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OUR FUND PROFILES provide an in-depth review of our leading rated funds and are designed to give advisers, paraplanners and analysts an ‘under

the bonnet’ view of the fund. In providing more detailed commentary than a standard fund factsheet we believe our fund profiles set the standard for
the next generation of research notes, aiding in fund selection and in meeting the ongoing suitability requirements expected by the FCA, and helping
ensure firms deliver good client outcomes.

All of our rated funds are subject to rigorous and ongoing scrutiny on both a qualitative and quantitative basis. Our fund methodology is available for
download from the RSMR Hub — www.rsmr.co.uk

The SVS Church House TENAX Absolute Return Strategies fund has been an RSMR rated fund since March 2018, but the fund was launched back in
November 2007 under the current fund management team as a low risk investment for an individual private client. It subsequently became available to
a wider investor base and has seen a decent increase in assets under management in recent years.

The fund aims to produce a positive return over rolling twelve-month periods with low volatility through investment in a diversified portfolio of attractively
valued assets but with limited exposure to more volatile asset classes. Risk management is a key part of the investment process with the managers
focusing on capital preservation and minimising drawdowns through a very actively managed portfolio consisting predominantly of directly held
investments but with some collectives exposure mainly to access more specialist asset classes.

The SVS Church House TENAX Absolute Return Strategies fund represents a strong option for investors looking for a multi-asset investment that
prioritises capital preservation with good risk management, aiming to limit drawdowns in more difficult market conditions whilst participating in some of
the upside during a more buoyant investment environment.

Stewart Smith, Investment Research Manager, RSMR

Stewart joined RSMR in August 2011 and has played a key role in the development of the
market-leading RSMR ratings service and also manages a large number of bespoke advisory
portfolios on behalf of a wide range of IFA clients.

Stewart joined RSMR from Honister Capital where he was part of the internal research team
responsible for fund and product research, including construction of the recommended fund
and product list for the company’s financial advisers involving, amongst other things, face-to-
face meetings with the fund managers and attending conferences.
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THE IA TARGETED ABSOLUTE RETURN SECTOR

The SVS Church House TENAX Absolute Return Strategies fund sits within
the IA Targeted Absolute Return sector, which comprises funds managed
with the aim of delivering positive returns in any market conditions,
although returns are not guaranteed. At the time of writing, the sector
contains 106 funds managed by 64 different investment management
companies and within this there is a wide dispersion of investment
approaches, geographic focus, underlying asset class exposures etc.

Funds in this sector must clearly state the timeframe over which they

aim to meet their stated objective to allow the IA and investors to make a
distinction between funds on this basis. The timeframe must be no longer
than three years.

The IA themselves state that the sector includes a wide range of different
types of funds targeting a positive return in any market conditions. Funds
will employ diverse investment strategies designed to deliver a variety of
outcomes and will often use derivatives within the investment process.
Funds may use different benchmarks, manage to different timescales and
present different risk characteristics, making performance comparisons
across the whole sector inappropriate.

Strategies include long/short (equity, fixed income and multi-asset),
market neutral equity, fixed interest macro, global macro, credit and
emerging market debt. These strategies are likely to perform differently at
different times of the economic and market cycle and this has been seen
in funds adopting a long / short equity strategy where rising, and very
high, stock correlations made positive returns very difficult to achieve,
demonstrating that Targeted Absolute Return is an investment objective,
not a guarantee.

There are also quite wide differences in the risks of the funds, even
amongst funds adopting the same type of strategy. A simple, but not
necessarily simplistic, way to look at this is to say that, if a fund has
delivered strong upside, it has the potential to fall in a similar manner.

The Targeted Absolute Return sector was once thought of as a panacea,
however, as in most areas of investment, it is not that simple, with the
funds providing a range of returns and even similar funds producing vastly
different returns. For many of these funds, the absence of a ‘market
return’ (e.g. dividends or index growth), if combined with a poor manager,
could result in investor losses. The expertise of the fund manager is
crucial in this area, and it is important to look for a manager/management
team with a proven record.



