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As at 30th April, 2020  Unit price APIR code 

Investor Class $0.7910 EPF9951AU 

Class A $0.7911 EPF9964AU 

Class B $0.7931 EPF3813AU 

Class E $0.7944 - 

 

Relative performance since inception vs S&P/ASX 300 Accum p.a (9 Aug ’18): -7.82% (after fees) 

 

To the clients of Ethical Partners and their advisors: 

As FY19 fades further into the rear vision mirror there is no doubt investors will be nostalgic for peak 

cycle conditions including the company profitability, eps growth, dividends and the balance sheet 

positions that were appropriate last year. Growth was low, but not too low, and money (rates) was 

almost free. We believe the rally in Australian stocks (+22%) from the March lows partly reflects this 

nostalgia and the belief that this economy can get back to somewhere near where we were before the 

pandemic hit. 

While there are plenty of bearish commentaries and warnings about the significant effects of this 

pandemic being ahead of us, share prices are telling us there is a good degree of optimism about how 

this ends. But for what it is worth the high profile commentators over the age of 60 (Buffett, Gates, 

Zell, Howard Marks) are all still quite cautious at a time when: 

- the S&P500 and the NASDAQ are both now up over the last twelve months; 

- the Australian market is only -10% lower than a year ago; 

- the Australian market is at same level it was in Dec 2018, when the only real problem 

confronting the market was slightly higher interest rates. 

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

(annualised %) 

Fund (after fees) 4.55 -23.15 -19.74 -10.72 

S&P/ASX 300 

Accum 

9.02 -20.39 -15.59 -2.90 

Excess -4.48 -2.76 -4.15 -7.82 

 

Things are actually different now. We face the very real prospect that unemployment stays high as 

Australian businesses do not have the confidence to keep all their full time employees once 

JobKeeper ends. Surely businesses, badly scarred by recent events, will hold back to some degree 

on almost all categories of their expenses and capital requirements in the coming six to twelve 

months having managed to get through this period.  There is also around $150bn of mortgages on 

repayment deferrals as well as around $48bn of business loans. 
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In April ANZ deferred (or scrapped) its dividend for the first time in the bank’s history, having 

distributed income to shareholders through every other recession, downturn and market crash since 

the dividend was paid in pence. This is despite the bank holding more regulatory capital than ever 

before and the Government providing more support than ever before. But maybe that tells us 

something too. 

And this is not even a credit crisis, yet. The majority of the twenty most geared companies in Australia 

have not raised equity despite some having had revenue decline by 50%-90%. We observe that 

“strengthening the balance sheet” by borrowing more debt when interest cover is already low, is still 

acceptable to markets and indicates a willingness to look through this event as a one off for long 

duration assets. But the quality of assets argument has never really been a defining factor in 

determining the price of equity in any company when gearing is too high for the conditions. 

One anomaly we have identified during this rally is that stable dividend paying stocks have been left 

behind and are now trading at reasonable multiples. Dividends have for a long time been the majority 

contributor to returns for Australian stocks and we don’t think the period ahead will be any different. 

While markets appear to be expecting the effects of the pandemic will be temporary, Australian 

Boards are seeing this differently, opting to raise an aggregate of $18bn of capital so far since 26 

March 2020. A total of 8,700 million shares of permanent capital have been issued to solve it. We too 

expect the current economic issues will be more pervasive and the early raisings might prove to be 

prudent. Even then not all companies may survive. 

Even spending on essential items has collapsed. 

 

Source: Sydney Morning Herald, April, 2020 
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In the current environment we are specifically concentrating on: 

1. Consumer spending and unemployment as we get towards the end of JobSeeker phase one. 
Will there be concern that jobs are not secure post this program. 

2. What impact might this have on asset values such as commercial property and the residential 
housing market, loss of equity balances and psychology. 

3. Banks are saying that they are prepared to use buffers below 10.5% CET1 capital levels. The 
timing of this and when it might be required will inevitably be near the bottom of confidence 
and height of uncertainty and is this when markets are going to tolerate lower capital. 

4. Risk margins for corporates. The all-in price of credit is roughly the same today but the 
composition has changed with underlying rates lower but risk margins higher. Approvals are 
taking longer and credit is generally tighter. This is despite the record liquidity being provided 
by central banks. 

5. Attempting to look through the COVID-19 impacts as a “one off” misses the potential for this 
to affect spending and habits for longer than the current lockdown period. It could be like 
buying a stock after the first profit downgrade (usually takes three). 

6. How companies have handled this crisis looking after employees and customers and the 
resulting impact on their reputations and brands. 

7. What the next Government move might be. Could there be large intervention in the Australian 
building sector, wages reform or tax incentives. 

8. What services might now be more attractive to consumers, such as discount brands, low cost 
offerings and various services and products types. 

How we are managing the Portfolio in this environment: 

1. We felt the April market rally was fickle and instead of embracing risk we used the opportunity 
to completely exit our position in four companies where the outlook was uncertain and reduce 
our position in others where the risk-reward pay off was no longer attractive. 

2. The stock market’s buoyant mood in April meant that we were able to buy more certainty at 
lower prices while we could sell less certainty for higher prices. 

3. Among all the things we don’t know, we are concentrating on what we do know. When more 
stable and resilient businesses underperformed materially during the month we shifted our 
holdings toward these companies that, in our view will continue to produce sound revenue 
and profit and continue to pay reasonable dividends to our clients. We feel the relative value 
of these companies will increase as times get tougher and unemployment in Australia rises. 
Despite moving towards these companies the yield of the portfolio will inevitably be lower this 
year. 

4. We supported capital raisings in selected companies. We have bought newly issued shares in 
seven companies so far. 

5. While some companies are starting to take provisions that reduce profits there are others that 
are realizing cost savings, experiencing lower claims costs or spikes in revenues. For 
instance banks creating bad debt provisions while health and auto insurers are 
experiencing effective “reverse provisions”. Importantly Boards and management can utilize 
and distribute these as they see fit. Shareholders of these companies are also less likely to 
experience future eps dilution due to capital raisings. 
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In executing the above we acted entirely counter to the market rally and set up the Portfolio for a 

period ahead where conditions generally appear gloomy. Of course if things turn out better and lower 

discount rates drive a market rally then we have just bought quality companies at good prices. Today 

around 55% of the portfolio is in cash and stable companies, 30% is in quality cyclicals and under 

15% in banks. We retain our small cap bias in the portfolio. 

Yours sincerely,  

 

 

     

 

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. 


