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Fund description

The Fund is an actively managed, diversified portfolio of
corporate credit, asset backed and other fixed income
securities, cash equivalents and cash. The Fund may hold
up to 25% in high yield securities (which may include
unrated securities).

Target market

The Target Market Determination (TMD) for the Fund sets
out the class of consumers for whom the product,
including its key attributes, would likely be consistent with
their likely objectives, financial situation and needs. To
access to the TMD and other Fund documentation visit
our website.

Investment strategy

The Fund is actively managed, based on fundamental
research that draws upon the investment insights of our
fixed income teams. The approach employs both “top-
down” research, including analysis of economic factors,
market data and macro credit themes, and “bottom- up”
research in respect of particular securities, including
analysis of earnings and cash flow stability, balance sheet
strength, industry and valuation.

The Fund’s investment strategy is to invest in a portfolio of
Australian and global corporate credit, asset backed, and
other fixed income securities, cash equivalents and cash.

Investment objective

The Fund aims to outperform (after management costs)
the Reserve Bank of Australia Official Cash Rate over
rolling three year periods.

Investment objective
As at financial year 30 June 2022
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Fund information

Inception date 17 April 2002
Fund size $320.1m
Management fee 0.60% pa
Minimum initial investment $ 50,000
Distributions Monthly

Monthly distribution estimate cents per unit (CPU)  0.15

Buy/sell spread +0.10% /- 0.20%

Currency management Hedged to AUD
APIR code UBSO003AU
Key statistics

Modified Duration (yrs) 2.55
Spread Duration (yrs) 3.40
Yield to Maturity' (%) 6.02
Official cash rate (%) 4.10
Average Credit Rating BBB

1 Yield to maturity (YTM) is not a distributed yield nor reflects anticipated
income to be earned by the fund. It may include the effect of some
derivatives, including swaps and FX forwards, which can form a
significant part of the investment strategy but do not pay a regular
income. It is in the base currency of the master fund and not specific to a
share class.

Credit quality (%)

Investment Grade 79.65
High Yield 19.15
Cash and other 1.21

Industry allocation (ex cash) (%)

‘ Energy 54
Banking 18.8

Binsurance 7.2

REITs 6.8

- Basic industries 34
' ' Transportation 14.4
I Consumer cyclical 5.2

l Consumer non cyclical 3.6

l Communications 6.2

l Other Industrials 7.2

[l utilities 12.7

Other financials 8.0

[INon Corporates 1.0



Investment performance

1 month 3 months 1 year 2 years 3 years 5 years Since inception*
Fund % % % % pa % pa % pa % pa
Total return 1.04 1.77 5.92 0.91 1.79 1.95 4.42
Benchmark** 0.36 1.02 3.37 1.88 1.29 1.16 3.51
Added Value 0.68 0.75 2.55 (0.97) 0.50 0.79 0.91

* Inception date: 17 April 2002.

** RBA Official Cash Rate, Prior to 1 February 2017 benchmark was Bloomberg AusBond Bank Bill Index.

Performance figures are net of ongoing fees and expenses. The performance figures quoted are historical, calculated using end of month prices, and do not
allow for the effects of income tax or inflation. Total returns assume the reinvestment of all distributions. Performance can be volatile and future returns can
vary from past returns. Growth returns are the returns due to change in initial capital value. Distribution returns are the returns due to the distributions paid. 1
Yield to Maturity (YTM) is the estimated annualised rate of return that would be received if the Fund’s current securities were all held to maturity. Note that
YTM does not account for fees or taxes. YTM is not a forecast, and is not a guarantee of the future return of the Fund. 2 Source: RBA, 2019.

Market review

e Australian Government bond yields fell across the
term structure.

e Australian credit spreads tightened over August.

e The RBA maintained the cash rate target at 410bps.

Global market review

Global markets grappled with opposing forces in August:
Treasury yields rising to fresh cycle highs across the curve
amid continued strength in US production data, and more
signs of economic weakness in China and global
manufacturing.

In the US, retail sales rose 1% month-on-month in July,
more than twice as fast as anticipated. Industrial
production booked just as large of an increase in July, well
above the 0.3% estimate. The S&P Global US
Manufacturing PMI came in at 47, well below
expectations, and the Services PMI shifted downwards to
51 versus an estimate of 52.2. Non-farm payroll growth
for July rose 187,000, less than expected, with negative
revisions to prior months. Job openings fell by more than
anticipated to 8.8 million in July, with the private sector
quits rate slipping to 2.5% -- below pre-pandemic levels.
Headline and core CPI inflation both rose marginally less
than expected in July on a month-on-month basis.
However, the year-on-year headline inflation rate rose to
3.2% from 3%, its first increase since June 2022. Near
the start of the month, Fitch downgraded the US
government'’s credit rating to AA+ from AAA. The ratings
agency cited a deteriorating long-term fiscal outlook and
political brinkmanship as key reasons for this change. The
July Senior Loan Officer Survey showed that financial
institutions were tightening lending standards while
demand for loans continued to deteriorate, suggesting
that financing conditions will be a drag on growth going
forward.

