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Investment Style
Active

Investment Objective
To achieve a target income level of the
Reserve Bank of Australia (RBA) Cash
Rate plus 3.50% p.a., net of fees, over the
medium to long term.

Zenith Assigned Benchmark
Bloomberg AusBond Bank Bill Index
GCI Net Portfolio Returns

Net Returns (% p.a.)
3 yrs 2 yrs 1 yr

Fund 5.33 15.06 6.78

Benchmark 0.40 0.04 0.02

Income (% p.a.)
Income Total

FY to 30 Jun 2021 4.61 21.83

FY to 30 Jun 2020 4.40 -11.43

FY to 30 Jun 2019 5.03 8.03

Fees (% p.a., Incl. GST)
Management Cost: 0.72%
Performance Fee: Nil

ABSOLUTE RISK (SECTOR)

VERY HIGH

HIGH

MODERATE

LOW

VERY LOW

RELATIVE RISK (FUND WITHIN SECTOR)

Geared

Active - Benchmark Unaware

Active - Benchmark Aware

Index - Enhanced/Fundamental

Index

INCOME DISTRIBUTIONS PER

MONTH QUARTER 6 MONTH ANNUM

INVESTMENT TIMEFRAME

1-2 YRS 3-4 YRS 5-6 YRS 7+ YRS

VIEWPOINT
The Trust, managed by Brisbane-based Gryphon Capital Investments (Gryphon), is a specialist
fixed interest strategy, accessed in a Listed Investment Trust (LIT) structure. The LIT seeks to
generate attractive returns above cash via investing in a diversified portfolio of Residential
Mortgage-Backed Securities (RMBS) and Asset-Backed Securities (ABS). In Zenith's opinion,
Gryphon's deep expertise in the structured credit sector coupled with its use and development of
systematic processes to identify attractively priced securities, places the Trust as an attractive
option in the LIT sector.

Gryphon’s Brisbane-based investment team comprises nine members and is led by Steven
Fleming, Chief Executive Officer (CEO) and Ashley Burtenshaw, Chief Investment Officer (CIO).
Burtenshaw retains ultimate responsibility for the Trust while Fleming contributes to the Trust’s
management through his role on Gryphon’s Investment Committee (IC).

In Zenith's opinion, Burtenshaw's expertise in understanding RMBS and ABS securities is a key
competitive advantage which extends to modelling underlying collateral pools at a granular level
and also analysing the structural features of these securities.

The investment process is applied to a universe of securitised fixed interest securities, primarily
comprising RMBS and ABS, issued in the Australian market. In terms of excess returns, security
selection and to a lesser extent, sector relative value, are expected to be the principal driver of
outcomes.

In our opinion, Gryphon's specialisation in structured credit markets is a point of differentiation,
noting that the spreads from these securities can diverge from traditional, corporate bond markets.
In particular, the returns represent compensation for complexity, subordination, weighted average
life (WAL) extension risk and prepayment speeds, most of which are less than perfectly correlated
with the broader credit cycle.

As part of the security-level assessment, each loan pool is segmented into bands across Loan to
Value Ratio (LVR), security type, classification (owner occupier or investment - RMBS), loan
purpose, borrower employment category, asset location, outstanding loan balance, loan seasoning,
arrears data and property risk factors.

To meet the Trust’s investment objective, the team constructs a high conviction portfolio
representing their best ideas, with exposure to ABS, RMBS (conforming and non-conforming), and
cash. Zenith notes that the Trust’s portfolio is relatively unconstrained, with the team permitted to
invest up to 50% of the portfolio’s value in sub-investment grade and unrated securities, and a
maximum of 20% of the portfolio may be invested in assets denominated in foreign currencies.

In terms of position sizing, the IC considers the attractiveness of an issue relative to the Trust’s
mandate, with more attractive issues receiving higher allocations, subject to portfolio constraints.
Zenith highlights that the Trust can assume concentrated positions, with exposure limits of 10% to
a single tranche and 40% to an originator.

Zenith highlights that Gryphon tends to invest with a small number of originators, where it has a
high level of confidence in its origination programs and broader underwriting standards.
Notwithstanding this, while the level of originator concentration is high, each underlying loan pool is
diversified, comprising thousands of underlying borrowers. Furthermore, the commonality of
borrowers across loan pools is typically low, and as such, concentration risk only applies to the
originator's underwriting standards.

FUND FACTS
LIT exposure to Australian RMBS and ABS●

Returns targeting a margin above cash with monthly income distributions●

Potential to invest in sub-investment grade and non-AUD securities hedged back to AUD●

Responsible Investment Classification of Aware●

Zenith charges a fee to the Product Issuer to produce this report.
For further information please refer to the Disclaimer & Disclosure at the end of this report.
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APPLICATIONS OF INVESTMENT

SECTOR CHARACTERISTICS
The Zenith Australian Fixed Interest – Specialist sector
consists of funds that invest primarily in domestic fixed interest
securities, complemented by positions in global markets
including, government bonds, investment grade and sub-
investment grade bonds and asset-backed securities. While
the domestic/global split varies across the category, domestic
fixed interest is expected to be the principal driver of returns.

Across the category,  managers seek to generate
outperformance from a range of active return sources including
duration, sector rotation (i.e. dynamically allocating across
sectors), relative value and bottom-up, issuer selection. The
relative importance from each return source will vary across
the peer group, subject to each manager's investment style.

Zenith benchmarks all funds in this space against the
Bloomberg AusBond Bank Bill Index, which may or may not be
reflective of underlying benchmark used by many of the
managers in this category. The Index has an average term to
maturity of approximately 45 days. It is comprised of 13 bank
bills of equal face value, each with a maturity approximately
seven days apart.

