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• Signatory of Principles for Responsible Investment (formerly 

known as UNPRI)

• Morphic Ethical Equities Fund and Morphic Global

Opportunities Fund are certified Ethical investments by the 

Responsible Investment Association of Australasia (RIAA)

• First donation to Bush Heritage from Morphic Asset 

Management

Morphic Asset Management Update
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Mark Fulton – Valuing oil companies for a post-carbon world

Energy stocks Index (XLE:US) vs Oil price (CO1:COM) USD, normalised, Nov 2016 – Nov 2017

Source: Bloomberg, Team Analysis
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Mark Fulton – Valuing oil companies for a post-carbon world

Energy stocks Index (XLE:US) vs Oil price (CO1:COM) USD, 2001 - 2017

Source: Bloomberg, Team Analysis
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Energy stocks vs Oil price 5 year moving average

Oil stocks 
cheap

Oil stocks 
expensive
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Bush Heritage Australia
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Bush Heritage – Healthy Country, Protected Forever

• We are a national charity that exists to protect Australia’s 

unique animals, plants and their habitats – and stop them 

from being lost forever.

• We do this by owing and managing a network of wildlife 

reserves around the country.

• The numbers…

6.2 million hectares of land protected

44 reserves and partnerships

5200 species recorded on our land

222 threatened species protected
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Bush Heritage – We work where we are needed most
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Charles Darwin Reserve, WA

Pullen Pullen Reserve, QLD

Boolcoomatta Reserve, SA

Liffey River Reserve, TAS

Bush Heritage – Our Reserves & Partnerships
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Bush Heritage – Science Plan: six research themes

http://www.google.com.au/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwj82rW66qrJAhXH6aYKHfNLDXsQjRwIBw&url=http://www.bushheritage.org.au/news/headlines/headlines_2014/managing-a-summer-scorcher.html&psig=AFQjCNGUUNvahlSFO3Pj3QWfsfQPsdpN6A&ust=1448515381309544
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Bush Heritage – Performance
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MEC Performance* 
As at October 2017

Morphic Ethical Equities Fund (ASX: MEC) Update

Options details 
As at October 2017

ASX: MECO

Option Price $ 0.016

Options Exercise Price $ 1.10

Options Expire 30 November 2018

1 Month 3 Months ITD p.a.

5.51% 9.05% 7.00%
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Pre-tax NTA MEC Share Price

MEC Share Price vs NTA** 
AUD, May 2017 - 23 November 2017

* Performance is net of investment management fees, before company admin costs and taxes

** Net Tangible Asset Value before tax
Past performance is not indicative of future performance.

Platform availability
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MGOF Performance
As at  October 2017

Morphic Global Opportunities Fund (MGOF) Update

*Calculations are based on exit price with distributions reinvested, after ongoing fees and expenses but
excluding individual tax, member fees and entry fees (if applicable). Fund Inception 2 August 2012.
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MGOF Average Peer Index

Standard Deviation 9.96 11.06 10.99

Sharpe Ratio 1.05 0.97 1.02

Alpha 0.74 0.18 --

Three-Year Risk Measures 
Nov 2014 – Oct 2017

Source: Morningstar, Index used by Morningstar is ACWI ex Australia

Platform availability

1 Month 3 Months CYTD 1 Year ITD p.a.

5.13% 8.94% 13.88% 22.59% 17.95%

MGOF Performance of  $10,000* 
AUD, Aug 2012 – Oct 2017
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Stocks (Shorts) Theme Region
MGOF Position 

Weighting
MEC Position 

Weighting

Alstom Global Rail Europe 3.8% 3.8%

Service Corp US Deathcare
North 

America
3.0% 3.0%

Samsung Electronics Global Tech Asia Pacific 2.9% 3.0%

Ateam
Japanese 

E-Commerce
Asia Pacific 2.8% 2.9%

Western Alliance US Quality Banks
North 

America
2.6% 2.6%

Open House Japanese Homebuilders Asia Pacific 2.3% 2.4%

Iida Group Japanese Homebuilders Asia Pacific (2.1%) (2.2%)

Wells Fargo US Quality Banks
North 

America
(2.1%) (2.1%)

Macromill Global Research Asia Pacific 2.0% 2.0%

Hazama Ando Engineering & Construction Asia Pacific 1.9% 2.0%

As at October 2017 by country, sector and stock

Portfolio positioning
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• Japan has a history of resisting change until it is forced upon it e.g. Perry’s ‘black ships’

• Once it does, a consensus based society then changes rapidly

• Threat of China & declining population are arguably the new ‘black ships’

Source: Australian Ministry of Finance, Cabinet office

Is history repeating itself?
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Are Abe’s reforms a response to the new ‘black ships’?

