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Portfolio Manager & Chief Investment Officer: Lee Robinson   Joint - Portfolio Manager: Philip Crate  

NAV (since inception): 92.17                                                                                 Fund AUM: $29,321,359 

Fund Strategy                  

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. 

September 2016  Strategy statistics (September 2016) 
 ACBF BAML 

Global IG 
BAML            

Global HY 

 
Average annual return +0.99% 

Month return -0.37 % -0.25% +0.53%  Return since inception +3.77% 

YTD +2.87% +8.29% +14.04%  Sharpe ratio since inception 
annualized 

0.19 

Annualised volatility 4.98% 3.02% 3.45%  Worst month -7.09% 

**Annualised volatility of the strategy since inception, ie Jan 2013 

Please note that we have changed our benchmarks from IBOXXHY and 
IBOXXIG to BAML Global High grade (G0BC) and High yield (HW00) 

indices to better reflect the strategy of the fund. 

 Best month +4.50% 

 
Percent positive months +62% 

 

ACBF (subsequently ACBF UCITS)  vs. benchmarks 
 

 
 

  Performance (net*) 

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

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%  

 
 

+3.77% 

2014 -0.25% +1.43% +1.74% +0.63% +2.32% +1.08% -2.94% +0.08% -7.09% -1.65% -0.35% +0.78% -4.20% 

2015 +1.21% +4.50% +0.58% +2.88% +1.29% -1.98% -2.89% -0.98% -3.66% +1.27% -2.98% -1.75% -2.82% 

2016 +0.06% -0.78% +1.62% +0.25% +0.12% -0.32 +1.39 +0.89 -0.37    +2.87%* 

*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.  

2014 YTD return is a blended figure between ACBF Cayman and ACBF UCITS. ACBF UCITS May-Dec 2014 return was -7.80%.  

 

Main Performance Contributors 

Top Performers Bps Worst Performers Bps 

1 VEDLN 6 01/31/19 REGS +12 1 QUIBB 0 04/15/19 REGs -13 

2 EDRSM 8.5 08/01/21 REGS +9 2 MRWLN 100 12/21 -5 

3 S 6.9 05/01/19 +4 3 LHAGR 100 12/21 -4 

4 LHAGR 100 06/21 56A +4 4 NEWLOK 6.5 07/01/22 REGS -3 

5 ABGSM 5.5 10/01/19 REGS +3 5 GFKLDE 8.5 11/01/22 REGS -3 
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Portfolio Activity & Outlook 
 
Coming off the back of one of the dullest August months on record, September broke the peace in style with Central 
Banks meetings in the form of the Fed and BoJ, Brexit-related headlines, European Banks concerns, the US 
Presidential debate and also the OPEC side meeting all providing plenty of news flow.  With the € primary coming back 
to life after its summer lull, the ECB increased its participation in new issues. In September the ECB bought €9.8bn of 
corporate bonds, of which 20% was in the primary market.  Total returns for € and USD credit was marginally negative 
(flat to -0.5% weaker), reflecting a widening in credit spreads but this was cushioned by a drop in benchmark bond 
yields. GBP credit underperformed (GBP corps, non-financials, and financials were all down between 1-2%) with credit 
spreads wider despite the Bank of England Corporate Bond Purchasing Scheme programme kicking off towards the end 
of the month.  In addition, the increase in UK government bond yields across the maturity spectrum - reflecting a 
building up of 'hard' Brexit concerns - also contributed to drag GBP credit returns into negative territory in September. 
 
These factors combined made it a difficult month for credit investors including the Altana UCITS Corporate Bond Fund 
(“ACBF”) which posted a small net loss (after fees) of c.37bps for September*. This takes ACBF’s YTD net return to 
c.2.8%. We believe this compares favourably to our peers given ACBF’s much higher allocation to short dated 
investment grade credit whereas most of our peers run longer duration risk which has boosted their returns as interest 
rates have fallen. Indeed, the most recent performance data produced by Exane Derivatives showed that the average 
YTD return for UCITS Absolute Return Credit Funds was 0.7% up to 29 September 2016 which emphasises the strong 
alpha generation by Altana this year.  It’s also worth highlighting that ACBF’s September performance was also 
negatively affected by the bid/offer cost (c.10bps cost to the fund) incurred rolling our credit default swap hedges (CDS). 
This quarterly (index) and semi-annual (individual name) roll is necessary to ensure that our hedges comprise the most 
liquid contracts.  3 out of the 10 top detractors for September (Morrison, Lufthansa and Next) largely represent the 
bid/offer cost of rolling into the “new” December 2021 CDS contract. Conversely, the gains for the same names in the 
“old” June 2021 CDS contract reflect the mark-to-market gains of spread widening for the same credits.  
 
