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Fund Benefits

Fund Facts

Active Management:

Investment Manager

JamiesonCooteBonds Pty Ltd
or JCB

Portfolio Manager

Charles Jamieson
AAA or AA rated bond securities
issued in Australian dollars
3 August 2016
Bloomberg AusBond Treasury
(0+Yr) Index

JCB is a specialist fixed income manager with significant global
investment management experience and expertise.

Access:

Structure

The Fund provides access to investment knowledge, markets,
opportunities and risk management systems that individual
investors may not be able to obtain on their own.

Inception Date^
Benchmark

Diversification:
When bonds are held as part of a broader portfolio of different
asset classes, diversification may assist in managing market
volatility. Bond securities in general are considered a defensive
asset class.

Management Fee #

Base Fee of 0.45% p.a.

Administration Fee #

Administration Fee of 0.10% p.a.

Buy / Sell Spread

Income:

Distributions

0.10% / 0.10%
Semi-annual

The income generated by bond securities is consistent and
regular (usually semi-annual).

Fund Size+

AUD $172 million

Fund Performance

Fund Overview

Returns

Fund*

Benchmark**

Active

Characteristics***

Fund

Benchmark**

1 Month

-0.47%

-0.56%

0.10%

Modified Duration (yrs)

5.51

6.11

3 Months

0.63%

0.89%

-0.26%

Yield to Maturity (%)

2.62

2.51

FYTD

1.81%

1.63%

0.18%

Weighted Ave. Credit Rating

AAA

AAA

1 Year

1.93%

1.85%

0.08%

Cash Weighting (%)

1.22

n/a

-

-

-

2 Years p.a.
3 Years p.a.
Inception p.a.

-

-

-

0.86%

0.10%

0.76%

Sector Allocation

100%

100%

80%

80%

Fund Weight

Fund Weight

Credit Rating Allocation

*** Refer to Definition of Terms.
Source: JamiesonCooteBonds Pty Ltd.

60%
40%
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AA+

BT Panorama
Macquarie Wrap
PowerWrap

0%

Cash & Other ~

Platform Availabilty
Asgard
HUB24
Netwealth

40%
20%

20%
0%

60%

Aust Cth-Govt
Bonds

Aust
State-Govt
Bonds

AUD
Cash & Other ~
Supra-National
Bonds

Further Information
BT Wrap
Mason Stevens

Phone:
Email:
Web:

1800 940 599
distribution@channelcapital.com.au
www.channelcapital.com.au

# All figures disclosed include the net effect of GST and RITC. ^ Inception Date for performance calculation purposes. + Fund size refers to the
CC JCB Active Bond Fund ARSN 610 435 302. * Performance is for the CC JCB Active Bond Fund (APIR: CHN0005AU), also referred to as
Class A units, and is based on month end unit prices before tax in Australian Dollars. Net performance is calculated after management fees
and operating costs, excluding taxation. This is historical performance data. It should be noted the value of an investment can rise and fall and
past performance is not indicative of future performance. ** Benchmark refers to the Bloomberg AusBond Treasury 0+ Yr Index. ~ Cash &
Other includes cash at bank, outstanding settlements and futures margin accounts.
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Market Review & Outlook
1) 3.00% U.S. 10 year yields, over hyped but a natural target.
2) Banking Royal Commission wash up to see credit conditions tighten further, dragging on second half growth.
3) One by one, RBA rate hike calls are removed.
4) Australian dollar dives below 75 cents as inflation stays below RBA target.
5) The oldest story in finance.
1) 3.00% U.S. 10 YEAR YIELDS, OVER HYPED BUT A NATURAL TARGET
The old adage, “when the U.S. sneezes, global markets catch a cold” speaks volumes about the size and influence
of the U.S. markets relative to the rest of the world. In the bond space, much attention is accordingly paid to where
the U.S. 10 year Government Bond yields are tracking. This marker has a profound influence across the financial
world on the cost of borrowing, the accessibility of credit and ultimately economic activity.
During April 2018, U.S. 10 year Government Bond levels breached 3.0% off the back of perceived inflationary
pressures and a hawkish Federal Reserve which has recently backed U .S. economic growth healthy enough to
withstand higher rates. This coincided with geopolitical headlines and ongoing U .S., Chinese, Russian and Iranian
dialogue which heightened financial market volatility. Selected popular media segments zeroed in on the bond
move, which according to them, could portend further selling of Government Bonds worldwide. JCB does not
believe that such expectations are warranted given a global economy that is already slowing as quickly as funding
pressures rise (see March monthly comments on data velocity). JCB simply view these outcomes as part of a
normal functioning of markets within a broader hiking cycle.
The rise in U.S. yields has naturally brought many other global markets along for the ride. In Australia, for instance,
interest rates across the yield curve also rose in sympathy despite the domestic economic fundamentals not
justifying such a change. Meanwhile, it is helpful to remember the broader context: rises in 10 year rates drive
borrowing costs across the system. Material and sustained moves could potentially harm the real economy by
stifling activity, and ultimately bleed through to other assets such as shares and property.
This bond market re-pricing has continued to encourage reflection and alteration amongst domestic investors on the
right-sizing of their defensive asset allocations. In what is universally recognised as a quite late -cycle stage,
sophisticated investors (such as institutions including large superannuation plans and industry funds) have latched
onto the theme that interest rate risk and credit risk will likely diverge moving forward. This sentiment makes sense
against concerning breadcrumb indicators of weakening credit conditions which are now routinely emerging. For
example, Bloomberg shone a light on the rising stress amongst companies in the recent survey by the National
Association of Credit Management. A highly competitive and seemingly strong economy has forced firms to boost
borrowing at low rates to keep pace with competitors. However, the survey results revealed the difficulty in
remaining on top of debt as illustrated by creditors’ ability to collect money owed by their customers – this tumbled to
46.7 in April from 59.6 in March, putting it at its lowest level since early 2009, the height of the financial crisis.
2) BANKING ROYAL COMMISSION WASH UP TO SEE CREDIT CONDITIONS TIGHTEN FURTHER
The Hayne Banking Royal Commission has captured widespread attention and has uncovered a number of
disturbing behaviours and decisions reeking of greed and fraudulent behaviour (liar loans, cash bonuses for
processing fraudulent loans with incentive bonuses for writing additional loan business, shameful and willing
deceptions of the financially vulnerable). Changes will occur in coming years through increased regulation and
oversight, as well as perhaps criminal penalties for executives. From an economic viewpoint, the depressing
lessons will have a deep impact on the lending process in the form of higher hurdles to approve loans, greater
scrutiny of prospects and less emphasis on pure sales (i.e. balancing shareholder with client needs). The net result
is likely to be heightened pressure on credit standards and, ultimately, borrowings with effects on lending activity in
Australia.
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The timing economically is not ideal given that conditions have already been tightening in view of global funding
rates trending upwards (led by the U.S. Federal Reserve). The domestic Australian outlook is already looking
challenged by a deeply indebted Australian household which is facing the prospect of softer or falling property prices
in 2018 and beyond. Where formerly bricks and mortar have steadily been appreciating and therefore represented a
key driver of consumption, this condition is likely to lessen, applying additional pressures on households.
3) ONE BY ONE, RBA RATE HIKE CALLS ARE REMOVED
Holdings strategists’ “feet to the fire” conventional public relations wisdom tells us that controversial headlines are
more likely to garner attention in the media than not. Thus, for those bond market professionals motivated to secure
air time, an easy way to become front-and-centre is to call for RBA rate rises against a fragile and uneven
environment (where JCB believes we currently find ourselves). Since late 2017, a number of strategists have called
for such moves with little regard for the broader economic picture. Many of these market calls from domestic banks,
macro funds and other finance firms have tended to evaporate as more information released underlines the soft
economic ground we find ourselves on.
JCB’s view, in contrast, has tended to be non-sensationalist: a higher (and growing) cost of global capital would
suppress consumers at a time when Australian households are highly interest rate sensitive and enjoy little wages
growth to offset such a cost push. Whilst JCB have been vocal in our view of ‘RBA on hold’ for some time, we are
not entirely wedded to that view and will gladly call for rate hikes when we feel they are truly imminent. The major
