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portfolio value.

SECURITIES MOVEMENTS FOR THE JUNE QUARTER

Bought in: None

Sold out: Nestle

Increased holding: Nordson, Bunzl, CDW, Ecolab, Accenture

Decreased holding: Illinois Tool Works, GEA Group, RELX Group

CONTRIBUTION TO PORTFOLIO RETURN - JUNE QTR 2017 (%)
TOP 5 BOTTOM 5

RELX Group 1.07 Omnicom -0.34

Compass Group 0.98 GEA Group -0.09

Illinois Tool Works 0.75 Nordson 0.00

CDW 0.55 Bunzl 0.06

Nestle 0.43 Experian 0.12

PERFORMANCE SINCE INCEPTION

HOLDINGS AS AT 30 JUNE REGION SECTOR

Ecolab US Materials

3M US Industrials

GEA Group Europe Industrials

Illinois Tool Works US Industrials

Nordson US Industrials

Compass Group UK Commercial Services

Bunzl UK Commercial Services

RELX Group UK Commercial Services

Accenture US Commercial Services

CDW US Commercial Services

Omnicom US Commercial Services

L'Oréal Europe Consumer Staples

Experian UK Non-Bank Financials

Source: MainstreamBPO, MSCI
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MARKET COMMENTARY

International equity markets appreciated by 3.7% in the 
June quarter (all figures in AUD unless noted otherwise) and 
performed favourably relative to Australia which declined by 
2.4% over the same time period.

European markets rose by 6.8% as the region digested 
election outcomes in France, the UK and the Netherlands. 
Notwithstanding the challenges of a hung parliament in the 
UK, political risk within the region appears to be receding 
relative to earlier in the year. The US market appreciated a 
further 2.4% over the quarter to be up 13.6% for the full year 
to June. During the quarter the US Federal reserve moved to 
increase the federal funds rate by 25bps. Interestingly, this 
upwards adjustment was made despite inflation moderating to 
be somewhat below 2% on a 12-month basis. With a tightening 
labour market and legislated minimum wage increases we have 
been watching closely for signs of inflation. However, this is as 
yet not showing up in the data and in our recent research trips 
to the US, many of the companies that we met with seem to be 
handling this pressure well for the time being. 

Emerging markets once again outperformed developed markets 
appreciating 5.9% over the quarter, albeit with significant 
divergence of outcomes at the country level. Of note China 
increased by 10.0% in the three months to June taking the 
12 month return to 28.3%. In contrast, Brazil and Russia saw 
continued weakness, down 7.2% and 10.5% respectively. The 
political scandals in Brazil roll on, reaching progressively higher 
levels - Brazil’s President Temer was charged with corruption in 
late June, and in early July former President Lula was sentenced 
to ten years in prison, also for corruption.

Looking at performance by sector, Healthcare and Information 
Technology were the strongest sectors up 6.4% and 4.3% 
respectively. We note that while healthcare was the strongest 
performing sector for the second consecutive quarter as 
US healthcare reforms appear to have faded in priority, it 
follows a 12 month period where healthcare was by far 
the worst performing sector, underperforming the market 
by 16% in 2016. The Industrials sector was up 5.1% while 
Telecommunication and Energy declined by 1.4% and 5.5% 
respectively. Energy was the worst performing sector for the 
second consecutive quarter following calendar year 2016 
where the sector was comfortably the strongest, up some 
27.2%. 

It is interesting to note that the strongest sector in the first 
two quarters was the weakest in 2016 and that similarly the 
weakest sector for both quarters was strongest in 2016. Ours 
is a strategy that doesn’t attempt to profit from oscillations 
of perceived favour or otherwise of sectors such as Energy 
and Healthcare. In our view, the changes in fortune of the 
vast majority of the companies within these sectors are often 
due to factors outside of management’s control. Whether it 
be regulation in the case of healthcare or a commodity price 
input in the case of energy. We do not profess to have greater 
insights into these factors greater than anyone else and 
accordingly are happy to avoid these companies all together 
in our pursuit to firstly preserve and subsequently grow our 
client’s capital. History would suggest that very few people 
have been able to successfully identify and profit from such 
factors over sustained periods of time. 
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PORTFOLIO PERFORMANCE

The Evans & Partners International Fund appreciated by 4.2% 
for the quarter, outperforming the broader market by 0.4%. 
Key positive contributors to performance were RELX, Compass 
Group, Illinois Tool Works and CDW.

