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Last Closing Price GBP 217.00
Last Closing NAV GBP 236.68
Discount/Premium % -8.17
Latest Published NAV 235.76
Latest Published NAV Date 08/04/2015
Traded Currency GBX
Yield 1.50

Dividend Frequency Annual
Total Assets £ Mil 172.6
Net Assets £ Mil 172.6
Market Cap £ Mil 159.1
Net Gearing % 5
Avg Daily Shares Traded Mil (3 month) 0.04
Inception Date 26/11/1987

Morningstar Analyst: Szymon Idzikowski

Executive Summary
People: Both managers bring depth of experience in Asian
equities and they are backed by a seasoned and well-re-
sourced team.

Parent: The acquisition of Cazenove brings quality investors
but also challenges in terms of integration.

Board: The board has a good mix of skills and backgrounds,
and their appointment of a new investment manager shows
they're not afraid to take action.

Process: It's a distinctive process where stock selection is
combined with a hedging strategy overlaid at both a country
and market level.

Performance: The managers' tenure in charge of the fund is
too short to be meaningful, but our confidence in their ability
to outperform comes from the team's record at the fund's
open-end equivalent.

Fees: The base management fee is competitive, but the per-
formance fee can erode this cost advantage.

Role in Portfolio
Supporting Player. This fund is best used as a diversifier in a
wider portfolio.

4k

10k

20k

40k

60k
80k
100k Returns

Price
NAV
Category
Index

-20

-15

-10

-5

0 Discounts
Premium
Discount
Average Line

2006 2007 2008 2009 2010 2011 2012 2013 2014 YTD Performance %

24.69 33.60 -36.37 67.92 22.94 -23.10 23.71 -3.38 12.34 10.82 Fund Price
21.12 36.46 -38.49 64.93 24.27 -23.76 22.50 -8.44 16.79 11.19 Fund NAV
16.10 21.51 -30.54 37.84 7.58 -16.26 14.17 -9.46 7.21 3.62 +/- Category
22.94 28.38 -41.38 47.44 6.65 -19.34 12.54 -11.11 5.88 1.33 +/- Benchmark

Morningstar Opinion

13 Aug 2014 | Despite a difficult 2013, our
conviction in Asian Total Return Investment
Company remains intact. 

Since Schroders' appointment here in March
2013 to 31 July, the fund has outperformed its
average category peer, but lagged its
benchmark—mainly due to a very disappointing
third quarter of 2013. The fund was held back by
some of its Indonesian and Hong Kong names, as
well as a lack of Indian and Internet names,
which drove markets forward. Further, political
unrest in Thailand compounded the losses. While
the managers used put options to protect capital,
it was the more illiquid markets, where these
aren't available, that suffered the bigger losses. 

However, the picture is somewhat better in 2014
and to 31 July, the fund has outperformed both
peers and its index. This is too short a period
from which to draw much meaning, but our
confidence in the fund's ability to outperform
comes from the team's record at the fund's open-
end equivalent, Schroder ISF Asian Total Return,
which is comfortably ahead of its Morningstar
Asia Allocation Category peers and MSCI AC Asia
Pac ex-Japan index over three and five years. 

We also hold the management team in high
regard. Robin Parbrook and King Fuei Lee are
experienced fund managers. Parbrook is
responsible for stock selection in the strategy. He
brings over two decades of investment
experience, exclusively with Schroders, and has
been based in Hong Kong since 2010 after spells
in different offices globally. This gives him a

strong working relationship with the research
team here, which is one of the more well-
resourced teams in the region. It encompasses
nearly 30 analysts averaging 15 years of
experience, divided by countries and sectors. Lee
brings 14 years of investment experience and is
responsible for the quant model that the
managers use to hedge market and country risk.

Indeed, risk management plays an important role
in the process. Although it's not an absolute
return fund, it aims to protect capital somewhat
on the downside; this is evidenced in the track
record of the trust's open-end equivalent, which
has achieved this without compromising in rising
markets too heavily. The SICAV has beaten its
category peers in every calendar year since its
inception in 2007, too.

For both managers, this is their first time in
charge of a closed-end fund, so they are less
familiar with their structural differences than
some of their peers—the use of gearing being
one such example. That said, they bring solid
expertise in stock-picking and portfolio
construction and a proven track record at their
open-end fund. Further, the emphasis on capital
preservation means the use of gearing will likely
be limited.

