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Ethical Partners Australian Share Fund 

As at 31 December, 2019  Unit price (ex) APIR code 

Investor Class $1.0254 EPF9951AU 

Class A $1.0232 EPF9964AU 

Class B $1.0262 EPF3813AU 

Class E $1.0285 - 

Relative performance since inception vs S&P/ASX 300 Accum p.a (9 Aug ’18): -6.77% (after fees) 

To the clients of Ethical Partners and their advisors: 

During December 2019 the Ethical Partners Australian Share Fund returned -1.90% versus the 
S&P/ASX 300 Accumulation Index of -2.03%, slightly outperforming the market by 0.12% (after fees). 
Over the last quarter the Fund benefitted from overweight positions in Consumer Discretionary and an 

underweight position in Real Estate. Key detractors over the last quarter included an underweight 
position in Health care and an overweight position in Industrials. 

Investor class 1 Month % 3 Months % 6 Months % Since Inception 

(annualised %) 

Fund (after fees) -1.90 -1.90 0.62 2.95 

S&P/ASX 300 

Accum 

-2.03 0.71 3.28 9.71 

Excess +0.12 -2.61 -2.66 -6.77 

2019 was an exceptional year for equities returns (+23.8%) and was distinctive for the composition of 
returns and what drove the market to new highs. Below we reflect on what Ethical Partners did well 

and what we missed. 

Firstly we continued to expand our engagement with listed companies with respect to sustainability 
issues, publishing our first Ethical Standards report on Transparency and Disclosure. We also 

exercised our voting rights and tackled many issues with Boards and management including human 
rights and climate change (see our October 2019 investor letter). With respect to markets, it was 
apparent to us in early 2019 there were strong reasons for the market continuing to rally from its 

December lows with the Fed reducing rates and adding liquidity to the system (see our March 2019 
investor letter). And while we had this positive view for the overall market, at the same time we were 

confident that our bottom up analysis had detected the best opportunities and these lay in 
undervalued small to mid-cap companies that were experiencing short term set-backs but had 
valuable assets and higher earnings power. We thought the ensuing market rally would see this value 

realised during the year and while some of our stock picks played out nicely, frustratingly we are still 
waiting on some to be realised. 

While we are a patient investor with the capital we manage we are impatient to achieve returns for 

clients and when the market is climbing fast and our funds are lagging it does feel like we are sitting 
outside the party. But Chuck Prince’s (ex Citigroup CEO) idea that “..as long as the music is playing, 

you’ve got to get up and dance” remains as precarious today for certain sectors as it was in 2007. 
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Part of the Australian market returns in 2019 will likely prove elusory in hindsight, in our view, and 
some sectors remain feverishly overvalued. The team remains disciplined and will stand by our 

investment process, analysing business fundamentals because risks are realised suddenly and the 
market doesn’t usually give investors time to prepare or exit once these become apparent. 

Through 2019 the Fund lagged the market mostly due to being underweight large cap PE re-rating 

stories (that re-rated regardless of starting valuation) and also holding zero underfunded companies 
with big ideas for growth that the market rewarded with rich valuations. This was the opportunity cost 

of our existing holdings plus maintaining valuation and balance sheet discipline. 

Thirteen of the top twenty index point contributors over the year to December 2019 benefitted from PE 
expansion (in our view) with the average company’s stock price increasing more than 7 times the 

earnings growth that the company is delivering. The others included four large resource companies 
whose stock prices mostly went up in line with their profit growth and three other companies were 
turnarounds. To have invested the Fund in companies that traded on significant premiums to the 

market in the infrastructure, healthcare and tech space would have seen the Fund achieve better 
returns during the year but some of these companies still do not pass our investment process. 

Also in our endeavour to find and invest in conservatively valued companies we made some stock 

specific mistakes during the year but other positions in the health insurance, domestic cyclical, telco 
and supermarkets space did quite well. Through the year the Fund remained staunchly (and 
incorrectly in some cases) underweight REITS, infrastructure, utilities and expensive healthcare 

where we were thinking the reach for yield and earnings certainty (sometimes called “quality” these 
days as an excuse to ignore valuation) was coming at too high a price (ie: risk). Accordingly 

companies in the technology, infrastructure and REIT space recognised the opportunity to raise 
significant capital amidst favourable secondary market conditions with the most money raised in 

REITs in over a decade. Ethical Partners did not participate in these deals, thinking that the stocks 
were expensive and while tech has continued to climb, for now, the two largest REIT raisings of 2019 
(GPT $800m and Dexus $900m) underperformed the market from the deal date through to year end. 

