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Healthy Growth Drives Higher Returns

Auscap’s views discussed below are based on factual information available to us at the date of publication of
this newsletter. Our views and market conditions as expressed below may change without notice. There is a risk
that investments will not perform as expected, which could have an adverse impact on the Auscap Long Short
Australian Equities Fund (Fund). Past performance is not a reliable indicator of future performance. Any advice
in the below is general only in nature and does not take into account a particular person's objectives, financial
situation, needs or circumstances. Because of that, before making any investment decision, you should
consider — with or without the assistance of a qualified adviser(s) — the appropriateness of any advice in the
below to you, having regard to your objectives, financial situation, needs and circumstances. While all
reasonable care has been taken to ensure that the information below is complete and correct, no representation
or warranty is given as to the accuracy of any of the information provided. NIB Holdings Limited (ASX.NHF) is a
holding in the Fund portfolio.

As Warren Buffett said in an interview in 1999, “the inescapable fact is that the value of an asset, whatever its character,
cannot over the long term grow faster than its earnings do”. With this in mind, we like investing in competitively
advantaged businesses with tailwinds. Investing in Australia is a good start, due to the benefits from above-average
population growth, in-demand natural resources, geographic location, capital city liveability and stable government. But
there are parts of the economy which should grow even faster than average, including: healthcare expenditure;
immigration; international student demand; inbound tourism; and services related to the National Disability Insurance
Scheme (NDIS). Companies with exposure to these themes often trade on very high valuations. One high-quality
company that has exposure to all five of these trends and trades on an attractive valuation is NIB Holdings Limited (NIB).

Company Overview

Incorporated in 1953, NIB is Australia’s fourth largest health insurer, with policyholder market share of 9.4% as at
September 2022. NIB has been led by CEO Mark Fitzgibbon since 2002, who currently owns approximately $19m worth
of shares excluding unvested performance rights. We think NIB has a long track record of being able to balance pursuing
new opportunities with the long-term interests of its key stakeholders, including shareholders. Between FY08 and FY22,
NIB’s Earnings Per Share (EPS) has grown at a 13% Compound Annual Growth Rate (CAGR) with an average Return
On Equity (ROE) of 22% over the last decade.
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NIB has four developed operating segments: “arhi” (Australian Residents Health Insurance), “nz” (New Zealand), “iihi”
(International Inbound Health Insurance) and “nib travel” (Travel Insurance). NIB also has three developing segments:
Honeysuckle Health (a JV using data science for disease prevention, treatment and management), Midnight Health
(online and telehealth solutions for women and men’s health) and NIB Thrive (NIB’s entry into the NDIS intermediary
market). Honeysuckle Health and Midnight Health, both currently loss-making, are important strategic differentiators for
NIB’s existing private health insurance (PHI) offering, as they expand membership’s focus from disease treatment to
“supporting good health”, which is more universally relevant for younger members. Having seen parallels with their role
in PHI, NIB has just entered the NDIS market after three years of due diligence.
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1H23 Underlying Operating Profit - Developed Segments
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arhi (Australian Residents Health Insurance)

Australian healthcare expenditure represented 10.7% of Australian GDP in FY21, growing 5.4% per annum over the last
decade. With Australia’s growing and aging population and the increased prevalence and treatment of chronic diseases,
we think the strong demand for healthcare services is likely to continue. Most of this burden is borne by governments,
with individuals directly funding just 15% of healthcare expenditure. In FY21, the ratio of government health spending to
total tax revenue collected hit 26.8%, the highest level on record. PHI plays a crucial intermediary role in the health
sector, as private healthcare uptake takes pressure off the public system whilst the PHI industry’s incentive to process
claims efficiently helps ensure appropriate rigour is applied to managing the healthcare sector’s growing cost burden.
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PHI economics are attractive. Revenue is linked with healthcare expenditure, claims are relatively steady and the
government is strongly aligned to ensure the industry succeeds. Members are incentivised by the tax system and service
levels to take out private health insurance, with private waiting times often being much shorter relative to the public
system. Premium price growth is approved by the Federal Minister for Health in annual reviews, with premium growth
roughly tracking healthcare expense inflation historically. Competition in the sector tends to be rational, as a health insurer
aggressively trying to win customers off a peer runs the risk of adverse selection issues. NIB has experienced strong
growth in premium revenue over time.
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Australian Residents Health Insurance Premium Revenue ($m)
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PHI is community rated, which means Australians cannot be asked to pay a higher premium because of their past claims
history or health risk status. This is supported by “risk equalisation”, where insurers with higher-claiming policyholders
receive a quarterly payment from an industry fund, which is funded by insurers with lower-claiming policyholders. Whilst
risk equalisation has noble egalitarian intentions, it has led to younger Australians participating less or downgrading their
PHI cover, as they receive less value from PHI than older Australians for the same price. Health insurers are required by
APRA to hold sufficient capital to fund future claims, which can be invested in a defensive portfolio of largely cash and
fixed interest. Capital requirements for the sector are modest relative to other insurance lines, as PHI claims are settled
relatively quickly and risk equalisation reduces the chance of claims expenses blowing out. In September 2022, APRA
completed a lengthy review into the PHI capital framework.

