CORONATION

ACTIVE BOND STRATEGY

LONG TERM OBJECTIVE

The Coronation Active Bond Strategy represents our best investment view for a
specialist bond portfolio. The Strategy is managed in line with Coronation’s
long-term investment philosophy with asset allocation and bottom-up security
selection being actively managed to generate targeted outperformance. The
Strategy aims to consistently outperform the JSE ASSA All Bond Index over the
medium to long term.

INVESTMENT APPROACH

Coronation is a long-term, valuation-driven investment house. Our aim is to
identify mispriced assets trading at discounts to their fair value through extensive
proprietary research. The fixed income portfolios are positioned on a long term
strategic market view, but this is balanced by taking advantage of shorter-term
tactical opportunities when the market lags or runs ahead of that strategic view.

CORONATION

TRUST IS EARNED™

GENERAL INFORMATION

Inception Date 01 July 2000
Strategy Size * R11.76 billion
Strategy Status Open

Mandate Benchmark JSE ASSA All Bond Index (ALBI)

Dealing Frequency Daily
Base Currency ZAR

*Strategy assets under management as at the most recent quarter end.

GROWTH OF R100M INVESTMENT

As active managers, we consider investment decisions across the full spectrum of R1.186.4M
potential return enhancers. These include duration and yield curve positions, R1.100.0M
inflation-linked assets as well as yield enhancement through credit enhanced R993.2M
assets. We aim to maximise returns by actively combining both a top-down and R900.0M
a bottom-up approach to portfolio construction.
R700.0M
STRATEGY RETURNS GROSS OF FEES R500.0M
Period Strategy Benchmark  Active Return
R300.0M
Since Inception (cumulative) 1,086.4% 893.2% 193.2% R100.0M
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Since Inception p.a. 10.9% 10.0% 0.9% 2 04 06 08 10 12 14 16 18 0 22 o
Latest 20 years p.a. 9.6% 8.8% 0.8%
=—— Strategy = Benchmark
Latest 15 years p.a. 9.5% 8.6% 0.9%
Benchmark: JSE ASSA All Bond Index (ALBI)
Latest 10 years p.a. 8.8% 8.2% 0.6%
Latest 5 years p.a. 8.3% 7.8% 0.5%
EFFECTIVE MATURITY PROFILE
Latest 3 years p.a. 8.3% 7.6% 0.7%
Latest 1 year 14.7% 13.7% 1.0% Term % Strategy % Benchmark
Year to date 5.9% 5.6% 0.3% Oto 1year 2.1% 28.7%
Month 5.7% 5.2% 0.5% 1 to 3 years 1.0% 18.7%
3to 7 years 24.1% 13.8%
ASSET ALLOCATION 7to 12 years 35.6% 19.2%
Asset Type % Strategy Over 12 years 37.2% 29.9%
Fixed Rate Government Bonds _ 83.5%
Government ILBs I 4.6% STRATEGY STATISTICS
Fi R h 4.3%
ixed Rate Other I 3% Strategy Benchmark
Fixed Rate Corporate Bonds I 2.9%
Corporate ILBs | 19% Modified Duration (incl. inflation-linked bonds) 6.1 5.6
Floating Rate NCDs | 09% Modified Duration (excl. inflation-linked bonds) 57 5.6
Other | 0.9%
Cash \ 0.6%
Floating Rate Corporate Bonds ‘ 0.4%
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PORTFOLIO MANAGERS

Nishan Maharaj - BSc (Hons), MBA

Nishan is Head of Fixed Interest at Coronation and a
portfolio manager across all fixed interest strategies. He
joined Coronation in 2012 has 21 years' investment
experience.

Seamus Vasey - BCom (Hons), MSc, CFA

Seamus is a portfolio manager and analyst within the Fixed
Interest investment unit with more than 20 years' investment
experience. He manages assets within Coronation’s
specialist bond strategies. He also co-manages the
Coronation Global Bond and Granite Hedge funds as well
as the Global Strategic USD and Bond unit trust funds.

Steve Janson - BBusSc

Steve is a portfolio manager and analyst within the Fixed
Interest investment unit, with 17 years' investment
experience. Steve's current responsibilities include fixed
income and property research responsibilities as well as co-
managing the Coronation Active Bond Strategy and
Coronation Bond unit trust fund.

Mauro Longano - BScEng (Hons), CA (SA)

Mauro is a portfolio manager and Head of Fixed Interest
research. He co-manages various fixed income strategies for
institutional and retail clients. Mauro joined Coronation in
2014 and has 13 years' investment industry experience.

