MLC MasterKey Investment Service
MLC MasterKey Unit Trust

End of year distribution commentary, 2018 financial year

12 June 2018

Background

On Thursday, 31 May 2018 the last cash distribution for the 2018 financial year (FY2018) was made to investors in
the funds that comprise the MLC MasterKey Unit Trust, including those in the MLC MasterKey Investment Service
(MKIS)".

Appendix 1 provides the full financial year (1 June to 31 May) distributions for the last eight years.

Investors who have their distributions paid into their bank account, rather than reinvested into their fund, can expect
the income in their account within two weeks after the distribution.

Commentary for full year cash distributions for FY2018

Commentary on the final cents per unit (cpu) distributions, compared to recent years’ distributions is provided in Table
1.

Table 1 — Commentary on cash distributions for FY2018

MLC MasterKey  Cpu for May Full year Cpu Full year cash distribution for FY2018 commentary
Unit Trust fund 2018 gtr

2017/18 2016/17°

MLC Horizon1—-  0.26 0.52 1.63 Significantly lower than FY2017. Please refer to page 5 for
Bond Portfolio the factors that affected ‘Fixed income’ this year.
MLC Horizon2—-  0.58 1.08 2.35 Significantly lower than FY2017 because of:

Income Portfolio ] .
e |ower non-assessable capital gains — please refer

to page 4 for information on ‘Distributions of non-
assessable capital gains’, and

e reduced income from fixed income and Australian
shares investments — please refer to page 5 for
factors that affected ‘Fixed income’ and ‘Australian
shares’.

MLC MasterKey Investment Service Fundamentals also invests in MLC Wholesale funds, which have a June year end. The MLC Inflation Plus —
Assertive Portfolio, MLC Diversified Debt Fund, MLC Global Property Fund and MLC Hedged Global Share Fund in MLC MasterKey Investment
Service are accessed through the MLC Wholesale funds, so they also have a June year end. As a result, this commentary does not cover those
products.

2Tables 2 and 3 show more ‘normal’ distributions for FY2017 that are comparable to this year’s distribution. A change to tax rules has affected the
distributions of non-assessable capital gains from FY2018 as explained on page 4 ‘Distributions of non-assessable capital gains’.
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MLC MasterKey
Unit Trust fund

MLC Horizon 3 —
Conservative
Growth Portfolio

MLC Horizon 4 —
Balanced Portfolio

MLC Horizon 5 —
Growth Portfolio

MLC Horizon 6 —
Share Portfolio

MLC Horizon 7 —
Accelerated
Growth Portfolio

MLC
IncomeBuilder

Cpu for May
2018 gtr

4.49

1.01

0.95

4.59

0.22

7.29

Full year Cpu

2017/18 2016/17°

4.70

1.41

1.15

4.59

0.22

12.46

2.33

3.76

3.55

3.29

3.64

17.19

Full year cash distribution for FY2018 commentary

Significantly higher than FY2017 due to an increase in
realised capital gains. The Fund no longer has carried
forward capital losses which have significantly reduced the
distributions in previous years. Please refer to page 5 for
information on ‘Carried forward capital losses’.

Significantly lower than FY2017 because of lower non-
assessable capital gains. Please refer to page 4 for
information on ‘Distributions of non-assessable capital
gains’.

Higher than FY2017 due to:

e anincrease in realised capital gains as the Fund
no longer has carried forward capital losses which
have significantly reduced the distributions in
previous years. Please refer to page 5 for
information on ‘Carried forward capital losses’,
and

e anincrease in foreign income.

Increases in these amounts more than offset a decrease in
the fund’s distribution of non-assessable capital gains this
year. Please refer to page 4 for information on
‘Distributions of non-assessable capital gains’.

Significantly lower than FY2017 because of lower non-
assessable capital gains. Please refer to page 4 for
information on ‘Distributions of non-assessable capital
gains’.

