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Chairman’s Comment
It has been true for some time that there are parts of
the country where membership is not sufficiently
concentrated geographically to support regional
meetings. Last year we recognised that a more fluid
organisation structure was necessary and introduced
the idea of ‘Home Branches’, to enable any group of
UKSA members to join together for any
(reasonable) purpose subject to a few simple rules.
These supplemented the existing regional branches.
This is now reflected in the new layout of the back
page of this issue, which lists all branches. I hope
that members will consider participating in one or
more of these. Even more, I would encourage
members to think of starting their own. David Riches in the office has found some mapping software
that identifies the location of members in a
particular group of postcodes. He can also organise
your email distribution list for you.
The opportunity for Home Branches is particularly
strong in London, where the Croydon & Purley
branch offers a success model but also leaves many
unserved areas, particularly north of the river. It
would be good, too, to develop new models. The
new Brighton branch emphasises education; or is
there an opportunity for an ‘average investors’
branch (experienced investors can be quite daunting
- or opinionated); or how about a ladies’ branch?
Enquiries to any board member or your regional
contacts.
To switch to another but related topic, if you turn to
page 4 you can see the results of our Membership
Survey. It is very pleasing for me to read but grimly
realistic about the need for recruitment especially
members who would leaven the aging profile of our
group. The report was prepared by Brian
Hargreaves - to whom we are deeply indebted.
Thank you very much.
Turning to more general matters, although it has
been some time since the ideas of that distinguished
City economist Andrew Smithers were aired in
these pages, I was intrigued to see that he has just

published another book
(The Road to Recovery)
and, moreover, dealing
robustly with a matter
close to UKSA hearts excessive pay.
But as you might expect
he is doing more than
cavilling against greed. His
thesis is that in the United
Kingdom and the United
John Hunter Chairman
States especially, the cool
hi-jacking of instant multi-millionaire status on the
back of temporary stewardship of shareholder assets
causes grave and continuing damage to the
economic Infrastructure itself - that vital levels of
capital-asset formation are not being achieved threatening the standard of living of all.
So its not just about the creation of a new layer of
the super-rich - hackneyed politics are not his style
but the short-term mindset which out-of-control
remuneration levels engenders in general - and in
particular the deadly use of scarce company
resources in the buying-in of its own shares.
So we’re not just a bunch of aggrieved owners - our
campaigns have a deadly serious national purpose.
Mr. Smithers says that this is a classic case of an
idea delivering just the opposite outcome from that
intended. Ouch! Where have we heard that before?
On page 9 you will see an unpublished letter from
me to the FT arguing that, yes, control of pay can
indeed be done. It is the will not the means that is
lacking.
Theresa May’s unexpected focus on corporate
governance in her opening leadership statement
commanded my attention. Can UKSA expect more
heavyweight support in pursuit of its policy aims?

UKSA - The independent voice of the private shareholder

Good Luck!
John Hunter
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Policy Director to media junkie - my new addiction
by Peter Parry
One of the things that falls to the Policy Director is
to field media enquiries as and when they land.
Typically, the notice given is short – that is the
nature of media input; it must be current. However,
recently the notice period has been getting shorter.
An interview on the BBC News Channel on
directors’ pay in April was not too bad. I had two
days to prepare. The only slight hardship was
getting up at 3.30a.m. to get into Broadcasting
House for the live interview. The fun of the
experience made it all worthwhile.
The next request was from Sky News a few weeks
ago for an interview on the impending investor
revolt at Sports Direct. This came in at 4.30p.m. as I
was grovelling around under the car. Could I be
ready to do an interview at 5.30p.m.? Northampton
to London in under an hour was out of the question
so we agreed to use Skype. I hadn’t been following
the Sports Direct story that closely so there followed
an hour of frantic boning-up on the governance and
cultural issues at Sports Direct. I had often
wondered whether that costly all-singing,
all-dancing subscription to FT.com was worthwhile.
On this occasion it proved its value.
The most recent request came in last week from
Patrick Hosking, Financial Editor at the Times. Eric
Daniels had just been appointed to the Board of
Funding Circle. Could I comment on behalf of
UKSA? I didn’t like to say, paintbrush in hand, that
I was busy painting the porch. Patrick was very
helpful, however, and between us we quickly came
up with some words that met his requirements. In
case you missed it, here is the relevant paragraph
from the article that appeared the next day:
‘Lloyds shareholders expressed surprise at the
appointment. Peter Parry, policy director at the UK
Shareholders Association, said ‘ Good luck to the
owners of Funding Circle’. He argued that while Mr
Daniels and the other directors had come under
pressure from Downing Street to do the HBOS deal,
they should have withstood it. ‘He let us all down. It
was appalling the way the Lloyds shareholders were
treated……..Shares of Lloyds, at 59.25p are worth just
a tenth of their value back in 2007’.

Perhaps I should also have mentioned that 8%
dividend back in 2007. Some things are just too
painful even to think about!

