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NOTE: Please be aware that the Manager mentioned in this report purchased the rights to distribute our report only 
(no payment was taken to undertake the research which is fully independent). To access full research services, 
including further tax-advantaged investment research reports, which can be used for the purpose of investment 
advice, please visit www.advantageiq.co.uk where both individual reports and subscriptions are available for 
purchase. 
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Overview 

Close Brothers Asset Management (“CBAM” or “the Manager”), a trading name of Close Asset Management 
Limited, continues to raise funds for the Close Inheritance Tax Service (“CITS” or “the Service”). The Service 
invests in stocks listed on AIM or Aquis Stock Exchange Growth Market (“AQSE”), with investors’ capital 
pooled and invested in a new tranche (“Series”) of the Service every two months. The Service launched for 
prospective investors on 14th March 2001 and has issued a Series approximately every two months 
thereafter. With a minimum investment of £50,000, investors can expect exposure to a portfolio of between 
25 and 35 companies, spread across a range of sectors. 

Investment Details:  

Score: 86 

Offer Type Evergreen 

IHT Strategy Capital Growth/Capital Preservation 

AIM IHT AUM (Pre-Offer) £246.8 million 

Manager AUM £12.7 billion 

AIM Risk Level Medium-High 

Investment:   

Minimum subscription £50,000 

Maximum qualifying subscription per tax year  

Early bird discount No 

Closing Date:   

No closing date - Evergreen 

 

 

This document verifies that Close Inheritance Tax Service has successfully 
completed our independent due diligence process, having passed through 
all stages of the governance process in the run-up to the report’s 
publication on the date listed below. It has therefore been awarded the MJ 
Hudson Cornerstone Trustmark. 
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Risk Warning for AIM IHT Schemes 

Individuals should always read and bear in mind the risk warning notices that are included within 
providers’ investment offer literature / documentation, including prospectuses, information 
memorandums, securities notes, brochures and other related marketing literature. Whilst the 
following list is not exhaustive, some of the main risks to be aware of include:  

• Investments may be made in small, unquoted companies and/or partnerships, and should be considered as 

high risk  

• Investments are less liquid than those listed on the main market.  

• An IHT investment should be viewed as a long-term investment  

• Legislation, together with the nature and level of tax reliefs, is subject to change. There can be no guarantee 

that investments will be eligible or remain eligible for business relief. At the time of writing, the HMRC has 

indicated that they intend to steer tax-advantaged products away from low-risk businesses which may result 

in the Service losing its tax benefits or a need for the Manager to rethink its strategy 

• Historic investment performance cannot be used as a guide to future performance, and the value of any given 

investment may rise or fall 

• Investment strategies used by individual managers may differ. Individuals should understand the nature and 

inherent risks of the product/service for which they are considering a subscription  

• IHT insurance options may have exclusions and termination/renewal dates  

• Whilst some products aim to preserve capital such aims may not be achievable in all market conditions and 

the beneficiaries of an investor’s estate may not be able to access the capital immediately on death without 

suffering losses.  

• IHT investments should only be considered by sophisticated investors who not only understand, but have also 

given careful consideration to, the underlying investment strategy and associated risks.  For help in 

determining potential investment suitability, professional advice should be sought. 
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Executive Summary 

MANAGER: 

Close Brothers Asset Management (“CBAM” or “the Manager”) is a trading name of Close Asset Management Limited, a 
wholly owned subsidiary of Close Brothers Group PLC (“CBG” or “the Group”). CBAM is an established asset manager 
founded in 2000 (after merging with Rea Brothers (Investment Management) Limited, founded in 1982), providing 
investment advisory and management services across a range of investment products. CITS is the business’ only tax-
advantaged product, aside from a legacy £5 million EIS product that is still under management but not open for 
investment. It is one of the longest running AIM BR services in the market and has a track record dating back to 2001. 
As of January 2020, CBAM had total assets under management of approximately £12.7 billion, with £246.8 million of 
this being their BR service, as of April 2020. 

PRODUCT:  

The Close Inheritance Tax Service aims to provide inheritance tax relief by investing in BR qualifying shares quoted 
on the Alternative Investment Market (“AIM”) and Aquis Stock Exchange Growth Market (“AQSE”). The Service does 
not have a formal return target but aims to achieve some growth over the long term with lower volatility than AIM 
as a whole. We note that the Service is tranche based which means that not all investors will be exposed to the same 
portfolio, but all investors who invest in the same tranche will have the same portfolio. Notwithstanding this, 
investors will be exposed to between 25 and 35 companies across a broad range of sectors. As of June 2020, the 
Service had an overall AUM of £246.8 million across c.90 active Series.  

SUMMARY OPINION:  

The Manager forms part of the Close Brothers Group, which is a well-established manager with an extensive track 
record across a variety of different financial services. Since listing on the London Stock Exchange (“the LSE”) in 1984, 
the Group has been involved in a series of acquisitions over the years, all the while maintaining a long history of 
profitability and achieving a strong common equity tier 1 capital ratio of 13.9%1. Whilst CBAM benefits from a financially 
robust parent company, CBAM is financially stable in its own right, boasting a strong balance sheet and a diversified 
income stream that mitigates reliance on individual product offerings, as well as lowering legislative risk. CBAM, with 
the support of the Close Brothers Group, possess a comprehensive governance framework that is institutional in 
quality and stronger than most other tax-advantaged managers.  

CITS is one of the longest running AIM based IHT service on the market with a track record spanning over 19 years. 
The Service’s managers, Sam Barton and Stephen Wood, have managed CITS since 2013, and share over 30 years of 
experience of investing in smaller companies, with their last 11 years spent principally focused on AIM stocks. The 
Service also benefits from exposure to a wider team of over 65 individuals, that operate across different asset classes 
and geographies, which helps to inform the smaller company’s team’s decision-making process, giving them a 
competitive advantage not seen by many other managers. The investment team aims to deploy investor’s capital within 
six months, targeting 50% investment in the first month subject to normal market conditions, as well as providing 
investors with a diversified portfolio across a wide range of sectors and geographies. Investors will be exposed to 
companies with a market capitalisation of over £20 million, which provides a large universe of potential investments, 
allowing CBAM to target companies which may have fallen off the radar of other AIM IHT managers. It should be noted 
that by targeting companies of this size, it could expose investors to companies with lower levels of liquidity and there 
is the risk therefore, for elevated levels of volatility during periods of market stress.  
 

 

1 Source: Close Brothers Group Q3 2020 Trading Update  



 

THIS REPORT WAS REPRODUCED UNDER A MARKETING LICENCE  
PURCHASED BY CLOSE BROTHERS ASSET MANAGEMENT 

6 

Investors should consider the advantages and disadvantages presented by an exposure to AIM-quoted companies in 
assessing the attractiveness of this investment proposal as part of an IHT planning exercise. Although the focus on 
companies at the lower end of the market capitalisation range will increase the universe of investments, the portfolio 
may be more exposed to volatility in periods of market stress, so investors should be comfortable with a portfolio that 
is more prone to fluctuations, at least in the short term. Further, there is no guarantee that a CITS Series will have 
generated a positive return at the time the portfolio is liquidated; this is because prevailing investor sentiments with 
respect to AIM at the time of exit will be a key determinant of returns. Finally, investors should consider that 
performance of the Service has been underwhelming in recent years, ranking in the third quartile over both a three 
and five year period, according to its March 2020 Asset Risk Consultants (“ARC”) submission. However, we do note that 
it managed to achieve a second quartile placing through 2018 and 2019.  
 

