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Contact Information

Fund Manager
Kilter Pty Ltd
ACN 111 305 349 
Address PO Box 2010, Bendigo DC, 
VICTORIA 3554 AUSTRALIA

Fund Trustee
Kilter Investments Pty Ltd
ACN 152 558 113
AFSL 41 41 42
Phone +61 3 5444 0112
Email invest@kilterrural.com

Fund Information
Name The Murray-Darling Basin 

Balanced Water Fund

Structure Unit Trust

Domicile Australia

Inception October 2015

Management Fee 0.55% per annum

Trustee Fee 0.15% per annum

Performance Fee 15% per annum

Hurdle Rate 6%

High Water Mark Yes

Minimum investment A$50,000

Administrator Unity Fund Services Pty Ltd

Registrar One Registry Services Pty Ltd

Auditor Pitcher Partners

Sponsor The Nature Conservancy 
Australia

Custodian Sandhurst Trustees Ltd

Legal Advisor McMahon Clarke

Summary Data (net)
Month return (%) -4.03

Last three months 
return (%)

-5.57

Financial year
return (%) 

14.86

Rolling 12 months (%) 19.67

Performance since 
inception (%)

100.65

Since inception 
ANNUALISED [p.a.] (%)

17.34

Fund performance for April was -4%. This was 
almost entirely attributable to movements in the 
carrying value of the Fund’s water entitlement 
portfolio. 

Most classes of water entitlement on issue in 
the southern Murray-Darling Basin (sMDB) 
experienced a softening in value of between 
2% and 5% for the month per the fi ndings of 
the Fund’s independent valuer. A signifi cant 
driver of these movements has been changing 
sentiment in water markets. 

The seasonal outlook for water availability has 
improved signifi cantly in recent months, which 
has seen prices for water allocation more than 
halve. This has reduced incentives for irrigators 
to purchase water entitlement in the short term. 

However, the impact of COVID-19 on 
uncertainty and the propensity to deploy capital 
has also played a part. Potential buyers have 
effectively shut down non-essential purchases, 
as refl ected in the volume of water entitlement 
trade recorded for the month, which was less 

than 30% of the 2019 monthly turnover. Both 
of these factors are transient, notwithstanding 
uncertainty surrounding their duration. 

In terms of market conditions, April has seen 
a signifi cant improvement in both actual water 
availability and expectations for it in the 2020-21 
irrigation season. 

Rainfall across south eastern Australia was 
widespread in April (Figure 1) with the sMDB 
catchments major benefi ciaries. A number 
of weather stations across New South Wales 
and Victoria observed their wettest April on 
record. Falls Creek in the Victorian alps received 
nearly 400mm, and across the northern border 
Thredbo recorded more than 300mm. 

With catchments already well primed from good 
rainfalls early in March and April they are far 
more responsive. Figure 2 shows the infl ow 
response in the Murray system after rainfall 
between 30 April to 3 May.

Major Australian climate drivers, including 
the El Niño–Southern Oscillation (ENSO) and 

the Indian Ocean Dipole (IOD), are at neutral 
settings and are forecast to remain as such 
throughout Winter. However, tropical oceans 
both to the east and west of Australia are 
signifi cantly warmer than average and are 
generating additional atmospheric moisture. 

This has been the primary driver of above-
average rainfall across much of southern 
and eastern Australia this year. The Bureau 
of Meteorology (BOM) forecast that these 
above-average ocean temperatures will persist 
throughout Winter and into early Spring. As a 
result, they are forecasting a high probability of 
exceeding median rainfall across large parts of 
the continent (Figure 3) from June to August. 

Notwithstanding good Autumn rainfall, sMDB 
storages remain low. In aggregate at the end 
of April they stood at 36% of capacity. This 
compares with a long-term average for this time 
of year of 48%. However, as outlined previously, 
with catchments already wet and the prospect 
of above average Winter-Spring rainfall, 
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storages appear likely to receive their fi rst major 
recharge since 2016. 

The immediate impact of this improved outlook 
for water availability has been a signifi cant 
softening in water allocation prices. This year, 
water allocation prices in the lower Murray 
region have softened from about $800/ML 
in January to just above $300/ML at the end 
of April, which has been caused by two main 
factors.