Turning to our outlook, whilst we remain broadly constructive on credit, we are becoming ever watchful of the potential 
roadblocks ahead. As we mentioned at the beginning of this newsletter September saw a pick-up in headline risk for 
markets. Aside from the US presidential election uncertainty, we think that a possible shift in central bank monetary 
policy maybe underway and this has the potential to unnerve risk markets. This was demonstrated by the negative 
reaction in government bond and equity markets to a Bloomberg article (4

th
 October) regarding the ECB possibly 

“tapering” before QE is currently scheduled to end in March 2017.  While this article was fairly vague and did suggest 
that the ECB could still extend QE further, we believe that this maybe another example of a slight shift of emphasis in 
monetary policy among some of the major central banks given the signs that QE is starting to have an adverse impact 
on certain parts of the economy – bank earnings and the negative impact on corporate sector pension deficits.  
 
So while rates markets were quick to scramble as the article broke, the big question, assuming that there is some 
credibility to the report, is timing. Currently, markets are not pricing in a tapering as early as March 2017 and as a 
reminder Ben Bernanke first talked about potential tapering by the Fed nearly 18 months prior to it being achieved in 
2014. In that time the 10y Treasury yield went from 1.629% to a shade over 3%. Clearly the extraordinary measures 
undertaken by the ECB and other major central banks around the globe has fuelled the government bond bubble and 
this has led to lofty valuations for equity and credit. For example, the overall negative yielding universe in the iBoxx EU 
fixed income index is c. €4trn, of which investment grade corporate bonds account for c. €130bn (3% of the EU index).  
Furthermore, as we have previously highlighted more than a third of all ECB CSPP-eligible bonds trade in negative yield 
territory.  An earlier than expected removal of the central bank “comfort blanket” would have a very negative impact on 
valuations for most risk assets, in our opinion. With this in mind, we will remain selective in our credit selection; remain 
disciplined with regard to our valuation requirements avoiding the temptation to “stretch out for yield”; and, finally ACBF 
will retain a short duration bias. The graphic below highlights the shrinking universe of higher yielding assets in Europe. 
While chasing yields here may continue to work over the near term, the vulnerability to both market risk and 
deterioration in the economic outlook makes them an equally uncomfortable proposition. 
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Now let’s turn to the major winners and losers for September. Vedanta 6% January 2019 was one of the star 
performers for the month with a positive contribution of 12bps. Vedanta bonds gained 2-5 points across the curve 
following news that Cairn India shareholders had approved a merger with Vedanta Ltd. The merger is a significant credit 
positive because: i) it simplifies the corporate structure; ii) it provides Vedanta with access to Cairn’s large cash pile and 
future cash flows without leakage from dividend upstreaming; iii) and will reduce its cost of debt. Both Standard & Poor’s 
and Moody’s responded favourably to the announcement. S&P upgraded Vedanta’s corporate credit rating by one notch 
to B1, while Moody’s affirmed its B rating but revised the outlook to positive from stable. We added to our exposure 
following the merger announcement.  Another notable performer was edreams 8.5% August 2021 (+9bps). This was a 
new issue priced to yield 9% (bonds issued at a 2 point discount to par).  A quick recap on the company:  edreams is the 
largest online travel agent for flights in Europe with a c.27% market share.  Three months into its IPO in June 2014 the 
company’s shares plummeted following a change in the Google algorithm that resulted in a 10% spike in variable 
costs/revenue margin and a 30% drop in adjusted EBITDA.  A new CEO and the introduction of several strategic 
initiatives have since helped the company return to growth in bookings while reducing variable costs per booking (now 
close to pre-google shocks levels) and improved cash flow.  We were impressed with management when we met them 
ahead of the new bond issue. The company has invested in new technology platforms for bookings (e.g., using mobile 
applications) shifting away from paid searches; indeed it has reduced its exposure to Google by nearly a third.  edreams 
recent results surpassed expectations with strong EBITDA growth and strong cash flow generation. During the book 
building process we advised the bank managing the new bond issue that fair value for a 5-year bonds was around 8%. 
The new 5-year e-dreams bond is currently quoted around 8%. edreams was one of those rare exceptions of a 
European high yield issuer being priced at a discount to its fair value, in our opinion.      
 
