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Source: Atrium, Iress. Allocations shown in the ‘Asset Class Exposure’ and ‘Risk Exposure’ charts as at the date of this report.
Source: Atrium, Iress. Performance shown above as at the date of this report. Inception date is 24 June 2011. Past performance is not a reliable indicator of future performance. Future performance 
and return of capital is not guaranteed. Performance is after fees and costs and assumes re-investment of all distributions.

KEY HIGHLIGHTS

Our Risk Targeted philosophy, focusing on risk management, 
capital preservation and genuine diversification, continues to 
deliver valuable outcomes for investors in the current period 
of extreme market volatility.

The Fund has delivered a return of 2.5% over the 12 
months to 31 March, despite a -5.5% return for the 
quarter. As an outcome of our dynamic asset allocation 
approach, the Fund benefited from a more defensive 
positioning entering this period.

Our active managers contributed strongly to performance. 
Our global equities and infrastructure mandates, both 
managed by Magellan, outperformed their respective 
benchmarks by over 7.5% for the quarter, an outstanding 
result. 

Liquid alternatives strategies in aggregate passed a stern test 
to navigate volatile markets, and successfully preserved 
capital.
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INVESTMENT OBJECTIVE
To maximise returns within the constraint of ensuring that portfolio risk, or volatility, does not exceed 9% over the
investment time horizon.
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PORTFOLIO COMMENTARY

The Atrium Evolution Series 9 Fund did well to navigate an extremely volatile quarter with our Risk Targeted philosophy insulating 
the Fund from heavier drawdowns that less diversified multi asset funds have experienced. The Fund has delivered a return of 2.5% 
over the 12 months to 31 March 2020, despite a -4.9% return for the quarter.

We remain focused on managing risk to limit drawdowns, and on delivering more consistent returns for investors over the long-
term. We believe investors can take confidence from how performance has held up in the fastest equity bear market decline in 
history.

While returns were lower over the quarter as a result of the sharp market sell-off, our portfolios benefited from a more defensive 
positioning entering this period. In employing our dynamic asset allocation approach, we took advantage of opportunities over the 
quarter to increase our equity allocations closer to the middle of their longer-term range, following the falls in equity prices that 
made many quality companies more attractively priced. However, given our focus on managing risk and capital preservation, 
coupled with the current uncertain (and unique) environment we believe now is not the time to be materially increasing exposure to 
risk assets. We have been increasing cash levels in the portfolios in preparation to deploy as further opportunities present, by 
reducing exposure to liquid alternatives which have held up relatively well over the quarter.

Growth Drivers

Our equity managers in aggregate performed very well, with the majority outperforming their respective benchmarks over the 
quarter, including many by substantial margins. In a challenging market environment, our belief in active management and focus on 
the downside provided strong benefits to investors’ portfolios by buffeting returns compared to equity indices.

Our global equity performance was well supported by the Magellan global equities mandate (implemented via the Atrium Global 
Equities Mandate No. 1) which significantly outperformed the global equity benchmark by 7.6% to finish only marginally lower over 
the quarter, a truly outstanding result. Key contributors included technology stocks Apple, SAP and Microsoft, with the latter 
benefiting from employees working from home, while US utility holdings also proved defensive. During the quarter, the fund 
increased its cash holdings to 15% in response to the increased uncertainty from the COVID-19 pandemic.

Our more value-orientated strategy, Antipodes Global Long Only was lower over the quarter, with positive contribution for the 
portfolio coming from gold related securities and healthcare stocks such as Gilead and Merck, while Chinese technology and on-line 
retailer Alibaba also performed well. Some of these positions were offset however by challenging performance in energy related 
companies.
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MARKET COMMENTARY

The March quarter was a period of significant volatility as markets priced extreme uncertainty around the economic outlook arising 
from the COVID-19 pandemic. Whilst market volatility was already elevated in January and February as investors watched the 
outbreak of the virus in China, March saw a material increase in market moves as the virus spread globally and the WHO declared a 
pandemic. A slow and confused reaction from the US Government increased the pressure on markets. Offsetting the dramatic 
economic uncertainty created by economy-wide shutdowns and other necessary social-distancing measures, were enormous and 
rapid policy stimulus actions taken by central banks and governments aimed at supporting the economy and markets.

