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 Aberdeen Asset Mismanagement     

                                                                           as reported by Eric Chalker 

 
 This article can be seen as a supplement to Making the most of AGMs – Part 
Two, which appeared in the July issue.  It was my intention to write ‘part three’, 
but what I discovered when I looked into Aberdeen Asset Management (AAM) is 
to my mind too interesting to pass over. A month ago, its shares looked attrac-

tive, because of the dividend yield.  As this was a consequence of a falling share 
price, was the dividend sustainable I wondered, let alone the board’s expectation 

that it would continue to grow?  I found that, in July, the board initiated a prom-
ised £100 million share buy-back programme “to return surplus capital to share-
holders”.  This ran to August 4, when £50 million had been spent at an overall 
average price of 365p.  The closing price on September 22 was 310p, which on 
the shares bought back is a loss of over £6 million. 

 

 A heavy cloud is hanging over the emerging markets in which AAM has made its 
name and the consequence is withdrawal of funds, thus causing the share price 
collapse.  Could this have been a surprise to the board?  Surely not if any mem-
ber of it reads the FT, or any other serious reporting of what had begun to hap-
pen long before the buy-back was initiated.   
 
 Another reason one might have supposed the board would not sanction a share 

buy-back was the state of the balance sheet.  As I pointed out to Roger Cornick, 
AAM chairman, in a so far unanswered letter sent on August 19, the company’s 
balance sheet is not particularly strong, showing intangibles as 75% of equity last 
year.  Total income was £286.2m, but this was fully consumed by dividends, cou-
pon payments and the previous year’s share buy-back.  Net operating cash last 
year was greater than income, at £455.2m, but deducting this year’s dividend 
expectation and the full buy-back commitment, only £109m would be left.   

 

 Why was the AAM board so comfortable going into a time it describes as “global 
economic and political uncertainty” with “operating conditions (expected) to re-
main challenging” that it could plan to leave the company with such a small equi-
ty cushion?  How could the board think last April that £100 million was “surplus 
capital” and what assumptions was it making to justify maintaining this position 

despite the growing evidence that investors in the markets in which AAM special-
ises were withdrawing? 
 

 But it had a plan.  This was to finance the £100 million share buy-back with a 
£100 million preference share issue paying 5%, announced on June 15.  Thus 
capital which previously cost nothing, now costs £5m pa. 
 

I await Mr Cornick’s reply to my letter with great interest. 


