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The portfolio outperformed its benchmark, the Bloomberg 1-5 Year US
Government/Credit Bond Index, by 13 basis points (bps) on a gross basis.

During the third quarter, volatility in both equity and Treasury markets
remained relatively subdued. The US Treasury yield curve bull-steepened,
reflecting market expectations for slower growth, moderation in economic
data and potential rate cuts. Risk assets performed well, with the S&P 500
Index reaching new highs and credit spreads tightening.

US job growth weakened in August, with nonfarm payrolls rising by 22,000
jobs—lower than July’s upwardly revised figure of 79,000 (from 73,000). The
unemployment rate edged up to 4.3% from 4.2% over the quarter. Over the
last three months, headline CPlincreased to 2.9% year-over-year (YoY) from
24%. Core Personal Consumption Expenditures (PCE), the Federal
Reserve’s (Fed) preferred inflation measure, which excludes food and energy,
rose t0 2.9% YoY, up from 2.7% over the previous three months.

For the first time since December 2024, the Federal Reserve Open Market
Committee (FOMC) lowered its policy rate by 25 basis points (bps) at its
September meeting, setting the target range for the fed funds rate at 4.00%
to 4.25%. While the move itself was not surprising, a recent string of
significantly weaker labor market data, alongside mounting political pressure
for a larger cut, made communication particularly important for a market
already pricing in a series of additional rate reductions. In the Summary of
Economic Projections (SEP), the median committee member anticipated a
total of 75 bps of cuts in 2025 (including the September rate cut), compared
to 50 bps projected in the June SEP. Notably, seven of the 19 members now
foresee no further rate reductions this year, indicating a stark division within
the committee.

During the third quarter, the Bank of England (BoE) cut its policy rate by 25
bps to 4.0%, as expected. However, a hawkish vote split and a forecast for a
higher peak in inflation later in the year led the market to price in a slower
pace of future easing. In its annual decision on quantitative tightening, the 12-
month envelope for balance sheet reduction was lowered to £70 billion from
£100 billion last year, with active sales skewed away from longer-dated
maturities. The European Central Bank (ECB) held its policy rate unchanged
at 2.0%, as expected. ECB President Christine Lagarde reiterated that the
current policy setting is “in a good place,” with inflation close to the ECB's 2%
target and an upward revision to this year's growth forecast as uncertainty
around US trade tariffs has declined.

As of 30 Sep 25 Portfolio (gross) Portfolio (net) Index*

3Q25 Performance 1.40% 1.38% 1.27%

*Bloomberg 1-5 Year US Government/Credit Bond Index

Past investment results are not indicative of future investment results. Gross-of-
fees returns are presented before management fees, but after all trading expenses. Net-
of-fees performance returns are an estimate of time-weighted rate of return. The effective
fee, based on a fee schedule, is deducted from the monthly gross return.

Investment Outlook

Labor Market Weakening but Policy Tailwinds Expected in 2026: The
Fed and investors are focused on the weakening labor market and its impact
on growth. We believe subtrend growth in 2025 is the likely outcome with
reasons for optimism as we enter 2026. Fiscal and monetary policies should
boost growth toward trend in 2026. With inflation still above the Fed's 2%
target we are holding duration near neutral in broad market portfolios with a
steepening bias. We have reduced exposure to select spread sectors given
rich valuations.

Western Asset's outlook remains constructive, though we recognize that
growth momentum is tempered by uncertainty in areas such as inflation,
central bank policy, geopolitics and fiscal sustainability. US financial
conditions are largely supportive, which, alongside fiscal loosening and solid
household balance sheets, points toward a positive foundation for growth.
Headwinds remain, including doubts over the state of the US labor market,
core inflation lingering close to 3% and the potential lagged impact of tariffs.
This backdrop should keep the Fed on a rate-cutting path, albeit with a
cautious view of the inflation outlook. Fiscal vulnerabilities and persistent
inflation may see the yield curve steepen further. European growth is
expected to benefit from German and EU fiscal support with the ECB judging
the eurozone economy to be “in a good place.” The EU's trade deal with the
US has not boosted confidence, however, and unemployment is rising in
Germany and France. The French government's inability to agree and ratify
a budget is likely to have a significant bearing on risk-sentiment toward
French and peripheral European assets. Japanese politics are also in sharp
focus, with the new leader of the LDP expected to be elected prime minister
and shift toward more expansionary fiscal policy. Chinese GDP growth is
marginally below the prescribed 5% target, but with inflation rebounding from
the 2024 lows and the government offering fiscal and regulatory support,
monetary policy is not expected to be loosened further in the near term. While
we retain a modest overweight to interest-rate duration, we are concentrated
in shorter maturities and biased to select countries and regions such as core
Europe and the UK. While fundamentals remain positive, spreads are at the
tight end of historical ranges in many sectors and warrant caution. We will
continue to look for further periods of volatility to add to spread risk.

