
  
 

NTA and Monthly Update – October 2016

Company at a Glance   Net Tangible Asset (NTA) Backing 
ASX Code  ALF   Sept 16 Oct 16 

Fund Size AU$351.5m  NTA Before Tax $1.36 $1.31 

Fund Strategy Variable Beta  NTA After Tax $1.36 $1.30 

Share Price $1.50  Dividend Declared  ($0.05) $0.00 

Shares on Issue 271.3m  NTA After Tax & Dividend $1.31 $1.30 

Dividend (HY16 Interim) 5 cents  Gross Portfolio Structure 
Dividend Yield (annualised)) 6.7%  Long Exposure 117.8% 116.1% 

   Short Exposure -120.7% -117.5% 

   Gross Exposure     238.4%     233.6% 

   Cash 102.9% 101.5% 

Month in Review 
It was another difficult month for shares in October, with developed markets falling as bond yields edged higher. We 
have discussed at length, the implications for risk assets such as shares, of Central Banks’ efforts to normalise rates and 
bring to an end, the various quantitative easing programs that have supported bond prices for so long. This is clearly 
manifesting in a rotation of capital away from ‘bond proxies’ into resource shares and financials. This explains much of 
the performance of the Australian share market at a sector level, with healthcare and REITs leading the market lower 
while resources and financials posted modest gains for the month. 
 

The Company’s portfolio fell by 0.5% after all fees, outperforming the All Ordinaries Accumulation Index which fell by 
2.2%. The Company was market neutral for much of the month, protecting the portfolio from losses as share markets 
fell. Short positions were understandably the strongest contributors to performance, with Healthcare, Consumer 
staples and Utilities proving the strongest sectors. 
 

Defensive shares have borne the brunt of market falls in recent weeks as investors rotate out of high yielding shares. 
This headwind was exacerbated by earnings downgrades and weakening profit growth from key players in the 
healthcare sector, which was the worst performing part of the Australian share market in October. The Fund has been 
net short the Australian healthcare sector for some time. Retail and consumer staples were also a good source of short 
positions, both domestically and abroad. Despite a modest net long exposure to Utilities, key shorts in this weakened 
sector also performed well. In gaming, an investment in Tatts Group performed particularly well as the market digested 
news of a potential merger of the two dominant gaming franchises. 
 

Cyclical exposures weighed moderately on performance in the month, with core investments in the media and 
technology sectors suffering falls. A number of new positions in the capital goods sector were initiated during the 
month. This sector has not historically been well-represented in the portfolio, with coverage having recently 
commenced with the addition of Simon Felton to the investment team. With clear dispersion between valuations of 
companies in the automotive and engineering industries, we identified several compelling opportunities. 
 

Stock specific issues amongst financial exposures led to weaker performance in this part of the portfolio. The Fund has 
been net short in financials, given our circumspect view on banks and asset markets generally. Investments in Wells 
Fargo and ING Groep made positive contributions while the Fund’s modest net long exposure in Insurance shares also 
worked well. Losses were focused around an investment in Smartgroup which gave some ground after being one of 
the strongest performers in the portfolio over the last 18 months. 
 

Returns from the Resources portfolio were also mixed, with modest gains from positions in the energy and industrial 
metals sectors offset by losses in iron ore and gold shares. The prices of iron ore and coal continue to show strength, 
notwithstanding efforts from the Chinese government to slow growth in the housing sector and by extension, demand 
for steel. A position in global oil exploration and production company Hess Corp was a strong performer from within 
the international portfolio. 
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ALF Performance 

 1 Mth 6 Mths 1 Yr 3 Yrs (pa) 5 Yrs (pa) 7 yrs (pa) S.I. (pa) 

Portfolio Return (net) -0.5% 5.4% 6.8% 5.2% 15.0% 10.3% 13.7% 

All Ords Accum Index -2.2% 3.8% 6.6% 4.3% 9.0% 6.6% 8.5% 

Outperformance (net) 1.7% 1.7% 0.1% 0.9% 5.9% 3.7% 5.3% 

Net Equity Exposure 

 
Premium/Discount to NTA History 

 
Dividend History 

The Board is committed to paying an increasing stream of fully franked dividends to shareholders, provided the 
Company has sufficient profit reserves and franking credits and it is within prudent business practices. Dividends are 
paid on a six-monthly basis and the dividend reinvestment plan is available to shareholders for both the interim and 
final dividend. 

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

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 the Manager is the contracted Investment Manager. The information in this document has been prepared without taking account of your 

objectives, financial situation or needs. The manager, their affiliates and associates accept no liability for any inaccurate, incomplete or omitted information of any 

kind or any losses caused by using this information. Past fund performance is not indicative of future performance. 
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