Positives 

AT THE MANAGER LEVEL: 

• Close Brothers Asset Management (“CBAM”) has a strong market profile as a manager of retail investments and 

tax-advantaged products: 

• CBAM has a large and diversified AUM, which ranges from tax-advantaged products through to institutional 

funds and solutions; 

• The Manager maintains a relatively stable business with a strong balance sheet and a diversified income 

stream. Additionally, it is supported by the wider Close Brothers Group, which includes a banking business 

with a long history of profitability and an equity tier 1 capital ratio of 13.9%2; 

• Close Brothers Asset Management has institutional level operational processes and procedures, to ensure 

strong governance and oversight of the business although we note there doesn’t appear to be a committee 

charged with looking at conflicts of interest; 

• Close Brothers Asset Management is well resourced, with more than 65 investment professionals and a large 

client administration and support function: 

• We note that the Manager’s tax-advantaged product offering accounts for only a fraction of the Group’s overall 

turnover. Consequently, the Manager is less susceptible to legislative changes in the tax-efficient space;  

• The Manager places an emphasis on client servicing, with an online investor portal available to all investors 

in the Service, providing daily valuations, quarterly reporting packs, including twice yearly commentary on 

all investee companies, and tax certificates. 

AT THE PRODUCT LEVEL: 

• Having been launched in 2001, the Service is one of the longest running products of its kind currently offered 

in the market, and with an AUM of £246.8 million as of April 2020, is one of the largest offerings of its kind; 

• The Team responsible for CITS is sufficiently experienced and stable with the most senior members of the 

team, Stephen Wood and Sam Barton, having worked together for over 10 years with a combined 30 years of 

small cap investment experience, which has given them time to build up a wide network of relationships and 

 

2 Source: Close Brothers Group Q3 2020 Trading Update 
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a deep understanding of the AIM Market that can be leveraged in the execution of the strategy adopted by the 

Service; 

• The AIM-focused strategy has several advantages for investors over non-AIM-focused equivalent strategies 

including: i) enhanced transparency on Investee Company performance, ii) improved liquidity, and iii) price 

validation provided by the actively traded AIM market; 

• The Service will benefit from CBAM’s team of sector specialists and equity analysts, providing greater access 

to research than is typical for a Tax-Advantaged product; 

• The Service aims to invest in 25-35 companies and appears to be diversified across sectors, based on our 

assessment of the Aggregate Service Portfolio (which comprise all investments across all Series);  

• Management fees are relatively low and there are no performance fees although the Manager charges a 1% 

execution fees for buying and selling investments which will detract from performance. 

• The Manager places a focus on portfolio construction for each series, and adopts a conservative valuation 

process through the due diligence process, ensuring that the best available companies are included in each 

series. 

• Given the size of the client base there is a very low level of complaints. 

Issues to consider 
 
AT THE MANAGER LEVEL:   

• Given the size of the Service relative to other areas of the business, which only accounts for 2.5% of overall 

CBAM AUM3, there may be less incentive to dedicate additional resource should it be required, in comparison 

to some of its other business lines; albeit we note this is unlikely given the length of its history and it’s close 

to 2000 active clients; 

• The Manager has stated that they may use Winterflood Securities to execute share purchases and sales. This 

presents a potential conflict of interest as Winterflood is part of Close Brothers Group. In the event of this 

conflict being unchecked, this may see Winterflood prioritised over the use of other brokers. We however 

note that the Manager has an execution oversight committee in place and compliance monitoring tools in 

place to ensure that clients are receiving best execution.  

AT THE PRODUCT LEVEL: 

• We note the Service has ranked in the third quartile over the one and three year periods to March 2020 and 

in the fourth quartile over the five year period to March 2020, according to its ARC submission; although we 

do acknowledge that it achieved a second quartile placing when compared to its peers on a discrete basis in 

2018 and 2019; 

• As is the case with all AIM IHT services, we note that given the likely minority positions the Service will have 

in each investee company, the Team’s ability to influence the investee company management teams is limited; 

 

3 CBAM would like to note that although the Service accounts for a small amount of the overall AUM, the Service does account for a higher proportion 
of revenues and profits. 
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• The current size of the Team may place some limitations on the depth of coverage and analysis performed on 

both the Team’s active investment positions (which includes approximately 70 companies across c.90 active 

series) and the pipeline of companies that the Team continuously meet in the execution of the Strategy; 

although we acknowledge that this similar to many similar AIM IHT services, and is somewhat mitigated by 

the size of the wider team that the Team has access to;  

• Given the size of the Investment Team, there is a level of unavoidable key man risk – should one or both 

directors leave then the manager may struggle to fill the vacancies in a timely manner. We recognise that 

CBAM has a wider pool of small companies talent to draw from, however there still exists significant risks to 

the management of the Service; 

• Investors should be aware that the performance of CITS on aggregate is not representative of the portfolio 

they may receive. As a Series is issued every two months and the performance of each Series is likely to differ, 

aggregate performance may not serve as a meaningful guide and investors in different Series may see 

significantly different returns; 

• The AIM-focused strategy has several disadvantages for investors over non-AIM-focused equivalent strategies 

including: i) vulnerability to market sentiment and volatility, ii) the lack of influence on the boards of the c. 70 

underlying businesses (iii) a limited choice of qualifying investments; 

• The Service will consider companies with a market cap as low as £20 million, and companies of this size have 

the potential to exhibit lower levels of liquidity in periods of market stress; however, we equally acknowledge 

that in reality there are few current portfolio companies with a market cap as low as this; 

• CBAM would usually like to fully invest an investor’s capital in four months in normal market conditions, 

however over the years it has taken closer to six months, thus increasing required two year minimum holding 

period required to qualify for Business Relief; 
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Manager Quality 

Manager Profile 
Close Brothers Group PLC (“CBG” or “the Group”) is a UK based specialist financial services group that provides banking, 
securities and investment management services to a wide range of retail and institutional clients. The Group comprises 
three business divisions: Close Brothers Limited (“the Bank”), Winterflood Securities , (“Winterflood”) and Close 
Brothers Asset Management (“CBAM” or “The Manager”). The Group is a FTSE 250 constituent company and currently 
has over 3,000 employees with an annual operating income of £816.4m (as of 31st July 2019).  

The Group was originally established in 1878 as a mortgage lender and was acquired in 1973 by Consolidated Gold 
Fields PLC (a gold mining company that now forms Part of Hanson Plc). However, the modern era of The Group’s history 
began in 1978 following a management buyout of the business. Since listing on the London Stock Exchange (“the LSE”) 
in 1984, the Group has been involved in a series of acquisitions, notably:  

• 1993: Winterflood Securities was acquired, shortly followed by the launch of Close Fund Management in 1995.  

• 1999: Rea Brothers Group was acquired; this would form Close Private Asset Management Limited, the 

precursor to CBAM. Rea Brothers Group would bring £2.5 billion of AUM. 

• 2003: Nelson Money Managers was acquired, bringing in an additional £900 million in AUM 

• 2010: Chartwell Group was acquired, bringing in an additional £650 million of client assets. 

• 2011: Allenbridge Group’s retail division and Cavanagh are acquired, bringing the number of CBAM advisors 

to the current 114. 

The Bank forms the largest portion of the Group, taking deposits to fund a wide range of lending solutions offered to 
small and mid-market firms. This element of the group accounts for roughly 87% of profits4 and has in the region of 
3,000 employees. 

Winterflood, formed in 1988, is the securities division of the Close Brothers Group, providing access to securities and 
ancillary services to both retail and institutional clients. Winterflood is currently the leading market maker for AIM 
shares and makes up 6%2 of group profits.  

The Manager for this product, Close Brothers Asset Management, was established in 2000 following the purchase of 
Rea Brothers, and provides a wide range of investment management and advisory services to predominantly retail 
clients. It currently employs over 675 professionals, in 10 offices, and contributes approximately 7%2 to the Group 
profits. The Manager has an AUM of £12.7bn as at January 2020 and has experienced a strong growth in its AUM from 
inception. 

The chart below presents the evolution of the Manager’s AUM over the past 5 years:  

  

 

4 Source: Close Brothers Group Annual Report 2019 
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CHART 1:  CLOSE BROTHERS ASSET MANAGEMENT AUM (£ MILL ION) AS AT 31/01/2020 

 

Source: Close Brothers Group PLC; Annual Reports 

The Manager’s service offering can be categorised broadly into advisory and investment management services as 
follows: 

Advisory services through 114 advisers covering a wide range of advice topics including: investment, pension & 
retirement, protection and inheritance.  

