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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.  
 
 
2. Please give an approximation of total funds under management by the team 
managing the portfolio. 
 
The total funds under management have remained approximately constant at circa 
£900m as investment market falls have offset new fund inflows. 
 
 
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. This is now fully 
embedded. 
 
 
4. What changes have you made to the Asset Allocation of the Fund? 
 
There have been some small changes to asset allocation this quarter which are 
detailed below: 
 
Cash has risen in line with gradual inflows into the fund and the encashment of the 
Altus Resources holding. A smaller further payment is expected once the underlying 
investments have been fully realised, but this is now insignificant in relation to the 
fund size. 
 
The allocation to Global Emerging Markets has increased whilst Asia Pacific has 
fallen slightly due to market falls; however this is likely to be re-weighted shortly.  
 
  



 
 
5. What is the rationale for these changes and what impact do you expect this to 
have on performance? 
 
This reporting period has been entirely dominated from a media perspective by the 
negotiation surrounding a further Greek bailout. 
 
At the time of writing the drawn out process has been resolved with a last minute 
agreement requiring Greece to accept further austerity measures in return for 
financial assistance. Whilst this outcome was widely expected at the start of the 
process, the real possibility of a Greek exit from the Euro arose when the Greek 
people voted against a deal during a surprise referendum. 
 
This period of uncertainty led to high levels of volatility which has impacted fund 
performance as Asian and Emerging markets fell as fear rose. This was exaggerated 
by sterling strength as the UK became a safe haven for investors within Europe. 
Whilst the latest Greek crisis has passed, a number of observations can be made. 
 
The first is that Europe remains a long way from a union. The Greek negotiations 
were based on national agendas rather than Europe as a whole. Germany is 
insistent that Greece repays all debt but few economists (including the IMF) believe 
this is plausible. The Greek situation will resurface unless a method of debt write-offs 
is implemented. Germany has made some medium term suggestions in this direction 
but any debt forgiveness is very unpopular with German voters. The ability of Greece 
to repay debt has been damaged by the economic contraction caused during the 
bank closures which occurred as the ECB removed liquidity provisions. 
 
Whilst Greece is in the headlines the real issue is Europe, not Greece. Free floating 
currencies allowed imbalances within European economies to be addressed through 
market movements. The Euro at present is little more than a fixed exchange rate 
causing economic imbalances to work out through deflation / inflation and local debt 
markets. This is not efficient or effective and unless Europe moves towards a 
genuine union, with collective debts, then the Euro cannot survive in the end.  
 
The size of Greece means that either a bailout or an exit could be manageable but if 
and when the same type of imbalances occur within a larger economy such as 
France, then it may not be possible to find a ‘fix’. Greece has highlighted the issues 
and the immediate danger has passed, but longer term risks have been exposed; 
particularly the difficulty Europe has in acting for Europeans rather than nationalist 
interests. 
 
Fixed interest markets had been considered expensive for some time however the 
Greece situation has provided some evidence that the trend has turned. The FTSE 
Government Gilt Index peaked on the 30th Jan prior to the 60 Bn Euros per month 
ECB quantitative easing program. Even the threat of Greece leaving the Euro did not 
push prices near to this peak and previous periods of fear have created new highs 
for this asset class. Similarly, whilst equities fell in value, the falls were relatively 
normal and did not reflect the scenes of panic being published by the general media. 
 
The relative strength of equities and weakness of fixed interest suggests that 
momentum within these asset classes is changing, with support declining for bonds 
and increasing within equity markets. 
 



Away from the Greek spotlight, economic data has continued to improve. The UK 
GDP figure for 2014 was revised upwards from 2.8% to 3%. This is a step in the right 
direction but is more positive than it may first appear. During the late 1990s and 
2000s economic growth was a combination of private sector growth and increased 
government spending. The public sector increased to more than 50% of the UK 
economy and Government debt grew steadily.  
 
In the post credit crisis era Government spending has been pinned back and public 
sector employment reduced. Therefore although the growth rate is pedestrian at 3% 
this actually represents strong growth from the private sector as Government 
spending has accounted for little growth. Similarly, whilst unemployment has been 
steadily reducing this is due to rises in private sector employment.  
 