The funds in the Australian Fixed Interest – Specialist sector
may display far greater downside volatility than the Bloomberg
AusBond Bank Bill Index, i.e. while the index is used as a
performance benchmark it’s not representative of the risks
embedded in the strategies employed in the typically less
constrained fixed interest mandates in the sector.

PORTFOLIO APPLICATIONS
The term ‘Corporate debt’ refers to debt securities issued by
non-government entities. These may include short term money
market instruments and longer dated bonds, issued on fixed or
variable terms. Corporate debt traditionally offers a yield
premium to equivalently tenured (and structured) government
or agency issued securities, the extent of which will reflect the
market’s perception of an issuer’s risk of default. Demand for
higher-yielding corporate issues has risen strongly in more
recent times owing to the co-ordinated effort by central
authorities to maintain historically low cash rates.

The Trust aims to provide investors with regular income (i.e.
monthly), by constructing a high conviction portfolio that invests
primarily in domestic investment grade and non-investment
grade RMBS as well as ABS.

Zenith believes the Trust is suitable for investors seeking
exposure to a higher yielding portfolio, which may improve a
portfolio's potential risk/return profile. However, as the Trust
can invest in sub-investment grade securities up to 50% of the
portfolio's net asset value (NAV), it may not be suitable for the
more risk-averse investor.

From a portfolio perspective, the Trust may be suitable as a
component in the income portion of a well-diversified portfolio.
The Trust is considered appropriate as a satellite exposure to
domestic fixed interest and for blending with international fixed
interest strategies to produce a more balanced set of
investment outcomes.

Investors should be aware that the Trust may not provide the

defensive characteristics of traditional bonds and returns may
be correlated with those of broader equity markets in periods of
stress. Further, as a LIT, units will have their own trading
patterns and may trade away from their net asset value which
at times may impact the effectiveness of Gryphon's investment
process and/or expected risk-return profile.

Due to the potential for moderate to high levels of volatility, with
the possibility of capital loss, Zenith recommends taking a
medium to long-term investment timeframe. We caution
against the Trust being used by investors with short-term (e.g.
daily) liquidity needs.

Despite the relative merit of the strategy, investors should give
consideration to the mode of access. While an open-ended
fund structure may be less convenient for some investors,
accessing a strategy via a LIT (close-ended) may mean that
the effectiveness of the strategy is diminished due to trading
movements. That is, investors may be unable to benefit from
the portfolio's performance, as the performance of the LIT is
driven by market sentiment.

RISKS OF THE INVESTMENT

SECTOR RISKS
Funds within the Australian Fixed Interest – Specialist sector
are exposed to the following broad risks:

MARKET RISK: Changes in economic, technological,
environmental or political conditions and market sentiment may
lead to a decline in general security prices and overall market
volatility. During a general downturn in the securities markets,
multiple asset classes may decline in value simultaneously.

INTEREST RATE RISK: Fixed interest securities are generally
sensitive to changes in interest rates. An increase in interest
rates may result in a fall in the value of these securities, while a
decrease in interest rates can result in an increase in value.

CREDIT SPREAD RISK: In addition to being sensitive to
general interest rate changes, non-government securities are
also sensitive to changes in credit spreads (commonly the
difference in yield between a government bond and a corporate
security). A widening of spreads results in a fall in the value of
these securities.

CREDIT RISK: Given fixed interest securities represent loans
to borrowers (including governments, banks and companies),
there is a risk that these borrowers may default on interest or
principal repayments. Credit risk is often reflected in credit
ratings assigned by various credit agencies, which are subject
to change.

LIQUIDITY RISK: Fixed interest markets can experience
periods of illiquidity, which can result in difficulties in buying or
selling securities without adversely impacting the price.

DERIVATIVE RISK: Derivatives are commonly employed by
fixed interest managers to hedge currency and other risks
and/or as an alternative to direct purchases or sales of
underlying assets. There are multiple risks associated with the
use of derivatives; for example, the value of the derivative may
not move in line with the underlying asset, counterparties to the
derivative may not be able to meet payment obligations or a
particular derivative may be difficult or costly to trade.
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REGULATORY RISK: The ASIC Regulatory Guide 97
‘Disclosing Fees and Costs in Product Disclosure Statements
and Periodic Statements' came into effect on 1 October 2017
and seeks to establish a common framework for disclosing
fees with respect to registered managed investment schemes
issued to retail investors.

In November 2019, ASIC released its final recommendations,
with proposed changes to be phased in from 30 September
2020, with all Funds required to be compliant by 30 September
2022.

In its current form, RG97 will not impact the actual costs (or
after fee returns) on existing investments. Rather, the guide is
focused on providing increased transparency with respect to
the costs of management. Given this, it is feasible that under
RG97, investors become more sensitive to the costs charged
and seek lower cost alternatives, potentially leading to fund
outflows.

FUND RISKS
Zenith has identified the following key risks of the Trust.
Although Zenith believes the risks noted are all significant, we
have listed them in order of importance. In addition, we have
not intended to highlight all possible risks.

KEY PERSON RISK: Zenith considers Burtenshaw to be
critical to the successful management of the strategy. His
departure would be considered material and require a
reassessment of our rating.

SUB-INVESTMENT GRADE RISK: By its nature and as
reflected by its rating, sub-investment grade debt has a higher
potential of default. Given the Trust can invest up to 50% of the
portfolio in sub-investment grade debt, investors should be
aware of the increased risk involved in this allocation.

ILLIQUIDITY RISK: Sub-investment grade securities tend to
be less liquid than higher-rated securities, which is particularly
evident in times of market stress. Gryphon has the flexibility to
invest up to 50% of the portfolio in sub-investment grade and
unrated assets. Therefore, there is a risk that the portfolio
becomes illiquid, which can result in high unit price volatility
and large mark-to-market price variations.