Calling all volunteers!
Elsewhere in this edition of The Private Investor
there is a call for volunteers to help the AIM 100
team with their review of AIM company reports. As
it says there, you don’t have to be a financial wizard
to help out. One of the things the AIM team do is
simply to check how easy the report is to read and
how clearly it is laid out.
On a wider front, we would like to hear from
anyone who might be able to help the Policy team.
Nothing stands still and there are new issues coming
forward all the time. Issues that we are currently
working on include:
Boardroom pay – a topic which is now on the
government’s agenda as well; we need to make the
most of the opportunity that this presents;
Corporate

culture – Following the banking
scandals of 2007 / 8 and unpleasant surprises
recently at Tesco and Sports Direct (to mention but
two) corporate culture has become a priority issue
for the FRC and the auditors. Major changes have
been taking place in the world of audit and we need
to keep abreast of developments.
Brexit - it is unlikely that the European side
of UKSA’s work will decline. The UK will
probably want to stay in line with and cooperate
with Europe on things like the Shareholder Rights
Directive and Capital Markets Integration to name
but two. There will be plenty of contact needed with
UK institutions in future as UK policy is developed
and shaped.

If you think you can help, please get in touch with
officatuksa@gmail.com Someone will get back to
you promptly to discuss your specific areas of
interest and opportunities to make an input to
UKSA’s policy and campaigning work.
Peter Parry
Page 3
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Our Membership Survey - what we found
by Brian Hargreaves

Introduction
Members will recall that a questionnaire for this
survey was sent out towards the end of April. It was
distributed electronically to those with known email
addresses and by post to the remainder. As
mentioned in an earlier issue of TPI, I was delighted
with the very high level of response (34%). Thank
you to all those members who took part.
The survey gathered a lot of useful information
which the board will be using to address the needs
and concerns of the members. What follows are
some of the more interesting and useful findings.

The Membership Profile
It will probably be no surprise that our members
tend to be of ‘maturer’ years, with a bias towards
the London and SE region (60%). The ‘length of
membership’ question testifies to a gratifyingly
strong and lasting loyalty to the UKSA organisation
(80% for over 5 years).
The questions about members’ investments
revealed a predictably wide range of responses, and
evidenced UKSA’s attraction to the whole spectrum
of private investors. The question relating to
sources of investment information produced some
interesting responses - which are the subject of a
separate item on the facing page.

Usage, Attitudes and Opinions in regard
to UKSA
One of the most interesting findings was that over
40% of members joined UKSA as a result of seeing
an article in the Press. A clear sign that we need to
do more to ratchet up our media communications.
There were two outstanding reasons why members
joined UKSA. Firstly the campaigning ethos to give
the private shareholder a stronger and more
effective voice. Secondly the specially arranged
company visits. One of the key questions concerned
whether UKSA was living up to member’s expectations. Whilst 84% responded positively, it needs to
be noted that 16% did not.
Page 4

The benefits UKSA members valued most revealed
a strong recognition of three in particular – The
Private Investor (64%), Campaigning for Shareholders’ Rights(42%) and the Special Company
visits (41%).
Perhaps the most valuable question concerned how
well members feel that UKSA is performing against
its four key objectives:Standing up for the Private Investor.
Members recognised the efforts being made by the
Board, but expressed concern that UKSA needed to
grow larger in order to have a more powerful voice.
Direct Access meetings with Top Company Directors.
Members felt that the meeting organisers were doing a superb job.
Information/Advice for Investment Decisionmaking and Making Members feel part of a
like-minded community.
Whilst neither of these objectives were the most
important reasons why they joined UKSA,
members nevertheless felt that the organisation
should do more. This was particularly the case in
the need for more information/advice.
The Private Investor
The key finding here was that the Editor and his
contributors have been doing an excellent job.
Across the three main ‘agree/disagree’ areas – ‘I
read all or most of the articles’, ‘There is always
something interesting to read’ and ‘It’s a
valuable part of being an UKSA member’ – TPI
recorded very high levels of agreement..

Summary Conclusions
Overall there is a high level of satisfaction from the
membership. However the board acknowledges that
it is doing some things better than others.
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It has taken to heart the comments about the need
for more investment information/advice, and for
more social interaction amongst members. These
areas will need some thought, but it is hoped they
can be addressed over the coming months.
But perhaps the main thread underlining many
members’ comments was concern about UKSA’s
size. This is clearly a major challenge for us all.
Our ageing profile is a clear signal that UKSA
needs not just a louder voice, but younger blood
with which to put our message across.
The membership survey has been just the start of a
wide-ranging marketing programme that will
ultimately help increase the membership. A
Marketing Team has been set up, and we are
actively canvassing for more members with relevant
experience to join us.

Media

Bloomberg TV

Shares magazine
Others
Stockopedia – stock picking software

Sharescope – portfolio management package

Sharewatch – online trading platform
by Brian Hargreaves

Calling all volunteers!
Elsewhere in this edition of The Private Investor
there is a call for volunteers to help the AIM 100
team with their review of AIM company reports. As
it says there, you don’t have to be a financial wizard
to help out. One of the things the AIM team do is
simply to check how easy the report is to read and
how clearly it is laid out.

Members’ favourite sources of investment
On a wider front, we would like to hear from
ideas
anyone who might be able to help the Policy team.
I thought that members might be interested to read
what other members are using to help frame their
decision-making. You will recall in the membership
survey that there was a question asking what
newspapers, magazines etc. were used. There was
also a space for ‘Other’ - where members could
write in any other sources they found useful.

Nothing stands still and there are new issues coming
forward all the time. Issues that we are currently
working on include:
Boardroom pay – a topic which is now on the
government’s agenda as well; we need to make the
most of the opportunity that this presents;

I have drawn together the list below. The criteria
for inclusion is that each of these has been named
by several members. I have put them under broad
headings with a brief description where necessary.
They all have websites and will be easily found by
Google for anyone wishing to find out what they’ve
been missing!

