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

The Fund holds a diversified portfolio of debt and income securities with a view to
minimising any loss of income and capital of the Fund. Issuers may be government
Investments held 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.

Spectrum Asset Management Limited
ETLOO72AU
se7.6m

0.75% p.a. Buy Spread +0.15%

investment

31/12/2018 $1.0771 $1.0755 $1.0738

Perf Inception 9
e S

Total Net Return? 0.29% 0.40% 1.59% 3.41% 4.68% 8.07%

Average oA cash 0.13% 0.38% 0.75%  1.50%  1.58% 2.49%

*Past performance is not an indicator of future performance.

31/03/2018 30/06/2018 30/09/2018 31/12/2018

Distribution rate (cents per unit) 0.6399 0.7303 0.4500 0.4975

T includes estimated GST payable, after taking into account Reduced Input Tax Credits (“RITC”).

2 Total Net Return is the Fund return after the deduction of ongoing fees and expenses assuming the reinvestment of all distributions.

For more information visit our website - www.spectruminvest.com.au

This report was prepared by Spectrum Asset Management Limited (Spectrum) (ABN 31 096 442 198, AFSL 225069) as investment manager
for the Spectrum Strategic Income Fund (Fund). Equity Trustees Limited (ABN 46 004 031 298, AFSL 240975), a subsidiary of EQT Holdings
Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities Exchange (ASX: EQT), is the Responsible Entity of the
Fund. This document has been prepared for the purpose of providing general information only, and not taken into account the investment
objectives, financial situation and particular needs of any particular person. Before making an investment decision an investor needs to
consider, with or without the assistance of an advisor, whether the advice is appropriate in the light of particular investment needs,
objectives and financial circumstances of the investor. Past performance is not a reliable indicator of future performance. Investment returns
cannot be guaranteed. In deciding whether to acquire, or to continue to hold, units in the Fund please read the current Product Disclosure
Statement (PDS) available from Spectrum of Equity Trustees. The information contained in this report has been obtained from sources
believed to be reliable. Neither Spectrum, Equity Trustees Ltd, nor any of its related parties, its directors or employees, provide warranty of
accuracy or reliability in relation to information on this publication or accepts liability to any person who relies on it. This Fact Sheet reflects
the information available as at the date this Fact Sheet and is subject to change without notice to the recipient.
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Return comparisons
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*Past performance is not an indicator of future performance.
SSIF = Spectrum Strategic Income Fund

Composite = Bloomberg AusBond Composite O+ Yr Index
FRN = Bloomberg AusBond Credit FRN O+ Yr Index

RBA = RBA Cash Rate

Spectrum Strategic Income Fund - Sector allocation
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Spectrum Strategic Income Fund - Fixed / Floating

Cash
12%

Fixed
13%

Floating
75%

Spectrum Strategic Income Fund - Legal structure breakdown

Preference share
9% Cash

7% Covered bond

10%
RMBS \
2% Senior secured

7%

Listed income fund
3%

Subordinated debt
28%

Senior unsecured
T3 Capital 32%
2%

Spectrum Strategic Income Fund - Credit rating breakdown*

NR

AAA
BBB- 7% 9%
0,
8% AA-
\ -
BBB
7%
A+
' 8%
BBB+ N A
26% 8%

9%

*Spectrum utilises a linear credit rating methodology which incorporates the lower of the two credit ratings from S&P and Moodys. For investments which do not
carry a credit rating, the investment is deemed as not rated. As at the 31 of December 2018, 93% of the portfolio has an official credit rating from one (or both)
of these agencies. Cash is rated ‘AA-"to reflect the credit ratings of where the cash accounts are held. The portfolio has an average linear credit rating of ‘A”.
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Spectrum Strategic Income - Distribution of monthly returns since inception
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Sources: Spectrum

Returns are on a monthly basis.

Returns in bucket of 50bp range.

Each bucket contains the number of results in each band.
*Past performance is not an indicator of future performance.