change that could allow for RBA rate hikes would be AUD currency depreciation.
4) AUSTRALIAN DOLLAR DIVES BELOW 75 CENTS AS INFLATION STAYS BELOW RBA TARGET
Ironically, Australia’s continued weak inflation pulse generates its own inflation via currency depreciation. Soft
inflation kills any future RBA hiking expectation which removes heat out of the currency due to lower expected
interest rates (domestic rates versus the U.S. interest rates). JCB has written previously on the power of interest
rate differentials driving foreign currency valuations in the longer term. As short dated U .S. interest rates continue to
rise, JCB felt this year the USD would benefit (see JCB December 2017 monthly “2018 the year of the USD”) and
AUD currency weakness would prevail. Such weakness opens up possible year -end targets towards 68 cents,
which would help generate the missing inflationary impulse in the Australian economy via a rise in tradeables
inflation. Whilst currency movements in the short term are often ‘random walk’, interest rate differentials have
excellent long run predictive abilities and JCB retains the view that the USD should continue to appreciate. A lower
AUD is potentially good news for the RBA, however, investors must remember that the RBA are focused on the
value of the ‘trade weighted’ AUD, rather than the USD cross rate alone. From the highs earlier this year the trade
weighted AUD has declined around 5.5%, helped no doubt by the Royal Commission findings.
5) THE OLDEST STORY IN FINANCE
The U.S. Federal Reserve (the Fed) is projecting six more rate hikes by the end of 2019. This is known and priced
in by markets. However, JCB is not alone in worrying that this is potentially a repeat of the oldest story in finance –
too many hikes will invert the term structure interest rate curve (short rates will be higher than longer dated rates )
and this will trigger a recession. No doubt the U.S. Federal Reserve will alter their thinking as risk markets decay
but, so far, they have shown no interest in backing down. It is important to emphasise that none of this is imminent .
The U.S. economy is not yet at risk and the share market would have to undergo a larger correction before the Fed
might begin to back off its lofty expectations for hikes. That said, the markets have seen this story before. If the
economy slows or the share market collapses, the Fed will be forced to change. Otherwise, the Fed will continue to
push their current agenda and risk markets will grow increasingly uncomfortable.
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Fund Review
For the month of April, the CC JCB Active Bond Fund returned -0.47%, outperforming the Bloomberg AusBond
Treasury (0+Yr) Index by 0.10% during a volatile month for shares and bonds. Intra month the U .S. bond market
breached the psychological 3.0% 10 year yield area before receding. JCB lifted portfolio durations to be +0.7 years
overweight the Bloomberg AusBond Treasury Bond Index intra month given the improved valuations and greater
opportunity set. JCB exited this overweight position into the month end rally, bringing the portfolio back to be 0.6
years underweight.
JCB continues to hold a bias to front end yields to opportunistically anchor the portfolio. This position has modestly
dragged on performance. However, we continue to believe this is the best risk /reward for absolute returns. JCB’s
investment belief and approach means it will take time to monetise these positions and, as such, will look to add to
these positions on any back-up in yields. Whilst JCB continue to see value in current market pricing across all
maturities, JCB believe rates will be range bound around current levels for now. This provides ongoing active
management opportunities, before rallying into the European and North American summer period.
Definition of Terms:
Modified Duration - is a systematic risk or volatility measure for bonds. It measures the bond portfolio’s sensitivity to
changes in interest rates.
Yield to Maturity - is the total return anticipated on the portfolio if the bond holdings were held until their maturity.
Weighted Average Credit Rating - is a measure of credit risk. It refers to the weighted average of all the bond credit ratings
in a bond portfolio.
The information contained in this report is provided by the Investment Manager, JamiesonCooteBonds Pty Ltd ACN 165 890 282 AFSL 459018
('JCB'). Channel Investment Management Limited (‘Channel’) ACN 163 234 240 AFSL 439007 is the Responsible Entity and issuer of units in
the CC JCB Active Bond Fund ARSN 610 435 302 (‘the Fund’). Neither Channel or JCB, their officers, or employees make any representations
or warranties, express or implied as to the accuracy, reliability or completeness of the information contained in this report and nothing contained
in this report is or shall be relied upon as a promise or representation, whether as to the past or the future. Past performance is not a reliable
indication of future performance. This information is given in summary form and does not purport to be complete. Information in this report,
should not be considered advice or a recommendation to investors or potential investors in relation to holding, purchasing or selling units in the
Fund and does not take into account your particular investment objectives, financial situation or needs. Before acting on any information you
should consider the appropriateness of the information having regard to these matters, any relevant offer document and in particular, you
should seek independent financial advice. Readers are cautioned not to place undue reliance on forward looking statements. Neither Channel
nor JCB have any obligation to publicly release the result of any revisions to these forward looking statements to reflect events or
circumstances after the date of this report. For further information and before investing, please read the Product Disclosure Statement available
on request.
The Lonsec Rating (assigned as follows: APIR CHN0005AU - October 2016) presented in this document is published by Lonsec Research Pty
Ltd ABN 11 151 658 561 AFSL 421 445. The Rating is limited to “General Advice” (as defined in the Corporations Act 2001 (Cth)) and based
solely on consideration of the investment merits of the financial product. Past performance information is for illustrative purposes only and is not
indicative of future performance. It is not a recommendation to purchase, sell or hold Jamieson Coote products, and you should seek
independent financial advice before investing in this product(s). The Rating is subject to change without notice and Lonsec assumes no
obligation to update the relevant document(s) following publication. Lonsec receives a fee from the Fund Manager for researching the
product(s) using comprehensive and objective criteria.
For further information regarding Lonsec’s Ratings methodology, please refer to the Lonsec website at:
http://www.lonsecresearch.com.au/research-solutions/our-ratings
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