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PEW TR on Gross Assets vs.FTSE All World Utilities over 5 years

PEW does not have a 
benchmark but, for 
comparison purposes, 
we have used the FTSE 
All-World Utilities Index 
throughout this report.

Premier Energy & Water's interim results show that the portfolio beat comparable 
indices over the first half of 2014 and the gross assets outperformed again in July, 
further extending the run of good performance generated by the fund since the 
manager and the investment approach changed two years ago. 

After consulting shareholders (holders of both the ordinary and zero dividend 
preference shares), the Board believes there is appetite for the company to 
continue beyond its planned wind up date in 2015 and is putting forward proposals 
to restructure the company. We think investors should vote in favour of the Board's 
proposals at the EGM planned for 27 August 2014. 

We also note that the discount on PEW's ordinary shares has narrowed in recent 
weeks. We see no reason why this should not be sustained and believe there 
should be scope, post the restructuring, to expand the fund.

2014 H1 performance ahead of comparable indices

Over the six months ended 30 June 2014, the gross assets total return for PEW was 12.6%. 
This was in line with the FTSE All World Utilities Index (+12.4%) and compares favourably to 
the FTSE All World Index (+3.1%) and the FTSE All-Share Index (+1.6%). Thanks to the gearing 
effect of the zero dividend preference shares, the net asset value of PEW's ordinary shares 
rose by 20.6% to 202.05p. PEW's discount at the end of June 2014 was 8.4%, slightly wider 
than its level of 6.1% at the end of December 2013 but has narrowed again since. The total 
return on net assets for the ordinary shares was 26.8% for the period. The total return on 
the share price was 23.0%. The underlying dividend for the period was increased by 5.6% to 
3.8p (from 3.6p). We go into the factors that drove PEW's performance in H1 2014 overleaf.  

Restructuring to allow PEW to continue beyond 2015

The proposals being put to investors will move the zero dividend preference share liability 
into a subsidiary, swapping one ZDP issue for another identical one. The rights and returns 
of ZDP holders will, for all intents and purposes, be unaffected by this but PEW will no longer 
face a wind up in 2015. Post the vote, PEW will have an indefinite life but shareholders will 
be given the chance to vote on the continuation of the company at the AGM in 2020 and 
five yearly thereafter. The EGM to approve the proposals also includes a vote on renewing 
the Board's authority to issue stock, potentially enabling an expansion of the company.
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Base Currency
Ordinary share price
Ordinary share NAV
Discount (-ve) / Premium (+ve)
Ordinary share yield

Pound Sterling
1.88
1.94

-2.30
6.95

AIC Sector
Benchmark

Split Capital
None

ZDP price
ZDP NAV
Ongoing charges (%) on ords
Ongoing charges (%) on gross assets

2.12
2.03
3.90
1.40
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Portfolio concentration 31/07/14

Top ten = 43.4%

OPG Power Ventures
Renewable Energy Generation
China Power Intl. Develop
Huaneng Power International
Fortune Oil
Ecofin Water & Power CULS
GDF Suez
SSE
Tenaga Nasional Bhd
Enersis

9.5%
6.3%
3.9%
3.8%
3.6%
3.6%
3.2%
3.2%
3.2%
3.1%

Portfolio split by sector 31/07/14

Portfolio split by asset type 31/07/14

Portfolio split by geography 31/07/14

Behind the numbers - what drove performance in H1 2014?

Good performance by utilities

Good performance from some 
of PEW's largest holdings

Since the period end

While investors took profits on highly rated "growth" 
sectors such as Technology and Biotechnology in H1 2014, 
the FTSE All World Utilities Index delivered a return well 
ahead of the FTSE All World Index. The manager attributes 
this to a realisation by investors that interest rates will stay 
lower for longer - increasing the attraction of reliable yield 
plays in the utilities sector; the use of the sector as a safe 
haven in a time of political unrest; and a rebound after 
prolonged underperformance by the sector had left it 
looking attractively valued.

The managers say the best place to be was "safe haven" 
developed markets with low interest rate expectations - the 
Euro Stoxx 600 Utilities Index returned 14.4% and the S&P 
500 Utilities Index returned 14.9%. By contrast the MSCI 
EM Utilities Index returned 10.0%. In the UK worries about 
the  possible impact on the utilities sector of the 2015 
General Election tempered enthusiasm. 

