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The directors of DDH Graham Limited, the responsible entity (the Responsible Entity) of the DDH 
Preferred Income Fund (the Fund), present their report together with the financial report of the 
Fund, for the year ended 30 June 2016 and the auditor’s report thereon. 

The Fund became a registered scheme under the Corporations Act 2001 on 9 March 2004 and 
DDH Graham Limited was appointed the Responsible Entity on that date. 

The Responsible Entity 

The registered office and place of business of the Responsible Entity and the Fund is Level 9, 
324 Queen Street, Brisbane. 

The directors of DDH Graham Limited at any time during or since the end of the financial year 
are: 

Name and qualifications Age Experience and special responsibilities 

Peter B Lockhart   

Executive Chairman/Joint Managing 
Director 
Bachelor of Economics 
Master of Business Administration 

62 Director since 1988. Extensive experience 
in financial advisory and trust management 
services and superannuation 
administration. Member of Compliance 
Committee. Member of Audit Committee. 

Ugo C Di Girolamo   

Joint Managing Director 
Associate Diploma in Business 
Member of Finance & Treasury 
Association Limited 

54 Director since 2000. Over 29 years’ 
experience in financial markets including 15 
years in an executive money market role. 

David D H Graham   

Director  
Bachelor of Commerce 
Bachelor of Economics (Hons) 
Master of Business Administration 

74 Director since 1986. Extensive experience in 
financial advisory and trust management 
services. 

Principal activities 

The Fund is a registered managed investment scheme domiciled in Australia. 

The investment activities of the Fund continued to be in accordance with the investment policy of 
the Fund as outlined in the current product disclosure statement, and investments in each class 
of asset were maintained within the stated asset allocation ranges.  The key asset categories are 
Australian hybrid securities, Australian corporate debt, structured debt and collateralised debt 
obligations, and Australian cash and cash enhanced securities. 

The Fund did not have any employees during the year. 

There were no significant changes in the nature of the Fund’s activities during the year. 

Review of operations 

The objective of the Fund is to provide investors with access to a diversified and professionally 
managed portfolio of high yielding investments across the domestic hybrid and fixed income 
markets. Returns generated are expected to exceed cash management and traditional fixed 
income investments with the benchmark being the UBS Australian Bank Bill Index. 
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Results 
The performance of the Fund, as represented by the results of its operations, was as follows: 

 2016 
$ 

2015
$

Net operating profit before finance costs attributable to 
unitholders 738,791 783,564
Distributions paid and payable for the period 2,529,626 3,869,061
Distribution - cents per unit 3.44 4.26
 

Performance 
Year to

30 June 2016
%

Year to 
30 June 2015 

% 

Year to
30 June 2014

%

Capital growth (2.14) (3.59) 2.54 

Distribution of income 4.18 4.91 7.17 

Total return 2.04 1.32 9.71 

Benchmark: UBS Australian Bank Bill Index 2.24 2.63 2.66 

Consistent with statements in the current product disclosure statement, future performance is not 
guaranteed.  Investors should exercise care in using past performance as a predictor of future 
performance. 

Unit redemption prices 

Unit redemption prices are shown as follows: 

 2016
$

2015 
$ 

2014
$

At 30 June (quoted ex-distribution) 0.8306 0.8433 0.8452

Year to 30 June (quoted cum-distribution) 
   High during year 
   Low during year 

 
0.8467 
0.7851

 
0.8772 
0.8429 

 

 
0.8829 
0.8447

Value of Assets 

The value of the Fund’s assets of $53,839,952 (2015: $84,077,501) is derived using the basis set 
out in Note 3 of the financial statements. 

Interests in the Fund 

The movement in units on issue in the Fund during the year is set out below: 

 30 June 
2016 
No. 

30 June 
2016 

$ 

30 June 
2015 
No. 

30 June 
2015 

$ 

Opening balance 97,064,677 81,224,825 65,609,884 56,952,794

Applications 3,221,350 2,661,272 35,846,049 31,111,854

Redemptions (38,461,926) (31,468,323) (4,683,543) (4,005,296)

Units issued upon reinvestment of 
distributions 138,449 113,822 292,287 250,970

Changes in net assets attributable 
to unitholders - (1,790,835 - (3,085,498)

Closing balance 61,962,549 50,740,763 97,064,677 81,224,825
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Significant changes in the state of affairs 

In the opinion of the directors, there were no significant changes in the state of affairs of the Fund 
that occurred during the financial year under review. 

Events subsequent to balance date 

There has not arisen in the interval between the end of the financial year and the date of this 
report any item, transaction or event of a material and unusual nature likely, in the opinion of the 
directors, to affect significantly the operations of the Fund, the results of those operations, or the 
state of affairs of the Fund, in future financial years.  

Likely developments  

The Fund will continue to be managed in accordance with the investment objectives and 
guidelines as set out in the governing documents of the Fund and in accordance with the 
provisions of the Fund’s Constitution. 

The results of the Fund’s operations will be affected by a number of factors, including the 
performance of investment markets in which the Fund invests.  Investment performance is not 
guaranteed and future returns may differ from past returns.  As investment conditions change 
over time, past returns should not be used to predict future returns. 

