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A Tale of Three Telcos

d HARDMANECO,

Executive summary

>

For investors, the UK telecoms sector has presented immense challenges.
Having boomed in the 1990s, mainly on the back of mobile telephony growth
rates, telecom shares subsequently fell back sharply, as major debt concerns
predominated. With Cable & Wireless (C & W) having exited, the UK sector now
consists of little more than British Telecom (BT), privatised in 1984, and
Vodafone, which was founded in the early 1980s.

In 2000, the sector was riding high, with not just BT and Vodafone at its
forefront, but also C & W - the child of empire - which was effectively dissolved
almost a decade later. Record valuations at the turn of the century were
achieved not least by Vodafone, which had been powered by phenomenal
growth throughout the 1990s.

The end of the C & W era, which had lasted for ca.150 years, was driven by the
controversial decision in 2000 to sell its 54% stake in Hong Kong Telecom
(HKT), which had accounted for around a third of its operating profits (after
stripping out minorities), in 1998. Thereafter, on the back of some dreadful
acquisitions, C & W went downhill quite quickly.

BT, the poster-boy of privatisation, continues to struggle. Its share price is
currently just 19% above its 130p fully paid launch price in 1984, while its
underlying EBITDA, once adjustments are made for the £12.5bn EE mobile
telephony deal in 2016, has remained seemingly becalmed, at ca.£ébn p.a.
Moreover, there was an emergency £5.9bn rights issue in 2001, while the
current net debt figure of £18bn raises fears that another such issue may be on
the cards.

Vodafone was founded in the early 1980s. By 2000, it had become the fourth
most valuable company in global history, fuelled by its growth throughout the
1990s - the decade of the massive £112bn Mannesmann acquisition. In recent
years, Vodafone's strategy has been to rein in some of its overseas businesses,
to focus more on cable deals, to grow its EBITDA and to cut its net debt,
currently £38.4bn.

In recent decades, other UK telcos have come to the stock market - and then
have gone; they include Atlantic Telecom, COLT, Energis, lonica, Kingston
Communications (now KCOM), Telewest and Thus. Most of these stocks were
one-time FTSE-100 members. Currently, there are no obvious pure telecoms
companies set to take their places in the FTSE-100.

Within the EU, many telecoms companies are also suffering, with only Deutsche
Telekom, capitalised at €76bn, being an exception, despite a flat share price
since 2002. Orange now dominates France Telecom and its growth prospects,
while the formerly highly rated Telefonica has been adversely affected by
declining earnings. Telecom Italia has suffered many reverses, both
commercially and at the corporate level, including dissenting shareholders.

The new telecoms environment is adjusting to the dominance of Apple’s
iPhones, with its many apps, and other similar devices. In the telecoms sector,
investors need to move smartly. An investment in Nokia in mid-1996 and a well-
timed switch into Apple in December 2007, for example, would have yielded
returns of ca.300x over a 25-year period. The gain on Nokia shares in the 11
years would have been almost 16x and, over the past 14 years, during which
time Nokia’s shares have fallen by 87%, Apple’s shares have risen by 19x.
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Privatisation took off in 1980s

Sale of BT in 1984 was pivotal

Three differing fates

CABLE & WIRELESS

The child of empire

Mercury lined up to compete with BT

Hong Kong Telecom drove C & W's

numbers

Background

The privatisation policy of the 1980s began shortly after the election of the
Conservative Government in 1979. One of the earlier disposals was the sale of the
government'’s residual stake in C & W.

However, it was the far more high-profile majority stake sale of BT in 1984 that
really attracted attention, since it was slanted specifically towards private investors.
As such, it was the first major sale of the privatisation era - which stretched broadly
from the early 1980s to the mid-1990s.

Undoubtedly, this initiative attracted serious competition - but in an unexpected
way. While Mercury Communications, a C & W subsidiary, had been lined up to take
on BT, the real threat only became evident some years later. While BT had its own
mobile telephony business — Cellnet, later to become O2 - the advance of Vodafone
in its successful quest to become the world's number one mobile phone company
cost BT dear.

In the intervening decades, BT has faced a raft of challenges, many of which - even
today - remain unresolved, while Vodafone's pedestal, like its share price, has
undoubtably slipped in recent years. Plus, C & W has been dismantled at a fraction
of its former value.

