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DDH PREFERRED INCOME FUND  
MONTHLY REPORT – APRIL 2020  

Fund details 
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.  
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 
 
Fund flexibility 
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. 
 
Suggested investment time frame 
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 April 2020, the Net Asset Value of the Fund is $133,326,918.36 
(+2.67% on the previous month).  
 
Benchmark 
Bloomberg Australia Bank Bill Index. 
 
Description/strategy 
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 unitholders with 
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.  
 
Fund rating  
Rated ‘Favourable’ by SQM Research in December 
2016 and has retained this rating for all subsequent 
reviews including the most recent one in December 
2019.  
 
Fees 

MER 0.82% 

Buy/Sell Spread +0.15% / -0.15% 

Performance Fees Nil 

 
Current return profile 

Running Yield 3.73% (incl. franking) 

YTM 4.20% (incl. franking) 

Margin Over Bills 4.07% (incl. franking) 

Portfolio characteristics 

Running Yield 3.73% 

Yield to Maturity 4.20% 

Average Margin 4.07% 

Average Years to Maturity 2.66 

Number of Securities Held 54 

Fixed 9.27% 

Floating 88.95% 

Cash 1.78% 

Duration 0.10 

Credit Duration 2.23 
 
 

Asset breakdown 
Asset Class Value $ % Weighting Avg  

Running Yield 
Basel 1 Tier 1 509,874.39 0.38% 6.21% 

Basel 3 Tier 1 10,902,505.27 8.18% 5.10% 

Cash 2,375,045.78 1.78% 0.13% 

Convertible 2,710.56 0.00% 1.00% 

Converting Prefs 10,272,350.00 7.70% 13.52% 

Senior Bond 43,495,358.66 32.62% 2.67% 

Sovereign 5,864,000.00 4.40% 1.00% 

Sub Notes 59,905,073.70 44.93% 4.23% 

Grand Total 133,326,495.50 100.00% 3.90% 

 
 
Australian index returns 30 April 2020 

Index 1M 
Return 

3M 
Return 

12M 
Return 

Bloomberg Australia Bank Bill Index 0.05% 0.22% 1.12% 

Bloomberg Australia Gov't 3-5 Yr Index 0.04% 0.92% 3.23% 

Bloomberg Australia Composite Index 0-3 Yr 0.18% 0.63% 2.45% 

 
 
Performance to 30 April 2020 (annualised) 

  3M 
% 

6M 
% 

1Y 
% 

2Y 
% 

3Y 
% 

5Y 
% 

Since 
Incep. 

Cash Dist 0.59  1.50  3.41  4.03  4.06  4.20  5.69  

+ Franking 0.00  0.01  0.02  0.01  0.02  0.15  0.43  

+/- Growth (3.58) (3.27) (3.00) (1.32) (0.65) (0.47) (1.14) 

Total Return  (2.99) (1.76) 0.43  2.71  3.42  3.87  4.99  

Index 0.22  0.46  1.12  1.56  1.63  1.80  3.83  
 
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.  

The benchmark is the Bloomberg Australian Bank Bill Index. The inception date of 
the Fund was 25 October 2004. E&P commenced as Investment Manager on 31 
December 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.  
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Monthly performance 
The DDH Preferred Income Fund recorded a performance of 2.74% 
in April. Over the next 6-9 months the current running yield of 3.73% 
and the YTM of 4.20% are expected to deliver an average 
performance in this range, despite the 90-day BBSW rate remaining 
near 0.25%.  
 
Market review 
Interest rates 

 
 
 
 
 
 
 
 
 
 
Source: Bloomberg 
 

The extraordinary actions taken by the RBA in March, to add unlimited 
liquidity to the financial system, have been broadly successful.  
 

The government and major bank senior markets have both returned 
to orderly liquid trading. This is not at all surprising since both these 
markets contain mostly repo-eligible bonds. 
 

It is greatly encouraging that major bank senior bank bond floating rate 
margins have almost already returned to pre-virus levels. However, 
regional and major bank sub debt margins remain at an elevated level. 
In time, given the RBA’s direct buying of Treasury debt, the unlimited 
lending facility at 30 basis points and buying in the secondary 
corporate market, we expect that regional senior and major bank sub 
debt will also move to the same levels seen before the crisis.  
 

This is best reflected in the change in the Australian iTraxx index over 
the past month, which has not yet moved back to the levels seen in 
January as it is reflecting the inclusion of corporate borrowers like 
Qantas. 
 

Australian iTraxx index 
 
 
 
 
 
 
 
 
 
Source: Thomson Reuters 
 

In response to the regional bank and non-bank corporate margins still 
lagging the tightening in senior bank margins, in early May the RBA 
altered the definition of ‘repo-eligible’ securities to include, for the first-
time, non-bank corporate debt.  
 

Although this will lead to a more rapid tightening in bank and non-bank 
credit margins than would have occurred naturally, it is expected that 
it will only be a temporary change in definition aimed more at the debt 
of federal and state government corporations like universities, rather 
than a long-term change to repo-eligibility. If, in fact, it turns out that 
the RBA has made a permanent change to the repo-eligible criteria 
this may be because it is foreseeing a significant risk of stress in the 
non-bank corporate debt sector triggering a systemic risk to the entire 
financial system that will not be overcome for many years. 
 

The RBA’s actions may be reflective of a growing level of concern that 
the government’s restrictions, having moved beyond 30 days despite 
the number of active COVID-19 cases peaking and falling sharply from 
the end of March, will have a material and long-term impact on the 
Australian economy.  
 

We are no longer forecasting that the economy will perform a quick, 
sharp recovery from the government shutdown, but that the certain 
damage done to the manufacturing supply chain will increase 
business defaults and the rise in unemployment across sectors such 
as tourism and entertainment will trigger a consumer credit event if it 
leads to a significant fall in residential real estate prices.  
 

Australia has entered this crisis in a highly vulnerable position due to 
its extreme household debt to income ratio. 
 

Household debt – Australia vs the US and the UK 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Refinitiv Datastream 
 

In the US and the UK, the household debt to income ratios peaked in 
2008 after triggering the collapse of their mortgage debt markets, but 
here in Australia where a recession was avoided, the debt level kept 
growing. 
 
Fund positioning  
Sub type analysis 
 
 
 
 
 
 
 
 
 
 
 
 
Source: GCI Australia 
 

The Fund has maintained its exposure to major bank subordinated 
debt but has balanced this with an increased exposure to AAA rated 
debt that is mostly sovereign Commonwealth Treasury bonds that 
have the highest level of liquidity in an Australian context. This is a 
strategic move aimed at maintaining a running yield of around 4% and 
a YTM of 4.20% through what we expect will be deteriorating 
economic conditions over the next 6-9 months.  
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