
FUND FACTS 
Investment Objective: To provide long-term capital 
growth and regular income through investment in 
Australian equities. 
Investment 
Strategy 

 

▪   Long only, bottom up specialised and focused  
    Australian equities fund 
▪   Concentrated portfolio of 15-35 stocks (target 25) 
▪   Active, high conviction approach - Airlie's 'best ideas' 

Inception Date 1 June 2018 
Benchmark S&P/ASX 200 Accum. Index 
Portfolio Size AUD $103.0 million 
Distribution 
Frequency Semi-annually 

Management Fee 0.78% p.a. (inclusive of net 
effect of GST) 

Ticker AASF 
Tickers Security                   iNAV 
Bloomberg AASF AU Equity  AASFIV Index 
Thompson 
Reuters AASF.AX              AASFAUiv.P 
IRESS AASF.AXW          AASFINAV.ETF 
APIR MGE9705AU 
Minimum Initial 
Investment# AUD$10,000 

Buy/Sell Spread 0.14%/0.14% 
 

# only applicable to investors who apply for units directly with the fund 
 
WHY CHOOSE THE AIRLIE AUSTRALIAN SHARE 
FUND? 
▪   Access to an experienced, proven investment 
    team specialising in Australian Equities, with 
    a long track record of prudent common-sense 
    investing 
▪   A conservative and robust investment process 
    that focuses the team's energies on their best ideas 
▪   The strategy is now available to retail investors 
    for the first time through the partnership with 
    Magellan 

 PORTFOLIO MANAGERS 

 

Matt Williams 
Over 25 years investment experience. 
Formerly Head of Equities and portfolio 
manager at Perpetual Investments. 

 

Emma Fisher 
Over 9 years investment experience. 
Formerly an investment analyst within 
the Australian equities team at Fidelity 
International and prior to that Nomura 
Securities. 

 

Visit www.airlieaustraliansharefund.com.au for more 
information, including: fund performance, unit prices and 

iNAV, investment insights, PDS & forms 
 

PERFORMANCE* 
 Fund (%) Benchmark (%) Excess (%) 

1 Month 2.9 2.3 0.6 
3 Months 11.3 8.3 3.0 
6 Months 16.3 12.9 3.4 
1 Year 33.7 27.8 5.9 
3 Years (p.a.) 12.1 9.6 2.5 
Since Inception (p.a.) 13.3 10.5 2.8 

 
TOP 10 POSITIONS (BY WEIGHT) 

Company Sector** 
Commonwealth Bank of Australia Financials 
BHP Group Ltd Materials 
CSL Ltd Health Care 
National Australia Bank Ltd Financials 
Aristocrat Leisure Ltd Consumer Discretionary 
PWR Holdings Ltd Consumer Discretionary 
Wesfarmers Ltd Consumer Discretionary 
Mineral Resources Ltd Materials 
Healius Ltd Health Care 
Macquarie Group Ltd Financials 

  
PERFORMANCE CHART GROWTH OF AUD $10,000*  

 
 

PORTFOLIO POSITIONING** 
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* Calculations are based on exit price with distributions reinvested, after ongoing fees and expenses but excluding individual tax, 
member fees and entry fees (if applicable).Returns denoted in AUD. 
** Based on GICS Sector classification, may not sum to 100% due to rounding. 

Fund Update: 30 June 2021 ARSN: 623 378 487 

 

$14,678 
13.3% p.a. 
$13,591 
10.5% p.a. 

 

Airlie Australian Share Fund 
 
 
 
 

(Managed Fund) 
A concentrated, active portfolio of Australian equities.  
Accessing the Airlie investment team and Magellan’s operational and client service capabilities. 

 
 
 
 

    Ticker:AASF 

  
 



ww.airlieaustraliansharefund.com.au 
 

 

 
MARKET COMMENTARY 

June 2021 was another good quarter for the Australian equity 
market, marking a third consecutive quarter of gains. Eight of 
the last 10 quarters have been positive. It just so happened of 
course that one of the negative quarters was March 2020 
when the index fell 23%. However, the recovery since then 
has been nothing short of remarkable.  

