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EQUITY INCOME
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Global Asset Management

Invest in a low volatility
Australian share strategy that
addresses the short term
need for income without
compromising long term
total return objectives.

Many investors who have a long-term investment
horizon seek conservative exposures for their equity
portfolios that balance the need for higher income,
volatility management and attractive total returns.

There is a common misconception that simply
investing in stocks with high dividend yields will
generate a higher income return with lower volatility.

While dividend yield is a measure of short-term income
generation, it does not provide any insight into the
long-term income and total return an investor will
receive. Investing in this segment of the market alone
to increase near-term income can come at the expense
of the growth needed to extend a portfolios’ ability to
generate income over the long term.

We invest in the best opportunities on the ASX,
regardless of each stock’s dividend yield. We also use
an active options strategy to construct a portfolio that
aims to generate a higher income stream than the
broader share market over the long term with lower
volatility. Our fundamentally different approach
provides exposure to attractive stock ideas that are
often overlooked by more conservative, income-
seeking equity investors.
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Battling conflicting

objectives

The reasons for considering an equity income strategy
in a portfolio are varied, but can be summarised into
three broad needs;

1. High income - generating cash flow from
the investment.

2. Low volatility - reducing short-term fluctuations
so an investment grows more smoothly over time.

3. Total return — generating an attractive return
over time to grow the investment.

While riskier assets can offer the higher rate of return
needed to address longevity risk or target earnings
requirements, these assets increase capital volatility,
and can lead to a diminished level of income. When an
investor is relying on their portfolio for income, they
cannot afford to suffer large drawdowns.

Investor
needs

A solution for a range
of investors

Our equity income strategy is designed for investors
who want an approach that addresses all three of these
often competing investment objectives. We offer a
true long term approach to maximising income from
equities that can complement most typical direct

share holdings and suit low tax rate investors. Most
importantly, our strategy has cushioned investors from
falls in the share market, providing protection when it’s
needed most.

Client type Potential use

Maintain exposure to growth
assets while delivering higher
income and reduced volatility
than a traditional equity
investment

Retirement

Reduce volatility to increase
likelihood of achieving target
objectives

Liability matched

Under a risk budgeting
framework, reduce volatility of
core component to allow more
aggressive satellite exposures

Accumulation

Benefit from the ‘no tax

Charities differential’ between income
and capital gains
Provides a transition between
Lifecycle the late accumulation phase

and pension drawdown phase




Equities | Equity Income | Capability Document

Our
approach

Our long-term approach

to equity income is defined
by three, research-backed
findings:

1. High dividend yield stocks do not ensure the
generation of high income on a dollar basis over
the long term.

2. Concentration risk from a lack of stock-specific and
sector diversification can result in a risk outcome that
has larger negative drawdown tail risk.

3. The types of investors using these kinds of strategies
are seeking long term solutions to address their mix
of objectives rather than a short-term tactical alpha
allocation to a particular market factor/style.

We believe that by maintaining a focus on total returns
from a broad set of shares beyond high yield stocks
alone, and extending our fundamental insights with

an active options strategy, we can achieve a better
outcome for clients seeking more consistent returns
and a higher income stream over the long term.

“Our equity income strategy
provides an added layer of risk
management beyond what can
be delivered through traditional

asset allocation alone.”

Rudi Minbatiwala
Head of Equity Income

Our team of experienced
specialists have managed
equity income funds
together for over a decade
with distinctive points

of difference:

Fundamentally different approach

Using an active options strategy, we can increase
the proportion of returns delivered as income,
provide a smoother return profile while maintaining
a long-term mindset to stock selection.

Broader universe delivers the most
sustainable solution

We use fundamental stock analysis to search the
entire investible universe for stocks likely to
outperform the broader share market. No screening
or tilting towards yield is carried out as we believe
this type of investment process can adversely impact
the investor’s total return over the long term.

A ‘solution’, not merely a ‘style’ for
goals-based investing

We believe that by extending the analyst’s
research to selectively implement option positions
on the underlying stocks, the long-term
requirements for goals-based investors can be
achieved regardless of cycles, themes, style
headwinds or yield volatility.
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How we
INvest

Actively selecting
1 stocks and building
the portfolio

Step

Stock assessment

Industry and company analysis —
The bottom-up, fundamental research | |
process addresses management

Stock modelling

Financials and valuation assessment is
undertaken in order to determine an
appropriate value for the stock and
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quality, industry position, financial
strength, valuation and sustainability.

