Manager Profile

Salt is an active fund manager. Our investment philosophy centres on the
belief that share markets have characteristics that lead to market
inefficiencies that can be exploited over time to deliver superior risk-
adjusted returns.

Investment Strategy

The Fund aims to deliver positive absolute returns in all market
environments. In addition to holding “long-only” NZ and Australian
securities, the Fund may, at our discretion, short sell shares, hold cash, lever
its assets and utilise active currency management to generate returns
(although generally the Fund’s assets will be fully hedged).

Fund Facts at 31 October 2025

Benchmark RBNZ Official Cash Rate +5% p.a.
Fund Assets $154 million
Inception Date 31 July 2014

Portfolio Manager Matthew Goodson, CFA

Unit Price at 31 October 2025

Application 3.4144

Redemption 3.4007
Investment Limits

Gross equity exposure 0% - 400%

Net equity exposure -30% - 60%

Unlisted securities 0% - 5%

Cash or cash equivalents 0% - 100%

Maximum position size 15%
Number of Positions at 31 October 2025

Long positions 50

Short positions 27
Exposures at 31 October 2025

Long exposure 82.04%

Short exposure 34.82%

Gross equity exposure 116.85%

Net equity exposure 47.22%
Investment Risk to 31 October 2025

Fund volatility® 6.58%

NZ50G / ASX200Al volatility1 13.34%

NZ50G / ASX200Al correlation 0.062

1. Annualised standard deviation since fund inception.

Fund Performance? to 31 October 2025

Period Fund OCR+5% NZ50G/ASX
Return Return 200AI Return?
1 month 1.35% 0.62% 1.17%
3 months 7.53% 1.93% 4.20%
6 months 16.97% 4.00% 12.75%
1-year p.a. 16.73% 8.57% 10.21%
2 years p.a. 20.17% 9.48% 15.54%
3 years p.a. 15.85% 9.62% 9.54%
5 years p.a. 18.48% 8.14% 7.70%
7 years p.a. 12.04% 7.53% 8.89%
10 years p.a. 10.28% 7.35% 9.25%
Inception p.a. 11.40% 7.47% 9.01%

2. Fund performance is after all fees and before PIE tax.
3. NZ50G/ASX200Al is a 50/50 blend of the S&P/NZ50 Gross Index and the S&P/ASX
200 Accumulation Index and is for comparison purposes only.

Cumulative Fund Performance to 31 October 2025
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Fund performance has been rebased to 100 from inception.

Past performance is not a reliable indicator of future performance, and no
representation or warranty, express or implied, is made regarding future
performance.

Largest Longs Largest Shorts
Tower Brambles
GDI Property Group Commonwealth Bank of Australia
Turners Automotive Group Wesfarmers
DUG Technology Nick Scali
Servcorp Stockland
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Country Allocation at 31 October 2025 (Gross Equity Exposure)

Australia - 68.68%

New Zealand - 31.32%

Fund Commentary
Dear Fellow Investor,

Following on from our exceptionally strong month in
September, we are pleased to report a solid performance by
the Fund in the month of October, with a return after fees of
+1.35%. This compared to a tepid +0.4% advance by the
formerly barnstorming Australian equity benchmark and a
further revival by NZ equities, which rose +1.9%.

We are beginning to experience quite a divergence in
economic and monetary policy cycles across NZ, Australia and
the USA. This in turn is driving differing share market
performances.

Early in the month, the RBNZ decided to go for the doctor and
lowered the OCR target by 50bp from 3% to 2.5%. They also
engaged in significant open mouth operations by stating that
they “remain open to further reductions” and moving their
terminal rate forecast to 2.0%. Moreover, they had previously
quietly eased LVR lending constraints.

The 50bp rate cut was followed a few days later by a
superficially concerning September quarter CPl outcome of
+1.0% g/q and +3.0% y/y. It may seem odd that the RBNZ is
cutting so aggressively when inflation is at the top-end of NZ’s
sole inflation target range of 1.0%-3.0%. However, there was
plenty of evidence that inflation is not broad-based,
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with 30% trimmed-mean inflation only being +2.2% y/y.
Council rates and booming agricultural sector prices were the
main culprits.

