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Table 1. Performance as at 31st May, 2017 

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

Fund1 0.59% 1.42% 2.55% 5.07% 3.78% 5.76% 54.35% 

Benchmark3 0.26% 0.70% 1.22% 2.12% 2.56% 3.79% 33.44% 

Relative 0.33% 0.72% 1.33% 2.94% 1.22% 1.97% 20.91% 

        

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

Income  - - 1.59% 3.37% 3.51% 1.68% 13.74% 

Capital 0.59% 1.42% 0.96% 1.69% 0.27% 4.09% 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 3.75% 1.76% 

ACGB 3 Year Bond 1.63%  Running (cash) Yield 3.97% NA 

ACGB 10 Year Bond 2.39%  Modified Duration (Years) 1.01 0.94 

ACGB 20 Year Bond 3.01%  Weighted Average Credit Rating BBB AA+ 

ACGB 30 Year Bond 3.34%  Number of Securities 57 238 

Yield Curve (10 Year – 3 Year) 76 bps     

Fund Facts   Top Holdings Weight Maturity 

Fund Size (m) $32.17  Cash 7.19% - 

Net Tangible Assets (NTA) $32.171  Crown Group Finance 5.75% Fixed Rate Bond  3.19% Jul 2017 

NTA per unit $0.834102  SCA Property Retail Trust 3.75% Fixed Rate Bond 3.17% Apr 2021 

Distribution half-year to 31st Dec 1.2011 cents  Royal Bank of Canada Floating Rate Note 3.16% Feb 2021 

   ETSA Floating Rate Note 3.13% Oct 2017 

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

AAA 8.72%  National Australia Bank Hybrid (NABPB) 2.32% Perpetual 

AA 7.86%  Nufarm Finance NZ Limited Floating Rate Note 2.02% Perpetual 

A 30.64%  Goodman PLUS Trust 1.89% Perpetual 

BBB 25.69%  Suncorp Metway Floating Rate Note 1.89% Oct 2020 

BB 6.50  General Property Trust  6.75% Fixed Rate Bond 1.70% Jan 2019 

B 1.99%  Aurizon Network 5.75% Fixed Rate Bond 1.69% Oct 2020 

NR 18.61%  Aus. Pacific Airports  4% Fixed Rate Bond 1.69% Sep 2022 

 

PERFORMANCE AND CHARACTERISTICS 

The Halidon Yield Enhanced Fund benefited from yet another 

strong showing by bond markets and, more specifically, 

corporate bonds (“credit”). The fund gained 0.59% in May, 

outperforming its benchmark by 0.33%. Returns for 3 months 

(+1.42%) and 6 months (+2.55%) continue to beat the Fund’s 

benchmark; by +0.72% and +1.33% respectively for the month.  

 

The 1-year return has stabilised at 5.07% having hit 5.59% in 

March, the decline reflecting a gradual decline in the marginal 

returns month on month – the large monthly gains back in 

May, June and July are beginning to roll off. Annualised long-

term performance since inception remains steady at 5.76% 

versus benchmark of 3.79%.  

 

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 May was attributed solely to capital 

movements. The 1-year return of 5.07% is made up of an 

income return of 3.37% and capital return 1.69%. 

 

Table 2 highlights the key fund characteristics and benchmark 

interest rates. The Fund’s yield to maturity followed outright 

bond yields lower month on month to 3.75% from 4.02%. The 

running (cash) yield remained steady at 3.97%. After a big 

month of maturities within the portfolio during April, duration 

fell to 1.01 years from 1.07 year in the prior period. 
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The Fund’s credit quality declined to BBB which remains above 

the minimum investment grade credit rating of BBB-. The fall 

was the result of an S&P downgrade to Australia’s Banking 

Industry Country Risk Assessment (BICRA) score. This resulted 

in 23 of the non-major banks credit ratings being lowered by 

one-notch. Whilst the majors’ ratings were unchanged, S&P 

did downgrade sub-ordinated instruments including a number 

of the hybrids which was enough to tip three securities within 

the Fund to below investment grade, namely CBAPD, NABPB 

and WBCPG, dipped below investment grade.  

