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Salt Funds Management is a boutique investment management firm wholly Period Fund OCR+5% NZ50G/ASX
owned by its employees which specialises in actively seeking to maximise Return Return 200AI Return?
returns while managing the risks of the investment. 1 month 3.67% 0.67% 4.27%
0, 0, 0,
Investment Strategy 3 months 0.09% 2.07% 1.45%
6 months 4.74% 4.33% -1.61%
The Fund aims to deliver positive absolute returns in all market 1-year p.a. 14.86% 9.48% 9.00%
environments. In addition to holding “long-only” NZ and Australian 2 years p.a. 14.61% 9.97% 7.53%
securities, the Fund may, at our discretion, short sell shares, hold cash, lever 3 years p.a. 12.38% 9.56% 6.22%
its assets and utilise active currency management to generate returns 5 years p.a. 16.90% 7.90% 7.62%
(although generally the Fund’s assets will be fully hedged). 7 years p.a. 10.04% 7.45% 7.30%
0, 0, 0,
Fund Facts at 31 May 2025 10 yea.rs p.a. 9.68% 7.35% 8.10%
Inception p.a. 10.63% 7.45% 8.59%
Benchmark RBNZ Official Cash Rate +5% p.a. 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
Fund Assets $118 million ) . i
200 Accumulation Index and is for comparison purposes only.
Inception Date 31 July 2014
Portfolio Manager Matthew Goodson, CFA Cumulative Fund Performance to 31 May 2025
. . 325
Unit Price at 31 May 2025
icati 300
Application 3.0262 Long Short Fund
Redemption 3.014 — 9
P 275 OCR+5%
Investment Limits 250
Gross equity exposure 0% - 400% -
Net equity exposure -30% - 60%
Unlisted securities 0% - 5% 200
Cash or cash equivalents 0% - 100%
Maximum position size 15% 175
e 150
Number of Positions at 31 May 2025
Long positions 47 125
Short positions 29 100
A A A0 A0 20 A0 KL A A 4D AD AD A0 A0 A AN A A > A A% Ak
Exposures at 31 M ay 202 5 \0(\060\0(\060\0(\060\0(\0(’5‘\0(\06('\\\(\095'\\5(\0"5’\\\QO"'C\QQQ"'(’\OQO"'(’\OQO"'(’
Long exposure 83.68% Fund performance has been rebased to 100 from inception.
Short exposure 43.54% Past performance is not a reliable indicator of future performance and no
) representation or warranty, express or implied, is made regarding future
Gross equity exposure 127.22% performance.
Net equity exposure 40.14%
Largest Longs Largest Shorts
Investment Risk to 31 May 2025 Tower Commonwealth Bank of Australia
— " GDI Property Group Brambles
Fund volatility . 6.60% Turners Automotive Group Wesfarmers
NZ50G / ASX200Al volatility 13.48% Servcorp Sims
NZ50G / ASX200AI correlation 0.060 Genesis Energy Lovisa Holdings

1. Annualised standard deviation since fund inception.
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Country Allocation at 31 May 2025 (Gross Equity Exposure)

= Australia - 62.82%

New Zealand - 37.18%

Fund Commentary
Dear Fellow Investor,

The Fund returned to form in the month of May, with a
pleasing return of +3.67%. Despite the obvious headwind
from our short book, strong stock selection meant we were
almost able to keep up with booming markets, which saw
Australia +4.2% and the NZ benchmark rise +4.3%.

This general market strength was a function of what has
become the infamous TACO Trade — Trump Always Chickens
Out. The choreography for this in May was that he would
make a stupendously bad announcement, the market would
fall 1%, then there would be a delay or backtrack on the
policy, and then the market would rise 2%. Indeed, since
Liberation Day on 2 April, and using data through 21 May, the
S&P500 has risen by +8.8% during market hours and fallen -
3.4% after hours.

The unfortunate side effect of the TACO Trade is that the very
coining of the term means that Trump is less likely to keep
chickening out in the future. Witness his rapid announcement
of 50% tariffs on steel and aluminium soon after a reporter
asked him about the trade. Never mind that the legality of the
tariffs may not hold up in court, there are enough provisions
in existing US legislation that he will be able to keep a
patchwork of tariffs cobbled together. Investing on the basis
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of the TACO Trade is playing with fire given the stagflationary
impact of the policies.

