
Performance Fee Disclosure All figures & tables stating investment performance returns (AFTER investment management fees, but BEFORE administration fees and 

taxes) for the Portfolio. The performance returns have been calculated on a daily basis taking into account brokerage costs, and are accumulated for the period shown. 

Returns are shown as annualised if the period is over 1 year, or as total returns otherwise. 

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 Commonwealth Bank CBA 

4 CSL Ltd CSL 

5 ANZ Banking Group ANZ 
 

GICS Sector    

Banks  18.62% 

Consumer Discretionary  8.95% 

Consumer Staples   5.92% 

Energy   10.26% 

Health Care   10.89% 

REITs   2.46% 

Materials/Resources   12.39% 

Leveraged ETFs   12.93% 

CASH   17.58% 

TOTAL   100% 
 

 

 

 

Banks

Consumer Discretionary

Consumer Staples

Energy

Health Care

REITs

Materials/Resources

Leveraged ETFs

CASH

Net Performance (%) 1m 3m 6m 1yr 3yr 5yr 7yr Inception* 

WFM Aus Share Portfolio (1.03%) 0.67% 3.18% 17.15% 8.60% 7.77% 9.34% 7.75% 

S&P/ASX 200 Accum Index (2.17%) 0.68% 3.06% 23.40% 10.26% 8.97% 10.02%  

Relative Performance 1.14% (0.01%) 0.12% (6.25%) (1.66%) (1.20%) (0.68%)  
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Quarter in Review 
 
Performance Summary 
 
• The Watershed Australian Share portfolio returned 

0.67% for the December quarter, flat on the index. 

This is a pleasing result given the very conservative 

positioning of the portfolio in a market that is 

trading at record highs.  

• The overweight cash and short position (currently 

net long 55%) were a drag on performance in the 

rally to end of July but are now starting to add value 

with the six month figure slightly ahead of index.  

 

Portfolio Adjustments 
 
During the quarter we:  
 
Trimmed: ALQ, CSL 
 
Increased: BBOZ, TWE 

Quarterly Performance Attribution 
 

Top 
Contributors 

 Key  
Detractors 

 

CSL  WBC  

ALL  NAB  

BHP  ANZ  
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Market Summary 

The S&P/ASX 200 finished the 2019 calendar year on a 

negative note but still managed an exceptional return for 

the year of 23.4%, its best in a decade. The index ended 

the December quarter 0.68% ahead with losses on the 

last day of the year eroding nearly 1.8%.  

The yearly return was an exceptional result and occurred 

despite concerns hanging over the market at the end of 

2018, and with most of these issues remaining 

unresolved throughout the year, namely; 

- US and China trade war dispute 

- Global growth slowing 

- High debt levels and minimal wages growth 

The first six months of the year delivered the majority of 

the returns, rebounding strongly from the December 

2018 lows to return nearly 20%, while the second half 

added only 3.06% to index returns.  

However it was undoubtedly global monetary policy that 

drove most of the returns in 2019. The US Federal Reserve 

cut interest rates 3 times while the Reserve Bank of 

Australia cut to a record low of 0.75%.  

Markets in Australia are pricing in one more cut to 0.5% in 

2020 which could come as soon as the February meeting. 

The main question we are asking is how long can the 

market trade at these elevated levels, caused by record 

low interest rates, with limited or no earnings growth 

coming through? 

Looking forward into 2020 and we do not expect it to 

reflect the returns from 2019. The US election in 

November will be a focal point and likely play a big part for 

economic growth and underlying earnings growth for 

companies along with the factors mentioned earlier.  

Portfolio Positioning  

The current exposure of the Watershed Australian Share 

Portfolio is about 55% invested and 45% cash/short. This 

fits in with our current macro view that markets are fully 

priced. The Australian market, while trading at record 

highs, is currently trading on a forward Price/Earnings 

multiple of 18.5x in an environment of limited earnings 

growth. This P/E expansion has therefore been driven by 

heightened valuations and not underlying earnings. We 

don’t view this as sustainable even with the record low 

interest rate environment and see the risk to the upcoming 

reporting season as skewed to the downside. As such the 

portfolio has been fading the rallies and continually dialling 

back market exposure as valuations are stretched. The 

upcoming February reporting season will provide a good 

gauge of the prevailing economic climate. 

The banks were hit hard over the December quarter and 

were the largest detractors for the portfolio, the portfolio 

is slightly underweight banks which has been prudent in a 

falling interest rate environment (which typically squeezes 

banks margins and also implies weakening economic 

conditions). 

The portfolio is also avoiding exposure to bond sensitive 

sectors (government bonds, infrastructure and property 

trusts) believing that the strong rally in 2019 has eroded 

any value in the short term.   

Given the current position of the portfolio we expect to 

underperform on the upside while outperforming on what 

we see as the far more likely downside, with capital 

protection the key focus at these elevated prices.   

 