The fund has a reasonable fee structure, although
we think the performance fee could be improved
upon slightly: It's only calculated over 12 months
and we'd prefer to see a longer time frame. But
we like the fact that there is a high hurdle rate.
All in, it's early days but we have enough
conviction given their achievements thus far at
the SICAV to maintain the fund's Bronze rating.
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The fund is comanaged by an experienced duo in
Robin Parbrook and King Fuei Lee, with the
former responsible for picking stocks and the lat-
ter for managing the quant model and hedging
strategies. Parbrook brings 23 years of invest-
ment experience, exclusively with Schroders. He
joined the firm in 1990 as an analyst in London
and has held various fund management roles
across Schroders' global offices before moving
permanently to Hong Kong in 2010. As head of
Asia ex-Japan equities, Parbrook interacts intens-
ively with the team to discuss stock ideas. The
Asia Pacific equity team has 28 analysts aver-
aging 15 years of experience. Research respons-
ibilities are divided by countries and sectors, and
this is one of the more well-resourced teams in

the region. The team has been stable, especially
at the senior level: Most portfolio managers have
been on the team for more than 10 years. Lee
brings 14 years of investment experience; he star-
ted out as a junior fund manager at Schroders'
London office in 1999, then in 2001 he joined the
Asian investment team in Singapore, where he
has spent over a decade running high-dividend
strategies. He is currently the head of Asia equit-
ies. Together with Parbrook, he comanages this
fund's SICAV equivalent, Schroder ISF Asian Total
Return, and he is deputy manager at Schroder ISF
Asian Opportunities, run by Parbrook. Thus, the
managers are experienced at running mandates
together.

Schroders has benefited from stable ownership
since it was founded more than 200 years ago
and the Schroder family still holds nearly half of
the company's listed shares. At 30 June 2014, the
company's assets under management surpassed
GBP 270 billion. Schroders' current strength lies
in its equity funds. The firm also manages fixed
income, alternatives, and multi-asset funds; the
acquisition of Cazenove Capital helps to extend
the product range further, particularly within the
pan-European equities, fixed income and multi-
manager investment areas. Cazenove, like Sch-
roders, is focussed on asset management and the
acquisition brought some quality fund managers,
such as Julie Dean, to the firm; that said, the two

companies are yet to be fully integrated, which
might result in a potential product rationalisation.
We also have seen some departure from Cazen-
ove following the acquisition. On a positive note
Schroders has become in recent times more ad-
ept at managing capacity issues with some of its
more popular funds, where previously it had over-
marketed already hot-performing products. Fund
managers' remuneration is based on the perform-
ance of their funds over one- and three-year peri-
ods and generally more weight is placed on
three-year returns, but there are teams, such as
GEM, that put more emphasis on one-year res-
ults.

The board comprises six members and has been
chaired by David Robins since April 2004. Hugh
Aldous also has a tenure of a similar length; thus,
they bring knowledge and experience of this
fund's long-term history. The board has seen a
reasonably regular refreshment among its mem-
bers with two appointments made in 2007, one in
2008 and the most recent in mid-2014 with the
appointment of Mike Holt—this followed the re-
tirement of Struan Robertson in April 2014; the
average tenure across the board is nearly seven
years. All six directors serve on the boards of oth-
er listed companies, most of which are listed in-

vestment companies. With the exception of the
most recent appointment, all directors are share-
holders in this fund, which we like to see, as we
believe it helps to align their interests with those
of their shareholders. The board meets every two
months and also holds a strategy day each year,
although meetings have been more frequent in
the recent past given the decision to appoint a
new investment manager and the process in-
volved in their selection. This is a good example
of a board's independence and willingness to
take action when needed.
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People

Manager King Fuei Lee
Manager Start 15/03/2013

Manager Robin Parbrook
Manager Start 15/03/2013

Avg. Manager Tenure 2.1 Years

Other Funds Managed

Schroder ISF Asian Total Ret A, Schroder ISF Asian Opp A Inc

Parent

Fund Advisor Schroder Investment
Management Ltd

Domicile UK
Website www.schroders.com/ukatr/hom

e

Board of Directors

Discount Target 9%
Tender Offer No
Buyback Authorization Yes
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The managers follow a three-step process. The
first step focuses on stock selection; it starts with
quantitative and qualitative screens, including li-
quidity and corporate transparency. The analysts
categorise stocks according to their growth pro-
spects—they favour companies that can gener-
ate returns on investment that exceed their
weighted average cost of capital. The team then
grades companies from 1 to 4 on valuation
grounds, with 1 representing a strong conviction
that the stock will outperform. The analysts have
the flexibility to employ a range of valuation
methods, although discounted cash flow is a
primary tool. Typically, stocks graded 1 or 2 with
good growth prospects are selected for the port-
folio. Parbrook is the final decision-maker here. If

the managers are positive on stocks, but negat-
ive on a country or market, they can hedge those
risks in steps two and three. Indeed, step two is a
hedging strategy based on a mean-reverting mod-
el, on a 12- to 18-month time frame, where the
managers aim to remove country risk by buying or
selling index futures. They acknowledge the mod-
el tends to work better in developed markets;
thus for emerging countries they do a cross-check
from the bottom up, too. At the third step, the
managers express their tactical views through a
short-term (three- to six-month) hedge to remove
market risk. Although it's a three-step process,
the aim is to generate some 85%-90% of returns
through stock selection, with steps two and three
reducing the portfolio's overall volatility.