	RELX – while there was no news of note for RELX during 
the quarter, we remain very impressed by management’s 
disciplined execution of its clear and sensible strategy. At 
its full year result presentation in February management 
spoke to four key elements of the culture and strategy 
that resonate strongly with us - this one sentence captures 
the first three of these – capital allocation discipline and 
a preference for organic growth; clarity of corporate 
mission; and emphasis on creating value for customers: 
“our number one priority remains the organic development 
of increasingly sophisticated information-based analytics 
and decision tools that deliver enhanced value to our 
customers”. Additionally, there is a strong emphasis on 
making the organisation ever more efficient: “It is this 
gradual, ongoing, never-ending pursuit of operating 
efficiencies and innovation in processes for our customers 
and for ourselves. It is this gradual tuning of our cost base 
all the time which enables us to keep the cost growth 
below our revenue growth, and see that come through in 
margins over time. It fits our culture”. 

	Compass Group – in mid-May Compass reported a strong 
operational result for its March half year, with underlying 
revenue growth of 3.8%. The highlight was North America 
where Compass grew by over 7% and customer retention 
remains excellent at 96.5%. As with RELX, we remain 
impressed by management’s disciplined execution of its 
clear and sensible strategy. There is a strong focus on cost 
management and leveraging the benefits of scale, as well 
as on innovation and quality of service. This is all done 
through the lens of delivering great value to the client 
and a compelling proposition to the end consumer. We 
also remain impressed by management’s stewardship of 
shareholder capital – it has a very cautious approach to 
acquisitions and announced a £1bn special dividend, equal 
to about 4% of equity, which was paid in July. 

	Illinois Tool Works – ITW reported a very strong March 
quarter, with underlying revenue growth accelerating to 
3.5% and EPS increasing by 19%, assisted by impressive 
margin expansion. The results reflected both stronger 
than expected end markets, and the success of internal 
initiatives to improve the core growth rate. A highlight was 
the Test & Measurement and Electronics division, where 
strong demand in semiconductor-related end markets 
drove growth of 6%. 

	CDW – meeting with CDW in Illinois in May gave us a 
greater understanding of how the company’s size and 
scale allows it to create “verticals” or sector-specialist 
organisations that can better serve the particular needs of 
an end market with common characteristics. The benefits 
of this approach were borne out in CDW’s March quarter 
result where its Education sector reported growth of 16.4% 
while its Government sector grew by 13.8%. A recent 
$25m contract win with a US university was attributed 
to CDW’s specialized industry knowledge and ability to 
provide customized industry solutions. 

The main detractors to performance for the quarter were 
Omnicom, GEA, Nordson and Bunzl.

	Omnicom – while Omnicom reported a good performance 
for its March quarter, the equity market continues to 
fret about structural changes in its market – the shift 
from traditional to digital media and pressure on large 
consumer packaged goods advertisers. Omnicom grew 
revenue on an underlying basis by 4.4% in the quarter, 
ahead of management’s own expectations, and EPS by 8%. 
Impressive growth of 8-9% in the UK, Continental Europe 
and Asia Pacific was offset by growth of just 1.1% in North 
America. In North America revenue declined at Omnicom’s 
events, field marketing and branding businesses. In the 
events and field marketing businesses customer spending 
is indeed shifting to other forms of communication and 
Omnicom has in recent months divested a number of 
businesses in these segments suffering from this structural 
pressure. In branding the problems has been one of 
leadership and new management is being put in place. In 
our view Omnicom has done an admirable job over time 
evolving its proposition to remain relevant to its clients, 
growing its digital, data and analytic offerings, and has 
been pragmatic in divesting businesses where relevance 
has permanently diminished. 

	GEA Group – GEA is suffering from a combination of 
cyclical pressure in certain end customer markets; 
increased level of competition in some markets; and 
ongoing internal disruption stemming from a major 
restructuring and reorganization program. The weak 
end markets include dairy processing and marine, while 
general customer caution has seen a significant fall in the 
value of very large orders. These cyclical volume pressures 
are spilling over into increased price competition, with one 
or two peers reducing prices in a bid to protect volume, 
as well as customer demands for longer payment terms. 
Additionally, GEA is still working to introduce new systems 
and processes – one area that has been impacted by 
ongoing disruption is very elevated working capital.

