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U I L Initiation of coverage

Seeking undervalued assets across the globe Investment companies
Global value
UIL Limited (UIL) is managed by ICM, where the lead managers aim to 10 December 2019

generate strong total returns by investing in undervalued companies
across the globe. Charles Jillings, responsible for day-to-day management,
stresses that ICM is a long-term, deep-value, high-conviction investor,
seeking exposure to companies with high growth potential. UIL has

generated strong absolute and relative NAV and share price total returns NAV? 335.8p
- oF q . Discount to NAV 26.7%

for investors; it measures investment performance against the FTSE All- " 2400

Share index. The company has reduced its gearing significantly (although NA 40.0p

Discount to NAV 27.7%

*Excluding income. **Including income. As at 3 December 2019.

it remains high in the context of peers) and the board is now focused on
achieving a lower discount to net asset value (NAV), targeting 20%.

Yield 3.0%

Ordinary shares in issue 86.2m

Long-term NAV outperformance versus the FTSE All-Share index Code UTL
Primary exchange LSE

e AIC sector Flexible Investment
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UTL Equity

The market opportunity

Three-year performance vs index

The macro environment is uncertain. Global growth is slowing, partly due to the 25

friction between the US and its trading partners, whereas global forward P/E fgg

multiples are, in aggregate, 14% above their 10-year average. With this as a 180

backdrop, investors may benefit from a greater focus on businesses with ﬁ

meaningful growth potential that are trading at a discount to their intrinsic values. L o T TR Y

5335585588855

Why consider investing in UIL? UTLEquty FTSE Al Share
Concentrated, high-conviction portfolio, run by specialist investment team. Gearing (including ZDPs)
Diversified fund with sector biases to financial services, technology and Net* 68.0%
resources, and a geographic bias to Australia. s at 31 October 2019.
NAV and share price total returns above 20% pa over the last five years. Analysts
Regular quarterly dividends (current yield of 3.0%). Mel Jenner +44 (0)20 3077 5720
Despite a recent narrowing and strong performance, UIL’s shares still trade at Sarah Godfrey +44 (0)20 3681 2519
a wide discount to NAV.
UIL’s gearing, while still relatively high, has reduced significantly.

Narrower discount in recent months UIL is a research client of Edison

Investment Research Limited
UIL’s discount has narrowed meaningfully in recent months, partly supported by

ongoing share repurchases. Its current 27.7% share price discount to cum-income
NAV compares with the 32.2% to 40.0% range of average discounts over the last
one, three, five and 10 years. The company follows a levered investment strategy;
at end-October 2019, net gearing was 68.0%.


mailto:investmenttrusts@edisongroup.com
https://www.edisongroup.com/company/uil-ltd/2910/
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Exhibit 1: Company at a glance

Investment objective and fund background

Recent developments

UIL's objective is to maximise shareholder returns by identifying and investing in
investments worldwide where the underlying value is not reflected in the market

= 15 November 2019: announcement of first interim dividend of 1.875p/share.
= 6 November 2019: announcement of listing on the Bermuda Stock Exchange.

price. The company’s investment performance is benchmarked against the FTSE = 9 October 2019: result of special meeting - the listing of UIL's ordinary shares
will be transferred from the Premium Segment to the Specialist Fund
Segment of the Main Market of the London Stock Exchange.

m 2 October 2019: announcement of the appointment of Stuart Bridges as
independent, non-executive director.

= 13 September 2019: annual results to 30 June 2019. NAV TR +29.7% vs
benchmark TR +0.6%. Share price TR +18.8%.

All-Share index.

