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Disclaimer
This information is prepared by Paradice Investment Management Pty Ltd (ABN 64 090 148 619, AFSL No. 224158) (Paradice, we or us). This material is not intended to constitute advertising 
or advice (including legal, tax or investment advice) of any kind. These materials are not to be distributed and must not be copied, reproduced, published, disclosed or passed to any other 
person at any time without the prior written consent of Paradice. Equity Trustees Limited (ABN 46 004 031 298, AFSL No. 240975) (Equity Trustees) is the responsible entity of, and issuer of 
units in, the Paradice Australian Mid Cap Fund - Class B (ARSN 620 055 138) (Fund). Equity Trustees is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company 
on the Australian Securities Exchange (ASX:EQT). In deciding whether to acquire, or to continue to hold, units in the Fund please read the current product disclosure statement available from 
Paradice. Past performance of the Fund is not a reliable indicator of future performance. The value of an investment in the Fund may rise or fall. Returns are not guaranteed by any person. 
Total returns are calculated before tax and after ongoing management costs. We encourage you to think of investing as a long-term pursuit. In preparing this information, we have not 
considered your investment objectives, financial situation or needs and therefore the Fund may not be suitable for you. You should have regard to your own individual objectives, financial 
situation and needs and, if necessary, seek independent professional advice before you make any investment decision.  Neither Paradice, Equity Trustees, nor any of their respective related 
parties, directors or employees, make any representation or warranty as to the accuracy, completeness, reasonableness or reliability of the information contained in this publication or accept 
liability or responsibility for any losses, whether direct, indirect or consequential, relating to, or arising from, the use or reliance on any part of this material. Any rates of return, forecasts or
estimates contained in this publication are not guaranteed. The content of this publication is current as at the date of its publication and is subject to change at any time. It does not reflect any 
events or changes in circumstances occurring after the date of publication.

Fund Objective
The Fund aims to outperform the composite benchmark of 70% of the S&P/ASX Mid Cap 50 Total Return Index and 30% of the S&P/ASX Small 
Ordinaries Total Return Index over a three to five year period (after management costs and before tax).

Performance Net (%) 1
Month

3
Month

1
Year

Since
Inception*

p.a.
Australian Mid Cap Fund - Class B -21.56 -24.16 -17.79 -2.40
Mid Cap Composite Benchmark -22.60 -26.88 -19.60 -2.23
Excess Return 1.04 2.72 1.81 -0.17
* Inception date - 15 May 2017

Fund Details

APIR Code
Fund Size (AUD m)
Fund Currency
Distribution Frequency
Management Fee
Performance Fee
Buy Sell Spread
Minimum Investment (AUD)

ETL8772AU
$61

AUD
Semi-Annually

1.10% p.a.
15% p.a.
+/-0.25%
$20,000

Characteristics

Number of Stocks
Portfolio Dividend Yield
Stock Range
Industry Range
Cash Range

51
3.14%

Typically 40-60
Unconstrained

0-10%

Sector Allocation
Communication

Services 11.39%
Consumer

Discretionary 6.65%

Consumer Staples

8.73%

Energy 2.36%

Financials 4.12%

Health Care 14.95%Industrials 16.67%

Information

Technology 6.80%

Materials 19.03%

Real Estate 4.74%

Utilities 0.25%

Cash 4.32%

Top 10 Positions
Weight %

Resmed Inc 7.09
a2 Milk Company Ltd. 5.05
Cleanaway Waste Management Ltd. 4.29
Fisher & Paykel Healthcare Corporation Ltd. 4.10
Northern Star Resources Ltd. 3.99
Atlas Arteria 3.92
Coca-Cola Amatil Ltd. 3.08
Magellan Financial Group Ltd. 3.04
Ansell Ltd. 2.91
Xero Ltd. 2.81
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Contact

Phone: 02 8227 7400

Email: distribution@paradice.com

Website: www.paradice.com



Commentary

MARKET REVIEW

For the purpose of comparison, commentary is quoted in AUD terms 
except where stated otherwise.

The March 2020 quarter was dominated by the COVID-19 (COVID) 
threat. This saw widespread weakness in financial markets with the 
S&P/ASX 200 Total Return Index falling 23.1%, the US S&P 500 TR 
Index (USD) falling 19.6% and the UK FTSE 100 TR Index (GBP) 
falling 24.3%. It also saw wild gyrations and a global move to safe 
havens as evidenced by the gold price rising 4.5% during this time to 
US$1,586 (but peaking at US$1,680), the AUD/USD falling from 70.2c 
to 61.3c (touching 57.4c) and US and Australian 10 year treasury 
yields falling from 1.92% to 0.67% and from 1.37% to 0.76% 
respectively. 