The total distribution is lower than FY2017 mostly due to a
decrease in capital gains which were higher in FY2017 as
the industrials sector of the Australian share market rose
strongly in FY2017. The Fund’s underlying income,
comprising dividend and other income but excluding
capital gains, decreased slightly by 3%. Almost all of the
underlying income is franked dividends which provide
investors with a tax-efficient income stream.

For more information about the distribution of MLC
IncomeBuilder please refer to the MLC IncomeBuilder
annual distribution commentary, which will be available
mid June 2018 on mic.com.au.
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MLC MasterKey
Unit Trust fund

MLC Australian
Share Fund

MLC Australian
Share Value Style
Fund

MLC Australian
Share Growth
Style Fund

MLC-Vanguard
Australian Share
Index Fund

MLC Property
Securities Fund

MLC Global Share

Fund

MLC Global Share
Value Style Fund

MLC Global Share
Growth Style Fund

MLC-Platinum
Global Fund

Cpu for May
2018 gtr

1.34

0.76

0.87

11.65

0.95

1.42

0.64

24.66

Full year Cpu

2017/18 2016/17°

3.63 11.43
2.09 4.78
2.56 6.24
1522 5548
2.66 3.30
- 4.83
1.42 1.97
0.64 3.81
2466 1041

Full year cash distribution for FY2018 commentary

Significantly lower than FY2017 because of:

e |lower non-assessable capital gains — please refer
to page 4 for information on ‘Distributions of non-
assessable capital gains’, and

e reduced income from Australian shares — please
refer to page 5 for factors that affected ‘Australian
shares’.

Significantly lower than FY2017. Investors in this Fund
may recall we revised the taxation components for
FY2017. Compared to the more ‘normal’ distribution in
FY2016 of 9.94cpu, the Fund’s distribution for FY2018
increased due to higher realised capital gains as a result of
solid returns from the Australian share market in recent
years.

More information is being sent to investors in June.

Lower than FY2017 because of lower non-assessable
capital gains. Please refer to page 4 for information on
‘Distributions of non-assessable capital gains’.

A zero distribution this year which is significantly lower
than FY2017. The sharp decrease is due to lower non-
assessable capital gains. Please refer to page 4 for
information on ‘Distributions of non-assessable capital
gains’.

Significantly lower than FY2017 because of lower non-
assessable capital gains. Please refer to page 4 for
information on ‘Distributions of non-assessable capital
gains’.

Significantly lower than FY2017 because of lower non-
assessable capital gains. Please refer to page 4 for
information on ‘Distributions of non-assessable capital
gains’.

Significantly higher than FY2017 due to an increase in
capital gains.

The above amounts are historical cash distributions and are not indicative of future distributions.
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Key factors affecting cash distributions in FY2018

The MLC Horizon portfolios are a range of multi-asset class funds tailored to meet the needs of investors with
different return expectations, time frames and tolerances for volatility. The income distributions for these funds are
largely based on the income from the underlying asset classes. The allocations to the asset classes are different for
each of the MLC Horizon portfolios.

MLC'’s share funds (except for MLC IncomeBuilder), and the MLC Horizon portfolios with high allocations to shares,
are designed to provide capital growth. Although many of these growth-focussed funds make frequent distributions,
their main objective is to increase the value of their assets for investors, rather than to deliver a regular income
stream.

Here are the key factors affecting distributions in FY2018.

Distributions of non-assessable capital gains

When we sell securities in our funds (such as shares and property securities), we ‘realise’ a capital gain or loss. The
capital gain (or loss) is the difference between the price we sell the security for and the cost of the security, and any
costs associated with buying or selling the security.

Capital gains made from the sale of securities that have been held for more than a year are entitled to a 50% capital
gain discount which reduces the amount of the fund’s taxable capital gains. The non-assessable part of the ‘discount
on the capital gain is included in the fund’s distribution and has previously been referred to as a concessional capital
gain because it has concessional tax treatment for investors.

