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Company profile

Artemis is a leading UK-based fund manager, offering a range 
of funds which invest in the UK, Europe, the US and around 
the world.

As a dedicated, active investment house, we specialise in 
investment management for both retail and institutional 
investors across Europe.

Independent and owner-managed, Artemis opened 
for business in 1997. Its aim was, and still is, exemplary 
investment performance and client service. All Artemis’ 
staff share these two precepts – and the same flair and 
enthusiasm for fund management.

The firm now manages some £23.1 billion* across a range 
of funds, two investment trusts and both pooled and 
segregated institutional portfolios.

Our managers invest in their own and their colleagues’ funds. 
This has been a basic tenet of the Artemis approach since 
the firm started. It means that interests of our fund managers 
are directly aligned with those of our investors. 

* Source: Artemis as at 30 September 2020.

Fund status

Artemis High Income Fund was constituted by a Trust Deed 
dated 26 May 1995 as amended by a supplemental Trust 
Deed dated 6 September 2002 and is an authorised unit 
trust scheme under the Financial Services and Markets Act 
2000. The fund belongs to the category of UCITS schemes as 
defined in the Collective Investment Schemes Sourcebook 
(‘COLL’) of the Financial Conduct Authority (‘FCA’).

Buying and selling

Units may be bought and sold by contacting the manager 
by telephone, at the address on page 5 or via the website 
artemisfunds.com. Valuation of the fund takes place each 
business day at 12 noon on a forward pricing basis. Investors 
are reminded that past performance is not a guarantee of 
performance in the future and that the price of units and the 
revenue from them can fall as well as rise.

General information Objective and investment policy
Objective To provide a combination of a high level of income and 

capital growth, before fees, over a rolling five year period. 
The manager defines a high level of income as equal to, 
or in excess of, the average yield of the funds in the fund’s 
Investment Association sector, the Strategic Bond sector. 

Investment 
policy

What the fund 
invests in

• 80% to 100% in bonds (of any credit quality).
• Up to 20% in company shares.
• The fund may also invest in cash and near 

cash, other transferable securities, other 
funds (up to 10%) managed by Artemis 
and third party funds, money market 
instruments, and derivatives.

Use of  
derivatives

The fund may use derivatives for efficient 
portfolio management purposes to:
• reduce risk 
• manage the fund efficiently.

Where the 
fund invests

• Globally

Industries the 
fund invests in

• Any

Other 
limitations 
specific to 
this fund

• At least 80% of the fund will be invested in 
assets denominated in sterling, or will be 
hedged back to sterling.

Investment 
strategy

• The fund is actively managed. 
• The manager seeks investments that offer the best value 

free cashflow available, as cashflow evidenced by an above-
average yield on bonds or shares. 

• On occasion, investments are made on the basis of future 
dividend growth.

• The manager focuses on the ability of a bond issuer to pay 
the interest on a bond and to repay a bond at its expiry, and 
the valuation attached to a bond as a result.

Benchmarks • IA £ Strategic Bond NR
A group of other asset managers’ funds that invest in 
similar asset types as this fund, collated by the Investment 
Association. It acts as a ‘target benchmark’ that the 
fund aims to outperform. Management of the fund is not 
restricted by this benchmark.
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Risk and reward profile

Potentially lower rewards

Lower risk

Potentially higher rewards

Higher risk

 ̥ The fund is in the category shown due to historic volatility 
(how much and how quickly the value of shares in 
the fund may have risen and fallen in the past due to 
movements in markets, currencies and interest rates). It 
may not be a reliable indication of the future risk profile of 
the fund.

 ̥ The risk category has been calculated using historic data 
and may not be a reliable indicator of the fund’s future 
risk profile. 

 ̥ A risk indicator of “1” does not mean that the investment 
is “risk free”. 

The risk indicator may not fully take into account 
the following risks and the following may affect fund 
performance:

 ̥ Market volatility risk: The value of the fund and any 
income from it can fall or rise because of movements 
in stockmarkets, currencies and interest rates, 
each of which can move irrationally and be affected 
unpredictably by diverse factors, including political and 
economic events.

 ̥ Currency risk: The fund’s assets may be priced in 
currencies other than the fund base currency. Changes 
in currency exchange rates can therefore affect the 
fund’s value.

 ̥ Income risk: Although the fund aims to pay a regular 
income, the payment of income and its level is not 
guaranteed.

 ̥ Credit risk: Investments in bonds are affected by interest 
rates, inflation and credit ratings. It is possible that bond 
issuers will not pay interest or return the capital. All of 
these events can reduce the value of bonds held by the 
fund.

 ̥ Higher-yielding bonds risk: The fund may invest in 
higher-yielding bonds, which may increase the risk to 
capital. Investing in these types of assets (which are also 
known as sub-investment grade bonds) can produce a 
higher yield but also brings an increased risk of default, 
which would affect the capital value of the fund.

 ̥ Charges from capital risk: Where charges are taken 
wholly or partly out of a fund’s capital, distributable 
income may be increased at the expense of capital, 
which may constrain or erode capital growth.

Please refer to the fund’s prospectus for full details of these 
and other risks which are applicable to this fund. 

Other information
Prospectus

Copies of the most recent Prospectus are available free of 
charge from the manager at the address on page 5.

Remuneration

All UCITS schemes are required to comply with the UCITS 
Remuneration Code. This includes a requirement to disclose in 
the annual report of each scheme, details of the total amount of 
remuneration paid by the manager to its partners and staff for 
its financial year.

As the Artemis High Income Fund (the “fund”) is a UCITS 
scheme, Artemis Fund Managers Limited (“AFML”) as manager 
is required to make these disclosures. Artemis operates its 
remuneration policies and practices at a group level which 
includes both Artemis Investment Management LLP and its 
subsidiary AFML. Details of the group remuneration policies are 
available on Artemis’ website artemisfunds.com. Remuneration 
levels are set to attract, retain and motivate talented partners 
and staff and align long term interests of partners and staff with 
those of our clients.

The remuneration policies which apply to all partners and staff 
across the group are overseen by the Remuneration Committee. 
The members of the Remuneration Committee are all non-
executive officers. The Remuneration Committee is responsible 
for setting and overseeing the implementation of Artemis’ 
remuneration policy, including approving the remuneration of 
partners and other senior staff. The Remuneration Committee 
will regularly review the remuneration policy to ensure it 
remains appropriate. The Remuneration Committee considers 
inputs from Artemis’ Compliance and Risk functions when 
reviewing remuneration issues, including any risk adjustments 
or controls considered necessary. The Artemis remuneration 
period runs from 1 January to 31 December. As a consequence, 
for certain partners and staff who are classified as ‘Identified 
Staff’ as their professional activities have a material impact on 
the risk profile of the firm, the payment of some of the variable 
remuneration (which may include profit share for partners) is 
deferred.  Further, Artemis has the ability to reduce all or part 
of deferred variable remuneration that has been previously 
allocated to identified staff, before the end of the vesting period. 

No staff are employed by AFML directly but are employed and 
paid by other entities of Artemis. Artemis has apportioned the 
total amount of remuneration paid to all 213 Artemis partners 
and staff in respect of AFML’s duties performed for the UCITS 
schemes based on the number of funds. It has estimated that 
the total amount of remuneration paid in respect of duties for 
the fund within the fund for the year ended 31 December 2019 is 
£1,022,676 of which £362,017 is fixed remuneration and £660,659 
is variable remuneration. No amount of remuneration, including 
any performance fees was paid directly by the fund. 

The aggregate amount of remuneration paid to UCITS 
Remuneration Code and Identified Staff that is attributable 
to duties for the fund for the year ended 31 December 2019 is 
£369,485. Code and Identified Staff are those senior individuals 
whose managerial responsibilities or professional activities 
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could influence, and have a material impact on, the overall risk 
profile of each regulated entity and the funds it manages. For 
the purposes of UCITS Remuneration Code the AFML Code 
staff are the members of Artemis’s Management and Executive 
Committees, certain fund managers, the General Counsel and 
the Chief Risk Officer. This includes certain individuals who are 
partners in Artemis Investment Management LLP.

Tax information reporting

UK tax legislation requires fund managers to provide 
information to HM Revenue & Customs (‘HMRC’) on certain 
investors who purchase units in unit trusts. Accordingly, the 
fund may have to provide information annually to HMRC on 
the tax residencies of those unitholders that are tax resident 
outwith the UK, in those countries that have signed up to 
the OECD’s (‘Organisation for Economic Co-operation and 
Development’) Common Reporting Standard for Automatic 
Exchange of Financial Account Information (the ‘Common 
Reporting Standard’), or the United States (under the Foreign 
Account Tax Compliance Act, ‘FATCA’).

All new unitholders that invest in the fund must complete 
a certification form as part of the application form. Existing 
unitholders may also be contacted by the Registrar should 
any extra information be needed to correctly determine their 
tax residence. Failure to provide this information may result 
in the account being reported to HMRC.

For further information, please see HMRC’s Quick Guide: 
Automatic Exchange of Information – information for 
account holders: gov.uk/government/publications/exchange-
of information- account-holders.

Changes to Artemis’ funds

On 13 March 2020, Artemis launched new class C units. On the 
same day, certain class R units were converted to class C units. 
From then on, the annual management charge for class C units 
will be 1.075%. There are no other differences between the two 
classes of units, and there is no change to the administration 
fee.

Value assessment

Artemis Fund Managers Limited (AFML) has conducted a 
detailed assessment on whether its funds are providing value to 
unitholders in response to newly introduced regulations. AFML 
must publish publicly on an annual basis, a statement setting 
out a summary of the outcome of the process and whether or 
not AFML believes the payments out of the scheme property 
are justified in the context of the overall value delivered to 
unitholders. Composite reports on Assessment of Value have 
been published via the website artemisfunds.com.

Manager

Artemis Fund Managers Limited * 
Cassini House 
57 St James’s Street 
London SW1A 1LD

Dealing information: 
Artemis Fund Managers Limited 
PO Box 9688 
Chelmsford CM99 2AE 
Telephone: 0800 092 2051 
Website: artemisfunds.com

Investment adviser

Artemis Investment Management LLP * 
Cassini House 
57 St James’s Street 
London SW1A 1LD

Trustee and Depositary 

J.P. Morgan Europe Limited † 
25 Bank Street 
Canary Wharf 
London E14 5JP 

Registrar

SS&C Financial Services International Limited *  
SS&C House 
St Nicholas Lane 
Basildon 
Essex SS15 5FS

Auditor

Ernst & Young LLP  
Atria One  
144 Morrison Street  
Edinburgh  
EH3 8EX

* Authorised and regulated by the FCA, 12 Endeavour Square,  
London E20 1JN.
† Authorised by the Prudential Regulation Authority (‘PRA’), 20 Moorgate, 
London EC2R 6DA and regulated by the PRA and the FCA.
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Statements of responsibilities

Statement of the Trustee’s Responsibilities in Respect 
of the Scheme and Report of the Trustee to the 
Unitholders of the Artemis High Income Fund (“the 
Trust”) for the Year Ended 7 August 2020.

The Trustee of the Artemis High Income Fund must ensure that 
the Trust is managed in accordance with the Financial Conduct 
Authority’s Collective Investment Schemes Sourcebook, 
the Financial Services and Markets Act 2000, as amended, 
(together “the Regulations”), the Trust Deed and Prospectus 
(together “the Scheme documents”) as detailed below. 

