
Defensive Capital Fund Assets: What & Why
The Fund is designed to provide investors with an opportunity to attain  low volatility defensive returns while maintaining 
scope for potential equity upsides. The Fund accomplishes this by investing in a range of assets that are generally lower risk 
and less volatile than equities, that don’t rely on market growth to achieve returns. and have attractive risk vs. return profiles.

Autocalls (Structured Notes)

What are they? Structured notes are issued by investment banks. They are usually based on major equity indices and usually 
pay fixed coupons, provided the relevant equity index has not fallen by a pre-set amount (typically 40%) on the maturity date 
of the structured note.

Why do we invest in them? They provide high coupons well in excess of government bonds. This means they have some 
upside equity participation, though returns are capped as the coupons are fixed. We also gain from the funding spread of the 
issuing bank.

What types do we invest in? Mostly autocalls, but also call spreads (range-limited upside equity exposure) and accelerators 
(more than 1x upside equity exposure). Indices are typically FTSE 100, Eurostoxx 50, S&P 500 and the Nikkei. All our notes are 
institutional and usually created specifically for us. We also buy in the secondary market.

Give me some figures? Autocall coupons typically range from 6-9% with an average of 8%, 6 years initial maturity.

Give me an example? FTSE 100/Eurostoxx Autocall 8.65% (Santander UK). We bought this note in February 2017. It will pay an 
annual 8.65% coupon provided neither index is below 65% of its starting level in 6 years time. The note has returned more than 
either index with lower volatility.

Convertibles

What are they? Convertibles combine the fixed returns of a corporate bond with equity upside.

Why do we invest in them? Convertibles provide defensive optionality. E.g. a biotech convertible has the upside of biotech 
equity but with the downside protection of a corporate bond.

What types do we invest in? Convertible bonds issued by listed companies and convertible bonds issued by investment trusts.

Give me some figures? Typically close to being “at the money” and with 2-3 years until maturity. Assets/debt (cover ratio) 
averages 2-3x, i.e. leverage is low so the debt is relatively safe.

Give me an example? Hurricane Energy 7.5% 2022. Hurricane is a North Sea oil and gas exploration company, currently 
developing the Lancaster oil field, which is expected to produce 40m barrels of oil over the next 6 years.

Discounted Assets

What are they? Assets trading at an unwarranted discount to their Net Asset Value (NAV).

Why do we invest in them? On occasions, such as when assets are out of favour, funds holding them can trade at big discounts. 
We buy these funds and look to sell them when asset values have risen and discounts have closed, making a positive return on 
both rising assets values and the closing discount.

What types do we invest in? Listed closed ended funds. Primarily UK listed and Sterling denominated.

Give me some figures? Typically bought at 15-30% discounts to NAV.

Give me an example? NBPE is an investor in private equity assets. The shares trade at a 28% discount to NAV.
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Structured Credit Assets

What are they? Our Structured Credit assets are invested across a range of structured finance instruments and tranches of 
pools of debt, including specialised regulatory bank debt. They include Collateralised Loan Obligations (CLO’s) and Asset 
Backed Securities (ABS). They often benefit from capital structure arbitrage i.e. an unusually large spread in yields between BB-
rated and AAA-rated debt.

Why do we invest in them? Although more risky than many of the other Fund holdings, they can provide very high cash 
returns. The sector benefits from a number of risk premiums on account of its complexity and unconventionality that lead to 
structurally high yields.

What types do we invest in? Mostly UK-listed closed-ended funds investing in European or US debt.

Give me some figures?  Yields of 7-17%, averaging 10%.

Give me an example? Twenty Four Income Fund invests in asset-backed securities in the UK and Europe. The stock currently 
yields 6.3%.

Specialist Lending Assets

What are they? Our Specialist Lending assets benefit from the withdrawal of banks from lending as a result of the higher capital 
requirements. Basel III and increased regulation have made lending more expensive, meaning that smaller loans may no 
longer be cost-effective for certain banks.

Why do we invest in them? Most of these assets provide high yields and with the additional possibility of capital appreciation, 
whilst at the same time carrying relatively low risk.

What types do we invest in? Mostly UK-listed closed-ended funds. Mostly secured lending. Asset classes span several segments 
such as infrastructure debt, small business lending and property lending.

Give me some figures?  Yields of 5%+, averaging 6.5%.

Give me an example? GCP Infrastructure Trust invests in debt of projects with long-term, public sector-backed revenues. The 
stock currently yields 5.6%.

Fixed Return Assets 

What are they? Fixed Return assets such as Zero Dividend Preference (ZDP) shares and bonds are types of debt issued by 
closed-ended funds, corporates and governments.

