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VIRGIN MONEY – CLIMATE CHANGE FUND

REASON WHY LETTER WORDINGS

For use by professional advisers only. Please note, it’s your responsibility to make sure the fund is a suitable investment opportunity for your client, and your letter is compliant with the rules of the regulatory authorities and contains any relevant risk warnings.

We’ve included a range of paragraphs to cater for different report writing styles, so you’ll notice some overlap in the questions and answers.

Why should I consider a climate change fund?

While much has been written about the subject of climate change, it’s now generally accepted that no business can afford to ignore the fact that consumers, governments and legislators are starting to hit the worst polluters where it matters – in their pockets.

Currently companies can damage the environment without it having much impact on their profitability. However, Virgin Money believes that climate change is driving a second industrial revolution and as new pan-industry laws are passed they will force companies to ‘internalise’ these costs. This, combined with consumer preferences for cleaner, greener products and services, will mean that profitability and investor returns will increasingly depend on environmental efficiency.

Consequently, fund managers may look for companies with a lighter environmental footprint, believing these may outperform the heavier footprint stocks. Investing in a climate change fund may therefore offer the potential for market leading returns, as well as being better for the planet.

Virgin Money believes climate change will be a key investment opportunity in the 21st century, and as such some investment exposure is appropriate within any balanced portfolio.

Who is a climate change fund suitable for?

It is felt that as governments and global agencies introduce more stringent laws and regulations, the costs associated with damaging the environment will become such that they will have an effect on the profitability of a company, and therefore the returns expected by shareholders. 

This may mean that those companies with a lighter than average environmental footprint compared with their industry may have a competitive advantage and may deliver stronger shareholder returns. As such they should be considered by any equity investor looking for growth over the medium to long term who are also prepared to accept some risk to their capital.
Who is a climate change fund not suitable for?

The Virgin Climate Fund is an actively managed fund and as such is not suitable for those who are not prepared to accept some risk to their capital.

It will look to deliver returns by investing in companies that recognise the challenges of leading environmental change, and will look for companies with a lighter environmental footprint in the belief these will outperform the heavier footprint stocks. 

No sectors are excluded, so lucrative investment sectors like oil, mining and transportation can be included in the stock selection. The focus is on performance first, then ‘cherry picking’ above average environmental performers in each sector. 

If you are looking for a fund that excludes sectors such as transport and energy on ‘ethical’ grounds, irrespective of the performance potential of that sector, this climate change fund is not for you. 

Why the Virgin Climate Change Fund?

The Virgin Climate Change Fund (VCCF) is a performance-focussed fund that aims to deliver this performance by picking companies with a lighter than average environmental footprint for their sector.
The VCCF will invest predominantly in Europe and, to maximise returns and at the fund manager’s discretion, it may invest globally. No investment sector is excluded and to achieve balance the managers take a three-pronged approach when deciding which stocks to invest in. This is summarised as follows:

75%-100% in Lighter Footprint Companies

The fund manager refers to GLG’s flagship European Equity Fund to select stocks they feel will provide the best economic returns. The GLG ‘green filter’ is then applied to screen out the heavier polluters. A company only passes through the filter if it is in the environmentally lighter half of its industry.

Up to 15% in Solution Adopters

These are companies taking a lead in their industries actively adopting environmental best practice and seeking to minimize their environmental footprints.

Up to 10% in Solution Providers

These are companies developing, manufacturing and providing innovative products and solutions to environmental problems. Investing in these stocks can be riskier which is why they take up the smallest proportion of the fund.

The VCCF is managed by GLG, one of the world’s largest alternative asset managers.
The fund holdings are not focussed on one area, or type of stock, and selection is based on including a variety of styles to take advantage of the changing market cycles. Given this broad base plus the experience of GLG and its staff, the VCCF makes an ideal fund for those wishing to take advantage of the opportunities arising from climate change.

The Virgin Climate Change Fund has been awarded an ‘A’ rating by Standard & Poor’s – the first time ever that a carbon-aware fund has been assigned an S&P Fund Management Rating.

Why Virgin Money?

Virgin Money is an established personal financial services company with 3 million customers in the UK and in excess of £2.5 billion of funds under management.
Why GLG Fund Managers?

GLG is a leading global investment manager. Established in 1995 they manage assets of $23bn and have delivered strong and sustained investment returns.
GLG have managed a portfolio of European equities since their creation 15 years ago and with their research and analysis have developed a methodology to identify the best performing companies from an environmental point of view. In October 2010 GLG was acquired by Man plc.
What is the investment philosophy and style?

GLG operate a rigorous risk management process. Their investment philosophy and style is pragmatic as they recognise that markets change over time. As such they will invest in a variety of style and cap size stocks.

What is the investment process?
GLG have an extensive and specialised fund management team.

The investment process can be broken down into two parts. Firstly, detailed bottom up analysis is completed looking at the fundamentals of potential holdings through detailed economic analysis. This results in a subset of stocks which GLG think have strong growth potential.

The second stage of the process takes this subset and screens it through a proprietary GLG Green Filter that uses data from a specialist company called Trucost. Trucost are a world leading authority providing environmental data on over 4,000 companies, with the world’s largest record of greenhouse gas emissions. It analyses company emissions and natural resource efficiency. Trucost presents these in financial as well as quantity terms to help fund managers and analysts understand how environmental issues could affect companies’ future earnings.
The fund managers then rank the company as either heavier or lighter polluters in their industry sectors and will only consider those with a lighter than average footprint.

What are the fund charges?

The annual management charge on the Virgin Climate Change Fund is 1.75% of the value of the fund, plus there is a performance related fee.

To earn the performance fee, every six months the fund has to increase in value and beat 2 key benchmarks:
1. The Bank of England base rate.

2. The unit price at the start of the six months* - the High Water Mark (HWM).

When these benchmarks are exceeded, the fee is 20% of whatever out-performance is delivered, above the Bank of England rate.

For example, say the Bank of England rate is 0.50% and the fund grows by 2.5% over the six months. That’s 2% out-performance, of which 0.4% is retained and the fund gets 1.6%. Add back on the Bank of England rate, leaving the fund with 2.1% growth overall. 
Once the HWM goes up, that becomes the new benchmark, incentivising the fund manager to constantly out-perform it every six months. If the HWM and the Bank of England rate aren’t beaten, there is no performance fee. And if the unit price at the start of the six months is lower than the previous HWM, the previous HWM will continue to apply. Note that if units are purchased half way through the six months, the HWM for those units is set at the price they were purchased at.
Please remember stock market investments can go down as well as up, your capital is at risk and you may not get back all you invest. 