It was only just over a year ago in August 2024 that NZ’s OCR
stood at a crippling 5.25%, so the sharp cuts this year are
merely removing the damage from past policy errors. Lower
rates feed through with long and variable lags, so it was no
great surprise that the NZ economy was in a deep funk in the
June quarter. It was perhaps the recession we had to have.
Unemployment has risen a little, the worst excesses of bubbly
housing markets have been curbed and the fiscal situation is
less bad than in many comparative countries.

In contrast to the lags with which rate cuts feed through to
the economy, equity markets are always groping through the
primordial murk and trying to be forward-looking. You make
no money investing on the basis of what you can see now
because the market has already priced that in. Our process is
to invest on the basis of what we reasonably expect the future
to be — hence our strong view all year on being long quality
NZ cyclicals. This has worked really well and has been a key
reason for the Fund’s strong performance.
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Over the last 12 months, the domestically focused S&P/NZX
Mid Cap Gross Index has returned +20.1%, whereas the
S&P/NZX50 Gross has only risen +7.2%.

From here, we expect to see the evidence of a strong rebound
start to actually eventuate. The first key driver is that rate cuts
and the passage of time now mean that households and
businesses are finally refinancing on lower rather than higher
rates for the first time in years as their cheap fixed rate debt
from the “funny money” era in 2021/22 expires.

The second driver is that politicians will be politicians and
there is an election in late 2026. With the polls being close,
get ready for a lolly scramble. Thirdly and critically, NZ is
having a remarkable export price and volume boom. Thriving
provincial cities live in a different version of reality to the
moderate gloom in Auckland and the full-blown depression in
Wellington.

This boom feels a lot more sustainable than the typical brief
period of rural plenty. NZ is a massive dairy and red-meat
exporter but we are a tiny producer overall — most production
in most countries is consumed locally. The typical boom
normally originates from a poor global grain harvest sending
the price of corn, soy and wheat skywards, causing US and
European farmers to cull cows and cattle, which in turn spikes
beef and dairy prices.
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This time around, grain prices are actually very low, as typified
by the chart of corn prices above. These low feed costs may
temper any further expansion of the dairy boom in the short
term as Northern Hemisphere farmers grow their herds. That
said, taking a longer-term view, imagine what could happen
to dairy and beef prices if we had a poor global grain harvest
and prices spiked.

Put all this together and we see 2026 being a good year for
the NZ economy — lower interest rates, election year goodies
and a continued terms of trade boom will all likely contribute.
A fair amount of the NZ equity market return from this may

already have happened but the next leg may come from
earnings upgrades over the course of 2026.

The lucky country, Australia is in a rather different position.
Unlike their over-eager cousins at the RBNZ, the RBA has
avoided some of the wildest excesses of monetary policy
swings. Combine their strong domestic economy with
booming metals prices and “recession” is just a theoretical
concept that other countries experience. Their equity and
housing markets have ploughed on ever higher as though no
policy cycle has happened. House prices post ever more
unaffordable highs and the Australian equity benchmark’s
return of +13.1%/yr over the past 3 years has swamped NZ’s
+6.1%.

However, a few cracks are beginning to appear in Australia’s
impressive edifice. The main one came late in the month,
when September quarter trimmed mean CPl inflation
surprised at +1.0% g/q and +3.0% y/y. This was well above the
previous +0.7% quarterly pace and the sources of the inflation
appeared to be broad-based. All hopes of an easing at the
Melbourne Cup day meeting, or indeed on any day, swiftly
evaporated. Indeed, some economists are now calling for a
February rate hike.