Why do we invest in them? ZDPs and bonds provide good steady returns with very low volatility. We seek  assets which have 
higher yields than UK government bonds with very little extra risk. Usually the borrowers’ assets significantly exceed their debt 
(i.e. they have a high cover ratio).

What types do we invest in? A wide range of assets, for example ZDP shares issued by UK-listed closed ended funds, 
predominantly issued in Sterling.

Give me some figures? Current yields to maturity of 3-5% and remaining term of around 4 years. Volatility around 3%.

Give me an example? UIL 2024 ZDP (global investment company). UIL issued ZDP’s at 100p in November 2017 and paying back 
at 138p in October 2024 giving an initial yield to maturity of 4.75%, despite having 1.6x cover at issue.



Real Assets

What are they? Real Assets are assets that would perform well if inflation rose, or have significant inflation protection.

Why do we invest in them? Real Assets provide both implicit and explicit inflation-linked returns and also show low correlations 
to other capital markets assets.

What types do we invest in? The Fund invests in defined return investments that are underpinned by or linked to either inflation 
rates or real assets e.g. aircraft leasing companies and renewable energy companies investing in solar and wind power.

Give me some figures? Aircraft leasing funds pay around an 8% dividend yield and have a 10%+ Internal rate of return (IRR). 
Renewable energy companies pay a 5-6% dividend yield, of which around 60% is government guaranteed and explicitly 
inflation-linked, and have a 6.5% IRR.

Give me an example? Amedeo Air Four Plus owns a number of A380s, Boeing 777s and Airbus A350s leased mainly to Emirates. 
The aircraft were financed with equity and amortising debt. At the end of the 12-year lease period the debt will be fully repaid 
and the aircraft will be owned by the fund debt-free. During this time the stock pays an 8.25p dividend. Based on historic residual 
values the expected rate of return is around 11%, with further upside should the aircraft residual values be higher or should 
inflation increase their capital values.

Hedges

What are they? Hedges against risks within the Fund.

Why do we invest in them? On occasions we will tactically apply hedges to the portfolio to hedge out tail risks and protect the 
downside of the Fund, especially when the cost of doing so is relatively lower.

What types do we invest in? Equity puts, put spreads and FX hedges.

Give me some figures? Typically puts are 10- 20% out of the money on purchase.

Give me an example? We took out out-of-the money puts on the S&P500 and Eurostoxx indices in early September 2018 to hedge 
out tail risk in the Fund should markets fall significantly, as these options were trading cheaply. They performed very well during 
the mid-October market sell-off.
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Past performance is not a reliable indicator of future results.



Important information

Investors should be aware that the price of investments and the income from them can go down as well as up and that neither 
is guaranteed. Investors may not get back the amount invested. Past performance is not a reliable indicator of future results. 
Changes in rates of exchange may have an adverse effect on the value of an investment. Changes in interest rates may impact 
the value of fixed interest investments within the fund.

The value of your investment may be impacted if the issuers of underlying fixed interest holdings default, or market perception 
of their credit risk changes. There are additional risks associated with investments in emerging or developing markets.

This document and the information contained herein is confidential and has been prepared and is intended for use on a 
confidential basis solely by licensed financial advisers. It may not be reproduced, redistributed or passed on to any other 
persons or published in whole or in part for any purpose. The funds to which this document refers are not registered for 
distribution to retail investors outside the United Kingdom. This document does not constitute an offer or invitation to the 
public to subscribe for or purchase any interest and accordingly no facilities for participation by the public are being made 
available pursuant to this document. Nothing in this document implies any representation, recommendation or advice 
(including investment advice) of any kind by Brooks Macdonald Asset Management Limited, its management, employees 
or affiliates with respect to its content. Brooks Macdonald is a trading name of Brooks Macdonald Group plc used by various 
companies in the Brooks Macdonald group of companies. 

Investment Fund Services Limited (IFSL) is the Authorised Corporate Director of the IFSL Brooks Macdonald Fund. IFSL is 
registered in England No. 06110770 and is authorised and regulated by the Financial Conduct Authority. Registered office: 
Marlborough House, 59 Chorley New Road, Bolton, BL1 4QP. Copies of the Prospectus and Key Investor Information Documents 
are available from www.ifslfunds.com or can be requested as a paper copy by calling 0808 178 9321 or writing to IFSL, 
Marlborough House, 59 Chorley New Road, Bolton, BL1 4QP.

Brooks Macdonald Group plc is registered in England No 4402058. Registered office: 72 Welbeck Street London W1G 0AY. The 
Defensive Capital Fund is provided by Brooks Macdonald Asset Management Limited. Brooks Macdonald Asset Management 
Limited is authorised and regulated by the Financial Conduct Authority. Registered in England No 3417519. Registered office: 72 
Welbeck Street London W1G 0AY.