Investment Management services include: 

• Funds – The manager offers a range of multi asset funds with different risk and return profiles. The funds fall 
into three general categories:  

o Portfolio Funds invest in individual securities;  

o Managed Funds invest in third-party active funds;  

o Tactical Select Passive, which focuses on providing a cost efficient vehicle to invest in passive 
instruments. 

• Managed Portfolio Service – This service provides access to professionally managed portfolios that only 
invest in third party funds. Four variations of this strategy are available to cater for clients with differing risk 
and return appetites. 

• Discretionary Management Service – This service offers access to a strategy based on the Manager’s 
investment view that can be tailored to suit a client’s appetite for returns and risk, in addition to 
accommodating ethical concerns and a desired income schedule. 

• Tax advantaged products – Close manage two tax-advantaged products: 

o Close Inheritance Tax Service (“CITS” or “the Service”) – This Service, currently under review here, 
invests in shares listed on the AIM and AQSE markets to provide Business Relief on investors’ assets. 

o EIS - includes a £5 million legacy EIS product that is still under management. The product is not 
open for investment, nor do the investment team expect any other EIS products to be launched in 
the immediate future.  
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The chart below displays the breakdown of assets under management (“AUM”). As can be seen, Funds, Advisory 
Services and Discretionary Management Services hold the most assets, with the Close Inheritance Tax Service and 
EIS holding just under 2.5% of the total AUM of CBAM. 

CH A RT 2:  F IRM AUM BREAKDOWN AS AT 31/07/2019 

 

CBAM is a relatively large manager when compared to other investment firms offering tax-advantaged products. CITS 
has £246.8m million invested (as of April 2020), making it one of the larger offerings in the AIM IHT space. This Service 
has been in operation since 2001, so the Manager has significant experience running the strategy. 

The chart below details the Fund’s fundraising track record for the last five years. As can be seen, 2015, 2016 and 2018, 
have been fairly consistent, sitting just above £40 million. There was a large increase in 2017, but in 2019 CITS saw a 
considerable fall in fundraising. CBAM have informed us that investor sentiment was negatively affected by sharp 
equity market falls in quarter four of 2018, where the Numis Alternative Market Index fell 20.4%, along with the 
uncertainty surrounding Brexit. In order to facilitate fundraising efforts, CBAM has dedicated Business Development 
and Investment Specialist teams that undertake all external fundraising, which they source from IFAs across the UK. 

 CHART 3 :  CITS FUNDRAISING TRACK RECORD (£ MILL ION) AS AT 15/04/2020  

 
Source: Close Brothers Asset Management; Advantage IQ 
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Client servicing is dealt with by a team of over 50 personnel, with the IFA Client team of five dedicated to CITS clients. 
Portfolio valuations are sent out quarterly and are supplemented with market and macroeconomic research. Investors 
will receive an end of year tax reporting package, along with a composite tax certificate. Investors benefit from the 
CBAM online management portal that allows for updated valuations to be viewed on a daily basis. This portal also 
shows transaction histories and allows for contract notes, quarterly valuation packs and tax packs to be accessed by 
and distributed to advisers and clients. The Manager stressed that they take investor relations very seriously and would 
endeavour to meet with and or provide additional information to any advisers, clients or prospective clients when 
required.  

As required by the FCA, CBAM has a formal procedure to handle written complaints, which MJ Hudson Allenbridge has 
explored and found to be appropriate for a firm of its size. Given the size of CBAM’s investor bases, it has a relatively 
low level of complaints. The primary custodian is Lion Nominees Limited (“LNL”), which is a wholly owned subsidiary 
of CBAM, and is structured so that all clients' investments are held separately from the Manager’s own assets. LNL has 
no function other than to administer and protect client assets. 

Financial & Business Stability 
The Manager of the Service, Close Asset Management Limited maintains a relatively stable business with a strong 
balance sheet (net assets have grown to £58.5million from £23 million in the last five years, with a five-year CAGR of 
20.6%) and has a diversified income stream. We consider the variety of products offered by the Manager to be a positive 
contributor to the stability of the business as there is less reliance on individual product offerings.  

In the tables below, we present the key financial metrics of CBAM and CBG to illustrate their collective financial 
stability. 

TA BLE 1:  CBAM KEY FINANCIAL METRICS SUMMARY (£ MILLIONS) AS AT JULY 31 S T ,  20191  

CBAM 2014 2015 2016 2017 2018 2019 5YR 
CAGR  

Revenues  79.14   84.37   82.57   92.05   102.14   104.04  5.62% 

Costs  68.38   70.12   70.90   78.48   82.76   87.94  5.16% 

Cost to Income ratio  0.69   0.67   0.66   0.65   0.65   0.67  
 

Operating Profit  10.76   14.25   11.67   13.57   19.38   16.10  8.40% 

Net Profit  8.95   11.98   11.54   11.15   15.98   15.20  11.17% 

Net Profit Margin 11.31% 14.20% 13.98% 12.11% 15.64% 14.61% 
 

Net Assets  22.99   26.67   38.21   49.36   50.33   58.53  20.55% 

Source:  Close Brothers Asset Management; Companies House 
1 Financials include discontinued operations 

The Manager’s profitability has broadly increased over the years, although we understand that some degree of 
restructuring took place between 2014 and 2016, which led to a small drop in profitability. However, in more recent 
years, revenue has been increasing steadily, along with net assets. We note that in 2019 there has been a slight increase 
in costs, leading to an overall decrease in net profit margin, however, the Close Brothers Annual Report 2019 details 
that this is as a result of an increased headcount of 5% in the period, reflecting hiring of advisers and portfolio 
managers. Although it is too early to tell the extent to which the COVID-19 pandemic has affected the financial position, 
according to the latest available reports, Manager appears to have a strong and stable financial base, supported by a 
financially robust parent company, as shown by the table below. 
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The Group continues to grow revenues and has maintained a good level of profitability, achieving a consistent net 
profit margin of 25% over the last three years. CBG’s financial performance is largely dominated by the Bank (accounting 
for 87% of profits), although Winterflood and CBAM are both profitable businesses in their own right. Despite limited 
visibility as to the potential impacts which COVID-19 will have on the business, we acknowledge the that given the size 
of the Group, its long history of profitability and the fact that the Bank has a common equity tier 1 capital ratio of 
13.0%5, overall the Group remains financially stable.  

TA BLE 2:  CBG KEY F INANCIAL METRICS SUMMARY (£ MILLIONS) AS AT JULY 31S T ,  20191  

CBG 2014 2015 2016 2017 2018 2019 5YR 
CAGR 

Revenues1  627.90   672.80   687.40   761.40   805.80   816.40  5.39% 

Costs2  434.20   447.90   453.80   492.70   527.20   545.90  4.69% 

Cost to Income ratio  0.86 0.83  0.86  0.85  0.81  0.85  

Operating Profit  188.80   219.90   228.50   262.50   271.20   264.70  6.99% 

Net Profit3  150.20   185.70   186.30   190.90   202.00   201.40  6.04% 

Net Profit Margin 23.92% 27.60% 27.10% 25.07% 25.07% 24.67% 
 

Net Assets  917.60   1,009.90   1,096.90   1,236.00   1,348.70   1,406.40  8.92% 

Source: Close Brothers Group PLC; Annual Reports 
1 Revenues = operating income = net interest income + non-interest income 
2Costs = Total operating expenses before amortisation of intangible assets on acquisition 
3Net Profit = Profit after tax and before profit attributable to non-controlling interests and shareholders 

The Manager indicated that its current strategy is to build revenue by focusing on the investment management 
elements of the business, reflecting the higher margin achievable relative to the advisory activities. As such, CBAM 
revenues are split approximately 70:303 between the management and advisory activities, with revenues from the CITS, 
the Service under review here, being a very small portion of overall revenue. CITS accounts for just under 2.5% of AUM, 
and this may serve to illustrate the level of resource which could be assigned to the Service. However, CBAM would 
like to note that although the Service accounts for a small amount of the overall AUM, the Service does account for a 
higher proportion of the revenues and profits. 

Finally, as CBG is a listed entity, we do not believe there are any risks to business stability introduced by the ownership 
structure. As can be seen in the table below, which provides the list of shareholders who own more than 5% of CBG, 
there is a low risk of ownership concentration. 

