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As at 31 January, 2020  Unit price (ex) APIR code 

Investor Class $1.0293 EPF9951AU 

Class A $1.0275 EPF9964AU 

Class B $1.0286 EPF3813AU 

Class E $1.0305 - 

 

Relative performance since inception vs S&P/ASX 300 Accum p.a (9 Aug ’18): -8.05% (after fees) 

 

To the clients of Ethical Partners and their advisors: 

In January 2020 Australian market increased 4.9%, in the second best market performance out of 48 

developed and emerging equity markets around the world. This was largely due to large Australian 

growth and defensive stocks finding support in the face of new economic uncertainty. 

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

(annualised %) 

Fund (after fees) 2.73 4.45 1.18 4.66 

S&P/ASX 300 

Accum 

4.90 6.03 5.20 12.71 

Excess -2.17 -1.58 -4.02 -8.05 

 

US ten year bond yields fell over 20% during the month, back to levels seen last August as markets 

feared that global growth will slow following the outbreak of coronavirus. In this environment 

Defensives outperformed including Healthcare stocks (that continued to be the largest contributor to 

market returns) along with stocks leveraged to lower bond yields such as infrastructure and REITS. 

Cyclicals and value oriented names underperformed during the month. “Dr Copper” the industrial 

metal that most closely tracks global economic growth perceptions fell more than 10% and had a 14 

day losing streak from mid-January, its longest losing streak in three decades. 

The Fund’s top 10 overweight positions currently have a weighted average PE of 19.7x versus the 

Fund’s top 10 underweight stocks at a weighted average PE of 27.3x. The largest underweight 

positions include CSL Limited, Transurban, Newcrest, Aristrocrat and Westpac. Most of these 

businesses have attributes that are stable or growing but have also been well recognized and hence 

trade at significant valuation premiums. 

Some of these underweight positions have outperformed the market and a discussion on why we 

have two of these underweight positions is below: Transurban and CSL Limited. These stocks that 

have partly contributed to the rise of the overall Australian market PE to very high levels. 
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Australian Market PE multiple 

 

Source: JP Morgan 

Looking forward we expect economic growth will be difficult to come by in the coming months due to a 

global slowdown but we expect these pressures to abate and the recovery in global trade and 

economic growth to return to its pre January path. We try to focus our investment decisions on 

medium term outcomes and are prepared to hold companies with good balance sheets and solid cash 

flow through temporary issues like short term growth impediments, regulatory decisions and delays 

and corporate restructure programs in order to obtain the best outcomes for our clients. Pleasingly 

some of those matters in the portfolio have recently been cleared allowing for valuation to be realized. 

Transurban 

At as January 2020 Transurban stock has outperformed the market over most periods. The company 

operates an impressive array of toll road assets and is a good example a structure that has benefitted 

from the tailwind of lower interest rates, easy availability of debt, welcoming equity markets and higher 

absolute gearing levels. Since 2015 the company has produced an approx. 60% increase in 

distribution per share which has driven the share price to close to all-time highs. In our view this has 

been a product it raising of approx. $7.6bn in equity and $7.2bn in debt, largely to fund additional 

asset acquisitions and development projects. 

Our concerns are around the balance sheet and the valuation. The stock does not pass our balance 

sheet test but investors should be asking whether a 4% yield is worth the current risk. 

In 2015 Transurban had drawn proportional debt of approx $12bn. Today the company has approx. 

$20bn in drawn proportional debt at all-time record low interest rates. The approx. 60% increase in 

distribution per share has coincided with an approx. 60% increase in drawn debt. Also the distribution 

is regularly not covered by day to day operational cash flow but often paid partly out of periodic capital 

releases. 

Despite the debt position being largely hedged, EBIT interest cover is 1.1x, below our self-imposed 

minimum of 4x. While this might appear outdated in an era of lower for longer interest rates we utilize 

a minimum interest cover metric in our investment process as a safe guard against a cycle that has 

been difficult to predict. Bond yields had been steadily rising from last August until the outbreak of 

coronavirus. The stock trades on around 27x EBITDA, 4% yield and 76x PE. The Fund has a zero 

holding in the stock. 

CSL Limited 
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The Fund currently has a maximum underweight position in CSL due to its valuation which is at least 

double the multiple of both peers and the world’s largest pharmaceutical companies. With the 

company being over 7.5% of the S&P/ASX300 Index by market cap and ranking as the 19th largest 

healthcare company in the world we believe one reason for the large premium this stock trades at is 

the passive and ETF buying which has no regard to valuation. 

The company has been extremely successful over the long term. While CSL operates a number of 

divisions the primary growth driver recently has been IVIG. Though vital plasma oriented treatments 

have been around for more than 50 years, the IVIG or plasma business relies on individuals going to 

the company’s collection centres and donating plasma for which they are compensated. While 

demand for the product appears to be running in the double digits, the supply of plasma in our view is 

ultimately dependent on people or population growth. On our estimates just under 1% of the eligible 

American population were plasma donors (ex Red Cross donations) twenty years ago. This has 

trebled to around 3% in 2020 with the industry (ex Red Cross) currently collecting around 50 million 

litres of plasma annually. On our estimates to meet the lofty growth ambitions of the consensus 

analyst community the number of people donating plasma over the next ten years would need to grow 

between 3 and 5 fold and also involve an unrealistic proportion of the overall population growth over 

that period. By 2050 the number of people donating plasma would need to rise to almost one in five of 

the eligible donors versus one in thirty now. It is hard to see this not disrupting the current industry 

dynamics. And if it were to prove unachievable the company needs to develop products or acquire 

growth to fill the gap to the tune of a half to a third of market cap. 

The 1H20 CSL result saw margins in Behring contract as the cost of doing business rose significantly. 

Additionally it is not difficult to see the cost of donations rise as well if such a significant proportion of 

the population is required to donate longer term to justify the growth in plasma supply (both price paid 

per donation and cost of the infrastructure required). We have concerns around the ability for the 

company to continue to negotiate price rises with health insurers and government in excess of 

collection costs, emerging political risks, a declining return on capital profile due to higher capex to 

sales and the mix towards a more cyclical lower margin flu business. The stock trades on around 32x 

EBITDA, 0.9% yield and 47x PE. Should the stock revert to a multiple of double that of Merck & Co 

this would imply more than a 30% fall in the share price. 

 

 

Nathan Parkin    Matt Nacard 

Investment Director   Chief Executive Officer 
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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. 


