
Until recently, China's economy was
insulated from the world. Strict capital
controls mean it still has limited
interaction. The Chinese authorities had a
mercantilist view: exports were good and
importing things that could be used to
make more exports was good; anything
else was bad. But if you want your
currency to acquire reserve status, as the
Chinese seem to do, you have to allow
capital to move more freely. We are
starting to see the opening up of China.
Capital is now flowing out as well as
flowing in. 

The result of this is sure to be more
turbulence. Even limited freedom will see
bigger swings in capital flows. These will

accentuate the swings in
China's financial markets,
which are likely to be
larger than those in
developed markets for
many years given their
short history.

So we will have to get
used to it being moves in
Shanghai rather than on

Wall Street that set the tone for global
financial markets. 

Trying to understand China is many
times harder than understanding the US.
Clearly you can now create convincing
bull and bear stories for China's economy.
The same was almost certainly true
during America's most explosive period of
growth at the end of the last century. The
lesson of that era is to watch out not for
recessions – these are bound to happen,
often on a regional rather than national
basis, and may have little effect on long-
term growth in stockmarkets – but for
banking crises, since these lead to many
bankruptcies and much greater disruption
than recessions. 

It is hard to see
a banking crisis in
China coming any
time soon. While
the state's credit is
good, so are its
state-owned banks.

TheIRSReport.co.uk

This is my third instalment of
my new Income For Life (IFL)

portfolio, launched as a successor
to the highly successful Rising
Income Retirement Portfolio
(RIRP), now in its eighth year. 

The good news is the markets
have fallen since I launched the
IFL portfolio in April; the shares I
bought then are now worth on
average some 7% less than I paid
for them.

I am particularly pleased that
the average share price fall since
April is almost exactly 7.5%, since
arithmetical magic means that as
I invest the rest of the portfolio it
will yield some 8% more than
originally envisaged last April, so
largely offsetting the Osborne "We
now really are in it together" 7.5%
hike in dividend tax which comes
into effect next April. 

The bad news is I had set
myself a very high target for IFL's
first-year yield – "as close as
possible to 4% net of basic rate
tax". The first year is always the
most difficult when building a
portfolio from scratch because of
the gap between companies' ex-

dividend dates and actually
receiving the first payouts. 

I wanted to try and replicate
the benefits from pound cost
averaging which worked so well
for the precursor of this portfolio,
the Rising Income Retirement
Portfolio. 

Struggling to gain cost
averaging benefits

But the RIRP took 7 years to
get fully invested, and the 12-
month time limit for the
construction of the IFL portfolio is
frankly not long enough to reap
the full benefits; pound cost
averaging only really comes right
over a full market cycle. Although
the market is usefully lower now
than it was when I started, in the
short term I have sacrificed first
year income for only slightly
higher long-term higher yields.

As an example, one of my
biggest fallers is Centrica, in
which I had invested £4,000 of
my guideline £5,000 maximum by
last July at an average price of
267p with a yield of 4.4%. Now
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Editor’s
view

A strong state has
strong banks

Douglas Moffitt

Lower prices are good 
for the IFL portfolio

Chris Gilchrist

My investment philosophy is unorthodox and contradicts most of the
churning methods of fund managers.

• I am a long-term investor.

• I hate trading: the only sure winners are the brokers.

• Once I have invested for an income stream I don't really care what the 
capital is worth, so long as the income is rising more than inflation. The 
one exception is when I have fortuitously generated big paper gains: 
these force me to consider what better I might do by reinvesting some of 
the profits.

• I am interested PRIMARILY in GROWTH of income: not necessarily high 
income, but significantly higher than I could get at a bank from day one. 

My aims with the IFL portfolio



they are down to 225p, giving
new investors a yield of over
5.3%. But in topping them up to
the maximum £5,000, this only
has the effect of raising the
average yield on the total
investment from 4.4% to 4.7%,
and because the ex-dividend date
falls a couple of days before our
publishing date, in the current
year I lose £53 of income which I
could have otherwise booked in
the first accounting year to end
March. It will take a long time for
the higher yield on the latest
purchase to make up that £53
deficit.

