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2010 has started in mixed fashion, with investors unsure whether the imminent withdrawal of monetary support 
from governments will simply give way to renewed demand from the private sector, as the authorities hope, or 
whether this economic recovery will prove illusory.  The FTSE 100 Index has dropped since the start of the year from 
5412 to 5280, and emerging markets have retreated more as some profit-taking sets in.  Asset values could well be 
in for a period of consolidation as we await more economic data.

 

Corporate warrants dropped by an average of 4.8% in January, so it is not surprising to see the average premium 
and CFP rise in response, as usually happens when underlying share prices fall.  In the covered warrants market, the 
data for trading is for December, which was seasonally quiet.  

M A R K E T   S T A T I S T I C S

Corporate Warrants      Covered Warrants
Average Warrant Price: 29p    Total Number Listed:  1,491
Average Premium:  33.09%    Average Trading Per Day: £690,476
Average Final Exercise Date: 16th February 2012 Average Deal Size:  £4,163.08
Average Gearing Factor: 5.3 times    Average Warrant Price:  37.48p
Average Capital Fulcrum Point: 18.25%    Average Final Exercise Date: 20th August 2010

The largest riser in the corporate warrants market over the last month has been Fidelity Japanese Values, which 
has risen by 29.9% even though the shares are down by 2.5% over the same period.  Gearing is now 4.2 times for a 
CFP of 14.95%, which we think looks a little stretched.  Elsewhere there were a few scattered rises, but the majority 
of warrants fell, with a number of emerging markets warrants giving up some of their recent gains.  Petropavlovsk 
warrants dropped sharply in reaction to a fall in the gold price, but these warrants are still up by more than 400% 
over the year.
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C O V E R E D   W A R R A N T S   -   M A J O R   P R I C E   C H A N G E S

One Month
 
Rises 
 
Fidelity Japanese Values 29.9%
Jupiter Green 26.1%
Oakley Capital Invs 16.7%
Schroder UK Growth 16.4%
Epicure Qatar Equity 14.3%
Finsbury WW Pharma 11.4%
3i Infrastructure 7.0%
Raven Russia 6.4%
BlackRock New Energy 4.3%
Infrastructure India 4.0%
JPMorgan Private Equity 2.9%

Falls 
 
Petropavlovsk -43.5%
JPMorgan Chinese -36.0%
The Cayenne Trust -33.3%
India Hospitality Corp -33.3%
India Capital Growth -27.3%
Pantheon Leisure -25.0%
JPMorgan Asian -24.3%
Midas Income & Growth -22.1%
JPMorgan Indian -19.0%
Ecofin Water & Power -13.0%
Impax Environmental -13.0%
Schroder AsiaPacific -12.8%
Aberdeen New Thai -12.0%

Three Months
 
Rises 
 
Fidelity Japanese Values 100.0%
Throgmorton Trust 50.0%
Oakley Capital Invs 40.0%
Impax Asian Environmtl 37.5%
Astek Group 33.3%
New India Inv Trust 28.5%
Raven Russia 28.2%
Finsbury WW Pharma 19.8%
Schroder UK Growth 18.2%
Invesco Asia Trust 16.9%
JPMorgan Private Equity 16.7%
JPMorgan Emerging Mkts 16.0%
Aberdeen Asian Smaller 15.8%

Falls 
 
Clean Energy Brazil -86.1%
India Hospitality Corp -80.0%
Petropavlovsk -47.4%
The Cayenne Trust -40.0%
Epicure Qatar Equity -36.0%
JPMorgan Chinese -33.6%
Pantheon Leisure -33.3%
Ecofin Water & Power -33.3%
India Capital Growth -33.2%
Midas Income & Growth -22.1%
Impax Environmental -20.0%

Twelve Months

Rises 
 
Petropavlovsk 479.3%
JPMorgan Chinese 329.4%
New India Inv Trust 305.6%
Advance Developing Mkts 287.5%
JPMorgan Indian 192.8%
Utilico Emerging Mkts ‘S’ 168.0%
RCM Technology 150.0%
JPMorgan Asian 135.7%
Utilico Emerging Markets 135.7%
Aberdeen Asian Income 135.3%
SR Europe 135.0%
Aberdeen Asian Smaller 98.9%
Oakley Capital Invs 75.0%

Falls 
 
India Hospitality Corp  -94.3%
Clean Energy Brazil  -85.5%
Utilico 2012   -80.0%
Marwyn Value Inv ‘B’  -79.9%
Titanium Asset Mgmt  -77.1%
The Core Business  -75.0%
Quorum Oil & Gas  -74.1%
Astek Group   -60.0%
PME African Infr Opps  -57.1%
Blue Planet Financials  -49.4%
Henderson Opportunity  -47.6%

Major Price Rises Over the Month

RA89 British Airways 2.00 19-Mar-10 Call +123.48%
RA88 British Airways 2.25 19-Mar-10 Call +120.37%
SL20 Man Group 2.00 18-Jun-10 Put +115.00%
SL85 Marks & Spencer 2.80 18-Jun-10 Put +84.21%
R938 British Airways 2.25 18-Jun-10 Call +83.74%
R941 British Airways 3.00 17-Dec-10 Call +73.63%
R940 British Airways 2.50 17-Dec-10 Call +71.25%
SV08 Man Group 3.50 18-Jun-10 Put +70.81%
R939 British Airways 2.75 18-Jun-10 Call +70.00%
R494 Copper Future 4500 02-Jun-10 Put +66.67%
R906 GlaxoSmithKline12.00 19-Mar-10 Put +60.87%
SL15 British Airways 3.00 17-Dec-10 Call +58.57%

Falls

SV62 Soybeans 10 19-Feb-10 Call -95.57%
R610 GBP/JPY 160 19-Mar-10 Call -89.00%
R607 USD/JPY 100 19-Mar-10 Call -86.57%
SW11 GBP/USD 1.70 19-Mar-10 Call -86.08%
SU12 Nikkei 225 12,000 12-Mar-10 Call -84.11%
R804 HSBC 8.50 11-Mar-10 Call -82.54%
R613 GBP/USD 1.70 19-Mar-10 Call -82.35%
SX01 S&P 500 1200 19-Mar-10 Call -81.23%
R730 Gold 900 19-Mar-10 Put -81.16%
R903 Vodafone 1.60 19-Mar-10 Call -80.70%
SX15 GBP/EUR 1.10 19-Mar-10 Put -80.00% 
SU53 GBP/EUR 1.00 18-Jun-10 Put -79.87%
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In the covered warrants market the main story without doubt has been the strength of British Airways shares, which 
are comfortably the top-performers in the FTSE 100 Index over the last month with a gain of 16%.  The shares were 
helped by broker upgrades and by news that its cabin crew will not strike over the Easter holiday period.  Morgan 
Stanley has upgraded the European airlines sector to ‘attractive’, saying that passenger, cargo and capacity trends 
will be positive in 2010.  The broker expects passenger volumes to rebound by 3%-4% for the major carriers.  Credit 
Suisse has initiated coverage of BA with an ‘outperform’ rating, saying that BA and Iberia are its top sector picks, 
adding their futures are strongly linked as they move towards a merger.   On that subject, newspaper reports suggest 
that February 21st and 25th could be key dates for signatures on the alliance, confirmation of which would almost 
certainly be greeted very positively.  Before that though, there will be news of BA’s third-quarter results which 
are due for release as this newsletter is in transit.  Analysts are expecting an operating loss of between £90m and 
£100m.  Over the last month, as BA shares have climbed to 221.6p, the RA89 British Airways 2.00 19-Mar-10 calls 
have moved into the money and posted a gain of 123%.