Our composite index - 70% S&P/ASX Mid Cap 50 TR Index and 30% 
S&P/ASX Small Ordinaries TR Index fell 26.9% in the period. As 
significant as this move was it still masked a lot of underlying volatility. 
The index finished ahead by 4.3% in the month of January and rose to 
a record level on the 20th February as initial fears of COVID were 
largely dismissed and it was viewed as more of an isolated event. As 
the realisation dawned that this was not the case the index then fell 
31.1% from its highs into the end of March. The month of March itself 
witnessed extreme volatility as uncertainty abounded. The average 
(absolute) daily return for the S&P/ASX Mid Cap 50 Index for the 
month was almost 4% with 73% of days moving by over 2% and an 
astonishing 32% of days moving by over 5%. Even more remarkably 
the index rallied strongly into the end of the month as various 
monetary and fiscal stimulus initiatives were put in place. These will be 
discussed in the Outlook section.

The March 2020 quarter included the December 2019 reporting 
season but that paled in comparison to the economic impacts of 
COVID. From a health perspective unprecedented steps have been 
taken globally with severe restrictions on travel, people movements 
and gatherings, all with a focus on social distancing aimed at reducing 
infection rates and flattening the infection curve so as not to 
overwhelm public health systems. These restrictions have been 
introduced globally at different times with different levels of severity. 
The restrictions are like nothing that has been seen in any of the 
current investment communities’ lifetime and has truly put us in 
unchartered territory.

From a corporate point of view, we have seen several industries such 
as travel, entertainment, discretionary retail and elective surgery 
effectively being shut down. This has had obvious flow on effects to 
other industries like REITs and banks and also to the employees of 
these industries. From a sector point of view there have been very few 
beneficiaries with select areas like supermarkets and some healthcare 
companies (e.g. health insurers, pharmacy suppliers and respirator 
manufacturers) doing well. Companies with strong and resilient cash 
flows (e.g. utilities and telcos) have also performed well as have gold 

companies (gold being viewed as a safe haven). Many other sectors 
have struggled with travel and leisure, aged care companies, 
discretionary retailers and fund managers hit particularly hard. 
Concerns over the general financial health of corporates and 
individuals has also seen finance and payment companies under 
pressure, alongside any companies with poor balance sheets. In this 
regard we anticipate a large number of capital raisings in the coming 
months. Oil and Gas stocks have suffered the double whammy of a 
disagreement between Saudi Arabia and Russia leading to more oil 
being supplied into already weak end markets. Finally, concept stocks 
without earnings have come under pressure, as always happens in 
tricky markets where such stocks have no valuation measures to set a 
floor.

M&A activity has continued at a more subdued level with the Canadian 
Couche-Tard $8.9b bid for Caltex (which is changing its brand name to 
Ampol after Chevron took its brand back) still in play and, Partners 
Group bidding for Healius. It remains to be seen whether these deals 
can be undertaken at the current bid prices given recent market 
duress. It is also noteworthy that the Treasurer has recently introduced 
a requirement that all foreign takeovers must pass through FIRB. It will 
be interesting to see what impact this additional regulatory and time 
burden (taking up to 6 months for approval) will have on future 
corporate activity in the Australian market.

It can’t be forgotten that the March quarter witnessed the worst of the 
Australian bush fire disaster that tore across the East coast of the 
country having a colossal and tragic impact on humans, flora and 
fauna. It also negatively impacted the economy but not to the extent of 
the current COVID crisis. We are all hoping for a much better ending to 
2020.

PERFORMANCE

The top relative contributors to performance for the quarter are as 

follows:

Fisher and Paykel Healthcare (FPH) – Overweight FPH is a rare 

direct beneficiary of COVID, making respiratory humidifiers which 

directly treat the impacts of the virus and are in short supply. The 

company has upgraded guidance 3 times recently and is set for a 

strong year in FY21.

Resmed (RMD) – Overweight Very strong December half year profit 

result and makes some product lines that are used in the treatment of 

COVID. 

Chorus (CNU) – Overweight Resilient earnings as the main 

broadband fibre provider in New Zealand. The move to a work from 

home (WFH) environment has seen demand for their product increase. 
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The top relative detractors from performance for the quarter are as 

follows:

Downer Limited (DOW) – Overweight DOW had downgraded ahead 

of the February result due to issues on projects that they are working 

on. The result also saw debt levels rise due to these issues and other 

timing factors. The company had hoped to sell its capital-

intensive Mining services and Laundries businesses to help reduce 

debt but the COVID volatility seems to have delayed this. 

