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RETURNS

Hybrids had their first decent month in a quarter with a 0.8% return, which is well above the c0.55%
monthly income return. While an OK performance from equity markets assisted, the improvement
was primarily due to the end of what seemed to be one broking firm selling large numbers of hybrids

(change in asset allocation?)

The Fund marginally outperformed the market this month. There are several securities which we

think are undervalued which will boost performance in the months ahead.

PERFORMANCE FIGURES
Performance as of 31 May 2026 1 month 3 months 1 year (p.a) 3 years(p.a.)
ELSTREE HYBRID FUND ACTIVE ETF NAV 9 o o o
+ FRANKING (EHF1) 0.9% 0.8% 6.5% 8.3%
Distribution (cpu) (% franked) 0.9¢c (46%) | 6.3c (69%) 26.0c (66%)

Expected 3 month Income Distribution 6.5¢ (90%)
ELSTREE HYBRID INDEX (P.A.) 0.8% 1.0% 6.7% 8.0%
BANK BILLS 0.3% 1.0% 3.8% 4.2%

THE END OF A FLAT FEW MONTHS: WHAT HAPPENED?

Last month our chart showed the path of the Elstree Hybrid Index Total Return and Capital Series.
The Capital Series showed the c1.5% fall in capital values between the end of February and April,

which dragged down the total return

We've updated the chart for May .Most of the losses reversed themselves in May with the Capital
Series back close to end December levels and the total return approaching 1.75% for the 5 months
to May: not a great return but better than bank bills.
One of the characteristic of hybrid markets is that turnover is relatively unsophisticated and
whenever there are big buy or sell orders there tends to be a lag until the other side turns up after
realising that the market is either good value or overpriced
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BULLS IN THE CHINA SHOP
The table below is an example of that. It shows who did the buying and selling of hybrids for a 6 week
period in March and April

Buy Sell Nett
Morgans s 3380,160 [HNESOHRCIORONECINSACHGON
Wealthhub Sec  $ 94,360,602 $ 81,713,911 § 12,646,691
UBS S 59,969,292 §$ 69,168,722 -$ 9,199,430
AIEX S 56,496,330 S 47,789,280 S 8,707,050
odmimnett  § 25132500 [N
Evans & Partner S 121,622,545 | S 45,597,930 ' S 76,024,615
Eclipse HKMM $ 45,916,158 S 39,541,053 $ 6,375,105
Citigroup $ 14,994,685 _

Macq Retail2 S 22,105,985 S 33,467,004 -S 11,361,019
FNZ Securities 'S 102,845,087 S 32,681,305 | S 70,163,782

In hindsight the reason for the weakness is obvious. Morgans (which has a lot of individual brokers and
offices) sold around $238m gross and $154m.nett of hybrids. The big mismatch between buying and
selling indicates that there is a big portfolio adjustment happening. A sell order of around 25% of the
market turnover is always going to put some downward pressure on prices.

Typically, this is followed by buying as investors eventually recognise that prices are good value and
then markets improve back to “equilibrium”.

Over the past 2 years we have seen this phenomenon when there are new private credit issues, where
thereis selling and temporary weakness ahead of a new issues as brokers/advisers sell existing hybrids
to fund the new issues.
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BBSW WATCH

Shocks to market pricing are not infrequent and often they are not well anticipated.

This was the case with the Budget which will end negative gearing for large parts of the
investment property sector and reduce the preferential treatment of capital gains.

The general view of markets is that this will translate through into house price falls and economic
weakness

Some economists changed their short lived conviction that the RBA would continue hiking rates
and predicted that rates would be kept at the current 4.35%

Markets weren't as sure as that. The expected average BBSW for 2 years fell marginally to 4.5%
and markets now expect a peak cash rate in December of around 4.5% i.e. a 60% chance of one
further hike.

It's still a relatively good time for cash based and hybrid investors with EHF1 distributions set to
increase this quarter and for the next quarter.

ACTUAL SEETED 2 DATE OF

oopay | /HIGHEST YEAR /HIGHEST

BBSW 2HEETED LIERAEIE 90DAY BBSW RATE

BBSW RATE BBSW

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 4.1% 3.6% 3.7% December 25
12 June 2025 3.7% 3.2% 3.3% June 26
10 September 2025 3.6% 3.3% 3.2% September 26
4 December 2025 3.6% 3.6% 4.0% December 2025
7 January 2026 3.6% 3.6% 4.1% March 2026
11 February 2026 3.9% 4.3% 4.3% December 2026
5 March 2026 4.0% 4.3% 4.2% September 2026
11 April 2026 4.3% 4.9% 4.7% December 2026
15 May 2026 4.4% 4.8% 4.6% March 2027
12 June 2026 4.5% 4.6% 4.5% December 2026
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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.

W wire) Firstlinks

a Morningstar company

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 Thisis 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 MONEY|MANAG EMENT .

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

e New Hybrid ETF on Chi-X — Staff Reporter | More about Elstree Hybrid Fund (EHF1)

Financial Standard Elstree Hybrid Fund (CBOE Aust-X: EHF1) is an Exchange
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
ADV'SER unlisted wholesale fund, the Elstree Enhanced Income
Fund.

f:;"ﬁ.?l';’;ﬁ’lﬂ!,‘?:‘;ﬂ“a“"“ 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
income generation — Evergreen Ratings risk adjusted return outcome.

e Hybrids remain attractive alternative for

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

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

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 aid 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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