CHURCH HOUSE INVESTMENT MANAGEMENT

Church House Investments Limited was established in 1999 as a wholly
owned subsidiary of Church House Trust PLC. The Investment Management
team completed a successful MBO in January 2010 following the sale of
Church House Trust to Virgin Money holdings. Church House Investments
Limited is a privately held company, majority owned by the directors with a
20% stake held by The Cayzer Trust Company, and currently has over £1bn
of assets under management (source: Church House).

They manage six UK regulated funds and also manage a bespoke private
client service through a range of risk-designated discretionary portfolios.
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SVS CHURCH HOUSE TENAX ABSOLUTE RETURN STRATEGIES FUND

Managers  Jeremy Wharton and James Mahon
Structure UK OEIC (UCITS)*

IA Sector Targeted Absolute Return
Launched  22nd November 2007

Fund Size  £491m (31st March 2022)

*The fund changed to a UCITS structure from Non-UCITS Retail in August 2020

The fund was initially launched for an individual private client investor

and for a number of years only held internal private client money. It was
subsequently opened up to external investors and the fund size has grown
consistently since.

Fund Objectives & Targets

The fund has an absolute return objective, aiming to achieve positive returns
over rolling twelve-month periods at low levels of volatility. Capital invested
in the fund is at risk, there is no guarantee that a positive return will be
achieved over a rolling twelve-month, or any other, period. The portfolio is
diverse across asset classes; investments are principally direct (it is not a
fund-of-funds) but other funds may be held to provide further diversification.
The benchmark for the fund is currently Bank of England Sterling Overnight
Index Average (SONIA) having previously been 3-month LIBOR. Capital
preservation is key; the fund is prepared to hold high proportions in cash and
other low-risk assets.

The fund has a theoretical sensitivity (beta) to UK equities of 0.2 to 0.3 but
the actual number has generally been lower than this.

Fund AMC OCF
SVS Church House TENAX Absolute Return Strategies B Acc | 0.875% | 0.99%
SVS Church House TENAX Absolute Return Strategies CAcc | 0.75% | 0.87%

Source: Church House, 31st March 2022

Fund Management Team

The fund has been co-managed by James Mahon and Jeremy Wharton
since its launch in November 2007.

James Mahon, Director and Joint Chief Investment Officer

James Mahon is a Director and Joint Chief Investment Officer of Church
House. His background includes being an options trader, involved in
equities hedging, then portfolio management before establishing Church
House Investment Management in 1999. He became a member of the
London Stock Exchange in 1980 and has held a number of senior posts
including being a partner in stockbrokers Galloway & Pearson, a director of
Hoare Govett and Managing Director of Archdale Securities. Working with
the Investment Committee he is responsible for the overall asset allocation
strategy for all client portfolios.

James is a Chartered Member of the Chartered Institute for Securities and
Investment (MCSI).

Jeremy Wharton, Chief Executive and Joint Chief Investment
Officer

Jeremy Wharton is Chief Executive and Joint Chief Investment Officer of
Church House with a particular involvement in fixed income. He had a
14 year career in the city during which he worked in the gilt market for
Laurie Milbank, Chase Manhattan and Butler Harlow before co-founding
an independent gilt broker, Liberty Gilts. He then spent 5 years as a
professional investor in derivatives, trading a global macro derivatives
book, before joining Church House in 2004. He is lead manager of the
Church House Investment Grade Fixed Interest Fund and co-manages the
TENAX Absolute Return Strategies Fund.

Jeremy is a Chartered Fellow of the Chartered Institute of Securities &
Investment (FCSI).

In addition to the existing resources of the wider investment team, a senior
credit analyst who Jeremy Wharton knows very well joined in January
2022 to work alongside him on the fixed income side of the business.



Investment Philosophy and Process

Investment Philosophy

The points below detail the investment philosophy behind the fund, which
reinforces the focus on low volatility and capital preservation.

I Fund management is all about risk management; an approach focused
solely on performance is in itself high risk.

I Volatility is a key element of risk and a useful measure, however for
most clients, the risk of permanent loss of capital is the most important
consideration.

I The fund managers view and manage risk in absolute terms believing
the only risk that matters is the risk of an investment falling in value.

I The fund managers understand that the money they manage belongs to
their clients and they want to see it rise in value.

I Costs consume returns. Church House strive to minimise the costs
associated with all their funds and portfolios.

