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Overview 
The Gryphon Capital Income Trust (ASX Code: GCI) is a listed trust designed to provide 

investors with sustainable, monthly income through exposure to the Australian 

Securitisation market. This asset-class, primarily consisting of Residential Mortgage-

Backed Securities (RMBS) and Asset Backed Securities (ABS), is a key pillar of the 

Australian fixed income market. 

In the 12-months to 30 June 2020 GCI undertook two successful entitlement and shortfall 

capital raisings which more than doubled the asset size of the trust (2019: 93,561,000 

units, 2020: 206,126,766 units). While the assets in the trust increased substantially in 

size the process, risk and importantly asset performance was maintained true to 

strategy. 

The domestic RMBS/ABS market has historically been restricted to institutional 

investors, but GCI offers retail investors an opportunity to diversify across the fixed 

income spectrum and arguably improve their risk adjusted return. Unlike traditional fixed 

income instruments, such as corporate bonds, securitised assets are secured fixed 

income investments with a number of structural protections and risks. GCI offers a 

unique investment opportunity to a market not well understood. 

The investment objective of the trust is to provide stable income, with a target return of 

3.50% p.a. above the RBA Cash Rate (after fees) and payable monthly. 

Key Characteristics 

Trust Size^ $360 million Security Risk  Upper Medium 

Price^^ $1.745 
Product 
Assessment 

Recommended 

Net Asset 
Value^^ 

$411 million 
Outlook / Asset 
Classification 

Stable / Level 2 

Fixed / 
Floating 

Floating Structure Listed Investment Trust 

Frequency Monthly  Sub-Asset Class Credit 

Target Net 
Return 

RBA + 3.50% 
Responsible 
Entity 

One Managed 
Investment Funds 
Limited 

Benchmark N/A 
Administrator / 
Registrar 

Mainstream Fund 
Services Pty Ltd 

Inception 
Total Return 
p.a. ^^ 

4.49% 
Investment 
Manager  

Gryphon Capital 
Investments Pty Ltd 
(“Gryphon”) 

Management 
Fee* 

0.72% / nil  ASX Code GCI  

^Market capitalisation as at 30 June 2020.  

^^As at 30 June 2020.  

* 0.72% p.a. of NTA calculated and accrued daily. In addition, investors are liable for RE, custody 

and expenses. Total management costs are estimated at 0.89-0.93% p.a. for a balance of $50,000. 
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Product Assessment 
Recommended 

GCI provides an attractive opportunity for investors looking for stable, monthly income 

and diversified exposure to the domestic RMBS/ABS market with returns that are not 

typically correlated to equity markets. Despite a relatively short history (Inception May 

2018), GCI has consistently delivered stable income inline with target returns and stable 

Net Asset Value (NAV).  

This specialised asset class is complex and requires an in depth understanding at a 

granular level and sophisticated monitoring and data analysis systems to truly add value. 

A key strength of the product is the investment manager has been operating in this 

specialised area since 2004 with the principals actively structuring and managing global 

credit for the past 30 years.  

The domestic investment universe is relatively mature and well diversified when 

compared to the comparable corporate bond market. Its importance in the context of 

financial stability has been recognized by government agency programs such as the 

Structured Finance Support Fund (SFSF) and the Australian Business Securitisation 

Fund (ABSF) established by the Treasury and administered by the AOFM. We expect 

this market will continue to grow as non-bank financiers continue to gain market share 

in consumer finance. 

Downside protection remains a focus with key factors such as lenders mortgage 

insurance, borrowers’ equity, excess interest held and bond subordination driving key 

decisions of the investment manager. From a market perspective public data suggests 

the mortgage market has been affected by COVID, but government fiscal programs (i.e. 

jobseeker and jobkeeper) is at least partially mitigating this market risk. 

Our quantitative framework defines the forward-looking risk score for our overall product 

assessment of GCI. While our framework is designed to simulate a range of 

environments and produce a distribution of expected loss it relies on publicly available 

data. In Australia this data is not available and this is largely a result of very few downside 

events. However, our analysis provides GCI a risk score of ‘Upper Medium’, which is 

investment grade and suggests ongoing stability of the assets.  Considering the above, 

we are confident with the Investment Manager’s ability to meet its target return and 

deliver consistent income to investors. 