This is not a good set-up for Australian equities, when they
are trading in the high 90 percentile of all historic valuation
settings. Large cap valuations continue to be particularly
extended and we are net short that segment of the market.
Companies abound that sport PE multiples above 30x and
growth profiles that are modest and frequently subject to
downgrade risk. Australia is a large deep market and there are
always some segments that are in or out of fashion, so we do
continue to find opportunities from the long-side but this is
getting harder.

The divergent policy cycles between NZ and Australia have
had a predictable impact on the NZDAUD exchange rate, with
it falling from 92.7 at end-June to 90.1 at end-August to 87.1
as this is written. Perhaps Kiwis will have to take their holidays
in Bunnythorpe next year rather than Noosa. We feel as
though we have missed an opportunity with our net
Australian exposure being fully hedged but this Fund carries
quite enough risk with equity market movements without
layering semi-informed forex speculation over the top of that.

The overall backdrop for markets is set by the USA. The Fed
made what can only be classified as a hawkish cut near
month’s end, easing 25bp to a range of 3.75%-4%. They are in
a very difficult position, having a dual mandate of low
unemployment combined with a 2% inflation target.
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Thanks to the stagflationary impact of both tariffs and
immigration policy, the US economy is slowing while inflation
is stuck around 3%. Governor Powell’'s post-meeting
comments were crystal-clear that a further rate cut in
December is anything but a foregone conclusion — in stark
contrast to market pricing.

If anything, new information during the month pointed to the
US economy and concomitant inflationary pressure both
slowing a little. Core CPI inflation for September came in at
+3.0% vy/y versus +3.1% expectations. The ISM index for
October showed a headline PMI of 48.7, which means it was
in contraction for the 35" month out of the last 37. However,
Prices Paid did pull back a touch from 61.9 to 58.0, the first
read below 60 since January.

Various survey evidence combined with numerous anecdotal
company reports suggest that cost pressures remain
considerable but that companies are having to eat some of
the impact themselves. Macquarie strategy research
highlighted a Harvard study of more than 350,000 products
which showed that the price of imported goods has increased
by +5% since March but that the price of domestic goods was
only +2.5%. They estimate the impact of tariffs on US CPI
inflation as being +0.7% (i.e. inflation would have been 2.3%)
but that firms are still in the process of passing through the
impact onto consumers.

Putting this together, the US is in a position where the
economy is slowing quite sharply, inflation pressures may be
topping out, but they are doing so at levels that are still too
high for the Fed to be comfortable with easing materially.
Market expectations of as many as six future Fed rate cuts
may need to be dialled back somewhat.

Against this backdrop it is unsurprising that much of the US
equity market is struggling, with major dispersion between
sectors. Over the last 12 months, we have had a bull market
for the ages in the huge S&P500 Information Technology
(+36.4%) and Communications Services (+33.9%) sectors but
five sectors have actually been negative, viz Materials (-7.9%),
Real Estate (-4.0%), Health Care (-2.3%), Consumer Staples (-
1.9%) and Energy (-0.4%).

There has even been huge dispersion within these sectors,
with semiconductors & equipment being +58.6% but IT
services up a mere +0.7%. Overall valuations remain extreme
but it’s all about the Al boom (or perhaps bubble....)

We wrote last month about the emergence of large circular
deals in the Al space being a red flag.

The chart below gives a good picture of the tangled spider’s
web, but even a few days later, it is already becoming dated
with the plethora of inter-meshed deals.
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At the same time, the share prices of many companies in the
Al and data centre sector seem to be losing momentum.
While Nvidia is still an unstoppable force of nature, the
original US neo-cloud company, Coreweave is sitting at $115
versus a high of $183 back in June. Next DC is in the mid $15’s
versus recent highs of $18 and even the relatively defensive
player in NZ, Infratil has tracked broadly sideways for the last
3 months or so.

It feels to us as though the market is beginning to sniff out two
related concerns. Firstly, that the explosion of circular deals is
generating “revenues” and “profits” that may not ultimately
be matched by the cashflows associated with them. Secondly,
there is the bigger picture concern that the vast capex being
expended in the Al and data centre space is not being
accompanied by returns that seem commensurate with it.

