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Table 1. Performance as at 28th April 2017 

  1 Month 3 Months 6 Months 1 Year 3 Years pa Inception2 pa Actual 

Fund1 0.39% 0.97% 2.08% 5.20% 3.75% 5.74% 53.45% 

Benchmark3 0.24% 0.59% 1.00% 2.21% 2.58% 3.80% 33.10% 

Relative 0.16% 0.38% 1.08% 3.01% 1.16% 1.94% 20.35% 

        

Return Breakdown (distributions paid to investors semi-annually in July and January) 

Income  - - 1.58% 3.38% 3.57% 1.59% 12.84% 

Capital 0.39% 0.97% 0.50% 1.82% 0.17% 4.16 40.61% 

 
1.  After fees and before tax 
2.  Inception date 31st August 2009 
3.  Benchmark = Bloomberg AusBond Bank Bills Index return (50%) + AusBond Composite 0-3 Year Index return (50%) 

 
Table 2.  

Key Interest Rates   Characteristics Fund Benchmark 

Cash Rate 1.50%  Yield to Maturity 4.02% 1.79% 

ACGB 3 Year Bond 1.80%  Running (cash) Yield 4.10% NA 

ACGB 10 Year Bond 2.58%  Modified Duration (Years) 1.07 0.90 

ACGB 20 Year Bond 3.22%  Weighted Average Credit Rating BBB+ AA+ 

ACGB 30 Year Bond 3.54%  Number of Securities 58 237 

Yield Curve (10 Year – 3 Year) 77.5 bps     

Fund Facts   Top Ten Holdings Weight Maturity 

Fund Size (m) $31.91  Cash 5.21% - 

Net Tangible Assets (NTA) $31.91  Crown Group Finance 5.75% Fixed Rate Bond  3.20% Jul 2017 

NTA per unit $0.829225  Royal Bank of Canada Floating Rate Note 3.18% Feb 2021 

Distribution half-year to 31st Dec 1.2011 cents  SCA Property Retail Trust 3.75% Fixed Rate Bond  3.16% Apr 2021 

   ETSA Floating Rate Note 3.14% Oct 2017 

Credit Allocation (S&P Long Term) Weight   Commonwealth Bank of Australia Hybrid (CBAPD) 2.98% Perpetual 

AAA 6.86%  National Australia Bank Hybrid (NABPB) 2.33% Perpetual 

AA 8.01%  Goodman PLUS Trust 1. 90% Perpetual 

A 31.22%  Nufarm Finance NZ Limited Floating Rate Note 1.98% Perpetual 

BBB 31.26%  Suncorp Metway Floating Rate Note 1.90% Oct 2020 

B 2.02%  TOTAL Top Ten 28.98%  

NR 20.63%     

 

PERFORMANCE AND CHARACTERISTICS 

The Halidon Yield Enhanced Fund continued its run of strong 

monthly performance, gaining 0.39% during April, 

outperforming its benchmark by 0.16%. Returns for 3 months 

(+0.97%) and 6 months (+2.08%) also outpaced the Fund’s 

benchmark by +0.38% and +1.08% respectively.  

 

The 1-year return as at the 28th April declined to 5.20% from 

5.59% in March, the decline reflecting a marginal flattening of 

the yield curve and a pause in the recent credit spread 

tightening. Annualised long-term performance since inception 

is 5.74% versus benchmark of 3.80%.  

 

Performance data is summarised in Table 1. 

 

The breakdown in returns shown in Table 1 which considers 

the return from the investors’ perspective. Given the most 

recent distribution paid is for the half-year ending December 

2016, performance in April was attributed solely to capital 

movements. The 1-year return of 5.20% is made up of an 

income return of 3.38% and capital return 1.82%. 

 

Table 2 highlights the key fund characteristics and benchmark 

interest rates. The Fund’s yield to maturity fell month on 

month to 4.02% from 4.11% whilst the running (cash) yield 

remained steady at 4.10%. The portfolio experienced a 

number of maturities during April totalling $1.5m. As a result, 

modified duration declined to 1.07 years from 1.12 years in 

March.   

 

Modified Duration is a key measure of risk. The current 

duration of the portfolio reflects the long held view that the 
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balance of risk is for higher interest rates. The Fund’s credit 

quality remains unchanged at BBB+ which is above the 

minimum investment grade credit rating of BBB-. 

 

Figure 1 illustrates the Fund’s total return versus benchmark 

since inception. The chart highlights persistent 

outperformance since inception. 

 

Figure 1. Fund Performance versus Benchmark since Inception  

 
Source Contango Asset Management  

 

 

MARKET PERFORMANCE AND RECAP 

Table 3 highlights the return breakdown of the CBA Fixed 

Income Index. The broad index rose 0.79% during April. 

