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Lonsec recommends this product profile be read in conjunction with the product review and product disclosure statement (PDS). Issued by
Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445 (Lonsec). Lonsec receives fees from fund managers and financial product issuers
for rating financial products using objective criteria and for services including research subscriptions. Lonsec’s fee and analyst remuneration
are not linked to the rating outcome. Lonsec, its representatives and their associates may hold the financial product(s) rated. Warning: Past
performance is not a reliable indicator of future performance. Any advice is General Advice based on the investment merits of the financial
product(s) alone, without considering the objectives, financial situation and needs of any person. It is not a recommendation to purchase, redeem
or sell the relevant financial product(s). Before making a decision read the PDS and consider your financial circumstances or seek personal
advice. Disclaimer: Except for ratings, Lonsec gives no warranty of accuracy or completeness of information in this document, which is compiled
from information from public and third-party sources. Opinions and ratings are reasonably held by Lonsec at compilation. Lonsec assumes no
obligation to update this document after publication. Except for liability which can’t be excluded, Lonsec, its directors, officers, employees and
agents disclaim all liability for any error, inaccuracy, misstatement or omission, or any loss suffered through relying on the document or any
information. ©2019 Lonsec. All rights reserved.

Key information
ASX CODE QPON

STATUS OPEN

ASSET CLASS FIXED INTEREST

SECTOR ALTERNATIVE INCOME

SUB SECTOR PASSIVE

PRODUCT TYPE RETAIL

LEGAL TYPE EXCHANGE TRADED FUND

ASX LISTING DATE JUNE 2017

NET ASSETS $564.29M

ENTRY / EXIT PRICE (4-9-2019) $25.7757 / $25.7757

MINIMUM INITIAL / ADDITIONAL INVESTMENT $0 / $0

MINIMUM INVESTMENT BALANCE -

DISTRIBUTION FREQUENCY MONTHLY

REGULAR SAVINGS PLAN NO

Manager Profile
BetaShares Capital Ltd (BetaShares) is the Fund’s
Responsible Entity and is accountable for the ongoing
management of the Fund’s underlying assets. It is a
wholly-owned subsidiary of BetaShares Holdings Pty Ltd
(BetaShares Holdings).

PDS Objective
To provide an investment return that aims to track the
performance of the Solactive Australian Bank Senior
Floating Rate Bond Index, before taking into account fees
and expenses

What is this Fund?
• The BetaShares Australian Bank Senior Floating Rate

Bond ETF (the Fund) invests in senior floating rate
notes (FRNs) issued by Australian banks. FRNs pay
distributions or coupons referenced to the bank bill
swap rate, which moves up or down with changes short
term interest rates.

What this Rating means
The ‘Recommended Index’ rating indicates that Lonsec
has strong conviction the financial product can generate
risk adjusted returns in line with relevant objectives. The
financial product is considered an appropriate entry point
to this asset class or strategy.

Growth of $10,000 over two years

Top 10 holdings
AUSTRALIA AND NEW ZEALAND BANKING GROUP LIMITED 2.92% 14.79%

WESTPAC BANKING CORPORATION 2.62% 13.95%

COMMONWEALTH BANK OF AUSTRALIA 2.9% 13.08%

COMMONWEALTH BANK OF AUSTRALIA 2.59% 13.00%

NATIONAL AUSTRALIA BANK LIMITED 2.89% 12.10%

BENDIGO AND ADELAIDE BANK LIMITED 2.96% 6.72%

SUNCORP-METWAY LIMITED 2.66% 6.44%

BANK OF QUEENSLAND LIMITED 2.84% 6.43%

AMP BANK LIMITED 3.29% 6.03%

BETASHARES AUS HIGH INTEREST CASH ETF 4.38%

Returns after fees (at 31-8-2019)
  3MTH 1 YR 3 YR 5 YR

TOTAL RETURN 0.91 3.40 - -

INCOME RETURN 0.54 2.55 - -

GROWTH RETURN 0.38 0.85 - -

LONSEC BENCHMARK 0.97 3.64 - -

BENCHMARK USED: SOLACTIVE AUSTRALIAN BANK SENIOR FLOATING RATE BOND
INDEX

Daily trading information
TICKER QPON

52 WEEK LOW $25.37

52 WEEK HIGH $25.93

LAST PRICE $25.76

LAST NET ASSET VALUE (NAV) $25.74

PREMIUM / DISCOUNT TO NAV (DAILY) 0.001%

AVERAGE DAILY TRADED VOLUME 161,023

AVERAGE DAILY TRADED VALUE $4.17M





 

 

Betashares Australian Sustainability  
Leaders Exchange Fund 
Ethical Research Profile   

ASX Code FAIR 

Ethinvest Rating Green 

 
The Betashares Australian Sustainability Leaders Exchange Traded Fund (ETF) (“FAIR”) aims to provide a simple 
transparent exposure to a portfolio of sustainable, ethical Australian companies. 
Betashares launched FAIR in December 2017 to give investors the opportunity to invest in companies who have passed 
eligibility screens designed to remove companies with direct or significant exposure to the fossil fuel industry or who 
are engaged in other activities deemed inconsistent with responsible investment considerations. 
 
The Fund preferences companies classified as “Sustainability Leaders,” due to their involvement in sustainable 
business activities. This includes companies who generate more than 20% of their revenue from one or more of the 
following sources: renewable energy; energy efficiency; water efficiency; recycling; waste remediation; public 
transport and energy efficient transport; education; healthcare; animal health; healthy foods; green star rated 
buildings; community and regional banking; health insurance and personal insurance; social services and social 
infrastructure (e.g. employment services, child care); sustainability certified products and services (e.g. Fairtrade, 
certified organic); and sustainable forestry.  
 
After the Environmental, Social, and Governance (ESG) screens are applied, the index is reduced to around 100 stocks 
with diversification promoted through including a maximum of ten stocks from each industry sector. Sustainability 
Leaders are given preference in this process to ensure investors get access to a “true-to-label” portfolio of ethical 
Australian companies. 
The resulting portfolio has investments spread across a broad range of industries but importantly does not invest in 
any of the ‘Big Four’ banks of large Australian mining companies.  
 

Environmental and Social Positives 

Investors are increasingly aware of the connection between social and environmental challenges facing our planet and 
the companies they invest in. These significant Global challenges – ranging from climate, water and food crises, to 
poverty, conflict and inequality – need solutions that the private sector can deliver, representing a large and growing 
market for business innovation.  
Investors can provide incentives for the transformation of business models and the adoption of more environmentally 
and socially responsible practices through investing in companies active in this space.  
Investing responsibly goes beyond rewarding good practice or innovation in just one area and recognizes that a 
company’s entire activity is important.  
At the time of writing (July 2018), more than 50% of stocks and 50% of the portfolio weighting is green-rated. 
 



 

 

Potential Causes for Concern 

Despite the ESG exclusions mentioned the Fund has exposure to a small number of companies that are involved in 
activities that can be of concern to ethical investors. These companies are detailed as follows however, it should be 
noted that individually these holdings are immaterial to the overall fund exposure. 
 Galaxy Resources Limited (GXY) and Orocobre Limited (ORE) – Lithium mining companies with important 

renewable energy applications, but also negative environmental impacts associated with the mineral extraction 
process and limited scope of recycling.  

 A2 Milk Co Ltd (A2M), Bega Cheese Limited (BGA) and Bellamy’s Australia Limited (BAL) – Animal welfare 
concerns associated with the Dairy sector 

 Australian Pharmaceutical Industries Ltd (API) – stores carry a range of health and beauty products, some of 
which have animal welfare concerns associated with (legally required and optional) animal testing.  

Therefore, although the portfolio still includes investments that raise ethical concerns there is no doubt that many 
companies have been excluded and this is an investment that provides diversified exposure to a portfolio of stocks 
screened under ESG criteria. 
 







 

 

Infigen Energy 
Ethical Research Profile   

ASX Code IFN 

Ethinvest Rating Green 

 

Infigen Energyi is one of the world’s leading wind farm managers and developers with interests in wind Australia and 
USA. Together these generate enough energy to meet the requirements of over half a million homes at a saving of 
approximately 5 million tonnes of carbon dioxide a year. 
 
In total it owns six wind farms and a solar farm and a combined installed capacity of 557 megawatts across New South 
Wales, South Australia and Western Australia. 
 

Environmental Positives 

 Infigen has a solid position concerning climate change, stating that “the costs of addressing or mitigating climate 
change will be substantial but that cost pales into insignificance relative to the cost of inaction” and promising to 
“deliver our share towards solving this global problem.”ii 

 Infigen’s operating wind and solar farms generate enough power to meet the needs of over 250,000 homes. 
Infigen’s renewable energy generation represents a saving of approximately one million tonnes of carbon 
dioxide a year. 

 Because wind turbines produce no greenhouse gas emissions during their operation, it takes a turbine just 3-6 
months to produce the amount of energy that goes into its manufacture, installation, operation, maintenance 
and decommissioning. During its 20-25-year lifetime, a wind turbine delivers up to 80-100 times more energy 
than is used in its production, maintenance and scrapping giving wind energy has the lowest lifecycle emissions 
of all energy production technologies. Therefore, the net gains to the environment begin to accrue very early in 
the life expectancy of each turbine. 

 As much as 45% of the kinetic energy in wind can be turned into useable electricity. By comparison, a coal-fired 
power station converts only 30-40% of the energy in coal into useable electricity. 

