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investment companies
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What is a quoted investment
company?
Quoted investment companies, traded
on a stock exchange, are set up to make
investments on behalf of their shareholders
(they are also called Closed-Ended Funds
and, in specific circumstances, Investment
Trusts).

Buying a spread of different types of
investments to diversify is important. All
things being equal, it reduces your risk,
as it lessens the chance that one specific
problem will have a major impact on your
entire wealth.

Investing in an investment company (or any
other type of pooled/collective fund such as
a unit trust) is a useful way of passing the job
of managing some of your investments to
an expert – the investment manager.
Investment companies let you invest in a
spread of different types of investment in an
easier and more efficient way than buying a
collection of individual investments, saving
you money in dealing charges and letting
you invest relatively small amounts of
money.
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What makes investment companies
different to other funds?
Investment companies differ in several aspects from other types of
companies and funds. Open-ended funds such as unit trusts, OEICs
and UCITs expand and contract when people want to invest in them
or take money out of them. Their investment
managers need to worry about turning
CLOSED
investments into cash in a hurry if investors
decide they want their money back. Some
people think this encourages a mentality of
V
short-term thinking.
The Board of Directors of an investment
company can choose to issue new shares or
buy them back but, because this is optional,
they can also take a genuinely long-term view
about the merits of an investment. Investment companies can also
operate with low levels of cash and can even borrow money to
invest – improving performance when assets values are rising.

OPEN

BOARD ON YOUR SIDE:

YOU HAVE A VOTE:

Each investment company has a board of
directors whose job is to look after your
interests. The vast majority of these boards
are independent from the fund manager and
so they can exert pressure to keep running
costs down and keep the manager on the
right path, or even replace the manager.

As a shareholder, you have a say
in how your company is run. You
get to vote on important issues.
You can attend meetings and
ask questions.

WIDER CHOICE:
With the freedom not to worry about shortterm cash flows, investment companies are
more free to invest in things that cannot
be sold in a hurry (like property and private
equity).
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NET ASSET VALUES:

TRADED:

Investment companies publish net asset
values - how often they do this usually
depends on how easy it is to value the
company’s investments. The net asset value
(NAV) is the value of all the company’s
investments less the value of all the money
it owes and is usually expressed as a number
per share. This is the same
calculation that is used to
work out the price of an
open-ended fund.

The shares of investment companies
are traded on a stock exchange.

DISCOUNTS AND PREMIUMS:
The value of your shares in an investment
company is determined by supply and
demand. If there are more shares than
people want to buy, the price falls; if there is
demand for more shares than are available,
then the price rises – in each case reaching
a level where demand and supply are
matched. This means that the share price
can be lower than the net asset value – a
discount – or higher than the net asset value
– a premium.
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GEARING:
This is often referred to as gearing (or
leverage) because, just like the gears on
a bicycle, it multiplies the returns (either
positive or negative). This is a two-way
street however as gearing can magnify
losses in falling markets, as well as
enhancing returns in rising markets.
Generally highly geared funds are more
risky but most investment companies use
gearing sparingly and many don’t use it at
all.
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Comparing investment companies to
open-ended funds
INVESTMENT
COMPANY

OPEN-ENDED
FUND

Fixed number of shares

STRUCTURE

Expands and contracts with
demand

Not worried about shortterm cash flows

LONG-TERM
VIEW

Need cash to meet possible
redemptions

Can invest in illiquid assets

CHOICE OF
ASSETS

Need to be able to cash in
investments quickly

Based on supply and
demand

Quoted on a stock
exchange

Independent and
representing you

You get a vote

Can borrow to enhance
returns

6

PRICES

Based on asset value

TRADING

Bought and sold from
manager

BOARD OF
DIRECTORS

No independent board

Very exceptionally

VOTING

GEARING/
BORROWING
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Some funds can borrow up
to 10%
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Types of investment company
You can also choose what type of assets
you want to invest in. Some funds invest in
everything – these are multi-asset funds.
Others focus on a particular niche such as
renewable energy, or companies that pay
high levels of income etc.
Investment companies allow you to invest
just about anywhere in the world. You can
choose to spread your investment across
the globe or focus on a single region or
country.
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COMPARING FUNDS:
To make it easier to compare funds, The
Association of Investment Companies (AIC)
classifies investment companies into sectors
just as the Investment Association does for
open-ended funds. Investment company
sectors are usually defined by what type of
assets the investment company is invested
in, where the investments are and what the
investment company is trying to achieve.
For example, growth, growth & income or
income. QuotedData has a page for each
sector so you can compare similar funds.
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Investment objectives and policies
INVESTMENT OBJECTIVE:
Each investment
company has an
investment objective that states what it
is trying to achieve for investors and the
investment area that it is going to focus
on. An example might be “outperform the
MSCI World Index over the medium term by
investing in a global multi-asset portfolio”
(portfolio is collectively the term for all
the investments that the fund holds). Here
the MSCI World Index will be the fund’s
benchmark – a measure against which you
can judge the performance of the company.

INVESTMENT POLICY:
The investment policy or
investment strategy describes
how
the manager
will
go
about managing the
portfolio. The directors may
set restrictions on things like

8

A GUIDE TO QUOTED INVESTMENT COMPANIES

how many investments the fund holds, how
big the largest investments are or how much
of the fund is invested in a particular country.
The investment policy will also include any
parameters around dividend payouts.

PREDICTABLE:
The investment company cannot change
its investment objective without asking
shareholders to vote on whether that is
acceptable.
QuotedData covers news
daily
on
announcements made by investment
companies listed in the UK. This includes
changes to investment policies as well as
NAV announcements, reports, portfolio
updates, corporate news and manager and
fee changes.
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Choosing an investment company
What is the difference between growth, growth & income and income?

GROWTH
Growth funds try to
generate all of their return
through an increase in
the capital value of their
investments. They may be invested in assets
that do not produce an income, such as
companies that are not paying dividends or
paying only small dividends, companies that
are reinvesting all their profits to expand their
businesses or property under construction.
Generally, though not always, growth funds
are riskier than average because the value
of their investments is more dependent on
‘hope’ value – what the investment might be
worth in the future if everything goes to plan
– and plans do not always turn out the way
you anticipate.

INCOME
Income funds tend to be
invested in assets that are
generating an income, usually
higher than the income
from a growth and income
investment, but often there is a low or no
chance of generating capital growth (like
investing in debt). With no capital growth
to fall back on, any fall in the income is
bad news and so income investments can
look as though they are low risk but can
9
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catch you out. Also income investments are
valued in relation to what you could get by
doing something safer with your money,
like buying a government bond or putting
your money on deposit in a bank. If the
return you can get from a safer investment
rises then the return on the income fund is
relatively less attractive and its value may
fall. It is worth checking whether the returns
on an income fund are sensitive to moves in
interest rates.

GROWTH & INCOME
Growth and income funds tend to be
invested in assets that are generating an
income (like a company paying dividends
or a property that is rented out) but where
there is also a chance of capital gain. These
kind of investment assets tend to be, but are
not always, less risky than average because
even if capital values are falling, at least you
can rely on the income to tide you over until
things recover.

&

INDEPENDENT CONTENT FROM QUOTEDDATA
Sponsored by Fidelity and Jupiter Asset Management

TESTING NAPPIES.
THE LENGTHS WE’LL
GO TO FOR A
BETTER INVESTMENT.
LET’S TALK HOW.

It may sound odd that nappy absorption could have an
impact on one of the investment trusts from our global
range, but it did. When researching two manufacturers in
Asia, we questioned why one of them had declining sales.
Management told us it was a marketing issue, but was
it something more fundamental?
We ran an independent test and found their nappy just
didn’t hold water, which put them out of the running.
Hands-on local research helped us make a better
investment decision.
Our 380 investment professionals across the globe always
dig deeper by cross-checking facts, asking the diﬃcult
questions and sometimes even testing nappies. We believe
this gives us stronger insights across the regions and
markets our investment trusts cover.

The value of investments and the income
from them can go down as well as
up and you may get back less than
you invest. Overseas investments are
subject to currency ﬂuctuations.
Investments in small and emerging
markets can be more volatile than
other overseas markets.
Some funds invest more heavily than others in small
companies, which can carry a higher risk because their
share prices may be more volatile than those of larger
companies.

Let your investment beneﬁt from our robust research.
Visit ﬁdelity.co.uk/research or speak to an adviser.