Interestingly, there is little variation in the performance of the 

index components. Government bonds outperformed in April 

whilst corporate credit was unchanged on the prior period. 

The highlights that, apart from semi-government bond 

spreads widening, the movement in the components was 

solely due to the rally in government bonds.  

 

Table 3.  

 
 

Bonds. 

Having begun April at 2.67%, the Australian government 10-

year bond rallied hard in the first half of the month hitting an 

intra-month low of 2.45% driven by falling commodity prices 

and geopolitical uncertainty. Political fears subsided in the 

back-half of April and the 10-year bond finished 2.58% (-

12bps). The Australian government 3-year bond mirrored its 

10-year peer, closing the month -12bps at 1.78%.  

 

Figure 2 charts the 3 and 10 year Australian bonds and the 

yield curve (shaded). The dotted line is the United States 10-

year treasury.  

 

Figure 2. Australia Government 3 and 10-year bond yields and yield 

curve (10 year – 3 year). Source Bloomberg. 

 

 
Source Bloomberg 

 

The key market drivers during April were two-fold: 1) Global 

politics; and 2) Falling commodity prices.  

 

Global politics seemed to be a case of near misses with North 

Korea continuing to taunt the west and west (in particular the 

United States) stopping just short of doing something about it. 

Similarly the French elections, where fears of a move to the 

far-right and Marine le Pen were curtailed by the polls showing 

Macron and his centrist views to be the likely victor in the May 

election. Trump continues to expel masses of hot air on 

various policy initiatives and is yet to point to a major policy 

win. Until he actually gets something up, the market will likely 

ignore his policy announcements. 

 

Unlike global political fears, commodity price fears didn’t 

recover. However, this seemed to be expressed in currency 

movements rather than the bonds – the AUD falling 1.85% 

against the USD over the month. Figure 3 shows sharply 

deteriorating iron ore prices and commodities more broadly 

as indicated by the Bloomberg Commodity Index. Coking coal 

bucked the trend as fall-out from Cyclone Debbie took hold.  
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Figure 3. Iron Ore ($US/tonne 62% Delivered to Qingdao) RHS and CRB 

Commodities Index LHS.  

 
Source Bloomberg 

 

Movements in breakeven inflation rates (inflation 

expectations) (refer Figure 4) proved to be of interest in April 

with US and UK 5-year rates continuing to fall whilst the 

Australian 5-year rate rose. The market interpreted the 1st 

quarter CPI release of 2.10% yoy as an indication that the 

inflation environment in Australia will improve. 

 

Figure 4. Breakeven inflation rates (5 year) for Australia, United States 

and United Kingdom. 

 
Source Bloomberg 

 

Credit 

As highlighted earlier in this report, credit was flat over the 

course of April. This a marked changed from previous months 

when credit was tightening dramatically. There has been no 

deterioration in the health of the corporate sector. What did 

change during the month was the big pick-up in primary 

issuance. Corporates, including financials, issued ~$5b worth 

of bonds in April led by the likes of Telstra, Wells Fargo, 

Goldman Sachs and Bank of China. 

 

Across the ratings spectrum, the BBB band continued to 

outperform, more specifically BBB-. The BBB- rating band 

carries a yield almost 1.00% higher than the next rating 

providing good positive carry and also highlighting that the 

search for yield is far from over.  

 

Figure 5 below illustrates the Bloomberg AusBond BBB Index 

and the ITraxx CDS spreads. Though the index continues to 

gain in value (move higher) and the CDS continues to tighten 

(move lower, gain in value), both appeared to take a breather 

in April. 

 

Figure 5. Bloomberg AusBond BBB Index and iTraxx Australia 5 Year 

CDS 

 
Source Bloomberg  

 

 

CONTRIBUTIONS TO RETURN AND FUND BREAK DOWN 

Figure 6 highlights the top and bottom 5 securities ranked by 

contribution to the fund’s total return during April.  

 

Figure 6. Contribution to return for the month  

 
Source Contango Asset Management 

 

The chart shows that the hybrid securities held in the portfolio 

were the largest contributors to the fund’s return over the 

period. NuFarm Finance (NZ) led the charge followed by a new 

investment, Challenger Notes which was issued in April. Crown 

Finance Nov 2019’s performed well as the company issued a 
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notice to try and buy back the bonds on issue. All securities in 

the portfolio contributed positively with the exception of cash 

(0% contribution) 

 

Trading, Applications and Redemptions 

Table 4 summarises the fund flows and trading over the 

period. The fund experienced net outflows in April of $216k. 

