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The Company will order its affairs 
so as to provide for and to support:

the development of workers’ participation in the ownership a. 
and control of their work organisations and places

the production of high quality and properly presented b. 
products and services

the development of locally based venturesc. 

the development of appropriate technological systemsd. 

the amelioration of wasteful or polluting practicese. 

the development of sustainable land use and f. 
food production

the preservation of endangered eco-systemsg. 

activities which contribute to human happiness,h. 
dignity and education

the dignity and well being of non-human animalsi. 

the effi cient use of human wastej. 

the alleviation of poverty in all its formsk. 

the development and preservation of appropriatel. 
human buildings and landscape

The Company will also order its affairs so 
as to avoid activity which is considered 
to unnecessarily:

pollute land, air or wateri. 

destroy or waste non-recurring resourcesii. 

extract, create, produce, manufacture, or market iii. 
materials, products, goods or services which have 
a harmful effect on humans, non-human animals
or the environment

market, promote or advertise, products or servicesiv. 
in a misleading or deceitful manner

create markets by the promotion or advertising v. 
of unwanted products or services

acquire land or commodities primarily for the purpose vi. 
of speculative gain

create, encourage or perpetuate militarism or engage vii. 
in the manufacture of armaments

entice people into fi nancial over-commitmentviii. 

exploit people through the payment of low wagesix. 
or the provision of poor working conditions

discriminate by way of race, religion or sex in x. 
employment, marketing, or advertising practices

contribute to the inhibition of human rights generallyxi. 

Chair and Managing Director’s report   2
Results overview 4
Sustainability Report   6
Corporate governance statement 2010   8
Directors’ report   13
Directors’ particulars   15
Directors’ meetings   19
Financial statements   33
Shareholder information   67
Corporate directory   68
Corporate vision and mission   68



AUSTRALIAN ETHICAL INVESTMENT LTD 1

Financial summary to 30 June 2010

as at 30 June 2010 30 June 2009 30 June 2008 30 June 2007

Current assets ($’000) 6,303 6,369 6,362 5,174

Non-current assets ($’000) 4,797 4,686 4,790 4,879

Current liabilities ($’000) 2,946 2,519 2,658 2,293

Non-current liabilities ($’000) 98 83 113 76

Net assets ($’000) 8,056 8,453 8,381 7,684
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Chair and Managing Director’s report

Dear Shareholder

The year under review has been characterised by an improved 
but still volatile operating environment in world markets and 
the fi nalisation of a number of regulatory reviews into fi nancial 
services which will lead to quite a changed landscape.

Financial results and dividends
Our net profi t after tax was $1,022,555 down by 15% 
from the previous year. However, after taking into account 
some one-off adjustments (explained in detail in the annual 
accounts) our underlying net profi t increased by 51%. Funds 
under management were $613.8 million, an increase of 12% 
over the previous year.

The directors declared a total dividend of $2.00 for the year, 
an increase of 36% over the previous year. This comprised 
an interim dividend of $0.50 plus a fi nal standard dividend
of $0.50. A special dividend of $1.00 was declared after 
taking into account the capital needs of the business and 
other factors.

A detailed explanation of the results is available in the full 
company annual report on our website.

Community grants
The company’s constitution requires 10% of operating 
profi t (after notional tax) be provisioned for charitable and 
conservation purposes. In 2010 grants of $124,941 will be 
made. This sees our total contribution over the years of our 
community grants surpass $1 million. We are proud of this 
important milestone in our commitment to the community.

Naomi Edwards - Chair Phillip Vernon - Managing Director

Operating environment
Our revenues are reliant on the state of the share markets. 
Over the past year the market has risen from a low in March 
2009 to reach a high in March 2010. This has had a positive 
impact on our revenues and has led to our underlying profi ts 
increasing signifi cantly compared to the previous year. 
However, the volatile state of the markets over the past few 
years have caused many investors to avoid share market 
investments altogether.

Performance of our funds
Our investment funds have continued to perform well over 
the longer-term. Our Smaller Companies Trust achieved 
4.9% in the past year compared to 10.3% achieved by its 
benchmark (the S&P/ASX Small Industrials); however over 
three years it outperformed by 14.4% (its return was negative 
3.7% compared to negative 18.1% for the benchmark).

The nature of our investment style is such that our funds 
are less volatile than the market as a whole and will tend
not to fall as far when the market is going down, but also 
will not necessarily perform as well when the market goes 
up. We remain confi dent that our investment processes 
developed over more than 22 years will continue to provide 
competitive long-term investment performance to our clients.

