
The	  Portfolio	  is	  designed	  for	  investors	  who…	  
• Seek	   long	   term	   capital	   growth	  &	   tax-‐effective	  

income	  
• Have	  a	  longer-‐term	  investment	  horizon	  of	  at	  least	  

five	  years	  and	  accept	  the	  risk	  of	  price	  fluctuations.	  

Investment	  Profile	  

	  A	  Professionally	  Managed	  Portfolio	  of	  Australian	  Shares	  
	  

The	   Watershed	   Core	   Share	   Portfolio	   is	   a	   separately	  
managed	  account,	  or	  SMA,	  actively	  managed	  by	  Watershed	  
Funds	   Management.	   SMAs	   are	   professionally	   managed	  
portfolios	   of	   direct	   shares	   whereby	   the	   investor	   receives	  
beneficial	  ownership	  of	  the	  underlying	  securities.	  
	  

Investment	  Objective	  	  
	  

The	   objective	   of	   the	   Watershed	   Core	   Share	   Portfolio	   is	   to	  
provide	   market-‐leading,	   tax	   effective	   returns	   over	   the	  
medium	  to	  long	  term	  from	  a	  concentrated	  portfolio	  of	  high	  
quality	  Australian	  shares	  and	  listed	  Exchange	  Traded	  Funds.	  
The	   Portfolio	   aims	   to	   outperform	   the	   S&P/ASX200	  
Accumulation	   Index	  over	   a	   rolling	   three-‐year	   period	  by	   2	   -‐	  
3%	  per	  annum,	  while	  at	  the	  same	  time	  seeking	  to	  minimise	  
the	  risk	  of	  investment	  capital	  loss.	  
	  

Key	  Portfolio	  Features	  

Inception	   5	  Aug	  2010	  

Benchmark	   S&P/ASX200	  Accumulation	  
Index	  

Authorised	  Investments	   ASX200	  shares	  
Listed	  ETF’s	  

Number	  of	  Stocks	   15-‐30	  

Cash	  Allocation	   0-‐20%	  

Tracking	  Error	   5%	  to	  9%	  per	  annum	  

Investment	  Horizon	   At	  least	  5	  years	  

Performance	  
	  

	  

*Inception	  since	  August	  2010	  

Portfolio	  Structure	  

No.	   Company	  Name	   ASX	  Code	  

1	   Beta	  Shares	  Geared	  ETF	   GEAR	  

2	   BHP	  Billiton	   BHP	  

3	   Commonwealth	  Bank	   CBA	  

4	   Westpac	  Bank	   WBC	  

5	   ANZ	  Bank	   ANZ	  
	  

GICS	  Sector	   	   	   	  

Banks	   	   	   20.12%	  

Consumer	  Staples	   	   	   2.85%	  

Diversified	  Financials	   	   	   10.89%	  

Diversified	  Mining	   	   	   12.70%	  

Energy	   	   	   2.90%	  

ETF	   	   	   21.39%	  

Materials	   	   	   7.70%	  

Telecommunications	   	   	   4.23%	  

Health	  Care	   	   	   15.38%	  

CASH	   	   	   1.82%	  

TOTAL	   	   	   100%	  
	  

	  

	  
	  

Gross	  Performance	  (%)	   1m	   3m	   6m	   1yr	   2yr	   3yr	   Inception*	  

WFM	  Core	  Share	  Portfolio	   2.04%	   4.30%	   4.48%	   8.59%	   13.34%	   15.80%	   7.73%	  

S&P/ASX	  200	  Accum	  Index	   2.06%	   3.11%	   2.50%	   5.61%	   12.67%	   15.14%	   	  
Relative	  Performance	   -‐0.02%	   1.19%	   1.98%	   2.98%	   0.67%	   0.66%	   	  
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Quarter	  in	  Review	  
	  
Performance	  Summary	  
	  
• Volatility	   increased	   markedly	   from	   mid-‐year	  

(ASX200	   12	   month	   chart	   below),	   which	   while	  
frustrating	  for	  investors	  did	  create	  opportunities	  for	  
active	   managers.	   The	   S&P/ASX200	   Accumulation	  
Index	   rose	  by	  3.11%	   in	   the	  December	  Quarter	   and	  
5.6%	  in	  what	  was	  a	  highly	  volatile	  year.	  
	  