	Nordson – Nordson reported an impressive result for its 
April quarter, though the share price retreated after very 
strong gains over the prior year. Revenue on an underlying 
basis rose by 9% and EPS increased 13%. The highlight was 
the Advanced Technology Systems division which grew 
by 18% with strong growth across electronics, medical 
and industrial end markets. The growth in this division 
has been a testament to three key attributes of Nordson 
that we particularly admire – its direct, intimate, technical 
relationship with its end users which allows it to be closely 
attuned to its customers’ evolving needs; a culture of 
innovation that drives an appetite to solve problems and 
create new products; and a keen desire to deliver value 
to its customers. Nordson has generated meaningful 
new business with Chinese handset manufacturers by 
creating a low-end version of products sold to tier 1 global 
manufacturers, and with semiconductor manufactures to 
help them glue chips in a layered, “3D” fashion. A new test 
and measurement product delivers significant value to 
customers by improving their manufacturing yield. 

	Bunzl – there was no news of note on Bunzl during the 
quarter. We did come away from a meeting in London with 
Bunzl’s CFO with a renewed appreciation of two aspects 
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of the business – its customer retention rate and the way 
its customer proposition evolves and improves over time. 
15 of Bunzl’s top 20 customers have been with company 
for over 20 years. Across the whole customer base we 
estimate retention to be above 95%, which is extremely 
impressive. 65% of all orders from Bunzl’s Cleaning and 
Hygiene clients are received electronically, up from zero 
five years ago. This reduces administration costs for both 
Bunzl and its client and improves order accuracy. 

ENVIRONMENTAL, SOCIAL AND GOVERNANCE 
(ESG): THE ADVANTAGES OF A PRINCIPLES-
BASED APPROACH

Demand for Environmental, Social and Governance (ESG) 
investment products is growing.   Capital managed with an ESG 
focus has grown by 33% to $8.2tn over the past two years with 
one in every five dollars in the US now managed under an ESG 
aware mandate.1  Despite the growth in capital devoted to ESG 
investing, there remains considerable debate regarding the 
efficacy of the approach in adding value to investors’ portfolios.

In our view, not only is good ESG policy in the best interests 
of society, we believe that good corporate behaviour results 
in enhanced financial returns for shareholders over the long 
term.  The reluctance of many management teams to embrace 
a positive attitude to ESG is perhaps a lingering belief in the 
arguments set forth by Milton Friedman in a 1970’s Times 
article.  Within it, Friedman argued that a “business’ sole 
purpose is to generate profit for shareholders”, and that acting 
“responsibly” risks reducing profits in the name of social good.  
However, there is increasing academic research to support the 
assertion that rather than acting as a profit anchor, sound ESG 
behaviour bolsters returns and improves the profitability and 
longevity of enterprise.  Indeed, a paper written in 2015 that 
aggregated the findings from over 2200 studies showing the 
link between ESG and Corporate Financial Performance (CFP) 
supports this view.  The paper showed that roughly 90% of the 
studies demonstrated a non-negative ESG-CFP relationship, 
while a large majority of the studies reported a positive 
relationship.2

That said, ESG assessments often lack common definitions 
and metrics which in turn presents a problem when trying to 
compare ESG practices between companies.3  It is the relative 
immaturity of ESG measurement as a discipline that gives 
us reason to believe that good ESG management runs a far 
deeper and subtler course than most ethical funds would have 
us believe.  For this reason, we support a principles-based 
approach to ESG rather than a rules-based approach that is 
overly reliant on negative or positive screens.  

It is also our assertion that the clues that may help in assessing 
ESG risk are often behavioural rather than data-driven.  So, 
while we concur that excluding tobacco and other damaging 
industries is good policy, our approach takes further steps to 
filter out poor ESG behaviours.  Those familiar with our strategy 
are aware that we exclude large parts of the market from our 
investible universe, and while this decision is largely driven by 

the demonstrably poor financial performance of these sectors 
over time, we do not find it surprising that such sectors often 
over-represent in terms of poor ESG behaviour.  

Within this letter, we look firstly at some examples of where 
a binary screening approach to ESG can be problematic in 
uncovering good ESG performance.  Secondly we look at 
sectors of the market that routinely scores poorly in terms of 
ESG behaviour and how, despite these poor behaviours, some 
businesses within these sectors continue to pass ESG screens.  
And lastly, we offer some thoughts on sources of operational 
upside resulting from sound ESG behaviour that are often 
overlooked by investors.