 Infigen has reported an increase in greenhouse gas emissions due to the expansion of their operations but 
maintained their impressively low emissions intensity of 0.002 (tonnes CO2 equivalent/MegaWatt hour)iii. By 
comparison, Origin Energy recently reported emissions intensity of 0.77 t CO2-e/MWh.iv 

 

Social Positives 

 In FY2017, contributed $79,000 in cash to community sponsorship and employed 65 Australians. This was 
divided between programs in the following areas: 

o Educational, arts, sports and youth generations  
o Social welfare, diversity and charities  
o Local community organisations and businesses 



 

 

 The company prefers to source materials and services from locally-based suppliers. 
 Infigen has a Diversity Policy as part of its corporate governance framework that aims to increase participation 

from women and minority groups by 20% in the workforce and 25% in senior, executive, and director positionsv. 
 

i Image Credit: Infigen Energy, 2018 ‘What is Wind Energy?’ 
ii Infigen, 2015. 2015 Annual Report http://www.infigenenergy.com/Media/docs/15-09-29-Annual-Report-2015-bde1e799-7e82-48e8-a9d1-0bcb801354c4-0.pdf 
iii Infigen, 2017. ENVIRONMENTAL, SOCIAL & GOVERNANCE REPORT 2017 https://s3-ap-southeast-2.amazonaws.com/infigen/wp-
content/uploads/2018/08/01171048/ESG-Report-2017.pdf 
iv Origin, 2014. Sustainability https://www.originenergy.com.au/content/dam/origin/about/our-approach/docs/sustainability-emissions.pdf 
v Infigen, 2015. 2015 Annual Report http://www.infigenenergy.com/Media/docs/15-09-29-Annual-Report-2015-bde1e799-7e82-48e8-a9d1-0bcb801354c4-0.pdf 

                                                           





 

 

Sims Metal Management 
Ethical Research Profile   

 

 

 

 

Sims Metal Management (Sims Metal) collects waste metals, plastics and materials for recycling and resale to 

manufacturing companies. It is also involved in municipal recycling and renewable energy. Formed in 1917, Sims Metal 

is the world’s largest metals and electronics recycler with over 250 facilites across 18 countries and more than 5,000 

employees.1   Sims Metal is an inherently ‘green’ company, operating with a ‘circular economy’ strategy that aims to 

recycle and reuse, a philosophy that preserves precious resources, saves significant amounts of energy, water and 

landfill space and reduces associated emissions. 

In July 2019 Sims Metal announced plans to enter the waste-to-energy industry, developing 7 new facilities capable of 

converting processed waste into biofuel and energy for the grid. The company will also expand its municipal, non-

ferrous and ferrous metals recycling businesses in the United States of America.2 If successful, the increase of recycled 

materials undertaken by Sims Metal will have a material impact on CO2 emissions globally.  

Environmental Positives 

• Sims Metal E-Waste division can recycle 98% of materials in electronic goods, including valuable metals such 

as iron, copper and gold along with plastic and glass. Sims Metal recycles 430,000 tonnes of electronic goods 

annually across its 28 facilities.3  

• Sims Metal has 50% ownership of LMS Energy, an Australia landfill gas-to-energy and solar renewable energy 

company. LMS Energy generates 395,000 megawatt hours of renewable energy and abates more than 3.3 

million metric tonnes of CO2 annually.  

• Sims Metal partnered with Nespresso and the 

New York City Department of Sanitation in 

2019 to develop new technology for recycling 

coffee pods.4 

• Sims Metal has also demonstrated a 

commitment to reducing the environmental 

impact of its operations. In Financial Year 

2018 (FY18), Sims Metal reduced its electricity 

usage by 18%, water usage by 24% and CO2 

emissions by 8% from FY14 levels. The 

company also increased its usage of 

renewable energy to 4% of total energy 

usage.5  

 
1 Sims Metal Management 2018, ‘Annual Report 2018’, pp.i, https://s3.amazonaws.com/sims-us-media/SMM+Corporate+2018/2018+sims_annual+report.pdf.  
2 Eco Investor 2019, ‘The way forward for Sims Metal’, Eco Investor, vol.15, no.121, pp.8-10.  
3 Sims Metal Management 2018, ‘Sustainability Report 2018’, pp.i, https://s3.amazonaws.com/sims-us-media/sustainability/sustainability_report+2018.pdf.  
4 Op. cit. Eco Investor 2019, pp.9  
5 Op. cit. Sims Metal 2018, ‘Sustainability Report 2018’, pp.13.  
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Sims Metal 2018, ‘Sustainability’  

https://s3.amazonaws.com/sims-us-media/SMM+Corporate+2018/2018+sims_annual+report.pdf
https://s3.amazonaws.com/sims-us-media/sustainability/sustainability_report+2018.pdf
https://www.simsmm.com.au/about-us/sustainability/






 

 

BetaShares Global Sustainability Leaders Exchange 
Traded Fund 
Ethical Research Profile   

ASX Code ETHI 

Ethinvest Rating Yellow 

 

The BetaShares Global Sustainability Leaders Exchange Traded Fund (ETF) aims to capitalize on the ground-swell of 
action on climate change occurring amongst some of the world’s largest corporations. Global accords such as the Paris 
Agreement for action on climate change are being progressively ratified by countries with an aim to avoid dangerous 
climate change by limiting global warming to below 2°C. The response of the business community will be a key driver 
of the success of these efforts. 
BetaShares launched ETHI in January 2017 to give investors the opportunity to invest in companies who are responding 
positively to this challenge. Central to this process is the use of data from Trucost, a global universe of over 6000 of 
the world’s largest stocks which reference each company’s carbon efficiency. This list is then filtered to include only 
companies whose carbon efficiency is at least 60% better (i.e. 60% lower) than their industry average. These 
companies are considered “Climate Leaders.” The total carbon efficiency is calculated based on the total greenhouse 
gas emissions from a company’s operations, fuel use, supply chain and business activities. Each company’s total carbon 
emissions is divided by its total market capitalisation to facilitate comparison of companies of different size.  
Climate Leaders also include those companies which are superior performers on Scope 4 carbon (or ‘Avoided’) 
emissions – i.e. companies whose activities have net positive climate benefits through substantial greenhouse gas 
emissions reductions downstream (for example, renewable energy). 
Following this, Environmental, Social, and Governance (ESG) screens are applied to remove companies with exposure 
to the negative activities typically unsuitable for ethical investors.  
After the ESG screens are applied, the index is reduced to the 100 largest stocks by market capitalisation. If less than 
5% of the 100 remaining stocks are Climate Leaders based on Scope 4 carbon emissions, then Scope 4 Climate Leader 
companies will replace the companies with the lowest market capitalisation in the index until 5% of the stocks are 
Scope 4 Climate Leaders. 
The resulting portfolio has stocks spread across a broad range of industries including Technology, Telecommunications, 
Consumer Goods and Services, Financials and Real Estate. Typically, the ETHI portfolio provides a mix of well-known 
and established large companies across diversified sectors and geographies including Apple, Home Depot and Roche, 
along with exposure to companies which are directly involved in the transition to a sustainable energy future, such as 
Tesla and Shin-Etsu Chemical, which manufactures silicon for solar cells. 
 

  



 

 

Environmental and Social Positives 

Action on climate change protects our environment and provides a supportive place for human and non-human life to 
thrive.  
Efforts to maintain global temperatures within an acceptable range reduces a loss of biodiversity, prevents changes in 
hydrological systems and the supplies of freshwater, avoids land degradation and eases additional stress on food-
producing systems.  
To a large extent, public health and human survival depends on safe drinking water, sufficient food, secure shelter, 
and good social conditions. A changing climate is likely to affect all of thesei. 
 

Potential Causes for Concern 

Despite the ESG exclusions mentioned the Fund has exposure to pharmaceutical companies that (are legally required) 
to test their products on animals, apparel retail stores and technology companies which source their products from 
developing countries, and insurance companies who invest their statutory reserve funds with un-investigated 
environmental, social, and governance mandates.  
Therefore, although the portfolio still includes investments that raise ethical concerns there is no doubt that many 
companies have been excluded and this is an investment that provides diversified exposure to a portfolio of stocks 
screened under ESG criteria. 
As of the 5th June 2018, Betashares has divested from Facebook, a company that was flagged as a cause for concern 
due to its advertising of gambling services to users over the age of 18 in jurisdictions for which permission has been 
granted.  
 

i World Health Organisation, 2018. Climate and Health http://www.who.int/globalchange/news/fsclimandhealth/en/ 
                                                           



Product Profile
Pengana WHEB Sustainable Impact Fund

P 
1-

1
LA

ST
 U

PD
AT

ED
 3

0-
8-

20
19

Lonsec recommends this product profile be read in conjunction with the product review and product disclosure statement (PDS). Issued by
Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445 (Lonsec). Lonsec receives fees from fund managers and financial product issuers
for rating financial products using objective criteria and for services including research subscriptions. Lonsec’s fee and analyst remuneration
are not linked to the rating outcome. Lonsec, its representatives and their associates may hold the financial product(s) rated. Warning: Past
performance is not a reliable indicator of future performance. Any advice is General Advice based on the investment merits of the financial
product(s) alone, without considering the objectives, financial situation and needs of any person. It is not a recommendation to purchase, redeem
or sell the relevant financial product(s). Before making a decision read the PDS and consider your financial circumstances or seek personal
advice. Disclaimer: Except for ratings, Lonsec gives no warranty of accuracy or completeness of information in this document, which is compiled
from information from public and third-party sources. Opinions and ratings are reasonably held by Lonsec at compilation. Lonsec assumes no
obligation to update this document after publication. Except for liability which can’t be excluded, Lonsec, its directors, officers, employees and
agents disclaim all liability for any error, inaccuracy, misstatement or omission, or any loss suffered through relying on the document or any
information. ©2019 Lonsec. All rights reserved.

Key Information
APIR CODE HHA0007AU

STATUS OPEN

ASSET CLASS GLOBAL EQUITIES

SECTOR GLOBAL LARGE CAP

SUB SECTOR RESPONSIBLE INVESTMENT

PRODUCT TYPE RETAIL

LEGAL TYPE UNIT TRUST

FUND INCEPTION OCTOBER 2007

FUND SIZE $32.59M

ENTRY / EXIT PRICE (30-8-2019) $1.1775 / $1.1704

MINIMUM INITIAL / ADDITIONAL INVESTMENT $10,000 / $2,000

MINIMUM INVESTMENT BALANCE -

DISTRIBUTION FREQUENCY BI-ANNUAL

REGULAR SAVINGS PLAN YES

Manager Profile
WHEB is a specialist ESG investor focused on the
opportunities created by the global transition to more
sustainable, resource efficient and energy efficient
economies.

PDS Objective
To achieve capital growth over the medium to longer term.

What is this Fund?
• The Pengana WHEB Sustainable Impact Fund

(”the Fund”) is an actively managed, long only,
benchmark unaware global equity strategy providing
heightened exposure to companies responding to global
sustainability challenges. Pengana has appointed the
London-based investment manager, WHEB Asset
Management Ltd (WHEB) to manage the underlying
securities of the Fund.

What this Rating means
The ‘Highly Recommended’ rating indicates that Lonsec
has very strong conviction the financial product can
generate risk adjusted returns in line with relevant
objectives. The financial product is considered a preferred
entry point to this asset class or strategy.