Put warrants on Man Group also feature, with the SL20 Man Group 2.00 18-Jun-10 puts rising by 115% over the 
month.  Man Group shares were hit after the company revealed its funds under management dropped by 4% in its 
fiscal third quarter.  Man’s flagship AHL hedge fund has not been performing as well as it has in the past, and some 
investors have been withdrawing cash.  Analysts said the figures were disappointing, although some pointed to the 
support offered by the high yield on the shares.  The AHL fund lost another 1.1% last week, putting it down 16% over 
the last year, but the ongoing stock price fall means the downside is now more limited, says Oriel Financials analyst 
Keith Baird. AHL returns may not improve until quantitative easing wraps up but “there is substantial upside in the 
shares as and when AHL returns to form and ‘mean reverts,’ which is likely eventually,” Baird says, keeping  a hold 
rating on the shares.  KBC Peel Hunt agree with this assessment, saying that Man Group’s stock price decline from 
continued poor performance in its AHL fund probably represents “a fantastic buying opportunity,” as long as you 
share analyst Mark Williamson’s view that AHL’s performance will reassert once quantitative easing is finished. It’s 
not a stock for “instant gratification” though, KBC says, keeping a buy rating, and 331p price target. 

On 14th January, SG made its first issue of the year with a group of 47 covered warrants, 11 turbos, and 11 listed 
products (these were interesting ‘synthetic zeros’ offering pre-defined returns).  For the first time, the warrants 
included a range on the S&P GSCI Natural Gas Index Excess Return.  Quite often in articles about the oil price 
you will also read about natural gas, and these warrants offer a geared way of participating in that market.  The 
other new warrants were issued on Anglo American, Antofagasta, AstraZeneca, Barclays, BG Group, BHP Billiton, 
GlaxoSmithKline, RBS, Vodafone, Xstrata, FTSE 100 Index, and FTSE 250 Index.  The turbos were issued on the FTSE 
100 Index, DAX 30 Index, and DJ Eurostoxx 50 Index.

A week later, SG was back with another tranche of 33 new covered warrants, this time on Rio Tinto, FTSE 100 Index, 
copper, GBP/EUR, platinum, silver, and GBP/USD.  Some of the FTSE 100 warrants run until 16th December 2011 
and could be of interest therefore to medium-term investors.  Two more FTSE 100 Index turbos were also issued 
on 25th January.

RBS has also been busy.  On 8th January it listed 17 new covered warrants with the ticker codes RC89-RC99 and 
RD01-RD08.  On 12th January it listed another 20 with the codes RD09-RD28, and another 20 on 14th January with 
the codes RD29-RD48.  It has subsequently listed a further 77 warrants with the codes RD49-RD99 and RE00 to RE25.  
Unfortunately, data on these new warrants is not available from the London Stock Exchange or the RBS website at 
present, so we cannot easily tabulate it for you.  Details of all 134 warrants are available individually though on the 

N E W   C O V E R E D   W A R R A N T   I S S U E S
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RBS website.  Most are fairly standard, but we will just say a little more about some warrants which are new.   RBS has 
started to issue warrants on US underlyings, starting with Citigroup and Google.  Both of these companies generate 
plenty of news, and have seen plenty of share price movement over the last year. Google was moving higher until 
the turn of the year, reaching a peak of US$629.51 per share, but has since retreated to US$539.23, damaged by 
the company’s dispute with China over internet censorship.  RBS has call warrants available on the stock with strike 
prices of US$600 (RD32), US$650 (RD33), and US$700 (RD34), all running until 18th June this year.  There are also 
put warrants with the same maturity and strike prices of US$550 (RD44) and US$600 (RD43).

Citigroup shares have traced out a much choppier chart, and have been in a downtrend for longer, accelerated last 
month by the Presidential proposals for overhauling the banking industry.  With Citigroup warrants there is now a 
direct way for you to participate in that developing story. Citigroup may have some credit worries in the near-term, 
but profitability is not a concern on any long-term basis, Vikram Pandit, the chief executive of Citigroup, told the 
news channel CNBC last week.  Speaking from the World Economic Forum in Davos, he said “we have a 12:1 leverage 
ratio and we have US$200bn of liquidity on our balance sheet and US$36bn of reserves on our balance sheet and 
we really have worked very hard to put our capital position in very good order. So from here on in, we’re completely 
concerned with making sure that we’re profitable as a bank.”   Quite naturally, he is putting a brave face on the 
outlook, even in the face of such regulatory hostility.

Citigroup shares have been rallying since hitting a low of US$3.15 on January 26th, and currently stand at US$3.42.  
Do bear in mind that when you are buying warrants in sterling on an underlying stock priced in US dollars that there 
is a currency risk to think about as well. 



5

Whether or not defensive stocks start to fare better in 2010, it hasn’t been a good start to the year for AstraZeneca, 
the giant pharmaceutical company.  Just over a week ago, AstraZeneca reported its full year results for 2009, which 
fell below expectations, and at the same time the company’s chief executive David Brennan warned investors that the 
outlook was not that rosy either.  He said “the next five years will be challenging for the industry and for the company, 
as its revenue base transitions through a period of exclusivity losses and new product launches.”  He added “downward 
pressure on revenue from government interventions in the marketplace, including certain proposals associated with 
efforts to enact US healthcare reform, remain a continuing feature of the challenging market environment.”  That 
rather grim prognosis explains why AstraZeneca shares have dropped over the month to £28.27, although actually, 
because the shares are now trading ex-dividend, which accounts for more than a pound, the fall hasn’t been as bad 
as it first looks.  It might get worse.  There are concerns that the company could release negative clinical trial results 
for its bowel cancer drug Recentin, for which data is expected some time in the first half of this year.

A number of brokers have also trimmed their forecasts following the company’s results.  The French stockbroker 
Natixis has cut its rating on the shares from ‘add’ to ‘reduce.’  The broker Bernstein has also reduced its price target 
for the company to £30.95 from £32.30, with a ‘market perform’ rating.  “It is hard to construct a buy case for the 
name given the magnitude of its (patent) ‘cliff’ through 2015 (and beyond?),” analysts at Bernstein say.

