EDISON

The Merchants Trust
Celebrating its 130th birthday with higher dividend

The Merchants Trust (MRCH) is managed by Simon Gergel at Allianz Global
Investors (AllianzGl). He highlights the trust’s growing income stream,
long-term capital growth and above-average dividend yield. The manager
notes that in FY19, MRCH’s dividend growth of 4.8% was meaningfully
higher than the rate of UK inflation, and a step up in dividend growth
following the debt refinancing in January 2018. He explains that revenue
growth in FY19 was even stronger, allowing an addition to reserves, which
can be used to smooth dividend payments in years when revenue growth
is lower. Gergel says that MRCH’s portfolio continues to generate a healthy
level of income, with most investee companies increasing their dividends,
including Legal & General, St James’s Place and the tobacco companies.

MRCH consistently offers an above-market dividend yield
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The market opportunity

Brexit uncertainty has put pressure on UK equities, and companies with domestic
operations have seen particular share price weakness. In aggregate, UK stocks are
trading on a forward P/E multiple of 12.6x, a 15.1% discount to world equities,
which is considerably wider than the 5.0% average discount over the last five
years, perhaps providing an opportunity for investors seeking UK equity exposure.

Why consider investing in The Merchants Trust?

High and growing dividend yield; annual distributions have increased for 37
consecutive years (+4.8% in FY19 and current dividend yield of 5.3%).
Disciplined investment approach to finding undervalued UK equities.
Long-term record of outperformance versus the UK stock market.

Lower interest costs following debt refinancing in early 2018.

Low management fee and experienced independent board.

Discount has narrowed

MRCH'’s discount has narrowed in recent months, meaning its shares are now
trading close to NAV. The current 0.2% discount to cum-income NAV (with debt at
market value) compares to the range of a 3.9% premium to a 6.8% discount over
the last 12 months. Over the last one, three, five and 10 years, the trust has traded
at average discounts in a range of 2.2% to 4.6%.
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Exhibit 1: Trust at a glance

Investment objective and fund background

Recent developments

The Merchants Trust's investment objective is to provide an above-average level
of income and income growth, together with long-term growth of capital, through
investing mainly in higher-yielding large-cap UK companies. With effect from

1 February 2017, the benchmark is the FTSE All-Share Index.

m 29 March 2019: Appointment of Colin Clark as non-executive director,
effective 30 June 2019.

= 29 March 2019: Annual report to 31 January 2019. NAV TR -5.2% versus
benchmark TR -3.8%. Share price TR +1.7%. Final interim dividend of 6.6p
declared (+4.8% year-on-year).

= 22 January 2019: Third interim dividend of 6.5p declared (+4.8% year-on-
year).

Forthcoming Capital structure Fund details

AGM May 2019 Ongoing charges 0.59% Group Allianz Global Investors
Interim results September 2019 Net gearing 19.1% Manager  Simon Gergel

Year end 31 January Annual mgmt fee 0.35% Address 199 Bishopsgate, London,
Dividend paid Quarterly Performance fee None EC2M 3TY, UK

Launch date February 1889 Trust life Indefinite Phone +44 (0)800 389 4696
Continuation vote None Loan facilities See page 7 Website www.merchantstrust.co.uk

Dividend policy and history (financial years)

Share buyback policy and history (financial years)

Dividends are paid quarterly in August, November, February and May. The
annual dividend has increased for 37 consecutive years.

Renewed annually, the trust has authority to purchase up to 14.99% and allot up
to 5% of issued share capital.
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Shareholder base (as at 31 March 2019) Portfolio exposure by sector (ex-cash as at 31 March 2019)
= Hargreaves Lansdown (14.8%) = Financials (29.8%)
u Alliance Trust Savings (14.0%) = Industrials (18.9%)
Consumer goods (12.1%)

Interactive Investor (4.0%)

= Charles Stanley (4.0%)

Halifax Share Dealing (3.7%)

AJ Bell (3.1%)

)
Nd

= Consumer services (9.7%)
Oil & gas (9.1%)
Utilities (7.1%)

Healthcare (5.9%)

Redmayne Bentley (3.0%) Basic materials (5.5%)