Growth of $10,000 over 10 years

Rolling annual return %

Returns after fees (at 31-8-2019)
  3MTH 1 YR 3 YR 5 YR 10 YR

TOTAL RETURN 5.05 -0.76 1.40 1.64 2.19

INCOME RETURN -0.00 0.00 0.13 1.45 0.73

GROWTH RETURN 5.05 -0.76 1.27 0.19 1.46

LONSEC BENCHMARK 7.90 7.62 13.69 13.34 11.68

BENCHMARK USED: MSCI WORLD NR INDEX AUD

Asset allocation
%ACTUAL %MIN %MAX %TARGET

AUSTRALIAN EQUITIES 1.7 - - -

INTERNATIONAL EQUITIES 95.4 - - -

CASH 2.9 - - -

Fees
MANAGEMENT COSTS 1.35% P.A.

ICR % PA 1.35

ENTRY / EXIT % 0 / 0

SWITCHING % 0

BUY/SELL DIFFERENTIAL % 0.60



 

 

Pengana WHEB Sustainable Impact Fund 

Ethical Research Profi le  

 

 

 

 

 

 

The Pengana WHEB Sustainable Impact Fund (Fund) is positively screened and invests globally in opportunities created 

by the transition to more sustainable, resource efficient and energy efficient economies.  

The manager, WHEB Asset Management (WHEB), has 

identified nine critical environmental and social 

challenges facing the global population over the 

coming decades and seeks out investible companies 

providing solutions to these sustainability challenges 

(see Figure 1).  

The Fund is rated ‘Benefit People & Planet’ because it 

is the operations of the underlying companies that 

generate any positive environmental and/or social 

impact, not the Fund itself. Thus, Ethinvest categorises 

the Fund as a responsible investment rather than an 

impact investment, as any money investment in the 

fund does not contribute to a solution nor create any 

additionality to existing operations.  

 

 

Environmental Positives 

• Measuring the positive impact of the underlying companies. The Fund is operated by Pengana in Australia and 

managed through a partnership with WHEB, a specialist sustainability investor and Certified B Corporation based 

in the United Kingdom. Each year, WHEB provides detailed impact reporting that demonstrates the positive 

social and environmental impact of the Fund’s underlying investments. For example, the 2018 Annual Impact 

Report shows that $1 million invested in the fund in 2018 equated to the provision by the underlying companies 

of:  

o Generating 995 MWh of renewable energy; 

o Avoiding 442 tonnes of CO2e emissions;  

o Recycling or recovering 111 tonnes of waste material; 

o 28 people benefitting from preventative care and/or healthy living programs; and  

o 65 days of tertiary education for students1.  

• Integrated environmental, social and governance (ESG) analysis. WHEB’s approach incorporates ESG issues at 

all stages of analysis as it believes this is critical to the long-term success and profitability of a business.  

 
1 Pengana 2019, ‘Annual impact Report 2018’, pp. 8-9, https://www.pengana.com/assets/Downloads/WHEB-Impact-Report-2017.pdf.  
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Figure 1: Pengana WHEB 

https://www.pengana.com/assets/Downloads/WHEB-Impact-Report-2017.pdf
https://www.pengana.com/our-funds/international-equities/wheb-sustainable-impact-fund/


 

 

• Active company engagement. WHEB engages directly with underlying Fund investments to generate additional 

insight into company practices, promote sustainable development and create favourable operating 

environments.  

• Action on climate change and fossil fuels. Those involved in the fossil-free movement regard WHEB as being 

genuinely credible. The founders of the Carbon Tracker initiative, who initiated the original report on ‘un-

burnable carbon’ in 2012, are both former colleagues who helped design WHEB’s investment strategy. 

 

Potential Causes for Concern 

WHEB’s approach moves beyond divesting from exposure to carbon intensive activities by focusing on the investment 

side of the ‘divest-invest’ equation. This approach involves reallocating capital to businesses which are enabling a shift 

towards a low-carbon economy – bringing WHEB into contact with the fossil fuel industry.  

Ethinvest notes that despite over 85% of the fund being invested across the sustainability investment themes mentioned 

above, there are some holdings in companies that have a strategic position in the fossil fuel industry. Primarily these are 

‘legacy’ investments, as outlined below, and the companies themselves are in the process of transitioning from ‘dirty’ old 

technologies to new low carbon alternatives. Within the Fund’s 55 individual investments the companies of concern, as 

at 30 June 2019, include: 

• Smurfit Kappa Group PLC: an Irish packaging company and leading provider of paper-based packaging globally 

as well as the largest producer of recycled corrugated board and container board in Europe. Smurfit Kappa 

provides packaging for food, beverages and household consumables including tobacco2 and alcohol3, which may 

be an ethical concern for some investors. However, this is a small part of Smurfit Kappa’s larger operations that 

generally have positive environmental and social impact.   

• Agilent Technologies Inc:  an American bio-analytics company working in life sciences, diagnostics and applied 

chemical markets. Its products are used by the healthcare industry in the development and testing of new 

products, by the agricultural industry to ensure food safety and by first responders and counter-terrorism 

officers for biosecurity and chemical analysis. Agilent also offers analytics services to the mining sector that are 

used for mineral analysis and mine safety4. However, this is a small part of Agilent’s larger operations that 

generally have positive environmental and social impact.   

 

 

 

 

 

 

 

  

 
2 Smurfit Kappa n.d., ‘Tobacco’, https://www.smurfitkappa.com/sectors/tobacco.  
3 Smurfit Kappa n.d., ‘Beverages’, https://www.smurfitkappa.com/sectors/beverages.  
4 Agilent Technologies n.d., ‘Geochemistry, Mining & Metals’, https://www.agilent.com/en-us/solutions/geochemistry-mining-metals.  

https://www.smurfitkappa.com/sectors/tobacco
https://www.smurfitkappa.com/sectors/beverages
https://www.agilent.com/en-us/solutions/geochemistry-mining-metals
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CONFIDENTIAL: For client use only 

Investment Overview 
Investment Australian Farmland Funds ESG Focus Environmental 

Asset Class Alternative Asset Target Impact Sustainable agriculture through regenerative 
practices focused on improved water 
management, healthier soil and more robust 
ecosystems, plus opportunities that offer 
improvement over traditional non-sustainable 
farming practices and promotion of local 
employment 

Structure Unregistered Managed Investment 
Scheme (Stapled Unit Trust) 

Trustee Kilter Investments Pty Ltd 

Custodian Sandhurst Trustees Ltd 

Manager Kilter Pty Ltd T/A Kilter Rural 

Target Raise $30 million (Phase 2) 

Target Fund 
Size 

$50 million (Phase 2) Primary SDG Life on Land (SDG 15) 

Target Return Long term target IRR of 9.5%+ per 
annum net of all fees1 

Geography Australia, specifically southern Murray Darling 
Basin 

Distributions Annual if available Impact Asset Framework 

Redemptions NIL, no formal secondary market 

 

Fees and Costs  Management Fee of 1.15% per 
annum 

 Trustee fee of 0.35% per annum 
 Recoverable costs estimated at 

0.50% per annum 
 Performance fee of 15% of pre-tax 

net returns over 8% hurdle rate, 
payable at 5th and 10th year 

Investment 
Term 

Ten years, with the ability to extend by 
up to a further five years 

Minimum 
Investment 

$100,000 (wholesale investors only)  
 

Harm to People & Planet 

 

 

Avoid Harm 

 

Benefit to People & Planet 

 

Contribute to Solutions 

Executive Summary 

Established in 2018 by Kilter Rural (Kilter), The Australian Farmland Funds (AFF) opportunity is focused on investing in land-
based agricultural assets with a long term target return of 9.5%+ (after all fees, before taxes)1 and aim of generating positive 
impact through activities designed to improve soil health, enhance ecosystems and make more efficient use of scarce resources 
such as water. AFF is structured as a stapled unit trust, comprising a fund which owns the assets and a fund which operates the 
assets. 

                                                                 
1 The Information Memorandum details a return target of 10%+ per annum. However, we have taken the performance fee into account that would be payable in 
this scenario, reducing the investor return to 9.5%+ per annum over a 10-year period.  
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AFF received $20 million of seed funding from related parties at launch, and currently owns four assets totalling 1,122 hectares 
in the heart of the Goulburn Valley around Girgarre in Victoria. This area is denoted as Hub 1 under a four-hub strategy which 
targets mid-irrigation districts with lower risk of external (i.e. non-environmental) constraints on water delivery and where 
water is under-utilised. In many instances the land is degraded from intensive farming activities and land clearing (often for 
dairy), allowing for sub-market purchase prices and the ability to employ Kilter’s experience in regenerating land for more 
productive use mainly through irrigation efficiency and soil improvement. At the same time, Kilter will look to demarcate around 
30% of the land for ecological restoration as this ratio has been found to provide the best balance between productivity and 
ecosystem improvement. 

Kilter has named this strategy the Future Farming Landscape (FFL) model. FFL is based on an investment mandate which Kilter 
has implemented for VicSuper over the past 14 years, designed to reduce climate change-associated risks whilst producing 
profitable high-value agricultural products. The environmental impact from the FFL model is defined using the Accounting for 
Nature framework developed in conjunction with the independent conservation organisation Wentworth Group of Concerned 
Scientists2, which reports on the environmental condition of a property whilst measuring progress towards targets set for long-
term soil and ecosystem condition.  

The FFL model, in conjunction with water rights management, has delivered to VicSuper a return of 9.5% over the ten years to 
30th June 2019 by focusing on: 

 Contiguous or closely located farmland allowing for economies of scale on redevelopment, particularly for ecological 
restoration, leading to the Hub strategy; 

 Investment in water delivery security, including irrigation technology and the ability to cope with major climate events; 
and 

 Product off-take agreements to secure price certainty and high value returns. 

Following the seed round (Phase 1) of $20 million AFF has moved to Phase 2, targeting a raise of an additional $30 million from 
an expanded wholesale investor base with the intention of purchasing more assets in Hub 1 and possible commencement of 
Hub 2 asset purchases in Finley, NSW. There is no upper limit to the total fund size, however Kilter has stated it does not expect 
to exceed $500 million. Kilter has demonstrated expertise in managing assets at scale with total assets under management 
including farmland and water entitlements of approximately $400 million.   

