
 

 
 
Ethical Partners Australian Share Fund 
JUNE 2022 QUARTERLY REVIEW  

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. The Fund has adopted a Net Zero Emissions by 2050 target. 

 

QUARTERLY COMMENTARY 
 

The June quarter saw the continuation of the recent downward trajectory in equity 

markets, the ASX300 down 12.2%, with the Fund falling 16.1%, an 

underperformance of 3.9% in the quarter. An underweight position in Materials and 

Energy, and an Overweight position in Small Cap Industrials were the key detractors 

over the June 2022 quarter.  

The June Quarter saw an escalation of the global Central Bank response to inflation, 

culminating in the RBA initiating the first hiking cycle in almost 12 years as broad 

levels of support continue to be unwound from the global economy. There was 

heightened volatility from equities, bonds and commodities, spilling into the most 

speculative of investments including various so called “stablecoin” crypto currencies. 

Domestic facing cyclical businesses fared the worst during the period as the market 

favoured resource and energy stocks and defensive healthcare businesses. Fears of 

a pending economic downturn saw valuations in certain sectors hit particularly hard.  

How has the Fund responded to market volatility? 

It is widely postured that over longer run time horizons, investor wealth creation is 

closely linked to how investment managers not only steer capital through times of 

market stress, but take advantage of market gyrations when and if they occur. Our 

investment process, with a focus on cash flow, strong balance sheets and 

management quality, coupled with the application of our in house EPORA based 

sustainability framework, lends itself to a deep focus on valuation discipline. As such, 

for much of the last few years we have not participated in the “high growth, high 

quality, high PE” game, seeing the risk reward backdrop as unattractive.  

To illustrate how we have managed the portfolio as valuations have changed, we 

have assessed the portfolio in the below buckets, benchmarked from December 31st 

2021 to end of June 2022. This simple illustration about how we are thinking about 

our positioning is inspired by the famed money manager Peter Lynch (One up on 

Wall Street, 1989), who coined the categories we have highlighted below. We define 

the portfolio as per the chart on the following page. 
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Performance as at 30 June, 2022 

INVESTOR CLASS JUNE 
QUARTER 

% 

6 MONTHS 

% 

1 YEAR 

         % 

SINCE INCEPTION 

(ANN %) 

Fund (after fees) -16.09 -18.66 -8.99 0.46 

S&P/ASX 300* -12.22 -10.39 -6.78 5.23 

Excess -3.88 -8.27 -2.22 -5.69 

 
This newsletter is intended for wholesale and institutional investors only. *Accumulation Index 

https://podcasts.apple.com/au/podcast/ethical-partners-good-investing-podcast/id1565466749
mailto:investors@ethicalpartners.com.au
http://www.ethicalpartners.com.au/
https://eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=4a3e9879-8d48-4107-af82-e6bbe814b783
https://www.ethicalpartners.com.au/post/australian-share-fund-net-zero-2050


 
 

 

Stalwarts (Increased) being businesses that can grow at least in line with industry averages, are typically relatively 

mature and potentially somewhat defensive in nature. This is a group that has been dominated in recent times by 

high quality, somewhat expensive valuations and we have been adding to businesses that fit the ‘stalwart’ description 

that suit our process as these valuations have become significantly more appealing. We would call out Wesfarmers 

and Goodman Group as two such names, both stocks were not held in the portfolio in December on valuation 

grounds, and are now Overweight positions. 

Fast Growers (Increased) was the smallest of our stock buckets back in December when growth was priced at a very 

large premium. This has changed considerably, whilst as a proportion of our total portfolio “growth” is still less than a 

fifth, it has doubled in absolute size versus 6 months ago. We have added a new position like Reece (down 49% over 

the last 6 months) whereas historically we have been happy to admire these businesses (and their previously lofty 

valuations) from the sidelines. This is a very deliberate bottom up focus on specific company attributes where we feel 

our investment team has identified companies where as the market is missing the next leg of opportunity or over 

estimating earnings risks, rather than an attempt to buy falling growth knives. 

Cyclicals (Decreased): We have down weighted cyclicals as the market has placed a higher premium on ‘near term’ 

cash flows, more specifically however we have seen the risk reward deteriorate significantly in the Materials sector as 

cyclical businesses have reached or exceeded our Analyst team’s valuations (as we have written about previously). 

