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The Income Opportunities Fund (‘the Fund’) is an actively managed
portfolio primarily comprising global equities but with the flexibility to
invest in assets which offer attractive income and reasonable value.
These assets include fixed income, property (including REITs) and
cash. The Fund is not constrained by limitations on the level of any
given asset. In practice, the Fund has had its greatest weight in
equities, reflecting the breadth of that market, Setanta’s expertise in
that area, and the option writing strategy employed by the Fund.
Nevertheless, property, fixed income and cash have all played
meaningful roles in past returns of the Fund, at times, comprising up
to 50% of the Fund’s assets. The portfolio is managed in accordance
with the Setanta investment philosophy. That is, the managers seek
to own good assets for the long-term at prices below what they think
they’re worth, carefully considering each investment’s risk profile. The
Fund is managed by three portfolio managers, who also look to
leverage off the experience and knowledge of their colleagues. The
aim is to achieve a sensible level of diversification on a sector and
geographic basis.

The Fund employs an option writing strategy. This entails the sale of
both call and put options in return for a cash premium, representing
an income stream that boosts the underlying income yield of the
Fund. This strategy is employed in a conservative fashion, as all
options written are fully covered.

The Income Opportunities Fund has two investment objectives:

1. To generate an annual income yield at a target rate. This is
declared at the start of each financial year.

2. To achieve capital appreciation over the long term.

Our Investment 
Principles

We do not believe markets are 
efficient

We invest below our estimate 
of intrinsic value

We invest in businesses rather 
than buying stocks

Preservation of our clients’ 
capital is key

Investing is a marathon, not a 
sprint

We are not afraid to swim 
against the tide

We consider scenarios rather 
than making forecasts

Businesses we own must have 
strong balance sheets

We make mistakes and always 
endeavour to learn from them

We will act with integrity in 
everything we do 



Fund Performance – 30.06.2022 (EUR)

Performance Source: Setanta Asset Management Limited. The Fund
returns stated are based on the movements in the unit prices of the
ILA/CLI Income Opportunities Fund [P-INC1] and are gross of
management fees. The performance will be reduced by the impact of
management fees paid, the amount of which varies. Benchmark:
Eurostat Harmonised Index of Consumer Prices (EUR). Inception as at
30.09.11 Holdings Source: Setanta.

Year % 2017 2018 2019 2020 2021

Fund 2.9 -1.2 13.7 -5.6 11.9

Benchmark 1.4 1.6 1.1 -0.3 5.0

COMPANY SECTOR
% OF 
FUND

PROCTER & GAMBLE CONSUMER STAPLES 2.1%

JOHNSON & JOHNSON HEALTHCARE 2.0%

NWS HOLDINGS LTD INDUSTRIALS 2.0%

MEDTRONIC PLC HEALTHCARE 2.0%

UNILEVER PLC CONSUMER STAPLES 1.9%

SWEDISH MATCH CONSUMER STAPLES 1.9%

SANOFI HEALTHCARE 1.8%

BANGKOK BANK FINANCIALS 1.8%

SAMPO OYJ FINANCIALS 1.7%

SK TELECOM INFRASTRUCTURE 1.7%

Top 10 Equity Holdings

Yearly Performance

Historic Income

Asset Distribution

Income Earned 
% of Fund Value

2011 6.2%

2012 5.6%

2013 5.5%

2014 4.8%

2015 5.5%

2016 4.7%

2017 4.1%

2018 3.9%

2019 4.2%

2020 3.9%

2021 4.1%

*includes 2.3% in IRES REIT
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Global 

Dividend 

Equities

48%

Fixed Interest

28%

Cash

11%

Property*

13%



"In a rapidly changing world the opportunities for making mistakes are legion" - The Anguish of Central
Banking1. Arthur F. Burns.

Arthur Burns served as the 10th Chair of the Federal Reserve from 1970 to 1978. This was a tumultuous
period, spanning the dissolution of the Bretton Woods monetary system, commodity price shocks, and
price controls2. Over this period, monetary policy under his stewardship was considered inadequate
fuelling inflation, quelled only by brutal interest rate hikes and other contractionary economic policies in
the following decade.

By all accounts, Mr Burns was an analytical man and a very accomplished economist, credited with some of
the first efforts to isolate ’core inflation’, a topical matter to this day. His experience is perhaps a cautionary
tale of the difficulty in steering the path of an economy and the potential long- term consequences of
policy mistakes. Arguably, by dismissing the impact of “transitory factors”, such as energy and food, on
inflation, and having a strong desire not to disturb employment trends, interest rates were kept too low for
much of his tenure, sending expectations of price (and wage) increases spiralling out of control, such that
US inflation remained high through the 1970s.

