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Another performance fee to bolster FY19

Record’s Q319 trading update showed a 6.5% decline in AUME, reflecting a
combination of outflows, market weakness and foreign exchange moves.
This leads to a 10% reduction in our FY20e earnings. For the current year
the negative effect is more than offset by crystallisation of a further
performance fee, which is a reminder of the potential for positive earnings
surprises in subsequent periods, where we assume none. Following
further price weakness, the valuation appears cautious.

Revenue PBT EPS* DPS* PIE Yield
Year end (Em) (Em) (P) (P) (x) (%)
0317 230 79 2.90 2.00 106 6.5
03/18 238 73 2.98 2.30 103 75
03/19¢ 247 75 3.02 2.30 10.2 75
03/20e 214 5.1 2.08 2.32 147 76

Note: *EPS are diluted and **DPS excludes special dividends.

Markets trim AUME but performance fee to boost EPS

Record’s Q319 trading update for the period to end December showed assets
under management equivalent (AUME) down 6.5% in the quarter to $57.8bn, or
4.2% lower in sterling terms. While below the assumption made in our estimates
following H119, this was broadly unsurprising in the context of weakness in equity
markets and the previously announced mandate terminations in passive hedging
($2.5bn). In the event, not all the $2.5bn has left yet, but will do shortly and there
was a (relatively) small additional outflow of $0.5bn in passive hedging. FX moves
and mandate scaling, where volatility targets apply, trimmed a further $0.9bn from
the total AUME. Positively, there was an inflow in the currency for return area and
another performance fee was earned in the quarter (£1.3m, relating to performance
over a six-month period), giving total performance fees of £2.35m for 9M19.

Outlook

The group is still seeing a good level of interest in its services diversified by
customer, product and geography. The environment of political and economic
uncertainties globally remains conducive to Record’s discussions with potential
clients. The performance fee earned in the quarter underlines the point that the
enhanced hedging and other mandates capable of earning performance fees have
the potential to offset the lower management fees they carry and to counter the
competitive pressures that remain a feature of the market. Our EPS estimate for
the current year is increased by 12%, reflecting the additional performance fee, and
for FY20 the lower AUME starting point results in a 10% reduction (with no
performance fees assumed).

Valuation

The shares trade on prospective earnings multiples that are below or just above a
comparator group of UK fund managers, while the dividend yield is 7.5% (before
the special dividend), which appears cautious for a differentiated and well-
capitalised business (capital buffer over the regulatory requirement of ¢ £14m).
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Changes in AUME and investment performance

As noted, markets had a negative impact on AUME during Record’s third quarter. Exhibit 1 makes
clear that there is particularly a high level of equity market exposure in dynamic hedging. In addition
to the hedging products, some multi-product mandates are also linked to equity and other markets.
Equity markets were notably weak in the period with the MSCI World index, as an example, down
13.4% in the period.

Exhibit 1: Underlying asset class exposure of dynamic and passive hedging AUME (H119)

% AUME Revenue

Dynamic Passive Est % of total

Equity 95 27 46
Fixed income 0 41 29
Other 5 32 24
100 100 100

Source: Record, Edison Investment Research

Exhibit 2 analyses both AUME level and the net flows by period. Here we can see that market
moves had a negative impact of $2bn, equivalent to 3.2% of opening AUME. Foreign exchange and
scaling effects in volatility-based mandates had a further 1.5% adverse effect. Turning to flows,
there was a $1.3bn outflow in passive hedging, of which $0.8bn related to the $2.5bn mandate
terminations announced in the Q219 update. There was an additional outflow of $0.5bn, which at
1% of AUME is within the normal ebb and flow of mandates. The remaining mandates within the
$2.5bn are likely to leave shortly. Otherwise, there has been a $0.3bn inflow in currency for return.

Exhibit 2: AUME changes

$bn Q318 Q418 Q119 Q219 Q319 Q119 Q219 Q319 9M19
AUME Net flows
Dynamic hedging 45 43 4.3 44 39 0.4 0.0 0.0 04
Passive hedging 54.3 53.0 52 51.7 484 (0.4) (0.6) (1.3) (2.3)
Currency for return 1.7 1.6 2.3 24 24 0.6 0.0 0.3 0.9
Multi-product 3.1 3.0 3.0 3.0 29 0.0 0.0 0.0 0.0
Cash and futures 0.3 0.3 0.3 0.3 0.2 0.0 0.0 0.1) 0.1)
Total 63.9 62.2 61.9 61.8 57.8 0.6 (0.6) (1.1) (1.1)
Markets 1.2 0.1 (2.0) (0.7
FX and scaling for volatility targeting mandates (2.1) 04 (0.9 (2.6)
Total change (0.3) (0.1) (4.0) (4.4)

Source: Record, Edison Investment Research

Client numbers are virtually unchanged at 65 versus 66 previously, but within this five have left and
four have been added. Only two more will leave with the departure of the remaining element of the
$2.5bn of terminations.

