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NTA and Monthly Update — June 2020

Company at a Glance Net Tangible Asset (NTA) Backing

ASX Code ALF May 20 June 20

Fund Size AUS198.7 NTA Before Tax $1.13 $1.12

Fund Strategy Variable Beta NTA After Tax* $1.13 $1.12

Share Price $0.87 NTA After Tax & DTA/CTL** $1.05 $1.04

Shares on Issue 192.8m

Net Exposure 2%
Long Exposure 45.4% 48.5%
Short Exposure -51.6% -52.7%
Gross Exposure 97.0% 101.2%
Cash 106.2% 104.2%

*The After-Tax NTA includes a $0.08 per share deferred tax asset, which is net of tax liabilities accrued in FY20. **Deferred Tax Asset (DTA) is comprised of
prior years’ tax losses. Current Tax Liability (CTL) is tax payable on profits generated in FY20.

Month in Review

The 2020 financial year drew to a close on June 30, capping off what has been an extraordinary period for
asset markets. The last 12 months have seen natural disasters such as fire and drought ravage much of
Australia, preceding the outbreak of the coronavirus and the onset of a global health crisis. Having powered
out of a surprise election result in May 2019, the Australian share market rallied on the back of monetary and
fiscal stimulus, extending what had already been one of the longest bull markets on record. As the COVID-19
pandemic first struck in late February, asset markets saw the most savage sell-down since the GFC as the
economic toll of the crisis began to reveal itself. Central Banks and governments were quick to respond,
sending asset markets flying again by April, with the local share market rallying some 30% in the final quarter
of FY20.

Against this very difficult backdrop, the Fund achieved one of its principal objectives, protecting investors’
capital when markets fell. For the 12 months to June 30, 2020, the Fund delivered a gross return of 0.9%,
outperforming the benchmark All Ordinaries Accumulation Index, which fell by 7.2% for the year. The
promising start that was made in the first half of the year was undone somewhat with the onset of the crisis.
We have struggled to reconcile the massive dispersion between the economic toll and impact on corporate
earnings resulting from measures required to suppress the spread of the disease, and the euphoria in asset
markets which are being supported at any cost by unprecedented monetary stimulus and fiscal support. The
question now is whether this dispersion can continue, or whether a second wave of infections and the
consequent economic damage could send markets plummeting again.

In commodities, iron ore and copper led off a strong start in June. While the price of iron ore subsequently fell
back from its highs, copper continued to show strength on higher levels of optimism and supply constraints
out of South America. A balancing act now exists for iron ore prices, with supply from Brazil lifting despite
COVID-19 concerns and the wet season beginning to impact Chinese steel consumption, providing negative
price signals. This is being offset by low port stocks being restocked and a seemingly insatiable appetite for
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more iron ore. The price of gold continued to march towards US$1800/0z, leading the shares of gold miners
higher. QOil failed to maintain momentum as production lifted and inventory stocks outweighed optimism of
higher fuel consumption due to the restarting of economies. Outperformers during the month were OZL
(copper prices), AMI (positive mine plan update), WHC (coal price weakness) and BPT (oil price weakness). We
remain positive on gold and copper; however, we neutralised our exposure in iron ore towards the end of the
month. We have also maintained a neutral position in oil, with cautious positioning for the financial results

season.

The Consumer/Industrials sectors delivered a flat return in June. The casino sector was a good source of
returns within the portfolio. Our position in SkyCity is currently trading freely with no lockdown restrictions but
also has minimal pending competition threat from new floorspace entering the Australian market in the
coming years. These are risks that both Australian casinos still need to navigate in addition to the NSW Casino
inquiry. Since SkyCity has resumed operations in NZ, it regularly sees daily revenue at 80%-90% of pre-COVID
19 levels. Despite this, the stock is still trading well down on its historical share price even after factoring in its
recent share issue. We see further upside on a longer-term view. Looking forward, several discretionary retail
stocks are priced at valuations that seem unbelievable given the economic climate. We are carefully timing
new short positions as the market starts to look beyond the short-term stimulus sugar hit.

It was a benign month for the Financials portfolio. Contributions from exposures in growth sectors such as
fintech and industrial property, as well as shorts in a number of fund managers were offset by losses across
investments in the insurance sector. Afterpay and Sezzle contributed to the portfolio, a trend which continues
strongly into July. We highlighted Sezzle as one of our key picks at our recent investor update. This was on the
premise that Sezzle’s end market (being eCommerce) had effectively doubled, as retailers moved online in
response to COVID-19 suppression measures. We are still confident that insurance names will re-rate, as the
market begins to appreciate their defensive characteristics in a post-COVID recessionary environment.