Further information on likely developments in the operations of the Fund and the expected results 
of those operations have not been included in this report because the responsible entity believes 
it would be likely to result in unreasonable prejudice to the Fund. 

Indemnification and insurance for officers and auditors 

Indemnification 

Under the Fund’s Constitution, the Responsible Entity, including its officers and employees, is 
indemnified out of the Fund’s assets for any loss, damage, expense or other liability incurred by it 
in properly performing or exercising any of its powers, duties or rights in relation to the Fund. 

The Fund has not indemnified any auditor of the Fund. 

Insurance Premiums 

During the financial year the Responsible Entity has paid premiums in respect of its officers for 
liability and legal expenses insurance contracts for the year ended 30 June 2016. The 
Responsible Entity has paid or agreed to pay in respect of the Fund premiums in respect of such 
insurance contracts for the year ended 30 June 2017.  Such insurance contracts insure against 
certain liability (subject to specified exclusions) for persons who are or have been officers of the 
Responsible Entity. 

Details of the nature of the liabilities covered or the amount of the premium paid have not been 
included as such disclosure is prohibited under the terms of the contracts. 

Interests of the Responsible Entity 

Fees paid to the Responsible Entity and its associates out of Fund property during the year are 
disclosed in Note 14 to the financial statements. 

No fees were paid out of Fund property to the directors of the Responsible Entity during the year. 

The number of interests in the Fund held by the Responsible Entity or its associates as at the end 
of the financial year are disclosed in Note 14 to the financial statements. 

Environmental regulation 

The Fund’s operations are not subject to any significant environmental regulations under either 
Commonwealth, State or Territory legislation. 
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Notes 
2016 

$ 
2015

$

Investment Income    

Interest income 4 4,037,227 3,343,985 

Net unrealised loss on financial instruments held at fair 
value through profit or loss 

 (1,971,393) (2,642,962) 

Net realised (losses)/gain on financial instruments held at 
fair value through profit or loss 

 (710,232) 764,280 

Other operating income  - 5 

Total net investment income  1,355,602 1,465,308

    

Expenses    

Brokerage charges  71,220 51,716 

Management fees  545,450 629,958 

Other operating expenses  141 70 

Operating expenses before finance costs  616,811 681,744 

Profit from operating activities  738,791 783,564 

Finance costs     

Distribution expense to unitholders 7 2,529,627 3,869,061 

Change in net assets attributable to unitholders 6 (1,790,836) (3,085,497) 

Other comprehensive income  - - 

Total comprehensive loss  (1,790,836) (3,085,497) 
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The Fund net assets attributable to unitholders are classified as a liability under AASB 132 
Financial Instruments: Presentation. As such the Fund has no equity, and no items of changes 
in equity have been presented for the current or comparative year. 
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Notes 

2016 
$ 

2015
$

Assets    

Cash and cash equivalents 8 2,290,658 3,981,629 

Financial assets held at fair value through profit or loss 9 51,478,898 79,942,702 

Trade and other receivables 10 70,396 153,170 

Total assets  53,839,952 84,077,501 

Liabilities    

Trade and other payables 11 3,099,191 2,852,676 

Total liabilities (excluding net assets attributable to 
unitholders) 

 
3,099,191 2,852,676 

Net assets attributable to unitholders - Liability 6 50,740,761 81,224,825 
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Notes 

2016 
$ 

2015
$

Cash flows from operating activities    

Interest received  3,857,281 4,067,092 

Other income received  - 5 

Operating expenses paid  (562,958) (616,756)

Net cash flows from operating activities 16(a) 3,294,323 3,450,341 

    

Cash flows from investing activities    

Proceeds from sale of investments  85,714,267 86,949,950 

Purchase of investments  (59,573,969) (114,391,164)

Net cash flows from/(used in) investing activities  26,140,298 (27,441,214)

    

Cash flows from financing activities    

Proceeds from applications of redeemable units  2,661,272 31,111,857 

Payments on redemption of redeemable units  (31,432,097) (4,005,296)

Distributions paid  (2,354,767) (3,941,496)

Net cash flows (used in)/from financing activities  (31,125,592) 23,165,065 

    

Net decrease in cash and cash equivalents  (1,690,971) (825,808)

Cash and cash equivalents at the beginning of the year  3,981,629 4,807,437 

Cash and cash equivalents the end of the year 16(b) 2,290,658 3,981,629 

Non-cash financing activities 16(c) 113,822 250,970 
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1.  REPORTING ENTITY 

DDH Preferred Income Fund (the Fund) is a registered managed investment scheme under the 
Corporations Act 2001. The financial report of the Fund is for the year ended 30 June 2016. 

The financial report was authorised for issue by the directors of the Responsible Entity on 23 
September 2016.  

2.  BASIS OF PREPARATION 

a) Statement of compliance 

The financial report is a general purpose financial report which has been prepared in accordance 
with Australian Accounting Standards (‘AASBs’) adopted by the Australian Accounting Standards 
Board (‘AASB’), including Australian Accounting Interpretations, other Authoritative 
pronouncements of the AASB and the Corporations Act 2001.  Compliance with Australian 
Accounting Standards ensures that the financial statements and notes also comply with 
International Financial Reporting Standards. 

b) Basis of measurement 

The financial statements have been prepared on the historical cost basis except for financial 
instruments at fair value through profit or loss, which are measured at fair value. 

c) Functional & presentation currency 

The financial report of the Fund is presented in Australian dollars, which is the Fund’s functional 
currency. 

d) Use of estimates and judgement 

The preparation of a financial report requires management to make judgements, estimates and 
assumptions that affect the application of accounting policies and reported amounts of assets and 
liabilities, income and expenses.  Actual results may differ from these estimates. 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 
accounting estimates are recognised in the period in which the estimate is revised and in future 
periods affected. 

