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Portfolio Manager: Stevan Bajic                                                                           Chief Investment Officer: Lee Robinson 

 Gross NAV (since inception): $93.35                                                                Strategy AUM: $30,722,918 

Fund Strategy     Fund AUM: $21,224,813 

The objective of the Altana Corporate Bonds Fund (ACBF) is to generate a positive return in all market phases by 
investing in a diversified portfolio of corporate bonds globally. The fund sources attractive bond investment 
opportunities in all major markets, seeks corporations that have an extremely high degree of repayment as well as 
strong defendable business models. Risks on macroeconomic, geopolitical, sector and issuer levels are limited by 
following a structured allocation strategy. ACBF takes global exposure either via cash bond positions or derivatives, 
depending on relative valuations and market opportunities. 

  Performance (net*) 

 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD 

2013  -0.19%
 
 +0.47% +0.75% +1.64% +0.04% -2.12% +1.71% +0.67% +1.11% +2.37% +0.71% +1.29% +8.68% 

2014 -0.25% +1.43% +1.74% +0.63% +2.32% +1.08% -2.94% +0.08% -7.09%    -3.00% 

*Performance (% m/m) is net of all legal, admin, trading and management fees.  Latest month/YTD figures are final figures.  

Data is for ACBF Cayman up to April 2014,   as of May 2014 data is for ACBF UCITS. 
 

 

 

 
 

Main Performance Contributors 

Top Performers bps Worst Performers bps 

1 HYPO ALPE-ADRIA INTL AG 4.375 24 Jan 17 +14 1 PHONES4U FINANCE PLC 9.500 01 Apr 18 -364 

2 HYPO ALPE-ADRIA INTL AG 4.250 31 Oct 16 +13 2 EDCON PTY LTD EURO  9.500 01 Mar 18 -53 

3 RAIFFEISEN BANK INTL  6.625 18 May 21 +12 3 HEMA BONDCO II BV EURO  8.500 15 Dec 19 -42 

4 VIP 7.748 02/21  7.748 02-Feb-21 +8 4 ODEON & UCI FINCO PLC 9.000 01 Aug 18 -28 

5 VIP 7.504 03/22  7.504 01-Mar-22 +4 5 STRETFORD SEVENTY NINE 6.250 15 Jul 21 -22 
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ACBF 
UCITS 

ACBF 
(est.) 

IBOXIG IBOXHY 
 Annualised net ROR: +2.87% 

 Return since inception -6.65% 

NAV
‡
 93.35 102.56 103.82 108.61  Sharpe ratio -0.68 

Month return -7.09% -7.72% -1.78% -2.37%  Largest monthly drawdown -9.75% 

Year-to-date** -6.65% -5.63% +6.38% +2.53%  Worst month -7.09% 

Cumulative -6.65% +2.56% +3.82% +8.61%  Best month +2.37% 

Annualised volatility 7.34% 8.01% 5.48% 5.03%  Percent positive months 76.19% 
‡ 

Modelled NAV and returns after all fees. **Benchmark y-t-d and cumulative data:  

ACBF UCITS – May 2014 =100, ACBF / IBOXIG / IBOXHY – January 2013 = 100 
 

Tracking error (daily vs. 

ACBF Cayman) 
0.11% 

  ACBF (subsequently ACBF UCITS)  vs. benchmarks 
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An unexpectedly rough quarter throughout 

Q3 was a turbulent one marked by fresh geo-political crises and concerns over the strength of the global economy, 
further worried by recent comments from the IMF about a possible recession in Europe. The many years with strong 
central bank intervention in global markets with Zero or Nil Interest Rate Policies (ZIRP/NIRP), the fear that an imminent 
end of these policies might burst the bubble in valuations sparked withdrawals of tourist money from credit funds. With 
tourist money we mean investors who are not strategically and long-term invested in the asset class, but rather for 
tactical reasons and short term periods. Since these withdrawals started in July this year, the market was not really able 
to recover, and the weakness extended into September and October. The news that PIMCO founder and star fund 
manager Bill Gross would leave the company in September, lead to a further rise in nervousness in anticipation of 
outflows and position unwinding by the biggest bond funds of PIMCO.  
 
