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MARK
MITCHELL

JUSTIN
TYLER

Portfolio Manager & Director,
Credit

Portfolio Manager & Director,
Interest Rates & Currency

26 years in the industry

21 years in the industry

BRAD
DUNN

SIMON
WANG

SIMON
LEE

Senior Credit
Analyst

Senior Credit
Analyst

Senior Quantitative
Analyst

16 years in the industry

15 years in the industry

19 years in the industry
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DAINTREE FUM
FUM AS AT
31 AUG 2022:
AUD
$1.5 billion
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INVESTMENT PHILOSOPHY
Fixed income markets are fundamentally changing.

The days of buying fixed rate bonds and generating a good return by benefitting from interest
rates moving lower are coming to an end. The approach for the next decade will need to be
much more sophisticated and focus on the following:
CAPITAL
PRESERVATION

ABSOLUTE
RETURN

BENCHMARK
UNAWARE

ACTIVE
MANAGEMENT

GLOBAL
FOCUS

Fixed income is
there to play
defence in your
portfolio. Funds
should have an
obsession with
capital
preservation and
downside
protection.

Funds should
have the ability to
generate positive
returns with
interest rates and
credit spreads
going up or down.

Fixed income
benchmarks are
flawed and
arbitrary. We
believe they
should largely be
ignored to
construct optimal
portfolios.

Given that
benchmarks are
so limited and
often poorly
diversified, we
believe passive
management
makes little sense
in fixed income
management.

Australia is less than
2% of the global
bond market. If you
don’t look offshore
you are severely
limiting your
investment
opportunity set.
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OUTLOOK

▪ Central banks will have to
take policy to restrictive
territory, but Australia and
New Zealand may be
exceptions
▪ A stagflationary backdrop
is now more likely as the
war further stresses supply
chains
▪ Willingness of the Fed to
act decisively in the face of
weaker risk assets likely to
be a key challenge for
markets in the coming
months

▪ Sell off in bonds has much
further to go if inflation
expectations are dislodged;
watch the concurrent rise in
cash rate expectations and
inflation expectations
▪ A recession in 2023/4
becoming likely as a circuit
breaker: inflation entrenched
at full employment,
commodity price shocks,
curve inversions, no historical
precedent in the US for a
successful policy outcome
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OUTLOOK
Questions

Daintree Capital view
Not as an equity hedge or portfolio diversifier

Are long duration bond funds a ‘buy’?

Long duration bond funds at least offer a credible income stream now, but
credit risk still offers a premium
Volatility in these funds will remain high, particularly since inflation is
unlikely to fall back to target for some time
High yield default risk increasing; but expected to be modest this cycle.

Are credit funds a ‘buy’?

Risk premiums have already expanded materially
Difficult to call the top, so averaging in makes sense
Expected future returns: 5-7% across products in the not-too-distant future

6

OUTLOOK - RATES
BONDS DO NOT
DIVERSIFY
EQUITIES WHEN
INFLATION
EXPECTATIONS
ARE HIGH

Source: Bank of America
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OUTLOOK - RATES
The 60% growth / 40% defensive asset allocation, with periodic rebalancing, has been remarkably
successful over time. However, post-pandemic some tough questions have emerged
Cumulative Benefit/(Detraction) of Traditional 60/40 vs 100% stocks
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Source: Bloomberg
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OUTLOOK - RATES
Limited benefit for extending duration too far and results in a significant increase in volatility
Australian Sovereign Curve
3.2

3

Ausbond
Composite
Duration
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Much better position:
90% of yield with about
20% of the volatility
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Spread

OUTLOOK - CREDIT
Australian credit spreads undergoing the largest correction we have seen in 10 years.
Australian Credit Spreads
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Source: Bloomberg
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OUTLOOK - BANKS
Banking sector a beneficiary of a decade of reform and the pandemic

Basel III (CET1,
LCR, NSFR)

Normalising
interest rates

Pandemic
Risk
Insights

-

Banking remains central to efficient
markets and economic activity.

-

Basel III reforms largely in place,
providing good transparency into
capital and liquidity.

-

Higher interest rates are earnings
positive near term (low deposit
betas); cost-of-living could
moderate outlook.

-

Pandemic forced banks to review
risk exposures, reducing the risk of
surprises as financial conditions
tighten.