The Trustee must in the context of its role act honestly, fairly, 
professionally, independently and in the interests of the Trust 
and its investors. 

The Trustee is responsible for the safekeeping all of custodial 
assets and maintaining a record of all other assets of the Trust 
in accordance with the Regulations. 

The Trustee must ensure that: 

 ̥ the Trust’s cash flows are properly monitored and that cash 
of the Trust is booked in cash accounts in accordance with 
the Regulations; 

 ̥ the sale, issue, repurchase, redemption and cancellation of 
units are carried out in accordance with the Regulations; 

 ̥ the value of units of the Trust are calculated in accordance 
with the Regulations; 

 ̥ any consideration relating to transactions in the Trust’s 
assets is remitted to the Trust within the usual time limits; 

 ̥ the Trust’s income is applied in accordance with the 
Regulations; and 

 ̥ the instructions of the Authorised Fund Manager (“the 
AFM”), which is the UCITS Management Company, are 
carried out (unless they conflict with the Regulations). 

The Trustee also has a duty to take reasonable care to ensure 
that the Trust is managed in accordance with the Regulations 
and the Scheme documents of the Trust in relation to the 
investment and borrowing powers applicable to the Trust. 

Having carried out such procedures as we considered 
necessary to discharge our responsibilities as Trustee of the 
Trust, it is our opinion, based on the information available to us 
and the explanations provided, that, in all material respects the 
Trust, acting through the AFM: 

(i) has carried out the issue, sale, redemption and cancellation, 
and calculation of the price of the Trust’s units and the 
application of the Trust’s income in accordance with the 
Regulations and the Scheme documents of the Trust; and 

(ii) has observed the investment and borrowing powers and 
restrictions applicable to the Trust in accordance with the 
Regulations and the Scheme documents of the Trust. 

J.P. Morgan Europe Limited 
Bournemouth 
6 November 2020

Statement of the manager’s responsibilities

COLL requires the manager to prepare financial statements 
for each annual accounting period which give a true and fair 
view of the financial affairs of the fund and of its revenue and 
expenditure for the year. 

In preparing the financial statements the manager is required 
to:

(i) select suitable accounting policies and then apply them 
consistently;

(ii) comply with the disclosure requirements of the 
Statement of Recommended Practice for Authorised Funds 
issued by the Investment Management Association in May 
2014 (‘SORP’);

(iii) follow applicable accounting standards;

(iv) keep proper accounting records which enable it to 
demonstrate that the financial statements as prepared 
comply with the above requirements;

(v) make judgements and estimates that are reasonable and 
prudent; and

(vi) prepare the financial statements on the going concern 
basis unless it is inappropriate to presume that the fund will 
continue in operation.

The manager is responsible for the management of the fund 
in accordance with its Trust Deed, Prospectus and COLL. 

The manager is also responsible for taking reasonable 
steps for the prevention and detection of fraud and other 
irregularities.

Report of the manager

We hereby approve the Manager’s Report and Financial 
Statements of the Artemis High Income Fund for the year 
ended 7 August 2020 on behalf of Artemis Fund Managers 
Limited in accordance with the requirements of COLL as 
issued and amended by the FCA.

 
M J Murray  L E Cairney 
Director Director 
Artemis Fund Managers Limited  
London 
6 November 2020
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Independent auditor’s report to the unitholders of 
the Artemis High Income Fund

Opinion

We have audited the financial statements of the Artemis 
High Income Fund (‘the Fund’) for the year ended 7 August 
2020 which comprise the statement of total return, 
statement of change in net assets attributable to unitholders, 
balance sheet, distribution tables and the related notes 1 to 
20, including a summary of significant accounting policies. 
The financial reporting framework that has been applied 
in their preparation is applicable law and United Kingdom 
Accounting Standards (United Kingdom Generally Accepted 
Accounting Practice) including FRS 102 ‘The Financial 
Reporting Standard applicable to the UK and Republic of 
Ireland’. 

In our opinion, the financial statements:

 ̥ give a true and fair view of the financial position of the Fund 
as at 7 August 2020 and of the net revenue and the net 
losses on the scheme property of the Fund for the year then 
ended; and

 ̥ have been properly prepared in accordance with United 
Kingdom Generally Accepted Accounting Practice FRS 102 
‘The Financial Reporting Standard applicable to the UK and 
Republic of Ireland’.

Basis for opinion

We conducted our audit in accordance with International 
Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our 
responsibilities under those standards are further described 
in the Auditor’s responsibilities for the audit of the financial 
statements section of our report below. We are independent 
of the Fund in accordance with the ethical requirements that 
are relevant to our audit of the financial statements in the 
UK, including the FRC’s Ethical Standard, and we have fulfilled 
our other ethical responsibilities in accordance with these 
requirements. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis for our 
opinion.

Conclusions relating to going concern

We have nothing to report in respect of the following matters 
in relation to which the ISAs (UK) require us to report to you 
where:

 ̥ the manager’s use of the going concern basis of accounting 
in the preparation of the financial statements is not 
appropriate; or 

 ̥ the manager has not disclosed in the financial statements 
any identified material uncertainties that may cast 
significant doubt about the Fund’s ability to continue to 
adopt the going concern basis of accounting for a period 
of at least twelve months from the date when the financial 
statements are authorised for issue.

Other information

The other information comprises the information included in 
the annual report, other than the financial statements and 

our auditor’s report thereon. The manager is responsible for 
the other information.

Our opinion on the financial statements does not cover 
the other information and, except to the extent otherwise 
explicitly stated in this report, we do not express any form of 
assurance conclusion thereon.

In connection with our audit of the financial statements, our 
responsibility is to read the other information and, in doing 
so, consider whether the other information is materially 
inconsistent with the financial statements or our knowledge 
obtained in the audit or otherwise appears to be materially 
misstated. If we identify such material inconsistencies 
or apparent material misstatements, we are required to 
determine whether there is a material misstatement in the 
financial statements or a material misstatement of the other 
information. If, based on the work we have performed, we 
conclude that there is a material misstatement of the other 
information, we are required to report that fact. We have 
nothing to report in this regard.

Opinions on other matters prescribed by the rules of the 
Collective Investment Schemes Sourcebook of the Financial 
Conduct Authority

In our opinion:

 ̥ the financial statements have been properly prepared 
in accordance with the Statement of Recommended 
Practice relating to Authorised Funds, the rules of the 
Collective Investment Schemes Sourcebook of the 
Financial Conduct Authority and the Trust Deed; 

 ̥ the information given in the manager’s report for the 
financial year for which the financial statements are 
prepared is consistent with the financial statements; and 

 ̥ there is nothing to indicate that proper accounting 
records have not been kept or that the financial 
statements are not in agreement with those records.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matter 
in relation to which the Collective Investment Schemes 
Sourcebook of the Financial Conduct Authority rules 
requires us to report to you if, in our opinion:

 ̥ we have not received all the information and 
explanations which, to the best of our knowledge and 
belief, are necessary for the purposes of our audit.

Responsibilities of the manager

As explained more fully in the manager’s responsibilities 
statement set out on page 6, the manager is responsible for 
the preparation of the financial statements and for being 
satisfied that they give a true and fair view, and for such 
internal control as the manager determines is necessary to 
enable the preparation of financial statements that are free 
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the manager is 
responsible for assessing the Fund’s ability to continue as 
a going concern, disclosing, as applicable, matters related 

Auditor’s report
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to going concern and using the going concern basis of 
accounting unless the manager either intends to liquidate the 
Fund or to cease operations, or has no realistic alternative but 
to do so.

Auditor’s responsibilities for the audit of the financial 
statements

Our objectives are to obtain reasonable assurance about 
whether the financial statements as a whole are free from 
material misstatement, whether due to fraud or error, 
and to issue an auditor’s report that includes our opinion. 
Reasonable assurance is a high level of assurance, but is not 
a guarantee that an audit conducted in accordance with 
ISAs (UK) will always detect a material misstatement when it 
exists. Misstatements can arise from  fraud or error and are 
considered material if, individually or in the aggregate, they 
could reasonably be expected to influence the economic 
decisions of users taken on the basis of these financial 
statements.

A further description of our responsibilities for the audit of 
the financial statements is located on the Financial Reporting 
Council’s website at frc.org.uk/auditorsresponsibilities.This 
description forms part of our auditor’s report.

Use of our report

This report is made solely to the unitholders of the Fund, 
as a body, pursuant to Paragraph 4.5.12 of the rules of the 
Collective Investment Schemes Sourcebook of the Financial 
Conduct Authority. Our audit work has been undertaken 
so that we might state to the unitholders of the Fund those 
matters we are required to state to them in an auditor’s report 
and for no other purpose. To the fullest extent permitted by 
law, we do not accept or assume responsibility to anyone 
other than the Fund and the unitholders of the Fund as a 
body, for our audit work, for this report, or for the opinions we 
have formed.

Ernst & Young LLP  
Statutory Auditor  
Edinburgh  
6 November 2020
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 ̥ The fund returned (0.8)%, trailing the sector’s average.
 ̥ Initial strong returns were erased by the effect of the 

pandemic.
 ̥ Expecting inflation to rise.

Performance – Trailing the sector …

The fund returned (0.8)% over the year, disappointingly 
behind the IA £ Strategic Bond sector’s average of 3.9%. 
The COVID-19 pandemic dominated the second half of the 
reporting period, with volatile markets hitting the fund’s 
performance. The bulk of the underperformance can be 
attributed to just one month – March 2020 – a time of historic 
turmoil in the market when one country after another began 
to lock down to prevent healthcare systems being overrun. 

The first six months of the period were very different to the 
last six. In the first few months, signs of improvement in 
the manufacturing sector were suggesting that the global 
economy was recovering from the tensions over trade 
between the US and China. The spread of COVID-19 put an 
abrupt end to this nascent revival in manufacturing and 
plunged the service sector into a sharp contraction. 

Following a rally in high-yield bonds over 2019, we had taken 
profits towards the end of the year and switched into US 
Treasuries. We continued with this at the beginning of 2020, 
further rotating out of companies that would suffer the initial 
damage as the virus started to spread. Examples included 
Jaguar, AMC Cinemas and E-Dreams. This enabled the fund 
to hold up relatively well during the first few weeks of the 
pandemic. But the fund’s focus on yield meant it was not 
enough to protect us from the sharp falls in the market when 
lockdowns began. 

In March, governments and central banks stepped in to steady 
markets. Asset prices snapped back on the announcement 
of huge fiscal packages and vast programmes of quantitative 
easing. After the rapid sell-off, we were able to rotate some of 
our US Treasury holdings back into the high-yield market. We 
initially invested in ‘defensive’ (less economically sensitive) 
bonds, which had sold off dramatically despite the stability of 
their cashflows. Over the summer, we began our second phase 
of purchases in the new-issue market, concentrating on more 
cyclical (economically sensitive) companies as the outlook for 
defaults started to look more benign. This helped the fund’s 
performance when markets rallied.

We will discuss this in more detail below. 