IFL will hit 5% yield
target

But we are where we are, and I
embark on this latest set of
purchases with the portfolio from
July (already just over half
invested) projected to exceed the
full year yield target of 5%. My
strategy this time is to maximise
income for the remainder of the
accounting year to end March by
topping up to the maximum

those shares going xd between
now and December, and choosing
6 new shares to bring the total
portfolio up to its full strength of
20 shares, most of them paying
out more than half their annual
dividends between now and
March.

So I am investing the bulk of
the remaining funds now and am
topping up every share by at least
a single thousand pound unit. To
capture any possible future
benefit from pound cost
averaging, where shares are not
going xd in the coming quarter I
am making only a minimum
£1,000 top-up now. This leaves
£12,000 available in January from
the notional £100,000 available to
top up the remaining shares in
which we have not yet invested

the maximum £5,000.

New buys have lower
yields

Apart from bank note printers
De La Rue, my new additions
Marston's, Sky and Real Estate
Investment Trusts Hansteen and
Tritax all yield a little less than
the initial selections, where I
naturally went for the higher-
yielding low hanging fruit. I have
resisted the temptation to
compensate by going for BHP
Billiton whose dividend for the
coming half-year alone comes to
4%, but in researching yield-
boosting alternatives I have
discovered Utilico Investments,
currently standing at a 25%
discount to net asset value as it
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Company Number of Price No. of Yield Next div Next div Xd date Projected p/a Income to
£1k units p shares % (1) date p income £ end Dec £

BAE Systems 5 483 1035 4.3 Dec 8.40 Oct 214.25 116.89

Br Am Tobacco 4 3484 115 4.3 May 100.60 Mar 172.50 28.65

Centrica 5 254 1965 4.7 Nov 3.57 Oct 235.21 134.41

Connect 4 152 2634 5.9 Feb 6.00 Jan 234.43 38.28

De La Rue 3 467 643 5.4 Jan 8.30 Dec 160.75

Esure 3 250 1202 5.9 May 11.70 Apr 176.69 33.05

GlaxoSmithKline 5 1433 349 5.6 Jan 19.00 Nov 279.20 90.06

GLI Finance 5 56 8852 8.9 Dec 1.25 Oct 442.60 214.00

Hansteen 3 117 2564 4.4 Dec 2.10 Oct 130.76 53.84

HSBC 5 528 947 6.0 Dec 6.37 Oct 301.59 22.10

Kier 4 1403 285 5.2 May 24.00 Mar 209.48 104.45

Manx Telecom 4 187 2141 5.4 Jun 6.60 May 216.24 147.01

Marston's 5 150 3332 4.5 Feb 4.30 Dec 226.58

National Grid 5 849 589 5.1 Jan 14.71 Nov 252.50 63.64

Shell 5 1950 257 6.2 Dec 30.00 Nov 308.40 181.80

Sky 5 1020 490 3.2 Nov 20.50 Oct 160.72 100.45

Tritax Big Box 5 125 4000 4.8 ?Dec ?1.5 ?Dec 240.00 60.00

United Utilities 4 921 434 4.1 Feb 12.56 Dec 163.62 53.30

Utilico Investments 5 111 4505 6.8 Dec 3.60 Nov 338.78 84.69

Vodafone 4 223 1794 5.0 Feb 3.60 Nov 201.29 69.27

Initial income 4,665.58 1,595.89

Total invested to date £88,010 Projected yield 5.3 1.8 (2)

Notes: Names of companies in bold show new additions; figures in red show increased holdings.  (1) Projected annual yield on
original sums invested.  (2) Yield based on total sums invested to date.

Income For Life PortfolioTable 1

RIRP summary performanceTable 2
Year 7 Year 8 % Y-O-Y Inflation

projected rise CPI% RPI%

Underlying income £6,268 £6,655 6.2% Zero 1.1
Bonuses £432 £2,861 562%
Total £6,700 £9,516 42%

Underlying yield 6.3% 6.69%
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shifts its investment priorities
from utilities and infrastructure
to technology. I shall now add
this to my own portfolio, as
hitherto all the shares for both
the RIRP and IFL are selections
from those I own, and this should
be no exception.