TABLE 3 :CBG MAJOR SHAREHOLDERS 

SHAREHOLDER VOTING RIGHTS 

Standard Life Aberdeen plc 14.05% 

Royal London Asset Management 5.75% 

M&G plc 5.73% 

 

5 Source: Close Brothers Group Annual Report 2019 
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Aviva plc & its subsidiaries 5.01% 

Source: Close Brothers Group PLC; Closebrothers.com 
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Quality of Governance and Management Team 

As illustrated previously, the Manager forms part of the wider Close Brothers Group, and as such it is worth considering 
the governance structures present at the Group level. At present, the Group is publicly listed on the LSE main market 
and as such must comply with the regulatory regime and corporate governance requirements that such a listing 
entails. Falling inside such a group means that CBAM benefits from an institutional governance framework. 

CBAM comprises of a number of regulated and non-regulated legal entities, however, responsibility for the overall 
strategic direction of the division (and all of the risks assumed) is formally delegated to the CBAM executive 
management committee (the "Manco"). The Boards of each regulated CBAM entity meet quarterly. The Boards of other 
unregulated CBAM legal entities meet at least annually and on an ad-hoc basis as and when required. The CBAM Manco 
has in turn delegated certain specific responsibilities to various functional sub-committees, ensuring that its 
responsibilities are managed within a prudent and effective governance framework. The CEO of CBAM, Martin Andrew 
heads up the Manco, supported by Catherine Parry (CFO), Helen Aldridge (COO), (), Matthew Spencer (Head of Business 
Development), Charlie Collard (Head of HR), Iain Wallace (Head of Compliance), Robert Alster (Head of Investment 
Services), Andy Cumming (Head of Advice), Giles Marshall (Head of HNW) and Gregg Clarke (Head of Business Change 
and Technology).  

The table below presents a summary of those CBAM committees which are relevant to the governance of CITS. 

TA BLE 4:  RELEVANT OVERSIGHT COMMITTEES 

COMMITTEE DETAILS 

Management 
Committee 

 
Mandate: Day-to-day management of and responsibility for all CBAM business. Chaired by 
CBAM CEO. 
 
Frequency: Monthly 
 

Investment Review 
Committee (IRC) 

 
Mandate: Oversight and control of investment process, performance and risk in 
accordance with the Company’s agreed investment strategy. Chaired by Head of 
Investment Services. 
 
Frequency: Monthly 
 

Smaller Companies 
Research Committee 
 
 
 

 
Mandate: To discuss and review smaller company performance and investment thesis on 
a regular basis. Chaired by Global Equity Analyst [ 
 
Members/Quorum: The Chair, three members of the Smaller Companies team, two 
attendees from across the High Net Worth teams. 
 
Frequency: Monthly 
 
 
 
 
 

Research Oversight 
Committee 

 
Mandate: Ensure an appropriate level of external research spend to achieve good client 
outcomes. Reports to IRC. Chaired by Macro Analyst  
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Frequency: Monthly 
 

Risk and Compliance 
Committee (RCC) 

 
Mandate: Oversight/management of financial, market, credit, insurance, operational, 
reputational, conduct and regulatory risk. Chaired by the CEO. 
 
Frequency: Monthly. 
 

Best Execution 
Oversight Committee 

 
Mandate: Review the trading performance of the dealing team and to monitor all brokers 
and counterparties across numerous execution factors. Reports to RCC. Chaired by COO 
Investments. 
 
Frequency: Monthly 
 

Close Inheritance Tax 
Service Oversight 
Committee 
 
 

 
Mandate: The CITS Monthly Update (the “CMU” and/or “Committee”) has been established 
in order to assist Close Brothers Asset Management (“CBAM” and/or “the Company”) in its 
oversight of CITS. The Committee’s oversight includes, but is not limited to, the oversight 
of investment performance as well as monitoring, improving, and developing the CITS 
offering 
 
Members: Giles Marshall (Head of High Net Worth), Managing Director, Investment 
Director, Assistant Investment Manager, Investments Administrator, Kevin Baxter (Head of 
Client Operations), Dana Price (Investment Compliance Manager), Tim Dickens (Head of 
Investment Specialists), Darren Saddler (Head of Investment Business Development), Chris 
Napier (Proposition Manager), Investment Specialist – IFA Sales and Rebecca Costa 
(Investments Marketing Manager). 
 
Frequency: Monthly 
 

Source: Close Brothers Asset Management; AdvantageIQ 

The Manager has provided us with terms of reference describing the scope and composition of a number of their 
committees, particularly those related to CITS and smaller companies investing. The committees appear to be 
composed of sufficiently experienced professionals drawn from a broad base of roles. We note that the committees 
meet on a regular basis and cover a scope that seems appropriate given the number and expertise of attendees. Overall, 
we are satisfied with the overall quality of the CBAM governance framework, which we would regard as being 
institutional in quality and stronger than a large proportion of other tax-advantaged managers.  

We note that both the Group and the Manager have comprehensive internal policies regarding all aspects of business 
operations. The Manager has a large dedicated compliance team, with additional support from the wider Group’s 
compliance team providing specialist compliance support on an ad hoc basis. The Manager for the Service is directly 
authorised by the FCA. Iain Wallace, Head of Compliance, holds both the SMF16 and SMF17 functions (compliance 
oversight and money laundering reporting officer). We have seen that CBAM possesses comprehensive documents 
regarding conflicts of interest, business continuity, best execution , and other relevant regulatory concerns one would 
expect from an institution of this size. Finally, there is an internal audit team, which provides a further layer of oversight 
on all the products, procedures, and controls in place across all services offered by the Group. 
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Product Quality Assessment 

Investment Team 
The responsibility for the implementation and management of the Service falls upon an investment team (“the Team”) 
of four: Sam Barton, Stephen Wood, Archie Thompson and Dalton Harris. Sam is a Managing Director and Stephen is 
an Investment Director, Archie is an Assistant Investment Manager and Dalton is an Investment Administrator. Sam 
and Stephen have worked together since 2008 and were appointed as the Service’s managers in 2013. Currently they 
share over 30 years of experience of investing in smaller companies, with their last 11 years spent principally focused 
on AIM stocks. The length of time spent investing in this area has given the managers time to build up a wide network 
of relationships with relevant brokers, Nominated Advisers (“NOMADs”) and a deep understanding of the AIM Market 
that can be leveraged in the execution of the strategy adopted by the Service. Archie joined the team in July 2015 and 
Dalton joined in January 2018; however, CBAM have informed us that they have no intentions to grow the team at this 
time. 

CBAM have informed us that the main reason for Archie and Dalton’s inclusion in the team is to deal with the high 
volume of client servicing and to broaden the investment capability of the team. These two individuals are involved in 
company research, data sorting, marketing presentations and dealing with client requests as and when they arise. The 
goal, as described by CBAM, is for Archie and Dalton to take more responsibility in the process, while Sam Barton and 
Stephen Wood will be charged with execution of the investment strategy and decisions.  At this stage, Archie has five 
years’ experience does have some involvement in investment research and analysis, whilst Dalton is just beginning to 
gain exposure in this area. 

The Service benefits from exposure to a wider team of over 60 investment professionals (“the Wider Team”). 
Specifically, CBAM informed us that there is a team of five investment professionals who deal with the marketing side 
of the business, and an IFA Client Team, who both help with client and adviser queries. Furthermore, since the Team 
operates a generalist strategy, and consequently has limitations in the range of sectors that they can specialise in, they 
utilise the knowledge of the wider investment team at CBAM. The Team have daily access to a team of eight analysts 
who have expertise in their respective fields; for example, Robert Alster, Head of Investment Services, has particular 
expertise in the airlines industry. CBAM note they seek to consult these analysts when researching the larger 
companies on AIM where relevant and have recently been speaking to the Co-head of Research who covers the global 
beverage industry whilst researching Fever Tree. CBAM also state that they often seek advice from members of the 
High Net Worth team, who have some small cap exposure in clients’ portfolios, as well as contributing regularly to the 
small companies research committee. 