The news from AstraZeneca has also been a contributory factor to a hefty fall in GlaxoSmithKline shares, down by 
9% over the month to £12.17.  The shares have caught a cold as analysts have reassessed the likely contribution 
from the company’s ‘swine flu’ H1N1 vaccine.  A number of countries, including France, have found that there has 
been much lower public demand for the vaccine than anticipated, leaving large stocks of the vaccine unused.  Glaxo 
has reported that sales of the vaccine reached £835m in the fourth quarter of 2009.

C O V E R E D   W A R R A N T S   I D E A S
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This figure is lower than many analysts had expected. Morgan Stanley had predicted £2.2bn sales from swine flu 
vaccines for GSK for the fourth quarter of 2009 and first quarter of 2010.   Shipments are still being made, but 
Glaxo has admitted it is in “ongoing discussions with many governments, as their needs evolve”. This includes 
renegotiation of contracts.  GSK has just reached an agreement with the German Ministry of Health to amend its 
existing contract to receive 34m doses rather than 50m. The firm is also involved in similar discussions with the UK, 
France, Spain, the Netherlands and Belgium.  A couple of weeks ago, analysts at Credit Suisse downgraded Glaxo 
shares to ‘underperform’, saying that “emerging concerns that pandemic flu potential has been overstated could 
limit earnings growth to 0% at best, versus peer group average of plus 5%”. 

So where does all of this news leave AstraZeneca and GlaxoSmithKline?  The two companies are clearly running 
into significant headwinds at the moment, and sentiment has swung against them, but they do yield 5% and 4.7% 
respectively.  In both cases as well the share price charts rather indicate that a correction might have been due, and 
might eventually be healthy.  Our suspicion is that this is not quite the right time to buy, but we doubt whether the 
shares will sink much further.  In another month we could be interested in looking at some call warrants, perhaps 
with September expiry dates.

The mining sector has retreated quite sharply over the last month, with Xstrata shares for example down by 8.3% 
over the month to £10.65.  Of course this is a stock and a sector which attracts a lively two-way debate, but we did 
note a bullish article in the ‘Tempus’ column of The Times this week which we thought made good sense, partly 
because it took a different perspective from simply deciding whether the next move in metals prices will be up or 
down.  It pointed out that whilst Xstrata – the fourth biggest mining stock listed in London – does produce copper, 
ferrochrome, nickel, platinum and zinc, “coal is still king” for the company.  Xstrata produced a record 95.2m tonnes 
of coal last year, an 11% annual rise.  The Times reckons that “Xstrata is working its Australian coal operations hard 
in the face of strong Asian demand.”

Over the past decade, Xstrata has been what the article calls “an acquisition machine”, generating massive growth 
by buying its rivals, mopping up ten of them between 2002 and 2009, and propelling its stock market value from 
US$2bn to US$50bn in the process.  Now, The Times says, Xstrata is a different proposition. The emphasis is on 
organic growth, the company having earmarked US$4.9bn in the current year to develop a clutch of early-stage 
projects — more than double its total capital expenditure commitment of the previous seven years. These include 
the huge Koniambo nickel project in New Caledonia that was acquired through Falconbridge in 2006 and is due to 
start production in 2012, as well as Nickel Rim South, in Canada, and South Africa’s Goedgevonden thermal coal 
scheme, which are already on stream or are in the process of ramping-up production. Elsewhere, six advanced 
projects in copper — Xstrata’s most significant commodity alongside coal — are due to boost the company’s output 
of the metal by 60% by 2012.  

The article says “Xstrata’s residual acquisitiveness remains a moot point. It sits on a 24.9% interest in Lonmin, the 
platinum miner, but evidence of turnaround under Ian Farmer, the chief executive, suggests that Xstrata would struggle 
to do better for now. Equally, it is free to bid again for Anglo American from April, but the apparent determination 
of Sir John Parker, Anglo’s new chairman, to wring operational improvements imply that it now has a momentum 
of its own. Rather, Xstrata’s near-term appeal is its leverage to commodity prices — copper and coal account for 
four fifths of operating profits — and output growth that exceeds nearly all of its peers.  At £10.60, or less than ten 
times earnings, buy.”

One important point to note here is that Xstrata is due to announce its full year results for 2009 this Monday, 8th 
February.  It will be sensible to have a look at the results first to check there is nothing untoward in the announcement.  
Assuming not, and if you find the bull case to be convincing, there is a wide range of warrants from which to choose.  
We think that in view of the volatility of the sector it doesn’t really pay to take anything more than a six-month 
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view, so a June or September maturity should fit the bill.  In terms of the strike price, we would be inclined to look 
for something slightly out-of-the-money, perhaps around the £12-£13 mark.  Xstrata shares were as high as £13 as 
recently as the second week of January, and because the high volatility makes covered warrants generally expensive, 
we think you need to aim for a decently geared return in order to make the risk worthwhile.  Our preference is 
for the R693 Xstrata 12.00 18-Jun-10 Calls at 95.5p.  These offer gearing of 11.2 times, and offer the prospect of 
a decent return if the shares rally again, although we would have to say the risk is high.  The capital fulcrum point 
works out at an eye-watering 77.77%.  Even so, if Xstrata shares were to rally by 15% or so to £12.50 over the next 
two months, then these warrants could deliver a 50% return.

Staying with commodities, we attended a conference last week, at which one of the speakers was a high profile 
participant in the sector.  Evy Hambro of BlackRock, who manages the huge BlackRock World Mining Trust and 
also the BlackRock Gold and General Fund, gave a forthright update on the markets with his opinions on specific 
metals.  He was moderately bullish on gold for the medium-term, citing the planned launch of gold ETFs in Asia as 
a potentially big development, but he had much stronger opinions about other commodities.  He has a particularly 
large weighting in copper producers at present, and is very bullish about the outlook for copper prices.  Evy says 
that a lot of expected production growth is not now happening, with projects being delayed and some problems in 
certain African countries such as the Congo.  It is much more difficult now as well for mining companies to secure 
project financing, so he sees a “window of opportunity” for the metal with limited supply growth and strong demand, 
from China in particular.  He backed his argument with some impressive graphics which supported his argument 
forcefully.

That all sounds interesting, but nevertheless we think that taking a short-term long position on copper, using covered 
warrants, is quite risky.  It could take some time for the macro fundamentals to assert themselves, there is always the 
difficulty in forecasting speculative demand, and of course the price is extremely sensitive on a day-to-day basis to 
the latest economic news from China.  What does interest us is a pairs trade, where a long (bullish) position in copper 
is combined with a short (bearish) position on another metal.  This removes some of the general macroeconomic 
sensitivity.  Evy Hambro is much, much less enamoured with the prospects for nickel or for aluminium.  He argues 
that nickel is suffering long-term damage from high prices which have caused substitution to ferrochrome, and that 
the price of aluminium appears to have risen too far too fast.  He suggested that the recent price rise in aluminium, 
just ahead of the debut of the world’s largest aluminium group, Rusal, on the Hong Kong Stock Exchange, was “very 
suspicious indeed.”