Forthcoming Capital structure Fund details

AGM November 2020 Ongoing charges 21% Group ICM Group

Interim results February 2020 Net gearing 68.0% Manager  Charles Jillings

Year end 30 June Annual mgmt fee See page 10 UK contact PO Box 208, Epsom, Surrey,
Dividend paid Quarterly Performance fee See page 10 address KT18 7YF

Launch date 14 August 2003* Company life Indefinite Phone +44 (0)1372 271486
Continuation vote None Loan facilities See page 10 Website www.uil.limited

Dividend policy and history (financial years)

Share buyback policy and history (financial years)

Quarterly dividends are paid in December, March, June and September.
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Shareholder base (at 30 June 2019)

Full year dividend payment

Renewed annually, UIL has the authority to repurchase up to 14.99% and allot

up to 5% of shares in issue.

Costs/proceeds (£Em)
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Portfolio exposure by geography (at 31 October 2019)

= General Provincial Life Pens (62.1%)

® Permanert Mutual (7.6%)

= Australia (22.6%)
u Bermuda (16.6%)

Other - gald mining (13.0%)
= UK (12.8%)

Europe (ex-UK) (10.4%)

Asia (7.6%)

Latin America (6.7%)

Middle East/Africa (5.0%)

Other (30.3%) North America (4.2%)

New Zealand (1.1%)

Top 10 holdings (at 31 October 2019)
Portfolio weight %

Company Country™ Sector 31 October 2019 31 October 2018***
Somers Bermuda Financial services investment holding company 24.0 242
Utilico Emerging Markets Trust UK Emerging markets investment trust 16.7 16.0
Zeta Resources Australia Resources investment company 12.8 135
Resolute Mining Australia Gold mining 1.9 11.0
Optal UK Electronic payment services platform 75 6.6
Ascendant Group Bermuda Electric utility 4.9 N/A
One Communications Bermuda Telecommunications 45 N/A
Allectus Capital Bermuda Fintech investment company 4.0 2.0
Afterpay Touch Group Australia Electronic payment services platform 25 8.3
Vix Tech Singapore Automated fare collection systems 2.0 35
Top 10 (% of holdings) 90.8 89.4

Source: UIL, Edison Investment Research, Morningstar. Note: *Utilico Investment Trust — UIL’s predecessor. **Of listing or domicile.
***N/A where not in end-October 2018 top 10.
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Market outlook: Opportunities for value specialists

Exhibit 2 (LHS) shows the performance of indices (in sterling terms) over the last 10 years. The
world market has outperformed both UK and emerging markets over this period, as global indices
are dominated by the US, which has performed relatively strongly in recent years, helped by its
accommodative monetary policy and robust corporate earnings growth. Investors in overseas
equities have also benefited from sterling weakness following the Brexit vote in June 2016.

After a particularly benign period in 2017, share price volatility has picked up in recent quarters as
investors focus on the prospects for economic growth and interest rate expectations. Current
growth headwinds are exacerbated by the ongoing dispute between the US and its trading partners,
notably China, which is affecting supply chains and business sentiment. Here in the UK, continued
Brexit uncertainty is having a negative impact on spending intentions at both the corporate and
consumer levels. In its October 2019 World Economic Outlook, the International Monetary Fund
forecasts higher GDP growth prospects for emerging markets and developing economies (3.9% in
2019 followed by 4.6% in 2020, led by China and India) compared with developed economies
(1.7% in both 2019 and 2020 — above-average growth estimates for the US, with below-average
outlooks for Europe and Japan).

Looking at valuations in Exhibit 2 (RHS), markets look somewhat extended in terms of forward P/E
multiples, with the world market trading at a 14% premium to its 10-year average. Emerging
markets look relatively attractively valued, particularly on an absolute basis, whereas the UK has
suffered significant outflows from international and domestic investors, which is reflected in both its
absolute and relative multiples. During 2019, the US market has performed relatively well, but
leadership has been narrow, led by select technology and consumer stocks that now look
particularly expensive. In the UK, there has been a bifurcation between those companies with
overseas earnings — which have been favoured by investors — and smaller-cap companies with
domestic operations, which are looking particularly unloved.

In an environment of slowing economic growth and above-average valuations, investors may be
well served by focusing on niche growth opportunities that are trading on reasonable multiples.

