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Monthly Update – August 2018

Fund at a Glance  Return Characteristics1 
Fund Size AU$247m  Positive Months 68% 

Strategy FUM AU$322m Beta -0.2% 

Fund Inception Date August 2012 Sharpe Ratio 1.2 

Fund Strategy Equity Market Neutral Sortino Ratio 3.7 

Application/Redemption Daily Standard Deviation (annualized) 6.6% 

Management Fee 1.5%  No. Long Positions 74 

Performance Fee 20%  No. Short Positions 68 

Benchmark RBA Cash Rate  Gross Exposure 163% 

   International Exposure (% of Gross) 17.7% 

Performance 
 1 Mth 1 Yr 2 Yrs (pa) 3 Yrs (pa) 4 Yrs (pa) 5 Yrs (pa) SI (pa) 

WMNT (net return) -1.4% 2.7% 2.5% 4.1% 6.2% 5.8% 10.2% 

RBA Cash Rate 0.1% 1.5% 1.5% 1.6% 1.8% 2.0% 2.1% 

Outperformance -1.5% 1.2% 1.0% 2.5% 4.4% 3.8% 8.1% 

Sector Exposures  Long/Short Spread2 

 

 

 

Gross Portfolio Structure 
 July 2018 August 2018 

Investment Type $m % $m % 

Listed Securities - Long 217.6 85.0 208.9 84.6 

Listed Securities - Short -214.5 -83.8 -193.6 -78.4 

Net Exposure 2.8 1.1 15.1 6.1 

Cash 253.2 98.9 231.9 93.9 

Capital 256 100 247 100 
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Month in Review 
The Australian share market rose again in August, shaking off domestic political dramas, muted profit results; 
which saw aggregate earnings of listed Australian companies revised down for FY19 & 20 and a falling Australian 
dollar. Growth and momentum continue to be the driving factors behind share price performance, leading 
valuations for selected companies in the technology and healthcare sectors to levels not seen since the Dot Com 
boom. 

Global shares also stayed true to recent form, with the US market continuing to push higher, while European 
and emerging markets faltered. Trade war tensions weighed particularly heavily on markets in China and Turkey, 
sparking contagion fears for European banks and weakness across commodity markets. 

The Fund fell by -1.4% in August after all fees. Despite solid performance across most of the portfolio, the 
negative result was due almost entirely to two names within the TMT portfolio. We have been short TPG for 
some time and were caught offside by the proposed merger with Vodafone. In an NBN world, TPG was going to 
lose 30% of their broadband profits to the NBN in connection payments; the shares were very expensive and 
vulnerable. While a merger with Vodafone was always a prospect, the deal caught us by surprise. Under the 
proposed terms, TPG has ended up filling the NBN hole and became a stronger competitor to Telstra. The shares 
over-shot on the upside surging 50% costing the portfolio 1% of its performance. We also incurred a loss on 
investment in SpeedCast International- which fell sharply on the announcement of a disappointing result. 

The strongest contributors to the Consumer portfolio in August came from recent investments in apparel and 
stationery retailer Premier Investments and kitchen appliance maker Breville. Premier has rallied in response to 
strong sales results from a number of domestic apparel peers which represents a marked change from the 
pressure the sector has been under in recent years. Breville's share price responded positively to strong full-year 
results and the news that the pilot project converting the German and Austrian markets to a direct distribution 
model has been a success. Breville will progressively convert other European markets to a direct model over the 
next few years to mirror the successful structure used in Australia and the United States. 

A new position was established in the New Zealand casino group SkyCity Entertainment Group. The company 
owns local monopoly properties in Auckland, Adelaide and Darwin and smaller regional casinos in Hamilton and 
Queenstown. While the markets’ expectation for SkyCity is fairly low, our confidence in the ability of the new 
management team to conjure modest growth and acceptable returns from their asset base has been steadily 
improving over the course of the last year. 

Financial shares underperformed broad share market indices modestly in August, as global government bond 
yield curves continued to flatten. Within the Financials portfolio, we have benefitted from a long position in 
insurer QBE, following a strong 1H18 earnings reports which showed expanding underwriting margins, after 
several years of disappointment. Our position within Janus Henderson suffered on news that Andrew Formica 
will step-down as Co-CEO and leave Dick Weil as sole-CEO. Having met with Mr Weil in Sydney following their 
results, we are satisfied that there will be continuity in the strategy and believe the shares offer excellent value 
at below 10x earnings. 