The advantage of access to the Wider Team extends to the broader support infrastructure that The Manager possesses. 
Large teams are already in place to focus on client servicing, fundraising and reporting, leaving the Team free to focus 
on carrying out their investment strategy. It is promising that The Team has access to wider firm resources and support 
functions; however, a level of key man risk remains in Sam Barton and Stephen Wood, given the length of time which 
the two have been in involved in the execution of the strategy.   

Overall, the Team has sufficient experience of investing as a generalist in small companies and in managing the 
investment strategy adopted by the Service.  Although we note that the team has expanded with the addition of Dalton 
since our last review, the current size of the Team arguably places some limitation around the depth of 
coverage/analysis performed on both the Team’s active investment positions and the pipeline of companies that the 
Team continuously meet in the execution of the Strategy. We understand that the Team aims to meet with over 300 
firms on an annual basis, which seems challenging considering the total team size of four, and that Dalton is still new 
to the process. Nonetheless, these constraints are not uncommon for teams operating similar strategies, but unlike 
many other operators, we acknowledge the fact that the Team do have access to a much wider pool of resource.  
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Investment Strategy & Philosophy 
CITS is a specialist, discretionary portfolio management service aiming to provide relief from Inheritance Tax (“IHT”) 
by investing in Business Relief (“BR”) qualifying shares quoted on the AIM and the AQSE. The Team will be investing 
primarily on the secondary market but will also target some initial public offerings (“IPOs”) in addition to secondary 
issues on AIM. The investment philosophy aims to deliver some positive real returns over a long-term investment 
horizon. 

The Service aims to expose investors to a portfolio of 25 to 35 BR qualifying companies, spread across a broad range 
of sectors, industries, and geographies. Stock weightings are governed by their risk profiles with an eye to reducing 
stock and sector specific risk across the portfolios. However, we note that certain sectors have been excluded 
predominantly because companies operating in those sectors would likely not qualify for business relief; these include 
extractive industries such as Oil, Gas and Mining; and investment firms. CBAM also note that they will not invest in 
products where it is unclear how returns are generated, or where the Team is unable to carry out thorough due 
diligence. 

We understand that the Team will generally seek to invest in companies with a market capitalisation of over £20 
million, although on some occasions they will go below. This level of market cap is below many other similar AIM IHT 
products on offer, which does give rise to the risk of increased volatility due the lower levels of liquidity which tend 
to be associated with smaller companies listed on AIM. However, it similarly provides a far larger universe of potential 
investments, allowing CBAM to target companies which may have fallen off the radar of other AIM IHT managers.  

Target companies will generally exhibit the following characteristics: a strong balance sheet, visible earnings, robust 
cash flows, growing dividends, long trading history, blue chip customer base, access to niche markets, strong brands, 
market leaders and strong management teams. We note that the Service does not have an average investment size but 
aims to limit the initial investment in any one company to 3.5% of an investor’s portfolio, although performance could 
lead to this exposure increasing over time to in excess of 10%.  

The strategy aims to reduce the risk of investing in a fundamentally volatile market. The Manager starts this process 
by screening the investment universe with basic filters, although the manager notes that there are  exceptions, since 
these metrics are employed as an initial filtering mechanisms:  

• Market cap in excess of £20 million  

• Firms must provide a sufficient level of liquidity and will take the level of free float into consideration (albeit 

we note that there are no formal guidelines in relation to a minimum level of liquidity),  

• Positive free cash flow 

The Team aims to invest in companies that they deem to be trading below their fundamental/intrinsic value; valuation 
is predominantly assessed through a discounted cash flow approach, applying a conservative discount rate of c.10.25%. 
We note that an assessment of the relative value of the companies is also made making use of comparable trading 
ratios such as the price to earnings ratio, enterprise value to EBITDA and free cash flow yield. 

Investors should note that the Service is Series based which means that not all investors will be exposed to the same 
portfolio, although investors in the same Series will have identical portfolios. CBAM do note however that in normal 
market conditions, Series do not change much from Series to Series. A new Series is launched every two months 
(typically in early January, March, May, July, September and November) with subscriptions received prior to the launch 
of a new Series pooled and deployed in line with a model portfolio for the upcoming Series. In terms of constructing 
the tranche, the team comes up with between 10 and 20 ideas that they are happy to invest in on day one, with the 
goal of being 50% invested in the first month, subject to normal market conditions. Once a plateau is reached, the team 
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will begin to add more to the tranche, gradually adding them all over a six-month period. CBAM have informed us they 
aim to keep between a 1% and 2% cash buffer in each tranche. 

Additionally, investors can hold the BR through an ISA for further tax benefits. However, we note the Service does not 
aim to generate income for distribution. Income generated is generally used to cover ongoing fees with excess income 
reinvested into further BR qualifying AIM/AQSE companies. 

CBAM has informed us that it has a hard limit that no individual holding will account for more than 12% of the overall 
portfolio weight, and if a company does exceed this limit, the Manager may consider “top slicing” the holding of that 
company. Whether CBAM reinvest this into an existing company or looks for something new depends on its watch list 
at the time, but generally they reinvest in companies they already hold widely elsewhere. CBAM informed us that the 
watch list is monitored by Sam and Stephen, who have biweekly meetings to discuss it.   

The Manager states that roughly 400 out of the 900 stocks in the wider AIM investable universe are considered in its 
investment process. The investment strategy aims to provide investors with a diversified portfolio of established and 
market resilient SMEs with good growth prospects. Consequently, it offers the potential for relatively attractive returns 
albeit not without its risks. Investors should note the exposure to companies at the lower end of the market cap range 
may give rise to volatility in periods of market stress; however, we acknowledge the conservative valuation metrics 
with regard to individual company screening, and although the Service does offer some exposure to smaller cap 
companies, only 25% of the Aggregate Service Portfolio has a market cap below £100 million Further as a result of the 
portfolio construction process, individual portfolios, and therefore performance will differ.  

Pipeline/Prospects and Current Portfolio 
The Service had an AUM of £246.8 million (as of April 2020) managed across c.90 active Series. This is an evergreen, 
tranche-based Service currently raising funds for the 102nd Series of the Service at the time of writing.  

We have assessed the portfolio composition of CITS as a whole to provide investors with an indication of how 
subscriptions might be deployed. It is important to note that while CITS is an evergreen service, investors will not all 
receive the same portfolio, nor necessarily participate in the investments that are detailed here. The following section 
presents the current breakdown of the Aggregate Portfolio, which comprise all investments across all Series, as of 31st 
December 2019. Due to significant market movements in recent months, these numbers are likely to have changed 
materially, and due to the way in which investors are allocated in tranches, the information outlined below should be 
seen as indication of the general allocation that an investor could expect. 

TA BLE 5 :  PORTFOLIO SECTOR BREAKDOWN AS AT 31 S T  DECEMBER 2019 

SECTOR % OF AUM 
Support Services 19.18% 

Household Goods & Home Construction 10.84% 

Travel & Leisure 10.53% 

Electronic & Electrical Equipment 7.47% 

Industrial Engineering 5.94% 

Software & Computer Services 5.94% 

Financial Services 5.66% 

Construction & Materials 4.56% 

Beverages 3.20% 

Real Estate Investment & Services 2.87% 

General Retailers 2.72% 

Technology Hardware & Equipment 2.26% 

Leisure Goods 1.86% 
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Health Care Equipment & Services 1.48% 

Food Producers 1.37% 

Media 1.12% 

Aerospace & Defence 0.74% 

Industrial Transportation 0.71% 

Pharmaceuticals & Biotechnology 0.58% 

Mobile Telecommunications 0.56% 

Gas, Water & Multiutilities 0.43% 

Electricity 0.42% 

Nonlife Insurance 0.38% 

Personal Goods 0.31% 

Oil Equipment, Services & Distribution 0.06% 

Cash 8.80% 
Source: Close Brothers Asset Management; AdvantageIQ 

In terms of sector weightings, the Aggregate Service Portfolio displays a high level of diversification, although we note 
that the Support Services sector occupies more than the 15% sector limit imposed at the strategy level. However, in 
our discussion with CBAM it noted that, although it makes sure it has a balance across sectors, Support Services are 
the only exemption, which they described as the “other” (containing a wide range of different businesses), implying it 
will invest more than the usual 15% limit into this sector. Further, we acknowledge that there are a wide variety of end 
markets which the Support Services sector will operate in, providing a level of diversification. Outside of this, the 
manager aims to limit sector exposure to 4% at the tranche level, which should help to prevent overexposure to any 
particular sector.  