The US S&P 500 index fell 19.6% over the quarter despite an impressive rise of more than 15% in the last week of March. The 
weakest sector for the quarter was Energy, which returned -50.5%, reflecting weak demand. Financials were also hit hard, declining 
-31.9% for the quarter, partly reflecting the emergency policy rate cuts from the US Federal Reserve (Fed) which took rates back 
down to zero, and started to again increase its balance sheet through quantitative easing (QE). The Materials sector likewise 
struggled (-26.1%), reflecting weakness in commodity prices, as markets remained very concerned around the demand for 
commodities. Europe underperformed the US market, declining 22.6%, with Italy (-27.2%) particularly impacted given the huge 
concentration of COVID-19 cases, and a higher mortality rate. European banks were very weak (-43.8%), although 
somewhat supported by additional QE from the European Central Bank (ECB) late in the quarter. Emerging markets were broadly in 
line with the US (-19.4%), although there was a spread of returns, with Brazil (-36.9%), India (-29.1%) and Indonesia (-29.0%) standing 
out on the downside.

In Australia, the S&P/ASX 200 declined 23.1% over the March quarter. Energy (-47.9%) and Resources (-27.8%) suffered on the very 
uncertain outlook for commodities demand. The Reserve Bank of Australia (RBA), in a significant effort to support the economy, cut 
rates twice to the lowest rate it is willing to entertain (0.25%). In addition, it entered unlimited QE to purchase government bonds 
and provide credit to banks. Banks (-28.0% for the quarter) passed on part of the overnight cash rate cuts, and also increased some 
term deposit rates, the combination of which is a hit to their net interest margins, and hence profitability. Markets also speculated 
that they may be forced to cut dividends, so the sector remained very weak.

As global central banks either commenced QE during the quarter (the RBA), or reintroduced and increased such programs (The Fed 
and ECB), bond yields fell to new record lows. The Australian program, which is unlimited in size, explicitly targets 3-year bond yields 
which fell 27 basis points (bps) for the month to end at 0.24%. In the US, 10-year yields traded to new record lows (briefly touching 
0.31%), although moved slightly higher into month end, partly reflecting the huge deficits to be incurred to finance fiscal stimulus 
across the globe. Credit markets were generally very weak, on the back of the uncertain economic environment, but High Yield was 
significantly weaker than stronger-rated credit on the back of the sharp falls in the oil price.

The Australian dollar fell sharply over the quarter, declining 12.6% against the US dollar, partly reflecting weak commodity prices and 
a typical decline in periods of volatility, but perhaps more importantly reflecting a global flight to the safety of US dollars.
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Our small allocation to the Northcape Global Emerging Markets Fund also outperformed its benchmark over the period, led by its 
high conviction position in Malaysian rubber glove manufacturer Top Glove, which has seen demand for its products boom during 
the pandemic.

Our global listed infrastructure mandate (also managed by Magellan) outperformed its index by over 8.2%, in a difficult quarter for 
infrastructure stocks, as the global shutdown adversely affected airports and toll roads. Despite this, utilities performed well in a risky 
environment as investors sought out exposure that was immune to the shutdowns.

The Atrium Equity Opportunities Fund return built on a very strong relative performance over 2019, and outperformed the index over 
the quarter, but was unable to escape the sharp falls in domestic equities (-23%) as the local economy looks certain to enter a 
recession due to the impacts of the COVID-19 pandemic and forced shutdowns across multiple areas of the economy.

Key contributors to the fund included ResMed, while key detractors included Lovisa and EML. Over the quarter the manager was 
actively positioning the portfolio, with the fund exiting Oil Search as the sharp deterioration in the oil price put an indefinite delay on 
their expansion projects and questioned the strength of their balance sheet. The manager also took advantage of the sell down in 
markets with purchases of Woolworths and Lovisa.

Amongst our other domestic managers, the Bennelong ex-20 Fund outperformed its index over the quarter by over 7%, as its largest 
holding, Fisher & Paykel Healthcare performed exceptionally well, benefitting from the increased demand in respiratory devices due 
to the pandemic.

Small to mid-cap manager SG Hiscock ICE had a difficult quarter as that segment of the market underperformed large companies. 
Holdings such as Webjet and Star City Casino were adversely impacted by the lock downs and bans on international travel from 
Australia, although consumer staple companies such as A2 Milk and Freedom Foods held up well.

Diversifiers

The liquid alternatives strategies passed a stern test in the March quarter as asset prices across equity, bond, commodity and foreign 
exchange markets all exhibited extreme volatility. In this environment, it was particularly pleasing to see our alternatives managers 
navigate these markets and in aggregate successfully preserve capital. The alternatives allocation finished the quarter lower, but 
materially outperformed global equity markets.

The most successful strategies in the March quarter included PE Global FX Alpha, our specialist FX manager, that pivoted to be short 
commodity currencies against the US Dollar in February and ended the quarter up 21.6%. Trend exposure, which is accessed through 
Crown Diversified Macro and Man, also took advantage of short positioning and performed well to be up 13.1% and 24.9%
respectively. European long/short equity manager Zebedee Capital Partners was able to actively manage risk within their portfolio 
extremely well over the period and pivot to be long European stocks late in the quarter to finish up 1.7% for the period.

