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Record

Net client inflows on their way

Record has reported that assets under management equivalent (AUME) in
dollar terms were broadly flat in the quarter to December 2014, with net
inflows amounting to just $0.1bn. However, management has announced it
expects $2bn of net inflows in the current quarter. We estimate that these
will produce a small uplift in profits despite a further shift from higher-
margin dynamic mandates to lower-margin passive ones. We do not
expect any impact from the Swiss franc currency turmoil as Record uses
high-quality bank counterparties for its clients’ business and not retail
brokers. Unlike most other asset managers, Record should benefit from
increased market (especially currency) volatility, which should increase
demand for its hedging services and offer more scope for its currency for
return strategies to perform. When allowance is made for the high element
of cash in its balance sheet, the shares are modestly rated compared with
other asset managers.

Year end Revenue PBT* EPS* DPS PIE Yield

(Em) (Em) (p) (p) (x) (%)
03/13 183 5.8 20 1.50 16.5 45
03/14 20.3 6.9 24 1.50 13.7 45
03/15¢ 19.8 6.5 23 1.50 143 45
03/16e 20.6 6.8 25 1.50 135 45

Note: *PBT and EPS are normalised, excluding intangible amortisation, exceptional items
and share-based payments.

Q3 trading update

AUME at 31 December was $52.7bn (30 September $52.6bn), though there was a
rise in sterling terms to £33.8bn (£32.4bn) as a result of the strength of the US
dollar vs sterling. There were inflows across the product range, but profit taking in
the dynamic hedging mandates resulted in net outflows in that area, which meant
that net new client AUME amounted to $0.1bn. During the quarter, average fee
rates were broadly unchanged from the previous quarter across all product types.

New client inflows for the next quarter

Record has been notified by its clients that in aggregate it will have an additional
$2bn of AUME to manage in the next quarter, though there will be a further shift
from higher-margin dynamic hedging business to lower-margin passive activities.
Even so, the inflows should be modestly accretive to revenues and earnings. This
marks a welcome return to growth and Record hopes that recent currency turmoil
will show the benefits of its hedging services.

Valuation: Discount to peers if cash is included

Record is trading at a P/E ratio of 14.3x for its current financial year according to
our forecasts, in line with the rating of 14.5x for US and UK asset managers, but
there is a wide range of 10x to 18x. However, Record has a large amount of free
cash resources in its balance sheet, which account for a third of its market
capitalisation. On an EV/EBITDA basis, it is trading at a near 30% discount to other
asset managers.

Trading update

Financial services

22 January 2015

US$1.52/£
Net cash (£m) at 30 September 2014 21.7
(including restricted cash and short-term
money market instruments)
Shares in issue 221.4m
Free float 47%
Code REC
Primary exchange LSE
Secondary exchange N/A
Share price performance
45
40
35
30
251 .

FMAMJ J A S O ND |

% 1m 3m 12m
Abs (3.6) 73 (7.6)
Rel (local) (6.2) 1.2 (6.4)
52-week high/low 43.8p 29.5p

Business description

Record is a specialist currency manager, providing
currency hedging and return-seeking mandates to
institutional clients. Services include passive and
dynamic hedging and return-seeking currency
strategies via funds or segregated accounts.

Next event

Q4 trading update 24 April 2015
Analysts

Peter Thorne +44 (0)20 3077 5765
Martyn King +44(0)20 3077 5745

Record is a research client of Edison Investment Research Limited


mailto:financials@edisongroup.com
http://www.edisoninvestmentresearch.com/research/company/record

EDISON

Trading update

There was a modest $0.1bn increase in AUME in Q315, in line with the previous two quarters,
which had seen inflows of $0.2bn in aggregate, as we show in the following exhibit.

Exhibit 1: Record AUME Q315

30 September 2014 31 December 2014 New client AUME

$bn % $bn % $bn

Dynamic 10.6 20% 9.7 18% (0.6)
Passive 39.1 74% 40.0 76% 0.5
Currency for return 2.6 5% 2.8 5% 0.3
Cash 0.3 1% 0.2 0% (0.1)
52.6 100% 52.7 100% 0.1

Source: Record

Net client AUME inflow of $0.1bn was composed of outflows of $0.6bn from its dynamic hedging
mandates offset by inflows of $0.5bn into passive hedging mandates and $0.3bn into currency for
return funds. The dynamic mandates have performed well and the strength of the US dollar has
meant many US clients’ hedging positions are in the money. Some clients have chosen to take
these profits, hence the outflows. Fee rates for all products in the quarter were broadly unchanged
from the previous quarter. The dynamic hedging average management fee rate remains around
14bp per year and currency for return rates are at 16bp with passive hedging just 3bp (cash nil), so
the increase in the proportion of AUME accounted for by passive strategies will lower the overall
average fee rate.