Stock intelligence

Company engagement and in-depth
industry cross-check — Excellent access
to company management teams
provides an information advantage
when undertaking analysis of both
industries and individual stocks.
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identify key growth drivers.

Stock research output

Investment view and recommendation
— Expressed through five calls (strong
buy through to strong sell) based on
expected ‘total shareholder return’ for
each stock in the investment universe.

Stock implementation decision
Portfolio managers make the decision
on which stocks to include in the
portfolio based on expectations of

total return, confidence and volatility.



Equities | Equity Income | Capability Document

. Active option
Step 2: positioning overlay

M
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Once the portfolio has
been constructed, each
stock position is analysed
for the potential inclusion
of option strategies
(primarily written call
options). Options are used
to more actively reflect the
investment view and
insights the team has on
each stock in the portfolio.

Implementing an option position on a
particular stock typically has three impacts:
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1. Generating
income
Sold options
generate cash flow
for the portfolio.
This adds to the
income that is
received from
dividends and
franking credits.

2. Lowering
volatility
The income
received from sold
options will partly
offset any decline in
the share price. The
income generated
from options can
provide a
meaningful
cushioning of losses
during adverse
market conditions.
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3. Limiting capital

gain

The opportunity
cost of using options
to generate income
is that the potential
upside beyond a
certain share price is
limited. Our key
focus is managing
the upside that is
retained to ensure
that the portfolio
still delivers
sufficient growth
over the long term.
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Our team

The Equity Income team, led by Rudi Minbatiwala,
has been managing equity income funds together Rudi Minbatiwala
for over a decade and offers a range of equity
income, low volatility, cash-plus multi-strategy
income, tax aware and non-vanilla benchmarked
outcomes-based equity strategies.

The team comprises three dedicated portfolio Jason Moodie Marlon Chan
managers who each have specialised derivatives
expertise — and undertake derivatives related
research in the equities market — as part of their
portfolio management responsibilities. The portfolio . .
managers are supported by a large group of equity “Years of industry experience as at 2018.
analysts with a proven track record of fundamental

bottom-up stock research.
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Important Information

Head of Equity Income (18)*

Senior Portfolio Portfolio
Manager (19)* Manager (11)*

This document is directed at persons of a professional, sophisticated, institutional or wholesale nature and not the retail market.

This document has been prepared for general information purposes only and is intended to provide a summary of the subject matter covered. It does not purport to be comprehensive or to

give advice. The views expressed are the views of the writer at the time of issue and may change over time. This is not an offer document, and does not constitute an offer, invitation, investment
recommendation or inducement to distribute or purchase securities, shares, units or other interests or to enter into an investment agreement. No person should rely on the content and/or act on the
basis of any matter contained in this document.

This document is confidential and must not be copied, reproduced, circulated or transmitted, in whole or in part, and in any form or by any means without our prior written consent. The information
contained within this document has been obtained from sources that we believe to be reliable and accurate at the time of issue but no representation or warranty, express or implied, is made as to the
fairness, accuracy or completeness of the information. We do not accept any liability for any loss arising whether directly or indirectly from any use of this document.

References to “we” or “us” are references to Colonial First State Global Asset Management (CFSGAM) which is the consolidated asset management division of the Commonwealth Bank of Australia ABN
48 123 123 124. CFSGAM includes a number of entities in different jurisdictions, operating in Australia as CFSGAM and as First State Investments (FSI) elsewhere.

Past performance is not a reliable indicator of future performance.

Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommendation to buy or sell. Reference to the names of any company is merely
to explain the investment strategy and should not be construed as investment advice or a recommendation to invest in any of those companies. Commonwealth Bank of Australia (the “Bank”) and its
subsidiaries are not responsible for any statement or information contained in this document. Neither the Bank nor any

of its subsidiaries guarantee the performance of the Company or the repayment of capital by the Company. Investments in the Company are not deposits or other liabilities

of the Bank or its subsidiaries, and the Company is subject to investment risk, including loss of income and capital invested.

In Australia, this document is issued by Colonial First State Asset Management (Australia) Limited AFSL 289017 ABN 89 114 194311, Colonial First State Managed Infrastructure Limited AFSL 240550
ABN 13 006 464 428.

Copyright © (2018) Colonial First State Group Limited
All rights reserved.