There were no key adjustments during the year arising from estimates and judgements. 

e) Changes in accounting policy 

The Fund has consistently applied the accounting policies set out in Note 3 to all periods 
presented in these financial statements.  

There are no accounting standards, interpretations, or amendments to existing accounting 
standards that are effective for the first time for the financial year beginning 1 July 2015 that have 
a material impact on the Fund. 
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3.  SIGNIFICANT ACCOUNTING POLICIES 

The accounting policies set out below have been applied consistently to all periods presented in 
these financial statements. 

(a) Financial Instruments 

(i) Classification 

The Fund’s investments, comprised as follows, are classified as at fair value through profit or 
loss: 

 Financial instruments held-for-trading. 
 Financial instruments designated at fair value through profit or loss upon initial 

recognition.  These include financial assets that are not held for trading purposes and 
which may be sold.  

Financial assets held by the Fund include listed and unlisted hybrid securities, corporate 
debt, structured and collateralised, debt obligations, cash and cash enhanced securities. 

Financial assets that are classified as receivables include balances due from broker’s 
accounts receivable. 

Financial liabilities that are not at fair value through profit or loss include balances due to 
broker’s accounts payable. 

(ii) Recognition 

The Fund recognises financial assets and financial liabilities on the date it becomes a party 
to the contractual provisions of the instrument. 

Financial assets are recognised using trade date accounting. From this date any gains and 
losses arising from changes in fair value of the financial assets or financial liabilities are 
recorded. 

Financial liabilities are not recognised unless one of the parties has not performed or the 
contract is a derivative contract not exempted from the scope of AASB 139. 

(iii) Measurement 

Financial instruments are measured initially at fair value (transaction price) plus, in the case 
of a financial asset or financial liability not at fair value through profit or loss, transaction costs 
that are directly attributable to the acquisition or issue of the financial asset or financial 
liability. Transaction costs on financial assets and financial liabilities at fair value through 
profit or loss are expensed immediately, while on other financial instruments they are 
amortised. 

Subsequent to initial recognition, all instruments classified at fair value through profit or loss 
are measured at fair value with changes in their fair value recognised in the Statement of 
Profit or Loss and Other Comprehensive Income. 

Financial assets classified as loans and receivables are carried at amortised cost using the 
effective interest rate method, less impairment losses, if any. 

Financial liabilities, other than those at fair value through profit or loss, are measured at 
amortised cost using the effective interest rate. 

Financial liabilities arising from the redeemable units issued by the Fund are carried at the 
redemption amount representing the investors’ right to a residual interest in the Fund’s 
assets, effectively fair value at reporting date. 
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(iv) Fair value measurement principles 

The fair value of financial instruments is based on their quoted market prices at the 
Statement of Financial Position balance date without any deduction for estimated future 
selling costs. Financial assets are priced at last sale prices at balance date and financial 
liabilities are priced at current asking prices. 

If a quoted market price is not available on a recognised stock exchange or from a broker / 
dealer for non-exchange-traded financial instruments, the fair value of the instrument is 
estimated using valuation techniques, including use of recent arm’s length market 
transactions, reference to the current fair value of another instrument that is substantially the 
same, discounted cash flow techniques, option pricing models or any other valuation 
technique that provides a reliable estimate of prices obtained in actual market transactions. 

Where discounted cash flow techniques are used, estimated future cash flows are based on 
management’s best estimates and the discount rate used is a market rate at the Statement of 
Financial Position date applicable for an instrument with similar terms and conditions. Where 
other pricing models are used, inputs are based on market data at the Statement of Financial 
Position date.  

(v) Derecognition 

The Fund derecognises a financial asset when the contractual rights to the cash flows from 
the financial asset expire or it transfers the financial asset and the transfer qualifies for 
derecognition in accordance with AASB 139.  

The Fund uses the weighted average method to determine realised gains and losses on 
derecognition of financial assets not at fair value. 

A financial liability is derecognised when the obligation specified in the contract is 
discharged, cancelled or expired.  

(vi) Specific investments 

Cash and cash equivalents 

Cash comprises current deposits with banks. Cash equivalents are short-term highly liquid 
investments that are readily convertible to known amounts of cash, are subject to an 
insignificant risk of changes in value, and are held for the purpose of meeting short-term cash 
commitments rather than for investment or other purposes. 

(b) Interest income 

Interest income and expense is recognised in the income statement as it accrues, using the 
original effective interest rate of the instrument calculated at the acquisition or origination 
date. Interest income includes the amortisation of any discount or premium, transaction costs 
or other differences between the initial carrying amount of an interest-bearing instrument and 
its amount at maturity calculated on an effective interest rate basis. 

Interest income on debt instruments at fair value through profit or loss is accrued using the 
original effective interest rate and classified to the Interest income line item within the income 
statement. Interest income is recognised on a gross basis, including withholding tax, if any. 