Coal fired power producer, OPG Power Ventures is PEW’s 
largest holding. It was also one of PEW’s best performing 
investments in H1 2014. OPG’s shares rose by 75% as the 
company reported excellent results (finals announced in 
May 2014 showed EPS up by 71% in Sterling terms - over 
100% in local currency) and in anticipation of growth to 
come (480MW of new capacity is due to come on stream 
before April 2015). PEW trimmed its position in OPG but it 
still represented 9.5% of the portfolio at the end of July.

Fortune Oil’s share price rose sharply in during February 
and March and gained almost 30% over H1 2014. The 
manager points out though that Fortune’s associate 
company, China Gas Holdings, rose by over 41% during the 
period. As China Gas accounts for much of Fortune’s value, 
Fortune finished the period at a wider valuation discount 
than it started. At the end of June, China Gas reported 
profits up 46% year on year having secured over 50 new 
contracts to supply gas to Chinese cities.

The shares of Chinese thermal power producer, 
Hauneng Power, were up almost 25% during the period. 
Falling coal prices are translating into increased margins for 
this company (and the same goes for China Power 
International, another top ten holding).

In our note published early in June we also mentioned 
PEW’s holding in Essar Energy bonds – sold during the 
period for a 60% profit.

The portfolio information released as at end July 2014 
shows little material change on that for June, as you would 
expect given the manager's long-term (three to five year) 
time horizon. The utilities sector has given up some ground 
since the end of June but PEW's portfolio has proved to be 
more resilent (PEW's  total assets registered a fall of 1.3% in 
July vs. a fall of 2.8% for the FTSE All World Utilities Index.
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The aim of the proposals is to remove the need to wind up the fund in 2015 at the same time as the current zero 
dividend preference shares become due for repayment.

At present, under an arrangement put in place when the fund's life was last extended, the Board is obliged to call a 
meeting at the end of 2015 and put forward a resolution for the voluntary winding up of the company. Were the 
resolution to be carried, the portfolio would be liquidated, the ZDP shareholders repaid, and ordinary 
shareholders would then receive the residual value of the company after the costs of the wind up.

Given the performance of the fund since James Smith took over the management of the portfolio in June 2012 
(+42.2% at the gross assets level vs. a +20.9% return on the FTSE All World Utilities Index) it is unsurprising that 
many shareholders are keen to see the company continue. NB if the proposals are rejected, the managers would 
have to start to reduce some of their longer-term investment positions well in advance of the end of 2015.

To avoid the costs and disruption of restructuring the company in the future, the proposal is therefore to convert 
the Trust into one with an unlimited life. Part of this process requires the shifting of the ZDP liability into a 
subsidiary. This will enable the ZDPs to be repaid as an return of capital at the allotted date even if the company as 
a whole is not to be wound up. In the intervening period, the ZDPs will continue to provide gearing to the company 
as before.

ZDP shareholders are therefore being asked to swap their existing ZDPs for new ZDPs issued by the subsidiary 
with otherwise identical characteristics, with one exception, namely that ZDP shareholders will no longer be 
entitled to vote at Annual General Meetings of the company, in exchange for which they will be given "class rights" 
that protect their interests.

By approving the scheme, Ordinary shareholders will effectively be indicating that they are keen for the company 
to continue. However, they will be given another chance to vote on the continuation of the company in 2020 and 
every five years thereafter.

The Board will consider the options for refinancing the ZDP as their repayment date approaches. The issue of a 
replacement ZDP, with existing ZDP shareholders having preferential rights to roll over into the new issue without 
triggering a Capital Gains Tax liability, is a likely solution.

If the restructuring proposals are passed, the Board hopes that the fund will be able to expand by issuing new 
shares, both Ordinary shares and ZDPs. They have said though that the existing cover test for issuing new ZDPs, 
unmatched with new ordinary shares, will be tightened by excluding the revenue reserve, and that ZDPs will only 
be issued when their cover is at least 1.5x or when cover post issue would not be reduced. To enable the Board to 
issue new ZDP and ordinary shares which are non-dilutive to net asset value, it is seeking shareholder approval to 
do so on a non-preemptive basis.

PEW has substantial revenue reserves. Last year the Board adopted a policy of running these down through the 
payment of additional dividends of 0.75p per quarter until the end of 2015. Thereafter the dividend policy will 
clearly be influenced both by the performance and makeup of PEW's portfolio and the extent of gearing in PEW's 
structure.