RMBS EXPOSURE RISK: The Trust is permitted to have
sizeable allocations to RMBS, including lower rated tranches.
These securities can become highly illiquid and difficult to
manage in risk off environments or in an environment of
declining residential housing prices. This may be to the
detriment of performance, particularly during an environment of
rising mortgage stress.

HEDGING RISK: The Trust is permitted to gain exposure to
non-AUD denominated securities; however, the associated
foreign currency exposures must be hedged back to Australian
dollars. There is a risk that the Trust is not perfectly hedged at
all times, or derivative instruments used for hedging purposes
do not move in line with the underlying asset, therefore
creating a hedging mismatch. The potential for unintended
currency exposures resulting from hedging mismatches may
be to the benefit or detriment of Trust performance.

QUALITATIVE DUE DILIGENCE

ORGANISATION

Gryphon Capital Investments Pty Ltd (Gryphon) is a Brisbane-
based boutique fixed interest manager comprising a total of 13
full-time employees. It was established in 2014 by Steven
Fleming, Ashley Burtenshaw and Henry Cooke, and remains
100% owned by the three founders.

The key principals originally commenced working together in
2005 at Babcock and Brown, before moving to Columbia
Threadneedle (Threadneedle) in 2009, where they assumed
responsibility for the firm's Asset-Backed-Securities portfolios.
Cooke joined Threadneedle in 2009, before the key principals
spun-out of Threadneedle to form Gryphon.

Since 2014, Gryphon has grown its funds under management
(FUM) to $A 2.9 billion (as at 31 March 2022) and built a
diversified client base, whilst still managing a portfolio on
behalf of Threadneedle.

In terms of distribution of the LIT, Gryphon is represented by
Seed Partnerships who is a specialist third party distributor,
supporting a range of listed offerings.

Zenith highlights that Gryphon is a well-established business,
with a diversified client base and core expertise in the RMBS
and ABS segments of the market.

As at 30 April 2022, the Trust had a market capitalisation of
approximately $A 499 million.

Zenith highlights that since its listing in May 2018, the Trust
has been successful in attracting investor interest via
subsequent capital raisings. As FUM has incrementally grown,
the increased scale and liquidity has contributed to the Trust
consistently trading in line with its net tangible assets (NTA).

INVESTMENT PERSONNEL

Name Title Tenure

Steven Fleming Chief Executive Officer
(CEO) 8 Yr(s)

Ashley Burtenshaw Chief Investment Officer
(CIO) 8 Yr(s)

Shane Stanton Portfolio Analyst 8 Yr(s)

Vijay Singh Portfolio Analyst 3 Yr(s)

Piers de Putron Database Manager &
Systems 1 Yr(s)

Gryphon’s Brisbane-based investment team comprises nine
members and is led by Steven Fleming, Chief Executive Officer
(CEO) and Ashley Burtenshaw, Chief Investment Officer (CIO).
Burtenshaw retains ultimate responsibility for the Trust while
Fleming contributes to the Trust’s management through his
role on Gryphon’s Investment Committee (IC).

Burtenshaw is the Lead Portfolio Manager for all domestic
mandates managed by Gryphon which encompasses several
large institutional strategies in addition to the Trust.
Burtenshaw has over 28 years of industry experience, and
prior to founding Gryphon, held a number of senior investment
roles at Credit Suisse First Boston, Babcock and Brown and
Threadneedle Investments.

In Zenith's opinion, Burtenshaw's expertise in understanding
RMBS and ABS securities is a competitive advantage, which
extends to in-depth modelling of collateral pools and also
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analysing the structural features of these securities.

Fleming has over 29 years of industry experience having
worked in several senior roles across Australia, the UK and the
US, specialising in structured finance and securitisation. This
includes Co-Head of Babcock and Brown, Capital Markets
Group, Director Commercial Property Financing with Nomura
and five years at Threadneedle Investments, working alongside
Burtenshaw. In addi t ion to h is  investment-re lated
responsibilities, Fleming is responsible for the strategic
direction of Gryphon, risk management and operational
oversight.

As members of the IC, both Burtenshaw and Fleming drive
idea generation, security selection and portfolio construction
through the IC. Supporting them is a five-person Quantitative
Analytics team who provide a range of analytical, programming
and/or data management capabilities. In terms of experience
within the team, Shane Stanton is the most senior member,
joining Gryphon at the inception of the firm.

Gryphon’s investment process is centred around an Investment
Committee (IC) where idea generation, the research agenda
and ultimately portfolio positioning is determined. Furthermore,
the IC oversees a broader set of responsibilities which includes
risk monitoring and mandate compliance for all strategies
managed, with members of the committee drawing on inputs
provided by portfolio analysts.

The IC comprises Burtenshaw and Fleming and meets at least
on a weekly basis to undertake a detailed assessment of the
portfolio, which considers key inputs such as market risks, the
portfolio’s current credit profile, performance and trends of
collateral associated with portfolio positions and market
opportunities.

Given the relatively small size and predominantly centralised
location of team members, communication is generally fluid
and ongoing, with the team employing a flat structure. The
Gryphon team participate in daily scheduled meetings where
topics such as credit markets, potential transactions, portfolio
performance and general matters are discussed.

Gryphon’s investment personnel are remunerated through a
fixed base salary and discretionary bonus. Zenith notes that
each form of remuneration is closely linked to an individual’s
performance and business outcomes. For Fleming and
Burtenshaw, remuneration is primarily in the form of business
distributions via their equity stake in Gryphon.