In September 2009 our Smaller Companies Trust was 
upgraded by Lonsec (one of the leading managed funds 
rating agencies) from Investment Grade to Recommended. 
This confi rmed the steady progress we are making in 
strengthening our investment processes and performance.
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Product development
During the year we made some changes to our product suite 
to better refl ect the needs of our clients.

Climate Advocacy Fund

The new Climate Advocacy Fund broadens our product range 
with a fund structured to engage with companies and put 
resolutions at annual general meetings. The fund aims to 
encourage better climate performance, especially around 
carbon disclosure. As an index fund, it is also an alternative
to the active management of our existing product range.

Global Smart Energy

We also re-positioned our International Equities Trust with 
the theme globalsmartenergy. The International Equities 
Trust now targets investment in companies involved in
global sustainable energy supply and demand. This dual 
focus on both the supply and demand side of energy use 
will allow it to benefi t from the opportunities presented in 
combating and managing the impact of climate change.

Property Trust

The Property Trust was launched in response to demand from 
investors looking for an opportunity to invest in sustainable 
property and an alternative to the volatility of the share market. 
The fund’s foundation investment is the 64 Allara Street 
commercial building in the Canberra central business district.

Superannuation options

We have restructured our superannuation options to make 
the choices for members simpler and more aligned with 
offerings in the market. Two new options were introduced - 
the Conservative and the Climate Advocacy.

Other initiatives

Improved client service

We have strong loyalty amongst our clients and a strong 
affi nity with our network of advisers who support us. Our 
clients and advisers expect more from us than a purely 
transactional experience. During the year we embarked
on a program to signifi cantly improve our capacity to provide 
a better service experience.

New portfolio management system

A project to replace our existing portfolio management 
system is scheduled for completion by the end of this 
calendar year and is aimed at reducing risk while improving 
effi ciency and functionality.

Outlook, strategy and focus

The investment market outlook continues to be extremely 
uncertain. However, we believe that our investment style 
offers our investors consistent returns over the long-term 
with less volatility than the broader investment market.
We have a fi rm belief that our style ‘suits the times.’

Within the socially responsible investment sector, we have 
a strong reputation and brand built on our pioneering 
heritage and strong conviction to selecting ethical 
investments. As mainstream organisations increasingly 
compete with us in this sector, for our clients we continue
to stand apart in commitment to sustainable investment.

Our key areas of focus over the coming year are:

investment in and continued improvement of our client • 
service experience to encourage our clients to remain 
with us over the full cycle of their investing life

a continued focus of marketing effort on the retail direct • 
channel in which we have a distinct point of difference 
amongst our core client base, and to increase the number 
of default employers contributing to our super fund

a continued development of our relationship with, • 
and products for, the adviser market to take advantage 
of opportunities where advisers are repositioning 
their businesses to respond to increasing demand for 
true-to-label responsible investments.

We thank all of our shareholders for your continued support 
and look forward to the coming year with strong focus 
and optimism.

Naomi Edwards
Chair

Phillip Vernon
Managing Director
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Results overview
Key points:

Net profi t after tax (NPAT) was $1.0 million (15% lower • 
than the previous fi nancial year)

Funds under management were $613.8 million (before • 
distribution) at 30 June 2010 (an increase of 12.1% over 
the previous year)

Revenues were $14.1 million (an increase of 7.1% over • 
the previous year)

Expenses were $12.5 million (an increase of 10.2% over • 
the previous year)

Return on equity with reference to NPAT (RoE) for the • 
year is 12.5% (down from 14.8% for 2008-09).

The result should be read in light of the following one-off 
events during the year that impacted the results, namely:

Senior staff departure expenses of $482,000; and• 

Adjustments in respect of fee errors related to the prior • 
year but adjusted in the current year of $261,000.

After taking these items into account, the result is an 
increase in underlying NPAT of 51% with an RoE of 18.9%. 
These results are summarised in the table below.

2009 2010 Change 

Funds under management $547.4 million $613.8 million 12%

$000 $000

Revenue 13,131 14,068 7%

Expenses (10,639) (11,661) (10%)

Operating profi t 2,493 2,407 (3%)

Community grants (141) (125) 11%

EBITDA 2,352 2,282 (3%)

Depreciation/amortisation/options/rights (529) (676) (28%)

Tax (620) (583) 6%

Net profi t after tax 1,203 1,023 (15%)

Underlying profi t

Adjustments (gross)

–Fee revenue error (261) 261

–Add back senior staff departure cost – 482

Tax on adjustments 78 (223)

Net underlying profi t after tax 1,020 1,543 51%

Dividend payment
The Board has adopted a dividend payment policy that will 
target a dividend payout ratio of between 80% and 100% 
of net profi t after tax in a given year subject to the capital 
requirements of the business.