 

The abundance of corporate issues coming market provided 

investment opportunities. New issues that made their way 

into the portfolio were Villaworld fixed rate bonds and 

Challenger Notes. Funding was no issue with maturities 

totalling $1.5m. In addition, the exposure to BHP was reduced 

by half, realising a small gain. 

 
Table 4. Funds Flows and Trading 

Type Security Amount 

Fund Flows 

Applications  $7,112 

Redemptions  ($223.111) 

Net   ($215,999) 

Trades 

Purchases Villaworld 4 ¾ Apr 2022 ($250,000) 

 Challenger Notes  ($410,000) 

Sales BHP 3 Mar 2020 $504,675 

Redemption United Energy 6 ¼ Apr 2017 $500,000 

 AMCOR CP May 2017 $500,000 

 Vic. Power Networks 5 ¾ Apr 2017 $500,000 

Net   $1,344,675 

 

Fund Breakdown 

Figure 7 charts the breakdown of the fund month end by both 

asset class and sector. As described above, a number of 

maturities during the month and profit taking in BHP 

combined to add to the cash weight which was 5.27% at 

month end versus 2.92% in March. The fund’s exposure to 

fixed rate bonds declined (causing a marginal fall in modified 

duration). 

 

Looking through the major sector weight changes, diversified 

financials increased to 6.21% (4.87% prior period) as a result 

of the Challenger purchase, materials exposure declined  by 

over 1.50% thanks to the BHP sale whilst utilities also declined 

by 3.00% due to a maturity within the sector. 

 

The largest sector exposure remains banks which reflects 

banks being the largest issuers in the Australian corporate 

bond market. The fund holds a number of different bank 

securities in different segments of the capital structure as a 

way of diversifying the bank exposure. Outside of banks the 

portfolio remains well diversified across a number of sectors 

and credit rating bands. 

Figure 7. Fund breakdown  

 
 

 

 

STRATEGY AND OUTLOOK 

Since the last Unit Holder’s Report, little has changed to alter 

our view. Interest rates appear to us to be heading higher, 

though timing, as is always the case, is nothing more than a 

guess.  

 

What we do know is that global growth is edging higher and 

inflation the same (any talk of deflation has long been thrown 

out the window). What we don’t know is (given global politics 

is currently the most significant driver of bond rates around 

the world) where the changing state of affairs between North 

Korea and rest of the world is moving too. Nor do we know 

where we might be in the domestic property cycle and (should 

it eventuate) what any major downturn in property may mean 

for the local economy (jobs and wages).  

 

There are any number of things we don’t know. However, with 

interest rates still near all-time lows, another crisis (heaven 

forbid) could be the only reason why rates might fall back 

again. 
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The portfolio remains positioned for higher rates. The bulk of 

the income earned along with performance continues to be 

generated from investments in corporate bonds and the 

manager believes that credit is likely to driven returns in the 

near-term. The portfolio contains a large number of securities 

across a number of industries, sectors and capital segments. 

The fund is investment grade quality with a weighted average 

credit rating of BBB+  

 

 

 

 

 

 

 

Jarrod Deakin.  

Portfolio Manager – Income Solutions. 

Contango Funds Management Limited (Investment Manager) 

 

 

 

 

Please note that previous monthly notes and all other relevant 

information can be downloaded from the Switzer Asset 

Management website www.switzerassetmanagement.com.au 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

Switzer Asset Management Limited (ACN 123611978) holds an Australian Financial Services License (AFSL 312247) restricting it to providing financial 
products and services to wholesale clients only. 

This presentation has been prepared for the consideration and use of ‘retail’ investors, as defined by the Corporations Act (Cwlth 2001), and may 
contain information that assumes a level of knowledge and expertise particular to such investors. If you do not meet the criteria of a wholesale 
investor, you should disregard this information and seek advice from a licensed financial advisor. 

Forecasts in this presentation are predictive in character, based on numerous assumptions including the forecast outlook for key variables and may be 
affected by various factors including inaccurate assumptions, risks and unforeseen events.  Accordingly, actual results may differ materially from those 
forecasted. You should not rely on any such forecast information. 

Switzer Asset Management Limited (“SAM”), its officers, employees and agents believe that the information in this document is correct at the time of 
compilation but do not warrant the accuracy of that information.   

Save for statutory liability which cannot be excluded, SAM disclaims all responsibility for any loss or damage which any person may suffer from 
reliance on this information or any opinion, forecast, conclusion or recommendation in this document whether the loss or damage is caused by any 
fault or negligence on the part of SAML or otherwise. 

http://www.switzerassetmanagement.com.au/