Table 1. Trust Performance1  

 

 3 Month 6 Month 1 Year Inception 

Net Return (%)3 1.07 1.34 4.12 4.49 

RBA Cash Rate 0.06 0.22 0.67 1.10 

Net Excess Return 1.01 1.12 3.43 3.36 

Distribution (%)2 0.99 2.06 4.40 4.52 

Distribution (c/unit) 1.97 4.09 8.65 8.88 

1 As at 30 June 2020. 2 Actual distribution as % of NTA, assuming distribution reinvested. 3 Inception 21/05/2018. 
Source: BondAdviser, Gryphon 3 Not inclusive of share price movements 
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Performance & Strategy 
The GCI strategy aims to provide monthly income (Target Return equal to RBA Cash 

Rate plus 3.50%) whilst preserving capital by investing in a portfolio of securities 

consisting of RMBS and ABS across investment grade, sub-investment grade and 

unrated securities. Other wholesale funds managed by Gryphon with a similar strategy 

have strong track records albeit during a period of benign economic conditions.  

Since inception, asset performance has been in line with expectations. GCI has recorded 

only one month of negative asset performance since inception. However, unitholder 

returns have more recently been affected by negative price volatility associated with the 

COVID-19 crisis. As illustrated in Figure 1, GCI’s traded price suffered in March / April 

2020, falling to a low of $1.30 on 23 March 2020. Over the same period the impact on 

GCI’s NAV was muted but as per our initial recommendation this price dislocation from 

the NAV can be due to several factors which are beyond the control of the Investment 

Manager. Pleasingly this dislocation has significantly compressed from the peak. 

The cash performance of the trust (distribution paid and NAV) has remained stable with 

consistent cash distributions in line with the target return and only minor movement in 

the NAV during peak market instability. We note that the trust’s assets are valued on a 

regular basis by an independent valuation service provider, namely ICE Data Services, 

and this forms the NTA which is calculated daily and published on the ASX. 

Our recommendation is a function of our confidence in the investment manager to meet 

its obligations and while we expect further market volatility the tactical changes 

implemented by the manager to offset any asset deterioration in the broader market 

gives us conviction in a period of economic uncertainty. 

Figure 1. ASX Price vs NAV 

   

*GCI as at 18/05/2020. 1AusBond Bank Bill Index Estimate, Source: BondAdviser, Gryphon, Bloomberg. 
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Portfolio Composition 
Amidst much domestic and global turmoil, the GCI portfolio has remained resilient.  The 

net tangible asset (NTA) value of its holdings stood at $411m in June 2020 – more than 

double its asset value since 30 June 2019. This growth has seen both increases in the 

size and number of underlying loans.  

Table 2. Portfolio Underlying Residential Mortgage Loan Statistics 

 

 Total  Prime  Non-Conforming 

No. of Underlying Loans 114,260 106,666 7,594 

Weighted Ave Underlying Loan Balance $479,603 $467,712 $605,060 

Weighted Ave LVR 65% 65% 69% 

Weighted Ave Seasoning 29 months 30 months 26 months 

Weighted Ave IR 3.68% 3.54% 5.06% 

90+ Day Arrears as % of Loans 0.37% 0.29% 1.16% 

% of Interest Only Loans 24% 24% 24% 

Source: BondAdviser, Gryphon. As at 30 June 2020. 
 

A key strength of the portfolio is its skew towards investment grade. A minimum 50% 

must be investment grade with a maximum of 10% in any one security. Maximum non-

investment grade exposure for the higher yielding Asset Backed Securities portion of the 

portfolio is 15%, with all remaining holdings required to have an independent credit 

rating.   

At 30 June 2020, the portfolio was predominantly invested in RMBS (74%), with ABS 

(14%), Non-conforming RMBS (7%), cash and manager loans (5%) making up the 

remainder. As seen in figure 2 the credit rating distribution of the portfolio is defensive, 

with a majority (66%) held in investment grade (BBB and higher) investments. This 

composition is unchanged on the year despite a significant growth in NAV. In line with 

its investment strategy, GCI supplements these investment grade holdings with non-

investment grade holdings – namely BB (20%), B (4%) and non-rated (8%) investments.  