Percentage of 1st section companies with two or more 
independent directors 2010 - 2016

*Source: Morningstar

Japanese companies citing return-on-equity (“ROE”) and return-
on-assets (“ROA”) targets in medium-term plans
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Japan is interesting from both a macro and micro perspective

Current MGOF Long/Short Japan Direct Exposure
As at October 2017

-6.2%

15.8%

-10%

-5%
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Stocks (Shorts) Theme Position Weighting

Ateam Japanese E-Commerce 2.8%

Open House
Japanese 

Homebuilders
2.3%

Iida Group Japanese Homebuilders (2.1%)

Macromill Global Research 2.0%

Hazama Ando
Engineering & 

Construction
1.9%

Top 5 MGOF Japanese holdings in the portfolio
As at October 2017

Source: Morphic Asset Management, Team Analysis
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Japan Property Developers: It’s all in the name
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Open House vs Iida Group

Morphic Ownership

Source: Bloomberg, Team Analysis

Open House (3288 JP)

• Shareholder friendly: Dividends, buybacks, 
relatively progressive & young board (2 
under 40)

Iida  (3291 JP)

• Merger of 6 listed companies controlled by 
one family

• Founder’s son in law is CEO, lacks influence

• Other siblings running subsidiaries with 
divergent strategies

Open House versus Iida Group share price
Normalised, November 2016 – November 2017
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A stock with weak ESG standards can be a profitable short
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Prada share price performance

Morphic ownership

Source: Bloomberg, Team Analysis

Prada share price performance 
Normalised, November 2014 - October 2017Prada

• Prada screened poorly on a number of internal 
models

• Falling EPS revisions

• Consensus assuming an unlikely swift turnaround

• ESG audit highlights “worst in class” 

• Excessive consultancy agreements and 
director fees

• Related-party transactions favouring co-
CEOs

• Director’s independence questionable
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Our approach to integrating ESG

EXCLUDE

ANALYSE & 
EVALUATE 

ENGAGE

Morphic excludes investments in companies 
fundamentally misaligned with sustainable 
practices

Morphic integrates consideration of material 
ESG issues within research and financial 
analysis

Morphic engages with companies to 
encourage achievement of best-practice in all 
ESG-related business practices



Focussed  |  Vigilant  |  Agile24

Our approach to integrating ESG

Morphic excludes investments in companies 
fundamentally misaligned with sustainable 
practices

Armaments
Tobacco 
& alcohol 

GamblingCoal & Uranium 
Mining

Oil & gasIntensive animal 
farming & 

aquaculture

Rain forest & 
old growth 

logging

Can short screened out stocks and sectors

EXCLUDE
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Our approach to integrating ESG

Research & 
Analysis
• Research
• Model
• Value
• Risks

ESG Audit
• Questionnaire to 

identify relevant 
ESG issues

ESG Materiality
• Sustainable 

Accounting 
Standards Board 
(SASB) Materiality 
Map

• Case studies

Third Party ESG 
Data
• Sustainalytics
• RobecoSAM
• ISS
• Carbon Disclosure 

Project ratings

ANALYSE & 
EVALUATE 
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Our approach to integrating ESG

ENGAGE
Morphic engages with companies to 
encourage achievement of best-practice 
in all ESG-related business practices

Management 
Meetings

Written 
Questionnaires 

Feedback
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Catalyst 
for 

change

Early 
adopters 
recognise 

change

Changes now 
widely recognised

Change 
ending

Internal 
screens flag 
opportunity

Reduce and 
exit position 
through stop 

losses

Morphic investment by stage of the change cycle Illustrative

27

Philosophy: Markets have trouble pricing changes efficiently

Detailed 
research

Buy

We select investments based on:

▪ Expected absolute returns

▪ “Market style” risk – is it a risk on/off 
investment?

We determine position sizes based on:

▪ Conviction level

▪ Risk of individual investment idea

▪ Contribution to portfolio risk

We determine appropriate hedges and/or risk 
mitigation to:

▪ Enhance reward/risk

▪ Eliminate unintended consequences
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1. Identify change

• Why invest now?

• Has the market already responded?

• Is this cyclical or structural?

• Self-reinforcing cycle?

2. Analyse

• Can we look at the investment from 
another angle or data set? 

• Relative valuation

• DCF models 

• Reverse DCF

• Meetings with Management

• ESG Audit

3. Decide

• Group review, Joint CIO veto power

• Identify “wrong” price

• Do we need more information?

• What is our loss appetite? 

4. Structure

• Discuss with risk manager: How can 
we structure this investment better? 

• Is the sizing right? 