There are also some signs of increased speculation and a
stretch for revenues. We were slightly bemused to see
Infratil’s CDC operation sign an “Al data centre” deal with the
nascent pre-revenue Australian neo-cloud company, Firmus
Technologies, which has some rather colourful characters
behind it. This is quite the departure from 20-year leases with
the likes of Meta, Alphabet and Amazon.

In the US market, the most profitable investment style factor
in recent weeks has been pre-revenue as shown graphically
below. We must remember to list the Salt Unobtanium
company before this current market stanza is over!



SALI

A divided US market: tech companies with no revenues or
profits are flying, as are the Mag-7. The rest are left in the shade
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Similarly, the chart below shows the relative performance of
the Magnificent 7 versus unprofitable technology stocks. This
is a classic sign of the remarkable technology stock rally in
recent years now being reduced to running on fumes.

Summarising all the above, we remain bullish on the NZ
economy and equity market and are still significantly net long.
We are rather more wary on Australia as persistent inflation
has seen the end of rate cuts at a time when the large cap end
of their market is extremely expensive. NZ has comfortably
outperformed Australia in the last couple of months and we
expect this to continue. Finally, the overall market backdrop
is decidedly mixed with the Fed unlikely to be able to ease as
much as the market hopes and there being numerous signs
that their equity market boom is becoming narrower and
lower quality.

Fund Performance in October

Returning to the Fund’s performance in the month of
October, our overall return of circa +1.5% pre fees was made
up of a +1.7% contribution from our long book and a slight -
0.2% headwind from our shorts. Our overall “winners to
losers” ratio was very strong at 68% but there was an odd
skew with one large loser versus a good number of mid-sized
winners.

Our gross position (longs + shorts) was trimmed a touch from
118% to 117% over the month, with the usual array of gradual
changes in our holding’s underneath this.

Our gross positioning has been relatively low for a few months
but it continues to provide perfectly ample volatility and
return potential. We will almost certainly lift it at some stage
but that will be the outcome of bottom-up opportunities
rather than sizing up for the sake of it. We have continued to
slowly trim the size of some of our highest conviction
positions as they have worked.

Our net position (longs — shorts) rose sharply from 39.5% to
47.2%. Within this, we remain heavily net long NZ, we are net
short over-priced large-cap Australian stocks and we are
reasonably net long smaller to mid-cap Australian names. The
lift in our net positioning reflects both several new long
holdings and the covering of some of our shorts.

In terms of market volatility, there were ten negative days in
October for the 50/50 index of Australia/NZ, with the average
decline on those days being -0.37%. Interestingly, the Fund
did not do as well on the negative days as normal, being up
on only four of them and having an average return of -0.07%
across all ten of them.

We suspect this sudden emergence of an apparent positive
correlation was random and will prove fleeting. Over the long
run, the correlation of this Fund to Australia/NZ equity
markets is 0.06 — not statistically different to zero. The aim of
this Fund is to provide equity-like returns with no correlation
to equity markets and less volatility than them - those
outcomes have been the case for over 11 years and we will do
our best to keep that being so.

We had few major negatives in October but one unfortunate
and hopefully temporary headwind came from last month’s
star, DUG Technology (DUG, -19.8%), which gave back some
of its huge September gains. Our natural inclination is always
to buy on weakness and sell into strength and that limited a
degree of the pain.

DUG’s 68% surge in September was sparked by winning a
massive geophysics contract from Petronas, which was both
a huge contract in its own right, but also critical validation of
their capability from a major player. We are confident that
wind from oil super-majors will follow in due course. The
apparent reason for the pull-back in October seems rather
trivial in comparison to this. Some investors seemed to be
disappointed that DUG’s seasonally weak cashflows in the
September quarter were...seasonally weak. The strong
cadence of contract awards showed up in a solid book of
work-in-hand, so we suspect the cashflows will come through
as this is executed.
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A second but much lesser headwind came from our short
position in Nick Scali (NCK, +8.8%). What we see is a furniture
retailer selling on a forward PE of 28x at a time when the
seemingly invincible Australian housing cycle may be about to
finally falter due to further RBA rate cuts being off the table.
NCK’s share price strength came from a solid Q1 trading
update but this tells us more about where we have been than
where we are perhaps going.