It seems to us that it is in the best interests of both ZDP and Ordinary shareholders to approve these 
proposals. 

Ordinary shareholders are paying for the cost of implementing the restructuring but they get the chance 
to remain invested in a successful fund without having to worry about the manager's investment style
being compromised by a looming liquidation vote. In addition, in our view the chance of the fund 
expanding is enhanced by the proposals. This could have a beneficial impact on the fund's ongoing 
charges ratio and improve liquidity in the Ordinary shares.

ZDP holders get the same return as before but, under these proposals, they also get improved prospects 
for a rollover of their investment if the Board decides to issue new zero dividend preference shares in 
2015, likely with preferential rights to do so. 

Decent performance merits 
keeping the fund going 
beyond 2015

ZDP liability shifted to a 
subsidiary - ZDP holders' 
rights barely affected

Five-yearly continuation votes

Possible new zero issue post 
2015

Fund has chance to expand

No impact on current 
dividend policy

Our thoughts

The Restructuring Proposals - extending the life of the fund

Page 3



MARTEN & COPremier Energy & Water : PEW

Ordinary share NAV monthly performance relative to FTSE AW Utilities
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year

2014
2013
2012
2011
2010
2009

-0.49 12.32 0.64 -5.94 9.22 -2.19 -0.85
9.94 9.05 5.71 3.72 9.70 -3.13 1.66 -7.55 0.94 10.64 3.74 -0.38
5.29 7.86 4.66 -7.80 -10.67 7.64 -5.03 0.14 -0.79 3.27 -6.12 1.93

-2.10 -3.53 5.88 -1.98 -1.45 -3.62 -6.32 -8.14 -10.75 3.86 -3.54 -2.21
-2.50 2.24 11.30 -2.31 -5.75 -6.29 2.66 -2.10 3.22 0.30 -0.69 5.19
-5.08 -1.37 4.73 5.21 3.82 0.51 1.39 -0.56 3.48 -1.26 2.29 0.78

53.58
-2.59

-29.15
2.76

12.98

Commentary on recent performance

Although, at the gross assets level, the fund outperformed the FTSE All World Utilities 
Index by some margin in July, the gearing effect of the zeros led to a small 
underperformance for the Ordinary shareholders during the month.

1 month 3 months 6 months 1 year 2 years 3 years 4 years 5 years 10 years

Premier Energy and Water

FTSE AW Utilities

-3.68

-2.83

6.85

1.08

22.16

9.00

21.56

2.95

90.59

17.02

51.81

17.06

43.72

20.60

60.71

32.92

191.12

144.60

Ordinary share NAV and benchmark total return to end July 2014

Time Period: 01/06/2012 to 31/07/2014

07/2012 10/2012 01/2013 04/2013 07/2013 10/2013 01/2014 04/2014 07/2014
-40.0%

0.0%

40.0%

80.0%

120.0%

Premier Energy and Water FTSE AW Utilities

Performance

Fund B'mark
Months of longest upturn
Upward move %
Run started
Run ended
Months of longest downturn
Downward move %
Run started
Run ended

6
66.52

01/12/2012
31/05/2013

6
-33.08

01/04/2011
30/09/2011

6
12.48

01/01/2014
30/06/2014

3
-7.95

01/04/2010
30/06/2010

Five year Bull and Bear returns

Time Period: 01/08/2009 to 31/07/2014

Fund B'mark
Best Month (%)
Worst Month (%)
Best Quarter (%)
Worst Quarter (%)
Up Months (%)
Down Months (%)

15.5
-13.6
42.2

-29.5
50.0
50.0

5.8
-7.4
13.3
-7.9
63.3
36.7

ZDP share price vs. ZDP NAV

Time Period 17/12/2009 to 31/07/2014

Ordinary share price vs. benchmark

Time Period: 01/08/2009 to 31/07/2014
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Five year return/risk analysis

Time Period: 01/09/2009 to 31/07/2014

Annualised Return
Excess Return
Standard Deviation
Sharpe Ratio
Tracking Error
Beta

8.99

26.46
4.24

19.36
0.44

2.01
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the income from them can go down as well as up. Exchange rates may also cause the value of underlying overseas investments to go down as well as 
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information contained on this note. 
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