REGULATORY DISCLOSURE AND DISCLAIMER

The content of this document and any information provided may be of a general nature and is not based on any analysis of the investment objectives, financial situation or particular needs of any potential
investor. As a result, there may be limitations as to the appropriateness of any information given. It is therefore recommended that any potential investor first obtain the appropriate legal, tax, investment or
other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the potential investor prior to acting upon such information and to consider whether any
recommendation is appropriate considering the potential investor’s own objectives and particular needs. Neither Coronation Fund Managers Limited nor any subsidiary of Coronation Fund Managers Limited
(collectively “Coronation”) is acting, purporting to act and nor is it authorised to act in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good
faith. Coronation does not undertake to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does not
constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact of its distribution form the basis of, or be relied
upon in connection with any contract for investment. The value of the investments may go down as well as up and past performance is not necessarily a guide to future performance. Coronation Fund Managers
Limited is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International (Pty) Ltd (FSP 45646) and
Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of

2017.
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REVIEW FOR THE QUARTER

This year, an unprecedented number of elections are being held globally, with almost four billion people from ¢.60 nations heading
towards the polls. In the last quarter, major emerging and developed markets saw some surprise results. India’s Bhartiya Janata
Party lost its majority; Mexico’s Movimiento Regeneracién Nacional won a constitutional majority; the UK elected its first new
governing party in 14 years; and chaos erupted in France, caused by its call of a snap election — with the Republic narrowly missing
far-right dominance due to a rushed left coalition. Election anxiety reached fever pitch in South Africa (SA) during the second quarter
of 2024, with the African National Congress (ANC) losing its majority, forcing it into a government of national unity (GNU) with
opposition parties. US election unease has started ahead of its November ballot, and one can expect more volatility as we approach
the event.

SA fixed-income markets were on a roller coaster ride over the last quarter. The yield on the 10-year bond traded well over 12% into
the elections before crashing down to sub-11% by the end of the second quarter of 2024 (Q2-24) as the details of the GNU emerged,
calming investor angst. The FTSE/JSE All Bond Index (ALBI) was up 7.5% over the quarter, bringing its 12-month return to 13.7%. This
is well ahead of cash, with a quarter-to-date (qtd) return of 2% and a one-year return of 8.3%; and inflation-linked bonds, with a qtd
return of 2.4% and a one-year return of 9.1%. Bond performance was driven by the outperformance of bonds in the belly of the curve
(less than 12-year maturity). The rand gained c.4% against the US dollar, which also put the ALBI's return ahead of global bonds (-3.6%
in rands gtd and -2.6% over one year).

Together we stand; divided we fall?

The ANC's loss of its majority has ushered in a new era of coalition politics under the GNU. Hopes of a reduced cabinet (and lower
wage bill) were dashed, with several dual deputy minister roles being introduced to appease members of the 11-party GNU. Key
ministries within the cabinet still remain under the control of the ANC, with many underperforming ministers returning to their roles.
The ANC still controls 22 out of 34 ministries and the Democratic Alliance (DA) controls six out of the 34, while the ANC has 31 out of
38 deputy ministers and the DA has five out of the 38. Overall policy direction will still be shaped by the ANC in many of the key areas
of economic development. More importantly, the implementation of said policy will be at the behest of the ANC with limited influence
from opposition parties. This opens up the risk of a continuation of the glacial pace of reform that we have become accustomed to.
On the positive side, with the introduction of opposition parties into the various ministries, there should be increased scrutiny of the
checks and balances within these ministries. Hopefully, this will reduce slippage, increase governance oversight, and keep the direction
of policy on track. The durability of the GNU remains an area of concern, with the two largest parties still being ideologically different.
It is concerning that cracks are already starting to emerge in the provincial structures, most notably the failure to reach an agreement
on governing structure in SA’'s economic hub, Gauteng.

The boost to sentiment from the GNU has been felt in asset prices as the risk premium in SA fixed income has seen a significant
reduction. However, the SA economy still faces significant challenges and, although the direction of travel is positive, one cannot be
hasty in moving long-term economic forecasts. Marginal positive revisions might be warranted at this stage, but the road to higher
sustainable growth lies in the pace and minutia of implementation.