AFF is targeting a pre-tax post-fees return of 9.5%+ per annum, comprising income and capital growth crystallised via an exit 
strategy of parcelling up assets for sale to institutional investment managers looking for annuitised income uncorrelated with 
traditional investment markets. The formal investment term is ten years with a six-month extension allowable if it benefits 
unitholders. The term can be also extended by a further five years subject to a super-majority (75%) unitholder vote if that 
would also benefit unitholders.   

Kilter’s track record in managing farmland is solid, and we have first-hand knowledge of the team’s ability as well as 
commitment to generating impact having carried out due diligence on, and facilitated investment into, the Murray Darling Basin 
Balanced Water Fund. We believe Kilter has the capability to execute the FFL strategy and deliver the target returns. 

AFF represents an investment opportunity for wholesale investors looking to participate in the re-purposing of traditional 
farmland (mostly dairy) to more efficient vegetable-based agriculture, with potential for significant environmental impact 
through the promotion of native vegetation, improved soil health and irrigation efficiency. Following investigation of farmland 
indices and return profiles, a financial return of 9.5%+ per annum over 10 years is considered to be appropriate for the level of 
risk inherent in an opportunity of this nature.  

We recommend AFF as a viable inclusion in a portfolio allocation to Alternative Assets where an initial lack of yield and 
investment illiquidity over a 10-year term, up to as long as 15 years, can be tolerated.  

  

                                                                 
2 https://wentworthgroup.org/ 
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1. Agriculture Overview 
The Australian agricultural industry has, and continues to be, a 
major contributor to the domestic economy through cropping, 
horticulture, viticulture and animal farming.  

Reaching peak production in financial year 2016-17 total farming 
revenue has dropped over the past couple of years, mainly due 
to drought and a reduction in live animal exports, and is 
estimated to reach $59 billion in financial year 2019-203. This 
represents approximately 4% of GDP and accounts for 
approximately 10% of Australian exports.  

Agricultural production value is forecast to grow to 
approximately $65 billion by financial year 2023-24, predicated 
on steady growth in prices across both crops and livestock. The 
realisation of this increase is dependent on numerous factors, 
including the key factors of continued global demand for 
Australian produce and improvements in farming efficiency to 
reduce input costs while limiting further degradation of natural 
resources. 

Farming in Australia has always been difficult due to severe 
weather patterns, particularly drought, but the ability to draw on 
water for irrigation saw the growth of industries not necessarily 
suited to the natural conditions, such as rice, cotton and cattle 
grazing in the more arid regions. The introduction, however, of a 
price on water through a cap-and-trade licencing system in the 
productive regions of the eastern states has forced farmers to 
focus on efficient use of water.  

In the southern Murray Darling Basin, where the water trading 
system is heavily policed, a migration from broadacre cropping 
and dairy farming to higher-margin horticultural products such 
as nuts and fruits is occurring. In the northern areas, particularly 
the sparsely populated region of north-west NSW, policing of 
water extraction is more difficult and water continues to be used 
at rates beyond the legislated levels. This has allowed certain 
types of farming, particularly cotton and cattle, to continue 
despite being unsuitable if environmental sustainability is to be achieved. Recent technology such as satellite imaging, combined 
with heavy fines for water theft, have improved the situation but there is still a long way to go before a sufficient balance between 
irrigation and healthy water systems can be achieved. 

Ultimately, water will continue to be a limiting factor in the volume of farm production and irrigators will need to be more efficient 
as Australians increasingly turn their attention to environmental degradation and focus the minds of politicians on redressing the 
natural balance. Thus, environmental risk and regulatory risk must be mitigated for successful execution of any farming strategy.  

 

                                                                 
3 Department of Agriculture ABARES Overview: June Quarter 2019 http://www.agriculture.gov.au/abares/research-topics/agricultural-commodities/jun-2019 

 

Figure 1: Volume of farm production, 1989/90 to 2023/24       
Source: ABARES 

Figure 2: Growth in prices received by sector and inflation    
2011/12 to 2023/24  Source: ABARES 
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2. Investment Thesis 
Australian Farmland Funds (AFF) is an opportunity offered by Kilter Rural (Kilter) for wholesale investors to access a portfolio of 
irrigated farmland, water entitlements and environmental assets as part of a regenerative strategy in the southern Murray Darling 
Basin (Basin). Renewal of farming operations with underutilised irrigation, supported by ecosystem rejuvenation to enhance the 
land, is expected to drive long-term capital growth of AFF units. Production of high value organic and conventional crops is also 
anticipated to produce income for investors from the medium term onwards.  

AFF builds on the key macroeconomic factor of growing tension between the increasing scarcity of arable land per person, which 
declined by 52% from 1961 to 20154, with the increasing demand for food from a larger global population in an environment 
subject to structural modification from climate change and depleted natural resources.  

Over 70% of the original ecosystems prior to European settlement have been cleared and modified in Victoria and NSW5, with 
areas such as the southern Basin focused heavily on various types of farming including rice, cotton, dairy, cereals and horticulture 
(mainly vegetables and permanent crops such as nuts and fruit). With water freely available from the river systems which 
permeate the area, excessive irrigation and land over-use have, in many instances, degraded the ecosystems and damaged the 
land making farming harder and more expensive. When coupled with more frequent weather extremes, many farms are no longer 
sustainable resulting in consolidation or repurposing.   Kilter believes that a strategy of focusing on efficiency whilst restoring 
landscapes to improve soil health and ecosystem robustness provides an opportunity for long-term investment, whilst also helping 
communities through the transition from family-owned farms to corporate-owned farms in recognition of declining inter-
generational transfer options. In discussing this issue with Kilter management, they opined: 

Kilter is firmly of the view that these modified landscapes are where resources must flow to transition them, into highly 
efficient new production systems where ecosystem protection is reinstated and production of more food and fibre is 
accomplished using less land and water. 

It is, in our view, vital that we succeed in this venture of repurposing old, already highly modified and sometimes 
degraded landscapes. We must set an example that this can be achieved with both profit and impact and divert attention 
from the further loss of ecosystems at scale through new greenfield developments. Given the scarcity of water globally 
[is] the most important factor driving agricultural outputs, it is our view that existing agricultural districts with potential 
for productive uplift will continue to meet the demand for increased plant-based proteins rather than greenfield sites 
dependent on new sources of water and removal of existing ecosystem assets. 

Kilter has experience of managing farmland in this restorative way through management of a $130 million mandate for VicSuper, 
as well as managing around $300 million of water entitlements through various vehicles including the Murray Darling Basin 
Balanced Water Fund, a joint venture with The Nature Conservancy that has an environmental watering component embedded 
in its Constitution for assisting and protecting endangered water-based ecosystems and is the only fund of its kind in Australia. 

AFF was seeded in October 2018 with a $20 million investment from aligned investors including Ian Gibson (director of Kilter and 
Regal Funds Management), Rob Purves AM (well-regarded environmentalist) and Andrew King (co-founder of Regal Funds 
Management). It follows the Future Farming Landscape (FFL) strategy which Kilter employs in the farmland management mandate 
for VicSuper. FFL is explained in further detail below in section 2.2. 

                                                                 
4 World Bank data: https://data.worldbank.org/indicator/AG.LND.ARBL.HA.PC 
5 COAG Standing Council on Environment and Water, Australia’s Native Vegetation Framework, 2012, Department of Sustainability, Environment, Water, 
Population and Communities, Canberra pp.4-10 
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2.1 Location 
The southern Basin covers an area 
roughly the size of Germany, 
encompassing the river catchments 
of the Lachlan and lower Darling in 
the north down to the Goulburn, 
Loddon and Campaspe catchments 
in the south. It incorporates the 
major river systems of the 
Murrumbidgee as well as the full 
length of the Murray, commencing 
near Mount Kosciuszko in the 
Alpine region and ending in South 
Australia’s Coorong region. 

As part of the Murray Darling Basin 
Plan (Plan) there is a hydrological 
linkage between nine trading zones 
in the southern Basin which enables strictly governed trade in water entitlements and water allocations between catchments 
spanning New South Wales, Victoria and South Australia across a broad array of agricultural industries, geographies and climatic 
conditions. Water trading in the southern Basin is arguably the most sophisticated water market in the world.  

The Plan was introduced in 2012 following negotiations between the Commonwealth government, state governments and vested 
interest parties to improve the environmental flows in a river system that was close to irreversible degradation. Targeting an 
increase in environmental flows – i.e. a decrease in the amount of water that can be extracted from the river system for 
commercial purposes – of 2,750GL by 2024, the Plan commenced with a buyback of water entitlements by the Commonwealth. 
The Plan has now entered a phase whereby environmental recovery occurs in the form of subsidies for irrigation efficiency projects 
in return for surrendering water entitlements. 

A structural change to farming in the Basin is being driven by the migration from low margin operations such as rice farming and 
dairy farming to higher margin crops such as nuts, stone fruit and citrus where global perception of Australian quality and free 
trade agreements have increased demand for Australian produce. These crops require water all year and every year, making 
demand for water more consistent and permanent. In 2011 (one year prior to implementation of the Plan) high margin users 
consisting of mainly permanent horticulture consumed around 13% of available water. By 2028 high margin users are forecast to 
reach 38% of water availability based on average allocations. At the same time other factors are impacting the price of water in 
the Basin, particularly in times of scarcity: 

 Since 1974 total annual rainfall has fallen by 11% (-0.3% per annum) with winter rainfall falling by 26% (-0.7% per annum), 
and stream flows reducing by 41% since the mid-1990s6 

 The Plan has recovered 2,082GL of flow per annum7, with a further 443GL (based on a 450GL target) of additional water 
to be recovered by 2024, capping the maximum amount of water extraction each year and providing the authorities with 
the ability to further reduce allocations in times of drought 

 Average storage volumes have fallen from 8,496GL in 1999 to 6,597GL in 2019, a reduction of 22%  

The design of the cap-and-trade water trading system in the Basin, in conjunction with the above mentioned factors, is creating a 
systemic increase in the price of water, driving usage from low efficiency irrigators to those that apply water efficiency to maximise 
the yield from each unit of a scare resource, whilst increasing the amount left in the river for environmental purposes.   