Corporate Culture – Following the banking
scandals of 2007 / 8 and unpleasant surprises
recently at Tesco and Sports Direct (to mention but
two) corporate culture has become a priority issue
for the FRC and the auditors. Major changes have
been taking place in the world of audit and we need
to keep abreast of developments.
Brexit - it is unlikely that the European side of
Newsletters
UKSA’s work will decline. The UK will probably

Momentum Investor
want to stay in line with and cooperate with Europe

Small Company Sharewatch
on things like the Shareholder Rights Directive and
Capital Markets Integration to name but two. There
Web Sites – offering different mixes of news, data, will be plenty of contact needed with UK institutions
share prices, live trading charts, analysis and market in future as UK policy is developed and shaped.
insights

Morningstar
If you think you can help, please get in touch with

Digital Look
officatuksa@gmail.com Someone will get back to

Seeking Alpha
you promptly to discuss your specific areas of

Yahoo Finance
interest and opportunities to make an input to

Techinvest
UKSA’s policy and campaigning work.
Peter Parry
Page 5
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AIM Company reports – an unexpected accolade!
by Peter Parry
UKSA has a small team working its way through
the annual reports of top 100 AIM companies. This
is being driven in part by a concern that the more
relaxed reporting rules for AIM companies are being
interpreted a little too liberally by some. The team
currently consists of Eric Chalker, Hubert Beaumont
and Sandy Forbes. Their work recently received an
unexpected accolade when the new company
secretary of Abcam plc contacted the UKSA AIM
100 team saying their review of the Abcam report
was "wonderful". Having had difficulty herself
reading her predecessor's report, she agreed with
UKSA’s comments and added that she intends to
follow UKSA’s advice in drafting the next report, on
which she is just about to start.

AIM 100 team – bang to rights!

The AIM 100 project is a real success story.
However, the team needs more resource to help
maintain progress. Input does not necessarily require
skills in financial analysis. The ability to read the
narrative sections of a company’s report and assess
them for clarity of meaning is just as valuable. If any
members can help and would like to share in the
success of the Project please get in touch with Peter
Parry at peter.parry@cerbera.org

‘Agreed that GWP had £235m in the bank at
30/09/15. At today's date this will be under £200m
on their own forecasts and, without some form of
cash raising, is likely to be under £150m by
30/09/16. At this level, with negative cash flow of
£100m pa or more, there is a 'going concern' risk, so
it looks as if something has to happen. If the share
price can be got back to 600p or so, another placing
might be reasonable.’

The following news item just missed the deadline for
the last copy of TPI.
In their review of GW Pharmaceuticals in February
2016 the AIM 100 team commented:

‘The CFO forecasts (p10) cash outflow from
operations in the range £32/37m in the first half of
fiscal 2016 and says that the outflow for the second
half will “be highly dependent on the timing of key
decisions to be taken re the scaling up of our
commercial team,” so we must assume a figure in
excess of £37m. This suggests that, assuming
success of the current trials, cash outflow from
The AIM reports by the UKSA team do not seek to operations for the year is likely to be at least £75m
comment on whether a company’s shares are worth plus forecast capex of £13/15m to give a total
buying, although they are an excellent ‘first filter’
outflow approaching £100m and significantly
for those who want to go on and do more investment reducing the available cash. The risk report says
research. Instead they focus on the quality of the
“We have significant and increasing liquidity needs
reporting by the company – for example, is the
and may require additional funding,” but nowhere is
report easy to read, is it clear what the company does there any mention of how this problem is to be
and do the notes to the accounts adequately address addressed.’
issues raised by the accounts themselves? The
reports, which appear on the UKSA website, are
As if to reinforce the ‘gypsy’s warning’, one of the
relatively short and succinct and are very readable.
members of the AIM100 team followed this up with
As well as picking up shortcomings, the UKSA team a post on 13th April on the ADVFN bulletin board,
also highlight the good features of the annual report. saying:

To the surprise of many, but not UKSA AIM 100
readers, GW Pharmaceuticals announced on
13th July (the share price having closed at 613p on
12th) that it was raising $252 million by way of a
rights issue on the NASDAQ Global Market!
Peter Parry
Page 6
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Bankia and Spain’s preference shares scandal
by Helen Gibbons
Bankia is Spain’s fifth-largest bank by gross asset.
It is quoted on the Madrid stock exchange and is part
of the Ibex 35 benchmark index. Formed in 2010
from the merger of seven cajas, or savings banks,
with massive exposures to Spain’s burst property
bubble, it became one of Spain’s largest holders of
real estate. By late 2012 its shares were almost
worthless and it had been bailed out with €22bn of
taxpayers’ money.