We have written on many occasions in the past that market technicals – the balance between buyers and sellers, fund 
flows, plus factors not directly linked to underlying companies – are very tricky to map out, to say the least. It has been a 
rough few weeks and after a disastrous quarter for our performance the question naturally arises, “Are we doing things 
differently than before? The answer to that is ‘no’, BUT we were very wrong with timing. With a pledge by the ECB to do 

more, by charging European banks to hold deposits at the central bank, providing ultra-cheap funding to banks to lend 
to the economy (TLTROs), buying Asset Backed Securities (ABSs) and Covered Bonds, we thought European interest 
rates are doomed to stay low for a few years to come and European Credit would be a safe place. It isn’t so simple. 
European credit will recover on the back of previously mentioned arguments, but we have clearly jumped the gun. We 
positioned for a more favourable environment post the summer doldrums only to be surprised at how unforgiving the 
current market has become. In the last section of our newsletter we run an analysis about credit valuations, which have 
become very attractive. It is no consolation for to us to read that even venerable fund managers as John Paulson posted 
big losses in September. Recent performance is simply not acceptable for us. We were too optimistic and came 
admittedly too late to this realisation. Since then we have acted decisively to stop the bleeding. No doubt we take many 
lessons learned from this episode. It will be a better few months and years going forward, before that, however, the 
market sentiment needs to turn and we are nearing that inflection point. 
 
Things can’t be taken for granted 

After a difficult July and a volatile August, which we closed flat, we thought only the Scottish referendum in mid-
September might pose event risk, after which risk should start to see better days. During the weaker days in August we 
rotated into names which looked poised to stage a good recovery after the low liquidity sell-off in August. This in effect 
proved the right short term decision and also helped us to have a good intra-month bounce in order to close the month 
more or less flat. We returned in September with horrific news awaiting us regarding one of our “hand-picked” positions 
in August :Phones 4U, a British mobile phone retailer. What took us and the market by surprise, was the fact that 
Vodafone decided to terminate its contract to sell its products through the retailer. The day prior to that announcement, 
the bonds were trading at 102 and then quickly gapped lower to 80, 60 and then 40. Phones 4U was a reputable name 
in the British phone market, selling handsets with 5 mobile operator brands and generating £1bn of sales with ca. 
£200mn EBITDA. The PHONLN 9 ½ April 2018 bonds were trading with the assumption that the company would 
refinance them until the end of 2014 with lower coupon bonds, which was also our assumption. Even after the Vodafone 
cancellation, which would only become effective in March 2015, Phones 4U would continue to sell Vodafone contracts 
and be remunerated for it until February 2015. As the phone retailer had Everything Everywhere (EE) as another mobile 
operator partner, alongside Vodafone, it seemed as there would be enough time until next year to settle the new 
situation and find new partnerships. The bad news did not end there. Suspected collusion by the two biggest mobile 
operators in England – Vodafone and EE – didn’t allow any time for the company to come up with a new plan as on 15

th
 

September also EE had decided to walk away from Phones 4U and not renew its contract which would have expired in 
September 2015. After learning this decision the management decided to put the company into administration (creditor 
protection). This didn’t help the market and Phones 4U bonds sank briefly into the teens only to recover to 38 cents 
subsequently – a level they were trading before the last news.  
 
The disastrous effects of the unexpected. LEFT: Bond price history of Phones4U 9 ½ April 2018 since Oct 
2013. RIGHT: Bond price history around the news of the Vodafone contract cancellation.  
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We knew the company very well, its business and even after the first news broke, we didn’t expect the price erosion to 
progress with that speed. Given the size of the company, its high market share on the British phone retail market (main 
competitor to Carphone Warehouse), the fact that it is Private Equity owned (BC Partners) as well as the very active 
M&A market for various assets, we were convinced that none of the eventual positive scenarios were priced in and 
decided to stick to the investment – a very costly decision. The Phones 4U saga cost us 3.64% in September after 
incurring trading losses as well as the loss of accrued interest after the company was taken into administration.  
 
