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Sentinel Investment Committee Meeting 14 October 20 14  
(No. 26) 

 
Minutes 

 
  
 Location:  The Brookfield Hotel, Emsworth 
 
 

Attendees:   
Jon Foster (Chair) (JF) Adviser Business Solutions 
David Stamp (DS) Adviser Business Solutions 
Mike Reidy (MR) Adviser Business Solutions 
Richard Anderson (RA) Adviser Business Solutions 
Matthew Sedgley (MS) Adviser Business Solutions 
Lucy Wymark (LW) Adviser Business Solutions 
Lorna Manchip (LM) Adviser Business Solutions 
Jo Freire (JFr) Adviser Business Solutions 
Charlie Callan Adviser Business Solutions 
David Gilbertson Adviser Business Solutions 
  
In attendance:   
Toby Ricketts (TR) (part) Margetts Fund Management Ltd 
Julia  Whiting (JW) (part) Margetts Fund Management Ltd 
Paul Smith (PS)(part) Premier Asset Management Ltd 
Ian Rees (IR) (part) Premier Asset Management Ltd 
Jonathan Webster-Smith (JWS) (part) Brooks Macdonald Asset 

Management 
John Ricciardi (JR) (part) Kestrel 
Dominic Hardcastle (DH) (part) Kestrel 

 
 
 

1. Apologies 
No apologies received 

 
2. Minutes of last meeting – matters arising 

•••• The minutes of the meeting on 29 July 2014 were agreed 
•••• No outstanding actions were noted 

 
3. Defensive Fund Manager’s Report (Paul Smith) 

Points highlighted from the questionnaire/presentation: 
Fund Management 
• The fund delivered a 1.45% return with volatility of 1.2%, a small fraction of 

equity market volatility in Q2 
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• There has been no material change to the fund or its investment strategy but 
there continues to be a significant number of transactions per quarter to 
maintain the status quo.  There was an increase in the number of sales in the 
search to add value and stay within the risk parameters. 

• The zero market is shrinking and the fund’s holding of traditional zeros may 
reduce to 25% as holdings become redeemable with current offerings less 
favourable (eg Utilico 2020 zeros) 

• Structured products:  consideration may be given to using corporates/ non-
financials as guarantor of structured products now that financials spreads 
have tightened in-line with industrials. PS would also consider the possibility 
of Premier structuring products themselves without issuer credit risk. 

• FFs:  the fund has maintained a consistent holding in fixed life/fixed 
entitlement assets 

• The risk element reported in KIDS has not been modelled correctly – the 
input is too simplistic.  To be taken up with Aviva 
The introduction of the new fund to the Sentinel suite should not impact too 
greatly on the Defensive Fund.  PS will be kept abreast of developments 

 
Macro-economic context 
• Liquidity will be a major problem over the next few years with conditions 

hampering trading across the bond universe 
• There is no great value in equity markets at the present time and most major 

asset classes appear more fully valued. Property exposure has been 
increased but the fund has used convertibles to increase this exposure 
providing a more predictable investment and hence more easily modelled. 
Gilt futures have also been used to reduce responsiveness to interest rates 

• Global utilities one of the best performing sectors YTD but still present the 
prospect of further gains 

• Markets have remained stable in the face of considerable geo-political events  
 

4. Discussion on introduction of new fund  
• It is intended that this fund will fit between Defensive and Universal Funds 

and provide an income/growth fund at an acceptable ratio.  DS outlined the 
rationale and objectives.  Once the modus operandi of the fund is agreed, 
the Defensive Fund manager will be invited to give input, and a way forward 
will need to be drawn up to monitor exposure and to manage the credit split.  
This could be done by giving consideration to the overall profile of the 
blended portfolio (whether there is a match of risk and return characteristics) 
or by considering overall volatility rather than individual securities 

• At this point, in order to inform the process, JR gave a presentation on the 
Kestrel metrics tool for monitoring against volatility/return and to assist 
blending.  It provides a set of fixed allocations with a range of volatility 
measurements over the investment spectrum facilitating decision-making.  
He felt this modelling removed a number of unknowns from the process and 
resulted in a consistent overall view 

• JWS stressed the importance of having volatility parameters clearly 
established from the outset and that the monitoring approach needs to be 
agreed and to have a predictive rather than historical characteristic.  Volatility 
measures obviously need to be consistent 

• Sentinel intend to follow the blending approach.  The new fund is intended to 
fit within the volatility range (Defensive 1/Universal 7) coming in at 4/5/6. 

 
5. New income fund presentation (Jonathan Webster-S mith)  
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• JWS presented a proposed way forward, based on the Brooks Macdonald 
defensive fund with some changes and based on yield predictions of up to 
4%/up to 5%.  The fund will need not only to provide income but enhance 
capital, not least to cover fees, over the longer term. The new fund needs to 
create diversification from the Sentinel Defensive Fund but could include 
some structured products which could increase the lower scenario yield to 
4.5% which was agreed as a fair target 

• JWS will now look at structuring a fund based on the objectives already 
circulated and taking into account the views expressed at the meeting.  The 
portfolio will include some structured products, which will be subject to the 
Brooks Macdonald internal constraints but which will also need to be tested 
against the credit risk in the Defensive Fund portfolio. Reporting metrics will 
also be agreed 

• The ACD reported that FCA approval could not be expected much earlier 
than 8 weeks and that, in reality, a January start was most likely. 