(c) Expenses 

All expenses, including management fees and custodian fees, are recognised in the 
Statement of Profit or Loss and Other Comprehensive Income on an accrual basis. 
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(d) Distribution and taxation 

Under current legislation the Fund is not subject to income tax as its taxable income 
(including assessable realised capital gains) is distributed in full to the unitholders. The Fund 
fully distributes its distributable income, calculated in accordance with the Fund constitution 
and applicable taxation legislation, to the unitholders who are presently entitled to the income 
under the constitution. 

Financial instruments held at fair value may include unrealised capital gains. Should such a 
gain be realised that portion of the gain that is subject to capital gains tax will be distributed 
so that the Fund is not subject to capital gains tax. 

Realised capital losses are not distributed to unitholders but are retained in the Fund to be 
offset against any future realised capital gains. If realised capital gains exceed realised 
capital losses the excess is distributed to the unitholders. 

(e) Redeemable units 

All redeemable units issued by the Fund provide the investors with the right to require 
redemption for cash and give rise to a financial liability. In accordance with the product 
disclosure document the Fund is contractually obliged to redeem units at redemption price, 
which includes an allowance for transaction costs that would be incurred by the Fund on 
disposal of its assets required to fund the redemptions. As a result of the transaction cost 
factor, there will be a difference between the carrying amount of the net assets of the Fund 
(excluding the unitholders’ funds classified as a financial liability) and the contractual amount 
payable to unitholders which is based on the redemption price. The adjustments arising from 
different unit pricing and AIFRS valuation principles are presented in the Statement of 
Financial Position as part of the net assets attributable to unitholders. 

(f) Unit prices 

The unit price is based on unit price accounting outlined in the Fund’s Constitution and 
product disclosure statement. 

(g) Finance costs 

Distributions paid and payable on units are recognised in the income statement as finance 
costs and as a liability where not paid. Distributions paid are included in cash flows from 
financing activities in the Statement of Cash Flows. 

(h) Change in net assets attributable to unitholders 

Non-distributable income, which may comprise unrealised changes in the fair value of 
investments, net capital losses, tax-deferred income, accrued income not yet assessable and 
non-deductible expenses are reflected in the profit and loss as change in net assets 
attributable to unitholders. 

These items are included in the determination of distributable income in the period for which 
they are assessable for taxation purposes. 

(i) Due from/to brokers 

Amounts due from/to brokers represent payables for securities purchase and receivables for 
securities sold that have been contracted for but not yet delivered by the end of the year.  A 
provision for impairment of amounts due from brokers is established when there is objective 
evidence that the Fund will not be able to collect all amounts due from the relevant broker.  
Significant financial difficulties of the broker, probability that the broker will enter bankruptcy 
or financial reorganisation, and default in payments are considered indicators that the 
amount due from brokers is impaired. 
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(j) Receivables 

Receivables may include amounts for dividends.  Dividends are accrued when the right to 
receive payment is established.  Interest is accrued at the reporting date from the time of the 
last payment in accordance with the policy set out in note 3(b) above.  Amounts are generally 
received within 30 days of being recorded as receivables. 

(k) Payables 

Payables include liabilities and accrued expenses owing by the Fund which are unpaid as at 
balance date. 

Trades are recorded on trade date, and normally settled within three business days.  
Purchases of securities and investments that are unsettled at reporting date are included in 
payables. 

The distribution amount payable to unitholders as at the reporting date is recognised 
separately on the Statement of Financial Position as unitholders are presently entitled to the 
distributable income as at 30 June 2016 under the Fund’s Constitution. 

(l) Applications and redemptions 

Applications received for units in the Fund are recorded net of any entry fees payable prior to 
the issue of units in the Fund.  Redemptions from the Fund are recorded gross of any exit 
fees payable after the cancellation of units redeemed. 

(m) Goods and services tax 

 Management fees, custody fees and other expenses are recognised net of the goods and 
services tax (GST) recoverable from the Australian Taxation Office (ATO) as a reduced input 
tax credit (RITC). 

Payables are stated with the amount of GST included. 

The net amount of GST recoverable from the ATO is included in receivables in the Statement 
of Financial Position. 

Cash flows are included in the Statement of Cash Flows on a gross basis. 

(n) Impairment of assets 

At each reporting date, the Fund reviews the carrying amounts of its assets to determine 
whether there is any indication that those assets have suffered an impairment loss. If any 
such indication exists, the recoverable amount of the asset is estimated in order to 
determine the extent of the impairment loss (if any). Where the asset does not generate 
cash flows that are independent from other assets, the Fund estimates the recoverable 
amount of the cash-generating unit to which the asset belongs.  

Recoverable amount is the higher of fair value less costs to sell and value in use. In 
assessing value in use, the estimated future cash flows are discounted to their present 
value using a pre-tax discount rate that reflects current market assessments of the time 
value of money and the risks specific to the asset for which the estimates of future cash 
flows have not been adjusted.  

Any excess of the asset’s carrying value over its recoverable amount is expensed to the 
Statement of Profit or Loss and Other Comprehensive Income. 

(o) New standards and interpretations not yet adopted 

Certain new accounting standards and interpretations have been published that are not 
mandatory for the 30 June 2016 reporting period and have not been early adopted by the 
Fund. The directors’ assessment of the impact of these new standards (to the extent 
relevant to the Fund) and interpretations is set out below: 
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AASB 9 Financial Instruments (and applicable amendments), (effective from 1 January 2018).  

AASB 9 Financial Instruments addresses the classification, measurement and de-recognition of 
financial assets and financial liabilities. It has now also introduced revised rules around hedge 
accounting and impairment. The standard is not applicable until 1 January 2018 but is available 
for early adoption. 

The directors do not expect this to have a significant impact on the recognition and measurement 
of the Funds financial instruments as they are carried at fair value through profit or loss. 

The de-recognition rules have not been changed from the previous requirements, and the Fund 
does not apply hedge accounting. AASB 9 introduces a new impairment model. However, as the 
Fund’s investments are all held at fair value through profit or loss, the change in impairment rules 
will not impact the Fund’s. 

The Fund’s has not yet decided when to adopt AASB 9. 

AASB 15 Revenue from Contracts with Customers, (effective from 1 January 2018) 

The AASB has issued a new standard for the recognition of revenue. This will replace AASB 118 
which covers contracts for goods and services and AASB 111 which covers construction 
contracts. 

The new standard is based on the principle that revenue is recognised when control of a good or 
service transfers to a customer – so the notion of control replaces the existing notion of risks and 
rewards. 

The Fund's main sources of income are interest, dividends and gains on financial instruments 
held at fair value. All of these are outside the scope of the new revenue standard. As 
consequence, the directors do not expect the adoption of the new revenue recognition rules to 
have a significant impact on the Fund’s accounting policies or the amounts recognised in the 
financial statements. 

4. Interest income 2016 
$ 

2015 
$ 

Cash and cash equivalents 36,442 75,118 
Listed interest bearing securities   

  - Convertible notes 149,212 190,743 

  - Floating rate notes 1,181,775 1,463,189 

  - Hybrid securities 1,459,832 1,437,688 

  - Corporate bonds 21,212 (11,560)

Unlisted interest bearing securities   

  - Floating rate notes 829,532 148,047 

  - Corporate bonds 348,644 (20,715) 

- Managed investment schemes – cash trusts 10,578 61,475 

 4,037,227 3,343,985 

5. Auditor’s remuneration 

 2016 
$ 

2015 
$ 

Auditing and review of the financial report and other audit work 
under Corporations Act 2001 12,600 11,950 

Auditor’s remuneration is paid by the responsible entity. 
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6. Net assets attributable to unitholders 

Movements in number of units and net assets attributable to unitholders during the year were as 
follows: 

As stipulated within the Fund Constitution, each unit represents a right to an individual share in 
the Fund and does not extend to a right to the underlying assets of the Fund.  There are no 
separate classes of units and each unit has the same rights attaching to it as all other units of the 
Fund. 

 30 June 
2016 
No. 

30 June 
2015 
No. 

30 June 
2016 

$ 

30 June 
2015 

 $ 

Opening balance 97,064,677 65,609,884 81,224,825 56,952,794

Applications 3,221,350 35,846,049 2,661,272 31,111,854

Redemptions (38,461,927) (4,683,543) (31,468,323) (4,005,296)

Units issued upon reinvestment of 
distributions 

138,449 292,287 113,822 250,970

Increase in net assets attributable 
to unitholders 

- - (1,790,835) (3,085,497)

Closing balance 61,962,549 97,064,677 50,740,763 81,224,825

Capital risk management 

The Fund manages its net assets attributable to unitholders as capital, notwithstanding net assets 
attributable to unitholders are classified as a financial liability. The amount of net assets 
attributable to unitholders can change significantly on a daily basis as the Fund is subject to daily 
applications at the discretion of unitholders. 

The Fund’s strategy was to hold a certain portion of the net assets attributable to unitholders in 
liquid investments. Liquid assets include cash and cash equivalents and investments in 
securities. The ratio of liquid assets to net assets attributable to unitholders was as follows: 

 2016 
$ 

2015 
$ 

Net applications/(redemptions) (28,693,229) 27,357,528

Liquid assets in the Fund 53,769,556 83,924,331

Net assets attributable to unitholders 50,740,762 81,224,825

Ratio of liquid assets to net assets attributable to unitholders 105.97% 103.32%
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7. Distributions paid to unitholders 
 

2016 
$ 

2016 
CPU 

2015 
$ 

2015 
CPU 

Distributions were paid and/or payable as 
follows:     

30 September interim paid 830,585 0.90 1,275,000 1.50 

31 December interim paid 578,068 0.75 921,300 1.00 

31 March interim paid 320,874 0.50 933,700 1.00 

30 June final payable 800,099 1.29 739,061 0.76 

 2,529,626 3.40 3,869,061 4.26 

8. Cash and cash equivalents 

 2016 
$ 

2015 
$ 

Cash at bank and on hand 2,290,658 3,981,629 

9. Financial assets held at fair value through profit and loss 

Listed securities  
2016 

$ 
2015 

$ 

Convertible notes 935,200 3,779,103 

Floating rate notes 14,396,169 28,766,627 

Hybrid securities 20,470,423 38,536,813 

Corporate bonds 5,069,514 - 

Unlisted securities   

Floating rate notes 4,474,712 7,834,078 

Corporate bonds 6,132,880 1,026,081 

Managed investment schemes – cash trusts  - 

 51,478,898 79,942,702 

10. Trade and other receivables 

 2016 
$ 

2015 
$ 

Interest receivable 60,065 128,710 

Outstanding settlements, financial assets - 8,767 

Other 10,331 15,693 

 70,396 153,170 

11. Trade and other payables 
 2016 

$ 
2015 

$ 

Outstanding settlements, financial assets 2,225,856 2,053,875 

Trade creditors 73,236 59,740 

Distribution payable 800,099 739,061 

 3,099,191 2,852,676 
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12. Financial risk management 

