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Directors' Report
For the year ended 30 June 2022

The Directors of Australian Ethical Investment Limited, the "Responsible Entity" of the Australian Ethical Diversified
Shares Fund ("the Scheme") present the directors’ report together with the financial statements and notes to the
financial statements of the Scheme for the year ended 30 June 2022 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:

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

The following persons were Directors of Australian Ethical Investment Limited (AEIL) during the period under audit
and up to the date of this report unless otherwise indicated:

John McMurdo, Managing Director and CEO

Kate Greenhill

Michael Monaghan
Stephen Gibbs
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PRINCIPAL ACTIVITIES AND STATE OF AFFAIRS

The principal activity of the Scheme is to pool investors’ savings to invest in a diversified portfolio of securities, 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 in a
diversified share portfolio of both domestic and international companies. 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 year and there were
no significant changes in the Scheme's state of affairs, except those highlighted in the review of operations.
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REVIEW OF OPERATIONS

Year in review

The events of 2022 have been challenging for most investors — ethical or otherwise. Geopolitical tensions plus the
market and economic volatility associated with unwinding hugely accommodating macroeconomic policy settings
have created a complex landscape to navigate.

Amid today’s disruption-crowded environment, uncertainty looms large thanks to the combination of post-
pandemic global inflation, rising interest rates and the war in Ukraine. That these issues weren’t on many investors’
radars this time last year is a reminder of how quickly economic and geopolitical circumstances can change.

While the pandemic, climate change and the global energy crisis underscored the need to transition to a more
sustainable future, the events of 2022 have highlighted the urgency.

Investor responses to these events illustrate how large a tent responsible investing has become, home to a
spectrum of investor concerns and preferences. The investments that comprise one person’s sense of right and
wrong might not apply to someone else. But investors do not operate in a vacuum. Decisions taken, or not taken,
have an impact on the world around us.

At Australian Ethical our role isn't to judge others or to question their ethics or investment choices. We can only stay
true to our own moral compass and the values we defined in our Ethical Charter.

Where Russia’s unprovoked invasion of Ukraine and resurgent fossil fuel companies prompted some ‘responsible’
players to reinvest in traditional energy companies to benefit from spiking oil and gas prices, our position on fossil
fuel companies remained unchanged and our ethical integrity remains intact. That's because we still believe that in
the long term our approach will prevail in leaving a better world. Our ethical investment philosophy has a long-term
and strategic vision, focusing on future-building companies that will thrive in a low-carbon future. This is what our
customers expect, and we remain committed to this approach.

Financial markets may have had a turbulent start to 2022, but we don’t believe the instability will derail efforts to shift
the economy on to a more sustainable footing. In fact, we believe the structural drivers behind a low carbon future
remain as strong as ever, putting authentic and experienced responsible investors like us in the box seat.

Overview

The investments of the Scheme are consistent with those set out in the Scheme’s Product Disclosure Statement
dated 1 October 2021.

Results

A trying combination of rising inflation, higher interest rates and the invasion of Ukraine made the last six months to
30 June 2022 a difficult environment for investors.

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 -11.47% (2021: 30.35%); and
A Wholesale class -11.08% (2021: 31.53%).

The wholesale class underperformed its benchmark, that consists of 75% S&P/ASX 200 and 25% MSCI World ex
Australia which was -6.31%. Relative to the benchmark, the Scheme is overweight in the Information Technology
and Healthcare sectors which both underperformed during the year. Also contributing to underperformance was the
strong rally in the oil price that resulted in the Energy sector outperforming. The Scheme has a zero weighting to this
sector.

The weakening of the Australian dollar against the U.S dollar helped offset negative share market performance via
the Scheme's investment in the International Shares Fund.
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The Scheme seeks to provide long-term growth through investment in listed Australian and international companies
that meet the Australian Ethical Charter. The recommended minimum investment timeframe is 7 years.

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 11the Scheme paid interim distributions as follows:

A Retail class of 0.97 (December 2020: 0.21) cents per unit;
A Wholesale class of 1.56 (December 2020: 1.39) cents per unit; and
A Zero class of 2.91 (December 2020: 2.51) cents per unit.

The year-end distributions payable are as follows:

A Retail class of 15.61 (June 2021: 11.65) cents per unit;
A Wholesale class of 16.69 (June 2021: 13.87) cents per unit; and
A Zero class of 18.52 (June 2021:15.56) cents per unit.

An interim distribution of $14,665,617 was paid in January 2022 and a final distribution of $101,152,392 was paid in
July 2022.

The prior year final distribution of $77,659,428 was paid in July 2021.

Net assets

The value of the Scheme's net assets attributable to unitholders as at 30 June 2022 was $1,600,363,956 (30 June
2021: $1,750,339,606).

Fees
Responsible Entity fees charged for the year were as follows:

A 1.39% for the retail class (2021: 1.90% reduced to 1.39% effective 1 June 2021);
A 0.95% for the wholesale class (2021: 0.95%)-
A Nil for the zero class (2021: Nil).

Climate change

Our approach to ethical investment is governed by our Ethical Charter. The Charter principles are applied using our
ethical frameworks, policies, and measurement systems. These require detailed assessment of the impacts of
climate change on people, animals, and the environment, which in turn affects the way we invest including through
negative and positive screening, engagement and advocacy, and climate performance measurement and
reporting.

Our Chief Investment Officer and Head of Ethics Research are responsible for implementation of our Ethical Charter
across our investment activities. They approve new and updated ethical frameworks, which include our climate-
related ethical screening criteria for emissions intensive sectors. The Board of directors has oversight of our ethical
frameworks, with quarterly reporting to the Board of changes to frameworks and critical ethical issues.

Our ethics research team applies our Ethical Charter on a day-to-day basis in our investment screening. The ethics
team monitors existing and emerging ethical risks (including climate-related risks) using diverse company, industry,
government, responsible investment, scientific, civil society, and news sources.

The direct impact of climate change on Australian Ethical’s business is its effect on our investment portfolios. The
prospects and value of the businesses we invest in are exposed to risks and opportunities flowing from the many
effects of climate change.

UND
Annual Financial Report 30 June 2022



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.
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