Any fund or stock mentioned in this presentation does not constitute any offer or inducement to enter into any investment activity



o S - Colonial
Thinking deeper about equity income strategies

Beware the |Ure Of S|mpl|C|ty .. Clobal Asset Management

High yield bias No high yield bias

o s o T T P P o o o o P 0 0 P P o P o 0 0 T P P P o P o 0 0 o P P

P S 0 A o S S 2 o ]

e S e S S

e S e S S

Shares onl e S e S S
Y e S e S S
e S e S S 5

dletetetitetetetetetetetetetetitetetetitetatetetetetatetettutetatetutits!

CFSGAM Equity Income

Shares with options overlay strategy

I'M KEEPING IT
REALLY SIMPLE !

Low

Volatility

ml

- 20
Sources: Colonial First State Global Asset Management. Image source: cartoonstock.com



The lure of simplicity

.
A closer look at...a lower return environment P ———

Common claim...

“In the resultant lower return environment, dividend yields become a more
important component of total share holder returns”

Taking a closer look...

Stock ABC 50% 10% -8% 2%
Stock XYZ 50% 0% 10% 10%
50/50 Market Index 5% 1% 6%

- . . 21
Sources: Colonial First State Global Asset Management. Numbers for illustrative purposes only.



The lure of simplicity

‘ - . ;
A closer look at...‘consistency of dividends Global Asset Management
Contribution to Rolling Total Returns Decomposed between
12m return PER change and EPS change for the S&P/ASX 100
80%
60%

40%

20% /
0% i- 1 T r ‘ \/ \ T 1T
\/
I Cont to absolute return from dividends
-20%

Cont to absolute return from EPS
expansion/contraction

-40% W Cont to absolute return from PER
expansion/contraction

=12mn rolling return
-60%
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Colonial First State Global Asset Management, Factset. Data to 31 October 2018 22



The lure of simplicity

. . First State
A C|OS€f IOOk at . yleld targetl ng Clobal Asset Management
A quick exercise...  XYZ STOCK RESEARCH
SUSTAINABLE HIGH YIELD SCREEN
12-MTH
DIVIDEND GROSSED- DPs
FRANKING ROE PRICE
YIELD UP YIELD GROWTH
VOLATILITY
High Yield Bank 0.9% 100% 9.9% -5 2.1% 16%
High Yield REIT 0. 7% 0% b.7% 1% 9.58% 13%
Income Infrastructure 6.65% 0% 6.6% 2% 5.9% 15%
Mega Yield Co 0.2% 20% 7.5% 7% 7.2% 16%
Big Income Inc 0.1% 100% 8.7% 3% 13.5% 14%
Dividends R Us G.0% 33% 6.9% 2% 7.7% 17%
The Income Company 5.8% 100% 8.3% -4% &.8% 21%
FullyFranked.com 5.8% 100% 8.3% 0% 10.4% 15%
Income Warehouse 2.7% 100% 8.1% 3% 14.6% 14%
Numbers are for
Utility Yield Co 5.6% 0% 5.6% 4% 15.8% 15% illustrative
purposes only. 23




Australian equities in an outcomes-based world

Applications for a low-volatility equity income strategy Global Asset Management

v Growth asset exposure maintained but with
iImproved defensive characteristics

v’ Progressive transition of risk profile between late
accumulation and drawdown phase

v Intra-asset approach to manage sequencing risk

concerns
- Future-proofing
( your client’s
% retirement investment strategy
Post-retirement (drawdown) 7
v'More consistent income distributions \$J | >
v"More consistently achieve total return requirement from ’
Australian shares

v’ Portfolio volatility from equities can be actively reduced /

-

Source: Colonial First State
Global Asset Management



Australian equities in an outcomes-based world
Final thoughts...Retirement income strategy requirements . at

CFS Wholesale Equity Income Fund — Balancing investor needs

Extend fundamental insights
to manage the trade-off between

Optior_1 total returns, volatility reduction and income
Strategies

focus

Consistent, higher income distributions

Intra-asset risk management
delivers smoother return profile
from Australian shares

Identify the best stock alpha
opportunities at any point

in the market cycle to
maximise long-term returns

Total
return
focus

Tax aware Long-term
focus focus

Genuine, through-the-cycle approach
to deliver a ‘solution’
rather than merely a style

Value, assess and manage the
receipt of franking credits

25



: :
Disclaimer

Clobal Asset Management

A copy of the Financial Services Guide for Colonial First State Managed Infrastructure Limited is available from Colonial First State Global Asset Management on its website.

The Commonwealth Bank of Australia (Bank) and its subsidiaries do not guarantee the performance of the fund or the repayment of capital by the fund. Investments in the fund are
not deposits or other liabilities of the Bank or its subsidiaries, and investment-type products are subject to investment risk including loss of income and capital invested. No part of this
material may be reproduced or transmitted in any form or by any means without the prior written consent of Product Disclosure Statements (PDS) and Information Memoranda (IM)
for the funds issued by Colonial First State Investments Limited (CFSIL) ABN 98 002 348 352 and Colonial First State Managed Infrastructure Limited ABN 13 006 464 428
(collectively CFS) are available from Colonial First State Global Asset Management. Investors should consider the relevant PDS or IM before making an investment decision. Past
performance should not be taken as an indication of future performance.

Any general financial product advice contained in this material does not take into account the investment objectives, financial situation or needs of any particular investor. Before
making an investment decision, investors should consider whether the information contained within this material is appropriate in light of their particular investment needs, objectives
and financial circumstances.

No part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of CFS. This material contains or is based upon information
that we believe to be accurate and reliable. While every effort has been made to ensure its accuracy, CFS offers no warranty that it contains no factual errors. We would like to be
told of any such errors in order to correct them.

This material has been prepared for the general information of clients and professional associates of CFS. You should not rely on the contents. To the fullest extent allowed by law,
CFS excludes all liability (whether arising in contract, from negligence or otherwise) in respect of all and each part of the material, including without limitation, any errors or omissions.

This material is intended only to provide a summary of the subject matter covered. It does not purport to be comprehensive or to render specific advice. It is not an offer document,
and does not constitute a recommendation of any securities offered by CFS. No person should act on the basis of any matter contained in this material without obtaining specific
professional advice.

Colonial First State Global Asset Management is the consolidated asset management division of the Commonwealth Bank of Australia ABN 48 123 123 124 (the Bank). The Bank
and its subsidiaries do not guarantee performance of a fund or the repayment of capital by a fund.
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