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D EC E M B E R 2019 Q UA RT E R R E P O RT
For fund investor use only. The views expressed herein are part of a wider portfolio investment strategy and should not be considered 
in isolation.

Evans and Partners International Fund

PERFORMANCE TO 31 DECEMBER 2019

3 MONTHS 6 MONTHS 1 YEAR
3 YEARS  

(P.A.)
5 YEARS  

(P.A.)

SINCE 
INCEPTION 

 (P.A.)

Portfolio return (AUD) 2.8% 10.8% 39.9% 17.9% 15.1% 15.5%

MSCI AC World Accum Index ex-Aust (AUD) 4.6% 8.9% 26.9% 13.6% 11.8% 12.8%

Excess return -1.8% 1.9% 13.0% 4.2% 3.3% 2.7%

Performance is net of investment management fees. Inception date is 18th February 2014. Numbers may not sum due to rounding. Since inception 
return is annualized and assumes reinvestment of distributions. Past performance should not be taken as an indication of future performance.

CONTRIBUTION TO PORTFOLIO RETURN – QUARTER  
DECEMBER 2019 (%)

TOP THREE BOTTOM THREE

Sika 1.29 TE Connectivity -0.35 
Nordson Corp 0.63 Compass Group -0.29 
Alphabet 0.48 Equifax -0.14 

Numbers represent contribution in percentages of each stock to the percentage change in 
portfolio value.

SECURITIES MOVEMENTS FOR THE QUARTER OF DECEMBER

Bought in  Automatic Data Processing, Broadridge 
Sold out  TE Connectivity, Compass 
Increased holding  Lowes, Equifax, Adidas 
Decreased holding  Ross, CDW, Nordson, Sika, Accenture 

TOP FIVE HOLDINGS AS AT 31 DECEMBER 2019

REGION SECTOR

ADP US Commercial Services
Alphabet US Technology
Aon UK Commercial Services
Booking US Consumer
Lowe's US Consumer

MARKET COMMENTARY

International equity markets advanced by 4.6% over the 
December quarter (all figures are in AUD unless noted otherwise). 
Stable economic data, reduced US-China trade uncertainty and 
accommodative monetary policy drove broad based gains, led by 
emerging markets which increased by 7.3%. The Australian equity 
market underperformed global equities, rising 0.1%. 

The US equity market increased 4.6% over the quarter, and a more 
impressive 8.5% in USD terms, driven by the US-China phase one 
trade deal announcement and positive economic data. The trade deal, 
which is due to be signed in mid-January means the planned new 
tariffs will not be imposed, and US tariffs implemented in September 
will be reduced by half. Over the quarter, wage inflation was better 
than expected and forward-looking indicators continue to point 
toward modest expansion. In December, the US unemployment rate 
reached its lowest point since 1969, at 3.5%. Despite this positive 
economic data, monetary policy settings were further eased, 
with the Federal Reserve reducing its target interest rate range to 
1.50% - 1.75%. 

European equity markets appreciated 4.4% in the fourth quarter. 
Bourses reacted positively to the trade deal and an improvement 
in business confidence in Germany, Europe’s largest economy. The 
eurozone is growing, albeit slowly, despite the weak manufacturing 
sector. Christine Lagarde took over as President of the European 
Central Bank and urged governments to adopt a more expansionist 
fiscal policy to spur domestic demand in Europe. UK equities were 
strong, increasing 5.5% led by domestically focused equities, the 
market responded well to the landslide general election victory for the 
incumbent Conservative Party in December. 

Emerging market equities pared third quarter losses, rallying 
7.3%. Russia and China were notable contributors to the strength 
in emerging markets, Russian equities increased 12.0% driven by 
the increase in crude prices (+8.6% in USD) while Chinese equities 
increased 10.1% with reduced US-China trade uncertainty from the 
phase one trade deal. 

BOB DESMOND 
Head of International Equities

ADAM CHANDLER  
Portfolio Manager
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Returns were positive for all sectors over the quarter. Sector rotation 
was evident with defensive sectors like Utilities (+1.0%) and Consumer 
Staples (+0.9%) lagging the broader market, which was buoyed by the 
Information Technology (+13.9%) and Healthcare (+12.7%) sectors.

PORTFOLIO PERFORMANCE

The Evans & Partners International Fund appreciated 2.8% for 
the quarter, underperforming the broader market by 1.8%, which 
increased 4.6% on a net basis (includes dividends). Numbers may not 
add due to rounding.

