
BETASHARES ACTIVE AUSTRALIAN HYBRIDS FUND (MANAGED FUND)
ASX: HBRD

Performance1 1 Month 3 Months 6 Months 1 Year 3 Years Inception2

% % % % % p.a. % p.a.
Fund Return (net) 1.28% 5.88% -0.08% 1.15% 3.64%
Growth return 1.04% 5.05% -1.62% -1.94% 0.12%
Income return 0.25% 0.83% 1.54% 3.09% 3.52%

1.42% 7.24% -0.62% 0.92% 3.68%

Active Return -0.14% -1.36% 0.54% 0.23% -0.04%
Past performance is not a reliable indicator of future performance.

Yield and Portfolio Characteristics
Running Yield (% p.a.)1 2.66%
Gross Running Yield (% p.a.)2 3.72%
Fund Constituents 38

Investment objective

Responsible entity Fund Facts
BetaShares Capital Ltd Inception Date 13-Nov-17

Fund Size $722.31m
Historical Tracking Error 0.90%

Investment manager ASX Code HBRD
Coolabah Capital Institutional Investments Pty Ltd Bloomberg Code HBRD.AU

IRESS Code HBRD.ASX

Distribution frequency Fees % p.a.
Monthly Management fees 0.45

Recoverable expenses ~0.10

Performance fee1

Suggested minimum investment timeframe
At least three years

2 Average estimated gross yield (weighted by market values and inclusive of franking credits) of the hybrids in the portfolio, divided by 
the current market price of the securities. This provides an indication of the expected current income from making an investment at 
market price. This figure is indicative only and will vary over time. Not all investors will be able to obtain the full value of franking 
credits.

The Fund provides investors with a convenient way to access attractive income returns, including franking credits, from an 
actively managed, diversified portfolio of hybrid securities. As the Fund is overseen by a professional investment manager 
it actively seeks to reduce the volatility and downside risk that may otherwise be experienced by direct holders of hybrids.

Solactive Australian Hybrid Securities 
Index (Solactive Index)

Quarterly Report - June 2020

1 A performance fee may be payable. This fee is 
15.5% of the Fund's performance above the 
performance benchmark in a calendar quarter.

1 Returns are calculated after fees & expenses have been deducted and distributions have been reinvested.
2 Inception date for the Fund is 13 Nov 2017.

1 Average yield (weighted by market value) of the hybrids portfolio, divided by the current market price of the securities. This provides 
an indication of expected current income from making an investment at market price. This value will vary over time.
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Investment strategy
The Fund will invest in an actively managed portfolio of hybrid securities, bonds and cash. If and when the hybrids 
market is assessed to be overvalued or to present a heightened risk of capital loss, the Fund can allocate more of the 
portfolio to lower risk securities.

Top 10 positions1

ANZPE NABPD
ANZPG NABPF
CBAPD WBCPG
CBAPF WBCPH
CBAPH WBCPI
¹ As at 30 June 2020

Sector exposure Fund Weight %1 Index Weight%1 Active Weight%
Bank hybrids 90.7 89.8 0.9
Capital notes 1.8 5.1 -3.3
Sub bonds 0.0 5.1 -5.1
Senior bonds 2.0 0.0 2.0
Cash 5.4 0.0 5.4
TOTAL 100.00 100.00 0.00
¹ As at 30 June 2020

Fund performance summary

Hybrids market and outlook

Since inception, HBRD has returned an unfranked 9.86% after all fees compared to the Solactive Index's 9.99% unfranked 
return and the All Ords Accumulation Index’s 8.70%. At the end of June, HBRD was diversified across 38 hybrids/bonds 
with a 5.5% portfolio weight to cash, 92.4% invested in hybrids and 2.1% invested in subordinated bonds. 

The bank regulator, APRA, continued to work with the large deposit-takers to provide them with maximum flexibility to 
prudently navigate this shock, supporting the repayment of outstanding hybrid securities in March and subsequent months 
while allowing banks to take time to replace these instruments in calmer market conditions. NAB, Macquarie, and Bank of 
Queensland collectively called or repaid about $2.3 billion of hybrids across the March and June quarters, without replacing 
any of these instruments given the unprecedented increase in hybrid spreads that resulted in them trading at their widest 
levels in recorded history.

HBRD returned 1.28% before franking credits and after fees in June 2020, ending the month with a net running yield of 
2.66% (gross running yield of 3.72%). HBRD returned 5.88% in the three months to 30 June before franking credits and 
after fees, the highest quarterly return the Fund has had since inception. Over the last 12 months, encompassing the 
unprecedented COVID-19 shock, HBRD has returned 1.15% before franking credits and after fees, outperforming the 
Solactive Australian Hybrid Securities Index's unfranked return of 0.92%, the All Ords Accumulation Index’s loss of -7.21% 
and the Bloomberg Barclays Global High Yield Index Hedged AUD loss of -3.56%.

Coolabah Capital Institutional Investments (Coolabah) (the Fund's investment manager) considered that the March 2020 
quarter was a favourable buying opportunity in the ASX hybrid market amid the turmoil and uncertainty created by COVID-
19, wherein 5-year major bank hybrid spreads jumped from circa 270 basis points (bps) above the quarterly bank bill swap 
rate (BBSW) in January to 841bps in March.
 