Whilst these holdings represent greater risk they also provide the greatest upside 

opportunity. 

The growth in the portfolio has not come at the expense of prudent LVR management, 

with the LVR distribution remaining sound (see Figure 3). Though the average LVR 

buckets at the lower end (<60% LVR) have decreased to 27%, so too have the number 

of high LVR investments (>70% LVR). Most of the portfolio (51%) is now held in 

investments with an LVR between 65-70%. 

The weighted average seasoning of the portfolio has increased from 26 months at 31 

July 2019 to 29 months at 30 June 2020. On a tenor and maturity basis, the portfolio is 

well distributed. This is illustrated in Figure 4, which shows a steady run off in the 

portfolio’s current bond holdings over an 8-year period. Though the bulk of the portfolio 

matures before August 2022, the portfolio has a significant number of middle dated 

investments, with steady runoff until August 2027. 
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Figure 2. Distribution of Portfolio by Credit Rating and Sector 

 

Source: BondAdviser, Gryphon 
As of 30/06/2020 
 

Figure 3. Distribution of Portfolio by Size and LVR* 

 

Source: BondAdviser, Gryphon 
As of 30/06/2020 
 

Figure 4. Bond Balance Runoff 

 

Source: BondAdviser, Gryphon 
As of 30/06/2020 
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Positive Risk Factors 
Structural risk mitigants. RMBS offerings are variable and typically tailored to best fit 

end-investor needs. As a result, securitisation vehicles have several additional structural 

risk mitigants to ensure recovery rates remain high and help maintain a sizable equity 

buffer on capital. These include excess interest pools, lenders mortgage insurance and 

borrowers’ equity and bond subordination. 

Prepayment mechanisms. Unlike traditional forms of credit investment, prepayment 

mechanisms allow principal amounts to be returned to RMBS investors prior to maturity, 

reducing the overall credit risk of specific investments. 

Capital relief. Due to regulatory pressure, capital-relief securitisation has become 

increasingly utilised as a trusting source for Australian banks and non-bank lenders. This 

should continue to aid the growth of RMBS market and create new investment 

opportunities for portfolio diversification for GCI. 

Specialist team. Specialist expertise is required to operate in the RMBS market. This is 

present through the breadth and depth of GCI’s seasoned investment team. 

Reduced mortgage stress. Lower rates often mean lower mortgage stress for 

borrowers with beneficial effects on GCI. GCI is further supported by a high allocation to 

prime loans and overarching investment analytics.  

Low RMBS loss history. Losses in the Australian RMBS market have been very low 

historically. This is attributed to a strong prudential framework administered by APRA 

together with strong asset quality metrics and credit recourse to the borrower. 

Negative Risk Factors 
Heightened economic risks. Policies being implemented to address Covid-19 are 

resulting in a general weakening of global economies.  This is coming in many forms 

including higher unemployment, lower consumer confidence and an increase in 

uncertainty. This will likely flow through to household balance sheets which increases 

the risk of mark to market losses in the GCI portfolio.  

Arrears Risk. Although 90+ day arrears remain relatively low at 0.37% of the portfolio 

at 30 June 2020, about 6.7% of mortgage borrowers have been granted COVID-19 

hardship. While this is lower than the major bank average which is closer to 10%, it 

clearly suggests an upside risk to arrears rates once these deferrals must be treated as 

arrears or defaults at the end of their deferral periods.  

Valuation risk. ABS and RMBS valuations can be challenging at the best of times, let 

alone during periods of elevated uncertainty. The Covid-19 fallout could make such 

valuations more difficult and if nothing else, more volatile. 

Model risk.  GCI relies heavily on financial modelling and assumptions that drive those 

results. Financial models are only as good as the data input into them, so with a rapidly 

changing economic backdrop, there is the possibility some assumptions are inaccurate 

which may lead to misleading conclusions. A subjective overlay process helps reduce 

this risk in the case of GCI.  

Liquidity risk.  Due to a limited number of participants and transactions, the RMBS 

market exhibits lower liquidity relative to other domestic asset classes.  

