
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 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 KKR Credit Income Fund KKC 

3 CBA Preference Shares CBAPD 

4 NAB Preference Shares NABPB 

5 ANZ Capital Notes ANZPE 
 

GICS Sector by Issuer    

Major Banks   47.40% 

Regional Banks   3.00% 

Financials   14.29% 

Healthcare   4.35% 

Corporate Debt   28.49% 

CASH   2.47% 

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 0.79% 0.62% 1.71% 5.30% 4.03% 4.96% 6.16% 4.94% 5.76% 

WFM Including Franking    6.48% 5.28% 6.34% 7.52% 6.28% 7.11% 

UBS Bank Bill Index 0.07% 0.24% 0.52% 1.50% 1.71% 1.72% 1.81% 1.91%  

Relative Performance 0.72% 0.38% 1.19% 4.98% 3.57% 4.62% 5.71% 4.37%  

 

 Quarterly Update 
December 2019 

Watershed Income Portfolio 



Quarter in Review 
 
Performance Summary 
 

The Watershed Income SMA continues to provide a 

high income level with low capital volatility in an 

environment of record low interest rates. The 

portfolio returned 0.62% in the December quarter 

resulting in a full year franked return of 6.48%. 

 

The Watershed Income SMA has performed very 

strongly over the longer term, with performance of 

7.11% since inception including franking.  

 

Portfolio Adjustments 

Bought: KKC (new listing) 

Sold: N/A 

Quarterly Performance Attribution 
 

Top 
Contributors 

 Key  Detractors 

RHCPA  WBCPI  

NABPB    

MQGPC    
 

 

  

Market View 

2019 was a year dominated by Geopolitical events, and 

valuations driven by easier monetary policy. The US 

Federal Reserve cut interest rates 3 times during the year, 

a massive backflip from the end of 2018 when it was still 

expecting to hike rates. This pivot drove bond yield down 

to as low as 1.5% on US 10 year treasuries and sub 0.9% 

on Australian 10 year treasuries, catching anyone 

underweight bonds off guard. The spread between the 2 

year and 10 year, which is often considered a good 

indicator for a meaningful downturn, did briefly invert in 

August, but has since normalized to a more health buffer 

of 30 basis points.  

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

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

Markets are pricing one more cut to 0.50% in 2020 which 

could come as soon as the February meeting. 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. 

The strong rally in bond prices over 2019 has eroded any 

value in the short term, having missed the boat here, 

albeit prices did normalise over the December quarter as 

global growth fears did begin to abate.  In the month of 

December alone, bond yields rallied meaningfully (over 

30bps) with news of a Stage 1 trade war resolution. With 

this move up in yield, floating rate credit outperformed.  

Sector Positioning 

The portfolio positioning has been adjusted over the 

quarter after deploying the available cash to purchase the 

newly listed KKR Credit Income Fund. This leaves the 

portfolio with approximately 69% exposure to hybrid and 

listed corporate debt securities, 2.5% in cash and 28.5% in 

corporate debt both domestically (via MXT) and globally 

(via KKC), further diversifying the portfolio away from 

hybrid securities which we expect to continue as the cycle 

matures further. 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.  

The KKR Credit Income Fund listed in November at a small 

discount to its $2.50 issue price. The trust is a portfolio of 

global credit managed by the highly respected Kohlberg 

Kravis Roberts & Co. It is due to pay its first distribution 

after the March quarter (paid quarterly) and is targeting a 

net return of 6-8%pa through the market cycle. 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.  

With the portfolio now fully invested we expect to 

generate a relatively attractive yield in a low interest rate 

environment. Grossed up yields on the portfolio are 

currently circa 4.5%. The portfolio remains actively 

managed and the composition will continue to change as 

the cycle matures further. Two years ago it was 100% 

hybrid and debt securities and now this has been dialled 

back to under 70% with corporate debt having been 

introduced. We still expect to introduce bond exposure 

when the metrics are more favourable, as mentioned 

above, Australian 10 year treasury yields around 1% do not 

look appealing.  