As can be seen below, the current Aggregate Service Portfolio is predominantly weighted towards companies that 
have a market capitalisation between £100-500 million. However, as at December 2019, 26% of the Aggregate Portfolio 
had a market cap below £100 million, and thus illustrating exposure toward the lower end of the spectrum relative to 
some other services of its kind.  

CH A RT 4 :  PORTFOLIO COMPANY MARKET CAPITALISATION BREAKDOWN AS OF 31S T  

DECEMBER 2019 

 
Source: Close Brothers Asset Management; AdvantageIQ 
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In order to provide an indication as to how investors can expect to be invested, the Manager has also provided us with 
information on the three most recent series. These series are invested in 27, 28 and 33 companies respectively, with 
36 unique companies, and 24 companies common across all three, and we note that no single company occupies more 
than 4.5% of the series. While there is significant overlap across these three series, the distinct differences across these 
three series serves to illustrate the Manager’s active approach to its investment strategy, seeking the best candidates 
at the time of investments, and thus taking portfolio allocation into consideration. However, at the same time it does 
highlight the fact that performance across each series is likely to differ significantly.  

The Manager reports that the cash position within the Service is just under 9% of AUM on an aggregate portfolio basis, 
although it targets a cash position of between 1-2%, on a portfolio basis, which would mean that investors need not be 
concerned with the adverse effects of cash drag on performance. However, in our discussion with CBAM it informed 
us that some portfolios had unusually large levels of cash, due to three take overs at the end of 2019, and the team are 
trying to deploy cash on a gradual basis, taking advantage of the lower valuations that the COVID-19 environment has 
brought about. With regard to funds raised and deployed, we note that the Manager has raised an average of £47 
million per annum over the last three years for the Service, and in normal market conditions that it takes approximately 
6 months to fully deploy the average Series. 

Overall, we expect the portfolio to remain well diversified, with a good mix of companies across the sectors qualifying 
for IHT relief. The strategy takes sector weightings into consideration at the portfolio level, and as such the risk of over 
exposure to individual sectors is limited. Although we note that the inclusion of companies with a market cap as low 
as £20 million does increase the investment universe and expose investors to companies that may not be seen by other 
managers, it doesn’t come without the risks associated with smaller cap companies, and investors should prepare for 
a more turbulent portfolio, through periods of market stress, as has recently been the case. The use of conservative 
valuation techniques may also reduce the investment universe, but the manager has noted that it is still able to source 
ample investment opportunities. The portfolios tend to include a small cash balance, which is unlikely to have a 
particularly adverse effect on performance and can be used to pay fees, without the need for capital realisations.  

Investment Process  
The Manager has described its investment process as follows in AdvantageIQ:  

TA BLE 6:  INVESTMENT PROCESS 

INVESTMENT PROCESS DETAILS  

Deal sourcing/ origination 
This comes from the Manager’s own research, market screens and an established 
network of brokers who bring new ideas (both listed and seeking a listing) to the 
team. 

Deal filtering and selection 

 
Management meetings: The investment team conducts over 300 meetings a year 
with management teams in qualifying companies. The team endeavours to meet all 
investee companies at least once per year and will see all new investment ideas in 
advance of purchasing shares in a business. Meetings are used to question 
companies’ strategy, current trading, outlook and profit forecasts. The team make 
every effort to undertake site visits where possible.  
 
Financial modelling & balance sheet analysis: The investment team generate fair 
value estimates on current and target holdings by running discounted cash flow 
models based on conservative growth estimates. These are used to help guide 
investment decisions. The team uses a high discount rate to give an acceptable 
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margin of safety and to reflect the inherent risks of smaller company investment. 
The team concentrates on the financial strength of companies, with a focus on 
balance sheets. The Manager is averse to investing in overleveraged businesses 
and those with high liabilities in their accounts. 
 

Due diligence process 

 
As part of the Manager’s investment process it carries out an extensive due 
diligence process on each company considered. Items that the Manager views as 
raising concern include but are not limited to: a concentrated shareholder 
register/small free float; recurring failure to convert profits into free cash flow; 
limited independence on the Board; excessive pay packages for the executive 
management; high levels of gearing; a repetitive need for external funding; and 
potential geographic, governance, operational and currency risks. 
 

Deal approval 

 
The smaller companies team has discretion over what they invest in each CITS 
series. New investments and specific stock selection for the CITS portfolios is 
discussed at the monthly Smaller Companies Research Committee (“SCRC”), chaired 
by one of CBAM’s senior research analysts. This meeting involves an in-depth 
presentation of new investment ideas, examination of share price performances 
and trading of smaller companies over the month. New investments in the Service 
are reviewed monthly at the Investment Review meeting chaired by Giles Marshall, 
Head of HNW 
 

Source: Close Brothers Asset Management; AdvantageIQ 

In essence, the Manager sets out classical value investing filters, prior to using additional information gathered from 
the wider pool of CBAM analysts, broker contacts, and meetings with the management teams of potential investee 
companies. The Investment Team does not need their decisions to be approved prior to action, which can encourage 
flexibility and speed of deployment. The caveat of this is a slight reduction in oversight, but we regard the overall 
governance structure as suitable and this level of flexibility may prove most useful for selling off investments in a falling 
market.  

Our primary cause for concern is the ability of such a small team to carry out efficiently the 300+ manager meetings 
they aim to undertake in their stock screening process. Nonetheless, in our discussion with the investment team, the 
investment process was well articulated, and the investment decision making process will draw upon a depth of 
research and established process.  

Risk Management 
We identify the following as the key risks of an investment in the Service: failure/poor performance of an investee 
company, execution risk, liquidity risk, exit risk, operational risk and loss of IHT tax relief. The investment process and 
due diligence undertaken before an investment decision is made acts as the first line of mitigation for a number of the 
above highlighted risks. Additionally, a number of processes have been put in place to support the overall risk 
management process. 

The investment team are responsible for the day to day monitoring of individual portfolios. With over 100 individual 
portfolios (represented by the bi-monthly Series which investors will be allocated), and a relatively small team, it could 
arguably be a difficult task to ensure a satisfactory level of oversight. However, the Manager has assured us that given 
the significant level of crossover across portfolios, this process is manageable. In addition to this, the Client’s Risk 
Status is reaffirmed every three months after the initial valuation, and clients are reminded what the risk status of the 
Service is. Further, on a monthly basis, the Close Inheritance Tax Service Oversight Committee meets to provide 
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oversight of CITS, including the oversight of investment performance as well as monitoring, improving, and developing 
the CITS offering. 

In terms of portfolio monitoring, the Aggregate Service Portfolio is reviewed by the investment team weekly and 
monthly by the wider CBAM small companies’ research committee as well as the CITS oversight committee. The 
committees focus on investee company performance concerns and liquidity across all Series to ensure that all 
portfolios remain aligned to the risk and return parameters set for the Service. The Manager provided a sample 
material prepared for a monthly review meeting, which evidenced the risk management process and monitoring of 
the previously mentioned risk parameters that CBAM look for in its strategy.  

When examining underlying investee companies, CBAM have informed us that they continually review the quality of 
management, market outlook, trading conditions and underlying performance/profitability and cash flow generation. 
We note that the Team aims to meets with each Investee Company in the portfolio at least once a year, typically after 
results announcements where they have an hour one-to-one discussion, and questions management on operational 
performance, progress on their business plans and organisational structures. We however note that given the likely 
minority positions the Service will have in each investee company, the Team’s ability to influence management is 
limited, although we note that CBAM informs us that it actively engage with boards and have voting rights on 
companies that they have a greater than 3% holding, which is roughly 50% of all its portfolio companies. CBAM also 
employ the services of Institutional Shareholder Services (“ISS”) as a screen for any poor corporate governance 
practices.  The Team typically will not have board positions and so a lot of faith is placed on the quality and integrity 
of management at the investee companies. Investors are consequently exposed to the risk of management actions that 
might impair the performance of the investee company, although we note that this will be the case for all AIM IHT 
services. 

