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Monthly Update — July 2020

Fund at a Glance Return Characteristics

Fund Size AUS30m No. Long Positions 75
Strategy FUM AUS231m No. Short Positions 51
Fund Inception Date May 2019 Gross Exposure 135.7%
Fund Strategy Variable Beta Net Exposure -4.0%
Application/Redemption Monthly
Benchmark RBA Cash Rate Unit Price $ 1.0157
1 Mth 3 Mths FYTD Sl (pa)
WAREF (net return) 1.2% -0.8% 1.2% 1.4%
RBA Cash Rate 0.0% 0.1% 0.0% 0.7%
Outperformance 1.2% -0.9% 1.2% 0.7%

Sector Exposures Gross Portfolio Structure

Utilities & Telecos l__
teriale — Investment Type Sm %
ndustrals = Listed Securities - Long 19.8 65.9
Health Care L_-
Financials = Listed Securities - Short -20.9 -69.8
Real Estate l_-
Banks | Net Exposure -1.2 -4.0
snere - - Cash 31.2 104.0
Consumer Staples I_-
Consumer Discretionary |__ Capital 30 100

ELlong M Short -15%-10% -5% 0% 5% 10% 15%

Managing your Investment

The Fund is priced monthly, on or around the 6th business day of each month. Boardroom Limited, who manage
the unit registry for the Fund, will accept applications and redemption requests up until 2pm on the 10th
business day of each month, giving investors the opportunity to review the latest unit price before deciding to
apply for, or redeem units.

Redemption proceeds will ordinarily be paid within 5 days of the cut off. Investors should refer to the Product
Disclosure Statement for the Watermark Absolute Return Fund for details on applying for and redeeming units
in the Fund.

For any queries regarding your unit holding, please contact the unit registry managed by Boardroom Limited at
watermark@boardroomlited.com.au; or 1300 737 760.
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Month in Review

The Australian share market kicked off the new financial year with a sluggish start in July, trailing most major
indices. With little to excite investors in terms of the earnings outlook for shares, investor sentiment was further
rattled on news of increased COVID-19 cases in Victoria, and a move to stage 4 lockdown. Given this backdrop,
the RBA maintains its accommodative stance and the Government announced an extension of welfare and
stimulus measures in a bid to ameliorate damage to the economy.

It was a solid month for fund performance, and the portfolio rose by 1.2% after fees in the period. We have
retained the defensive portfolio settings of recent months, carrying a modest net short exposure while looking
tactically at opportunities at a stock and sector level. Strong contributions came from the IT and real estate
portfolios, as well as in mining and energy.

The commodities sector continued to trade higher throughout July with most commaodities other than coal
performing. Gold was the standout performer, rallying 10% in the month towards US$2000/0z. Oil continues to
consolidate with higher production from the USA keeping a lid on prices, but inventory drawdowns indicate
that demand is recovering. Outperformers during the month were FMG (strong end to the year and iron ore
prices), OZL (copper prices) and WHC (poor pricing and guidance). While oil pricing was static, STO and SXY were
able to outperform WPL and BPT with the differential largely coming down to operational performance. We
continue to favour the optionality of STO over WPL and the value in SXY over BPT. We have pulled back our
metals and mining exposure into results season and sit largely neutral on positioning.

Financials had a solid month, with core investments in Sezzle, Goodman Group and QBE all posting gains. Sezzle
delivered a quarterly update showing significant growth in both sales and customer additions as Americans
switched spending habits online through the pandemic. Goodman group remains defensive proposition with
logistics and industrial premise demand benefitting from the same shift to ecommerce requiring less bricks and
mortar shop fronts and more focus on distribution from warehouses. QBE gave an update prior to its result this
month, comments around strong premium growth rates persisting and lack of major risks eventuating saw the
stock outperform peers.

The TMT / HC book also performed well. In Healthcare we were quick to identify winners and losers from a
resurgence of COVID19 in Victoria that could potentially spill over to New South Wales (between both ¢.60% of
Australian GDP). In addition, our long position in Mesoblast started to rally in anticipation of the approval of its
Ryoncil drug for the treatment of steroid refractory acute graft versus host disease (SR-aGVHD), a potentially
life-threatening complication of an allogeneic bone marrow transplant. This potential approval in late
September (Advisory Committee mid-August) would represent a major commercial milestone for Mesoblast.
The TMT book benefited from shorts in highly valued tech names suffering from earnings pressure. Our longs
instead benefited from a solid earnings outlook into the reporting season. Our position in Telstra was a key
contributor in the month, as the market came to appreciate the tailwind from its recent price rises in mobile,
as well as the solid cash flow underpinning of the dividend (4.5% vs. Australian 10-year bond yield of 0.8%).

The Consumer/Industrials sectors delivered a flat return in July. Casino stocks were a good source of returns on
the short side as the market had failed to value the risk of multiple community lockdowns. We have now closed
this short position and built a long position in select leisure stocks that have balance sheet resilience and the
potential to emerge with stronger structural positions post the Covid-19 impact. As mentioned in last month’s
newsletter, we saw several discretionary retail stocks trading at valuations that didn’t reflect the underlying risk
in the economy. We gave up some performance in July as the market capitalised the benefit these retailers
received from July Super withdrawals. Looking forward however, as stimulus measures reduce and job layoffs
accelerate in a post-Jobkeeper environment, we expect these positions to deliver good returns.
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Monthly Net Performance (%)
Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2019 -0.70 094 209 154 -049 159 -0.42 -0.10 4.49

2020 | 0.75 -1.11 -242 0.86 -0.66 -1.25 1.16 -2.71

More Information

Watermark Funds Management Available on the following platforms:
02 9252 0225 Macquarie Wrap
info@wfunds.com.au BT Wrap
www.wfunds.com.au Netwealth

Powerwrap

Hub24
Boardroom Limited — Unit Registry Ausmaq

watermark@boardroomlimited.com.au

https://www.boardroomlimited.com.au/

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