Key contributors to performance for the quarter were Sika and 
Nordson:

 ▪ Sika – in October Sika held their Capital Markets day where they 
presented their 2023 goals. Pleasingly, the company maintained 
their long-term revenue growth objective of 6-8% and raised 
the operating margin target 200bps to 15-18%. In addition, the 
company announced solid 3Q19 revenue growth, with organic 
revenue accelerating 6.1%. The positive news flow saw Sika’s share 
price increase 23.5% during the quarter.  

 ▪ Nordson – Nordson announced a solid October quarter result, with 
organic revenue growth of 4%. During Nordson’s 2019 financial 
year, organic revenue contracted 0.7%, negatively impacted by 
ongoing trade dispute uncertainty and muted demand in the 
electronics sector. Management guided to 1-3% organic revenue 
growth for FY20, which we believe to be conservative, given the 
slower growth the company has experienced over the last two 
years. Nordson’s share price advanced during the quarter on a 
strengthened outlook for US manufacturing.

PORTFOLIO CHANGES – STOCKS ADDED TO 
THE PORTFOLIO

Automatic Data Processing Inc. (ADP) – ADP is a global leader in 
Payroll and Human Capital Management (HCM) solutions. ADP’s core 
value proposition comes from payroll processing, a critical task in any 
organisation. For 70 years, ADP has helped clients pay their employees 
accurately and efficiently, while ensuring clients are compliant with 
complex HR and tax legislation. ADP pays one out of six workers in the 
US. This scale allows ADP to offer clients cost effective benefits and 
insurance programs. ADP’s value-add is reflected in the company’s 
high recurring revenue, with a 91% retention rate (which is still 
improving). ADP has delivered annual revenue and EPS growth of 
7% and 10%, respectively, over the past 10 years. ADP proved to be 
very resilient during the GFC, reporting flat sales and EPS, despite a 
significant fall in employment in the US. ADP has increased dividends 
for 44 consecutive years.

The HCM industry remains fragmented and is growing at a solid 5% 
p.a. driven by ever increasing HR complexity, legislation and rising 
healthcare costs. ADP is the largest participant, with approximately 
11% market share and generally holds the number one or number 
two position in most HCM categories. ADP has successfully adapted 
to broader technological developments, having transitioned nearly 
all US HCM clients onto cloud-based platforms. The company has also 
developed a cloud-native platform for Enterprise clients, which in our 
view, will improve ADP’s competitive offering.

We forecast average EPS growth of 13% p.a. over the next three years, 
derived from approximately 7% p.a. organic sales growth, 280bps of 
margin expansion (operating leverage and cost-out) and 1% p.a. of 
share repurchases. ADP trades at 26x our one-year forward EPS, which 
is in line with the historical average on both an absolute and relative 
(vs S&P 500) basis. The valuation is attractive in our view, given ADP’s 
earnings resilience, seasoned management and solid balance sheet 
(near zero net debt).

Broadridge (BR) – BR is a leading provider of technology, 
communications, and data & analytics solutions servicing financial 
services companies and corporate issuers. For 50 years, BR has helped 
clients improve customer engagement, efficiency, and navigate risk. 
As a result, BR is a trusted and entrenched service provider, which is 
reflected in a customer retention rate of 97%. With a platform-based 
approach to their key verticals (Governance, Capital Markets and 
Wealth Management), excellent management and a clear strategy, 
BR has delivered 6% revenue growth p.a. and 10% earnings per share 
growth p.a. since becoming a publicly traded company in 2007. BR 
was resilient during the GFC with revenue down only 3% while the 
dividend increased.     

BR offers financial service companies (banks, broker dealers, and 
wealth managers) solutions to optimise and digitise their critical, 
non-client facing operations (trade processing, distribution of 
regulated communication and front office solutions). With increased 
competition and thin margins, financial institutions are looking to 
outsource undifferentiated, non-client facing functions. JP Morgan 
recently elected to move seven of their global fixed income platforms 
to one BR platform, reducing both cost and operational risk. The 
key advantages BR has over peers and in-house systems include: 1) 
multi-tenanted platforms which allows BR to leverage their IT spend 
and provide best-in-class services; and 2) end-to-end solutions which 
address key industry, business, and operational challenges in the 
financial sector.

We forecast EPS growth of 12% p.a. over the next three years, driven 
by approximately 6% sales growth, 60bps of margin expansion p.a. 
(operating leverage) and 2% in share repurchases p.a. BR currently 
trades at 22.3x our next twelve-months EPS. The valuation is attractive 
given BR’s dominant market position, quality management, recurring 
revenue, platform-based business model, and market leading position 
in a growing sector.