TMT & Healthcare were modest detractors from performance in June. Share prices continued to be driven by
the push and pull of pandemic-driven negative earnings revisions vs monetary stimulus. Among our winners,
Healius stands out for having received a binding offer from a private equity investor for its medical centres
business. This will help alleviate pressure on the company’s balance sheet and raises questions about the
strategic future for the rest of the business (pathology and imaging). Investments in Xero and Bigtincan added
value in the technology sector, while an investment in Altium detracted with the company suffering a
pandemic-induced hit to sales expectations for FY20. We expect the impact to be short-lived and remain
optimistic about Altium's long term outlook. A core investment in CSL shares also detracted as concerns
mounted about a transient reduction in their plasma collections given its exposure in southern states of the
USA particularly affected in this second wave of the pandemic (Florida, Texas, California, Arizona).
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Net Equity Exposure

250%
i
||||.|Il|.-|||||l|||||ll “I" Il |||l|| " |||||| ||”“ |||| ”““l“l"'
% g
I
o ROV A
-150%
I Long Exposure ==t Short Exposure Net Exposure
-250%
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Premium/Discount to NTA History

2.00 - r 40%
- 30%
1.50 Y - 20%
_/A
| | ||||| | TN~ 10%
1.00 # - ! ; I| Ill |||| \ .ullill |||| | ||~ . ey - 0%
oM Ii- illl' i " (i |’ || |||II|| |||| W | ' I||| || I
L ] |“
0.50 1 ||||| L 20%
- -30%
0-00 T T T T T T T T T T T T T T T T _40%
™ \¢) o A N Y Q N 2 > ™ \2) © A N W) Q
Q O ) Q Q \) ™ &S » &y Y > N &S &y » v
S S S S S T S S S S S S N S M S S
k=4 Premium/Discount to NTA ——Pre Tax NTA ALF Share Price
Gross Portfolio Return
45% .
Entry into i Exit from i
35% international i international i
equities | equities '
25% | |
15% I | | ; i
5% I | §
I _ 9 B -
-5% § IJ |
-15% * '

FYO4 FY 05 FYO6 FYO7 FYO8 FYOS FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY

17 FY18 FY19 FY20

Watermark Funds Management | ABN 98 106 302 505 | Level 23, 1 Farrer Place, Governor Philip Tower, Sydney NSW 2000

TEL: (02) 9252 0225 | EML: info@wfunds.com.au | WEB: www.wfunds.com.au



mailto:info@wfunds.com.au
http://www.wfunds.com.au/

Monthly Net Performance (%) _

Year Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun FYTD
FY04 0.4 1.4 0.2 0.0 2.3 4.3
EYO5 1.1 -0.3 4.6 2.8 4.4 2.4 0.3 1.3 -09 -61 -04 4.8 14.3
EYO06 2.0 2.7 4.8 -3.0 3.9 3.7 1.5 2.0 6.4 2.9 -2.1 1.4 29.0
EYo7 | -3.2 4.3 1.7 7.2 2.8 2.5 3.1 -1.6 3.5 1.1 2.7 2.0 29.2
FYOS -1.0 3.4 3.3 1.0 -0.3 -19 -115 -84 1.4 4.4 1.5 -7.2  -15.5
FY09 -1.3 5.1 -54 -16.3 -6.6 3.0 2.2 2.9 16.0 6.7 7.9 7.0 18.7
FY10 9.2 12.4 6.5 -0.7 0.8 0.1 -3.5 2.2 4.2 -2.1 -7.1 -2.3 19.9
FY11 2.8 -3.9 2.3 0.0 2.7 12.0 2.0 1.9 3.6 1.7 -1.8 -1.8 229
FY12 -4.1 -6.8 -8.4 6.5 -1.5 0.9 4.9 4.7 3.3 1.2 -2.4 0.7 -2.3
FY13 3.7 3.6 0.3 -1.3 6.5 3.4 34 1.6 3.0 2.7 0.5 2.2 33.9
FY14 3.8 3.5 2.8 4.0 -0.6 0.0 -0.2 4.0 -1.4 2.6 1.2 0.3 21.6
FY15 -3.6 -2.4 1.4 -1.3 -2.5 -1.1 -1.2 1.0 3.0 0.8 -0.5 3.1 -34
FY16 3.8 3.0 1.5 -1.6 0.4 2.0 0.0 -2.1 1.4 -0.4 1.9 1.0 11.2
FY17 -0.3 -0.6 3.9 -0.5 -0.9 -0.2 -0.7 -0.1 0.1 1.2 0.7 -0.5 2.0
FY18 0.3 -1.8 -0.4 -3.1 1.3 0.1 -0.6 0.7 0.9 0.9 0.0 -0.6 -2.3
FY19 2.6 -1.6 0.2 -2.0 -2.9 -1.4 0.5 0.7 -1.0 -2.3 -0.8 0.7 -7.2

Fy20 | 22 10 01 13 00 -04 13 -12 33 12 -09 -15 -0.5

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.

al LI

FYO5 FYO6 FYO7 FYO8 FYO9 FY10 FY11l FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20

14

[EEN
N

1

Cents Per Share
o

o N B O

HOrdinary Fully Franked  EdSpecial Fully Franked  k4Ordinary B Return of Capital

Watermark Funds Management | ABN 98 106 302 505 | Level 23, 1 Farrer Place, Governor Philip Tower, Sydney NSW 2000
TEL: (02) 9252 0225 | EML: info@wfunds.com.au | WEB: www.wfunds.com.au



mailto:info@wfunds.com.au
http://www.wfunds.com.au/

