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Should You Buy The Amex Card Or The Stock?

Globally there are over 112 million American Express cardholders. According to Interbrand, American Express is the 23
most recognised brand globally, ahead of companies such as Pepsi, Gucci, Porsche and, somewhat surprisingly, both Visa
and Mastercard. With a market capitalisation of over US$110bn it is a global behemoth. Interestingly, at last reporting date
there were only 21,078 shareholders. Far more people have the Amex card than shares in the parent, and while owning the
card has its rewards, we suspect owning shares in the company over the long term has been the more rewarding experience,
with earnings per share increasing more than 22 fold over the last 32 years. The company continues to expand its presence
globally, including in Australia. In this newsletter we explain why American Express is a significant shareholding in the Auscap
Global Equities Fund.

The Origins of American Express

American Express was founded in 1850 by Henry Wells and William Fargo (who also founded Wells Fargo bank),
commencing operations as an express mail business in New York. For years American Express had a monopoly for express
shipments through New York. Its evolution into financial services began in 1857 with the launch of a money order business
to compete with the US Post, followed by travelers cheques in 1891.

Diners Club introduced the world’s first travel & entertainment charge card in 1950, however its monopoly was short-lived
with American Express leveraging its brand to launch a premium card in 1958 with a $6 annual fee relative to Diners Club at
$5. American Express’ card attracted 250,000 customers prior to launch date and 1 million customers within five years.

American Express has since evolved with the launch of the Gold card in 1966 which offered superior customer service and
membership of the American Express club, the Platinum Card in 1984, originally by invitation only, and then in 1999 the
“black card” or Centurian Card which is available to more affluent customers. Today American Express’ brand strength as
measured by independent third parties is the strongest of all financial services companies.

Financial Services Sector Brand Value Estimate (US$b) & Global Brand Ranking
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American Express Business Overview

American Express operates what it calls a “spend-centric” business with circa 80% of revenue derived from fees and customer
spend, called “discount revenue” where fees are charged to merchants for accepting American Express, and the remaining
20% of revenue being derived from net interest income.

American Express Revenue Mix
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American Express’ business has a flywheel effect, where high quality rewards attract high quality customers that in turn
attract merchants. According to a UBS survey, rewards points are a critical factor for choosing between various credit card
options, particularly for younger and higher socio-economic demographics, both of which are American Express’ target
customers.

UBS Survey: Main Reason For Applying For A Credit Card In The Next 6 Months
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The quality of American Express’ customer base has also improved over time given the popularity of charge cards. Charge
cards have an annual fee, but no pre-set spending limits or interest charges, with balances paid at end of each month.
Customers like the rewards and the cards are an easy substitute for cash. Given these customers have historically been of
better creditworthiness this has improved average credit performance of the business as well as overall spending per
customer.
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American Express’ high-quality customer base leads to an average annual customer spend ~3x higher than competitor cards
as well as market-leading credit performance. American Express has an average customer FICO credit score of 740 which
is considered “very good” by credit bureaus. This growing customer base has also driven greater merchant acceptance over
time, with American Express now on parity with Visa & Mastercard for acceptance in the United States.

The company has a long term track record of lifting spend per customer, achieved via:

- increased card usage, with ~60% of annual loan growth coming from existing customers;

- positive product mix shifts, predominantly from upgrading customers to higher tier cards; and
- fee increases associated with greater reward offerings.

American Express has also been able to deliver consistently strong operating leverage and maintain a sector-leading return
on equity. Since 2010, the company has lifted billings by 66% while expenses have increased by only 6%. This operating
leverage combined with continued share-buy backs, which have reduced shares on issue by nearly 40% since 2000, have
driven its strong return on equity.

Cumulative American Express Billings and Operating Expenditure Growth: 2010 to 2018
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* American Express definition of normal business operating expenditure excluding reward costs, see American Express investor presentation dated 13 March 2019
Drivers of Medium-Term Earnings Growth

American Express has multiple levers to underpin its solid double-digit earnings growth outlook over the medium term. These
include:

1. Greater Offshore Penetration

American Express is aiming to take its US learnings and apply them offshore. Management have identified the United
Kingdom, Canada, Japan, Australia and Mexico as key growth opportunities. American Express is also the first non-China
based network to receive preparatory approval to build its business in China.