The most notable detractor to performance is Quibb April 2019 (Quick) floating rate notes. September witnessed some 
retracement of the recent strong price gains with a negative contribution of 13bps for the month.  The bonds fell despite 
the positive news that the company had completed the sale of its Benelux business for €121.5mn. The market chose 
instead to focus on the news that the company’s banks had only agreed to a 12 month covenant waiver on its revolving 
credit facility because the €44.5mn facility would be fully cash collateralised over the covenant “holiday “ period. The 
company used €38mn of the Benelux sale proceeds to pay down all its drawings to date. We met with management to 
discuss the sale of the Benelux business and its store conversion strategy at the Barclay’s Credit Conference last 
month. The company told us that they wanted to cancel the RCF facility but they had to keep it open because its bond 
covenants required this facility remained available. Regardless of this fact, management told us that they had no need to 
draw on this facility during the covenant holiday period and they were confident that they could meet the new covenant 
requirement for maximum leverage after this grace period ended (7.5x from September 2017 to March 2018, 7x 
maximum thereafter) with the cash collateral requirement falling away.   
 
We believe that the company should have sufficient cash on hand to fund the Burger King store conversion programme 
this year (30 rebrands and 9 new stores) and next (80 rebrands and 15 new stores) and retain an available cash reserve 
of c. €30mn by end December 2017 (plus €44.5mn RCF provided they are below the 7.5x leverage covenant).  
However, the company will probably need to undertake a refinancing in early/mid 2018 to facilitate the conversion of the 
rest of the estate, in our view. By this time it should be able to show the benefit of the store conversion programme and 
hopefully be in compliance with its new leverage covenant.  Moreover, management also told us that Quicks 
shareholders would be prepared to inject additional Burger King stores into the bond group in order to facilitate a 
refinancing at a competitive rate. This would improve cash flow and reduce leverage at the bond group making a 
refinancing of the existing bonds more achievable, in our opinion.  While the risk of a credit downgrade has increased 
given the poor like-for-like performance of the old Quick estate, we believe that the current yield of c.14% already largely 
discounts this risk.  We expect the company to retain a comfortable liquidity position heading into 2017 (we forecast 
€110mn of cash balances at end December 2016 and nil drawings on the RCF).  The market will focus on the success 
or otherwise of the BK conversions completed so far this year (3-4 stores) when the company reports its Q3 results, due 
at the end of next month.   Early indications are that the rebranded stores are performing very well. We are comfortable 
running with this position for the time being given the absence of a negative catalyst and the possible upside afforded by 
a positive update on the progress of the rebranded BK outlets in the upcoming quarterly results.  
 
We thank our investors for their continued support.      
 

Written by Lee Robinson & Philip Crate  
 
*This is an estimate of NAV monthly performance by the ACBF administrator and probably subject to revision. We 
estimate that the administrator overstated the September loss by 10bps. Therefore, we expect next month’s newsletter 
to show a c.27bps loss for September.    
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Risk Report* 

 

Gross Summary Statistics 
Since Inception of the Fund: 15 May 2014 

ACBF UCITS 
Annualised 
Volatility 

+5.73% 

Downside 
Deviation* 

+5.14% 

Skewness -0.69 

Kurtosis 6.07 

Min 1D Return -1.99% 

Max 1D Return +1.75% 

Max Drawdown -14.78% 

September 2016 
Annualised 
Volatility 

+1.98% 

Skewness -1.02 

Kurtosis 2.21 

Min 1D Return -0.38% 

Max 1D Return 0.17% 

Max Drawdown -0.52% 

Sharpe Ratio ** -0.70 

Correlation with S&P 500: 
1 Month -0.28 

3 Month -0.06 

All +0.26 

 
 
 
 
 
 
 

 Daily Returns 

 
Drawdown 

 

ACBF UCITS Strategy Histogram of Daily Returns Since Launch 

 

 

 

 
*Using Gross Daily Performance Data 
**Strategy figure shows the performance of ACBF UCITS (since 05/2014 launch). 
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Portfolio Overview 
 

Sector Exposure 

1 Basic Materials 14.44% 6 Industrial 6.10% 

2 Communications 20.46% 7 Consumer, Non-cyclical 6.50% 

3 Consumer, Cyclical 18.48% 8 Utilities 2.81% 

4 Energy 0.08% 9 SNRFIN -7.52% 

5 Financial 7.63% 10 Government 0.00% 

      

 

Top Ten Countries Top Issuers 

1 United Kingdom 31.74% 1 CLIFFS NATURAL RESOURCES 4.01% 

2 United States 20.78% 2 FINANCIERE QUICK SAS 3.75% 

3 Italy  6.26% 3 SPRINT COMMUNICATIONS 3.63% 

4 France  5.31% 4 GLENCORE FUNDING LLC 3.31% 

5 Switzerland 4.34% 5 CO-OPERATIVE BANK PLC 3.28% 

6 Luxembourg  3.88% 6 WIND ACQUISITION FIN SA 3.25% 

7 Canada  2.05% 7 THOMAS COOK GROUP PLC 3.03% 

8 India 2.04% 8 IMPERIAL BRANDS FINANCE 2.90% 

9 Netherlands 1.97% 9 JERROLD FINCO PLC 2.22% 

10 Brazil 0.13% 10 VIRIDIAN GROUP FUNDCO II 2.21% 

  Top 10 31.59% 

 Top 20 52.34% 

 Top 35 69.18% 

 Rest -0.21% 

 