In Zenith’s opinion, the remuneration structure is appropriate
given the scale and nature of the Gryphon business.
Notwithstanding this, we believe that as Gryphon matures,
incentive structures such as deferred bonus schemes and co-
investment provisions would be required to bring the approach
more in line with peers.

In summary, while the investment team is compact, we believe
that it is appropriately resourced, relative to the firm's
specialisation in structured securities. Gryphon's ability to build
and develop systems that analyse large volumes of loan
collateral data, to identify mispriced securities or attachment
points, obviates the need for a larger analyst pool.

INVESTMENT OBJECTIVE, PHILOSOPHY AND
PROCESS

The Trust is managed to achieve a target income level of the
Reserve Bank of Australia (RBA) Cash Rate plus 3.50% p.a.
(net of fees), over the medium to long term. In achieving this,
Gryphon seeks to deliver a stable and predictable monthly
income stream, with a focus on attractive risk-adjusted returns.

Zenith notes that the return objective is made on a 'through the
cycle' basis, and portfolio outcomes will be largely influenced
by pricing in the prevailing market environment. To achieve this
objective, Gryphon's portfolio comprises a minimum 50% of
securities rated investment grade and above.

The investment process is applied to a universe of securitised
fixed interest securities, primarily comprising RMBS and ABS,
issued in the Australian market. While the firm has the flexibility
to invest in offshore securities, the underlying collateral must
be domiciled in Australia, and all currency exposure hedged
back to Australian dollars. In terms of excess returns, security
selection and sector relative value are expected to be the
principal drivers of outcomes.

Zenith highlights that Gryphon's specialisation in structured
credit markets is a point of differentiation, noting that the
spreads from these securities can diverge from traditional,
corporate bond markets. In particular, the returns represent
compensation for complexity, subordination, weighted average
life (WAL) extension risk, prepayment speeds and default risk,
most of which are less than perfectly correlated with the
broader credit cycle.

Underpinning the investment process is the view that capital
markets are inefficient, with informational asymmetries
providing opportunities for those investors with specialist
research abilities. As such, Gryphon seeks to draw on the best
available data in the market, subsequently applying their
research-intensive process that has been developed over more
than ten years of investment management in the RMBS and
ABS sectors. Gryphon adopts a 'buy and hold' strategy, as
opposed to seeking to time their entry and exit points into
different sub-sectors or individual securities.

The investment process commences with idea generation,
which is driven by the weekly IC process, where the team
identifies those segments of the market offering attractive
relative value pricing. Included in this process is a detailed
review of the existing portfolio and its credit profile, which is
assessed relative to market risks, performance of underlying
collateral pools and pricing across sub-sectors.

Included in idea generation is an overlay process that
considers a range of factors including the macroeconomic
environment, historical pricing and pricing of comparable
assets, portfolio concentration by geography, changes in the
regulatory landscape, supply and demand balances and
portfolio composition. Ultimately, the idea generation phase
seeks to identify a set of investment themes and opportunities
that support the attainment of the Trust’s investment
objectives.

The next step in the process is security selection with the IC
directing the research team to conduct in-depth issuer and
issue analysis, consistent with the themes and opportunities
identified. Gryphon uses its databases and quantitative tools to
develop a granular understanding of the characteristics of each
security.
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While detailed analysis is conducted on underlying collateral
pools, investment protections, and the amount of excess
spread generated in a normal environment, Gryphon also
performs similar analysis in a stressed environment, where it
models changes in collateral values, unemployment rates,
borrower servicing costs etc. At the completion of the security
selection process, analysis on each security is presented to the
IC via several standardised reports, with the IC responsible for
approving securities prior to inclusion in the portfolio.

Zenith believes the investment process is well-structured with
close linkage between the top-down views of the IC and the
bottom-up research of the Quantitative Analysis team.
Furthermore, we believe the data-intensive approach employed
by Gryphon prov ides Bur tenshaw wi th  a deta i led
understanding of each security, allowing that the portfolio can
be constructed with a high level of precision.

SECURITY SELECTION
Once the IC has identified a set of investment themes and
opportunities, the team conduct a detailed analysis of
prospective securities, with the view to presenting to the IC for
review and ratification.

Given the nature of securitised assets the process tends to be
more data-intensive and inclusive of a wider set of factors. This
process starts with a screen of the RMBS and ABS universe,
which is captured in Gryphon’s proprietary database. To align
with the investment themes identified at the idea generation
stage, the research team will filter out securities displaying
certain characteristics (i.e. delinquency versus hard credit
enhancement ratios, principal payment triggers, LMI recovery
history, etc).

For those issues that pass the initial screen, Gryphon conducts
a detailed assessment which includes generating a credit
underwriting report, deal modelling and stress testing. The
credit underwriting report includes key details on deal structure,
credit enhancement, risk analysis, underlying loan data and
cashflow modelling and an evaluation of the originator and
servicer.

Gryphon’s assessment of originators/servicers includes
periodic on-site and face-to-face due diligence reviews, which
includes a deep dive into the quality of underwriting processes,
technology infrastructure, management experience, origination
channels, and several other business-related points of focus
(e.g. staffing numbers, financial condition).

Wh i l e  G ryphon  add resses  t he  cu r ren t  s t a te  o f
originators/services through periodic reviews, the team also
m a i n t a i n s  c o n t i n u o u s  s u r v e i l l a n c e  o n  m u l t i p l e
originators/servicers, regardless of portfolio exposure, with the
view to build higher conviction in their underwriting practices
through time. Typically, Gryphon screens out new originators
as they build scale and demonstrate the robustness of their
lending and underwriting practices over time.

