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Overview

Investors are currently being rewarded with historically high issue margins as companies structure new subordinated
debt securities to qualify for ‘Equity Credit’ from credit rating agencies.

Investors are being offered attractive issue margins of approximately 3.0% to 4.0% above the Bank Bill SWAP rate for taking on
relatively low levels of incremental risk corresponding to the new subordinated debt securities with equity credit features.

What is Equity Credit?

Equity Credit is a classification of a security that provides an indication of the extent to which a credit rating agency treats the
security as equity rather than debt when evaluating the quantitative aspects of an issuer’s corporate credit rating.

The ‘Equity Credit” structure allows companies to raise debt securities in the market yet have this debt assessed as ‘equity’ by
the credit rating agencies for an initial period, generally, the first 5 years. After 5 years the credit rating agencies then assess
the issue as 100% debt therefore the issuer has an incentive to redeem the securities.

Benefits of Equity Credit for the Issuer

Subordinated debt funding that qualifies for equity credit will improve the financial ratios that credit rating agencies use when
evaluating the corporate credit rating. The structure provides the benefit of obtaining an equity credit for the credit ratings
agencies when evaluating the corporate credit rating of the issuer, while still having the issue assessed as ‘debt’ by the
Australian Taxation Office.

Understanding Risk

Corporate bonds can either be secured, unsecured or
subordinated. Issues with ‘equity credit’ features are a form of
subordinated debt.

Subordinated debt ranks behind senior debt, and generally behind
senior unsecured debt as well, but above hybrid equity and
ordinary equity. In essence, the creditor ranks ahead of ordinary
shareholders but is subordinated to other higher debt obligations
that have a higher claim on an asset.

Features of ASX Listed Subordinated Debt Securities with Benefits of ASX listed debt instruments

Equity Credit features = ASX listing offers holders the ability to

trade bonds providing liquidity. This may
result in capital gains or potential capital
losses dependent on market conditions at
the time.

= Corporate bonds are debt securities, interest payments must be paid
ahead of dividend distributions.

= Generally, equity credit will apply for the first five years of the issue.
After 5 years, the credit agencies will assess this issue as 100% debt. As
a result there is an incentive for the issuer to redeem at the year 5 call
date.

= The ASX market allows holders to assess
the value of their investment at any given

time.
= The Australian Taxation Office treats the issue as debt, interest

payments are tax deductible. = Potential capital gains if sold prior to

maturity. Capital gains may result from
positive interest rate movements, credit
margins contracting and improved financial
health of the issuer.

= To qualify for ‘equity credit’ the issuer has the ability to defer interest
payments and adhere to specific Leverage and Interest Cover Ratios.

= Ultimately any investment decision needs to factor in an assessment of
the ability of an issuer to protect the interests of its investor base. This -
generally revolves around the ability to make scheduled quarterly
interest payments and redeem at year 5.

Access to funds is quick-settlement of
trades T+3 days.

Ranking Classification Type of Instrument
Higher Senior Obligations
Secured Debt
Unsubordinated and
unsecured debt
Equ.al Ranking Subordinated and
Obligations unsecured debt
Junior Ranking
Obligations Preference shares
Lower Ordinary shares

Disadvantages of ASX Listed Debt Securities
. Varying liquidity.

. Potential capital losses if sold prior to maturity resulting
from adverse credit conditions or interest rate movements.

. Structure of the issue needs to be assessed.

IMPORTANT—SEE OVERLEAF FOR DISCLAIMER

If you have any questions, please call your Adviser, Barry Ziegler on 03 9235 1848

or Damien Williamson on 03 9235 1958




DISCLAIMER: The following may affect your legal rights:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities Limited.

This is general investment advice only and does not constitute personal advice to any person.

Because this document has been prepared without consideration of any specific client's financial situation, particular needs and investment objectives ('relevant personal circumstances'), a Bell Potter Securities Limited investment adviser (or the financial services licensee, or the representative of such licensee,
who has provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant personal circumstances and consulted before any investment decision is made on the basis of this document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained in the document and Bell Patter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee,
expressly or impliedly, that the information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility to inform you of any matter that subsequently comes to its notice, which may affect any of the information contained in this document and Bell Patter
assumes no responsibility for updating any advice, views, opinions, or recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liahility under any statute cannot be excluded, Bell Potter Limited and its directors, employees and consultants do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct,
indirect, consequential or otherwise) suffered by the recipient of this document or any other person.
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Bell Potter Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting and management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from

time to time hold interests in the securities referred to in this document.
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