Inflation, and central bank policies, are again a topic of keen interest for people on the street. As inflation
rises, purchasing power is eroded and family budgets are stretched by increases in the cost of electricity,
petrol, and food. Central banks have earned much credit, perhaps deservedly, as financial ‘first responders’
ensuring that the global financial system had sufficient liquidity, both during the Great Financial Crisis and
the COVID pandemic period. Now they have a responsibility to address this excess liquidity, which when
combined with the consequences of the war in Ukraine, appears to be causing inflation increases that
haven’t been seen for decades. Their objective remains to ensure that the environment of price stability,
conducive to economic growth that many have taken for granted, resumes in coming years. “Opportunities
to make mistakes are legion”, however, and we are reminded of the many factors that make economic
behaviour unpredictable. Even if Central Banks succeeded in fighting fires over the last decade, this is a
different, and novel, challenge.

To date, the monetary policy response appears to have been swift. During the quarter, the Federal Reserve
raised rates twice, both times in greater increments than normal, having already ceased its open market
support of the bond market in the previous quarter. The ECB, lagging somewhat, perhaps mindful of
regional discrepancies in the Eurozone area, has committed to multiple interest rate rises later in the year,
while also ceasing its bond buying programme. Since these policy measures, expectations of long-term
inflation have moderated. Despite the hardening financial conditions, the US economy remains very strong
with historically low unemployment rates and resilient consumer spending. Perhaps unsurprisingly, the US
dollar strengthened again over the quarter and has appreciated markedly against most major trading
currencies in the year to date.

Global equity markets were weak again during the quarter. The higher market interest rates have most
likely contributed to lower equity market valuations while diminishing excess liquidity has resulted in
greater scrutiny of the most speculative corners of the market.

1https://fraser.stlouisfed.org/files/docs/publications/FRB/pages/1985-1989/32252_1985-1989.pdf

2https://www.yardeni.com/pub/excerptinflators.pdf
https://www.project-syndicate.org/commentary/fed-sanguine-inflation-view-recalls-arthur-burns-by-
stephen-s-roach-2021-05?barrier=accesspaylog
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Some of the pain caused by the inflationary environment has started to appear in company's financial
reports in the form of stagnating revenues, shrinking margins, swelling working capital requirements, and
difficulty in accessing capital markets. In bond markets, US 10 year yields climbed to peak at 3.5% during
the quarter, falling afterwards to 2.9% at quarter end, reflecting the Federal Reserve’s forceful rate
increases and the increasing probability of a recessionary scenario. High yield credit spreads also increased
sharply, up to 200 bps3 by some measures, a very significant change. The Fund fell 2% over the quarter.

We believe that the Income Opportunities Fund multi-asset approach principally focused on owning a
selection of quality, dividend-oriented stocks and a diversified portfolio of bonds is suited for "rainy days".
Over periods of uncertainty, The Fund’s equities should perform resiliently, benefitting from holdings
characterised by strong brands, advantaged competitive positions, customer stickiness, business-critical
services, and contractually protected, or highly visible revenue streams. The Fund’s bonds generally
provide a steady income stream through above-average coupons and were acquired with the intention of
holding to maturity, thus diminishing the possibility of capital loss.

Without a doubt, the Fund’s equity holdings operate in competitive industries, and could face a number of
systematic and/or idiosyncratic challenges. Over the quarter, its holdings semiconductor and IT hardware
companies, including TSM and Cisco, fell sharply despite reporting stellar sales growth numbers and a full
order book respectively. The semiconductor industry is rallying to global demand for increased chip supply
following post-pandemic shortages and multi-billion projects have been announced. However, amid fears
of a global recession, there are some concerns about high inventories and over-ordering by some
customers. The Fund’s IT holdings operate in highly-consolidated industries and have very strong balance
sheets. The huge, $550b semiconductor, market is likely to keep growing strongly as economies continue
their digital transition. Elsewhere, Medtronic reported slightly disappointing earnings and outlook, amid
supply chain, inflation and COVID-19, headwinds. Despite this, the company announced an 8% quarterly
dividend increase, underlying its commitment to returning cash to shareholders.