Australian Healthcare shares appreciated sharply in August, significantly outperforming global peers. Shares 
were buoyed by a falling Australian dollar while investors digested reporting of 2018 financial year results. 
Overall, healthcare results were mixed; on the positive side, CSL’s results and year-ahead guidance were well 
received while Ansell, Primary Healthcare, Healthscope, NanoSonic Inc and Sonic Healthcare all disappointed. 
The Healthcare portfolio was flat in August where strength in long investments (CSL, ResMed) was offset by 
rallies in core short positions, particularly in smaller companies. The divergence in performance between 
perceived ‘winners’ and ‘losers’ in domestic healthcare shares continues to push through record levels, 
perplexingly at a time where we see growing downside risks (specifically CSL, Cochlear and Fisher & Paykel). 

Both gold and mining shares fell in August as escalating trade tensions, and a stronger US dollar battered 
emerging markets. We held a neutral exposure to the sector protecting the fund from losses. While valuations 
are becoming attractive, softer Chinese demand in 2019 appears likely. The oil price rose despite the stronger 
US dollar, due to supply concerns and a fall in crude oil inventories. Our position in Santos performed well after 
the company executed a clever deal to acquire Quadrant Energy. The acquisition centres around assets very 
familiar to the company, and also provides exciting exploration potential. Origin Energy, however, impacted 
performance in the month. The company altered its accounting policy to include the cost of electricity hedges 
in the profit and loss statement, this lowered earnings by some 20% and not surprisingly led to a 20% fall in the 
share price. The business remains intact, and the de-gearing continues with rising oil prices supporting their 
APLNG investment. We increased our position following the fall. 
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Monthly Net Performance (%)  

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD  

2012 - - - - - - - 1.36 0.97 0.00 6.51 2.88 12.14 

2013 -0.71 0.21 4.60 1.55 5.83 5.31 1.11 2.57 1.43 1.86 0.35 -0.06 26.57 

2014 1.71 1.45 -1.17 2.80 1.21 0.84 -4.38 -1.77 2.52 -1.57 -1.58 -1.32 -1.51 

2015 -1.18 0.70 3.23 0.96 -0.61 3.39 3.82 4.04 2.73 -1.36 1.53 2.93 21.92 

2016 -0.14 -1.93 1.13 0.53 1.08 1.76 0.60 -1.46 2.23 -0.34 -0.46 0.07 3.03 

2017 -0.81 0.02 0.76 1.13 0.61 0.19 -0.39 -0.75 0.34 -1.14 1.00 0.69 1.62 

2018 -0.86 0.80 1.23 0.23 -0.01 -0.61 2.52 -1.44     1.83 
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More Information 

Rani Singh – Business Development Manager 

02 8047 7744 

0422 745 731 

singh@wfunds.com.au 

www.wfunds.com.au 

Link Fund Solutions – Unit Registry 

LFS_contact@linkgroup.com 

http://www.linkfundsolutions.com/ 

 

 
1 Return Characteristics are for the period since inception. The Fund’s inception date is August 2012. 
2 The Fund makes a profit where the long portfolio outperforms the short portfolio, after the payment of fees. Portfolio returns are before fees and costs. 

Disclaimer: This document is issued by Watermark Funds Management Pty Ltd (ABN 98 106 302 505, AFSL 250897) in relation to the Watermark Market Neutral Trust (the Fund). Watermark Funds 

Management Ltd (Watermark) is a privately owned funds management business. Equity Trustees Limited (ABN 46 004 031 298, AFSL 240975) is the Responsible Entity for the Fund. The information 

provided is general information only. It does not constitute financial, tax or legal advice or an offer or solicitation to subscribe for units or shares in any fund of which Watermark is the contracted 

Investment Manager. The information in this document has been prepared without taking account of your objectives, financial situation or needs. Before acting on the information or deciding whether 

to acquire or hold a product, consider its appropriateness and the relevant Product Disclosure Statement (PDS), which is available on Watermark’s website; wfunds.com.au, or by phoning 02 92550225. 

Watermark receives management and performance fees in respect of the Fund, details of which are also set out in the PDS. Watermark, its affiliates and associates accept no liability for any inaccurate, 

incomplete or omitted information of any kind or any losses caused by using this information. All investments carry risks. There can be no assurance that any Watermark Fund will achieve its targeted 

rate of return and no guarantee against loss resulting from an investment in the Fund. Past fund performance is not indicative of future performance. 
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