Spectrum Strategic Income Fund - statistics

Correlation to Bloomberg FRN Index* 52%
Correlation to Bloomberg Composite Index* -16%

Tracking error to Bloomberg FRN Index* 3.1%

Proportion of positive Fund returns % 88%
Proportion of negative Fund returns % 12%
Number of consecutive positive returns 1 Months
Largest drawdown % -1.6%
Time to reco 2 Months

Average drawdo -0.5%

Source: Spectrum
*Since inception — 31/5/2009
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Top ten holdings:
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Source: Spectrum
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Commentary:
Fear re-awakens

A confluence of factors caused global risk asset prices to fall and government bonds to rally in
concluding month of 2018. Among them, weaker global economic indicators and heightened
geopolitical risk, in particular, Chinese-US trade risk, confronted demanding valuations for many asset
classes across the globe. In the background, central banks overall were accelerating their draining of
liquidity as the ECB halted its asset purchase program, the U.S Federal Reserve was upping the
unwind of quantitative easing, and the Fed hiked official rates - again. At the heart of the global credit
market weakness was plummeting oil prices. The fall raised doubts on the credit health of many
marginal oil producers in the U.S.
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Closer to home, AS credit spreads expanded as well. For example, credit spreads on “A” rated bond
rose around 8bps over the month reaching their highest level since early 2017.

For more information visit our website - www.spectruminvest.com.au
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AS credit spreads drifting wider
Credit spreads "A" rated 5 year bonds
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The global market themes noted above were echoed in the local credit market. What compounded
the impact though were domestic fundamental and technical factors.

The Australian housing market continues to fall in value. This in turn raises concerns over the credit
standing of property developers, RMBS securities, our banks and ultimately the health of the
domestic economy. Note the Australian economy grew by just 0.3% in the quarter to September 30,
2018.

At the same time the local market was still mulling how it would digest an extra $75bn in major bank
subordinated debt supply as proposed by APRA.

While corporate credit spreads suffered government bonds rallied in Australia as they did in most key
economies. The Australian 10-year bond yield joined the party with yields falling from 2.6% to 2.3%.
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https://spectruminvest.com.au/wp-content/uploads/2018/11/Spectrum-Insights-Never-a-better-time-to-boost-bank-capital.pdf
https://spectruminvest.com.au/wp-content/uploads/2018/11/Spectrum-Insights-Never-a-better-time-to-boost-bank-capital.pdf

Sharp fall in government bond yields of late
10 year bonds U.S vs Australia
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The contrast in performance is seen when comparing the government dominated fixed rate index
compared to the bank credit risk heavy floating rate note index in the AS bond markets.
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The good news is valuations have improved for corporate bonds globally. Many rating categories’
current credit spreads are near historical averages as opposed to the far tighter levels in late 2017.

The bad news is, the domestic residential property market, is showing no signs of stabilising. We
remain concerned the price declines in Sydney and Melbourne look set to continue. If so, this could
impact on the health of the economy and bond issuers, directly and indirectly linked, to the Australian
residential property market.

We remain concerned about a possible slowing of the Australian economy. AS bonds from
internationally headquartered issuers look appealing as we seek to look outside of the Australia for
opportunities. Utilities too look attractive especially as the market is repricing risk and spreads have
widened with little deterioration in credit quality. Capital preservation remains paramount in our
decision making. Spectrum maintains a strong floating rate note bias in AS corporate bonds.

Over the month, issuance was thin given the upcoming holiday season with only two new issues
entering the market —

e Bank of Queensland 2.25-year FRN — BBSW+98bps
e Qudos Bank 1-year FRN — BBSW+85bps

PDS ONLINE APPLICATION APPLICATION FORM

F ww[’g”zﬁ & MOHN'NHS"-\H SQM Rating ****‘i\(

As at 31/12/2018
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https://www.morningstar.com.au/Funds/FundReport/18341
https://sqmresearch.com.au/funds/dumps/profile.php?id=F00000J3ZU
https://investmentcentre.moneymanagement.com.au/factsheets/mi/09xr/spectrum-strategic-income
https://www.facebook.com/Spectruminvest
https://twitter.com/LindsaySkardoon
https://www.linkedin.com/company/spectrum-asset-management-limited/

© 2019 Morningstar, Inc. All rights reserved. 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/s/fsg.pdf. 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 insufficient basis for an investment decision.
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