Evolution Mining (EVN) – Underweight Gold stocks outperformed 

due to their safe haven status. Our key positions in the sector are 

Saracen (SAR), Alacer (AQG) and Northern Star (NST) which all 

performed relatively well.

Star Entertainment Group (SGR) – Overweight Another victim of the 

COVID crisis. At the time of writing their facilities are closed indefinitely 

with the majority of their workers stood down.

OUTLOOK

The outlook for companies going forward will continue to be dominated 

by the COVID crisis. From a macro perspective the two critical things 

will be: 

1.

2.

the depth and duration of the crisis and the severity of health 
measures taken (the longer the crisis lasts the slower the 
recovery), and
what policy actions are taken to prop up the economy during 
this process.

We have discussed the impacts of the health measures taken to date. 

In terms of the eventual duration we have the benefit of observing a 

number of other countries that have undertaken these measures 

ahead of Australia as a template for what we can ultimately expect. 

China has clearly been the most successful in dealing with the crisis 

and from an economic point of view, seems to be slowly returning to 

normal. However, their political system and surveillance measures 

provide them with a level of control that is not possible, nor desirable, 

in Western society. As a result, we can look to Western Europe and 

closer to home, New Zealand, as countries that have embarked on 

isolation policies in advance of Australia. It is too early yet to declare 

victory in these countries, and we continue to watch them closely. Key 

here is not just flattening the virus curve but also what a transition back 

to “normal” looks like. Early signs of the health policies introduced in 

Australia are encouraging and we are lucky to have a world class 

health system. It will also be important for countries to avoid additional 

spikes of the virus. The Spanish flu of 1919 saw three separate spikes 

that resulted in the crisis lasting two years. A similar outcome would 

clearly be disastrous. At the time of writing Singapore, which did well in 

the early stages of COVID, is currently experiencing a secondary 

spike. 

From a policy point of view, we have seen unprecedented 

action globally to help offset the economic impacts of COVID with 

lessons clearly learned from the financial crisis. The actions have 

been swift and impressive and involved a combination of Central 

Bank, regulatory and fiscal measures. Focusing specifically on 

Australia the RBA have cut rates to the lower bound of 25bp and 

introduced Quantitative Easing to facilitate Government spending 

and general liquidity in financial markets. From a regulatory point 

of view capital restrictions have been eased for banks and new 

policies have been introduced around loan payment extensions to 

try and avoid a huge spike in insolvencies. Capital raising 

restrictions for corporates have also been relaxed with the threshold 

for company placements increasing from 15% to 25%. From a 

fiscal view there have been multiple significant stimulus packages. 

These have been focussed on avoiding financial distress for 

individuals but importantly on also allowing companies to maintain 

their workforces so they can emerge reasonably quickly and 

unscathed when the recovery comes. We are hopeful the policies will 

provide the cushioning necessary, but we are in unchartered 

waters. The legacy of these initiatives will be higher global debt 

levels and lower for (even) longer interest rates. 

From an operational point of view Paradice has adopted a WFH 

process. The company’s move to the cloud last year has aided a 

seamless transition and our external service providers continue to 

operate smoothly. We have adopted extensive use of audio and video 

conferencing and have been in constant contact with listed companies 

and industry experts.

Against the current backdrop it is very difficult to form any short-

term view for earnings for individual corporates. At the time of writing 

over 100 companies have walked away from guidance with most 

of the remainder likely to follow. We have also seen the start of 

what we anticipate will be a large series of capital raisings, 

many taking advantage of the expanded placement rules. These 

can provide excellent opportunities to acquire stocks cheaply and 

we are running higher cash levels in anticipation. From a trading point 

of view we are:

�

�

�

Focussing on companies with resilient business models and 
cashflows.
Reducing positions in companies where we have concerns 
over their balance sheet or capital positions.
Finding discounted opportunities in companies with unique 
business models/assets or that are backed up by excellent 
balance sheets. 
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Liquidity remains solid within the market. The biggest difficulty in 

trading is matching purchases and sales with so much daily volatility. 

We look to focus our buying on down days and selling on up days. 

Another difficulty in this market in assessing companies is predicting 

what further measures may be put in place that could impact their 

business models, eg, what will it mean for a retailer if their store 

network is forced to close. 

We anticipate that in time the crisis will pass, as have the many others 

before it, and that in the longer term this period will have provided 

many great investment opportunities.