So, is a pairs trade possible with some call warrants on copper and some put warrants on nickel or aluminium with 
a similar maturity profile?    Let’s look at copper first, where SG offer a full range of call warrants with maturities 
running until June, September, and December this year, and RBS also offer four call warrants running until June.  
There are no put warrants on nickel at present, but again, both RBS and SG offer put warrants on aluminium with 
expiry dates in March, June, September, and November.

Let’s take a look at the June expiry warrants, as that is where there appears to be the greatest choice, and that also 
seems like a reasonable time frame for this argument.  Starting with copper calls, where the current spot price is 
US$6694 per tonne and the June future is US$6684 per tonne, we quite like the SX09 Copper 06/10 Future 7500 
02-Jun-10 calls at 28.7p.  These offer leverage of 5.2 times and a delta of 0.35, which is a little on the low side, but 
just about acceptable.  These warrants have fallen back from a peak of just over 65p in the first week of January, and 
would need to be watched in case further significant falls in the copper price push them too far out-of-the-money.

For aluminium, where the spot price is US$2125 per tonne, the RD00 Aluminium 2000 01-Jun-10 puts at 112.5p 
might fit the bill, although we think the premium is quite high.  If we postulate a 15% fall in the aluminium price to 
around US$1770 per tonne over the next two months though, these put warrants could generate a profit of around 
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60%.  Certainly we think this is an interesting idea, and we intend to keep an eye on these relative prices to provide 
some updates over the coming months.  

Just before we leave this sector, we might add that Evy Hambro was also keen on platinum, which he sees as a 
strong market.  On the demand side he foresees good continuing demand from the auto industry, driven by changes 
in legislation, whilst there are lots of production cuts at present because of cost pressures for mining companies.  
He mentioned some big delays to production in South Africa.  He believes the outlook for platinum is “very exciting 
indeed”, and told us that Volkswagen has just started reordering the metal after a long pause, and that the launch of 
platinum ETFs in the US could also generate extra demand.   Both RBS and SG offer covered warrants on platinum.

Staying, tangentially, with ETFs, we were very interested to read a research brief published this week by the firm 
ETF Securities on whether the euro might be doomed. The paper cited the views of Nouriel Roubini, the high profile 
academic economist at New York University, who said last month, “the euro zone could drift essentially with a 
bifurcation, with a strong center and a weaker periphery and eventually some countries might exit the monetary 
union...[Greece] is the very first test.”  The discussion paper suggests that the Greek debt problems are currently a 
key issue for FX investors. Partially in response to growing debt concerns, sentiment in the FX market has changed 
dramatically over the past weeks as investors increasingly question whether the strong performance of risk assets 
in 2009 can be sustained in 2010. The overt bullishness that characterised much of 2009 has largely evaporated and 
indicators of risk have been rising which, in the short- term, will likely be supportive of the US dollar. The euro has 
been under pressure, dropping to its lowest level in six months against the dollar. The historical ‘safe-haven’ appeal 
of dollars has seen the world’s reserve currency rise as investors become increasingly nervous about government 
debt burdens spiralling out of control.  ETF Securities say the FX market is positioned for further euro falls. FX market 
positioning and options market pricing confirm that investors favour a rebound in the dollar in the short-term.

Greece’s debt problems are the dominant issue for FX investors at the moment and are contributing to the bullish 
dollar environment. While investors appear to be focusing solely on Greece, negative market sentiment could quickly 
develop in relation to other countries with debt issues, including Portugal, Ireland and Spain and spark further euro 
weakness, so the argument runs. Recently, Moody’s Investor Service commented that “Portugal needs a credible 
plan” to tackle its deficit, according to Bloomberg. 

ETF Securities highlight that the heightened risk aversion shows investors appear unconvinced that the global 
economic recovery can be sustained in the absence of government stimulus measures. This is a double edged sword 
for governments: if public spending continues, debt levels rise further, but if stimulus is withdrawn and recovery 
does not ensue, debt levels cannot decline as public revenues stagnate.  Accordingly, risk indicators have been rising. 
European sovereign bond spreads and credit default swap spreads have been increasing, with Greek spreads having 
widened to record levels. Currency volatility has also moved higher.  

Right now, the euro is sinking fast against the US dollar: check the EUR/USD exchange rate.  Since the start of the year 
it has dropped from US$1.4355 to US$1.3890, boosting the value of put warrants such as the SU49 EUR/USD 1.45 
19-Mar-10 Puts, which have risen by 64% over the last month.  It looks as though market participants are expecting 
this trend to continue, and perhaps even to accelerate if the debt positions of several vulnerable European nations 
do not improve – and quickly.  Should equity markets stumble and consolidate for a while, active investors looking 
for exciting markets in which to take short-term positions might find what they are looking for in the currency realm.  
The FX markets rarely sleep, and covered warrants in the sector offer a decent range of opportunities, with narrow 
dealing spreads.  The dealing spreads are crucial of course, and in these days of online dealing, and with no stamp 
duty payable on covered warrants, the dealing spread is nearly always the largest component of your overall trading 
cost.  If you have not checked, you will find the spreads on covered warrants – the difference between the buying 
and selling prices – to be much tighter than in the corporate warrants market, where illiquidity is a real problem.  
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W A R R A N T S   A L E R T   T R A D I N G   P O R T F O L I O   ( 2 )

As an example of just how good the spreads can be, take the RD02 Aluminium 2200 30-Nov-10 puts, where the 
dealing spread is 261p to 262p, which equates to just 0.4%.  Not all spreads are that narrow  though, and one main 
pitfall is focusing on the out-of-the-money very low–priced warrants trading at just pennies, or fractions of pennies.  
These can have much wider dealing spreads which make it very difficult for you to undertake effective and profitable 
trades.  From a quick sample of 200 RBS covered warrants we have just calculated their average dealing spread is 
3.1%, which is not too bad at all.  

January was a poor month for the emerging markets-laden Trading Portfolio, which fell in value by £2975.77, or 
9.50% over the month.  

Two holdings left the portfolio over the month.  Both the JPMorgan Asian subscription shares and the JPMorgan 
Indian subscription shares dipped briefly below their stop-loss levels before recovering.  In line with the discipline 
imposed by the stop-losses, these holdings were sold, both at a good profit on the original purchase prices.