ADICAE is hopeful
that the court will
declare the share
purchase contracts
null and void on
grounds of unfair
terms (‘cláusulas
abusivas’). As the
case nears its
conclusion, ADICAE
Some subscribers to the bank’s initial public offer- aims to maintain
ing in 2011, including the utility Iberdrola, have
pressure by
filed lawsuits to recover losses. Courts have already organising a demonruled that Bankia’s offering documents contained
stration outside the
‘serious inaccuracies’.
court and a mass
presence in the public
But the most notorious losers in the Bankia story
gallery.
Bankia was formerly
have been individual investors. After Spain’s
regarded as an upright
property bubble burst, Bankia and other banks
Bankia has other
member of the Spanish
sought to balance their books by urging clients to
associations with the banking community
convert their savings into preference shares. Deposit grim period of
clients were typically pensioners, who collectively
financial failure and excess in Spain. Its chairman,
bought around €30bn of such shares. Rather than
Rodrigo Rato, was the former Spanish economy
being warned of the inherent risks, they appear to
minister and headed the International Monetary
have been reassured that ‘prefs’ were a safe option
Fund. He presided over Bankia’s IPO in 2011. With
capable of yielding up to eight per cent. Many
65 others he now faces charges from anti-corruption
believed that as clients with no mortgage debt they prosecutors over the alleged use of ‘black’ (off-thewere ‘VIPs’ eligible for the higher returns. Crucially books) credit cards to fund €15m of spending
they were unaware that their shares would be
between 2003 and 2012.
subordinate to the banks’ debt. The shares were
allegedly marketed by branch managers with little
The preference shares scandal has dented the
understanding of complex equity products.
attractiveness of shares as an asset class in Spain,
particularly among younger people. Individual share
While Bankia has agreed to reimburse individual
ownership had previously shown strong growth.
investors who took part in the IPO, the Spanish
consumer organisation ADICAE, with which UKSA The conclusion of the Bankia cases should mark the
is associated through our membership of Better
end of a dark chapter in Spanish banking. By
Finance in Brussels, has waged a long fight against international comparisons the Spanish banking
Bankia in the Madrid court on behalf of 2,143
sector is efficient overall. Spain’s banks have long
individual preference shareholders. In a country with had one of the highest ratios of customers to
no tradition of collective redress it believes it has
employees. Timely reorganisations have avoided the
established an important principle in persuading the depth of problems seen elsewhere in southern
court of the collective nature of the claim, defeating Europe. Leading Spanish banks are global players,
Bankia’s case-by-case approach. At ADICAE’s
as evidenced by the footprints of Santander and TSB
request, the court has ordered Bankia to submit
owner Sabadell. As for Bankia, the Spanish state
internal documents relating to the marketing of the still owns 64 per cent but has said it will privatise
shares and the bonuses and incentives distributed
the bank by the end of 2017.
through its branch network.
Helen Gibbons
Page 7
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Bad Apples and other Dangerous Fruit
by Adrian Phillips
It can hardly have escaped anyone’s attention that
Apple Inc. has been so moved by the plight of
suffering humanity that it has offered its members
the possibility of alleviating their condition through
buying for a few hundreds of dollars the iPhone7.
The Phillips household knows better than to mention
the name Apple unless it wishes to be driven fast
asleep by a lengthy disquisition on the practices of
that organisation or, worse, what is referred to as a
“full Clarkson”. Apple’s admirably designed and
pleasant products mask and serve a remorseless
commitment to creating wholly closed systems.
Apple products are great but they only interoperate
with other Apple products or systems. Try using an
iPad or the like to store photos downloaded from a
camera and transferring them to something else.
It is little mystery, then, that Apple should, in its
own estimation, have had the “courage” to
discontinue the almost universal practice of
equipping the product with a jack connector for
earphones or speakers. This forces users to buy
costly Apple proprietary products rather than items
that have become so thoroughly commoditized that
they are available in all qualities and at every price
point. The technical benefits of Apple’s “Lightning”
connector port are widely touted, but the economic
cost to the consumer isn’t.

I’m all wrong, Jack.
Perversely Apple’s desperate need to reverse its
recent disappointing top line trend by returning to
growth in Christmas quarter has rather monopolised
discussion of the product launch. Now that a vast
number of people own smartphones, it is becoming
harder and harder to sell that many more, especially
when, like Apple, you charge a substantial price
premium. The forced migration of owners to high
Page 8

cost, high margin add-on
products serves both to
mitigate this effect and
extend the corporate purity
of the Apple world. It is a
fair guess that the upcoming
releases of other Apple
products will follow suit.
Adrian Philipps

All this is hardly hidden
from anyone familiar with Apple specifically or the
corporate world in general, but is an open question
as to how largely it will feature in the public
discussion of the corporations prospects. Deep
within Apple there are doubtless measures of the
strategic and financial success of this strategy that
will be closely followed. How much anyone outside
learns of them is a quite different question. It is
correspondingly hard to base any assessment of the
investment merits of the shares on this point.
Apple is hardly unique in this gulf between avowed
and true strategy. The most flagrant and routine
example is in the world of IPOs. The only reason
why a selling company or shareholders will not aim
to achieve the absolute maximum price is if they will
continue to hold a percentage after the IPO and
calculate that a good market debut (through a
generous price to buyers) will ultimately secure a
higher price when they come to sell further shares.
Otherwise it is buyer beware.
The question of which equity market might be
chosen as the venue for an IPO is especially rich in
dishonesty. When a company floats at a location
other than the company’s home equity market, this is
almost invariably because investors there are
considered gullible enough to pay a higher price or
because the disclosure requirements, above all in
terms of accounting or on share sales by pre-float
shareholders, are less onerous. Proximity to the main
buyers of a company’s products is a recurrent lie, but
usually some semi-flattering guff about the “greater
sophistication” of investors in the floating market is
enough to do the trick.
The flotation of Glencore gives an apt illustration of
how concentrating on ostensible motivations
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Adrian Phillips’s book on the abdication crisis of
1936 The King Who Had To Go
https://www.bitebackpublishing.com/books/the-king
-who-had-to-go will be released on 13th October

