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RETURNS

Hybrid markets were weaker in November. Between June 2025 and October 2025 margins on
hybrids had fallen by around 0.3% which produced capital gains and a total return of over 2.5%. for
4 months

An expensive market and some selling related to new issuance of 2 new ASX listed notes saw a
flat return for the month and margins push out to over 2%.

The Fund underperformed the broader market. It has a concentration of longer dated major and
regional bank hybrids which were the worst performing sub sectors.

Longer term performance remains at reasonable levels.

PERFORMANCE FIGURES

Performance as of 30 November 2025 1 month 3 months 1 year (p.a) 3 years(p.a.)
ﬁ;ﬂ,ﬁﬁg‘(’m?)“‘:T“’E ETFNAV+ (0.2%) 0.9% 6.1% 8.1%
Distribution (cpu) (% franked) 0.9¢ (47%) | 6.4c (71%) | 27.7¢(70%)

Expected 3 month Income Distribution 4.6¢(96%)

ELSTREE HYBRID INDEX (P.A.) 0.0% 1.0% 6.1% 7.6%
BANK BILLS 0.3% 0.9% 4.0% 41%

THE HYBRID MARKET IS CHANGING

APRA’s 2024 announcements that banks would not be able to issue AT1 after 2027 and
redeem all existing hybrids at the first call date was a material issue for many investors.

For the past quarter of a century, hybrids had provided excellent returns with medium risk and
occasional bouts of volatility.

Although the secondary hybrid market will be unchanged until at least 2028 and hybrids will exist
until 2032, there have been some interesting developments for investors who are interested in
investments that will pay higher yields than investment grade debt or cash, but with some extra
risks, that generally arent credit risk

The developments relate to 3 new types of investment that are complimentary to the legacy AT1
hybrid market.

Elstree Hybrid Management Pty Ltd

ABN: 645 044 579

Level 9, 100 Collins Street www.elstreehybridfund.com.au
Melbourne, Vic, 3000 info@elstreehybridfund.com.au



Elﬁstre . November 2025
INVESTMENT UPDATE

HYBRID FUND ACTIVE ETF (EHF1)

Listed ASX notes. There has been over S4b of equity for private debt funds raised on the ASX
over the past 18 months. In the latter half of this year, we saw one private debt fund extend that
and raise debt via an ASX listed note paying a 2.75% margin. This is a lot a lot higher than the
c2% hybrid margins and ¢1.2% subordinated debt margins but less than the c4% margin that
private debt funds promise, but it was perceived as less risky. The margin meant that the debt
was well received and the private debt fund used it to fund further investments.

It looks to us like this is a very profitable way for debt funds to juice their returns so we saw 3
other Listed Debt issues join the ASX before Christmas. They were issued at higher margins
with the last 2 printing a 3.25% margin coupon. We think it is still cheap, so we expect more at
higher coupons next year.

Australian Corporate unlisted subordinated debt

After a break of about of a decade, investment grade rated Australian Corporates are issuing
subordinated debt as part of a process of optimising(increasing) their Return on Equity. There
have been 17 new issues with a face value of $4b since the middle of last year They are issued
on the wholesale market rather than the ASX and the margins of ¢ high 1% are above senior
debt, but below current hybrid margins, and they are far less liquid.

AUD denominated Overseas Bank AT1

All global banks operate under some version of Basel rules which includes AT1/hybrid as part
of the capital structure. Australia opted out of that part of Basel last year, but many other
jurisdictions believe that AT1 capital is still useful and ASX investors are used to the concept.
Thei year we have seen 2 European banks issue AT1 in Australian dollars in the Australian
wholesale market. They then would hedge the currency risk, saving local investors the issues
around that. The margins on the 2 issues were higher than Australian hybrid margins, but with
good reason. European bank credit ratings are lower than the big 4, their share prices are far
more volatile, the regulation is slightly different and liquidity is far worse than ASX listed
securities

We think these are interesting developments and next year we will change the mandate of our
fund to be able to include these when appropriate.

At the moment, none of them are attractive compared to the funds current hybrid investments
trading at a yield of around 2% higher than cash rates/BBSW. They are either lower yielding or
less liquid and the same yield or in the case of the ASX listed notes, we don't actually know
what they will invest in and we think increased supply will make them cheaper.

