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The Fund continues to achieve its objective of producing steady growth with low 
volatility over the medium term.
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The chart shows the max drawdown (largest fall from peak to trough) since Paul Smith 
commenced management (23 Nov 2009) for the Sentinel Defensive Fund, FTSE 100 and 
UK Gilts (10-15yrs).

The Sentinel Defensive Fund illustrates a smaller drawdown and over a shorter period of 
time.
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A distribution chart illustrating the weekly returns of the Sentinel Defensive Fund, UK 
Gilts and the FTSE 100.

The chart highlights that the Sentinel Defensive Fund delivers the majority of weekly 
returns within a tight range.
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The Sentinel Defensive Fund continues to produce a stable return as can be seen by the 
smoothness of the performance line versus other major asset classes.

The ‘Two Fs’: Fixed Life and Fixed Entitlement

The fixed life enables easier identification of the major risks and the fixed entitlement 
informs the responsiveness of the investments if those risks occur.
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Following the June 2013 fall in the utilities sector, our risk modelling identified the 

potential to take more exposure to utilities within the defensive framework.

We fashioned a defensive exposure through Societe Generale linking the performance to 

major European Utility companies and including a lock-in feature that ensured the 

product would be responsive to any rerating from the sector.

The investment has subsequently locked-in the return within one year.
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A chart illustrating the Russell Global Small Cap Index over a five year period to the end 
of July 2014. The index measures the performance of the smallest securities in a broad 
global index. As can be seen, the index has performed strongly, providing almost double 
the initial investment over the period. Naturally concerns over this continuing in the 
small cap sector particularly in US small cap equities was a common market theme.

However, F&C Global Small Companies investment company came to the market with a 
convertible in the summer this year offering a 3.5% return over five years and with the 
potential for a greater return if small cap markets continue to rise.

We value the manager whose performance has been impressive, as shown in the graph 
above, and we also really appreciate the conservative management and directorship of 
the company, especially restricting their debt levels, which made the convertible look 
comparatively cheap to other investments.

Despite the perceived value in this convertible there was still some downside risk if small 
cap equities fell. Given these concerns this was an opportune time to buy an investment 
that would benefit if US small cap equities declined, compensating for weakness that 
could occur in the convertible in such circumstances.

See glossary for an explanation of terms.
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Concerns about the valuations of small cap equities initially proved correct and in 
particular US small cap equities had one of their worst relative performances during the 
next three months. Subsequently our defensive investment benefited.

Our belief that the F&C Global Small Companies 3.5% 2019 convertible was cheap also 
proved correct as it opened initially at a 5% premium and held at levels just above this 
during the next three months despite the severe volatility in small cap equities.

Key to this and the very core of our investment philosophy is that it’s the blend of our 
investments that is important.  Despite the most recent recovery in US small cap 
equities, we still believe the mix of these two investments offers a predictable and 
attractive return to what is a volatile sector. So while continued growth in the small cap 
sector would hurt the defensive US small cap investment in question, overall in 
combination with our other exposures, such as the F&C Global Small Companies 
convertible, it should result in a positive return for the Fund.

See glossary for an explanation of terms.
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