For example, in December we held almost 20% of the fund in mining and related businesses, this figure is down to 

less than 5% as at June 30. We have used this to fund other more attractive opportunities. 

Turnarounds (Decreased): We have exited 3 positions that could be termed turnarounds as the relative appeal of 

owning these higher execution risk, lower quality investments, was no longer justified on a relative basis as other 

parts of the market de-rated aggressively in the period. 

Asset Plays (Steady): Whilst captured in this bucket is our REIT exposure which we have down weighted during the 

period, this has been partly offset by adding to our position in CSR which on our analysis is trading below the value of 

its property and other tangible assets on the balance sheet as the market is overly focussed on near term potential 

housing headwinds. 

In short, we have pivoted the portfolio, in line with our process and valuation discipline to ensure we are positioned 

for the next 3 years (not the last 6 months!). Taking advantage of the more attractive valuations of high quality 

businesses, combined with the opportunity to exit positions that have reached or exceeded our valuation (e.g. 

commodity linked investments).  

Importantly for our process, we have been able to reposition the portfolio and at the same time significantly lower the 

emissions profile of our holdings. The Fund’s Weighted Total Emissions (Scope 1 & 2) has dropped by 47% YoY to 

June 30 2022 and the Actual Carbon emissions has also decreased. We believe all of these factors see the portfolio 

well positioned looking forward.  

 

 

 

 



 
 

Looking forward, are weak balance sheets the last shoe to drop? 

In CY22, we note the market dynamic has been moving swiftly, driven by higher bond yields across the curve. The 

first phase observed was the favouring of current over future cash flows, brought about by higher discount rates 

which make investing on the back of “future EBITDA”, “sales multiples” and “Theoretical Addressable Markets 

(TAMs)” far less desirable. Also caught up in this dramatic shift was higher PE “darlings”, some of which have de-

rated materially and the fund has selectively taken advantage in this area as noted above. 

The second shift we see is now underway, this is the market realisation that higher bond yields invariably end in an 

economic downturn of some description, at best a lower rate of absolute GDP growth. This eventuality has seen “Dr 

Copper” signal that we are facing a potential global downturn, with the Copper price falling 22% over the June 

quarter. The fund has been underweight the materials sector during the quarter, whilst this has been a detractor to 

performance we feel the fundamentals for the major commodity linked stocks has deteriorated and this positioning is 

prudent. It is important to note that whilst a 20% or greater decline in copper has been followed by a recession each 

and every time over the last 30 years, it has not necessarily been a signal of poor returns for broader equity markets. 

This takes us to the potential third stage, Balance Sheets, something surprisingly the market has not yet focussed on. 

We note that unlike the last 3 cycles when bond yields have moved sharply higher akin to the current move (1994, 

1999-2000, 2008), we have seen a period to date where the market has rewarded weaker balance sheets. In the 

below chart, if the dark blue line is falling, this means weak balance sheet stocks are outperforming strong balance 

sheets, as has been the case in recent months. As an example, we note businesses like Transurban (not held), with 

rock solid revenue streams, have significantly outperformed over the last quarter. Excluding demerged entities, no 

stock contributed more positively to the ASX300 quarterly index return over the last 3 months. However, we believe 

that as the market increases its focus on balance sheet and gearing we may see more focus on a company’s debt 

burden, noting Transurban is one of the more leveraged businesses on the ASX at over 9x ND/EBITDA (consensus).  

 

Mr Market has been preoccupied with the rate of growth in revenues or the timing of cash flows but it has historically 

been the case that those with the ability to service their obligations comfortably through the cycle, will fair best. The 

role of strong balance sheets in an investment process can be illustrated in a working example through assessing the 

performance of CBA vs the other Major banks, assessing how balance sheet strength (and associated requirement 

for equity dilution) can drive long term performance. CBA has required materially less equity to be raised as a 

proportion of the market cap since 2008, at only 5% (excluding Bankwest transaction), whereas NAB has raised the 

most of the Big 4 at 17% of the market cap. We note that from 2000 to 2022 CBA, has issued 42% of new equity 

whereas ANZ, NAB and WBC have on average issued more than 100% over that same period. 

