Fund and
market
performance

There are a
myriad of
things to
consider
when
determining
present
values.
Equities are
difficult while
bonds (yes
bonds) are
easier. Bank
issued AT1’s
and hybrid
securities are
somewhere
in between

While fund
(and market)
performance
has been
poor over
the least 6
months,
materially
higher cash
flows,
particularly
in the

May 2026 Review - Listed Hybrid Sector

The Elstree Enhanced Income Fund’s investment return net of fees and including the value of
franking credits for the month of May 2026 was 0.86% (over the 12months to 31 May it was 6.49%).
The Elstree Hybrid Index (franked series) return for May was 0.79%. In other markets the All-
Ordinaries Accumulation Index returned 1.22% while the All-Maturities Bond Index returned 1.62%.
“()” Denotes negative return outcome

Financial analysts are well versed on comparing outcomes from one period to those of another
period. The term PCP (previous calendar period) is often used by equity analysts to compare
earnings (say) from the current period to the previous period from the year prior. A sensible way to
extrapolate a comparison and takeaway any “seasonality” factors because the periods being used
for comparison purposes are the same from one year to the next. Another widely used method is to
compare the previous (say) 6month period with the most recent 6month period. Analysts then like
to make forecasts or predictions on future earnings after consideration of a myriad of factors, factors
particular to the individual company or peculiar to the sector in which the company operates, before
considering macro-economic factors and applying an appropriate discount rate from which the
projected future cash flows are discounted back to the present to determine a present value or
price. And because there are so many moving parts or factors to consider it is difficult to say with
any real confidence what the outcome(s) will likely be. In other words, there is a quite a lot of guess
work involved. Bonds, by contrast are a little easier to assign a value too because as an investor you
don’t have to project the future cash flows. You know what they are and exactly when you will
receive them and when the principal will be repaid (at the maturity of the bond). The only thing you
have to determine as an investor is what is an appropriate discount rate. The yield to maturity
applied at the time is the discount rate and whether or not that represents an appropriate discount
rate, will vary from investor to investor. Australian bank issued AT1 hybrids of course are a
combination of the two. You know (almost certainly) when the principal will be repaid (on the first
call date), you know when the coupons will be paid but you don’t know exactly what those future
coupon values will be, because they are subject to variability based on movements in the official
cash rate or OCR. The only coupon rate you can be 100% confident of is the next coupon rate which
has already been set (coupon rates are “set” 3months in advance of payment). The discount rate
applied is the discount rate extracted from the interest rate swap curve. It is based on the term (to
maturity) or life of the security.

With this thought process in train the table below details the performance of the Elstree Enhanced
Income Fund over the 6month period ending 30April 2026. We compare it with the performance
over both the same period last year (i.e the 6months to 30April 2025) and the immediate 6month
period prior ending 31 October 2025. We have also detailed the annual return at the end of the
periods highlighted. The returns include the value of franking credits and are gross of fees (ie fees
have not been deducted). The key takeaway is that the most recent 6month period is relatively poor
at 2.06% when compared with same period last year (+2.64%) and the 6month period ending 31
October 2025 (+4.32%). While we understand that the most recent period has been a poor one, we
point out it has been a poor one for the market at large too. The underlying driver was a spate of
selling of AT1 securities to fund alternative investments. We are not going to cast aspersions on the
alternative assets or the motive behind the selling, but it makes little sense to us and the reason for
that is the coupon payments on AT1 securities are about to directly benefit from the three (3) 0.25%
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September
quarter, are
expected to
provide a
major uplift
to fund and
market
performance
in the near
future

RBA rate increases that have occurred since February. Our fund(s) will benefit too of course and this
will bolster return outcomes. The June distribution of the Elstree Enhanced Income Fund (payable
15 July) will contain one 0.25% rate increase derived from the coupons that “set” in March that were
received paid) and accrued in June. The September distribution (payable on 15 October) is the
distribution that will be most positively impacted by the rate increases. It (the distribution) will
include all three of the RBA 0.25% rate increases that have occurred so far this year. On an annual
basis this distribution will contain 0.75% more than the distribution of March (paid in April). And
should the RBA raise rates again over the next 3months as the market predicts it will, then the
December 2026 distribution (payable in January 2027) will contain up to 1.00% more on an annual
basis than the same distribution a year earlier. This is material. While this, in and of itself, is a
compelling enough reason to invest new capital in the market, the expectation that buyers will
exceed sellers as they actively seek out the higher franked coupons is very real. Everything being
equal, this should drive the market’s pricing structure higher over the next 3 - 6months and looking
more to the future, will underpin pricing as far out as 2030.