Firstly, irrigators used less water than they 
expected up to the end of 2019 as a result of 
the signifi cantly cooler-than-average conditions 
in Spring and early Summer. With higher than 
expected water balances in their accounts, 
demand for allocation from irrigators in January 
and February was signifi cantly down on recent 
years. Secondly, as the outlook for improved 
water availability in 2020-21 began to emerge, 
irrigators have held off purchasing water 
allocation to carry over into next season on the 
expectation that prices will continue to fall.  

Softening water allocation prices have also 
begun to impact water entitlement prices. This 
softening appears to be the product of a lack of 
demand rather than a surplus of supply given 
the low volume of trade recorded. Again, the 
reasons appear to be at least twofold. 

Figure 1: April rainfall deciles in the Murray-Darling Basin. Source: BOM.

Figure 2: Murray system infl ows. Source: Murray-Darling Basin Authority.

Figure 3: Chance of exceeding median rainfall June to August 2020. Source: BOM.
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Firstly, as water allocation prices soften it 
becomes cheaper to source water in the 
allocation market than it is to borrow money to 
purchase water entitlement. Assuming credit-
worthy irrigators are able to source fi nance at 
5% then once water allocation prices are higher 
than $350/ML it is cheaper to source water 
requirements by borrowing to buy entitlement 
than it is to purchase the water allocation 
directly; and the converse is also true. 

At the same time, virtually all enterprises 
have experienced a signifi cant increase in 
uncertainty since the outbreak of COVID-19 in 
early March. The natural response has been to 
conserve cash and defer non-essential capital 
expenditure. With a softening water allocation 
price, the purchase of water entitlement at the 
current time will fi t in this category.  

However, the contraction in demand for water 
entitlement is likely to be short lived. The 
signifi cant expansion in high-value perennial 
horticulture that has occurred in the past fi ve 
years will continue to require additional water 
as these assets mature. Further, very few of 
these developments have acquired volumes 

of water entitlements suffi cient to meet their 
needs. Following the experience of high 
water allocation prices in the current season, 
the owners of these assets have signifi cant 
incentive to reduce water access risks by 
underpinning their developments with a higher 
level of water ownership. As these buyers return 
to the market, prices can be expected to fi rm.

At the same time, the outlook for most 
irrigated agriculture sectors is very positive. 
The combination of low interest rates, a lower 
Australian dollar, a reduction in input costs, 
especially fuel and fertiliser, coupled with a 
surge in demand for food products is expected 
to stimulate expanded production and demand 
for water in the year ahead.  

In the dairy sector, for example, while milk 
prices have softened from record levels in early 
2020 the terms of trade remain favourable. 
Although the outlook is for improved water 
availability, it also suggests these additional 
resources will be absorbed through expanded 
production supporting a fi rming of prices going 
forward. 
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Disclaimer
The information contained in this report and appendices is general information only about The Murray-Darling Basin Balanced Water Fund (Fund) and does not take into account any person’s objectives, fi nancial situation 
or needs. You should seek appropriate professional advice if, as a result of reviewing this information, you are deciding whether to invest, remain in, or invest further, into the Fund. You should otherwise make your own 
independent investigation and analysis regarding any information contained in this report. This report may include forward looking statements which involve known and unknown risks, uncertainties and factors beyond the 
control of the Fund’s trustee, its offi cers, employees and agents that cause the actual results or outcomes to be materially different from those expressed or implied by such forward looking statements. Past performance is 
also no indication or guarantee of future performance. To the extent applicable. Kilter Investments Pty Ltd reaffi rms the disclaimer information included in the information memorandum for the Fund dated 30 October 2019, 
as amended from time to time. 
The information provided in this report is private and confi dential and should not be provided to third parties without the consent of the Trustee.

The Murray-Darling Basin Balanced Water 
Fund invests in permanent water rights in 
in the southern Murray-Darling Basin. It 
provides the fi rst opportunity in Australia to 
achieve the multiple objectives of securing 
water for agriculture, realising a fi nancial 
return and restoring threatened wetlands 
through a single investment.