For more information on Western Asset, visit westernasset.com

Attribution is calculated using prices sourced from independent pricing vendors or brokers in accordance with Western Asset’s approved pricing hierarchy. Therefore, performance
presented here may differ from performance calculated by official sources for benchmarks and for funds that use a third-party administrator
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© Western Asset Management Company, LLC 2025. The information contained in these materials (‘the materials”) is intended for the exclusive use of the designated recipient
(‘the recipient”). This information is proprietary and confidential and may contain commercially sensitive information, and may not be copied, reproduced or republished, in
whole or in part, without the prior written consent of Western Asset Management Company (“Western Asset”).

Past performance does not predict future returns. These materials should not be deemed to be a prediction or projection of future performance.
These materials are intended for investment professionals including professional clients, eligible counterparties, and qualified or wholesale investors only.

These materials have been produced for illustrative and informational purposes only. These materials contain Western Asset’s opinions and beliefs as of the date designated on
the materials; these views are subject to change and may not reflect real-time market developments and investment views.

Third party data may be used throughout the materials, and this data is believed to be accurate to the best of Western Asset's knowledge at the time of publication, but cannot
be guaranteed. These materials may also contain strategy or product awards or rankings from independent third parties or industry publications which are based on unbiased
quantitative and/or qualitative information determined independently by each third party or publication. In some cases, Western Asset may subscribe to these third party's
standard industry services or publications. These standard subscriptions and services are available to all asset managers and do not influence rankings or awards in any way.
Investment strategies or products discussed herein may involve a high degree of risk, including the loss of some or all capital. Investments in any products or strategies
described in these materials may be volatile, and investors should have the financial ability and willingness to accept such risks.

Unless otherwise noted, investment performance contained in these materials is reflective of a strategy composite. All other strategy data and information included in these
materials reflects a representative portfolio which is an account in the composite that Western Asset believes most closely reflects the current portfolio management style of the
strategy. Performance is not a consideration in the selection of the representative portfolio. The characteristics of the representative portfolio shown may differ from other
accounts in the composite. Information regarding the representative portfolio and the other accounts in the composite are available upon request.

Statements in these materials should not be considered investment advice. References, either general or specific, to securities and/or issuers in the materials are for illustrative
purposes only and are not intended to be, and should not be interpreted as, recommendation to purchase or sell such securities. Employees and/or clients of Western Asset
may have a position in the securities or issuers mentioned.

These materials are not intended to provide, and should not be relied on for, accounting, legal, tax, investment or other advice. The recipient should consult its own counsel,
accountant, investment, tax, and any other advisers for this advice, including economic risks and merits, related to making an investment with Western Asset. The recipient is
responsible for observing the applicable laws and regulations of their country of residence.

Founded in 1971, Western Asset Management Company is a global fixed-income investment manager with offices in Pasadena, New York, London, Singapore, Tokyo,
Melbourne, S&o Paulo, Hong Kong, and Ziirich. Western Asset is a wholly owned subsidiary of Franklin Resources, Inc. but operates autonomously. Western Asset is
comprised of six legal entities across the globe, each with distinct regional registrations: Westemn Asset Management Company, LLC, a registered Investment Adviser with the
Securities and Exchange Commission; Western Asset Management Company Ltda. is regulated by Comiss&o de Valores Mobiliarios; Western Asset Management Company
Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services License 303160; Western Asset Management Company Pte. Ltd. Co. Reg. No. 200007692R is a
holder of a Capital Markets Services License for fund management and regulated by the Monetary Authority of Singapore; Western Asset Management Company Ltd, a
registered Financial Instruments Business Operator and regulated by the Financial Services Agency of Japan; and Western Asset Management Company Limited is authorised
and regulated by the Financial Conduct Authority ("FCA") (FRN 145930). This communication is intended for distribution to Professional Clients only if deemed to be a financial
promotion in the UK as defined by the FCA. This communication may also be intended for certain EEA countries where Western Asset has been granted permission to do so.
For the current list of the approved EEA countries please contact Western Asset at +44 (0)20 7422 3000.

For more information on Western Asset visit our website at www.westernasset.com
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