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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 #

0.45% p.a.

Administration Fee #

0.10% p.a.

Buy / Sell Spread

Income

Distributions

0.05% / 0.05%
Semi-annual

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

Fund Size+

AUD $259 million

Fund Performance

Fund Overview

Returns (After fees)

Fund*

Benchmark**

Excess

Characteristics***

Fund

Benchmark**

1 Month

0.26%

0.32%

-0.06%

Modified Duration (yrs)

5.97

6.24

3 Months

0.13%

0.24%

-0.10%

Yield to Maturity (%)

2.56

2.38

FYTD

1.10%

1.29%

-0.19%

Weighted Ave. Credit Rating

AAA

AAA

1 Year

2.13%

2.36%

-0.23%

Cash Weighting (%)

1.26

n/a

2 Years p.a.

3.10%

3.21%

-0.11%

Inception p.a.

1.61%

1.21%

0.41%

Sector Allocation (by Duration Weight)***

100%

100%

80%

80%

Fund Duration Weight

Fund Duration Weight

Credit Rating Allocation (by Duration Weight)***

Source: JamiesonCooteBonds Pty Ltd.
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Further Information
BT Panorama
Macquarie Wrap
PowerWrap

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. *** Refer to
Definition of Terms. ~ Cash & Other includes cash at bank, outstanding settlements and futures margin accounts.
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Market Review & Outlook
• If you only watch one thing in 2019, make it corporate credit spreads, for the beast of corporate credit has been
awakened, and where that beast goes, you must avoid.
• Trump tax cuts elongated the corporate cash flow cycle, delaying repricing of credit.
• Watch the downgrade cycle as rate hikes bite and investment grade credit faces a ‘maturity wall’.
• Market gets Powell’d for the first time. Don’t fall in love this Christmas.
• JCB welcome Kate Samranvedhya as Deputy CIO to manage Global High Grade portfolios.

• If you only watch one thing in 2019, make it corporate credit spreads, for the beast of corporate credit has been
awakened and if that beast heads south, it will take the markets as you know them down for the count.
The beast of corporate credit debt is awakening from a Quantitative Easing (QE) induced slumber. JCB believes
holding credit risk with equity holdings into 2019 and 2020 could be a dangerous proposition, given the highly
positive correlations and the violent asymmetry of credit performance in many late cycle environments. Credit
spreads gapped wider during November, playing catch up to a more normalised investment cycle after the
Democrats split Congress in the U.S. mid-term elections. Corporate credit is the lifeblood of the financial system
and JCB believe a material negative re-pricing has the potential to derail economies. The policy settings that would
alleviate negative credit issues are years away from helping (rate cuts and more QE), while portfolios are still
overweight to credit and huddled together in a crowded space.
• Trump tax cuts elongated the corporate cash flow cycle, delaying repricing of credit.
Trump’s tax cuts for corporations provided a roughly 500 basis points kicker to corporate cash flows coming straight
off the U.S. Government’s balance sheet. Credit has held its ground despite higher risk -free rates, as corporates
have been swimming in excess ‘tax cut’ cash, which thereby re-calibrated their default risk. With the Democrats
regaining control of the House, JCB expect the credit party has just been shut down as Trump ’s ability to spend is
curtailed by a hostile House. Year-on-year change goes from a baseline of +500 basis points to zero. From here on,
the cycle should behave in a far more normalised way, where credit delinquency from higher rates starts to bite and
credit spreads widen, creating a dangerous feedback loop for the economy, where as the U .S. housing and autos
are already experiencing significant decay. Credit spreads have a long history of being a fantastic lead indicator for
equity performance – they widened aggressively in mid -2007, months ahead of a peak in equity markets in late
2007, and they started tightening aggressively in late 2008, a few months ahead of equity market lows of early 2009.
• Watch the downgrade cycle as rate hikes bite and investment grade credit faces a ‘maturity wall’. Credit quality is
weak, covenant quality is thin, and liquidity is appalling. That is not a strong starting point to face an epic wall of
refunding.
Investment grade credit faces a $500+ billion refunding requirement in 2019, 2020 is $620+ billion and higher again
in 2021. Over 16% of companies in the Russell 3000 are ‘zombies’ – defined as firms that are unable to cover debt
servicing costs from current profits. With more than half of all U .S. investment grade debt rated BBB, one notch
above junk, it is highly susceptible to credit ratings downgrades. Such a move would trigger forced liquidations from
investment grade only products, many of which are housed in ETFs. The amount of asset protection underpinning
high-yield credit contracts is at the weakest point in the cycle viewed through the prism of covenant lite issuance,
and on top of these negatives – secondary market liquidity is one sixth of the size of liquidity that was available into
the last crisis. Therefore, the structure of the market is twice as much corporate debt outstanding, more than half at
a lowly BBB credit quality, but only 17% of the available liquidity from the prior crisis to serve twice as much
outstanding debt. It doesn’t take a genius to identify the obvious flaws in this set up.