Patient but opportunistic is how Jeremy Wharton sums up the philosophy.

Investment Process

The investment process combines a top-down framework, which contains
the risk controls and asset allocation parameters and controls the volatility
and beta of the portfolio, with bottom-up, valuation-driven security
selection. The latter is the main driver of performance, and the process
actively looks to benefit from short-term market volatility. Ideas from
some of the other Church House funds can often crystallise in the TENAX
fund, particularly in fixed income, which is a key part of this fund.

They look to invest across a broad range of asset classes within a
diversified portfolio of mainly direct investments with maximum, but no
minimum, limits on asset class weightings and a focus on fundamental
investing.

Asset Allocation

The approach is based loosely on the Yale Endowment model with a multi-
asset approach to portfolio construction but with much lower allocations
to more illiquid assets such as hedge funds and real estate. They look
at the macroeconomic background to assist with the strategic asset
allocation, but the main focus is on dynamic asset allocation and stock/
security selection within each asset class which the team believes will
give them the highest chance of achieving their positive return objective.
Although internal research informs most of their decisions, the team
buys in some macroeconomic research and uses some of the research
from their counterparties. The portfolio has a set of core positions where
fundamental analysis and market dynamics agree, and where these
factors do not agree, tactical positions are taken.

There are asset allocation guidelines both at main asset class and sub-
asset class level and these are detailed in the table below:
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Equity Hedge/Volatility
International Equity
Small Cap Equity

Private Equity UK/Europe
Private Equity US

Asset Class Sub-Asset Class Maximum Minimum Neutral

Cash/near cash - No maximum None 10%
UK Treasury Bills 35% None -
Short Dated-Gilts

Fixed Interest - 50% None 35%
FRN (<AAA) GBP 40% None -
FRN Capped/Collared GBP
FRN Foreign Currency
Sovereign/Supranational Debt
Corporate Debt GBP
Corporate Debt USD
Hybrid Corporate Debt GBP
Hybrid Corporate Debt USD
Zero Coupon Debt GBP
Distressed Debt
Index-Linked Sovereign Debt 20% None -
Index-Linked Corporate Debt GBP

Convertibles - 15% None 10%
Convertible Debt GBP 15% None -
Convertible Debt ex GBP

Alternative/Hedge - 20% None 12.5%
Infrastructure — Physical 10% None -
Infrastructure — Renewables
Macro Hedge Funds 15% None -
Hedge Funds — Equity Long/Short

Property/Real Estate - 15% None 5%
Commercial Property 15% None -
Commaodities

Equity - 25% None 20%
Long Equity 25% None -

The limit on equity exposure is to help minimise the fund’s volatility.




Underlying Investments

In line with the fund’s objective, all potential investments are looked

at from the viewpoint of being able to outperform cash, and portfolio
holdings will typically have a positive carry that the managers are
looking to compound over time. If the managers are unable to find
enough opportunities, they are willing to hold high levels of cash whilst
maintaining diversification amongst the remaining positions. They do
not wish to take high levels of risk in individual positions. Manager and
company meetings are also extensively employed. The managers tend
to have a list of favoured stocks and credits that meet their investment
criteria and which they actively monitor.

Fixed income and money market instruments will make up the majority of
the underlying assets in the fund at any one time. Corporate bonds have
been a big contributor to the returns of the fund and have tended to be
mainly short-dated and high quality, but the fund can invest in other fixed
income asset classes with higher yields when valuations are attractive.
Floating rate note exposure tends to be mostly secured debt, high quality
with minimal credit risk. The team prefer to invest directly into convertible
bonds but can use funds if deemed appropriate. The managers are

very active within the fixed income part of the portfolio, trading existing
holdings and looking for relative value opportunities, so turnover is
relatively high. The managers do their own trading, which helps to reduce
commission costs.

The managers rely on technical analysis, which is part of their trading
background and are willing to scale in and scale out of positions. They
apply the discipline of options and futures trading to long and short
equity positions. Tight stop-losses are implemented on initial purchase
and trailing stop-losses look to maintain the same stop-loss position as
share prices rise. This forms a strict sell discipline to ensure drawdowns
are limited. The team prefer less volatile or very lowly valued equities
with recovery potential and limited downside and investment trusts and
structured products may also be used. Property exposure will tend to

be through listed vehicles, equities and credit. The overall portfolio has
typically contained between 75 and 125 holdings, but the numbers are
likely to increase as the fund size grows.