Key Person Risk. While the team is highly specialised and experienced it is also 

relatively small. BondAdviser considers the principals as key to delivering a successful 

strategy.  
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Construction and Investment Process 
We view the capability, expertise and tools available to Gryphon Capital as critical 

elements to the investment process. Investment strategies are created from initial idea 

generation followed by research, modelling, portfolio construction and execution. 

Platform  

At the core of Gryphon Capital’s operations sits its tailored database and asset 

monitoring platform, which has been developed internally and progressively refined over 

many years. The system allows for the input of issuer static data which is then used to 

create actionable and dynamic data. The inputs include market prices, granular loan-

level data which are then pegged against a host of macro-related factors such as house 

prices, interest rate levels and inflation expectations. 

One key feature of proprietary databases is their intrinsic value increases though time 

as more data is added to it.  We believe Gryphon’s platform has built up a more than 

sufficient data set for its core purposes and the efficiency and efficacy of this will only 

improve in the future.   

Where the platform excels is the aggregation and stratification of detailed loan-level data 

by whatever metrics Gryphon chooses. This stratification is used extensively in 

underwriting and surveillance packs specific for deals and for portfolio management and 

reporting. 

Top Down  

Key drivers of mortgage (RMBS) performance are evaluated, including employment 

levels and data, house prices, sales and auction clearance rates, mortgage rates, 

prepayment data, delinquencies, LMI claims and affordability calculations. 

This process provides validation that Gryphon’s macro strategies and approaches are 

supported by robust data.  Furthermore, the monitoring of asset sector risk weightings 

and bucketing helps identify emerging trends which can then be used to aid the 

investment process and portfolio construction. 

Bottom Up  

Originator reviews drive class and issuer selections through issuer due diligence.  

Gryphon examine management experience, issuer financial capacity, viability and 

technological sophistication among other factors.  A focus on exceptions to underwriting 

standards is also important.  Originator performance history such as prepayments, 

delinquency rates or losses can also influence assessment. 

Servicers are entities - sometimes the same as the originator - which manage the 

administration of loans once transferred to an RMBS.  A similar evaluation of capacity 

and skills is undertaken by Gryphon.  At the other end of the lending process, arrears 

management is also where investment performance can be improved or diminished.  A 

servicer with good processes will tend to have lower delinquency rates, lower impaired 

loans and likely lower actual incurred losses. 

Detailed Collateral Analysis is performed on loan-level data and forms the detail of a 

loan stratification report for Gryphon.  This can identify any tail risks in the mortgage 

population which may affect future performance.  Such tail risks can include the extent 

of high-risk loans prevalent such as postcodes in high-risk areas or many strata 

investment properties.   

Lastly, individual Bond Structures, or tranches, are queried, which builds on all due 

diligence conducted aimed at predicting default and loss timings.  A tailored cash flow 
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model is built and generates multiple scenarios.  These are then stress tested and 

scenario analysis performed to assess market and structure risks for individual debt 

tranches.   

Investment Selection  

The chief output of the above investment processes is a balanced assessment of an 

issue condensed into an ‘Underwriting Report’. This is used by Gryphon for investment 

decisions. 

After careful analysis of collateral stratifications, or risk concentrations, Gryphon invests 

in one or more tranches of the selected issue – or none if no tranches are attractive.   

Investment Monitoring  

Multiple risk management processes are undertaken on daily, weekly and monthly 

timeframes across the market and the portfolios.  This serves to alert the Investment 

Committee to adverse trends which may affect performance such that remedial action 

can be taken. 

Governance  
GCI is structured as a registered managed investment scheme that is listed on the ASX 

(ASX: GCI). One Managed Investment Funds Limited (OMIFL) is the responsible entity 

(RE) of the Trust and is responsible for the overall corporate governance of GCI and 

oversight of responsibilities due to Unitholders. These responsibilities include monitoring 

the financial position and performance of the Trust and overseeing the Trust’s risk 

management and compliance policies. On 18 August 2020 OMIFL lodged Appendix 4G 

on the ASX for the period ending 30 June 2020. This statement ensures the currency of 

the corporate governance statement. 