American Express’ aim is to increase international coverage by approximately 20% from 2019-2021. As evidenced in the
following chart, the company is already making good progress. American Express’ low market share and the more favourable
competitive environment in each geography should provide a long runway for growth. International markets are currently just
a quarter of group earnings, despite international markets representing over 70% of global payments.
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2018 Billings Growth By Geography
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2. Small & Medium Enterprise (SME) & Corporate Expansion

American Express serves over 3 million businesses and has 14.5 million card members in the commercial sector. In the US
SME market, it is the leading issuer of cards and larger than its nearest five competitors combined. International SME is
currently the fastest growing segment within the company. With circa 70% of Business to Business (B2B) payments still
completed using cheques, American Express believes it has a long-term structural growth opportunity.

The company has been able to accelerate growth in this segment more recently via the introduction of its Account Payables
automation solution, which provides an online portal that enables payments to third parties. American Express is seeing a
43% lift in spending from US SME consumers who adopt this solution. The company also sees opportunities in entering the
working capital segment.

4Q19 Billed Business Growth By Customer Type
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3. Greater Co-Brand Partnerships

American Express has more than 50 co-branded partners around the world. These include over 20 airline partnerships, with
leading operators such as Qantas, Singapore Airlines, British Airways and Delta. Recently Amazon selected American
Express as their co-brand business card partner in the US.

4. Opportunities Within Existing Customers

American Express sees a large untapped opportunity within its existing customer base, who currently account for
approximately 60% of loan growth. In 2018 there were over 1 million upgrades and additional products facilitated for existing
customers. The result was a 30% lift in spending when customers upgraded their product and a 40% lift when they added an
additional product.

Existing customers also play a crucial role in expanding the customer base. The “Member get Member” referral program is
the company’s second largest acquisition channel globally. It is a cost-effective form of marketing and will typically attract
quality customers who have similar attributes to their referees. 33% of those who were successfully referred to under this
program successfully referred someone else.

Member Get Member Referral Program Billings
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Alignment of Interests

Agency costs, where management interests do not perfectly align with shareholders, can result in behaviour that can be
costly for shareholders. As a result, having structures in place that increase the alignment of interests is important. At
American Express there is a requirement for any board member that has been on the board for more than 5 years to own at
least US$1m of American Express stock. Currently the Chief Executive Officer owns circa US$28m worth of shares. Further,
the executive compensation scheme has a greater focus on long term incentives (LTIs) rather than short term incentives
(STIs), with LTI targets twice the size of the STIs and based on 3-year financial and total shareholder return metrics.
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Valuation

American Express has, in all but one year over the last decade, demonstrated superior earnings growth compared with the
broader US market.

Amex vs S&P500 EPS Growth History
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American Express — S&P 500
Its historical return on equity is impressive, averaging 35% over the last decade, demonstrating the quality of the business.

American Express vs S&P500 Return On Equity
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Despite these characteristics, American Express currently trades on less than 15x forward earnings, a discount to the broader
market. With a medium-term outlook for double-digit earnings growth per annum, a long-term demonstrated track record of
shareholder value creation and an impressive current return on equity of 40%, we regard a price to earnings multiple of 15x
as attractive for a company of the quality of American Express.
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American Express vs S&P 500 Price to Earnings Ratio
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American Express has many qualities that we look for in an investment. It is a globally leading and trusted brand with a long-
term track record of solid earnings growth, high cashflow conversion, a strong return on equity and an attractive valuation. It
is one of Auscap’s top ten holdings in the Auscap Global Equities Fund.

If you would like more information about the Auscap Global Equities Fund please contact Lee Hopperton or Lauren Murphy
on (02) 8378 0800 or at info@auscapam.com.

* Chart sources: American Express, UBS, Auscap
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Fund Performance* Fund Exposures
Period Auscap All Ords January 2020 Average % NAV Positions
January 2020 0.4% 4.7% Gross Long 137.0% 30
Financial Year To Date 9.9% 8.5% Gross Short 8.6% 7
Since Inception 198.1% 112.2% Gross Total 145.6% 37
Annualised Returns 16.5% 11.1% Net / Beta Adjusted Net 128.4% 117.8%
Portfolio Commentary Sector Exposure - January 2020

The Fund returned 0.4% net of fees during January 2020.

