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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 in terms 
of personnel. Julia Whiting has been promoted to the position of manager of the 
research team.  
 
 
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 
£900m 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?   
 
There have been no changes to the investment research systems or style of 
management; however we have implemented the use of a new software package 
called Statpro in order to better monitor the underlying risks within the Margetts funds. 
 
 
4. What changes have you made to the Asset Allocation of the Fund? 
 
There were small changes made to the asset allocation during the period. 
 
US equities were reduced by circa 1.5% in favour of UK equities. 
 
Global Emerging Market exposure was reduced by circa 1.5% in favour of European 
equities. 
 
5. What is the rationale for these changes and what impact do you expect this to 
have on performance? 
 
The performance of US equities has been enhanced by the strength of the dollar in 
recent months which in turn has been due to increasing belief that the US will raise 
interest rates before any other significant western economy. 
 



The US equities market has been strong in recent years as the economic recovery 
has steadily progressed and key indicators such as confidence, economic growth and 
employment data have moved consistently in a positive direction. 
 
At this time the US equity market appears fully valued and ahead of other western 
markets with returns further buoyed by currency gains. Eventually a tipping point will 
be reached where the strong currency results in slower economic growth due to the 
loss in export advantage and, at this stage, both equity gains and currency gains could 
reverse. In addition, the fall in the oil price has had a significant impact on US oil 
producers, which will continue.  
 
One of the US exposed funds within the portfolio, the Fundsmith Equtiy fund, had 
performed significantly above the US market and therefore we felt that it was sensible 
take part of the profit and reallocate to the UK, which is a similar market but at a lower 
valuation point and removes the currency risk. 
 
The decision to increase Europe was based on the likely effect of quantitative easing 
(QE) announced by the ECB on 22nd Jan. The positive effects of QE have been seen 
in the UK, US and Japan and this provided confidence that this additional cash would 
increase asset valuations in European markets also in the short term. The fund already 
had a reasonable exposure to Europe however the QE argument, coupled with 
European equities being attractive, persuaded the fund management team that a 
further increase would be appropriate. 
 
The reduction to fund the increase in Europe had to come from either Asia or Emerging 
Markets as these areas are the most significant asset allocations within the portfolio. 
Although both areas are considered to present good, long term, growth opportunities 
we felt that Emerging Markets were more vulnerable to the increasingly strong dollar. 
 
We anticipate that both of these changes will increase the returns of the fund. 
 
On a wider basis we are considering the likely transition from the current cycle to the 
next. The current cycle has been based on lower (emergency) interest rates and 
deliberate cash injections through QE programs. The UK and US have embarked on 
QE programs and withdrawn them whilst Japan and Europe continue to push money 
into the global economy through asset purchases. 
 
The strong performance of markets in the first quarter will be greeted positively by 
investors but fund managers should be a little concerned at the level of returns 
achieved especially from assets considered low risk. It is clear that the effects of QE 
have been to boost the value of most assets and this process is continuing for the time 
being. 
 
At present the Bank of Japan and the ECB are purchasing debt assets at any price. 
They have taken the place of the irrational investor who usually purchases late cycle, 
over valued assets, through a combination of greed and easily available credit. The 
Federal Reserve and Bank of England are also aiding this process by not selling any 
of their accumulated assets despite sitting on substantial profits that would tempt the 
normal investor to sell and potentially prick the bubble. 
 
The displacement effect transmits the overvaluations in one market to another. For 
example where the Bank of Japan purchases bonds from the market the previous 
owners of these assets can either bank the cash with no interest or, more likely, 
purchase other bonds, perhaps corporates, or equities.  
 



One consequence of this is that 10 year German Bunds are close to zero yields with 
many shorter dated German Bunds on negative yields. This may pose a significant 
threat to the global financial system longer term. Where physical cash provides a 
higher return than Government bonds or bank accounts the incentive to hoard money 
outside to the global financial system increases which could have knock-on 
consequences to stability. 
 
The desire to raise interest rates and begin the process of normalisation is steadily 
rising and this has been evidenced by split decisions revealed in the minutes of the 
Federal Reserve to increase rates. Inflation has protected policy makers from being 
forced into this decision, but the early signs of wage inflation have begun to appear 
and future inflation expectations are rising. UK inflation is close to zero however it is 
expected to rise in the second half of the year as the effect of oil price falls begin to 
drop out of the calculation window. 
 