NIB’s financial characteristics are better than the industry average. NIB’s policyholder growth has materially outperformed
the industry, with NIB’s distribution partnerships and marketing initiatives driving its policyholder market share from 6.4%
at its 2007 IPO to 9.4% as at September 2022. As a result of this success, arhi’'s average customer age is 41.8, below
the sector average, making NIB the biggest contributor to the risk equalisation pool. Whilst this is a financial negative, it
means that NIB’s policyholder growth is playing an outsized role in ensuring that the PHI industry remains sustainable.
Nevertheless, as NIB is an efficiently run organisation and risk equalisation does not adjust for every risk factor associated
with higher claims expenses, NIB has been able to consistently hit a net margin target of approximately 6-7%, in excess
of the industry average.
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In recent years, policy downgrading, declining youth participation and rising costs meant some industry analysts have
questioned the structural outlook for the PHI industry. This all changed with the onset of the COVID-19 pandemic. Public
waiting lists and a greater focus on healthcare availability led to a return of strong policyholder growth and improved
retention. Claims also declined materially, as elective hospital admissions and “extras” such as dentistry dropped sharply
and in some cases were temporarily banned. Rather than banking this potential profit sugar hit, NIB and the PHI sector
more broadly responded with premium givebacks, premium rise deferrals, reinvestments in service levels and
provisioning for future claims to avoid any perception of “profiteering”.
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This claims drop-off led to widespread fears of a “catch-up”, albeit three years on from the pandemic, hospital and
ancillary claims are still yet to materially exceed pre COVID-19 levels.

NIB monthly claims % relative to pre COVID-19 trend — 2020 to 2022
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There are potentially a number of reasons to believe that claims ratios could well be lower for longer. Rehabilitation and
mental health treatment have arguably structurally moved away from in hospital treatment towards community care,
respiratory admissions are down as hygiene practices in settings such as aged care have improved, prostheses cost
reform has led to lower costs, some older patients continue to defer elective surgeries due to an unwillingness to risk
catching COVID in a hospital setting and staffing constraints are impacting healthcare throughput. It is not obvious to us
that these factors will all prove to be completely temporary. So, if NIB’s profit margin returns to 6-7% in the coming years
as analysts are expecting, there is a chance that it happens through multiple years of premium rises below inflation,
which should materially improve the value equation for new members, helping NIB continue to grow market share.
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Consensus forecasts have arhi profit declining 24% between FY22 and FY25, which we think could prove overly
pessimistic. Another important offset is Midnight Health and Honeysuckle Health, which are currently annualising an
above-the-line loss of $17m (9% of group NPAT) which could potentially be reined in to smooth out the impact of any
acceleration in claims growth.

New Zealand
Dynamics in New Zealand PHI are broadly comparable to Australia, although its member pool is older and the market

does not share Australia’s concept of “portability”, where those with pre-existing conditions can change health insurers
without re-serving a waiting period.
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These are some of the reasons as to why NIB’s New Zealand business has less policyholder churn, higher premium
growth and higher net margins relative to NIB’s arhi business.

New Zealand Profitability (%)
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iihi (International Inbound Health Insurance)

Australian Medicare eligibility is generally restricted to Australian citizens, New Zealand citizens or permanent visa
holders, so for students or those on working visas, PHI is either formally required or strongly recommended by the Home
Affairs Department. This is historically a highly attractive business for two reasons. Firstly, it is exposed to growth in
Australian immigration and international student demand, with NIB partnering with fast-growing organisations such as
IDP Education. This has led to good revenue growth over time.
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Secondly, the claims ratio has historically been quite low, given international students tend to be young and healthy,
whilst not claiming much in the earlier period of their stay. These dynamics reversed in recent years as COVID-19 led to
closed borders, with new premium revenue dropping sharply. In addition, more students began to stay in Australia over
university holidays, leading to more claims. So iihi moved from margins above 30% to losses.
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However, this division’s outlook is now once again decidedly positive, with record current immigration and a renewed
push to entice international students. The division’s recovery is still in the early stages, with profitability only being restored
in the recent December 2022 half. January was a record sales month, with February also very strong. The 1H FY23
margin of 11% is still well below the businesses’ pre-COVID profitability of greater than 30%, so we see that there is
considerable scope for margin and thus profit improvement.
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Temporary Student, Skilled and Work Visa Arrivals (rolling 12 months)
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Travel