Before this issue's changes, my
projected income to end
December came to a little over
£1,100 representing a respectable
return on the sums invested by
July of over 2.2%. After this
issue's new purchases, and top
ups, shown in the final column of
Table 1, the end December cash
projection rises by nearly 50% to
nearly £1,600, but as a
percentage of the sums invested
it falls to under 2%. That still
gives an annualised return of
over 2.4%, equivalent under this
year's dividend taxation rules to
3% pre-tax from a bank, which is
more than most subscribers are
likely to be getting even on
maturing long term funds. The
full-year projection of yield from
the portfolio after these
purchases is 5.3%.

Since the IFL's investment
mandate for January, outlined
above, is straightforward, I shall
devote that month's article to
reviewing the 8th year of the

original portfolio, the RIRP. As
Table 2 shows, this has quietly
continued to deliver dividend
increases of over 6% so far this
year with absolutely no
management from me, in
addition to special dividends
equivalent to a further 2.7% of
the fund's value. 

As I have done with the RIRP, I
reserve the right to tinker with
some of the initial IFL share
selections next year when I may
jettison some of the initial
income-boosters in favour of

those with better prospects for
dividend growth, but I am
already confident that the IFL
will deliver similar inflation-
beating dividend growth from an
even higher first full year yield
than I had expected last April.

Very few unit trusts or OEICs investing in shares have a prospective dividend
yield as high as the IFL. My own view is that fund management charges are
far too high, and these eat up a high proportion of income – or charges are
deducted from capital, which is abhorrent to a long-term income investor like
me and is virtually fraudulent for investors who do not understand what is
going on under the bonnet. 
On top of that, most funds own 40 or more shares and attempt to allocate
their capital more or less in line with the “sectors” represented in the FTSE
100 or All-Share indices. While I avoid over-concentration in the IFL – I would
be wary of having too high a percentage of capital in utilities or banks – I do
not otherwise pay any attention to sectors.
And finally, most funds trade too much – it is hard to find one where annual
turnover is less than 25%, and even though trading costs in large stocks are
small, this still represents a drag on the returns investors can expect.
While my focus is entirely on long-term income, almost all fund managers
have total return objectives so they chase capital gains – mainly by trading –
which I regard as a mug's game that tends to turn investment into
speculation. 
My approach is much more like that of Warren Buffett. My preferred holding
time is forever – so long as dividends continue to grow faster than the rate of
inflation.

The IFL versus open-ended funds

Douglas Moffitt is
Consultant Editor to
Successful Personal
Investing, publishers of
The IRS Report.

Anthony Preston, the founder
of Pets at Home, opened his

first store in Chester in 1991.
Steady expansion followed for
several years until 1999 with the
acquisition of Petsmart bringing
the number of outlets up to 140
stores. The same year the
company introduced Companion
Care in-store vet practices with
full service including a 24 hour
emergency call-out. Five years

later, Bridgepoint, a European
private equity firm, stepped in to
buy the business with a total
enterprise value of £230m.

In 2007 they had 200 stores,
and innovative ideas such as pet
adoption, to provide new homes
for displaced or unwanted small
animals. The following year they
introduced online shopping and
expanded their support offices as
the number of stores increased to

220. By 2010 the number of units
had grown to 279 and the group
was bought by KKR (Kohlberg
Kravis Roberts), another private
equity house.

By 2012 there were over 300
retail outlets and the group
acquired the Equestrian
specialist, Ride-away. The
number of stores rose to more
than 360 as the group acquired

Recent price: 271p
52-week high/low: 307p/162p
Market cap: £1.34bn
ICB sector: Cons. Cyclical
EPIC CODE: PETS

Pets at Home

The company website, petsathome.com, was redesigned in 2014 and offers a
unique network of multi-channel websites across their different products as
well as the range of pet services through their vet practices and grooming
salons. The main site captures the highest levels of web traffic in the UK pet
retail market.

