
		
			
				[image: ]
			

		

	
      
         Publishing details 

         HARRIMAN HOUSE LTD 

         3A Penns Road 

         Petersfield 

         Hampshire 

         GU32 2EW 

         GREAT BRITAIN 

         Tel: +44 (0)1730 233870 

         Fax: +44 (0)1730 233880 

         Email: enquiries@harriman-house.com 

         Website: www.harriman-house.com 


         First published in Great Britain in 2006 

         Reprinted 2007 

         This eBook edition 2011 

         Copyright: John Chatfeild-Roberts and Jupiter Asset Management Limited 2006  


         Published by Harriman House Ltd 

         In association with Half Moon Publishing Ltd 

         The Old Farm, Cuddersdon Road, Horspath, Oxford, OX33 1HZ 

         Tel: +44 (0)1865 876484 

         Website: www.intelligent-investor.co.uk 

         The right of John Chatfeild-Roberts to be identified as the author has been asserted 

         in accordance with the Copyright, Design and Patents Act 1988. 

         
ISBN 13: 978-0-857191-03-8 


         British Library Cataloguing in Publication Data 

         A CIP catalogue record for this book can be obtained from the British Library. 

         All rights reserved; no part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, photocopying, recording, or otherwise without the prior written permission of the Publisher.  This book may not be lent, resold, hired out or otherwise disposed of by way of trade in any form of binding or cover other than that in which it is published without the prior written consent of the Publisher. 

         No responsibility for loss occasioned to any person or corporate body acting or refraining to act as a result of reading material in this book can be accepted by the Publisher, by the Author, or by the employer of the Author. 

         
            For Doone, Tom and Harry. 

         

      

   
      
         About the author 

         John Chatfeild-Roberts has been analysing and investing in funds professionally for fourteen years. He and his team manage the Jupiter Merlin range of funds of funds, for which they have been voted Best Multi-Manager Group of the Year for an unprecedented three years in a row – 2003, 2004 and 2005. After graduating from Durham University in Economics, his early career was spent serving in the Army both in the UK and abroad.  Before moving to Jupiter, he ran similar operations for Lazard Asset Management and Henderson Administration in the 1990s.  He is married to Doone. They have two children, Tom and Harry, and live in Stilton Cheese country. John spends his spare time with the family walking and riding in the countryside, and in the summer, playing cricket. 

      

   
      
         Disclaimer 
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         Preface 

         In 25 years of observing and writing about the UK financial markets, I have often been struck by the almost total absence of good books about the art of investing in funds.  There are some consumer guides of variable quality, and a good number of overly simplistic online guides – but until now, nothing of any substance written by a professional fund investor.  The contrast with the number of books about stockpicking and trading, of which there are thousands, could not be more marked. 

         This contrast in treatment is odd.  All the evidence I have seen demonstrates that the great majority of those who try their hand at trading and picking their own stocks fail to do as well as they could by investing in a well-picked portfolio of funds.  Owning funds is a much safer and more convenient way of investing your money than investing directly in stocks and shares (let alone trading with geared instruments such as spread betting and contracts for difference).  Most professional investors use funds to manage their own money. 

         So it seems strange there is not more help available for those who want to understand how to pick funds well.  There is certainly no lack of demand for the end product.  With over £300bn invested in the UK funds industry, many investors do understand that funds are indeed a sensible choice.  However, the general tone of much comment is negative; the coverage of some aspects of the funds business in the media is adverse, the academic evidence about the performance of the average fund (not that good) is similarly downbeat, and some investors lack trust in the quality of the service they think they might receive from the industry.  

         It would be unwise to underestimate the scale of this problem.  Many of the funds you can buy in the UK are too expensive for the performance that they actually deliver.  As the regulators are right to point out, too many funds also are sold on the wrong basis; usually past performance that subsequently fails to repeat.  All this helps to explain why investors may be justified in feeling cautious. 

         But to my mind, it also reinforces the case for investors finding out how to distinguish the good, the bad and the ugly in the funds business.  There are some dodgy estate agents and car dealers in the UK, but that does not mean you cannot buy a good house or a good car, if you know how to go about it.  So it is with funds.  What we all need is a trustworthy, professional guide to help us find the cream of the crop, because the best funds are well worth having. 

         In the UK, few professionals are better qualified to provide sensible guidance on this matter than John Chatfeild-Roberts, who runs the fund of funds team at Jupiter Asset Management, having previously carried out a similar function at Lazard Asset Management and Henderson Administration.  When he agreed to write this book about what he has learnt as a fund investor, I was delighted.  Anybody who knows John knows that he is a man of the highest personal and professional integrity – always the first and most important criterion when dealing with a professional of any kind. 

         After fourteen years running funds of funds, he also knows the unit trust and OEIC business in this country inside out.  In this book John describes his thinking and the way that he and his team (Peter Lawery and Algy Smith-Maxwell) go about choosing funds for their six portfolios.  You will, I hope, quickly see for yourself the exceptional qualities that have earned him and his team a string of industry awards in recent years.  John's success is fundamentally rooted in the timeless qualities of experience, judgement and common sense – the essential ingredients of any successful investment strategy. 

         
            Jonathan Davis 
         

         Investment columnist, The Independent 
         

         Founder and editor, Independent Investor 

         Chairman, Half Moon Publishing Ltd 

         
            www.independent-investor.com 
         

         Oxford, December 2005 

      

   
      
         1. Introduction 

         “The intuitive mind is a sacred gift and the rational mind is a faithful servant.  We have created a society that honours the servant and has forgotten the gift.” 

         Albert Einstein 

         Investment is intrinsically a simple business – buy low, sell high.  However there are only a few people who take enough time and trouble to be good at it.  Most people are simply not that interested in the financial markets.  The first and greatest attraction of investing in funds has always been that it takes away the strain and hassle of having to master the business of investment yourself.   

         But there are also several other good reasons, in my opinion, why you should take a keen interest in funds – how they work, what they can do for you, and how best to take advantage of what they have to offer.  The purpose of this book is to pass on some of the knowledge and experience that I have gained in the past fourteen years as a professional investor whose job is to pick 10-15 of the best funds each year from the 4,000 or so that are on sale in the UK.   

         The main focus of the book is on unit trusts and open-ended investment companies (popularly known as OEICs, pronounced ‘oiks’).  Many of the principles and lessons, however, apply equally to other types of fund.  The fund industry suffers from a deplorable surfeit of jargon, and all of these terms will be explained in simple language at some point in the pages that follow. 

         Here is my list of the reasons for owning or taking an interest in funds: 

         
            	 The rewards can be impressive.  Over the last ten years, the average fund has produced a return of 124.3%, equivalent to 7.38% per annum.  This is comfortably better than the 68.3% or 5.34% per annum that you would have received had you left your money in the bank or building society (as measured by the Bank of England base rate, which of course, no one matches consistently).   

            	 The best performing funds have naturally done even better still.  The top performing fund over the past ten years has made a return of 635% – that is to say, it has turned a £10,000 initial investment into £73,565.  Any fund in the top 10% of funds by results has produced a return of at least 198% (far better than any index tracker). 

            	 Funds give you the benefit of access to some of the smartest professional fund managers around.  It is true that there are many poor or indifferent funds around as well, and you need to know how to avoid them – but the best of the bunch, as I hope to demonstrate, are very good indeed.   

            	 Whether we know it or not, most of us already rely heavily on funds for our savings and retirement.  If you have an endowment policy, an investment bond, or a personal pension, for example, you will already be an investor in funds.  Given how important they are to your financial welfare, you would be well advised to take an interest in how they work. 

            	 In their wisdom, successive Governments have provided valuable tax incentives for those who invest in funds in a certain way.  PEPs and ISAs, as these tax-efficient ways of holding funds are known, allow you to invest up to £7,000 a year in funds without paying any tax on the gains you make. 

            	 The idea behind funds – that they give you the chance to invest money in the world's financial markets more safely and more efficiently than you could do yourself as an individual investor – is a sound and proven one.  It seems perverse not to take advantage of an idea that has proved its worth over nearly 140 years. 

            	 Although there are many hazards involved in buying and selling funds, which should not be underestimated, many of the best professional investors have all their own money invested in funds (as I and my wife do).  Maybe – just maybe – we know something that could be of value to you too. 

            	 The range of investment opportunities in funds is infinitely greater than it was 30 years ago.  Thanks to advances in information technology, it is now possible for UK investors to put their money into an astonishingly wide range of funds, covering almost every country or type of investment that you can imagine.   

         

         It is only fair to admit at this point that funds sometimes get a bad press from academics, regulators and media commentators.  This is for a number of reasons.  The most common criticisms are that unit trusts and OEICs are too expensive, often perform indifferently and are run primarily for the benefit of the managers who run the funds, rather than for those who invest in them.   

         It would be foolish to deny that there is truth in some of these criticisms.  Some investors do have a disappointing experience from investing in funds, but that is primarily because they lack the knowledge and experience to buy the right funds at the right time, not because there is anything wrong with the concept of funds per se.  In the pages that follow, I hope to explain how to avoid making these potentially expensive mistakes.   

         
            
               The best and the worst 
            

            The best performing fund over the last five years in the UK turned £10,000 into £38,843, a gain of 288.4%, whereas the worst performing one reduced the value of £10,000 to only £2,183, a loss of 78.2%.  The first fund would have nearly quadrupled your money in five years, while the second would have lost four fifths of your starting investment! 
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         Source: Lipper, to 30th September 2005, Total Return GBP 

         You would have been very perceptive to have invested in the best fund, and unlucky to have been in the worst.  But from these figures you can draw the conclusion that by picking funds with some degree of skill you stand to make good money, whereas if you pick funds with the proverbial pin or without having done sufficient research, you are likely to be disappointed. 

         

            The basics of investing in funds 

            The book is organised in a series of chapters, each one discussing one particular aspect of investing in funds.  It does assume some basic knowledge of investment on the reader's behalf.  For the benefit of those who are complete novices at investment, I offer here a brief summary of the key concepts in the unit trust and OEIC world.  More experienced readers can either skip this section, or use it as a brief refresher course.  You may also wish to refer to the glossary at the back of the book.   



            Unit trusts and OEICs are both examples of what are known as ‘open-ended’ investment funds.  These are investment funds that can grow or contract in size in direct response to investor demand.  Like all investment funds, unit trusts and OEICs pool the money of many hundreds or thousands of different investors and hand the investment decision-making over to a professional fund manager employed by the fund management company. 

            A key principle of both unit trusts and OEICs is that each unit, or share, owned by investors in the fund has an equal status and value to that of any other.  Whereas unit trusts operate under trust law, OEICs operate under company law.  OEICs are a recent innovation designed to provide a simpler alternative to unit trusts, whose ‘dual pricing’ structure is sometimes held to be too complicated for ordinary investors to understand.   

            Unit trusts will always quote investors two prices – an offer, or buying, price and a bid, or selling, price.  The first is the price those looking to buy new units will need to pay.  The second is the price that those looking to sell their existing holdings will receive.  The difference between these two prices is known as the ‘bid-offer spread’.  As with most financial transactions, the buying price of a unit trust is invariably higher than the selling price.  With OEICs, however, investors are quoted a single price at which they can both buy and sell.  

         

         

            Plenty of choice 

            Funds offer ordinary investors a simple and convenient way to make a wide range of investments in a relatively efficient way.  By investing alongside many other investors, fund investors stand to benefit from the advantages of scale and diversification that comes from pooling their money with others.  Because of the huge advances in information technology over the past 20 years, the world has literally become the fund investor's oyster, in the sense that the range of available funds now covers all the world's major markets and asset classes.   



            The drawbacks from investing through funds stem from the fact that there are costs associated with owning funds that can, unless carefully managed, outweigh the potential benefits.  At the same time the returns that professional investment managers can make are, in practice, constrained by what the remit of their fund allows them to do with your money.  Fund managers with lesser ability find that their efforts can be outweighed by the charges of the fund that they are managing.  However, the best fund managers can and do add value consistently, through the exercise of their skill and judgement, over and above the costs. 

            This existence of below average funds is one reason why passively managed funds (also known as index or tracker funds) have grown in popularity over recent years.  Unlike actively managed funds, passively managed funds rely  mainly on computer programmes to try and track the performance of specific market indices.  Their running costs are typically lower than actively managed funds.  Investors today have a choice from scores of different types of fund, including both active and passive funds, in both unit trust and OEIC format.   

         

         

            What you need for success 

            Because many of those who own unit trusts and OEICs are not very clued up about how to buy and sell their funds in the most effective way, it does create an opportunity for those who know what they are doing to profit.    The basic principles are simple and the rewards for those who get it right can be substantial.   



            As in any other walk of life, one of the secrets of success is not to let yourself fall victim to avoidable mistakes, but to spend a little time educating yourself on how to take advantage of the opportunities available.  Investing in funds is no different.  Funds are, in the last resort, a known and convenient way to invest your money without much effort – but you do need to know what you are doing before you start.   

            Give someone a fish, as the old saying goes, and you feed them for a day.  Teach them how to fish, and you can feed them for a lifetime.  If I can help you understand what to look for when searching for a fund, it will I hope help you to make the most out of a rewarding but often misunderstood sector of the investment business.   
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