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Watershed Portfolio Update 

As the Corona virus has spread across the globe, acquiring official pandemic status in 

the process, it has wreaked havoc on the world’s economies and financial markets. As 

the gravity of the virus’s impact became apparent,  governments worldwide began 

devising desperate stimulus initiatives to stabilise their economies and stave off 

recession. However, over the past week politicians have had to accept the inconvenient 

reality that these stimulatory measures will be delivered to populations that are confined 

to their homes for the foreseeable future. And not only are front doors shut, but 

restaurants are shut, schools are shut, universities are shut, many small businesses are 

shut…even national borders are shut, with social isolation considered the best method 

to contain the spread. And this conundrum has shifted the political narrative over the 

past week from one of stimulus to one of survival, with the end goal now to ensure that 

those business closures don’t become permanent and that the population have jobs to 

return to when the crisis abates.  The success of these initiatives will play out over time, 

however fortuitously most major countries such as Australia, Canada, China, France, 



 
 

Germany, Japan, the UK, and the US are responding with huge central bank (monetary) 

and government (fiscal) spending packages. These packages dwarf the extent of 

measures taken over a period of years during and following the GFC.  However, market 

volatility and investor anxiety is likely to remain at extreme levels until there is evidence 

that the number of new infections is falling or there is a definitive timeline for the delivery 

of an effective therapy.    

The market response to this pandemic has been nothing short of brutal, with 

indiscriminate selling driving the market down close to 40% over the past month.  To put 

this in perspective, the magnitude of this collapse now exceeds that of the “bloodbath” 

share market crash of 1987.  As mentioned, a reversal of this sell-off and all-pervasive 

pessimism will require clear indications that infection rates are under control.  And as no 

member of our Investment Committee possesses either a Medical or Scientific degree 

we can only speculate about how long it might take to develop an effective vaccine.  

However, in terms of containment, we have seen encouraging anecdotal evidence from 

countries that undertook early lock down measures such as Korea, Singapore and Hong 

Kong, that infection rates are now falling and people are returning to work.  Not 

surprisingly these successes seem to have been directly commensurate with the 

vigilance with which self-isolation and sanitation were applied in those countries.  This 

message has not been lost on Western nations that are now applying increasingly 

punitive measures to ensure their populations follow suit.  This gives us optimism that at 

some point in the near to medium term this problem will recede and we will realise we 

are very likely in the midst of a generational buying opportunity where apprehension and 

large scale mispricing abounds.  These factors, coupled with the with colossal level of 

economic stimulus applied by Central Banks, have given us confidence to deploy our 

previously overweight cash positions.  Our activity across the Sector Based portfolio’s is 

detailed below. 

  

AUSTRALIA SHARE SMA 

The Australian Share SMA entered March sitting on a heavily overweight cash position 

and holding an 18% weighting in a Geared ETF that was short the ASX200.  These 

positions hurt performance in the market squeeze up late in 2008 and early 2019 but 

provided some downside protection in the initial stages of the this sharp selloff and 

provided cash to buy what we view are now significantly undervalued companies. 

As we entered the month and the share market began to fall sharply we gradually 

unwound that short position in two stages.  Firstly at 6400 (after the market had fallen 

10%) we reduced the short positon by approximately 25%, then divested the remainder 

of the holding at 5900 (after the market had fallen approximately 20%). Following these 

sales, the portfolio’s cash position was increased to 24%.  As the market tailed away 

further we began to invest our cash to top-up existing holdings were appropriate and 

introduce some new positions from a “shopping list” of stocks we had formulated through 

reporting season. We added to our positions in BHP, Amcor, Origin Energy, Oil Search, 

RIO Tinto, Treasury Wine Estates, Woodside Petroleum, Aristocrat Leisure and ALS 



 
 

Limited in market weakness.  We also introduced holdings in Alumina, Oz Minerals, 

Goodman Group, Macquarie Group, Newcrest Mining and Transurban Group.  The bulk 

of the cash was deployed on 12th March when the ASX 200 dipped below 5,000 (i.e. a 

fall of 30% from the recent high). 

While we do not know when a bottom will be reached we do see significant value at this 

level and have high conviction that we have invested our portfolio at levels that will 

deliver strong returns in the medium to longer-term. 

We note that while the portfolio has fallen in value quite sharply with the broader market, 

it fell by 4.57% less than the broader market in February and has fallen by 3.7% less 

than the market so far in March (or 8.3% less than the broader market fall at this stage). 

Additionally, we believe that it is now well positioned to capture the full upside of the 

eventual market recovery. 