Cable and Wireless - a tale of woe

C & W was established via various companies involved in laying the transatlantic
cable in the 1860s, using the famous Great Eastern steam ship, designed by the
legendary engineer, I.K. Brunel. Subsequently, C & W established itself throughout
much of the fifth of the world’s land mass that comprised the British Empire,
including Hong Kong, whose core telecoms business sustained the group until its
sale in 2000.

Having sold off its residual C & W stake in the early 1980s, C & W’s Mercury
business was restructured, with the aim of it becoming a credible competitive force
to BT - a role that was eventually assumed by Vodafone and other mobile players.

Prior to the HKT sale to PCCW, C & W's operating profits summary for 1997/98,
which is reproduced below, highlighted its financial dependence on HKT, although
the 46% minorities stake (not deducted below) materially reduces this exposure.

Cable and Wireless - operating profit, 1997/98

Year-end March £m % of op. profit
Hong Kong 1,052 64%
Other Asia 14 1%
United Kingdom 238 14%
Other Europe -15 -1%
Caribbean 278 17%
North America 48 3%
Rest of the world 36 2%
Total 1,651 100%

Source: Hardman & Co Research
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Vindicated by subsequent political

events?

Dire acquisitions record destroyed value

C & W's messy fate

BT

BT had to face the Vodafone upstart

BT's gold-plated inheritance...

...but a raft of challenges

While the sale of HKT may have looked like the beginning of the end for C & W, the
reality was that the political environment in Hong Kong, following the UK’s exit
agreement with mainland China, meant that any long-term investment - as
subsequent events have proved - was laden with risk.

The real problem for C & W thereafter was its dreadful acquisitions record of buying
mainly US-based technology businesses; a considerable part of the HKT proceeds
was invested in these failing businesses, which included Digital Island and Exodus.

It became clear, subsequently, that C & W's days as a thriving global telecoms
business, valued at ca.£38bn in 2000 and just ca.£4bn nine years later, were drawing
to a close. Eventually, the company was split up, with C & W Worldwide being
acquired by Vodafone for ca.£1bn in 2012, while the Caribbean-based C & W
Communications was eventually bought for ca.$7.4bn by Liberty Capital in 2016. A
sad end to a company with a long, proud and distinguished history.

Like Deutsche Telekom, France Telecom, Telefénica and Telecom ltalia, BT was
privatised - the first in the queue in 1984 - as the effective monopoly owner of the
national telecoms network. The one salient difference was that BT had to face
competition in its expanding mobile market from sector upstart, Vodafone. By
contrast, the four leading EU telecoms companies had all established their own very
strong mobile brands before any competitor was able to mount a serious challenge.

As such, for much of its 37 years as a quoted telecoms company, BT has faced
challenge after challenge - and, often, has not responded well. After all, it inherited
most of the UK telecoms network at privatisation in 1984 - its absence from Hull
and the presence of privately owned networks being notable exceptions.

The most serious of the challenges faced by BT have included:

» Mobile telephony: The seemingly inexorable rise of Vodafone - effectively
from a standing start in the early 1980s - in the rapidly expanding mobile
telecoms market inflicted real damage on BT's growth prospects, something
that Deutsche Telekom, for example, did not face in Germany.

» The emergence of Apple’s iPhones: The massive demand for these and related
products has dramatically changed the nature of the communications market
and seriously impaired BT’s growth prospects.

» Lack of EBITDA growth: For around a generation, BT's adjusted EBITDA has
been seemingly becalmed at ca.£é6bn p.a., once allowance is made for the
additional debt taken on to finance the EE deal.

» Cashflow deficits: BT has faced various cashflow issues, not least in 2001, when
it had to launch a record-breaking £5.9bn rights issue; even today, with net debt
of £18bn - more than its current market capitalisation - and a formidable
broadband investment programme to finance, this issue has resurfaced.

» Regulation by Ofcom: Having been allocated an RPI-3 pricing formula (for most
of its core services) at flotation, regulatory involvement in BT's affairs has become
more invasive; the current - as yet, not fully agreed - rate of return debate for its
planned nationwide fibre-optic broadband ramp-up is a case in point.
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Lamentable return

Dreadful share price performance over

past five years

Pension deficits: The perennial theme of BT's burgeoning pension deficit deters
potential shareholders. Despite periodic cash injections from BT, the pension
deficit issue seldom seems to go away.