One-stop website for pet lovers

John Snowden

Profit where Pets come first
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Reviewed: 03/05/14 Price then: 164p Stopped price: 112p
Prev. comment: 07/02/15 Rev. by: JS ICB group/sector: Industrial

Regretfully the shares were stopped out on 21st August when I was taking a holiday break. The preliminary results for
the 30th June came out on 18th September. Revenue was down 10% and adjusted net profits after tax down 12% to
US$ 59.6m (US$67.5m). The diamond market was relatively weaker as was the Rand which had a positive influence. A
maiden dividend of US 3 cents will be paid for the year but this and the results were not enough to satisfy the
institutions and the share price dropped below 100p against our stop price of 112p. Coverage will be discontinued.

Attitude: Sold

Investment update Petra Diamonds (EPIC:PDL)

Vets4Pets.
Nick Wood came on board as

CEO in 2012. Prior to joining Pets
at Home, he was CEO of leading
golfing equipment retailer
American Golf.

Pets at Home Chief Financial
Officer, Ian Kellett, joined the
group in 2006. Previous
experience included finance
director of the Staples retail
business and between 1994 and
1999 he was deputy finance
director of JD Wetherspoon. 

£1.2bn IPO in 2014

By 2014, KKR had groomed the
company towards an IPO priced
at 245p, valuing the group at
£1.23bn.

After the float KKR still owned
46.2% of Pets with the company's
top managers owning a further
4.3%. The float raised £280m and
the IPO was used to pay down
debt and cover the transaction
costs.

It was hoped that the IPO
would spread the word to pet-
loving Britons to help boost the
number of stores from 369 to 500
at the rate of approximately 25
new stores per year. Similarly, the
plan is to boost the vet practices
to more than 700 over the
medium term.

Pets at Home is much more
than an ordinary retailer. This
year their VIP club reached a
membership of three million and
the company celebrated the

opening of its 300th vet practice.
The stores provide a unique retail
experience, unlike the animal
food sections in the
supermarkets, more like an
instore theatre with small
animals, fish and reptiles as the
stars.

Add-ons have high
margins

The add-on services to
customers include microchipping,
nutrition consultations and water
testing as well as care and
grooming rooms. The 180 Groom
Room salons provide bath and
blow dry, puppy grooming and
nail clipping.

In addition to expansion
through acquisition, they have
also created their own premium
High St pet presence. Set away
from retail parks and aimed
squarely at more affluent dog
owners, Barkers has a declared
objective of being “the best shop
for dogs. Ever”. With three sites
so far in Wilmslow, Ilkley and
Marlow, they offer a more
tailored experience for pampered
pooches from grooming to hypo-
allergenic foods and treats.

They have built on the
increasing sophistication of pet
food. These variations to suit
breed, age and health reflect pet
owners concerns that their pets
live as full lives as they can.
Catering for the growing trend in
“designer dogs” expands the
range even further. Pets at Home
offer all the leading brands but
have taken back a slice for
themselves by building their own
premium brands for cats and
dogs. Wainwrights was worth
£40.1m in the year to March 2015,

Selection Price Price Gain/ Stop loss Current EPIC
Company Date then P now P loss % Gain lock view code

Amerisur 06/12/14 39 25 -36 0 See opposite AMER
Bahamas Petrol 06/04/13 5.5 1.5 -73 0 Neutral BPC
Berendsen 07/08/10 392 1001 155 880 Neutral BRSN
Brady 01/03/14 64 90 41 76 Neutral BRY
EnQuest 06/12/14 46 28 -39 0 Neutral ENQ
Flybe 07/02/15 61 76 25 58 Neutral FLYB
Gem Diamonds 02/05/15 140 113 -19 101 Neutral GEMD
Hansteen 10/01/15 110 120 9 92 Neutral HSTN
ImmuPharma 04/07/15 46 40 -13 32 Positive IMM
Iomart 10/01/15 175 273 56 182 See page 7 IOM
ITM Power 06/12/14 30 27 -10 22 Positive ITM
IGas Energy 06/12/14 56 20 -64 0 Neutral IGAS
ITV 06/09/13 219 247 13 220 Neutral ITV
Johnson Service 07/12/13 49 88 80 49 Neutral JSG
Manx Telecom 05/04/14 160 186 16 159 Positive MANX
Park Group 07/03/15 59 80 36 43 Neutral PKG
Petra Diamonds 03/05/14 164 112 -32 112 See below PDL
Poundland 01/08/15 328 275 -16 246 Positive PLND
Sprue Aegis 05/09/15 310 314 1 248 Positive SPRP
Verizon* 04/03/14 2711 2900 7 2900 Stopped VZC
Vodafone 06/06/15 251 207 -18 188 Positive VOD
Walker Grnbank 08/01/11 51 201 294 141 Neutral WGB 
Changes to SL or opinion since last time in red. * converted from base currency.