The next step in the process is a detailed, granular analysis of
an issue’s collateral pool which is dissected based on a
number of portfolio metrics. The underlying pool data for
opportunities is facilitated by Gryphon's own proprietary system
which allows the team to monitor quantitative aspects down to
individual loan details and histories. These systems aggregate
the data into a series of dashboards that facilitate the analysis

of portfolios and the market within which they are set.

Each loan pool is segmented into bands across Loan to Value
Ratio (LVR), security type, classification (owner occupier or
investment - RMBS), loan purpose (ABS), borrower
employment category, asset location, loan interest (fixed or
variable), outstanding loan balance, LMI provider, repayment
profile, loan seasoning, arrears data and property risk factors
(flood zones etc). Reports are also produced to focus on any
large loans in an underlying pool, preferring those pools with a
more even distribution of borrower risk.

Zenith highlights that based on the granularity of Gryphon's
approach, it is able to invest fluidly across different tranches,
including mezzanine or sub-investment grade tranches. This is
supported by its modelling work in understanding how excess
spread flows through a structure and what level of arrears and
principal write-offs can be absorbed before capital values are
impacted.

During the research process, the team also assess fair value
both between sectors and across issuers within a sub-sector.
In terms of deal modelling, the team focuses on a security's
design features and its potential for credit rating migration (i.e.
upgrade/downgrades), and ratings issued by external rating
agencies. Gryphon views changes in rating categories as
critical given the sensitivity of pricing curves to securities
changing from investment grade to non-investment grade
status.

Once the investment team has completed its detailed
assessment, all information is consolidated into standardised
research reports, and presented to the IC for review and
ultimate approval. Zenith has reviewed samples of these
reports, highlighting the quality and granularity of underlying
information.

PORTFOLIO CONSTRUCTION
The ultimate responsibility for the Trust rests with Burtenshaw
in his capacity as CIO, however, the IC is ultimately
accountable for the performance of the portfolio. Zenith
highlights that the composition of the IC is limited to
Burtenshaw and Fleming and therefore is a procedural body,
as opposed to producing any differentiated insights.

The portfolio construction process combines the ‘best ideas’
identified by the IC, with the final output comprising a
concentrated portfolio of securities expected to deliver
attractive risk-adjusted returns, in line with objectives. The IC
aims to ensure diversif icat ion across rat ing bands,
geographical exposures and loan originators. The IC also
seeks to balance the portfolio regarding loan seasoning, LVRs,
and maturity profile.

In terms of building the portfolio, the IC makes a qualitative
assessment based on the existing portfolio, approved
securities and its top-down views on the prospective
performance of each sub-asset class. Further, different cohorts
of securities can move in tandem, presenting relative value
opportunities within structures and across deals.

Factors assessed include portfolio diversification, relative value
between existing and prospective holdings, counterparty credit
quality (e.g. LMI providers) and drivers of structured (e.g.
borrower repayment speed, WAL changes).
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In terms of position sizing, the IC considers the attractiveness
of an issue relative to the Trust’s mandate, with more attractive
issues receiving higher allocations, subject to portfolio
constraints. Zenith highlights that the Trust can assume
concentrated positions, with exposure limits of 10% to a single
tranche and 40% to an originator. Zenith notes that these limits
are wide relative to more traditional fixed income strategies,
and believe there is an elevated risk of mark-to-market volatility
within the portfolio as a result.

Zenith highlights that Gryphon tends to invest with a small
number of originators, where it has a high level of confidence in
its origination programs and broader underwriting standards.
Notwithstanding this, while the level of originator concentration
is high, each underlying loan pool is diversified, comprising
thousands of underlying borrowers. Furthermore, the
commonality of borrowers across loan pools is typically low,
and as such, concentration risk only applies to the originator's
underwriting standards.

The investment mandate is relatively wide, permitting material
exposure to sub-investment grade and non-rated securities, up
to a maximum allocation of 50%. Furthermore, a 20% exposure
to non-AUD denominated securities is permitted, however,
these securities must be comprised of Australian assets, and
foreign currency exposure must be hedged back to Australian
dollars. Zenith is supportive of this feature, noting it maximises
the investable universe while remaining a true-to-label
Australian fixed interest offering.

While the portfolio is built with reference to the prevailing to
macro environment, the portfolio's credit duration is an
outworking of the security selection process and expected to
approximate 2.5 years on a 'through the cycle' basis. Typically,
Gryphon will hold securities to maturity, however, portfolio
managers will trade securities where superior relative value
exists, albeit trading is more opportunistic and relatively
infrequent.

Zenith notes that while Gryphon does not intend to use gearing
to enhance returns, the Trust may borrow up to 25% of its NAV
for short term liquidity purposes. Gryphon has indicated that
leverage will only be used as a source of bridging finance, to
fund the purchase of an attractive buying opportunity on an
interim basis, while additional capital is raised.

In Zenith’s view, Gryphon’s portfolio construction approach
links closely with the security selection process. As the Trust
has grown, the portfolio has matured, providing exposure to a
range of originators, vintages and different underlying collateral
types.

RISK MANAGEMENT

Portfolio Constraints Description

Investment Grade Securities (%) 50% to 100%

Sub-Investment Grade Securities (%) max: 50%
RMBS - 50%; ABS - 15%

Non-Australian Dollar Securities -
Hedged (%) 0% to 20%

Tranche Limit (%) max: 10%

Originator Limit (%) max: 40%

Portfolio Constraints Description

Responsible Investment Constraints -
Excluded Sectors

Controversial Weapons,
Civilian Firearms, Alcohol
& Tobacco, Gambling,
Thermal Coal, Predatory
Lending, Adult
Entertainment, Nuclear
Power

The above table outlines the portfolio’s risk management
constraints. Investment constraints are relatively wide, allowing
sizeable allocations to sub-investment grade debt securities.
Zenith highlights that the relatively unconstrained approach to
RMBS and ABS has the potential to contribute to a wide range
of performance outcomes.