Equity market returns are more sensitive to private sector growth rather than overall 
economic growth and this bodes well for equity markets generally, especially if the 
trend continues. During the 1980s the economy was re-balanced by a Conservative 
government to support the private sector in order to create tax revenues to rebalance 
the poor fiscal position of the UK public finances. This period was associated with 
rising inflation and strong equity market performance and some of the same 
conditions appear to be building. 
 
The current recovery cycle began in 2009 and normally four interest rate increases 
would have occurred at this point within an average recovery. To date there have 
been zero interest rate increases underlining the pro-business policies in place. The 
first suggestions of a rate rise have now been made by the Federal Reserve and 
Bank of England. We expect rises later this year in the US and early next year in the 
UK, but the pace will be very slow and 2% rates are unlikely before late 2017. This 
will be supportive to businesses but will allow inflationary pressure to build from the 
current position of near zero. 
 
China has been in the news as the high volatility within the ‘A’ shares market has 
attracted attention. Although this market has experienced sharp falls it remains one 
of the strongest performing markets over 1 year. This market is restricted to Chinese 
residents and the impact is limited within Asian markets generally. Chinese 
authorities are keen to maintain the value of this market as they are concerned that it 
could impact on consumer spending if values fell further. 
 
Whilst Asia and Emerging markets are more volatile the underlying value of these 
markets remains strong compared to Western markets and the continuing global 
recovery is expected to release value as global confidence returns. 
 
6. What has been your portfolio turnover level and is this higher or lower than 
you would normally expect?   
 
The annual turnover is currently 30.89% which is in-line with 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. 
 
We reported at the last meeting that we had observed OCFs rising on various funds 
and we have embarked on a project to negotiate rebates wherever possible. During 
the last quarter we have negotiated two holdings below 85bps and we are currently 
expecting to reach agreement on two further holdings. 
 
 
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.   
 
We believe that all funds over 85bps are offering reasonable value but we remain 
committed to reducing costs further and this is under active consideration at present. 
 
9. Please supply 1 or 2 examples of good investment decisions you have made 
at stock level which have contributed to your performance. 
 
The MGTS Ardevora UK Income fund has been a positive contributor to fund 
performance and has benefitted from the strong performance of mid cap stocks as 
the UK economy improves.  
 
The Fundsmith Equity holding has been positive over the quarter and at the time of 
writing has outperformed the sector with a further improvement of returns over the 
short term.  
 
10. Please also provide an example of a poor investment and how you have dealt 
with this to minimise the loss to the fund.  
 
Over the period the manager of the Newton Asian Income fund, Jason Pidcock, has 
left Newton to join Jupiter Asset Management. Following his departure, outflows 
have been significant at c. £350m during May; shortly after the news of the 
manager’s resignation.  
 
The fund remained in the portfolio after a period of weak performance, mostly 
attributable to a high allocation to Australia, in order to begin switching the holding 
after an improvement in performance. Over the last month, the fund’s returns are 
ahead of the sector and we have begun a gradual switch to L&G Asian Income.  
 
 



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 2-4% 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 and during the recent period this has generally provided good 
relative performance. 
 
 
13. If, not what changes are you looking to make over the next quarter and why? 
 
We will continue to gradually replace the Newton Asian Income holding with the L&G 
Asian Income fund due to the reasons outlined above.  
 
We continue to actively monitor all of the holdings on a weekly basis and we may 
also consider replacements where costs can be reduced without compromising 
performance. 
 
14. Are there any particular factors which you feel have affected the performance 
or volatility of the fund? 
 
The strong rises in Chinese stock markets resulted in many of the Asia funds lagging 
the sector averages as the value/income bias tends to lend itself to underweight 
allocations to China. However, as the Chinese stock market has underperformed 
over the shorter term, this performance pattern has begun to reverse.   
 
Sterling strength has also reduced the returns from overseas assets.  
 
Volatility levels have been high over the period given the debt issues/negotiations 
that have taken place between Greece and the ECB.  