Exhibit 2: Market performance and valuation

Performance of indices (last 10 years, £)
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Fund profile: Seeking undervalued securities

UIL’s predecessor, Special Utilities Investment Trust (SUIT), was launched in August 1993 as a
split-capital fund investing in utilities. In August 2003, its income shares were redeemed at par and
the capital shareholders were given the option for a cash exit or to roll their existing capital shares
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into a new fund, Utilico Investment Trust (UIT — ¢ 70% elected to roll over). Given a number of
challenges and regulatory headwinds in the European utility sector, UIT’s mandate was changed to
invest in undervalued companies across a range of industries, rather than focusing on the
infrastructure, utility and related sectors.

UIL is the successor vehicle to UIT and began trading on 20 June 2007 as a Bermuda-registered
company. It is now listed on the Specialist Fund Segment of the London Stock Exchange (see
following section). On 5 November 2019, UIL announced a secondary listing on the Bermuda Stock
Exchange. UIL is managed by ICM Investment Management and ICM (collectively referred to as
ICM). It aims to identify and invest in compelling long-term investments across the globe, where the
forecast underlying value is not reflected in their current share price.

The company may invest in shares, bonds, convertibles and other types of securities, including
non-investment grade bonds and unlisted securities (up to 25% of gross assets at the time of
investment). Derivative instruments are permitted for investment purposes and efficient portfolio
management. There are no restrictions on UIL’s sector and geographic exposure, but at the time of
investment, no single investment will exceed 30% of gross assets. The company employs a levered
strategy through zero dividend preference (ZDP) shares and a limited amount of bank debt (see
Capital structure and fees section on pages 10 and 11). At end-October 2019, net gearing (ZDP
shares plus borrowings) was 68.0%.

UIL’s performance is benchmarked against the FTSE All-Share index. Data from UIL show that
since inception to end-FY19 (30 June), its NAV total return compounded at a rate of 13.4% pa,
which compares very favourably with the 8.1% pa total return of the FTSE All-Share index.

Change of London Stock Exchange listing

Following shareholder approval at a special general meeting on 9 October 2019, UIL transferred its
listing from the Premium Segment of the Official list to the Specialist Fund Segment of the London
Stock Exchange with effect from 7 November 2019. Independent shareholders almost unanimously
supported the transfer with only 0.19% voting against the proposal. The meeting followed an
announcement in July 2019 that the number of UIL’s shares in public hands was close to the 25%
minimum threshold. This is a result of the company continuing to buy back shares, along with share
purchases by the board members and ICM’s managers. As at 30 June 2019, ICM manager Duncan
Saville had a 70.5% interest in UIL’s issued share capital, which included the holdings of General
Provincial Life Pension Fund (62.1%) and Permanent Mutual (7.6%). The Specialist Fund Segment
does not have any free-float requirements. UIL’'s ZDP shares continue to be listed on the Standard
Segment of the Main Market of the London Stock Exchange. The Specialist Fund Segment is
designed to appeal to specialist funds and sophisticated investors; shares listed here may have
limited liquidity and have greater share price volatility than shares listed on the Main Market. Data
from the London Stock Exchange show that in August 2019, 42 closed-end investment funds were
listed in this segment, with an average market cap of ¢ £300m.

The fund manager: Charles Jillings

The manager’s view: Avoiding short-term market noise

ICM’s investment teams are led by Duncan Saville and Charles Jillings. Jillings is responsible for
day-to-day management. His view on the macro backdrop is that the noise around ongoing topics is
clearly having an impact on the global economy and asset markets; and that it is difficult to be
confident in the outcomes. The manager is concerned about the relationship between the US and
China; his view for some time has been that the issue is not just about trade, and the frictions are

UIL | 10 December 2019 4
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much deeper, which could cause significant economic headwinds in the future. Regarding Europe,
Jillings says the EU’s relationship with the UK is a concern. The UK is the sixth-largest economy in
the world, so lower growth here will also affect European growth, which is already subdued. He is
more positive on the outlook for emerging markets, as most of these countries’ authorities are
pursuing policies to promote economic growth, such as in China, India and Brazil. The manager
points to Brazil, where interest rates are at record lows, pension reform has been voted through and
the government is encouraging foreign ownership of Brazilian companies. Jillings says that China
and India are also ‘energising their economies’.