Source: Daintree
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OUTLOOK - BANKS
Value is emerging relative to perceived default risk

August 2019

August 2022

Covered Bonds

Covered Bonds

(+50)

(+75-80)

Senior Unsecured

Senior Unsecured

(+55)

(+100-115)

Subordinated

Subordinated

(+170)

(+285)

Hybrid AT1

Hybrid AT1

(+250)

(+300-320)

Source: Westpac, Daintree
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OUTLOOK – CASH
Banks have no need to be generous to cash investors
Spread to OCR

2.50
3-month bill - OCR

6-month TD - OCR

Core Income NZD - OCR

Spread (pct)

2.00

1.50

1.00

0.50

0.00
May 2018

May 2019

May 2020

May 2021

May 2022

Source: RBNZ, Daintree
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OUTLOOK – ASSET ALLOCATION
Banks have no need to be generous to cash investors

Term Deposits
Pros

Cons

-

No MTM risk

ASB June 2027
Senior

WNZ 2032-27
Subordinated

Daintree Core Income
-

Forward expected
return approaching
250bp over cash

-

Highly diversified

-

MTM risk

-

Simple structure

-

Attractive yield

-

Quality issuer

-

Quality issuer

-

Lack of liquidity

-

No diversification

-

No diversification

-

No diversification

-

Duration risk

-

Duration risk

-

Negative real
return

-

Complex terms

Source: Company term sheets, Daintree
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DAINTREE PRODUCT SUITE
CORE INCOME
CBOE ticker: ECOR

HIGH INCOME

HYBRID OPPORTUNITIES
ASX ticker: DHOF

RBNZ Cash +200-250bps

RBNZ Cash +300-400bps

RBA Cash +350-450bps

Application

Cash/Enhanced Cash

Moderate Risk/Return

Direct Hybrid Alternative

Cash Range

0-100%

0-100%

0-30%

90-100%, 0-10%

50-100%, 0-50%

50-100%, 0-50%

A+/A

BBB/BBB-

BBB/BBB-

0-40%

0-100%

0-50%

Range -1 to +3

Range -2 to +4

Range -2 to +4

90% - 110%

80% - 120%

80% - 120%

Securities

100-150

200-400

100-120

Distribution Frequency

Monthly

Quarterly

Quarterly

Daily

Daily

Daily

Recommended Min Timeframe

3 years

3 – 5 years

3 – 5 years

PDS Total Fee

50bps

75bps

65bps (+10bps exp recovery)

CRITERIA
Return Target (net)

Investment Grade, High Yield
Average Credit Quality

Foreign Country Risk
Duration
AUD exposure

Liquidity
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CORE INCOME HOLDINGS

16

CORE INCOME HOLDINGS
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CORE INCOME ATTRIBUTION
“Reliable coupon income complemented with other sources of return”
4%
2.92%

3%

2.94%
2.29%

2%
1%

0.31%

0.27%

0.23%

0.35%

0%
-0.07%

-0.13%

-1%

0.13%

0.00%

-0.28%

-0.12%

-0.07%

-0.86%
-1.34%

-2%

-2.22%

-3%
-4%

-3.95%

-5%
Coupon

Credit Spreads

Duration

Core Income Trust NZD: August

Overlay & Hedges
Core Income Trust NZD: 1 Year

Other

Total

Core Income Trust NZD: Inception

Source: Daintree. Gross performance. Inception date of 14 May 2018. Past performance is not a reliable indicator of future performance.
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HIGH INCOME HOLDINGS
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HIGH INCOME HOLDINGS
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HIGH INCOME ATTRIBUTION
Reliable coupon income complemented with other sources of return
4%
3.09%

3.53%
2.62%

3%
2%
1%

0.33%

0.09%

0.04%

0%

-0.02%

-0.13%

-1%
-1.02%
-2%

-0.29%

0.04%

0.18%

0.04%

-0.01%

-0.17%

-1.31%
-1.96%

-3%
-4%

-3.75%

-5%
Coupon

Credit Spreads

Duration

High Income Trust NZD: August

Overlay & Hedges
High Income Trust NZD: 1 Year

Other

Total

High Income Trust NZD: Inception

Source: Daintree. Gross performance. Inception date of 1 November 2018. Past performance is not a reliable indicator of future performance.
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KEY TAKEAWAYS
Markets still adjusting to the new reality
• Spreads have staged their largest correction in more than 10 years

Corporate fundamentals supportive
• Expected default cycle likely to be mild given strong corporate balance sheets
• Relative value emerging across credit, but patience still required

Banks are in no mood to be generous
• Strong deposit inflows are giving the banks flexibility
• Interest rates are rising, but so are funding costs

Funds positioned defensively, compliment traditional exposures
• Duration remains very low, credit duration below average
• Forward expected YTM 5%+ for Core, and 7%+ for High
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THANK YOU