Duration Portfolio Duration 

0 to 1 44.72% Modified Duration 0.16 

1 to 2 22.72%  Credit 0.06 

2 to 3 18.07%   Bonds 1.41 

3 to 4 10.48%   Sovereign Futures 0.00 

4 to 5 -5.56%   Corporate Derivatives -1.35 

5 to 6 -18.81%  Interest Rates 0.10 

6 to 7 1.69%   Bonds 0.10 

    Sovereign Futures  0.00 

    Corp Derivatives 0.00 
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Yield Range Table Ratings 
Yield < 12 months to 

maturity 
12-24 months 

to maturity 
> 24 months 
to maturity 

0 to 4% 0.43% 0.28% 0.19% AAA 0.00% BB- 4.88% 

4 to 6% 0.24% 0.09% 0.54% A 1.29% B 24.01% 

6 to 8% 0.00% 0.00% 0.93% A- 1.95% B- 12.85% 

8 to 10% 0.00% 0.00% 0.31% BBB 11.68% CCC 0.83% 

>10% 0.36% 0.00% 0.53% BBB- 13.63% CCC- 0.10% 

WAY (Weighted average yield):   +3.80% BB+ 4.53% CC 0.35% 

    B+ 17.07% NR 0.21% 

  BB 3.06% NR -23.14% 

    

 
For any further information, please contact investorservices@altanawealth.com.  
 
Disclaimer: This report is prepared by Altana Wealth Limited (“Altana”) , which is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United 
Kingdom (FRN: 532912). The Altana Corporate Bond Fund (“ACBF”) is managed by Altana Wealth Limited and is a Sub-Fund of Altana UCITS Funds Plc an 
investment company with variable capital incorporated with limited liability in Ireland with registered number 540012 and established as an umbrella fund with 
segregated liability between sub-funds pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities).collective 
investment in transferable securities under Directive 2009/62/EC. The Fund is a recognised scheme for the purposes of section 264 the Financial Services and 
Markets Act 2000 of the United Kingdom. Most of the protections provided by the United Kingdom regulatory system, and compensation under the United Kingdom 
Financial Services Compensation Scheme, will not be available. The contents of this factsheet are directed only at persons who would be defined as Professional 
Clients and Eligible Counterparty clients under the rules of the FCA rules. The services provided by Altana are only available to persons classified as Professional 
Clients and Eligible Counterparties (as defined in the FCA rules). As such, no reliance should be placed on anything contained in this factsheet by persons other than 
Professional Clients and Eligible Counterparty clients. In particular, persons who are Retail Clients (as defined in the FCA rules), should not act or rely upon the 
information provided in this factsheet and the services referred to herein will not be available to such persons. They are advised to contact their Financial Adviser. 
This factsheet is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local 
law or regulation. It is the responsibility of every person reading this factsheet to satisfy himself as to the full observance of the laws of any relevant country, including 
obtaining any government or other consent which may be required or observing any other formality which needs to be observed in that country. This document does 
not constitute an offer to sell, solicit or buy any investment product or service, and is not intended to be a final representation of the terms and conditions of any 
product or service. The investments mentioned in this document may not be suitable for all recipients and you should seek professional advice if you are in doubt. 
Clients should obtain legal/taxation advice suitable to their particular circumstances. This document may not be reproduced or disclosed (in whole or in part) to any 
other person without our prior written permission. Although information in this document has been obtained from sources believed to be reliable, Altana does not 
represent or warrant its accuracy, and such information may be incomplete or condensed. All estimates and opinions in this document constitute our judgment as of 
the date of the document and may be subject to change without notice. Altana will not be responsible for the consequences of reliance upon any opinion or statement 
contained herein, and expressly disclaims any liability, including incidental or consequential damages, arising from any errors or omissions. The value of investments 
and the income derived from them can fall as well as rise, and you may not get back the amount originally invested. Past performance is no indicator of future 
performance. Investment products may be subject to investment risks, including but not limited to, currency exchange and market risks, fluctuations in value, liquidity 
risk and, where applicable, possible loss of principal invested. The information contained in this document is merely a brief summary of key aspects of the Fund. More 
complete information on the Fund can be found in the prospectus or key investor information document. These documents constitute the sole binding basis for the 
purchase of Fund units. Issued by Altana Wealth October 2016. 
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