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SPECTRUM STRATEGIC INCOME FUND

Fund information

Fund
Spectrum Strategic Income Fund

Responsible Entity
Equity Trustees Limited (RE)
ABN 46 004 031 298; AFSL 240 975

Manager
Equity Trustees Limited (EQT) is the Investment Manager.

Investment Objective
The Fund aims to generate higher returns than the RBA Cash
Rate over the medium term with lower volatility than equities.

Investment Strategy

The Fund holds a diversified portfolio of listed and unlisted debt
and hybrid debt securities. Issuers may be government bodies,
banks, corporations and, to a limited extent, specialist financing
vehicles. To maintain a diversified portfolio structure, certain
limits are imposed on security type, credit risk, industry and
issuers.
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Target Return
RBA Cash Rate +1.50% p.a. net of fees.

Investment Highlights

e Experienced and active management team with a proven
track record

Quatrterly distributions

Low duration portfolio

Diversified portfolio of AUD denominated corporate securities
Consistent top quartile performance

APIR ETLO072AU
Entry / Exit Price $1.0659/1.0649
Running Yield 5.73%

Avg Credit Rating A-

Time to Maturity 2.23 Years

Unit Pricing /Distributions

Inception Date

Daily/Quarterly
31 May 2009

Fund performance

imth  6mth

Net Return (%) 0.37 3.40 6.25 291 2.75 6.23

RBA Cash 0.36 2.18 4.29 2.26 1.56 2.38
Rate (%)

Spreadto RBA 0.01  1.22 196 065 119 385
(%)

Income 1.19 2.87 4.70 3.06 3.19 3.56
Distribution
(CPU)

NOTE: Past performance is not a reliable indicator of future performance.
Returns greater than 1 year are annualized.

Income distributions

2023/24 SEP DEC MAR JUN

Distributions (cents per unit) * 1.057 168 119 0.77

Ratings
1.0, 0.1
Superior

sQM

RESEARCH


https://sqmresearch.com.au/funds/dumps/profile.php?id=F00000J3ZU
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Market commentary

Markets are about expectations and the expectations are on the move. Over the month, we saw the Federal Reserve voting
members and non-voting members rhetoric change from a dovish tone or slightly bearish tone to one of marked caution and
somewhat bearish overtones. Bonds over the month finally took the hint and have started to retrace. At current levels the
attractiveness of long bonds has diminished. With a neutral rate in the order of 3.5% to 4%, 10-year bonds would price as fair
value at 4.5%. With the 10-year at 4.66%, bond traders could feel that there is not much in the way of return to offset any risks.

The chances of an interest rate easing have diminished. The chance of an easing in June has evaporated and a chance of an
easing September is now 37%. The chance of a hike now stands at 24% in September. Volatility in bonds, equity and FX has
started to increase. Expectations of inflation falling are starting to stall.
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VOLATILITY STIR AGAIN

Fading confidence in rate cuts

Investor confidence in when the Federal Reserve will start rate cuts and how many it will deliver has been
shaken by sticky inflation, a strong job market and hawkish commentary from central bank officials.
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Note: Figures are implied yields at contract expiration of CME federal funds futures contracts for June and December
Source: LSEG

What this means for Australian bonds and the Australian market is perhaps a more bearish outlook on rates. The RBA will have
to contend with a slowing economy where inflationary price pressures remain, and should the currency fall further, then the RBA
will have some real challenges.
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)yemand YoY (GDP ex Inv change & net exp)

*Real rates and yields based on
latest annualized trimmed CPI
-------------- ** Projection assumes the RBA hikes
by 50bp/quarter, starting in May 24,
until @2 2025 and trimmed CPl stays
constant

Source: CBA, ABS

*Courtesy CBA Credit Market Views Gus. Medieros 30/4/2024

The chart above highlights some of the issues at play. What is worth noting is that the change in psychology and the risk of
rising bond yields increases the attractiveness of floating rate assets.

Geopolitics continues to play its part with confusing supply chains, impacting oil prices, demand for commodities and confidence.
Inflation appears to be problematic and discussions about the possibility of stagflation continues.

Despite the bearish sentiment, expectations can change and change very quickly. Inflation remains the key and if the “inflation
genie” can be put back in the bottle, discussions about rate rises will turn to easing. However, the outlook remains whereby the
risk is on the upside due to inflationary pressures. Markets have started to price in no easing in current interest rate policy.
Companies that have low leverage will benefit at the expense of those more highly leveraged companies.

Portfolio Management

Investment Strategy

The Fund continues to outperform. With the recent rating upgrades provided by S&P, the portfolio now has an average portfolio
rating of A- and bordering on single A. In effect the portfolio has become less risky because of these rating upgrades. The
banking sector was the key beneficiary of the rating upgrades.

The portfolio should continue to perform as demand for less risky assets continues. The demand for the recently upgraded bank
securities will increase due to these upgrades. Many Funds that had a minimum investment rating of A- can now invest in these
recently upgraded bank securities that are held within the portfolio.

Bond yields continue to be volatile. This volatility will continue as we head into the U.S. election. The Federal Reserve voting
members and non-voting members have been pointing towards sticky inflation as being problematic and it is unlikely that
inflation will fall rapidly. The probability of a rate cut has changed markedly. Using the Fed Fund futures as a guide there is a
chance of a cut in November of 68% and one in December of 80%. In January the market had priced in 6 rate cuts, the market
now has barely one rate cut. In fact, the chance of a rate hike has been elevated to a 23% chance of a hike by year end.