Advance Developing Markets subscription shares have a stop-loss of 87p which can remain unchanged.  Interestingly, 
the SI58 AstraZeneca 26.00 19-Mar-10 call warrants rose very slightly in value over the month, even though the 
underlying shares have fallen.  This is largely due to the shares going ex-dividend during this period, which is already 
accounted for in the warrant price.  The stop-loss on the Finsbury Worldwide Pharmaceutical subscription shares 
can stay at 44p.  The SQ39 FTSE 100 4700 18-Jun-10 puts are held without a stop-loss, and gained modestly in value 
as the market fell last month.  Should there be any further market declines we would expect these warrants to start 
gaining value more rapidly as the out-of-the-money strike price of 4700 becomes more achievable. The stop-loss on 
Invesco Asia Trust subscription shares is 15.75p. On Jupiter Green warrants the stop loss on the mid-price was 4p, 
but we’ll raise that now to 5p.  The stop-loss for the SK64 Legal & General 0.60 19-Mar-10 calls is 17.25p, which is 
very close to the current price.  These will need to be watched, and will need to be sold next month in any case, as 
the expiry date approaches.  New India Investment Trust warrants have a stop-loss of 75p. Raven Russia warrants 
have a stop-loss of 20p, which can stay the same for now, in spite of a  small rise in the market price.  Finally, there is 
no stop-loss on the SG66 SLS Emerging Index Protector certificate, as it already has a level of protection built in. 
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C O R P O R A T E   W A R R A N T   S E L E C T I O N S   F O R   2 0 1 0

C O R P O R A T E   W A R R A N T S   N E W   I S S U E S

The two forced sales this month mean that we have a reasonable amount of cash in the portfolio, and for the moment 
we’re prepared to keep it that way.  There are certainly some covered warrants we are interested in buying, but it 
is possible we might want to give the portfolio an overhaul next month, incorporating a few changes, so we’ll be 
patient.

As we have reported before, we think there’s a strong chance of more subscription shares being issued by 
investment trusts over the next few weeks and months.  There are two new investment trust launches which we 
think are reasonably likely to have subscription shares attached.  The first, which is some way from the launchpad 
as yet, is a Brazilian investment trust from JPMorgan.  The trade newspaper Investment Adviser reported this 
week that JPMorgan is gauging the institutional appetite for a new trust, which would complete the manager’s 
BRIC range.  David Barron, head of investment trusts at JPMorgan, said “if we receive positive feedback, we would 
probably go with the launch.”  We hope it happens.  The other news we have is that Fidelity has confirmed that 
the much-anticipated new China fund to be managed by Anthony Bolton will be an investment trust.  It may 
be called ‘Fidelity China Special Situations Investment Trust’.  We do not think the trust will have any need of 
subscription shares to help its rating, but the recent issues from other Fidelity trusts suggest it is a possibility.  In 
its 2010 Annual Review of the investment companies sector, the leading broker Cazenove says “the steady flow 
of subscription shares issues is likely to continue, although we have our reservations about the ongoing NAV 
dilution for future new shareholders.”

We thought it was probably worth a quick run through the selections for 2010 which we made a month ago to see 
how they have been affected by the falling market.  So far the news is mixed.  Starting with Finsbury Worldwide 
Pharmaceuticals, these subscription shares (FWPS) have actually risen by 11.4% over the month to 63.5p, while 
the shares have dropped by a similar amount.  This reinforces our view that the subscription shares were clearly 
undervalued a month ago.  Now, with gearing of 9.9 times and a CFP of 6.92% (based on the last exercise opportunity 
in 2014), we think they are closer to fair value but still not expensive. 

The trust was listed last week, incidentally, as one of Collins Stewart’s 12 investment trust recommendations for 
2010.  The broker said that after a difficult year for both the company and underlying sector, this year is an important 
one for the company. Over five years, the NAV total return has lagged its benchmark, a disappointing outcome, 
particularly given healthy contributions from material share buybacks, the strength of the dollar and gearing. Collins 
Stewart note that over the past three years, the company has repurchased around 40% of the shares but still failed 
to defend the discount to net assets target level of 6% (the average discount during this period is 7.3%).  The broker 
concludes “with valuation levels at historically attractive levels we may be approaching one of those periods of 
spectacular outperformance. That said, our patience is being tested.”

JPMorgan Emerging Markets ordinary shares and subscription shares are both down by around 5%-6% over the last 
month – again we think the subscription shares (JMGS) were partially protected by their strong technical position.  
With gearing of 6.2 times for a CFP of 5.51% (based on the 2012 exercise opportunity), we still think that technical 
position is strong.
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Jupiter Green Investment Trust warrants (JGCW) may have been a surprising choice last month, and they are rather 
illiquid as well, so those two factors might account for the 26% jump in the warrants over the month, at a time 
when the ordinary shares fell by 8%.  After that movement, you might not be so surprised to learn that the technical 
position of the warrants has deteriorated sharply, so that now we are downgrading them from speculative buy to 
hold.  Gearing is still impressive at 11.5 times, but we think the CFP of 19.99% leaves the warrants looking FULLY 
VALUED for now.

Raven Russia warrants rose over the month, by 6.4%, but actually lagged the shares, which were up by 9.2% over 
the same period.  This leaves the warrants on a small discount, which to us only enhances their attractions.  There 
is no reason for us to change our buy advice from last month.

Finally, we should clarify the subscription terms for Schroder AsiaPacific subscription shares (SDPS), as we made a 
mistake and understated the exercise price in last month’s ‘Technical Merit’ table.  If exercised on any subscription 
date between and including 31st December 2009 and 30th September 2010, the subscription price is 191p; between 
and including 31st December 2010 to 30th September 2011 it is 208p; and between and including 31st December 
2011 to 31st December 2012, it is 245p.  Down by 12.8% over the month, the subscription shares have reacted to 
the downturn in Asian markets which we hope is temporary.  The CFP on the subscription shares is markedly higher 
now at 13.93%, but with 18.9 times gearing we think they still have speculative attractions.

C O R P O R A T E   W A R R A N T S   N E W S

3i Infrastructure warrants (3INW) continue to look interesting at 11.5p, up by 7% over the month.  They offer gearing 
of 9.2 times for a CFP of 2.98%, which at first glance looks very tempting.  The fly in the ointment though is that the 
trust’s attractions are largely for income, and the scope for capital growth looks rather limited.  The trust’s latest 
interim management statement, released a week ago, said that the company – which has plenty of cash – has been 
continuing to invest.  It has spent £39m on a 49.9% holding in Elgin, a portfolio of PFI assets, and also realised £12.4m 
from selected disposals.  The trust says its portfolio assets continue to perform satisfactorily, generating good income.  
It is also seeing an “attractive pipeline” of investment opportunities, and has a current cash balance of £295m.  The 
trust’s chairman, Peter Sedgwick, said “the investment in Elgin, which holds a portfolio of UK PFI projects, further 
improves the diversification of the company’s portfolio and will contribute to the deliverability of 3i Infrastructure’s 
yield.”  Elgin actually holds a portfolio of 16 education and healthcare PFI projects in Scotland and Northeast England, 
15 of which are fully operational. RCP, a well-established participant in the UK PFI market, will retain a 50.1% stake 
in Elgin.  3i Infrastructure will issue a pre-close update in late March 2010 and will issue its results for the year to 
31st March 2010, including the net asset value as at 31st March 2010, in May.  At that time the trust’s holding in 
Anglian Water could be revalued in line with the recent rally in water stocks, following news of a possible bid for 
Northumbrian Water, but broker estimates of NAV are still around the 112p mark, not implying much upside.  For 
now we would not rush to buy the warrants – we can understand why they are lowly valued.