Risk management is key to Gryphon’s investment approach
and considered integral to the Trust delivering on its
investment objectives. In practice, risk management is
incorporated into the investment and portfolio construction
process through stress testing, pre and post-trade compliance,
portfol io r isk analysis, performance monitoring and
performance attribution.

As detailed earlier, stress testing assesses the performance of
RMBS and ABS securities against significant declines in
housing prices and default rates, with increases in loss-given-
default also tested. These tests are conducted on issues being
considered for inclusion in the portfolio, in addition to existing
holdings on a daily basis. The output of stress testing is
included in research reports which are provided to the IC for
review.

Given the idiosyncratic nature of structured securities, Gryphon
has developed proprietary systems to conduct trade
compliance and portfolio analytics. This allows the team to
assess more unique features of the portfolio’s assets, such as
early prepayment risks, soft and hard credit enhancements,
priority cash flow provisions. Zenith considers this to be an
important feature of Gryphon's risk management process, as
most mainstream risk systems do not adequately risk manage
the structural features of the asset class.

Zenith views the formal constraints around the originator and
tranche exposures to be wide, with permissible exposures of
40% and 10%, respectively. While this provides Gryphon with
the flexibility to benefit from the most attractive issues, we
would prefer to see the Trust managed to tighter constraints.
Specifically, we believe tighter limits could be imposed on sub-
investment grade and unrated securities, noting these
segments of the securitised market have historically shown
characteristics of extreme illiquidity during periods of market
stress.

In summary, Zenith believes Gryphon's approach to risk
management is adequate in addressing the salient risks
associated with the management of securitised mandates.
However, we believe that risk management systems and
procedures are less formalised than peers and believe further
enhancement around risk oversight processes would be
beneficial.

Responsible Investment Approach
Gryphon became a signatory of the Principles for Responsible
Investment (PRI) in October 2020, however, as at 31 March
2022, they are yet to receive any module ratings. The business
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operates under an ESG Policy, last updated in November
2020.

Gryphon assesses all prospective investments for material
ESG considerations in the course of the underwriting process,
which also extends to the determination of the efficacy of green
tranche exposures where relevant. While positive ESG impacts
are viewed favourably by the investment team, these
considerations are secondary to the respective mandate
criteria for each strategy managed by Gryphon. The IC is
responsible for the oversight of Gryphon’s ESG policy
framework, with Burtenshaw retaining ultimate responsibility for
its implementation.

While Gryphon formally applies a series of negative screens to
excluding any issuers involved in a range of sectors as listed in
the table above, Zenith is of the opinion that few if any of these
sectors apply to the Trust's investment universe, and as such,
they are largely irrelevant.

In Zenith’s opinion, while acknowledging that the incorporation
of ESG issues into RMBS and ABS is an area that is less
developed than other asset classes, Zenith believes Gryphon's
approach within the Trust, while developing, is less developed
than peers.

From a classification scale of:

Impact●

Thematic●

Integrated●

Aware●

Traditional●

Zenith has assigned the Fund a Responsible Investment
Classification of Aware.

INVESTMENT FEES

The sector average cost is based on the average management
cost of all flagship Australian fixed interest - Specialist funds
surveyed by Zenith.

The Trust's cost structure is 0.72% p.a. incl GST (net of RITC),
with no performance fee payable. While the Trust's base
management cost is lower than the peer group average, this
contains a wide range of fee loads and performance targets.

Overall, Zenith considers the Fund's cost structure to be
competitive, particularly when assessed relative to the Fund's
outperformance target.

(The fees above are reflective of the Trust only, fees may differ
when the product is accessed through an alternate investment
vehicle such as a platform).

Fees Type Fund Sector Average
(Wholesale Funds)

Management Cost 0.72% p.a. 0.83% p.a.

Description

Performance Fee Nil
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PERFORMANCE ANALYSIS Report data: 30 Apr 2022, product inception: Jun 2018

Monthly Performance History (%, net of fees)

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC FUND YTD BM1 YTD BM2 YTD

2022 0.37 -1.12 1.86 -0.12 0.98 0.00 1.19

2021 -0.63 -0.67 2.17 1.12 0.88 1.03 1.36 0.87 -1.58 0.87 1.84 0.37 7.84 0.03 5.29

2020 0.85 -2.60 -16.73 3.12 7.76 -3.75 8.15 1.45 -0.94 3.33 0.63 3.73 2.55 0.37 4.45

2019 2.43 -0.10 -1.03 0.42 2.43 0.91 2.35 -1.54 1.34 -1.56 0.34 0.36 6.42 1.50 5.54

2018 -0.27 0.24 0.06 -0.88 1.97 -1.07 2.48 2.50 1.15 2.56
Benchmark 1: Bloomberg AusBond Bank Bill Index, Benchmark 2: GCI Net Portfolio Returns

Growth of $10,000

Monthly Histogram

Minimum and Maximum Returns (% p.a.)