Glencore - 5-year share-price chart - yahoo

suppresses discussion of underlying goals,
producing an entirely skewed debate on the share. It
was clear from the beginning that the initial
flotation was the first step in a two-stage strategy
with the next being the use of the newly quoted
shares as a currency to buy full ownership of
Xstrata, in which Glencore already owned a large
stake. For all the insistence on the quality of
earnings at the marketing or, more accurately
trading, business of the original Glencore, it was
clear that Xstrata’s mining business would deserve
a higher rating so the rating of the combined
companies would have a higher rating than the
marketing/trading business as a stand-alone entity.
On top of this inclusion in the FTSE100 was always
a goal, with the near guarantee of large share
purchases from the docile and quasi-indexed British
institutional investment community, which would
look first at the risk of eschewing a FTSE
constituent and only then at the quality or otherwise
of the business.
In a closed-door and face-to-face negotiation
these kind of considerations are so clear to both
sides that there is no need even to mention them.
Price and terms are what count. It is different in the
impersonal, open book world of public equity
purchases where there is scope to bamboozle
investors as to what the principals in deals truly
want. Analysts have little reason to incur the wrath
of corporations or their advisers (potential future
employers, of course) by insisting on inconvenient
truths, of which their institutional clients are
perfectly aware, even if they will not act on this. As
private, non-indexed investors we have the freedom
to walk on the other side of the street provided we
trust our sense of smell and apply due scepticism to
the patter behind the outstretched hand.

Unpublished letter to the FT by
John Hunter
Sir
Mr Bogdanor suggests a binding shareholder vote
on pay would be unworkable (FT 6/7 August).
May I suggest a process that seems to have worked
for all resolutions, however controversial, since
the creation of the modern corporation, which is
that the company consults with its shareholders
before the vote, tailors the resolution to meet the
wishes of the majority and has a fall-back position
in the unlikely event of it failing?
Sadly, the weakness in the proposal is of a
different sort. The major shareholders (typically
the institutional shareholders) have already shown
themselves to be inadequate stewards of pay by
voting through Long Term Incentive Plans that
are the cause of the more egregious pay awards.
Private shareholders could provide a valuable
ethical voice, but are denied their voting rights
within most brokerage accounts and all
tax-advantaged savings vehicles (ISAs and SIPPs).
These are structured so that the individual’s vote
is not only denied him but passed to an
institutional holder of the pooled nominee account
in which his ‘shareholding’ resides. So long as
that continues, so will excessive pay.
John Hunter
Chairman, UK Shareholders Association
It seem hard to believe but the message about the
need to find a means for allowing the beneficial
owners of the business to exercise control in the
area that their most direct interests are likely to be
flagrantly abused still hasn’t got through.

Adrian Phillips
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Corporate culture. Why the sudden interest?
by Peter Parry
Having noted that cultural issues have been at the
bottom of many corporate reporting scandals in
recent years, the Financial Reporting Council
(FRC) has initiated a debate about whether
companies and their auditors should provide
investors with more information about culture
within organisations. In July the FRC published its
report, ‘Corporate Culture and the Role of Boards’
This article, therefore, looks at how the debate is
currently developing based on some of the research
that has recently been completed.
The audit firms have a central place in the debate.
Investigations into a number of high-profile
corporate scandals have identified shortcomings in
audit and reporting standards. Alongside this, there
is a view emerging that some of the content that
appears on a routine basis in the annual report is not
of much use to investors while other information
which could be of more use is absent. Reporting on
corporate culture falls into the latter category and
external auditors are seen as the independent
third-party who should be providing oversight and
feedback to investors. While there is plenty to
support the view that the auditors should play a role
in this area, some members of the profession are
uneasy about the practical implications. Culture is
not easy to pin down; it means different things to
different people, has somewhat ‘fluffy’
connotations and can be very hard to measure.

An interesting topic for debate, but how
do you define ‘culture’?
In order to consider what is to be achieved in any
proposal for reporting on ‘corporate culture’ it is
important to define what the term means. This is
how the FRC defines it in its report:
Culture in a corporate context can be defined as a
combination of the values, attitudes and behaviours
manifested by a company in its operations and
relations with its stakeholders. These stakeholders
include shareholders, employees, customers,
suppliers and the wider community and environment which are affected by a company’s conduct’.
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This is a starting
point but it is too
superficial to be of
much help. There are
plenty of verbatim
comments from chief
executives in the
report but many fall
into the easy
‘sound-bites’
category (‘War
Peter Parry
stories are a useful
way to get the culture solidified’ – Jeremy Darroch,
CEO Sky). There is plenty of comment on ethics
and conduct, building trust with customers and
suppliers, the role of the human resources function,
internal audit and so on but little that shows how
this mass of ideas and observations can be pulled
together to develop a coherent and practical
approach to managing corporate culture. There is,
however, a recognition that sound governance is an
essential prerequisite for establishing and managing
culture. Recent revelations at Sports Direct are a
good example of how governance systems (or the
lack of them) affect cultural norms.
What else are people saying about the
importance of corporate culture?
The audit firm Ernst and Young (EY) has also
carried out research into corporate views of culture
within businesses. Its research involved 100 board
members of FTSE 350 companies. Its report, ‘Is
your Board yet to realise the true value of culture?’,
takes a different approach to defining ‘culture’:
‘Corporate culture encompasses a company’s
values and purpose, the beliefs, behaviour and
attitudes of employees, and the way things are done
and managed.
It goes on to identify four organisational pillars that
shape culture - Political architecture, Social
architecture, Performance architecture and
Operational architecture and it notes that that:
‘…all large organisations will have local
sub-cultures within teams and different locations
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that reflect local approaches to business and the
styles and beliefs of team managers.’
As a starting point for identifying the complex mix
of components that go to make up corporate culture
this not a bad analysis.

tions like UKSA are there as well. As this feedback
is skewed by the predominance of large investors, it
would be interesting to know what UKSA members
think about the issue of corporate culture and its
impact on business performance.
So where do we go from here?