If hybrids continued to trade at current levels, the Fund will remain 100% invested in ASX listed
hybrids until at least 2027, but if these other sectors provide opportunities, it's sensible to take
advantage of them.

In any case it would be a joy to bring investors along for the journey and the aim of the Fund is
to generate returns that are higher than more risk free options but with understood and
moderate risk factor
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BBSW WATCH

Is that it? That's what the cash rate forecasters are thinking. Following last months higher than
expected inflation, another unexpectedly high inflation result, and a strong GDP saw markets
wipe out expectations of further cuts and build in the possibility of rate rises in the latter half of
2026.

The largest move was in the expected 2 year average BBSW/2 year swap which increased from
3.5% last month to just under 4%.in December.

Cash rates of just under 4% are historically high. The average since 2010, excluding the
madness of the 0% cash rates for the 2 % years around Covid has been 3%. You Have to go
back to the early 2000s to experience cash rates above 4%.

EXPECTED 2
eV e YEAR DATE OF LOWEST 90DAY
gggc\)( E)E(BES\?;L?E AVERAGE BBSW RATE
BBSW
7 June 2024 4.3% 4.2%
9 September 2024 4.3% 3.3% 3.7% March 26
10 December 2024 4.3% 3.6% 3.9% September 26
10 March 2025 41% 3.6% 3.7% December 25
10 April 2025 41% 2.8% 31% March 26
12 May 2025 4.1% 3.2% 3.3% June 26
12 June 2025 3.7% 3.2% 3.3% June 26
14 July 2025 3.7% 3.2% 3.3% June 26
7 August 2025 3.7% 3.1% 3.2% June 26
10 September 2025 3.6% 3.3% 3.2% September 26
10 October 2025 3.6% 3.4% 3.4% September 26
6 November 2025 3.6% 3.4% 3.5% January 2026
4 December 2025 3.6% 3.6% 4.0% December 2025
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NEWS & MEDIA

Elstree Hybrid Fund (EFH1T) has been mentioned in the following articles
throughout the last six months, many of which are educational in nature.

Firstlinks

a Morningstar company

Wwire

e  https://www livewiremarkets.com/wires/is-the- e https://www firstlinks.com.au/hey-boomer-
asx-home-to-the-longest-dividend-paying- first-home-buyers-fuss
company-in-the-world o https://www firstlinks.com.au/bank-hybrids-

e How Hybrids fit into 2021 Income Portfolios — equity-market-weakness
Campbell Dawson | Elstree Hybrid Fund e https://www firstlinks.com.au/ddo-change-

e The Hitchhiker's Guide to Hybrids (Part 1) — hybrids-bank-treasurers-nightmare

Bella Kidman | Livewire Markets e Fascinating Hybrid Journey Last Year —
e This s the secret to a diversified portfolio (Part Campbell Dawson | Elstree Hybrid Fund
2) — Bella Kidman | Livewire Markets
e The forgotten asset class presenting exciting
opportunities — Bella Kidman | Livewire Markets

MONEYMANAGEMENT

=,

e  Support for Elstree Hybrid Fund — Staff
Reporter | Money Management

FINANCIAL

STANDARD

e New Hybrid ETF on Chi-X - Staff Reporter |
Financial Standard

More about Elstree Hybrid Fund (EHF1)
Elstree Hybrid Fund (CBOE Aust-X: EHF1) is an Exchange

ADVISER

Education and information
for financial advisers

Hybrids remain attractive alternative for
income generation — Evergreen Ratings

Traded Product or ETP. The fund is designed to allow
retail investors to access the same successful and long-
term investment strategy as our actively managed
unlisted wholesale fund, the Elstree Enhanced Income

Fund.

The Elstree Hybrid Fund is an ideal investment for
investors seeking a cash or bank term deposit alternative
investment that displays an acceptable and appropriate
risk adjusted return outcome.

The Elstree Hybrid Fund has ‘on market' liquidity provided
by a market maker. The iNAV which is estimate of the live
NAV, is updated every 20 seconds.

Additional details can be found on the Elstree Hybrid
Fund website or email Norman Derham for further
information.
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