On investment performance in the currency for return strategies, Record reports a marked
turnaround in emerging markets, which generated a positive return of 2.42% in the quarter giving
an annualised performance (ungeared) of +1.76% since inception (30 November 2009). The multi-
strategy product performance was also positive at +0.77% in the quarter.

Estimate changes

Estimate changes for revenue, pre-tax profit and EPS are shown in Exhibit 3. The key drivers of the
changes are the additional performance fee crystallised in Q319 and the new, lower starting base
for AUME following the update. There is a small positive sterling/dollar currency translation effect
compared with our previous estimates. Other assumptions, in particular fee margins, are
unchanged. As noted earlier, we do not assume performance fees will be earned in future periods
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and only include AUME flows already announced. We do allow for some market growth in the
underlying assets for hedging (+2% pa).

Exhibit 3: Estimate changes

Revenue (£m) PBT (£Em) EPS (p) DPS (p)
Old New % chg. Old New % chg. Old New % chg. Old New % chg.
03/19% 23.7 24.7 4% 6.7 75 12% 2.69 3.02 12% 2.30 2.30 0%
03/20e 224 214 -4% 5.7 51  -10% 2.31 208  -10% 2.32 2.32 0%

Source: Record, Edison Investment Research. Note: Dividend excludes any special payment.

Valuation

Exhibit 4 shows the recent share performance for Record and the group of UK asset managers that
we use for valuation comparison. While Record is differentiated by its currency management
specialisation, its fees are generally based on AUME and, as noted above, this means that there is
a sensitivity to equity and other markets, as for the asset managers. Most of the asset managers
have been affected by weakness in equity markets and pressures on fee margins while the Record
share price has been weaker than the average for the asset managers over the periods shown,
probably reflecting the neutral then negative AUME flows and negative foreign exchange effects it
has experienced.

Exhibit 4: Recent share price performance (%)

One month  Three months One year Ytd From

12-month high

Ashmore 43 6.9 -10.9 3.2 -14.6
City of London Investment Group 0.3 -1.6 -13.7 -0.4 -17.4
Impax Asset Management 9.8 -25.3 -3.2 -10.4 -34.2
Jupiter 9.9 -7.3 -44.1 7.7 -46.3
Liontrust 0.9 9.8 1.6 0.5 -17.0
Man Group 14.0 34 =311 10.5 -32.9
Polar Capital 3.6 -19.5 -8.0 1.0 -35.4
Schroders 10.8 1.2 -28.7 8.1 -30.2
Average 4.2 1.5 -17.3 2.4 -28.5
Record -1.5 -15.1 -29.5 -4.5 -43.6

Source: Refinitiv, Edison Investment Research. Priced as at 18.01.19

As shown in Exhibit 5 (the table shows multiples on a calendarised basis), the combination of price
weakness and estimate changes leaves Record on below and slightly above average P/E multiples
for CY18 and CY19 and on a below average EV/EBITDA (CY19). The yield (before special
dividend) is 7.5%. Including last year’s special dividend would give a yield of over 9%.

Exhibit 5: Comparing valuation with UK fund managers
Price Market cap P/E 2018e P/IE2019e  EV/EBITDA Dividend

(p) (Em) (x) (x) 2019e (x) yield (%)
Ashmore 377 2,712 16.7 15.1 8.9 44
City of London Investment Group 379 102 10.2 10.9 7.8 71
Impax Asset Management 185 243 15.5 14.6 10.3 22
Jupiter 318 1,455 10.1 1.7 72 54
Liontrust 579 295 12.9 123 8.5 3.6
Man Group 147 2,281 125 9.9 72 54
Polar Capital 477 449 10.6 10.8 6.5 5.9
Schroders 2,642 7,167 12.1 123 104 43
Average 12.6 12.2 8.3 4.8
Record 30 60 10.0 12,9 7.8 7.7

Source: Refinitiv, Edison Investment Research. Note: P/Es and EV/EBITDA on a calendar year basis. REC
dividend yield excludes special dividend (0.5p) and including this the FY18 dividend was 2.8p. Priced as at
18.01.19
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Exhibit 6: Financial summary

Year end 31 March £000s
PROFIT & LOSS

Revenue (underlying)

Revenue

Operating expenses

Other income/(expense)

Operating Profit (before amort. and except.)
Finance income

Profit Before Tax

Taxation

Minority interests

Attributable profit

Normalised revenue (underlying)

Operating expenses (excl. dep'n and amortisation)
EBITDA

Depreciation and amortisation

Other income/(expense)

Normalised Operating profits

Finance income

Profit Before Tax (norm)

Normalised revenue/AuME (excl. perf fees) bps
Normalised operating margin (%)

Average Number of Shares Outstanding (m)
Basic EPS (p)

EPS - normalised (p)

Dividend per share (p)

Special dividend per share (p)

Total dividend (p)

BALANCE SHEET

Fixed Assets

Intangible Assets

Tangible Assets
Investments

Deferred tax assets
Current Assets

Debtors

Cash

Money market instruments
Other

Current Liabilities
Creditors

Financial liabilities

Other

Net Assets

Minority interests

Net assets attributable to ordinary shareholders
No of shares at year end
NAV per share p