  

EMERGING LEADERS SMA 

The Emerging Leaders SMA entered March sitting on a 36% cash position predicated on 

the opinion that much of the Small Ordinary stocks were fully-priced.  This situation 

changed rapidly and saw us, as per the Australia Share SMA, top-up existing holdings 

were appropriate and introduce new positions from a list of stocks we had formulated 

through reporting season.  We added to our position in Appen, Bapcorp, Bingo 

Industries, Mineral Resources, Service Stream and Collins Foods believing they had the 

balance sheet strength and business models that would rebound from the current 

malaise and were sold down on near-term issues that  will ultimately pass.  As an 

example Collins Foods share price fell over 50% on the back of their Dutch KFC 

restaurants being mandated by the government to be closed through to April 6, and the 

company taking the proactive decision to close all of their in-restaurant dining after an 

employee tested positive for COVID-19 in Queensland.  The subsequent sell-off was 

very sharp and discounted the fact that the Dutch suite of restaurants constitutes less 

than 5% of their revenue, and that in-restaurant dining accounts for a small portion of 

KFC revenue with 80% generated in the areas of take-away, drive-through and delivery 

(business segments apt to thrive in the current environment). This indiscriminate selling 

across the mid and smaller company space has created value that we have not seen for 

over a decade. 

We also took the opportunity to introduce positions in Independence Group, Austal, City 

Chic Collective and Seven Group Holdings.  We see these as high-quality businesses 

well positioned to rebound in an economic and market recovery.  With an additional 9% 

in cash still available, we are closely evaluating opportunities to add additional names to 

the portfolio. 

  

 

 



 
 

INCOME SMA 

This dislocation in market pricing (driven by liquidity/selling) in the Australian Bank 

Hybrid sector has again been more severe than at any time since the GFC despite Bank 

Capital levels being significantly higher. And like the other portfolio’s mentioned above, 

as we began to see material weakness across the sector and some of the associated 

credit trusts, we took the opportunity to top-up our positions. We believe the sell-off in 

these assets is not at all commensurate with what we see as low credit risk.  By way of 

example we increased our holding in three of our Hybrid Securities, two Macquarie 

Group Issues and the Westpac Convertible Notes (WBCPH).  The Westpac Convertible 

Notes for example fell from a trading price of over $100 to $83.50.  At this price not only 

are they paying you a running yield of  around 6.00% but if held to maturity they would 

provide you a capital gain of $16.50 per share (or 20%), as they are $100 issues with 

that capital to be repaid on 22 September 2025.  Hence the compelling Yield To Maturity 

is over 10%. Markets are pricing in a risk of default that we feel is well and truly 

overdone with respect to Issuers such as Westpac Bank.  The fall away in hybrid 

issuance from the banks and other high-quality lenders proved a fantastic opportunity 

during the GFC (when large corporate balance sheets were far less robust than they are 

currently) and we believe this will prove the case once again. 

  

DIRECT INTERNATIONAL SMA 

The International portfolio still holds 11% cash and has done so since December 2019 

when we trimmed several holdings into strength and also introduced PayPal at a 2.5% 

weight. We have been comfortable carrying a far lower cash level in this portfolio 

because the bulk of the portfolio is denominated in US Dollars. We have had a view for 

some time that not only was the Australian Dollar overvalued, but should we have a 

major “risk off” event such as this, that it would fall sharply, providing a cushion. We note 

that the Australian Dollar has fallen from 70c against the US Dollar before this correction 

to just 58c today, providing a 17% buffer to the portfolio. 

The portfolio remains invested in companies that are largely global leaders in their 

industry and will navigate this environment. 

 

Performance Fee Disclosure 

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. 

 

  



 
 

Watershed Funds Management 

Watershed Funds Management is a specialist Managed Account (MDA & SMA) Provider 

and has been a pioneer in the delivery of these portfolio solutions to financial advisers. 

Watershed leverages the expertise of a highly credentialed investment team to form a 

global thematic view that determines asset class and sector allocations. 

Our investment committee structure differs for each SMA and is chaired by an individual 

with niche expertise and a proven track record for managing portfolios within that asset 

class. With a research process that is both rigorous and thorough we have been able to 

deliver strong historical returns across our full suite of Managed Accounts. 

An investment in a Watershed Managed Account provides professional and active 

investment management with full transparency of holdings, transactions and structure. 

Watershed seeks to form a collaborative relationship with advisers, actively 

communicating portfolio strategy in the current market environment so that advisers are 

better equipped to communicate with their clients.. 
 