Operational risk is mitigated through annual external training for the managers, to keep abreast of regulatory 
developments, as well as continuous monitoring of investment held, to ensure on-going compliance. CBAM also take 
external tax advice when investing and also have an external specialist firm undertake an annual audit of all investee 
companies, which brings a welcome layer of independence. Of all the over 100 series launched, CBAM have informed 
us that no CITS clients have had any successful challenge by HMRC to the BPR qualification of any assets managed in 
the service. 

With regards to portfolio construction, investors are expected to be allocated across between 25 and 35 investee 
companies. Although there are no formal limits to for portfolio concentration, the Manager will seek to reduce 
holdings representing over 12% of a portfolio by value and the Manager will undertake the process of top slicing where 
necessary to adhere to this limit. Further, no sector, aside from Support Services as mentioned previously, should 
occupy more than 15% of a portfolio at the initial point of investment. 

CBAM has informed us that liquidity across all the positions is considered as part of initial and on-going investment 
due diligence. Whilst shares on AIM are freely tradable, CBAM recognises that there may be times where it may not be 
possible to immediately unwind a particular stock position, due to market disruption, insufficient trading volumes or 
corporate action. However, CBAM declare that the CITS proposition should be regarded as a long-term holding in 
order to fully obtain qualifying reliefs, and so short-term liquidity constraints imposed by market conditions should 
not overly impact on a client’s overall investment outcome. 

Liquidity will largely be determined by the market cap of underlying investee companies; and, while a minimum target 
of £20 million may suggest limited available liquidity, in reality however, the average market cap of the current 
portfolio is well above that.  

We note that the Manager has a risk and compliance committee (with delegated authority from the Group’s board) 
that monitors risk issues and provides an extra layer of oversight and risk management for the Service. Additionally, 
the Manager has a centralised risk function that oversees risk monitoring and feeds into the investment process. We 
understand that the Team is in the process of adopting some proprietary technology for measuring and monitoring 
CITS performance and risks called the Close Risk Monitoring System (“RMS”). RMS will allow the Team to evaluate the 
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portfolios across detailed characteristics and enhance the Teams ability to monitor the return and risk drivers of the 
underlying investments. However, we do note that this system was still being developed in our last review in 2018.  

In response to the coronavirus pandemic, CBAM are, like most managers, working remotely, and at the time of our 
discussion with CBAM, it informed us that this was working well, noting they have regular team update calls in the 
day, and are still having monthly oversight meetings, albeit over the WebEx platform. In terms of taking a more 
conservative approach as a response to the uncertainty surrounding the virus, CBAM informed us that they will not be 
reducing its discount rate used in its discounted cash flow models, as was the case following the  financial crisis of 
2008. CBAM have been in contact with investee companies that it has big holdings in and have examined their balance 
sheets and liquidity positions to make sure they are stable and robust.    

Finally, we present the following as potential conflicts of interest that investors should be aware of: 

• Conflicts of interest that could result from the allocation of investment opportunities between Series being 

deployed simultaneously.  

• The Manager has stated that they may use Winterflood Securities to execute share purchases and sales. This 

presents a potential conflict of interest as Winterflood is part of Close Brothers Group. In the event of this 

conflict being unchecked, this may see Winterflood prioritised over the use of other brokers. We however 

note that the Manager has an execution oversight committee in place and compliance monitoring tools in 

place to ensure that clients are receiving best market execution. 

• The 1% dealing fee imposed on all share transactions presents an additional conflict, as it may incentivise the 

Manager to maintain a high level of portfolio turnover in order to maximise fee income, although we note the 

Manager has indicated turnover has been low historically. 

The Manager does not expect significant conflicts to arise from the execution of CITS due to the relatively small size 
and narrow focus of the Service. However, as with all CBAM products a group level compliance manual governs the 
team. With respect to the conflicts mentioned here, we note that CBAM has a best execution policy that aims to mitigate 
any issues that arise from using an internal broker. We do not know of any specific policy that relates to preventing 
excessive turnover, however given that historical turnover has been reasonable this is not a major concern. 

Key Features 

The table below lists the fees chargeable by the Service. A one off £250 + VAT initial fee is charged to investors, along 
with a 1.25%(+VAT) annual management charge (“AMC”). We note however, that there is a dealing commission of 1% on 
all purchase and sale of stocks. Investors should therefore be made aware that in the first year of investment the 
effective fee will be close to 2.5% and thereafter it will vary depending on the level of turnover within the portfolio, the 
overall fee will likely equate to more than just the AMC. As is the case with most AIM IHT services, there is no 
performance fee to investors.  

We note that the Service will only accept subscriptions from professionally advised clients; CBAM does not accept 
applications from execution only investors, which itself may further add to costs. The Service will facilitate the payment 
of agreed adviser charges subject to the receipt of a signed adviser fee charging agreement from clients.  

Overall, we are content with the level of transparency and the clarity with regards to disclosure of fees by the Manager.  

TA BLE 7:  FEES 

FEE (Excluding VAT) 
CHARGED TO: 

INVESTOR INVESTEE COMPANY 
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Initial Fee £250 -  

Custodian Fee - - 

Arrangement Fee - - 

Annual 
Management/Monitoring Fee 

1.25% - 

Annual Service Fee - - 

Dealing Fee 1.00% - 

Director’s Fee - - 

Exit Performance Fee - - 

Exit Performance Fee Hurdle - - 

Execution Only Fees - - 

Direct Application Fees - 

Source: Close Brothers Asset Management; AdvantageIQ 

Performance 
The Service has been in operation since 2001, making it one the longest running products of its kind within our 
universe of BR products. The Manager has stressed that each Series is unique, thus performance figures do not 
necessarily correspond to the same set of investments over time, nor can new subscribers expect to receive the 
portfolios responsible for generating the historical returns. 

In order to measure performance, the Manager uses two methods. The first is an internal method, whereby CBAM 
select a reference client for each series that is used as a proxy for that series and a simple average return over all series 
active in the period under review is calculated. CBAM note that the performance of a reference client is only included 
in the above analysis if that client had been active for at least six months of each period reviewed. CBAM compare this 
performance to the Numis Alternative Markets Index, calculated on a Total Returns basis, which contains all stocks 
listed on qualifying UK Alternative markets, regardless of market capitalisation. The table below presents CITS 
performance, according to CBAM’s internal measurement on a discrete and cumulative basis. 

TA BLE S 8:  CBAM INTERNAL MEASURE OF DISCRETE AND CUMULATIVE PERFORMANCE BY 

CALENDAR YEAR AS AT 30T H  APRIL  2020 

CUMULATIVE 1 YEAR 3 YEARS 5 YEARS 10 YEARS 
CITS -12.5% -16.1% 16.6% 165.8% 

Numis 
Alternative 
Market TR 

-14.9% -12.4% 16.2% 19.6% 

Over/Under 
performance 

2.4% -3.7% 0.4% 146.2 
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DISCRETE 2014 2015 2016 2017 2018 2019 2020 YTD 

CITS 2.9% 20.2% 4.5% 15.8% -18.6% 26.6% -21.6% 
Numis Alternative Market TR -16.3% 5.6% 16.2% 27.4% -17.5% 14.7% -16.2% 
Over/Under performance 19.2% 14.6% -11.7% -11.6% -1.1% 11.9% -5.4% 

Source: Close Brothers Asset Management; AdvantageIQ 

Note: Performance figures for the CITS are stated after annual management and dealing fees, but do not reflect the effect of any initial or 

administration fees. 

As can be seen in the tables above, the Service has performed relatively well on a cumulative basis, outperforming the 
Numis Alternative Markets Index TR (“NAMI”), in every period, save one. Performance on a discrete basis is more mixed 
however, with the Service showing wide variations in annual performance relative to the NAMI. More specifically, 
where the Service has under or overperformed, it has done so by relatively significant margins.  

