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Table 1. Performance as at 31st December 2017 

  1 Month 3 Months 6 Months 1 Year 
3 Years 

pa 
5 Years 

pa 
Inception2 

pa 
Actual 

Fund1 0.24% 1.21% 2.02% 4.18% 3.77% 3.93% 5.61% 57.60% 

Benchmark3 0.02% 0.48% 0.90% 2.01% 2.20% 2.60% 3.63% 34.63% 

Relative 0.22% 0.73% 1.12% 2.17% 1.57% 1.33% 1.98% 22.97% 

         

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

Income  1.63% 1.64% 1.65% 3.31% 2.70% 3.39% 4.91% 49.08% 

Capital -1.39% -0.43% 0.37% 0.87% 1.07% 0.54% 0.70% 8.52% 

   
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. Portfolio characteristics, key interest rates and top holdings. 

Key Interest Rates   Characteristics Fund Benchmark 

Cash Rate 1.50%  Yield to Maturity 3.88% 1.84% 

ACGB 3 Year Bond 2.13%  Cash (running) Yield 3.98% NA 

ACGB 10 Year Bond 2.63%  Modified Duration (Years) 1.26 0.95 

ACGB 20 Year Bond 3.10%  Weighted Average Credit Rating BBB AA+1 

ACGB 30 Year Bond 3.35%  Number of Securities 60 239 

Yield Curve (10 Year – 3 Year) 50 bps  1. Weighted average credit rating of the Bloomberg AusBond Composite 0-3 Year Index 

Fund Facts   Top Holdings Weight Maturity 

Fund Size (m) $32.83  Cash 3.72% - 

Net Tangible Assets (NTA) $32.83  Royal Bank of Canada Floating Rate Note 3.12% Apr 2021 

NTA per unit (after fees, before tax)) $0.824600 (ex-dist)  Adelaide Airport Floating Rate Note 3.10% Jul 2024 

Cash distribution half-year to 30th June 1.2766 cents  SCA Property Retail Trust 3.75% Fixed Rate Bond 3.09% Feb 2021 

Credit Exposure (S&P Long Term)   Verizon Floating Rate Note 3.08% Feb 2023 

AAA 4.73%  Nissan Financial Services Floating Rate Note 3.05% Oct 2018 

AA 7.74%  Commonwealth Bank of Australia Hybrid (CBAPD) 2.96% Perpetual 

A 30.14%  National Australia Bank Hybrid (NABPB) 2.30% Perpetual 

BBB 28.22%  Nufarm NZ Finance Ltd Floating Rate Note  2.01% Perpetual 

BB 6.49%  Lend Lease Finance 5.50% Fixed Rate Bond 1.89% Nov 2018 

B 1.99%  Suncorp Metway Floating Rate Note 1.87% Oct 2020 

NR 20.69%     

 

PERFORMANCE AND CHARACTERISTICS 

For the month ending 31st December, the Halidon Yield 

Enhanced Fund posted a 0.24% gain, beating its benchmark by 

0.22%. For the calendar year, the Fund delivered a solid 4.18% 

total return which was 2.17% above the benchmark return. 

 

Performance data is summarised in Table 1. All return data is 

after fees and before taxes. 

 

The breakdown in returns is also shown in Table 1 and 

considers the return from the investors’ perspective. The Fund 

paid a 1.2766 cents per unit cash distribution for the half-year 

ending December (0.0826 cpu franking credits) which is up 

from 1.2342 paid in the prior period. 

 

The 1-year total return of 4.18% is made up of an income 

return of 3.31% and capital return 0.87%. Since inception the 

fund has delivered an income return of 4.91% per annum with 

a 0.70% capital gain (total return 5.61%). 

 

Table 2 highlights the key fund characteristics and benchmark 

interest rates. The Fund’s yield to maturity rose in December 

to 3.88% from 3.80% in November. The cash (running) yield 

declined from 4.02% to 3.98%. The changes in both reflect 

significant increase in market interest rates over the month.  

 

Modified Duration (a measure of portfolio risk) was little 

changed on the month at 1.26 years (1.29) whilst the Fund’s 

weighted average credit quality remained BBB (investment 

grade, S&P Long Term).  
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Figure 1 illustrates the Fund’s total return versus benchmark 

since inception. 