Poundland received final clearance from the competition regulator for its bid for 99p Stores. The
regulator took over six months to withdraw objections that the deal could be bad for consumers.

Portfolio John Snowden’s selections
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a rise of over 44% on the year
before. It’s an important slice of
the £2.8bn annual pet food
market, which is currently
expanding at 10% per year. 

Spanking growth rate in
sales and earnings

On the financial front for the
year ending 26th March, total
revenues increased by 9.6% to
£729.1m with merchandise up
8.3%, food up 9.8% and

accessories up 6.6%. Services
increased by 25.2% while joint
venture vet practices were 30.7%
ahead. Profits before tax were
£87.0m producing basic earnings
per share of 13.5p. The total
dividend being paid for the year
was 5.4p per share. In the longer
term, growth at these rates may
not be sustainable, but there is
certainly scope for expansion at
far higher rates than most
retailers can expect.

The group has had a positive

start for the first quarter of this
financial year and shareholders
will see the result when the
group reports its interim figures
on 24th November. I expect the
shares to have some sort of run
ahead of the results, barring
bearish market conditions.

I've been using my
computerised stock picker,

TMR, for getting on for twenty
years. Over that time it has
evolved considerably and the
data available digitally has
improved both in quality and
quantity. Inevitably that leads to
some interesting changes and, I
hope, improvements. 

Periodically I run an
assessment version of TMR to
see if its 12 parameters need
revising and this year's run has
produced some interesting
changes, particularly in easing
the values of stop-losses and
gain-locks which it recommends.
By easing I mean increasing the
percentage decline that is
regarded as a trigger to sell. 

Stop-losses and gain-locks
have one central purpose: to
preserve investment capital. Not
every investing decision is going
to be profitable – such perfection

is only a dream. But if good
decisions can be protected and
poor decisions excised
automatically, it removes a great
deal of worry for the investor. 

Taking the emotion out
of selling

The stop-loss does just this.
Setting an automatic price below
which an investment will not be
retained – perhaps even setting
an automatic sale with one's
broker – means that the share
price doesn't have to be
consulted neurotically.

TMR divides stocks and shares
into six groups, based on the
FTSE indices: Gilts, FTSE 100,
FTSE 250, FTSE Small Caps,
FTSE Fledgling and FTSE AIM
100. (I have a prejudiced aversion
to unit trusts and don't analyse
these.) Each group has its own
value of stop-loss, evaluated

using constituents' prices going
back to 1994, where appropriate.
The stop-losses follow a fairly
logical sequence, with one
exception, as shown in the table.

What the table means is that if
a security is bought, it is held
until its price falls by the
percentage of the purchase price
shown above. For example, if a
gilt is bought at a price of 110, it
would remain in the portfolio
unless its price fell by
110*(24.8%) which would take it
down to 82.72. As might be

Roy Tipping

Tough times lead TMR to ease stop-losses

John Snowden is an
experienced stockmarket
commentator and investor.

Index Stop-loss
Gilts 24.8%
FTSE 100 72.1%
FTSE 250 38.7%
Small Caps 41.0%
Fledgling 39.4%
AIM 49.9%

TMR Stop-losses

Reviewed: 06/12/14 Price then: 39p Recent price: 25p
Prev. comment: 07/02/15 Rev. by: JS ICB group/sector: Oil & Gas

The interim results to 30th June reflected the sharp fall in the oil price. The average production of 4,524 BOPD for H1
2015 realised an average price of US$49 per barrel. At the interim stage revenues fell from US $114.1m to US$ 40.3m.
Positive cash-flow for the period was US$8.1m against US$62.3m H1 2014 giving an operating loss before tax of US$
6.5m (US$51.5m). The company remained debt free on 30th June with cash on deposit of US$55.6m. 