In Australia the market is now pricing in a hike, rather than a cut. A hike may be unlikely based on current data, however it may
be some time before rates are eased in Australia.

The Australian market is expected to have a different outlook. Whilst the market is influenced by the U.S., it is still expected that
the RBA will cut rates later in the year. The bifurcation of markets is a likely outcome.

Over the coming months, credit remains in a strong position. The portfolio benefitted from recent investments in both Lloyds and
Natwest. Both recently provided their quarterly earnings with the equity responding positively and credit spreads compressing.

The Fund continues to invest in Bank/ Finance/Insurance sub in preference to senior as the bid tone remains and the spreads
remain attractive for real money investors and family offices.

The average credit quality of the Fund is A-. The coupon rate of the Fund is 5.76% and has a yield to call of 5.82%. The
average credit spread is 1.63%. The Portfolio has pivoted taking advantage of near maturity issues trading tight and that
explains the residual position in cash. The cash reserves will be put to work as new issuance comes to market.

The focus as always is to produce positive returns and minimize any negative returns. The Fund is positioned to take advantage
of new issues and any movement out in credit spreads. Meanwhile the Manager is looking for opportunities that will maintain
spreads and maintain returns.
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Fund Metrics Number Negative Returns 1yr 3yrs 5yrs
Tracking error to FRN Index 5 years 0.15% Bloomberg FRN Index 0 7 10
Tracking error to FRN Index since inception 2.68% Bloomberg 0-5 Years Composite Index 5 18 22
Tracking error to RBA Cash since inception 4.24% Bloomberg All Maturities Index 5 16 26
Largest drawdown since inception 1.86% SSIF 0 7 10
Total drawdowns since inception 9.84%
Average drawdown -0.42% SSIF vs Correlation 5yr 10yr  Incep.
Number of negative months since inception 24 to
Number of positive months since inception 154 FRN Index 65.7% 87.0% 815% 67.5% 60.7%
Best monthly return 4.49% Composite Index 86.0% 37.8% 28.0% 34.0% 3.4%
Consecutive Positive Returns 13 ASX 200 Total Return ~ 85.7% 22.5% 59.3% 45.2% 34.8%

Enquiries

Investment Manager - Equity Trustees Email egtassetmanagement@eqt.com.au Website www.egt.com.au

Unit Registry - Apex Group Email info@apexgroup.com Phone 1300 133 451

DISCLAIMER Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity and the Investment Manager of the Spectrum Strategic Income Fund
(“the Fund”). Equity Trustees is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities Exchange (ASX: EQT). The Investment This
publication has been prepared by Equity Trustees to provide you with general information only. In preparing this information, we did not take into account the investment objectives, financial
situation or particular needs of any particular person. It is not intended to take the place of professional advice and you should not take action on specific issues in reliance on this information.
Neither Equity Trustees,nor any of their related parties, their employees or directors, provide any warranty of accuracy or reliability in relation to such information or accept any liability to any
person who relies on it. Past performance should not be taken as an indicator of future performance. You should obtain a copy of the Product Disclosure Statement and Target Market
Determination before making a decision about whether to invest in this product.

Spectrum Strategic Income Fund’s Target Market Determination is available https:/swift.zeidlerlegalservices.com/tmds/ETLO072AU A Target Market Determination is a document which is
required to be made available from 5 October 2021. It describes who this financial product is likely to be appropriate for (i.e. the target market), and any conditions around how the product can
be distributed to investors. It also describes the events or circumstances where the Target Market Determination for this financial product may need to be reviewed.

Morningstar Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will they have any liability for its
use or distribution. Any general advice or ‘class service’ have been prepared by Morningstar Australasia Pty Ltd (ABN 95 090 665 544, AFSL 240892) and/or Morningstar Research Ltd,
subsidiaries of Morningstar, Inc, without reference to your objectives, financial situation or needs. Refer to our Financial Services Guide (FSG) for more information at
www.morningstar.com.au/fsg You should consider the advice in light of these matters and if applicable, the relevant Product Disclosure Statement before making any decision to invest. Our
publications, ratings and products should be viewed as an additional investment resource, not as your sole source of information. Past performance does not necessarily indicate a financial
product’s future performance. To obtain advice tailored to your situation, contact a professional financial adviser. The Morningstar Rating is an assessment of a fund’s past performance —
based on both return and risk — which shows how similar investments compare with their competitors. A high rating alone is an insufficient basis for an investment decision.

SQM The rating contained in this document is issued by SQM Research Pty Ltd ABN 93 122 592 036. SQM Research is an investment research firm that undertakes research on investment
products exclusively for its wholesale clients, utilising a proprietary review and star rating system. The SQM Research star rating system is of a general nature and does not take into account
the particular circumstances or needs of any specific person. The rating may be subject to change at any time. Only licensed financial advisers may use the SQM Research star rating system
in determining whether an investment is appropriate to a person’s particular circumstances or needs. You should read the product disclosure statement and consult a licensed financial adviser
before making an investment decision in relation to this investment product. SQM Research received a fee from the Fund Manager for the research and rating of the managed investment.
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