1. Binary ESG screening often misses the myriad of ways that 
ESG miss-management can manifest itself

Environmental, Social and Governance Factors

Typical ESG binary 
screening rules:

E&P’s examples of further ESG 
principles:

Environmental: 
Climate change, 
natural resources, 
pollution and waste, 
environmental 
opportunities.

Environmental: Businesses 
may be more or less vertically 
integrated, thus comparing resource 
consumption between companies 
is problematic.  How effective have 
efficiency programs been in the past 
in reducing resource consumption 
from its base level, and what 
programs are currently in place to 
reduce waste further?

Social: Supply chain 
labour standards, 
health and 
demographic risk, 
access to health care.  

Social: The ethics of a business 
often appear in less than obvious 
places.  What is the company’s 
customer retention rate, and what 
behaviours lead to such privileged 
relationships?  What is the 
employee turnover rate, and what 
are the issues causing those people 
to leave?

Governance: Board 
composition, 
diversity, 
independence, 
pay, corruption, 
anti-competitive 
behaviour.

Governance: What has been the 
behaviour of the board over an 
extended period of time?  How 
diligent has the board been in 
monitoring business goals and 
strategy?  How focused is the board 
in protecting shareholder interests?  
How effective has the board been in 
allocating capital wisely?
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2. Behaving badly
The University of Oxford and Arabesque Asset Management 
ran a database for the years 2013-2015 to identify instances 
where a neglect of ESG issues led to payment in excess of 
USD100m through fines and settlements.  The analysis of 136 
cases shows that 90% of all fines and settlements came from 
five sectors - financials, pharmaceuticals, energy, technology, 
and automobiles which represented 90% of all fines and 
settlements.4   E&P excludes the vast majority of businesses 
operating within these sectors.

Environmental: Automotive
In September 2015 the Environmental Protection Agency 
found that 11 million Volkswagen (VW) vehicles sold in the 
US have been fitted with software that allowed for detection 
when being tested for emissions output.  These “Clean Diesel” 
vehicles emitted between 9 and 40x the permitted level of 
nitrogen oxide. We focus on the behaviours of companies 
rather than their ESG policies as bad behaviour is often 
culturally engrained.  In fact, this was hardly the first time VW 
had engaged in such poor practices, in 1973 it was the first 
company fined for exactly this issue.  Unfortunately for the 
auto industry, this behaviour is widespread; data released 
late 2015 by Emissions Analytics on the road testing program 
indicates that four other auto manufacturers are emitting more 
pollutants than originally reported.5 Despite its poor record, 
VW was included in the FTSE4Good Index prior to its most 
recent transgression.

Social: Pharmaceuticals
The track record of companies operating in this industry 
from a social viewpoint is not impressive.  Amongst the 
most heavily fined over the past decade include Johnson & 
Johnson (J&J), Pfizer, Novartis, and GlaxoSmithKline.  One of 
the most egregious examples of behaviour include selling “off 
label”, which involves marketing medicine to doctors that is 
not approved for use by the Food and Drug Administration.   
Indeed, in 2013 J&J paid the largest health care fraud 
settlement in history, USD$2.2bn in a bid to end a civil case 
brought against the company for alleged inappropriate 
marketing of drugs for off label use. 

Poor behaviour within the industry includes “pay-to-delay” 
deals in which the original drug manufacturer reaches a 
patent settlement with a generic manufacture to delay the 
launch of a cheaper medicine.  Other deplorable behaviour 
includes kickbacks to doctors, poorly reported clinical trial data, 
overcharging government health care programs, and hiking 
prices on orphan drugs.   While fines paid by large pharma 
companies have dropped over the past couple of years, poor 
behaviour has not.  In many cases the fines paid by pharma 
for exploiting laws do not exceed the profits generated for 
doing so, thus expecting behaviour in this market to change 
voluntarily seems optimisitc.6  Despite a horrendous history of 
poor social behaviour, as of March 31st 2017 J&J remained in 
the ClearBridge ESG Fund. 