The fund is a portfolio of fixed income securities, selected on a credit basis, diversified by asset 
type, industry exposure and style of interest rate distributions. It holds investment assets at the 
discretion of the Fund’s Investment Manager, GCi Australia Pty Ltd (GCi) (Investment Manager). 
(GCi was appointed Investment Manager following resignation of Evans & Partners Pty Ltd).  

The Funds investment strategy is to identify appropriate investments that are expected to 
generate a sufficiently high yield, commensurate with the assumed risk, with minimum volatility of 
returns. The fund consists of a core portfolio constructed with reference to macroeconomic 
factors and industry exposure. The balance of the fund is a tactical component that seeks to 
enhance returns via investing in short term yield opportunities in the same fixed interest asset 
classes but especially those traded on the ASX. 

Financial risk management is the responsibility of DDH Graham Limited as the Responsible entity 
of the Fund. This responsibility includes regular oversight of the Investment Manager, to ensure 
full compliance of the investment mandate of the Fund. 

The Fund’s Audit Committee oversees how management of DDH Graham Limited monitors 
compliance with the Fund’s risk management policies and procedures 

The Fund’s activities expose it to a variety of financial risks: market (including price and interest 
rate risks), credit risk and liquidity risk. Set out below is information in respect of the Funds 
exposure to these types of risks and how they are managed. 

(a) Market Risk 

The Funds investment activities expose it to a variety of market risks:  

 the risk that due to fluctuations in interest rates or other risk factors resulting in price risk: 
that is movement in the value of the securities held in the portfolio; and 

 Credit risk in respect of an issuer of securities failing to discharge its obligations. 

These risks are managed as follows: 

Diversification in investment selection. The following table sets out the Fund’s portfolio 
construction by asset class and weights:  

Asset Class Minimum 

(%) 

Maximum 

(%) 

Australian Government and Semi Government Bonds  0 50 

Investment grade Corporate Senior Bonds, subordinated 
Corporate Bonds and hybrids, each either OTC or ASX listed 

20 98 

Non - Investment grade1 Corporate Senior Bonds, subordinated 
Corporate Bonds and hybrids, each either OTC or ASX listed 

0 30 

Australian cash  2 90 

1 Investment grade is defined as the security being rated at least BBB- by S&P (or equivalent by a 
recognized rating agency). In the case where there is no specific security rating, the Investment 
Manager will assign a rating for the security relative to the company’s senior rating. If there is no 
senior rating the Investment Manager will assign a senior rating and subsequently a security 
rating. 

Approval is initially granted for the issuing company based on credit analysis. Subsequently the 
structure of the individual interest rate security from that company is assessed in detail and 
approved for investment if appropriate. 
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The pool of available securities is constantly monitored in terms of yield provision as well as 
continuing to meet required credit standards and to identify any current or emerging issues that 
may adversely impact the long term value of the investment. 

From this pool of securities, a core portfolio representing 70-80% of the fund’s assets is 
constructed, selected with reference to: 

 Macroeconomic analysis, both economic and interest rate driven; 

 Industry selection; and 

 Level of yield provision. 

The core portfolio is stress tested and adjusted to minimize interest rate and credit market 
exposure. 

The remainder of the portfolio allows tactical positions to be taken in securities on the approved 
list with a view to: 

 Capturing changes in credit view; 

 Identifying short term yield opportunities; 

 Adjusting the overall portfolio’s interest rate sensitivity; 

 Capturing mispricing from liquidity constraints; and 

 Maintaining the portfolio’s capital value. 

The total portfolio is re-assessed and monitored with reference to weighting guidelines and stress 
tests as described above. 

Additionally, individual weighting constraints limit the exposure to one security at 10% of the 
fund’s assets and 15% for exposure to one company (if rated investment grade) or 10% to one 
company if the company is not rated investment grade. Industry constraints limit exposure to one 
industry at 30% unless the company is APRA regulated, where the industry constraint is 50%. 

The Fund does not employ any off-balance derivatives in managing interest rate and price risks 
as it is considered the investment strategy outlined above provides a significant protection to 
these risks with limited impact on the performance of the Fund. 

The Fund is not exposed to any foreign currency risk as it only invests in Australian dollar 
denominated assets. 

Apart from the investment activities of the Fund, credit risk arises from cash and amounts owing 
from debtors.  Cash is held to only to meet expenses of the Fund and operational needs 
associated with investment trading. Cash is held in a cash management account under the 
control of a custodian and debtors actively monitored to ensure timely receipt. 

The maximum exposure to price and credit risk at balance date is the carrying value of such 
financial assets. 