Please note returns detailed below are gross of fees and include the value of franking credits

6mths to 6mths to 12mths to 6ths to 6mths to 12 mths
Period 10/2025 4/2026 4/2026 Period 4/2025 10/2025 10/2025
Return 4.32% 2.06% 6.47% Return 2.64% 4.32% 7.08%

While proof
is in the
pudding (as
they say) a
modicum of
capital gain
generated
by a
combination
of manager
value add
and price
appreciation
due to
investor
demand for
securities
exceeding
supply
should see a
performance

uplift

In view of this and with an eye to immediate future what is significant is the likely return path for
our funds over the next 6month period. Clearly, the 6month period to end April 2026 was poor. We
know that the fund’s expected yield to maturity over its 3.35year average “life” is approximately
6.6% (note: the expected yield to maturity assumes that the portfolio remains unchanged
throughout its life and there is no manager value add). In order for our fund to achieve a return of
6.6% over the 12month period ending October 2026 what must it return over the 6month period
between now and 31 October to achieve that return having returned 2.06% in the previous
6months? In simple terms (i.e not including compounding) it must return approximately 4.54% (i.e
2.06% + 4.54% = 6.60%) over that period. We note this is not at all improbable given that in the same
period last year the fund returned 4.32%. The “so what” is that a return of 4.54% over 6 months is
the equivalent of a ¢9.08% annualised return and herein lies the opportunity. However, in order for
the fund to generate an over the year return to 31 October 2026 of 6.6% it will need to generate
capital gain calculated to be around 1.25% (accruing the expected yield to maturity on a monthly
basis will only generate a return of 3.3% (i.e 6 x 0.55%)). While capital gain can be derived from
manager value add or simply from the market at large as prices (say) rise in response to demand
exceeding supply (as we think is likely), 1.25% will be sufficient to produce a return over 6months of
4.54%. Clearly, we cannot be certain of generating capital gain, because market pricing is always
subject to variability arising from unforeseen event shocks which can impact the capital value of
securities in a negative way, but everything being equal it has a reasonable probability of occurrence
particularly against a backdrop of increased demand for securities driven by materially higher
coupon rates. The table immediately below details the actual 6month return to 31/4/2026 (in green)
with the expected return highlighted in blue. The return required to achieve the expected return is
highlighted in light brown (as a post script we note that the month of May 2026 produced a return,
gross of fees but including the value of franking credits of 0.91%, which means we are well on the
way to achieving a return of 4.54% over the 6month period ending 31 October 2026).
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Should the
money
market be
right in its
aggregated
thinking AT1
annual cash
flow will
remain
above 7% for
the next 3
1/2 years at
least

Please note returns detailed below are gross of fees and include the value of franking credits

Period 6mths to | Estimated 6mths to 10/2026 | Expected 12mths to
ending 4/2026 to achieve 6.6% 10/2026

Return 2.06% 4.54% 6.60%

This is the beauty of an asset such as this, particularly now that the market is regulatory induced
run-off where investors can be almost 100% certain of the principal repayment at the first call date.
While the cash flows remain uncertain and are a function of the RBA’s interest rate policy there is
some semblance of conviction as to where they will “set” well into the future. It is not unreasonable
then to speculate that against this backdrop prices will likely rise (generating capital gain) as
investors encouraged by principal repayment certainty and the prospect of higher for longer franked
cash flows seek out those cash flows. In support of this the chart below details the money market’s
expectation of 90day BBSW over which the fixed coupon margins are added, from now until
December 2030. The data is sourced from Trading View on June 2nd. What's interesting is that while
the money market expects another 0.25% increase in the OCR from where it is now at 4.35%, to
4.60% it doesn’t foreshadow the OCR falling below 4.35% over the 3 % year period ending March
2030. This means, if the money markets are correct in their collective thinking that the cash flows
(as opposed to the yield to maturity) from AT1 coupons will likely remain above 7% for that entire
period. As the old proverb says, “don’t throw the baby out with the bath water”.
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Elstree Enhanced Income Fund portfolio metrics as at (close of business) 31 May 2026

Performance Table | 1 month | 3 months 1year |3years p.a.|5years p.a.
Elstree Enhanced Income Fund * 0.86% 0.78% 6.49% 8.28% 6.47%
Elstree Enhanced income Fund (Basis NAV) 0.82% 0.40% 4.94% 6.57% 5.04%
Betashares Hybrid Fund HBRD (Basis NAV)# 0.39% 0.97% 5.01% 6.06% 4.37%
UBS Australia Bank Bill Index 0.34% 1.00% 3.78% 4.18% 3.03%

Past performance is not necessarily a guide to future performance. *Is the “NAV” Plus franking.“()” denotes negative return outcome. # Source: Betashares. Betashares return is
net of fees and does not include the value of franking credits.

Yield to Maturity (includes franking) 6.60%
Cash yield to maturity 5.20%
Credit term duration (average years) 3.35

Default cost (per annum) 0.07%
Investment grade issuer (% holding) 89.2%
Bank tier 1 exposure (% holding) 62.8%
Value at Risk (VaR) 3.09%

Value of $10,000 Invested on 20/05/2003

$10,000 invested in the Elstree Enhanced Income Fund on 20/05/2003. Is gross of fees, assumes distributions are
reinvested and includes the benefit of franking. Value as at 31 May 2026 is $47,145.53.
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Disclaimer

The information and opinions contained in this report have been obtained from sources of Elstree Investment Management Limited (ABN 20 079 036 810)
believed to be reliable, but no representation or warranty, express or implied, is made that such information is accurate or complete and it should not be
relied upon as such. Information and opinions contained in the report are published for the assistance of recipients, but are not relied upon as authoritative
and may be subject to change without notice. Except to the extent that liability cannot be excluded, Elstree Investment Management Limited does not accept
liability for any direct or consequential loss arising from any use of material contained in this report
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