Whilst there are many factors that differentiate between the listed bank sector, we believe the excess dilution of NAB 

vs CBA over an extended period of time plays an important role and as such is a lesson for investors on the 

importance of the optionality, or security, that a good balance sheet provides, as can be seen from the chart 

following. 



 
 

 

Our Investment process has a strict discipline on balance sheet strength and we have been cognisant to ensure the 

Fund is well positioned when the market inevitably turns its attention to debt serviceability. To this end we continue to 

monitor the balance sheets of our portfolio companies, buoyed by the fact that almost 40% of the portfolio currently is 

invested in companies with net cash positions and as per our process, on balance the portfolio enjoys strong assets 

and low debt burdens.  

Mark Twain once posited that “a banker is someone who lends you his umbrella when the sun is shining, but wants it 

back the minute it begins to rain”. In our view, our disciplined investment process ensures we will have a poncho in 

the top pocket to keep us dry if the weather turns. 

Sustainability Highlights in the Quarter 

We highlight a few important developments and engagement points from the quarter. 

In April, Ethical Partners worked with the IGCC on its upcoming circular economy report, in which we shared a case 

study on our engagements with companies on food waste and how these engagements address not only our circular 

economy focus, but also the multiple interrelated ESG issues at a systems level. This is a topic Ethical Partners has 

written on before as a key focus for engagements over the last two years and we were pleased to be able to continue 

these engagements this month with several companies within our investable universe. We look forward to sharing the 

details on these in our engagement report later this year. 

In May, to mark Reconciliation Action Week, Ethical Partners undertook written engagements with 23 companies 

regarding Reconciliation Action Plans (RAP). Our most recent EPORA investment screening and deep dive analysis 

of 230 ASX listed companies found that the amount of companies with Reconciliation Action Plans had tripled from 

only 10% in 2021 to 31% this year. However, that meant the bad news that this still only equates to 31% of the 230 

ASX companies we analysed. It is therefore very clear that we need to see more companies stepping up to take 

action on Reconciliation across the wider ASX.  

As such we wrote to 23 of our portfolio companies to communicate our strong encouragement for them to begin their 

RAP journey, and signalled our intention to escalate these engagements with management over the coming months. 

Since our engagement, we have had multiple companies communicate with us that they are in the process of 

constructing their RAP's, as well as subsequent deeper engagements with others regarding how they are addressing 

Reconciliation. We also undertook this engagement as part of our own Reconciliation Action Week commitment to 

"Be Brave and Make Change" through utilizing our shareholder voice and the privilege we hold in stewarding our 

funds under management, and are continually committed to advancing our learning and internal work on 

Reconciliation as well.  

In June, Ethical Partners travelled to New Zealand to visit the assets of some of our portfolio companies, including 

one ESG leader, Meridian Energy, to gain a better understanding of their important role in the New Zealand 

renewable energy generation. We were able to tour their wind farms and their hydro-electric assets across the 

country. This was a valuable experience in order to better understand their operations on the ground, and the 

passionate commitment of their entire team, from the operational staff right through to the chairman towards clean 

energy, their own footprint, their potential role in green hydrogen, and their policy engagement regarding country wide 



 
 

decarbonisation planning. It was also a good chance to better understand and discuss their policies and practices 

involving cultural heritage and their consultation, consenting and collaboration with the Maori Iwi People. It also 

resulted (somewhat unexpectedly) in our Investment Director, harnessed, standing on top of an 80 metre wind 

turbine. This left us with a huge appreciation of the detailed, active and very dedicated safety program that Meridian 

has in place for staff, contractors - and visiting shareholders! 

 

 

 

  

  

 

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. The information contained in the Ethical Partners Good Investing Podcast is for general informational purposes only and 

does not constitute investment or financial advice. You should seek tailored advice specific to your circumstances before making any investment decisions. For Ethical Partners 

Funds Management Target Market Determination (TMD) please Click here. The TMD describes who financial products issued by Ethical Partners or its Responsible Entity are 

likely to be appropriate for (i.e. the target market), and any conditions around how products can be distributed to investors. It also describes the events or circumstances where 

the TMD for financial products may need to be reviewed. 