Cazenove has upgraded BlackRock New Energy shares to ‘outperform’, saying that the trust is “a strong play on 
secular growth in the alternative energy arena, principally renewable energy (54.3% of assets as at 30th November 
2009), energy-enabling technologies (21.4%) and alternative fuels (13.6%).”  The research note continues “there 
continues to be strong support amongst Western countries’ electorates for the green agenda and environmental-
related legislation seems likely to continue to be high up most governments’ agendas, including some form of carbon 
trading scheme in the US (the US accounts for 42.1% of total assets). Moreover, high energy and commodity costs are 
likely to continue to drive demand for new technologies to reduce reliance on oil. In addition, geopolitical uncertainty 
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continues to highlight concerns over the security of supply of many sources of energy. Whilst returns in this sector 
have tended to the volatile, reflecting the infancy of some technologies and some speculative interest, we find the 
secular growth story compelling against an uncertain backdrop for developed markets’ economies.”

We completely agree that the underlying growth story is strong, and that the environmental theme is more than a 
‘fad’.  It is not going away.  We think the subscription shares (BRNS) are probably a decent way to benefit over the 
medium-term, but we might wait for a better opportunity before investing.  Over the last month the subscription 
shares are up by 4.3% while the shares have dropped by 7.7%, thereby diminishing their technical attractions.   
Gearing is 7.5 times, and the CFP is 9.81% on the last exercise opportunity in 2014.  That represents FAIR VALUE we 
think, but the subscription shares have been cheaper.

We have heard nothing more yet from Fidelity Asian Values about its proposed issue of subscription shares, but 
expect to do so shortly.  If you like watching out for new issues when they start trading, it may be worth keeping 
an eye out for some news before the next newsletter.  We’ll also comment briefly on a recent issue – from Invista 
European Real Estate Trust.  We said last month that we felt the warrants were overvalued at 8.75p.  Since then 
the trust’s underlying shares have crept up by 1% and the warrants have fallen by 0.25p to 8.5p, but this modest 
adjustment has not led us to change our rating.  With gearing of 3.1 times for a CFP of 13.70% we still think the 
warrants are OVERVALUED at this level.

Cazenove have provided an update on JPMorgan Asian, following an analyst meeting with Joshua Tay, the co-manager 
of the trust, to discuss performance, positioning and his outlook for Asia.  The brokers note that during the trust’s 
last full reporting year to 30th September 2009 the undiluted NAV total return was 43.2% (diluted 34.8%), against 
a 41.3% return in the benchmark MSCI AC Asia ex Japan Index (£). The trust outperformed the benchmark during 
the first two quarters of the reporting year but underperformed in the latter two quarters. This was driven by the 
portfolio’s underweight positioning to Taiwanese tech stocks and a ‘tactical error’ of increasing exposure to India 
after the run up in share prices following the result of the Indian election. Portfolio construction is driven by bottom-
up stock selection. Joshua aims to keep the size of the portfolio at around 50 stocks. 

At 31st December 2009 the portfolio was overweight in India, Singapore, Hong Kong, Indonesia and Thailand, while 
underweight in China, South Korea, and Taiwan. The portfolio had no direct exposure to Malaysia, the Philippines, 
and Vietnam. In sector terms the portfolio was overweight in financials, industrials, materials and consumer staples, 
and underweight in information technology, energy and consumer discretionary. The portfolio has no direct exposure 
to healthcare, telecommunications or utilities. 

Indian infrastructure is a particular theme that Joshua is looking to play. He feels there is massive upside when 
compared with Chinese infrastructure given the extent that India’s infrastructure lags China’s. He cited an example 
that all of India’s port capacity is smaller than the capacity of China’s sixth largest port (Tianjin) and sees the potential 
for Indian infrastructure spending to double over the next three years. Related to this theme he sees India as the 
next driver of worldwide coal demand, which in turn should benefit the resource rich Indonesian economy – a key 
overweight position for the portfolio. 

Cazenove like the fact that the trust represents a concentrated bet relative to the majority of peer group trusts, 
both in terms of the individual stocks held in the portfolio and sector weightings. The current concentration of the 
portfolio in a few cyclical sectors, together with the equity gearing of 106% (at 31st December 2009), means that on 
balance the trust appears bullishly positioned.  Cazenove think the discount to net asset value of around 9.5% (now 
8.3%) “seems appropriate” in view of the dilution occurring because of the subscription shares, and they make the 
point that as a number of holders might exercise the subscription shares at the lowest-price exercise opportunity 
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before 31st March, this could reduce dilution and help the performance of the trust going forward.  Until then, their 
rating on the trust is a non-committal ‘in-line.’  We feel a little non-committal too about the subscription shares, 
partly because we are unsure of the short-term prospects for Asia, and partly because the subscription shares are 
in an odd position.  On the first exercise terms, which run until the end of March, they look well priced, actually 
on a small discount.  Once this passes though, we think the subscription shares probably look slightly overvalued 
on the remaining terms, the best of which has gearing of 4.3 times for a CFP of 9.88% on the 2014 exercise terms.  
Whilst the market should theoretically adjust the subscription share price smoothly to take all of this into account, 
as it is all public knowledge, nevertheless we think there is a risk of a fall in the subscription share price once the 
31st March date passes.  We’ll see.

On 25th January, the brokers Winterflood released a research note on JPMorgan Chinese.  They point out that JPM 
Chinese is the only investment trust which provides exposure to the Greater China region which includes China 
(47% of assets), Hong Kong (27%), and Taiwan (27%). The portfolio is currently slightly overweight Hong Kong while 
underweight Taiwan. By investing in the Hong Kong and Taiwanese markets, this fund provides broader exposure 
to the investable universe of the region.  Winterflood say that the managers have a well resourced Greater China 
team operating in the region headed by Howard Wang, who has managed this fund since February 2006. Under his 
management, the fund’s NAV is up 76% compared with a 58% rise for the MSCI Golden Dragon benchmark. Winterflood 
conclude “while investment returns have been volatile in recent years, China continues to be the engine-room of 
global growth. For investors attracted to the long-term growth prospects of the region, we believe that JPM Chinese 
provides investors with well managed exposure through a unique mandate, and is particularly attractive on its current 
discount of 7%, which is wider than its average for the last year of 1%.”  