The largest project remains the Oleoducto Binacional Amerisur (OBA) interconnector pipeline. An agreement has been
signed for the construction and use of the pipeline from the Ecuadorian border to the point of connection for the RODA
gathering system to transport Amerisur's crude oil. Once the pipeline is up and running next year Amerisur's costs will
fall from $27 to approximately $16 per barrel with production from Platanillo ramped up to 5,000 barrels per day. The
board has repositioned well to deal with the current conditions.

Attitude: Neutral

Investment update Amerisur Resources (EPIC:AMER)
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expected, TMR shows that
bigger head room is needed as
the security falls into a category
that is more volatile. An AIM
stock bought at a price of 110
would be retained until its price
fell by 110*(49.9%), which gives a
sell level of 55.11.

The oddity is FTSE 100
constituents. A recommendation
to hold them until the price has

fallen by nearly three-quarters of
the purchase price is, in effect, an
instruction to buy-and-hold any
purchase from the main index
which TMR has recommended
and which has fallen below the
buy price. Once the price moves
into profitable territory, the gain-
lock will eventually take over.

The TMR portfolio holds six of
these large cap shares: three

(British Land, Diageo and
Persimmon) certainly look like
buy-and-hold candidates, but
Burberry and Tesco are basket
cases at the moment, though
nowhere near breaking the 72.1%
stop-loss level.

The gain-lock is more complex.
A share that is losing value
below its purchase price is
worrying enough; the stop-loss
helps decide when to admit
you've made a mistake. But what
if you've struck lucky and the
share is rising in price? It won't
be a smooth rise – there will be
days when it starts to slide
backwards, and then the problem
is to decide whether this natural
volatility is just a blip, or the end
of the good times. 

How to lock in profits

The gain-lock solves the
problem. Suppose you've bought
a share at 100 and the
recommended gain-lock is 20%. If
the share price rises sufficiently
that the new price less the gain-
lock exceeds the purchase price,
the gain-lock supplants the fixed
price stop-loss and follows the
share price upwards. In this case

Company Review Price Price Gain/ TMR Stop-loss/ EPIC
Date then p now p Loss% Status Gain-lock%

Artemis Alpha 08/01/2011 315 262.75 -17 Positive 186 ATS
British Land 03/11/2012 533.5 805 51 Positive++ 568/ 64% BLND
Burberry 07/02/2015 1767 1333 -25 Neutral+ 493 BRBY
Capital & Regional 13/03/2014 49.7 66 33 Positive+ 29 CAL
Carclo 01/08/2015 142.25 145.25 2 Positive+ 84 CAR
City of London Grp 02/04/2015 26.75 27.75 4 Positive 16 CIN
Dee Valley Grp 07/01/2012 1300 1407.5 8 Neutral+ 788 DVW
Diageo 14/01/2006 845 1716.5 103 Positive+ 1370/ 64% DGE
Goals Soccer 13/03/2014 235 157.5 -33 Positive++ 118 GOAL
Interserve 05/01/2012 318 552 74 Positive++ 195 IRV
Intu Properties 03/11/2012 337 311 -8 Positive+ 94 INTU
Jelf Group 02/02/2013 87 214 146 Sold 147/ 64% JLF
JKX Oil & Gas 01/08/2015 16.25 17.25 6 Neutral 10 JKX
JPMorgan 
US Smaller Co. IT 05/01/2012 92.7 174.5 88 Positive 56 JUSC
Laird 08/01/2011 173 358.75 107 Positive++ 106 LRD
Man Group 04/05/2013 120 154.25 29 Positive+ 74 EMG
Mid Wynd Int IT 06/01/2010 169 317.5 88 Neutral 103 MWY
Mulberry 02/05/2005 920.25 900 -2 Positive 461 MUL
Nat. Express 05/09/2009 242 282.75 17 Neutral+ 148 NEX
Northgate 02/02/2013 328 469.75 43 Positive+ 201 NTG
Persimmon 05/03/2011 459.5 2041 344 Positive++ 1370/ 64% PSN
Quindell* 01/08/2015 89.5 100 12 Positive++ 45 QPP
Redrow 13/03/2014 315.3 460.5 46 Positive+ 193 RDW
Renew Holdings 07/05/2011 73 326.5 347 Neutral++ 230/ 67% RNWH
S&U 05/01/2012 615 2500 307 Positive++ 1084/ 43% SUS
Tesco 01/08/2015 211.6 168.2 -21 Neutral++ 59 TSCO
Young & Co's A 03/11/2013 1027.5 1205 17 Positive 515 YNGA