As with the FRC research, the verbatim comments
from CEOs and others seem to confirm that
everyone thinks that corporate culture is a vitally
important issue: 86% of respondents said that
culture was ‘fundamental to’ or ‘very important to’
the company’s strategy and performance. A major
strength of EY’s research is that it seeks to test some
of these claims and finds them to be wanting. It
turns out that in only 19% of cases is the board
currently seen as being primarily accountable for
culture. Nearly a third of respondents did not believe
that they, as board members, had a leading role to
play in shaping or managing the culture of their
organisations. Only 24% of respondents said that
culture was on the agenda at every board meeting.
Only 53% said that there was full consensus on
culture among board members. The latter might not
be so bad if it meant that there was serious debate
and challenging of cultural issues by board
members. However, the fact that in the majority of
cases culture is not on the agenda at board meetings
suggest that dissent is seen as a fact of life that is
just accepted.
What are the main conclusions so far?
The EY report concludes that:
‘Many companies lack the tools and structure
necessary for assessing and managing culture
effectively, do not fully understand what drives
culture and do not fully appreciate the breadth of
the benefits of investing in culture.’

The FRC’s report on corporate culture is being
followed up with a conference – ‘Culture to Capital:
aligning corporate behaviour with long term
performance’. This will be taking place on
21st September and I shall attend on behalf of UKSA
and will be promoting UKSA’s cause with the delegates there. It promises to be an interesting event on
which I shall report back in the next edition of TPI.
In the meantime, it is worth noting that UKSA
members do have one important means of assessing
culture that is not open to most others small
investors. They can attend the company visits which
provide an unique opportunity to meet the
management and see how they respond under close
questioning.
Peter Parry

Audit Quality - or ‘Judgement?’
UKSA was represented at the second investor
update conference held by PWC the accountancy
and audit firm on 12th September.
Members may be aware that PWC has recently
been fined over £2million for its failures in
auditing the accounts of Cattles- a finance
company- some years ago. PWC was also
auditor of Tesco when a £250 million
overstatement of profits was discovered- by the
company- not by PWC.

It is noteworthy therefore to learn that PWC’s
new senior partner has appointed a new head of
The EY report makes an interesting observation
what it calls its” assurance” business. It was
from an investor point of view: at a recent EY
pleasing to hear that lady emphasise the
‘Dialogue with Investors’ event, an audience poll of importance of judgement in auditing- a word not
the investors attending found that 81% said they
often used. They refer repeatedly to audit
believe that companies do not provide information “quality” without defining what that means.
that allows investors to assess corporate culture,
Let’s hope they do better for us shareholders in
while 85% said they believe they had a role to play
the future. We are their clients, not the
in the culture of companies in which they invest.
management they deal with.
Many of those who attend the Dialogue with
Investors’ events are representatives of large
R.W. Collinge
investors and fund managers – although organisaPage 11
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Poor management often destroys shareholder’ value
by Malcolm Howard
I spent most of my working life in management;
that is managing people. My company sent me on a
number of expensive residential courses. One of
them was run by ‘The Leadership Trust’ in Ross-onWye. There were forty delegates on each week’s
course; we were divided into four teams of ten. It
was a competitive environment.

exact opposite. If I had had a mauling, it was
nothing compared to what John was subjected to; he
was taken apart limb by limb.

In one exercise, all forty came together and
everyone was assigned a different role. The
objective was to follow a set of rules and fill a
number of buckets with different coloured liquid.
Only the Board knew how to do this (because they
were given the instructions) and they had to
communicate with the workers. I was appointed
‘Managing Director’ and at the end of the exercise I
was told that my team was the second best in the last
twelve months. I was elated!

What I learnt from this course was that we are all
different; we all have strengths and weaknesses.
Leadership is all about discovering an individual’s
strengths and encouraging that individual to perform
to the best of their ability. This is achieved by
talking to people, actively discussing the problems
to find the way forward and reaching a consensus.
Motivated staff will put in extra effort to provide a
high level of customer service.

In another exercise, each team had to write and
present a small play, something I was happy to be
part of. But John simply could not face it.

Management who believe their job is simply to bark
After dinner each evening all delegates met the
orders and tell the workforce what to do will always
tutors where we could all say what we thought about come unstuck as a de-motivated workforce will
the day’s exercise and the tutors offered feedback.
never perform well.
Well, the consensus was that my team had done well
because the workforce mainly worked things out for In the November 2015 (no.179) issue of PI I
themselves. I had not fulfilled my role to anybody’s suggested that then might be the time to be very
satisfaction; my communication skills were lacking careful when investing in retail as many of these
and I had no empathy with the workforce. I was
companies would be hit by the increase in the
flattened.
minimum wage, to be called the ‘living wage’.
In another exercise we had to negotiate up river in a
canoe for two people. The objective was to get up
and down the river as quickly as possible avoiding
the rapids. My companion (we will call him John)
was far stronger than me and he knew it. Just before
the turning point he turned the screw, no matter how
hard I tried I could not keep up. With the boat
becoming lopsided, it spun around, hit the rocks and
flew into the air. We both landed in the water, noticing that the Leadership Trust had employed divers to
protect us. We gingerly clambered back onto the canoe and rowed slowly home. I was so embarrassed!