CASH FLOW

Operating Cash Flow

Capex

Cash flow from investing activities
Dividends

Other financing activities

Other

Net Cash Flow

Opening cash/(net debt)

Other

Closing net (debt)/cash

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

Opening ($bn)

Net new money flows
Market/other

Closing ($bn)

Source: Record accounts, Edison Investment Research
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2015

20,865
21,057
(13,521)
0

7,53
146
7,682
(1,708)
(192)
5,782
20,865
(13,206)
7,659
(315)

0

7,344
148
7,490
6.2

352
2184
2.66
2.65
1.65
0.00
1.65

3,273
504
129

2,567
73
37,053
6,324

12,010

18,100
619

(4,522)

(2,949)

0
(1,573)
35,804

3,876
31,928
2175
14.7

6,472
(128)
0

(3,266)
(2,571)
0

507
11,503
0
12,010
30,110

51.9
29
0.6

55.4

2016

21,246
21,134
(14,344)
0

6,790
143
6,933
(1,523)
131
5,541
21,246
(14,023)
7,223
(321)

0

6,902
143
7,045
6.0

325
2179
2.55
2.54
165
0.00
165

423
299

81

0

43
40,541
5,695
21,720
13,020
106
(3,256)
(2,372)
0
(884)
37,708
4,019
33,689
2172
155

5,509
(29)
(39)
(3,750)
7,737
282
9,710
12,010
0
21,720

34,740

55.4
(14)

(1.1)
529

2017

22,952
22,952
(15,365)
157
7,744
112
7,856
(1,540)
0

6,316
22,952
(15,023)
7,929
(342)
157
7,744
112
7,856
5.2

337
218.0
2.91
2.90
2.00
0.91
2.91

1,228
245
881

0

102
44,247
6,972
19,120
18,102
53

(8,644)

(3,013)

(4,779)

(852)
36,831
0
36,831
2214
16.6

7,107
(899)
(189)

(3,592)

(5,163)

136
(2,600)
21,720

0
19,120
37,222

2018

23,834
23,834
(16,735)
173
7,212
56
7,328
(1,182)
0

6,146
23,834
(16,430)
7,404
(305)
173
7,272
56
7,328
5.1

305
206.5
303
298
2.30
0.50
2.80

2,339
228
910

1,115
86
29,737
6,775

12,498

10,198
266

(5,525)

(2,630)

(2,467)

(428)
26,551
0
26,551
199.1
13.3

2,746
(236)
(82)
(6,810)
(2,386)
146
(6,622)
19,120
0
12,498
22,696

58.2
(1.2)

5.2
62.2

2019e

24,665
24,665
(17,004)
(138)
7433
)
7,525
(1,505)
0
6,020
24,665
(16,809)
7,856
(285)
(138)
7433
)
7,525
48
30.1
199.1
3.07
3.02
2.30
0.77
3.07

2,212
363
740

1,075
34
31,735
8,036
13,717
9,804
178

(7,035)

(3,749)

(2,361)

(925)
26,913
0
26913
199.1
135

6,631
(50)
(200)
(5,541)
106
274
1219
12,498
0
13,717
23,521

622
(2.8)

1.1
60.5

2020e

21,416
21,416
(16,386)
0

5,030
91
5,121
(973)

0

4,148
21,416
(16,101)
5,315
(285)

0

5,030
91
5,121
47
235
199.1
211
208
2.32
0.00
2.32

2,217
448
660

1,075
34
29,346
7174
12,190
9,804
178

(6,633)

(3,347)

(2,361)

(925)
24,930
0
24,930
199.1
125

4,802
(140)
(150)

(6,131)

91

0
(1,528)
13,717
0
12,190
21,994
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This report has been commissioned by Record and prepared and issued by Edison, in consideration of a fee payable by Record. Edison Investment Research standard fees are £49,500 pa for the production and broad
dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and related
IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: 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 and have not sought for this information to be independently verified. Opinions contained in this report represent those of the Edison analyst at the time of publication. 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.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, 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 securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

in securities ioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. 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, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “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.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd who holds an Australian Financial
Services Licence (Number: 427484). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

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. 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 (i.e. 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.

Neither this document and associated email (together, the "Communication”) constitutes or form part of any offer for sale or subscription of, or solicitation of any offer to buy or subscribe for, any securities, nor shall it or any
part of it form the basis of, or be relied on in connection with, any contract or commitment whatsoever. Any decision to purchase shares in the Company in the proposed placing should be made solely on the basis of the
information to be contained in the admission document to be published in connection therewith.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document (nor will
such persons be able to purchase shares in the placing).

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison 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. This report is
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does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1 646 653 7026 +61(0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 295 Madison Avenue, 18th Floor Level 4, Office 1205
60325 Frankfurt London, WC1V 7TEE 10017, New York 95 Pitt Street, Sydney

Germany United Kingdom us NSW 2000, Australia