The Covid-19 crisis rolled on during the quarter as states went 
into various periods and degrees of lockdown as new 
apparently more virulent strains appeared. Australia is caught 
in a (hopefully) short term bind as the generally accepted 
eradication policy races against a slower than hoped 
vaccination rollout. The crucial question will be when enough 
of the population is vaccinated do cases matter? Interestingly 
Singapore seems to be leading the way with a highly 
vaccinated population now relegating Covid to regular flu like 
status. Our expectation is that by September we will be 
debating whether to follow this model.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
FUND COMMENTARY 
 
The Airlie Australian Share Fund return over the June 2021 
quarter was 11.3% whilst the benchmark (S&P ASX 200 
Accumulation Index) returned 8.3%. 
 
Best performing stocks in the portfolio over the June quarter 
were:  

 
- Mineral Resources (+41%) - persistently strong iron ore 
prices and improving sentiment around lithium driven by 
the global car makers announcements regarding ramping 
up electric vehicle plans. 
 
- Reece (+38%) - strong housing conditions in Australia 
and the USA.  
 
- ARB (+25%) as the 4WD accessory business experienced 
strong demand and articulated future growth with a new 
contract with Ford.  
 
- Aristocrat (+25%) - strong re-opening performances of 
casinos in the USA. 
 
- Commonwealth Bank (+16%):  strong mortgage market 
and successful asset sales providing excess capital to 
return to shareholders. 

The key theme of the best performing positions was clearly 
the strength of the consumer in both Australia and the US. 
Low interest rates and various stimulus boosts will continue to 
drive healthy demand. Inflation concerns dominated 
investment debate during the quarter. There is no doubt 
inflation is picking up, but markets were unconcerned (for 
now) with the S&P 500 +8% and US 10-year yields falling 
from 1.68% to 1.47%.  

Positions in the portfolio that detracted from performance 
were: 

 - Credit Corp (-9%) - after a previous strong quarter. The    
strength of the consumer helps in their current collection of 
bad debts but points to potentially lower levels of available 
debt ledgers for purchase in the near term. 
 
- Aurizon (-5%) - coal sentiment remains poor. The 
company continues to explore ways to diversify its earnings 
away from hauling thermal coal. 
 
- Origin Energy (-4%) - the electricity market continues to 
grapple with the transition to renewables. Towards the end 
of the quarter the wholesale electricity price recovered 
somewhat boding well for near term outlook. 
 
- National Australia Bank (+1%) - after a very strong 
previous quarter. Regulatory concerns linger. 
 
- Northern Star (+3%) -  due to the $A gold price relative 
softness compared to other metals (copper, nickel) 
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Stock Story: Charter Hall 
 

 

Airlie seeks to invest in high-quality businesses that are 
undervalued. One of the common scenarios in which we find 
‘undervalued quality’ is when a great business sits within an 
otherwise average sector, as industry peers tend to be priced 
off similar multiples. When thinking of high-quality (or 
interesting!) businesses, most investors’ minds don’t rush to 
the Real Estate Investment Trust (or ‘REITs’) sector. And for 
good reason, as this sector, while ‘defensive’, generates an 
average return on equity (ROE) only in line with the broader 
market, at around 12%.  Yet one of the ASX’s top performers 
over the past decade has been Charter Hall (CHC), which has 
delivered a total shareholder return of 19% per annum since 
listing in 2005. This performance has largely been driven by 
Charter Hall’s transition from a more traditional REIT into one 
of Australia’s largest property funds management businesses. 
The company’s funds under management (FUM) have grown 
at a 17% compound annual growth rate (CAGR) over the 
decade, and now sit at over $52bn. Importantly, this 
transition has reached an inflection point which should 
continue to drive very strong outcomes for shareholders.  