As the fund size has grown, the managers have tended to participate

in primary issuance within fixed income markets and the more recent
purchases are typically the larger positions in the fund. Many of the smaller
holdings have been in the fund for some time and have performed well.

Currency tends not to be hedged, as the managers believe that varied
currency exposure adds to the diversification of the fund, although the
managers retain the ability to hedge if they feel that they are over-exposed
to any particular currency.

Risk Management

In addition to the asset allocation parameters mentioned earlier and the
risk management techniques mentioned within the investment process
(e.g. the equity stop-loss process), there are a number of other parameters
that the fund works within.

There is a maximum 5% exposure to any one counterparty (except the

UK government), which relates to all exposure to that counterparty across
the capital structure, a maximum 5% position of issued capital in any

one company, a maximum of 10% in collectives, a maximum of 10% in
securities of any one issuer/company and a maximum of 20% in unlisted
securities. Individual exposure to lower risk, higher quality assets (e.g.
AAA-rated bonds) will typically be a maximum of 2% to 2%2% and positions
within higher risk assets are typically limited to 0.5%.

Detailed monthly positions, performance and volatility reports go to
compliance and members of the Investment Committee, which meets
monthly. The portfolio is entered on Bloomberg and monitored by all the
team members.
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ESG Analysis

Firm Level

Selecting companies that have demonstrated sound corporate governance
has always been inherent to Church House’s due diligence and risk
management policy. They have become a successful signatory to the UK
Stewardship Code and this increases their accountability and transparency
to their ESG commitments. ESG is an agenda point at their monthly
Investment Committee and Executive Board meetings, which helps to
formally embed ESG into their investment process.

They view strong and sustainable ESG policies as key characteristics

of high quality companies. They see ESG as a positive risk mitigator
which has a positive effect on company fundamentals and the long-term
interests of shareholders. They will not necessarily view divestment as
the most beneficial course of action and where possible, they aim to help
drive a change to positive ESG integration via active engagement. They
look to invest in companies which demonstrate a strong willingness and
determination to carry out positive ESG practices.

Environmental concerns vary by company and, where concern is high
(i.e. energy), they assess the company’s long-term growth strategy and
trajectory of change towards sustainability. Factors which they may take
into consideration include energy usage, greenhouse gases (GHG), carbon
footprint and waste management.

They aim to invest in companies with employee diversity and equality
and effective upholding of human rights. Cyber security and data privacy
also remain key concerns and close attention is paid to controls in place
to mitigate a cyber-threat. Governance Engagement, often via regular
meetings with management and direct dialogue, is core to the due
diligence investment process. Assessing the corporate governance of a
firm is important in determining the long-term sustainability, incentives
and culture in a company and helps evaluate which potential investments
to buy, hold or sell. Careful consideration is given, but not limited to, the
following points:

I Composition and independence of the Board

1 Ownership structure

I Remuneration

0 Long-term growth strategy

1 Conflict of interest policy

1 Geographic locations the company operates in

1 Transparent and accountable reporting.

Fund Level

The fund very much follows the corporate philosophy outlined above and
there are examples of specific ESG-related purchases later within the fund
positioning section.

The TENAX fund has recently been awarded a AAA ESG rating by MSCI.



PERFORMANCE, VOLATILITY AND HISTORIC ASSET ALLOCATIONS

(All data sources; Church House, all figures to end of March 2022, unless stated otherwise)

Performance
31/03/21 31/03/2020 31/03/19 31/03/2018 31/03/17 31/03/2016 31/03/15 31/03/2014 31/03/13 31/03/2012
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SVS Church House
TENAX Absolute Return -0.46% 9.80% -3.03% 1.46% 0.25% 8.12% 0.09% 2.83% 3.04% 7.91%
Strategies B Acc
(Past performance is no guide to the future)
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The fund was launched in November 2007 in the early stages of the
global financial crisis, although this did not really affect equity and credit
markets until Q3 2008 following the demise of Lehman Brothers. This
helps to explain the initial dip in the fund’s performance, as there were
very few places that an absolute return investor could ‘hide’. The limited
exposure to equities (just over 11% at the end of September 2008) helped
to limit the drawdown. The fund was able to benefit from the subsequent
recovery in equity and credit markets from the first quarter of 2009, as
they had started buying assets in October 2008 and significantly reduced
the cash level around Q2 2009, purchasing a variety of assets but
particularly lowly valued fixed income.

