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NTA and Monthly Update – August 2019

Company at a Glance   Net Tangible Asset (NTA) Backing 

ASX Code  ALF   Jul 19 Aug 19 

Fund Size AU$266.0  NTA Before Tax $1.17 $1.18 

Fund Strategy Variable Beta  NTA After Tax $1.16 $1.17 

Share Price $0.96  Gross Portfolio Structure 
Shares on Issue 240.2m  Long Exposure  82.1% 68.0% 

Net Exposure -6.8%  Short Exposure -88.5% -74.8% 

   Gross Exposure   170.6% 142.9% 

   Cash   106.4% 106.8% 

 

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

Portfolio Return (net) 1.0%  3.8% -5.2% -1.3% 1.7% 6.5% 10.6% 

All Ords Accum Index -2.2%       4.1%   8.6% 11.1%  8.1% 11.0% 9.2% 

Outperformance (net) 3.2%  -0.3% -13.8% -12.4% -6.4% -4.5% 1.4% 

Net Equity Exposure 
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Month in Review 

August saw the Australian share market post its first monthly fall in 2019, underperforming weak global markets 

to post a loss of 2.2%. In a reversal of the trends seen for much of the year, the prices of bulk commodities were 

weak, while the recovery in the residential property sector, led by major markets in Sydney and Melbourne, 

continued to gather momentum. Geopolitical tensions across the globe continue to unsettle investors, giving 

rise to elevated volatility in the share market. The local reporting season saw softer corporate earnings in 

aggregate, with consensus earnings forecasts for FY20 also revised down. 

The Fund performed well in the month, rising by 1% and outperforming its benchmark by 3.2%. With volatility 

expected to continue, ALF’s long/short mandate provides flexibility to position the Fund to benefit from 

significant moves up or down, for the broader share market. August saw a number of such moves and the Fund’s 

net exposure ranged between 5% and -15% in response. This augmented solid alpha generation from security 

selection, with positive contributions across most sectors. 

The Consumer sector was the top contributor in August, led by an investment in BWX Limited, which delivered 

a strong earnings outlook, well ahead of market expectations. BWX is in the early stages of a turnaround under 

new CEO David Fenlon. The business owns a number of high-quality natural skincare brands, including Sukin 

and Andalou, that are benefiting from tailwinds as consumers switch away from synthetic products. Despite 

mismanagement in recent years, BWX’s brands have remained strong from a customer standpoint (very 

important), and we are backing incoming management to convert that demand into higher profitability. 

Weakness in the commodities sector was broad based, with prices of bulks and base metals all suffering falls. 

Gold and nickel were the outliers, the former as a safe-haven asset for risk averse investors and the latter due 

to expectations that Indonesia would bring forward bans on the export of nickel ore. Despite the rising gold 

price, most gold equities sold off towards the end of August as valuations became stretched. We added to 

investments in South32 and Iluka, which were trading at significant discounts to our target prices. The price of 

oil tracked sideways, however reported financial results for Santos and Beach Energy highlighted the quality of 

both companies in terms of cash flows and production growth. This is to be contrasted with Woodside Energy 

and Oil Search which have been plagued by plant closures, poor execution on expansion plans and political 

uncertainty in regions such as PNG. 

In Healthcare, the Fund was well positioned to benefit from reported earnings results. An investment in CSL 

performed well, with the company reporting strong revenues from its IG and Albumin divisions, offsetting 

subdued growth in the Haemophilia and Specialty divisions. Importantly, the company’s guidance for FY20 

surprised on the upside, lending further support to the shares. An investment in Resmed also benefited from a 

stable funding environment and strong growth in its core sleep apnoea market.  

Conversely, results in the TMT sector proved trickier to navigate. We began the month with a skew towards 

value and away from growth, given the combination of frothy valuations, softening activity data and negative 

catalysts (US-China trade, Brexit, Italy). This tilt paid off in the first half of the month, however it led to losses as 

earnings results were reported. Shares with strong price momentum (which have been market darlings for some 

time) continued to find favour with investors despite missing on targets for earnings growth. We took a position 

in the float of Fineos, a high-quality life, accident and health insurance software company, focused on serving 

global customers. We like Fineos because of its recurring revenue stream, sticky customer base, high 

incremental margins and asset-light nature. 
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Monthly Net Performance (%)  

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

2004  0.4 1.4 0.2 0.0 2.3 1.1 -0.3 4.6 2.8 4.4 2.4 20.8 

2005 0.3 1.3 -0.9 -6.1 -0.4 4.8 2.0 2.7 4.8 -3.0 3.9 3.7 13.2 

2006 1.5 2.0 6.4 2.9 -2.1 1.4 -3.2 4.3 1.7 7.2 2.8 2.5 30.6 

2007 3.1 -1.6 3.5 1.1 2.7 2.0 -1.0 3.4 3.3 1.0 -0.3 -1.9 16.3 

2008 -11.5 -8.4 1.4 4.4 1.5 -7.2 -1.3 5.1 -5.4 -16.3 -6.6 3.0 -36.1 

2009 2.2 2.9 16.0 6.7 7.9 7.0 9.2 12.4 6.5 -0.7 0.8 0.1 96.9 

2010 -3.5 2.2 4.2 -2.1 -7.1 -2.3 2.8 -3.9 2.3 0.0 2.7 12.0 6.4 

2011 2.0 1.9 3.6 1.7 -1.8 -1.8 -4.1 -6.8 -8.4 6.5 -1.5 0.9 -8.6 

2012 4.9 4.7 3.3 1.2 -2.4 0.7 3.7 3.6 0.3 -1.3 6.5 3.4 32.3 

2013 3.4 1.6 3.0 2.7 0.5 2.2 3.8 3.5 2.8 4.0 -0.6 0.0 30.2 

2014 -0.2 4.0 -1.4 2.6 1.2 0.3 -3.6 -2.4 1.4 -1.3 -2.5 -1.1 -3.2 

2015 -1.2 1.0 3.0 0.8 -0.5 3.1 3.8 3.0 1.5 -1.6 0.4 2.0 16.2 

2016 0.0 -2.1 1.4 -0.4 1.9 1.0 -0.3 -0.6 3.9 -0.5 -0.9 -0.2 3.1 

2017 -0.7 -0.1 0.1 1.2 0.7 -0.5 0.3 -1.8 -0.4 -3.1 1.3 0.1 -3.0 

2018 -0.6 0.7 0.9 0.9 0.0 -0.6 2.6 -1.6 0.2 -2.0 -2.9 -1.4 -3.7 

2019 0.5 0.7 -1.0 -2.3 -0.8 0.7 2.1 1.0     0.8 

Dividend History 

The Board is committed to paying fully franked dividends to shareholders, provided the Company has sufficient 
profit reserves and franking credits and it is within prudent business practices.  
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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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