The Board has determined that a fi nal dividend of $0.50
per share be declared resulting in a full year dividend of 
$1.00 per share. In addition, following a review of the 
balance sheet, the future capital requirements of the 
business and other issues, the Board has determined
that a special dividend of $1.00 per share is appropriate
and therefore declared.

In declaring this special dividend the Board considered:

regulatory requirements;• 

internal operational and strategic requirements;• 

franking account balance and value to the shareholder;• 

timing considerations including historical issues affecting • 
the balance sheet such as the purchase of Trevor 
Pearcey House, the global fi nancial crises and the 
maturity of the business; and

the strong positive cash fl ow position of the company.• 

The dividend reinvestment plan (DRP) will not operate in 
respect of these payments.

A summary of dividend payments related to the past two 
years is as follows:

2009 2010 Change

Interim (cents per share) 15 50

Final (cents per share) 132 50

Special (cents per share) - 100

Total (cents per share) 147 200 36%

Dividend paid ($m) 1.5 2.0 36%

% of net profi t after tax 120% 197% 65%
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Comments on fi nancial results
Underlying net profi t after tax improved to similar levels • 
achieved prior to the onset of the global fi nancial crisis. 
This is refl ective of the partial recovery of global markets 
from a very low base reached in March 2009 to higher, 
yet still volatile, levels (our revenues are primarily based 
on funds under management and therefore sensitive to 
movements in the market as a whole).

Funds under management increased by $66.4 million • 
up by 12.1% over the previous year. Approximately $29.5 
million of this increase was due to net infl ows for the year 
whilst $36.9 million was due to market movements and 
other factors.

Our net infl ows were achieved in the context of a • 
diffi cult market environment in which many investors 
were cautious and were either not investing or were 
withdrawing their investment from managed funds.

Revenues increased by $1.0 million representing an • 
increase of 7% over the previous year. A signifi cant impact 
on revenue for the year were fee errors related to the 
prior year but adjusted in the current year amounting to 
$261,000. After adjusting current and prior year revenue 
numbers for these errors, revenue growth was 11%, 
roughly in-line with the growth in funds under management. 
Revenue margins reduced slightly due to fee discounting 
on entry fees due to industry trends and an increasing 
proportion of our business coming from the lower revenue 
margin wholesale market.

Operating expenses increased by $1.0 million, an increase • 
of 10% over the previous year. Expenses were signifi cantly 
impacted by costs associated with the departure of senior 
staff during the year amounting to $482,000. After taking 
this item into account operating expense growth is 5.1% 
over the previous year.

After adjusting for the one-off costs associated with • 
senior staff leaving, employment costs increased by 7%. 
A signifi cant part of this increase is attributable to non 
cash share-based payments expense associated with
the introduction of the new employee share ownership 
plan aligning packages with industry norms.

Superannuation administration costs increased by 8%. • 
This refl ects a 5% increase in average member numbers, 
and increased per member administration charges under 
the contract. The administration charges were increased 
from 1 April 2010 and refl ect CPI increases.

Other increases in expenses refl ect increased investment • 
in information technology to more effi ciently perform our 
investment management and client service functions. 
Increased spending in sales and marketing, consulting 
fees and product development have also impacted on
the result.

Receivables are higher than the prior year with the • 
balance relating predominantly to receivables from the 
managed investment schemes (concerning management 
fees and reimbursable expenses). This year also includes 
a receivable from the managed investment schemes 
related to the implementation costs of the new portfolio 
administration platform. A signifi cant portion of the 
receivables balance has been paid in July 2010.

Other comments on the year
under review

During the year Ms Anne O’Donnell stepped down • 
from her role as Chief Executive Offi cer (CEO) of the 
company. Ms O’Donnell had been with Australian Ethical 
for nine years and through that time had both grown the 
company and positioned it well for the next stage of its 
growth. Following a comprehensive recruitment process 
the board was pleased to announce the appointment 
of Mr Phillip Vernon as the new CEO. Mr Vernon has 
25 years experience in fi nancial services covering funds 
management, capital markets and superannuation.

