
 

      

___________________________________________________________________________________________________________ 
Elstree Investment Management Limited (ABN: 20 079 036 810)  

Level Nine, 100 Collins Street Melbourne VIC 3000 
Telephone (mobile): 0425 749 215 

Email: norman.derham@eiml.com.au 

 

1 

July 2026 Review – Listed Hybrid Sector 
 

Fund and 
market 
performance  

The Elstree Enhanced Income Fund’s investment return net of fees and including the value of 
franking credits for the month of July 2026 was 0.50% (over 12 months to 31 July  it was 7.10%). The 
Elstree Hybrid Index (franked series) return for July was 0.36%. In other markets the All-Ordinaries 
Accumulation Index returned 1.68% while the All-Maturities Bond Index returned (0.43%).   

 “()” Denotes negative return outcome 

The fund’s 
September 
quarter 
distribution 
looks like it 
will be larger 
than previous 
distributions 
in the 
immediate 
past – the 
reason is, it 
will contain 
the benefit of 
all 3 RBA rate 
hikes 
implemented 
this year  

About 6months ago we wrote about the consistency of the return profile displayed by the Elstree 
Enhanced Income Fund. We want to revisit that while once again highlighting the quarterly 
distributions of the fund. This is particularly relevant in view of distribution of the fund due to unit 
holders registered at the close of business 30 September 2026. Why is it so relevant? We said in 
previous communications that the June distribution (paid on 15 July) contained the benefit of one 
25bps RBA rate rise with the September distribution (payable on 15 October) set to contain all three 
(3) 25bps RBA rate rises. What this means is that September quarter distribution will contain (in 
total) 0.75% of RBA rate increases compared with the March 2026 distribution (zero) and the June 
quarter 2026 distribution 0.25%. Without wanting to put the cart before the horse, it is reasonable 
to expect, not only will the September quarter distribution be larger than previous distributions, but, 
will contain a high level of franking credits as well. Certainly, from both the income and franking 
credit perspective the September quarter distribution of the fund will be a distribution not to miss 
out on. The chart below details the change in net asset value (NAV) on the fund from 1 April 2025 
to 7 July 2026. What we wish to highlight (yet again) is the consistency and what transpires at each 
distribution point when the fund goes “ex-distribution” (i.e the distribution has been deducted from 
the NAV). We reasonably expect this “sawtooth” pattern to continue (as indeed it does with a bond) 
with the distributions slowly increasing in size in-line with the rate increases instituted by the RBA. 
Should the RBA institute one more 0.25% rate rise before the end of the year, as the money market 
anticipates it will, then the distribution due 31 March 2027, will contain up to 100bps more than the 
March 2026 distribution. This is material with the average annual cash flow increasing from 
approximately 6.5% to 7.5%.  In percentage terms this is akin to increase in “earnings” of more than 
15%. 
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While the 
flat return 
period for 
the 6months 
ending 30 
April 2026 is 
evident the 
fund’s NAV 
has risen 
steadily over 
the last 
12months  

There are a couple of takeaways from the chart. Firstly, despite transitioning through a “flat” period 
between October 2025 and April 2026, the fund’s NAV has risen steadily over the period from 1 April 
2025 to 7 July 2026 (the trend line is displayed). The increase in the fund’s NAV over this period is 
reflective of the narrowing of traded spread margins or increase in the underlying price(s) of the 
securities in which the fund invests. The cash distribution payments (highlighted) meanwhile have 
been steadily increasing, reflective of changes, both real and anticipated, in 90day bbsw over the 
period (90day bbsw, a cash rate proxy, being the benchmark rate over which the fixed AT1 hybrid 
coupons are priced). Investors should also note that while the coupon payments of the securities in 
which we invest have increased playing a significant role in increasing the size of the cash 
distributions of the fund we point out that capital gain, should it be realised  in the period in which 
it is generated, is typically paid out in that period and as such, can, from time to time, influence the 
size of the distribution for that period. Where capital gains are not realised they are not paid out. 
The observant reader will note that we have not detailed the level of franking at each distribution 
point, suffice to say that it varies from one distribution point to the next commensurate with what 
securities we hold and the level of franking peculiar to each security at the time coupons are paid. 