Mark Mitchell
mark.mitchell@daintreecapital.com.au
0419 474 016

Justin Tyler
justin.tyler@daintreecapital.com.au

0477 813 777

RATING DISCLAIMERS
The Zenith Investment Partners (ABN 27 103 132 672. AFS Licence 226872) ("Zenith") rating (assigned May 2020) referred to in this document is limited to "General Advice" (s766B Corporations Act 2007)
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
The Zenith Fund Awards were issued 30 October 2020 by Zenith Investment Partners (ABN 27 130 132 672, AFSL 226872) and are determined using proprietary methodologies. The Fund Awards are solely
statements of opinion and do not represent recommendations to purchase, hold or sell any securities or make any other investment decisions. To the extent that the Fund Awards constitutes advice, it is
General Advice for Wholesale clients only without taking into consideration the objectives, financial situation or needs of any specific person. Investors should seek their own independent financial advice
before making any investment decision and should consider the appropriateness of any advice. Investors should obtain a copy of and consider any relevant PDS or offer document before making any
investment decisions. Past performance is not an indication of future performance. Fund Awards are current for 12 months from the date awarded and are subject to change at any time. Fund Awards for
previous years are referenced for historical purposes only.
The rating issued 10/2020 is published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445 (Lonsec). Ratings are general advice only, and have been prepared without taking account of your
objectives, financial situation or needs. Consider your personal circumstances, read the product disclosure statement and seek independent financial advice before investing. The rating is not a
recommendation to purchase, sell or hold any product. Past performance information is not indicative of future performance. Ratings are subject to change without notice and Lonsec assumes no
obligation to update. Lonsec uses objective criteria and receives a fee from the Fund Manager. Visit lonsec.com.au for ratings information and to access the full report. © 2020 Lonsec. All rights reserved.
© 2019 FE Money Management. all rights reserved. The information, data, analyses, and opinions contained herein (1) include the proprietary information of FE Money Management and Lonsec (2) may not
be copied or redistributed (3) do not constitute investment advice offered by FE Money Management or Lonsec (4) are provided solely for informational purposes and therefore are not an offer to buy or
sell a security (5) are not warranted to be correct, complete, or accurate. FE Money Management and Lonsec shall not be responsible for any trading decisions, damages, or other losses resulting from, or
related to, this information, data, analyses, or opinions or their use. FE Money Management and Lonsec does not guarantee that a fund will perform in line with its Fund Manager of the Year award as it
reflects past performance only. Likewise, the Fund Manager of the Year award should not be any sort of guarantee or assessment of the creditworthiness of a fund or of its underlying securities and should
not be used as the sole basis for making any investment decision.
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DISCLAIMER
Issued by: The Investment Manager, Daintree Capital ABN: 45 160 989 912 ASFL No: 487489.
Responsible Entity: Perennial Investment Management Limited ABN 13 108 747 637, AFSL: 275101.
Whilst every effort has been made to ensure that the information in this presentation is accurate; its accuracy, reliability or completeness is not guaranteed. Daintree Capital expressly advises that it shall not be liable
in any way whatsoever for any loss or damage which may be suffered by any person relying upon such information or any opinion, analysis, recommendation or conclusion contained in this presentation or otherwise
arising in connection with the content of, or any omission from, this presentation.
The fact that particular securities may have been mentioned should not be interpreted as a recommendation to either buy, sell or hold those securities.
The contents of this presentation were prepared for information purposes only. Accordingly, reliance should not be placed on this presentation as the basis for making an investment, financial or other decision. This
information does not take into account your investment objectives, particular needs or financial situation or particular needs and is not intended to constitute advertising or advice of any kind and you should not
construe the contents of this material as legal, tax, investment or other advice. This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer
documentation, offer or invitation to purchase, sell or subscribe for interests in any type of investment product or service. You should read and consider any relevant offer documentation applicable to any investment
product or service and consider obtaining professional investment advice tailored to your specific circumstances before making any investment decision.
Past performance is not a reliable indicator of future performance. Gross performance does not include any applicable management fees or expenses. Net performance is based on redemption price for the period
and assumes that all distributions are reinvested. Fees indicated reflect the maximum applicable.
Contractual arrangements, including any applicable management fee, may be negotiated with certain large investors. Investments in the Trusts must be accompanied by an application form. The current relevant
product disclosure statements, reference guides and application forms and target market determinations can be found on Daintree Capital’s website www.daintreecapital.com.au No distribution of this material will be
made in any jurisdiction where such distribution is not authorized or is unlawful.
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APPENDICES

DAINTREE INVESTMENT STRATEGY
“Robust, conservative diversified sources of return”
DAINTREE CORE INCOME
FUND
CORE
PORTFOLIO