Record has announced that its current and prospective clients have notified it that in the next
quarter it can expect the following flows:

Exhibit 2: New client AUME inflows

$bn
Dynamic hedging
Inflows 0.8
Outflows (1.4)
(0.6)
Passive hedging
Net inflows 2.3
Currency for return
New client 0.3
Total 2.0

Source: Record

It is a positive development that net inflows have resumed as in the first nine months of the current
financial year new client inflows were just $0.3bn. The new inflows are largely in low-margin
passive hedging strategies, though there are some welcome inflows into higher-margin currency for
return products. Dynamic hedging strategies will suffer further outflows in the current quarter, after
similar ones in Q3, largely because of profit taking from US clients who have seen their hedging
strategies produce good returns given the strength of the US dollar.

It is paradoxical that the expected trend of US dollar strength, which Record hopes will boost
demand for its hedging services over the long term, is causing short-term outflows in its dynamic
hedging business. In recent currency US dollar cycles, the US dollar has shown periods of strength
and weakness lasting around seven years (see chart below), and Record hopes that profit taking by
some of Record’s US dynamic hedging clients may prove to be temporary until they are more
comfortable with a rising US dollar.
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Exhibit 3: US$ real trade-weighted index
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The new client inflows mainly consist of low-fee passive hedging products, which will put further
pressure on the aggregate fee rate. We estimate that the net effect of these inflows on an
annualised basis will be around $0.2m to $0.3m. However, a positive development is Record’s new
currency for return client, which should give the company around $0.3bn to manage in the next
quarter. The client is investing in its multi-strategy product, which comprises exposure to each of its
currency for return strategies, the second client to do so. This is Record’s flagship currency for
return product, which should offer investors positive performance from currencies that are
uncorrelated to other asset classes. An ungeared portfolio in this strategy produced a return of 1%
in the quarter to 31 December 2014 and the annualised performance since inception has been
2.51% per year.

Effect of the uncapping of the Swiss franc

On 15 January 2015 the Swiss National Bank announced that it will cease to cap the Swiss franc to
1.20 to the euro. Since then the Swiss franc has soared in value against the euro, in what was one
of the largest one-day moves in a developed market currency ever. Record can report that it has
weathered this currency storm in good shape, with its Swiss clients’ hedging strategies proving
effective and no exposure to insolvent retail FX brokers.

Record had significant Swiss franc passive hedging mandates, CHF28bn worth at 30 September
2014, as it is mandatory for Swiss pension funds to hedge currency exposure and Record has won
a small share of this business. These hedges are in the money and have been profitable for its
Swiss pension clients. On the other hand, Swiss franc hedges for non-Swiss franc clients have
produced losses, but such business is considerably smaller than hedging for Swiss pension fund
clients. Within Record’s currency for return strategies, the sudden strength of the Swiss franc has
resulted in some negative performances in the currency value strategy, which attempts to utilise the
concept that developed market currencies typically trade around a long-term fair value, and in its
forward rate bias, or ‘carry’ strategies, but its momentum strategy has benefited and the emerging
markets strategy had no Swiss franc exposure.

There have been numerous press reports of currency traders, especially retail brokers, being made
insolvent by the Swiss franc currency move. Record does not use such brokers for its clients’
trading activities, nor does it take any principal positions in currencies itself, so it is unaffected by
the collapse of these firms. Record’s clients use major international highly rated banks for their
currency trades and not the firms that have run into trouble. The recent Swiss franc currency turmoil
has led to greater client engagement, which in the longer term may boost demand for its currency
strategies.

Record | 22 January 2015 3



EDISON

Record believes that its current business is in much better shape than in the previous financial
crisis in 2008, when its forward rate bias currency for return strategies underperformed and suffered
significant outflows. Today, there is more diversification by product and client as passive and
dynamic hedging strategies now produce significant amounts of revenue and the client base is
more diversified. At the time of the last financial crisis, its client base was heavily exposed to one
strategy, the Active Forward Rate Bias product, whose clients left en masse when their strategies
were not producing the anticipated returns. Client numbers have also begun to expand again, to 51
at the end of December 2014, compared with 49 at the end of September 2014 and just 41 in
March 2012.
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Financials

Estimate update and outlook

We have revised our forecasts after Record’s trading update and have increased our FY15 and
FY16 EPS forecasts by 6% and 11% respectively, largely as a result of the strengthening US dollar
($1.52/£ from $1.62/£ used previously) and higher than previously expected product margins in
2015 (6.1bp from 5.9bp previously). We have included the new client flows that Record expects in
Q415 given the fact that Record has been notified by clients about them. For future periods, we
have not included new wins or losses, consistent with our past practice. Given that the current
quarter is only a few weeks old, it is possible that there will be additional client flows in the quarter,

either in or out, but we have not included them in our forecasts.

Exhibit 4: Earnings revisions

Revenue (£m) % chg.

Old New
03/14 20.3 20.3 N/A
03/15¢ 19.1 19.8 4%
03/16e 19.6 20.6 5%

Source: Company data, Edison Investment Research. Note: *PBT and EPS are normalised, excluding intangible amortisation,
exceptional items and share-based payments.