Kilter Pty Ltd (trading as Kilter Rural) was 
founded in 2004. Kilter Rural’s purpose is to 
build long-term value for investors through 
resilient farmland and water investments. It is 
one of Australia’s largest water fund managers, 
and manages more than $500 million of water, 
farmland and ecosystem assets. Information 
memorandums for the Kilter Water Fund and 
Australian Farmlands Fund were approved and 
released in March 2019, with The Murray-
Darling Basin Balanced Water Fund information 
memorandum approved and released on
30 October 2019.

Strategy Manager BackgroundCorrelation
S&P/ASX 300 0.06

Risk Ratio
Reward to risk ratio 1.70

Annualised standard deviation (%) 9.11

Downside deviation (%) 5.40

Sortino ratio 2.74

Maximum drawdown (%) 9.58

Percentage of positive months (%) 77.36

Monthly Performance %
(net of fees and expenses)

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2020 0.01 -1.82 0.22 -4.03 -5.56

2019 6.16 5.59 2.18 0.83 1.63 2.52 0.37 4.89 -0.04 8.17 2.83 3.89 46.34

2018 0.23 0.86 2.83 4.52 0.93 3.08 3.30 2.86 5.21 0.76 2.16 0.46 30.69

2017 -0.14 2.28 0.29 -0.51 -0.47 0.04 1.86 2.66 5.77 4.90 0.28 1.63 19.98

2016 -0.04 0.03 -4.70 0.17 -0.26 -2.71 0.96 0.21 -2.83 -0.69 0.24 0.75 -8.69

2015 1.41 1.41
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Stay informed at

 kilterrural.com

 linkedin.com/company/ 
 kilter-rural/

The Murray-Darling Basin 
Balanced Water Fund

INVESTOR UPDATE

UNIT PRICE: A$1.95AUM: A$62.54M

MAY 2020

Contact information

Fund Manager 
Kilter Pty Ltd 
ACN 111 305 349  
Address PO Box 2010, Bendigo DC, 
VICTORIA 3554 AUSTRALIA

Fund Trustee 
Kilter Investments Pty Ltd 
ACN 152 558 113 
AFSL 41 41 42 
Phone +61 3 5444 0112 
Email invest@kilterrural.com

Fund information
Name The Murray-Darling Basin 

Balanced Water Fund

Structure Unit Trust

Domicile Australia

Inception October 2015

Management Fee 0.55% per annum

Trustee Fee 0.15% per annum

Performance Fee 15% per annum

Hurdle Rate 6%

High Water Mark Yes

Minimum investment A$50,000

Administrator Unity Fund Services Pty Ltd

Registrar One Registry Services Pty Ltd

Auditor Pitcher Partners

Sponsor The Nature Conservancy 
Australia

Custodian Sandhurst Trustees Ltd

Legal Advisor McMahon Clarke

Summary data (net) 
Month return (%) -2.05

Last three months 
return (%)

-5.79

Financial year 
return (%) 

12.50

Rolling 12 months (%) 19.67

Performance since 
inception (%)

96.53

Since inception 
ANNUALISED [p.a.] (%)

16.43

Fund performance 
Following some further softening in water entitlement 
prices the fund returned -2.05% for the month.

With the exception of New South Wales high security 
water entitlements, values for all classes of water 
entitlement declined between 3% and 5% in May.  

The fall is being driven by an improved outlook for 
water availability and a general increase in levels 
of uncertainty surrounding COVID-19. This is also 
reflected in the turnover figures for the month. Across 
the southern Murray-Darling Basin (sMDB) the 
volume of turnover was down 65% compared with the 
2019 monthly average, and year to date the volume is 
down 48% compared with the same period last year. 

The improved outlook for water availability has 
continued to put downward pressure on water 
allocation prices and removed the urgency for 
owners of permanent crops to secure additional 
water entitlement to underpin their developments. 
The last time this occurred was in 2016, which 
resulted in some short-term consolidation in water 
entitlement prices. 