In recent years many of our funds have distributed high levels of non-assessable capital gains. In some funds, all the
capital gains we've distributed have been non-assessable capital gains. They’ve been a large part of the distributions
because funds with capital losses have been able to pass through to investors the non-assessable capital gains
distributed from underlying funds; preserving the concessional tax treatment of the gains.

The tax rules have changed from FY2018 so that the non-assessable capital gains a fund distributes, which exceed
the 50% capital gain discount, will no longer retain concessional tax treatment for investors. We're therefore
accumulating excess non-assessable capital gains in our funds instead of distributing. These amounts will be
reflected in a fund’s unit price. As a result many of our funds’ distributions are lower in FY2018 and future years.

The funds most impacted by these changes are shown in Table 2. We've compared this year’s cpu distribution to the
cpu for FY2017 after removing the non-assessable capital gains that would have exceeded 50% of the funds’ realised
capital gains. After removing the excess non-assessable capital gains the distributions in FY2017 were much lower
but are also more ‘normal’ and therefore comparable to this year’s distributions, as explained in Table 1.

Our approach is in line with industry practice.

Table 2 — Cash distributions for funds most impacted by lower levels of non-assessable capital gains

MLC MasterKey Unit Trust fund Cpu distribution for Cpu distribution for Cpu distribution for
FY2018 FY2017 after removing FY2017
the ‘excess non-
assessable capital

gains’

MLC Horizon 2 - Income Portfolio 1.08 1.72 2.35
MLC Horizon 3 - Conservative 4.70 1.19 2.33
Growth Portfolio

MLC Horizon 4 - Balanced Portfolio 1.41 1.36 3.76
MLC Horizon 5 - Growth Portfolio 1.15 1.04 3.55
MLC Horizon 6 - Share Portfolio 4.59 0.76 3.29
MLC Horizon 7 - Accelerated 0.22 0.17 3.64
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MLC MasterKey Unit Trust fund Cpu distribution for Cpu distribution for Cpu distribution for
FY2018 FY2017 after removing FY2017
the ‘excess non-
assessable capital

gains’

Growth Portfolio

MLC Australian Share Fund 3.63 3.55 11.43
MLC Australian Share Value Style 2.09 2.19 4.78
Fund

MLC Australian Share Growth Style 2.56 2.64 6.24
Fund

MLC Property Securities Fund 2.66 2.19 3.30
MLC Global Share Fund - - 4.83
MLC Global Share Value Style Fund 1.42 0.66 1.97
MLC Global Share Growth Style 0.64 - 3.81
Fund

The above amounts are historical cash distributions and are not indicative of future distributions.

Australian shares

Many Australian companies have trimmed their dividends. Resource companies have generally had good growth in
earnings but many industrial companies haven't eg the banks’ profits haven't been as strong as expected and Telstra
reduced its dividend significantly.

Fixed income

Income from fixed income investments produced lower levels of income this year than in FY2017 due to rising bond
yields. In the long run, higher bond yields and interest rates should result in higher distributions of interest income.
However, when the interest rates and yields are increasing the value of the fixed income securities generally
decreases, which flows through to lower returns and reduces the income distribution that year.

Additionally, the funds’ exposure to overseas fixed income investments is largely hedged to the AUD and the AUD
decreased in value this year. Currency movements therefore resulted in lower distributions of currency gains this year.

Carried forward capital losses

Capital losses significantly reduce the level of distributions. During the GFC of 2008-9 and the first few years
afterwards, markets were weak and volatile. Most funds suffered large capital losses when they sold investments.
Capital losses are kept in the fund and are carried forward until they can be offset against future capital gains.

