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Dear Investors,

This letter provides a brief overview of the 2026 financial year
and explores some of the core tenets of the Fund’s investment
philosophy. A more detailed commentary, including individual
stock and attribution analysis, can be found in our June 2026
Quarterly Commentary.

FY26 was a difficult year for the Fund, predominantly due to the
strong performance of the small cap resources sector. The Fund
returned -6.0% (net of fees) over FY26 compared to the S&P/ASX
Small Ordinaries Accumulation Index return of 8.1%. Resource
companies accounted for all of the positive performance of the Small
Ordinaries Index, with the S&P/ASX Small Resources Index increasing
31% over the year.

The decision to not own resources is a reflection of the Fund’s
investment philosophy; we seek to identify quality companies with
advantaged competitive positions that can grow at attractive rates
on incremental capital deployed, and then only purchase those
businesses at a steep discount to our assessment of intrinsic value.
We believe owning a selection of these quality businesses is the key
to long-term compounding in equity markets. These structurally
advantaged businesses do exist in the resources sector. BHP has

a stellar long-term track record of generating attractive returns

on invested capital through the cycle; however, they are far less
common in small caps. Commodities are a game of cost advantage,
and cost advantage is most commonly a function of scale, which
means that by their very nature small resource companies are
unlikely to possess structurally advantaged positions. This notion is
supported by index-level fundamentals: over the past 25 years the
Small Resources Index constituents have generated an average return
on equity of just 6%, materially lower than their large cap equivalent,
the ASX 100 Resources Index, whose constituents have averaged

a return on equity of 18%. Unsurprisingly, this has resulted in poor
returns for investors over the long term, with the Small Resources
Index delivering just 6.6% p.a. to investors over 35 years. While index
constituents can change over time, the economic forces that govern
returns for high-cost miners do not, and as such we would expect the
Small Resources Index to continue generating poor through-the-cycle
performance. Given these fundamentals, we are comfortable with
our underweight position in small cap resources.

The lack of resources exposure does not entirely explain our
performance during the year. We also made some mistakes. On the
negative side of the ledger, our weakest performers during the year
were Gentrack and EBOS; we discuss both in our attribution analysis
attached to the June 2026 Quarterly Commentary. For now, we have
held onto our EBOS position; however, we have substantially cut our
Gentrack holding following concerns over operational performance.

While we often extol the virtues of buying great businesses and
holding them for the long term, if the facts change, we change our
mind.

On the positive side of the ledger, among the Fund’s strongest
contributors in FY26 were Joyce Corporation, Dicker Data, Data#3
and Mader Group. We have owned all bar one of these positions

in the Fund since inception. The operational performance of Joyce
Corporation during the year was particularly strong, posting stellar
results in their key division, KWB. KWB has a fantastic long-term track
record, having grown EBIT at a 24% compound annual growth rate
over the past decade while averaging a return on invested capital
greater than 100%. It is a business that many institutional investors
would love to own, but given its small size, few can. That’s one of the
advantages of running a nascent fund. Our relatively small capital
base affords us a wide opportunity set.

Each year we aim to enhance the portfolio by selectively adding
high-quality compounders at attractive valuations. As we discussed
in our last annual letter, this is an inherently difficult task: the market
is usually very efficient at identifying these businesses and pricing
them accordingly. Nevertheless, in FY26 we did make some progress
in a few names. Most notably, we added a new position in Guzmany
Gomez or GYG. GYG embodies all of the characteristics we look for in
a business — best-in-class unit economics, a beloved brand, founder-
led management team with a long-term mindset, a strong balance
sheet, and decades of runway to deploy capital within the business’s
core market of Australia. We took advantage of the negative
sentiment surrounding the company’s US expansion to purchase a
position in the business at a price we deemed very attractive. We
look forward to FY27 presenting further opportunities to add great
businesses like GYG to the Fund.

Looking to the future, we remain confident about the Fund’s
prospects. We own a concentrated portfolio of competitively
advantaged businesses with long runways to deploy capital — many of
which we believe are materially undervalued. The small cap universe
is rich with mispriced securities, and we have an established process
of identifying those opportunities. | have a substantial personal
investment in the Fund, and my commitment to preserving and
growing your wealth alongside my own remains steadfast.

Thank you for your continued support.
Regards,

Will Granger
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Important Information: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited (ABN 31 120 593 946, AFS Licence No. 304 301)
trading as Airlie Funds Management (‘Airlie’). This material has been prepared for general information purposes only and must not be construed as investment advice
or as an investment recommendation. This material does not take into account your investment objectives, financial situation or particular needs. This material does
not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or invitation to purchase, sell or
subscribe for interests in any type of investment product or service. You should obtain and consider the relevant Product Disclosure Statement (‘PDS’) and Target Market
Determination (“TMD’) and consider obtaining professional investment advice tailored to your specific circumstances before making a decision about whether to acquire,
or to continue to hold, the relevant financial product. A copy of the relevant PDS and TMD relating to an Airlie financial product may be obtained by calling +61 2 9235
4760 or by visiting airliefundsmanagement.com.au. Past performance is not necessarily indicative of future results and no person guarantees the future performance
of any fund, the amount or timing of any return from it, that asset allocations will be met, that it will be able to implement its investment strategy or that its investment
objectives will be achieved. No representation or warranty is made with respect to the accuracy or completeness of any of the information contained in this material.
Airlie will not be responsible or liable for any losses arising from your use or reliance upon any part of the information contained in this material. Further information
regarding any benchmark referred to herein can be found at airliefundsmanagement.com.au/benchmark-information. Any third-party trademarks contained herein are
used for information purposes only and are the property of their respective owners. Airlie claims no ownership in, nor any affiliation with, such trademarks. This material
and the information contained within it may not be reproduced, or disclosed, in whole or in part, without the prior written consent of Airlie.
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