Inflation in SA has proven to be stickier than anticipated, but recent developments in food and oil prices combined with a stable rand
have helped produce a slightly better outcome. Our expectations remain for inflation to dip towards the midpoint of the band (4.5%)
in the fourth quarter of this year (Q4-24) and remain at or above 5% over our forecast period. The South African Reserve Bank's (SARB’s)
commitment to getting inflation sustainably on a path to 4.5%, the need to keep the real policy rates high amidst a higher-for-longer
global rate environment and high fiscal risks implies a higher real policy rate than past experience. In addition, talk of moving the
inflation target towards 3% will also weigh on the SARB's ability to meaningfully provide monetary policy support to the economy. We
continue to believe a real policy rate of 2%-2.5% remains appropriate in the current environment (Figure 1). This suggests a nominal
repo rate of 7.5%, with rate cuts commencing in the third quarter of 2024 — in increments of 25 basis points (bps). However, upside
risks to inflation remain from higher administered prices (Eskom will apply for a 44% tariff hike in 2025) and sticky food inflation. Market
expectations of the repo rate have converged towards our expectations, with limited room for further compression.

South Africa tel: +27 21 680 2000 // fax: +27 21 6802100 // email: cib@coronation.com // web: www.coronation.com Trust is Earned ™



CORONATION

ACTIVE BOND STRATEGY CORONATION

INSTITUTIONAL STRATEGY COMMENTARY AS AT 30 JUNE 2024 ERUSIUSIESRNED

Figure 1
SA REAL POLICY RATE (F)
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SA registered a small primary surplus of 0.2% and a consolidated deficit of 4.9% (closer to 6% if we include Eskom support as an
expenditure item as opposed to a transfer) in the 2023/24 fiscal year, but the outlook remains precarious. Firstly, the primary deficit
required to stabilise debt is in excess of 1.5% and, secondly, the consolidated deficit is still a function of the difference between
nominal growth and the country’s funding cost. On the second point, SA's funding cost, even after the recent rally in bond yields,
remains in excess of 10%, while SA’s nominal growth rate at best is at 7% (2% real growth plus 5% inflation). This gap can only be
closed, through stronger real growth, as stronger growth lifts revenues, reducing the need to fund, thereby reducing supply in the
local bond market, and bringing down bond yields.

Higher real growth can be achieved through more efficient and focused spending in sectors that promote longer-term growth, as well
as reforms that unlock potential and bottlenecks in the economy. An optimist might say that the recent GNU outcome is bound to see
an acceleration in this process, given the inclusion of pro-reform opposition parties. However, a realist’s view paints a slightly gloomier
view. As outlined earlier, the ANC still controls the majority of the ministries, putting it in charge of 76%-78% of expenditure, while the
DA only controls only 7%-8%, suggesting a very marginal (if any) benefit from better expenditure outcomes. Longer-term reforms are
being enacted; however, the pace thereof remains sedate, suggesting that higher growth is out of reach in the medium term. This still
leaves SA in the perilous position of accumulating debt at an unsustainable pace. There are financial repression levers that can be
pulled to delay the day of reckoning, but if nothing is done with the extra time bought, the end result remains unpleasant.

The future is complex

The recent rally in SA fixed-income assets warrants a reassessment of the valuation metrics that drive the investment case for SA
government bonds. As has always been the case, we prefer to glean the consistency of signals across a range of valuation metrics in
order to draw our conclusions.

We start with our simple, top-down, fair value bond stack up, which is made up of the global risk-free rate (US 10-year) + [the SA - US
inflation differential] + a SA-specific credit risk premium. We assign our long-term forecasts to each of the variables, which produces
a result of 10.25% (4.25% + [5.5%-2.5%] + 3%), which compares to the current SA 10-year bond yield of 10.9%.

Next, we look at the performance of SA bonds relative to their emerging market counterparts, as represented in Figures 2 to 5. Firstly,
we look at SA's credit spread versus similarly rated peers (SA versus the BB spread’) which, at the current level of 69bps, is within 20bps
to 30bps of its pre-Covid levels.
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Figure 2
SA VERSUS BB SPREAD
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Next, we look at the SA 10-year government bond (SAGB) yield against its emerging market peer yields (representative by the
Government Bond Emerging Markets Index) and the US 10-year Treasury Bill (Figures 3 and 4). Relative to other emerging markets,
SA yields have seen significant compression since the formation of the GNU to around 50bps of pre-Covid levels. However, compared
to US yields, the compression has been even more significant, to pre-Covid levels.

Figure 3
SA 10-YEAR SAGB VS EMERGING MARKET PEERS
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Figure 4

SA 10-YEAR SAGB VS THE US 10-YEAR T-BILL SPREAD
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The rand has also seen a significant outperformance relative to its emerging market peer group over the last year (Figure 5). This has

resulted in the long-term relative performance converging towards the peer group average, thus further eroding the embedded risk
premium.