• Contribution to portfolio risk

Investment Process: Fundamental research combined with risk 
management

On-going monitoring
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Identify Change

Confirmation that 
change is real

I n v e s t m e n t  
o p p o r t u n i t i e s

Mispricing relative 
to value means market 

still to reflect change

Earnings revisions
ROE vs. COE means 

changing fundamentals

V a l u eQ u a l i t y

√ √

√√

M o m e n t u m

What we seek
Why it matters
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Tech-enabled researchFundamental research

▪ 83 years of collective 
experience

▪ Modelling of stocks in-house

▪ Meetings with management

▪ Conferences

&

600+ stocks we researched or 
owned previously

▪ Look for different data sources

▪ Apply Quantitative models

▪ Factors based research

6000+ liquid stocks globally 

Identifying Investments: Leveraging diverse views
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Analyse Ideas

Factor and industry screens 

for new ideas
Macro and thematic research

Review of previously held stocks 

via quantitative models

Focussed set of idea sources

Bottom Up Top Down

Promising outputs subject to detailed research based on:

• Review of publicly available materials

• Contact with management

Research Reports written in standard templates 

Review of investments’ progress against expectations conducted at least weekly 

Ethical screening
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• Four senior team members act as capital allocators

• Approvals following presentation at team meetings

• All proposals subject to veto by either PM

• Sizing based on loss tolerance and VaR

• Exits determined by valuation, news flow and stop-losses

Investment Decision 

Robust but flexible approach allowing real time reaction pre and post trade
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Portfolio Construction

Portfolio

Securities Market Exposure Hedging

• Key driver of 
outperformance 

• Coherent sizing

• Managing specific risks

• Currency hedging

• Country and sector tilts 
within risk parameters

• Dynamic cash weighting

20 to 60 Long and Short 
Positions; 30% -70% of 

net assets

Typically ~50% 
of net assets

Varies

• PM & Risk Manager decide on choice of 
appropriate instruments

• For consistency, everything is measured using VaR

• Contribution to portfolio risk

• Exits determined by valuation, news flow and stop-
losses
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Ongoing Monitoring: Portfolio Management governance

1. Daily news flow update

2. Preview and de-brief after company 
results/conference calls

▪ Prepare “Estimates vs Actual” template

▪ Update company models 

▪ Provide CIOs with updated “indicative 
value” where appropriate

3. Monitor industry publications, key statistics 

4. Monitor results from companies in the value 
chain and direct competitors

5. Test and restate drivers/assumptions where 
appropriate

6. Update state of the industry body of 
knowledge

Structured meeting scheduleChecklist for analysts

Forum Issues 

Daily debrief ▪ Analysts update with “night action”
▪ General (company- & macro) news flow
▪ Preview / update after company results

Weekly meeting 
(Stocks)

▪ Position (re-sizing) 
▪ Presentation of ideas for inclusion 

Weekly meeting (Risk, 
Macro & Portfolio
Construction)

▪ Asset Allocation 
▪ Risk dashboard 
▪ Macro discussion and hedging strategy
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Sector and regional limitsIntended exposures and hedging

• Regular analysis of country, regional and industry exposures

• Use of ETFs to align active equity exposure with the target 

portfolio

• Strict single stock size limits:

o Market cap: 

▪ >$400M

▪ >$1bn for shorts

o Liquidity: >$3M

o Max size: 5%

• Average holding period:

o Long positions: 6-24 months

o Short positions: 3-6 months  

• Average Exposures:

o Net: 100%

o Gross: 160%
0% 10% 20% 30% 40% 50% 60% 70% 80%

Italy

Germany

Canada

United Kingdom

France

Other

Japan

Emerging

United States

Actual Permitted

0% 10% 20% 30% 40% 50% 60%

Telecommunication Services

Materials

Utilities

Energy

Consumer Staples

Real Estate

Health Care

Industrials

Consumer Discretionary

Financials

Information Technology

MGOF Actual Permitted

Structuring investment to capture intended exposures only
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Risk Insight

Blind Spots Concentration Liquidity Fat Tails
Portfolio 

Correlation

R
is

k
 M

e
tr

ic

Daily Volume Tests

Leverage

Market Cap

Position number

Position Size

Sector / Country 
Exposure

Sensitivities / Greeks

Stop Loss

Stress Testing

Value At Risk (VaR)

Checklist for Risk Manager

1. Measure and Monitor individual Investment 

Risks

• Historical Simulations and volatility 

analysis

2. Test the Portfolio as a whole

• Concentration Risks

• Liquidity Risks 

• Stress Testing

3. Ensure Limits are adhered to

4. Keep team updated on the current 

macroeconomic landscape and event risks

Comprehensive overview of portfolio risks
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Jack Lowenstein
Managing Director
Joint Chief 
Investment Officer

Chad Slater
Executive Director
Joint Chief 
Investment Officer

▪ 27 years experience in financial markets.