The funds with carried forward capital losses at the end of FY2018 are:

- MLC Horizon 2 - Income Portfolio

- MLC Horizon 4 - Balanced Portfolio

- MLC Horizon 5 - Growth Portfolio

- MLC Horizon 7 - Accelerated Growth Portfolio
- MLC Australian Share Fund

- MLC Australian Share Value Style Fund

- MLC Australian Share Growth Style Fund

- MLC Property Securities Fund

- MLC Global Share Fund

- MLC Global Share Value Style Fund
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Next steps

As the cash distribution was on 31 May 2018, there are a few weeks before the end of the Australian taxation year on
30 June so you can assess the impact on your portfolio.

If you have questions, please speak to your financial or tax adviser.
The tax components will be available mid June 2018. This information will be available on mlc.com.au.
We also have frequently asked questions on income distributions available on mlc.com.au.

More information on the performance of each fund is available on the Fund Profile Tool on mic.com.au and is
updated monthly.
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Appendix 1: Financial year distribution history

Table 3 shows the cpu distributions paid for the May 2018 quarter along with the full financial year (1 June to 31 May)
distributions for the last eight years.

To illustrate the impact of the lower distributions of non-assessable capital gains (outlined on page 4) we've also
included FY2017 cpu with the excess non-assessable capital gains removed. After removing the excess non-
assessable capital gains the distributions are much lower but are also more ‘normal’ and provide a better comparison
to this year’s distributions, as outlined in Table 2.

Table 3 — Cash distribution history

May Cpu
2018 qtr distribution for
cpu FY2017 after
removing the

. 2017118 ‘excess non-
assessable 2016/17 | 2015/16| 2014/15| 2013/14| 2012/13| 2011/12| 2010/11
capital gains’

MLC Horizon 1 — 0.96 052 162 1.63 115 0.76 1.53 2.27 2.15 4.67
Bond Portfolio : : : (1.6%) (1L1%) (0.8%) (1.5%) (2.3%) (2.2%)  (4.9%)

Full year cpu (yield)®

MLC Horizon 2 — 0.58 1.08 172 2.35 3.29 2.36 1.77 2.98 2.86 4.65
Income Portfolio ’ ’ ’ (2.1%) (2.8%) (2.2%) (1.7%) (3.0%) (2.9%) (4.8%)

MLC Horizon 3 —
Conservative 4.49 4.70 1.19
Growth Portfolio

2.33 5.38 2.53 1.50 1.95 1.85 3.98
(23%)  (5.1%)  (2.6%) (1.6%)  (2.3%)  (2.2%)  (4.9%)

MLC Horizon 4 —

3.76 9.52 4.86 2.36 2.49 245 5.44
Balanced Lo 4, &2 Q7%)  (6.4%)  (35%) (L9%)  (23%) (22%)  (5.0%)
Portfolio

MLC Horizon 5 — 0.5 L1 Loa 3.55 9.33 410 2.04 1.75 242 5.06
Growth Portfolio : : : @9%)  (7.0%)  (3.4%) (L9%)  (L9%)  (25%)  (5.4%)
MLC Horizon 6 — 459 459 0.76 3.29 8.78 3.10 1.55 0.76 1.04 413

Share Portfolio (3.4%) (8.2%) (3.2%) (1.8%) (1.1%) (1.4%) (5.8%)
MLC Horizon 7 —
Accelerated 0.22 0.22 0.17
Growth Portfolio

3.64 10.60 2.62 1.28 0.13 0.19 3.77
(35%)  (9.0%)  (2.6%) (1.5%)  (0.2%)  (0.3%)  (5.4%)

MLC 7.29 12.46 s 17.19 16.54 23.25 13.80 19.48 8.34 7.88
IncomeBuilder : (6.9%)  (5.9%)  (8.6%) (5.6%)  (9.8%) (3.9%)  (3.6%)
MLC Australian 134 363 355 11.43 8.58 7.92 6.12 3.58 4.46 4.82
Share Fund : : : (6.6%)  (4.7%)  (45%) (3.8%) (2.7%)  (2.9%)  (3.2%)
MLC Australian