Figure 1: Murray-Darling Basin rainfall deciles from June to November 2020. 
Source: BoM.

http://kilterrural.com
https://www.linkedin.com/authwall?trk=gf&trkInfo=AQECxNtHUEg68wAAAXK7dWMgUSY1MrJbhVTS_1E_dqWxG3Z3XGvnduUTB1YvtIndFuDmnb1Sm09gkIfz8xle4q7e84YtdUbPmIP6X_849R31UtOohNm2tMSvX2227Xx2N8gMvTA=&originalReferer=&sessionRedirect=https%3A%2F%2Fwww.linkedin.com%2Fcompany%2Fkilter-rural%2F
https://www.linkedin.com/authwall?trk=gf&trkInfo=AQECxNtHUEg68wAAAXK7dWMgUSY1MrJbhVTS_1E_dqWxG3Z3XGvnduUTB1YvtIndFuDmnb1Sm09gkIfz8xle4q7e84YtdUbPmIP6X_849R31UtOohNm2tMSvX2227Xx2N8gMvTA=&originalReferer=&sessionRedirect=https%3A%2F%2Fwww.linkedin.com%2Fcompany%2Fkilter-rural%2F
mailto:invest%40kilterrural.com?subject=
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However, there has been significant new large-
scale developments in permanent plantings since 
2016. Based on the latest Bureau of Meteorology 
(BoM) forecasts 2020 is unlikely to be as wet as 
2016.  Accordingly, we expect that the current 
period of consolidation to be relatively short lived.  

2019-20 water year 
summary and outlook  
For the purposes of water accounting, the 
Murray-Darling Basin Authority (MDBA) work 
on a water year beginning on 1 June. This 
captures a Winter/Spring inflow from June to 
November followed by the dry Summer/Autumn 
period from December to May. 

The rainfall charts show what a year of contrasts 
the 2019-20 water year has been. Figure 1 charts 
rainfall deciles across the Murray-Darling Basin 
for the six months to 30 November 2019 and 
highlights the impact drought had across eastern 
Australia. Figure 2, by contrast, charts the rainfall 
deciles for the six months to 31 May 2020 as the 
drought broke in most districts. 

For the year as a whole rainfall was average to 
below-average for most areas of the sMDB. 
However, to appreciate the impact of the recent 
drought, the three-year rainfall deciles to 31 May 
2020 highlight the extent and severity of rainfall 
deficiencies over this period, as shown in Figure 3.

This accumulated rainfall deficiency has led to 
the very low inflows in the past three seasons 
(Figure 4), which on average have been less 
than 50% of the long-term median. This in 
turn has been the primary driver of the low 
allocations and the high water allocation prices 
observed, particularly in the early part of the 
current season, when water allocation prices 
pushed above $800/ML.

A number of good rainfall events since early 
March have primed sMDB catchments for good 
inflows should rainfall persist through Winter 
and Spring. Murray system inflows for May 
were above both the 10-year and long-term 
average (Figure 5). This has occurred very rarely 
in the past three years. 

Figure 2: Murray-Darling Basin rainfall deciles from November 2019 to May 2020. 
Source: BoM.

Figure 3: Murray-Darling three-year rainfall deciles to 31 May 2020. Source: BoM.

Figure 4: Murray system annual inflows since 1892. Source: MDBA.
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Recent inflows have seen the combined volume 
in sMDB storages climb to the same level as at 
this time last year (Figure 6).  The difference is 
that this year the catchments are wet and the 
outlook for further rainfall is more positive than 
it was last year. However, significant rainfall and 
inflows will be required to restore water volumes 
to long-term average levels.

The BoM is forecasting a high probability 
of above-average rainfall throughout Winter 
and Spring. However, more recently it has 
downgraded its forecast for June rainfall to 
below-average for all of the sMDB (Figure 7).  

It has also backed off on its rainfall forecast for 
July to September, although for most sMDB 
districts rainfall is still forecast to be above 
average.  

Notwithstanding the above-average Autumn 
rainfall, it appears unlikely that 2020 will witness 
a repeat of 2016 when storages increased from 
below 30% of capacity in May to more than 
90% of capacity by November.     