Marks & Spencer and Tesco tried to mitigate the
cost of the increase by reducing the rate paid for late
shifts and Sundays, to the effect that some staff
would receive less pay than they did before the
minimum wage rate was increased. All this achieved
was a disgruntled and de-motivated workforce.

Another company demonstrating poor management
skills is Sports Direct, which subjected some of their
workforce to humiliating searches and could not
even pay them the minimum wage. Then we have
the Go-Ahead Group who is expert at winding up
both employees and customers, though their
I was dreading the feedback session, made worse
subsidiary GTR (Govia Thameslink Railway), which
because the tutors reserved our feedback to the last. run Southeastern, London Midland and the Gatwick
One tutor opened with the question, “Did anyone see Express. GTR is 65% owned by the Go-Ahead
John’s and Malcolm’s somersault. What did we all Group, 24.5% owned by France’s state owned
think?” Well, the consensus was that deliberately
railway operator and 10.5% owned by a Canadian
humiliating someone was not leadership, but the
Pension Fund. The rail service in the South East is
Page 12
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The charts above, clockwise from top-left, indicate the 5-year share-prices of Tesco (TSCO), Sports
Direct (SPD), GoAhead Group (GOG) and Marks & Spencer (MKS). I think you will agree that they
lend considerable verisimilitude to Malcolm’ s thesis. Charts are by courtesy of Yahoo.
Bill Johnston
as bad as it gets with many cancellations, late
running trains and horrendous overcrowding.
Management is by edict, with no attempt at consensus with the workforce. Then they propose to close a
number of ticket offices, without any consultation.
It was reported that Antonio Horta-Osorio, boss of
Lloyds Bank, a married man with three children,
took a lover on a business trip to Singapore running
up a hotel bill of nearly £4,000. He paid his personal
expenses, but having just announced that 3,000 employees were to be made redundant, his behaviour
was not exactly good leadership.
Another bank, RBS, is not renowned for either
making a profit or motivating its staff.
Sept 2015 Sept 2016

%change

FTSE 100

6,062

6,686

10,3

M & S (p)

475

314

(33.9)

*Tesco (p)

180

167

(7.2)

Sports Direct
(p)

775

288

(62.8)

#Go-Ahead
Group (p)

2,600

2,007

(22.8)

Lloyds Bank (p)

77

56

(27.3)

Royal Bank of
Scotland (p)

335

196

(41.4)

The reason why shareholders should be concerned
about poor management practices is that they always
lead to a poor share performance. Successful
companies such as Google Inc are renowned for
paying high salaries and looking after their
employees.
The table below demonstrates the effect of poor
management, but the following should be noted:
* The fall in Tesco’s price is relatively small as it
had already been hammered because of the
discovery of fraudulent accounting. It was 378p
three years ago.
# The price of the Go Ahead Group increased by
over 10% when the government announced that
taxpayers were to plough in another £20 million of
their money to help Southern Rail get its act
together, but it dropped back when it was found out
that this money was for rail infrastructure and was
not going direct to the company.
As investors we want the Board to be innovative and
to recognise they are responsible to all stakeholders.
It might be amusing for those directors who behave
badly, reward themselves excessive pay, try to break
the Unions rather than negotiate with them and
humiliate their workforce, but it is shareholders who
pay the price.
Malcolm Howard
Page 13
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Premier Foods – a personal view
by Eric Chalker
I first bought shares in Premier Foods in March
2006, on the back of an expansion programme which
looked unstoppable. Unfortunately – or perhaps
with hindsight predictably - this culminated in one
acquisition too many (Rank Hovis McDougall) and
the company found itself saddled with an
unserviceable debt. The consequence, as the
banking crisis unfolded, was disaster and for many
years the company struggled to survive.
My shares drowned, of course, as did others during
that time, but I held onto them in the belief that this
company’s business was too good to disappear.
David Beever, who joined the board in 2008 and
became chairman in 2012, must have thought so too.
I followed the board’s efforts to rescue the company
from its creditors and twice bought more, but the
shares continued to sink and could at one point be
had for less than 30p. A new CEO, Gavin Darby,
was appointed in 2013, established a new growth
strategy and at the end of his third year was able to
report a return to profit and growth.
In May 2016, with the share price still languishing
well below the 50p of the last rights issue, the board
rejected a takeover approach with a tentative offer of
65p. In the face of some criticism, the board saw off
the predator, believing that its own growth plans
would deliver better value for shareholders. I went
to this year’s AGM, in July, to see if the directors
were able to justify their position and came away
sufficiently satisfied to persuade me to increase my
holding significantly. This was at 47p, a quarter
more than the price at which, last May, The Daily
Telegraph’s Questor said sell.
It is now my fourth biggest shareholding by sum
invested. If the price doubles, which I would not be
surprised to see happen in the next 12-24 months (it
is up 12 per cent since the AGM), I will recover all
my earlier investment in Premier Foods and make a
substantial profit on this year’s purchase. Beyond
that, I would expect to begin enjoying a growing
dividend.