Dr. Tipping and his wife own shares in most of the above companies. Companies in bold are new
selections from previous issue. Changes in status or stop-loss/gain-lock in bold type + with status
indicates broker consensus. M= Mildly S = Strongly

Portfolio TMR selections, status and stop-losses

Index Gain-lock
Gilts 14.2%
FTSE 100 35.7%
FTSE 250 68.5%
Small Caps 57.3%
Fledgling 86.8%
AIM 32.5%

TMR Gain-locks

Reviewed: 01/10/11 Price then: 570p Recent price: 397p
Prev. comment: 11/01/14 Rev. by: PS ICB group/sector: Insurance

It's back to the drawing board at RSA Insurance. The shares have settled at around the £4 line where they were trading
before the unsolicited approach from Zurich Insurance over the summer. With Zurich having pulled out, the question is
what happens now. RSA has been at pains to stress that the collapse of the talks was in no way down to any skeletons
being discovered in the RSA cupboard. 

The company appears to have traded well in recent months while the sale of the Latin American business for around
£400m is a boost for group solvency, even if it dilutes earnings. When Zurich made its move, talk was of interest from
potential counter-bidders such as Italy's Generali or Germany's Allianz. Analysts generally discount such a possibility,
certainly at anything like the 550p that Zurich talked of paying. Meanwhile, the restructuring being conducted by chief
executive Stephen Hester will take time to throw up genuine value.

Attitude: Negative

Investment update RSA Insurance (EPIC:RSA)
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the trigger point is a price of 125
(125*(80%) =100). Suppose the
share has doubled in price to 200.
The gain-lock has followed
upwards to a value of 160
(200*(80%)). If the price now slips
back, the gain-lock doesn't
change from 160 while the share
price is falling – it is always a
percentage of the most recent
high in the share's price. If the
price recovers past 200 the gain-
lock once more starts to rise in
tandem until the next setback.

TMR's values for gain-locks are
much less intuitive than the
values given for stop-losses.

What this means is that once
gilts (especially), FTSE 100 and
AIM stocks have moved into
profitable territory, any modest
relapse in price should be treated
as a signal to sell. Investors
buying smaller companies on the
main exchange should be more
relaxed. Fledgling companies
especially require very little

action once the price has
approached the magic doubling
in value from purchase. A fall in
price of 86.8% from a recent high
is, in effect, liquidation!

You might argue, for example,
that a company deciding to de-
list from one of the smaller main
indices to the AIM index doesn't
automatically become a much
bigger risk, since the company
has hardly changed. But the
important thing that TMR seems
to uncover is that the attitude of
investors has changed, and it is
their behaviour which makes a
stable share price a volatile one.

On the basis of previous
analyses I am confident that
applying both stop-losses and
gain-locks improves investment
returns. I always use them with
my own investments.

Stock updates

Jelf (JLF, 214p) has been the

subject of a successful take-over
for cash and has been removed
from the TMR portfolio for a profit
of 146% over a period of two-and-
a-half years.

City of London Group (CIN,
27.75p) is in the process of de-
listing from the stock exchange
and moving to AIM.

Quindell (QPP, 100p) was
suspended at the time of my last
article. Its purchase price in the
TMR portfolio table is the price
available on the day that the
suspension was lifted.