Fidelity’s range of investment trusts
• Fidelity Asian Values PLC
• Fidelity China Special Situations PLC
• Fidelity European Values PLC
• Fidelity Japanese Values PLC
• Fidelity Special Values PLC (UK focused)
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Research before you invest
To judge how a fund is doing it is best to compare it to similar funds –
so look at it against funds in the same sector. Look at measures such
as its discount and premium and how that has changed over time;
yield (the income it pays divided by its share price); performance
record, charges; how much borrowing it has and how volatile its
share price has been. Look at other information too – for example:
how long has the manager been running the fund? Does the
investment strategy/policy make sense to you?
Wherever you can, we recommend that you
find out as much about the fund as possible.
You can do this using research websites like
QuotedData or by visiting the fund’s own
website. Sponsored research, while paid
for by the client, aims to be balanced and
comprehensive. It will consider the good
alongside the bad and will help you identify
the key points and parameters by which you
can analyse the fund.
We suggest you take other people’s opinions
on the fund with a pinch of salt. It is best
to make your own judgements, consulting
an independent financial professional if
you aren’t sure. One very good rule of
thumb is not to invest in anything you don’t
understand – it is a maxim that even some
professional investment managers need
reminding of from time to time.
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Part Two
In the second part of this guide we look in more detail at
some of the more technical aspects of using investment
companies. We’ve tried to keep the language simple,
building upon the concepts introduced in Part One, but if
you come across a word or phrase that you are stumped
by, try entering it in the search box on our website – the
QuotedData glossary should help.
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How is your money managed?
The boards of some investment companies
decide that the company will manage its
own investments. These are called selfmanaged companies. Most though decide to
outsource the job of managing the portfolio
to specialist investment managers. These
are called externally managed companies.

The board will set out an investment objective
for the investment company. These are all
worded differently but often say something
along the lines of “delivering a return to
shareholders in excess of the benchmark”.
Benchmarks vary according to what the
fund is invested in and what it is trying to
achieve but they are often an equity index,
a fixed rate of return, the rate of return on
a government bond or perhaps an interest
rate.
The manager’s job is to achieve the
investment objective. For this they need to
devise an investment strategy – this could
be a job they do themselves or something
they do in conjunction with the board. The
investment strategy describes the practical
aspects of selecting investments for the
portfolio.
Often the board will set some parameters
that the investment manager needs to work

13

within. This could be things like the size of
the largest investment; how concentrated
the portfolio is allowed to be; the maximum
exposure to a country or an industry sector,
how much borrowing the manager is allowed
to use or whether they are allowed to use
derivatives (options and futures).
The manager will choose investments based
on their view of how attractive they are. Some
managers select individual investments that
they like and assemble these into a portfolio
– this is called bottom-up stock selection.
Others may decide first what geographies
and industry sectors they like – this is called
asset allocation – and then decide what
investments will fit within those criteria. This
is called top-down stock selection.
Some managers will make investments
based on the constituents of the benchmark.
They will look at the size of each member of
the benchmark and then decide whether to
underweight or overweight that investment.
A portfolio that exactly matched the
benchmark in terms of constituents and
weights would be an index-tracker. The
degree to which the portfolio differs to the
benchmark is the active share.
The manager may like holding companies
for the long-term or might want to trade (buy
and sell investments). Portfolio turnover is a
measure of how much of the portfolio the
manager is buying and selling and is usually
worked out as the value of purchases plus
sales divided by the average value of the
portfolio.
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Investment company structures
Companies need money to fund their activities and to do this they
use a mix of permanent capital in the form of shares (equity) and
borrowed money (debt).
Investment companies and investment trusts have the ability to
borrow money and issue different types of shares. The objective
in doing this is to enhance, or “gear up”, the return earned by the
ordinary shareholders.
In this part of the guide we explain workings, the benefits and pitfalls
of various capital structures.

ORDINARY SHARES
The simplest companies have just one type
(or class) of share, usually called ordinary
shares, and no debt. The owners of these
ordinary shares are entitled to receive a
share of the profits that the company makes
and so can receive income in the form of
dividends. If the owners decide to wind up
the company, the company’s assets (after
paying any money it owes) are distributed
amongst the ordinary shareholders. The
ordinary shareholders tend to call the shots.
While the directors run the company on
a day-to-day basis, significant decisions
affecting the company will need the approval
of the ordinary shareholders.
A dwindling number of companies have
both voting and non-voting shares. Nonvoting shares get all the risks and rewards
of owning shares in the company but have
little or no say in the way it is run.
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A few companies have restricted voting
shares – the way these work can differ from
company to company. It might be that they
have a fraction of a vote compared to an
ordinary share or that they can only vote on
certain matters.
Companies can shrink themselves by buying
back shares, subject to certain conditions.
These shares can be cancelled or, if
shareholders have approved it, held by
the company in Treasury. Treasury shares
are not in circulation and have no votes
and are not entitled to dividends, but they
can be reissued and that process is much
simpler than creating brand new shares.
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BORROWING MONEY
The most common way that companies
alter their capital structure is by borrowing
money. For an investment company the
appeal of borrowing money to invest is that,
as long as you earn more than the cost of
paying the interest, you can boost the return
earned by shareholders.
Companies can borrow from a variety of
sources including banks. Bank lending can
be provided via revolving credit facility that
allows the borrower to decide, within limits,
how much to borrow and when to make
repayments or as a term loan where the
loan either amortises (is paid off gradually
over the life of the loan), has predefined
repayment dates or is paid back on one
fixed day in the future (also called a bullet
repayment).
Lenders may ask that the loan is secured
on a specific asset or assets so that, if the
company can’t pay back the loan or the
interest, they can get their money back by
taking possession of the asset and selling it.
To get their money back on an unsecured
loan however, they might request that the
company is put into liquidation (selling off
all the company’s assets to repay its debts).
For a company looking to borrow money,
one way of arranging your capital structure
to suit secured lending is to set up special
purpose vehicles or SPVs. Selected assets
are put inside the SPV and then the SPV
borrows money secured against those
assets. This debt may be non-recourse to
the main company – which means that if
the SPV can’t pay its debts, the lender has
no right to come after the main company
for the money.
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As a way of protecting themselves, lenders
sometimes insert covenants into the terms
of the debt. These can be triggers for an
early repayment of the debt, a higher rate of
interest or some other penalty.
Covenants typically look at how indebted
the company is using measures of loanto-value (the size of all the company’s
debts relative to the value of its assets)
or the company’s ability to pay its debts
using interest cover ratios (the relationship
between the company’s interest bill and its
earnings) but can also include any other
factor the lender thinks is important, such
as stipulating that the key personnel in the
company stay working in the business.
Some investment companies use contracts
for difference (CFDs) for gearing purposes.
This is a derivative contract with a bank
relating to a security, a collection of
securities, or an index.
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As an alternative to bank finance, the
company can issue a bond (sometimes
also referred to as a debenture or loan
stock). Although bond issues can be sold
to one buyer, they provide an easy way for
a company to raise finance from multiple
sources.

linked to LIBOR or central bank base rates).
When they believe that interest rates might
rise however, investment companies may
choose to fix the cost of their borrowings.
As the market rate of interest moves in
relation to this fixed borrowing cost, there
is an impact on the fund’s net asset value, to
factor in the cost of repaying the debt early.

Although some loan agreements might
stipulate that the debt cannot be assigned
to anyone else (can’t be traded), it is usually
possible for lenders to sell on the loans they
have made. This is true even of bank loans
(and there are some funds that buy loans the
banks have made), but it is easier in the case
of bond issues – these can even be listed on
a stock exchange.
The value of debt to the buyer and seller
depends mainly on: the relationship
between the interest rate (sometimes called
coupon) on the debt; the market interest
rate; the time to maturity (repayment); and
the perceived riskiness of the debt – how
likely it is that the borrower will not pay the
interest and/or repay the debt (credit risk).
Most companies will borrow in their home
currency but they don’t have to and some
investment companies will make an asset
allocation decision to borrow in a foreign
currency as a way of offsetting the currency
exposure they have in their portfolio.
Some companies borrow money in a
foreign currency without having assets in
that country to support that debt. This can
be a risky strategy as changes in exchange
rates could make the value of the debt in the
company’s home currency rise.
Typically companies pay floating rates of
interest on the money they borrow (i.e.
the interest-rate changes with reference to
market rates of interest – many rates are
16
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People who lend companies money at
fixed interest rates can generally rely on
a predictable level of income until the
loan is repaid. They could sell the debt on
to someone else but, if the market rate of
interest has changed since they lent the
money, the debt is more (if interest rates
have fallen) or less (if interest rates have
risen) valuable in the eyes of the buyer. The
fair value of the debt is simply its value if you
adjust the value of the debt so that a buyer
would be earning the market rate of interest.

tend to generate a predetermined rate of
income for holders. They tend to rank above
the ordinary shareholders both in terms of
the right to receive income and the right to
be repaid in a liquidation

WARRANTS
SHARES

AND

SUBSCRIPTION

Warrants and subscription shares give the
holder the right but not the obligation to buy
ordinary shares at a predetermined price (the
strike price or exercise price) on a given date
For example, say I lend £100 for a year at a
or within a range of dates.
fixed 10% interest rate, then say the market
rate of interest immediately halves to 5%. If
The value of warrants and subscription shares
I now sell the loan, a buyer is going to get
varies in relation to the price of the ordinary
£110 from owning my loan compared to
shares and the length of time left to exercise
£105 for making a loan in the open market.
them. Each month QuotedData publishes
My loan is worth more to the buyer so he
some basic information on the warrants and
or she should pay me more. The price they
subscription shares that have been issued by
should pay is 110/105 = £104.76.
investment companies.
Companies may borrow from more than
one source and issue other classes of shares
in addition to ordinary shares. One of the
critical things to think about when analysing
a company’s capital structure is seniority –
where each type of borrowing and class of
shares ranks when it comes to receiving a
share of income or getting paid in the event
that the company is being liquidated. The
higher up the ranking you are, the safer your
investment. For that reason interest rates
on senior ranking loans tend to be lower
than interest rates on junior ranking loans.
Ordinary shares tend to rank at the bottom
of any capital structure.