This easing of Winter/Spring rainfall forecasts 
has seen water allocation prices rise 25% to 
about $250/ML in early June. If the forecast 
rainfall doesn’t eventuate water allocation prices 
can be expected to firm materially in the first 
quarter of the 2020-21 financial year.

Other news
• Cullen Gunn, co-founder and CEO, 

spoke about investing for impact 
and managing landscapes with a 
regenerative approach in an interview 
with David Clark from wealth 
management firm Koda Capital. David 
hosts the podcast Inside the Rope, 
and you can listen at soundcloud.
com/insidetherope/ep-67-cullen-
gunn-investing-for-impact

• In May, CIO Euan Friday hosted a 
webinar with Global AgInvesting to 
discuss investing in water for impact 
and returns. Euan outlined the history 
of the Australian water market and 
explained the economic, political and 
climatic drivers influencing water 
asset values. You can watch the 
session at www.globalaginvesting.
com/gai-webinar-series-kilter-rural/

Figure 5: Murray system inflows. Source: MDBA.

Figure 6: sMDB volumes of water in storage. Source: MDBA.

Figure 7: Chance of exceeding median rainfall for June 2020. Source: BoM.

https://soundcloud.com/insidetherope/ep-67-cullen-gunn-investing-for-impact
https://soundcloud.com/insidetherope/ep-67-cullen-gunn-investing-for-impact
https://soundcloud.com/insidetherope/ep-67-cullen-gunn-investing-for-impact
http://www.globalaginvesting.com/gai-webinar-series-kilter-rural/
http://www.globalaginvesting.com/gai-webinar-series-kilter-rural/
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Disclaimer 
The information contained in this report and appendices is general information only about The Murray-Darling Basin Balanced Water Fund (Fund) and does not take into account any person’s objectives, financial situation 
or needs. You should seek appropriate professional advice if, as a result of reviewing this information, you are deciding whether to invest, remain in, or invest further, into the Fund. You should otherwise make your own 
independent investigation and analysis regarding any information contained in this report. This report may include forward looking statements which involve known and unknown risks, uncertainties and factors beyond the 
control of the Fund’s trustee, its officers, employees and agents that cause the actual results or outcomes to be materially different from those expressed or implied by such forward looking statements. Past performance is 
also no indication or guarantee of future performance. To the extent applicable. Kilter Investments Pty Ltd reaffirms the disclaimer information included in the information memorandum for the Fund dated 30 October 2019, 
as amended from time to time.  
The information provided in this report is private and confidential and should not be provided to third parties without the consent of the Trustee.

The Murray-Darling Basin Balanced Water 
Fund invests in permanent water rights in 
in the southern Murray-Darling Basin. It 
provides the first opportunity in Australia to 
achieve the multiple objectives of securing 
water for agriculture, realising a financial 
return and restoring threatened wetlands 
through a single investment.

Kilter Pty Ltd (trading as Kilter Rural) was 
founded in 2004. Kilter Rural’s purpose is to 
build long-term value for investors through 
resilient farmland and water investments. It is 
one of Australia’s largest water fund managers, 
and manages more than $500 million of water, 
farmland and ecosystem assets. Information 
memorandums for the Kilter Water Fund and 
Australian Farmlands Fund were approved and 
released in March 2019, with The Murray-
Darling Basin Balanced Water Fund information 
memorandum approved and released on 30 
October 2019.

Strategy Manager backgroundCorrelation 
S&P/ASX 300 0.04

Risk ratio 
Reward to risk ratio 1.59

Annualised standard deviation (%) 9.18

Downside deviation (%) 5.29

Sortino ratio 2.64

Maximum drawdown (%) 9.58

Percentage of positive months (%) 75.93

Monthly performance %
(net of fees and expenses)

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2020 0.01 -1.82 0.22 -4.03 -2.05 -7.50