Among the top performers for the period, Swedish Match, rose strongly as the company received a
takeover bid from industry giant Philip Morris. This company has been an excellent performer for the Fund
since our purchase in 2017, providing a growing regular dividend income stream, additional special
dividends, as well as significant capital appreciation. The company has achieved notable success growing
its smokeless tobacco and oral nicotine businesses. These businesses have high returns on capital,
reflecting significant barriers to entry, and customer stickiness. Pharmaceutical companies, Johnson &
Johnson, Sanofi, and GlaxoSmithKline, also performed strongly in the quarter as the essential nature of
their products are expected to do well in a recessionary scenario.

As mentioned, changes in monetary policy and inflation expectations, as well as widening credit spreads
drove broad corrections in global government and corporate bond markets over the quarter. The Fund's
well-diversified bond portfolio, while also down, performed resiliently in this scenario. Strong coupon
income, short average duration and currency diversification all contributed to this resiliency.

3ICE Bank of America US High Yield Index Option-Adjusted Spread
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https://fred.stlouisfed.org/series/BAMLH0A0HYM2


Portfolio Activity

We acquired a position in SGS, the testing, inspection, and certification (TIC) industry leader. We believe the
TIC industry has attractive characteristics, providing the quality assurance required in a world with
increasing regulation, and supply chain complexity. The cost of such assurance to SGS’s customers is
typically only a small fraction of the end value of their good or service, while customers rarely switch. The
global (TIC) market, assessed at EUR 200b, is still largely insourced and highly fragmented. SGS has a strong
track record of growth both organically, and through acquisition of niche players with strong local and
regional market positions. SGS can be the best owner for these businesses providing scale and access to
global clients, and efficiency through best business practices. As a result of years developing its portfolio of
businesses, we believe SGS has one of the highest quality and most diversified customer bases amongst its
peers. Financial strength is imperative, and the company has historically maintained a very solid balance
sheet. SGS’s share price has corrected sharply since the beginning of the year, on concerns, we think, about
its sensitivity to the business cycle. We purchased the stock at a price equating to a 3.5% dividend yield; we
believe that this dividend has plenty of scope to grow.

Richard Doyle, CFA & David Pastor, CFA,
Portfolio Managers

Commentary



Contact Details:

Setanta Asset Management Limited, 
Beresford Court, 

Beresford Place, Dublin 1, Ireland.

Brendan Moran, Tel: + 353 1 612 4962
Email: brendan.moran@setanta-asset.com

www.setanta-asset.com

IMPORTANT INFORMATION
The Income Opportunities Fund is managed by Setanta Asset Management Limited and is a representative account of the Income
Opportunities strategy. The performance shown is the performance of a representative account (ILA/CLI Income Opportunities
Fund [P-INC1]). For this life assurance product, investors should refer to the relevant policy conditions available through Irish Life
and via www.irishlife.ie. The strategy is also available on a segregated basis or a UCITS mutual Fund via Beresford Funds ICAV.
Current and prospective clients should not assume identical performance results to those shown would have been achieved for
their account if it was invested in the strategy during the period. Clients of the firm may receive different performance than the
representative account. Client performance may differ due to factors such as timing of investment(s), timing of withdrawal(s), client-
mandated investment restrictions and the portfolio not being fully replicated for new accounts or new flows. Investors should
consider the investment objectives, risks, charges and expenses carefully before investing. The investments underlying this financial
product do not take into account the EU criteria for environmentally sustainable economic activities. See ‘WARNING’ and
IMPORTANT INFORMATION’ below.

Setanta Asset Management Limited is regulated by the Central Bank of Ireland, New Wapping Street, North Wall Quay, Dublin 1.
This factsheet, which is for information purposes only, does not form part of any contract. This is a marketing communication that
(a) has not been prepared in accordance with legal requirements designed to promote the independence of investment research,
and (b) is not subject to any prohibition on dealing ahead of the dissemination investment research. The information contained in
this document is based on current legislation and is, therefore subject to change. The contents are intended as a guideline only and
should not be construed as an interpretation of the law. You should always seek the advice of an appropriately qualified
professional. Performance disclosures are stated above.

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not
be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is
intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision
and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future
performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information
assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related
to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties
(including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability
and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any
MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost
profits) or any other damages

WARNING: Past performance is not a reliable indicator of future results. The price of units and the income from them may go
down as well as up and investors may not get back the amount invested. The return may increase or decrease as a result of
currency fluctuations. Forecasts are not a reliable indicator of future performance
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http://www.setanta-asset.com/
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