ABSOLUTE PERFORMANCE ANALYSIS

Return Incpt. 3 yr 2 yr 1 yr

Fund (% p.a.) 5.17 5.33 15.06 6.78

Benchmark 1 (% p.a.) 0.77 0.40 0.04 0.02

Benchmark 2 (% p.a.) 4.87 4.86 5.15 4.48

Ranking within Sector Incpt. 3 yr 2 yr 1 yr

Fund Ranking 4 / 15 5 / 18 2 / 25 6 / 29

Quartile 1st 1st 1st 1st

Standard Deviation Incpt. 3 yr 2 yr 1 yr

Fund (% p.a.) 11.48 12.89 8.86 3.52

Benchmark 1 (% p.a.) 0.24 0.16 0.02 0.02

Downside Deviation Incpt. 3 yr 2 yr 1 yr

Fund (% p.a.) 8.95 10.18 3.13 1.94

Benchmark 1 (% p.a.) 0.01 0.01 0.01 0.02

Risk/Return Incpt. 3 yr 2 yr 1 yr

Sharpe Ratio - Fund 0.38 0.38 1.70 1.92

Sortino Ratio - Fund 0.49 0.48 4.80 3.49

Zenith benchmarks funds in the 'Australian Fixed Interest -
Specialist' peer group against the Bloomberg AusBond Bank
Bill Index. While this benchmark may not be consistent with the
one adhered to by all rated participants, it has been adopted to
provide investors with a common reference point against which
similarly structured strategies may be assessed.

All performance, consistency and risk/return data is referenced
to the Zenith assigned benchmark. Fund performance
represents the LIT returns attributable to shareholders (e.g.
movements in the ASX share price and dividends reinvested).
Benchmark 2 represents the net performance of the LIT's
investment portfolio including distributions re-invested.

The following commentary is effective as at 30 April 2022.

The Trust is managed to achieve a target income level of the
Reserve Bank of Australia (RBA) Cash Rate plus 3.50% p.a.,
net of fees, over the medium to long term.

Gryphon has consistently achieved its investment objective
over all periods of assessment. In addition, peer relative
performance has been strong, with performance consistently
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ranking in the upper quartiles of the category. Notwithstanding
this, meaningful comparisons can be challenging given the
heterogeneous nature of the strategies employed across the
peer group.

Zenith ratings applied to LITs do not explicitly take into account
share prices vs. NAV and do not represent a buy/sell
recommendation based on a LITs valuation. Potential investors
should make their own determination of the appropriateness of
prevailing premiums or discounts to NAV when acquiring or
disposing of a LIT

RELATIVE PERFORMANCE ANALYSIS

Alpha Statistics Incpt. 3 yr 2 yr 1 yr

Excess Return (% p.a.) 4.39 4.93 15.02 6.76

% Monthly Excess (All
Mkts) 63.83 69.44 70.83 75.00

% Monthly Excess (Up
Mkts) 65.91 72.73 76.19 80.00

% Monthly Excess
(Down Mkts) 33.33 33.33 33.33 50.00

Beta Statistics Incpt. 3 yr 2 yr 1 yr

Beta -6.58 -18.65 159.22 43.61

R-Squared 0.02 0.05 0.10 0.06

Tracking Error (% p.a.) 11.52 12.93 8.85 3.52

Correlation -0.14 -0.23 0.32 0.24

Risk/Return Incpt. 3 yr 2 yr 1 yr

Information Ratio 0.38 0.38 1.70 1.92

The following commentary is effective as at 30 April 2022.

It is important to note that the Relative Performance Analysis
shown above combines the Trust's listed price returns with
distributions to give the reader detail on the investor
experience and as such, do not directly reflect the performance
of the underlying portfolio.

Zenith typically seeks to identify funds which can outperform
their index in greater than 50% of months as we believe this
represents a persistence of manager skill. The Trust has
achieved the ratio over all time periods

DRAWDOWN ANALYSIS
Drawdown analysis assesses the relative riskiness of a Fund
versus the benchmark, in reference to capital preservation. The
maximum Drawdown is recorded as the percentage decline in
the value of a portfolio from peak to trough (before a new peak
is achieved). All Drawdown analysis is calculated commencing
from the inception date of the Fund in question, and Drawdown
analysis for the Fund and benchmark(s) are calculated
independently. That is, the largest drawdown for the Fund and
benchmark(s) will not always refer to the same time period.

Drawdown Analysis Fund BM1 BM2

Max Drawdown (%) -19.09 -0.02 -0.45

Drawdown Analysis Fund BM1 BM2

Months in Max Drawdown 8 1 1

Months to Recover 9 - 2

Worst
Drawdowns Fund Benchmark 1 Benchmark 2

1 -19.09 -0.02 -0.45

2 -1.58 0.00

3 -1.29 0.00

4 -1.13

5 -1.12

The following commentary is effective as at 30 April 2022.

Consistent with the Trust's capital preservation focus,
drawdowns in the underlying portfolio have been constrained,
however, drawdowns experienced by the Trust's unit price
have been high due to secondary market trading.

Despite the relative attractiveness of the strategy, Zenith
highlights that the performance of the Trust reflects the
performance of the underlying portfolio, as well as the
performance of the ASX vehicle. The latter being subject to the
impact of market sentiment, which can result in the Trust
trading at a significant discount/premium to NTA.

INCOME/GROWTH ANALYSIS
The Trust has a monthly distribution schedule and aims to pay
regular and relatively consistent distributions which in
aggregate offer a premium to cash. Since inception, the Trust
has paid an average distribution yield of 4.56% as a
percentage of NTA (distributions reinvested) as at 30 April
2022.

REPORT CERTIFICATION

Date of issue: 31 May 2022

Role Analyst Title

Author Rodney Sebire Head of Alternatives &
Global Fixed Interest

Sector Lead Andrew Yap Head of Multi Asset &
Austn. Fixed Income

Page 9 of 11Please refer to terms relating to the
provision of research at the end of the document



Gryphon Capital Income Trust

Authoriser Bronwen Moncrieff Head of Research

ASSOCIATIONS & RELATIONSHIPS
ASIC Regulatory Guide RG79.164 requires Research Houses
to disclose certain associations or relationships that they may
have with a product issuer. We may receive remuneration from
an issuer or investment manager for subscription to our other
research/ data services or the research/ data services of our
related entities. Conflict management arrangements are in
place where we or our related entities provide research
services to the product issuer or financial advisory businesses
who provide financial planning services to investors and are
also associated entities of product issuers. This is in
accordance with the Zenith Group’s Conflict of Interests Policy.
Further details in relation to our relationships and associations
are available on request.