2019 6.16 5.59 2.18 0.83 1.63 2.52 0.37 4.89 -0.04 8.17 2.83 3.89 46.34

2018 0.23 0.86 2.83 4.52 0.93 3.08 3.30 2.86 5.21 0.76 2.16 0.46 30.69

2017 -0.14 2.28 0.29 -0.51 -0.47 0.04 1.86 2.66 5.77 4.90 0.28 1.63 19.98

2016 -0.04 0.03 -4.70 0.17 -0.26 -2.71 0.96 0.21 -2.83 -0.69 0.24 0.75 -8.69

2015 1.41 1.41
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Stay informed at

 kilterrural.com

 linkedin.com/company/ 
 kilter-rural/

The Murray-Darling Basin 
Balanced Water Fund

INVESTOR UPDATE

UNIT PRICE: A$1.92AUM: A$62.08M

JUNE 2020

Contact information

Fund Manager 
Kilter Pty Ltd 
ACN 111 305 349  
Address PO Box 2010, Bendigo DC, 
VICTORIA 3554 AUSTRALIA

Fund Trustee 
Kilter Investments Pty Ltd 
ACN 152 558 113 
AFSL 41 41 42 
Phone +61 3 5444 0112 
Email invest@kilterrural.com

Fund information
Name The Murray-Darling Basin 

Balanced Water Fund

Structure Unit Trust

Domicile Australia

Inception October 2015

Management fee 0.55% per annum

Trustee fee 0.15% per annum

Performance fee 15% per annum

Hurdle rate 6%

High water mark Yes

Minimum investment A$50,000

Administrator Unity Fund Services Pty Ltd

Registrar One Registry Services Pty Ltd

Auditor Pitcher Partners

Sponsor The Nature Conservancy 
Australia

Custodian Sandhurst Trustees Ltd

Legal advisor McMahon Clarke

Summary data (net) 
Month return (%) -1.28

Last three months 
return (%)

-7.20

Financial year 
return (%) 

11.07

Rolling 12 months (%) 11.07

Performance since 
inception (%)

94.02

Since inception 
ANNUALISED [p.a.] (%)

15.78

The Fund recorded an 11.1% return for the 
financial year, with a -1.3% return for June. The 
recent softening in water entitlement prices has 
slowed and trade volume lifted compared with 
recent months.  

However, volumes of water entitlement traded 
in the southern Murray-Darling Basin (sMDB) 
are down by more than 50% for the year-to-date 
compared with 2019.

This financial result was achieved while making a 
water donation of 1400 megalitres (ML), and a 
cash donation of $440,000, to fund the delivery 
of environmental outcomes, as managed by 
the Environmental Water Trust. An overview of 
these environmental outcomes is provided in the 
accompanying 2019-20 EWT Environmental 
Impact Summary report.

Position for 2020-21
The Fund is well positioned to manage the 
uncertainty of the water allocation market in 
2020-21.

In the past year it has increased the percentage 
of water entitlement leased to 70%. This increase 
was achieved at a time of historically high water 
allocation prices. As a result, it has been possible 
to lift the average annual lease rental to $340/ML, 
which is more than 50% higher than the prior year 
and close to a 6% yield. Notwithstanding the lift 
in rental income, it is worth noting that all of the 
Fund’s farmer lessee clients are in a better position 
than they would be if they were required to source 
their water in the allocation market last year.

During 2019-20, the Fund also increased its water 
entitlement portfolio exposure to trading systems 
where demand and profitability are highest. 

The Lower Murray trading region offers the most 
positive economic outlook due to the significant 
ongoing investment in, and expansion of, high 
value perennial horticulture. 

These crops tend to be more profitable on a per 
megalitre basis than traditional annual cropping 
options. At the same time, they require watering 
every year in order to protect the significant capital 
invested in their establishment. 

http://kilterrural.com
https://www.linkedin.com/authwall?trk=gf&trkInfo=AQECxNtHUEg68wAAAXK7dWMgUSY1MrJbhVTS_1E_dqWxG3Z3XGvnduUTB1YvtIndFuDmnb1Sm09gkIfz8xle4q7e84YtdUbPmIP6X_849R31UtOohNm2tMSvX2227Xx2N8gMvTA=&originalReferer=&sessionRedirect=https%3A%2F%2Fwww.linkedin.com%2Fcompany%2Fkilter-rural%2F
https://www.linkedin.com/authwall?trk=gf&trkInfo=AQECxNtHUEg68wAAAXK7dWMgUSY1MrJbhVTS_1E_dqWxG3Z3XGvnduUTB1YvtIndFuDmnb1Sm09gkIfz8xle4q7e84YtdUbPmIP6X_849R31UtOohNm2tMSvX2227Xx2N8gMvTA=&originalReferer=&sessionRedirect=https%3A%2F%2Fwww.linkedin.com%2Fcompany%2Fkilter-rural%2F
mailto:invest%40kilterrural.com?subject=
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We expect that this growth in inelastic demand 
will drive price differentials between the Lower 
Murray and other trading zones, particularly in 
periods of water scarcity.  