PREFERENCE SHARES
Preference shares have most of the
characteristics of a bond – the capital must
be repaid on a predefined date and they
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CONVERTIBLES
Some other classes of capital are convertible
into ordinary shares at a predetermined
conversion price on a certain date or within
a range of dates. Convertible bonds and
convertible preference shares take on some
of the characteristics of bonds and preference
shares and some of the characteristics of
warrants. This can make them complicated
to value but, simplistically, they can be
thought of as like a bond when the ordinary
share price is less than the conversion price
and like a warrant when the ordinary share
price is higher than the conversion price.
If, at the maturity date, the ordinary share
price is less than the conversion price,
holders of the convertible will be paid back
the amount borrowed. If the ordinary share
price is higher, holders of the convertible
will convert into the ordinary shares.

SPLIT CAPITAL COMPANIES
Split capital companies try to take advantage
of the flexibility of capital structures to create
new investment opportunities with different
risk and reward characteristics than ordinary
shares.

assets are available). Their entitlement to the
assets of the company rises in a straight line
between their entitlement on issue and their
redemption value. They are not entitled to
receive dividends and rank ahead of the
ordinary shares in the event of a liquidation.
It is possible to calculate a gross redemption
yield or GRY. This is a measure of the rate of
return offered by an investment up until the
date it matures. It is usually expressed as an
annualised percentage - a bit like an interest
rate. It is worked out by annualising the total
“interest” cost. ZDPs are usually priced by
reference to their GRY. Companies publish
a cover ratio – how many times the assets
exceed the final cost of the zero. A low
cover ratio represents a riskier investment
and investors usually demand a higher GRY
for a low cover ratio, and they will also want
to be paid more for an issue invested in
volatile assets (as there is a higher chance
that the assets will not cover the zero when
it matures).

ZERO DIVIDEND PREFERENCE
SHARES
The most common type of split capital
company is one that includes zero dividend
preference shares (zeros or ZDPs) within its
capital structure. Zeros are shares that will be
redeemed at a fixed price at some defined
point in the future (provided that sufficient
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INCOME AND CAPITAL SHARES

GEARED ORDINARY SHARES

Some other split capital companies have
two types of share – income shares and
capital shares. The idea is that the income
shareholders get all or most of the income
and the capital shareholders get all or most
of the growth in the value of the assets.
The income shares may be worthless in the
event of a liquidation or they may get back a
fixed capital entitlement.

Geared ordinary shares, also called ordinary
income shares, get a dividend and what is
left of the assets in the event of a liquidation.
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PACKAGE UNITS
Combinations of the various classes of
share capital (i.e. all the elements of the
capital structure apart from the debt) are put
together to form package units. Package
units give you the same effective exposure
as you would have had if the company had
only issued ordinary shares.
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The role of the board and shareholder
rights
Every company needs a board of directors –
they are the people that make the decisions
on behalf of the company. Directors
have a duty to look after the interests of
shareholders (the owners of the company).
This is a “fiduciary” or legally enforceable
duty – directors can get into serious trouble
for breaching this.
Directors are often referred to as “nonexecutive” or “executive”. Non-executive
directors play no role in the day-to-day
management of the company. Their job is
to make sure that the executive directors or
managers, the people running the company,
do their job properly. Most directors of
investment companies are non-executive
and investment companies do not need
to have any executive directors if all of
the day-to-day running of the company is
outsourced.
The board meets regularly to review how
the company is doing. They check up on
the activities of the executive directors
and the various people supplying services
to the company (such as fund managers,
accountants, bankers and brokers) and hire
and fire them if necessary. They preside over
the publication of reports to shareholders.
They also have responsibility for the
strategic direction of the company and for
thinking about how to handle the risks that
the company faces.

and internal financial controls and manages
the relationship with external auditors.
New directors are usually chosen by the
existing directors. They might set up a
nominations committee just to carry out
this function. Other people can suggest
that they should be elected to the board.
However, the ultimate decision rests with
shareholders who approve all appointments.
Shareholders can get in touch with directors
at any time but they get a chance to question
directors in person at the company’s annual
general meeting (AGM). If you can attend
the AGM, we suggest you do so. It is a good
chance to meet the directors. Usually, the
investment manager will be there too and
will give a presentation on what they have
been up to.
Anything that needs shareholders’ approval,
like the annual report & accounts, has to
be voted on at a general meeting of all
shareholders. If the directors do something
that shareholders disagree with, there are
rules that allow individual or groups of
shareholders (you need 5% of the company
or 100 of you) to put proposals to a meeting
of all shareholders. That could include firing
the existing directors.

They set up various subcommittees to handle
specific jobs – like the audit committee
which looks after the company’s accounts
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Net asset values (NAVs)
The net asset value, usually abbreviated
to NAV, of the company is worked out by
adding up the current value of everything
the company owns and deducting anything
it owes. It is usually quoted as an amount
per share.
The NAV is the most important bit of
information you need to help you decide
whether an investment company is
attractive or not but unfortunately not all
investment websites have NAV information
so it pays to come to a specialist website
such as QuotedData or go to the investment
company’s own website.
Many, but by no means all, investment
companies publish their NAVs daily. For
some companies though it is harder to value
their investments. Investment companies
investing in things like property or private
equity (companies that aren’t traded on a
stock exchange), calculate their NAVs less
frequently – maybe once, twice or four
times a year. Remember to check how old
the NAV is before you use it to decide if an
investment company’s share price looks
attractive or not.

accounting year LESS all the expenses of
running the investment company that are
charged against income). The assumption
used to be that investors would get paid most
of the current year income as a dividend so
they were only interested in seeing how
the underlying capital (everything that isn’t
income) value of their investment was doing.
However there are times in the year when
for some funds the current year income
figure is quite large – maybe three or four
per cent of the NAV. The powers that be
decided that excluding current year income
was misleading so they asked investment
companies to publish NAV including current
year income. Some investment companies
publish both however – so check which one
you are looking at.
The next two types of NAV are NAV with debt
at fair or market value and NAV with debt at
par. The par value of the debt is simply the
amount that the company borrowed. We
looked at the concept of the market and fair
value of debt on page 16.

NAV with debt at fair value (also called NAV
with debt at market value) is a NAV adjusted
for an estimate of the cost of repaying the
Now here’s the confusing bit - investment debt today.
companies may publish a range of NAVs:
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NAV NAV
NAV NAV

The first two types of NAV are NAV including
current year income and NAV excluding
current year income. Historically the usual
practice was to publish the NAV excluding
current year income (current year income
is all the dividends and interest earned
by the investment company in its current
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Everywhere we can in the QuotedData
website we use NAVs calculated by including
current year income and with debt at fair
value. We do this because this is closest to
what you would get if the company sold all
the assets in the fund today and gave you
the money back. BUT remember that in the
real world there may be costs associated
with selling off the assets and winding up
the company and the company may not be
able to get bid price (the maximum price
that a buyer is willing to pay for a security)
for their investments, especially if the assets
are being sold off in a hurry.
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What is a discount?
The discount is the amount by which the
net asset value exceeds the share price
expressed as a percentage.
But, in plain terms, it is just a measure of how
much demand there is for an investment
company. Less popular companies trade at
a discount to their true value. Really popular
investment companies often trade at a
premium – in other words the share price is
higher than the net asset value.
The price of shares in a company, like the
price of apples or tomatoes, is determined
by supply and demand. On the supply side,
the number of shares available to buy in an
investment company is usually fixed. If their
shareholders have said it is OK, companies
can issue new shares to help increase supply
or buy back shares to help reduce supply
but they don’t have to. On the demand
side, investors’ enthusiasm for shares in a
company comes and goes – the demand
can fluctuate quite a bit.

when its assets are doing OK. This can make
it look like the company is performing badly
which can make it less popular and, hey
presto, the investment company is trading
on a discount.
Discounts that swing around too much are
also bad news. You could catch the swing
right – buy at a wide discount and sell at a
narrow one. Unfortunately, for many people
it doesn’t work that way – they get sucked
into buying a fund because it is popular and
then get disheartened and sell when it’s
unpopular.
This is why it is important that the investment
companies intervene on the supply side of
the equation by issuing and buying back
shares, reducing the absolute level of the
discount and premium and the volatility.

