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Fund Details

Fund Rating

DDH Graham Limited (DDH) is the responsible entity of the Fund. As
responsible entity, DDH is responsible for the management and
administration of the Fund; including the issue of the Fund’s Product
Disclosure Statement and all other public announcements concerning the
Fund.

Rated Favourable by SQM Research Dec 2016
& retained January 2018.

DDH has appointed GCI Australia Pty Ltd ABN 68 140 364 576 (GCI) as the
Fund’s outsourced investment manager. GCI is a private, boutique asset
manager and corporate advisory firm that has significant experience across
the many facets of financial markets.

APIR Code DDH0001AU
ARSN 108 161 575

Current Return Profile
Running Yield:
YTM:
Margin over bills:

4.14% (incl. franking)
4.82% (incl. franking)
3.86% (incl. franking)

Portfolio Characteristics

Fund Flexibility

Running Yield

4.14%

This Fund can be accessed by investing directly, or indirectly, using the
HUB24, Netwealth, OneVue, Praemium Investment, Ausmaq, BT Wrap, BT
Panorama, Macquarie Wrap and Australian Money Market platforms.

Weighted Yield to Maturity on
Book Cost

4.82%

Average Margin

3.86%

Suggested Investment Timeframe
The Fund is best suited to investors who seek a medium risk investment over
a 3 to 5-year period.

Information on the Fund

At 30 September 2019, the net asset value of the Fund is
$124,930,210.37 (+3.58% on the previous month).

Benchmark

Average Years to Maturity

2.78

Number of Securities Held

44

Fixed

12.20%

FRN

83.92%

Cash

3.88%

Bloomberg Australia Bank Bill Index

Duration

0.11

Description/Strategy

Credit Duration

2.38

The Fund’s 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.

Investment Objectives
The DDH Preferred Income Fund aims to provide to unitholders returns in
excess of cash and traditional debt securities over the medium to long term
by investing in Senior Bank Bonds, Senior Corporate Bonds, Bank Subordinate
debt and ASX listed Hybrid securities. The return is a combination of income
distribution and capital growth.

Performance to 30 September 2019 (Annualised)
3 mth

6 mth
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2 year

3 year

5 year

%

%

%

%

%

%

Since
Incept.

0.78

1.95

4.18

4.36

4.39

4.39

5.82

0.09

0.61

0.67

0.08

0.06

0.02

0.47

+/- Growth
Total
return

0.62

0.43

0.61

0.43

1.40

0.14

(0.98)

1.49

2.99

5.46

4.86

5.86

4.55

5.31

Index

0.29

0.74

1.74

1.81

1.79

2.01

3.94

Cash
Distribution
+ Franking

Returns are calculated using exit prices and are calculated after all fees have been deducted with distributions included
and no allowance made for tax. The ‘distribution’ component represents the amount paid by way of distribution,
including net realised capital gains. Numbers may not sum due to rounding. Benchmark is the Bloomberg Australian
BankBill Index.
The inception date of the Fund was 25 Oct 2004. E&P commenced as Investment Manager on 31 Dec 2010. GCI
commenced as Investment Manager on 01 July 2015. Total includes cash distribution, franking credits and growth.
Past performance is not an indicator of future performance.

Top 5 Holdings as at 30 September 2019
NFNG

NUFARM FINANCE (NZ) LIMITED CONVERT
BOND 6-BBSW+1.90% PERP SUB NON-CUM
EXH STP

+AU3FN0037917

AMP Ltd 3mBBSW+180bps 1/12/2022

+AU3FN0045746

AMP Ltd 3mBBSW+275bps 15/11/2028

+AU3FN0026837

AMP Bank Ltd 3mBBSW+400bps 27/03/2020

+AU3FN0050118

Liberty Financial PL BBSW+260.0bps 06MAR23

Australian Index returns 30 September 2019
Index
Bloomberg Australia Bank Bill
Index
Bloomberg Australia Gov't 3-5 year
Index
Bloomberg Australia Composite
Index

1 month
return

3 month
return

12
month
return

0.08%

0.29%

1.74%

-0.07%

0.77%

4.86%

0.00%

0.55%

3.52%

MONTHLY PERFORMANCE
The DDH Preferred Income Fund continues to perform well with a 12-month
return to September of 5.46%. If the current bank bill swap rate of 0.96% is
maintained after the October RBA rate cut, we would expect the Funds’ yield
to remain above 4%. This would make a 12-month forward total return of
4.5% possible, given that we expect some further credit margin contraction
as the economy strengthens.

Australia’s household debt to income ratio is at a very high level relative to
all other developed economies (red line). This puts the economy at risk of a
prolonged contraction should unemployment rise significantly. It would
seem that the RBA would rather risk a further elevation of house prices than
the possibility of the housing price bubble bursting.
The second reason for the RBA’s interest rate cuts is that the forward
indicators for broad money growth are showing weakness. When broad
money growth was falling sharply early last year, the RBA should have been
pre-emptively cutting rates, however it was instead focused (at least publicly)
on lagging indicators like employment and inflation.

MARKET REVIEW
The market still expects the RBA to cut rates to 0.50% by December. Our view
remains that while we are prepared for further monetary policy easing, we
do not believe it is having any impact beyond further elevating house prices.

This is not something spoken about much in Australia, but overseas
economists, regulators and investors view our household debt level as a
ticking time bomb. Most recently the NZ Central Bank has increased the
capital requirements for the subsidiaries of the Australian four major banks
in New Zealand, specifically citing the exposure to residential real estate and
the debt levels.

FUND POSITIONING

Since June there have not been any material changes in the structure of the
portfolio. The Fund is positioned with a very low fixed duration of 0.11 years
and a low credit duration of 2.38 years. This will enable a switch into longer
duration securities should either the fixed rates rise, or credit margins
expand.
The Fund is likely to maintain the current very low exposure to Tier 1 hybrids
as they are expensive at the current 4-year margin of 300 basis points. It is
our strong view that this margin does not represent a sufficient return for the
inherit risk of such a security that has significant equity characteristics.

DISCLAIMER
This document is not a recommendation to acquire a particular financial product. The information in this document is of a general nature only. DDH Graham Limited (DDH) has not taken into
account the investment objectives, financial situation or particular needs of any particular person or entity, when preparing this document. Persons should refer to the Product Disclosure
Statement of this product (available from www.ddhgraham.com.au) and seek professional advice before relying on the information. Information used in this publication has been prepared
in good faith by DDH Graham Limited. However, neither DDH Graham Limited or GCI Australia Pty Ltd warrant the accuracy of the information, and to the extent permitted by law, disclaim
responsibility for any loss or damage of any nature whatsoever which may be suffered by any person directly or indirectly through relying upon it, whether that loss or damage is caused by
any fault or negligence of either DDH Graham Limited or GCI Australia Pty Ltd or otherwise. Past performance is not indicative of future performance.