Other (53.4%) Telecommunications (2.0%)
Top 10 holdings (as at 30 April 2019)

Portfolio weight %

Company Sector 30 April 2019 30 April 2018*
Royal Dutch Shell 'B' Shares Qil & gas producers 5.9 75
GlaxoSmithKline Pharma & biotech 5.3 6.4
HSBC Banks 41 43
Imperial Brands Tobacco 35 N/A
British American Tobacco Tobacco 35 N/A
BAE Systems Aerospace & defence 34 3.0
Legal & General Life insurance 3.2 3.2
Standard Life Aberdeen Financial services 29 3.0
St James's Place Financial services 29 N/A
BHP Group Mining 2.6 36
Top 10 (% of holdings) 37.3 43.2

Source: The Merchants Trust, Edison Investment Research, Bloomberg, Morningstar. Note: *N/A where not in end-April 2018 top 10.
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Market outlook: Valuation opportunity

In recent years, UK equities have underperformed the world indices, which have been led by a
particularly strong performance from the dominant US stock market. Overseas investors tend to
consider the UK market as being dominated by a small number of low-growth companies, which
along with Brexit uncertainties has led to significant outflows from UK equities. However, what
investors may not appreciate is that around two-thirds of UK-listed companies’ sales and profits are
generated overseas, which is a legacy from the country’s history as a trading nation.

Due to UK stocks being particularly out of favour, their valuations are looking relatively attractive.
Looking at Datastream indices, the UK is currently trading on a forward P/E multiple of 12.6x, a
15.1% discount to the world index, which is significantly wider than the five-year 5.0% average
discount. In addition, more than 30% of FTSE 350 companies offer a dividend yield of 5% or more.
For investors willing to take a longer-term view, beyond the uncertainty created by Brexit, current
UK equity valuations may provide a compelling opportunity.

Exhibit 2: Valuation of UK equities

Valuation versus global market Valuation metrics (as at 7 May 2019)
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Fund profile: Attractively valued UK equities

MRCH is one of the oldest investment trusts listed on the London Stock Exchange, and this year
marks its 130th anniversary. Events in the year of the trust’s launch in 1889 include the opening of
the Eiffel Tower, the launch of the children’s charity NSPCC and the first publication of the Wall
Street Journal. MRCH aims to provide an above-average level of income and income growth, and
long-term capital growth from a relatively concentrated portfolio of ¢ 40—60 UK equities. Simon
Gergel, chief investment officer for UK equities at AllianzGl, has 31 years of investment experience
and has managed the trust since 2006. He works closely with two of AllianzGl’'s UK equity
specialists, Matthew Tillett (12 years’ experience) and Richard Knight (five years’ experience). The
manager employs a contrarian investment approach, seeking undervalued equities, and primarily
invests in high-yielding, well-established UK companies that can be held for the long term.

Since end-January 2017, MRCH has been benchmarked against the broader FTSE All-Share Index
rather than the large-cap FTSE 100 Index. To mitigate risk, the trust must be invested in at least five
of the 10 market sectors (each sector limited to 35%), and a single investment may not exceed 15%
of assets. Gearing in a range of 10-25% of NAV, at the time of drawdown, is permitted; at end-
March 2019, net gearing was 19.1%. MRCH offers an above-market dividend yield of 5.3% and its
annual distribution has increased for the last 37 financial years, with reserves being used to
supplement income when required.
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The fund manager: Simon Gergel

The manager’s view: Polarisation providing opportunities

Commenting on the macro backdrop in the UK, Gergel says it is still dominated by Brexit
uncertainty, although he believes the chance of a ‘no-deal’ exit is looking more remote. The
manager suggests that the lower expectation of a worst-case scenario means investors are more
optimistic about the outlook for the UK stock market, albeit that concerns remain at both the
corporate and consumer level. Companies are reluctant to make investment decisions, and Gergel
says ‘life is still getting a bit tougher’ for industrial companies, although the UK economy has
experienced a boost from inventory stocking. The manager is confident that when there is more
clarity regarding Brexit, pent-up demand should be an important driver for the UK economy.

