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Fund Objective

The fund aims to provide a superior
stream of income and capital stability
over the medium term while aiming to
outperform its benchmark through
market cycles.

Fund Application

Investors seeking to enhance their
overall fixed income retuns with a
higher yielding, predominantly
investment grade (IG), absolute return-
oriented global fixed income portfolio.

January 2022

Performance (%) 1 3 1 Annualised
month months year since

inception

Fund Return (before fees and sell

spread) 0.07 0.10 0.47 2.15 2.68 4.72
Fund Return (afterfees, before sell

spread) 0.03 0.00 0.05 1.69 2.23 4.37
Fund Return (afterfees and sell

spread)? 0.03 0.00 0.08 1.66 2.22 4.36
RBA Cash Rate 0.01 0.03 0.10 0.49 0.89 2.77
Active return® (beforefees and sell

spread) 0.06 0.07 0.37 1.65 1.78 1.95
ooy erfeesand sel 0.02 003 002 117 132 1.59
Bloomberg AusBond Bank Bills Index 0.01 0.01 0.03 0.57 1.08 3.00

Fund Details

APIR code HOWO0165AU
Inception date 31 May 2007
Fund size AUD 3371mil
Distribution frequency Quarterly
Management fee 0.40%

Please contact us

Buy/sell spread
forlatest spreads

Fund Statistics

Interest rate duration 0.39yrs
Credit spread duration 2.79yrs
Average credit rating A-
No of issuers 93
Yield to maturity 2.49%

Fund Guidelines
Targetreturn cash plus 2-3%
Targetvolatility less than 1.5% annualised
Duration limits

Credit quality

-2 to +2 years
>85% investment grade

Steve Goldman
Portfolio Manager

Dan Siluk
Portfolio Manager

Past performance is no guarantee of future results. After fee returns are inclusive of 0.41% annualised total
expenses for class | units. Fund inception date 31 May 2007. No allowance is made for tax. Numbers may not
add dueto rounding. 1) For a continuing investor the actual return experienced based on the NAV performance
of the Fund, after accounting for management fees. 2) Thereturn experienced by aredeeming investor, based
on the exit price performance of the Fund which accounts for the end of period sell spread of 0.07% and
management fees. 3) Active return of the Fund compared to Benchmark (RBA Cash Rate).

Source: Fidante Partners Limited, 31 January 2022.

Performance Commentary

The fund returned 0.07% for the month (after I class unitfees). Coupon income was the
primary driver of returns, with both rates and creditdetracting, while contribution from FXwas
flat. While modestin an absolute sense, we are pleased with thereturn given market
volatility, which saw rates climb on the back of central bank hawkishness, as well as credit
spreads widening onacombination oftighter monetary policy expectations and escalating
geopoliticaltensions. Traditional fixed income indices have begun 2022 in negative territory
for a second consecutive year and while couponincomeis higher today than ayear ago, the
prospects oftraditional bond portfolios delivering negative absolute returns again this year
remains high, and the value of strategies such as ours compared to more conventional
approaches evident. We will seek to protectinvestorsfrom such adverse conditions with our
primary objective of capital preservation.

Market Commentary & Outlook

The year began with a ‘sea of red’ driven by two main themes. Thefirstwas a more hawkish
than anticipated Federal Reserve (FED) who continueto reactto persistently highlevels of
inflation, whichin turn drove markets to pricein a more aggressive hiking cycle. The second
was an escalation in geopolitical tensions between Russiaand the Westover Ukraine.
Togethertheseled to a sharp correction inrisk assets. In fact, the intraday volatility
witnessed in January has been the most pronounced since the days ofthe Global Financial
Crisis (GFC)in 2008. The VIX Index, at its peak, traded justshy of 39, having begun the year
at 17.2. The S&P 500 declined -5.3%, but the peak-to-trough move atone pointreached
down -12.4%. Thetech-laden Nasdaq Composite Index was down -9% on the month, it’s
peak-to-troughmove astaggering -17.4%. In credit markets, the US InvestmentGrade Index,
CDX IG, widened +10.8 basis points to 60.3 whilethe High Yield Index, CDX HY, widened
+46.2 basis points to 339. Russia/Ukraine tensions saw oil prices climbto 88.15, up +19.35%
on themonth