of resuming dividends) and the AGM was told that
the board is actively facing up to the pension
#situation. But what makes the company attractive
to me is its growth strategy, based on continuous
innovation, expansion overseas and heavy emphasis
on marketing. At present, only 5 per cent of its
business is abroad, but with the assistance of its
Japanese partner Nissin (also its largest shareholder)
and the appointment of a managing director for
international sales, this is set to grow substantially.
The company’s business is the marketing of its
brands, most notably Bisto, OXO, Loyd Grossman,
Sharwood’s, Mr Kipling, Cadbury cake, Ambrosia
and Batchelors. The majority of its sales are through
the major supermarkets, where by last March it had
been battling more than 20 consecutive months of
price deflation but, despite this, Premier’s sales by
value still grew. As it develops more products, it
sees other outlets in the UK, as well as abroad. First
quarter sales growth this year, announced at the
AGM, was 1.9 per cent, which suggests that the
CEO’s full year target of 2-4% (up from an original
1-2%) may be conservative.
I have never attended a better AGM. It lasted a full
90 minutes, including highly informative addresses
by the chairman and CEO, followed by a series of
intelligent questions and observations by long term
investors. It was as AGMs should be, a full and
open exchange between investors and managers,
with the latter clearly respecting their audience and
not seeking in any way to dismiss or brush aside
those concerns that were expressed. If only all
AGMs were like that.
At the end of the meeting, I asked the chairman
whether he would consider a visit by UKSA
members. He said yes, to be arranged through
Richard Godden, Head of Investor Relations. This
would be well worthwhile, I believe, if someone
were prepared to organise it.
Eric Chalker

I think it politic at this point to reiterate that UKSA
The company still has two significant balance sheet is not of course qualified nor authorised to give
investment advice, and members that have quaffed
problems: debt and pension fund deficits. It is
company policy to continue reducing the debt (ahead the article above and the two which preceded it
should keep this in mind.
Bill Johnston
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October Events
Next month - Monday October 10th to be precise there is to be a presentation by Mark Gregory, the
Chief Financial Officer of Legal & General on the
first-half figures and the impact of lower interest
rates and Brexit; and also updates from Garvan
O’Neill - Director of Group Finance - on Solvency
II - and Graham Precey - Head of Corporate Social
Responsibility.
Here are the background figures:
£m
Analysis of operating profit
Legal & General Retirement
Legal & General Investment
Management
Legal & General Capital
Insurance
Savings
Legal & General America
Operating profit from divisions
Group debt costs
Group investment projects and
expenses
Adjusted operating profit

The next day - October 11th at 12 noon at the
Spread Eagle in Croydon - the team behind the
lse.co.uk website, which caters specifically for
private investors, is giving a presentation to UKSA
members.

Despite its name, lse.co.uk is an entirely
privately-owned website. Any vicarious indignation
which lovers of fair play may feel on behalf of the
London Stock Exchange on seeing its name being
H1
H1 pinched may in this case be mitigated when it is kept
2016 2015 in mind that the LSE itself launched its publication
‘The Private Investor’ with scant disregard for the
feelings of the older users of the title - us.
406 281
171 176 Eric Chalker is heading a venture by lse.co.uk and
UKSA to produce a new ’Expert’ blog. Eric joins
135 115 David Harbage (previously Investment Director for
138 186 Barclays Stockbrokers).
55
49
Scot Grant, director of London South East Limited
40 will make the presentation and answer questions. All
43
942 853 UKSA members are cordially invited. The room
(86) (75) capacity is 30; £2 will get you coffee on arrival at
11:45 and lunch is available at 1:15 from £10.
(34) (28) Contact Harry Braund at harrycb@gmail.com;
telephone 020 8680 5872.
822 750

The presentation takes place at One Coleman Street
London EC2R 5AA. Apply to Phil Clarke Tel:
01689 834479 email: pjejclarke@outlook.com

LEGAL & GENERAL RETIREMENT
"We're a leading UK de-risk solutions provider
to defined benefit (DB) schemes" Legal and
General website.
Legal & General may have a particular
personal resonance when it comes to UKSA
members. I am of course referring to the
forecast yield - an astonishing near 7% for
the year to 31st December 2017.
Bill Johnston
Page 15

The Private Investor · Issue 184 · September 2016

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

Leader

Administration

Main purpose

Description

London &
South East

Harry Braund
020 8680
5872
harrycb@
gmail.com

Tony Birks
01322 669 120
ahbirks@
btinternet.com

To co-ordinate activities
in London and the SouthEast

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 arranged

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
investors only

Croydon &
Purley

Harry Braund
020 8680
5872
harrycb@
gmail.com

Tony Birks
01322 669 120
ahbirks@
btinternet.com

Social meetings to discuss investment issues

Meetings in
Croydon monthly

South West

Peter Wilson
01453 834
486
07712 591032
Brian Peart
01388 488419

Peter Wilson
01453 834 486
07712 591032

To arrange and develop
activities for members in
the region

Company visits
and social events
as arranged

Julian Mole
07870 890973
julian.mole@
btinternet.com

To arrange and develop
activities for members in
the region

Company visits
and social events
as arranged

North West

Paul Waring
07754 725493
paul@xk7.net

Paul Waring
07754 725493
paul@xk7.net

To arrange and develop
activities for members in
the region

Company visits
and social events
as arranged

SmartCo

Charles
Breese

Charles Breese

Arranging access to
'Smart Companies' 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 members

Monthly evening
meeting presentation,
Q&A,
then socialising

North East
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