“Why buy now, when I will be able to buy 1 or 2 points lower in a few days?” 

Phones 4U was obviously the only company whose bonds experienced a nearly bottomless fall, nevertheless after this 
event the market began to trade very weakly. Not only were investors hit, but also some dealers who held Phones 4U 
bonds on their books (or traded them in the subsequent weeks) suffered heavy losses. Consequently an enormous 
amount of risk aversion swept through the market. This didn’t manifest itself in an immediate selloff, but in a very 
nervous trading environment. Dealers became first unwilling to take any risk on their books and if they were asked to, 
then they did so by quoting very low prices. There were enough sellers, either forced sellers due to redemptions or the 
marginal risk trimmer who cut around the edges, to drag the market lower day by day. Lower prices bring out more 
sellers and the market literally entered a vicious circle. Buyers are absent either because their risk quotas are already 
full, or because they think “why buy now when I will be able to buy 1 or 2 points lower in a few days?”. Only when the 

prices reach a clearing level where buyers are willing to step in or when the selling stops on the realisation that levels 
are unrealistically low, does the decline stop.  
 
During September virtually every position within the portfolio was affected by the market weakness. Issuers which were 
prominent winning positions in the past, e.g EDCON in 2013 (South African clothing retailer), dragged the portfolio down 
and had to be cut. Similar for HEMA (a Dutch department store), Odeon (European cinema operator) and Stretford 79 
(bond issuing entity of British frozen food and grocery discounter Iceland). Positive contributors were rare and ranged 
from Austrian bank bonds Hypo Alpe Adria and Raiffeisen to Russian telecom company VIP.  
 
Is the recent selloff in high-yield bonds another buying opportunity – as prior sell-offs have been – or the start 
of a protracted weakness? 

The measures introduced by the European Central Bank over the summer are significant and there are factors that can 
act on the economy quite quickly. The ECB will take over as Euroland bank supervisor on 4

th
 November and is 

concluding the Asset Quality Review (AQR) as well as stress tests of the banks it will oversee by 26
th

 October. Once 
banks have clarity and confidence on their balance sheet capacity, the combined forces of recent policies will revive 
credit growth in Europe. Also the first TLRTO (Targeted Long Term Refinancing Operation) take up in September should 
only be gauged together with the second tender in December. The second tender will be cheaper for banks and the fact 
that it will be conducted after they received the rubber stamp from the ECB about their balance sheets (AQR and stress 
test results) might encourage to take on more loans.  
 
European exports should also see a boost from the weakening Euro. At $1.26, the Euro is down 10% from a year ago. 
Euroland exposure to non-European trade is over 50% of GDP. That means the impact of currency changes on the 
Euroland is twice as large as those on the US, which have a global trade exposure of about 25% of GDP. This effect 
should quickly translate into improved cost competitiveness and market-share gains of Euroland exporters. Given 
already improved unit labor costs, especially in Spain and Ireland, the currency decline should act as a further stimulant. 
Renewed efforts in Italy and France to accelerate structural reforms should also allow Europe to catch up on global 
growth and avoid a triple dip recession.  
 
After all, things are not so bad in Europe, though it has been long time since there was any positive news out of Europe, 
and that is what counts for markets. In the graphs below we have contrasted the valuations of various segments of our 
market and conclude almost uniformly that we have reached levels from which the market rallied in the past. The top left 
graph puts the credit spread of B-rated bonds over the spread of BB rated bonds. This ratio has reached almost 2x by 
Oct 10

th
, which is close to the recent record we have seen in 2009. A similar picture is drawn when analysing B over A-