 

Figure 1. Fund Performance versus Benchmark since Inception  

 
Source Contango Asset Management, Bloomberg 

 

 

MARKET PERFORMANCE AND RECAP 

Market interest rates rose significantly in Australia throughout 

December driven by improving economic data and the passing 

of US tax reform by Congress.  

 

Australian employment delivered yet another substantial 

increase in November with 62k full-time jobs were created (4k 

in October) along with 20k part-time positions. Importantly 

the number of people looking for work also increased with the 

participation rate higher by 0.40% to 65.50%. Though the third 

quarter GDP release fell marginally short of market 

expectations at 0.60%, the annual growth rate improved to 

2.80% providing investors with confidence that the economy 

is moving in the right direction.  

 

The long-awaited and much anticipated reform of US tax 

legislation finally passed through Congress in December. The 

estimated tax cuts totalling $USD1.5tr included a permanent 

tax cut for business from 35% to 21%. The perceived pro-

growth (and inflationary) bill, in conjunction with expectations 

that the US Federal Reserve will continue on its path of 

increasing the Fed Funds rate (1.50% from 1.25% in 

December), has seen bond investors continue to re-position 

themselves along the yield curve. Evidence of this can be seen 

in short yields with the US 2-year treasury increasing from 

1.30% to 1.96% from September through December and the 

spread to the 10-year treasury contracting to 50 basis points 

from 80 over the period.  

 

Better Australian data, US tax breaks and expectations of 

further Fed rate increases culminated in overall declines 

across the fixed income universe in December. The 

performance of the broader fixed income market as 

represented by the CBA Fixed Income Index is detailed in Table 

3 below. 

 

Table 3. CBA Fixed Income Index Return Breakdown 

 
Source: Commonwealth Bank Fixed Income Research 

 

Table 3 illustrates that the overall fixed income market loss of 

0.59% was driven primarily by duration – a direct result of 

higher long bond rates. Government bonds, unsurprisingly, 

were the worst performers for the reasons discussed above 

whilst semi-government and supra-national bonds fared 

better due to swap spreads tightening. Non-government 

(corporate bonds) outperformed within the fixed income 

universe with credit spreads remaining firm and the sector 

being of shorter duration.  

 

The CBA Fixed Income Index for the year ending December 

returned 3.84% with the non-government sector returning 

4.78%.  

 

Bonds. 

The Australian 10-year bond rose 13 basis points (bps) in 

December to 2.63% whilst the 3-year rose 23 bps to 2.13%. 

The yield curve (10-year minus 3 -year) flattened further to 50 

bps from 59 bps in the prior month. The flattening is often 

referred to as a “bear” flattening given short rates are driving 

the move which indicates expectations of tighter monetary 

policy in response to improving growth (the RBA sees “neutral 

overnight cash rate as 3.50%). These moves can be seen in 

Figure 2 below. 

 

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

curve (10 year – 3 year). 

 

 
Source Bloomberg 
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Credit 

Credit spreads were mostly unchanged on the month (Figure 

4). By almost all measures, credit spreads remain at tight levels 

last seen before the GFC and continue to be a major driver of 

corporate bonds outperforming other parts of the fixed 

income universe 

 

Issuance during December was modest at $3.1b across 12 

transactions versus November’s $9.2b across 25 deals. 

Notable issues over the month were Vodafone (BBB+) at 

$1.15b 5 and 10-year bonds and Macquarie Bank (BBB+) 

$825m 5 and 10 -year bonds. Both issuers sold fixed and 

floating bonds and spreads on each tranche have rallied below 

issue price. 

 

Figure 4. Bloomberg AusBond BBB Index (purple), Bloomberg AusBond 

AA- to AA+ Index (green) and iTraxx Australia 5 Year CDS 

 
Source Bloomberg  

 

Data 

Table 4 lists the major economic data releases for November.  

 

As described above, the data highlighted an overall improving 

local economy with stronger employment and GDP growth. In 

addition, the key releases highlighted continued strength in 

business confidence and conditions along with improving 

retail sales. 