The June 2020 quarter did not disappoint with mean-reversion occuring. In particular, 5-year major bank hybrid spreads 
compressed (increasing their price) to 353bps above BBSW, not far from their post-GFC average of about 330bps. HBRD 
profited from this normalisation, having purchased substantial quantities of hybrid securities in March.

The compression in credit spreads drove the best quarterly return for HBRD since inception, with the Fund gaining 5.88% 
after fees (but before the benefit of franking credits). 
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Hybrids market and outlook continued

While hybrids have performed well over the last three months, Coolabah still views the sector as attractively priced on an 
outright and relative basis. Spreads for 5-year major bank hybrids are some 80bps above their pre-COVID levels, and with 
historically low cash rates and yields, and a low level of expected ASX supply (only two more hybrids are scheduled to be 
refinanced in the remainder of the year), it is quite possible that spreads will converge inside their pre-COVID tights in the 
period ahead. We have already seen this happen in the major banks’ 5-year senior bond markets. Indeed, relative to major 
bank senior bond spreads, hybrids are trading on historically very high multiples, which implies current valuations are 
attractive on a cross-capital structure basis.

APRA also sought to ensure banks were responsible with their dividend policies, which benefited the hybrids market. The 
regulator strongly suggested that banks defer or reduce dividend payments until the impact of the crisis on profitability and 
capital was more certain. During this time there was no suggestion hybrid distributions were under threat. Noting all hybrid 
coupons on all Australian bank hybrids were paid during and the GFC and now during the Great Virus Crisis, the 
preference afforded to these instruments over ordinary bank shares emphasises their relative safety during extreme 
shocks. This has been reinforced by the Australian banks building world-class equity capital buffers that directly reduce the 
probability of hybrids being converted into equity if the banks’ common equity tier one capital ratios were to ever fall from 
their current circa 11% levels to 5.125%.

The easing in market conditions over the June quarter also brought the resumption of issuance, with Macquarie Bank re-
launching their Capital Notes 2 hybrid that they had conservatively cancelled in March. The new security, trading under the 
ticker “MBLPC”, had its margin above BBSW set at 470bps in May, well above the 290bps level of the March version, and 
it attracted bids substantially in excess of the $641m the bank eventually issued. 

While the bank hybrid sector has so far managed the COVID-19 crisis relatively unscathed, the same cannot be said for all 
listed debt investments. The $325m ASX-listed Virgin Airlines senior unsecured bond (ASX: VAHHA) is now suspended 
from trading, with the issuer having entered administration and bondholders fighting to reclaim up to 10 cents in the dollar 
on their investment.

While it could have allocated to VAHHA, Coolabah avoided this “high yield” bond (and other troubled ASX-listed hybrids 
and bonds issued by the distressed US Masters Residential Property Fund) on the view that Virgin appeared to be a 
“zombie” - it had been consistently unprofitable and was carrying far too much leverage, resulting in unacceptably high 
intrinsic default risk. On the other hand, if you were searching for yield, Virgin’s 8% proposed yield was appealing and 
managed to attract quite a number of institutional investors to the trade. It is an example of how the very powerful search 
for yield dynamic can distort decision making and prudent risk management processes.

Coolabah does not believe in diversifying across hundreds of corporate bonds, on the view these securities tend to have 
highly correlated default and liquidity risks. After almost one quarter of a century without a recession, Australians may have 
felt immune to these potential risks. However as we have seen in 2020, these risks have certainly come home to roost with 
many industries suffering correlated pain in the current recession, including retail, commercial property, travel and tourism, 
airports, non-bank lenders financing sub-prime consumer and small business loans. 

Coolabah seeks to build portfolios (like HBRD's) that comprise strong credit quality, which tends to mean inclusion of 
businesses that are systematically important with explicit or implicit government guarantees and robust oligopoly market 
positions. The purest representation of this type of business is of course the four major banks. 
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Hybrids market and outlook continued
Finally, for some time Coolabah has forecast more unlisted or over-the-counter (OTC) issuance of hybrids from the banks, 
which could create a technical scarcity premium for retail investors trying to access ASX listed instruments. We saw 
precisely this dynamic in the Tier 2 subordinated bond market whereby most securities shifted from the ASX domain into 
the OTC market over time.

As a result of all of the above considerations, HBRD remains long listed hybrids with a 92.5% exposure to the sector, 5.4% 
in cash and 2% in subordinated bonds.

Important:  The information contained in this document is general information only and does not constitute personal financial advice. It 
does not take into account any person’s financial objectives, situation or needs. It has been prepared by BetaShares Capital Limited 
(ABN 78 139 566 868, Australian Financial Services Licence No. 341181) (“BetaShares”). The information is provided for information 
purposes only and is not a recommendation to make any investment or adopt any  investment strategy. BetaShares assumes no 
responsibility for any reliance on the information in this document.  Past performance is not indicative of future performance. 
Investments in BetaShares Funds are subject to investment risk and the  value of units may go down as well as up. Any person 
wishing to invest in BetaShares Funds should obtain a copy of the relevant PDS from www.betashares.com.au and obtain financial 
advice in light of their individual circumstances.
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