The summer of 2011, when there were particular concerns about
peripheral Europe, saw the fund suffer a small drawdown, as this affected
multiple asset classes. The fund again benefited from the subsequent
recovery through 2012, although to a lesser extent than in 2009.

A trade that worked particularly well in 2016, following volatility across
asset classes, was exposure to US banking sector credit, where the
managers felt that prices had reacted overly negatively, so they bought
a number of positions in US dollar-denominated floating rate notes. The
managers wanted US dollar exposure and the UK’s referendum vote led
to significant weakening of sterling versus the dollar, resulting in strong
returns from these positions. Returns were also helped by the beginning
of the US interest rate rise cycle, which was positive for the floating rate
element, so the managers cashed them in for healthy profits.

The relatively small dip in 2020 relates to the impact of the coronavirus
pandemic. The main impact came from widening credit spreads affecting
valuations of the investment grade holdings with smaller negative
contributions from other areas, particularly the hybrid and equity holdings.
The fund has been able to recover subsequently, despite the market falls
in March this year, and some of this is covered within the ‘Current Asset
Allocation/Economic and Asset Class Views’ section.




Annualised Volatility (effective from November 2008)

8% 7

7%

6% -

5% -

4% -

3%

2% -

1% -

0%

Nov 08
Feb 09 |
May 09
Aug 09
Nov 09
Feb 10 |
May 10
Aug 10
Nov 10
Feb 11
May 11
Aug 11
Nov 11
Feb 12
May 12
Aug 12
Nov 12
Feb 13
May 13
Aug 13
Nov 13
Feb 14
May 14
Aug 14
Nov 14
Feb 15 |
May 15 |
Aug 15
Nov 15
Feb 16 |
May 16
Aug 16
Nov 16
Feb 17
May 17
Aug 17
Nov 17
Feb 18 |
May 18
Aug 18
Nov 18
Feb 19 |
May 19
Aug 19
Nov 19
Feb 20
May 20
Aug 20
Nov 20
Feb 21
May 21
Aug 21
Nov 21
Feb 22

There is no notional volatility target but, as can be seen from the chart,
aside from 2009 and 2020, annualised volatility has been comfortably
below 5% for the majority of the time. It had been gradually trending
downwards since the middle of 2012 and had been below 2% since
the middle of 2017 before the global pandemic, although 5-6% is still
relatively low in the current environment and volatility has fallen back
closer to historic levels.
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Historic Asset Allocation

The chart below shows how the fund’s asset allocation has changed over time.
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As can be seen from the chart, the fund has maintained high exposure to
fixed income assets but within that there has been a noticeable increase
in exposure to floating rate notes at the expense of more conventional
fixed income. Cash levels have also been built up on occasion but there
have also been quite sharp downward shifts from those higher levels with
current exposure relatively low.

In line with the investment mandate, equity exposure has remained
relatively low, rising above 20% for a short period but falling below 10% in
2017 and it currently lies just below 10%. Exposure to other asset classes
has been relatively small, rising to around 25% in 2014 and then falling
below 10% in 2017, but this has been rising again in the last couple of
years with infrastructure and property/real assets increasing recently.



CURRENT ASSET ALLOCATION/ECONOMIC AND ASSET CLASS VIEWS

The pie chart details the asset allocation positioning, as of 31st March
2022 (Source: Church House). The table breaks this down further into the
various sub-asset classes.

