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Portfolio Review

In June, the Fund returned 0.8% (before fees), outperforming the benchmark by 0.5%. Over one year, the Fund
has returned 7.5% (before fees), 3.6% ahead of the benchmark.

At June end, the portfolio has a yield to maturity of 6.3% with an interest rate duration of 0.4 years.

Market Review

Highly technical

Six months into the year, and Iran-US tensions remain unresolved. Australian credit
battles on regardless and a few technical tailwinds suggest H2 spread performance
might actually reward our patience.

One unexpected benefit of writing monthly commentary is the discipline it imposes on memory. Rolling from
one news event to the next, trying to assess portfolio implications in real time, is the ordinary business of
investing, but the pace of market developments over the past six months has been anything but ordinary.
Geopolitical and macro uncertainty continues to dominate headlines, with markets oscillating between acute
concern and complete indifference. The logic governing each swing between those two states largely escapes
me, and [ suspect I'm not alone.

Against that backdrop, the Australian credit market continues to print deals at a remarkable pace, a quiet but
powerful signal that, whatever the big-picture noise, Aussie credit remains a firm portfolio favourite. Not to
oversell my own asset class, but the fundamentals do the talking: yields are high, performance is solid, and
credit quality is exceptional. You've heard me say this all before of course, so before you roll your eyes, let's get
into the monthly detail.

Deal of the month was the A$1 billion CDC Data Centres’ wholesale hybrid transaction, which priced across two
tranches at +240bps (5-year call) and +260bps (7-year call). The book was almost six times oversubscribed, a
clear endorsement of strong institutional demand for quality investment grade issuers at the right price. Both
tranches tightened by at least 20bps through the month, comfortably outpacing the broader credit index,
which tightened 4bps over the same period.

Other issuance of note included transactions from Transurban Queensland, Ventia, Worley, and three
Kangaroo corporates - Engie, Telefonica, and Oncor. In an environment like this, pricing discipline is non-
negotiable. Both Engie and Oncor tightened beyond levels we considered fair value, and we abstained from
both. With half a year to spare, corporate issuance is close to setting an annual record, driven by what is
already a record year for Kangaroo issuers. Dealer inventories are elevated given this supply, but spreads
remain at healthy levels, indicative of the growing depth of issuers and investors in the Australian market.
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Volkswagen (VW) was also active in the Australian market this month, pricing a A$250 million senior unsecured
Kangaroo bond, which added to already substantial outstanding issuance of over A$3 billion in the domestic
market. The transaction landed against a concerning weekend headline, with management announcing the
doubling of planned workforce reductions from 50,000 to 100,000 roles, as the Company moves to close the
competitive gap with Chinese EV manufacturers. This is no mean feat given VW's sprawling global operations.
The scale of that restructuring reflects a wider reckoning across European automakers. It also represents a
genuine structural shift in global auto manufacturing and one that we think warrants close attention from
credit investors in this sector.

Judo Bank also made headlines this month with an early earnings update. The news was delivered just weeks
after management had attended a conference providing no indication of asset deterioration. Management
disclosed specific provisions against three loans across three separate clients and sectors and was quick to
characterise the issues as idiosyncratic rather than systemic. Regardless, markets reacted sharply. The equity
price fell approximately 40% intraday, and credit spreads widened 15-35bps. We think both moves overshoot
the fundamental credit story, however, they do highlight emergent risks and pockets of weakness in the
market.

Finally, the Reserve Bank of Australia left rates on hold this month, as broadly anticipated. Market consensus
has now settled at somewhere between zero and one additional hike through to end-2026, followed by zero to
one cut in the subsequent six months. For credit investors, effectively flat rates over the next twelve months
would provide a highly constructive backdrop as it underpins carry, reduces duration volatility, and keeps
refinancing conditions stable.

Market Outlook

The US/Iran conflict remains a source of market uncertainty, though the transmission mechanism into credit is
increasingly narrowing to oil price volatility and supply disruption rather than broader risk-off contagion.
Investors appear to have largely abandoned any expectation of a durable long-term resolution which can be
trusted. For the moment, the market is beginning to look-through headlines with the month ending with an
apparent escalation of tensions but oil prices getting towards their pre-conflict levels.