 

Figure 1 illustrates the Fund’s total return versus benchmark 

since inception. The chart highlights persistent 

outperformance. 

 

Figure 1. Fund Performance versus Benchmark since Inception  

 
Source Contango Asset Management, Bloomberg 

 

 

MARKET PERFORMANCE AND RECAP 

The fixed income asset class posted big returns in May. As the 

table below (Table 3) highlights, the CBA Fixed Income Index 

returned +1.25% (relative to -3.37% for the ASX 200 Index).  

 

Table 3.  

 
Source: Commonwealth Bank Fixed Income Research 

Bonds. 

The Australian 10-year government bond fell 19 basis points 

to 2.39% and the 3-year 17 bps to 1.63% (Figure 2). The 

dramatic fall in yields, in particular the long date maturities, 

meant that government bonds (+1.41% month on month) 

outperformed semi-government (+1.11%) and corporate 

bonds (+1.06%) within the broader fixed income universe.  

 

The Australian 10-year bond also outperformed global peers 

in May, most notably the US 10-year treasury which fell 8 bps 

to 2.20%. The Australia-US 10-year spread narrowed 

dramatically from 30 to 18 basis points which is a 20 year low. 

 

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

curve (10 year – 3 year). 

 

 
Source Bloomberg 

 

 

A number of themes that impacted global markets in April 

spilled over into May – 1) Political risk (Trump, French and UK 

elections); and 2) Falling commodity prices (iron ore [62% 

Qingdao] -17% month on month). The Australian budget and 

sovereign credit rating was also in the mix during May. 

 

The Macron victory in France (perhaps more the Le Pen loss) 

provided interest markets some stability. The US, on the other 

hand appears to be anything other than stable (politically at 

least). Interest markets continue to look through the Trump 

bluster and have increasingly discounted the Republicans 

ability pass meaningful legislation and increase the pace of 

economic growth - evidence of the latter being weaker 

payrolls and wage data for May (released early June). The UK 

election polls toward the end of May showed Mrs May’s lead 

to be less than anticipated contributing to the under-

performance of Gilts relative to global peers. 

 

At home another federal budget came and went – forecast 

deficits and debt were more or less unchanged versus the last 

budget prompting S&P to affirm Australia’s AAA credit rating 

(negative watch). Movements in commodity prices continue 

to strongly influence Australian financial markets – Figure 3 

highlights that May saw sharp falls in the commodities sector, 

evidenced by a 14% decline in the CRB Index and a 17% drop 

in iron ore (62%, Qingdao).  
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Figure 3. Iron Ore ($US/tonne 62% Delivered to Qingdao) RHS and CRB 

Commodities Index LHS.  

 
Source Bloomberg 

 

Figure 4 shows the movements in breakeven inflation rates 

(inflation expectations). Australian inflation expectations took 

a dive during May and now sit at 1.62% relative to 1.90% at 

the beginning of this calendar year. The chart would suggest 

Australia is displaying some “catch-up” to the US and UK 

whose breakeven rates have fallen rapidly since the being of 

April. Lower inflation expectations in turn reduce nominal 

bond yields. These expectations were expressed in the lower 

Australian government bond yields as described above. 

 

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

and United Kingdom. 

 
Source Bloomberg 

 

 

Credit 

Within the fixed income asset class, corporate bonds 

experienced a flat month. The federal budget alone wasn’t 

enough to inject any volatility into credit markets.  

 

The big news in May was S&P’s downgrade of Australia’s 

BICRA score prompted by imbalances building in house price 

growth and household leverage. The downgrade culminated 

in 23 non-major banks (the majors protected by the “too big 

to fail” shield) which in turn pushed credit spreads 5 – 10 bps 

wider from the regional bank issuers. The major banks didn’t 

walk away unscathed – a number of their subordinated 

securities including hybrids copped a one-notch downgrade 

which tipped a number of such securities into sub-investment 

grade territory. The Halidon Yield Enhanced Fund owns three 

of these securities. The weighted average portfolio credit 

weighting moved to BBB from BBB+ (sub-investment grade is 

one notch below BBB-). 