That discount has narrowed now to around 3.7%, and actually although we do recognise the unique nature of the 
trust, we still don’t want to overpay for that exposure.  To us, the ordinary shares look fully valued on that discount, 
and the subscription shares at 18.25p still look fully valued as well, in spite of a nasty 36% slide over the month.  
Gearing is 7.3 times for a CFP of 12.03% - not bad, but not good either in our view.

Emerson Yip, a manager of the trust, believes incidentally that investors need to have faith in the Chinese government.  
He says “China in our view has managed its economy remarkably well – from brief recession in the early part of the 
year to massive stimulus and now strong domestic demand.  Investors have not been able to accept this readily 
– worrying about the strength of the economy, the ability of the Chinese government to deliver stimulus and now 
about new bubbles and excess capacity.”

Mark Barnett, the manager of Perpetual Income & Growth, spoke last week at an investment trust conference 
organised by the stockbroker Winterflood.  Of course this trust has underperformed over the last year as Mark’s 
caution and value-oriented approach has caused the assets to lag a market driven by some powerful performances 
from riskier assets.  Over the last twelve months the trust is ranked 18th out of 21 trusts in its sector, by net asset 
value performance.  This was a chance for us to gauge whether the more settled conditions now might suit the trust, 
or whether more near-term underperformance is likely.

Mark said he reckons the UK market is probably “fair-ish” value at current levels, adding “I don’t believe it’s expensive.”  
He thinks too that investor rotation may have started, with buyers looking for returns from stocks which have not 
been leaders until now.  This provides some scope for the market to go up, he believes.  Indeed he thinks this could 
be a good time for the trust on this basis, as the portfolio includes many ‘unloved’ stocks which have been laggards, 
but which could in time have their attractions recognised by the market.  Mark explains “my job as fund manager 
is to identify undervalued companies and wait.”  He clearly is a long-term investor: the turnover of the trust is low 
at around 35% per year.
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Against the background of “the greatest policy blitz of all time”, the strong recovery in the stockmarket over the last 
year is discounting an earnings recovery of perhaps 30% this year and 25% next year, Mark reckons, following a 28% 
fall in earnings in 2009.  He is not uncomfortable with that assumption for 2010, but is unsure whether the outlook 
might be too optimistic for 2011.  He points out that the recent GDP figures for the UK were well below forecasts, 
and disappointing in spite of just – just – indicating that the economy was out of recession.  Mark suggests there are 
plenty of questions remaining unanswered.  A lot of demand, for example, has been created by public policy, but 
when this support is withdrawn, will the demand be sustained?  And how about the banks?  His view is that the UK 
banking system is far from working properly, with the process of deleveraging likely to continue for some time.

Against this background, Mark Barnett is not about to change his careful management approach which focuses on the 
hunt for dividend growth.  Far from it.  He says that 2009 was a strange year in which good operational performance 
was not rewarded by the market.  Banks and miners were downgraded yet re-rated, whilst utilities, tobaccos, telecoms, 
and pharmaceuticals were upgraded but de-rated.  This, Mark says, “has opened up a major disparity in the way in 
which the market has performed.  This is a big opportunity.  Genuinely I think there will be rotation – the complexion 
of the market will change.”  Mark explains that what he calls ‘reliable growth’ companies – those which are upgraded 
more than downgraded – provide real value in the current market.  There was a massive de-rating of stocks such as 
AstraZeneca, BAT, Diageo and Unilever last year to the point that he reckons these stocks “have never been cheaper 
in my career” relative to the market.  The trust’s top ten holdings are stuffed full of these reliable growth companies 
in the shape of Imperial Tobacco, National Grid, BG Group, Tesco, BT, BAT, Tesco, GlaxoSmithKline, AstraZeneca, and 
Vodafone.  Mark points out that of all of the stocks in the portfolio, only BT cut its dividend last year.

Not only are these ‘reliable growth’ stocks at a discount to the equity market, but against bonds they look good 
value too, Mark argues.  He notes that the dividend yields on these shares stand at a significant premium to the 
yields available on corporate bonds issued by the same companies.  Other things remaining equal, it is much better 
to own the equities.  The trust’s gearing level is at its maximum now of 120%, indicating the manager’s belief in the 
portfolio and its prospects.

One interesting point to note is that although Perpetual Income & Growth is a UK trust, as we have observed 
elsewhere, the FTSE 100 is effectively a quasi-global index nowadays.  The implication is that UK trusts are not 
necessarily reliant upon the health of the British economy for their prosperity.  An analysis of the portfolio of this 
trust, for example, shows that only 37% of the earnings in the portfolio actually come from the UK.  Some 26% is 
from the US, 19% from Europe, and 18% from the rest of the world.  

We said last month that the prospects for capital growth look muted for Perpetual Growth & Income, and we are 
not ready to revise that statement yet.  Over the last quarter the trust’s relative performance has started to pick up 
though, and we can see the trust has defensive qualities, plus a reasonable yield of 4% for equity investors.  These 
merits are not really the ones we look for when assessing the growth prospects for subscription shares, which is 
where the problem lies for us.  At 28p the subscription shares offer gearing of 7.7 times for a CFP of 4.51%, which 
we think is an attractive technical position, but we still ultimately rate them a HOLD.

Quorum Oil & Gas shares and warrants traced out odd price spikes in early January.  The ordinary shares rallied 
from US$10.25 to US$10.75, but quickly fell back again and have now slipped to US$10.20.  We are not aware of 
any announcements from the trust to have triggered this move, although we can perhaps understand the recent 
slip in price, as the shares are paying out a US$0.10 per share quarterly dividend this week.  As we have previously 
noted, the trust’s warrants are of course in a highly leveraged position, being exercisable at US$10 up to 1st April 
this year.  There was a fair bit of excitement in the price movements during that week in January when the warrants 
leapt up from US$0.30 to a high of US$0.80 before falling all the way back down again, down to US$0.285.  We dare 
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say some enterprising investors might have been able to ‘trade the spike’ profitably, but what this episode really 
shows us is the potential volatility which might lie ahead over the next couple of months.  For holders, it could be 
an interesting ride.  Buckle up.

It has been a rough month for Petropavlovsk, which has retreated sharply as the gold price has come off its highs.  The 
gold price is down by more than US$100/oz since its high in December, and stands at US$1108/oz now.  Petropavlovsk, 
which is developing gold and iron ore assets in Russia, is highly sensitive to the gold price.  The company’s shares 
peaked at the same time as the gold price, and have been on the slide ever since, only helped marginally by a positive 
full year and fourth quarter trading update released on 20th January.  That indicated full year production of 487,000 
ounces of gold, ahead of the revised guidance of 470,000 ounces issued in December.  Petropavlovsk now expects 
2010’s production to come somewhere in a 670,000-760,000 ounces range, and the company is resuming its dividend 
payouts, so there was plenty of good news.  Some brokers like the shares, and both Liberium Capital and Fairfax 
rate the shares a buy.  Liberium calculates net asset value at £7.98 per share (assuming a US$1,000/oz gold price) 
and estimate a fair value of between £11.97 and £15.96 per share. The broker adds “and, with year-end net debt of 
US$24m, the balance sheet looks strong. On current gold prices Petropavlovsk trades at 9.9 times 2010’s expected 
earnings, falling to nine times for 2011. That’s too cheap for a company with such high quality growth potential 
- even after allowing for project delivery risk. We expect full-year adjusted EPS of 168¢ (from 91¢ in 2009).”  Fairfax 
say the company could well enter the FTSE 100 Index this year and has a target share price of 1800p.