Structural change in the use of water and land resources in the southern Basin and water theft coupled with monitoring problems 
in the north is dividing opinion on the Plan. However, given the variety of vested interests involved in water extraction and the 
level of negotiation required to get an outcome acceptable to all, Australian Impact Investments believes that strict application of 

                                                                 
6 Source: Kilter Rural analysis of rainfall data taken from five major storages in the southern Basin 
7 https://www.mdba.gov.au/progress-water-recovery 

  Figure 3: Map of the southern Basin 
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the Plan incorporating efficiency project transparency and significant monitoring currently remains the most pragmatic method 
for improving environmental flows in the Basin. Our discussions with Kilter on the Plan in undertaking due diligence on AFF 
together with Kilter’s commitment to environmental sustainability, demonstrated through the Murray Darling Balanced Water 
Fund, provides confidence Kilter will always act within the true spirit of the Plan.  

2.2 Strategy 
The FFL strategy championed by Kilter is based on operational experience built up in the southern Basin since 2005, comprising: 

1. Attractive entry into underutilised farmland with the potential for good soils and linked with secure water delivery; 
2. Aggregation, redevelopment and transition of land with technology for efficiency and profitability; 
3. Management of price risk through cost-effective production with established off-take agreements; 
4. Mitigation of industry and climatic risk; 
5. Measurement of impact on ecosystem rehabilitation; and 
6. Exit optionality.  

Smaller-scale farmers today face two key 
issues. Firstly, inter-generational transfer 
is happening less and less as younger 
farming family members leave the land in 
search of their own careers, often in 
metropolitan areas. The average age of a 
farmer is over 60 (Figure 4), some ten 
years older than the median aged for the 
broader Australian workforce8, and 
indicative of the lack of succession 
options. It also puts pressure on farmers 
at a time when most others of a similar 
age are starting to think about 
retirement. With no family succession 
options, many are simply walking away 
from farming altogether. 

For those farmers that remain, the operating environment consists of more frequent extreme weather events, increasingly scarce 
resources, increasing input costs and increasing amounts of capital required to continually upgrade efficiencies and technology 
without relying on excessive debt (which needs servicing regardless of production volume and profits), further constraining small 
farms and making them less competitive. 

The consolidation of farmland has been a key foundation of the FFL strategy, specifically designed to acquire land using 
comprehensive selection criteria with hurdles which must be achieved for soil classification, water supply and delivery, ecological 
function (and potential for ecological restoration), scalability, accessibility, drainage, existing infrastructure, irrigable percentage 
of land and a proven locally sourced workforce. Kilter will target areas closer to irrigation water storages in the mid-stages of water 
delivery systems rather than end-of-delivery systems to increase security of supply. In some instances, water delivery security is 
already assured through entitlements attached to the land, while other areas may require an upgrade to water delivery security 
through the purchase of entitlements. 

Once a property is purchased AFF will then look to adopt a “Hub” strategy by aggregating properties in close proximity, preferably 
within a 10km radius to deliver ecosystem connectivity and agricultural efficiency benefits. Hub 1 is located in the heart of the 
Goulburn Valley and supports a broad range of different businesses, although dairy still dominates. Contiguous properties are 
ideal, particularly for ecosystem connectivity, but not essential to FFL since the farms are generally laid out on regular blocks with 
sealed road access making travel between blocks straightforward. 

                                                                 
8 Binks B, Stenekes N, Kruger H & Kancans R, Snapshot of Australia’s Agricultural Workforce, 2018, ABARES, Canberra, pp.4-12 
 

  Figure 4: Average age of farmers & number of farms 
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Following property aggregation Kilter will look to drive efficiencies, increase output and improve ecosystems through land 
redevelopment. In most cases the most prevalent redevelopment will be improved irrigation, as water supply is critical to crop 
growth and water use efficiency is a key factor in improving financial returns from those crops. This is important as, regardless of 
belief in the source of climate change, the evidence points to increasing weather extremes, and the hydrologic variability of the 
Basin will only increase with climate change.  

The southern Basin is currently experiencing drought conditions, 
with Figure 6 showing that much of the southern Basin is either 
rated Serious Deficiency or Severe Deficiency based on the 15-
month rainfall level, with forecasts showing drier than average 
conditions in the short term.  

These conditions highlight the importance of investing in security 
of water supply and irrigation efficiency, as well as the ability to 
react to flooding, to provide crop resilience to dramatic variation 
of weather conditions. 

For water supply, if the land does not already hold water 
entitlements of sufficient security then Kilter will use its 
experience to purchase water entitlements to satisfy operational 
requirements for each farm within the AFF portfolio. 

For water efficiency, Kilter will develop the farms with irrigation technology which can operate and still deliver crop returns under 
fluctuating water availability scenarios, utilising three different irrigation systems that all improve on the existing infrastructure in 
place at the time of land purchase. 

Over the last ten years Kilter has managed over 10,000 hectares of farmland through the worst drought since European settlement, 
the two wettest events in the southern Basin since European settlement, the longest run of extreme heat days in the Swan Hill 
region and the biggest ‘summer’ floods in the mid-Murray, yet still managed to successfully deliver high value produce from 
transitioned landscapes. As an example of strategy robustness, in 2016 just four weeks after the planting of tomatoes on a 
transitioned farm managed by Kilter, the area experienced 170mm of rain in two events only six days apart. The irrigation system 
design, incorporating sophisticated water reuse and drainage capacity, enabled water drainage from the crop area within 48 hours. 
Although yields were affected the crop still delivered a gross margin of $1,000 per hectare. A traditional farm would have lost the 
entire crop to inundation. 

As well as the critical input of water, for AFF the soil health takes on additional importance given Kilter aims to grow a material 
amount of organic produce, in line with its current FFL operating model, where the certification program prohibits the use of 
synthetic fertilisers and pesticides. A portion of the impact analysis Kilter will perform as part of the FFL model is related to 
improving soil health around physical integrity, carbon content, pH and salinity.  

As part of overall risk mitigation Kilter will focus on crop diversification, including a mix of organic and conventional crops, enabling 
a more consistent revenue profile from crops maturing at different points for different customers, and adaptability in the face of 
changing weather events. Planned crops for Hub 1 include conventional field grown tomatoes, organic cereals, organic soybeans 
conventional cereals and canola. 

To manage offtake and maximise profitability where direct buyer relationships are not available or not suitable, Kilter established 
an equal-partnership joint venture in 2015 with two experienced industry operatives. The venture, Wedgetail Food and Fibre 
(Wedgetail) is tasked with sourcing buyers to establish long-term relationships and sales margins for the benefit of investors.  

Offtake agreements are negotiated with a “best endeavour” clause acknowledging the variable nature of crop production and if a 
contract cannot be fulfilled for reasons beyond Kilter’s control then Kilter is not required to fulfil the remainder of the agreed 
supply volume with externally sourced produce. We have viewed the depth of customers which is extensive and includes a number 
of household brands.  

  Figure 5: Rainfall Deficiency 15 months to 30th June 2019 
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3. Financial Forecasts 
As Kilter can continue raising capital well beyond its seed amount the final size and asset composition of AFF are unknown and, 
therefore, we can only focus on the feasibility of financial assumptions and the exit strategy that will realise investment gains and 
achieve the forecast internal rate of return (IRR) during a 10-year term. The sale of AFF, or parcels of AFF, to an institutional or 
listed investor is the expected strategy by offering:  

 Portfolio exposure to an asset class not easily accessible at scale in traditional investment markets, across a spread of 
geography and sectors; 

 Turn-key farming operations with installed management and established offtake agreements; and 
 Access to premium product markets.  

Once AFF reaches $100m+ in size the underlying asset base can be split into marketable parcels if required whilst maintaining the 
scale required for institutional investment, expanding the exit strategy to a wider market. Kilter’s mandate with VicSuper has 
provided the valuable experience of working with an institutional client and understanding what these clients are looking for in 
the underlying assets.  

Using independent benchmarks 
such as the Australian Farmlands 
Index9 and the Aither Water 
Index10, the assumptions used in 
the base case appear reasonable. 
Under a commercial in confidence 
basis we have viewed the forecast 
prices per tonne for the varying 
crop types that Kilter plans to 
grow and consider them to be 
relatively conservative.  

Importantly, Kilter is conscious that in the early stages the farms cannot be reliant solely on economies of scale in case fundraising 
takes longer than expected, thus no “economy of scale” factor has been included in the financial forecasts providing upside 
opportunity on realisation of any scale benefits. Also, no revenue streams from carbon mitigation and sequestration schemes 
have been modelled into target returns due to current uncertainties around the efficient operation of these markets. However, 
Kilter does expect to be able to periodically take advantage of these schemes to augment returns. Taking all these considerations 
into account we believe the forecast base case return of 9.5%+ per annum net of fees over a 10-year period is feasible. 

3.1 Fees 
Kilter will charge a management fee of 1.15% per annum based on fund size, as well as a trustee fee of 0.35% per annum (using 
its subsidiary, Kilter Investments Pty Ltd). Recoverable expenses such as audit and accounting fees, preparation of tax returns, 
asset valuations, custodian charges and unit registry costs are budgeted at 0.48% of funds under management, bringing total fees 
and costs to 1.98% per annum. The fees and costs are considered reasonable for a fund of this nature. 

Under the AFF Constitution Kilter is entitled to a performance fee of 15% of pre-tax net returns over an 8% per annum hurdle rate. 
The fee is payable at the 5th and 10th year to ensure that returns are measured on a long-term basis rather than year to year. 
Throughout this document the performance fee has been taken into account when calculating the forecast net return to investors 
of 9.5%+ per annum. 

Kilter is also entitled to 10% of any grants given to AFF for restoration of ecosystems. No grant funding has been modelled in AFF 
target returns and any benefits achieved through these programs will be incremental to forecast returns.  

                                                                 
9 https://www.agriinvestor.com/ncreif-drought-sees-australian-returns-fall-q1-2019-water-entitlements-help-land-appreciation-soar/ (PAYWALL) 
10 Aither, Water Markets Report 2017/18 Review & 2018/19 Outlook, p.26 https://www.aither.com.au/wp-content/uploads/2019/03/Aither-Water-markets-
report-2017-18-3.pdf 

  Table 1: Sensitivity Analysis 
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3.2 Exit 
As AFF farms become established, the sale of produce is expected to generate net income for investors over the medium to long 
term. It is the sale of farmland, however, that will crystallise the majority of long-term returns for investors in AFF. There continues 
to be significant investor interest in Australian land, water and agri-food assets and we expect this trend to continue. Kilter is 
primarily positioning AFF for a trade sale to either institutional investors (super funds, wealth managers etc.) or possibly to larger 
food sector companies vertically integrating across the supply chain from farm to plate. 

