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Directors' Report
For the year ended 30 June 2021

The Directors of Australian Ethical Investment Limited, the "Responsible Entity" of the Australian Ethical Australian
Shares Fund ("the Scheme") present the Directors’ report together with the financial report of the Scheme for the
year ended 30 June 2021 and the accompanying independent auditor's report.

RESPONSIBLE ENTITY

Australian Ethical Investment Limited (ABN 47 003 188 930) serves as the Responsible Entity for the Scheme. The
registered office and principal place of business for the Responsible Entity is:

Registered office:

Boardroom Pty Limited
Grosvenor Place

Level 12, 225 George Street
Sydney NSW 2000

Principal place of business is:

Level 8, 124 - 130 Pitt Street
Sydney, NSW 2000

The following persons were Directors of Australian Ethical Investment Limited (AEIL) during the period under review

John McMurdo, Managing Director and CEO
Kate Greenhill

Stephen Gibbs

Mara Bun

Michael Monaghan

PRINCIPAL ACTIVITIES AND STATE OF AFFAIRS
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The principal activity of the Scheme is to pool investors’ savings to invest in diversified portfolio of securities with a
bias towards smaller capitalisation stocks, in accordance with the investment objectives and guidelines as set out in
the current Product Disclosure Statement and within the provisions of the Scheme's Constitution. The Constitution
of the Scheme authorises investments principally in a portfolio of Australian and New Zealand equities
predominantly listed on the ASX. Investments are sought to pursue the goal of a just and sustainable society and the
protection of the natural environment as well as providing unitholders (the Scheme's investors) with a competitive
financial return.

There were no significant changes in the nature of the Scheme's principal activities during the period and there
were no significant changes in the Scheme's state of affairs, except those highlighted in the review of operations.

REVIEW OF OPERATIONS

The operational challenges that Australian Ethical has faced are negligible compared to the heavy human, social
and economic toll that is being wrought worldwide by the pandemic. As an organisation we extend our sympathies
to all those who have been affected, and our gratitude to those on the frontline.

Despite the lockdowns that reverberate across the country, our business has proven to be exceptionally resilient by
delivering outperformance for investors, members and shareholders despite the ongoing volatility and uncertainty.




The Responsible Entity continues to monitor the COVID situation and our employees’ wellbeing remains front of
mind. This includes their day-to-day health and safety as well as their ongoing mental health. The business has strict
COVID-safe practices in place and has implemented creative ways to stay connected. Our unique culture has
helped us withstand the considerable upheaval, and our pre-pandemic flexible working policy has meant
employees have been able to choose a working arrangement that suits their individual circumstances.

As a result of these measures, and a robust crisis management plan, we have continued to operate effectively with
minimal disruption to business-as-usual operations.

The Scheme’s liquid assets are valued daily at fair value based on a market price where the security is traded on a
properly regulated market. The liquid asset classes (e.g. Australian listed equities and cash) are the primary source
of liquidity to meet the redemption, distribution and expense obligations of the Scheme. At all times during the
period, requests for redemptions have been met through available cash or via the sale of liquid investments at fair
value.

Overview

The investments of the Scheme are consistent with those set out in the Scheme’s Product Disclosure Statement
dated 2 October 2018.

Results

Total return is the percentage change of a unitholder's financial interest in the Scheme assuming all distributions are
reinvested in the Scheme. These returns are calculated in accordance with FSC Standard 6 Product Performance
Calculation of Return. The Scheme achieved the following total returns for the year:

A Retail class 41.88% (2020: 2.03%); and

A Wholesale class 43.09% (2020: 2 ).

Distributions paid and/or payable
Distributions paid and/or payable by the Scheme during the year are shown in the accompanying Statement of

Profit or Loss and Other Comprehensive Income.

As per Note 11 the Scheme paid interim distributions to the classes as follows:

A I ¢ ) - s per uni;
A Wholesale class of 1.30 _.65) cents per unit; and
A I ) cois per unit.

The year end distributions payable are as follows:

A I - -o2o: I
A Wholesale class of 19.47 (June 2020: 19.36_
A IR - 2020: 20.o7

An interim distribution of $8,439,794 was paid in January 2021 and a final distribution of $105,189,484 was paid in
July 2021.

The prior year final distribution of $85,927,283 was paid in July 2020.