Many of the stop-losses and
gain-locks in the TMR portfolio
have changed – please take note. 

Roy Tipping created his
own TMR system to aid
his personal investing.

If China really had had a
gigantic bull market, then the

tumble of recent months would
not have any sensible investor
getting ready to buy. But as my
chart shows, this simply hasn't
happened. It is only the domestic
indices of speculative stocks that
soared – in the case of the
Shanghai Composite, by 120%
from last October to June 2015.

But look at the poor old Hang
Seng index of blue chip HK and
China shares – it managed just a
40% gain over the same period
and after the crash it is now
trading at last October's level.

Given the bungled way the
authorities tried to put a floor
under the market, it's not
surprising that most now
mistrust all official

pronouncements. But last week
the government confirmed it
wanted to sell off more stakes in
State Owned Enterprises. That
simply will not be possible until
and unless domestic sentiment
improves. 

Meanwhile the FT reports that
the powerhouse factories in
South China are struggling to
recruit enough workers to keep

Chris Gilchrist

How cheap is China? – an update

Reviewed: 10/01/15 Price then: 175p Recent price: 273p
Prev. comment: 10/01/15 Rev. by: JS ICB group/sector: Technology

For the year ending 31st March revenue growth was 18% rising from £55.6m to £65.8m with adjusted pre-tax profit up
11% from £9.7m to £10.8m. Basic earnings per share from operations increased by 14% to 8.34p (7.30p). The proposed
final dividend is up 43% to 2.50p.

Iomart is continuing to concentrate on building relationships with major players to develop Hybrid Cloud opportunities.
The acquisitions for the period include Systems Up to address the public cloud, and ServerSpace, a hosting and cloud
company, for £4.25m. The latter is based in London and provides hosting, colocation and connectivity services and was
named by Deloittes as one of the fastest growing UK tech companies in both 2012 and 2013. As a subsidiary of Iomart
which operates eight data centres in the UK, this should result in a substantial saving in overheads.

I believe Iomart will become a core holding for private client portfolios. 

Attitude: Positive

Investment update Iomart (EPIC:IOM)
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We welcome your questions...
If you have an investment query you would

like to see answered in the Q&A please
contact the editor. We regret we are unable
to answer you other than in print nor give

advice over the phone.

The IRS Report

Reviewed: 01/02/14 Price then: 245p Reent price: 165p
Prev. comment: 04/04/15 Rev. by: PS ICB group/sector: Retailers

A fall of 2.7% in like-for-like sales at the half-way stage suggests Wm Morrison's new CEO David Potts has a lot of work
to do. He confesses that the turnaround will take “years not months”, an admission that has further undermined the
share price. He is clearly selling off or closing underperforming stores at a rapid rate, disposing of unwanted properties
and has got shot of 140 convenience stores. 

Debt is now under £2.1bn compared with over £2.8bn less than a year ago. The £1bn cost-saving programme is on
track, as is the target of achieving £2bn of operating free cash flow this year. But the shares are unlikely to change
course until Potts can show that customers are flocking back to the stores and sales growing again.

Attitude: Positive

Investment update Wm Morrisons (EPIC:MRW)

their production lines for Apple,
Benetton and others humming.
And retail sales are rising at
around 10% and so are wages. 

So I think investors should
either start investing or add to
their China holdings in coming
months. Fidelity China Special
Situations investment trust, with
30% gearing and at a 15%

discount, is my own choice.
But real contrarians should be

looking at Latin America. Here is
an investment that has fallen by
20% over three months, 25-30%
over six months and by 35-50%
over the past 12 months. This is
the one to buy if you want to
prove your contrarian credentials. 

I have indeed started buying,

on a monthly drip-purchase. I
have chosen Invesco Perpetual
Latin America, an OEIC managed
by Dean Newman, IP's head of
emerging market equities who
has been managing this fund
since 1994. He has seen this
movie before. Rollercoasters can
go up as well as down. 

Performance of the China stockmarket indices

Key :•A Shanghai SE composite•B CSI 300 growth•C MSCI China •D Hang Seng •E MSCI emerging markets

Source: Financial Express
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