By way of example, Industry Super Funds reported that in 2017 its members owned $1.6 billion of Australian farmland, and this 
was expected to increase further in the future11. The need for assets uncorrelated to public equity markets whilst still providing 
yield over the longer term for liability matching purposes, combined with solid demand from increasing populations and a desire 
for premium quality, create a unique set of circumstances to make operating farms an attractive opportunity for large asset 
managers, provided the investments are of a suitable scale. We believe Kilter’s strategy fits this growing market and enables a 
viable exit strategy. 

An alternative could be the vesting of AFF assets into an income fund focused on yield provided by mature operating assets, where 
the benefits of diversification and returns uncorrelated to public markets would also be attractive to investors.  

4. Impact 
Creating environmental impact is a fundamental feature of the FFL model employed by AFF under Kilter’s leadership and Case 
Study Number 5 on page 33 of the AFF Information Memorandum gives an example of land rehabilitation. Kilter will aim for 30% 
of currently modified farmland to be restored to native vegetation, since native vegetation corridors provide benefits to farmland12 
such as wind breaks, soil retention and homes for bee colonies (particularly native bees). We note that 30% is a cumulative figure 
across properties and certain properties may have variations around this amount. For example, due to land profiles it may make 
more sense to have a higher native vegetation content on one property and less on an adjoining property in order to create a 
more natural vegetation corridor. For impact measurement native vegetation condition will be assessed on its structure, diversity 
and connectivity. 

The second impact measurement involves soil condition. Kilter will be monitoring the condition of soil assets based on attributes 
of physical integrity, carbon content, pH and salinity. 

Both impact measurements will be implemented in accordance with the Wentworth Group of Concerned Scientists (Wentworth 
Group) Accounting for Nature protocol, developed under the guidelines of the UN System of Environmental-Economic 
Accounting13, using an Ecological Condition (Econd) value - a calculated score between 0 and 100 where 100 represents 
undisturbed or ‘reference’ condition. Annual measurements determine the change in the Econd value. As farmland is by nature 
modified land, a score of 100 could never be achieved. However, the aim is to get the Econd score as high as possible whilst 
continuing to operate a profitable farm.  

                                                                 
11 Industry Superfunds Australia, Superannuation Fund Investment in Australia, 2018, Melbourne, p1 
12 Office of Environment & Heritage, Integrating Wildlife Conservation & Farm Management, 2019, NSW Government, Sydney, pp.1-4 
13 https://seea.un.org/ 
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Kilter has worked closely with the Wentworth Group on a 
pilot property in Winlaton, making it the first corporate 
landscape manager in Australia to have accredited 
accounts. Figure 6 shows the environmental 
improvements achieved within a managed landscape. 
Notably, a requirement of accredited environmental 
accounts is that the ability to create change must occur 
within a three- to five-year timeframe. 

Kilter has also notified us that it is in advanced 
development of further methods to illustrate the 
condition of natural assets relating to landscape hydrology 
(particularly groundwater) and fauna (especially birds). 
External technical experts selected by the Wentworth 
Group are assisting Kilter with the development and 
testing of these methods.  

The focus on organic produce also leads to impact which is not measured but occurs in the form of reduced chemical input and 
relationships with local businesses. For example, the Winlaton farm uses around 30,000 tonnes of Victoria-sourced compost 
annually14, and Bugs for Bugs is contracted to find natural solutions to pest management. 

AFF will report to investors on changes in environmental condition over time, with the purpose of demonstrating how improving 
Australian agricultural and ecological landscapes can occur whilst still delivering competitive investor returns. 

Given the intention to employ local labour where possible (which is a required condition of the VicSuper mandate), we queried 
Kilter on whether this would also form part of the impact measurement. We were informed that at this stage the focus will be on 
environmental condition. Kilter is, however, well known in the communities within which it operates, and as part of a farm 
purchase will visit councils to inform of intentions, liaise with key community leaders promoting investment in communities and 
consult with the local community for employment purposes and on-farm expertise, as well as partnering with local staff and 
contractors to ensure positive local economic outcomes. Whilst local recruitment is part of the operating model it will not be a 
key measurement for AFF at this stage. We will continue to press for disclosure on this metric as AFF progresses. 

5. Key Parties 

5.1 Portfolio Manager: Kilter Rural 
Founded in 2004 as a joint initiative of Cullen Gunn (Director and CEO) and VicSuper to attract institutional investment to 
sustainably managed farmland, water and ecosystems, Kilter is one of Australia’s largest and most experienced agricultural 
managers. As at March 2019 Kilter’s combined assets under management, comprising AFF, the Murray Darling Basin Balanced 
Water Fund (the only water fund with an environmental watering impact mandate), a water fund for wholesale investors and the 
VicSuper farming mandate, was around $400 million. 

Performance since inception for the VicSuper farming mandate is around 9.5% per annum, with a more recent 5-year return of 
11.1% per annum due to learnings picked up from earlier years and applied to the FFL model.  

The Kilter management team holds strong farming and commercial experience and is well known to Australian Impact Investments 
through the Murray Darling Basin Balanced Water Fund. We are confident of Kilter’s ability to manage agricultural assets through 
varying climate and economic conditions, and do not doubt the commitment to impact given the existing managed assets and the 
working relationship with the Wentworth Group. 

Cullen Gunn – Involved directly in farming and water management since 1993, Gunn is a founding director and material 
shareholder of Kilter and has overseen management of existing portfolios since 2006. Gunn is the driving force behind Kilter’s 

                                                                 
14 Soils for Life, FFL Winlaton Case Study: The Kilter Rural Story, 2018, Barton, p.2 

  Figure 6: Managed Landscape Environmental Score 
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focus on advancing sustainable farming alongside ecosystem rehabilitation and protection, and has authored on both land 
degradation and agribusiness accountability.  

Euan Friday – Holding senior roles in Kilter since 2008, Friday is a director and material shareholder of Kilter. Following a 
background in corporate finance and corporate financial management at large organisations, Friday was instrumental in the 
establishment and growth of Kilter’s water business and now focuses on establishing and raising capital for Kilter business 
ventures.  

Anita Butters - A co-founder of Kilter, Ms. Butters is a director and material shareholder. With significant experience in finance 
and operations, Ms. Butters is responsible for quality assurance, compliance and governance processes for Kilter, and is also the 
Company Secretary.  

In December 2018 Regal Funds Management (Regal) acquired a 50% stake in Kilter. Regal director Ian Gibson and Rob Purves have 
been associated with both Kilter and Regal for several years. Regal owners have invested personally in AFF, and Brendan O’Connor 
– CEO of Regal – sits on the Board of Kilter. The 50:50 ownership (and voting rights) has been purposefully established to ensure 
that in the event of a tied decision the Board must negotiate to reach an outcome. We note these negotiations would have little 
operational bearing on Kilter Investments as trustee given AFF is governed by a Trust Deed and Constitution. 

5.2 Trustee: Kilter Investments 
Kilter Investments Pty Ltd, an affiliate of Kilter and holder of an Australian Financial Services License, is the Trustee of the Fund. 
As Trustee, Kilter Investments is responsible for operating the Fund in accordance with the Fund’s Constitution. The Board of the 
Trustee comprises: Robert (Bob) Welsh (Chair), founding and former CEO of VicSuper; Henriette Strain, a highly experienced 
corporate lawyer and senior executive in financial services; Cullen Gunn (see section 5.1); and Anita Butters (see section 5.1). 

5.3 Trustee: Sandhurst Trustees 
 Sandhurst is a wholly owned subsidiary of Bendigo and Adelaide Bank. It acts as an independent third party holding AFF assets 
and as the record keeper for transactions and holdings, reporting on holdings and trades for AFF in accordance with a custodian 
agreement. 

5.4 Offtake Partner: Wedgetail Food and Fibre 
Wedgetail was established in 2015 as an equal-partnership joint venture between Kilter (50% ownership), Richard Furphy (CEO) 
and Bruce Symons (Chair) owning 50% together. Kilter has two seats on the four-person Wedgetail Board. Furphy and Bruce have 
significant experience in organic farming, negotiating contracts with large buyers and growing relationships, with Wedgetail 
negotiating offtake agreements worth $17 million per annum from a standing start since inception.  

Whilst it is feasible for AFF to arrange its own offtake agreements, utilising a specialist organisation whilst holding a high degree 
of control and without being forced to use Wedgetail effectively gives AFF the best of both worlds. We view the skillset that 
Wedgetail staff bring as positive for investors in AFF, provided it can continue to source offtake agreements that deliver 
augmented investor returns through high-value supply chains based on long term relationships. 

5.5 Impact Partner: Wentworth Group of Concerned Scientists 
Established in 2002, the Wentworth Group is an independent organisation of Australian scientists, economists and businesspeople 
focused on the conservation of Australia’s land, water and marine resources by “connecting science to public policy.” The 
Wentworth Group looks to drive innovation in the sustainable management of resources, engaging vested interests to research, 
test and implement solutions to environmental problems. It has made numerous submissions to state and Federal governments 
across a range of environmental issues as well as producing several research papers and guides to implementation of programs 
ranging from landscape conservation and water reform to environmental accounts. We consider the Wentworth Group to be a 
highly reputable partner to assess the environmental impact of AFF. 
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6. Risks 
Farming is subject to numerous operational risks which, either on a standalone basis or through interaction, could adversely affect 
the performance of AFF and subsequently investment returns. While we have tabled the major risks below, all potential investors 
should read pages 44-46 of the Information Memorandum. 

Key Risk Comment 
Availability of Investment Opportunities. AFF can 
be expected to compete with other investors for 
opportunities. Despite the sectoral drivers such as 
ageing farmers and the inability of dairy farms in the 
area to compete due to insufficient margins and 
water inefficiency, there is no assurance that Kilter 
will be able to identify suitable investments and 
acquire them for an appropriate amount. 

The specialist knowledge and track record of the Kilter team, plus depth 
of investment experience together with strong networks in the targeted 
geographical area, substantially reduces the risk that Kilter will be unable 
to identify and execute suitable investment opportunities. We have 
researched properties available in the southern Basin using Ruralco15 
and discussed the potential opportunities with Kilter. Whilst the 
availability of suitable farmland may decrease in the future, we consider 
it likely Kilter will be able to source sufficient properties to achieve target 
returns and a viable exit strategy. 
 