 

Despite the ratings impact on financials, cash spreads only 

widened 1 – 3 bps which suggests an ongoing appetite for yield 

and a dearth of supply, both of which remain at the forefront 

of investors’ minds. 

 

Figure 5 below charts the Bloomberg AusBond BBB Index and 

the ITraxx CDS spreads. The Bloomberg AusBond BBB Index 

continues its march northward whilst the flat month described 

across the corporate bond universe is supported by the 

movement in the iTraxx index. Conditions, both technical and 

fundamental remain supportive toward credit. 

 

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

CDS 

 
Source Bloomberg  

 

 

A significant factor supporting a positive global credit 

environment has been the strength of company balance 

sheets and more specifically the level of cash holdings. During 

May S&P released cash holdings data on 2,000 US based 

companies that they rate. Some interesting takeaways  

include -   

 

 Corporate cash is +10% year on year to US$1.9t 

 25 of these companies hold over half this cash 

which has doubled over 5 years 

 These 25 companies have US$750b in debt. Net 

debt is therefore negative 

 Tech firms hold 44% of cash (AAPL has 13% of the 

total cash pile!) 

 Of the top 15 firms, US$845b of cash is held outside 

of the US 
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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 May.  

 

Figure 6. Contribution to return for the month  

 
Source Contango Asset Management, Bloomberg 

 

The positive duration impact (rally in bonds) saw the Fund’s 

holdings in fixed rate securities drive the strong returns for 

May. Investments in Westlink, Shopping Centres Australia, 

Melbourne Airports and Crown Finance dominated the leaders 

along with NuFarm Finance NZ Perpetual. IAG Perpetual (June 

2023 call date) detracted almost 4 bps from the total return. 

 

Trading, Applications and Redemptions 

Table 4 summarises the fund flows and trading over the 

period. The fund experienced net inflows during May of $84k. 

 

Trading activity was muted with the only the rollover and 

purchase of Nissan Finance Commercial Paper and the 

settlement of Telstra bond purchase. Net purchases for May 

totalled $1m. 

 
Table 4. Funds Flows and Trading 

Type Security Amount 

Fund Flows 

Applications  $261,928 

Redemptions  ($178,244) 

Net   $83,684 

Trades 

Purchases Nissan Finance Corporate Paper ($1,000,000) 

 Telstra Floating Rate Note 2021  ($500,000) 

Sales  $       -       

Maturity Nissan Corporate Paper $500,000 

Net   ($1,000,000) 

 

 

Fund Breakdown 

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

asset class and sector. The biggest changes this month at the 

asset level was the increase in cash from 5.27% to 7.196%. This 

is the result of a number of bond maturities during April. 

 

At the sector level, the Telstra purchase took the 

Telecommunications exposure from 3.33% to 4.85%. All other 

sector changes were marginal and the result of market 

movements.  

 

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 

The Fund continues to maintain its (now long standing) 

position reflecting a view of increasing global growth and 

inflation. Whilst we remain committed to the view, recent 

data points have been less supportive. In addition, both 

Europe and Japan appear committed to continuing their 

Quantitative Easing policy. 
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Risks to our view include – 1) a return to recessionary 

conditions in Australia and/or the US; and 2) a continuation of 

benign growth and inflation conditions that delay any 

monetary policy tightening (in the case of the US, a return a 

normalised Fed Funds rate). 

 

Either way, the fund is not betting the farm. Duration is 

relatively short at around 1 year (capital preservation) and the 

bias remains toward income (target running yield at 4.00%).  

 

Capital preservation and a steady income stream remain the 

primary Fund goals. 

 

 

 

 

 

 

 

 

 

 

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/