Governance: Banks
The ESG policy documents found on Wells Fargo’s website 
portrays a company of the highest possible standing.  Indeed, 
as recently as 2015 Wells Fargo ranked no. 7 on Barron’s Most 
Admired companies list.  Of the 100 on the list, the company 
now ranks last, behind tobacco company Morris International 
at 99th.  Statements on climate change, human rights, 
responsible lending and corporate responsibility belie the fact 
the bank is facing $185m in fines after it was discovered that 
employees had opened more than two million account not 
authorised by customers.  A rules-based screening approach to 
assessing ESG at Wells Fargo would not have uncovered these 
practices. As of 31st May 2017, Wells Fargo remained in the 
Vanguard Social Index fund.

Aside from Wells Fargo, poor behaviour in the wider banking 
industry is rife; in fact since 2008 banks globally have paid 
more than $320 billion in fines for a litany of regulatory failings 
from money laundering, market manipulation and terrorist 
financing.7   The composition of the boards for banks are often 
highly compliant with ESG screening by comprising the correct 
ethnicity make up, gender balance and mix of experience.  The 
critical ingredient that is missing? Actual governance.  

Environmental, Social and Governance: Technology
The well-publicised rise, and increasingly-likely demise of 
Theranos provides an excellent case study of a business that 
screened very well on an ESG rules based approach.  Theranos 
describes its miniLab as a portable device that is designed to 
have the capability to process and analyse very small samples 
of blood, effectively a huge diagnostics lab that has been 
condensed down to the size of a microwave.  On paper, this 
business was perhaps the most exemplary case of good ESG 
practice. 

Environmental factors - the product was initially pitched 
to institutions as a way of reducing the cost of clinical 
trials by 30%.  It later pivoted to promise cheap, easy and 
accurate blood tests made available at the local pharmacy, a 
promise that if fulfilled would considerably reduce resource 
consumption.  

Social factors - an implicit promise to slash heath costs and 
extend healthcare to members of society that were previously 
neglected.  

Governance - before the fortunes of the business began to 
unravel the board of directors was impressive.  Two former 
Secretaries of State, a Secretary of Defence, a General, 
an Admiral, two S&P 500 CEO’s and a highly regarded 
epidemiologist.  

Theranos ticked almost every ESG box a consultant could 
hope for, but rather than fulfilling its promise as a pillar of 
ESG behaviour, it looks increasingly likely the business’ IP is 
fraudulent.  Indeed, Theranos has had its testing certificate 
revoked by the Centre for Medicare and Medicaid, and is under 
investigation by both the US attorney office and the SEC.  
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ESG as a source of operational excellence
We take an encompassing view of company behaviour and 
the attributes we are looking for in a potential investment 
candidate.  This involves not only an assessment of a 
company’s ESG policy but also the cultural aspects of a business 
that drives its behaviour.  Not only are positively-engrained ESG 
behaviours good for society, we believe they benefit companies 
and their shareholders in a number of ways.  These include:

1) Environmental: More efficiently run organizations
2) Social: Lower employee turnover & lower costs 
3) Governance: Longer term business planning and 

higher customer retention rates

Environmental: More efficient organizations
In early 2014, portfolio company 3M joined the United Nations 
Global Compact.  While 3M had always acted in accordance 
with the core values represented by the Compact, the business 
made a commitment to its 10 principles in the areas of human 
rights, labour, environmental and anti-corruption.  Over 
and above this though 3M does a wonderful job in running 
its operations more efficiently.  Over the next three years 
3M expects to reduce costs in its manufacturing facilities 
by $165m, a large portion of this saving will come from the 
reduction of resources; energy, water and other raw materials.  
It is not only the source of the resource that is important, but 
also how those resources are used.  These improvements in 
efficiency are both beneficial to the environment and margins.  

Social: Lower employee turnover and reduced costs
There is evidence that organisations with higher employee 
engagement scores can lead to better company performance, 
and increasing scores can be a predictor of positive share price 
performance.8   Conversely high employee turnover is a source 
of considerable waste due to both direct and indirect costs 
associated with sourcing, training and retaining future talent.  
In one study, economist Eileen Appelbaum and sociologist Ruth 
Milkman find that executive positions at the senior or executive 
levels tend to have disproportionately high turnover costs as 
a percentage of salary, up to 213 percent.9 These estimates 
capture only the cost of attracting and training suitable 
replacements.  The cost of lost corporate memory, customer 
relationships and opportunity cost of lost projects are difficult 
to calculate accurately.  In our experience, this cost is vastly 
underestimated by investors.