 
6. Universal fund presentation (Ian Rees) 

Points highlighted from the questionnaire/presentation: 
Fund Management 
• Fund under-performed in Q3 by 1% relative to benchmark over the quarter, 

mainly due to gilt shortfall but recent figures show an over-performance 
• Asset allocation shifts – approach is to use any market volatility to positive 

ends 
• Have incorporated an element of exposure to gilts through an index position 

in a gilt ETF but the relative light holding in gilts has proved a detractor to the 
fund’s overall performance 

• Continue to find value in the UK commercial property market with Tritax 
BigBox representing an example of the new breed of hi-tech logistics 
warehouses that have long lease and quality tenant characteristics 

• Have sought to increase large cap allocation to afford more protection in the 
event of market falls 

• Cash residual is a result of trades rather than representing an asset class 
and is the result of a deliberate policy to maintain liquidity during the Sentinel 
offering restructure.  Cash is now held in sterling 

• Following the take-over of management, during Q3 the restructuring of the 
Universal Fund in favour of preferred holdings has been completed.  Trading 
had been constrained to some extent by the overdraft limit on the fund by 
was in the main completed by the end of August 

• Blackrock European Dynamic rallied during the quarter but has subsequently 
been sold in favour of UK hedged holding 

• The holdings in two Premier funds was at an advantageous rate  
• Finding value has been relatively difficult but the situation is easing 

 
Macro-economic context 
• Geo-political risk presented by Russia/Ukraine, the Middle East and nascent 

devolution moves in Hong Kong but none are felt to pose an immediate threat 
to global markets 

• It has been a mixed quarter for equities: Europe has proved to be one of the 
worst performing of the developed markets; North America has strengthened 
with the US economy now showing signs of life and the Fed has been careful 
about the exit from QE; Japan has done quite well 
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• There is much discussion around the timing of the interest rate cycle but this 
is not felt to be as significant as its duration and the eventual level of interest 
rates which it is felt will level around 3.5% 

 
7. Kestrel Global Fund Manager’s Report (John Ricci ardi) 

Fund Management 
• JR outlined the reporting approach the he would take, demonstrating the 

metrics that would be monitored and the information outputs in terms of 
whether the fund was over/under performing, next steps and tracking v. the 
4% pa long term market return target 

• Historically the fund has had a target of  8% pa less fees with risk below 10  
• The fund is currently up the risk scale at 75 with 2 overweight’s in UK and 

commodities 
• Kestrel’s reporting will be based on a predictive approach extrapolating to 3 

months ahead 
• Kestrel have recruited Gustav Hegelruf to the team 
 
Macro-economic context 
• Kestrel’s view of geo-political risk is based on the game plan theory  
• Central Bank policy steps to be announced shortly will be re-assuring 
• An announcement is expected shortly that European banks are now 

adequately capitalised 
• There is a high probability of further QE and Euro devaluation 
• US will probably put a further $1 tn over the coming months 
• There is concern that the US will tighten liquidity 
• UK inflation is heading toward 0% and will require intervention 
• First part of Q4 will be favourable 

 
8. Sentinel Enterprise Fund Manager’s Report (Toby Ricketts/Julia Whiting) 

 Points highlighted from the questionnaire/presentation: 
Fund Management 
• There was a modest out-performance of 0.82% 
• Graphs show an overall upward trend over the period since the Margetts 

take-over of fund management 
• Team expanded to 4.5 FTE 
• Blackrock European Dynamic underperformed during Q2 but has rallied 

during Q3 
• Boston US Opportunities underperformed in Q3.   It remains a holding but is 

being monitored 
• The higher risk nature of the fund will result in higher levels of volatility, which 

increased during the quarter as a result of uncertainty within the Eurozone 
• Bonds presenting a risk as they are at an exceptionally high level but not held 

in this fund. 
• Margetts continues to apply the strategy of seeking equities from solid, 

wealth-producing companies representing quality and value 
 
Macro-economic context 
• Battle between ECB and Germany to stimulate economy with €1 tn put aside 

for bank rescue will have to be resolved shortly as current uncertainty about 
European growth is causing concern in global markets 

• The establishment of a genuinely independent European central bank 
remains an issue long term which Europe must resolve 
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• A rise in interest rates seems to be moving further ahead with estimates now 
being mid to late 2015 

• US new position as a net (and major) energy exporter has changed the 
dynamic of the energy market and resulted in lower energy prices 

 
   
9. ACD and IC discussion 

• Review of fund redemptions against industry average  
Redemptions are slightly elevated against industry average,  but this is a 
situation brought about by the re-structuring (switches into City Financial 
Fund will come back and Headley have probably by now switched most of 
their client money out since resigning from the IC) and is not felt to be a cause 
for concern 

 
 
 
Actions 

The inclusion in the monthly brochure produced for clients of 
comments and notes from fund managers about risk and general 
exposure - ongoing 

RA 

Question 8 of fund manager questionnaire:  consideration to be 
given to the benchmark 

TR 

Defensive KIDS risk report:  difficulties in over simplistic input to 
be discussed with Aviva 

JF/DS 

The proposal for the new fund will be sent to existing fund 
managers for information 

RA 

Margetts, as ACD, will carry out due diligence re. Brooks 
Macdonald and Kestrel 

TR 

Proposal for new income fund to be produced after discussions 
with DS 

JWS 

 
 

10. Date of next meeting:  22 January 2015 – location tbc 