4.78 4.41 461 267 3.40 4.09 2.83
Eﬂﬁf VERRETE ] G ) ) (49%)  (42%)  (4.6%) (3.0%)  (A5%)  (45%)  (3.2%)

MLC Australian

6.24 4.37 4.82 254 1.59 1.76 2.95
g?y‘?; eF(j;‘(’thh e EEE 20 (G2%)  (35%)  (3.9%) (2.3%)  (1L8%) (L7%)  (3.0%)
MLC-Vanguard

. 5548 994 1323 1262 888 9.19 6.62
L B 1522 e (4.0%) (40%)  (54%) (56%)  (48%)  (4.3%)  (3.3%)
MLC Property 0.95 2.66 G 3.30 3.11 3.00 2.29 1.54 2.40 1.97
Securities Fund : (B4%)  (36%)  (42%) (32%) (27%)  (43%)  (3.7%)
MLC Global ) ) ] 483 2445 201 1.16 0.13 0.02 0.03
Share Fund (B0%) (13.1%) (13%) (0.9%) (0.1%) (0.02%) (0.03%)

® The distribution yield for a fund is the annual cpu divided by the unit price released the day after the final distribution for the previous financial year.
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W Full Cpu
2018 qtr year distribution for . 3
cpu (o] o]] FY2017 after Full year cpu (yield)
(yield)® removing the
o ‘excess non-
assessable 2016/17 2014/15| 2013/14| 2012/13| 2011/12| 2010/11
capital gains’
MLC Global
1.97 1.80 0.82 0.89 0.31 0.17 0.05
e B i gtz A7%)  (15%)  (0.8%) (L0%) (05%)  (0.2%)  (0%)
MLC Global
3.81 23.83 3.20 1.49
Share Growth 0.64 0.64 - - - -
Style Fund (3.0%) (15.9%) (2.7%)  (1.5%)
MLC-Platinum 10.41 10.41 20.73 30.52 ) ) ) )
Global Fund A6 AL (5.7%)  (9.5%) (15.3%)

The above amounts are historical cash distributions and are not indicative of future distributions.

Important information

MLC Investments Limited (ABN 30 002 641 661, AFSL 230705), a member of the National Australia Bank Limited (ABN 12 004 044 937, AFSL
230686) (NAB) group of companies (NAB Group), 105—-153 Miller Street, North Sydney 2060.

NAB does not guarantee or otherwise accept any liability in respect of any financial product referred to in this publication.

This information is directed to and prepared for Australian residents only.

This information may constitute general advice. It has been prepared without taking account of an investor’s objectives, financial situation or

needs and because of that an investor should, before acting on the advice, consider the appropriateness of the advice having regard to their
personal objectives, financial situation and needs.

You should obtain a Product Disclosure Statement (PDS) relating to the financial products mentioned in this communication issued by MLC
Investments Limited, and consider it before making any decision about whether to acquire or continue to hold these products. A copy of the PDS
is available upon request by phoning the MLC call centre on 132 652 or on our website at mic.com.au.

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes in the market.

Any projection or other forward looking statement (‘Projection’) in this communication is provided for information purposes only. No
representation is made as to the accuracy or reasonableness of any such Projection or that it will be met. Actual events may vary materially.
Any opinions expressed in this communication constitute our judgement at the time of issue and are subject to change. We believe that the
information contained in this communication is correct and that any estimates, opinions, conclusions or recommendations are reasonably held
or made at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change without notice) or other
information contained in this communication.

Any general tax information provided in this publication is intended as a guide only and is based on our general understanding of taxation laws.
It is not intended to be a substitute for specialised taxation advice or an assessment of your liabilities, obligations or claim entitlements that
arise, or could arise, under taxation law, and we recommend you consult with a registered tax agent.

MLC Investments Limited may use the services of NAB Group companies where it makes good business sense to do so and will benefit
customers. Amounts paid for these services are always negotiated on an arm’s length basis.

working with Jknab
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