The second method through which the Manager measures performance is through submissions to Asset Risk 
Consultants (“ARC”), an independent firm of investment consultants. At its discretion, ARC will determine which of the 
individual portfolio submissions provided by CBAM will be considered relative to a peer group of managers providing 
an AIM IHT Service. This provides an independent assessment of performance relative to a peer group, measured 
according to the same methodology. The table below illustrates the Service’s ARC performance relative to its peer 
group, defined as the ARC Sterling AIP. 

TA BLE :  ARC DISCRETE AND CUMULATIVE PERFORMANCE BY CALENDAR YEAR AS AT MARCH 

2020 

DISCRETE CBAM ARC 
STERLING 
AIP (%) 

ARC 
STERLING 
AIP (%) 

OUTPERFOR-
MANCE 

RETURN 
QUARTILE 

RANK 

25th 
PERCENTILE 
RETURN (%) 

75th 

PERCENTILE 
RETURN (%) 

2020 (YTD) (32.2) (27.4) (4.9) 4 (25.6) (30.4) 
2019 23.7 25.3 (1.6) 2 24.9  17.4  
2018 (15.6) (15.2) (0.4) 2 (13.5) (18.0) 
2017 17.0 18.7 (1.6) 3 23.6  14.3  
2016 4.6 11.6 (7.0) 4 14.1  4.8  
2015 19.6 21.6 (2.0) 4 25.5  19.7  
2014 5.4 3.6 1.9  1 5.4  (1.8) 
2013 51.5 39.5 12.0  1 39.7  30.8  
CUMALITIVE 

      

1 Year (20.0) (14.7) (5.3) 3  (13.1) (21.4) 
3 Years (22.8) (13.1) (9.7) 3  (9.1) (25.4) 
5 Years 0.7  22.2  (21.5) 4  28.0  1.1  
Inception 65.5  79.6  (14.2) 3  85.9  61.4  

Source: Close Brothers Asset Management; ARC Research Limited 

Based on the information compiled by ARC, performance relative to its peer group has been underwhelming recent 
years, ranking in either the third of fourth quartile over a one, three and five year period. Whilst the Service managed 
to outperform the peer group considerably in 2013 and 2014, where it achieved returns within the first quartile relative, 
it has underperformed more often than not. In our discussion with the Manager it was noted that it will continue to 
implement its “value” investment strategy, using conservative valuation techniques, acknowledging that other 
services which have adopted a “growth” investment strategy have outperformed in recent years.  
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Appendix 1: Key Personnel 

Key Investment Professionals 

NAME JOB T ITLE  DATE STARTED 
WITH COMPANY BIOGRAPHY 

Sam Barton 

Managing 
Director, UK 

Smaller 
Companies 

2008 

 
Sam joined Close Brothers Asset Management in September 2008 
from Unicorn Asset Management. He has extensive experience in 
managing smaller company funds and holds both the Investment 
Management Certificate and CISI Diploma. He has 17 years’ 
smaller company experience. Sam assumed the role of 
Investment Director in July 2013 but had worked on CITS since 
2008. 
 

Stephen 
Wood 

Investment 
Director 

2007 

 
Stephen joined Close Brothers Asset Management in January 
2007 after graduating from University College London with a 
Masters in Electronic and Electrical Engineering. Since joining 
Close his primary focus as a fund manager has been investing in 
UK smaller companies. Stephen is a holder of the Investment 
Management Certificate and is a CFA Charter holder. He has 13 
years’ smaller company experience. Stephen had worked on CITS 
since 2007 but was appointed manager in July 2013 

 

Archie 
Thompson 

Assistant 
Investment 

Manager 
2015 

 
Archie joined Close Brothers in July 2015 having received an MA 
in Ancient History from St Andrews University and studied for a 
Graduate Diploma in Law from BPP University. Archie holds the 
Investment Management Certificate, has passed CFA Level I and 
is currently a CFA Level II Candidate. 
 

Dalton Harris 
Investment 

Administrator 
2019 

 
Dalton graduated from York University in 2016 having received a 
BA Hons in Management. He previously worked at Close Brothers 
Bank for 2 and a half years before joining Close Brothers Asset 
Management in 2019. Dalton holds the Investment Management 
Certificate and is currently a CFA Level I Candidate 
 

 

Key members of senior management team   

MARTIN ANDREW – CHIEF EXECUTIVE OFFICER 

Martin joined Close Brothers in 2005 and has been CEO of the Asset Management division since 2008. Previously he 
was with Merrill Lynch Investment Managers (MLIM) where he worked in a range of roles in the US and the UK, 
including strategy, distribution, and marketing culminating in leading MLIM’s European private client business. Before 
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MLIM Martin worked for McKinsey & Co in London. He has a First-Class degree in Economics from Leicester University 
and an MBA from Harvard Business School. 

CATHERINE PARRY – CHIEF FINANCE OFFICER 

Catherine joined as CFO in March 2019. Prior to joining Close Brothers, she was CFO of Global Functions at HSBC. 
Catherine has also held roles as Head of Finance at the London Stock Exchange and Head of Finance at Schroders. 
Catherine is a chartered accountant with nearly 20 years of experience in Finance and has delivered several finance 
transformation programs. Catherine is also a trustee of the Royal College of Art. 

IAIN WALLACE – HEAD OF COMPLIANCE 

Iain joined Close Brothers Asset Management in November 2016 as Head of Compliance, taking responsibility for 
Compliance, Risk, Fund Governance and Legal within the division. Iain previously worked at Heartwood Wealth 
Management, part of the Handelsbanken Group, as their Head of Risk and Compliance for over 3 years. Iain joined 
Heartwood from the financial services group, Share plc, where he spent almost 14 years as their Group Compliance 
and Legal Services Director. Iain holds a bachelor’s honours degree in Law and a master’s degree in Financial Services 
Law with distinction. He is also a Chartered Fellow of the Chartered Institute for Securities & Investment, a Fellow of 
the Institute of Directors and holds a Professional Banker Certificate with the Chartered Banker Institute. 
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1 Frederick’s Place, London, EC2R 8AE, United Kingdom | +44 20 7079 1000 | london@mjhudson.com | mjhudson-allenbridge.com 

MJ Hudson Allenbridge is a trading name of MJ Hudson Investment Consulting Limited which is incorporated and registered in England and Wales - 
Registered number (07435167) - Registered office 1 Frederick’s Place, London, EC2R 8AE MJ Hudson Investment Consulting Limited is an appointed 

representative of MJ Hudson Advisors Limited (FRN 692447) which is Authorised and Regulated by the Financial Conduct Authority. 

NOTE: Readers should note that investment in a VCT, AIM IHT, BR IHT or EIS carries a greater risk than some other investments, there is unlikely to be an 
active market in the shares, which will make them difficult to dispose of, and proper information for determining their current value may not be available. 

Prospective investors are strongly advised to consult their professional adviser about the amount of tax relief (if any) they can obtain. 

Although we have taken reasonable care to ensure statements of fact and opinion contained in this document are fair and accurate in all material 
respects, such accuracy cannot be guaranteed. Accordingly, we hereby disclaim all responsibility for any inaccuracies or omissions, which may make such 

statements misleading, and for any consequence arising there from. While reports in this publication may make specific investment recommendations, 
nothing in the publication enclosed with it is an invitation to purchase or subscribe for shares or other securities. 

NOTE: Please be aware that the Manager mentioned in this report purchased the rights to 

distribute this single report only (no payment was taken to undertake the research which 

is carried out fully independently and in accordance with MJ Hudson Allenbridge’s 

governance process).  

This report has only been made publically available under permissions of the marketing licence purchase. 

Investors and advisers are recommended to read this report in the context of the wider research and reports 

carried out by MJ Hudson Allenbridge and should note that a more up to date report for this Product/Manager 

may also be available.   

To access full research services including a full library of tax-advantaged investment research reports, 

information on open offers, market insights and useful tools, please visit www.advantageiq.co.uk, where both 

individual reports and subscriptions are available for purchase. Alternatively, please email 

subscribers@mjhudson.com for further information. 

mailto:london@mjhudson.com
http://www.advantageiq.co.uk/
mailto:subscribers@mjhudson.com
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