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NTA and Monthly Update – September 2018

Company at a Glance  Net Tangible Asset (NTA) Backing 

ASX Code WMK   Aug 18 Sep 18 

Fund Size AU$76.9m NTA Before Tax $0.96 $0.95 

Fund Strategy Equity Market Neutral NTA After Tax $0.97 $0.95 

Share Price $0.83 Dividend Declared ($0.015) - 

Shares on Issue 83.3m NTA After Tax $ Dividend $0.95 $0.95 

Dividend (FY18 Annual) 1.5 cents Gross Portfolio Structure 

   Long Exposure 89.1% 92.3% 

   Short Exposure -87.1% -89.5% 

   Gross Exposure 176.2% 181.8% 

   Cash 98.0% 97.3% 

WMK Performance 

 1 Mth 3 Mths 1 Yr 2 Yrs (pa) 3 Yrs (pa) 5 Yrs (pa) S.I. (pa) 

Portfolio Return (net) 0.1% 0.9% -1.1% -2.0% 1.0% 4.0% 4.5% 

RBA Cash Rate 0.1% 0.4% 1.5% 1.5% 1.6% 1.9% 2.0% 

Outperformance (net) 0.0% 0.5% -2.6% -3.5% -0.6% 2.1% 2.5% 

Sector Exposures  Long Short Spread 
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Month in Review 

The local share market underperformed global peers in September, breaking a 6-month winning streak to fall 
by -1.1%. Despite solid GDP growth and stable unemployment rates in the domestic economy, household 
consumption remains subdued in the face of weak income growth and falling property prices. Global share 
markets proved more resilient even as trade tensions between China and the US continued to escalate. The 
S&P 500 Index found a new high in the month, buoyed by strong economic data in the US and growing 
corporate earnings, while markets in Europe and Asia also posted gains. 

The Fund delivered a modest positive return of 0.1% for the month. Shorts were the dominant contributor to 
returns, while at a sector level, the strongest performers were Healthcare and Materials offset by weaker 
performance in Industrials and Consumer. The Fund’s international investments also made a positive 
contribution. 

Mining shares rallied in September as a softer US dollar provided respite for commodity prices. We used this 
opportunity to add some new shorts and move slightly short across the sector. Demand continues to weaken in 
China, and while policy has begun to loosen, we expect this will take 12 months to be felt in the economy. Our 
core holdings in Independence Group and Vale performed well in the month, while Aurelia Metals was a 
standout as the company benefitted from recent investor presentations and inclusion in the ASX 300. 
Unfortunately, Lynas fell nearly 30% on the announcement that an impending government review will be 
chaired by long-term project opponent; MP Fuziah Salleh. We have maintained our position, with the shares 
now pricing-in closure of the facility. 

Energy shares continued their upward march, as the oil price rallied on fears of threats to Iranian supply. We 
added to Origin, which has exposure to stronger prices through their APLNG investment, but which has lagged 
energy shares due to accounting disclosures at their result. 

We added a new position to the TMT portfolio in the month. News Corporation (NWS) suffered badly following 
their August results as their move to 65% ownership of Foxtel meant consolidating both earnings and debt. It 
appears that analysts have not factored this into their numbers and subsequently downgraded earnings. While 
Foxtel is a troubled asset, we value this business at zero equity and still believe there is 30% upside in News 
Corp shares. Importantly, NWS has recently begun divesting assets including their Seek Asia holding, magazine 
titles and is believed to be exiting regional newspapers. We believe this will be well-received by investors and 
provide a catalyst to help close the discount to our valuation. 

Our net short position in domestic banks and insurers worked well for us for the month as the detrimental 
impact from Royal Commission continues to play out, and with sizeable negative impact on the bottom lines of 
the big 4 banks expected. Signs of slowing housing market and an increase in wholesale funding costs also 
weighed on banks’ performance for the month. 

Australian healthcare shares fell sharply in September, materially underperforming global peers. Leading 
names like CSL, Fisher & Paykel Healthcare and Cochlear were sold-off heavily, ending a protracted period 
where these companies have traded at extreme valuations. While ResMed was up modestly, long-term sector 
laggards like Primary, Sigma Healthcare, Mayne Pharmaceuticals and Mesoblast all rallied, seemingly reflecting 
a shift to ‘value’ in sympathy of the leadership selldown. The Healthcare portfolio delivered solid returns in 
September, driven by several short positions and an investment in ResMed. While we stop short of calling the 
peak in domestic healthcare shares, in the near-term we expect modest selling pressure in the leadership 
names to continue, as investors seek more compelling valuation opportunities. 
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Dividend History 
 

The Board is committed to paying a consistent stream of franked dividends to shareholders, provided the Company has 
sufficient profit reserves and franking credits and that it is within prudent business practices. Dividends are paid on a six-
monthly basis. A Dividend Reinvestment Plan is avaialble to shareholders. Please contact Boardroom Limited for details on 
how to participate – 02 9290 9600; callcentre@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 

Market Neutral 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. Watermark Funds Management receives 

management and performance fees from the Watermark Funds. 
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