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DDH PREFERRED INCOME FUND  

MONTHLY REPORT – JUNE 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. 
 
 

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 3.88% (incl. franking) 

YTM 4.58% (incl. franking) 

Margin Over Bills 4.48% (incl. franking) 

Portfolio characteristics 

Running Yield 3.88% 

Yield to Maturity 4.58% 

Average Margin 4.48% 

Average Years to Maturity 2.72 

Number of Securities Held 39 

Fixed 19.54% 

Floating 76.39% 

Cash 4.07% 

Duration 1.03 

Credit Duration 2.25 

 
 

Asset breakdown 

Asset Class Value $ % Weighting 
Average  

Running Yield 

Basel 1 Tier 1  4,990,936.74 3.65% 0.06% 

Basel 3 Tier 1 9,535,489.44 6.97% 0.32% 

Capital Notes 10,629,245.60 7.77% 0.35% 

Cash 5,561,512.80 4.07% 0.02% 

Convertible 3,670.55 0.00% 0.00% 

Senior Bond 34,047,112.34 24.90% 1.67% 

Sovereign 24,367,800.00 17.82% 0.52% 

Sub notes 47,580,535.10 34.80% 0.94% 

Grand Total 136,716,302.57 100.00% 3.88% 

 
 

Australian index returns June 2020 

Index 
1M 

Return 
3M 

Return 
12M 

Return 

Bloomberg Australia Bank Bill Index 0.01% 0.06% 0.85% 

Bloomberg Australia Gov't 3-5 Yr Index 0.04% 0.12% 2.23% 

Bloomberg Australia Composite Index 0-3 Yr 0.14% 0.40% 1.92% 

 
 
Performance to June 2020 (annualised) 

  
3M 
% 

6M 
% 

1Y 
% 

2Y 
% 

3Y 
% 

5Y 
% 

Since 
Incep. 

Cash Dist 0.73 1.30 3.03 3.85 3.98 4.19 5.68 

+ Franking 0.02 0.03 0.07 0.03 0.02 0.13 0.43 

+/- Growth 4.17 (1.56) (0.97) (0.32) (0.17) 0.26 (1.04) 

Total Return  4.92 (0.23) 2.12 3.56 3.83 4.58 5.07 

Index 0.06 0.31 0.85 1.41 1.53 1.73 3.78 

 
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 0.78% in 
June to lift the quarterly return to 4.92%. We expect that performance 
will continue to improve driven by a contraction in subordinated debt 
margins as they have lagged the move in senior debt margins that 
have already reached pre-crisis levels. 
 
Market review 
The Australian benchmark yield curve remained near the same levels 
seen throughout May. Over the next six months we expect the curve 
to flatten for several reasons: 
 
 The RBA has stated that the 1-3 year part of the curve will remain 

under 0.30% as part of its curve targeting policy; 
 There is a great deal of liquidity in the global economic system 

searching for yield which is evident in the current strength of the 
Australian dollar. This should support buying across the entire 
yield curve; 

 The gap between the US 10-year bond at 0.67% and the Australian 
10-year bond at 0.94% should see investors switching into 
Australia; 

 The gap between Australian 2-year and 10-year bonds at 0.62% 
should narrow as signs emerge that the economic recovery is 
struggling; and 

 The Australian Office of Financial Management (AOFM) released 
updated guidance for new issuance in the last week of June. The 
weekly ACGB issuance via tender will remain in the $4-5bn range 
up until the federal budget in October, but Treasury note issuance 
will now be $2-4bn, down from the previous guidance of $3-5bn. In 
the second half of June the market began to fear increased 
issuance to fund extensions to JobKeeper/Seeker being 
demanded by the usual special interest groups, but the AOFM 
guidance suggests this is not currently under consideration.  

 
Australian yield curve 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Thomson Reuters 
 
Overall June was a very quiet month for the money markets in 
Australia. Major bank credit spreads did continue to tighten but 
slowed once they reached multi-year tight levels. Investors began to 
switch towards buying regional BBB+ senior debt, and there was quite 
a lot of activity in Tier 2 debt once spreads on 4-5 year paper reached 
220 basis points. We may have reached a temporary point of balance 
between central bank liquidity supporting spread contraction and the 
longer-term real economic impact of the government shutdown of 
much of the private sector. 
 

Volumes declined significantly in June from May levels with many 
domestic buyers moving to the sidelines ahead of the end of the 
quarter and the financial year. Spread contraction was well supported 
by the ongoing decline in asset volatility but we did see some fractures 
in sentiment several times during the month when the virus once 
again began to spread rapidly.   
 
Australian iTraxx index 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Thomson Reuters 
 
Fund positioning  
Over the past two months as major bank senior margins have 
progressively tightened into historically low levels the portfolio has 
been strategically shifted away from floating rate bank debt and into 
sovereign fixed rate debt. A balance has been sought between the sub 
debt and Tier 1 securities whose margins have yet to contract to the 
same extent as the senior bank debt and reducing the credit risk of 
the portfolio with the sovereign debt exposure. If, as expected, sub 
debt bank margins continue to tighten the portfolio may shift further 
towards sovereign debt with an overall intention of maintaining the 
current running yield and yield to maturity. Over the next few months 
the result may resemble a Barbell approach with the AAA fixed rate 
sovereigns at one end providing both a high degree of liquidity and 
also a negative correlation with the other end of the barbell which has 
higher yielding debt that has some credit risk. 
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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. 