Investment companies spend more time
worrying about how popular they are than
most companies and can affect their own
discounts. If an investment company trades
at a big discount to the value of its assets for
some time, aggressive investors could snap
up the shares with the intention of winding
the company up – buy at a discount, get
out at asset value = nice profit! Clearly big
discounts are a danger to the survival of an
investment company.
Big premiums are problematic too; they have
a tendency of evaporating so the investment
company’s shares might do badly even
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Managing the discount

Issuing and buying back stock can help
the asset value as well. Issuing stock at a
premium benefits existing shareholders as
new investors pay above the odds to get
into the fund. The excess they pay over
asset value benefits the whole fund. Buying
back stock at a discount has a similar effect.
Selling shareholders give up some value
every time they sell for less than asset
value. The amount they give up benefits the
investors who still hold the fund.
You might ask, should I ever buy a fund
trading at a premium? The answer varies on
a case by case basis but, as a general rule of
thumb, it is best to assume that the premium
will not last forever. For most of the past
few years funds with high yields have been
popular because interest on bank deposits
and government bonds has been low. Most
of these funds trade on premiums and have
done now for a while. Think about what
might happen though if interest rates start
to rise.
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You might then ask, is it always a good idea
to buy a fund trading at a extreme discount?
The answer to that is a resounding no.
Sometimes funds are unpopular for a good
reason. It might be that the asset value that
the discount is based on hasn’t caught up
with reality yet. Also the fund might hold
illiquid (hard to sell) investments that would
fetch less than asset value if they had to be
sold in a hurry. That doesn’t mean there
aren’t some bargains out
there but, always think about
how liquid the underlying
investments are and how
up to date and real the asset
value is.
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When an investment company is trying to
manage its discount, it can try to influence
the demand side of the equation by spending
more on marketing the fund or by adapting
the investment objective and strategy to
something more in fashion or by replacing
an
underperforming
fund
manager.
However, while effective and important,
these are all long-term solutions. In recent
times, many investment companies have
opted for increasing the dividends they pay
as a way of attracting new income investors
and narrowing the discount that way.

Regular continuation votes are a feature of
many investment companies. Shareholders
are asked if they want to keep the fund going
and, if more than 50% of those voting say
yes, it does.
Liquidation votes are a vote to wind up
the company. Over three quarters of
shareholders that vote need to say they want
to liquidate the company for the vote to be
passed.

Investment companies can also manage
their discounts by buying back shares and
control their premiums by issuing shares.
Some companies have adopted a zero
discount policy which means they will issue
or buy back as many shares as necessary to
keep the share price trading close to asset
value. This makes them a lot more like an
open-ended fund and it is not something
that an investment company can really do
unless it holds investments that can quickly
be turned into cash.
Companies that have a persistent discount
problem may introduce a discount control
mechanism.
Discount control mechanisms come in
different forms. Many are promises to buy
back shares if the discount exceeds a certain
level in normal market conditions. Some
measure the discount over
a period and if the average
discount exceeds a certain
level this may trigger a
tender offer, a continuation
vote or even a liquidation
vote.

26

A GUIDE TO QUOTED INVESTMENT COMPANIES

INDEPENDENT CONTENT FROM QUOTEDDATA
Sponsored by Fidelity and Jupiter Asset Management

BUYING BACK SHARES
Investment companies need to ask their
shareholders for permission to buy back
shares and to issue them. Commonly, the
investment company will put forward a
resolution at its annual general meeting
(AGM) asking for approval to buy back up to
15% of its shares. The resolution will usually
also stipulate the conditions for doing this
trade – something like “the price paid for the
shares can be no more than 5% higher than
the market price”.
The shares that they buy back can be
cancelled immediately or can be put into
treasury. Treasury shares still exist legally but
they don’t get dividends and they usually are
not recorded as an asset on the company’s
balance sheet. They also don’t have a vote.
The company should tell shareholders
what the policy is with treasury shares. Most
will say that they will not reissue them at a
discount to asset value but
some may say they will
reissue them at a discount
but only at a higher price
than the company paid.

their shares or not. They can choose to sell
none, some or all of their shares. To the
extent that other shareholders don’t want to
tender their shares, selling shareholders can
get out of more shares.
Often, when an investment company is
in wind up mode, it will shrink through
compulsory repurchases of shares. As the
name implies, here the shareholder has
no choice whether they participate in the
buy back. Often these redemptions are
accompanied by a consolidation of the
remaining shares.

If the authority to buy back
shares is used up before the next AGM, the
company may call an extraordinary general
meeting (EGM) part way through the year to
renew the authority.
If a company wants to buy-back a lot of
shares, one of the best ways to do that is
through a tender offer. The tender offer is
an offer made to every shareholder to buy
back shares at a fixed price (usually set
relative to the NAV less the costs of doing
the tender - also known as formula net
asset value). The company decides what
percentage of shares it wants to buy-back
and shareholders have the option to tender
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ISSUING SHARES
The resolutions that govern issuing shares
tend to come in two parts. One will ask
shareholders to approve the issue of a
certain percentage of the issued share
capital, typically 5%, and the other will ask
shareholders if it is acceptable to disapply
pre-emption rights when they do this.
Pre-emption rights are very important. The
rules say that, unless you say otherwise,
companies are not allowed to issue stock to
new investors without offering it to existing
shareholders first (pro-rata in proportion to
the size of your investment). This wouldn’t
matter if the new shares were being issued
at a premium to asset value (although really
big shareholders might worry if they had
less control over the company because they
would end up with proportionately smaller
voting rights). However, issuing new shares
at a discount transfers part of the value of
your investment to the new investor – not
something an existing shareholder would
be happy about.

28

A GUIDE TO QUOTED INVESTMENT COMPANIES

When the company is expanding, you should
be wary about the impact of a significant
expansion of the company on the portfolio.
If it took a while to invest a big influx of cash,
this could drag down the returns on the
fund.
This is the reason why many investment
companies issue C shares when they want
to expand. C shares are a separate class of
share with their own portfolio. When the
board judges that the C share portfolio is
sufficiently invested, the C share portfolio
will be merged with the normal portfolio and
the C shares converted into ordinary shares
(using a formula based on their respective
net asset values). Another plus point here
is that the new investors bear the costs of
issuing the C shares and getting the money
invested.
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Analysing past performance
“Past performance is not a guide to future performance”
You see this statement written so often in relation to funds yet huge
effort is dedicated to communicating investment performance to
potential investors – it is a big chunk of what we do at QuotedData
too.

Is the statement true? Well, to a large
extent, yes. Taken on its own, without any
other information to provide some context
to the numbers, past performance alone
is not much use as an indicator of future
performance.
We would argue though that performance
data can be useful. We believe there are
good investment managers and bad
investment managers and managers who do
better in certain scenarios and funds whose
performance is pretty predictable because
of what they invest in.
In part this argument goes back to whether
there is any point to “active” investment
management at all.
Active managers choose a selection of
investments and invest a proportion of their
portfolio in each investment – thinking
about how much money they might lose vs.
how much they are likely to make and the
likelihood of both of these – usually referred
to as “risk versus reward”. Passive managers
just buy every available investment, usually
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within an index in proportion to its market
capitalisation (share price multiplied by the
number of shares in issue), hoping that, on
average, the market will go up.
For a long time a lot of theoretical work
assumed that markets were “perfect”. Prices
of investments reacted to news; everyone
had access to the same news (otherwise you
were guilty of possessing inside information),
investors would act rationally (all react to the
news the same way) and it wasn’t possible to
predict what the news would be. Therefore
active investors were wasting their time
trying to predict the news. You might as well
buy a passive investment (especially because
the fees charged on passive funds are lower
than for active funds).
But we know the real world doesn’t work that
way. Investors aren’t rational. They regularly
get overly excited and overly depressed
about investments. They don’t all interpret
news in the same way and sometimes it is
possible to second guess what will happen
to demand for products and services. We
think active investing works BUT not every
practitioner is good at it.
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Sifting the good managers from the bad
managers replace requires careful analysis.
Performance numbers are one fairly good
indicator. Short-term performance numbers
are not much use for this however. Good
short-term performance could be the result
of one lucky investment. To form an opinion
you need longer-term data.
If you are trying to work out how well a
manager is doing, it is important that you
look at NAV, not share price performance.
The share price can shift around quite a
bit as the discount/premium changes.
The NAV performance is a measure of the
performance of the underlying portfolio.

upward markets and vice versa. You need to
factor this in.
Although we believe past performance
can be an indicator of future performance,
managers are fallible just like the rest of us.
Past performance should not be the only
criterion for choosing a fund and considering
how a theme or style may perform in the
future is important.

It is easy to look at the track record of a fund
and get excited about it only to discover
that the person or team who generated the
performance isn’t around any more. We
advise you to check that the manager hasn’t
changed.
It is rare to find a manager that can
outperform in all market environments.
The market can go through phases where
it favours growth companies, defensive
companies or inflation-protected securities
for example. This can flatter some managers
and hurt others depending on their
investment style.
Think about gearing. Investment companies
can gear their returns by borrowing money
or by altering their structure through the
use of things like Zero Dividend Preference
Shares. This can flatter performance in
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Thinking about risk
“You have to speculate to accumulate”
One of the problems of investing money is the risk associated with it.
Within the investment world a whole industry has emerged focused
on risk, but it is a subject that causes a lot of confusion.

Risk is really all about two things – the
chance of losing some or all of your money
and the chance that, over the short term,
the value of your investment might change
dramatically – this is referred to as volatility.