	  
	  

• The	  Watershed	  Core	  Share	  portfolio	  rose	  by	  4.30%	  
in	   the	   December	   quarter,	   outperforming	   its	   index	  
by	  1.19%,	  and	  returned	  8.59%	  for	  the	  year,	  beating	  
the	  index	  by	  2.98%.	  

	  
Portfolio	  Adjustments	  
	  
During	  the	  quarter	  we:	  
	  
BOUGHT:	  Beta	  Shares	  GEAR	  
	  
SOLD:	  Beta	  Shares	  BEAR,	  Nine	  Corporation,	  iShares	  
Europe	  
	  
REDUCED:	  Telstra,	  Wesfarmers,	  Woolworths	  

INCREASED:	  Oil	  Search	  

Monthly	  Performance	  Attribution	  
	  

Top	  
Contributors	  

	   Key	  	  
Detractors	  

	  

GEAR	   	   BHP	   	  
CBA	   	   Flight	  Centre	   	  
Amcor	   	   Oil	  Search	   	  
	  

	  

	  

	  

	  	  	  	  	  	  	  	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  

	  

There	   were	   a	   number	   of	   key	   themes	   that	   drove	   sector	  
returns	  within	  the	  Australian	  share	  market	  over	  2014.	  

We	  saw	   very	   sharp	   falls	   across	   the	   commodities	   complex	  
and	   subsequently	   the	   resources	   sector	   delivered	   a	  
significant	  negative	  return	  (-‐16.8%)	  in	  stark	  contrast	  to	  the	  
market	   excluding	   resources,	   which	   returned	   11%.	   We	  
fortuitously	  sold	  Woodside	  Petroleum	  prior	  to	  the	  sharp	  oil	  
price	  drop	  and	  have	  maintained	  an	  underweight	  exposure	  
to	   energy	   and	   mining	   services.	   While	   underweight	  
resources	   as	   a	  whole,	   the	   portfolio	   does	   have	   an	  
overweight	  position	   in	  both	  BHP	  and	  Rio	  Tinto,	  who	  fared	  
significantly	   better	   than	   the	   smaller	   miners,	   but	   still	   fell	  
sharply.	  

The	   second	   key	   thematic	   for	   the	   year	   (which	   is	   closely	  
linked	   to	   the	   first)	  was	   the	   falling	   Australian	   Dollar	   (chart	  
below).	   This	   greatly	   benefits	   export	   companies,	   or	   those	  
with	  significant	  overseas	  earnings.	  The	  Core	  share	  portfolio	  
has	  been	  well	  positioned	  for	  this,	  with	  holdings	   in	  Amcor,	  
Ansell,	   CSL	   and	   to	   a	   lesser	   extent	   Sonic	   Healthcare	   and	  
Ramsay	  Health	  Care.	  

	  

The	   final	  driver	  of	  performance	   was	   the	   continuing	   chase	  
for	   defensive	   yield	   in	   a	   low	   interest	   rate	   environment	  
which	   saw	   strong	   performance	   from	   infrastructure	  
(underweight)	  and	  the	  likes	  of	  Telstra	  (overweight)	  and	  to	  
a	  lesser	  extent	  the	  banking	  sector.	  

We	  expect	  this	  to	  continue	  throughout	  2015.	  

The	  other	  major	  overweight	  sectoral	  exposure	  is	  to	  market	  
leveraged	   earners,	   such	   as	   the	   fund	   managers,	   AMP,	  
Henderson	   and	   Perpetual.	   We	   remain	   very	   comfortable	  
with	  this	  exposure,	  despite	  volatile	  markets.	  

	  

	  