Page 2 of 4

Fund Update as at 30 November 2018
CC JCB Active Bond Fund (APIR: CHN0005AU)
• Market gets Powell’d for the first time, don’t fall in love this Christmas
Until October, U.S. Federal Reserve Chairman Powell had been a straight shooter. He had stayed true to gradual
rate hikes and showed little care for equity market moves. It seems that markets found his trigger point. Powell told
markets in early October, “we are a long way from neutral rates” causing a sell -off in bond markets which ultimately
sent equities into the tailspin of the October/November volatility and drawdown. Just six weeks later, without a large
change in economic data, Powell suggested we are “very close to neutral” implying less rate hikes and soothing
concerns for risk markets.
The grand irony of this move from Powell is that a Christmas risk rally allows the U .S. Federal Reserve the room to
continue hiking rates. JCB expects the Fed to hike in December 2018 and continue with two additional hikes over
2019 towards the 3.00% stated policy objective. That’s 72% of the last rate hiking cycle of 2004-06, which caused
the world’s biggest financial calamity since the great depression. This time around we are going on 72% (according
to Federal Open Market Committee dot plot) with twice as much weight in the backpack. Is it just JCB ’s view or
does the math not work out for you either?
The fundamental pillars supporting most asset prices are experiencing violent cracks in the framework. The
investment ground of the last 10 years has disappeared. Looking ahead, JCB believes that markets will face less
liquidity, higher rates and tighter credit conditions, all of which should curtail economic activity moving forward. Less
economic activity, combined with higher rates means credit delinquencies. Don’t fall in love this Christmas, 2019 is
likely the year of credit decay bringing grand volatility to markets.
• JCB welcomes Kate Samranvedhya as deputy CIO to manage Global High Grade portfolios
JCB is delighted to welcome Duangjai (Kate) Samranvedhya to the investment team as Deputy Chief Investment
Officer. Kate will provide input into the management of the domestic high -grade bond strategy as well as co-manage
JCB’s global strategy. Prior to joining JCB, Kate had been a prolific investor as a senior portfolio manager for the
Hong Kong Monetary Authority (one of Asia’s largest Sovereign Wealth Funds) and the Central Bank of Thailand .
Kate specialises in foreign reserve and high-grade bond portfolio management across all major global regions
making her an ideal candidate to join the JCB investment team, all of whom have deep offshore bond market
experience. Kate will be based in JCB’s new Singapore office.

Fund Review
For the month of November, the CC JCB Active Bond Fund (the Fund) returned 0.26%, underperforming the
Bloomberg AusBond Treasury (0+Yr) Index by 0.06%.
JCB lightened durations after a surprise stronger employment print for the second time in as many months, only for
the market to rally immediately out of strong domestic data, lifting bond valuations higher through the month.
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.
Duration Weight - refers to the portion of the overall duration attributable to the segment (i.e. credit rating or sector).
Contribution to duration is calculated by multiplying an instruments duration by the percentage weight of the instrument in
the portfolio. This calculation includes the contribution to duration by holding futures contracts.
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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 - May 2018) 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
The Zenith Investment Partners (“Zenith”) Australian Financial Services License No. 226872 rating (assigned 31 May 2018) referred to in this
document is limited to “General Advice” (s766B Corporations Act 2001) for Wholesale clients only. This advice has been prepared without taking
into account the objectives, financial situation or needs of any individual and is subject to change at any time without prior notice. It is not a
specific recommendation to purchase, sell or hold the relevant product(s). Investors should seek independent financial advice before making an
investment decision and should consider the appropriateness of this advice in light of their own objectives, financial situation and needs.
Investors should obtain a copy of, and consider the PDS or offer document before making any decision and refer to the full Zenith Product
Assessment available on the Zenith website. Past performance is not an indication of future performance. Zenith usually charges the product
issuer, fund manager or related party to conduct Product Assessments. Full details regarding Zenith’s methodology, ratings definitions and
regulatory compliance are available on our Product Assessments and at http://www.zenithpartners.com.au/RegulatoryGuidelines
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