 

 

 

 

 

 

 

 

 
Source: Company filings, Airlie Funds Management 
 
Charter Hall report two operating segments with very 
disparate economics. On one side, you have the funds 
management business, which acquires property assets on 
behalf of the company’s various funds and generates 
management, performance and other fee income. Charter 
Hall’s other segment is its direct property investment 
segment, which owns stakes in the various Charter Hall funds. 
In reality, these two businesses are intertwined; Charter Hall 
is often required to co-invest in its various funds for alignment 
purposes. This co-investment has historically been the limiting 
factor for the returns profile of the company.  
 
 
 
 
 
 

 
 
There’s a lot to like about Charter Hall's funds management 
business:  
 

• The funds own a selection of high-quality assets with 
some of Australia’s most sought-after tenants 
(Government account for 12.5% of rental income, 
Woolworths 6.4%, Wesfarmers 5.9%, and Coles 
5.2%).   

• Wholesale capital is relatively ‘sticky’ with ~7yrs 
between redemption windows. This means investors 
can’t simply pull their money out at once, enhancing 
the stability of earnings.  

• High contribution from recurring, annuity-style funds 
management fees and property services revenue 
(77% of CY20 funds management revenue).   

• Scale begets scale – Charter Hall are one of only a 
handful of managers that can compete for assets 
>$1bn in value.  

• A high proportion of transactions for Charter Hall are 
completed off-market, meaning less competition for 
those assets.   

Furthermore, we believe there has been a step change in the 
quality of the business that should continue to materialise in 
outstanding financial results for shareholders. There are two 
key driving forces behind this change: 1) increasing scale in 
the funds management business, and 2) lower capital 
requirements.  
 
INCREASING SCALE: 
  

• Charter Hall’s funds management business has grown 
significantly in scale over the past 5 years, adding 
$35bn in FUM, a CAGR of 25%. Increased scale has 
resulted in strong margin expansion for the segment; 
Charter Hall’s funds management EBITDA margins 
(excluding performance and transaction fees) have 
expanded from 13% in 1H16 to 57% in 1H21. 
Segment earnings have grown at a 33% CAGR over 
that same 5-year period.  Importantly, the funds 
management business now represents over 60% of 
group EBIT as at 1H21. Given that the funds 
management business is growing faster than the 
direct property segment, this higher contribution 
should help to accelerate group earnings growth.  

 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Company filings, Airlie Funds Management 
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LOWER CAPITAL REQUIREMENTS:  
 
The other important step change for Charter Hall is the 
lowering capital intensity of the business. As Charter Hall’s 
funds management business has grown in scale, and its 
relationship with equity partners improved, those equity 
partners have required a lower co-investment stake. Charter 
Hall’s weighted average equity stake serves as a useful, albeit 
limited, proxy for the company’s lowering co-investment 
requirements. Charter Hall’s weighted average ownership 
share of its various funds has typically averaged around 
12.5%. However, since 1H19 this average equity stake has 
steadily decreased, and now sits just above 8%.   
 
  

 

 

 

 

 

  

 

 
Source: Company filings, Airlie Funds Management 
 
Simplistically, this means that for each additional $ of FUM 
added to the business the capital investment required for that 
$ of FUM has fallen by ~30% in just three years. As a result, 
Charter Hall’s incremental return on equity has increased 
dramatically; we estimate Charter Hall’s incremental return on 
equity, normalised for any large one-off performance fees, to 
be >25%. Importantly, this has been achieved without an 
increase in gearing. Lower capital requirements mean Charter 
Hall can continue to grow without the need for dilutive equity 
raises. For example, despite very strong FUM growth (which 
drives capital requirements), Charter Hall’s shares on issue 
haven’t grown since 1H18.  
 

 

 

 

 

 

 

 
Source: Company filings, Airlie Funds Management 
 
The combination of these two factors, being faster earnings 
growth and lower capital requirements, should continue to 
drive very strong EPS outcomes for shareholders.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Company filings, Airlie Funds Management 
 
RISKS: 
 
The two key topics of the day for REITs have been the threat 
of rising interest rates and the risk of a structural decline in 
office demand due to increasing work from home. Whilst 
these two factors do certainly pose a risk to Charter Hall’s 
outlook, there are a few countervailing factors that give us 
comfort. 
 