Figure 5. Trust Structure 

 

Source: BondAdviser, Gryphon 
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Quantitative Analysis 

Our quantitative analysis is designed to give a baseline asset assessment and stress 

test of the portfolio at a point in time. Our simulation shows the average expected credit 

loss of the portfolio in two these scenarios but importantly does not consider any skill 

from the manager. The process is consistent across asset and product types and relies 

on data inputs provided by Credit Rating Agencies. For Australian RMBS this data is not 

readily available, and as a result we have utilised global and asia pacific data 

respectively. This data is heavily affected by US Subprime crisis and Japan and we 

acknowledge that it does not accurately represent the performance of the domestic 

RMBS industry. 

The manager uses an asset level stress test in their investment process called Probable 

Maximum Loss (PML). This is consistent with APRA’s measurement of Capital 

Adequacy for Insurance companies (Insurance Concentration Risk Charge). Our 

analysis of their stressed portfolio found a stressed asset coverage multiple requirement 

in their asset selection process. This provides comfort as it is more punitive than the 

relevant Australian data, if available, would have shown in our own stress assessment. 

Scenario 1. Baseline Asset Assessment 

 
 

Source: BondAdviser Estimates.  
 

 

Scenario 2. Stressed Asset Assessment 

 
 

Source: BondAdviser Estimates.  
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Research Methodology 

Overview 

At BondAdviser, our focus is on delivering the highest quality data, research and insights so that 

investors can make intelligent decisions about the fixed income market. At the centre of our 

approach is a proprietary 5-pillar process for analysing fixed income trusts in a rigorous and 

disciplined manner. Our approach results in a recommendation scale that investors can readily use 

to identify the most attractive investment opportunities. 

Our ability to provide a clear and concise investment recommendation from the very diverse and 

unique fixed income portfolios and trusts within our coverage universe is a key benefit of our 

research process. We simplify an otherwise complex procedure for investors into a simple, 

recognisable and consistent recommendation scale. 

We use a bespoke combination of qualitative assessments and forward-looking quantitative 

analysis. In our experience, most other research is backwards looking, which naturally limits its 

usefulness. By combining our deep understanding of fixed income markets and their emergent 

trends with our extensive modelling and forecasting capabilities, we aim to solve this limitation and 

output meaningful, risk-adjusted prospective recommendations for investors. 

Research Approach 

BondAdviser has adopted a multi-pillar, risk-based approach to the assessment of trusts. In our 

opinion, an investor’s exposure to credit risk is not uniform and can be well mitigated by manager 

skill, experience and supporting governance structures. We identify 5 key pillars of credit risk 

mitigation and these then form sections of analysis in our reports: 

• Investment Objectives, Strategy and Performance 

• Portfolio Construction and Investment Process 

• Liquidity, Operating & Financial Risk Management 

• Governance, Asset Stewardship and Compliance 

• Quantitative Analysis 

Research Process 

The initial screening of trusts and assets is based on a globally recognised best practices approach 

to alternative assets as defined by the Alternative Investment Managers Association (AIMA) and 

risk management as identified by the International Organisation of Securities Commissions 

(IOSCO). 

All assets and managers must meet minimum requirements as outlined in our initial due diligence 

questionnaires. Detailed interviews, operational checks, process documentation and data collection 

then follow. Each of these steps helps to ensure that our recommendations are consistent and are 

based on a comprehensive understanding of the key drivers of the underlying market segment and 

asset class(es), the investment manager and broader portfolio. 

Classification 

We broadly adhere with international and Australian accounting standards and global best practice 

in designating assets according to their place in the fair value hierarchy defined in International 

Financial Reporting Standard 13 (IFRS13) - Fair Value Measurement (Australian version – AASB 

13). All assets designated as “Credit” fall under three categories based on market observability as 

outlined below: 

• Level 1 (Active Markets) - assets that have quoted prices in active markets, providing the 

most reliable evidence of fair value. As a result, transactions for these assets can generally 

occur at this price as at the measurement date. Domestically, typical examples of Level 1 

assets include Australian Government Commonwealth bonds, listed debt and hybrid 

instruments and RBA repo-eligible financial instruments. 

• Level 2 (Non-Active Markets) - assets that have observable prices (directly or indirectly), not 

included within the Level 1 category (i.e. not quoted on an exchange). Assets referencing credit 
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spreads and interest rates would qualify if the input is observable for the full tenor. This 

category generally encompasses credit markets which have limited secondary market activity 

such as corporate bonds, subordinated debt and syndicated loans. 