AVOIDING LOSING SOME OR ALL OF YOUR
MONEY

The chance of losing some or all of your
money depends on a number of factors.
The easiest way to think about this is to use
Naturally, people want to be compensated some real world examples.
for taking on extra risk and so, on average,
the greater the risk associated with an Most people might think that cash is the
investment, the more the investor hopes to safest thing to own, but what happens if it
earn out of it.
gets stolen? If it is kept it in a bank it will be
safer – unless the bank goes bust that is.
The risk of losing money is hard to quantify Having a bank account is like the bank owing
and so most measures of risk you see are you money. In normal circumstances there
referring to volatility.
is a low risk attached to the bank going
bust so a bank deposit is low risk.
Volatility by itself isn’t a
problem unless there’s
In normal circumstances having the UK or
a chance that you
US government owe you money would
might have to sell your
be even lower risk – debt issued by these
investment before it
governments (“gilts” in the UK and “treasuries”
matures which could coincide with a time in the US) is often considered to be amongst
when the value is low. That means that the lowest risk investments you could make.
volatility can be more of a problem when
you make a short-term investment into what Having a company owe you money is riskier,
should be a long-term investment.
but some companies will be less risky than
others and some are considered as low risk
When investment managers talk about risk as some governments.
they are often talking about how big their
bets are relative to their benchmark or their
peer group competitors – the latter is the
risk of them getting sacked for performing
badly which is not the same thing at all.
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Owning shares in a company is riskier than
them owing you money – if the company
goes bust the people that lent the company
money get paid out before the shareholders.
The longer you have to wait for your
investment to pay off, the more chance there
is that something will go wrong with it – all
things being equal, long-term investments
are riskier than short-term investments.
This is normally evident in the pricing of debt
or bonds, for instance. Debt that matures in a
short time frame generally pays a lower yield
than debt that matures later as investors want
to be compensated for taking on the extra
risk associated with tying up their capital for
a long time.

If you are investing in the debt or shares
of a company you should think about its
business risk:
• Is the company backed by real assets
such as property and cash or does its
value come from the hope of cash flow
in the future, like a biotech company
developing a drug?
• Could the company suddenly lose all its
business to a competitor or is its position
made more secure because it owns
patents?
• Does the company control the prices
it sells its product for, the prices it pays
for the raw materials and wages for the
labour that goes into making its product?
• Is the delivery of the product dependent
on the availability of a few key people?
What would happen if they weren’t there?
These are some of the many things
investment managers think about when
they are investing in companies.
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When thinking about
risk, you should also take
into consideration where
this asset is that you are
investing in.
If it is overseas you might have to think
about currency risk – the chance that
your investment will become more or less
valuable as the investment’s currency moves
against your home currency.

Is there political risk associated with investing
in this place? How easy/likely is it that the
actions of the local politicians will alter the
attraction of your investment? Even places
like the UK have a tendency
to make sweeping policy
changes that change the
investment landscape.
How good is the legal system and local
standards of corporate governance? Fraud
and corruption are endemic in some
countries. Some have very low protection
for small investors. Also, some economies
are more susceptible to external shocks,
such as rising oil prices, than others.

You should also think about this issue if
you are thinking of investing in derivatives,
including warrants and subscription shares,
or if you are thinking about borrowing
money to invest.
Concentration risk – having all your eggs in
one basket is never a good idea. To reduce
the chance of losing some or all of your
money, it is best to diversify your portfolio
(invest in lots of different things). Don’t
overdo this though – if you have too many
investments they will be harder to keep
track of, your dealing charges will be higher
and there’s more of a chance that your
bad investments will cancel out your good
investments.

MEASURING VOLATILITY
Volatility is measured in a number of ways but
the most common measurement is standard
deviation. This is worked out using a formula:
the square root of the average difference from
the average value. A big standard deviation
means lots of volatility and vice versa.

Gearing/debt is risky. Generally, the more
indebted your investment is, the riskier it
is. It is not just a question of whether the
interest can be paid. Often loans come with
conditions attached (called covenants) and
if these are breached there can be serious
consequences. For example, some property
companies that borrowed money in the
boom times of the mid 2000s suddenly
found that their loan to value covenants were
breached and the lenders were demanding
their money back even though they were
paying interest on time.
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INVESTMENT MANAGER’S MEASURES
OF RISK
As we said previously, investment managers
often think about the risk of their investments
compared to the risk of an index or the
average of their competitors’ investments
(the benchmark). They try to generate active
returns (outperformance of the benchmark).
Tracking error is a measure of how closely
a portfolio follows an index – worked out
using the standard deviation of the portfolio’s
returns relative to the benchmark. It is used
as one measure of active risk. A high tracking
error suggests the portfolio is more volatile
than the index and a low tracking error
suggests the portfolio is less volatile.

U
YO

Active risk relates to how big a bet the
investment manager is making relative to
the benchmark. A perfect index-tracking
fund will hold all the same stocks in all the
same proportions as the benchmark – its
active risk is zero. Every time the investment
manager decides to not hold a stock that is in
the benchmark or causes the portfolio to be
underweight or overweight a stock relative
to the benchmark, the active risk increases.
BUT remember that doesn’t mean the fund is
riskier in the real world. If the manager chose
to not invest in any company that borrowed
money or wasn’t backed by real assets,
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their active risk would be large and the risk
of them underperforming the benchmark
would be higher but the risk of you losing
money because the company went bust
would be far less.
Dividing the active return (difference between
the benchmark and the actual return) by
the tracking error gives you the information
ratio. This is supposed to be a measure of
how good the manager is at outperforming
without taking too much risk.
Beta is a measure of how volatile a company’s
share price is relative to an index. A beta of
one means that the share price moves inline with the index. A beta greater than one
means the share price outperforms a rising
market and underperforms a falling market.
A beta less than one means that the share
price doesn’t rise as fast as the
rising market and doesn’t fall
as fast as a falling one. Betas
are worked out using historical
data and, in our opinion, this
means they don’t work well in
the real world as companies’
circumstances change over
time.
There are plenty of other measures of risk
out there that are even more convoluted. We
think that generally, the more complicated
these things are, the less use they are in the
real world. Remember your primary concern
should be not losing more money than you
can afford to.
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Income, dividends and yields
For many investors, one of the main attractions
of investing in investment companies is the
income they provide. Investment companies
collect dividends, interest and rents and,
after deducting running costs, pay dividends
to shareholders. Unlike open-ended funds,
investment companies have the ability to
hold back some of this income (up to 15%
of all income in the case of investment trusts
and up to 10% of property rental income in
the REITs) which they accumulate in revenue
reserves. They can then dip into these in the
hard times when their income drops and
maintain or even grow the dividends they
pay to shareholders.

At QuotedData, each month we publish the
dividend cover figures on all investment
companies that have recently declared their
full-year dividend.
We also publish a list of all the dividends
announced by investment companies; how
much these are, when your name will have
to appear on the share register to get paid
the dividend (the record date), which is the
day after the ex-dividend date (when the
share price changes to reflect the dividend)
and the pay date. This is updated at least
once a week.

Comparing the revenue earned against
the dividend paid gives the dividend cover
(revenue divided by dividend).
The ability to smooth dividends by using
revenue reserves gives investment companies
a big advantage over open-ended funds.
There are many investment companies that
have a record of increasing their dividends
every year for the last 20 years and 10 funds
have achieved this over more than 40 years –
good news if you are relying on your dividend
payments.
It used to be the case that investment trusts
could only pay dividends out of income
but since 2012, they have been able to pay
dividends out of capital profits as well. For
example, some funds, such as some private
equity funds, that normally do not have
sufficient income to pay a decent dividend,
now pay out a percentage of their NAV each
year.
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Fees and expenses
Shareholders want to get the most out of
their investment and a good manager can
make an enormous difference to your longterm returns. Persistent outperformance
can dwarf even the most expensive fees.
However, compounded, high fees can really
eat into a returns.
You want your managers to be motivated
to do their best but it is true that some
managers get paid too much. You might
be right to be suspicious of a manager who
can make multimillions just by turning up to
work and collecting the annual management
charge. Where is their incentive to add value?
Remember though that your fees are paying
for a lot more than just the fund investment
manager.
The ongoing charges ratio is a measure
of all the ongoing running costs of a fund
expressed as a percentage of average net
assets. This includes bank charges, lawyer’s
fees, directors’ fees, marketing costs,
custodian’s fees, stock exchange listing fees
and all sorts of day-to-day expenses. This is
the measure that we at QuotedData display
within the sector data tables.

saying that a large fund does not require
much more effort to run than a small one
– why not pay the manager
just for the effort he or she
puts in. In practice though the
only funds that tend to work
this way are the self-managed
funds. Managers would argue
that by basing the fee on
the size of the fund, they are
incentivised to make it bigger by performing
well and penalised for losing money.
In practice, most fees are charged as a
percentage of the size of the fund but “size”
can be measured in different ways.
The best of these fees are based on the lower
of market capitalisation and net assets. Using
market capitalisation rewards the manager
on the size of the fund and how well its shares
are rated by investors so the manager has an
incentive to keep the discount tight and get
the fund trading at a premium if possible.
￼