Other detractors were relatively small, with the only one
worth any real mention being our long in Omni Bridgeway
(OBL, -6.2%). It fell for no particular reason and we retain high
conviction that this complex but exceedingly cheap global
litigation funder has sizeable potential upside. Partial
portfolio sales have solved the debt “issue” that used to be
thrown at them and they delivered a strong Q1 update in
early-November. The simplest way to think about OBL is that
they trade at a ¢$1.60 versus a NTA of $1.94 and a book value
of $2.99. Further, OBL’s case investments appear to us to add
value — they should trade at a premium to book rather than a
discount.

Winners were widespread although no single one of them
was of massive scale. The largest was our old friend Tower
(TWR, +5.7%) which rose somewhat on no new news. It
remains an important holding for the Fund but we have gently
dialled back our ultra-high octane exposure to the point that
it is now only our second largest long.

A relatively new good-sized long in NZX Limited (NZX, +11.2%)
worked well. While not all of their key businesses are yet
working in unison, they do have strong structural growth
drivers over time as the NZ funds management sector and
KiwiSaver inexorably grow. They also have solid shorter-term
exposure to rebounding markets. Their PE path of 22x going
to 18x and then 15.8x appears reasonable compared to many
other companies with less visible growth drivers.

Our somewhat speculative long in the rare earths developer,
Lindian Resources (LIN, +22.6%) again worked well although
it did suffer from a major hiccup near month’s end when
Malawi imposed domestic processing requirements on
mining companies. Despite LIN assuring investors that their
beneficiation of their ore met the requirements, investors
shot first and didn’t seem to ask that many questions after.
LIN has one of the most attractive set of metrics attached to
a mining project that we have seen in quite some time.

We have been a little dubious of the generalised rare earths
euphoria, so we controlled the risk by pairing this long with a
short in Lynas (LYC, -9.3%), which also happened to move in
the right direction for us.

A third winner was our good-sized long in the classic NZ
cyclical exposure in NZME (NZM, +9.4%). We are strongly
attracted to the growth potential of their Oneroof real estate
business as they scale it and get a tailwind from an improving
housing market in 2026. We also like the free cashflow
generation of their high-rating radio business and have been
a little worried by the NZ Herald, which should be the
newspaper of record in NZ, but seems to be somewhat
directionless. We were a touch nervous re trading conditions
not improving just yet but NZM came out with a minor
upgrade near month end — just one more piece of evidence
that the NZ economy has bottomed and is starting to turn.

Other useful tailwinds came from moderate longs in
Praemium (PPS, +20.4%) where we took a few profits
following their surge on a strong quarter’s trading; the widely
diversified NZ drug company, AFT Pharmaceutical (AFT,
+10.4%) did well; and our short in the widow-maker,
Wesfarmers (WES, -8.7%) finally worked as they delivered a
mediocre trading update and investors started to become a
little cautious on retailers as the RBA pulled further rate cuts
off the menu.

Thank you for your continued support and interest in the
Fund. We were pleased to follow up the unusual strength in
September with a solid October. Our market views haven’t
really changed a great deal. Our lonely bullishness on NZ is
becoming more widely socialised, large cap Australia remains
very expensive and evidence keeps building that the euphoria
for increasingly sketchy Al plays means it may be close to
midnight for the US market boom. Irrespective of whether we
are right or wrong in the substance and timing of these views,
we will continue to do our best to extend our long-term track
record of delivering equity-like returns, with far less volatility
and no correlation to long-only equity markets.

Matthew Goodson, CFA