NIB entered travel insurance through the 2015 acquisition of World Nomads Group (Australia’s third largest travel
insurance distribution business) and the 2018 acquisition of QBE Travel (Australia’s fourth largest travel insurer). Travel
is a logical adjacency to PHI, as the majority of travel insurance claims are medically related. This is run as a distribution
business, with NIB outsourcing claims risk to underwriters or reinsurers. Whilst these acquisitions originally progressed
largely to plan, this all changed with COVID-19, as new policies plummeted. The combination of lower revenues and a
large cost base led to large losses.

Travel Operating Income ($m)
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NIB has responded with structural changes to the division, including a new underwriting agreement and permanent
reductions to the cost base. As international travel rebounded, gross written premiums rose to above pre-COVID levels
in 1H23, with the business delivering a profit of $6.4m in 1H23, roughly equivalent to its pre-COVID full year profit of
$6.6m in FY19. NIB Management has indicated that it expects the business to continue to exceed pre-COVID profitability.
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Travel Profitability (%)
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As short term arrivals into Australia continue to rebound, we expect good growth in revenue and profitability for this
business.

Short-term Travel & Tourism (rolling 12M)
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nib Thrive (NDIS)

In 2013, the NDIS was introduced. In the latest October 2022 budget, the Federal Government forecast the NDIS to grow
at a 13.8% CAGR to hit almost $100bn in 2033.

Chart 3.10: Average annual growth in major payments 2022-23 to 2032-33
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Source: October 2022 Australian Federal Budget Paper 1, Treasury

Whilst the NDIS has grown quickly to almost 573,342 participants as of December 2022, it is still far from maturity. The
Australian Government estimates that 18% of the population, or 4.4 million Australians have a disability.
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Source: NDIA (National Disability Insurance Agency), Auscap

Australians cannot apply for the NDIS once they turn 65, so the NDIS pool currently skews very young, with half of all
current participants under the age of 18. As the scheme reaches maturity, NDIS participation will grow strongly. One
other reason that the NDIS skews very young is that there have been a large number of children with developmental
delay and autism entering the scheme. In response, some people, including NDIS Minister Bill Shorten, are questioning
whether the NDIS is taking on too big of a role for these conditions. However, “early intervention” is a key focus of the
NDIS and these categories have relatively low budgets and payment levels relative to other NDIS conditions. Participants
outside ‘SIL’ (Supported Independent Living) aged 0 to 14 receive an average annualised payment of about $19,000,
well below the average for participants outside SIL of $41,000.
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NDIS Participants by Age (%)
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The vast majority of NDIS expenditure, in the order of 95%, is paid to service providers to deliver support to those with
disabilities. A small percentage is paid to intermediaries who help participants with services such as budgeting,
administrative support and negotiating with a network of appropriate service providers. These intermediaries are known
as Plan Managers, Support Coordinators or Local Area Coordinators. NIB sees this intermediary function as analogous
to its PHI role of connecting members with health care service providers. Plan Managers are particularly popular, and
continue to gain penetration within the NDIS, rising from 35% to 58% penetration over the last three years. Plan Managers
do not approve NDIS applications and are paid fixed fees by the NDIA separate to participant budgets. Since November
2022, NIB has acquired four NDIS Plan Managers, including the 4t largest (Peak Plan Management), 6! largest (Maple
Plan) and 9* largest (Connect Plan Management) in Australia. NIB is now a top 3 plan manager, with the other two scale
players owned by private equity and a listed salary packaging business, respectively. The presence of a trusted and
experienced player like NIB, who is incentivised to help maintain rigour and integrity in the sector, may be seen as a
positive by the Government.
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Whilst reform of the NDIS has been flagged, Bill Shorten this month reaffirmed his expectation that the program will
continually grow in size every year. NIB is targeting 50,000 Plan Management customers by 2025 and expects the NDIS
to double in size by 2030, which many would argue is conservative. It sees opportunity in Plan Management, other NDIS
intermediary functions such as Support Coordination, as well as offering services to Australians who identify as having a
disability but are not part of the NDIS. nib Thrive was roughly breakeven in the December 2022 half, however its recent
growth should lead to full divisional reporting relatively soon, which may lead to more investor appreciation.
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Valuation

NIB is trading on a 17.5x forward Price to Earnings (P/E) ratio, towards the bottom end of its historical range since the
2014 Medibank IPO. This multiple is based on declining earnings expectations for the core arhi business, an earnings
drag from Honeysuckle Health and Midnight Health, Thrive earnings just emerging, and each of Travel and iihi still in an
earnings recovery.