A bloated cost base: At flotation, BT had a high cost base; despite various cost-
cutting initiatives, this issue persists and regularly offsets any revenue growth
benefits.

Global division shortcomings: BT has sought to expand overseas, with few
obvious benefits and many shortcomings; its global division has undertaken
various writedowns, including the £530m losses sustained by BT Italia in 2017.

Demand for broadband investment: Politicians - perhaps unsurprisingly - are
virtually unanimous that a speedy rollout nationwide of fibre-optic cable to
modernise the UK's broadband network is urgently required. BT has invested
heavily in this area but, to complete, it will require very substantial financial
resources in coming years.

Poor acquisitions: BT’s acquisition record is a poor one, so much so that
investors generally expect BT to focus almost exclusively on the UK - deals,
such as buying Germany’s Viag Interkom, for example, benefited neither BT’s
finances nor its shareholders.

Even before adjusting for the £5.9bn emergency rights in 2001, BT’s share price
today, at 155p, is little above the 130p fully paid issue price in 1984 - a lamentable
return for long-term equity investors.

While BT has paid decent dividends until quite recently, the overall verdict is that
investing in BT will not have been very profitable, unless such investment was made
during the boom period between 1997 and 1999, when its shares soared. There
were also mini share price rallies for BT in 2007 and 2015.

Since their peak in 2000, BT shares have lost ca.85% of their value, as the share
price graph below shows.

BT - share price performance, March 1985 to April 2021

Daily [.FTSE List 23 of 102] BT.L 07/03/1985 - 23/04/2021 (LON)

Line, BT.L, Trade Price(Last), 23/04/2021, 154.1500, -0.2500, (-0.16%) Price
GBp
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Source: Refinitiv
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KPIs going in wrong direction

The recent weakness in BT's share price is broadly explained by its five-year record
since 2015/16, which shows that all the key financial variables have been going in
the wrong direction - most notably, dividend per share, which has been cut sharply,
due partly to COVID-19.

BT - financial summary over past five years

Year-end Mar (£bn)

2015/16 2016/17 2018/19 2018/19 2019/20

Revenues (ad].)
Operating costs (ad].)
Operating profit (adj.)
Profit before tax (adj].)
EPS (p per share, adj.)
DPS (p per share, adj.)

18.9 24.1 23.7 23.5 22.8
151 19.9 19.8 19.6 19.2
3.8 4.1 4.0 3.8 3.6
3.4 3.5 3.4 3.2 2.9
31.8 28.9 27.9 26.3 23.5
14.0 154 15.4 15.4 4.62

The broadband rollout programme

A long haul to recovery

o vodafone

Bred in the Racal stable in 1982

To Germany and to Mannesmann

To fourth most valuable company in
history within a generation - quite

remarkable

GE shares have plummeted too

£84bn Verizon Wireless sale

Source: BT plc

In terms of broadband investment, and following prolonged negotiations with
Ofcom, BT will be undertaking a massive rollout of fibre-optic installations under its
Fibre to the Premises (FTTP) programme. BT recently confirmed “its plan to build
FTTP to 20m premises by mid to late 2020s”. Nevertheless, the precise financial
arrangements of this proposed investment remain unclear.

More generally, to rediscover its growth profile, let alone to approach its share price
rating in 2000, will require a prodigious effort, especially on behalf of BT’s core
business, Openreach - it will be a long haul, unless a potential bidder intervenes.

Vodafone - the glamour fades

Vodafone's origins date back to the early 1980s, when it emerged as Racal Telecom,
a subsidiary of Racal, a leading electronics company of the day; the former’s
founding slightly pre-dated the privatisation of BT. In 1991, it was demerged from
Racal and separately quoted on the London market as Vodafone. During the 1990s,
its year-on-year growth was phenomenal as mobile telephony boomed.

In 1998, Vodafone undertook one of the largest acquisitions in corporate history,
when it acquired the German-based Mannesmann for £112bn - a deal that, in
retrospect, looks to have been severely over-priced. However, Vodafone's share
price - at least initially - reacted positively.

