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The Wentworth Williamson Stable Income Fund is focused on capital preservation and 

generating consistent stable income to our investors relative to the RBA cash rate.  

 

1. Performance (Net of Fees)  

 

We are pleased to report that the Stable Income Fund continues to comfortably exceed its  

target return of the RBA cash rate + 3.5% (ie currently 3.75%) with a distribution yield for June 

of 0.46% which equates to an annualised return of 5.69%.  

 

The consistent cash yield of the Fund relative to the RBA cash rate demonstrates the ability for 

the Fund to provide, on a risk adjusted basis, the income yield solution with strong capital 

protection that investors are increasingly requiring due to the decrease in interest rates and 

listed equity dividends. 

 

The Fund has now attained a 2-year track record with an annualised return since inception of 

7.53% and 6.56% for the financial year 2020.   

 

2. Portfolio update  

 

Note that while we provide insight into why we believe our portfolio is robust based on what we know 

now, we are by no means attempting to predict the effects that a particularly uncertain future may have. 

 

The economic consequences of the Covid 19 virus will be with us for some time and need to 

be continually assessed by investors as economic conditions evolve. 

 

The Fund’s core asset is the funding we provide to Credabl – a medical professional financing 

business that we have supported for over 2 years since the inception of our Fund. Credabl’s 

business model received strong endorsement with the implementation of $20m of funding 

from the Australian Office of Financial Management during June.  

 

The structural protections built into our funding to Credabl demonstrated their resilience in 

June with the surplus income in the funding facility enabling the interest due to our Fund for 

June 2020 to be paid in full notwithstanding some Covid-19 related loan deferrals experienced 

by Credabl. Each loan provided by Credabl has personal guarantees and usually asset security 

from the relevant medical professional to further protect capital. The historical performance 

of similar receivables books is that on average over time defaults of 0.25% have  
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occurred, with a historical peak of 0.5% over the past 25+ years, including the GFC.  The Fund 

has in excess of 2% buffer below our investment.  

 

3. Credit Market Developments  

 

Fund investors would probably have been following with interest the Virgin Australia default 

and may have questions as to what this implies for the attractiveness of credit at the present 

time as a source of stable, secure income in portfolios. 

 

Although hindsight does provide 20/20 clarity, a cursory glance at the November 2019 PDS for 

the $325m bond issue reveals several reasons why this bond would not have met our 

investment criteria, despite its superficially attractive yield of 8%: 

 

• Industry – the airline industry is known to be notoriously volatile (even without 

considering the unprecedented effect of Covid 19, which to be fair, would not have 

been a risk factor contemplated at the time). 

• Security / balance sheet structure – the bond issue was unsecured, with $1.57bn of 

debt ranking ahead of the bond and $1.82bn of debt ranking alongside the November 

bond issue. Net balance sheet equity was a negative $111m. 

• Earnings history – Virgin was loss making at a profit after tax level for each of the 3 

preceding financial years, with cumulative losses after tax of $1.1bn over that period. 

 

In contrast, we focus on identifying credit opportunities with counterparties that have long 

track records, appropriate leverage and structural reasons why their underlying business has 

a right to win. In the case of our non-bank lender opportunities, the nature of their underlying 

obligors and the reasons why these obligors have an inherently low default track record is key 

to us.  These types of credit opportunities do, we believe, provide attractive risk adjusted 

opportunities for stable, secure income in portfolios.  

   

4. Portfolio valuation 

 

Fund assets are valued in accordance with Australian accounting principles and the fund 

assets are currently held at cost. Our investors are not exposed to the mark to market valuation 

volatility of other asset classes typically held for income yield - for example: listed hybrids, 

listed real estate trusts and ASX listed credit funds.  
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5. Outlook for FY21 

 

As we consider new investments, we cannot predict the future and we must assume we will 

be facing a prolonged period of economic recession and low interest rate environment.  

  

The fund remains open for investment and during the 2021 financial year we will continue to 

add to our exposure through Credabl to medical professionals, as well as progress attractive 

potential credit opportunities we are now identifying, particularly to non-bank lenders in 

structurally attractive niches.  

 

As we obtain opportunities that meet our investment criteria, and in particular our focus on 

understanding the underlying risk, we will progress with these while keeping clients informed 

of the portfolio evolution. 
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