Our Chief Investment Offi cer (CIO), Martin Halloran • 
resigned in May 2010 to take up a senior role in the 
Australian Public Service. He was replaced by James 
Jordan, previously our Head of Research. As a result 
of these changes and subsequent management 
restructuring, some of our funds were placed on Fund 
Watch or Hold pending a review of the changes. The 
rating of the Smaller and Larger Companies Trusts were 
recently reinstated to Recommended and Investment 
grade respectively.

As has been widely commented upon, there have been • 
numerous reviews into the regulation of the fi nancial 
services industry leading to a signifi cantly changed 
landscape in the coming years. Although there is some 
uncertainty with the current political situation we are 
potentially looking at a changed remuneration environment 
for fi nancial advisers, enhanced fi duciary duties of advisers 
and superannuation trustees, the introduction of a low 
cost, single investment option superannuation strategy 
for mandatory contributions and initiatives to streamline 
the operations of the superannuation industry.

We are supportive of measures that improve the effi ciency, 
transparency and simplicity of products for consumers. We 
have been a strong advocate for paying adviser service fees 
over trailing commissions for many years with our systems 
and processes already established to cater for this trend. 
We have also recently introduced the low cost Climate 
Advocacy Fund and associated superannuation investment 
option. In general, we are monitoring the development of 
these changes closely and will further adapt our business 
as appropriate.
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australianethical remains committed to conducting our 
operations in accordance with the Australian Ethical Charter. 
Below are some of the year’s sustainability highlights. Further 
information on our social, environmental and economic 
performance will be provided in the company’s 2010 
sustainability report.

Awards
australianethical was a fi nalist in two sustainability awards 
this year.

Finalist in the ASFA Comms 09 Awards – July 2009

australianethical Superannuation was a fi nalist in The 
Green Campaign award category at the Association 
of Superannuation Funds of Australia (ASFA) Comms 
09 Awards. The Green Campaign category highlighted 
integrated campaigns that best demonstrated 
green initiatives.

Finalist in the Sustainability Reporting category
at the 2010 Australasian Reporting Awards (ARA) 
– June 2010

australianethical Investment’s 2009 Sustainability Report 
was a fi nalist in the Sustainability Reporting category at 
the Australasian Reporting Awards (ARA). The ARA aims 
to promote excellence in reporting through the publication
of informative and factual reports.

Grants to community organisations

As prescribed in australianethical’s constitution, 10 per 
cent of our profi t is donated to charitable, benevolent 
and conservation purposes as part of our contribution 
to a positive and sustainable society. In 2010, $124,941 
was paid to organisations involved in a wide range of 
environmental, charitable and community activities. Since
the inception of our community grants, over $1 million has 
now been donated

The grants consist of two components – two major project 
grants and a number of smaller grants. The large major 
project grants are typically made to one social and one 
conservation project that have a lasting tangible impact.

Sustainability Report
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Launch of green property fund
In October 2009 Greens MLA Caroline Le Couteur offi cially 
launched the australianethical Property Trust at its fl agship 
building, 64 Allara Street, Canberra. The fund seeks to invest 
in energy effi cient buildings with a minimum 5 Star Green 
Star rating, as well as medical and allied health facilities 
and social infrastructure.

A 5 Star Green Star rating from the Green Building Council
of Australia (GBCA) signifi es Australian Excellence.

Global smart energy
In January 2010 the International Equities Trust was 
repositioned to focus on globalsmartenergy. The new 
focus targets investment in companies involved in global 
sustainable energy supply and demand.

The fund provides specialist exposure to renewable energy 
supply through sources such as wind, solar and geothermal, 
as well as exposure to effi cient and adaptive technologies 
in areas such as electric vehicles, recycling and smart 
grid systems.

Events subsequent to balance date

Climate Advocacy Fund resolutions
On 21 September 2010 the Climate Advocacy Fund 
launched Australia’s fi rst climate change shareholder 
resolutions, which are aimed at protecting shareholder 
returns against the risks of climate change and at maximising 
investment opportunities.

Australian-listed Woodside Petroleum, Aquila Resources, 
Paladin Energy and Oil Search were the companies chosen 
for the fi rst resolutions, which focus on disclosure of 
emissions and strategies to manage climate change risk.

australianethical is sponsoring the resolutions which also 
have the support of The Climate Institute. The resolutions 
request the disclosure of a company’s:

carbon emissions• 

strategies to reduce emissions• 

capital investment assumptions around future • 
carbon prices and its use in making long-term 
investment decisions.