RATING HISTORY

As At Rating*

31 May 2022 Recommended

10 Jun 2021 Recommended

2 Jun 2020 Recommended

23 May 2019 Approved

14 Mar 2019 Not Rated - Screened Out

Last 5 years only displayed. Longer histories available on request.

*In March 2021, Zenith implemented a new ratings methodology for products
classified as Traditional Index. Any rating issued from this date forward for
Traditional Index products only reflect this change in methodology, with the relevant
Traditional Index ratings being Index Approved, Index Recommended and Index
Highly Recommended. Ratings issued for Traditional Index products prior to March
2021 are retained for historical purposes in line with our regulatory requirements
and were issued in line with Zenith’s Fund Research Methodology. Further
information in relation to Zenith’s Traditional Index Research Methodology and
Traditional Index Ratings can be found on the Zenith website.

Page 10 of 11Please refer to terms relating to the
provision of research at the end of the document



Gryphon Capital Income Trust

DISCLAIMER AND DISCLOSURE

Zenith Investment Partners (ABN 27 103 132 672) is the holder of Australian Financial Services Licence 226872 and is authorised
to provide general financial product advice. This Product Assessment Report (report) has been prepared by Zenith exclusively for
Zenith clients and should not be relied on by any other person. Any advice or rating contained in this report is limited to General
Advice for Wholesale clients only, based solely on the assessment of the investment merits of the financial product. This report is
current as at the date of issue until it is updated, replaced or withdrawn and is subject to change at any time without notice in line
with Zenith’s regulatory guidelines. Zenith clients are advised to check the currency of reports and ratings via Zenith’s website for
updates and should also verify information in relation to the fund with the relevant Fund Manager. Any advice contained in this
report has been prepared without taking into account the objectives, financial situation or needs of any specific person who may
read it, including target markets of financial products, where applicable. It is not a specific recommendation to purchase, sell or hold
the relevant product(s). Investors should seek their own independent financial or tax advice, obtain a copy of, and consider any
relevant PDS or offer document and consider the appropriateness of this advice in light of their own objectives prior to making any
investment decision. Zenith charges an upfront flat fee to the Product Issuer, Fund Manager or other related party to produce
research on funds that conform to Zenith’s Research Methodology. Zenith’s fee and Analyst remuneration are not linked to the
rating outcome in any way. Views expressed in Zenith reports accurately reflect the personal, professional, reasonable opinion of
the Analyst who has prepared the report. Zenith may also receive a fee for other non-research related services such as
subscription fees for Zenith’s research services and/or for the provision of investment consultancy services. Conflicts management
arrangements are in place where Zenith provides research services to financial advisory businesses who provide financial planning
services to investors and are also associated entities of the product issuers, with any such conflicts of interest disclosed within
reports as appropriate. Full details regarding such arrangements are outlined in Zenith’s Conflicts of Interest Policy
www.zenithpartners.com.au/ConflictsOfInterestPolicy

Zenith’s research process seeks to identify investment managers considered to be the ‘best of breed’ through a comprehensive,
multi-dimensional selection process. Zenith utilises both quantitative and qualitative factors in its ratings models. Models maximise
commonality across different asset classes while retaining flexibility for specialist asset classes and strategies. The selection
process is rigorous in both its qualitative and quantitative analysis and each component is equally weighted. Zenith does not
manage any proprietary assets and as such Zenith is able to choose investment managers with absolute independence and
objectivity. More detailed information regarding Zenith’s fund research methodology and Zenith’s traditional index research
methodology, coverage and ratings is available on Zenith’s website at Fund Research Methodology and Traditional Index Research
Methodology.

This report is subject to copyright and may not be reproduced, modified or distributed without the consent of the copyright owner.
The information contained in this report has been prepared in good faith and is believed to be reliable at the time it was prepared,
however, no representation, warranty or undertaking is given or made in relation to the accuracy or completeness of the information
presented in this report. Except for any liability which cannot be excluded, Zenith does not accept any liability, whether direct or
indirect arising from the use of information contained in this report. Past performance is not an indication of future performance.

Third Party data may be sourced from Financial Express, Refinitiv, Bloomberg and/or MSCI. Third party data and content used in
this document has not been independently verified by Zenith and Zenith provides no warranty, representation or responsibility to
update this document. Third Party data is the intellectual property of that third party and must not be reproduced, stored or
transmitted without their consent.

Full details regarding the methodology, ratings definitions and regulatory compliance are available at
www.zenithpartners.com.au/RegulatoryGuidelines

Zenith is not required to be licensed under New Zealand law or be registered on the FSPR. Zenith has not engaged or authorised
any party to provide financial advice on its behalf to New Zealand investors.

Zenith ratings and research are prepared by Zenith and are not connected in any way to research and ratings prepared by any of
our related entities.

This report refers to the Australian unit trust for the fund, and the fund and benchmark returns are all in AUD.

Zenith will seek to confirm with the product issuer that, where required, the fund has in place a current Target Market Determination
as per Regulatory Guide 274: Product Design & Distribution Obligations, issued by the Australian Securities and Investments
Commission.

© 2021 Zenith Investment Partners. All rights reserved.

Zenith has charged Gryphon Capital Investments Pty Ltd a fee to produce this report.
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