Seth Klarman’s idea that Wall Street always creates additional supply (of stock) until it equals and 
then exceeds market demand seems to have held. With many of the tech companies that raised 

money through the year still unprofitable, investors will be hopeful that they have raised enough 
during the good times to see them through the cash burn period when market circumstances change. 
There are some signs both in Australia and overseas that tech company investors and regulators are 

demanding profitability and transparency respectively and the time for a vague plan, a lack of financial 
wherewithal and indistinguishable industry jargon in investor presentations or new valuation methods 

may have passed. 

While 2019 played out we remained focussed on companies that on our assessment were under-
earning, underappreciated or at a challenging time in their cycle but had substantially more earnings 

power over the medium term (and had the balance sheet to get them there). We purchased those 
companies at valuations we assessed were justifiable and conservative. While being conservative on 
valuation did not pay off in 2019 we feel that the conditions that created the 2019 outcomes will not 

necessarily recur in 2020. 

One being that from December 2018 through to August 2019 the US Ten Year Bond yield fell 
approximately 50% and since September 2019 it has had a gradually increasing path. In an era where 

lower and lower interest rates have spurred theories that investors should pay high prices for certain 
“long duration” stocks (the lower the discount rate the higher the value of discounted long dated and 

so called predictable cash flows) surely an inflection point in interest rates holds the potential for 
outsized losses in expensive companies. In the three years up to and including 2019 traditional value 
orientated strategies that concentrate on buying the cheapest stocks have had one of the worst runs 
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of performance in the last two decades, but looking back they also achieved their best results relative 
to the market for many years post 1999 and 2007. 

It is always difficult to ascertain when one’s portfolio will realise the value that our team perceives is 
on offer but given better domestic cyclical conditions, improved pricing discipline in certain industries, 
pending regulatory outcomes, realisation of acquisition benefits and pending corporate restructuring 

we believe the path to the realisation of that value has shortened. 

Nathan Parkin  Matt Nacard 
Investment Director  Chief Executive Officer

Disclaimer 
This document is prepared by Ethical Partners Management Services ACN 623 503 720 as Corporate Authorised Representative of Ethical 
Partners Funds Management Pty Ltd ACN 623 475 454; AFSL 504749. Any information provided in this document is information of a general 
nature and does not take into account your particular circumstances, requirements and objectives. It should not be relied on as advice in relation 
to any financial product. It is issued by Ethical Partners Funds Management Pty Ltd (“EPFM”) (“The Trustee”).  This document has been produced 
exclusively for Wholesale investors or Sophisticated investors (collectively “Qualifying Investors”) as defined by the Corporations Act 2001 (Cth) – 
Sections 761G(7) and 761GA. This document is not the same as a Product Disclosure Statement (“PDS”). You can ask for an Information 
Memorandum ("IM") which will tell you more about the Ethical Partners Australian Share Fund ("The Fund"). This document is not a 
recommendation to make an investment in any product provided by EPFM. The Trustee encourages you to make your own independent 
enquiries about The Fund, The Trustee, The Investment Manager or any other aspect that may influence the investment decision. The Trustee 
does not take into account the personal circumstances of potential investors. Investors should seek their own taxation, legal, investment, 
accounting and other professional advice before making an investment decision.  Investment in any product provided by EPFM is subject to risks 
such as market, liquidity, manager, regulatory and counterparty risk. More details on potential risks is included in the IM. The Trustee, The 
Investment Manager or associates, Directors, officers, employees or advisors does not make any representation or warranty, express or implied, 
as to the accuracy, reliability or completeness contained in this document. Nor does it, to the extent allowed under the law, accept liability for any 
loss or damage suffered or incurred by the recipient however caused (including negligence) relating to any way this document including the 
information provided herein or any errors or omissions. Note: Performance since inception is for Investor Class Units. 