rated securities in the top right graph. Based on this screen, a buy signal could be concluded. On the lower graphs we 
see that the higher quality market (BB vs. A  and BBB vs. AA rated) has been quite resilient and comparably less volatile 
than in previous periods of weakness. Bottom line is that the weakness is isolated in single segments and larger, more 
liquid segments of the market are drawing a picture which falls into lockstep with the rather sound macroeconomic 
situation. 
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Despite the compelling attractiveness of certain 
market segments out there, we have taken our risk 
down and hold a substantial amount in cash. Liquidity 
is poor, nervousness is high, too many geopolitical 
trouble spots are occurring at the same time. The 
Ebola epidemic is causing massive uncertainties for 
certain sectors too, e.g. for the hotel, aviation and 
travel businesses, and this represents simply too 
much of a negative factor for an asset class which is 
most concerned about the downside. Once bitten, 
twice shy, after the last quarter we are more cautious 
to call the rally here, despite the indicators which are 
gathering in favour of it. Credit will have a strong 
demand revival given the fact that yields are still 
averaging close to zero across major economies and will likely remain so in Europe for a few years to come. 
This contrasts with our portfolio which is yielding around 7.5% with an average maturity of 3.5 years. 
Despite the recent wobble credit still offers an excellent income profile versus almost all other asset classes. 
The big rally in European credit is nearing, it might only happen in 2015, of which we will see first signs in 

November most likely. 
 
Stevan Bajic 
 
 
 
 
 
 
 
 
 

Graph 2/3: Lower rated bonds in High Yield are most oversold. Credit spread ratio, B vs. BB left, B vs. A 
right. (e.g. a ratio of 2 in B vs. BB indicates that B rated bonds offer double the spread of BB rated 
bonds). Last reading 10 October 2014. 

  
Graph 4/5: This is not the case for best rated High Yield bonds, i.e. BB rated, of which the ratio has barely 
moved above its long term average (left). Worst rated Investment Grade bonds have barely cheapened 
vs. better rated IG bonds (right).  

  
Source: Altana Wealth Ltd, Bank of America Merrill Lynch 

Current yield curves across major economies (yield 
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Source: Altana Wealth Ltd, Bloomberg 
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*Using Gross Daily Performance Data 
**Strategy figure shows the performance of ACBF (since 01/2013 launch) & ACBF UCITS (since 05/2014 launch).  

Risk Report* 

Gross Summary Statistics 

Strategy Return since Jan 13 5.95%** 

ACBF UCITS 

Launch Date Used 01-May-14 

Return YTD -6.99% 

Return Since Launch -6.99% 

Annualised Volatility 7.51% 

Downside Deviation* +7.40% 

Skewness -1.64 

Kurtosis +6.50 

Min 1D Return -2.45% 

Max 1D Return +1.32% 

Max Drawdown -11.02% 

Sharpe Ratio** -1.42 

September 2014 
Return -7.29% 

Annualised Volatility +12.44% 

Skewness -0.69 

Kurtosis +1.79 

Min 1D Return -2.45% 

Max 1D Return +1.32% 

Max Drawdown -5.83% 

Correlation with S&P 500: 
1 Month 0.18 

3 Month 0.38 

All 0.35 
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For further information, please contact us at investorservices@altanawealth.com;  

London: +44(0) 207 079 1088 or Monaco: +377 97 70 56 36. 

 
 

Disclaimer 

This report is prepared by Altana Wealth Ltd (“Altana”) authorised and regulated by the Financial Conduct Authority (“FCA”) in the United 

Kingdom (FRN: 532912). The investment products and services of Altana are only available to persons who are professional clients and eligible 

counterparties as defined in FCA’s rules. They are not available to retail clients. The distribution of this report may be restricted in certain 

jurisdictions and it is the responsibility of any person or persons in possession of this document to inform themselves of, and to observe, all 

applicable laws and regulations of any relevant jurisdiction. 