Looking at global growth, Gergel believes that the trade relationship between the US and China is
looking more positive. Both parties would benefit from a resolution to the recent dispute, and China
is also stimulating its economy, although the outlook for European growth remains muted. Overall,
he says that the world economy is slowing, but the environment is ‘not terrible’, and has been
helped by the US Federal Reserve adopting a more dovish stance by putting interest hikes on hold.
The manager is keen to emphasise that the majority of profits generated by UK companies come
from overseas, so he is not overly concerned that the UK economy is ‘muddling along’, helped by
low levels of unemployment. Gergel suggests that since the global financial crisis, there has not
been too much to worry about in the global macro environment, as any moderations in economic
growth have so far not been significant, nor have they been sustained.

In terms of the structure of the UK stock market, the manager notes wide valuation dispersions
within, not just between, different sectors. He argues that this environment is providing interesting
investment opportunities for value investors who have a long-term view. Gergel notes the
underperformance of smaller-cap equities; as asset managers have experienced outflows, this has
put pressure on the share prices of widely owned smaller companies, which he says ‘has created
some real bargains’. (As an example, he has added to MRCH'’s holding in specialist geotechnical
contractor Keller following share price weakness.)

The manager points out that value stocks have underperformed growth names over the last 10
years, as the low level of interest rates as a result of quantitative easing has supported ‘bond
proxies’. He believes that over time, as interest rates normalise, value stocks should perform
relatively better. During recent years, when the US was raising interest rates, Gergel notes that
value stocks did not outperform; however, over the long term, they have generated higher total
returns than growth stocks.

Asset allocation

Investment process: Seeking undervalued UK equities

Gergel believes that stock markets are inefficient, and that thorough fundamental research can
uncover mispriced securities. He has a bias towards higher-yielding stocks, as evidence shows that
on average companies paying high dividend yields have delivered above-average total returns, not
just higher income streams. The manager always considers the total return potential of each
position in the portfolio; a high dividend yield in itself is an insufficient basis for investment, while a
holding is not automatically sold if a company’s dividend yield falls below that of the market. Gergel
is able to draw on the large resources of AllianzGl, which include a global team of equity and credit
analysts; an environmental, social and governance (ESG) team; and the proprietary Grassroots
market research platform.
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The buy discipline has three pillars, seeking to answer three questions about a company — how
good is its business (fundamentals), are its shares undervalued (valuation) and how supportive is
the environment (themes)?
Fundamentals — focusing on industry dynamics, a company’s competitive position, its financials
(including growth rates, cash flow and balance sheet strength) and its ESG track record.
Valuation — in absolute and relative terms (versus history, the sector and the market) along with
dividend yield.
Themes — analysis of the macroeconomic outlook, the business cycle and industry/secular
themes. The manager aims to avoid value traps (stocks that look cheap, but are structurally
challenged).

MRCH’s resulting portfolio typically contains 40—60 positions. Holdings may be sold if the target
price is met, there is a change in the investment case, or a superior investment opportunity has
been identified. Gergel highlights that each of the holdings can be categorised in one of four ways:
High yield (35.0% of the portfolio at end-FY19) — undervalued companies with a high dividend
yield. Expected return is from dividends and revaluation.
Cyclical growth (35.6%) — companies that can grow over a cycle, but may have economic or
market sensitivity. Expected return is from revaluation, compounding growth and dividends.
Defensive growth (20.9%) — firms that can grow over time with limited economic sensitivity.
Expected return is from dividends, compounding growth and potentially revaluation.
Special situations (8.5%) — companies undergoing a turnaround or restructuring. Expected
return is primarily via capital appreciation as their shares are revalued.

ESG is an increasingly important element of the research process; in FY19, Gergel and his team
engaged 44 times with 24 different companies (around half of the portfolio), covering a variety of
topics including environmental issues, remuneration, board structure, corporate strategy, and
mergers and acquisitions.

Current portfolio positioning

Gergel has continued to reduce MRCH'’s concentration in the top 10 holdings, which made up
37.3% of the portfolio at end-April 2019 compared with 43.2% a year earlier (seven names were
common to both periods — Exhibit 1). Over time, exposure to the top three holdings, Royal Dutch
Shell, GlaxoSmithKline and HSBC, has come down. While they are high-yielding stocks, and have
generally performed well, there has been a lack of dividend growth; sale proceeds have been
reinvested into companies with more attractive dividend growth prospects.