Key personnel and management. The success of 
AFF will, to a large extent, depend on the ability and 
experience of the Kilter management team 
executing farmland re-development plans. 
 

Whilst there is no guarantee that key personnel will remain involved in 
AFF’s investment activities, we note that key management executives 
are long-term Kilter shareholders and directors, with no one person fully 
responsible for the running of AFF. Also, under the terms of the Portfolio 
Management Agreement and the Asset Management Agreement the 
Trustee retains some rights of review if certain key employees cease to 
be employed by Kilter, and Kilter may even be replaced as manager if it 
is unable to demonstrate continued capability in running AFF. 
 

Agricultural risk. The ability of AFF to achieve target 
financial results is dependent upon various 
agricultural risk factors. Some of these factors, such 
as extreme weather conditions, floods, hail, 
drought, water availability, pests, diseases, soft 
commodity prices, input prices and changes to 
water regulations are largely outside the control of 
AFF and Kilter. In addition, climate change may 
fundamentally hinder investment in Australian 
farmland, water and ecosystems. 
 

These risks are unavoidable in a fund that operates in a sector reliant on 
weather conditions and the natural environment. Given Kilter’s 
experience, including successfully managing farmland through extreme 
weather events, we are confident that Kilter can sufficiently transition 
farmland through geographic diversification, irrigation technology, soil 
improvement and more robust ecosystems supported by natural 
vegetation, to a more sustainable position, able to handle weather 
extremes and changing environments. 

Agricultural competition. The introduction of new 
competitors, technologies, substitute products or 
crops, or a more aggressive competitive response 
from existing market participants or buyers, may 
affect operating performance. 
 

The Kilter management team has significant expertise across the value 
chain, and a strong track record of both industry leading innovation to 
keep costs competitive and developing relationships for long-term 
offtake agreements. The Wedgetail joint venture has brought in 
additional expertise for negotiating mutually beneficial arrangements. 

Product demand. AFF’s success depends in part on 
the ongoing demand for the crops it grows. It is 
possible that macroeconomic conditions or 
unanticipated structural changes could reduce 
demand for the produce of AFF farms. 
 

The target properties will have the flexibility to produce a range of crops 
within the context of a changeover period. It is notable that Kilter has no 
permanent crops planned as this would hinder flexibility, unless an 
opportunity arises that would be beneficial in the long term for 
investors. However, this flexibility may only act as a partial mitigant and 
it is possible that any change in the proposed cropping mix could 
negatively affect the earnings of AFF. 

                                                                 
15 https://www.ruralcoproperty.com.au/ 
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Water security. Low water allocations may occur 
during period of drought or dry weather years, 
adversely impacting on the ability of AFF to grow 
crops and ultimately provide income to cover 
expenses and provide returns to investors.  

The prioritisation of high reliability (high security) water entitlements, 
whose annual allocations are less sensitive to seasonable conditions 
than general security water entitlements, along with strategic farm 
selection in areas serviced by more regular water supply, will help 
mitigate this risk. The re-purposing of farmland with efficient irrigation 
technology will also allow the farms to operate on less water if required.  
 

Illiquidity. The return of capital and realisation of 
capital gains, if any, from an investment in AFF is 
dependent on Kilter’s ability to realise partial or 
complete dispersion of AFF’s investment in each 
underlying asset. 

While Kilter has, in our opinion, put forward a viable exit strategy, there 
can be no assurance that it will be effective, and an alternative strategy 
may be required. Investors in AFF must be in a position to commit funds 
for up to 10 years and withstand loss of capital recognising the possibility 
investments made by AFF may incur a loss of value if a successful exit 
cannot be achieved. Investors should also be aware that the life of AFF 
can be extended by a further five years subject to a super-majority (75%) 
vote by unitholders at the end of the 10-year term if it is believed that 
this would produce a better outcome for investors.  
 

 

7. Conclusion 
Kilter’s track record in managing farmland is solid, and we have first-hand knowledge of the team’s ability as well as commitment 
to generating impact having carried out due diligence on, and facilitated investment into, the Murray Darling Basin Balanced Water 
Fund. We believe Kilter has the capability to execute the FFL strategy and deliver the target returns. 

AFF represents an investment opportunity for wholesale investors looking to participate in the re-purposing of traditional (mostly 
dairy) farmland to more efficient vegetable-based agriculture, with potential for significant environmental impact through the 
promotion of native vegetation, improved soil health and irrigation efficiency. Following investigation of farmland indices and 
return profiles, a financial return of 9.5%+ per annum over 10 years is considered to be appropriate for the level of risk inherent 
in an opportunity of this nature.  

We recommend AFF as a viable inclusion in a portfolio allocation to Alternative Assets where an initial lack of yield and investment 
illiquidity over a 10-year term, up to as long as 15 years, can be tolerated.  

 

THE SMALL PRINT  

This document is general advice for wholesale investors only. Recipients should not treat the contents of this document as financial 
advice nor advice relating to legal, taxation or investment matters. Before acting on this advice recipients should consult their own 
advisers giving consideration of the appropriateness of the advice, having regard to their own objectives, financial situation and 
needs.   

None of Australian Impact Investments directors, officers, employees, or any entity or person associated with Australian Impact 
Investments, guarantees or makes any representation or warranty as to, or takes responsibility for, the accuracy, reliability or 
completeness of this document. Further, none of Australian Impact Investments directors, officers, employees, or any entity or 
person associated with Australian Impact Investments guarantees the performance of the investment opportunity discussed in 
this document. 

Potential investors should read the Information Memorandum for Australian Farmland Funds dated March 2019 before making 
any investment. 
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Investment Overview 

Investment Future Renewables Fund ESG Focus Environmental 

Asset Class Alternative Asset Target Impact Investment in underlying assets that are 

invested directly in renewable energy 

projects, with a target of 60% exposure; 

or in corporate debt of companies with a 

demonstrated commitment to 

sustainability. 

Structure Registered Managed Investment Scheme 

(Unit Trust) 

Trustee/Custodian One Managed Investment Funds Ltd 

Manager Future Super Services Pty Ltd Primary SDG Affordable and Clean Energy (SDG 7) 

Fund Capitalisation $1.0 million as at 4th April 2019 Geography Australia, although the Constitution 

allows for international investments 

Target Return Long term target IRR of 5.2% per annum Impact Asset Framework 

Distributions Annual following the end of each 

financial year 

 

Redemptions Available monthly, subject to conditions 

Fees and Costs Estimated at 1.01% per annum, 

comprising: 

• Management Fee of 0.86% per annum 

• Transaction costs estimated at 0.02% 

per annum 

• Indirect costs of approximately 0.13% 

per annum 

Investment Term Open-ended, with no fixed term 

Minimum 

Investment 

$5 (open to retail investors) 

 

 

 

Harm to People & Planet 

 

 

Avoid Harm 

 

Benefit to People & Planet 

 

Contribute to Solutions 

 

1. Introduction 

Future Renewables Fund (Fund) is a retail managed investment fund with a strong focus on Australian renewable energy 

investment. The Fund was established by Future Super and will be managed by Future Super Services Pty Ltd (Manager). Future 

Super was established in 2014 and has been offering screened portfolios, in particular fossil fuel-free investment options, since 

inception. We cannot use any of the Future Super options for comparative performance as the underlying asset allocations and 

investments are different to the Fund, but we do note that the Future Super investment options have performed positively since 

inception and the CIO, Dan East, has significant investment experience. 

The Fund portfolio currently consists of the following underlying assets: 

− 30% Infradebt Ethical Infrastructure Debt Fund (IEF); a wholesale fund focused on predominantly secured debt products 

for infrastructure assets deemed to have an environmentally or socially positive impact. 

− 30% IIG Solar Asset Fund (SAF); a wholesale fund that owns three solar farms in Victoria and Queensland 

− 40% cash, debt and hybrid instruments; currently split 20% NextDC corporate bonds, 15% split equally across ASX-listed 

hybrids issued by Insurance Australia Group and Bendigo & Adelaide Bank, and 5% cash.  

C A H B 
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All these assets are scalable, and as the Fund grows the Manager will add to each investment (or viable alternatives) to maintain 

the required asset allocation. Debt and hybrid instruments are specifically used to generate yield but also give the Fund liquidity 

in order to balance future inflows and outflows. We have been informed that the Fund will have access to the Infrastructure 

Capital Group Australian Renewables Income Fund (currently three wind farms), but that investment in this asset will only occur 

once the Fund is at a larger scale and requires asset base diversification to prevent over-concentration in any particular asset. 

2. Assets 

2.1 Infradebt Ethical Infrastructure Fund 
The IEF invests solely in infrastructure debt assets. Currently the underlying portfolio is split 61% solar farms, 13% embedded solar 

(i.e. rooftop panels), 9% embedded networks focused on energy efficiency, 14% wind farms and 3% public/private partnerships. 

IEF generates distributable income from the interest received on investments plus a return of capital underpinned by bullet 

payments or amortisation schedules on the underlying investments.  

Infradebt offers a strong management team with significant experience in dealing with both private operators and government, 

as well as public-private partnerships, across large-scale transactions covering social infrastructure, buildings, transport, energy 

production and transmission. In discussion with Infradebt we expect IEF to return between 5% and 6% annually before fees over 

the next three to five years.  

2.2 IIG Solar Asset Fund 
The SAF is currently invested in three solar farms with a combined value of $120 million, comprising 19.3MWp Swan Hill Solar 

Farm (Victoria), 19.9MWp Chinchilla Solar Farm (Queensland) and 34.6MWp Brigalow Solar Farm (Queensland). Swan Hill and 

Chinchilla are generating electricity whilst Brigalow is under construction and due for completion later this year. The SAF will target 

acquisitions of a further $60 million and has identified a pipeline of opportunities, with priority for additional assets to be in NSW 

or Victoria in order to geographically diversify the portfolio. 

Impact Investment Group Pty Ltd (IIG) manages the SAF as part of $670 million in assets under management, including $176 million 

in renewable energy, and its management (as well as its Renewable Energy Infrastructure team) is well known to and respected 

by Australian Impact Investments. Target return is 10% per annum IRR, inclusive of an 8% per annum yield. 

2.3 NextDC 
NEXTDC Limited (ASX code NXT) is a provider of data centre services to a range of corporate, government and IT services 

companies. The company offers tailored options to assist clients in managing their IT infrastructure and facilitates access to cloud 

platforms across Australia.  The company has a stated commitment to improving the environmental and social impacts of its 

business with a focus on minimising energy consumption and carbon emissions – which are key challenges for the IT sector. 

