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Fund Objective

The Fund aims to provide a steady
stream of income and capital stability
over the medium term while aiming to
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Performance 8
month months year years VEEIS
% % %pa. | %pa  %p.

outperform its  benchmark  through | | Fund Retum 036 | 056 | 154 | 542 | 603 | 38 | 311 | 419
market cycles. g;A)C -
Rate? 0.34 1.01 160 | 377 | 410 | 3.00 | 2.04 2.89
Fund Details Active
0.02 -0.45 -0.06 1.65 1.93 0.86 1.07 1.30
APIR code HOWO0052AU Return’
|nC€Pti0n date 31 May 2007 | Ppast performance is not a reliable indicator of future performance
Fund size AUD 2,590m ' Performance figures are calculated after fees have been deducted and assume distributions have
ot ; been reinvested. After-fee returns are inclusive of annualised total expenses for Class A Units. Prior
Distribution frequency Quarter!y to 1 October 2019, management fees and costs were 0.70%. From 1 October 2019 these were
Management fee 0.55% reduced to 0.55%. To the extent that the Manager invests in other third-party managed funds or

Buy/sell spread

Fund Statistics

0.00%/-0.07%

ETFs, these are not reflected in the management fees and costs quoted. No allowance is made for
tax. Numbers may not add due to rounding. Past performance is not a guarantee of future results.
2From 1 February 2014 to 30 September 2019, the Fund’s benchmark was a composite benchmark
comprising 50% Bloomberg AusBond 0-3 Year Index and 50% Bloomberg AusBond Bank Bill Index.

Interest rate duration 0.68yrs Prior to 1 February 2014, the Fund’s benchmark was the RBA Cash Rate.

Credit spread duration 2.05yrs 3 Active return represents the Fund’s return in excess of its benchmark (RBA Cash Rate).
Average credit rating A-|  source: Fidante Partners Limited, 31 May 2026

No of issuers 78

Yield to maturity 5.90%

Fund Guidelines
Target return

cash plus 2-3%

Quarterly Distribution Returns History (%*)

Target volatility <1.5% annualised 0 duil 2D Bee il
. . . . (+]
g“rgf‘ion '"IT.;'tS S85% i '2tt° +f yeadrs 2025 1.50% 2.31% 0.98% 0.99% 6.23%
reait quality o INvesiment grade 2024 1.06% 1.08% 1.09% 1.09% 4.41%
2023 0.73% 0.73% 1.01% 1.08% 2.97%
Fund Platform Availability 2022 0.43% 1.03% 0.74% 0.73% 2.11%
2021 0.28% 2.56% 0.33% 0.36% 3.75%
2020 0.48% 0.48% 0.43% 0.44% 1.94%
g¥§ a'\:g:gma 2019 0.78"/: 0.48%(: 0.48"/2 0.49°Z 2.730/:
OFS Edos 2018 0.66% 0.85% 0.66% 0.76% 2.98%
t tChg 2017 0.80% 1.06% 0.76% 0.66% 3.19%
Irstnoice 2016 0.62% 0.49% 0.51% 0.76% 2.38%
I\Hﬂllfgzé pand 2015 0.39% 0.99% 0.62% 0.61% 3.04%
Xp 2014 0.70% 1.62% 0.87% 0.73% 3.62%
Macquarie Wrap 2013 1.76% 0.87% 0.40% 0.77% 5.52%
Mason Stevens 2012 1.02% 0.66% 1.28% 1.41% 2.50%
Netwealth 2011 2.66% 1.33% 0.00% 0.73% 5.99%
Powerwrap 2010 1.80% 2.44% 0.10% 1.69% 5.96%
Praemium 2009 0.00% 0.04% 0.12% 1.35% 0.49%
2008 -0.01% 0.00% 0.00% 0.02% -0.50%
2007 0.00% 0.00% 0.00% -0.06% 0.00%

Portfolio Managers

Dan Siluk

Source: Fidante Partners. Past distributions are no indication of future distributions. 4. Calculated as the cents per unit
(CPU) distribution at quarter end divided by the ex-distribution unit price at the start of the quarter. 5. Annual distribution
return (Financial -Year-to-Date) is calculated as the Total Return (after fees) minus Growth Return. Total Return (after fees)
is calculated using pre-distribution quarter end withdrawal unit price, and assumes distributions are reinvested. Growth
Return equals the percentage change in unit price.

Portfolio Manager

Dylan Bourke
Portfolio Manager
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Geographic Allocation
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60%
50% Performance and Market Commentary
40%
30% The fund returned 0.36% net of fees in May, taking 12-month net performance to 5.42%. This
20% exceeded the RBA Cash Rate benchmark return of 0.33% for the month and significantly
10% surpassed the 12-month performance benchmark return of 3.78%. Carry remained the
p p ry
% primary driver of returns, consistent with the fund's design as a carry focused strategy. In
(8% @S pBS el e (W8S al® addition, credit spread positioning was additive as US spreads compressed to multi-decade
P dY oo re? lows. Australian spread table but i i tinued to benefit
et ® . preads were more stable but new issue compression continued to benefi
SV

the fund. This was partially offset by a duration headwind, as US 2-year Treasury yields rose
14 basis points over the month, although yields elsewhere in the developed world fell
significantly. The fund's yield to maturity was unchanged at 5.90%, providing a solid base for

Credit Rating expected returns.