® Cash Deposits 1.0%
®Treasury/T-Bills
B ERN (AAA)

" Floating Rate Notes 3.6%

Fixed Interest

Index-Linked
7.0%
Infrastructure
Convertibles 5.6% 1.2%

" Hedge Funds
®property / Real

UK Equity

International Equity

34.4%
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Fund

Deposits GBP 0.10% Convertible Debt GBP 2.40%
Foreign Currency Deposits 1.50% Convertible Debt ex GBP 1.60%
UK T-Bills 0.00% Infrastructure - Physical 2.00%
Short Gilts Infrastructure - Renewables 4.00%
Floating Rate Notes (AAA) 39.10% | Macro Hedge funds 0.00%
Floating Rate Notes (<AAA) 1.00% Hedge funds - Long/Short Equity | 0.00%
FRN Capped/Collared GBP 0.00% Commercial Property 3.50%
FRN Foreign Currency 0.10% Commodities 0.00%
Sovereign/Supra Debt 0.20% Long Equity 5.80%
Corporate Debt GBP 19.80% | Equity Hedge/Volatility 0.00%
Corporate Debt ex GBP 2.00% International Equity 2.50%
Hybrid Corporate Debt GBP 9.50% Small Cap Equity 0.80%
Hybrid Corporate Debt USD 0.10% Private Equity UK/Euro 0.00%
Zero Coupon Debt GBP 2.60% Private Equity USD 0.00%
Distressed Debt 0.00%

Index-Linked Sovereign Debt 0.00%

Index-Linked Corporate Debt GBP | 1.40%

Economic Views and Fund Positioning

The philosophy and process of being patient but opportunistic, looking to
take advantage of volatility, remains as valid as ever, as does the focus on
investments with an element of carry. Compounding this carry continues
to be a key driver of investment returns. They have continued to do this
through the Ukraine-Russia conflict, adding to risk overall during market
volatility and uncertainty and after market falls through an increase to
credit and equities, a reduction to floating rate notes and profit-taking
from convertibles.

Even before the recent interest rate rises from the Bank of England, the
managers believed central banks were almost obliged to raise interest
rates and/or reduce their bond buying programmes or they would be
unable to react to future problems. Emergency measures have all but
done their job. They also believe, however, that taking too aggressive
a position against longer dated bond yields, including UK gilts and US

Treasury, may not be the most sensible option at this stage, as the terminal
rate for longer-dated bonds is likely to be lower this time around. Central
banks have a difficult task, as inflation levels are uncomfortable and may
remain so for a while, although they are probably at or close to their peak,
but yield curves are sending signals of a recession. The managers think
that central banks are likely to err on the side of caution, with consumer
confidence falling in the face of rising prices, so they are less concerned
about a recession than markets. Also, rising mortgage rates on top of
higher fuel/energy prices and higher National Insurance payments may put
a cap on how far the Bank of England can raise rates.

Despite these comments, they believe the pricing of longer-dated bonds
does not sufficiently reflect the risk of higher rates, but they also concede
that this may remain the case for a while longer. The fund is therefore
positioned for an overall normalisation of interest rates, however long
this actually takes to manifest. As can be seen from the asset allocation
information, the fund has no exposure to short-dated gilts or treasuries
and cash is low at 1%. The AAA floating rate note exposure had been
gradually increasing since the end of 2020, having been as high as 47%
in both mid-2019 and early 2020 whilst investment grade credit had
marginally reduced since the start of 2021. More recently however, the
managers have preferred to add to credit at the expense of floating rate
notes due to better value from higher government bond yields pushing up
absolute yields and from wider credit spreads. A good example of a key
fund holding is a 10-year Nationwide floating rate note, which has minimal
interest rate risk despite its 10-year lifespan and has a good spread over
the risk-free rate. Duration within the more conventional fixed income
part of the portfolio is around 4.3 years but the average redemption yield
is higher than that from an equivalent duration UK gilt. Combined with
the floating rate exposure this means the fund’s overall duration remains
relatively low.

The managers remain very busy in the primary credit market, actively
looking to invest in new issues and selling / trimming existing holdings
and this is a key source of activity. Derwent, the property company, is a
good example of how the managers look across the capital structure, as



they hold the company’s equity together with the convertibles and there
are some recently issued green-focused bonds they have researched. The
funds raised from these bonds will only go towards supporting buildings
with a high energy performance certificate.

