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Fixed Interest
Adding portfolio diversification
All Investors understand the importance and benefit of portfolio diversification. Whether it
is simply ensuring your equity portfolio is sufficiently spread across sectors or having
sufficient cash and lower volatility fixed interest securities in your portfolio; the benefits are
undeniable.
Investors focused on income diversify because they have a need for lower capital volatility
as well as different streams of income. In fact, it is capital preservation that often ranks
high on the list of factors that drive investment decisions.
While many income investors have focused on bank issued hybrids as a source of regular
income, the ability to diversify beyond this sector while maintaining higher levels of income,
has been a challenge. In an ideal world, portfolios should be diversified so that no one
sector or security type has a disproportionately large impact on the portfolio. With limited
options available this has often been difficult. Recently, we have seen bank hybrid prices
come under pressure as investors consider the implications of the Labor Party’s proposals
around franking cash refunds. While there is still much uncertainty and no doubt
considerable debate to come (it may not even happen), the market is unquestionably
concerned and this has been reflected in secondary market trading.
What we do know, is that in times of market volatility debt securities will be less volatile
than hybrids and indeed secured debt will generally be less volatile than unsecured debt.
A new Listed Investment Trust soon to be launched on ASX, will invest only in secured
debt securities. Morgans has been working with Gryphon Capital Investments (Gryphon)
and is Joint Lead Manager to the upcoming IPO of the Gryphon Capital Income Trust
(ASX: CGI) (Trust). The Trust will allow retail investors for the first time to access an
investment class that has generally only been available to institutional investors.
Additionally, it will bring the same disciplines, processes and strategies that have been
successfully employed by Gryphon for its institutional clients.
The chart below highlights the performance of a sample of longer dated ASX listed hybrids
(Additional Tier 1) against the performance of 2 of Gryphon’s institutional strategies. To
illustrate the point, the performance below demonstrates how a 50% allocation to each
strategy (GCI proxy) has performed against the hybrid market recently. What is
immediately obvious is the much lower level of volatility exhibited by Gryphon’s strategies
versus what we have seen in hybrids. This clearly shows the potential diversification
benefits of including GCI strategies in an income focused portfolio.
Gryphon’s strategy for the Trust will focus on capital preservation and the delivery of a
target cash return of 3.50% above the RBA cash rate i.e. 5.00% p.a. Cash distributions
will be paid monthly and because the underlying securities are all floating rate, as interest
rates rise so too will the Trust’s distributions.
For further detail contact your Morgans adviser. An investment in the Trust can only be
made by completing the application form attached to the PDS.

Figure 1: Sample hybrid performance vs GCIT proxy (SOF/Inv. Grade strategies)
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Disclaimer
The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an individual’s
relevant personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, authorised
representatives and agents (“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not taken on the
basis of information contained in this report, or for any errors or omissions contained within. It is recommended that any persons who wish to act upon this report
consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own risk.
This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The
contents of this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from sources
which Morgans believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this date and are
subject to change. Morgans is under no obligation to provide revised assessments in the event of changed circumstances. This report does not constitute an offer
or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever.

Disclosure of interest
Morgans may from time to time hold an interest in any security referred to in this report and may, as principal or agent, sell such interests. Morgans may previously
have acted as manager or co-manager of a public offering of any such securities. Morgans affiliates may provide or have provided banking services or corporate
finance to the companies referred to in the report. The knowledge of affiliates concerning such services may not be reflected in this report. Morgans advises that it
may earn brokerage, commissions, fees or other benefits and advantages, direct or indirect, in connection with the making of a recommendation or a dealing by a
client in these securities. Some or all of Morgans Authorised Representatives may be remunerated wholly or partly by way of commission.

Regulatory disclosures
Morgans is a Joint Lead Manager to the IPO of Gryphon Capital Income Trust and may receive fees in this regard.

Recommendation structure
For a full explanation of the recommendation structure, refer to our website at http://www.morgans.com.au/research_disclaimer

Research team
For analyst qualifications and experience, refer to our website at http://www.morgans.com.au/research-and-markets/our-research-team

Stocks under coverage
For a full list of stocks under coverage, refer to our website at
http://www.morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-coverage and
http://www.morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage

Stock selection process
For an overview on the stock selection process, refer to our website at http://www.morgans.com.au/research-and-markets/company-analysis
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account details.
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