▪ Diversified portfolio of
investment grade assets

85%

▪ Targets 150-200 basis points per
annum above the Cash Rate

+
OVERLAY
STRATEGIES

15%

DAINTREE HIGH INCOME
FUND

80%

DAINTREE HYBRID
OPPORTUNITIES FUND

80%

▪ Diversified portfolio of investment
grade and high yield assets

▪ Diversified global portfolio of
hybrids assets

▪ Targets 300-400 basis points per
annum above the Cash Rate

▪ Targets 350-400 basis points per
annum above the Cash Rate

20%

20%

▪ Overlay portfolio seeks to
mitigate risk while aiming to
generate 30-50bps pa

▪ Overlay portfolio seeks to
mitigate risk while aiming to
generate approximately 75125bps pa

▪ Overlay portfolio seeks to
mitigate risk while aiming to
generate approximately 75125bps pa

▪ Targeting 150-200 bps (net) on
a rolling three-year basis

▪ Targeting 300-400 bps (net) on a
rolling three-to-five-year basis

▪ Targeting 350-450 bps (net) on
a rolling three-to-five-year
basis

=
VALUE
ADDED
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CORE PORTFOLIO PROCESS
TOP DOWN AND
BOTTOM UP:

CORE
PORTFOLIO

BOTH ELEMENTS
CRITICAL TO
PERFORMANCE

TOP DOWN
FRAMEWORK
Outlook
Policy Response
Risk Mitigation
Liquidity
Market Sentiment

BOTTOM UP
SECURITY SELECTION

Interest Rate Duration
Target

Company
Fundamentals

Security Exposures

Credit Spread Duration
Target

Industry Outlook

Industry Exposures

Security Relative
Value

Rating Concentrations

Sectors/Regions to Avoid

Diversification
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CORE PORTFOLIO PROCESS
“Robust, structured core portfolio construction process”

CORE PORTFOLIO
CONSTRUCTION
Investment
Universe

Portfolio
Consideration

Fundamental
Analysis

Millions of
securities

Thousands of
securities

Hundreds of
securities

• Estimated Relative
Value
• Fundamental credit
screen

• Analyst credit paper
• Internal credit rating
• Recovery estimation
• Credit Committee
approval

• New issuance
• Broker axes
• Screening tools

Portfolio
Construction
• Risk limits &
investment guidelines
• Pre & post trade
compliance
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CORE PORTFOLIO PROCESS
“Ongoing monitoring and portfolio optimization”

Current
Holdings

Rebalancing

• Daily Notes Database
• Formal Portfolio Meetings

• Rating Actions
Portfolio
Optimisation

Fundamental/RV
Monitoring

• Evaluating primary issuance
• Investor Updates

• Market Monitoring
Investible
Universe
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DAINTREE INVESTMENT STRATEGY
OVERLAY
STRATEGIES
RISK
MITIGATION
+ VALUE
CREATION

OVERLAY
STRATEGY

=

RISK
MITIGATION

+

VALUE
CREATION

Hedging Universe

Outlook and Policy Response

Upside/Downside Analysis

Modelling & Backtesting

Reliability/Cost Trade-Off

Strategy Selection and Sizing
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ESG: CORE PRINCIPLES

SUSTAIN
RETURNS

MANAGE
RISKS

INVEST
FOR GOOD

An integrated ESG process
supports our ability to
achieve our investment
objectives. Identifying
companies with strong ESG
characteristics will sustain,
and possibly even improve,
returns over time.

A thorough ESG assessment
will allow us to identify risks
that may not otherwise be
identified with more
traditional analysis. We can
then appropriately manage
or exclude these risks to
sustain or improve returns
over time.

Through the consideration
of “green” bonds, we have
the opportunity to directly
support environmental,
social and community
projects. We will consider
these projects in parallel
with, and subject to, our
other core principles.
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ESG: EXCLUSIONS
Aligning exclusions to international obligations and Australia/NZ law.

SECTOR

COMMENTS

Weapons/Munitions

Includes cluster munitions, anti-personnel mines and nuclear weapons.

Tobacco

Includes growers, packagers and wholesale distributors.

Alcohol

Exclude companies with > 5% revenue from alcohol production.

Gambling

Exclude companies with > 5% revenue from gambling-related activities.

Pornography

Exclude companies with > 5% revenue from production of adult material.

Fossil Fuel

Exclude companies with > 5% revenue from exploration/production of fossil fuels.

Coal Fired Power

Exclude companies with > 5% revenue from coal fired power generation.

Uranium

Exclude companies with > 5% revenue from uranium production.