The fund does not have any holdings that the managers would consider
to be ‘ESG-unfriendly’. The fund does hold a BP hybrid bond, but the
managers highlight that BP is moving away from large carbon emission
fuels towards renewables and needs funding to help with this journey, so
they would prefer to support this change rather than avoid investment.
On the credit side, they have supported almost all ESG-related issues
over the last couple of years, examples of which include green bonds
from Citigroup, Barclays and NatWest, which support lending towards
property with high energy performance certificates, a green bond from
EON with specific ESG-related targets and a Tesco bond with a defined
sustainable framework behind it that has already led to significantly
reduced carbon emissions. In the latter case, they sold their non-ESG
Tesco holding and bought the ‘green’ bond. They have not bought any of
the UK government’s green gilts as they did not offer any value, although
they fully support what the Bank of England is trying to do. The fund also
has exposure to energy efficiency through the Gresham House Energy
Storage Fund, which is an investment trust, and battery storge through the
Harmony Energy Income Trust within their infrastructure-related holdings.
A number of the infrastructure holdings provide a degree of protection
against inflation through the underlying inflation-linkages, although they
have been reducing some of the ‘traditional’ infrastructure exposure.

On the equity side, rising interest rates should have been more positive for
the banking sector and the start of 2022 was reasonably positive, but the
Ukraine-Russia conflict and the concerns about any Russian exposure has
led to more difficulties in the sector. The overall equity weighting has only
increased marginally since the start of 2021.
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SUMMARY & EVALUATION

The fund was initially launched for an individual Church House private
client to provide an investment strategy that focused on an absolute return
objective with downside protection. The fund was then opened up to other
private clients and, after a number of years, was made available to external
clients, since which the fund size has grown strongly.

We have met the managers on a number of occasions and have been
impressed by their experience and depth of knowledge. They have
particular expertise in equities (James Mahon) and fixed income (Jeremy
Wharton), including trading, and the use of derivatives. There is a heavy
reliance on the two lead fund managers, but they are company directors
and significant owners of the business, so there is a high degree of
alignment with investors. They have recently recruited an experienced
credit analyst to bolster the wider credit analyst team.

The fund employs a relatively simple investment philosophy within the
absolute return fund space. The managers look to invest in assets they
believe will individually produce an absolute return rather than relying on
pair trades or long/short positions, although they can use simple derivatives
like futures and options. This reduces complexity and makes the overall
approach easier to understand.

The managers look at the macroeconomic background to assist with

the strategic asset allocation, but the main focus is on dynamic asset
allocation and stock/security selection within each asset class, and it is
the latter which has been the main driver of returns. There is an overall
preference for lower volatility assets, including a 25% maximum limit on
equity exposure, and the managers have shown a willingness to build up
high cash/near cash levels at times when they have been concerned about
asset prices and future returns. There are asset class guidelines, but these
are relatively wide and allow the managers a large degree of flexibility.

The managers undertake a reasonable degree of trading, mainly through
reducing/increasing existing holdings on valuation grounds rather than
outright buy and sell decisions. Fixed income securities and money market
instruments are typically a large part of this fund, with exposure to floating
rate securities currently a key driver of risk and return.

The fund was launched in the early stages of the global financial crisis in
November 2007 and had a difficult 2008, although it ‘only’ lost just over
5% with a volatility of around 5%-6%. Performance rebounded strongly

in 2009 with excellent returns from credit markets being a key driver. The
fund also had a difficult 2011 but again, rebounded well in the subsequent
year. Performance overall has been pretty consistent, very competitive
versus other multi-asset absolute return funds, and volatility levels have
been very well controlled. Having been very defensively positioned coming
into 2020, the managers were very active in subsequent months, increasing
exposure to lower risk areas such as investment grade credit, hybrid bonds
and convertibles plus small increases to listed infrastructure and equities,
all of which suffered during February and March. This is typical of how

the fund is managed, looking to protect capital when, in their view, asset
classes look stretched and valuations are unattractive, and looking to take
advantage of significant market movements.

Overall, the SVS Church House TENAX Absolute Return Strategies fund is an
excellent option for investors looking for a relatively simple, absolute return
focused fund with low volatility and drawdown characteristics. The fund

is unlikely to produce large positive returns over shorter time periods but
neither should it provide any nasty negative return shocks.
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