Net assets

The value of the Scheme's net assets attributable to unitholders as at 30 June 2021 was $1,552,824,588 (30 June
2020: $950,198,968).




Fees

Responsible Entity fees per annum charged for the year were as follows:

A 1.99% for the retail class reduced to 1.69% effective 1June 2021 (2020: 1.99%);
A 1.10% for the wholesale class (2020: 1.10%); and
A Nil for the zero class (2020: Nil). Institutional investors are included in this class and are subject to separate fee

Climate change

For more than 30 years, Australian Ethical has been investing to protect our planet. During these three decades, the
scientists with the Intergovernmental Panel on Climate Change (IPCC) have been issuing major reports about the
state of the climate, gradually expressing more certainty about what is happening and why.

The latest report, released on 9 August 2021, confirmed what we expected: “It is unequivocal that human influence
has warmed the atmosphere, ocean and land. Widespread and rapid changes in the atmosphere, ocean,
cryosphere and biosphere have occurred.”

In other words, the climate crisis is not just a threat to future generations; it is a threat that we are already feeling the
consequences of today. If we continue the current global trajectory, the crisis will only worsen, deepening the
impact of irreversible changes to our world.

The principal direct impact of climate change on the Scheme is its impact on the direct and indirect investment
portfolio. The prospects and value of the businesses we invest in are exposed to risks and opportunities flowing
from the many effects of climate change.

Physical impacts like sea level rise and extreme weather are already changing where and how buildings and
infrastructure can be safely built. Changes in temperature and rainfall are affecting the productivity and viability of
different types of agriculture.

Achieving the Paris goals of limiting the increase in the global average temperature to below 2°C above pre-
industrial levels, and then to 1.5°C, is essential, but not easy. It will require a complete transformation of the way the
world produces and consumes energy, as well as radical measures to cut emissions from other key sources such
as transport, construction, land use and agriculture. It will also require ambitious climate policies from governments.

We identify, assess and manage material climate-related investment risks through our ethical investment process.
All investments are screened according to the 23 principles of our Ethical Charter which is embedded in our
Constitution. Our investment screening and company engagement guides us to sectors and companies which are
aligning their businesses with the transition needed to limit global warming to 1.5 degrees. These companies are
better positioned to manage many climate-related risks, such as the risk of introduction or increase in carbon
pricing. However, the effects of climate change will be felt across the economy and society. Higher global warming
threatens to disrupt trade and financial markets and carries significant risk of loss to all

Our ethics research team monitors existing and emerging climate-related risks using diverse information sources.
The team monitors developments in:

A scientific understanding of the rate and impacts of global warming;

A domestic and international climate policy and regulation;

A technological innovation in climate mitigation and adaptation.

Our ethical screening and engagement approach focuses on the need to reduce emissions to limit dangerous

climate change, but also recognises it is crucial that companies have business models and strategies which are
adaptable to the physical impacts of current and future climate change.




INVESTMENT PORTFOLIO MANAGEMENT

Our ethical research defines our sustainable investment universe, guiding us to companies better positioned to
manage many risks arising from a transition to net zero emissions. Our ethical assessment of the climate impacts of
companies and industry sectors and their products and services can also assist us in identifying climate-related
financial risks and opportunities and feed into our buy, sell and portfolio management decisions. For example,
company prospects and valuations in the energy sector may be affected by our assessment of the future regulatory
environment for the sector.

LIKELY DEVELOPMENTS

The Responsible Entity continually reviews the Scheme and depending on that review may, during the course of the
financial year, make decisions to change the offerings of products to investors. The Responsible Entity plans to
continue to invest in line with the strategy set out in the Product Disclosure Statement.

EVENTS OCCURRING AFTER THE REPORTING DATE

As the investments in the Scheme are measured at their 30 June 2021 fair values in the financial report, any volatility
in values subsequent to the balance date is not reflected in the Statement of Profit or Loss and Other

owever, the current value of investments is
reflected in the current unit price.

During the period between the end of the financial year and the date of this report, there were no items, transactions
or events of a material and unusual nature likely in the opinion of the Responsible Entity, to affect significantly the
operations of the Scheme, the results of those operations, or the state of affairs of the Scheme in future financial

INDEMNITIES AND INSURANCE PREMIUMS FOR THE RESPONSIBLE ENTITY AND AUDITOR
No insurance premiums are paic |






























































