In Europe, the economy remains sluggish, with more signs
that the slump in factory activity is weighing on activity
more broadly. The Eurozone manufacturing PMI improved
somewhat in August, with the flash reading rising to 43.7
versus expectations of an unchanged reading from July at
42.7. However, this was overshadowed by softness in the
services sector where the PMI fell below 50 for the first
time in 2023. But labour markets continue to be tight,
with the unemployment rate holding steady at 6.4% in

July and few signs that annual wage growth is rolling
over. Inflationary pressures remained stuck at 5.3% year-
on-year in August, though analysts anticipated a
deceleration to 5.1%. However, core inflation did move
lower to 5.3% year-on-year, as expected. There was also
a noticeable deceleration in services inflation, which
moderated to 3.4% on a three-month annualised basis. In
the UK, the Bank of England delivered a 25-basis point
hike. PMI data weakened across both manufacturing and
services. The preliminary August manufacturing print
weakened to 42.5 from 45.3, a worse showing than the
expected 45. The services PMI also unexpectedly dipped
below 50 to 48.7, versus a projected 50.4. Labour market
signals are mixed. The unemployment rate ticked up to
4.2% in the three months ending June, while economists
had predicted that it would hold steady at 4%.
Employment also contracted by 66,000 over this period.
However, wage pressures continued to intensify, with
average earnings excluding bonuses up 7.8% year-on-
year for the three months ending June.

In Japan, second-quarter growth massively exceeded
expectations, rising 6% on a seasonally adjusted and
annualised rate versus an expected 2.9%. Inflation
remains elevated relative to history, but the 3.3% year-on-
year rise in headline inflation and 3.1% year-on-year
increase in core inflation were both in line with
expectations. At Jackson Hole, Bank of Japan Governor
Kazuo Ueda noted that core inflation is expected to
continue to slow and that underlying price pressures were
still a bit below the central bank’s 2% inflation target.

In China, economic conditions continue to deteriorate,
with July data underwhelming across all facets of the
economy. Industrial production, fixed asset investment,
credit growth, consumer spending, property investment,
and the unemployment rate all disappointed, while new
home prices also fell month-on-month. The economic
stress became apparent following defaults from a major
real estate developer as well as an asset manager with
deep links to the property sector. China is increasing up its
efforts to support the economy, but steps taken to date
still appear measured. Policymakers delivered interest rate
cuts that were not as large as expected, suggesting that
monetary stimulus is constrained by other considerations
like bank profitability and currency weakness. The
minimum downpayment for first-time homebuyers has
also been reduced to 20%, and the authorities are also
encouraging lenders to lower rates on existing mortgages.



Australia Market Review

Australian sovereign bond yields fell over August as
investors started to price-in a lower terminal rate given
gradually declining domestic inflation. In contrast, US
sovereign bond yields rose with a steepening bias amid a
repricing of policy rate expectations for next year due to a
continuously resilient economy. Australian 3-year
Government bond yields fell -13bps, ending the month at
3.74% while the 10-year Government bond yields
declined -3bps to end the month at 4.03%. Australian 10-
year Government bonds outperformed US equivalents
with the spread ending the month at -8bps from +10bps
the previous month. Credit spreads also tightened
(Bloomberg AusBond Credit 0+ index tightened from
125bps to 115bps). The Bloomberg AusBond Composite
0+ year Index returned 0.74%.

In August, the RBA left the official cash rate target
unchanged at 4.10% at the second consecutive time,
citing again the need to provide the Board with further
time to access the economic environment. This decision
was against the narrow consensus amongst economists of
a 25bps rate hike although largely in-line with the implied
rate priced-in by market participants. In terms of domestic
inflation, the Board changed its wording from “inflation
has passed its peak” to further stating that inflation is
“declining”. The Board also noted the services inflation to
be “rising briskly” and acknowledged the possibility that
“surprisingly persistent” services inflation overseas “could
occur in Australia” as well. In terms of the labour market,
there were no material changes to the expression that the
“condition in the labour market remain very tight,
although they have eased a little”. Regarding forward
guidance, the Board kept saying “some further tightening
of monetary policy may be required” and reiterated data
dependency. Later in the month, the Minutes of the RBA's
August Board meeting stated that “inflation was heading
in the right direction” showing some sort of satisfaction
by the Board.

