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FUND DETAILS 
 
Fund: Enterprise  
 
Managing Group: Margetts Fund Management Ltd  
 
Manager: Toby Ricketts 

 
 
PERSONNEL 
 

1. Please detail any significant changes to the personnel involved in the 
management of the fund and the analysis of underlying stocks/funds.  In 
particular, please detail the length and type of experience/qualification for any 
new team members. 
 
Following the departure of Matt Mahoney (previously reported) we have 
appointed two new analysts; Dmitry Konev and Cecily Johnson. Dmitry is a 
new recruit however Cecily worked previously in our fund pricing and 
accounts department.  
 
Richard Cole is relocating to London and will be working with one of our 
existing third party clients on a joint venture basis, through which he will 
continue to contribute as an analyst. This will begin in September and we 
intend to recruit a further analyst at this time.  
 
As a result of these changes, we will have increased our analyst resource 
from 3 to 4.5 full time equivalent people.  

 
2. Please give an approximation of total funds under management by the team 

managing the portfolio. 
 

Circa £810m – Small increase.  
 
 
 
INVESTMENT POLICY 
 

3. Has there been any change to your investment research systems or your style 
of management?   

 
No 

 
4. What changes have you made to the Asset Allocation of the Fund? 

 
There have been small increases in the Global Emerging Markets and Asia 
Pacific Equity allocations.  
 
The fund has experienced continued small cash outflows which have been 
used to maintain a low cash balance and UK Equities have also been 
reduced.  
 
  



 
 
 
 

5. What is the rationale for these changes and what impact do you expect this to 
have on performance? 

 
This quarter is the second period of recovery following four difficult quarters of 
consecutive underperformance during 2013. The Sentinel Enterprise fund 
increased in value by 2.42% whilst the benchmark increased by 1.27%. This 
increase represents outperformance of 1.15%. 
 
During this quarter we presented to the Sentinel clients and made three 
economic predictions. These were that inflation would rise, interest rates 
would rise and valuations would normalise.  
 
The UK economy is now recognised as the fastest growing developed market. 
Economic growth for 2014 has been revised upwards with expectations that 
3% is now likely. Unemployment has fallen to 6.6% which is well below the 
7% outlined by Mark Carney as the point at which upward interest rate 
movements would be considered. In recent months this picture has been 
further enhanced by a strong housing market, falling savings rates and an 
uptick in inflation.  
 
The conclusion is that the period of ultra-low interest rates, which began in 
2009, is now coming to an end. When interest rates were initially dropped to 
0.5% on 5 March 2009, many commentators would have expected the 
measure to be shorter term than the five year period to date. This extended 
period has created some addiction to very low interest rates and so investors 
are reluctant to believe that an increase is on the cards.  
 
Whilst the bond market has long been regarded as the most efficient capital 
market and therefore best placed to indicate future economic trends, we 
believe this reputation should be dis-applied due to massive manipulation by 
central banks. This market continues to expect low interest rates and yields 
have actually fallen over the year to date.  
 
Currency markets, which are subject to less manipulation, have taken a 
different view. The value of sterling against the dollar has appreciated from 
$1.52 in July 2013 to $1.70 in July 2014. This increase represents 13% and 
has devalued overseas investments in sterling terms by this amount. The 
reason for this appreciation in sterling is the expectation of interest rates rising 
in the UK ahead of the US.   
 
This appears to be a sensible view, however we do not expect the US to be 
too far behind in the rate rising cycle. Whilst weak GDP growth was recorded 
in the first quarter, which was primarily weather related, growth for the whole 
of 2014 is expected to exceed 2%. Coupled with this is falling unemployment 
(6.1%) and increasing inflationary pressures.  
 
We believe that sterling has over strengthened and therefore the reduction in 
UK equities in favour of dollar-denominated Asian and Emerging Markets was 
made to take advantage of currency strength and the investment case for the 
target markets is outlined later.   

  



 
 
We expect UK interest rates to increase late in 2014 and US rates to follow 
roughly six months later but the magnitude of the increases will be small. It is 
unlikely that rates will rise by more than 1% by the end of 2015. Therefore the 
first shift in rates will be from ultra-low to very low. The more significant aspect 
of this shift is the end of quantitative easing, however the impact on the real 
cost of borrowing will be negligible. At this stage it seems reasonable to 
expect equity valuations to be stable throughout this transition whilst bond 
markets will face a bigger test as spreads have become very tight.  
 
The Bank of England UK Instantaneous Nominal Forward curves show 
breakeven future interest rates based on Gilt and Swap markets. These 
curves currently show that interest rates are unlikely to rise above 3.5% in the 
next 25 years and that it will take 5 years to reach 2.5%. If these curves prove 
to be accurate then interest rates will be at their lowest longer than any 
historical period.  
 