This report is based upon information that Altana believes to be reliable. Altana does not represent that this report is accurate or complete and it 

should not be relied upon as such. Nothing in this report shall constitute tax, financial, or legal advice given by Altana to any party. Performance 

information for the month of the report is preliminary estimated data net of all fees and expenses and is subject to change. The estimate and 

other performance data disclosed is not audited. Stock or other indexes are included for comparison purposes only. Where information provided 

in this report contains “forward-looking” information including estimates, projections and subjective judgment and analysis, no representation is 

made as to the accuracy of such estimates or projections or that such projections will be realised. Certain assumptions used in formulating such 

“forward looking” information may differ materially from actual events or conditions. The funds referred to in this report are registered as 

Regulated Mutual Funds pursuant to Cayman law but otherwise have not been registered under the securities laws, or authorized or approved 

by any regulatory authority, of any other jurisdiction. This report shall not constitute an offer to sell or a solicitation of an offer to buy shares or 

interests in any of the funds described in this report. No such offer or solicitation will be made prior to the delivery of an offering memorandum for 

the relevant fund. Before making an investment in any of the funds referred to in this report, potential investors should read carefully the private 

offering memorandum for the relevant fund, including the description of the risks, fees, expenses, liquidity restrictions, and other terms of 

investing in the funds, and consult with their own tax, financial, legal and other professional advisors. Hedge funds are speculative and involve 

risk of loss. This report is confidential and may not be reproduced in whole or in part, or delivered to any other person, without the prior written 

consent of Altana. Past performance is not a guarantee of future results.            

 

Issued by Altana Wealth, October 2014. 

Portfolio Overview 

Portfolio Duration 
Modified Duration 0.35 

   3.89 

   Bonds 3.36 

   Sovereign Futures 0.03 

   Corporate Derivatives 0.50 

  Interest Rates -3.54 

   Bonds 0.31 

   Sovereign  Futures -3.85 

  Corp Derivatives 0.00 

Duration 

0 to 1 9.43% 

1 to 2 4.76% 

2 to 3 6.34% 

3 to 4 40.77% 

4 to 5 36.43% 

5 to 6 -6.91% 

6 to 7 -26.36% 

8 to 9 -19.92% 

9 to 10 5.94% 

14 to 15 1.50% 

Top 10 Countries 
1 FRANCE 14.26% 

2 LUXEMBOURG 13.25% 

3 RUSSIA 12.17% 

4 PORTUGAL 10.90% 

5 NETHERLANDS 5.78% 

6 ITALY 4.15% 

7 SPAIN 3.82% 

8 BULGARIA 3.34% 

9 GREECE 3.28% 

10 GERMANY 3.26% 

Top 10 Issuers 
1 ABENGOA SA 7.42% 

2 BANCO ESPIRITO SANTO SA 6.15% 

3 CONVATEC HEALTHCARE 5.52% 

4 CABLE & WIRELESS INT FIN 4.75% 

5 GALP ENERGIA SGPS SA 4.75% 

6 VIVACOM 3.34% 

7 HEMA BONDCO II BV 3.26% 

8 STRETFORD SEVENTY NINE 3.23% 

9 IRON MOUNTAIN EUROPE 3.08% 

10 ROYAL BK SCOTLND GRP 2.99% 

 Top 10 44.49% 

 Top 20 68.94% 

 Top 35 86.59% 

 Rest -37.71% 

Yield Range Table 

Yield 
< 12 

months to 
maturity 

12 - 24 
months to 
maturity 

> 24 
months to 
maturity 

0 to 4% 5.52% 7.42% -53.09% 

4 to 6% 0.00% 0.00% 18.01% 

6 to 8% 0.00% 0.00% 29.23% 

8 to 10% 0.00% 0.00% 29.01% 

> 10% 1.11% 0.00% 14.77% 

Ratings 

AAA -26.36% 

AA+ -25.86% 

BBB+ 0.21% 

BBB 4.50% 

BBB- 2.61% 

BB+ 1.45% 

BB 5.07% 

BB- 5.58% 

B+ 12.09% 

B 19.64% 

B- 29.00% 

C 13.46% 

mailto:investorservices@altanawealth.com

