
The Portfolio is designed for investors who… 

• Seek higher than market, stable, tax-efficient 
income returns 

• Have a medium-term investment horizon and are not 

expecting any capital gains from their investment 

Investment Profile 

The Watershed Income SMA is a concentrated portfolio of 
listed debt, hybrid securities and ETF’s or LIT’s aiming to 
generate an income return of 2% above the UBS Bank Bill 
Index net of fees.  
 
A separately managed account, or SMA, is a professionally 
managed portfolio whereby the investor receives beneficial 
ownership of the underlying securities. 
 
The Watershed Income portfolio has a bias towards floating 
or variable rate fixed interest securities to minimise interest 
rate risk. 
 
The portfolio should be viewed as defensive with minimal 
capital volatility and is not expected to generate any long 
term capital growth.   
 
 

Key Portfolio Features 

Inception 30 Aug 2010 

Benchmark UBS Bank Bill Index 

Authorised Investments 
Listed Bonds 
Hybrid Securities 
Listed Debt 

Number of Securities 10-20 

Cash Allocation 2-20% 

Investment Horizon At least 2 years 

Performance 
 

 

*Inception - August 2010   

Portfolio Structure 

No. Company Name ASX Code 

1 MCP Master Income Trust MXT 

2 CBA Preference Shares CBAPD 

3 NAB Preference Shares NABPB 

4 ANZ Capital Notes ANZPE 

5 ANZ Convertibles ANZPD 
 

GICS Sector by Issuer    

Major Banks   47.38% 

Regional Banks   3.03% 

Financials   14.29% 

Healthcare   4.27% 

Corporate Debt   17.82% 

CASH   13.21% 

TOTAL   100% 
 

 

 

 

 

Major Banks

Regional Banks

Financials

Healthcare

Corporate Debt

Cash

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

WFM Income Portfolio 0.20% 1.08% 3.69% 5.38% 5.13% 5.96% 6.37% 5.20% 5.85% 

WFM Including Franking - - - 6.56% 6.38% 7.34% 7.73% 6.54% 7.20% 

UBS Bank Bill Index 0.08% 0.29% 0.74% 1.74% 1.81% 1.79% 1.89% 2.01%  

Relative Performance 0.12% 0.79% 2.95% 4.82% 4.57% 5.55% 5.84% 4.53%  
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Quarter in Review 
 
Performance Summary 
 

The Watershed Income SMA continues to provide a 

high income level with low capital volatility. The 

portfolio returned 1.08% in the September quarter 

resulting in a full year franked return of 6.56%. 

 

The Watershed Income SMA has performed very 

strongly over the longer term, with performance of 

7.20% since inception including franking.  

 

Portfolio Adjustments 

Trimmed: ANZPD, ANZPE, BENPE, MQGPC, NABPB, 

RHCPA, WBCPH, WBCPI 

Bought: bid for the new KKR credit income fund 

Sold: N/A 

Quarterly Performance Attribution 
 

Top 
Contributors 

 Key  Detractors 

MQGPD  AMPPA  

WBCPH    

CBAPG    
 

 

  

Market View 

Geopolitical events are still front of mind, but easier 

monetary policy remains the driving force behind asset 

class valuations as the Federal Reserve cut the target 

range by 25 basis points (for the second time) as expected 

in September. Federal Reserve chairman Jerome Powell 

calmed investor concerns about a deteriorating economic 

environment saying that it was only a precautionary mid 

cycle rate cut. There were also mixed signals on the 

likelihood of further rate cuts with views among members 

very divergent (the market is currently pricing in two more 

cuts). The two reasons for the Fed to be aggressive are 

global growth and trade tensions. 

Back at home, the RBA has cut interest rates three times 

to a record low of 0.75%, in a bid to stimulate growth. We 

question how effective this will be at this late stage in the 

cycle and share Governor Lowe’s sentiment that the 

government needs to step in and provide fiscal stimulus. 

 

Bond markets continued their mega rally into August 

driven by the strong demand for safe haven assets, with 

the yield on the 10 year Australian government bond yield 

falling below 0.9%. It has since recovered slightly to around 

1%. The spread between the Australian 2 year and 10 year 

bond yields also fell to below 15bps. More concerning was 

the inversion of the US yield curve for several days in 

August, the first time since 2007, leading to a large spike in 

volatility as recession fears mounted.  

Sector Positioning 

The portfolio positioning has been adjusted over the 

quarter with approximately 69% exposed to hybrid and 

listed corporate debt securities, 13% in cash and 18% in 

senior secured loans via the Metric Credit Partners Listed 

Investment Trust. We were expecting to progressively 

introduce government bond exposure to the portfolio over 

the course of 2019 but the large rally in the sector has 

delayed this inclusion in the short term.  

There were several changes to the portfolio during the 

quarter, locking in some gains by trimming several of the 

hybrid securities that have seen strong price appreciation. 

Trading margins have continued to contract to almost 

record lows. The portfolio will add the upcoming KKR 

Credit LIT which will diversify the portfolio geographically 

and complement the MXT position. 

The KKR Credit Income Fund is a portfolio of global credit 

managed by the highly respected Kohlberg Kravis Roberts 

& Co who manage over US$200 billion globally and have 

over 43 years of investment experience. The listed 

investment trust is targeting a net return of 6-8% through 

the market cycle via a portfolio of credit investments 

diversified across geographies and asset classes. 4-6% of 

this is the targeted distribution yield and the balance is 

capital growth. The trust will initially invest in two funds 

managed by KKR which are the Global Credit Opportunities 

Fund, and the European Direct Lending Fund. There 

appears to be strong demand for the trust with investors’ 

appetite for yield expected to raise the maximum offer size 

of $825m. 

The allocation to KKR will take up the available cash 

balance in the portfolio and further diversify away from 

hybrid securities which we expect to continue as the cycle 

matures further.  