The fund holds between 40 and 65 names spread
across the market-cap spectrum, with a clear bi-
as to large-cap companies. It's common to see
conglomerates in the portfolio as the team be-
lieves their structure is advantageous for finan-
cing growth, particularly in emerging markets. In-
deed, as of 31 May, Jardine Strategic Holdings
and Jardine Matheson Holdings were two of the
top five holdings. As of June, the team were find-
ing opportunities among Asian consumer stocks
with strong franchises such as Apollo Hospitals

and Emperador. They were also positive on finan-
cial companies with a strong private sector man-
agement team; technology; and export and prop-
erty stocks with a proven track record of deliver-
ing quality products, such as Hongkong Land.
Conversely, the team tends to avoid government-
related entities due to their questionable man-
agement, political interference and lack of ROIC
discipline; thus, it is common for the fund to be
underweight in China and Korea compared with
its benchmark.

Asset Allocation

-100 -50 0 50 100

% Assets Long Short Net

Cash 0.0 0.0 0.0
Equity 97.6 0.0 97.6
Bond 0.0 0.0 0.0
Other 2.4 0.0 2.4

Top 10 Holdings 30/11/2014 % Assets

Jardine Strategic Holdings Ltd 3.84
Taiwan Semiconductor Manufacturing 3.83
Kasikornbank Public Co Ltd Shs Fore 3.23
AIA Group Ltd 3.11
Techtronic Industries Co Ltd 3.04

Jardine Matheson Holdings Ltd 2.87
WuXi PharmaTech (Cayman) Inc ADR 2.72
Swire Properties Ltd 2.57
Brambles Ltd 2.46
Hongkong Land Holdings Ltd 2.43

Sector Weightings % Equity

h Cyclical 52.6

r Basic Materials 2.6

t Consumer Cyclical 23.3

y Financial Services 12.6

u Real Estate 14.1

j Sensitive 38.3

i Communication Services 0.0

o Energy 1.1

p Industrials 18.0

a Technology 19.2

k Defensive 9.1

s Consumer Defensive 1.9

d Healthcare 7.2

f Utilities 0.0
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Process: Investment Approach

Investment Objective: To provide a high rate of total return
primarily through investment in equity and equity related
securities in Asia Pacific Companies (excluding Japan).

No Holdings Range 40-65
Max Position Size 15%
Expd Turnover 40-100%
Sector Constraints None
Yield Requirement None
Hedging Policy Selectively Hedged
Tactical Use of Cash Yes

Process: Portfolio Positioning

Morningstar Holdings Based Style Map

Deep
Val

Core
Val

Core Core
Grw

High
Grw

Micro

Small

Mid

Large

Giant

World Regions Assets %

Greater Europe 7.24

United Kingdom 0.00
Europe-Developed 7.24
Europe-Emerging 0.00
Africa/Middle East 0.00

Americas 3.89

North America 3.89
Latin America 0.00

Greater Asia 88.87

Japan 0.00
Australasia 7.90
Asia-Developed 47.10
Asia-Emerging 33.87

Not Classified 0.00
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The managers' tenure here is too short to make
any meaningful judgments. Since their appoint-
ment in April 2013, the fund has outperformed its
category peers, but lagged its index. The fund
was held back in 2013 by some of its Indonesian
and Hong Kong names, as well as a lack of Indi-
an and Internet names, which drove markets for-
ward. Further, political unrest in Thailand com-
pounded the losses. While the managers used
put options to protect capital, it was the more illi-

quid markets, where these aren't available, that
suffered the bigger losses. Investors should be
cognisant the category is not very homogeneous
and its constituents might vary considerably, giv-
en their nature as allocation funds. Nonetheless,
at their SICAV the managers have protected in-
vestors in down markets to a greater extent than
their peers, while still participating in up markets;
this gives us confidence in this total return man-
date.

Calendar Total Returns Fund(price) Fund(NAV)

2011 2012 2013 2014 YTD -30
-20
-10

0
10
20
30
40

At the time of Schroders' appointment as the new
investment manager, around 50% of the issued
share capital was bought back under a tender of-
fer and the board introduced a formal target to
defend the discount at 9%; this was revised to
5% soon after. Following the announcement of
the change in investment manager, the fund
moved to a premium early on and the board is-
sued shares but this was relatively short-lived

and the fund has been trading at a discount once
again. The fund's three-year average discount is
7% (5 Aug); it's a little tighter at 6% over the last
six months. The board has on occasion bought
back shares. The board has also introduced the
opportunity to vote on the fund's continuation
every three years, with the first such vote sched-
uled for the AGM in 2016.

Parbrook and Lee have only been in charge for a
little over a year, but we can analyse their per-
formance at the open-end fund they've been run-
ning since 2007. That fund's standard deviation, a
statistical measure of risk, tends to be a few per-
centage points higher than its Morningstar Cat-
egory, but the Morningstar Risk-Adjusted Re-

turns show this risk has been used to good effect
overall. However, the trust will most likely invest
lower down the market-cap scale than the SICAV,
and has the potential to use gearing, which adds
different elements of risk here, so it's hard to
make too much of a direct comparison so early in
their tenure.

Volatility Ratios 3 Yr NAV 5 Yr NAV

Standard Deviation 16.17 18.17
Mean 0.91 0.56
Sharpe Ratio 0.68 0.33
Sortino Ratio 1.05 0.39

Risk vs Index 3 Year 5 Year

Alpha NAV 2.65 -3.37
Beta NAV 0.82 1.51
R-Squared NAV 24.84 54.64
Treynor Ratio NAV 9.17 3.15
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NAV Performance Analysis
Data as of 31-03-2015

Trailing Returns Price Total
Rtn %

+/-
Bmark

3 month 10.82 0.96
6 Month 15.59 1.19
1 Year 26.47 4.57
3 Year Ann. 8.34 -1.18
5 Year Ann. 5.77 -1.16

Trailing Returns NAV Total
Rtn %

+/-
Bmark

+/-
Cat

%Rnk
In Cat

3 month 11.53 1.67 3.95 8
6 Month 16.00 1.59 3.82 13
1 Year 26.13 4.23 5.99 17
3 Year Ann. 8.04 -1.48 0.97 51
5 Year Ann. 5.20 -1.73 0.38 52

Discount / Premium
Data as of 09-04-2015

Discount / Premium % 6 Mo 1Yr 3Yr

High -2.25 -2.25 +5.12
Average -6.06 -5.83 -5.27
Low -8.40 -8.49 -13.72
Z-Statistic -0.33 -0.53 -0.31

Risk & Return
Data as of 31-03-2015

Morningstar Rating Return Risk Rating

3 Year Avg Above Avg QQQ
5 Year Above Avg High QQ
10 Year High High Q
Overall Above Avg High QQ
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Schroders has negotiated a base fee of 0.65%
per annum of net assets. They are also entitled to
a performance fee, levied at 10% of the fund's
excess total return above a 7% hurdle rate (there
is no reference benchmark index given the fund's
stated aim for total return). Schroders agreed to
waive its fees for the first six months of its man-
agement from their appointment in March 2013.
The performance fee is calculated on a 12-month

basis and is subject to a high-water mark. The ag-
gregate of base and performance fees is capped
at 2% of net assets. The base management fee is
low compared with its category median, but the
performance fee could erode this cost advantage.
Further, we think it has some structural flaws: It's
only calculated over a 12-month period, which is
short in our view, and the absolute cap is high.
But we do like the fact the hurdle rate is high.

Gearing is achieved in this fund through an over-
draft rather than any structural debt and its max-
imum level is capped at 30% of total assets. The
new managers have yet to use the facility given
their views on current valuations; indeed, as of
June, many of their investee companies had been

reaching their price targets. Further, as part of the
new investment objective there is now some fo-
cus on capital preservation, so the active use of
gearing will likely be selective; they might,
however, use it tactically if the right opportunit-
ies arise.

The fund's objective is to achieve a high rate of
total return so income is of significance but its
level can fluctuate. The board usually approves
an annual dividend, typically comprised of one

payment. The board has also built the revenue re-
serves to a sufficient level to cover the current
annual dividend for well over four years.
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Fees

Management Fee % 0.65
Ongoing Charge ex Perf Fee % 1.05

Gearing

Total Assets £ Mil 172.6
Net Assets £ Mil 172.6

Dividends

Dividend History 2012 2013 2014

Dividend 3.25 3.25 3.25
Special Dividend 0.00 0.00 0.00

Total 3.25 3.25 3.25
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