NIB - Forward P/E multiple
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Conclusion

We believe that NIB is a high-quality defensive business led by a highly capable management team with exposure to
multiple attractive end markets. Trading on a reasonable valuation, with good forecast earnings per share growth over
the coming years, we are enthusiastic about the future prospects for the company.
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Auscap Long Short Australian Equities Fund

Fund Performance*

Period Auscap
March 2023 (2.6%)
Financial Year To Date 18.9%
Since Inception (Dec 2012) 316.9%
Annualised Returns 14.8%

Portfolio Commentary*

All Ords
(0.2%)
13.6%

148.7%
9.2%

The Fund returned negative 2.6% net of fees during
March 2023. This compares with the All Ordinaries

Accumulation Index return of negative 0.2%.

Fund Exposures
March 2023 Average

Gross Long
Gross Short
Gross Total

Net / Beta Adjusted Net

Top 20 Investments”
ARB Corp

Breville Group

% NAV Positions
95% 41
0% 0
95% 41
95% 115%

Mineral Resources

Motorcycle Holdings

Carsales.com NIB Holdings
Fund Calendar Year Returns*
Centuria Capital Nick Scali
CY13 51.9% CY19 18.1% Eagers Automotive NZME
CY14 23.2% CY20 10.6% HMC Capital Premier Investments
CY15 36.0% cY21 43.2% HomeCo Daily Needs REIT REA Group
CY16 2.2% CY22 (12.4%) HUB24 Reece
CY17 17.1% CY23* 1.3% JB Hi-Fi Telstra Group
CY18 (18.5%) Macquarie Group Westpac
Sector Exposure - March 2023#
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* Performance figures are calculated for the Monthly Class net of all fees and expenses and assuming the reinvestment of all distributions. Note, as at 1 January 2021, the
Series Class was consolidated into the Monthly Class. Past performance is not a reliable indicator of future performance.
A Top 20 long investments in alphabetical order as at 31 March 2023.

* To 31 March 2023.
#Average Sector Exposure during March 2023.
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Disclaimer

The above page in this newsletter contains performance figures and information in relation to the Auscap Long Short Australian Equities Fund ARSN 615 542 213 (Fund) from
inception of the Fund. 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. The above page in this newsletter is intended to provide general background information only. It does not constitute investment, tax, legal
or any other form of advice, recommendation or opinion to be relied upon when making an investment or other decision. Any advice in the balance of this newsletter is general only
in nature and does not take into account a particular person's objectives, financial situation, needs or circumstances. Because of that, before making any investment decision, you
should consider — with or without the assistance of a qualified adviser(s) — the appropriateness of any advice in this newsletter to you, having regard to your objectives, financial
situation, needs and circumstances. This document is not a Product Disclosure Statement (PDS) under the Corporations Act 2001 (Cth). Any opinions and forecasts in this newsletter
reflect the judgment and assumptions of Auscap Asset Management Limited ACN 158 929 143, AFSL 428014 (Auscap) and its representatives on the basis of information available
as at the date of publication, and may later change without notice. The content of this document does not constitute an offer or solicitation to subscribe for units in the Fund 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, its related bodies corporate, directors, employees and representatives are not liable and take no responsibility for the accuracy or completeness of
this document. Before deciding whether to acquire, or to continue to hold, units in the Fund, a prospective or existing investor should fully review the information, the disclosures
and the disclaimers contained in all relevant Fund documents, including in particular the Fund’s disclosure document, the PDS, or any supplement to that document, and consider
obtaining investment, legal, tax and accounting advice appropriate to their circumstances. A copy of the Fund’s PDS is available on request or at www.auscapam.com/auscap-
fund/pds/. A copy of the Target Market Determination for the Fund, prepared by Auscap in connection with the Design and Distribution Obligations, is available on request or at
www.auscapam.com/ddo/. You are receiving this newsletter because we hold personal information about you, namely your contact details. You should view Auscap's Privacy Policy,
a copy of which is available on Auscap’s website, 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.

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 the Fund. 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 Fund, 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 Fund 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 and manager for the Fund 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) (“FPQO”); or (ii) 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. A copy of the PDS for the Auscap Long Short Australian Equities Fund is available
at www.auscapam.com/auscap-fund/pds/. A copy of the Target Market Determination for the Fund, prepared by Auscap in connection with the Design
and Distribution Obligations, can be downloaded at www.auscapam.com/ddo/. 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 Tax & Audit: EY
Lvl 30, 9 Castlereagh St, Sydney Web: www.auscapam.com Administration: Link Fund Solutions