The following table sets out the impacts of a 5% and 10% increase in movement of the securities 
held at balance date on fair value of the total portfolio and therefore on net assets attributable to 
unitholders. 
 2016 

$ 
2015 

$ 

Carrying value of financial assets held at fair value through profit 
and loss 

51,478,898 79,942,702 

Movement in fair value of plus 5%. A decrease in 5% would have 
an equal but opposite effect 2,573,945 3,997,135 

Movement in fair value of plus 10%. A decrease in 10% would have 
an equal but opposite effect 5,147,890 7,994,270 
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12. Financial risk management (cont’d) 

The Fund may hedge interest rate exposure in respect of fixed interest securities with derivative 
instruments such as interest rate swaps. The effect of such hedging is to convert fixed interest 
exposure to floating interest rate exposure. Interest rates in respect of cash and cash equivalents 
all reprice within a 12-month period at the then prevailing market rate.  

At balance date (2015: Nil) the Fund did not employ any derivatives in managing interest rate 
exposure.  

The Fund is not exposed to any foreign currency risk as it only invests in Australian dollar 
denominated assets. 

The Fund is not exposed to any equity risk as it does not invest in any assets of a pure equity 
nature such as ordinary shares issued by a corporation. The Fund may invest in hybrid securities 
such as preference shares or convertible shares which may have a potential for equity risk 
exposure. In this instance, the Fund may invest in derivative instruments to hedge this equity risk.  

At balance date (2015: Nil) the Fund did not employ any derivatives in managing equity exposure. 

(b) Liquidity Risk 

Liquidity risk is the risk that the Fund may not be able to meet its obligations in full as they fall due 
or can only do so on terms that are materially disadvantageous. 

The Fund is exposed to redemption request from unitholders and incurs expenditure in the 
normal course of business. Policies and processes in place to manage this liquidity risk exposure, 
under all market conditions are as follows: 

 The very nature of the Fund’s investments in that they are readily realisable either as listed 
and actively traded on the Australian Stock Exchange or unlisted but traded in an active 
market. 

 An appropriate amount of cash will be retained by the Fund for operational purposes and to 
fully or partially fund together with investment redemptions unitholder redemptions. 

 As set out in the Constitution of the Fund, redemption requests are processed on a daily 
basis and settled usually within 5 days of receipt of the request allowing for orderly liquidation 
of selected investment to meet such redemptions (if required). 

Under the Constitution of the Fund, DDH Graham Limited as the responsible entity has the 
discretion to suspend redemption of units if it considers such discretion is in the best interests of 
all unitholders. 

It is considered that the capital management strategy of the Fund, disclosed in Note 6, 
adequately supports the Funds’ ability to fully meet redemption requests. 

The following table set out the contractual maturities of financial liabilities:  
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12. Financial risk management (cont’d) 

2016 Contractual 
cash flows 

$ 

Less than
 1 month 

$ 

1-3 
month

s 
$ 

3 months 
to 1 year 

$ 

Outstanding settlements financial assets 2,225,856 2,225,856 - -

Trade creditors 73,236 73,236 - -

Distribution payable 800,099 800,099 - -

Net assets attributable to unitholders – 
liability 

50,740,761 50,740,761 - -

 

2015 

Contractual 
cash flows 

$ 

Less than
 1 month 

$ 

1-3 
month

s 
$ 

3 months 
to 1 year 

$ 

Outstanding settlements financial assets 2,053,875 2,053,875 - -

Trade creditors 59,740 59,740 - -

Distribution payable 739,061 739,061 - -

Net assets attributable to unitholders - 
liability 

81,224,825 81,224,825 - -

13. Fair value measurement 

The carrying amounts of the Funds’ assets and liabilities are measured and recognised at fair 
value on a recurring basis. The Fund has no assets or liabilities measured at fair value on a non-
recurring basis in the current reporting period. 

For the years ended 30 June 2016 and 30 June 2015, disclosure of fair value measurements is 
based on the following fair value hierarchy: 

  Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities; 

  Level 2 - inputs other than quoted prices included within Level 1 that are observable for the 
asset or liability, either directly (prices) or indirectly (derived from prices); and 

 Level 3 - inputs for the asset or liability that are not based on observable market data 
(unobservable inputs). 

Fair value in an active market (level 1) 

The fair value of Level 1 financial assets and liabilities traded in active markets is based on their 
quoted market prices at the end of the reporting period without any deduction for estimated future 
selling costs. The major methods and assumptions used in estimating the fair values of assets 
and liabilities are disclosed in note 3(a) to the financial statements. 

The quoted market price used for financial assets held by the Fund is the last sale price, while 
financial liabilities are priced at current asking price.  

A financial instrument is regarded as quoted in an active market if quoted prices are readily and 
regularly available from an exchange, dealer, broker, industry group, pricing service or regulatory 
agency and those prices represent actual and regularly occurring market transactions on an 
arm’s length basis. 
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13. Fair value measurement (cont’d) 

Fair value in an inactive or unquoted market (level 2 and level 3) 

The fair value of financial assets and liabilities that are not traded in an active an active market is 
determined by observable market data provided by either published clearing prices, broker and 
dealer quotes as appropriate to the investment. Investments in unlisted unit trusts are recorded at 
the redemption price per unit as reported by the manager of the Fund. 