It is encouraging that brokers are positive on the medium-term outlook, and we can see this is potentially quite 
exciting.  None of this removes the short-term sensitivity to the gold price though, where the outlook is much less 
certain.   For investors in the warrants there is plenty of uncertainty – too much, we think, for us to consider a positive 
recommendation.  The current Petropavlovsk share price of 977.5p, down by 14% over the month, is now well below 
the warrants exercise price of 1106p (converted from US dollars), and the expiry date of 9th June is not that far away.  
There is a clause in the terms of the warrants allowing the company to extend the maturity date if the warrants do 
not achieve intrinsic value in time, but we do think there is a downside risk from the current warrant price of 95p.  
Holders who are sitting on massive profits from these warrants – which are still the best performers over the last 
year - might want to bank some of those profits in spite of the positive outlook.  The last two months could just be 
a hiccough for Petropavlovsk, but this period does look suspiciously like a break in the upward trend.

The annual results from the smaller companies trust Throgmorton Trust showed that it outperformed in the year to 
30th November.  Following the figures, the stockbroker Oriel Securities opined “Blackrock took over the management 
of Throgmorton Trust in July 2008 and have produced very impressive returns over the past 18 months, supplemented 
in recent times by the CFD portfolio. We continue to rate the management team highly and the shares on a c.18.5% 
discount offer good value for those seeking an actively managed UK small cap exposure. We note that boosted by 
a special dividend of 2p relating to the refund of VAT, Throgmorton is paying a final total dividend of 4.2p (XD date 
17.02.10 and record date 19.02.10) which should be attractive to those seeking yield.”  The dividend is not relevant, 
of course, for the subscription shares, which at 6.75p continue to look speculative.  Gearing is 18.3 times for a CFP 
of 13.57%.

The McHattie Warrants Alert Fund, the only unit trust dedicated to the warrants sector, has decided to wind-up.  
The fund has told its unitholders that the size of the fund is below the minimum sustainable level, and that it is too 
small to be managed efficiently and profitably.  Dealings in units in the fund will be suspended from 22nd February, 
after which the fund will be liquidated and the net proceeds distributed to investors as soon as possible.  The FSA 
has approved the application to proceed with the winding-up.  Investors should direct any questions about their 
units to the administrators Capita on 0845 922 0044, or any questions about the fund itself to McHattie Investment 
Management on 0117 9200 070.
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T E C H N I C A L   M E R I T

This ‘technical merit’ section is devoted to a brief overview of some of the corporate warrants which have been 
highlighted by our computer model as undervalued or overvalued.  We should just stress that this valuation is not 
based upon a full analysis, but solely upon ‘technical merit’ - ie: premium, time to expiry, capital fulcrum point 
and gearing factor.  Our undervalued selections have outperformed our overvalued selections in 206 out of 243 
months to date, an 85% success rate.

Undervalued Warrants   Shares Warrants Exercise  Expiry  Prem   Gearing CFP
 
3i Infrastructure  105.5p  11.5p  100p  13-Mar-12 5.69%    9.2  2.98%
Aberdeen Asian Smaller Cos 381.25p  278.5p 100p  30-Nov-10 -0.72%    1.4  -3.25%
Aberdeen New Thai 171p  18.25p 200p  31-Jan-13 27.63%    9.4  9.42%
Advance Developing Mkts 388.5p  100.75p 291p  31-Oct-11 0.84%    3.9  0.65%
The Cayenne Trust 114.5p  9p  106p  30-Jun-10 0.44%    12.7 1.18%
Finsbury WW Pharma 629p  63.5p  718p  31-Jul-14 24.24%    9.9  6.92%
Impax Environmental 117p  20p  96p  15-Jun-10 -0.85%    5.9  -2.82%
Invesco Asia Trust  124.25p  19.875p 125p  31-Aug-12 16.60%    6.3  7.25%
JPMorgan Asian  178.5p  41.25p 137p*  31-Mar-10* -0.14%    4.3  -1.18%
JPMorgan Emerging 480.5p  78p  460p**  31-Jul-12** 11.97%    6.2  5.51%
JPMorgan Indian  369.5p  121.5p 247p*** 02-Jan-12*** -0.27%    3.0  -0.21%
JPMorgan Private Equity US$1.23  US$0.175 US$1.47 30-Jun-14 33.74%    7.0  7.82%
New India Inv Trust 193p  91.25p 100p  31-Jul-10 -0.91%    2.1  -3.49%
Perpetual Income & Growth 215p  28p  218.9p  31-Aug-13 14.86%    7.7  4.51%
Quorum Oil & Gas  US$10.20  US$0.285 US$10.00 01-Apr-10 0.83%    35.8 5.62%
Raven Russia  50.25p  25p  25p  25-Mar-19 -0.50%    2.0  -0.11%
Utilico Emerging Mkts  126p  24.75p 100p  31-Jul-10 -0.99%    5.1  -2.52%
Utilico Emerging Mkts ‘S’ 126p  25.125p 100p  31-Jul-10 -0.69%    5.0  -1.77%

Performance last month: average change -4.01% (6 rises out of 20 selections). 

* these warrants have further exercise opportunities and run until 31st March 2014, but this is currently the most attractive of the exercise terms

** these warrants have further exercise opportunities and run until 31st July 2014, but this is currently the most attractive of the exercise terms

*** these warrants have further exercise opportunities and run until 2nd January 2014, but this is currently the most attractive of the exercise terms

Overvalued Warrants

We consider the following warrants to be overvalued on technical grounds, so if you are interested in the following 
companies then we would suggest the shares rather than the warrants (capital fulcrum points in brackets): Advance 
Frontier Markets (353.68%); Astek Group (334.14%); BCB Holdings 2013 (270.26%); BCB Holdings 2014 (142.91%); 
Blue Planet Financials (185.05%); CEPS (9815.26%); Chromex Mining (45.58%); The Core Business (234.75%); Elephant 
Capital (47.76%); Epicure Qatar Equity (31.09%); India Capital Growth Fund (70.65%); Messaging International 
(105,608.20%); Petropavlovsk (92.39%); Southern Bear (82.92%); Strathdon Investments (n/a); Titanium Asset 
Management (53.05%); Twenty (n/a).
Performance last month: average change -7.13% (0 rises out of 16 selections).

Your next newsletter is published on Saturday, 6th March.