Valuation

PBT* (Em)

Old
6.9
6.0
6.1

New

6.9
6.5
6.8

% chg.

N/A
8%
11%

EPS* (p)

Old
243
2.19
2.22

New
243
2.32
247

% chg.

N/A
6%
11%

DPS (p)
Old
1.50
1.50
1.50

New
1.50
1.50
1.50

% chg.

N/A
N/A
N/A

Record is trading at a P/E ratio of 14.3x for its current financial year according to our forecasts, in
line with US and UK asset managers’ rating of 14.5x according to Bloomberg, but there is a wide
range of 10x to 18x. However, Record has a large amount of free cash resources in its balance
sheet, which account for a third of its market capitalisation. On an EV/EBITDA basis, it is trading at
a near 30% discount to other asset managers.

Exhibit 5: Record rating vs UK and US asset managers

MAN Group (p)

Aberdeen Asset Management (p)

Schroders (p)
Henderson (p)
Jupiter (p)
Ashmore (p)
Blackrock (US$)

Franklin Resources (US$)

Invesco(US$)
Legg Mason(US$)
T Rowe Price(US$)
Average

Record plc

Price
Local
currency
161.5
4122
2,678.0
219.0
350.5
260.4
346.6

516
36.0
53.2
81.4

33.3

Market cap

PIE ratio

£m  Current year

2,968
5,549
7,234
2,523
1,628
1,840
38,351
21,226
10,249
4,014
13,954

74

9.9
121
175
14.8
13.6
12.2
17.1
13.7
143
16.1
18.1
14.5
14.3

Next year

9.7
1.1
15.6
139
13.0
18
14.9
12.8
13.1
13.0
16.6
13.2
135

EVIEBITDA

Current year

9.2
9.1
72
12.7
9.3
71
12.0
79
104
1.9
9.7
9.7
6.8

Source: Edison Investment Research and Bloomberg. Note: Prices at close 20 January 2015.
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Next year

8.9
8.3
6.5
1.1
9.1
6.8
10.7
73
9.7
9.9
9.0
8.8
6.5
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Exhibit 6: Financial summary

Year end March

PROFIT & LOSS

Revenue (norm)

Revenue

Operating expenses

EBITDA (norm)

Depreciation & amortisation
Operating profit (norm)

Normalised operating margin %
Goodwill and amortisation of acquired intangibles
Seed fund consolidation adjustment
Operating Profit

Net Interest

Profit Before Tax (norm)

Profit Before Tax (FRS 3)

Tax

Profit After Tax (norm)

Profit After Tax (FRS 3)

Average Diluted Shares Outstanding (m)
Basic EPS - Company reported (p)
Diluted EPS - Company reported (p)
Adjusted diluted EPS - Edison (p)
Dividend per share - proposed (p)

Revenue Margin - AM (%)
EBITDA Margin norm. (%)
Operating Margin norm. (%)

BALANCE SHEET
Fixed Assets

Intangible Assets
Tangible Assets
Investments

Current Assets

Debtors

Cash

Money market instruments
Other

Long Term Liabilities
Long term borrowings
Other long term liabilities
Current Liabilities
Creditors

Short term borrowings
Other

Net Assets

CASH FLOW

Operating cash flow

Capex

Cash flow from investing activities
Dividends

Other financing activities

Other

Net Cash Flow

Opening unrestricted net debt/(cash)
Decrease / (increase) debt

Other

Closing unrestricted net debt/(cash)

Closing unrestricted net debt/(cash) inc money market instruments

AUME

Opening ($bn)

Net new money flows
Investment performance
Other

Closing ($bn)

£000s 2011
IFRS

28,169
28,196
(15,652)
12,517
(191)
12,326
43.8%

8,241
(85)
(491)
(5723)
925

0
2,867

(21,861)
0

1,000
(23,728)
(23,728)

340
(3.6)
10
0.0
314

Source: Company accounts, Edison investment Research
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2012
IFRS

20,542
20,535
(13,875)
6,667
(106)
6,561
31.9%

2013
IFRS

18,258
18,552
(12,349)
5,909
(283)
5,626
30.8%
0

294
5,920
158
5,784
6,078
(1,450)
4,404
4,628

5,609
(63)
149

(1,645)
403

0
4,453

(22,372)
0

1,400
(25,425)
(25,425)

2015e
IFRS

19,774
19,782
(13,206)
6,568
(312)
6,345
32.1%

2016e
IFRS

20,593
20,593
(13,789)
6,304
(163)
6,641
32.2%
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Services Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2015 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Record and prepared and issued by Edison for publication globally. All information used in the publication of
this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of
the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued
in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to
major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers’ exclusion” from the definition of investment
adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in
which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in
any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to
effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual
investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or
underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities
mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2015. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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