Shaw SMA - Income Goal Portfolio
Shaw and Partners Portfolio Strategies
Monthly Review – February 2018
Portfolio TWR Performance

Portfolio Details

Number of Securities:
Total TWR Return
Portfolio Objective
Excess vs. Objective

67
1 Mth
-0.75%
0.35%
-1.09%

3 Mth 6 Mth
0.30%
1.11%
-0.81%

1yr Incep.
4.33%
2.18%
2.15%

Asset Class Allocation
Australian Equity (Large Cap)
Hybrid Securities
International Equity
Debt Securities
Cash

39.0%
23.1%
15.4%
14.9%
7.6%

Portfolio Name:
Portfolio Inception Date:
SMA Model code:
Portfolio Return Objective:
Shaw Model Managers:

Shaw Income Portfolio
6-Sept-17
SP0009
RBA Cash + 3% (Total Return)
Martin Crabb / Steve Anagnos

Investment Objectives
The primary objective of the Shaw Income Goal Portfolio is to provide a regular and
sustainable income stream over the medium term (3 – 5 years) whilst preserving capital. It
achieves this by investing in a diversified portfolio of asset classes and strategies.

Cash, 7.6%
Debt Securities,
14.9%

The strategy is deemed to have a medium level of risk of not meeting its return objectives
over a 3 – 5 year time horizon.

AUS Equity
(Large Cap),
39.0%

Investment Strategy
International
Equity, 15.4%
Hybrid Securities,
23.1%

Asset Type Allocation
Listed Australian Equity
Listed Hybrid Securities
ETF
Managed Funds
Cash
Listed Investment Company/Trust
Senior Debt - XTB
Listed Sub Debt

27.1%
23.1%
16.2%
12.5%
7.6%
7.1%
3.5%
3.0%

Portfolio Attribution - 1 month
Income Attribution
Captial Attribution

0.55%
-1.29%

Asset Class Total Return - 1 month
Asset Class
Debt Securities
Hybrid Securities
Australian Equity (Large Cap)
International Equity

Portfolio Objective
-0.03%
0.23%
-0.45%
0.35%
-1.43%
0.37%
-0.42%
-0.41%

Value of $1 Invested at Inception
$1.06
$1.05
$1.04
$1.03
$1.02
$1.01
$1.00
$0.99

Portfolio Return

Objective

As at 6-Sept-17

*Returns are gross of franking credits

Martin Crabb | Chief Investment Officer
+61 2 9238 1352
mcrabb@shawandpartners.com.au

Shaw’s investment process combines quantitative and qualitative criteria and analysis to
identify asset classes, markets, securities, and strategies which have a focus toward
producing sustainable income as opposed to capital growth.
The portfolio construction is based on macro-economic and thematic views of Shaw’s
Research team in order to best meet the risk and return objectives of the investment
strategy.
The portfolio is a blend of the Shaw and Partners SMA strategic portfolios based on their
suitability to the Income objective. Each goals based portfolio has effectively its own asset
and risk allocation managed by the Shaw Portfolio Strategies Team.
Asset classes and strategies may include Cash, Australian Debt Securities, and Australian
Equities including Property Securities and International Equities (ETF and or managed
Funds).

Portfolio Highlights
 The Goals Based Income Portfolio performed below its objective in February,
returning -0.75% versus an objective return of +0.35%. Returns were dragged down by
poor performance in the Australian Equity Large Cap Income portfolio. The Income
Portfolio remains above its objective since inception.
 Despite February being a strong month for dividend payments, the Australian Equity
Large Cap Income portfolio fared poorly, falling 1.4% in a rising market. Downgrades
to JB Hifi (JBH) and Woodside Petroleum (WPL) had a negative impact on returns.
Australian long bond yields remained stable in February, but US 10 year Treasury yields
rose 15 bps to 2.86%, maintaining pressure on income earning assets.
 Heightened market volatility and major bank issuance drove Hybrid markets lower. In
a month where we saw extreme equity and bond moves together with Westpac’s reinvestment of WBCPC, the hybrid market gave back some of its strong recent gains.
February was not a significant month for income, but March will be. The Total Income
Return (Gross) was 0.12% for the month and 1.10% for the quarter.
 The Debt Securities portfolio return for the month of February was -0.03%, below its
return objective mainly due to widening credit spreads and the MXT new offer of
securities. The Total Income Return for the month was 0.20%. A total of 6 securities
traded ex interest during the month. The largest were WBCHB, SUNPD and MXT.

Steve Anagnos | Co-Head Income Strategies
+61 2 9238 1279
sanagnos@shawandpartners.com.au

 The International Equity Portfolio performed in line with the MSCI World Index in
February, both falling 0.4%. The Australian dollar fell 4% over the month, cushioning
the fall in the underlying index and highlighting the benefit of maintaining an unhedged
exposure to international shares.