Unless an investment company manages
its own investments (and there are quite a
few that do – these are called self-managed
funds), the fund will need to hire an external
manager and they want paying. There is no
standard way of working out the management
fee but here we have tried to explain some of
the most common ones.
The simplest fee is a flat one - £250,000 per
year say – there is a good argument for
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Most fees are based on net assets but some
fees are based on gross assets, i.e. net
assets plus debt. This has the potential to
be bad news for shareholders as it gives the
investment manager an incentive to borrow
money, increasing risk. Some fees are tiered
so that higher fees are charged on the first,
for example, the first £100m of assets, a
lower fee on the next £100m and so on.
Performance fees often attract bad press
because many have been badly thought
out. Whether by accident or design some
managers have walked away with enormous
sums of money just for having one good
year, sometimes without even beating any
benchmark. Designing a good performance
fee is all about aligning the manager’s
interests with the shareholders’.
First you need a benchmark or a hurdle;
whether this is an index, a peer group average
or a return based on outperforming the riskfree rate (the theoretical rate of return of
an investment with no risk of financial loss)
depends on the fund. A few funds (mainly
hedge funds and private equity funds) get
performance fees just for making profits;
some people think this is setting the bar too
low.

that generated the outperformance.
Good performance fees should encourage
long-term thinking. One of the easiest ways
to do that is to insist that performance fees
are paid in shares in the fund that cannot be
sold for a number of years. More complicated
fees use clawbacks or can only be earned
over multi-year periods.
Ideally, earning a performance fee should
not be like winning the lottery. You want
your manager to be delivering long-term
outperformance, not considering early
retirement, so capping the fee makes sense.
Some managers will argue that this means
that if they hit their cap early in a year, they
will batten down the hatches and take no risk
until it crystallises. However, assuming the
cap has been set at a reasonably ambitious
level, shareholders should be quite happy
with that.

Then you need a high watermark so that
fees only accrue if the NAV has risen since
the last time a fee was paid. Funds that invest
in volatile assets can alternate between very
good and bad years. If they manage to earn
a performance fee every time the assets go
up, over the long term shareholders can end
up seeing money being paid out while the
NAV drifts sideways or even falls.
You need to ensure that the right people
are being motivated. Ideally Boards should
ensure that the majority, or even maybe all,
of a performance fee gets paid to the people
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Our sponsors

CONTRARIAN INVESTING IN A
CLOSED-ENDED STRUCTURE

Matthew Jennings, Investment Director,
Fidelity Special Values PLC

ARE YOU THINKING DIFFERENTLY?
Market participants are often drawn to exciting companies which
seemingly offer the greatest potential for future growth. But this
can leave a large and diverse “reject bin” of unloved companies,
which have fallen out of fashion and trade on cheap prices due
to a lack of demand.
This is a fertile hunting ground for contrarian investors as the
wider market is often slow to recognise nascent signs of positive
change among unfashionable companies. As expectations are
low, the chances of further disappointment leading to steep falls
in share prices are lower. On the other hand, if things improve,
the share price can rise significantly as the market responds to
this better-than- expected news.
Fidelity Special Values PLC aims to take advantage of such
opportunities among UK listed companies. This is easier said
than done, however, as investing against the tide of opinion is a
psychologically difficult thing to do. It takes a particular mindset
and a highly disciplined approach to execute a contrarian
investment process successfully.

KICKING THE TYRES
That’s why we place company research at the heart of what
we do. Our investment team spends many thousands of
hours meeting company management, speaking to suppliers,
competitors and customers in order to build up a picture of the
true state of a company’s fundamentals. Overarching trends in
the economy play a supplementary rather than primary role in
our investment decisions. It is this work that allows us to form a
view of the company’s future profitability and ultimately whether
we consider it an attractive investment for our shareholders.
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The trust’s closed-end structure also provides some important
advantages over open-ended equivalents. This characteristic
helps to protect the liquidity of the underlying portfolio. We
are not forced into trading decisions by client activity, meaning
we are able to take a long-term view, and hold positions in
companies where liquidity may be constrained. This is particularly
advantageous for investments in smaller companies, where
liquidity can be a constraining factor.
It also makes us more comfortable using gearing when the
manager is finding a large number of attractive investment ideas.
Finally, the closed-end nature means we do not have to manage
daily inflows and outflows (that occur in open-ended funds). As
a result, the portfolio manager is able to focus more directly on
researching companies and positioning the portfolio as a direct
expression of his investment views.
For more information on Fidelity Special Values PLC, please visit
fidelity.co.uk/aheadofcurve or speak to an adviser.

THE VALUE OF INVESTMENTS CAN GO DOWN
AS WELL AS UP AND YOU MAY GET BACK LESS
THAN YOU INVESTED.
This trust has the potential of having high volatility either from
its composition or the techniques use to manage it. As the trust
can also invest overseas, investments are subject to currency
fluctuations. The investment trust may invest more heavily
than others in smaller companies, which can carry a higher risk
because their share prices may be more volatile than those of
larger companies.
The Key Features Document can be obtained from our website
at www.fidelity.co.uk/importantinvestmenttrustinformation or by
calling 0800 41 41 61. The full prospectus may also be obtained
from Fidelity. Reference to specific securities should not be
construed as a recommendation to buy or sell these securities and
is included for the purposes of illustration only. Investors should
note that the views expressed may no longer be current and
may have already been acted upon by Fidelity. Fidelity does not
provide advice. If you are unsure of the suitability of an investment
you should speak to an adviser. PM0816/10632/SSO/NA.
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D I S C O VE R
The freedom to pursue a distinctive approach

Jupiter in brief
Jupiter is a focused, active fund
manager with a well-known brand
and an established track record.

As well as this expertise, we also manage so called multi-manager funds which
invest in funds that are made up of a collection of other funds to offer a
spread of investments all in one package. We also manage funds exclusively
for large institutions such as pension schemes. So whatever your investment
needs, we offer a wide selection of investment choices.

We aim to deliver investment outperformance to our clients over the
medium to long term. The breadth and depth of our expertise as well as our
expanding presence enables us to provide investment solutions to our clients.

We believe that talented fund managers perform best if they are given the
freedom to invest as they see fit, subject to the constraints set by each fund’s
objective. We allow our managers to follow their strongest ideas, selecting

Our fund managers invest across a broad spectrum of markets and industries,
and have considerable investment experience.

what they believe to be the best opportunities the market has to offer.
Through rigorous company research - we meet the management of hundreds

We allow our managers to follow their convictions which means they can
invest in what they consider to be the best opportunities in the market.

of companies each year on a face-to-face basis - we seek to invest in
well-managed, quality companies. Our strong sustainable investment and
governance teams back up and verify our fund managers’ judgements.
Our goal is simple: to invest in companies that are capable of producing
outperformance over the medium to long term, without exposing them

In doing so they seek to achieve the best possible performance over the
medium to long term without exposing our investors to unnecessary risk.

Our history
Jupiter was founded in 1985 and has since become an established fund
management group within the UK. From our origins as a manager primarily of
investment trust companies and private client portfolios, we expanded into
institutional fund management before mutual funds became the key engine
of growth. In 2007, Jupiter’s employees bought the Jupiter Group from its
parent company Commerzbank through a management buyout supported by
private equity firm TA Associates, and other minority investors. In June 2010
Jupiter listed on the London Stock Exchange. Many of our fund managers and
other employees continue to hold shares in the Company and in addition, we
encourage our fund managers to invest their own money into their own
Jupiter funds, helping to create what we believe to be a stable environment in
which the interests of our fund managers and other employees are aligned
with those of our customers.

to unnecessary risk.
Jupiter’s range of investment trust companies invest in a variety of equity
markets which utilise our managers broad range of investment capabilities.

Jupiter’s range of investment trust companies
Investment Trust Company

Manager

Jupiter Dividend & Growth Trust Plc

Alastair Gunn

Jupiter European Opportunities Trust Plc

Alexander Darwall

Jupiter Green Investment Trust Plc

Charlie Thomas

Jupiter UK Growth Investment Trust Plc

Steve Davies

Jupiter US Smaller Companies Trust Plc

Robert Siddles

Our business
We focus primarily on managing funds that invest in company shares (equity)
on behalf of investors across a wide range of products including UK and

*Source Jupiter Asset Management as at 30.06.2016

Luxembourg-domiciled funds. We also manage investment trust companies.
Investing in equity is central to our strength and reputation, complemented
by our growing capability to invest in other asset classes.

Please note that with every investment market and exchange rate movements
can cause the value of an investment to fall as well as rise, and you may get
back less than originally invested. We recommend you discuss any investment
decisions with a financial adviser, particularly if you are unsure whether an

Despite difficult market conditions in recent years, we have continued to
grow the assets we manage on behalf of our clients to £37.0bn*.

investment is suitable. Jupiter is unable to provide investment advice.
Investment companies are traded on the London stock exchange, therefore

Broad investment capabilities

the ability to buy or sell shares will be dependent on their market price, which
may be at a premium or discount to their net asset value.

Our investment capabilities mean our managers invest in a broad range of
countries including the UK, Europe, international and emerging markets.

