Private Credit

headwinds move
onshore

It's a significant understatement to suggest it's been a big couple of months in markets, with
the conflict in Iran continuing to dominate headlines and drive volatility. For Australian
private credit investors, however, large exposures to real estate lending could mean the
worst is yet to come.

Before the conflict's commencement, the financial market’'s main worry was the rise of Al
tools and the potential implications for software companies, with substantial declines in
their equity valuations being a painful experience for many investors. In being large lenders
to the software space, US private credit funds have also been caught up in the turbulence, Phil Strano,

with fears of spiking defaults and lower returns impacting investor confidence. Head of Australian

. . . Credit Research
Outflows from US private credit funds reached a crescendo last week, with famed lender

Blue Owl (OWL) announcing investor redemption requests for 1Q26 totalled SUS5.4bn from
two of its funds with significant software exposure. Investors in OWL's Credit Income and
Technology Income funds asked for an incredible 22% and 41% of their capital to be
returned. For both funds, redemptions are now effectively gated, limited to 5% per quarter in
accordance with the funds’ Business Development Company (BDC) structures, resulting a
frustrated queue of investors wanting liquidity.

OWL's share price is now down two-thirds from its peak in early 2025. By contrast, OWL's
Credit Income Fund $A bonds, which are effectively secured against the fund’s underlying
assets, are less impacted and continue to hold their value (refer Chart 1). These bonds are
protected by a significant equity cushion, with fund leverage at just ~0.7x, redemptions
gated and a BDC mandated leverage covenant limit in place of 2x.

Chart 1. Blue Owl's debt investors are faring much better than its shareholders
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Source: YCM, Bloomberg, Apr 2026.
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While we don't have the software concentrations, Australian private credit is significantly
more exposed to the riskier side of real estate lending, especially higher yielding commercial
and residential development. In many ways, private credit's exponential growth since the
GFC was a meeting of minds, with local investors understanding Australian real estate and
its resilience through multiple cycles; comfortable loan-to-value completion ratios have

acted as a powerful magnet for yield hungry investors.

This brings us back to the current Iran conflict and the impact of inevitable cost escalations
and higher interest rates on construction sites across Australia. Already weakened through
the 2022/23 period of higher interest rates and cost escalations, property
development/construction is enduring another round of higher costs (refer Chart 2) and
constrained demand. For instance, since the commencement of hostilities, naphtha and
aluminium prices — key components in plastic and metal building products — have increased
by 85% and 20% respectively. Moreover, in being highly correlated (i.e. increased costs
impact all developments similarly), a diversity of development exposures might offer only
limited protection from credit losses given the systemic risk profile.

Chart 2. The outlook for construction costs appears grim
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This confluence of events, if sustained, is likely to fuel similar redemption pressures in
Australia, with more pure play private credit funds likely to close their liquidity gates in the
months ahead. While actual losses will most likely be lower than feared, being unable to
meet redemption requests for funds that have been marketed with a ‘promise’ of ungated
monthly or quarterly liquidity will be damaging to the private credit landscape.

Private credit’s current travails illustrate the benefits of truly diversified higher yielding

portfolios. Our Higher Income Fund blends appropriate risk for commensurate returns
across a wider opportunity set of multi-sector Australian credit, providing genuine liquidity

and price transparency at mark to market levels.

With yields approaching 7%, our Higher Income Fund is designed to meet investor
needs for strong and defensive monthly income from a liquid portfolio which caps
private credit investments at 20% (currently ~11%) and has no direct exposure to

commercial or residential real estate development lending.
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https://www.yarracm.com/capabilities/higher-income-fund/

About Us

Yarra’s fixed income franchise employs an active and research-driven approach,
constructing and managing portfolios that represent our best ideas for investors.
We target consistent and stable returns over the longer term, employing a
rigorous process which follows an established and reliable framework to ensure
we are capable of delivering outperformance through market cycles.

Find out more about our Funds>

Contact us

If you require further information, please contact
your relevant Business Development Manager.

Dﬁ Our Higher Income Fund has delivered strong outperformance

Yarra Funds Management Limited (ABN 63 005 885 567, AFSL 230 251) (‘YFM') is the issuer and responsible entity of a range of
registered managed investment schemes, which includes those named in this document (‘Funds’). YFM is not licensed to provide
personal financial product advice to retail clients. The information provided contains general financial product advice only. The
advice has been prepared without taking into account your personal objectives, financial situation or particular needs. Therefore,
before acting on any advice, you should consider the appropriateness of the advice in light of your own or your client’s objectives,
financial situation or needs. Prior to investing in any of the Funds, you should obtain and consider the product disclosure
statement (‘PDS’) and target market determination (‘TMD’) for the relevant Fund by contacting our Investor Services team on 1800
034 494 or from our website at www.yarracm.com/pdsupdates/. The information set out has been prepared in good faith and
while Yarra Funds Management Limited and its related bodies corporate (together, the “Yarra Capital Management Group”)
reasonably believe the information and opinions to be current, accurate, or reasonably held at the time of publication, to the
maximum extent permitted by law, the Yarra Capital Management Group: (a) makes no warranty as to the content’s accuracy or
reliability; and (b) accepts no liability for any direct or indirect loss or damage arising from any errors, omissions, or information
that is not up to date. No part of this material may, without the Yarra Capital Management Group's prior written consent be copied,
photocopied, duplicated, adapted, linked to or used to create derivative works in any form by any means.

YFM manages the Fund and will receive fees as set out in the PDS. To the extent that any content set out in this document
discusses market activity, macroeconomic views, industry or sector trends, such statements should be construed as general
advice only. Any references to specific securities are not intended to be a recommendation to buy, sell, or hold such securities.
Past performance is not an indication of, and does not guarantee, future performance. Information about the Fund, including the
relevant PDS, should not be construed as an offer to any jurisdiction other than in Australia. With the exception of some Funds
that may be offered in New Zealand from time to time (as disclosed in the relevant PDS), we will not accept applications from any
person who is not resident in Australia or New Zealand. The Fund is not intended to be sold to any US Persons as defined in
Regulation S of the US federal securities laws and has not been registered under the U.S. Securities Act of 1933, as amended.

References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided
for your information only and do not imply that the portfolio will achieve similar results. Holdings may change by the time you
receive this report. Future portfolio holdings may not be profitable. The information should not be deemed representative of future
characteristics for the strategy. There can be no assurance that any targets stated in this document can be achieved. Please be
advised that any targets shown are subject to change at any time and are current as of the date of this document only. Targets
are objectives and should not be construed as providing any assurance or guarantee as to the results that may be realized in the
future from investments in any asset or asset class described herein. If any of the assumptions used do not prove to be true,
results may vary substantially. These targets are being shown for informational purposes only.
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