The strong performance of equity markets in 2013, most obviously in the US, 
was driven by multiple expansion. The turnover and general profitability of 
most businesses did not significantly alter however investors became willing 
to pay a higher multiple of earnings for shares i.e. P/E ratios rose. Many 
companies also embarked on share buy-back arrangements to increase 
earnings, adding to the effect.  
 
As a consequence of these market rises, P/E ratios are now at the upper end 
of the long term normal range (ignoring previous bubbles). It is possible to 
understand why higher multiples would occur during periods of low interest 
rates as cash returns are negligible. However, we see less room for further 
multiple expansion and therefore market returns are likely to be in line with 
earnings at around 5%-10% for most developed markets.  
 
By contrast, Asia and Emerging Markets endured P/E contraction during 2013 
due to capital outflows over liquidity concerns and the threat of banking 
problems within China. This period was a significant test of these markets 
which did not spiral into a crisis as many commentators had predicted. Whilst 
banking pressures undoubtedly remain within China and other global 
economies, investors are beginning to return to this region.  
 
The low valuations coupled with higher economic growth and earnings growth 
continues to create a long term investment proposition in our view. As a 
result, weightings have been increased gradually throughout the period.  
 
 

6. What has been your portfolio turnover level and is this higher or lower than 
you would normally expect?   

 
The turnover for the fund has remained low during the quarter and below our 
long term expectation.  
 
The annual turnover is currently 23.74% which is below our range of 
expectation (30 – 50% per annum) 

  



 
 

 
7. Are you confident that you have negotiated the best possible terms and have 

all discounts and rebates against initial charges and AMCs on underlying 
funds been negotiated by you and notified to Premier so that they can ensure 
these are received by the fund?  Are you actively aiming to reduce the TER of  
 
We are confident that the best terms available have been negotiated as we 
conducted a full review of share classes post RDR.  Each new fund 
purchased requires due diligence on the available share classes to ensure 
that the most appropriate one is purchased for the fund. 

 
8. Please list any funds where the underlying TER of the fund NET of any rebate 

is greater than 1.5%.  (If yes please complete the additional TER slide in the 
IC quarterly presentation) 

 
There are no holdings which exceed 1.5% TER. 

 
9. Please supply 1 or 2 examples of good investments decisions you have made 

at stock level which have contributed to your performance. 
 

We previously commented on the performance of the Standard Life European 
Income fund which had disappointed. Following a detailed review of the fund 
and management style, we decided to retain this holding. During the recent 
reporting period the performance of this fund has improved considerably and 
the decision to retain this holding has contributed positively to performance.  
 
 

 
  



 
The First State Asia Pacific Leaders fund has been a long term holding which 
is second quartile over one year and has outperformed in both of the previous 
two quarters. The management style of this fund is long term value and 
earnings growth based which has proved successful over the investment 
cycle.  
 
 
 

 
 
 
 

10. Please also provide an example of a poor investment and how you have dealt 
with this to minimise the loss to the fund.  

 
The Blackrock European Dynamic holding has been disappointing as shown 
in the graph below. 
 

 
 
The long term performance of this fund remains strong however we are 
concerned that the size of the Blackrock European desk has become too 
large and this may be restricting the ability of the management team to add 
value.  
 



The holding is currently under review and a switch into the Henderson Focus 
fund is being considered.  

 
11. How have you managed the cash content in the portfolio with a view to 

maximising the return to the fund? 
 
The cash position within the fund has been reduced to less than 4% which is 
retained with the depositary for normal liquidity requirements.  We do not 
believe there is any opportunity to increase returns from cash at present. 

 
12. Are you happy with your stock selection across each sector? 

 
There is always a balance between achieving diversification and having 
outperformance across the board. If all holdings are outperforming it is likely 
that they will have similar styles and therefore some of the benefits of 
diversification will have been lost. 

 
We are currently happy with the balance between a focus on quality/value and 
achieving an acceptable level of diversification. The only fund being 
considered for replacement is the Blackrock European Dynamic fund 
mentioned previously.  
 

13. If, not what changes are you looking to make over the next quarter and why? 
 

The Blackrock European Dynamic fund is the main area of consideration at 
present and a change is being considered. 
 
We are monitoring the performance of the Japanese market and giving some 
consideration to an ‘entry’ point. If a position is taken in Japan we are likely to 
reduce our European exposure due to the possibility of tension within the 
Ukraine/Russia affecting sentiment negatively. 

 
 

14. Are there any particular factors which you feel have affected the performance 
or volatility of the fund? 

 
The fund is higher risk in nature and therefore we expect elevated levels of 
volatility to be a consistent factor. 
 
The improving performance of Asia and Emerging Markets has been a key 
element to the out-performance of the fund.  
 
The underperformance from Europe has detracted from returns over this period 
having previously contributed positively.  
 