Why is this happening? Our read is that “liquidity” is still
abundant and it is whipping around financial markets looking
for a home as investors are in the grip of greed. As shown
below, the CNN Fear & Greed Index was firmly in “Greed”
territory for all of May.
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Where has this “liquidity” come from in the face of central
bank policies that have tightened sharply since Covid times?
Normally, the golden rule is not to fight the Fed. One possible
answer is that financial innovation has been a key
characteristic of many past market booms and it is certainly
present in this one. This time around, we have crypto-
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currencies and ultra low-cost trading access from the likes of
Robinhood et al. In May alone, Ethereum was +42%, bitcoin
+11% and the Nasdaq 100 Index +9.6%. There is plenty of hot
money.

These extreme moves came despite the Fed policy stance
remaining on what can only be interpreted as a hawkish hold.
Fed Governor Austin Goolsbee perhaps summed up the initial
TACO backtrack best with his line that, “It is definitely less
impactful stagflationarily than the path they were on. Yet it’s
3-5 times higher than what it was before, so it is going to have
a stagflationary impulse on the economy. It’s going to make
growth slower and make prices rise.”

Investors blithely ignored the Fed’s stance and continued to
drive markets higher. This is playing with fire and we would
back Warren Buffett and his US$350bn cash horde over Percy
the Place Punter who uses Robinhood to buy crypto and the
latest hot Al exposure. Even Microsoft managed to back
builder.ai which had a peak “value” of $1.5bn and has since
been revealed as a fraud, whose “Al” consisted of 700 Indian
IT staff.

Aside from the Fed’s stance, re-emergent bulls have ignored
a sharp and concerning rise in bond yields. The chart below
summarises the moves in key markets in May.

Rise in 30-year government bond yield over the past 30 days (basis points)
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The sharp rise in US vyields gathered pace after Moodys
became the last rating agency to cut the US sovereign rating
from AAA. This had two understandable drivers. Firstly, US
central government debt levels are now at 100% of GDP and
continuing to rise sharply. Congressional Budget Office
projections have debt rising to over 150% of GDP by 2045,
with no end in sight.

The Republicans’ “big beautiful bill” shows that there is
neither the ability nor the willingness to address the root
causes of the debt blow-out and is almost suggestive of an

Argentinian gambit to inflate away their debt. It has flipped
Elon Musk, who now calls it a “disgusting abomination”.

The chart below sourced from BAML puts the US deficit in its
historical context and shows just how foolhardy the current
fiscal stance is, with a deficit of 7.0% in 2025, rising to 9.0% in
2034 unless there is some miracle economic boom. Worse,
this is occurring at a time of near full employment and at the
beginning of an era when the population will begin to age
dramatically, with all the concomitant pension and healthcare
costs.

Chart 11: US govt deficit has averaged 9% of GDP past 5 years
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The second leg of the rise in bond vyields has been the
stagflationary risks from tariffs, as summarised in the earlier
comment from the Fed’s Goolsbee. Actual inflation outcomes
during May were not concerning but it’s all about to get rather
interesting as more and more tariff-impacted goods feed their
way through the system. The ISM Manufacturing survey just
after month-end showed that ISM prices paid remained very
high at 69.4, the third month in a row of high readings. At the
same time, manufacturing activity was below 50 for the 29th
month out of the last 31 — this is stagflation.

This leaves markets at a very interesting and uncomfortable
juncture. US (and Australian) equity market valuations are at
ultra-extended levels in their 90th-100th percentiles in terms
of valuation multiples. At the same time, forecast earnings
growth is unspectacular and long-term bond yields are at
multi-year highs.

Something will have to give. Will Trump take his foot off the
tariff pedal now that markets are calling him a chicken?
Unlikely. Could inflation unexpectedly ease and drive bond
yields lower? This is always possible but running a 7% budget
deficit at full employment combined with the stagflationary
impact of tariffs makes this unlikely. Maybe the US is left with
no option but to screw the scrum by changing the US
regulatory framework to force US banks to buy more bonds
and drive down yields. The other possible path is perhaps the
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most likely — US equities are overpriced and will fall once the
full impacts of current policy settings finally hit them between
the eyes.

All the foregoing is obviously not directly related to the
Australian and NZ equity markets that this Fund invests in but
it does matter. Higher bond yields reverberate around the
world via interest and exchange rate adjustments. Equity
market valuation multiples tend to have cross-border
spillovers. The backdrop for our markets feels problematic,
especially in Australia, where valuation multiples are very
extended. The chart from Goldman Sachs below shows that
the Australian equity risk premium is at a 25-year low. It is
hard to tie an Aussie bull down.