For example, last year the water allocation price 
differential between Lower Murray and other 
regions, such as Goulburn, exceeded $300/ML. 

The Fund remains open to investing in the 
other trading regions when the right value 
opportunities present.

Market outlook uncertain
The availability of supply is the most important 
factor impacting water allocation prices. 

When conditions are wet, and storages are at 
above-average levels, water allocation prices 
soften. Conversely, when conditions are dry and 
supply becomes tight, as was the case in the first 
half of 2019-20, water allocation prices firm and 
at times rise sharply.

Currently, there is a reasonable degree of 
uncertainty surrounding both the level of supply 
likely to be available in the coming season, as 
well as the likely demand from annual cropping. 
The key factors influencing the situation are: 

1. Current water availability is relatively 
low
Above-average rainfall in Autumn has wet 
catchments and generated some encouraging 
inflows. 

The combined volume in sMDB storages has 
lifted from 32% to 47% capacity since March. 

However, this remains well below the 10-year 
average for this time of year of 63% full. In fact, 
the availability of water at the start of the 2021 
water year is the third lowest for the sMDB in the 
past 10 years (Figure 1). 

While the amount of water allocation carried 
over into the new irrigation year was 50% higher 
compared with last year, it was still the third 
lowest amount carried over in the past 10 years.

2. Reduced confidence in forecast 
accuracy and wetter outlook
Adding to the uncertainty has been some recent 
significant adjustments to Bureau of Meteorology 
(BoM) forecasts. 

The BoM accurately forecasted above-average 
Autumn rainfall and its original Winter/Spring 
outlooks suggested that above-average rainfall 
conditions were expected to persist with a 70% 
chance of exceeding median rainfall in July 
(Figure 2).

However, its most recent forecast has reduced 
the chance of exceeding median rainfall across 
the sMDB in July to 40% or less as south-
eastern Australia remains under the influence of 
a ridge of high pressure stretching across central 
Australia. BoM is forecasting average to slightly 
above average rainfall for sMDB catchments 
(Figure 3) for August through to October, with 
the tropical Pacific Ocean expected to approach 
La Nina levels in coming months.

Figure 2: Chance of exceeding median rainfall for July 2020. Source: BoM.

Figure 3: Chance of exceeding median rainfall for August to October 2020. Source: BoM.

Figure 1: Consumptive sMDB water allocation supply at start of the water year. 
Source: Kilter Rural.
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3. Catchments are very wet
Although BoM has scaled back the outlook for 
above-average rainfall in coming months, sMDB 
catchments remain very wet. As a result, they will 
respond very quickly to rainfall events to generate 
good inflows even if rainfall is only at average 
levels. 

4. Annual summer crop: irrigators 
deciding on options
This uncertainty regarding supply and its 
influence on the water price also makes crop 
planning more difficult. This in turn impacts on 
demand. 

Irrigators growing annual crops will wait as long 
as they can to decide whether or not to plant 
depending upon their view of where water prices 
are headed. 

For example, water demand will increase 
significantly if Murrumbidgee irrigators decide to 
go ahead and plant large areas to cotton.

What does this mean to the market?
If below-average Winter and Spring rainfall 
eventuates again this year, then a sizeable step 
up in water prices is foreseeable. 

However, lower water prices are only one or two 
good rainfall events away and this is the time 
of the year when heavier rainfall events can be 
expected.

Market ‘behaving’
There was heightened media scrutiny and public 
commentary from irrigators and stakeholders, 
particularly during the first half of 2019-20 when 
water prices were very high. 

Some commentary questioned the role played by 
the water market and whether it was in need of 
major reform. 