In terms of sector exposure (Exhibit 3), at 31 March 2019, compared with 12 months earlier, MRCH
has higher exposure to consumer goods (+6.8pp) and a lower consumer services weighting
(-6.0pp). The two largest active weights are industrials (+7.3pp) and oil & gas (-5.4pp).

Exhibit 3: Portfolio sector exposure vs benchmark (% unless stated)

Portfolio end-  Portfolio end- Change Index Active weight Trust weight/

March 2019 March 2018 (pp) weight  vsindex (pp) index weight (x)

Financials 28.8 31.3 (2.5) 258 3.1 1.1
Industrials 18.3 16.1 22 11.0 7.3 1.7
Consumer goods 1.7 49 6.8 14.7 (3.0 0.8
Consumer services 94 154 (6.0) 115 (2.1) 0.8
Oil & gas 8.8 1.9 (3.1) 14.2 (5.4) 0.6
Utilities 6.9 6.7 0.2 2.8 41 25
Healthcare 57 6.6 0.9) 8.3 (2.6) 0.7
Basic materials 53 5.0 0.3 8.1 (2.8) 0.7
Telecommunications 1.9 1.3 0.6 2.7 (0.8) 0.7
Technology 0.0 0.0 0.0 1.1 (1.1 0.0
Cash 3.2 0.8 24 0.0 32 N/A

100.0 100.0 100.0

Source: The Merchants Trust, FTSE Russell, Edison Investment Research
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Over the last year, the fund’s mid-cap exposure has fallen, while the weightings in the largest UK
companies, small caps and cash have increased (Exhibit 4).

Exhibit 4: Market capitalisation breakdown (% unless stated)

Index Portfolio end-March 2019 Portfolio end-March 2018 Change (pp)

FTSE 100 62.2 60.5 1.7

FTSE 250 27.2 336 (6.4)

FTSE Small Cap 6.7 44 2.3

FTSE Fledgling 0.7 0.7 0.0

Cash 32 0.8 24
100.0 100.0

Source: The Merchants Trust, Edison Investment Research

Gergel highlights two of MRCH’s most recent new holdings, British American Tobacco (BAT) and
PZ Cussons. The manager re-entered the tobacco space in Q218 with the purchase of Imperial
Brands, following significant share price weakness. He has since increased sector exposure with
the January 2019 purchase of BAT, which he believes has slightly better emerging market exposure
than Imperial. There has been a big change in investor sentiment towards the tobacco industry. Two
years ago, there was optimism about the companies’ cash flow generation and dividend growth.
This was followed by concerns about lower volumes, the impact of new disruptive products and
ESG issues. Gergel believes that given the sell-off in the group has been so severe (for example,
BAT’s dividend yield rose from 3.5% to 7.0%), the industry risks are priced in. The manager is
optimistic that there is potential for the tobacco companies to grow their profits due to higher
pricing, new smoke-free product introductions (both BAT and Imperial are very active in this regard)
and ‘premiumisation’ in emerging markets, as consumers trade up to higher-margin products.

PZ Cussons has a portfolio of strong consumer brands (including Carex, Imperial Leather,
Sanctuary Spa and St. Tropez), with operations in Africa, Asia and Europe, which also exports into
the US. The company has a significant presence in Nigeria, representing around a third of its total
sales; however, operations in this country are currently not profitable (historically around a third of
income). The Nigerian economy is under significant pressure following oil price weakness and a
government austerity programme, but Gergel notes the country’s very large and growing
population, offering growth potential over the longer term. He says that PZ Cussons’s shares are
pricing in no economic recovery in Nigeria, and following a multi-year hiatus in wage growth, if
minimum wages were to rise, it should have a meaningful positive effect on disposable incomes
and hence on the company’s operations in the country.

Recent complete disposals from MRCH's portfolio include: Diageo and Equiniti following re-ratings;
Lloyds Banking Group due to concerns about the slowing UK economy; and Marks and Spencer
(M&S), which announced its intention to focus more heavily on its food offering, including a joint
venture with Ocado that will require a £600m rights issue and a 40% cut in M&S’s dividend.