Exhibit 2: The ASX 200 equity risk premium is at another Z5-year
lowe.
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At least Australia and NZ did have rate cuts in the month.
While inflationary pressures are not entirely absent from our
economies, relatively sensible fiscal policies have left some
room for our central banks to manoeuvre.

There is however an interesting contrast developing between
the RBNZ and the RBA. The RBA cut its cash rate by 25bp in
May to 3.85% and made a surprisingly dovish set of
comments. This was promptly followed by employment and
inflation data that were a little higher than expected.

However, while the RBNZ made its expected OCR cut to
3.25%, the outlook was more hawkish than markets had
priced. Despite our economy proving disappointingly
moribund, inflationary pressures aren’t quite dissipating at
the rate we would have hoped. It’s not stagflation but it’s a
state of suspended blah until hopefully the series of RBNZ cuts
from their past over-tightening starts to feed through. The
only real bright spot is our booming rural sector but this is a
much smaller part of our equity market than it is of our
economy.

To summarise, our overall market view is that bond yields
have rightly risen against a backdrop of stagflationary tariffs
and reckless fiscal policy. Equity markets have largely ignored
this, particularly in the most speculative segments, with
valuation multiples being very extended. We repeat last
month’s view, which was at least one month early, that we
are seeing a bear trap.

The macro set-up in Australia is far more appealing but
valuations are very expensive. It is a real struggle to find
attractive names at reasonable prices. NZ multiples are
somewhat more investable, but our economy is struggling to
get off the canvas, even with a booming rural sector and
225bp of rate cuts in the spout. Surely by year-end, domestic
cyclical exposures will start to pay their way.

Fund Performance in May

Returning to the Fund’s performance in the month of May,
our overall return of circa +3.8% pre fees and tax was driven
by a +6.0% contribution from our long book and a -2.2%
headwind from our shorts. This is what one would expect in a
strong bull month for equities but perhaps also suggests a
slightly higher correlation with market movements than is
normally the case.

Our overall “winners to losers” ratio was a strong 64%.
However, within this, 87% of our longs worked but only 25%
of our shorts delivered. This again suggests returns in the
month were dominated by overall market movements but
one clear positive impact of stock selection came from our
winners being of much greater magnitude than our losers.

Our gross position declined from 138% to 127% over the
month. This was largely due to profit-taking as many of our
longs hit full and fair levels. This meant our net position fell
from 49% to 40% and this includes 6% of quasi-cash from
takeovers that are highly likely to close. This adjusted 34% net
is as low as we have been for quite some time and reflects
both our top-down concerns about markets and the paucity
of ideas that are attractive on a bottom-up basis. We are still
heavily net long NZ but our mix of names is less cyclical and
more defensive than previously.

There were surprisingly nine negative days for the 50/50
index of Australia and NZ in May, although many of the
declines were quite minor. The average return of the market
on those days was -0.34%. While the Fund was up on five of
the nine days, our average return on them happened to be -
0.07%. It is quite unusual that we do better on the positive
days than the negative ones but that is what happened in May
and it is a reminder that having no correlation really does
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mean having no correlation. Over the long history of this
Fund, we have been up on average on both positive and
negative days; it is just that we have tended to be up more on
the negative ones.

Our largest headwind came from a small short in Technology
One (TNE, +36.6%) which soared following a result which was
slightly above some analysts’ expectations. This holding was
an unsuccessful attempt to revisit an old name that we have
been short several times over the years due to their
aggressive accounting and relatively competitive segment.
We clearly mistimed it on this occasion. Saa$S stocks are red-
hot right now. TNE is on a remarkable forward PE of 100x,
going to 83x and then 68x in Jun27 and this comes after
capitalising a fulsome proportion of their expenses. From
here, we will look to trade the holding and it gives us a lot of
short exposure for quite a small position.

A second short which gave us pain was a larger position in
Brambles (BXB, +13.0%), which ground remorselessly higher
after a modest downgrade in late April had caused the
briefest of pullbacks. We see BXB as being on record PE
multiples of 25.0x one year forward, having mediocre returns
on invested capital and having negative exposures to the
stagflationary challenges that will soon hit the US economy.

Other shorts that hurt in a big month for markets were the
remarkable Commonwealth Bank (CBA, +5.6%) which has
become totally untethered to any prior valuation benchmarks
and a mid-sized Lovisa (LOV, +17.7%) short which trades on
huge multiples as a “global grower” but appears to be
maturing as it opens stores in ever more exotic locations and
competitors enter the same broad fashion jewellery space.

