
Performance Fee Disclosure All figures & tables stating investment performance returns (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 Vaneck Emerging Income Fund EBND 

4 Nab Capital Note 3 NABPH 

5 ANZ Capital Note 6 ANZPE 
 

GICS Sector by Issuer    

Major Banks  44.72% 

Regional Banks  2.42% 

Financials  11.32% 

Healthcare  3.76% 

Corporate Debt  28.19% 

Emerging Market Bonds  11.79% 

CASH  1.80% 

TOTAL  100% 
 

 

 

 

Major Banks

Regional Banks

Financials

Healthcare

Corporate Debt

Emerging Market Bonds

Cash

Gross Performance (%) 1m 3m 6m 1yr 3yr 5yr 7yr 9yr Inception * 

WFM Income Portfolio 2.41% 3.48% 8.35% 2.91% 3.67% 5.52% 4.48% 5.01% 5.58% 

WFM Including Franking - - - 3.90% 4.92% 6.88% 5.83% 6.36% 6.93% 

UBS Bank Bill Index 0.01% 0.03% 0.06% 0.39% 1.26% 1.52% 1.80% 2.16% 2.56% 

Relative Performance 2.40% 3.45% 8.29% 3.51% 3.66% 5.36% 4.02% 4.20% 4.38% 

 

 Quarterly Update 
December 2020 

Watershed Income Portfolio 



Quarter in Review 
 
The Watershed Income SMA had another strong quarter 

pushing the one year figure further back into positive 

territory. The Income SMA returned 3.48% for the 

December quarter, taking the calendar year return to 

3.90% including franking credit estimates.  

 

While the volatility in 2020 was not welcomed for a 

defensive portfolio, the underlying fundamentals for 

each asset remained strong and it was largely a liquidity 

event that contributed to the draw down. Nevertheless 

the portfolio is back trading where it should be and being 

active during the unprecedented times helped add 

portfolio alpha and drive the strong returns above.  

 

Portfolio Adjustments 

Trimmed: MXT, ANZPD, WBCPH  

Rollover: BENPE, NABPB 

Topped Up: KKC, EBND 

Quarterly Performance Attribution 
 

Top 
Contributors 

 Key   
Detractors 

KKC    RHCPA  

MXT     
 

  

Market View 

Very accommodative monetary policy from global central 

banks was a key theme throughout calendar year 2020, 

and expectations are this will be the case for a number of 

years. A November rate cut by the Reserve Bank of 

Australia (RBA) has taken the official cash rate to the 

lowest on record, currently sitting at 0.10% (from 0.25%), 

consistent with global central banks keeping an ultra-easy 

monetary policy to simulate growth.  

With stronger growth and a cyclical pick up expected near 

term, the impending spectre of inflation might finally rear 

its head. Inflation has been a non-event in recent times 

but with record amounts of stimulus being pumped into 

markets it will eventually be an issue. No one is expecting 

a rapid rise, and central banks have changed their rhetoric 

to look at strong evidence that rising inflation is 

sustainable beyond a cyclical bounce. Nevertheless this 

has begun to flow through to bond yields which have 

begun to rise.  Australian Government 10yr bond yields 

have increased from their recent lows below 0.7% to be a 

little over 1% currently. This is similar to the US which has 

seen a steady increase in yields from lows around 0.55% to 

now over 1.10%.  

Credit spreads have also normalised, contracting 

significantly since peaking in March as concerns about 

increasing bad debts were quelled by government 

assistance. In an environment where investors are again 

starved for yield in such a low rate environment, there are 

a number of credit products coming to market.  

Portfolio positioning: 

The underlying thinking in the portfolio has not changed 

significantly over the quarter. We still expect global short 

rates to remain anchored at the effective low range for the 

foreseeable future.  This is consistent with central bank 

rhetoric around the world. The main change has been the 

gradual increase in bond yields as inflation expectations 

slowly begin to pick up with the quantity of stimulus 

pumped in to markets. This leads us to maintain a 

preference for credit over sovereign bonds, and 

investment grade over high yield due to delinquency risk.  

With this said, the portfolio increased its conviction in the 

VanEck Emerging Market Bond Fund (EBND). The portfolio 

maintains the view that global stimulus will find its way 

into Emerging Markets, and with our base case of global 

synchronised growth in 2021, it further supports the 

investment case for Emerging Market Bonds which pay far 

more attractive yields than their developed market 

counterparts. The increase in EBND was funded by 

trimming the MCP Master Income Fund (MXT) which has 

organically grown after rebounding back above its net 

tangible asset value.  

Two hybrid rollovers in the quarter have secured more 

attractive yields. Bendigo Capital Notes 2 (BENPE) rolled 

into the new Capital Notes 3 (BENPH) increasing its trading 

margin from 3.2% to 3.8% in November. While NAB Capital 

Notes 2 (NABPB) have rolled into the new Capital Notes 5 

(NABPH), again increasing in margin from 3.25% to 3.5% in 

December. Both pay quarterly distribution at margins 

above the 90 day bank bill swap rate which is currently 

0.02%. 

At the end of the year the composition of the Income 

portfolio has moved further away from solely hybrids. The 

portfolio is now comprised of 58% Hybrids, 28% Credit, 

12% Emerging bonds and 2% cash. 