Transfers between levels 

There were no transfers between levels for the year ended 30 June 2016 (2015: Nil). 

Fair value measurements using significant unobservable inputs (level 3) 

There were no level 3 investments held in the Fund. 

The following table presents the Fund’s assets and liabilities measured and recognised at fair 
value according to the above fair value hierarchy. 

2016 Level 1 Level 2 Level 3 Total 

Financial assets held at fair value 
through profit or loss 

    

Listed and unlisted securities 40,871,306 10,607,592 - 51,478,898 

Total 40,871,306 10,607,592 - 51,478,898 

Financial liabilities held at fair 
value through profit or loss - - - - 

Total - - - - 

     

2015 Level 1 Level 2 Level 3 Total 

Financial assets held at fair value 
through profit or loss 

    

Listed and unlisted securities 71,082,543 8,860,159 - 79,942,702 

Total 71,082,543 8,860,159 - 79,942,702 

Financial liabilities held at fair 
value through profit or loss - - - - 

Total - - - - 

14. Related parties 

Responsible entity 

The responsible entity of the Fund is DDH Graham Limited (ABN 28 010 639 219). 

Key management personnel 

The Fund does not employ personnel in its own right. However, it is required to have an 
incorporated Responsible Entity to manage the activities of the Fund and this is considered the 
KMP. The directors of the Responsible Entity are key management personnel of that entity. 

The names of persons who were directors of DDH Graham Limited at any time during the 
financial year were as follows: DDH Graham, PB Lockhart and UC Di Girolamo. 

 

 

 



DDH PREFERRED INCOME FUND 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2016 

  23 

14. Related parties (cont’d) 

Remuneration of directors of the Responsible entity 

Remuneration of the directors and specified executives is paid directly by the responsible entity. 
The directors and specified executives are not provided with any remuneration by the Fund itself. 
Directors and specified executives are not entitled to any equity interests in the Fund, or any 
rights to or options for equity interests in the Fund, as a result of the remuneration provided by the 
responsible entity. 

Loans to directors and specified executives of the responsible entity 

The Fund has not made, guaranteed or secured, directly or indirectly, any loans to the directors 
or their personally-related entities at any time during the reporting period. 

Responsible entity’s fees and other transactions 

Under the terms of the Fund’s Constitution, the responsible entity is entitled to receive fees 
monthly, calculated by reference to the net assets of the Fund at month end, as follows: 

 2016 
$ 

2015
$

Fees for the year paid by the Fund 545,450 629,958

Aggregated amounts payable to the responsible entity at reporting 
date 37,010 59,740

Related party transactions 

All related party transactions are conducted on normal commercial terms and conditions. From 
time to time DDH Graham Limited or its director related entities may invest in or withdraw from 
the Fund. These investments or withdrawals are on the same terms and conditions as those 
entered into by other Fund investors. 

Investments 

At 30 June 2016, the Fund held Nil units (2015: Nil units) in the DDH Cash Fund, a registered 
managed investment to which DDH Graham Limited is the responsible entity. All transactions 
have been conducted on normal terms and conditions.  

Unitholdings 

DDH Graham Limited and its directors and director related persons held units in the Fund as 
follows: 

2016     
Unitholder 
 

Number 
of units 

held 

Interest 
held 

% 

Number 
of units 
acquired 

Number 
of units 

disposed 

Distributions 
paid/payable 
by the Fund

$ 

Directors of DDH Graham 
Limited 

111,186 0.18% - - 1,436

2015     
Unitholder 
 

Number 
of units 

held 

Interest 
held 

% 

Number 
of units 
acquired 

Number 
of units 

disposed 

Distributions 
paid/payable 
by the Fund

$ 

Directors of DDH Graham 
Limited 

111,186 0.11% - - 4,738
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15. Segment information 

The Fund operates solely in one business segment being financial investment management. The 
Fund operates in one geographical location being Australia and holds investments based in 
Australia. 

16.  Reconciliation of profit from operating activities to net cash from operating activities 

  2016 

$ 

2015

$

(a) Reconciliation of profit from operating activities to net 
cash inflow from operating activities 

  

Operating income  738,791 783,564

(Increase)/Decrease in receivables  (174,583) 717,994

Net realised gains in financial instruments  710,232 2,642,962

Net unrealised gains/(losses) on sale of financial instruments  1,971,393 (764,280)

Brokerage on transactions  71,220 51,717

(Decrease)/Increase in accounts payable  (22,730) 18,384

Net cash from operating activities  3,294,323 3,450,341

(b)   Components of cash   

Cash as at the end of the financial year as shown in the 
statement of cash flows is reconciled to the statement of 
financial position as follows: 

 
 

Cash assets  2,290,658 3,981,629

(c)  Non-cash financing and investing activities   

Units created in the Fund under the distribution reinvestment 
plan. 

 
113,822 250,970

17. Events occurring after reporting date 

Since 30 June 2016, there has not been any matter or circumstances not otherwise dealt with in 
the Financial Report that has significantly affected or may significantly affect the Fund. 

The directors are not aware of any other significant events since the reporting date. 

18. Contingent liabilities and assets and commitments 

As at 30 June 2016, the Fund does not have any contingent liabilities or commitments. 








