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Disclaimer
This presentation has been prepared by Watermark Funds Management Pty Ltd. The information contained in this presentation is for information purposes only and has been prepared for use in

conjunction with a verbal presentation and should be read in that context.

The information contained in this presentation is not investment or financial product advice and is not intended to be used as the basis for making an investment decision. Please note that, in

providing this presentation, Watermark has not considered the objectives, financial position or needs of any particular recipient. Watermark strongly suggests that investors consult a financial

advisor prior to making an investment decision.

This presentation is strictly confidential and is intended for the exclusive benefit of the institution to which it is presented. It may not be reproduced, disseminated, quoted or referred to, in whole

or in part, without the express consent of Watermark.

No representation or warranty, express or implied, is made as to the fairness, accuracy, completeness or correctness of the information, opinions and conclusions contained in this presentation.

To the maximum extent permitted by law, none of Watermark, its related bodies corporate, shareholders or respective directors, officers, employees, agents or advisors, nor any other person

accepts any liability, including, without limitation, any liability arising out of fault or negligence for any loss arising from the use of information contained in this presentation.

This presentation includes “forward looking statements”. Such forward-looking statements are not guarantees of future performance and involve known and unknown risks, uncertainties and

other factors, many of which are beyond the control of Watermark and its officers, employees, agents or associates that may cause actual results to differ materially from those expressed or

implied in such statement. Actual results, performance or achievements may vary materially from any projections and forward looking statements and the assumptions on which those statements

are based. Watermark assumes no obligation to update such information.

This presentation is not, and does not constitute, an offer to sell or the solicitation, invitation or recommendation to purchase any securities and neither this presentation nor anything contained in

it forms the basis of any contract or commitment.

This presentation does not constitute an offer to sell, or a solicitation of an offer to buy, any securities in the United States. None of the securities discussed in this presentation have not been, and

will not be, registered under the U.S. Securities Act of 1933, as amended (Securities Act) or the securities laws of any state or other jurisdiction of the United States, and may not be offered or sold

in the United States except in compliance with the registration requirements of the Securities Act and any other applicable securities laws or pursuant to an exemption from, or in a transaction not

subject to, the registration requirements of the Securities Act and any other applicable securities laws.

NOT FOR DISTRIBUTION IN THE UNITED STATES
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ALF Performance Review

• ALF has fallen short of the target returns in FY’2017.
› NTA return has been flat (excluding dividend)

• Comparisons with the share market are unhelpful as the fund is fully hedged
› Insurance has a considerable cost- we don’t participate in a rising market

• ALF’s strategy will protect shareholders when this bull market ends
› A key objective of the fund

• Lower returns leaves less retained profits to payout dividends

• The manager has invested in building depth and experience of team.
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ALF Performance Summary – Key Objectives

1 Year 2 Years (pa) 5 Years (pa)
Since Inception 

(pa)

Long Portfolio 19.1% 18.8% 18.2% -

Short Portfolio 15.1% 6.2% 4.8% -

ALF 2.0% 6.5% 12.3% 13.0%

All Ords Accum 13.1% 7.4% 11.6% 8.8%

Excess -11.1% -0.9% 0.7% 4.2%

Avg Net Exposure -3.0% -7.0% 18.0% -

Fund Beta -0.06 -0.04 0.05 0.69

ALF Portfolio Performance as at 30 June 2017

- Stock selection has been strong in the long portfolio

- Shorts have detracted from returns in recent months –a tough markets for short sellers

- With a fully hedged portfolio we get no uplift from the share market

Objective 1: Absolute Returns in excess of the All Ordinaries Accumulation Index
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ALF Performance Review – Key Objectives
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ALF Portfolio Return vs All Ordinaries Accumulation Index

ALF Net Portfolio Return All Ords Accumulation Return

- ALF’s performance has rarely 
been a straight line

- Periods of strong performance 
generally followed by periods of 
consolidation

- Returns have a low correlation 
with the share market

- ALF underperformed in FY17 after 
outperforming by 9% in FY16

- The Fund has beaten its 
benchmark by 4% pa. since 
inception

Objective 1: Absolute Returns in excess of the All Ordinaries Accumulation Index
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-50%

50%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Net Exposure

EARLY-CYCLE – 100% MID-CYCLE – 50% LATE-CYCLE – 0%

ALF Performance Summary – Key Objectives
Objective 2: Capital preservation when risks are elevated

ALF will look to be 50% invested
through the cycle with no exposure as
cycle completes

?
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Cost of Portfolio Insurance in a Rising Market 
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Long return Short return L/S Spread

• Watermark has consistently 
added value through creating a 
positive spread. Outperformance 
of Longs Vs Shorts

• Returns have varied through the 
cycle.

• When fully hedged like this, the 
value of the fund should only fall 
if the manager is unable to create 
a positive spread. (before costs)

Equally weighted long and short portfolio returns for ALF – DOES NOT REPRESENT ACTUAL FUND RETURN
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Alternative strategies like ALF are a separate asset class

• With an average net exposure 
through the cycle of 50%, ALF 
behaves differently to equities and 
other asset classes

• ALF offers an ‘equity-like’ exposure 
with an ability to hedge equity market 
risk

• ALF has outperformed hedge funds 
globally

Bloomberg asset class index returns since Jan 2004 for: ASA51, ASA5PROP, NDDUWI, GOLDS Comdty, EHFI252, LUATTRUU, 
LAPCTRIU Indices. ALF in Jan 2004. ALF portfolio return is net of all fees.

ASX 200 (Accum)

ASX 200 REIT (Accum)

MSCI World (Accum)

Gold Spot

Eurekahedge Long/Short Equity

U.S. Treasury

Asian Pacific Aggregate …

Australian Leaders Fund (Net)
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Long Portfolio

Receive dividends from long positions

Short Portfolio

Pay dividends to beneficial owners of shorts

MN Fund does not receive 
any yield ‘carry’ from the 
investment portfolio

Dividends

Dividends

Where do dividends come from when ALF is fully  hedged?

Dividends are paid from capital profit along, the fund does not get the benefit of
a rising share market or from dividends received on long portfolio.
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Long Only Manager Target Predictability ALF (When Hedged) Target Predictability

Dividends Received (long) 4% pa High Dividends Received (long) 4% High

Dividends Paid (short) 0 High Dividends Paid (short) (4)% High

Capital Gain (market) 4% Low Capital Gain (market) 0% High

Interest Income 0% Medium Interest Income 1.5% High

Capital Gain 
(outperformance of Q1 mgr)

3% Low
Capital Gain 
(outperformance)

8-10% Low

Total 11% Low Total 11.5% Low

Less Tax 3% Less Tax 3%

Profit (to fund dividend) 8% Low Profit (to fund dividend) 8.5% Low

Where do dividends come from when ALF is fully  hedged?

For Illustrative purposes only.
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Dividend yields / NTA in the Australian LIC peer group

Source: Independent Investment Research. Data as at 31 August 2017. Based on fully paid ordinary shares available for trade. Pre tax-NTA 
includes tax paid on realised gains

ASX Market Yield – 4.15%