Whale Meat

In line with the global moratorium of the International Whaling Commission.

Cannabis

In line with international and UN drug control conventions.
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TEAM BIOGRAPHIES

CFA, BSc (Finance)

MARK
MITCHELL
Portfolio Manager & Director,
Credit

Mark Mitchell established Daintree Capital in January 2017 and has over twenty years industry
experience both in Australia and the USA, specialising in fixed income securities analysis and
portfolio management.
Prior to establishing Daintree Capital, Mark was the Head of Credit and Portfolio Manager for over
seven years at Kapstream Capital. There, he was ultimately responsible for the development and
implementation of the credit research processes and portfolio management until the time he left
in October 2015. Over this time, Kapstream grew to over $10bn in assets under management.
Prior to his time at Kapstream, Mark was a Portfolio Manager/Senior Credit Analyst specialising in
global credit securities at Colonial First State Global Asset Management between March 2001 and
September 2008.
Before moving to Australia, Mark achieved nearly a decade’s work experience in the USA across a
range sectors including high yield, bank loans, commodities, futures and listed equities.

Mark holds a Bachelor of Science (Finance) from the DePaul University (Chicago) and is a CFA
Charterholder.
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TEAM BIOGRAPHIES

CFA, BSc, BA. Grad Dip App Fin

JUSTIN
TYLER
Portfolio Manager & Director,
Interest Rates & Currency

Justin Tyler is a founding partner of Daintree Capital and joined the firm in May 2017. Justin is
responsible for interest rate and currency decisions at Daintree.

Justin has over 20 years of experience in the industry. Justin is a specialist in Inflation and Interest
Rates.
Prior to his current place of employment, Justin has spent over 10 years specialising in fixed
income analysis and investment banking.
Justin is a CFA Charterholder. He also holds a Graduate Diploma in Applied Finance and
Investment from the Securities Institute of Australia.
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TEAM BIOGRAPHIES

BEc. M Applied Finance

BRAD
DUNN

Brad Dunn commenced with Daintree in May 2017 as a Senior Credit Analyst. Prior to Daintree,
Brad was with Ord Minnett for over 10 years.

Senior Credit
Analyst

Brad’s most recent role at Ord Minnett was as Senior Analyst and Portfolio Manager in the Fixed
Income team. In this role, Brad was responsible for the portfolio management of an income
orientated portfolio and providing modelling and valuation analysis on listed interest rate
securities. Brad would also undertake strategic asset allocation advice for Ord Minnett’s internal
models.
Brad also gained extensive experience as an equities analyst whilst at Ord Minnett, covering the
consumer services, property, mining services, retail, technology and industrial sectors.

Brad has a Bachelor of Economics, majoring in Economics and Finance, as well as a Master of
Applied Finance both from Macquarie University. Brad has also completed Level 1 CFA.
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TEAM BIOGRAPHIES

BCom. BSc.

SIMON
WANG
Senior Credit
Analyst

Simon Wang joined Daintree Capital in April 2017 as a Senior Credit Analyst. Prior to Daintree,
Simon worked at Nikko Asset Management as a Credit Analyst for over five and a half years. There,
he was the lead credit analyst covering all domestic and international corporate, financial and
structured finance issuers issuing into the Australia fixed and floating rate market. At Nikko he
also generated alpha ideas based on relative value, market mispricing and quantitative analysis.
Prior to Nikko, Simon worked with Mazers Global Infrastructure Finance and ING Investment
Management for five years as an Analyst within the Fixed Income team analysing structured
securities.
Simon has a Bachelor of Commerce and Science, majoring in Actuarial Studies and Mathematics
(Statistics). Simon has also completed the first two levels of the CFA.
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TEAM BIOGRAPHIES

B.Sc. (Hon) Physics, CQF

SIMON
LEE
Senior Quantitative
Analyst

Simon Lee is a Senior Quantitative Analyst with Daintree Capital, responsible for quantitative
analysis and development.

Simon joined Daintree from NAB's xVA trading desk where he was a quantitative analyst,
responsible for developing and managing pricing and risk management tools.
Prior to that, Simon worked at Aberdeen Asset Management in Sydney, London and Singapore
where he invented a process to improve the efficiency of interest rate risk management for
Aberdeen’s fixed income portfolios, as well as developing key systems that handle billions of
dollars in transactions for the group.
Prior to Aberdeen, Simon has worked at Colonial First State, ING Investment Management, Morley
Fund Managers (London) and Invesco Europe.
Simon holds a B.Sc. (Hon) Physics from University College London and a Certificate in Quantitative
Finance (CQF).
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