Even with QE taps continuing to flow for the immediate future it is unlikely that fixed 
interest assets can make anything more than modest gains, however our attention is 
focused on the market impact of the QE taps running dry as interest rates slowly but 
surely edge up next year. 
 
The deliberate injection of liquidity can be described as a tide which has lifted many 
boats high up the shore line but only those tied to reality will be able to avoid a 
reduction in value as the tide goes out, especially as this tide mirrors the highest spring 
tide seen in a generation. 
 
The direct beneficiaries of these liquidity events have been sovereign bonds and these 
asset are most likely to disappoint in the next cycle followed by their closest investment 
grade cousins. The term ‘bondification’ of the equity market has also been popular in 
this cycle as investors have sought dependable dividend equities as a proxy for more 
expensive bonds. These assets have also benefitted to some extent from QE 
operations. 
 
In order to maintain and grow value in the next cycle the area we intend to target is 
earnings growth rather than high dividends. As the free liquidity event begins to expire 
it will be high yield credit with increasing security and companies delivering earnings 
growth, which will still be able to provide investors with growth whilst other assets fall 
back. 
 
Asia and Emerging Markets look attractive in the next cycle. Although foreign direct 
investment into these markets has partially restored, the damage done in May 2013 
connected to QE by the US has not been fully repaired. These markets are operating 
with normal interest rates, inflation and economic growth in many cases and valuations 
are attractive. If growth does falter in the next cycle these economies have tools at 
their disposal to stimulate growth if required and this presents a potential reduction in 
risk. 
 
We continue to see opportunities to grow capital value but have some concerns with 
the recent pace of equity market advancement within developed economies 
(especially the US). Equity based dividend strategies remain attractive provided 
earnings growth is likely and we have a preference for lower dividends with growth 
potential as opposed to higher dividend stocks with less growth prospects. 
 
 
 
 



 
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 32.28% 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 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 Fidelity Institutional South East Asia fund has been a strong performer over the 
period. This fund had a manager change in June 2014 and performance has been 
strong, particularly over the last 6 months.  
 
The MGTS Ardevora UK Equity Income fund has recovered strongly over the period 
following weaker performance towards the end of 2014. The fund is now ahead of the 
sector over 3 months. 
 
 
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 Newton Asian Income fund has been disappointing over the period and is currently 
lagging the sector over 3 months. Income mandates have generally been weaker over 
the period but the team will monitor the fund closely in line with the performance of 
other Asian Income funds in anticipation of a recovery.  
 
We are reviewing this holding in line with our comments above as we are concerned 
that the manager may be placing a requirement for high dividends above the need 
for earnings growth. 



 
The Fundsmith Equity fund has provided excellent performance long and medium 
term; however the recent quarter has seen some underperformance. Given concerns 
regarding high US valuations and dollar strength this position has been reduced on 
profit taking. 
 
11. How have you managed the cash content in the portfolio with a view to 
maximising the return to the fund? 
 
Cash inflows of around £1.5m have been received this quarter and gradually 
invested with cash being maintained around 2% over the period. 
 
 
12. Are you happy with your stock selection across each sector? 
 
We are generally happy with stock selection and the level of diversification which is 
being achieved.  
 
We have a value bias within the portfolio and this has provided both outperformance 
and underperformance over short periods. 
 
The Newton Asian Income fund is under review due to poor recent performance. We 
are also reviewing the Asian and Emerging Markets holdings more generally to place 
a great emphasis on earnings growth rather than dividend led strategies. 
 
13. If, not what changes are you looking to make over the next quarter and why? 
 
The Newton Asian Income fund will be monitored closely over the next period due to 
the reasons stated previously.  
 
 
14. Are there any particular factors which you feel have affected the performance 
or volatility of the fund? 
 
The strong performance of most asset classes and particularly Asia and Emerging 
Markets supported by Dollar strength, has contributed to the performance of the 
fund. 
 
The decision by the ECB to embark on a QE program has also been material in 
raising investor confidence globally. 
 