Shaw and Partners
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Top 3 Holdings - Portfolio Positioning and Underlying Performance
Asset Class
Debt Securities
Objective: RBA Cash rate +1.5%

Hybrid Securities
Objective: RBA Cash rate +3.0%

Australian Equity (Large Cap)
Objective: ASX 100 Accumulation

International Equity
Objective: MSCI World ExAUS (Unhedged)

Cash
Objective: RBA Cash Rate

Class
Top 3 Holdings per Asset Class
Weight
%
Security Name
Franklin AUS Absolute Return Bond Fund
14.86% Legg Mason AUS Bond Trust
Metrics Credit
Westpac Capital Note IV (WBCPG)
23.07% CBA - PERLS VII CPS (CBAPD)
Nat Aust Bank Capital Note (NABPC)
Nikko AM AUS Share Income Fund
39.01% Plato Inc Max Ltd. (PL8)
Legg Mason Real Return Income Fund
iShares Core S&P 500 (IVV)
15.44% iShares Europe ETF (IEU)
iShares MSCI Emerging Market ETF (IEM)
7.63%

1 Month Asset Class
Performance
Actual Objective

Diff

-0.03%

0.23%

-0.26%

-0.45%

0.35%

-0.79%

-1.43%

0.37%

-1.81%

-0.42%

-0.41%

-0.01%

0.00%

0.12%

-0.12%

Portfolio Performance
Despite a setback in February, the portfolio has performed well in excess of its
performance objective since inception and has built a buffer against the inevitable rainy
day. We are starting to see a pick-up in global long term interest rates, particularly in the
United States, and this is putting pressure on the capital values of income producing
assets. Long-duration bonds took the biggest hit in February, with the S&P U.S. Agency
10+ Year Index down 3.37%, for example.
The portfolio is being managed according to its long term policy objectives, with a lack of
compelling reason to deviate from these parameters given current market pricing and
behaviour. As concerns about inflation start to emerge in 2018, the yields on low risk
assets will start to rise, pushing prices down. Income investors will need to be nimble in
this environment and ensure that a short duration portfolio is maintained. International
stocks are beginning to look more attractively valued than domestic stocks.

Portfolio Outlook and Strategy
The Shaw and Partners Income Portfolio is designed to help investors achieve a goals
based return of RBA Cash + 3.0% over a medium term (3-5 year) time horizon. We expect
mid-to-high single digit returns from Australian and international equities, and mid-single
digit returns from hybrid and debt securities investments.
As we wrote in January and repeated last month, “we remain cautious about long duration
assets as we see risk to the upside to both inflation and wages growth in the United States
and think that asset prices remain vulnerable to a rise in long term interest rates.” The
market reaction to the larger than expected growth in US wages in January is an example
of how vulnerable markets can be to surprises.
We maintain a neutral stance to relative valuations and have positioned portfolios in line
with their long term policy objectives, but note that international equities are beginning to
look more attractively priced than local counterparts.

Shaw and Partners

Shaw SMA - Income Portfolio – 07/03/2018 – Pg. 2

Asset Allocation

Asset Class Attribution

Current
Current Month
Month Start
End
14.9%
14.7%
23.1%
23.6%
39.7%
39.0%
15.4%
15.4%
6.5%
7.6%
100.0%
100.0%

Asset Class
Debt Securities
Hybrid Securities
Australian Equity (Large Cap)
International Equity
Cash
Totals

Asset Class

1 Month

Debt Securities
Hybrid Securities
Australian Equity (Large Cap)
International Equity
Cash
Total Return

0.00%
-0.11%
-0.57%
-0.06%
0.00%
-0.75%

Asset Class Attribution - 1 Month

Asset Allocation
45.0%
40.0%
35.0%
30.0%
25.0%
20.0%
15.0%
10.0%
5.0%
0.0%

0.0%
-0.1%
-0.2%
-0.3%
-0.4%
-0.5%
-0.6%
-0.7%
-0.8%

Current Month Start

Current Month End

Asset Class Returns
Asset Class

1 Month
Actual Objective

Debt Securities
Objective: RBA Cash rate +1.5%

Hybrid Securities
Objective: RBA Cash rate +3.0%

AUS Equity Large Cap
Objective: ASX 100 Accumulation Index

International Equity
Objective: MSCI World ExAUS (Unhedged)