PORTFOLIO CHANGES – STOCKS REMOVED FROM 
THE PORTFOLIO

TE Connectivity (TE) – TE has experienced negative earnings revisions 
for several quarters, illustrating a higher level of earnings cyclicality 
than we originally anticipated. During 4Q19 TE’s organic revenue 
and adjusted EPS declined 5% and 1% respectively. Further, FY20 
guidance has seen TE’s through-the-cycle organic revenue growth fall 
to approximately 3%, which is below our preferred organic growth 
rate in excess of 4%. TE remains a well-run company, with excellent 
management but the elevated earnings cyclicality and slowing 
organic revenue growth result in the company falling short of our 
investment criteria.

Compass Group Plc (CPG) – Whilst we applaud the strong organic 
growth being delivered by Compass, this has come with increased 
costs – namely greater capital expenditure, particularly in the higher 
capex education and sports sectors. Compass has a depreciation/
capex ratio that is 70% and as a result, Compass is only converting an 
estimated 85% of its profits into free cash flow. As such, the reported 
PE of 20.6x next twelve-month earnings translates into 24.2x free 
cash earnings (our definition, which adjusts for the capital spending 
needs of the business). Compass is an exceptionally well-run business. 
However, at 24.2x free cash earnings and with an estimated growth 
rate of 6% p.a., close to the market average, we see better risk-reward 
opportunities elsewhere.
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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 (AS)

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

COMPOSITION OF PORTFOLIO PERFORMANCE

3 MONTHS 6 MONTHS 1 YEAR
3 YEARS  

(P.A.)
5 YEARS  

(P.A.)

SINCE 
INCEPTION 

 (P.A.)
Local currency return 6.3% 11.0% 40.1% 15.5% 12.7% 11.6%
+/- currency impact on return -3.5% -0.2% -0.2% 2.3% 2.4% 3.9%
Portfolio return (AUD) 2.8% 10.8% 39.9% 17.9% 15.1% 15.5%

Performance is net of investment management fees. Inception date is 18th February 2014. Numbers may not sum due to rounding. Since inception return is annualized and assumes 
reinvestment of distributions. Past performance should not be taken as an indication of future performance.

PORTFOLIO CHARACTERISTICS – 3 YEARS TO DECEMBER 2019

Standard deviation 10.8%
Realised beta  0.99 
Tracking error 5.3%
Upside capture ratio  1.08 
Downside capture ratio  0.74 
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IMPORTANT INFORMATION

The Evans and Partners International Fund (“Fund”) is issued by Equity Trustees Limited (ACN 004 031 298, AFSL 240957) (“Equity Trustees”) as the Responsible Entity for the Fund. Equity 
Trustees is a subsidiary of EQT Holdings Limited (ACN 607 797 615), a publicly listed company on the Australian Securities Exchange (ASX:EQT). This document has been prepared by Evans 
and Partners Pty Ltd (“Evans and Partners”) (ACN 125 338 785, AFSL 318075), the Investment Manager of the Fund, for information purposes only based on information provided by 
Equity Trustees. The information in this document is general information only and does not take into consideration any particular investor’s objectives, financial situation or needs.

Before acting on any information within this communication you should consider the appropriateness of it having regard to your own particular circumstances, objectives, financial 
situation and needs. This document is not intended to be a research report (as defined in ASIC Regulatory Guides 79 and 264). Unless otherwise indicated, all views expressed herein are 
the views of the author and may differ from or conflict with those of others within the Evans Dixon group. The views expressed herein should be considered as part of a wider portfolio 
investment strategy applicable to the relevant fund or model portfolio and should not be considered in isolation or relied on to make an investment decision without seeking further 
information and/or advice from a financial adviser. Where a reference is made to a recommendation from an Evans and Partners Research Analyst, it is merely a restatement, summary or 
extract of the most recent Evans and Partners research report relating to the relevant financial product and a copy of the original report may be obtained from your adviser or from our 
website at www.evansandpartners.com.au/research. 

The Fund is issued under a Product Disclosure Statement dated 4 October 2018 (“PDS”) and you should obtain a copy of this and read it 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 website: www.evansandpartners.com.au. 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. Readers should be aware that past performance should not be construed as an indication of future performance and that future returns are not guaranteed. 
Fees and charges may apply. 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. This document remains the property of Evans and Partners and must not be forwarded or otherwise distributed to any other recipient without the express 
written consent of Evans and Partners.

MSCI AC World Accum Index ex-Aust (AUD) Index source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express 
or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, 
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any such data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or 
any third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including 
lost profits) even if notified of the possibility of such damages. No further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent.