The Minutes from the December Federal Open Market Committee (FOMC) meeting were

Formore information, please contact Kapstreamon 02 9234 0000

or info@kapstream.com or visit www.kapstream.com




Kapstream Absolute Return Income Fund

Kapstream

—JANUS HENDERSON—

FUND MANAGER OF THEYEAR  FUND MANAGER OF THEYEAR  FUND MANAGER OF THEYEAR  FUND MANAGER OF THE YEAR

released in the firstweek of January and they were far more hawkish than marketparticipants had anticipated. Additionally, forthe
firsttime sincethelasttightening cycle of 2015-2018, Quantitative Tightening (QT) - thereduction in the size ofthe FEDs balance
sheet - was placed on theagenda. This paved the way for higher rates across the curve during the course ofthe month. Data releases
further justified the FEDs hawkish stance with unemploymentdipping to 3.9% from 4.2% the previous month. Headline CPl rose 7%
over the full calendar year. To add some contextaround the loftiness of this resultthe lasttime CPI was at such levels the FED Funds
Rate was at 13% (1982). Inflation continues to outpace market projections, with 8 of the last 10 monthly prints being above consensus.
By the time the FOMC met again late in January, market pricingfor hikes had climbed from 3 to almost5, with some market
commentators calling foras many as 7 hikes and there were even suggestions ofa“shock and awe” 50 basis pointhike. Chair Powell
indicated QE will ceasein March, but of more interestwas his lack of use of terms such as “gradual” and “methodical’, replacing them
with moving “steadily” and being “nimble” to describe the removal of monetary accommodation, which we interpretas leading to a
steeper path ofrate hikes over the calendar year. We also believe that every meeting throughoutthe year should be considered “live”,
where policy adjustments may be made, as opposedto onlyquarterly changes observed during the lasttightening cycle. However,
ultimately hikes will be dependenton the path of data as the year progresses, with the FED recognising thattoo aggressive ahiking
cycle can slow economic growth or even lead to recession. Theyield onthe 2-year US Treasury rose +45 basis points to 1.18%, while
the 10-year Treasury was up 27 basis pointsto 1.78%. We remain shortduration and continue to favour flatteners in the US, adding to
our positionduring the month.

While there was no central bank meeting in Australia during January, data releases continue to beat expectations. Unemploymen t
came outat 4.2%, down from 4.6%, and underemploymentat 6.6%, down from 7.5%. These are at the lowestlevel sincethe GFC and
pointto furtherincreases in wage prices in the coming quarters. Inflation data was also strong with core CPlat 1.0% on the quarter
relativeto expectations 0f0.7%, the strongest quarterly printsince 2008, and on an annualised basis up 2.6% versus expectations of
2.3%, comfortably within the Reserve Bank of Australia's (RBA) targetband. We think the strength in the dataand theinflation
experience seen abroad will mean that the RBA won’tnecessarily waitfor wage inflation to hit 3% before beginning its hiking cycle,
and therefore hikes in 2022 remain a possibility and we fully expectthe RBA to drop its dovishrhetoric in the coming quarters.
Australian rates exhibited a high correlation to that ofthe US, with theyield on the 3-year Australian GovernmentBond up +40 basis
points to 1.31%, whilethe 10-year rose +22.5 basis points to 1.895%.

New Zealand too saw inflation data beat expectations, up 5.9% on an annualised basis relativeto consensus 0f5.7%. This is the
strongestannual rate since the 1990’s and while markets had already priced in ahike by the Reserve Bank of New Zealand (RBN Z) at
their nextmeeting, this certainly keeps them on track. Housing and utilities were once again the largest contributors to inflation and
being more persistentor structural components ofthe inflation basket, together with tight labour markets by virtue ofthe New Zealand
governments'strict COVID-19 policies, we expectthe RBNZ tighteningto outpace mostdollar-block central banks this year.

In Europe, geopoliticalheadlines around Russia/Ukraine dominated. Russiais the second largest producer of crude oil and petroleum
products and itsupplies roughly one-third of Europe’s energy needs, so thetensions with Ukraine, which saw oil prices soar, will put
more upward pressure on inflation. While many members of the European Central Bank (ECB) continue to believe energy costs and
supply pressures are near their peak and should ease overthe course of the year, we remain circumspect. The German 2-year bond
rose +9.2 basis pointsto -0.53%, while the 10-year was up +18.8 basis points to 0.01%, closing the month in positive territoryfor the
firsttime since mid-2019.

In the United Kingdom (UK), central bankers appear more vigilantthan their European cousins in fighting inflation, having already
hiked rates in December and are expected to follow these up with additional hikes inthe coming months. Inflation data, like in other
regions, continues to be elevated, printingatan annualised pace 0f5.4%, up from5.1% the prior month. Economists do not believe
the peak has been putin place with utility costs setto rise in April as the country’s energy regulatoris setto raise caps on prices. The
yield on the 2-year UK Treasury rose +35.8 basis points to 1.045% and the 10-year was up +33 basis points to 1.30%.

In Asia, the People's Bank of China (PBoC) eased monetary policy by cutting rates on mediumterm loans for the firsttime sin ce April
2020, going againstthe grain oftightening seen in the developed world. Chinafaces a slowing pace of economic growth and a
property sectorin need oftriage. In additionto looser monetary policywe also see the need for fiscal injections, either i n the form of
funding to drive infrastructure projects or tax cuts for businesses and households to drive investmentand spending, over the course of
2022. The Bank of Japan (BOJ),oneof the perennial doves on the global central bank scene, guided aslight but meaningful shiftin
it's inflation narrative, moving from “skewed to the downside” to “evenly balanced” in its description of inflation forecasts , the first such
changein theirlanguage since 2014. While immaterial if it were to resound from any other central bank, we believe this is as hawkish
a shiftas we've seen fromJapan for some time, a recognitionthatthey are notimmune from rising inflation globally.

