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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. 
 
There have been no further changes to the investment team during the quarter. 
 
 
2. Please give an approximation of total funds under management by the team 
managing the portfolio. 
 
The total funds under management have risen during the period to approximately 
£850m which is a combination of market growth and new business flows. 
 
 
 
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 changes to the asset allocation of the fund during the period. 
Cash has risen slightly whilst the allocation to Europe has fallen a little. 
 
These changes are predominantly an effect of cash management and market 
performance rather than any deliberate change to the asset allocation. 
 
 
5. What is the rationale for these changes and what impact do you expect this to 
have on performance? 
 
This reporting period has been volatile as investors have struggled to agree on a 
consensus during a period of significant news flow. The current positon of ultra-low 
interest rates combined with QE has few historical comparisons and is akin to a new 
experiment. 
 
As is often the case with experimentation, the result is hard to predict and even small 
differences to the expected outcome can have significant consequences. It is likely 
that economists will learn a lot from this period which will have great value in future 



economic policy; however this is undoubtedly a difficult period to manage risk and 
reward without yet having the wisdom of hindsight.  
 
The effect of QE and low interest rates was expected to lead to growth and inflation. 
There is some limited evidence of the former and little of the latter as global inflation 
is barely in positive territory. The reason for this is that one of the effects of the 
financial crisis was to create a lack of risk appetite in the financial sector. The 
developed world banking sector was once believed to be so safe that a default on 
savings was impossible and the crisis exposed a vulnerability previously masked by 
collective arrogance.  
 
Post credit crisis, banks are only keen to lend to cautious and well financed 
borrowers who generally got through the credit crisis unscathed. These potential 
borrowers, by nature, are highly unlikely to borrow in order to invest aggressively 
within their businesses and consequently the lending cycle is moving slowly despite 
a plentiful supply of cash within the global economy. Risk-hungry entrepreneurs 
remain generally cut off from finance at this time.  
 
Similarly, the effect of QE has increased asset prices favouring the wealthy who 
generally own the assets which have benefitted. The wealthy tend to only increase 
spending modestly as a consequence of asset price growth and therefore the ‘trickle 
down’ effect has been slower than expected. This is in stark contrast to the 
experience of de-mutualisation whereby banks or building societies became listed 
and created windfalls to members who represented a wide section of society. It was 
estimated that 90% of these windfalls were spent within three months on cars, 
holidays and white goods providing a direct stimulus to consumption.  
 
It is widely expected that the ECB will announce a form of QE on 22 January in 
response to growing risks to deflation and economic growth. The challenge will be to 
make this action effective as bond yields are already extremely low. If a mechanism 
can be found which mirrors the increase in consumption associated with de-
mutualisation rather than further concentration of wealth amongst the affluent, this 
could be the missing element of the experiment to date.  
 
During this reporting period, the cost of oil has fallen dramatically exceeding a 40% 
discount over the 4th quarter 2014. Much of the volatility in global markets has been 
attributed to the change in oil prices. Concern has grown that this rapid fall could be 
due to deterioration in demand for energy and this suggests that a sharp slowdown 
in economic growth is imminent.  
 
Alternatively, the price reduction could be due to a combination of other factors 
including increased supply from new fracking industries, higher levels of efficiency 
within energy consumption, milder weather and political factors in Russia and the 
Middle East leading to overproduction.   
 
Whilst there is likely to be an element of both explanations, we believe that economic 
growth remains intact and therefore this element is the least probable. The 
significant benefit of lower oil prices is that cost savings are achieved across the 
entire global economy with the resulting pick-up in consumption being more 
representative of the de-mutualisation experience rather than predominantly 
benefitting the already affluent.  
 
Whilst lower oil prices will contribute to deflation in the short term, the overall effect 
will be positive as consumption is very likely to increase elsewhere driving other 
areas of inflation.   



 
The situation in Greece is also reaching the forefront of investor considerations. 
Elections will take place on 25 January and currently the Syriza party are leading the 
polls. This party are campaigning on the basis of bringing an end to austerity which 
will require further debt defaults and the possibility of a Greek exit from the Eurozone 
altogether.   
 
The ability of Greece to exit the Euro is higher than during the political tensions in 
2012 as Greece now has a balanced budget when debt repayment is removed. 
Therefore, if Greece does default on debt payments, it should be possible to meet 
government funding requirements from current receipts without the need for bailouts, 
which would not be forthcoming. In addition the Eurozone is also stronger than in 
2012 and it is believed that the negative effects of a Greek exit could be mitigated.  
 
The incentive to leave can be easily understood as Greece is grappling with high 
unemployment, deflation and a debt ratio which continues to rise despite the 
significant austerity measures which have been undertaken. An exit could lead to a 
devalued currency providing an immediate boost to the dominant tourist industry.  
 
The danger for the Eurozone is that a successful Greek exit may well lead voters in 
Portugal, Italy and Spain to the same conclusion, resulting in a rapid split in the 
currency bloc. Many commentators believe that Germany has overplayed their hand 
in negotiating austerity and bailout terms throughout the Euro crisis and Greece is 
the first case where the balance of negotiating power appears to have transferred.  
 