The sheer speed of the sell-off in equity markets meant the main detractor for the portfolio came from strategies focused on 
opportunities in the small and mid-cap sectors of equity markets where it is more difficult to move portfolios quickly. The Regal 
Tasman Market Neutral Fund suffered a difficult quarter and we have been in constant contact with this manager to understand their 
portfolio positioning and how they are responding. Pleasingly, Regal have been active in managing their risk and performance has so 
far improved through early April.

Private markets continued to provide uncorrelated positive returns. During the quarter the Primewest Exchange Tower Trust sale 
settled, delivering an IRR of 11.8%. We continue to realise assets on a periodic basis and have positioned the portfolio in a diverse 
range of asset types and geographical locations. We see a range of attractive opportunities forming in this sector over the 
forthcoming year.

Preservers

The preserver allocations accessed via the Atrium Enhanced Fixed Income Fund (AEFI) provided diversification and capital 
preservation benefits, returning –0.5% over the quarter despite corporate bond markets not being immune to volatility over this 
period. The defensive nature of this portfolio proved its worth over the volatile market environment in February and March.

Within AEFI, the Kapstream Absolute Return Income Fund held up well at the beginning of the quarter, but declined in March as 
credit spreads widened, leaving the fund at -1.1% for the quarter. The portfolio was positioned well to mitigate the falls seen in other 
parts of the sector. Kapstream ended the quarter positioning their interest rate exposure to benefit the fund if bond yields continue 
to decline (bond prices rise as yields go down).

The Daintree Core Income Trust was also slightly down over the quarter by -1.4% as corporate bond interest rates increased, reducing 
prices and offsetting any gains from their active positioning in interest rates. A smaller exposure in the JP Morgan Global Strategic 
Bond Fund (GSBF) saw the manager take a more defensive stance, reducing exposure to High Yield and increasing exposure to what 
is typically a more defensive asset, securitised credit.

AEFI continues to maintain exposure to Australian government bond futures reflecting a view that bond yields will remain low and 
further providing support during periods of corporate bond market weakness.
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Important Information: The information in this document (Information) has been prepared by Atrium Investment Management Pty Limited (ABN 17 137 088 745, AFSL 338 634). The Trust Company 
(RE Services) Limited (ABN 45 003 278 831, AFSL 235 150) is the Responsible Entity of the Atrium Evolution Series – Diversified Fund (ARSN 151 191 776) (Fund). The Information is of a general 
nature only and does not take into account the objectives, financial situation or needs of any person. Before acting on the Information, investors should consider its appropriateness having regard to 
their own objectives, financial situation and needs and obtain professional advice. No liability is accepted for any loss or damage as a result of any reliance on the Information. Investors should 
consider the Fund’s Product Disclosure Statement (PDS) (available from www.atriuminvest.com. au) before making any investment decision. Past performance is not a reliable indicator of future 
performance. Future performance and return of capital is not guaranteed. The Magellan Global Equities Mandate is a separately managed portfolio managed by Magellan Asset Management 
Limited in a manner consistent with the Magellan Global Fund.
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Outlook

The strong market returns from the 2019 calendar year have been sharply reversed due to the COVID-19 global pandemic. All other 
factors have taken a back seat, as the world faces a simultaneous health and economic crisis, with the latter only resolved once the 
pandemic comes under control.

Major economies across the globe are now facing the likelihood of an economic recession. Growth should recover in the third 
quarter as containment measures are relaxed, though continued monetary support from central banks and unprecedented fiscal 
stimulus targeted to reduce economic distress should help drive the recovery once businesses reopen and workers return to their 
jobs. However there will be many businesses that don’t recover, while others will emerge relatively stronger. Our key focus now 
remains on uncovering those potential winners while avoiding the losers.

The key for investors now is assessing the depth and duration of the economic downturn and possible paths to recovery. Given our 
focus on managing risk and capital preservation, coupled with the current uncertain (and unique) environment that we all face, we 
believe now is not the time to be materially increasing exposure to risky assets. Rather, we have been increasing cash levels in the 
portfolios ready to deploy as further opportunities present as well as by reducing exposure to liquid alternatives which have held up 
relatively well over the quarter. Until we have more clarity of the way out of this health and economic crisis we can expect to remain 
relatively defensively positioned and focused on preserving client capital, however we remain on the lookout for compelling long-
term value investment opportunities in the months ahead.

What is clear more than ever is that our focus on providing consistency of returns and managing risk via active management has 
never been more important for investors as it is today. We remain focussed on delivering to our investment objectives and 
positioning the portfolio to benefit from this market dislocation.
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