11982-08.16

This document is for informational purposes only and nothing herein is to be construed as a solicitation or an offer to buy or sell any investment. Every effort is
made to ensure the accuracy of any information provided but no assurances or warranties are given. The views expressed are those of the author at the time of
writing, are not necessarily those of Jupiter as a whole and may be subject to change. This is particularly true during periods of rapidly changing market
circumstances.
The Companies
currently conduct their affairs so that their shares can be recommended by financial advisers to ordinary retail investors in
ACTIVE FUND MANAGEMENT
ACTIVE
FUND MANAGEMENT
accordance with the Financial Conduct Authority’s (FCA) rules in relation to non-mainstream pooled investment products and intends to continue to do so for
On the planet to perform
the foreseeable future. The Companies’ shares are excluded from the FCA’s restrictions which apply to non-mainstream pooled investment products because
they are shares in an investment trust. Jupiter Unit Trust Managers Limited (JUTM) accepts no liability for any loss or damage of any kind arising from the use, in
whole or in part, of this document. Jupiter Unit Trust Managers Limited, registered address: The Zig Zag Building, 70 Victoria Street, London SW1E 6SQ, authorised
ACTIVE MANAGEMENT
ACTIVE
and regulated
by theMANAGEMENT
Financial Conduct Authority.
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For further information please visit jupiteram.com.
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Distribution partners

Alliance Trust Savings (ATS) is an award-winning
platform provider, looking after the investments
of more than 100,000 customers. Providing
SIPPs, ISAs, trading accounts and a choice of
more than 4,000 investments, we have £12
billion of assets under administration (at 30
June 2016).
WE’RE WELL KNOWN FOR INVESTMENT
TRUSTS
By value, investment trusts are our customers’
most popular type of investment. We offer
access to investment trusts on a whole of
market basis, meaning if a trust isn’t on our
extensive list, we’ll do our best to add it on
request.
WE OFFER A WIDE RANGE OF OTHER
INVESTMENTS TOO
Our customers can also access funds, shares
(including overseas shares tradeable in the UK
as Crest Depositary Instruments), exchange
traded funds, gilts and bonds. We offer real time
trading in listed securities (including investment
trusts) during market hours, and a certificated
trading service too.
HOW MUCH COULD YOU POTENTIALLY SAVE
WITH OUR FLAT FEES?
At ATS, we charge you flat account fees rather
than fees based on a percentage of the value of
your investments so, as your investments grow,
your account fees won’t. Meaning more left in
your pot that could benefit from future growth.
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Please remember the value of your investments
may go down as well as up and you may get
back less than you originally invested.
For a full list of charges which apply please read
our charges guide on the Alliance Trust Savings
website.. All investments carry an element of risk
which may differ significantly. If you are unsure
as to the suitability of any particular investment
or product, you should seek professional
financial advice.

Having access to investment trusts is seen by
many professionals as a hygiene factor when
it comes to investment platforms. Yet some
platforms have not developed the ‘plumbing’ to
give advised clients access to these funds.
Ensuring access to choose to a wide range
of funds, including investment trusts, is a key
aspect of the Zurich Intermediary Platform.
Launched in 2013, the Platform has facilitated
access to exchange traded assets right from the
off.
Advisers are able to trade investment trusts using
our online technology, helping them make the
right investment decisions for clients. While
the London Stock Exchange is open, financial
professionals can execute a buy or a sale using
electronic messaging. The available price is
displayed for ten seconds, allowing them to
make instant decisions with their clients.
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Alternatively, when the Stock Exchange is closed,
advisers can request trades to be placed at the
best available price when trading is available.
With the level of change seen in the pensions FundsNetwork is a leading investment services
regime, the use of other assets, such as investment platform committed to helping UK intermediary
trusts, to support sustainable, long-term capital and institutional clients grow their businesses.
growth
income
is crucial.
Investment
trusts
offer a wide
The value We
of investments
and therange
income of funds and investment
It may sound
oddand
that nappy
absorption
could have
an
advisers’
centralised
a number of Fidelity and
from themsolutions,
can go down including
as well as
impact can
on onesupport
of the investment
trusts from
our global investment
up
and
you
may
get
back
less
than
range, proposition
but it did. When for
researching
two
manufacturers
in
retirement planning.
third party investment trusts.

Asia, we questioned why one of them had declining sales.
Management told us it was a marketing issue, but was
it something more fundamental?
We ran an independent test and found their nappy just
didn’t hold water, which put them out of the running.
Hands-on local research helped us make a better
investment decision.

you invest. Overseas investments are
subject to currency ﬂuctuations.
Investments
in small and emerging
FundsNetwork
also provides services including
markets can
be
more
volatile
than
fund and portfolio analysis tools, time-saving
other overseas markets.

client management and wide-ranging business

Some funds invest more heavily than others in small
management support. We have over 15 years’
companies, which can carry a higher risk because their
Transact is the leading independent investment
experience
providing
firms
with the products,
share prices
may be moreinvolatile
than those
of larger
Our 380 investment professionals across the globe always
companies.
wrap
in the
UK.
Firstthe
established
in 2000, infrastructure and support they need to help
dig deeper
byplatform
cross-checking
facts,
asking
diﬃcult
questions
sometimes
testing
weand
now
haveeven
over
£22nappies.
billionWeofbelieve
assets under
them work
more
efficiently,
save time and
Let your investment
beneﬁt
from our
robust research.
this gives us stronger insights across the regions and
Visit
ﬁdelity.co.uk/research
or
speak
to
an
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administration in over 130,000 client investment reduce costs.
markets our investment trusts cover.

portfolios. The wrap service uses an online

Fidelity’s range of investment trusts
platform, owned and built by us, combined
• Fidelity Asian Values PLC
withChina
dedicated
regionalPLC
adviser support to bring
• Fidelity
Special Situations
assets,
investments
• Fidelity
European
Values PLC and tax wrappers together
• Fidelity
Japanese Values
in a smarter,
morePLC
tax efficient way.
• Fidelity Special Values PLC (UK focused)

We offer the widest range of tax wrappers
(such as ISAs, pensions and bonds) as well
as the widest range of investment options via
our platform including: Investment Trusts, Unit
Trusts, OEICs, listed shares, VCTs and cash
deposits, including Term Deposits. Transact
has Job
offered
Investment Trusts on their platform
No: 52652-10 Publication: TBC (UK) Size: 297x210 Ins Date: 01.09.16
since day one and was the most popular adviser
platform for Investment Trust purchases by
advisers in Q1 2016 with a market share of 44%
according to research from the Association of
Investment Companies.

Fidelity Personal Investing is our direct-tocustomer investing service. We aim to help
UK investors achieve their investment goals by
providing everything they need to make their
own financial decisions.

e latest annual reports and factsheets can be obtained from our website at www.ﬁdelity.co.uk/its or by calling 0800 41 41 10. The full prospectus may also be obtained from Fidelity. Issued by Financial
ministration Services Limited, authorised and regulated by the Financial Conduct Authority. Fidelity, Fidelity International, the Fidelity International logo and F symbol are trademarks of FIL Limited.
M0916/10659/CSO7938/1216

Over the years we have won numerous industry
awards, most recently awarded a Defaqto 5 Star
Platform Service rating (2016), Money Marketing
Best Platform Award (2016) and Financial Times
5 Star Investment Provider award (2016). Both
Investment Trends and CoreData adviser surveys
for 2016 rated Transact as the best overall UK
platform.
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Fidelity PersonalTel:
Investing
helps people manage
020 7291 4700
their own investments – whether that be within
an ISA, a SIPP or a general investment account –
by providing expert guidance, easy to use tools,
and market leading customer service – all with
clear and great value pricing.

Proof no: 1

In total, Fidelity is trusted with the administration
of over £62.7 billion of assets on behalf of over
one million investors in the UK (as at March
2016).
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About QuotedData
FREE, RELIABLE RESEARCH
FOR EVERYONE
QuotedData is part of Marten & Co (www.
martenandco.com), our other highly
respected financial services business, which
provides information and research for
professional investors.
Both offer investment information, but
there’s a difference. QuotedData is for
investors who find it hard to access highquality, reliable, equity research on UK and
European-listed companies – perhaps
because they don’t have a budget for it. We
don’t think that’s fair, so we offer it for free.

Take a look at our News page, which focuses
on the key stories in the sectors we cover,
selected by our expert, in-house analysts.
Want to crunch the numbers? In the Data
section, you can find lots of performance
statistics and background information,
updated daily. We also provide general tips
about investing in our Helpful Stuff section
and we have built a glossary of investment
terms, which you can find using our Search
box. And as well as our sponsored research,
we write in-depth, independent articles on a
range of sectors, which we think you’ll find
invaluable too.

HOW IT ALL WORKS
We produce and distribute independent,
objective research on carefully selected
companies, some whom sponsor the
research. We write with a balanced view –
free of opinion and recommendations. Our
goal is to provide you with all the information
you need, to make your own investment
decisions.
At the moment, you can expect to find
research on investment trusts, financial
stocks, property companies, REITs and
mining shares. This site is expanding all the
time though, providing more and more
valuable information. We aim to cover the
whole of the equity market, in the not too
distant future. And there’s more. We pride
ourselves on the quality of our research, but
we also offer much more information to
help our readers.
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Herald Investment Trust
Sector

Investing in the future
Herald Investment Trust (Herald) is a major investor in
the small-Cap technology sector, especially in the UK. It
is the only listed investment trust with a focus on this
space. In recent times, small-cap technology stocks
have become cheaper relative to both the broader
market and large-cap technology stocks. Relative
valuations are now close to five-year lows. Current
uncertainties may have unnerved many investors, but
the manager is looking ahead and believes that there is
considerable latent value in Herald’s portfolio.
Furthermore, despite an uptick in share buy-back
activity, Herald’s discount has widened in recent
months, to levels that the manager feels represent an
attractive entry point for long-term investors; she has
just invested personally c £300,000 in Herald.
Small-cap technology, communications and multimedia
Herald seeks to achieve capital appreciation through investments in
smaller quoted companies, in the areas of technology,
communications and multimedia. Investments will be made
throughout the world, although the portfolio has a strong weighting to
the UK.

