
The Portfolio is designed for investors who… 

• Seek long term capital growth & some tax-
effective income 

• Have a longer -term investment horizon of at least 

three years and accept the risk of significant price 

fluctuations. 

•  

 Investment Profile 

A Professionally Managed Portfolio of Australian Shares 
 

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

Investment Objective  
 

The objective of the Watershed Emerging Leaders Portfolio 
is to provide investors with long-term capital growth and 
some tax effective income from a concentrated portfolio of 
stocks listed outside of the ASX 100. The Portfolio aims to 
outperform the ASX Small Ordinaries Accumulation Index 
over the medium to longer term (three to five years) by 2-
3% per annum, by undertaking rigorous bottom up stock 
analysis and active portfolio management. 
 

Key Portfolio Features 

Inception 6 Aug 2013 

Benchmark 
S&P/ASX Small Ordinaries 
Accumulation Index 

Authorised Investments 
ASX listed companies not  
in the ASX 100 

Number of Stocks 15-30 

Cash Allocation 2-40% 

Tracking Error 5% to 9% per annum 

Investment Horizon At least 3 – 5 years 

 

Performance 
 

 

*Inception - August 2013 

Portfolio Structure 

No. Company Name ASX Code 

1 Appen Ltd APX 

2 WorleyParsons Ltd WOR 

3 Collins Foods Ltd CKF 

4 NRW Holdings Ltd NWH 

5 Independence Group  IGO 
 

GICS Sector    

Consumer Discretionary   16.05% 

Consumer Staples   1.56% 

Diversified Financial   7.12% 

Industrials   21.44% 

Materials/Mining    8.49% 

Information Technology   14.64% 

Energy   4.29% 

CASH   26.41% 

TOTAL   100% 
 

 

+ 

 

 

Consumer Discretionary

Consumer Staples

Diversified Financial

Industrials

Materials/Mining

Information Technology

Energy

CASH

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

WFM Emerging Leaders SMA (0.66%) 10.75% (9.12%) 7.01% 13.98% 10.15% 10.33% 11.29% 12.98% 

S&P/ASX Small Ords Accum (0.12%) 12.59% (2.83%) 5.78% 10.29% 11.40% 9.43% 7.97%  

Relative Performance (0.54%) (1.84%) (6.29%) 1.23% 3.69% (1.25%) 0.90% 3.32%  

 

Quarterly Update 
March 2019 

Watershed Emerging Leaders Portfolio 



Quarter in Review 
 
Performance Summary 
 
• The Watershed Emerging Leaders SMA rebounded 

strongly along with the market in the March 

quarter. The portfolio rose 10.75% for the quarter 

compared to the small ordinaries which rose 

12.59% resulting in underperformance of 1.84%  

 

• The Emerging Leaders portfolio remains well ahead 

of the benchmark over the longer term after what 

has been a very volatile six months for equity 

markets globally.  

 

Portfolio Adjustments 
 
During the quarter we made the following changes: 
 
Trimmed: SSM, NWH, RWC, APX, APT, PWH 
 
Sold: RWC  
 
Bought: SIQ 
 

Quarterly Performance Attribution 
 

Top Contributors Key  Detractors  

APX NGI  

APT MLX  

NWH BIN  
 

 

 

 

Market Summary 

As fast as global equities capitulated, they have 

recovered. Markets have had a turbulent six months, 

recouping most of the losses leading into Christmas. Much 

of the rebound is attributable to the Federal Reserve’s 

switch to a dovish policy stance and premature end to its 

balance sheet unwind which came as a pleasant surprise 

to investors. The more accommodative monetary policy 

stance creates a more favourable backdrop for consumer 

and investor confidence with hopes to delay the next 

economic downturn.  

The US is the lead for the global economy with flow on 

effects to the rest of the world. The Reserve Bank of 

Australia’s next move in interest rates is now more likely 

to be down than up. This has seen the domestic market 

rally, and high P/E stocks that were smacked in the  

 

December quarter bounce back strongly. 

The market rally has seen the small ordinaries trade back 

over 19x (1 year forward P/E ratio) after hitting lows in 

December of under 16x. The portfolio was active in buying 

the dips and selling the rally’s but now views the market as 

fully priced in the short term, not really seeing a catalyst to 

take markets higher from here. As a result the portfolio is 

holding a relatively high cash weighting as we approach 

the end of the financial year.  

Portfolio Positioning 

The portfolio has continued to be active in the recent bout 

of market volatility from deploying cash after the selloff in 

the December quarter to unwinding some positions after 

their rally in the March quarter. As a result portfolio 

turnover has been above the longer term average.  

The portfolio began 2019 with 11.5% cash which was 

progressively increased over the quarter, ending March 

with 26.41% cash. We are comfortable with this level given 

we think markets are fully priced.  

The sole addition to the portfolio was SmartGroup (SIQ) 

which is a salary packaging and novated leasing system 

providing services to government departments, public 

institutions and corporates. The client base is very sticky 

providing recurring revenues and resiliency in earnings. 

Somewhat unfortunately the CEO subsequently sold some 

stock which precipitated a further sell-off. It was 

announced the sale was for “personal reasons” which 

never does anything to assuage investors discomfort. 

Nevertheless they continue to have accretive acquisitions 

and experience organic growth while providing defensive 

characteristics we view as attractive in the current 

environment.    

The portfolio also trimmed a number of holdings that have 

bounced back sharply. Tech stocks Appen and Afterpay 

almost reached our mandated upper limit of 8% (Again!) 

before being trimmed back. Reliance Worldwide (RWC) 

was divested as the mandate requires us to divest a 

holding within six months of moving into the S&P/ASX 100.  

We continue to be cautious in the current environment, 

but as is the case in smaller companies, individual growth 

stories can perform independently of the broader market. 

As such as we remain focused on unearthing compelling 

investment ideas that meet our key quality criteria.  