There were very few longs that hurt but our large holding in
Monash IVF (MVF, -8.9%) fell on the back of a modest
earnings downgrade following its major incident in the
previous month. MVF is now firmly in the dog-box but we see
it as being on very cheap 11x PE multiples of temporarily
depressed earnings that should bounce back given the growth
tailwinds for the industry. There has been vague speculation
of private equity interest but we have no particular insight
into this. We would rather wait and let the share price
respond to what should be better days ahead.

Our large long in Tower (TWR, +14.3%) was our strongest
positive contributor by some distance. It had earlier been
hard hit in April by loose holders following the sale of the 20%
Bain stake. We had been lightening prior to that but used the
weakness to aggressively re-up our holding.

TWR'’s result in May was rock-solid and delivered on their
plethora of earlier upgrades over the year. The story is
changing somewhat as the strong insurance premium cycle
inevitably matures and GWP growth slows. At the same time,
reinsurance pricing is also ebbing, so business is still being
written at very attractive returns. The result showed that TWR
is also benefitting from a continuation of much better-than-
expected claims experience, some modest volume gains and
strong leverage of their cost base. We suspect that major
underlying upgrades are now in the rear-view mirror.
However, the stock still has moderate growth ahead, is on a
PE of 6.3x, a gross dividend yield of 15% and will occasionally
pay large specials on top of that when they have a light year
for large events — which 2025 looks like. Where else can one
find such metrics?

Another strong tailwind came from our large, long-standing
position in Turners (TRA, +12.1%). Their result was largely as
expected but this was quite an achievement in a car industry
environment that has been very difficult. If you asked for a
style of company that Salt invests in, then this is it —a growth
company at a value multiple. The PE path is 13.1x going to
11.9x and then 11.0x, it pays a high and growing dividend
which is well covered by cashflows, it reinvests the portion of
earnings it retains at a very high marginal ROIC and it has
many years of growth ahead thanks to its sustainable
advantages over its used car industry peers. Their market
share has near-tripled to 9% since we have owned it and we
see this going a lot higher yet. Nearer term, TRA should
benefit from an improving economy and better margins from
its finance business following RBNZ rate cuts.

Our highly successful investment in Servcorp (SRV, +12.7%)
did well in May although there were no discernible reasons
beyond overall market strength. The share price has almost
doubled since we bought it but earnings have also risen
sharply, meaning it is still on a PE of 9.4x Jun25 and 9.0x Jun26
earnings, with strong net cash on the balance sheet. Their
closest global peer is the London-listed International Work
Group, which has Regus et al, and is on a Dec26 PE of 20.5x.
SRV still looks very cheap to us.

We had a large number of other successful longs which in
other months would also qualify for individual comments.
These were led by our long-held DUG Technology (DUG,
+9.3%) position moving up solidly from its earlier lows on no
news that we could see. The patent attorney business, IPH
Limited (IPH, +8.5%) bounced after no downgrade
materialised at the Macquarie Conference. NZME (NZM,
+10.3%) rallied sharply after a pleasing outcome was reached
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in their boardroom battle and our large GDI Property (GDI,
+3.8%) holding continued to grind higher.

Thank you for your continued support and interest in the
Fund. We are pleased to have returned to form with strong
returns in May. We are becoming increasingly concerned with
the US financial market outlook thanks to tariffs and reckless
fiscal policy. Bond yields have moved considerably higher but
equity markets have blithely ignored this. While the
Australian market and economy are somewhat sheltered,
valuation multiples there are extremely high. This just leaves
NZ, where an economic recovery is requiring patience but will
surely arrive given the monetary stimulus and the rural boom.
We will cautiously do our level best to keep delivering equity-
like returns, with far less volatility and no correlation to long-
only equity markets.

Matthew Goodson, CFA

Disclaimer: The information in this publication has been prepared from sources believed to be reliable and accurate at the time of preparation but Salt Funds Management
Limited, its officers, directors, agents, and employees make no representation or warranty as to the accuracy, completeness, or currency of any of the information
contained within, and disclaim any liability for loss which August be incurred by any person relying on this publication. All analysis, opinions and views reflect a judgment at
the date of publication and are subject to change without notice. This publication is provided for general information purposes only. The information in this publication
should not be regarded as personalised advice and does not take into account an individual investor’s financial situation or goals. An individual investor should, before
making any investment decisions, seek professional advice. Past performance is not a reliable indicator of future performance and no representation or warranty, express

or implied, is made regarding future performance.