Performance: Outperformance over the long term

Exhibit 5: Five-year discrete performance data

12 months ending Share price NAV* Blended FTSE All-Share FTSE 100

(%) (%)  benchmark* (%) (%) (%)
30/04/15 05 6.6 6.4 75 6.4
30/04/16 (10.8) (9.7) (6.8) (5.7) (6.8)
30/04117 20.2 194 214 20.1 200
30/04/18 14.5 13.2 8.2 8.2 85
30/04/19 24 (1.1) 26 26 3.1

Source: Refinitiv. Note: All % on a total return basis in pounds sterling. *NAV with debt at market value.
**Blended benchmark is FTSE 100 Index until 31 January 2017 and FTSE All-Share Index thereafter.

In FY19 (ended 31 January 2019), MRCH saw NAV and share price total returns of -5.2% and
+1.7%, respectively, compared with the benchmark’s -3.8% total return. The largest contributor to
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performance (+1.8pp) over the period was not owning British American Tobacco (BAT), which
performed poorly, although the shares have recovered well (+ ¢ 15% year-to-date) since Gergel
bought a position in BAT in January 2019. Another strong contributor was GlaxoSmithKline (adding
0.8pp), which saw positive developments in each of its three divisions, (pharmaceuticals, consumer
health and vaccines); while Standard Life Aberdeen was the greatest detractor (-1.2pp), having
experienced poor investment performance and client outflows.

Exhibit 6: Investment trust performance to 30 April 2019

Price, NAV and benchmark total return performance, one-year rebased

Price, NAV and benchmark total return performance (%)
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Source: Refinitiv, Edison Investment Research. Note: NAV with debt at market value. Three, five and 10-year performance figures
annualised. Blended benchmark is FTSE 100 Index until 31 January 2017 and FTSE All-Share Index thereafter.

MRCH'’s relative performance is shown in Exhibit 7. Its NAV and share price total returns are above
those of the benchmark over 10 years. The trust’s share price has also outperformed over three
years, over which period MRCH'’s discount has narrowed; its shares now regularly trade close to
NAV. The trust suffered a meaningful period of underperformance immediately following the UK’s
European referendum, which has negatively affected MRCH’s three-year numbers (Exhibit 8); the
effects of gearing in a falling market in Q418 have also been detrimental.

Exhibit 7: Share price and NAV total return performance, relative to indices (%)

One month
Price relative to blended benchmark (0.5)
NAV relative to blended benchmark 2.0
Price relative to FTSE All-Share (0.5)
NAV relative to FTSE All-Share 2.0
Price relative to FTSE 100 0.2)
NAV relative to FTSE 100 24

Three months
(14)

1.1

(14)

1.1

(1.7)

0.9

Six months

0.2
0.2
0.2
0.2
0.2
0.1

One year

Three years

Source: Refinitiv, Edison Investment Research. Note: Data to end-April 2019. Geometric calculation.

46
(0.8)
57
0.3
49
(0.5)

Five years 10 years
(5.5) 20.1
(3.7 19.1
(6.6) 14.7
(4.8) 13.7
(5.2) 205
(3.3) 195

Exhibit 8: NAV total return performance relative to benchmark over three years
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Discount: Trust has been revalued

MRCH'’s valuation is shown in Exhibits 9 and 10. Over the last three years its discount has
narrowed; the trust’s shares currently trade at a 0.2% discount to cum-income NAV (with debt at
market value), and Gergel suggests this illustrates that the key features of the trust, such as its
generous dividend yield, are resonating with private investors. The current valuation compares to
the range of a 3.9% premium to a 6.8% discount over the last 12 months, and average discounts in
a range of 2.2% to 4.6% over the last one, three, five and 10 years.

As shown in Exhibit 1, following MRCH’s move to trading at a premium, there has been selective

share issuance. The board’s policy is to issue shares when they are trading at a premium to cum-
income NAV (with debt at market value), to meet natural demand in the market and to ensure that
existing shareholders are not diluted.