By 2000, and within just ca.18 years of its founding, Vodafone had become the
fourth most valuable company in global history; only Microsoft, Cisco and General
Electric (GE), all US-based, commanded a higher market value at the time than
Vodafone.

In the intervening period, Vodafone has lost around two-thirds of its share price
value, although the plunge of the venerable GE - the company co-founded by
Thomas Edison and, for decades, the bellwether of US industry - has seen its shares
fall by more than 75% since 2000. Indeed, the latter figure incorporates the doubling
of GE’s share price over the past year.

In recent years, Vodafone has cut back its near global footprint, most notably in
2013, when it sold its 45% stake in the US-based Verizon Wireless for £84bn.
Instead, it has re-focused on the developing cable sector and on increasing its stalled
EBITDA.
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EBITDA is flat-lining

Unquestionably, growth in recent years has been elusive, with adjusted EBITDA
being comparatively flat, at ca.€14bn, between 2015/16 and 2019/20; nor have
revenues increased markedly.

The table below shows Vodafone’s key financial data since 2015/16, although due
allowance needs to be made for the exit from the Indian businesses since 31 August
2018 and for the Liberty Global acquisition, which had a material impact on the
accounts as from 31 July 2019.

Key financial data for Vodafone, 2015/16 to 2019/20

€bn 2015/16 2016/17 2017/18 2018/19 2019/20
Revenues 49.8 47.6 46.6 43.7 45.0
EBITDA 14.2 14.1 14.7 13.9 14.9
Operating profit (loss) 1.3 3.7 4.3 -0.9 4.1
Profit before tax (continuing -5.1 -2.0 4.8 -4.1 -0.5
operations)

EPS (continuing operations, € per -20.3 -7.9 15.9 -16.3 -3.1
share)

DPS (€ per share) 14.48 14.77 15.07 9.00 9.00
Net debt 36.9 31.2 31.5 27.0 38.4

Germany and the Mannesmann legacy

Vodafone - key figures (2019/20)

Source: Vodafone plc

Vodafone's revenues and adjusted EBITDA for its core markets in 2019/20 are
shown below. It is noticeable that Germany - accounting for 34% of adjusted
EBITDA - is the key market; this is a legacy of the Mannesmann deal.

Year-end March (€bn) Revenues Adj. EBITDA EBITDA share
Germany 10.7 5.1 34%
Italy 4.8 2.1 14%
United Kingdom 5.0 1.5 10%
Spain 3.9 1.0 7%
Other Europe 4.9 1.7 12%
Vodacom (data) 4.5 2.1 14%
Others 4.1 1.4 9%
Total 37.9 14.9 100%

2020/21 EBITDA projections

(Ad)vantage Vodafone

Source: Vodafone

Looking forward, Vodafone will be focusing on the cashflow from its key markets. It
is projecting EBITDA for 2020/21 at a slightly lower level - between €14.4 bn and
€14.6bn - than the €14.9bn for 2019/20, mainly because roaming revenues, due
to COVID-19 travel constraints, have been severely affected.

Vodafone's cashflow profile should also be boosted by the recent IPO in Germany
of Vantage Towers, which operates ca.68,000 macro towers across nine countries.
Following its recent minority stake sale, Vodafone's retained stake still exceeds 80%;
part of the proceeds from this IPO will go to paying down Vodafone’s high net debt.

May 2021



A Tale of Three Telcos

U HARDMAN&CO,

Vanishing FTSE-100 stocks of old

Excess net debt did for many of them

BT/Vodafone aside, a very thin sector

representation nowadays

Growing EBITDA pushed bull case in
1990s...

...while growing net debt pushed bear
case in 2000s

Deutsche Telekom'’s share price been flat

as a pancake for a generation

Other UK telcos - the “disappeared”

A generation ago, there were many quoted UK telcos. Apart from BT and Vodafone,
they included Atlantic Telecom, COLT, Energis, lonica, Kingston Communications
(now KCOM), Telewest and Thus. Most of these companies were one-time FTSE-
100 members.