This compares with the All Ordinaries Accumulation Index  Comm. Serv. —
return of 4.7%. Average gross capital employed by the Fund
was 137.0% long and 8.6% short. Average net exposure  Cons. Disc. I
over the month was 128.4%. Over the month the Fund had
on average 30 long positions and 7 short positions. The  Cons. Staples f—
Fund’s biggest stock exposures at month end were spread
across the financials, real estate, consumer discretionary, Energy
materials and communication services sectors.
Financials |
Fund Performance*
$350,000 Healthcare -
$300,000 Industrials -
$250,000
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Materials |
$150,000
Real Estate |
$100,000 ¥—¥Y———F—F+—+—F+—F—F—F—+—+————
¥eeIILeeeenRRe22y Utilities
$5855552558345883s
-10% 0% 10% 20% 30% 40%
Auscap Fund e Al Ordinaries Accumulation Index
Fund Financial Year Returns* Top 10 Investments”
FY13 19.7% FY18 12.7% ANZ Banking Group Nine Entertainment
FY14 46.0% FY19 (9.2%) Blackmores Super Retail Group
FY15 16.8% FY20 (vmo) 9.9% GDI Property Group Unibail-Rodamco-Westfield
FY16 20.1% CY19 18.1% Mineral Resources Virgin Money UK
FY17 8.0% CY20 (ym) 0.4% National Australia Bank Westpac Banking Group

* Performance figures are calculated for the lead series net of all fees and expenses assuming the reinvestment of all distributions. Past performance is not a reliable indicator
of future performance.

A Top 10 long investments in alphabetical order as at 31 January 2020.
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Auscap Global Equities Fund

Fund Performance* Fund Exposures
Period Auscap Mscl® January 2020 Average % NAV Positions
January 2020 (5.6%) (0.3%) Gross Long 129.2% 49
Financial Year To Date 1.9% 5.1% Gross Short 6.8% 9
Since Inception (Nov 19) 1.9% 5.1% Gross Total 136.0% 58
Net / Beta Adjusted Net 122.5% 125.1%
Portfolio Commentary Sector Exposure - January 2020
The Fund returned negative 5.6% net of fees during
January 2020. This compares with the MSCI World 100% Comm. Serv.
Hedged to AUD Index return of negative 0.3%. Average
i I
gross capital employed by the Fund was 129.2% long and Cons. Disc.
6.8% short. Average net exposure over the month was
o Cons. Staples
122.5%. Over the month the Fund had on average 49 long
positions and 9 short positions. The Fund's biggest
. ) . Energy
exposures at month end were in the financials, consumer
discretionary, industrials and materials sectors. . . [
Financials
Exposure by Region
Health Care -
= North America
Industrials F—
UK
Info. Tech. —
Europe
. Materials A
= Asia
« Other Real Estate -
Utilities
Exposure by Company Size 0% 0% 10% 20% 30% 40% 50%
= Mega-cap Top 10 Investments™
Alphabet Lloyds Banking Group
Large-cap . .
American Express Macquarie Infrastructure
= Mid-cap Capri Holdings Mineral Resources
Canadian National Royal Bank of Scotland
Railway Group
Small-cap Health & Happiness Unibail-Rodamco-Westfield

* Performance figures are calculated net of all fees and expenses assuming the reinvestment of all distributions. Past performance is not a reliable indicator
of future performance.

A MSCI World 100% Hedged to AUD Index.

* Top 10 long investments in alphabetical order as at 31 January 2020.
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© Auscap Asset Management Limited
Disclaimer

This newsletter contains performance figures and information in relation to the Auscap Long Short Australian Equities Fund ARSN 615 542 213 and Auscap Global Equities
Fund (Funds) from inception of the Funds. The actual performance for your account will be provided in your monthly statement. Actual performance may differ for investments
made in different classes or at different times throughout the year. This newsletter is intended to provide general background information only. It is not a Product Disclosure
Statement under the Corporations Act 2001 (Cth), nor does it constitute investment, tax, legal or any other form of advice or recommendation to be relied upon when making
an investment or other decision. The content of this document does not constitute an offer or solicitation to subscribe for units in the Funds or an offer to buy or sell any financial
product. Past performance is not a reliable indicator of future performance. While all reasonable care has been taken to ensure that the information in this document is complete
and correct, no representation or warranty is given as to the accuracy of any of the information provided, including any forecasts. To the maximum extent permitted by law,
Auscap Asset Management Limited ACN 158 929 143 AFSL 428014, its related bodies corporate, directors, employees and representatives are not liable and take no
responsibility for the accuracy or completeness of this document. No investment in either of the Funds should be made without fully reviewing the information, the disclosures
and the disclaimers contained in the relevant disclosure document, a copy of which is available at www.auscapam.com, or any supplement to that document and obtaining
investment, legal, tax and accounting advice appropriate to your circumstances. You are receiving this newsletter because we hold personal information about you, namely
your contact details. You should view Auscap's Privacy Policy to understand how your personal information will be used and processed. No part of this material may be
reproduced or disclosed, in whole or in part, without the prior written consent of Auscap Asset Management Limited.