Elsewhere, the domestic economic data was mostly
weaker over the month. The labour market showed some
cooling as the unemployment rate rose to 3.7% and
surprised the market consensus of 3.6%. The monthly
change in employment also turned into negative territory
to -14.6k. while the participation rate slightly declined to
66.7% from 66.8% the previous month. The inflation
data was again encouraging as the monthly July CPI
release came in softer printing 4.9%, a further decline
from the previous month’s 5.4% and below the
consensus of 5.2%.

Portfolio

The portfolio outperformed the benchmark over August.
Australia’s sovereign yield curve steepened over August
with the front end declining more than the long end,
resulting in positive relative performance against the lower
duration bank bill index.

Within Credit management, the portfolio’s overweight
position in Australian corporates benefited strongly from
the tightening credit spreads over August and the extra
yields (“carry”). Credit spreads widened modestly in the
US high yield market, which was a small detractor from
relative performance.

Outlook

Our bias remains to be positioned long duration across
our portfolios as the global rate hike cycle reaches
maturity, inflation continues to ease and recession fears
linger. The exception is Japan where we expect yields to
move higher as the BoJ belatedly loosens its grip on the
bond market and as the debate shifts to the potential for
the end of negative interest rate policy.

In Australia, inflation continues to follow the global trend,
falling quickly from its Q4 2022 peak of 7.8% y/y. In fact,
the latest quarterly release showed both headline and
underlying measures are now annualising at half this rate
(3.5-4.0%) which is a good gauge of where y/y inflation is
likely to end the year. Disinflation, particularly in the
service sector, may proceed more slowly into 2024,
although early signs of loosening in the labour market are
encouraging. On growth, our core thesis has been that
the lagged impact of the record rate hike cycle delivered
since May 2022 will have a significant negative impact on
consumption by the middle of the year, making it feel like
a recession for parts of the highly interest rate sensitive
household sector. This appears to be playing out judging
by the further slowdown in household consumption
evident in the national accounts (just 0.1% g/q in Q2),
declining savings rate and uptick in mortgage arrears.

The RBA has now left the cash rate unchanged at 4.1%
for three consecutive meetings. It is hard to see what will
trigger a restart in the hiking cycle given the economy is
on a slowing trend, inflation is heading in the right
direction and, even with rates standing still, household
cash flows continue to get squeezed through higher utility
bills and the ongoing roll-off of low-rate fixed mortgages.
While one more rate hike cannot be fully discounted, we
continue to believe that the better opportunities arise in
positioning for restrictive policy to be reversed next year.
Ten-year bonds currently yield more than 4% which we
believe offer good medium to long term value in this
environment.

Usually, credit spreads would move wider as concerns
over the likelihood of a recession increase. However, high
all-in yields continue to provide strong support to the
Australian and global credit markets. Australian credit
spreads also look comparably cheap with aggregate OAS
levels above the US for a shorter duration and better-
guality market. Market technicals have also been positive
for AUD credit as cash is being deployed amid low
issuance.



Client Services www.ubs.com/am-australia

Telephone: (03) 9046 4041 Freecall: 1800 572 018 Email: ubs@unitregistry.com.au

Investors should consider the PDS and seek professional financial and taxation advice before deciding whether the product is appropriate for them and whether
to acquire, or to continue to hold the investment. Your investment in the Fund does not represent deposits or other liabilities of UBS or any member company
of the UBS Group including UBS Asset Management (Australia) Ltd (ABN 31 003 146 290) (AFS License No. 222605), the issuer of the Fund. Your investment is
subject to investment risk, including possible delays in repayment and loss of income and capital invested. The repayment of capital or income is not guaranteed
by any company in the UBS Group. Offers of interests in the Fund are contained in the Product Disclosure Statement dated 26 September 2022. Any potential
investor should consider the relevant product disclosure statement (PDS) in deciding whether to acquire, or continue to hold, units in a fund. UBS has also issued
a target market determination (TMD) that describes the class of consumers that comprises the target market for each UBS fund and matters relevant to their
distribution and review. A copy of the PDS, PDS addition information and TMD is available from UBS Asset Management (Australia) Ltd, the issuer of the UBS
Funds, on our website https://Awww.ubs.com/au/en/asset-management.html or by calling (03) 9046 4041 or 1800 572 018.

The PDS for this fund is only available to persons receiving the PDS (electronically or otherwise) while physically in Australia, unless expressly authorised by us in
writing. The offer does not constitute an offer or invitation in any place in which, or to any person to whom, it would be unlawful to make such an offer or
invitation. This Fund (or the PDS) has not been registered under the laws of any jurisdiction outside Australia. The Fund may not be offered or sold in the United
States of America or to ‘U.S. Persons’ (as defined in ‘Regulation S’ of the Securities Act of 1933, as amended).

This document may not be reproduced or copies circulated without prior authority from UBS Asset Management (Australia) Ltd.

© UBS Group AG 2023. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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