Most of the “disappeared” were absorbed by other telcos, often because their
finances had become too stretched; both Energis and Thus, for example, were
absorbed by C & W. At one time, most had grandiose expansion plans, with COLT
building out in a raft of leading EU cities, Energis expanding aggressively into
Germany, and Telewest cabling large chunks of the UK. In the latter’s case, its debt
mountain effectively meant its end as a quoted independent company.

lonica, too, which deployed innovative wireless “local loop” technology, had high
hopes - these were dashed as it failed to secure sufficient financial backing.

This scenario leaves just three mainstream telecoms companies - the third is the
relatively small Telecom Plus - that are quoted on the main Stock Exchange. There
are, though, some telecoms/technology companies on AIM that may, in time, be
promoted to the main market.

EU telcos

In the 1990s, many EU telecoms were privatised and, as the mobile telecoms sector
took off, achieved very aggressive valuations, based on a rapidly expanding
customer base, growing EBITDA numbers and impressive rollouts of mobile
networks.

However, from 2000 onwards, the worm turned. Debt levels soared - to the
consternation of many investors - and valuations fell.

An obvious case in point was Deutsche Telekom, now by far the most valuable of
the privatised EU telcos. Until 2000, its share price had soared. Subsequently, it has
been as flat as the proverbial pancake; the graph below illustrates this point.

Deutsche Telekom - share price performance, January 2000 to April 2021

Daily DTEGn.DE 03/01/2000 - 23/04/2021 (FFT)
Line, DTEGN.DE, Trade Price(Last), 23/04/2021, 16.0600, -0.0920, (-0.57%) Price
EUR
100

-90
-80

-70

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020
| 2000 | 2010 |2020

Source: Refinitiv

This very pronounced downward trend has been emblematic of the sector: Orange,
the owner of France Telecom, and Telefénica - once a high-riding stock - have

May 2021

12



A Tale of Three Telcos

‘ HARDMAN&CO,

Nokia’s collapse, despite 40% market

share of mobile phone sales

A fund manager's dream - into Nokia in
mid-1996 and then a switch into Apple in
2007

Aroller coaster ride

Apple and others in new financial league

suffered similarly. In Telecom Italia’s case, it has been riven by major shareholder
disagreements for years.

EU telcos - market capitalisations at 23 April 2021

(£bn)
Deutsche Telekom 66.3
Vodafone 37.5
Orange (France Telecom) 23.8
Swisscom 19.4
Telenor 18.6
Telefénica 177
British Telecom 15.2
Telia 12.2
KPN 10.7

Source: Bloomberg

One of the most dramatic telecoms collapses in recent years has been that of Nokia,
the much-lauded mobile phone company from rural Finland that, by 2007, had
secured a 40% global market share in handsets. Thereafter, it has been downhill all
the way, with Nokia's current share price being 95% off its peak in 2007.

Indeed, one of the great investor coups would have been to buy Nokia shares in
mid-1996 and then to switch into Apple shares in mid-2007. The Nokia investment
would have delivered a return of almost 16x over 11 years. Since mid-2007, shares
in Nokia have fallen by 87%, while those in Apple have risen by 19x. Compounding
the near 16x rise in Nokia’s shares with a 19x rise in Apple’s shares over a 25-year
period would have generated a ca.300x return - and would have been an ambitious
fund manager’s investment dream.

Conclusion

Long-term telecoms investors are likely to have experienced a roller coaster ride,
with shares soaring in the lead-up to the new millennium. Then the boom times
came to an end, although there was a pronounced rally in some telecom stocks
before the financial crash in 2008/09.

Thereafter, a combination of iPhone sales, falling mobile telecoms growth, tighter
regulation and high debt levels has curtailed the sector’s expansion.

Reversing this trend will be a long haul. Even shares in the EU’s most valuable
telecoms business, Deutsche Telekom, have flatlined since 2002.

Since 2000, each of C & W, BT and even Vodafone have really struggled, while
shares in major US tech stocks, such as Apple, have moved into another trillion-
pound financial league altogether.
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained
from use of such information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its dffiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor's particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.

(Disclaimer Version 8 - Effective from August 2018)

Some professional investors, who are subject to the new MIFID Il rules from 3rd January, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II.

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public..."

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-
2016-2031.pd

In addition, it should be noted that MIFID II's main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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