Results season is approaching, and while the macro data has begun to show tentative signs of softening, we
do not expect material credit stress to surface across the investment grade universe in the near term. For the
companies we hold, the August reporting season is likely to be broadly business-as-usual. The more relevant
signal will be forward guidance into FY27, where we anticipate some conservatism as management teams
navigate an uncertain consumer, inflation and rate environment. Fortunately, the skew of the Australian
corporate credit universe towards more defensive infrastructure and utility names should help insulate issuers
in our market from potential macro risks.

On the technical side, we expect primary market supply to slow over the coming months. Offshore issuers
typically retreat through the Northern Hemisphere summer, and domestic corporates and financials will be in
a pre-results blackout ahead of the August reporting season. Reduced net supply into a market with persistent
reinvestment demand, should provide a constructive backdrop for spread performance through the quarter.

Portfolio update

With the notable exception of Judo Bank, spreads performed constructively across the board in June despite
another month of heavy primary issuance. The key drivers were Tier 2 bank paper, infrastructure, and utilities.
The spread compression is particularly pleasing given Australian spreads have lagged the global spread
tightening cycle, which was already testing the lows.

The senior-to-subordinated financial spread ratio retraced to 1.86x from 1.92x, and we took the opportunity to

rotate into major bank Tier 2 paper with conviction. The technical setup for financial sub-debt remains among
the most compelling we have seen in some time, underpinned by several reinforcing factors:
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e Major bank issuance is slowing, as housing demand softens and system credit growth moderates,
which will reduce overall requirements for sub-debt. The majors have historically front-run their Tier 2
issuance earlier in the calendar year, and this year has been no different, leaving little incremental
supply expected for the remainder of 2026.

o A$5.4 billion of AT1 and Tier 2 securities were called this month alone, a material reduction in
outstanding supply that is creating a genuine reinvestment challenge for many portfolios.

e The continued growth of passive and active ETF strategies with a structural mandate for financial
subordinated debt creates a captive, price-insensitive buyer base that supports Tier 2 valuations
regardless of where the cycle sits.

e And finally, over A$10 billion in financial sub-debt is scheduled to be called prior to December, which is
expected to further reduce available supply into year-end and reinforcing the asymmetry in the
technical picture.

We continue to hold our wholesale AT1 position, which was well-bid through the month. Notably, the UBS AT1
which had lagged the broader sub-debt rally through the first half of the year, weighed down by the quantum
of issuance, is now seeing meaningful spread compression as that supply overhang clears.

Beyond financials, we are maintaining diversified exposure to infrastructure and utility names, where high-

quality regulated cash flows provide the kind of predictable, contractual income that anchors portfolio
performance through periods of macro uncertainty, which is in no shortage right now.
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Important information: This document is issued by
Schroder Investment Management Australia Limited
(ABN 22 000 443 274, AFSL 226473) (Schroders).

This document does not contain and should not be
taken as containing any financial product advice or
financial product recommendations. This document
does not take into consideration any recipient's
objectives, financial situation or needs. Before making
any decision relating to a Schroders fund, you should
obtain and read a copy of the product disclosure
statement available at www.schroders.com.au or other
relevant disclosure document for that fund and consider
the appropriateness of the fund to your objectives,
financial situation and needs. All investments carry risk,
and the repayment of capital and performance in any of
the funds named in this document are not guaranteed
by Schroders or any company in the Schroders Group.
The material contained in this document is not intended
to provide, and should not be relied on for accounting,
legal or tax advice.

Schroders does not give any warranty as to the
accuracy, reliability or completeness of information
which is contained in this document.

Schroders

To the maximum extent permitted by law, Schroders,
every company in the Schroders plc group, and their
respective directors, officers, employees, consultants
and agents exclude all liability (however arising) for any
direct or indirect loss or damage that may be suffered
by the recipient or any other person in connection with
this document.

Opinions, estimates and projections contained in this
document reflect the opinions of the authors as at the
date of this document and are subject to change without
notice. “Forward-looking” information, such as forecasts
or projections, are not guarantees of any future
performance and there is no assurance that any forecast
or projection will be realised. Past performanceis not a
reliable indicator of future performance. All references
to securities, sectors, regions and/or countries are made
for illustrative purposes only and are not to be
construed as recommendations to buy, sell or hold.

Telephone calls and other electronic communications
with Schroders representatives may be recorded.
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