Review – A year of two halves …

In August, when the fund’s reporting year began, the 
market was still fixated on disputes over global trade. Amid 
the uncertainty, investors sought ‘safe havens’ and so 

government bond prices rose. Although the fund had around 
10% in US Treasuries, it underperformed at this point because 
of its natural low duration (sensitivity to interest rates). We 
did, however, benefit from good results from some of our 
lower-rated bonds, with Heide (oil refineries) and Superior 
Industries (aluminium wheels) beating expectations. At 
the time, a significant part of the high-yield market was 
trading at cheap valuations, and companies were rewarded 
handsomely when their results were better than expected. 

September saw the end of a prolonged period of caution. 
Investors took comfort when the US Federal Reserve cut 
interest rates again. More importantly, positive news on a 
‘phase one’ trade agreement between the US and China 
helped to allay fears about a manufacturing collapse. 
Investors began to reassess prospects for the global 
economy and were rewarded with an earnings season 
that was better than expected – particularly from the 
much-maligned cyclical sectors. Throughout the autumn, 
government bond yield curves continued to steepen, (that is, 
longer-dated bond yields rose more quickly), while August’s 
‘flight to quality’ trade reversed. This benefited the fund, as 
investors shunned longer-dated bonds in preference of high-
yield and financial bonds. 

Further, credit spreads (the extra yield over government 
bonds) narrowed, partly because companies bought back 
their bonds, taking advantage of improved market conditions 
to refinance their debt at lower yields. We bought several 
new issues associated with these refinancings. Wind Hellas 
(Greek telecom), Evoca (coffee machines) and Ziggo (Dutch 
telecoms) were all new additions. We also added to several of 
our holdings that would benefit from an improved economic 
outlook, such as Telepizza.

In the last two months of 2019, riskier assets continued to 
outperform. Purchasing Managers Indices (a measure of 
the health of the economy) stabilised. There were reports of 
more constructive negotiations over trade, which supported 
the rally. Markets were rewarded in December with the 
confirmation that the first phase of a trade deal between US 
and China had been agreed. In the UK, markets were buoyed 
by the outcome of the general election, when the return of 
a sizeable Conservative majority finally suggested a route 
through the Brexit uncertainty that had gripped the UK for 
the past three-and-a-half years. 

The final months of 2019 capped off an extraordinary year for 
financial markets. The fund outperformed over the calendar 
year, thanks to a rotation in the market towards value-oriented 
sectors. The corporate results season was also supportive for 
our holdings, with stronger-than-expected results from our 
lower-rated bonds. We took advantage of tightening global 
credit spreads to book profits in some of our holdings.

Past performance is not a guide to the future. 
* Source: Artemis/Lipper Limited, class QI distribution units, in sterling with income reinvested to 7 August 2020, net of all charges. Performance 
does not take account of any costs incurred when investors buy or sell the fund.  Returns may vary as a result of currency fluctuations if the 
investor’s currency is different to that of the class.  This class may have charges or a hedging approach different from those in the sector 
benchmark.  IA sector is IA £ Strategic Bond NR.  

Investment review
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The new calendar year started the same way the previous 
one had ended, with markets rising apace. Then fears about 
the spread of COVID-19 took hold. Hopes that the virus 
would only be a temporary issue proved short-lived. While 
markets initially fell, exacerbated by rich valuations, it took 
until March for asset prices to collapse completely. We 
used this brief interlude to sell bonds we thought would 
suffer most in the fallout. These included Jaguar, Telepizza, 
E-Dreams and Oriflame. We used the monies raised to buy 
bonds that we thought would be more resilient, including 
TalkTalk, Tesco and Ziggo. Those trades could not protect us 
from the worst month for the markets in living memory. The 
fund fell 13.7% in March. 

Following the double hit of collapsing demand and a 
Russian-Saudi price war, the worst performing sector was 
oil. The oil price fell 55%. Indeed oil-related bonds became 
our vulnerable spot. Although a small sector within the 
fund (just 3.5% of the bond portfolio), it had an outsized 
impact. We suffered a default in the sector: our position 
in Valaris, an oil services company. The situation still 
presented opportunities: when the oil price collapsed, we 
took advantage of the extreme fluctuations in bond prices to 
add to Neptune and Continental Resources. They have both 
rallied significantly since then. 

The authorities step in …

By the end of March, the price of high-yield bonds was 
suggesting a rate of default never seen before in any previous 
recession. We did not think this scenario was likely and so we 
stopped reducing our holdings in high-yield bonds. Instead, we 
started to sell our position in US Treasuries and added to more 
defensive high-yield bonds, which had started to look attractive 
after many years of yielding very little. 

Central banks soon provided much needed liquidity by 
announcing vast programmes of quantitative easing. Corporate 
bond buying programmes helped to revive credit markets that 
had seized up. March also saw governments generate huge 
fiscal packages (around 10% of GDP) in an attempt to soften the 
blow of the pandemic. 

After a turbulent first quarter, valuations in most asset classes 
recovered somewhat in April. Actions by central banks and 
some better news on the spread of the virus helped drive a 
surge in prices. The Federal Reserve’s announcement that 
they were to buy eligible corporate debt that had been rated 
investment-grade before 22 March opened up the potential 
to buy vast quantities of ‘fallen angels’ and drove a significant 
rally in the market. We continued to add to our high-yield 
positions. We bought Arqiva (UK mobile masts), Domestic & 
General Insurance, Miller Homes (UK house builder), Syngenta 
(agrochemicals) and Refresco (soft drinks). In all cases we were 
attracted by their strong cashflows. 

Despite horrendous economic data, corporate bond markets 
continued to rally in May and June. This was thanks to support 
from central banks and governments as well as news of western 
economies starting to open up. Indeed, the second quarter of 
2020 proved to be one of the strongest on record for high-yield 
bonds. The market for new issues was very active. We added to 

more cyclical bonds as the economic outlook looked slightly 
better. We bought bonds from AMS (an Austrian manufacturer 
of sensors), Repsol (Spanish oil company) and Synthomer 
(UK chemicals), as well as a hybrid bond issued by BP. The 
purchases were partially funded by reducing Continental 
Resources (oil services), taking profits in the amount we had 
bought at the bottom of the oil cycle. 

We also sold our holding in Cirsa and with the proceeds bought 
bonds issued by Matalan and Kongsberg. We think that Cirsa, 
Spain’s largest operator of casinos, will struggle to rebound 
quickly in a world of social distancing. Matalan (UK retailer) 
and Kongsberg (Norwegian based technology company) have 
already shown greater resilience. 

By the end of the reporting period, the fund had regained most 
of the losses that it had incurred in March. Corporate bond 
markets continued to move higher, even if UK and European 
equities had traded sideways for most of the last quarter. This 
was because second-quarter corporate results were much 
better than expected and many countries had managed to 
re-open at least parts of their economies. There was also 
increasing optimism about the development of a successful 
vaccine. 

Equities

As companies have looked to navigate their way through 
the economic lockdowns, caution and the preservation of 
cashflows have been key. This, along with many companies 
looking to manage and balance the expectations of all their 
stakeholders through the crisis, has seen many dividend 
cuts, cancellations and postponements. All this has created 
additional challenges in delivering income for the fund. 

Against this backdrop, our strategy has been to use the 
breadth of the opportunity provided by the pan-European 
mandate to maintain the contribution to the fund’s income 
from the equity proportion of the fund. This required greater 
than normal activity over the second half of the financial 
year. Our task was hindered by the timing of the onset 
of the COVID-19 crisis as many declared dividends were 
subsequently not paid. Overall, we believe we were able to 
protect the majority of the fund’s income, while maintaining 
the flexibility to capitalise on better share-price performance 
as the world returns to some form of normality. 

Our weakest performers were in sectors hit hardest by 
the pandemic. Namely, the Dutch bank ING Groep and oil 
companies BP and Royal Dutch Shell. We switched ING into 
UK insurance holdings. In oil and gas, we sold BP in favour of 
Rio Tinto and swapped Royal Dutch Shell for TOTAL. 

Elsewhere, on the emergence of the virus in China, we sold 
out of Melrose at close to its high and also sold IAG and 
Signature Aviation as we viewed both as likely to be heavily 
impacted by any reluctance from consumers to travel. We 
put the proceeds into increasing our positions in Tesco and 
British American Tobacco, two stocks we felt would trade 
resiliently through the crisis.
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Outlook – Inflation may rise …

While COVID-19 infection rates are still running high, the 
outlook remains uncertain – albeit significantly clearer than 
it was in March and April. With improved detection and 
treatments for the virus, we think that governments will 
be very reluctant to impose nationwide lockdowns again. 
Instead, local responses are more likely where the virus can 
be relatively contained, and perhaps we will see a move 
towards an approach closer to that of Sweden. With vaccine 
programmes also progressing rapidly, we believe that it 
is possible that there is a visible path to an exit from the 
current COVID-19 restrictions by the middle of 2021.

We think the next year or two will be like a slightly more 
extreme version of the years following the global financial 
crisis. Defaults will be kept artificially low because of central 
banks’ intervention. Some of this will help to save solvent 
companies. But there are other companies that should have 
defaulted which will survive – and this will only dampen 
productivity. But it all helps holders of corporate bonds and 
equities, as these markets will be supported. Indeed we have 
begun to invest back into our equity portfolio as markets 
recover.

Over the medium term, we believe inflationary pressures 
will rise. Due to the pandemic, we are going through a 
deflationary period. But with the US Federal Reserve 
changing tack and targeting employment rather than 
inflation, growth in money supply rising sharply and 
continuing de-globalisation, we think inflationary pressures 
will start to build. Central banks will continue to keep interest 
rates low – with huge amounts of government debt there is 
little choice. All this points to longer-dated yields rising more 
quickly than shorter-dated ones. We believe the fund’s bias 
to shorter-dated bonds will benefit relatively as the market 
moves towards pricing in higher inflation. 

Against this backdrop, we have positioned the equity 
proportion of the portfolio. Roughly 40% of it is invested 
in companies with high market share that are already 
seeing a strong recovery in earnings – for example 3i, BMW, 
Persimmon and GVC. We then have a further 20% of the 
portfolio invested in currently unfashionable companies that 
are paying high dividends, such as Adecco, Legal & General, 
TOTAL and M&G. These may start to find favour once 
investors become more confident in the economic outlook. 

The outlook is likely to continue to be volatile while 
the repercussions from the pandemic rumble on, both 
economically and politically. This creates opportunity. We 
look forward to restoring our strong record of performance 
by taking advantage of these opportunities over the coming 
months and years.

Alex Ralph 
Fund manager
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Investment information
Ten largest purchases and sales for the year ended 7 August 2020

Purchases
Cost 

£’000 Sales
Proceeds 

£’000
US Treasury 2.63% 15/02/2029 78,192 US Treasury 2.63% 15/02/2029 113,269

Phoenix Group Holdings 5.87% 13/06/2029 11,391 US Treasury 3.13% 15/11/2028 45,498

Persimmon 10,210 Phoenix Group Holdings 6.63% 18/12/2025 13,030

Legal & General Group, FRN 4.50% 01/11/2050 9,229 Eurofins Scientific, FRN 7.00% Perpetual 11,614

Vattenfall, FRN 3.00% 19/03/2077 9,212 National Asset Management 5.26% 01/03/2020 10,779

EnBW Energie Baden-Wuerttemberg, FRN 3.37% 05/04/2077 9,036 TalkTalk Telecom Group 5.38% 15/01/2022 9,628

Snam 8,970 Mizzen Bondco 7.00% 01/05/2021 9,364

LHMC Finco 2 7.25% 02/10/2025 8,356 Sanofi 8,866

Koninklijke KPN 8,349 Topaz Marine 9.13% 26/07/2022 8,500

Siemens Financieringsmaatschappij 1.00% 20/02/2025 7,980 ARD Finance 6.63% 15/09/2023 8,311

Investment
 

Holding
Valuation 

£’000
% of net 

assets
Equities 11.70% (13.36%)

Australia 0.47% (0.00%)

Rio Tinto 100,000 4,712 0.47

 4,712 0.47

France 1.74% (1.69%)

Danone 86,197 4,244 0.43

Sanofi 113,923 8,934 0.89

TOTAL 143,049 4,236 0.42

 17,414 1.74

Germany 1.44% (1.39%)

Bayerische Motoren Werke 118,779 5,894 0.59

Deutsche Telekom 644,097 8,602 0.85

 14,496 1.44

Italy 0.77% (0.00%)

Snam 1,965,998 7,718 0.77

 7,718 0.77

Netherlands 0.84% (1.37%)

Koninklijke KPN 4,361,528 8,441 0.84

 8,441 0.84

Norway 0.42% (0.57%)

Mowi 290,811 4,234 0.42

 4,234 0.42

Spain 0.39% (1.07%)

Mediaset Espana Comunicacion 1,515,484 3,896 0.39

 3,896 0.39

Switzerland 0.77% (0.63%)

Adecco Group 203,842 7,681 0.77

 7,681 0.77

United Kingdom 4.86% (6.64%)

3i Group 640,000 5,900 0.59

Aberforth Split Level Income Trust 5,049,277 2,297 0.23

British American Tobacco 338,109 8,458 0.84

DS Smith 650,000 1,734 0.17

Ecclesiastical Insurance Group Preference 8.63% 4,200,000 6,300 0.63

Portfolio statement as at 7 August 2020
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Investment
Holding/ 

nominal value
Valuation 

£’000
% of net 

assets
GVC Holdings 400,000 2,931 0.29

Legal & General Group 1,750,000 3,971 0.40

LondonMetric Property, REIT 350,000 827 0.08

M&G 2,000,000 3,355 0.33

New Finsaga^ 135,817  -    -   

Persimmon 230,000 5,444 0.54

Speymill Deutsche Immobilien^ 5,803,310  -    -   

St James's Place 300,000 3,001 0.30

Tesco 1,900,000 4,226 0.42

West Bromwich Building Society 7,606 349 0.04

 48,793 4.86

Equities total 117,385 11.70

Government Bonds 5.31% (10.97%)

United States of America 5.31% (10.97%)

US Treasury 3.13% 15/11/2028 $26,257,400 24,427 2.43

US Treasury 2.63% 15/02/2029 $32,000,000 28,874 2.88

 53,301 5.31

Government Bonds total 53,301 5.31

Corporate Bonds 80.56% (75.09%)

Australia 2.55% (2.23%)

Australia & New Zealand Banking Group, FRN 1.01% Perpetual $12,700,000 6,700 0.67

BHP Billiton Finance, FRN 6.50% 22/10/2077 £8,900,000 9,729 0.97

Westpac Banking, FRN 1.20% Perpetual $17,300,000 9,128 0.91

 25,557 2.55

Austria 0.68% (0.00%)

AMS 6.00% 31/07/2025 €4,100,000 3,836 0.38

AMS 7.00% 31/07/2025 $3,800,000 3,029 0.30

 6,865 0.68

Belgium 0.90% (0.81%)

Ethias 5.00% 14/01/2026 €9,000,000 9,073 0.90

 9,073 0.90

Bermuda 0.00% (1.16%)

Denmark 1.43% (1.28%)

Danske Bank, FRN 6.13% Perpetual $5,300,000 4,121 0.41

DKT Finance 7.00% 17/06/2023 €11,200,000 10,241 1.02

 14,362 1.43

France 7.95% (6.65%)

Altice France 7.38% 01/05/2026 $14,000,000 11,413 1.14

BNP Paribas, FRN 7.38% Perpetual $12,000,000 10,253 1.02

Electricite de France, FRN 6.00% Perpetual £10,000,000 10,904 1.09

La Poste, FRN 3.13% Perpetual €8,200,000 7,811 0.78

Orange, FRN 5.87% Perpetual £12,400,000 13,152 1.31

Paprec Holding 4.00% 31/03/2025 €4,292,000 3,542 0.35

SCOR, FRN 5.25% Perpetual $9,000,000 6,811 0.68

Societe Generale, FRN 7.38% Perpetual $15,900,000 12,489 1.24

Vallourec 6.63% 15/10/2022 €7,650,000 3,397 0.34

 79,772 7.95

Germany 2.47% (1.11%)

CBR Fashion Finance 5.13% 01/10/2022 €3,360,000 2,687 0.27

EnBW Energie Baden-Wuerttemberg, FRN 3.37% 05/04/2077 €10,000,000 9,340 0.93

Raffinerie Heide 6.38% 01/12/2022 €10,000,000 6,102 0.61

Rebecca Bidco 5.75% 15/07/2025 €1,000,000 913 0.09



14

Investment
 

Nominal value
Valuation 

£’000
% of net 

assets
Vertical Midco 4.38% 15/07/2027 €6,200,000 5,723 0.57

 24,765 2.47

Ghana 0.46% (0.82%)

Tullow Oil 7.00% 01/03/2025 $10,108,000 4,637 0.46

 4,637 0.46

Greece 0.90% (0.00%)

Crystal Almond 4.25% 15/10/2024 €8,000,000 7,160 0.71

Frigoglass Finance 6.88% 12/02/2025 €3,000,000 1,871 0.19

 9,031 0.90

Ireland 1.18% (2.41%)

Bank of Ireland Group, FRN 4.12% 19/09/2027 $15,500,000 11,835 1.18

Lambay Capital Securities 6.25% Perpetual^§ £14,000,000  -    -   

Waterford Wedgwood 9.88% 01/12/2010^ €2,000,000  -    -   

 11,835 1.18

Israel 0.74% (0.00%)

Teva Pharmaceutical Finance Netherlands III 6.00% 15/04/2024 $9,000,000 7,398 0.74

 7,398 0.74

Italy 3.25% (2.47%)

Assicurazioni Generali, FRN 6.42% Perpetual £3,650,000 3,821 0.38

Enel, FRN 6.62% 15/09/2076 £9,900,000 10,345 1.03

EVOCA, FRN 4.25% 01/11/2026 €6,750,000 5,202 0.52

Intesa Sanpaolo, FRN 7.00% Perpetual €5,000,000 4,520 0.45

Telecom Italia 4.00% 11/04/2024 €9,000,000 8,735 0.87

 32,623 3.25

Luxembourg 0.63% (3.08%)

ARD Finance, FRN 5.00% 30/06/2027 €4,000,000 3,557 0.35

LHMC Finco 2 7.25% 02/10/2025 €4,466,221 2,774 0.28

 6,331 0.63

Mexico 1.28% (1.11%)

America Movil, FRN 6.37% 06/09/2073 £12,800,000 12,827 1.28

 12,827 1.28

Netherlands 4.38% (2.96%)

ABN AMRO Bank, FRN 4.37% Perpetual €4,400,000 3,938 0.39

Firmenich International, FRN 3.75% Perpetual €864,000 814 0.08

Highbury Finance 7.02% 20/03/2023 £4,550,729 4,989 0.50

ING Groep, FRN 6.87% Perpetual $12,000,000 9,623 0.96

PPF Telecom Group 3.50% 20/05/2024 €6,000,000 5,556 0.55

Sunshine Mid 6.50% 15/05/2026 €5,000,000 4,657 0.46

VIVAT, FRN 6.25% Perpetual $10,800,000 8,302 0.83

VZ Vendor Financing 2.50% 31/01/2024 €6,800,000 6,104 0.61

 43,983 4.38

Norway 0.00% (0.53%)

Portugal 1.26% (1.09%)

EDP - Energias de Portugal, FRN 4.50% 30/04/2079 €13,000,000 12,691 1.26

 12,691 1.26

Romania 0.78% (0.00%)

RCS & RDS 2.50% 05/02/2025 €2,000,000 1,751 0.18

RCS & RDS 3.25% 05/02/2028 €7,000,000 6,066 0.60

 7,817 0.78

Saudi Arabia 0.05% (0.00%)

Valaris 7.75% 01/02/2026 $13,000,000 516 0.05

 516 0.05
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Investment
 

Nominal value
Valuation 

£’000
% of net 

assets
South Africa 0.00% (0.17%)

Spain 1.10% (1.90%)

Naturgy Finance, FRN 4.13% Perpetual €4,900,000 4,602 0.46

Repsol International Finance, FRN 3.75% Perpetual €7,000,000 6,395 0.64

 10,997 1.10

Sweden 1.55% (0.10%)

Skandinaviska Enskilda Banken, FRN 5.63% Perpetual $11,400,000 8,913 0.89

Vattenfall, FRN 3.00% 19/03/2077 €7,000,000 6,622 0.66

 15,535 1.55

Switzerland 4.26% (4.08%)

Credit Suisse Group, FRN 6.25% Perpetual $11,800,000 9,708 0.97

Kongsberg Actuation Systems 5.00% 15/07/2025 €8,743,000 6,088 0.61

Swiss Re, FRN 5.75% 15/08/2050 $12,000,000 10,127 1.01

Syngenta Finance 3.38% 16/04/2026 €4,600,000 4,474 0.44

UBS Group, FRN 7.00% Perpetual $15,000,000 12,344 1.23

 42,741 4.26

United Arab Emirates 0.00% (1.35%)

United Kingdom 34.07% (30.09%)

Afren 10.25% 31/12/2049^§ $4,801,113  -    -   

Arqiva Broadcast Finance 6.75% 30/09/2023 £9,500,000 9,856 0.98

Aviva, FRN 5.12% 04/06/2050 £2,000,000 2,315 0.23

B&M European Value Retail 3.63% 15/07/2025 £3,700,000 3,739 0.37

BP Capital Markets, FRN 4.25% Perpetual £4,000,000 4,205 0.42

BP Capital Markets, FRN 4.88% Perpetual $1,600,000 1,325 0.13

BUPA Finance 5.00% 08/12/2026 £8,900,000 10,028 1.00

Cabot Financial Luxembourg 7.50% 01/10/2023 £9,500,000 9,599 0.96

Cattles 7.13% 05/07/2017^§ £6,000,000  -    -   

Daily Mail & General Trust 6.38% 21/06/2027 £5,000,000 5,729 0.57

Direct Line Insurance Group, FRN 4.75% Perpetual £8,000,000 7,390 0.74

Drax Finco 4.25% 01/05/2022 £3,797,000 3,825 0.38

EnQuest, FRN 7.00% 15/10/2023 $10,978,756 4,669 0.46

Galaxy Bidco 6.50% 31/07/2026 £5,000,000 5,075 0.51

Heathrow Finance 3.88% 01/03/2027 £5,500,000 5,209 0.52

HSBC Bank, FRN 0.75% Perpetual $8,300,000 4,950 0.49

HSBC Holdings, FRN 6.87% Perpetual $6,000,000 4,703 0.47

Iceland Bondco 6.75% 15/07/2024 £8,228,000 7,981 0.79

Investec Bank, FRN 4.25% 24/07/2028 £8,300,000 8,199 0.82

Ithaca Energy North Sea 9.38% 15/07/2024 $8,100,000 5,574 0.56

Jupiter Fund Management, FRN 8.87% 27/07/2030 £1,875,000 1,969 0.20

Just Group 9.00% 26/10/2026 £3,700,000 3,959 0.39

Legal & General Group, FRN 4.50% 01/11/2050 £9,210,000 9,994 1.00

Liverpool Victoria Friendly Society, FRN 6.50% 22/05/2043 £3,500,000 3,833 0.38

Lloyds Banking Group, FRN 7.50% Perpetual $10,000,000 8,162 0.81

Lloyds Banking Group, FRN 7.87% Perpetual £3,898,000 4,454 0.44

M&G, FRN 6.50% 20/10/2048 $12,000,000 10,963 1.09

Matalan Finance 6.75% 31/01/2023 £11,100,000 7,502 0.75

Miller Homes Group Holdings 5.50% 15/10/2024 £7,000,000 7,046 0.70

Nationwide Building Society, FRN 5.87% Perpetual £7,200,000 7,377 0.73

Neptune Energy Bondco 6.63% 15/05/2025 $8,000,000 5,383 0.54

NGG Finance, FRN 5.62% 18/06/2073 £8,300,000 9,566 0.95

Nottingham Building Society 7.88% Perpetual £2,500,000 2,838 0.28

Pension Insurance, FRN 7.37% Perpetual £11,600,000 12,823 1.28
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Investment
Holding/ 

nominal value
Valuation 

£’000
% of net 

assets
Phoenix Group Holdings 5.87% 13/06/2029 £10,500,000 11,808 1.18

Premier Foods Finance 6.25% 15/10/2023 £7,000,000 7,222 0.72

Provident Financial 8.25% 04/06/2023 £3,229,000 3,035 0.30

Punch Taverns Finance B 7.75% 30/12/2025 £5,750,000 5,502 0.55

Quilter, FRN 4.48% 28/02/2028 £7,000,000 7,035 0.70

RBS Capital Trust II, FRN 6.42% Perpetual $8,000,000 9,267 0.92

Rothesay Life 8.00% 30/10/2025 £10,400,000 12,512 1.25

Rothschild & Co. Continuation Finance CI 9.00% Perpetual £7,382,000 8,755 0.87

Santander UK Group Holdings 4.75% 15/09/2025 $4,600,000 3,889 0.39

Spirit Issuer 5.47% 28/12/2034 £5,000,000 5,176 0.52

Synthomer 3.88% 01/07/2025 €5,850,000 5,453 0.54

TalkTalk Telecom Group 3.88% 20/02/2025 £7,500,000 7,388 0.74

Tesco 6.15% 15/11/2037 $9,758,000 9,928 0.99

Virgin Media Secured Finance 5.00% 15/04/2027 £6,000,000 6,281 0.63

Viridian Group FinanceCo 4.75% 15/09/2024 £9,000,000 8,838 0.88

Vodafone Group, FRN 6.25% 03/10/2078 $13,000,000 10,917 1.09

Voyage Care BondCo 5.88% 01/05/2023 £9,300,000 8,631 0.86

William Hill 4.88% 07/09/2023 £5,000,000 5,068 0.50

William Hill 4.75% 01/05/2026 £5,000,000 5,000 0.50

 341,945 34.07

United States of America 8.69% (9.69%)

Alliance Data Systems 4.75% 15/12/2024 $9,200,000 6,683 0.67

AMC Entertainment Holdings 6.38% 15/11/2024 £3,850,000 1,127 0.11

Avantor Funding 3.88% 15/07/2028 €3,800,000 3,576 0.36

Burford Capital Finance 6.13% 12/08/2025 $12,400,000 8,201 0.82

Catalent Pharma Solutions 2.38% 01/03/2028 €2,700,000 2,349 0.23

Continental Resources 4.50% 15/04/2023 $5,350,000 4,091 0.41

Finial Holdings 7.13% 15/10/2023 $8,250,000 7,227 0.72

Ingles Markets 5.75% 15/06/2023 $3,848,000 2,986 0.30

Kraton Polymers 7.00% 15/04/2025 $5,900,000 4,731 0.47

Mauser Packaging Solutions Holding 4.75% 15/04/2024 €6,800,000 6,082 0.61

Seagate HDD Cayman 4.09% 01/06/2029 $8,223,000 6,716 0.67

State Street, FRN 0.95% 15/05/2028 $4,983,000 3,354 0.33

Superior Industries International 6.00% 15/06/2025 €6,600,000 4,952 0.49

UGI International 3.25% 01/11/2025 €6,100,000 5,521 0.55

USB Realty, FRN 1.42% Perpetual $19,000,000 11,586 1.15

WW International 8.63% 01/12/2025 $10,000,000 8,028 0.80

 87,210 8.69

Corporate Bonds total 808,511 80.56

Forward Currency Contracts 0.77% ((2.90)%)

Buy Sterling 244,960,423 sell Euro 274,490,000 dated 1/09/2020 (3,294) (0.33)

Buy Sterling 4,167,925 sell Norwegian Krone 49,246,000 dated 11/09/2020 (16) 0.00

Buy Sterling 7,562,540 sell Swiss Franc 9,114,000 dated 11/09/2020 (69) (0.01)

Buy Sterling 358,674,931 sell US Dollar 454,650,000 dated 11/09/2020 11,100 1.11

Forward Currency Contracts total 7,721 0.77

Investment assets (including investment liabilities) 986,918 98.34

Net other assets 16,702 1.66

Net assets attributable to unitholders 1,003,620 100.00

The comparative percentage figures in brackets are as at 7 August 2019.  
^ Unlisted, suspended or delisted security. 
§ Security is currently in default.
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Financial statements

Statement of total return for the year ended 7 August 2020

7 August 2020 7 August 2019
Note £’000 £’000 £’000 £’000

Income

Net capital losses 3 (57,608) (48,228)

Revenue 5 54,756 71,712

Expenses 6 (9,223) (10,480)

Interest payable and similar charges 7 (47) (95)

Net revenue before taxation 45,486 61,137

Taxation 8 (519) (170)

Net revenue after taxation 44,967 60,967

Total return before distributions (12,641) 12,739

Distributions 9 (53,183) (70,419)

Change in net assets attributable to unitholders from investment activities (65,824) (57,680)

Statement of change in net assets attributable to unitholders for the year ended 7 August 2020

7 August 2020 7 August 2019
£’000 £’000 £’000 £’000

Opening net assets attributable to unitholders  1,206,415  1,303,631 
Amounts receivable on issue of units 57,718 96,928
Amounts payable on cancellation of units (195,009) (136,479)

(137,291) (39,551)

Dilution adjustment 119 -

Change in net assets attributable to unitholders from investment activities (65,824) (57,680)

Retained distributions on accumulation units 201 15

Closing net assets attributable to unitholders  1,003,620  1,206,415 

Balance sheet as at 7 August 2020

7 August 2020 7 August 2019
Note £’000 £’000

Assets

Fixed assets

Investments 10 990,297 1,201,907

Current assets

Debtors 11 15,129 27,029

Cash and cash equivalents 12 25,348 35,707

Total current assets 40,477 62,736

Total assets 1,030,774 1,264,643

Liabilities
Investment liabilities 10 3,379 37,433
Creditors

Bank overdraft 13 9,250 -

Distribution payable 12,074 17,449

Other creditors 14 2,451 3,346

Total creditors 23,775 20,795

Total liabilities 27,154 58,228

Net assets attributable to unitholders  1,003,620  1,206,415 
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1. Accounting policies 
(a) Basis of accounting. The financial statements have been 
prepared under the historical cost basis, as modified by the 
revaluation of investments, in accordance with FRS 102 and the 
SORP and the Financial Conduct Authority’s Collective Investment 
Schemes Sourcebook (‘COLL’). The financial statements have 
been prepared on a going concern basis. There are no material 
events that have been identified that may cast significant doubt 
about the fund’s ability to continue as a going concern for at least 
the next twelve months from the date these financial statements 
are authorised for issue. The manager believes that the fund has 
adequate resources to continue in operational existence for the 
foreseeable future and, following consideration of the impact 
of COVID- 19, they continue to adopt the going concern basis in 
preparing the financial statements.

(b) Valuation of investments. All investments have been valued 
at 12 noon on the last working day of the accounting period, net 
of any accrued interest in the case of debt securities, which is 
included in the balance sheet as a revenue related item. Listed 
investments are valued at fair value which is deemed to be the bid 
or SETS price. The last valuation point in the year has been used for 
the purposes of preparing the report and financial statements and 
in the manager’s opinion there have been no material movements 
in the fund between the last dealing point and close of business on 
the balance sheet date.

(c) Foreign exchange rates. Assets and liabilities denominated 
in foreign currencies are translated into sterling at the exchange 
rates prevailing at 12 noon on the last working day of the 
accounting period. Revenue and expenditure transactions are 
translated at the rates of exchange ruling on the dates of the 
transactions. Exchange differences on such transactions follow 
the same treatment as the principal amounts.  

(d) Derivatives. Where appropriate, certain permitted transactions 
such as derivatives or forward currency contracts are used 
for investment purposes and efficient portfolio management. 
Derivatives are valued at 12 noon on the last working day of the 
accounting period. Exchange traded derivatives are priced at 
fair value, which is deemed to be the bid price. Over-the-counter 
derivatives are priced at fair values using valuation models or 
data sourced from market data providers. Returns on derivative 
instruments are recognised as either revenue or capital depending 
on the nature and circumstances of each particular case. Any 
positions on such transactions open at the year end are reflected 
in the balance sheet at their marked to market value. Open 
forward foreign exchange contracts are shown in the Portfolio 
Statement at market value and the net gains/(losses) are reflected 
within Forward currency contracts under net capital gains/(losses) 
in the Notes to the financial statements.

(e) Revenue. Interest from debt securities is recognised on an 
effective interest rate basis inclusive of any expected changes to 
future cash flows. Dividends receivable from equity and non-equity 
shares are credited to revenue, net of attributable tax credits, 
when the security is quoted ex-dividend. Dividends received as 
shares (scrip/ stock dividends), to the extent that the value of such 
dividends is equal to the cash dividends, are treated as revenue. 
Dividends on unquoted stocks are credited to revenue when the 
right to receive payment is established. Special dividends are 

reviewed on a case by case basis when determining if a dividend is 
to be treated as revenue or capital. It is likely that where a special 
dividend results in a significant reduction in the capital value of 
a holding, then the dividend will generally be treated as capital, 
otherwise this will be recognised as revenue. Bank interest is 
recognised on an accruals basis. Underwriting commission is 
recognised when the issue underwritten takes place. 

(f) Expenses. All expenses (other than those relating to the 
purchase and sale of investments) are initially charged against 
revenue on an accruals basis. 

(g) Taxation. Corporation tax is charged at a rate of 20% on the 
excess taxable revenue of the fund. In general, the tax accounting 
treatment follows that of the principal amount. Deferred tax is 
provided for all timing differences that have originated but not 
reversed at the balance sheet date other than those recorded as 
permanent differences. Deferred tax is provided for at the average 
rate of tax expected to apply. Deferred tax assets and liabilities are 
not discounted to reflect the time value of money. 

(h) Dilution adjustment. The fund is priced on a single price basis 
and may suffer a reduction in value as a result of the transaction 
costs incurred in the purchase and sale of its underlying 
investments and the spread between the buying and selling prices 
of such investments caused by subscriptions and redemptions 
in and out of the fund. This is known as “dilution”. Under certain 
circumstances dilution may have a material adverse effect on the 
existing/continuing unitholders’ interest in the fund. In order to 
counter this and to protect unitholders’ interests, the manager 
will apply “swing pricing” as part of its daily valuation policy. 
This will mean that in certain circumstances the fund will make 
adjustments to counter the impact of dealing and other costs 
on occasions when these are deemed to be significant. In the 
usual course of business a dilution adjustment will be applied 
systematically and on a consistent basis.

2. Distribution policy 
The fund shall distribute all available revenue, after deduction of 
expenses properly chargeable against revenue. The manager and 
the trustee have agreed that 100% of the annual management 
charge is to be transferred to capital for the purpose of calculating 
the distribution, as permitted by COLL. The distribution currently 
payable reflects this treatment. The manager may from time to 
time, smooth the distribution payments during the accounting 
period with the balance of revenue (if any) being paid in respect of 
the final distribution. Gains and losses on investments, derivatives 
and currencies, whether realised or unrealised, if taken to capital 
are not available for distribution. The fund satisfied the qualifying 
investments test of Statutory Instrument 2006/964 Authorised 
Investment Funds (Tax) Regulations 2006 Regulation 19 throughout 
the year. All distributions made are therefore made as interest 
distributions. With the exception of the manager’s annual 
management charge, which is directly attributable to each unit 
class, all income and expenses are apportioned to each unit class 
pro-rata to the value of the net assets of the relevant unit class on 
the day that the income or expense is recognised. For accumulation 
units this revenue is not distributed but automatically reinvested in 
the fund and is reflected in the value of these units. Distributions 
which have remained unclaimed by unitholders for six years are 
credited to the capital property of the fund.

Notes to the financial statements



19

3. Net capital losses
7 August 2020 

£’000
7 August 2019 

£’000
Forward currency contracts 22,516 (55,254)

Currency gains 9,259 9,910

Capital transaction charges - (4)

Derivative contracts - (319)

Non-derivative securities (89,383) (2,561)

Net capital losses (57,608) (48,228)

4. Direct transaction costs

For purchases and sales of equities, broker commissions, transfer taxes and stamp duty are paid by the fund on each 
transaction and are summarised below. 

Year ended 7 August 2020

Principal
£’000

Commission 
£’000

Taxes 
£’000

Total after
costs 
£’000

Commission as 
a percentage of 

principal %

Taxes as a  
percentage 

of principal %
Purchases
Equities 111,984 30 262 112,276 0.03 0.23
Bonds 374,450 - - 374,450 - -
Sales
Equities 125,178 30 - 125,148 0.02 -
Bonds 490,189 - - 490,189 - -
Total 60 262
Percentage of fund average net assets 0.01% 0.02%

Year ended 7 August 2019

Principal
£’000

Commission 
£’000

Taxes 
£’000

Total after
costs 
£’000

Commission as 
a percentage of 

principal %

Taxes as a  
percentage 

of principal %
Purchases
Equities 67,300 19 225 67,544 0.03 0.33
Bonds 461,775 - - 461,775 - -
Sales
Equities 99,868 36 - 99,832 0.04 -
Bonds 506,728 - - 506,728 - -
Total 55 225
Percentage of fund average net assets 0.00% 0.02%

During the year the fund incurred £nil (2019: £4,000) in capital transaction charges.

Dealing spread

As at the balance sheet date the estimated portfolio dealing spread was 1.00% (2019: 0.83%). This spread represents the 
difference between the bid and offer prices of each underlying investment expressed as a percentage of the value determined 
by reference to its offer price.

5. Revenue

7 August 2020 
£’000

7 August 2019 
£’000

Interest on debt securities 47,221 61,481

UK dividends 3,924 4,583

Overseas dividends 3,463 5,430

Bank interest 145 218

Revenue from UK REITs 3 -

Total revenue 54,756 71,712
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6. Expenses

7 August 2020
£’000

7 August 2019 
£’000

Payable to the manager, associates of the manager and agents of either of them:
Annual management charge 8,218 9,446
Administration fees* 1,005 579
Other expenses:
Registration fees - 154
Operational fees - 77
Administrator fees - 74
Trustee fees - 70
Safe custody fees - 42
Professional fees - 31
Auditor's remuneration: audit fee** - 6
Price publication fees - 1
Total expenses 9,223 10,480

All expenditure stated above is inclusive of irrecoverable VAT where applicable. 
* The amount disclosed above reflects the change from variable expenses to a fixed administration fee effective from 1 February 2019. 
** The audit fee (excluding VAT) accrued during the period was £8,700 (2019: £8,450). This fee is paid by the manager.

7. Interest payable and similar charges

7 August 2020 
£’000

7 August 2019 
£’000

Interest payable 41 37
Interest payable on positions with brokers and counterparties 6 58
Total interest payable and similar charges 47 95

8. Taxation 
7 August 2020 

£’000
7 August 2019 

£’000
a) Analysis of the tax charge for the year
Irrecoverable overseas tax 519 170
Total taxation (note 8b) 519 170
b) Factors affecting the tax charge for the year
Net revenue before taxation 45,486 61,137
Corporation tax at 20% (2019: 20%) 9,097 12,227
Effects of:
Irrecoverable overseas tax 519 170
Non-taxable overseas dividends (692) (1,085)
Non-taxable UK dividends (785) (917)
Tax deductible interest distributions (7,620) (10,225)
Tax charge for the year (note 8a) 519 170
c) Provision for deferred tax
No provision for deferred tax has been made in the current or prior accounting year.
d) Factors that may affect future tax charges
The fund has not recognised a deferred tax asset (2019:  £nil).
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9. Distributions

7 August 2020 
£’000

7 August 2019 
£’000

Interim gross interest distribution - September 2019 723 769
Interim gross interest distribution - October 2019 723 585
Interim gross interest distribution - November 2019 11,976 16,028
Interim gross interest distribution - December 2019 720 799
Interim gross interest distribution - January 2020 685 692
Interim gross interest distribution - February 2020 11,724 14,932
Interim gross interest distribution - March 2020 723 649
Interim gross interest distribution - April 2020 621 814
Interim gross interest distribution - May 2020 11,647 16,325
Interim gross interest distribution - June 2020 706 1,000
Interim gross interest distribution - July 2020 749 786
Final gross interest distribution - August 2020 11,404 16,672

52,401 70,051
Add: amounts deducted on cancellation of units 1,075 1,016
Deduct: amounts added on issue of units (293) (648)
Distributions 53,183 70,419
Movement between net revenue and distributions
Net revenue after taxation 44,967 60,967
Annual management charge paid from capital 8,218 9,446
Expenses paid from capital - 7
Revenue paid on conversion of units (2) (1)

53,183 70,419

The distributions take account of amounts added on the issue of units and amounts deducted on the cancellation of units. Details of the 
distributions per unit are set out in the distribution tables on pages 27 and 28.

10. Fair value hierarchy

All investments are designated at fair value through profit or loss on initial recognition. The following table provides an analysis 
of these investments based on the fair value hierarchy in accordance with FRS 102 which reflects the reliability and significance 
of the information used to measure their fair value.

The disclosure is split into the following categories:

Level 1 – Investments with unadjusted quoted prices in an active market; 
Level 2 – Investments whose fair value is based on inputs other than quoted prices that are either directly or indirectly observable; 
Level 3 – Investments whose fair value is based on inputs that are unobservable (i.e. for which market data is unavailable).

7 August 2020 7 August 2019
Assets 

£’000
Liabilities 

£’000
Assets 

£’000
Liabilities 

£’000
Level 1 117,385 - 154,403 -
Level 2 872,912 3,379 1,047,504 37,433
Total 990,297 3,379 1,201,907 37,433

11. Debtors

7 August 2020 
£’000

7 August 2019 
£’000

Accrued revenue 14,267 18,391

Overseas withholding tax recoverable 481 430

Amounts receivable for issue of units 381 643

Sales awaiting settlement - 7,565

Total debtors 15,129 27,029
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12. Cash and cash equivalents 

7 August 2020 
£’000

7 August 2019 
£’000

Amounts held in JPMorgan Liquidity Funds – Sterling Liquidity Fund (Institutional dist.) 19,984 -

Cash and bank balances 5,364 1,067

Amounts held at futures clearing houses and brokers - 34,640

Total cash and cash equivalents 25,348 35,707

13. Bank overdraft

7 August 2020 
£’000

7 August 2019 
£’000

Amounts received from UBS 9,250 -

Total bank overdraft 9,250 -

14. Other creditors

7 August 2020 
£’000

7 August 2019 
£’000

Amounts payable for cancellation of units 1,561 2,256

Accrued annual management charge 759 935

Accrued administration fee payable to manager 131 117

Accrued other expenses - 38

Total other creditors 2,451 3,346

15. Contingent liabilities and commitments

There were no contingent liabilities or outstanding commitments at the current or prior year end.

16. Reconciliation of unit movements

Class
Units in issue at  

7 August 2019 Units issued Units cancelled Units converted
Units in issue at 

7 August 2020
MI distribution 217,674,936 30,813,230 (33,265,617) 416,832 215,639,381

QC distribution* - 741,001 (373,406) 25,583,428 25,951,023

QI distribution 1,025,423,893 27,025,649 (174,842,200) 1,936,114 879,543,456

QI accumulation 658,952 6,163,533 (658,426) 87,647 6,251,706

QR distribution 302,475,825 8,730,457 (48,782,082) (28,251,009) 234,173,191

* Launched on 13 March 2020.

17. Risk disclosures

In pursuing its investment objective, the fund may hold a number of financial instruments. These financial instruments comprise 
equities, bonds, derivatives, cash balances and liquid resources, which include debtors and creditors that arise directly from the 
funds’ operations. The fund only executes derivative contracts where both the derivative instrument and the counter party have been 
approved by the manager.

The manager has a risk management policy. The processes detailed within are designed to monitor and measure at any time the risk 
of the fund’s positions and their contribution to the overall risk profile of the fund. In addition, our Investment Committee and Risk and 
Compliance Committee meet monthly and quarterly respectively, and as required to evaluate risk across each of our funds. These 
policies have been consistent for both the current and prior period to which these financial statements relate.

In the normal course of business, the fund’s activities expose it to various types of risk which are associated with the financial 
instruments and markets in which it invests. These financial risks: market risk (comprising currency risk, interest rate risk, other market 
price risk and leverage risk), credit and counterparty risk and liquidity risk and the approach to the management of these risks, are set 
out below and remain unchanged from the previous accounting year. For a detailed explanation of these and further risks involved in 
investing in the fund, reference should be made to the Prospectus.
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(a) Market risk
Market risk, which includes interest rate risk, currency risk, other price risk and leverage risk arises mainly from uncertainty about 
future values of financial instruments in the fund’s investment portfolio. The fund, in order to meet its investment objective and 
policy, invests predominantly in bonds and equities and maintains an appropriate spread of investments in accordance with COLL, 
the Trust Deed and the Prospectus to seek to reduce the risks arising from factors specific to a particular company or sector. The 
manager’s investment strategy is to select investments for their fundamental value. Stock selection is therefore based on disciplined 
accounting, market and sector analysis, with the emphasis on long-term investments. There is no material difference between the 
carrying values and the fair values of the financial assets and liabilities of the fund disclosed in the balance sheet.

(i) Interest rate risk

Changes in interest rates or changes in expectations of future interest rates may result in an increase or decrease in the market 
value of the investments held. Bond yields (and as a consequence bond prices) are determined by market perception as to the 
appropriate level of yields given the economic background. Key determinants include economic growth prospects, inflation, 
governments’ fiscal positions, short-term interest rates and international market comparisons. 

As part of the continuing review of the portfolio, the manager monitors and reviews these factors.

 
 
Currency

Floating rate  
financial assets†

Fixed rate 
financial assets 

£’000

Financial assets not
carrying interest

£’000
Total

£’000
7 August 2020

Sterling 19,133 320,621 46,229 385,983

US Dollar 77,820 266,161 5,015 348,996

Euro 20,509 173,666 54,656 248,831

Swiss Franc - - 7,764 7,764

Norwegian Krone - - 4,325 4,325

7 August 2019

US Dollar 51,208 452,415 10,853 514,476

Sterling 43,597 340,655 71,336 455,588

Euro 40,571 145,535 70,640 256,746

Swiss Franc - - 7,622 7,622

Norwegian Krone - - 6,998 6,998
† Includes cash and bank balances.      

Forward currency contracts for Sterling, Euro, US Dollar, Norwegian Krone and Swiss Franc are not included within this table. 
These can be found in the portfolio statement on page 16.      

As at 7 August 2020 if there is a parallel shift in government bond yields with an increase of 1%, the fund could expect to see 
a 4.7% fall in the prices of the underlying bonds it holds (2019: 5.2%). A 1% fall in government bond yields would have an equal 
and opposite impact. This calculation has been prepared on a modified duration basis. Modified duration follows the concept 
that interest rates and bond prices move in opposite directions. The calculation has been used to serve as an indication of the 
possible impact to the fund from changes to government bond yields. This concept relies on a large number of assumptions, 
in particular, that all bonds are equally sensitive to government bond yields. In practice, this is not the case as many bonds 
with higher credit risk have lower correlation with government bond yields and in some cases even negative correlation. The 
fund contains a high and varying proportion of bonds with sometimes a high degree of credit risk. Furthermore, this makes the 
assumption of a parallel shift in yields. In practice, when interest rates change, longer dated government bond yields do not 
usually move in parallel with short-term interest rates. It is not unusual to see a negative correlation to short-term interest rate 
movements. The calculation also includes the impact of any futures positions, which are priced according to the yield of 10 year 
government bonds.      
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(ii) Currency risk

A portion of the net assets of the fund are denominated in currencies other than sterling, and therefore the balance sheet and total 
return can be affected by currency movements. Therefore, the manager may decide that a proportion of the investments that are not 
priced in sterling, may be covered by forward currency contracts, so that the fund’s exposure to currency risk is reduced. The gain on 
forward currency contracts for the year was £22,516,000 (2019: loss of £55,254,000).

Revenue received in foreign currencies is converted into sterling on or near the date of receipt. 

The exposure to each currency is shown in the table below.

Currency
Investments 

£’000
Net other assets

£’000

Forward currency 
contracts

£’000
Total 

£’000
7 August 2020
Sterling 377,161 8,822 615,366 1,001,349
US Dollar 343,981 5,015 (347,575) 1,421
Euro 246,140 2,691 (248,255) 576
Norwegian Krone 4,234 91 (4,183) 142
Swiss Franc 7,681 83 (7,632) 132
7 August 2019
Sterling 429,473 26,115 731,001 1,186,589
US Dollar 502,994 11,482 (496,633) 17,843
Euro 252,501 4,245 (255,123) 1,623
Norwegian Krone 6,939 59 (6,722) 276
Swiss Franc 7,582 40 (7,538) 84

A five per cent increase in the value of the fund’s foreign currency exposure would have the effect of increasing the return and 
net assets by £114,000 (2019: £991,000). A five per cent decrease would have an equal and opposite effect.

(iii) Other price risk

Other price risk is the risk that the value of an instrument will fluctuate as a result of changes in market prices (other than 
those relating to interest rate risk, currency risk and credit and counterparty risk), whether caused by factors specific to an 
investment or wider issues affecting the market generally. The value of equities is dependent on a number of factors, arising 
from the performance of the company itself and matters arising in the wider market (for example the state of the underlying 
economy and current government policy). The portfolio is invested in securities domiciled in a number of countries as detailed 
in the portfolio statement and will be exposed to market movements in the relevant country arising from changes in the local 
economy and government decisions. As part of the continuing review of the portfolio, the manager monitors and reviews these 
factors. A five per cent increase in the value of the fund’s portfolio would have the effect of increasing the return and net assets 
by £49,346,000 (2019: £58,224,000). A five per cent decrease would have an equal and opposite effect.

Returns from bonds are fixed at the time of purchase, the fixed coupon payments are known, as are the final redemption 
proceeds. This means that if a bond is held until its redemption date, the total return achieved is unaltered from its purchase 
date. However, over the life of a bond, the yield (and hence market price) at any given time will depend on the market 
environment at that time. Therefore, a bond sold before its redemption date may have a different price to its purchase level and 
a gain or loss may be realised.

Bond investments are exposed to credit rating risk which reflects the ability of a bond issuer to meet its obligations (i.e. pay 
interest on a bond and return the capital on the redemption date). Generally, the higher the credit rating of the bond issuer, 
the rate at which they can borrow money may be lower than a bond issuer with a lower credit rating reflecting the potentially 
higher risk. Additionally, the credit rating of a bond is likely to impact upon the market price of a bond with a higher credit 
rating reflecting the greater expectation that the bond will be redeemed by the issuer on the maturity date at the nominal 
amount. An element of the market price of a bond will reflect this.

(iv) Leverage risk

Leverage is defined as any method by which the fund can increase its exposure by borrowing cash or securities or from leverage that 
is embedded in derivative positions. The manager is required to calculate and monitor the level of leverage of a fund, expressed as a 
percentage of the exposure of the fund and its net asset value under both the sum of the notionals and the commitment methods.

The fund can use cash borrowing and financial derivatives (subject to restrictions as set out in its Prospectus and COLL) as sources 
of leverage.

The maximum level of leverage which the manager may employ on behalf of the fund is 200% under the commitment method. A 
result of 100% indicates that no leverage has been used.
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As at 7 August 2020 and 7 August 2019 the leverage ratios of the fund were:

7 August 2020 
%

7 August 2019 
%

Sum of the notionals 163.9 166.6

Commitment 100.0 102.1

Debt Security credit analysis

At the reporting date, the credit analysis of the fund’s debt securities was as follows:

7 August 2020 7 August 2019

Investment grade securities 316,777 390,100

Below investment grade securities 521,257 571,917

Unrated securities 23,778 76,257

Total of debt securities 861,812 1,038,274

* Source of credit ratings: Artemis Investment Management LLP.

(b) Credit and counterparty risk

Credit and counterparty risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or 
commitment it has entered into with the fund, resulting in a financial loss. From time to time, the fund may be subject to short-
term credit risk with counterparties pending settlement of investment transactions. The manager has a pre-approved list of 
counterparties it uses for investment transactions, which is reviewed on a regular basis. The largest counterparty risk is with JP 
Morgan Chase N.A. (‘JP Morgan’), the fund’s custodian and banker, who holds the fund’s investments and 
maintains the bank accounts. Bankruptcy or insolvency of JP Morgan may cause the fund’s rights with respect to securities 
and cash held by the custodian to be delayed or limited. The fund is also exposed to counterparty risk through holding specific 
financial instruments.

The manager is permitted to use one or more separate counterparties for derivative transactions. The fund may enter into 
transactions in over-the-counter (‘OTC’) markets that expose it to the credit worthiness of its counterparties and their ability 
to satisfy the terms of such contracts. Where the fund enters into derivative contracts, it will be exposed to the risk that the 
counterparty may default on its obligations to perform under the relevant contract. In the event of bankruptcy or insolvency 
of a counterparty, the fund could experience delays in liquidating the position and may incur significant losses. There may be 
a risk that a counterparty will be unable to meet its obligations with regard to the return of the collateral and may not meet 
other payments due to the fund. To minimise such risk the manager will assess the creditworthiness of any counterparty that 
it engages. On a daily basis the manager assesses the level of assets with each counterparty to ensure that the exposure is 
within the defined limits in accordance with the requirements stipulated in COLL and the Prospectus.

The derivatives held at the year end are disclosed in the portfolio statement and UBS AG (‘UBS’) is the counterparty for 
the forward currency contracts (2019: UBS for the forward currency contracts). Aside from the custodian, the derivative 
counterparties and brokers where trades are pending settlement, there were no significant concentrations of credit and 
counterparty risk as at 7 August 2020 or 7 August 2019.

Counterparty and collateral exposure

The types of derivatives held at the balance sheet date were forward currency contracts. Details of the individual contracts are 
disclosed separately in the portfolio statement and the total position by counterparty and the collateral pledged, at the balance 
sheet date, were as follows:

 
 
Currency

Foreign currency 
contracts 

£’000

Total gross
exposure

£’000

Net collateral
(pledged)/held

£’000
7 August 2020

UBS 7,721 7,721 9,250

7 August 2019

J.P. Morgan - - (69)

UBS (35,015) (35,015) (34,571)

Only cash collateral is pledged or held by the fund.
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(c) Liquidity risk

Liquidity risk is the risk that through market liquidity conditions, requests for redemptions from investors cannot be met in an orderly 
and appropriate manner. Artemis adopts a policy of mitigation and control to manage liquidity risks. Mitigation occurs through 
maintaining prudent levels of liquidity in each fund and a well-diversified investor base. As a result, redemption requests can be 
satisfied in all but exceptional circumstances.

Artemis has a dedicated liquidity risk management policy which is owned by the independent investment risk team which reports to 
the Chief Risk Officer. Its purpose is to ensure the portfolio manager acts in the client’s best interest with regards to this liquidity risk.

Through the use of 3rd party modeling and assumptions, the investment risk team conduct regular monitoring and analyses of the 
liquidity profile of the funds and investor base. This includes but is not limited to what percentage of the fund can be liquidated within 
certain redemption horizons, whether the largest investors in the fund can redeem without affecting the fair treatment of remaining 
investors, liquidity stress testing and other analysis deemed to cover a risk specific to the strategy considered.

There was no significant concentration of liquidity risk as at 7 August 2020 or 7 August 2019.

18. Related party transactions

The manager is deemed to be a related party. All transactions and balances associated with the manager are disclosed within the 
statement of total return, statement of change in net assets attributable to unitholders and the balance sheet on page 17 and notes 
6, 9, 11 and 13 on pages 20 to 22 including all issues and cancellations where the manager acted as principal. The balance due to the 
manager as at 7 August 2020 in respect of these transactions was £2,070,000 (2019: £2,665,000).

19. Unit classes

The annual management charges on each unit class is as follows:

MI distribution 0.625% 
QC distribution 1.075% 
QI distribution 0.625% 
QI accumulation 0.625% 
QR distribution 1.250% 

The net asset value per unit and the number of units in each class are given in the comparative tables on page 29 to 30.  
The distributions per unit class are given in the distribution tables on pages 27 and 28. All classes have the same rights on 
winding up.

20. Post balance sheet event

There were no significant post balance sheet events subsequent to the year end.
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Distribution tables
This fund pays monthly and quarterly interest distributions. The following table sets out the distribution periods.

Monthly distribution periods Start End Ex-dividend date Pay date

First interim 8 August 2019 7 September 2019 8 September 2019 7 November 2019

Second interim 8 September 2019 7 October 2019 8 October 2019 6 December 2019

Third interim 8 October 2019 7 November 2019 8 November 2019 7 January 2020

Fourth interim 8 November 2019 7 December 2019 8 December 2019 7 February 2020

Fifth interim 8 December 2019 7 January 2020 8 January 2020 6 March 2020

Sixth interim 8 January 2020 7 February 2020 8 February 2020 7 April 2020

Seventh interim 8 February 2020 7 March 2020 8 March 2020 7 May 2020

Eighth interim 8 March 2020 7 April 2020 8 April 2020 5 June 2020

Ninth interim 8 April 2020 7 May 2020 8 May 2020 7 July 2020

Tenth interim 8 May 2020 7 June 2020 8 June 2020 7 August 2020

Eleventh interim 8 June 2020 7 July 2020 8 July 2020 7 September 2020

Final 8 July 2020 7 August 2020 10 August 2020 7 October 2020

Quarterly distribution periods Start End Ex-dividend date Pay date

First interim 8 August 2019 7 November 2019 8 November 2019 7 January 2020

Second interim 8 November 2019 7 February 2020 8 February 2020 7 April 2020

Third interim 8 February 2020 7 May 2020 8 May 2020 7 July 2020

Final 8 May 2020 7 August 2020 10 August 2020 7 October 2020

Group 1 units are those purchased prior to a distribution period and therefore their net revenue rate is the same as the 
distribution rate. 
Group 2 units are those purchased during a distribution period and therefore their distribution rate is made up of net revenue 
and equalisation. Equalisation applies only to group 2 units purchased during the period. It is the average amount of revenue 
included in the purchase price of all group 2 units and is refunded to holders of these units as a return of capital. Being capital 
it is not liable to income tax but must be deducted from the cost of units for capital gains tax purposes.

MI distribution

Interest distributions 
for the year ended  
7 August 2020

Group 2 Group 1 & 2
Distribution

per unit (p) 

2018-2019
Distribution

per unit (p)
Net revenue 

per unit (p)
Equalisation

per unit (p)
First interim 0.1403 0.1880 0.3283 0.4242

Second interim 0.1566 0.1685 0.3251 0.3187

Third interim 0.1201 0.1304 0.2505 0.3321

Fourth interim 0.1342 0.1831 0.3173 0.4167

Fifth interim 0.1420 0.1686 0.3106 0.3599

Sixth interim 0.1225 0.1564 0.2789 0.2668

Seventh interim 0.1775 0.1450 0.3225 0.3281

Eighth interim 0.0947 0.1995 0.2942 0.4049

Ninth interim 0.1365 0.1746 0.3111 0.4058

Tenth interim 0.1246 0.2061 0.3307 0.4726

Eleventh interim 0.1690 0.1802 0.3492 0.3659

Final 0.1251 0.1516 0.2767 0.3702

QI distribution

Interest distributions 
for the year ended  
7 August 2020

Group 2 Group 1 & 2
Distribution

per unit (p) 

2018-2019
Distribution

per unit (p)
Net revenue 

per unit (p)
Equalisation

per unit (p)
First interim 0.4048 0.5026 0.9074 1.0794

Second interim 0.4304 0.4798 0.9102 1.0478

Third interim 0.4526 0.4818 0.9344 1.1440

Final 0.4039 0.5544 0.9583 1.2145
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QI accumulation

Interest distributions 
for the year ended  
7 August 2020 *

Group 2 Group 1 & 2
Distribution

per unit (p) 

2018-2019
Distribution

per unit (p)
Net revenue 

per unit (p)
Equalisation

per unit (p)
First interim 0.6113 0.5506 1.1619 -

Second interim 0.4750 0.7042 1.1792 -

Third interim 0.5886 0.6354 1.2240 0.9133

Final 0.6558 0.6149 1.2707 1.5324

* Launched 15 March 2019.

QR distribution

Interest distributions 
for the year ended  
7 August 2020

Group 2 Group 1 & 2
Distribution

per unit (p) 

2018-2019
Distribution

per unit (p)
Net revenue 

per unit (p)
Equalisation

per unit (p)
First interim 0.3401 0.4990 0.8391 1.0045

Second interim 0.3297 0.5107 0.8404 0.9736

Third interim 0.3104 0.5509 0.8613 1.0612

Final 0.3362 0.5458 0.8820 1.1250

QC distribution

Quarterly distribution periods Start End Ex-dividend date Pay date

Third interim 13 March 2020 7 May 2020 8 May 2020 7 July 2020

Final 8 May 2020 7 August 2020 10 August 2020 7 October 2020

Interest distributions 
for the period ended  
7 August 2020*

Group 2 Group 1 & 2
Distribution

per unit (p) 
Net revenue 

per unit (p)
Equalisation

per unit (p)
Third interim 0.1562 0.6871 0.8433

Final 0.3800 0.5208 0.9008

* Launched on 13 March 2020.
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Comparative tables
MI distribution QC distribution ***

2020 2019 2018 2020

Change in net assets per unit (p)

Opening net asset value per unit 79.18 82.65 86.05 67.56

Return before operating charges * (0.18) 1.57 1.98 3.76

Operating charges (0.55) (0.57) (0.58) (0.79)

Return after operating charges (0.73) 1.00 1.40 2.97

Distributions (3.70) (4.47) (4.80) (1.74)

Retained distributions on accumulation units - - - -

Closing net asset value per unit 74.75 79.18 82.65 68.79

* after direct transaction costs of (0.02) (0.02) (0.03) (0.02)

Performance

Return after charges (0.92)% 1.21% 1.63% 4.40%

Other information

Closing net asset value (£'000) 161,200 172,351 146,995 17,851

Closing number of units 215,639,381 217,674,936 177,857,756 25,951,023

Operating charges 0.72% 0.71% 0.69% 1.17%

Direct transaction costs 0.03% 0.02% 0.04% 0.03%

Prices**

Highest unit price (p) 82.31 83.39 88.39 70.18

Lowest unit price (p) 65.19 76.86 82.28 60.35

QI distribution QI accumulation****

2020 2019 2018 2020 2019

Change in net assets per unit (p)

Opening net asset value per unit 79.17 82.64 86.05 101.44 100.00

Return before operating charges * (0.16) 1.59 2.01 (0.24) 2.16

Operating charges (0.56) (0.57) (0.59) (0.72) (0.72)

Return after operating charges (0.72) 1.02 1.42 (0.96) 1.44

Distributions (3.71) (4.49) (4.83) (4.84) (2.45)

Retained distributions on accumulation units - - - 4.84 2.45

Closing net asset value per unit 74.74 79.17 82.64 100.48 101.44

* after direct transaction costs of (0.02) (0.02) (0.03) (0.03) (0.02)

Performance

Return after charges (0.91)% 1.23% 1.65% (0.95)% 1.44%

Other information

Closing net asset value (£'000) 657,343 811,791 889,241 6,281 668

Closing number of units 879,543,456 1,025,423,893 1,076,076,515 6,251,706 658,952

Operating charges 0.72% 0.71% 0.69% 0.72% 0.71%

Direct transaction costs 0.03% 0.02% 0.04% 0.03% 0.02%

Prices**

Highest unit price (p) 82.70 83.38 89.20 107.85 103.00

Lowest unit price (p) 65.46 77.26 82.84 85.77 99.92

* Direct transaction costs are stated after deducting the amounts collected in relation to estimated dealing costs added to the issue of units and 
subtracted from the cancellation of units. 
** With effect from 4 February 2019, the pricing basis of the Fund changed from bid price and offer price to a single mid price. 
***Launched on 13 March 2020. 
**** Launched on 15 March 2019.        

The operating charges are calculated on an ex-post basis and as such may differ from the ongoing charges figure where the ongoing charge has 
been annualised for a class that has not been open for a full year. 
High and low price disclosures are based on quoted unit prices. Therefore opening and closing NAV prices may fall outside the high/low price 
threshold.
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QR distribution

2020 2019 2018

Change in net assets per unit (p)

Opening net asset value unit 73.26 76.96 80.64

Return before operating charges * (0.14) 1.46 1.88

Operating charges (0.97) (1.00) (1.05)

Return after operating charges (1.11) 0.46 0.83

Distributions (3.42) (4.16) (4.51)

Retained distributions on accumulation units - - -

Closing net asset value per unit 68.73 73.26 76.96

* after direct transaction costs of (0.02) (0.01) (0.03)

Performance

Return after charges (1.52)% 0.60% 1.03%

Other information

Closing net asset value (£'000) 160,945 221,605 267,395

Closing number of units 234,173,191 302,475,825 347,450,131

Operating charges 1.34% 1.33% 1.31%

Direct transaction costs 0.03% 0.02% 0.04%

Prices**

Highest unit price (p) 76.30 77.65 86.98

Lowest unit price (p) 60.34 71.78 77.20

* Direct transaction costs are stated after deducting the amounts collected in relation to estimated dealing costs added to the issue of units and 
subtracted from the cancellation of units. 
** With effect from 4 February 2019, the pricing basis of the Fund changed from bid price and offer price to a single mid price.

The operating charges are calculated on an ex-post basis and as such may differ from the ongoing charges figure where the ongoing charge has 
been annualised for a class that has not been open for a full year. 
High and low price disclosures are based on quoted unit prices. Therefore opening and closing NAV prices may fall outside the high/low price 
threshold.
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Ongoing charges

Class 7 August 2020

MI distribution 0.72%

QC distribution* 1.17%

QI distribution 0.72%

QI accumulation 0.72%

QR distribution 1.34%

Ongoing charges shows the annual operating expenses of each unit 
class as a percentage of the average net assets of that class for the 
preceding 12 months. 
*Ongoing charges shows the estimated annual operating expenses as 
a percentage of the average net assets of that class since launch. 
   

Class I distribution performance

Performance
Since 

launch *
5 

years
3  

years
1 

year
6  

months

Artemis High 
Income Fund 204.7 15.8 2.1 (0.8) (5.7)

IA £ Strategic Bond 
NR 135.1 21.1 10.1 3.9 1.2

Position in sector 3/16 54/60 66/68 74/77 75/78

Quartile 1 4 4 4 4

Past performance is not a guide to the future. 
* Data from 9 September 2002 when Artemis took over management 
of the fund. Source: Artemis/Lipper Limited, data from 9 September 
2002 to 7 March 2008 reflects class QR distribution units and from 7 
March 2008 to 7 August 2020 reflects class QI distribution units. All 
figures show total returns with dividends and/or income reinvested, 
net of all charges. Performance does not take account of any costs 
incurred when investors buy or sell the fund. Returns may vary as a 
result of currency fluctuations if the investor’s currency is different to 
that of the class. This class may have charges or a hedging approach 
different from those in the IA sector benchmark. Sector is IA £ 
Strategic Bond. 

Class I distribution is disclosed as it is the primary share class.
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