It is hoped that institutional investors such as superannuation 
funds will be supporters of the resolutions as they sit fi rmly 
within the UN Principles on Responsible Investment (UN 
PRI). Half the funds under management of Australian asset 
managers fall under these principles.

Community grants 
allocation

A full description of all the grant recipients is available
on the website www.australianethical.com.au

Engineers without Borders Australia

WIRES

Free the Bears Fund

I Give a Buck Foundation

Central Coast Kids in Need Inc.

$5
00

0
IWDA

FareShare Australia Inc

Activ Foundation

Eurobodalla Meals on Wheels Co-op Ltd

Muscular Dystrophy Queensland

Animalia Wildlife Shelter

Animals Asia Foundation

Barefoot Economy

Coast Shelter

$3
00

0

Deal Communication Centre Inc

RiverSmart Australia Ltd

Casa Care Inc

Cystic Fibrosis Qld

Timor Leste Vision Inc

Greening Australia Capital Region

$2
00

0

Two $30,000 special project grants 
will be anounced later in 2010

$3
0 

00
0
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Corporate governance statement 2010
This statement discloses the extent to which Australian 
Ethical Investment Ltd has followed the best practice 
recommendations set down by the ASX Corporate Governance 
Council during the reporting period. This statement has 
been prepared with reference to the second edition of the 
Council’s Principles of Good Corporate Governance and Best 
Practice Recommendations.

The Council’s Principles of Good Corporate Governance 
and Best Practice Recommendations provide a framework 
for good governance set out in eight core principles and 27 
specifi c recommendations.

Australian Ethical has provided information on its corporate 
governance practices against all recommendations. This 
corporate governance statement will be placed onto the 
corporate governance section of the company’s website.

Principle 1- Lay solid foundations
for management and oversight
Australian Ethical has formalised the functions reserved 
to the board and those delegated to management.

Board responsibilities
The Australian Ethical Board is directly responsible for the 
following activities.

Setting the strategic direction of Australian Ethical• 

Annual appraisal of the Board• 

Approval of Board committee fees• 

Recommendation to shareholders on the aggregate level • 
of directors’ fees

Approval of individual director fees• 

Appointment and removal of the CEO• 

Annual appraisal of the CEO• 

Approval of the annual operational and capital • 
expenditure budget and any material revisions

Approval of major contracts, acquisitions or disposals • 
which have not been approved in the budget

Authorisation of Board project expenditure• 

Accept and sign-off of the annual audited accounts • 
and directors’ report for the Australian Ethical group

Approval of the issue of shares and options• 

Approval of signifi cant changes to unit trust fees, • 
including discount programs

Approval of signifi cant changes to products or • 
product offerings

Approval of the constitutional bonus and tithe amounts• 

Approval of the terms and conditions for any employee • 
share ownership scheme, or if shareholder approval is 
required, approval of recommendations to shareholders

Approval of employee performance based • 
remuneration programs

Approval of dividend payments and any DRP• 

Authorisation of the issue of the Trust PDS• 

Approval of risk management and compliance programs• 

Approval of signifi cant company policies• 

Approval of indemnity, crime, director and offi cer and • 
similar insurance programs

Protection and promotion of the Australian Ethical Charter• 

The Board makes the following general delegations.

Chair of the Board
The chair of the board is delegated with all necessary 
authority to carry out the following functions:

Inside the boardroom

Acting as the link between the board and the company • 
when the CEO is unable to perform this role;

Establishing and maintaining an effective working • 
relationship with the CEO;

Setting the tone for the board, including • 
the establishment of a common purpose;

Chairing board meetings effi ciently and shaping• 
the agenda in relation to goals, strategy, budget
and executive performance;

Work with the Company Secretary and CEO to ensure • 
that appropriate information is presented to the Board;

Ensuring contributions by all board members • 
and reaching consensus when making decisions;

Motivating board members and where appropriate • 
dealing with underperformance;

Instituting the process for appraising board members • 
individually and the board as a whole;

Overseeing conducting and fi nalising negotiations for the • 
CEO’s employment and evaluating the CEO’s performance;

Assisting with the selection of board committee me• mbers.

Outside the boardroom

Communicating with shareholders on matters • 
of corporate governance;

Chairing shareholder meetings – annual and extraordinary • 
general meetings (AGMs and EGMs);

Ensuring compliance with ASX Listing Rules • 
and continuous disclosure requirements;

Increasingly, being available to speak with large • 
institutional investors;

In conjunction with the CEO, communicating Board• 
views to staff.