The Syriza government, if elected, will be in a strong negotiating position and any 
threat to leave the Euro is unlikely to be a bluff. Whilst the situation is evenly 
balanced we expect that Greece will achieve a re-negotiation to remain within the 
Eurozone but with debt write-offs and further stimulus.   
 
The European woes, deflation prospects and falling oil price have increased fear in 
markets resulting in the continued strong performance of government debt. The 
levels of yield available are too low, in our view, to meet the standards of a rational 
investor. The performance of these markets has features resembling market bubbles 
and a number of other bubbles have been created and subsided since the dawn of 
QE.  
 
Whilst headlines are dominated by Europe and oil prices, at present we continue to 
favour Asia and Emerging Markets. The next cycle of growth will ultimately depend 
on increasing global trade and the economically redundant population in these areas 
is vast, offering potential for consumption growth. The technological advances of the 
past decade are beginning to connect communities previously outside of the normal 
global economy and this trend has significant potential.  
 
These economies often have normal levels of inflation, interest rates, debt and 
economic growth. Consequently they are positioned to begin the next global cycle 
with an advantage as the process of repairing the Western economies will continue. 
Therefore we have continued to pursue a strategy of increased Asia and Emerging 
Market exposure through diversified holdings with a focus on large cap value and 
income.  
 
We expect volatility to continue but low returns from cash and overvalued fixed 
interest markets reduces any likely benefits from building a level of defence into the 
current strategy. The use of dividend targeting funds is generally considered a 
method of reducing risk whilst avoiding potential fear bubbles.  



 
 
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 32.63% 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 so that these are received by the fund?  Are you actively aiming to 
reduce the OCF of the fund? 
 
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 that where the underlying OCF of the fund NET of any 
rebate is greater than 0.85%.  (If yes please complete the additional OCF slide in the 
IC quarterly presentation) 
 
We have provided a list of all funds which exceed 0.85% OCF net of rebates. There 
are a number of holdings within the fund which exceed this level; however these 
generally relate to Asia and Emerging Market exposure where operating costs tend 
to be higher due to the number of markets and distances involved. This results in 
higher custody and legal costs which are borne by the fund.   
 
 
 
9. Please supply 1 or 2 examples of good investment decisions you have made 
at stock level which have contributed to your performance. 
 
The Boston Company US Opportunities fund has been removed from the portfolio 
during this reporting period and has been replaced with the Vanguard US Equity 
Index tracker.  
 
The Boston fund had been a positive contributor to the fund and was initially selected 
due to a bias towards large cap value on a conservative basis. Boston changed the 
investment team and process of the mandate to focus on growth in addition to value. 
The performance of the fund has been monitored closely since this change and 
following a period of strong performance, deterioration has occurred leading to this 
decision.    
 
The Fundsmith Equity fund has performed particularly strongly during this period 
providing a return of 12.5% against the global benchmark of 4.27%. This fund is 
highly concentrated on mega cap growth stocks.  
 
 
 



 
 
10. Please also provide an example of a poor investment and how you have dealt 
with this to minimise the loss to the fund.  
 
Please see information on the Boston Company US Opportunities fund above.  
 
The MGTS Ardevora UK Income fund has been a little disappointing over 1 year but 
has strong longer term performance. The recent performance is improving and we 
have been in contact with the manager for further information. We are continuing to 
retain this holding with expectation of recovery.  
 
 
 
11. How have you managed the cash content in the portfolio with a view to 
maximising the return to the fund? 
 
The fund has experienced gradual outflows and staggered sales have been made to 
meet the outflows whilst keeping the overall cash position marginally positive.  
 
 
12. Are you happy with your stock selection across each sector? 
 
We are generally happy with the stock selection and the level of diversification which 
is being achieved.  
 
There is a focus towards value and income which is operating as a risk reduction 
technique. There are regular swings in outperformance and underperformance due 
to this bias. During this quarter we have made some changes to the stock selection 
by increasing JPM Emerging Markets at the expense of UBS and Aberdeen 
Emerging Markets in order to reduce this effect.  
 
During periods of increased volatility, short term data is more difficult to interpret and 
the trends reverse quickly. Therefore we are not currently engaged in significant 
adjustments but we continue to identify medium and longer term trends where 
applicable.  
 
 
13. If, not what changes are you looking to make over the next quarter and why? 
 
We are continuing to monitor Aberdeen Asia, Aberdeen Emerging Markets and UBS 
Emerging Markets which have all been reduced this quarter.  
 
In addition the MGTS Ardevora UK Income fund is under review as previously 
stated.  
 
 
 
 
 
 
 
 
 



14. Are there any particular factors which you feel have affected the performance 
or volatility of the fund? 
 
The performance of the fund has been positive during the quarter and in line with the 
benchmark.   
 
Increased volatility has been seen in equity and bond markets generally and this has 
been transmitted to the volatility of the fund.  
 