The MSCI data is comprised of a custom index calculated by MSCI for, and as requested by, Auscap Asset Management Limited. The MSCI information may only be used for
your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or component of any financial instruments or products or indices.
None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not
be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI
information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each
other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including,
without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including,
without limitation, lost profits) or any other damages. (www.msci.com)

Hong Kong

This newsletter has not been reviewed or approved by any regulatory authority in Hong Kong. This newsletter does not constitute an offer or invitation to the public in Hong
Kong to acquire the units in either of the Funds. Accordingly, unless permitted by the securities laws of Hong Kong, no person may issue or have in its possession for the
purposes of issue, this newsletter or any advertisement, invitation or document relating to the units in the Funds, whether in Hong Kong or elsewhere, which is directed at, or
the contents of which are likely to be accessed or read by, the public in Hong Kong other than in relation to the units of the Funds that are intended to be disposed of only to
persons outside Hong Kong or only to “professional investors” (as such term is defined in the Securities and Futures Ordinance of Hong Kong (Cap. 571) and the subsidiary
legislation made thereunder).

Singapore

This newsletter is being furnished to you on the basis that you are an ‘institutional investor” (as defined in the Securities and Futures Act (Chapter 289) of Singapore) and on
a confidential basis, solely for your information. This newsletter may not be reproduced, disclosed, or distributed to any other person in Singapore. Auscap Asset Management
Limited, as the responsible entity/trustee and manager for the Funds has not taken any steps to ensure that the capital markets products referred to in this newsletter are
suitable for any particular investor, and will not treat recipients as its customers by virtue of their receiving this document.

This newsletter has not been, and will not be, registered as a prospectus with the Monetary Authority of Singapore and this newsletter is not intended to constitute an offering,
and is not regulated by any financial supervisory authority pursuant to any legislation in Singapore. The investments or services referred to in this newsletter may not be suitable
for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this document
constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise
constitutes a personal recommendation to you.

United Kingdom

This newsletter may be distributed in the United Kingdom only to persons who: (i) have professional experience in matters relating to investments in accordance with Article 19
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (“FPO’); or (i) to whom this document may otherwise be lawfully distributed
(all such persons together being referred to as “Relevant Persons”). This newsletter is only directed at, or available to, Relevant Persons and must not be acted on or relied on
by persons who are not Relevant Persons. Any investment or investment activity to which this document relates is available only to, and will be engaged in only with, Relevant
Persons.

United States

This newsletter may not be distributed in the United States and does not constitute an offer to sell, or a solicitation of an offer to buy, securities in the United States. Any
securities described in this newsletter have not been, and will not be, registered under the US Securities Act of 1933 and may not be offered or sold in the United States except
in transactions exempt from the registration of the US Securities Act, the US Investment Company Act of 1940 and applicable US state securities laws.

If you do not currently receive the Auscap Newsletter automatically, we invite you to register. To register please go to the website
www.auscapam.com and follow the registration link on the home page. Interested investors can download a copy of the PDS for the Auscap Long Short
Australian Equities Fund at www.auscapam.com/auscap-fund/pds. Eligible investors can download a copy of the Information Memorandum for the Auscap
Global Equities Fund at www.auscapam.com/globalfund-information-memorandum/. We welcome any feedback, comments or enquiries. Please direct
them to info@auscapam.com.

Auscap Asset Management Limited Service Providers
ACN 158 929 143 AFSL 428014 Email: info@auscapam.com Prime Brokerage: Citi Global Markets (Australian Fund) Tax & Audit: Ernst & Young
Lvl 30, 9 Castlereagh St, Sydney Web: www.auscapam.com Prime Brokerage: Morgan Stanley (Global Fund)

Administration: Link Fund Solutions
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