For one, the cap rate spread on 10-year bonds is at close to 
all-time highs across all property sectors. This should provide 
somewhat of a valuation cushion and suggests that an 
increase in inflation or deterioration in rents is already priced 
into valuations. This is particularly true of Office, where the 
cap rate spread sits significantly above the long-term average.   
 
 

 

 

 

 

 

 

 
Source: Macquarie Securities, Airlie Funds Management 

 

 
 
 
 
 
 
 
 
 
 
 
 
Source: Macquarie Securities, Airlie Funds Management 
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Another point worth noting is that Charter Hall’s FUM growth 
has been very strong in recent periods. The company has 
grown FUM (excluding the impact of positive revaluations) at 
24% per annum over the past two years, including ~19% 
growth in FY21. Office FUM sits at 46% of total FUM, meaning 
that every 10% decline in office valuations would create a 
4.6% headwind for FUM growth. Given the current 
momentum in FUM growth for Charter Hall, even a relatively 
bearish scenario for office valuations should be surmountable.  
It’s also important to note that Charter Hall has been run by 
David Harrison since 2004. Harrison has overseen the 
company’s FUM grow from $0.5bn to $52bn and is an integral 
part of the deal-making process. While strong management is 
always a positive for a business, this does create some ‘key 
man’ risk if Harrison were to leave Charter Hall. 
 
 
VALUATION:  
 
We estimate Charter Hall is trading on a P/E multiple of 24x 
FY22 underlying earnings, which is in line with the ASX200’s 
P/E multiple excluding resources and banks. This is despite 
the business generating roughly double the average market 
ROE. Given the company’s strong earnings momentum, high 
quality of earnings, and above-market returns profile, we see 
this business as a great example of undervalued quality, and 
it is one of our core positions in the Airlie Australian Share 
Fund.

Important Information: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited (ABN 31 120 593 946, AFS Licence No. 304 301) trading as Airlie Funds Management ('Airlie'). This material is 
issued by Airlie and has been prepared for general information purposes only and must not be construed as investment advice or as an investment recommendation. This material does not take into account your investment 
objectives, financial situation or particular needs. This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or invitation to purchase, sell or 
subscribe for interests in any type of investment product or service. You should read and consider any relevant offer documentation applicable to any investment product or service and consider obtaining professional investment 
advice tailored to your specific circumstances before making any investment decision. A copy of the relevant PDS relating to an Airlie financial product or service may be obtained by calling +61 2 9235 4760 or by visiting 
www.airliefundsmanagement.com.au. Past performance is not necessarily indicative of future results and no person guarantees the future performance of any fund, the amount or timing of any return from it, that asset allocations 
will be met, that it will be able to implement its investment strategy or that its investment objectives will be achieved. Statements contained in this material that are not historical facts are based on current expectations, estimates, 
projections, opinions and beliefs of Airlie. Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. This material may contain 'forward-looking 
statements'. Actual events or results or the actual performance of an Airlie financial product or service may differ materially from those reflected or contemplated in such forward-looking statements. This material may include data, 
research and other information from third party sources. Airlie makes no guarantee that such information is accurate, complete or timely and does not provide any warranties regarding results obtained from its use. No 
representation or warranty is made with respect to the accuracy or completeness of any of the information contained in this material. Airlie will not be responsible or liable for any losses arising from your use or reliance upon any 
part of the information contained in this material. Further information regarding any benchmark referred to herein can be found at www.airliefundsmanagement.com.au.  Any trademarks, logos, and service marks contained herein 
may be the registered and unregistered trademarks of their respective owners. This material and the information contained within it may not be reproduced, or disclosed, in whole or in part, without the prior written consent of 
Airlie.                                                                                                                                                                             AASF44377 

 