Governance: Longer term business planning
While policy documents such as “Corporate Responsibility” and 
“ESG frameworks” go some way in describing the approach 
taken by corporates to tackle the subject of business ethics, we 
have found that some of the most admirable businesses do not 
exert tremendous energy in promoting their ESG behaviour.  
The exemplary corporate behaviour is an outcome of their 
business culture, which by its very nature is intangible and not 
subject to a screening exercise.

By way of example, when writing ESG investment guidelines, 
many investment managers mention the importance of 
management remuneration incentives, and rightfully so.  

There is often a strong correlation between the incentives 
implemented and the management behaviours witnessed.  
However, a hard screen against what may be perceived as lax 
incentive structures can often be a mistake.
Take the case of US industrial company Graco for instance, 
there is nothing in the incentive structure to drive the excellent 
behaviour of executives to deliver on long term efficiency gains 
that will benefit both society and the company’s investors.  
But this mentality is prevalent through the organisation, and 
it is driven from the top down.  As per the most recent annual 
report;

“Investment decisions are made based upon diligent return on 
investment (ROI) analyses at every level of the organization. We 
have a single, company-wide ROI model for making investment 
and expenditure decisions of all kinds, including capital 
equipment, facilities, new product development, software 
implementations, acquisitions and significant headcount 
additions.  Following approval of an investment, we measure 
actual results versus the ROI model for an extended period of 
time to determine how we performed. The results of this focus 
on ROI decision making can be seen in our industry-leading 
long-term return on assets and return on invested capital 
metrics.

Not a single employee in our organization has an annual 
incentive based upon these return measures. Returns are 
generated as a result of our culture and processes, not simply 
personal financial motivations. When we fail to achieve an 
expected return on an investment, it is typically due to making 
a bad assumption in the model, which only reinforces our desire 
to ascertain facts wherever possible.”

Within Graco, there is a strong mentality of delivering value to 
customers, and providing clear benefits in terms of production 
line efficiency and lower cost of ownership.  There is also 
a strong emphasis on continuous improvement and lean 
manufacturing - all of which reduce resource consumption 
and enhance the sustainability of the firm.  Management’s 
long-term thinking is reflected in the satisfaction of is staff, 
and personnel retention rates are extraordinary, including 17 
years average tenure for machinists.  However, many of these 
intangible factors would be missed by employing a checklist 
rather than a principles-based approach to ESG.  

Governance: Higher customer retention rates
Good governance practices often show up in unnoticed 
places.  Take customer retention rates for instance; long term 
business relationships are often a reflection of the cultural 
and ethical standards of an enterprise but they remain 
widely under reported within ESG screens.  We have a strong 
preference for businesses that deliver more value than they 
extract from customers, which typically leads to such long 
term relationships.  We term this attribute a “high value to 
cost ratio”.  Such businesses are often described as possessing 
“latent pricing power”.  We quite like this power to be left 
latent as the opposite approach is akin to price gouging, 
resulting in captive yet resentful business relationships.  It 
is the latter approach that a competitor with a lower cost to 
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serve and clever technology can more easily displace.  We score 
this business practice highly under our governance framework, 
yet we are still to see this issue mentioned amongst consultants 
advising on good governance.

CONCLUSION

Increasingly, academic research is showing that good ESG policy 
results in enhanced shareholder outcomes.  A binary rules-based 
approach often misses the behaviours and culture that lead to 
poor ESG outcomes, and despite their poor track records many 
behaviourly-deficient companies continue to be included in ESG-
focused funds.  While we support a principles-based approach 
to ESG that appraises companies on a case-by-case basis, there 
are parts of the market that over-represent in terms of poor 
practice.  In some cases we outright exclude these sectors from 
analysis (tobacco, banks, oil & gas) while in others we take a 
highly selective approach (healthcare & technology).  Far from 
detracting from company performance, we believe that sound 
ESG behaviour leads to more competitive businesses with higher 
levels of profitability.
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mean that the company isn’t today delivering pleasing results. 
FY17 saw 4% organic growth, modest margin expansion and 8% 
EPS growth. 

STOCK FOCUS – NORDSON

We also visited Nordson in Westlake Ohio on a recent research 
trip which similarly reinforced what we like about the business. 
Nordson manufactures highly engineered equipment for 
dispensing adhesives, coatings and sealants. A practical 
example would be in a phone manufacturing facility, where the 
screens are glued to the phone. Despite being a very small part 
of the overall cost of manufacturing, the placement of glue 
and the amount dispensed is critical to the end aesthetic and 
durability of the product. Nordsons equipment is engineered to 
do this consistently and at speed so that production lines can 
run efficiently with low defect rates. In addition to Nordson’s 
technology, what makes this business particularly special is its 
in-field direct sales and service staff. 