Figure 5

RAND VS PEER CURRENCIES

1year 3years 5years
Mexican Peso -6.5% 8.8% 49%
Czech Koruna -6.8% -719% -4.3%
Israeli Shekel 1.8% 13.6% -5.4%
Polish Zloty 10% -5.3% -1.3%
Indonesian Rupiah -8.4% -11.5% A37%
Indian Rupee 1.6% -109% A17.2%
South African Rand 36% -21.5% -22.6%
Hungarian Forint -74% 19.7% -23.0%
Russian Ruble 41% 14.7% -26.0%
Brazilian Real 14.5% 11.2% -31.2%
Turkish Lira -20.6% -T3.4% -82.3%
Average (ex. SA) -6.3% 159% -20.6%

Sources: Coronation, Bloomberg

Finally, we look at a negative scenario, where bonds move wider by 100bps, each year for the next five years, to ascertain how much
protection current yields offer. We compare the cumulative total return for various bonds on the yield curve relative to cash. Our

analysis indicates that the margin of safety has narrowed significantly, with only the sub-10-year bonds offering protection in this
negative scenario.

Figure 6
FIVE-YEAR TOTAL RETURN, SA CASH AND BONDS
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Better outlook, but on tenterhooks

The conclusion from the above analysis of both the standalone and relative valuations of SAGBs suggests the risk premium has
narrowed significantly. There might still be 20bps-50bps of valuation uplift. However, in order for this risk premium to narrow further
would require a shift in the underlying fundamentals with regards to either inflation or fiscal accounts. An outcome, which at this point,
seems unlikely. We thus view SAGBs as being fairly valued at current levels.

ILBs have significantly underperformed nominal bonds over the last year (9.1% versus 13.7%). This has put their longer-term
performance approximately well behind that of nominal bonds (3-year: 6.9% versus 7.6%; 5-year: 6.4% versus 7.8%; 10-year: 5.1% versus
8.2%). However, at current valuation levels, ILBs are now starting to look quite appealing. With our expectation is for inflation to
average between 5% and 5.5% over the longer term, our research indicates that ILBs have become quite attractive, specifically up to
the 2031 maturity (although, 2033, if we assume inflation averages closer to 5.5%).

Figure 7
ILBYS NOMINAL BOND YIELD; INFLATION SCENARIOS

ILB YIELD ASSUMING INFLATION AT:

Real Equivalent
ILB Maturity Yield Mominal 4.5% 5.0% 5.5%
Bond Yield
12025 31-Jan-2025 5.2 8.40 9934 10.460 10986
R210 31-Mar-2028 473 907 9.443 9966 10.490
12029 31-Mar-2029 469 9.43 9.401 9925 10.448
12031 31-Mar-2031 477 1018 9.485 10.009 10.532
12033 28-Feb-2033 5055 10.64 9.782 10.308 10.833
R202 07-Dec-2033 5.06 10.79 9.788 10.313 10.838
12038 31-Jan-2038 5.06 1n.52 9.788 10.313 10.838
12046 31-Mar-2046 5.08 n7o 9.809 10.334 10.859
12050 31-Dec-2050 5105 nes6 9.835 10.360 10.886

Sources: Coronation, Bloomberg

Next, we look at the margin of safety that's provided by ILBs in a negative scenario, where they sell-off 75bps every year, over the next
five years, with inflation averaging 6%, and then compare the total return of various ILBs relative to cash. Here again, ILBs up to a 7-
year maturity (2031) offer significant protection relative to cash and a better return than even nominal bonds (Figure 8).

Figure 8
5-YEAR TOTAL RETURN, RAND AND ILBS
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Interdependence

Global monetary policy remains conducive for risk assets, which should remain supportive of flows into emerging markets. SA has seen
a significant reduction in risk premium following the formation of the GNU and the inclusion of the pro-reformist opposition into
cabinet. SA inflation has benefited from both local and global factors and should support a shallow rate-cutting cycle starting towards
the tail end of 2024. However, low growth, upside risks to inflation and burgeoning deficits will continue to weigh on the longer-term
outlook for SA, unless reform implementation is accelerated. SA’s bond yields have seen significant compression, with the margin of
safety narrowing significantly, both from an absolute basis and relative to the emerging market peer group. There might be slightly
more juice left in the SA bond rally. But we believe that SA bonds now trade at or very close to fair value. A more positive shift in
underlying fundamentals is needed to justify tighter valuations and outperformance. Thus, we would advocate positions closer to
neutral in bond portfolios. The underperformance of ILBs in the recent SA fixed income rally has increased their attractiveness, which
warrants a generous allocation, focused on maturities of less than 10-year maturity, even ahead of nominal bonds.

' BB is a non-investment grade rating, indicating a higher risk of default compared to investment-grade securities
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