Small media,
comms and IT
HRI LN
GBP
775.0
992.6
(21.9%)
Nil

Ticker
Base currency
Price
NAV
Premium/(discount)
Yield (%)

Share price and discount
Time period 31/07/11 to 09/08/16
800
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-14

600

-18
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400
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-22
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Price (LHS)

31/07/12
31/07/13
31/07/14
31/07/15
31/07/16

Share
price
total
return
(%)

NAV
total
return
(%)

Russell
2000
Tech.
TR.
(%)

Numis
ex IC
plus
AIM TR
(%)

Russell
1000
Tech.
TR
(%)

(3.7)
14.5
15.3
14.5
2.8

(0.4)
16.7
10.9
11.5
10.1

(2.1)
39.2
(2.8)
28.1
24.0

(7.0)
31.1
10.4
7.8
(0.6)

15.8
13.5
16.1
19.9
28.3

-26
2016

Discount (RHS)

Source: Morningstar, Marten & Co

Performance over five years
Time period 31/07/11 to 09/08/16
250
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160
130
100
70
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2012

2013

2014

Price (TR)
Russell 2000 Tech (TR)

Year
ended

2015

2015

2016

NAV (TR)
Numis (TR)

Source: Morningstar, Marten & Co

Domicile
Inception date
Manager
Market cap (GBP)
Shares outstanding
Daily vol. (1-yr avg.)
Net cash

UK
21 February 1994
Katie Potts
578.1m
74.593m
65.7k shares
6.4%

Source: Morningstar, Marten & Co

NB: this note has been prepared for Herald Investment Trust by Marten & Co and is for information purposes only. It is not intended to encourage the reader to deal in
the security or securities mentioned in this report. Please read the important information at the back of this note. QuotedData is a trading name of Marten & Co Limited
which is authorised and regulated by the FCA. Marten & Co is not permitted to provide investment advice to individual investors.
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SIGN ME UP

chat about that too. Our content is already
much in demand by third-party websites,
To receive our research direct to your inbox, such as news publications – see Services We
all you have to do is sign up (see the top right Offer for further details.
hand corner of our website). It’s quick and
easy.
LAST BUT NOT LEAST

SPREADING THE WORD
If you find QuotedData useful, why not let us
know? We’d also love to hear from you if you
have ideas about how we could improve the
site. Please also tell us if there’s any specific
information you’d like to see.

We can provide you with lots of information
to help you make informed investment
decisions, but we can’t offer advice or
opinions. So, if you still have questions after
you’ve checked out our site, we’d suggest
you talk to a good financial adviser or wealth
manager.

You can follow us on Twitter @QuotedData
and on LinkedIn and Facebook. Feel free
to retweet, or share our posts – it’s good
to spread the word. And if you would be
interested in hosting our research on your
site, or republishing our work, let’s have a

And finally, as you might expect, we’re
professionals: QuotedData is a trading name
of Marten & Co who are authorised and
regulated by the Financial Conduct Authority.
Note: information provided by QuotedData
is not regulated investment research.

QuotedData
Review of investment trust range | Investment trusts

20 May 2016

Fidelity Closed-End Funds
A regular publication looking at Fidelity and recent
developments in three of its investment trusts –
Fidelity Asian Values (FAS), Fidelity Japanese Values
(FJV) and Fidelity Special Values (FSV).
In this issue:
 Fidelity Asian Values rises to the top of the
performance tables in the AIC’s Asia ex Japan
sector.
 Fidelity Japanese Values expands as its
subscription shares are exercised. The new
manager, Nicholas Price, appears to be having a
positive impact on performance.
 Fidelity Special Values’ manager, Alex Wright, says
he is taking advantage of market volatility to pick
up attractively valued stocks.
We also include a special feature on Fidelity Japanese
Values as its new manager and investment style
deliver outperformance of its benchmark.

Fidelity Asian Values perf.
Time period 30/04/2011 to 30/04/2016
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Source: Bloomberg, Morningstar, Marten & Co.

Fidelity Japanese Values perf.
Time period 30/04/2011 to 30/04/2016
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Source: Source: Bloomberg, Morningstar, Marten & Co.

Fidelity Special Values perf.

Special feature: Fidelity Japanese
Values – a new start
Nicholas Price assumed responsibility for the management of FJVs’
portfolio on 1 September 2015. This note looks at how the Japanese
economy is changing (hopefully for the better), delves into Nicholas’
approach to managing Japanese equities and reviews the factors
that he thinks will influence Japan’s stock market in coming months.
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FTSE AllSh (TR)

Source: Bloomberg, Morningstar, Marten & Co.

NB: this note has been prepared for Fidelity International by Marten & Co and is for information purposes only. It is not intended to encourage the reader to deal in the
security or securities mentioned in this report. Please read the important information at the back of this note. QuotedData is a trading name of Marten & Co Limited which
is authorised and regulated by the FCA. Marten & Co is not permitted to provide investment advice to individual investors.
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Further reading
You could spend a lifetime studying this
topic, but if you have any questions please
email us at research@quoteddata.com and
we will try to answer them. We’ll also aim
to incorporate the answers to frequent
questions in updated versions of this guide.
If you want to learn more about individual
investment companies, our website www.
quoteddata.com has news on the sector, a
page on every investment company traded
in London and tables that allow you to
compare similar investment companies on
attributes such as performance, discount,
charges and gearing levels. You will also find
our monthly and quarterly research covering
the whole sector (what’s performing well
and badly; what is looking highly or lowly
rated on discount/premium terms; who is
raising money and who is handing it back;
dividend announcements and major news
stories). We also publish our valuation sheets
for zeros, warrants and subscription shares
each month and update a list of recently
announced dividends at least once a week.
It might also be worth your while visiting
the websites of the investment companies
themselves. These are often maintained by
the investment manager.
Last but by no means least, QuotedData’s
website contains the research we publish on
selected investment companies (and mining
companies). This analyses the workings of
these companies in great detail. If the fund
you are interested in is not there, then why
not email the managers and ask them to
sign us up!
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Disclaimer
This guide was written for QuotedData by Marten
& Co (which is authorised and regulated by the
Financial Conduct Authority). This guide is for
information purposes only and is not intended to
encourage the reader to deal any security or engage
in any investment activity.
Marten & Co is not authorised to give advice to
retail clients. The guide does not have regard to the
specific investment objectives, financial situation
and needs of any specific person who may receive
it. This guide is not directed at any person in any
jurisdiction where (by reason of that person’s
nationality, residence or otherwise) the publication
or availability of this note is prohibited.
Whilst Marten & Co uses reasonable efforts to
obtain information from sources which we believe
to be reliable and to ensure that the information in
this note is up to date and accurate, we make no
representation or warranty that the information
contained in this guide is accurate, reliable or
complete. The information is provided by Marten
& Co for personal use and information purposes
generally. You are solely liable for any use you
may make of this information. The information is
inherently subject to change without notice and
may become outdated. You, therefore, should verify
any information obtained from this note before you
use it.
This document is copyrighted. It may not be printed,
reproduced or further distributed to any other person
or published, in whole or in part, for any purpose.
Nothing contained in this note constitutes or should
be construed to constitute investment, legal, tax or
other advice.

you arising out or in connection with the access to,
use of or reliance on any information contained on
this note. In no circumstance shall Marten & Co and
its employees have any liability for consequential or
special damages.
These terms and conditions and all matters
connected with them, are governed by the laws
of England and Wales and shall be subject to the
exclusive jurisdiction of the English courts. If you
access this note from outside the UK, you are
responsible for ensuring compliance with any local
laws relating to access. No information contained
in this note shall form the basis of, or be relied
upon in connection with, any offer or commitment
whatsoever in any jurisdiction.
For more information, declaimers, contact details
and terms and conditions, please see www.
quoteddata.com.
QuotedData will wish to ensure that they are still
identified as the author/copyright owner for those
who have agreed with QuotedData that they will
distribute the guide. However those who distribute
the guide and the distributor must check that the
content is compliant in various jurisdictions outside
of the UK. QuotedData is not liable for any errors/
legal fines on this front.
The guide will be updated given regulatory, legal
and industry developments from time to time. Any
distributor must update to the new version, if asked
to by the content provider QuotedData. If you are
not a distributor of the guide and would like to, or
you would like to sponsor future guides, please
reach out to press@quoteddata.com

No representation, warranty or guarantee of any
kind, express or implied is given by Marten & Co in
respect of any information contained on this note.
To the fullest extent allowed by law, Marten & Co
shall not be liable for any direct or indirect losses,
damages, costs or expenses incurred or suffered by
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