Nordson has 3,600 technical and experienced sales people 
out in its customers facilities every day. Many customers view 
these people as an extension of their own business making the 
customer relationship particularly strong. In addition, when 
a customer has a new problem to solve, Nordson’s in field 
technical sales force is there to help with the problem. This 
provides a powerful feedback loop to Nordson’s R&D efforts. 
Often times Nordson is aware of a problem and has developed 
a solution before business goes out to tender. With its industry 
leading technology, delivery of customer value and extremely 
strong customer relationships Nordson has been delivering 
outstanding results. In its most recent update Nordson 
delivered organic growth of +9%, expanded operating profit 
margin by 100bps and increased EPS by 13%.   

PORTFOLIO CHANGES – STOCKS REMOVED 
FROM THE PORTFOLIO – NESTLÉ

We sold Nestlé from the portfolio to reflect both a less 
attractive valuation and an operating environment that has 
become more challenging. Nestlé is under pressure in many 
parts of its business from changing consumer tastes and 
preferences and from retailers who are forcing onto their 
suppliers competitive pressures that they themselves are 
under. In particular, Nestlé’s confectionary business has lost 
share to premium offerings in most developed markets; its 
Gerber infant nutrition business has lost share in the US to 
natural/ organic offerings; and its Yinlu peanut milk business 
in China is under immense pressure as consumers move 
to other beverages. Overlaying this is price pressure from 
major retail customers in most countries who in turn need to 
improve their consumer offering in the face of growing online 
competition. 

No new stocks were added to the Portfolio during the quarter.

STOCK FOCUS – RELX GROUP
We met with RELX Group in London on our May/June research 
trip and the interaction reinforced many of the things that 
we like about the company. Long term business planning, 
very hard to replicate assets and a real sense of consistency 
in strategy and outcomes. RELX Group is a global provider 
of information and analytics for professional and business 
customers across industries. What does this mean? RELX is a 
collection of very special businesses and unfortunately there 
is no simple way to describe what they do. The commonality 
among RELXs businesses is that they provide data and 
information sets which are incredibly difficult to replicate 
and deeply embedded within their customer workflows. 
Barriers to entry of these type of data/information assets are 
enormous. For example RELX owns a contributory database 
which the US automotive industry uses to decide whether to 
and at what price to offer insurance to their customers – this 
database contains many sources of information collected over 
a very long time and is almost impossible to replicate today. 

RELX is the world’s largest publisher of peer-reviewed 
academic journals. It has particularly strong positions in 
the academic fields of science and technology and health 
sciences. These publications have been around for many 
years, are global, academics often submit their content at 
no cost and it is incredibly difficult to replicate the prestige 
and credibility associated with being published in these 
long standing academic ‘institutions’.  RELX’s legal business 
provides information to lawyers and corporations. For 
example RELX can make case preparation much more efficient 
by providing information on who a complainant has sued, how 
many of those cases have gone to court, are they looking for 
settlement etc. 

There is more to RELX’s business but one thing that was 
impressed upon us in our most recent trip was just how 
thoughtful and durational this company’s thinking is in terms 
of building out incredibly powerful information assets. In this 
day and age companies all too often talk about next quarters’ 
EPS target or perhaps a management team’s one-two year 
objectives. In contrast RELX talks to multi-decade business 
planning.  Fortunately, this long term perspective doesn’t 
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COMPOSITION OF PORTFOLIO PERFORMANCE 3 MONTHS  6 MONTHS 1 YEAR
2 YEARS  

(PA)
3 YEARS  

(PA)

SINCE 
INCEPTION 

(PA)

Local Currency Return 2.8% 7.0% 12.7% 13.7% 10.6% 10.4%

+/- Currency Impact on Return 1.4% -2.7% -3.3% -2.5% 4.2% 2.1%

Portfolio Return (AUD) 4.2% 4.3% 9.5% 11.1% 14.8% 12.5%

PORTFOLIO CHARACTERISTICS - 3 YEARS TO JUNE 2017

Standard Deviation 11.4%

Realised Beta 0.96

Tracking Error 5.9%

Upside Capture Ratio 1.11

Downside Capture Ratio 0.97

               All performance figures are before fees. Inception May 20, 2011. Numbers may not sum due to rounding. Note that the performance of the MDA model may not be exactly replicated in each   individual portfolio due to 
management and administration fees and slight differences in portfolio weightings between individual accounts. Past performance should not be taken as an indicator of future performance.