Cash
Objective: RBA Cash rate

Asset Class Returns - 1 Month

Diff

-0.03%

0.23%

-0.26%

-0.45%

0.35%

-0.79%

-1.43%

0.37%

-1.81%

-0.42%

-0.41%

-0.01%

0.00%

0.12%

-0.12%

Asset Type Allocation

0.6%
0.4%
0.2%
0.0%
-0.2%
-0.4%
-0.6%
-0.8%
-1.0%
-1.2%
-1.4%
-1.6%

Managed
Funds,
12.5%

ETF, 16.2%

Cash, 7.6%

LICs/LITs, 7.1%

Senior Debt
- XTB, 3.5%
Listed Sub
Debt, 3.0%

Debt
Securities

Hybrid
Securities

AUS Equity
Large Cap

Actual Return

Shaw and Partners

International
Equity

Objective

Cash

Hybrids,
23.1%

AUS Equity,
27.1%

Shaw SMA - Income Portfolio – 07/03/2018 – Pg. 3

Disclaimer
Shaw and Partners Limited ABN 24 003 221 583 (“Shaw”) is a Participant of ASX Limited, Chi-X Australia Pty Limited and holder of Australian
Financial Services Licence number 236048.
This report is published by Shaw to its clients by way of general, as opposed to personal, advice. This means it has been prepared for multiple
distribution without consideration of your investment objectives, financial situation and needs (“personal circumstances”). Accordingly, the advice
given is not a recommendation that a particular course of action is suitable for you and the advice is therefore not to be acted on as investment
advice. You must assess whether or not the advice is appropriate for your personal circumstances before making any investment decisions. You can
either make this assessment yourself, or if you require a personal recommendation, you can seek the assistance of your Shaw client adviser. This
report is provided to you on the condition that it not be copied, either in whole or in part, distributed to or disclosed to any other person. If you are
not the intended recipient, you should destroy the report and advise Shaw that you have done so. This report is published by Shaw in good faith
based on the facts known to it at the time of its preparation and does not purport to contain all relevant information with respect to the financial
products to which it relates. Although the report is based on information obtained from sources believed to be reliable, Shaw does not make any
representation or warranty that it is accurate, complete or up to date and Shaw accepts no obligation to correct or update the information or
opinions in it. If you rely on this report, you do so at your own risk. Any projections are estimates only and may not be realised in the future. Except
to the extent that liability under any law cannot be excluded, Shaw disclaims liability for all loss or damage arising as a result of any opinion, advice,
recommendation, representation or information expressly or impliedly published in or in relation to this report notwithstanding any error or
omission including negligence.
IMPORTANT INFORMATION TO CONSIDER: It is important that before making a decision to invest in a Shaw Managed Accounts, a managed fund,
an exchange traded fund, an individual hybrid security or listed debt instrument that you read the relevant Product Disclosure Statement (“PDS”).
The PDS will contain information relevant to the specific product, including the returns, features, benefits and risks.
RISKS ASSOCIATED WITH HYBRID SECURITIES: Hybrid securities and listed debt instruments differ from investments in equities and cash products
in a number of important respects. The liquidity risk associated with an investment in hybrid securities and listed debt instruments will generally be
greater than that associated with equities. The credit risk associated with hybrid securities and listed debt instruments is higher than that of a cash
product or term deposit. Some hybrid securities may be perpetual in nature, meaning that they can only be redeemed or exchanged for cash or
equity at the issuer’s option. Hybrids may also contain terms which automatically trigger the deferral of an interest payment or cause the issuer to
repay the hybrid earlier or later than anticipated. ASIC has published information to assist consumers in understanding the risks and benefits
associated with an investment in hybrid securities or listed debt instruments. This information can be found under the heading ‘Complex
Investments’ at www.moneysmart.gov.au/investing.
DISCLOSURE: Shaw will charge commission in relation to client transactions in financial products and Shaw client advisers will receive a share of
that commission. Shaw, its authorised representatives, its associates and their respective officers and employees may have earned previously, or
may in the future earn fees and commission from dealing in the financial products. Performance of the Model Portfolio is based on a model
portfolio and is gross of investment management, administration fees and transaction costs. The total return performance figures quoted are
historical and include franking credits. Total returns assume the reinvestment of all portfolio income.

Sydney | Head Office
L15, 60 Castlereagh Street
Sydney NSW 2000
Telephone: +61 2 9238 1238
Fax: +61 2 9232 1296
Toll Free: 1800 636 625

Melbourne
L20, 90 Collins Street
Melbourne VIC 3000
Telephone: +61 3 9268 1000
Fax: +61 3 9650 2277
Toll Free: 1800 150 009

Brisbane
L28, 111 Eagle Street
Brisbane QLD 4000
Telephone: +61 7 3036 2500
Fax: +61 7 3036 2599
Toll Free: 1800 463 972

Perth
L14, 197 St Georges Terrace
Perth WA 6000
Telephone: +61 8 6188 7643
Fax: +61 8 6188 7607
Toll Free: 1800 636 625

Adelaide
L21, 25 Grenfell Street
Adelaide SA 5000
Telephone: +61 8 7109 6000
Fax: +61 2 9232 1296
Toll Free: 1800 636 625

Canberra
L1, 18 National Circuit
Barton ACT 2600
Telephone: +61 2 6113 5300
Fax: +61 2 6113 5399
Toll Free: 1800 636 625

Holder of Australian Financial Services Licence Number 236048 | ABN 24 003 221 583 | Participant of ASX Limited, Chi-X Australia Pty Limited | www.shawandpartners.com.au
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