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SIGNIFICANT HOLDINGS 
 

Bega Cheese 

• Commonwealth Bank 

• Graincorp 

• Insurance Australia Group 

• Medibank Private 

 

• Meridian Energy 

• Reece 

• SCA Property Group 

• TPG Telecom 

• United Malt Group 

Performance as at 31 August, 2020 

INVESTOR CLASS 1 MONTH % 3 MONTHS % 6 MONTHS % SINCE INCEPTION 

(ANNUALISED %) 

Fund (after fees) 4.10 0.50 -12.51 -6.45 

S&P/ASX 300 Accum 3.05 6.19 -4.14 2.65 

Excess 1.05 -5.69 -8.37 -9.10 

 

 

 
 
Ethical Partners Australian Share Fund 
AUGUST 2020 

Ethical Partners Funds Management is a boutique Australian fund manager which is fully owned by 

its staff. We have a dual focus on performance and investing ethically over the long term. Our 
approach directly manages risk for our clients, provides the ability to invest in line with your values 

and actively advocates for change. Investors in the Fund invest alongside the owners and managers 

of Ethical Partners. 

 INVESTOR CLASS CLASS A CLASS B CLASS C CLASS E 

Unit Price 31/8/20 $0.8285 $0.8265 $0.8291 $0.8226 $0.8299 

APIR code EPF9951AU EPF9964AU EPF3813AU ETL8683AU - 

 

MONTHLY COMMENTARY 
 

During August 2020 the Fund returned 4.10% versus the S&P/ASX 300 Accumulation 

Index of 3.05%, outperforming by 1.05% (after fees). Overweight positions in Consumer 

Staples and Industrials added to performance while stocks in General Insurance and 

Building Products detracted from performance. 

It is difficult to draw many broad conclusions from reporting season due to the wide 

dispersion and out of date market analyst expectations, the rapid development of the 

economic landscape and the government support measures, but it is possible to 

categorise companies into three broad buckets: 

1) Companies that are benefitting from rent relief, government stimulus and a short term 

change of consumer behavior and spending habits (we have been selling exposures to 

these companies); 

2) Companies that are experiencing increased but likely more sustained revenue growth 

(we are continuing to build positions in these companies); 

3) Companies that have recorded lower profit growth now through being conservative in 

their provisioning but should benefit in future periods (we are maintaining sizeable 

positions in these companies). 

Generally consumer discretionary companies in categories such as home improvement, 

furnishings, automotive, electronics and hobbies reported very strong year end numbers. 

Businesses confirmed that from April onwards they started to see strong order flows, some 

at record levels and it has largely sustained into July. The market, with its typical short 

term focus has capitalised these sales into the future with many stocks performing 

strongly. But many of these purchases will be a drag forward of demand from future 
periods.         (continued over) 
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Record retail sales are occurring at a time that in the banking sector there is also a never-before-seen mortgage and business 

loan deferral of over around 10-15% of total loan books. With sharp increases already being seen in 90 day past due loans 

(excluding deferred loans), bank profits have arguably benefitted in the current period from not having to recognise the full 

extent of bad debts. This has bought time for banks to further build provisions for future periods before the inevitable unwind of 

deferrals. Accordingly the fund has recently reduced positions in consumer discretionary stocks and banks. 

Other companies are also getting a boost to revenues that we think will be more sustained, beyond the current government 

stimulus measures. Consumer habits such as eating at home and local consumption vs inner city are likely to be a more 

sustained trend in our view. For this reason we have maintained a large overweight position in stocks exposed to supermarket 

purchases, local convenience based shopping centres, suburban residential land development and we are considering which 

other trends from this environment might prove to be semi-permanent. 

Regarding the third category above, we have also observed some companies creating provisions in the financial year that had 

the effect of reducing profit in the FY20 year but may also be utilised to boost profits in periods ahead. While positions in these 

companies largely did not contribute to performance during the month they remain very solid investment propositions going 

forward as the unwind of provisions should lead to good profit growth. This will hold if those provisions prove to be overly 

conservative, which we believe to be the case. The opportunities are across selected insurers. 

We also have a number of positions in selected building, steel and agricultural cyclicals that are proving to be rewarding 

investments as the businesses start to reflect a return from the cyclical low points in each industry. 

ESG COMMENTARY 

The Meridian alternative 

Meridian Energy is a company that we believe is very well positioned for the rapidly evolving energy transition – we see the 

company as a perfect example of minimising risks and maximising opportunity. 