  
The RBA 
looks set to 
raise the 
OCR at least 
one more 
time  which 
is excellent 
for AT1 
investors 

At risk of repeating the chart below is of 90day bbsw futures. The data was sourced from “Trading 
View” on 21 July.  The official cash rate or OCR is currently 4.35%. The money markets as a collective 
are expecting the RBA to raise the OCR by 0.25% sometime between now and December where 
90day bbsw is expected to increase to around 4.60% after which time it is expected to fall back 
gradually over time to 4.40% in 2028. This suggests that the money market is having a little “each 
way”, not being totally convinced of where 90day bbsw heads after June 2027. It does seem 
however, that the money markets are more certain of the immediacy of one more 0.25% increase 
in the OCR before December this year which of course is excellent news for investors in AT1 hybrid 
securities and of course investors in our funds.       
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We note 
that poor 
return 
periods are 
almost 
always 
immediately 
followed by 
good return 
periods. This 
has been a 
“feature” of 
this market 
since its 
inception in 
2000   

By way of conclusion, we want to highlight the performance of the fund over the last 3months. It 
was only in May that we commented that fund’s performance (net of fees and including franking) 
over the 6month period from October 2025 through to April 2026 was “poor” at 2.06% and that in 
order for the fund to return the expected income return over the 12months to end October 2026 of 
approximately 6.6% it (the fund) would have to return 4.54% (excluding compounding) for the 
period 30 April to 31 October (i.e 2.06% + 4.54% = 6.6%). We are pleased to report that after 
3months the fund is well on track to achieve that target as we projected it might do in May. Over 
the 3month period from 30 April to 31 July 2026 the fund, net of fees and including the value of 
franking credits returned 3.21% which is an annualised rate of just below 13%. While this is clearly 
not sustainable the point we wish to make is that a poor return period is almost always followed by 
a good return period as market pricing returns to equilibrium as demand and supply imbalances 
normalise. This has been a common standalone feature of the bank issued AT1 market since its 
inception in the early 2000’s. Even, event shock driven drawdowns, such as occurred during the 
covid period, while deep are not at all protracted as they might be in (say) equities. From the depths 
of price lows in late March of 2020 the hybrid market, as a collective, was priced at all-time record 
highs a mere 60days later at the end of May 2020. A remarkable turnaround characteristic of the 
market as a whole. It is indeed fair and reasonable to expect the market to continue to display these 
characteristics through until 2032 as the real risks such as missed coupon, extension and default 
reduce in a reasonable linear fashion. Investors looking for high franked income returns with capital 
stability need look no further. As we stated previously the Australian bank issued AT1 market will 
have few if any peers in risk (volatility) adjusted terms over the next 2 – 3 years.           
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Elstree Enhanced Income Fund portfolio metrics as at (close of business) 31 July 2026 

Performance Table 1 month 3 months 1 year 3years p.a. 5years p.a. 
Elstree Enhanced Income Fund * 0.50% 3.21% 7.10% 8.01% 6.86% 

Elstree Enhanced income Fund (Basis NAV) 0.50% 2.84% 5.55% 6.31% 5.39% 
Betashares Hybrid Fund HBRD (Basis NAV)# 0.43% 1.41% 4.95% 5.69% 4.39% 

UBS Australia Bank Bill Index 0.38% 1.11% 3.94% 4.21% 3.19% 
Past performance is not necessarily a guide to future performance. *Is the “NAV” Plus franking.“()” denotes negative return outcome.  # Source: Betashares. Betashares return is 
estimated and is net of fees and does not include the value of franking credits.  
 
 

Yield to Maturity (includes franking) 6.25% 
Cash yield to maturity 5.10% 
Credit term duration (average years) 3.36 
Default cost (per annum) 0.07% 
Investment grade issuer (% holding) 87.0% 
Bank tier 1 exposure (% holding) 56.8% 
Value at Risk (VaR) 3.09% 

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

 
 

 
 

 
 
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 