Exhibit 9: Three-year premium/discount to NAV (debt = Exhibit 10: Three-year cum-income premium/discount

at par or book value) to NAV (debt at fair or market value)
6 - 6 1
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Source: Refinitiv, Edison Investment Research
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Capital structure and fees

MRCH is a conventional investment trust with one class of share; there are currently 109.2m
ordinary shares in issue. The trust’s debt structure is shown in Exhibit 11. Following the repayment
of the trust’'s £34m, 11.125% debt in January 2018, via a £35m, 35-year private placement note at
2.96%, MRCH’s interest costs have fallen considerably, averaging 6.1% pa versus the prior 8.5%
pa, saving £2.8m each year, and supporting higher dividend payments. Interest payments are
charged 65:35 to the capital and revenue accounts, respectively. The manager says that the ability
to borrow at ¢ 3% and invest in UK equities, which are yielding ¢ 4% on average, and in some
cases much higher, represents a good proposition for shareholders.

Exhibit 11: MRCH’s debt profile (as at 31 January 2019)

Debt Average coupon (%) Maturity date Book value (Em)
Fintrust Debenture 9.250 May 2023 437
Secured bonds 5.875 December 2029 294
4% perpetual debenture 4.000 N/A 14
3.65% cumulative preference shares 3.650 N/A 12
New private placement 2.960 December 2052 34.7

110.4

Source: The Merchants Trust, Edison Investment Research

In FY19, the annual management fee paid to AllianzGl was maintained at 0.35% of gross assets
(minus current liabilities, short-term loans and any funds within the portfolio managed by AllianzGl).
It is charged 65:35 to the capital and revenue accounts respectively, reflecting the board’s expected
split of long-term capital and income returns. The ongoing charge in FY18 was 0.58%, which was
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1bp lower than 0.59% in the prior financial year, and, as shown in Exhibit 13, is competitive versus
its peers in the AIC UK Equity Income sector.

Dividend policy and record

MRCH aims to generate a high and growing level of income, and as shown on the front-page chart,
the trust offers a competitive dividend yield, consistently higher than the yield on the FTSE All-
Share Index.

Quarterly dividends are usually paid in August, November, February and May. The FY19 26.0p per
share (c 1.1x covered) total distribution was 4.8% higher than 24.8p paid in the prior financial year.
Annual dividends have increased for the last 37 years, compounding at an annual rate of 7.0%
(Exhibit 12), which is considerably greater than the 2.9% annual rate of UK inflation over the period.
At end-January 2019, revenue reserves of £28.3m were equivalent to ¢ 1x the FY19 dividend
payment, and are available to smooth dividend payments in years of lower income (last drawn on in
FY17). Based on its current share price, MRCH offers a 5.3% dividend yield.

Exhibit 12: Growth of MRCH’s dividend vs UK inflation

1400 -
0,
31200 1 7.0%
§ 1,000 1
£ 800
8
> 600 1
()
2 |
g 400 2.9% pa_
§ 200 -
o
T ¢ o & & ¥ & & & & ¥ & & & & T & &
F 8 & & 8 § 8 8 § 8 8 8 8 8 & & &S S o
~ ~— ~ ~ ~ ~ ~ ~ ~ N N N N N N N N N N
Dividend growth — CPl inflaion
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Peer group comparison
Exhibit 13: Selected peer group as at 8 May 2019*
% unless stated Market NAVTR NAVTR NAVTR NAVTR Discount Ongoing Perf. Net Dividend
cap £m 1year 3year 5Syear 10year (cum-fair) charge fee  gearing yield
Merchants Trust 530.6 (5.2) 31.8 235 180.8 0.2) 0.6 No 19 5.3
BMO Capital & Income 326.8 (0.2) 40.6 479 176.5 0.9) 0.6 No 102 35
City of London 1,555.6 0.7 26.0 335 198.8 1.9 04 No 109 45
Diverse Income Trust 358.5 (5.5) 16.1 35.3 (1.9) 1.1 No 100 37
Dunedin Income Growth 388.3 46 372 26.1 1744 (8.5) 0.6 No 106 48
Edinburgh Investment Trust 1,219.8 4.7) 1.3 30.3 207.9 8.7) 0.6 No 108 45
Finsbury Growth & Income 1,682.7 13.7 57.6 90.9 417.6 0.7 0.7 No 100 1.7
JPMorgan Claverhouse 397.0 (3.1 329 343 179.7 (3.4) 0.7 No 115 4.0
Lowland 364.8 8.7) 241 22.3 285.0 (7.0) 0.6 Yes 112 41
Murray Income Trust 5421 5.6 38.7 31.0 188.1 (5.4) 0.7 No 102 4.1
Perpetual Income & Growth 780.4 (5.1) 6.8 16.4 187.6 (11.7) 0.7 No 115 45
Temple Bar 881.4 19 33.1 30.3 210.1 (3.1) 05 No 107 33
Selected group average (12 funds) 752.3 (0.5) 29.7 35.2 218.8 (4.0) 0.6 108 4.0
MRCH rank (12 funds) 7 10 7 10 8 3 7 1 1
Whole sector average (24 funds) 430.2 (1.9) 25.0 31.6 215.0 (3.5) 1.2 110 4.8
MRCH rank (24 funds) 7 19 8 18 15 6 18 3 4