2.4 Insurance Australia Group 
Insurance Australia Group Ltd (ASX code IAG) is a general insurance group offering a range of personal and commercial insurance 

products, primarily motor vehicle and home insurance. With operations in Australia, New Zealand, and Asia it also has interests in 

general insurance joint ventures in Malaysia, India and China. IAG has been carbon neutral since 2012 and a signatory to the UN 

supported Principles for Responsible Investment since 2008. IAG also incorporates environmental, social and governance (ESG) 

considerations into its investment approach and policies.  

2.5 Bendigo & Adelaide Bank 
Bendigo & Adelaide Bank Limited (ASX code BEN) provides a range of banking and other financial services to individuals and 

businesses, with a strong focus on community banking.  BEN was the first major Australian bank to publicly oppose investing in 

gas and coal projects in its efforts to reduce exposure to fossil fuel projects and minimise environmental harm. It was also 

instrumental in the development of Australia’s only regionally based Solar City, Central Victoria Solar City, designed to highlight 

the capability of regional and remote communities in reducing energy use and generating green energy innovatively. BEN provided 

significant intellectual property to the project, as well as access to financial products that the project would otherwise have found 

difficult to procure. 
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3. Impact/ESG Thesis  

The Manager is targeting 60% exposure to renewable energy, at this stage achieved through IEF and SAF, and utilising debt 

products of companies that can demonstrate a commitment to sustainability. The Manager expressed an interest in taking the 

direct renewable energy exposure higher, but needs to maintain liquidity in the Fund and we agree that the current approach is a 

pragmatic mix of assets. Overall, we rate the Fund as Benefit Stakeholder (Green) since the direct impact can only be measured 

within the SAF. Nevertheless, the Fund makes a positive contribution towards Australia’s transition to a renewable energy-driven 

economy.  

4. Investment Thesis  

The Fund is effectively a ‘fund of funds’ for illiquid assets that retail investors currently cannot obtain access to, with liquidity 

supplemented through the use of corporate debt products that, in theory, can be liquidated in the short term to meet redemption 

requests. Though only two asset managers have been utilised at this stage, diversification is achieved through the underlying 

portfolios of IEF and the SAF. Australian Impact Investments has previously recommended the SAF and a feeder fund to IEF for 

wholesale investors and is comfortable with the underlying investments of each fund. We would prefer to see more diversification 

across the corporate debt portion of the Fund but have discussed this issue with the CIO of the Manager and understand the 

current rationale. The CIO has confirmed that as the Fund value grows, diversification of corporate debt will increase. 

By drawing on the team from Future Super the Fund has assembled a strong Board consisting of Dan East (CIO for Future Super 

and the Manager), Adam Verwey (co-Founder and Director at Future Super and also a Director at ACCR), James Thier (Director of 

Future Super and former Director of Australian Ethical) and Tim McCready (CIO of Christian Super). The Fund Board is supported 

by other Future Super employees including a Senior Portfolio Manager, Portfolio Manager, Quant Analyst and Securities Dealer. 

We believe the Board strength is appropriate.  

Target return is 5.2% per annum net, consisting predominantly of income. Given the income generation profile of the underlying 

assets we feel this return will be difficult in a low interest rate environment and would expect the Fund to generate a return of 

closer to 4.5% per annum to 5.0% per annum. Currently investors can expect a 12-month term deposit rate of 2.8%, around 5.5% 

per annum (inclusive of franking credits) from second-tier bank hybrids listed on the ASX, and around 5.5% per annum (on average) 

from infrastructure investments listed on the ASX. Following on, we do not believe that a return of 4.5% per annum accurately 

reflects the risk profile of the Fund given: 

1. NextDC bonds are unrated, unsecured corporate debt. 

2. The SAF is currently focused on generating revenue from electricity spot markets rather than contracted power purchase 

agreements (PPAs), which exposes the SAF (and, therefore, the Fund) to potential cash flow volatility. It is also a new 

product with no material track record to draw on.  

Our conservative approach prohibits us from classifying either of these assets as defensive, and the gross returns of each point to 

a higher risk profile. Since this is an income-based fund, adding lower risk assets to the mix will not reduce the potential for 

problems with the higher risk assets, but it will reduce the overall return, and we suggest that this is what will happen with the 

Fund. Thus, we are unable to classify the Fund as a genuinely defensive asset and classify it instead as an alternative asset with a 

focus on income. That said, we do not expect material problems with the Fund investments under normal operating circumstances, 

and if there was a shift to PPAs with high-grade off-takers within the SAF we would review the Fund rating. 

The Fund intends to pay distributions annually in order to manage cash flows in the early stages of development. The Manager is 

amenable to increasing payment frequency to semi-annual, or even quarterly, in the future and we have agreed to discuss the 

potential for a change in frequency on a regular basis. 
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5. Fees 

The overall expected fee rate payable by investors is 1.01% per annum consisting of 0.12% payable to the responsible entity 

(trustee) and custodian, One Investments Pty Ltd; 0.40% payable to the administrator Unity Fund Services Pty Ltd (a related party 

to the responsible entity); 0.15% of incidental costs incorporating certain transaction costs, operating costs and the ongoing 

management fee for IEF (as a debt fund IEF’s management fee must legally be extricated from the gross return forecast and 

incorporated into the fee estimate, but as a normal unit trust the SAF ongoing management fee of 0.6% per annum is represented 

through the net return included in the return forecast); and 0.34% payable to the Manager.  

There are minimum fees payable to the responsible entity and administrator, which means that fees accrued will not match fees 

owed until the Fund size is over $20 million. Up to that point the Manager will meet any shortfall in fees owed to the responsible 

entity and administrator to ensure investors do not pay a fee rate that is more than the estimated 1.01% per annum. We believe 

this fee level is appropriate for a retail fund offering investors access to wholesale investments with a major focus on renewable 

energy. 

6. Risks  

The Fund is subject to numerous risks that, either on a standalone basis or through interaction, could adversely affect investor 

returns. The Product Disclosure Statement contains a detailed list of the risks faced by the Fund on pages 14 to 16, and we strongly 

encourage advisers to read this section for familiarisation with issues that could hinder investment performance, and ensure that 

clients are aware of these risks before investing. 

We consider the key risks to be as follows: 

6.1 Investment Risk 
The underlying investments are subject to credit risk - the inability of a project or company to repay its debts - putting return on 

investment and capital repayment at risk. The SAF also contains equity risk – whereby changes in revenues and profitability create 

a decrease in asset valuation and, therefore, a reduction in the investment valuation. Recent issues with electricity transmission 

infrastructure highlight the importance of investing in high-quality assets with manageable levels of gearing. Through significant 

discussion we believe Infradebt and IIG are well aware of these issues and manage their portfolios appropriately. 

6.2 Market Risk 
A number of factors driving the economy could affect the ability of the Fund to achieve its target return, including general 

economic conditions, domestic political instability (and subsequent impact on energy policy), the energy market and new 

technology. 

6.3 Energy Market Risk  
Electricity generation in Australia is in a transition phase from fossil fuel-driven base load power to a more intermittent generation 

profile backed by renewable sources. Whilst storage options such as batteries and pumped hydro offer a way to match generation 

with consumption, the economics of storage are not yet financially viable over shorter terms (or in the case of Snowy Hydro 2, not 

online for a number of years), which will lead to volatility in energy pricing and an unstable operating environment in the near 

future.  While we believe storage options will soon become financially viable, and are comfortable that Infradebt and IIG both 

understand the risks and are actively managing their portfolios to accommodate the variables, market risk will likely remain an 

issue in the foreseeable future. 

6.4 Manager Risk  
Whilst both Infradebt and IIG hold positive long-term track records, the Manager can change the target allocations and also add 

new managed funds if they see fit. This introduces an element of risk to the Fund, particularly as visibility into the track record of 

the Manager is limited. By way of mitigation we have discussed the issues with the Manager and are comfortable that the intention 

of keeping the underlying portfolio simple - relying on Infradebt, IIG (and Infrastructure Capital Group later on) - to provide 

diversification at the asset level, and utilising relatively conservative corporate debt products to provide yield and liquidity, is an 

appropriate strategy. 
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6.5 Liquidity Risk 
The illiquid nature of IEF and the SAF, covering 60% of the Fund assets, is partially offset by using an over-the-counter (OTC) debt 

product and two ASX-listed investments. Nevertheless, just because a market exists for products does not mean that the Manager 

will be able to sell investments at a reasonable price. There is no visibility into OTC market depth, and ASX-listed products do have 

periods of relative illiquidity through shallow market depth. The Fund intends to offer monthly liquidity windows, but there is no 

guarantee that withdrawal requests can be met in the short term, and it is entirely feasible that the Fund could be frozen in times 

of market dislocation to protect investor capital. Potential investors should have an investment horizon of three years or more, 

and be prepared for illiquidity in the event of extreme market volatility. 

7. Recommendation  

Overall, we believe the Fund presents an opportunity for retail investors to gain access to renewable energy assets via a committed 

Manager and two respected asset managers in the renewable energy space, noting that it is not a direct replacement for defensive 

investments due to the risk profile of some of the underlying investments. The hybrids may duplicate exposure for some clients, 

but we do not see this as problematic unless client portfolios have particularly large allocations to Insurance Australia Group or 

Bendigo & Adelaide Bank. We recommend that the Future Renewables Fund be added to the Ethinvest Approved Product List. 

 

 

THE SMALL PRINT  

This document is general advice for wholesale investors only. Recipients should not treat the contents of this document as financial advice nor 

advice relating to legal, taxation or investment matters. Before acting on this advice recipients should consult their own advisers giving 

consideration of the appropriateness of the advice, having regard to their own objectives, financial situation and needs.   

None of Australian Impact Investments directors, officers, employees, or any entity or person associated with Australian Impact Investments, 

guarantees or makes any representation or warranty as to, or takes responsibility for, the accuracy, reliability or completeness of this document. 

Further, none of Australian Impact Investments directors, officers, employees, or any entity or person associated with Australian Impact 

Investments guarantees the performance of the investment opportunity discussed in this document. 

Potential investors should read the Product Disclosure Statement for the Future Renewables Fund dated 8th March 2019 before making any 

investment. 

 

 

 

 

 