• Level 3 (Illiquid and Alternative Credit) – assets that have mostly unobservable inputs and 

hence valuation models are used, driven in part by assumptions and expectations. There may 

be an independent overlay and a model risk adjustment to derive an exit (market) price. A 

limited secondary market is typical and these assets are often referred to as alternative credit. 

Examples of this segment include “structured” credits such as RMBS, CMBS, ABS and private 

debt investing. 

Product Assessment 

The BondAdviser Product Assessment is the culmination of our research process applied to our 

pillar-based research approach. We conclude whether a trust is screened-out, approved, 

recommended or highly recommended as broadly defined below: 

Screened Out – The trust does not (or no longer) satisfies our minimum criteria for research 

inclusion. 

Approved – Our research allows us to conclude that the trust manager, governance structure, 

policies and procedures appear to be sound and capable of managing the trust adequately to target 

its benchmark. 

Recommended – We have a reasonable expectation that the trust will achieve its target 

benchmark. 

Highly Recommended – We believe that superior skills, systems and processes mean that the 

trust has a high likelihood of meeting and probably exceeding its benchmark target. Note that we 

only Highly Recommended assessments after issuing multiple reports over an extended period of 

time 

Risk Score 

Our Risk Score is aligned to the same methodology that is utilised in BondAdviser’s single-

instrument reports. It is not a credit rating and should not be used as such. 

• AAA – Very Low 

• AA – Low 

• A – Lower Medium 

• BBB – Upper Medium 

• BB – High 

• B – Very High 

• CCC – Extreme 

• D – Default (Trust Closed) 

Our overall Risk Score is driven by the underlying credits of a trust coupled with our quantitative 

analysis. It is mutually exclusive to the Product Assessment. For example, it is possible for a trust 

to be Highly Recommended and have a risk score of CCC. This could occur where the trust invests 

in riskier credit assets but we are very confident of its capability to meet or exceed its benchmark 

target. Conversely, a trust comprising mostly of government bonds may hold a Risk Score of AAA 

but its governance processes, history and controls are not as strong as peers and warrant only an 

Approved assessment. 
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Important Information 
BondAdviser has acted on information provided to it and our research is subject to change based 

on legal offering documents. This research is for informational purposes only. This information 

discusses general market activity, industry or sector trends, or other broad-based economic, market 

or political conditions and should not be construed as research or investment advice. 

The content of this report is not intended to provide financial product advice and must not be relied 

upon or construed as such. The statements and/or recommendations contained in this report are 

our opinions only. We do not express any opinion on the future or expected value of any Security 

and do not explicitly or implicitly recommend or suggest an investment strategy of any kind. 

This report has been prepared based on available data to which we have access. Neither the 

accuracy of that data nor the research methodology used to produce the report can be guaranteed 

or warranted. Some of the research used to create the content is based on past performance. Past 

performance is not an indicator of future performance. We have taken all reasonable steps to ensure 

that any opinion or recommendation contained in the report is based on reasonable grounds. The 

data generated by the research is based on methodology that has limitations; and some of the 

information in the reports is based on information from third parties. 

We do not therefore guarantee the currency of the report. If you would like to assess the currency, 

you should compare the report with more recent characteristics and performance of the assets 

mentioned within it. You acknowledge that investment can give rise to substantial risk and a product 

mentioned in the reports may not be suitable to you. 

You should obtain independent advice specific to your particular circumstances, make your own 

enquiries and satisfy yourself before you make any investment decisions or use the report for any 

purpose. This report provides general information only. There has been no regard whatsoever to 

your own personal or business needs, your individual circumstances, your own financial position or 

investment objectives in preparing the information. 

We do not accept responsibility for any loss or damage, howsoever caused (including through 

negligence), which you may directly or indirectly suffer in connection with your use of this report, 

nor do we accept any responsibility for any such loss arising out of your use of, or reliance on, 

information contained in or accessed through this report. 

© 2020 Bond Adviser Pty Limited. All rights reserved. 

Report created on 14 September 2020.  


