
The Portfolio is designed for investors who… 

• Seek long term capital growth & tax-effective 
income 

• Have a long-term investment horizon of at least five 

years and accept the risk of price fluctuations. 

Investment Profile 

 A Professionally Managed Portfolio of Australian Shares 
 

The Watershed Australian Share Portfolio is a separately 
managed account, or SMA, actively managed by Watershed 
Funds Management. SMAs are professionally managed 
portfolios of investments whereby the investor receives 
beneficial ownership of the underlying securities. 
 

Investment Objective  
 

The objective of the Watershed Australian Share Portfolio is 
to provide market-leading, tax effective returns over the 
medium to long term from a concentrated portfolio of large 
capitalisation, high quality Australian shares and listed 
Exchange Traded Funds.  
 
 

Key Portfolio Features 

Inception 5 Aug 2010 

Benchmark 
S&P/ASX200 Accumulation 
Index 

Authorised Investments 
ASX200 shares 
Listed ETF’s 

Number of Stocks 15-30 

Cash Allocation 2-20% 

Tracking Error 2% to 5% per annum 

Investment Horizon At least 5 years 

 

Performance 
 

 

*Inception - August 2010 

Portfolio Structure 

No. Company Name ASX Code 

1 BetaShares Aus Strong Bear Fund BBOZ 

2 BHP Billiton BHP 

3 CSL Ltd CSL 

4 Commonwealth Bank CBA 

5 ANZ Banking Group ANZ 
 

GICS Sector    

Banks  19.52% 

Consumer Discretionary  7.72% 

Consumer Staples   4.24% 

Diversified Financials   2.96% 

Energy   10.94% 

Health Care   10.90% 

Industrials   3.32% 

Materials/Resources   16.69% 

Leveraged ETFs   6.94% 

CASH   16.77% 

TOTAL   100% 
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Net Performance (%) 1m 3m 6m 1yr 2yr 3yr 4yr 5yr Inception* 

WFM Aus Share Portfolio (0.50%) 8.89% (2.00%) 8.52% 6.97% 11.42% 4.69% 7.34% 7.54% 

S&P/ASX 200 Accum Index 0.73% 10.89% 1.75% 12.06% 7.20% 11.46% 5.77% 7.40%  

Relative Performance (1.23%) (2.00%) (3.75%) (3.54%) (0.23%) (0.04%) (1.08%) (0.06%)  

 

Quarterly Update 
March 2019 

Watershed Australian Share Portfolio 



Review 
 
Performance Summary 
 
• The Watershed Australian Share portfolio 

rebounded 8.89% over March quarter trailing the 

index by 2.00% after one of the best quarterly index 

return since 2009.   

 

• Trading activity in the quarter was again elevated as 

the portfolio took advantage of the volatility.  

 

Portfolio Adjustments 
 
During the quarter we:  
 
Bought: JBH, BBOZ 
 
Sold: COL, GEAR, CYB, AWC, OZL, JBH 
 
Reduced: BHP, RIO, OSH, JHG, PTM, SHL, BLD, ALQ, BSL, 
VEA 
 
Increased: RMD, BBOZ 
 

Quarterly Performance Attribution 
 

Top 
Contributors 

 Key  
Detractors 

 

BHP  BBOZ  

RIO  RMD  

VEA  SGR  
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Market Summary 

After one of the worst quarters in recent memory, the 

first quarter of 2019 saw the S&P/ASX 200 index 

rebound 10.89%. 

We saw a rebound in two of the major index 

components this quarter; the Banking sector and the 

Resources sector. Banks rebounded from over sold levels 

post the release of the Hayne Royal Commissions Interim 

Report, whose recommendations were not as penal as 

the market had expected and priced. We remain 

underweight the sector given concerns around weak 

housing starts, which coupled with declining housing 

prices and far tighter lending standards will see very 

subdued loan growth (the key driver of bank earnings). 

We would need the banks to be very cheap to be 

overweight in this challenging economic environment. 

During the quarter there was also a tragic tailings dam 

collapse in Brazil that caused a significant reduction in 

available iron ore exports from that country. This 

tightening in the market has resulted in a 35% spike in the 

price of Iron Ore to over $US90 p/tonne, driving significant 

earnings upgrades for BHP, Rio Tinto and Fortescue. 

We came into this quarter with an overweight exposure to 

the resources sector and have used this strength to take 

profits and now remain underweight. 

The third significant event, and the one that is primarily 

responsible for the rebound in global stock markets was 

the Fed’s “pivot” (we would call it a monumental backflip) 

on monetary policy.  The Fed has moved from Quantitative 

Tightening (shrinking its balance sheet) and progressive 

rate increases to a flat rate outlook (markets are now 

actually pricing a 25bps cut this year) and have outlined 

progressively ceasing QE from May to September. This 

“pivot” caused an incredible rally in global bond markets 

which in turn has seen an incredible rally in ‘yield’ sectors 

such as property trusts and infrastructure.  

Portfolio Positioning 

We have managed equity market exposure well 

throughout the period. We came into the sell off with high 

cash levels, bought the dip and as the market pushed back 

through 6,000 have for the third time over the past 18 

months again significantly increased cash levels. We did 

not however hold the ‘yield’ sectors, causing 

underperformance this quarter. We expect that the 

outperformance of these sectors will reverse over the 

balance of 2019 and will continue to avoid them. 

At this stage we will retain high cash levels until we are 

either more confident in the economic outlook (and we 

are seeing green shoots from China) or markets sell off to 

undervalued levels again, reflecting the decline in global 

growth over the past 6 months. Bond and equity markets 

will not continue to rally in unison over the balance of the 

year. In stock specific news, JB Hi-Fi (JBH) was added ahead 

of the half year result in February (funded from Coles). It 

was oversold on broader retail sector concerns but 

reported ahead of consensus in a challenging discretionary 

environment, highlighting the quality of this franchise. We 

also sold CYB after the half year result on concerns around 

margin decline going forward and sold both Oz Minerals 

and Alumina given strong share price performance. 