This heightened public scrutiny appeared to 
be the catalyst for a number of reviews into the 
operations of the water market, including:

• The Australian Competition and Consumer 
Commission (ACCC) inquiry into the 
competitiveness of Australian water 
markets, and

• The Victorian Government initiated two 
major reviews during the year – one into 
water market transparency, and the other 
looking at the operation of the Goulburn to 
Murray Trade Rule.

Kilter Rural has provided submissions to each 
of these inquiries, with findings expected to be 
released shortly. 

Improvements can always be made to how 
any market operates, and we welcome 
recommendations arising from these reviews 
which can further support improved market 
transparency and competitiveness.

However, we believe it is apparent that the 
market has generally behaved as intended 
throughout 2019-20. 

In the first six months, when water availability was 
low and the outlook was dry, water allocation 
prices increased in response to ration demand.  

From mid-January onwards prices steadily 
receded from above $800/ML to dip below 
$200/ML in May. 

This softening stemmed from reduced demand 
for watering as a result of cooler conditions, 
above-average rainfall and a more favourable 
outlook for water availability.  

As the outlook for improved water availability 
has receded somewhat prices have again begun 
to firm as would be expected with a properly 
functioning market. 
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Disclaimer 
The information contained in this report and appendices is general information only about The Murray-Darling Basin Balanced Water Fund (Fund) and does not take into account any person’s objectives, financial situation 
or needs. You should seek appropriate professional advice if, as a result of reviewing this information, you are deciding whether to invest, remain in, or invest further, into the Fund. You should otherwise make your own 
independent investigation and analysis regarding any information contained in this report. This report may include forward looking statements which involve known and unknown risks, uncertainties and factors beyond the 
control of the Fund’s trustee, its officers, employees and agents that cause the actual results or outcomes to be materially different from those expressed or implied by such forward looking statements. Past performance is 
also no indication or guarantee of future performance. To the extent applicable. Kilter Investments Pty Ltd reaffirms the disclaimer information included in the information memorandum for the Fund dated 30 October 2019, 
as amended from time to time.  
The information provided in this report is private and confidential and should not be provided to third parties without the consent of the Trustee.

The Murray-Darling Basin Balanced Water 
Fund invests in permanent water rights in 
in the southern Murray-Darling Basin. It 
provides the first opportunity in Australia to 
achieve the multiple objectives of securing 
water for agriculture, realising a financial 
return and restoring threatened wetlands 
through a single investment.

Kilter Pty Ltd (trading as Kilter Rural) was 
founded in 2004. Kilter Rural’s purpose is to 
build long-term value for investors through 
resilient farmland and water investments. It is 
one of Australia’s largest water fund managers, 
and manages more than $500 million of water, 
farmland and ecosystem assets. An information 
memorandum for the Kilter Water Fund was 
approved and released in March 2019, with 
The Murray-Darling Basin Balanced Water 
Fund information memorandum approved and 
released on 30 October 2019 and the Australian 
Farmlands Fund information memorandum  
approved and released in June 2020.

Strategy Manager backgroundCorrelation 
S&P/ASX 300 0.03

Risk ratio 
Reward to risk ratio 1.52

Annualised standard deviation (%) 8.78

Downside deviation (%) 5.14

Sortino ratio 2.60

Maximum drawdown (%) 9.58

Percentage of positive months (%) 74.55

Monthly performance %
(net of fees and expenses)

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2020 0.01 -1.82 0.22 -4.03 -2.05 -1.28 -8.68

2019 6.16 5.59 2.18 0.83 1.63 2.52 0.37 4.89 -0.04 8.17 2.83 3.89 46.34

2018 0.23 0.86 2.83 4.52 0.93 3.08 3.30 2.86 5.21 0.76 2.16 0.46 30.69

2017 -0.14 2.28 0.29 -0.51 -0.47 0.04 1.86 2.66 5.77 4.90 0.28 1.63 19.98

2016 -0.04 0.03 -4.70 0.17 -0.26 -2.71 0.96 0.21 -2.83 -0.69 0.24 0.75 -8.69

2015 1.41 1.41
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