 

Table 4. Key Economic Releases for December (Australia) 

Event Period Actual Prior 

Retail Sales MoM Oct 0.50% 0.00% 

RBA Cash Rate Target Dec 1.50% 1.50% 

GDP SA QoQ 3Q 0.60% 0.80% 

GDP YoY 3Q 2.80% 1.80% 

NAB Business Conditions Nov 12 21 

NAB Business Confidence Nov 6 8 

Employment Change Nov 61.6k 3.7k 

Unemployment Rate Nov 5.40% 5.40% 

Full Time Employment Chg Nov 41.9k 24.3k 

Part Time Employment Chg Nov 19.7k -20.7k 

Participation Rate Nov 65.50% 65.10% 

 

Source: Bloomberg 

 

CONTRIBUTIONS TO RETURN AND FUND BREAKDOWN 

Figure 5 highlights the top and bottom 5 securities ranked by 

contribution to the fund’s total return during November.  

 

Figure 5. Contribution to return for the month  

 
  

Source Contango Asset Management, Bloomberg 

 

Expectations of improving growth propelled the ASX 200 Index 

3.07% higher in December. Hybrid securities got caught in the 

updraft and, as a result, the Fund’s best performing securtities 

in December were its hybrid investments.  

 

The investment in Tatts July 2019 floating note was the biggest 

detractor as the scheme of arrangement between Tatts and 

Tabcorp was approved. The scheme acquisition of Tatts by 

Tabcorp has triggered a change of control. Bond holders can 

elect to redeem or hold the bonds until maturity. It is likely 

that uncertainty and decreased liquidity has negatively impact 

price. The Fund will likely continue to hold the securities. 

 

Trading. 

 

Table 5 summarises trading over the period which was, again, 

quiet. AMCOR CP maturing in December was rolled into 

January and the Suncorp hybrid (SUNPC) was called by the 

issuer having replaced it with a new issue some months 

prior.Net proceeds of ~$240k was realised and put to cash. 

  

(0.04) (0.02) 0.00 0.02 0.04 0.06

TTSAU Float 07/05/19

AZJAU 4 06/21/24

MELAIR 4 09/15/22

SGPAU 4 ½ 11/23/22

SUNAU Float PERP

CWNAU Float 09/14/72

MQGAU Float PERP

CBAAU Float PERP

NAB Float PERP

NUFAU Float PERP
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Table 5. Trading 

Type Security $  

Trades  
Bond Face 

Value 

Purchases AMCOR CP Jan 2018 ($500,000) 

Maturities AMCOR CP Dec 2017 $500,000 

Called Suncorp Hybrid (SUNPC) $240,000 

Est. Net Proceeds from Investing Activity $240,000 

Source: Contango 

 

Fund Breakdown 

Figure 6 charts the breakdown of the fund month end by both 

asset class and sector. 

 

The notable change month on month was the Suncorp hybrid 

(SUNPC) being called. The proceeds saw the cash weight 

increase to 3.71% from 2.67% with the corresponding 

insurance weight declining to 1.95% from 2.67%. More broadly 

the allocation to hybrids fell to 9.61% from 10.25%. 

 

Banks continue to dominate the sector weights by virtue of 

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 6. Fund breakdown – by type and sector 

 
 

 

 

STRATEGY AND OUTLOOK 

As highlighted in the November report, the portfolio, being of 

short duration, is not going to be buffeted around by any big 

moves in benchmark interest rates. Hence the type of move 

seen in December has only a moderate impact on the value of 

the Fund. 

 

That said, the Fund has been positioned for some time for 

higher market interest rates. Though it is unlikely that the RBA 

will be pressured to increase the cash rate beyond the current 

1.50% until the second half of this year, the more positive 

global back drop combined with a steady/improving Australian 

economy may continue to see market expectations increase. 

In this case market interest rates may continue to rise.  

 

We continue to remain constructive on the credit markets 

overall from both a fundamental (corporate sector) and 

technical (supply and demand) viewpoint. 

 

 

The objective of providing income and preserving capital for 

unit holders is the Fund’s key objective.  

 

 

 

Jarrod Deakin.  

Portfolio 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 

 

http://www.switzerassetmanagement.com.au/
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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. 