FUND NAME EVANS AND PARTNERS INTERNATIONAL FUND

APIR Code ETL0390AU

ARSN 166 708 792

Responsible Entity Equity Trustees

Number of stocks 10-15

Maximum cash weighting 10%

Maximum single stock weighting 10%

Currency exposure Unhedged

Benchmark MSCI All Countries World Accum Index ex-Australia (A$)

Minimum Investment $20,000

Distribution Frequency Bi-annually

Investment Management Fee 1.25% incl GST

Buy/sell spread 0.10% / 0.10%

Fund Inception 18th February 2014

          IMPORTANT INFORMATION
          Evans and Partners Pty Ltd (ABN 85 125 338 785, AFSL 31807) has prepared this document for information purposes only based on information provided by Equity 

Trustees Limited (ABN 46 004 031 298, AFSL 240975), a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian 
Securities Exchange (ASX:EQT). Equity Trustees is the Responsible Entity for the Fund. Any information contained in this publication is current as at the date specified 
at the beginning of this report (unless otherwise specified) and is provided by the issuer of the Fund. Neither Equity Trustees Limited nor its related entities, 
directors or officers, guarantees the performance of, or the repayment of, capital or income invested in the Fund. This document should be regarded as general 
information only rather than financial product advice. It has been prepared without taking account of any individual’s objectives, financial situation or needs. As 
such, you should, before acting on any such information, consider its appropriateness, having regard to your objectives, financial situation and needs. We strongly 
encourage you to obtain professional advice and to read the relevant Product Disclosure Statement (PDS) in full before making an investment decision or, where 
available by making an application through the mFund settlement service (mFund) by placing a buy order for units with your licensed broker. A copy of the PDS can 
be obtained by contacting Evans and Partners or referring to the Evans and Partners web site: www.evansandpartners.com.au.
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GENERAL RESEARCH DISCLAIMER, WARNING & DISCLOSURES 
This document is provided by Evans and Partners ABN 85 125 338 785, holder of AFSL 318075. 

The information is general advice only and does not take into consideration an investor’s objectives, financial situation or 
needs. Before acting on the advice, investors should consider the appropriateness of the advice, having regard to the investor’s 
objectives, financial situation and needs. If the advice relates to a financial product that is the subject of a Product Disclosure 
Statement (e.g. unlisted managed funds) investors should obtain the PDS and consider it before making any decision about 
whether to acquire the product. 

The material contained in this document is for information purposes only and does not constitute an offer, solicitation or 
recommendation with respect to the purchase or sale of securities. It should not be regarded by recipients as a substitute for 
the exercise of their own judgment. Investors should be aware that past performance is not an infallible indicator of future 
performance and future returns are not guaranteed. 

Any opinions and/or recommendations expressed in this material are subject to change without notice and Evans and Partners is 
not under any obligation to update or keep current the information contained herein. References made to third parties are based 
on information believed to be reliable but are not guaranteed as being accurate. 

This document is provided to the recipient only and is not to be distributed to third parties without the prior consent of Evans and 
Partners. 

EVANS AND PARTNERS DISCLOSURE OF INTERESTS 
Evans and Partners and its respective officers and associates may have an interest in the securities or derivatives of any entities 
referred to in this material. 

RESEARCH ANALYST CERTIFICATION 
I, Stephen Arnold, hereby certify that all the views expressed in this report accurately reflect my personal views about the 
subject investment theme and/or company securities. I also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or views expressed in this report. 

RESEARCH ANALYST DISCLOSURE OF INTEREST 
I, Stephen Arnold, and/or entities in which I have a pecuniary interest, have an exposure to the following securities and/or 
managed products: Evans & Partners International Focus Portfolio and Evans and Partners International Fund. 

DISCLAIMER 
Except for any liability which cannot be excluded, Evans and Partners, its directors, employees and agents accept no liability or 
responsibility whatsoever for any loss or damage of any kind, direct or indirect, arising out of the use of all or any part of this 
material. All information is correct at the time of publication; additional information may be available upon request.