Portfolio Strategy
Portfolio yieldsrose again to remain comfortably above 2% as rates increased and investmentsin non-banklender warehouses

funded. Overall portfolio liquidity remains high at 14% for ‘Level 1’ investments (cash,commercial paper, term deposits, government,
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semi-government, and supranationals) and 14.7% for ‘Level 2’ investments (<lyrinvestmentgrade bonds). We expectthis to average
around 15% for Level 1 (normally 5-10%) as we prepare for a more volatile year driven by expected FED rate hikes, tapering and
possible balance sheetrun-off. We expect these volatile periods to be self-correcting giventhe weightof money remaining in the
system, so are actively prepared and waiting to ‘buy the dip’.

We continueto run a more acute barbell-shaped strategy (thathas worked well froma creditperspectivein mostof2021), for example
preferring shorter dated BBB-rated credits over longer dated A-rated credits given their similar spread and lower losses in a sell-off.
Creditspread duration remained little changed over the month. Fromaspread per unitof risk perspective, the excess yield the
portfoliois able to earn above therisk-free rate remains near historical highs, highlighting the robustness ofthe portfolio and
underscoring confidence in being able to deliver to our return objective on aforward looking basis. Given increased volatility, in the first
few weeks ofthe year we added sometail risk hedges including 3% notional of CDXand 4bps of premium on put options on HYG, a
high yield ETF. We have a disciplined unwinding schedule to take profits on these hedges should volatility persist. We expectthese
hedges to insulate the portfolio somewhatto creditwidening and provide cash to buy into any dip. Macro volatility provides good
opportunities to add credit with idiosyncratic mispricing and we have been switchinginto creditwherethereis a significant newissue
concession, or where we believe the secondary marketis mispriced. We believe from a credit perspective we are well placed to
provide astable and appealingincome stream, well insulated fromthe various headwinds faced, maintainingayield in the mid 2%
range, higherin aspread sensethan for several years.

In terms of asset allocation, the portfolio can be splitacross three major ‘buckets’; financials (29%), corporates (~45%), and asset and
mortgage-backed (<15%) with theresidual in cash and liquids. Geographically, we currently have a roughly 90%/10% split between
Australian & New Zealand and international issuers.

Froma rates perspective, the shiftin narrative atthe FED from “gradual” to “nimble” implies high uncertainty around thistightening
cyclein an already frayed market. While overall interestrate duration did rise over the month from 0.24 years to 0.38 years,itis
importantto highlightthataverageinterestrate duration was 0.26 years and touched a low of0.17 years, underlining the factthat we
too need to remain “nimble” in managing interestrate exposure and will tactically adjustthe portfolioaccordingly. The splitin duration
from a geographic perspective was 0.14 years in Australia, 0.20 years in the US, with the residual in New Zealand and Europe. The
bias is to retain a lowinterestrate exposure, between zero and 0.5 years, as well as positioning for flatter curves in Australiaand the
US as markets pricein hikes and central banks ultimately embark on their tightening cycles.

Unless otherwise specified, any information containedin this publication is curre nt as at the date of this report and is provided by Fidante Partners
Limited (ABN 94 002 835 592, AFSL 234668) the issuer of the Kapstream Wholesale Absolute Return Income Fund (ARSN 124 152 790) (Fund).
Kapstream Capital Pty Limited (ABN 19 122 076 117, AFSL 308870) is the investment manager of the Fund. It should be regarded as general
information only ratherthan advice. It has been prepared without takingaccount of any person’s objectives, financial situationor needs. Because of
that, each person should, before acting on any such information, consider its appropriateness, havingregard to their objectives, financial situation and
needs. Each person should obtain the relevant ProductDisclosure Statement(PDS) relating to the Fund and considerthat PDS before making any
decision about the Fund. A copy of the PDS can be obtained fromyour financial adviser, our Investor Servicesteamon 13 51 5 3, oron ourwebsite
www.fidante.com.au. If you acquire or hold the product, we and/or a Fidante Partners related company will receive fees and other benefits which are
generally disclosed in the PDS orother disclosure document for the product. Neither Fidante Partners nor a Fidante Partners related company and our
respective employees receive any specific remuneration forany advice provided to you. However, financial advisers (including some Fidante Partners
related companies) may receive fees or commissions if they provide advice to you orarrange foryou to invest in the Fund. Ka pstream Capital, some or
all Fidante Partners related companies and directors of those companies may benefit from fees, commissions and other benefits received by another
group company.

Formore information, please contact Kapstreamon 02 9234 0000

or info@kapstream.com or visit www.kapstream.com