70%
60%

Global bond markets experienced considerable volatility in May, driven by the ongoing conflict
in Iran and disruptions related to the closure of the Strait of Hormuz. Yields surged to multi
50% decade highs in the middle of the month as oil prices pushed above US$110 per barrel,
40% reigniting inflation concerns and forcing markets to reassess central bank rate expectations.
The selloff reversed in the second half of May as progress in peace talks and weaker
economic data eased concerns about further tightening. The US was the notable
underperformer in government bond markets, with 2 year yields rising 14 basis points, as
10% resilient economic activity and elevated inflation (core PCE at 3.3% year on year) on the back
% of the Al investment boom in particular kept the Federal Reserve on hold.
[ NN o &‘?‘a\\(\gs cas®
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30%

20%

In contrast, yields fell meaningfully across other developed markets. Australian 3 year yields
*of which 7.2% of Investment Grade and 0.9% of High Yield were declined 29 basis points despite the RBA delivering its third consecutive rate hike, as weaker
internally rated employment data and a conservative budget with proposed tax changes negatively impacting
the housing sector tempering expectations for further tightening. UK 2 year yields fell 24 basis
points and German 2 year yields declined 11 basis points. Credit markets performed well,
continuing to unwind the Iran-related widening in March, with US Bloomberg Corporate Agg

‘ OAS spreads tightening approximately 6 basis points back to multi-decade lows of 72bps,

Interest Type

80%
70%
60%

while the S&P 500 rallied 5.1%. Australian credit spreads were flat by comparison, with the
Bloomberg Ausbond 0+ Credit index spread to swap unchanged at 75bps, still some way from
the historic lows of 57bps.
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Floating Fixed Cash
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Outlook and Positioning

The outlook remains unclear, with the trajectory of the Iran conflict and its implications for energy prices and inflation the key variables for
markets. Central bank policy has diverged, with the RBA tightening on local inflation concerns, the RBNZ a whisker away from following suit
and the US Federal Reserve and other central banks on hold as they weigh inflation against the growth impact of elevated energy costs. As
such there is a broad range of plausible scenarios ahead of us, from inflation-induced tightening cycles, a resolution to the conflict may see oil
prices and yields fall and the possibility, of an energy price induced recession if consumers tighten their belts. For now though, the positive
growth benefits from the Al thematic are keeping the probability of this latter scenario in check.

Portfolio positioning remains cautious on the back of the risks around the outlook. In the short term, we believe that equity and credit markets
are not fully pricing in the full range of risks of a prolonged supply shock from the war in Iran reducing the supply of oil, gas, fertilisers and
helium supply globally. However this is tempered by a medium term view that any more material sell-offs are likely a buying opportunity given
the continued US support from lower taxes, de-regulation, corporate investment as well as the government remaining incentivised to maintain
optimism through to the November midterms.

During the month, the fund selectively added credit exposure, with spread duration increasing 0.2 years to a still modest 2.1 years, including a
c10% CDX credit hedge, as at the end of May. The portfolio spread increased 5bps to 168 basis points, reflecting the addition of higher spread
names rather than adverse market movements. The credit exposure is skewed towards Australian credit because of additional yield and it tends
to behave as lower beta in a sell-off. We continue to focus on investment grade credit with sound fundamentals.

Rates duration was broadly unchanged at 0.68 years, remaining on the shorter side of historical averages given the upside risks to inflation,
rate hikes and bond yields, with the majority of exposure concentrated in US rates. The fund maintains small long positions in New Zealand and
the UK. Other regional positioning was largely maintained through the month. Portfolio liquidity remains firm, with the level 1 and level 2 liquid
sleeve of the portfolio around the upper arm of our target range of 15 to 30%.

At the portfolio level, higher yields provide a strong starting point for absolute return expectations. This contrasts with the market back drop in
2022 when yields were close to zero and provided significantly less buffer, alongside the scope for a ~400-500 rise in official interest rates and
bond vyields is also more limited, given many central banks did not reach or move below neutral. We continue to favour a short duration
approach to limit sensitivity to market volatility in either direction, thereby generating consistent above cash returns through credit carry during
these uncertain times.

This material has been prepared by Kapstream Capital Pty Limited ABN 19 122 076 117 AFSL 308870 (Kapstream), the investment manager of the Kapstream Absolute Return Income Fund ARSN
124 152 790 (Fund). Fidante Partners Limited ABN 94 002 835 592 AFSL 234 668 (Fidante Partners) is a member of the Challenger Limited group of companies (Challenger Group) and is the
responsible entity of the Fund. Other than information which is identified as sourced from Fidante in relation to the Fund, Fidante is not responsible for the information in this material, including any
statements of opinion. It is general information only and is not intended to provide you with financial advice or take into account your objectives, financial situation or needs. You should consider,
with a financial adviser, whether the information is suitable to your circumstances. The Fund's Target Market Determination and Product Disclosure Statement (PDS) available at www.fidante.com
should be considered before making a decision about whether to buy or hold units in the Fund. To the extent permitted by law, no liability is accepted for any loss or damage as a result of any
reliance on this information. Past performance is not a reliable indicator of future performance. Kapstream and Fidante Partners have entered into arrangements in connection with the distribution
and administration of financial products to which this material relates. In connection with those arrangements, Kapstream and Fidante Partners may receive remuneration or other benefits in respect
of financial services provided by the parties. Investments in the Fund are subject to investment risk, including possible delays in repayment and loss of income or principal invested. Accordingly, the
performance, the repayment of capital or any particular rate of return on your investments are not guaranteed by any member of the Challenger Group.

For more information, please contact Fidante Partners Adviser Services on 1800 195 853

or Fidante Partners Investor Services Team on 13 51 53 or info@fidante.com.au or visit www.kapstream.com



http://www.fidante.com/