Importantly it also fits well with our values at Ethical Partners, while simultaneously addressing the world’s need to meet SDG 

8 on renewable energy and help address the climate crisis. To this point, we note that traditional fossil fuel electricity 

generators AGL (not owned) and Origin’s (not owned) results in August disappointed the market. In contrast, we were satisfied 

with Meridian’s FY20 results and furthermore believe Meridian presents a better long term prospect than traditional utilities. 

Meridian is the largest energy generator in NZ with 30% share, utilising wholly renewable generation across hydro, solar and 

wind assets. Interestingly we see its growing retail brand, Powershop, as also leveraging off these strong environmental 

credentials. The Powershop brand is on a path towards 500,000 customers in Australia, growing 24% in FY20. Its strong retail 

brand in NZ exhibits lower churn than industry averages and positive customer growth (+7% FY20). This provides an 

important hedge to Meridian’s currently long generation position.  

Additionally, we believe a strong mark of a business is how it handles challenges and change. Meridian faces an operational 

challenge in the NZ market with the flagged exit of a large aluminium smelter from NZ which allowed the Fund an attractive 

buying point in early July. The company’s strong management team and well positioned assets have seen Meridian identify a 

number of mitigating strategies including battery technology, the expected retirement of thermal (coal) generation in the 

broader market and potential new sources of demand.  

We also applaud Meridian’s recent launch of the new Green Finance Program which has the goal of halving its operational 

carbon footprint by 2030 (it is a net zero business today due to offsets). 

Overall, the FY20 result and related disclosures provided the Fund with heightened confidence on both the short and long 

term attractiveness of the asset base and in the investment case for Meridian Energy.  

Australia’s great stimulus opportunity 

During the month we released an article laying out what we see as an excellent stimulus opportunity, assuming Australian 

Governments will continue to look for ways to reflate the economy. This was in part based on the Australian Energy Market 

Operator’s (AEMO) Integrated System Plan (ISP) which put down the framework for how Australia will operate with less coal 

fired electricity generation in the future. The outcomes are somewhat contingent on significant expenditure on the electricity 

grid which wasn’t originally designed to cope efficiently with thousands of generation sources feeding into the system. 

Significant stimulus spent in the right areas provides $11bn in net benefits, 100,000 jobs, minimises Australia’s climate change 

impact, and minimises pollution levels. The further ingredients required are leadership and foresight. For the full article click 

HERE.  

 

 

  

 

 

 

https://www.ethicalpartners.com.au/post/australias-great-stimulus-opportunity


 
 

 

 

SECTOR EXPOSURE, AUGUST 2020 

 

 
 

 

 

 

 

 

 

 

 

Ethical Partners Management Services ACN 623 503 720 (EPMS) as Corporate Authorised Representative of Ethical Partners Funds Management Pty Ltd (EPFM) ACN 623 475 454; 

AFSL 504749 is the author of this newsletter and Equity Trustees Limited (ABN 46 004 031 298, AFSL 240975) (EQT) is the issuer and responsible entity of the Ethical Partners Australian 

Share Fund (Australian Share 

Fund). Access to this newsletter and the information on it is intended only for people or entities that are Wholesale investors or Sophisticated investors (as set out in the following 

paragraph).The information provided on this newsletter is general information only. The information has been prepared without taking into account your personal objectives, financial situation 

or particular needs. Therefore, before acting on any advice, you should consider the appropriateness of the advice in light of your own or your client’s objectives, financial situation or needs. 

You are responsible for all of your activity in connection with accessing the newsletter. 

The Zenith Investment Partners (ABN 27 103132 672, AFS Licence 226872) (“Zenith”) rating (assigned May 2020) referred to in this document is limited to “General Advice” (s766B 

Corporations Act 2001) for Wholesale clients only. This advice has been prepared without taking into account the objectives, financial situation or needs of any individual and is subject to 

change at any time without prior notice. It is not a specific recommendation to purchase, sell or hold the relevant product(s). Investors should seek independent financial advice before 

making an investment decision and should consider the appropriateness of this advice in light of their own objectives, financial situation and needs. Investors should obtain a copy of,and 

consider the PDS or offer document before making any decision and refer to the full Zenith Product Assessment available on the Zenith website. Past performance is not an indication of 

future performance. Zenith usually charges the product issuer, fund manager or related party to conduct Product Assessments. Full details regarding Zenith’s methodology, ratings 

definitions and regulatory compliance are available on our Product Assessments and at http://www.zenithpartners.com.au/RegulatoryGuidelines 
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Responsible services

Essential infrastructure
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