▪ Jack co-founded Morphic Asset Management in 2012.
He was previously Deputy Chief Investment Officer at
Sydney based global equity manager Hunter Hall with
responsibility for risk management and portfolio
construction.

▪ He played a key role in building Hunter Hall from just
$13m under management when he joined, to a peak
of just under $3 billion. In ten years as a Portfolio
Manager with Hunter Hall, he generated substantial
out-performance.

▪ 17 years experience in financial markets.

▪ Chad co-founded Morphic Asset Management in 2012. 
He was previously a Portfolio Manager and Head of 
Currency and Macroeconomics at Hunter Hall for five 
years. 

▪ Prior to this, Chad was an Investment analyst at BT
Financial Group including a secondment to Putnam
Investments in Boston. He began his career as an
Economist at Australian Federal Treasury.

Geoff Wood 
Head of Macro 
& Risk

▪ 16 years experience in financial markets.

▪ Geoff joined Morphic at the inception in 2012. He
previously worked in risk management at Global
Trading Strategies, a global macro hedge fund that
managed in excess of US$1 billion through the
global financial crisis, 2009 to 2011.

▪ Prior to that, he worked in risk management at
Barclays Capital in London, managing the risks
arising from the hedge fund clients of the bank's
Prime Brokerage business.

James Tayler
Head of Research

▪ 23 years experience in financial markets.

▪ James joined Morphic in 2016. He was previously
Head of Investment Research at Knight Vinke, a
leading activist investor focused on European
companies, based in Zurich and London.

▪ Prior to this, James was Head of Investment
Research for a single family office in Switzerland
following more than 10 years at Swiss Reinsurance
Company.

Experienced Senior investment team
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Significant alignment of interests with investors

▪ All senior team members are shareholders in the Firm

▪ Senior team members have a significant proportion of NAV in the Fund

▪ Short term incentives are driven by individual and Fund performance

▪ One third of bonuses invested into the Fund with three year lock-up to ensure long term 

alignment
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Morphic Asset Management

Irene Kardasis

Business Development Manager

Phone:+612 9194 6707

Email: ikardasis@morphicasset.com

Level 3, 139 Macquarie St

Sydney  2000

New South Wales

Australia

Disclaimer: This presentation has been prepared for wholesale investors and institutional investors only. Unless specifically indicated, this presentation is for information purposes only and is not intended as an

offer or solicitation with respect to the purchase or sale of any security by the sender or Morphic Asset Management Pty Ltd (“Morphic”) (ACN 155 937 901) (AFSL 419916). This presentation does not take into

account the investment objectives, financial situation or particular needs of any particular person. Investors should obtain individual financial advice based on their own particular circumstances before making an

investment decision. Any person considering investment in the Morphic Global Opportunities Fund (“MGOF”) should first review the Product Disclosure Statement (PDS) for the Fund issued by Perpetual Trust

Services Ltd dated 31/01/2017. Initial Applications for units in the MGOF can only be made pursuant to the application form in the PDS. Morphic does not guarantee repayment of capital or any particular rate of

return from the MGOF. Past performance is no guarantee of future performance. Investment returns have been calculated in accordance with normal industry practice utilising movements in unit price and

assuming reinvestment of all distribution of income and realised profits. Statements of fact in this presentation have been obtained from and are based upon sources that Morphic believes to be reliable, but

Morphic does not guarantee their accuracy, and any such information may be incomplete or condensed. All opinions and estimates included in this presentation constitute Morphic's judgement as of the date of

this communication and are subject to change without notice.

The Certification Symbol signifies that a product or service offers an investment style that takes into account environmental, social, governance or ethical considerations. The Symbol also signifies that Morphic

Ethical Equities Fund adheres to the strict disclosure practices required under the Responsible Investment Certification Program for the category of Product Provider. The Certification Symbol is a Registered Trade

Mark of the Responsible Investment Association Australasia (RIAA). Detailed information about RIAA, the Symbol and Morphic Ethical Equities Fund’s methodology, performance and stock holdings can be found at

www.responsibleinvestment.org, together with details about other responsible investment products certified by RIAA.1

1 The Responsible Investment Certification Program does not constitute financial product advice. Neither the Certification Symbol nor RIAA recommends to any person that any financial product is a suitable

investment or that returns are guaranteed. Appropriate professional advice should be sought prior to making an investment decision. RIAA does not hold an Australian Financial Services Licence.

For further enquiries:


