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UKSA - The independent voice of the private shareholder 

Chairman’s Comment 
 

In a Brexit-fixated world we must expect little progress in matters disturbing the status quo when so much 
other upheaval is threatened. It is surprising therefore to be able to report much activity on several fronts. 
 
In the last issue we mentioned The People’s Investment Trust and published an article from its founder, 
Daniel Godfrey. The Trust continues to plan for its launch, due in September, but meanwhile has  
announced its intention to appoint a Shareholders’ Committee to ‘represent shareholder interests’ while 
providing ‘a simple mechanism by which the Committee can engage with the board’ over a wide range of 
issues. This is a development we applaud. 

 
UKSA was unable to be present at the new ‘Stakeholder Panel’ set up by the FRC to address issues arising 
from the government Green Paper on corporate governance reform. The Panel has been given more  
relevance by the FRC’s undertaking to review the Corporate Governance Code, but my first thoughts were 
of weary cynicism. However my position has been undermined by the notes of the first meeting which 
acknowledge many of the ways in which UKSA would like to see the Code improved, not least by  
recognising the many different types of interest covered by the word ‘shareholder’.  Peter Parry will attend 
the next meeting in September. 
 
Many of you will have heard of Proactiveinvestors which has for a long time produced an instructive  
website of news and commentary for the experienced investor (proactiveinvestors.co.uk) as well as a  
well-supported programme of private investor briefings. Following an initiative of Nick Steiner’s we are in 
discussion with them on areas where we might co-operate. A contributed article appears on page 7. 
 
Our intention to pool resources with Sharesoc where possible – following the informative response to the  
recent membership survey – has made most progress on the policy side, where Peter Parry has been able to 
work closely with Cliff Weight. Roger Lawson has stepped down from the Sharesoc board. A formal  
programme is in place to look at all areas of potential cooperation and we’ll know more after the next 
UKSA board meeting in early August. 
 
Finally, I am enormously pleased with the result of the informal donations appeal which has so far yielded 
£1,500 from 31 members – more than last year in both categories. My thanks to you all. Substantial  
individual donations are welcome of course, but equal leverage comes from small amounts spread among 
large numbers of members. ‘Our website gurus have now made this much easier for you by inserting a link 
on the website homepage enabling you to pay by credit card or via PayPal (like a subscription renewal). Or 
you can go here. Just 100 extra members appreciative of what UKSA does, contributing £25 each, gives  
another…you do the maths.    
Good luck!                                                                                                                                                                                                                                                                                     
                                                                                                                                                                             John Hunter 

Chairman 

FCA Asset  
Management 
Market Study 
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http://proactiveinvestors.co.uk/
https://www.paypal.com/cgi-bin/webscr?cmd=_s-xclick&hosted_button_id=2GSDHQUVLYQ6U
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FCA Asset Management Market 
Study 

 
 Many UKSA members will have seen press comment 
about the FCA’s report. It has been praised for its  
thoroughness in identifying the shortcomings of the  
industry and, in particular, in its treatment of its  
customers. However, many of the weaknesses identified 
have been known for a long time and there has also 
been criticism of the regulator’s failure to propose  
immediate action in some areas – a stance which 
smacks of obfuscation and foot-dragging by the FCA. 
 
Members might like to read Martin White’s article in the 
March edition of The Private Investor (‘The FCA’s Asset 
Management Market Study’) and UKSA’s submission to 
the FCA in February for the regulator’s study of the  
asset management market. Both can be found in the 
members’ section on the UKSA website. 
 
In the following article Cliff Weight gives a personal 
view of the Asset Management Market Study Final Re-
port of the Financial Conduct Authority published on 28 
June 2017. Cliff is a member of both UKSA and 
ShareSoc and is also ShareSoc’s Policy Director. The 
article was written as a blog for the ShareSoc website. 
Cliff’s views and comments are forthright and make a valuable contribution to the debate. 

 
Peter Parry – Policy Director  

 
Damning FCA report but no quick remedies to asset manager problems 
 In November 2015, the FCA launched its market study into asset management. We are now 20 months  
later, the “Final Report” has been published and little progress has been made apart from a lot of wringing of 
hands. The 113 page report is essential reading for investors who wish to preserve their wealth. 
 
 The report is damning, e.g.: 
“There is weak price competition” 
“firms do not typically compete on price, particularly for retail active asset management services” 
“lower prices do not seem to be available for equivalently sized retail funds” (whereas, as the report notes, 
prices tend to fall as the size of the investment mandate increases for segregated mandates sold to larger  
institutional investors) 
“there is no clear relationship between charges and the gross performance of retail active funds in the UK”.  
“There is some evidence of a negative relationship between net returns and charges.” 
“the worst performing funds were more likely to be closed or merged into better performing funds.” 
“retail investors do not appear to benefit from economies of scale improving their money together.” 
“high levels of profitability, with average profit margins of 36%.” 
 
 However, the remedies seem rather tame and of limited impact in the short-term. For example, “we  
continue to support the disclosure of a single all-in fee to investors” fails to mandate this or recommended it 
as best practice.  Many of the other recommendations require further consultation. 
 
 Nevertheless, the highlighting of the high levels of profitability will put pressure on the industry to reduce 
its charges, which can only be good news for the retail (individual) investor in the long term. 
 
 
My personal views 
 The failure of the engagement process between shareholders and companies has led to a breakdown of trust 
between companies and shareholders. One consequence of poor engagements is media  

Peter Parry 
Policy Director 

https://www.fca.org.uk/publication/market-studies/ms15-2-3.pdf
https://www.fca.org.uk/publication/market-studies/ms15-2-3.pdf
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reporting of egregious pay, shareholder revolts, uprisings and  
Shareholder Springs that further fuel the general low levels of trust by 
people generally in companies and their directors. This contributes to 
a downward spiral of trust which needs to be broken. The low levels 
of trust of UK business by the UK people, is reflected in Mrs. May 
comments (e.g. Theresa May is drawing up legislation to tackle  
unscrupulous bosses and excessive boardroom pay, as proof she  
intends to build a Britain ‘that works not for a privileged few but for 
every one of us’). 
 
 The changes needed will not be easy. There are three key points, 
which need to be addressed, but make change difficult. Those with 
personal interests will resist change not to their personal advantage. 
 
 First, the ownership structure of public corporations is corrupted (a 
strong word, but it is true and needs to be said). Too many shares are 
controlled by institutions whose interests are not the same as the  
beneficial owners. To make any meaningful statement about the place of shareholders in the govern-
ance system it is essential to distinguish between those who are beneficial owners and those who are not.  
Further, it is essential to acknowledge the existence of beneficial owners who are not shareholders.  Many 
regulation, governance codes and consultation documents do not define these terms (investor, asset  
manager, beneficial owner, pension fund member) nor distinguish between them.  
 Second, the individual investor is often exploited by the financial services industry. 

 Third, the financial services industry is fundamentally conflicted vis-a-vis promoting good corporate  
governance, e.g. the investment banking businesses of debt and equity funding, ‘corporate actions’ (i.e. 
acquisitions and disposals) and general corporate advice rely on transactions as a revenue source,  
regardless of whether those transactions are beneficial to their clients. There is a bias for action, which 
may not be in the best interests of shareholders, or the company in the long term. 
 
My personal views on how to invest:  
 For myself, the report confirms my views about investment strategy and I will continue my investment 
strategy of: 
 
 Exposure to overseas stock markets, via (i) low cost passive funds (e.g. Vanguard) and (ii) a limited 

range of active funds of overseas stocks with reasonable charges held in a cheap wrapper to gain the 
benefit of reduced fees. 

 A buy and hold strategy of FTSE100 companies. 
 An active portfolio of smaller growth companies (mostly AIM) selected mainly from those who  
                              present at ShareSoc investor events. This is the smallest part of my portfolio. 
 
Two good articles in the FT are worth reading: 
 Carry on Consulting — an achingly slow fund regulation farce. FCA needs to act faster and the in-

dustry must stop prevaricating by Merryn Somerset Webb. See here (requires FT subscription). 
  
 Asset managers ripping off customers is nothing new: The FCA’s report is a travesty that is bereft of  
             remedies, writes Gina Miller. See here (requires FT subscription). 
  

 
 

 by Cliff Weight  

Cliff Weight 

https://www.ft.com/content/534cc4ba-51a2-11e6-befd-2fc0c26b3c60?mhq5j=e1
https://www.ft.com/content/534cc4ba-51a2-11e6-befd-2fc0c26b3c60?mhq5j=e1
https://www.ft.com/content/534cc4ba-51a2-11e6-befd-2fc0c26b3c60?mhq5j=e1
https://www.ft.com/content/534cc4ba-51a2-11e6-befd-2fc0c26b3c60?mhq5j=e1
https://www.ft.com/content/ee583814-5ce0-11e7-9bc8-8055f264aa8b
https://www.ft.com/stream/f836143f-dd58-363e-a7b0-4e533ffacb6f
https://www.ft.com/content/ee583814-5ce0-11e7-9bc8-8055f264aa8b
https://www.ft.com/stream/2ec4f856-1783-315c-98a9-485ab7e91a60
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Refocusing Corporate Reporting - Response to McDonald Wood 

  by Eric Chalker 
 

To Improve Governance, First Restore Ownership    
  In his thoughtful article in the previous issue, Ian McDonald Wood explored new ideas for holding public 
companies to account. Fundamental to his thinking is the concept that shareholders have had their day and 
that, they having been found wanting, the state should now impose new means of achieving better  
corporate governance. This is dangerous thinking and must be challenged. 
  
 I do not challenge Mr Wood’s belief that “there is a strong link between high standards of corporate  
governance in businesses and the levels of shareholder value they create over the medium to long term.”  
Nor do I disagree that something “has changed radically the shareholding profile of UK-listed public  
companies”, but contrary to his argument, this isn’t just because of “globalisation” and hasn’t just  
happened in the “last decade.”  Indeed, Mr Wood himself rather destroys those two assumptions by  
quoting what has happened to equity holdings since “the early 1990s,” in which respect he is of course  
correct, as I have several times written myself.   
  
 So, there can be no dispute that share registers have changed radically, but it is from here that Mr Wood 
takes the wrong path.  Seeing what has happened as inevitable (supposedly the way the world is now), Mr 
Wood would take us further in the same direction.  He offers two options, one being a greater role for  
Government and the other to surround the owners of businesses with “a broader group of stakeholders”.   
  
 Make no mistake, these are political proposals. Most would regard the first as socialist and the second as 
corporatist. Neither would be good for enterprise, the actual purpose for which equity-based businesses ex-
ist. Corporations must be governed by law and there is a need for regulation in some matters, but the more 
company directors are told by others what to do, the less they will think for themselves. Likewise, the more 
that non-owner “stakeholders” come crowding into the boardroom, with a range of conflicting  
demands, the less enterprising are those actually responsible for managing the business likely to be. 
  
Ending the disconnect between owners and managers 
 As I argued in my personal response to the BEIS consultation on Corporate Governance Reform, the  
principal cause of company managements being found wanting is the disconnect between owners and  
managers. This disconnect has become greater over time, from more than one cause, resulting in the  
inability of many owners to assert their legal rights over management and, in consequence, giving  
managers relative freedom to act in their own interests. This is what needs to be corrected. 
  
 Institutional investors such as pension funds typically delegate their Companies Act responsibilities as 
owners to asset managers, who may in turn delegate voting to a subsidiary agency. Shares are frequently 
lent by one type of investor to another for any one of a number of purposes, including voting. Hedge funds 
use derivatives of one kind and another to exert pressure on company directors, describing themselves as 
shareholders when they are not. Intermediaries are everywhere and the concept of ownership is lost.   
  
 Likewise, we private investors have been coerced and driven into nominee accounts. This makes us  
invisible to company directors and at best impedes, but more often frustrates our ability to exercise what 
ought to be our voting rights. (Even those with shares in their own names may still have difficulties voting, 
because of weak provisions in the Companies Act and misguided interference by a regulator.)  
  
 One way and another, a share register can no longer be counted on to show who has a direct economic  
interest in the success of the business. This has disconnected businesses from those whose wealth is at 
stake and disconnected those who should be the owners from those who are the managers. This must be 
remedied if the original purpose of incorporation is to be achieved, namely the bringing together of those 
with money to invest and those with commercial ability to turn it to profit.  It should not be abandoned in 
favour of making public companies agents of the state: they should not be subject to government edict in 
their operation and managers should not be so regulated they cannot achieve good commercial outcomes 
for the owners.   
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Companies Act changes are needed, to improve the position of owners and empower them 
 Rather than find substitutes for owner control, as Ian McDonald Wood proposes, owner control must be 
strengthened and made real, particularly by improving and empowering the position of private investors, 
whose interests have been regularly disregarded in setting corporate governance standards. 
  
 First, in order to re-establish a direct connection between owners and managers, every individual who 
makes, with his or her own money, an investment in any particular company’s shares must be legally  
entitled to be registered as the shareholder, regardless of how the shares were purchased.  Second, registra-
tion as a ‘shareholder’ should be limited by law to those individuals, corporations, collective funds and 
other institutions which have a direct financial interest in the shares that are registered in their names.   
  
 Every shareholder should be able to designate an agent to act for it (such as a broker or nominee), but an 
agent must not take the place of the shareholder in the share register and no agent should be allowed to act 
for the shareholder without first receiving explicit written authorisation to do so.  To prevent those without 
a direct financial interest in a company’s shares from voting on that company’s affairs, the right to vote 
must be limited to registered shareholders (as defined above), while agents must be stopped from voting 
their principals’ shares unless appointed as a proxy in the usual way. 
  
 All registered shareholders must be automatically entitled to receive annual reports, company circulars, 
meeting agenda and proxy voting papers in paper form without the need to request this (unless this right 
has previously been waived and is being re-established); to prevent shareholders in companies that are 
listed or available on the Alternative Investment Market being coerced into giving up this right, issuers 
must be stopped from asking more frequently than every five years. 
  
 Companies must be legally obliged to provide annual reports in clearly readable form, on paper and 
online, with a minimum font size, minimum print density and contrast, limited use of strong colours and 
limited use and size of photographs that do not convey information needed by shareholders to judge  
directors’ performance and company prospects. 
  
 The time, date and place of all company annual general meetings must be displayed on company websites 
at least 42 days in advance, to give shareholders more time to plan their attendance than is provided by the 
statutory 21 days of the formal notice.  Companies should be required to arrange their annual general  
meetings at times which are convenient for all categories of shareholders to attend (early in the morning 
may be convenient for City workers, but not for very many private investors). 
  
 The practice of considering all resolutions simultaneously must be stopped, because it inhibits questions 
on specific points and diminishes the scope for exchanges on separate matters.  A hand vote must be  
required for each resolution, so that the opinions of those who have made the effort to attend the meeting 
(often at significant personal cost) can be visibly expressed and not swamped by the institutional votes  
registered by proxy, even though the proxy votes may prevail.  Contrary to frequently encountered  
practice, minutes of general meetings must record key elements of what is said at them, by owners as well 
as managers, in order properly to reflect all the ‘proceedings’ as required by the Companies Act, including 
critical questions and comments; these minutes must be placed on company websites for the information of 
all shareholders and potential shareholders. 
  

To improve corporate governance, don’t sideline owners.  Empower them.  
Eric Chalker, Past Policy Director for UKSA 
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 Worldpay Takeover May be First of Many as US Firms go Brexit 
Bargain Hunting 

  
 What follows is the first fruits of our recently announced agreement with Proactiveinvestors.  

 by Renae Dyer 

ITV, Burberry and GlaxoSmithKline could face potential bids from international rivals as a weaker pound 
stokes interest in a number of UK-based firms. 

US-based Vantiv Inc.'s acquisition of Worldpay 
Group plc could mark one of many UK takeovers 
this year as the pound’s Brexit-driven slump gives 
prospective buyers a reason to take advantage of 
deals. 

Worldpay, Br itain’s largest payments processor,  
announced yesterday that it had agreed to accept a 
385p per share offer, or £7.6bn, from the US rival. 

Shares in Worldpay tumbled on the news as city ana-
lysts had expected the company to fetch up to 500p a share in bids. Worldpay’s shares traded at 320p on 
Monday so it was a small premium for Vantiv to pay. 

Vantiv will also benefit from a favourable exchange rate with the pound having tumbled against the 
dollar since the UK voted to leave the European Union last year. Sterling has fallen to US$1.29  
today from US$1.50 just after polling stations closed at the EU referendum on 23 June. 

Vantiv is not the only US firm that has been Brexit bargain hunting this year. 

Unilever, Sky and Imagination Technologies fire starting gun for M&A frenzy 
 
Rupert Murdoch’s 21st Century Fox Inc has made a US$15.2bn offer to buy UK broadcaster Sky plc with 
the deal currently under review by competition authorities. 
 

In February, consumer goods giant Unilever plc rejected a US$143bn takeover approach from Kraft Heinz 
Co. Unilever  said the US$50 a share cash and stock offer  “fundamentally undervalues” the        compa-
ny. 
 
Imagination Technologies Group plc put itself up for  sale last month after  a royalties dispute with     
Apple Inc dented the chip maker ’s revenues. Apple has been touted as a potential bidder along with In-
tel Corporation and Qualcomm Inc.). 
 
Post-referendum bids have also been made for Brammer plc (LON:BRAM), Premier Farnell plc, e2v 
Technologies plc, Poundland and Berendsen. 
 
With the pound showing no sign of picking up as Brexit uncertainty continues to weigh, many analysts 
expect to see a wave of mergers and acquisitions this year. 
 
ITV and Burberry potential takeover targets, says AJ Bell 

 AJ Bell said the weaker  pound is stoking interest in a number  of UK- based assets and believes FTSE 
100 companies ITV plc and Burberry Group plc could become takeover targets in coming months. 
 

Page 7 
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 “ITV has an unrivalled position in the UK free-to-air broadcast arena with its ability to attract mass  
market audience and blossoming content catalogue,” AJ Bell said. 

 “The 9.9% stake held by Liberty Global, the            US-based owner of Virgin Media, means talk of a 
bid will never be far away and fears over a post-Brexit      advertising slowdown has knocked the 
shares.” 

 On Burberry, AJ Bell noted 
that the luxury fashion retailer 
has already fended off an   
approach from US-based rival 
Coach. The investment and 
stockbroker firm said an offer 
for Burberry would come as 
no surprise given its iconic 
brand, fat profit margins and 
the wave of consolidation 
sweeping the luxury goods 
sector. 

 “However, the shares has 
gone up since last year and 
shareholders are probably go-
ing to be willing to give new 
chief executive Marco Gob-
betti some time to stamp his 
authority on the company,” it 
added. 

 AJ Bell also suggested FTSE 
250-listed companies as po-
tential takeover targets, in-
cluding software group, Aveva, and precision instrument makers Spectris plc and Renishaw plc. 

GSK and Just Eat could face bids 
 
 GlaxoSmithKline has become vulnerable to a takeover as the pharmaceutical company comes under 
threat from generic versions of its drugs. 

 Star fund manager Neil Woodford sold his entire stake in GSK in May after holding shares for more than 
15 years, citing the company’s refusal to consider a break-up and worries about the sustainability of its 
dividend. 

 The fund manager’s main concern was that US biotech firm, Gilead, was currently conducting trials 
for a generic version of HIV drug Triumeq, which is under the banner of GSK’s ViiV healthcare 
business. “Some investors remain hopeful of recovery but I am now less optimistic,” Woodford said 
at the time. 

 Meanwhile, online takeaway delivery firm, Just Eat, has been on an acquisition spending spree 
and its recent expansion could make it an attractive takeover for an US firm. 

 Just Eat plans to buy UK r ival Hungryhouse from German parent company Delivery Hero for  
£200mln. The deal is undergoing an investigation by competition regulators over concerns the merger will 
lead to worse terms for restaurants that use the online sites to target customers. A final decision on the 
probe is expected towards the end of October. 

 In December the group announced the acquisition of Canadian firm SkipTheDishes in a deal worth 

Burberry shareholders await anxiously to see if 
the recent (and rather costly) changes in the top 
echelon will help resume sales momentum. 
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C$110mln. It has also bought the British assets of food delivery startup Takeaway.com and acquired 
Spain’s La Nevera Roja, Italy's PizzaBo/hellofood Italy, Brazil's hellofood Brazil, and Mexico's        
hellofoodMexico. 

Imperial Brands faces bid speculation 
 
 In April, speculation was rife that Japan Tobacco might be eyeing up Imperial Brands plc, formerly     Im-
perial Tobacco, for a possible bid as it plays catch up to its larger international competitors. 
 
 The rumour mill started after British American Tobacco plc agreed a US$49.4bn deal to take full control 
of Reynolds American Inc. (NYSE:RAI) in March, creating a giant rivalling Philip Morris  
International Inc., and leaving Japan Tobacco a distant third. 

Eamonn Ferry, an analyst at Exane BNP Paribas, has put a 70% probability on a Japan Tobacco-led bid 
for Imperial this year, Bloomberg reported when the BATS deal was confirmed. 

Amazon's acquisition of Whole Foods creates interest in Ocado 
 

 More recently, analysts have suggested online grocer Ocado Group plc could attract prospective   
buyers as competition in the sector heats up following Amazon.com Inc's announcement of a 
US$13.7bn takeover of Whole Foods Market Inc. last month. 

 Neil Wilson, senior market analyst at ETX Capital, said: “Amazon’s snaffling of Whole Foods         
increases chances of Ocado being bought.” 

 Ocado said yesterday that it has seen a pick-up in enquires from US supermarkets interested in         
possible partnerships after Amazon’s acquisition of Whole Foods had made them consider the growing 
competition they face. 

 Adding to its appeal for potential investors, Ocado also said it expected the international deal it secured 
last month to be the first of many. The deal is with an as yet unnamed European retailer to use Ocado’s 
smart platform and marked the company’s first overseas partnership. 

 In the UK, Ocado has deals to facilitate the online businesses of garden retailer Dobbies and      
supermarket WM Morrison Supermarkets plc. 

This article is reproduced with the kind permission of Proactiveinvestors 

http://www.proactiveinvestors.co.uk 

                                                                                                                                      by Renae Dyer 

http://www.proactiveinvestors.co.uk/
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British Car Making And Exporting Post Brexit 
  

by Adrian Phillips 
  

 It is not often that a modern media outlet draws a blank in the search for a 
vox pop opinion required for an item, but BBC’s Business Today suffered 
just such a fate in the wake of the Brexit referendum last year. A reporter 
was despatched to Sunderland to garner reactions to the vote to leave the 
EU. In a number of ways Sunderland was seen as a bellwether  
constituency in the vote, not least because it was one of the very first to 
announce the result. More important, the presence of Nissan’s factory 
there made a key indicator of whether self-interest would trump  
principles. Nissan had come to Sunderland in 1986 with the expectation 
that it would provide an unsinkable aircraft carrier inside the EU from 
which to sell into the European market unrestricted by tariffs or the like. It 
is now by a large measure the largest car plant in the UK. It was the first 
step in the recovery of car-making in the UK from a low point of fewer 
than 1m units produced in the early 1980s to 1.7m by the early noughties. 
  
 The huge inward investment was the first and very spectacular illustration 
of how Britain could benefit from the single market. With the disappearance of mining and ship-building 
the area was otherwise       condemned to terminal stagnation. If the people of Sunderland voted to leave it 
would be an egregious   example of turkeys voting for Christmas. But not a soul could the poor journo find 
who was now wringing his or her hands in regret and despair. Instead those interviewed proudly asserted 
that Nissan would never dare insult the people of Sunderland who had served it so well by reducing its 
commitment. 

 Nissan did not, of course, close the plant          immediately and the government made as yet   undisclosed 
promises to shield it from the rigours of Brexit. It is a fair guess that the government took similar steps 
with Honda and Toyota in      respect of their UK 
plants. Nissan showed its thanks in the shape of an 
announcement that the successors to its   current 
Qashqai and X-Trail models will be built at Sun-
derland. The             assignment of new models is 
the key determinant of the future of any car plant. 
All was well; Britain could thrive after Brexit. The 
single market had never been more than smoke 
and mirrors in the face of genuine market forces 
and Britain was strong where it mattered. 
  
 So much for the front pages of the newspapers 
but what of their business pages? Here the trade 
body for Britain’s motor industry gave us a hint 
that things might not be quite so simple a few 
weeks ago.  
Investment spending by its members had plummeted to a mere £322m in the first half of 2017, compared 
to £1.66bn in 2016, itself well down on £2.5bn the year before. The people, who make the real decisions 
rather than those that feed the headlines, know that there is no upside for them in Brexit and much at risk. 
The slump in Sterling on the vote was great enough to offset even stiffish import duties into the EU and a 
boost to short-term profits but offers no guarantees for the future.  
  
 The decision makers sit in Tokyo, Yokohama and Mumbai and could possibly be quite vague as to what a 
CBE actually is, still less trim their plans to protect their chances of garnering one. They owe no allegiance 
to Britain, pre- or post-Brexit, and will never be denounced as traitors by those British newspapers  
specialized in the task. They or their underlings will naturally lobby the British government to protect their 
investments in the UK but this will only be one of the forces acting on the negotiations. 
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Adrian Phillips 
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 The brutal question of what the UK can offer to the EU in these negotiations has rather been skirted round. 
Proclaiming publicly that Britain is weak rather limits the future of the speaker in any political or media 
environment, but that is not to say that it might not be true. One thing that Europe does not need from  
Britain is cars. There is still large over-capacity in the industry. Many would indeed positively welcome 
measures that would curb supply from Britain most notably the French and the Italians. Renault and PSA 
must compete with British based assemblers across Europe but they hold only a tenth of the UK market. 
The sacrifice of market share in the UK would be a small price to pay for greater competitivity in  
post-Brexit EU. The same applies to Fiat whose European brands hold a mere 3.5% odd of the UK market. 
 
The national car industry with most to lose from a hard Brexit is Germany’s. Its assemblers hold 30% of the 
British market by volume and more by value given the predominance of premium brands. Indeed access to 
the British car market is one of the few highish cards that Britain’s Brexit negotiators hold. Through Mini 
BMW is also a significant exporter from the UK. The catch is that only one EU country can benefit  
seriously. 
  
 A large slice of Britain’s post-Brexit future will be driven by another round in the long struggle between 
Berlin and Paris (aided and abetted by Rome). The vote to leave took a chunk of Britain’s industrial future 
even further beyond the direct influence of Westminster and Whitehall. Astute diplomacy by Britain might 
exploit this cleavage but first the will to do so must be present. Before the doubtless immense benefits of 
Brexit can be harvested, the British economy will have to adapt to the sacrifices required. 
  

by Adrian Phillips 
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Young and Co’s Brewery plc –  
a super UKSA Visit and interesting case 

by Malcolm Howard 

 We used to visit Youngs Brewery just before Christmas, where after the presentation we were given a  
superb Christmas party. Food and drink was on the house; you could consume all you wanted.               
Unfortunately a minority of members abused the company’s generosity, so there was no Christmas party in 
2016 and the meeting was moved to mid summer for 2017. 

We were regally entertained at the Boathouse at Putney. After the meeting, the company laid on a superb 
buffet, together with a drink of your choice. A number of different wines were available and we were     
offered a top-up. Sensibly, after that the free bar was closed. 

The presentation was given by Patrick Dardis, Chief Executive, who was assisted by Steven Robinson, 
Chief Financial Officer. It soon became obvious that what Mr Dardis did not know about the industry 
simply wasn’t worth knowing!  He explained that despite a difficult environment, the company had      
managed to achieve modest growth, a little better than major competitors. 

Young’s is a significant company and not the type you would expect on the Alternative Investment      
Market (AIM). I asked why the company was on AIM and he suggested it was to do with inheritance tax. 
In this context it is worthwhile looking at the tax benefits of AIM.  

HM Revenue and Customs regards any company quoted on AIM as being ‘unquoted’. Such companies are 
often primarily owned by families. What was happening was that when a significant shareholder died,   
often the business had to be sold to pay inheritance tax. To avoid this happening the government            
introduced ‘Business Property Relief’ the effect of this being that shares held in unquoted companies 
would not be subject to inheritance tax. Presumably, this is the reason that the major shareholders of the 
company moved onto the AIM market.  

For shareholders, this is essentially the only tax benefit of holding AIM shares, unless they are held in 
ISA’s, apart from three exceptions: 

A shareholder owning 5% or more of the equity of a company in which he is an officer or employee is   
entitled to ‘entrepreneur’s relief’ with the result that capital gains tax is reduced to 10%. 

When purchasing shares in AIM listed companies there is no stamp duty, nor stamp duty reserve tax to be 
paid. 

 
One of the reasons for setting up AIM was to give investors who had made investments under the          
Enterprise Investment Scheme (EIS) a chance to divest part or whole of their holdings. Anyone investing 
in an EIS company but not connected to that company is entitled to 30% income tax relief. In addition the 
tax payer is entitled to loss relief. This means that if the investment turns out to be worthless then a high 
rate tax payer will only lose 38.5% of his money, while a standard tax payer will lose 56%. Young’s Brew-
ery does not fit into this category. Readers who might wish to act on the above should consult HM Reve-
nue and Customs to verify the position for the personal circumstances proposed. 
 
“A little learning is a dangerous thing; drink deep, or taste not the Pierian spring: there shallow draughts 
intoxicate the brain, and drinking largely sobers us again.” (Alexander Pope (1688 – 1744). At the meeting 
a member chastised the speakers for only achieving 6% return on capital employed. The problem with this 
ratio is that it is misleading as it favours those companies not investing for the future. Worse, it fails to   
recognise the complexities of IFRS (fair value) accounting. ‘Fair Value’ is defined as the amount for 
which an asset could be exchanged between knowledgeable, willing parties in an arm’s length transaction. 
So Young’s assets are valued at ‘fair value’ and not what they paid for them. If we calculate the return on 
capital employed on this latter basis, then ROCE (in £’000) = 30 divided by 245 x 100 = 12.2%. Another 
member complained that the company was not doing too well as the dividend yield was poor. Again, this 
was symptomatic of IFRS accounting and not a   reflection of the company’s performance. 
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The majority of Young’s pubs are freehold, which means they are valued at 
‘fair value’. Under IFRS rules, assets have to be valued even when it is difficult 
to assess such valuation. How many pubs are sold each year to provide a   
benchmark? If a pub was closed down, would the company get planning      
permission to built flats? The whole thing is speculative and, as shown below, 
the ‘market’ is not impressed. If you buy shares in Young’s you are buying the 
current value of the assets, plus the future value of earnings. On this basis, the 
valuation might be: 
 
Net asset value per share, excluding intangibles (p)                        969.4 
Less: valuation risk (p) (10% of IFRS figure)                                 (96.9) 
Less: debt risk (p) 281.6 x 0.25 x 0.872                                          (61.4) *   
Add: discounted value of earnings (p) 102.7 p (growth of 14%)   1,360   ** 
                                                                                                     2,171.1 
 
*  Because of economic cycles, prudent property companies maintain debt levels at no more than 25% of 
net assets excluding debt. Young’s figure at 3 April 2017 was 21.8%. 21.8 divided by 25.0 = 0.872. I allow 
for 25% of debt per share to account for risk.  
 
**  102.7p = EEPS, being cash generated from operating activities before movement in working capital, 
divided by the number of diluted shares. 14% growth is based on the compound growth achieved by the 
company between 2014 and 2017.  
 
Now given the share price at the date the accounts were analysed was 1,315p a valuation of 2,171p looks 
quite a bit ridiculous. The reason for this is that the ‘market’ takes (quite rightly in my view)  IFRS        
accounting with a large pinch of salt. We can assess a valuation based on accounting under UK GAAP: 
 
Net asset value per share, excluding intangibles (p)                       461.9 
Less: valuation risk (p)                                                                        0.0   
Less: debt risk (p) (281.6 x 0.25)                                                      (70.4)   
Add: discounted value of earnings (p) 102.7 p (growth of 4%)      948.0 * 
                                                                                                      1,339.5 
 
*  Although the company had been achieving compound growth of 14%, the CEO told us that the market 
was tough and future growth above 4% would be difficult to achieve. 
 
Now we have a valuation close to the market price. 
 
When you buy shares in companies like Young’s where they hold freehold property, then 
such property will have some value, unlike manufacturing companies (for example)  
where their assets might wear out and have no residual value. Accordingly, but are  
buying property in addition to future earnings. Some high growth companies do not pay 
any dividends, while some very low growth companies might pay high dividends.  
Young’s could be considered somewhere between the two. 
 
My conclusion is that this is a well run company with a fair market valuation. 

 
by Malcolm Howard 

Malcolm Howard 
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An End to Second-rate Annual Reports 

 
by Ian McDonald Wood   

 
 How many private investors read the Annual Report and Accounts of the companies in which they invest? 
Some will look at the financial statements and the notes to the accounts. However, it seems that very few even 
do this and most pay scant regard to the narrative sections of the report. So what is the purpose of the annual 
report? In the constant drive to set rules, draft supporting guidance and define requirements for compliance, 
have regulators and industry bodies lost sight of the original objective? Ian McDonald Wood of FutureValue 
considers a number of issues that concern all of us as investors.                                                    Peter Parry 
 
 BEIS recently asked investment trade bodies to engage with listed companies and encourage them to give 
better evidence of long-term decision making. Quick to respond the Investment Association (IA) published 
Guidance on Long Term Reporting addressing five searching strategic topics and themes missing from most 
companies’ Strategic Reports. But, surely, reporting companies already have more than enough from the FRC 
and others? The reality is that mere compliance rules. Declining and already meagre UK equity holdings by 
UK institutional investors and of reducing duration suggest few companies will pay attention. Evidence of 
long term value creation in reporting will surely remain elusive. Most companies will continue to go through 
the motions of reporting, dismissive of the quite considerable benefits they are foregoing. So, is shareholder 
primacy as the driver of corporate governance dying on its feet? 
 
 In its recent Report on Corporate Governance [5/4/17] the Department for Business, Energy and Industrial 
Strategy (BEIS) made a point of acknowledging the rapidly changing ownership structure of UK listed    
companies. In particular, it referenced Bank of England Deputy Governor, Andy Haldane’s observations 
about the emergence of “ownerless” companies, where “it becomes harder to exert influence over manage-
ment, increasing the risk of sub-optimal decision-making”. This BEIS report concurred that dispersed      
ownership impaired long-term decision making, as companies’ management teams felt duty bound to       
maximise short-term profitability and dividend payouts. Referencing specifically the Investment Association 
and more recently established Investor Forum, BEIS called on bodies representing the investment community 
to take a more proactive role in promoting higher standards of stewardship and engage with companies to   
encourage longer-term decision making. Reporting by companies, BEIS says, should provide the evidence of 
that longer-term decision making. 
 
 As if on cue and within a month of the BEIS report on corporate governance the Investment Association 
published its ‘Long Term Reporting Guidance’. The Guidance’s logic is quite straightforward. The ability for 
investors “to assess a company’s long term prospects, and identify those able to deliver sustainable value 
creation to shareholders over the longer term” is largely dependent on a company’s Annual Report. The An-
nual Report “should strive to provide a true long term understanding of the business and its drivers, its      
financial strength, and the quality of management and their decisions.” IA simply spells out here some      
additional reporting topics that, properly addressed, would add a genuine strategic dimension presently absent 
from most Strategic Reports – real strategic business models, specific evidence of investment in productivity 
improvements; capital management and efficient capital allocation; proper strategic risk management; and, 
human capital and culture. This is commendable stuff. 
 
 The publication of yet more Guidance, albeit by a trade body, is evidence enough that evidence of long-term 
decision making is just what most Annual Reports need and currently do not provide, despite the FRC’s own 
and now long-standing 'Guidance on the Strategic Report' [2014] and ensuing detailed regular Annual        
Reviews of Corporate Reporting. One can only conclude that companies typically pay scant respect to what 
the FRC has said that the Strategic Report is intended to communicate, and get by with mere uninformative 
compliance. That there is a need for IA to spell out its members’ expectations should be of concern to        
investors generally. Four years after introduction of the Strategic Report the overall standard of narrative   
reporting by the FTSE350 remains second-rate. This is not just the logical conclusion behind the IA’s     
Guidance publication, it is also the reality. FutureValue’s analysis and evaluation of strategic value in UK 
corporate reporting by FTSE350 and other listed companies over the last decade has shown only a small   mi-
nority of companies effectively explaining and projecting evidence of long-term value creation in their Annu-
al Reports. We do not see the general improvement that others such as The Purposeful Company       initiative 
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and even the FRC claim. We just see in most cases more, not better narrative content. 
 
 And perhaps there is a greater concern that universal evidence of long term value creation in corporate      
reporting will remain forever an unreachable holy grail. Members of the Investment Association representing 
the breadth and depth of UK institutional investment are now reportedly holding less than 13% of their     
investment in UK equities. The duration of UK equity investment holding is also apparently declining to an 
average of 6 months. With declining UK shareholder involvement why would Boards and their executives 
pay any heed to the IA’s ministrations and respond to its Guidance – any more than the generally lacklustre 
attention they give to the regulatory and statutory demands of the reporting regulator? Given that most    
companies remain dismissive of the significant potential benefits that will accrue from high standards of   
reporting, we have to conclude that nothing will change. Most will continue to go through the motions of   
reporting, indifferent to the benefits they are foregoing and committed in the majority to endless mediocrity, 
however good the IA's Guidance may be – and it is good. 

by Ian McDonald Wood   
 

Letter to the Editor 
  

The letter below was sent to the FT by UKSA member and ShareSoc director, Cliff Weight. A number of TPI 
readers may not have seen the original letter in the FT. Most, if not all, will agree wholeheartedly with the 
views and sentiments that Cliff expresses. 
  
RBS case shows why trust must be rebuilt in business  
   
Sir, It seems that the major players in the RBS Action Group have accepted the latest RBS settlement offer 
(May 30). This has, in effect, enabled RBS to bully the small individual shareholders into also accepting the 
settlement. I say “bully” because RBS is threatening anyone who pursues the case to risk having costs   
awarded against them. So now the case will be settled. No one will be found responsible. RBS will pay out 
£800m (of shareholders’ money) to a group of its shareholders without admitting any culpability or liability. 
It all gets swept neatly under the carpet and no one goes to jail. It has taken nine years for this to happen. It is 
not just RBS - the HBOS Reading trial took nearly 10 years to be investigated and brought to court.  
  
The key players do not come out of this well. Something is wrong with the Serious Fraud Office, Crown 
Prosecution Service, Financial Conduct Authority, Financial Reporting Council, Department for Business, 
Energy and Industrial Strategy, etc when £12bn of RBS shareholders’ money raised in a rights issue can   
disappear so quickly.  
  
Very, very few people in the UK have gone to jail as a result of their actions that led to the 2007/08 financial 
crisis, yet millions of people have suffered severe hardship as a result. The SFO, CPS and/or BEIS should be 
given more resources and told to pursue problem cases much more speedily. Companies should not be      
allowed to hide behind expensive lawyers. The whole process of settlements, where management admit no 
blame and shareholders pay the fines/settlement amounts, mean management get off scot-free and also needs 
a review. These steps - plus others no doubt - are required to rebuild trust in business and to tackle what 
Prime Minister Theresa May calls the “anything goes” business culture.  
  

Cliff Weight Director, ShareSoc and UKSA member 

https://www.ft.com/content/7fd60ec2-447e-11e7-8519-9f94ee97d996
https://www.ft.com/content/7fd60ec2-447e-11e7-8519-9f94ee97d996
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 UNITED KINGDOM SHAREHOLDERS’ ASSOCIATION  - CURRENT UKSA EVENTS 

A photo ID is requested, please bring it with you! 

SHAREHOLDER MEETING WITH INVESTEC WEALTH & INVESTMENT Ltd - Wednesday 26th July 2017 

Location Quayside House, Canal Wharf, Leeds, LS11 5PU 

Assembly  13:30 onwards 

Meeting Start 14:00 Room capacity 20 

Company Contact Richard Wilde - Investment Director 

Group Leader / UKSA 
Organiser  

Julian Mole NE & NW Hon. Secretary - julian.mole@btinternet.com 

SHAREHOLDER WALK WITH SHAFTESBURY PLC - Tuesday 1st August 2017 
 

Location start 22 Ganton Street, Carnaby, London, W1F 7FD 

Assembly  13:30 hours 

Meeting start 14:00  Walk numbers 10 

Walk details Allow 2 to 3 hours over about 2km - comfortable footwear/attire recommended 

Company Contact Gill Smith 
claire.cooper@youngs.co.uk, tel.: 020 8875 7108 

Group Leader / UKSA 
Organiser  

Nick Steiner (020 8874 0977) n.steiner@btinternet.com  

UKSA Branches - Where no contact name or number is given contact the UKSA office 

Branch name Leader Administration Main purpose Description 

London & South East  
Region 

Harry Braund 
020 8680 5872 
harrycb@ 
gmail.com 

Tony Birks 
01322 669 120 
ahbirks@ 
btinternet.com 

To co-ordinate activities in London 
and the South-East 

Meetings in Croydon 
three times a year 

London  
company visits 

Nick Steiner 
  

Individual meeting 
organisers 

To arrange private meetings with  
companies 

20/30 meetings per 
year individually ar-
ranged 

Specialist  
company  
visits 

David Lowe 
Adrian Phillips 

Under review To arrange and/or participate in 
events in conjunction with investor 
service companies 

Meetings with small-
company management, 
for experienced inves-
tors only 

Croydon & Purley Harry Braund 
020 8680 5872 
harrycb@ 
gmail.com 

Tony Birks 
01322 669 120 
ahbirks@ 
btinternet.com 

Social meetings to discuss invest-
ment issues 

Meetings in Croydon 
monthly 

South West Peter Wilson 
01453 834 486 
07712 591032 

Peter Wilson 
01453 834 486 
07712 591032 

To arrange and develop activities for 
members in the region 

Company visits and 
social events as ar-
ranged 

North East Brian Peart 
01388 488419 

Julian Mole 
07870 890973 
julian.mole@ 
btinternet.com 

To arrange and develop activities for 
members in the region 

Company visits and 
social events as Ar-
ranged 
 

North West Julian Mole 
07870 890973 
julian.mole@ 
btinternet.com 

Julian Mole 
07870 890973 
julian.mole@ 
btinternet.com 

To arrange and develop activities for 
members in the region 

Company visits and 
social events as Ar-
ranged 

SmartCo Charles Breese Charles Breese Arranging access to 'Smart Compa-
nies' - those with the potential to 
make good investment returns from 
benefiting society at large 

Programme awaiting  
start-up 

Brighton Dee O’Hare 
075 6815 6725 
dfohare@ 
hotmail.com 

Dee O’Hare 
075 6815 6725 
dfohare@ 
hotmail.com 

Education on basic investing, and  
discussion with local UKSA mem-
bers 

Monthly evening meet-
ing - presentation, 
Q&A, then socialising 