Source: Morningstar, Edison Investment Research. Note: *Performance to 7 May 2019. NAV with debt at par. TR = total return. Net
gearing is total assets less cash and equivalents as a percentage of net assets.
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MRCH is a member of the AIC UK Equity Income sector, which is a relatively large group of 24
funds. In Exhibit 13, we show the 12 largest (with market caps above £300m). MRCH’s NAV total
return, with debt at par value, is above the selected peer group average over three years, ranking
seventh, while lagging over the other periods shown. Comparing the trust with the whole sector of
24 funds, MRCH's total return is above average over three years, ranking eighth, while lagging over
one, five and 10 years. Its discount is narrower than average and its ongoing charge is in line with
the selected peer group average, and considerably lower than the average of the whole sector.
MRCH'’s gearing is higher than average, ranking first out of the larger 12 funds and third out of the
whole sector. The trust has a competitive yield, ranking first out of 12 funds (1.3pp above the mean)
and fourth out of 24 funds (0.5pp above the mean).

The board

There are five directors on MRCH'’s board, all of whom are non-executive and independent of the
manager. The current chairman is Simon Fraser, who was appointed as a director in August 2009,
and assumed his current role in May 2010 (he will retire from the board on 1 September 2019). The
other four directors and their dates of appointment are: Sybella Stanley (senior independent
director, November 2014); Timon Drakesmith (chairman of the audit committee, November 2016);
Paul Yates (March 2011); and Mary Ann Sieghart (November 2014).

On 29 March 2019, the board announced the appointment of Colin Clark as a non-executive
director (effective 30 June 2019); he will become chairman following Fraser’s retirement. Clark is
currently chairman of the boards of AXA Investment Managers UK and AXA Investment Managers
GS, a non-executive director of AXA IM S.A.’s global board, and a non-executive director of
Rathbone Brothers. He has 35 years’ experience in asset and wealth management, including roles
at Standard Life Investments and Mercury Asset Management. The board prides itself on its
diversity in terms of gender, and wide-ranging experience in both investment and corporate
commercial environments.
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This report has been commissioned by The Merchants Trust and prepared and issued by Edison, in consideration of a fee payable by The Merchants Trust. Edison Investment Research standard fees are £49,500 pa for
the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision
of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the Edison analyst at the time of publication. Forward-looking information or statements
in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which
may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

in securities ioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). Al rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “FTSE®" is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Repre sentative (1252501) of Myonlineadvisers Pty Ltd who holds an Australian Financial
Services Licence (Number: 427484). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

Neither this document and associated email (together, the "Communication”) constitutes or form part of any offer for sale or subscription of, or solicitation of any offer to buy or subscribe for, any securities, nor shall it or any
part of it form the basis of, or be relied on in connection with, any contract or commitment whatsoever. Any decision to purchase shares in the Company in the proposed placing should be made solely on the basis of the
information to be contained in the admission document to be published in connection therewith.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document (nor will
such persons be able to purchase shares in the placing).

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a) (11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is
a bona fide publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison
does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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