Although global growth is slowing, the manager says that for the type of investments UIL seeks, he
is still finding compelling opportunities. ICM’s managers are total return, bottom-up investors rather
than focusing on global stock markets and the macro environment. Jillings explains that ICM’s
process is common across all platforms. All of the investment teams are looking for deep value in
their respective spaces, either mispriced growth or mispriced asset-backed companies. He says the
majority of investments require a degree of active engagement, so as a result UIL is in the relatively
‘active management’ camp. In terms of earnings support, the manager argues that interest rates
are low or declining further, which is a benign or positive environment for many businesses;
however, he observes higher levels of debt at the personal, corporate and government levels, which
he suggests will become unsustainable at some point, and put pressure on earnings.

Jillings says he ‘can see a lot of disruption coming’, believing that regardless of a company’s
business, all firms will experience technological disruption, either directly or indirectly. The manager
believes the financial services sector is already disrupted and highlights UIL’s position in Afterpay
Touch Group, which ‘has turned a piece of the payments market on its head'. It allows retailers to
offer customers the ability to buy now and pay later in instalments, without affecting their credit
scores (as long as payments are made on time); this is proving very popular with the millennial
generation. Afterpay receives a small percentage (around 4%) of the retailer’s sales, and fees from
the customer for non-payments (if a payment is missed, no more credit is available). In the UK, the
company trades as Clearpay and has recently signed a contract with Marks & Spencer, allowing its
online customers to spend between £30 and £800, repaying in four instalments.

Asset allocation

Investment process: Focused on undervalued assets

UIL is managed by ICM, a specialist investment manager with ¢ £15bn of assets under
management (both directly and indirectly). The investment teams are led by Duncan Saville and
Charles Jillings, both of whom are chartered accountants with backgrounds in corporate finance
and asset management. Other senior members of the investment team are Jacqueline Broers,
Jonathan Groocock and Mark Lebbell (covering the utilities and infrastructure sectors); Gavin
Blessing (fixed income); Dugald Morrison (resources); Jason Cheong (technology); and Alasdair
Younie (financial services).

The fund’s objective is to invest in undervalued assets across the globe. Reasons for a business to
be under priced may include: technological change, an underperforming management team or
shareholder apathy.

Around 65% of the portfolio is invested via ICM-managed funds, or ‘platforms’, principally Somers
(financial services), Utilico Emerging Markets Trust (emerging markets utilities and infrastructure),
Zeta Resources (natural resources) and Allectus Capital (technology, with a particular focus on
fintech) (see Current positioning for a fuller explanation of each platform).

UIL | 10 December 2019 5
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Jillings highlights what he believes to be the benefits of this approach:
Focused strategy — each platform has a narrow mandate.
Dedicated research analysts — focused on understanding current portfolio businesses and
identifying new investments that fit each platform’s remit.
Financial support — ability to draw on UIL’s financial resources.
Deep knowledge — ability to optimise investment opportunities and undertake corporate
finance-led transactions.

The remaining ¢ 35% of the fund is in direct holdings including Afterpay Touch Group and Optal
(holdings in the Allectus Capital platform before distributing to shareholders in 2016), and Resolute
Mining. At end-FY 19, around one-third of the fund was invested in operating companies and the
total number of companies in the portfolio (including the platforms) was 42.

UIL’s portfolio is constructed after incorporating the manager’s three medium-term views on the
macro backdrop into account: global financial markets are over-indebted; technological change
provides the opportunity for strong investment returns; and emerging markets offer higher GDP
growth opportunities than developed markets.

Jillings believes in the importance of supporting investee companies with their capital requirements
while maintaining an active and constructive shareholder approach, including reviews of their
capital structure and business efficiencies. UIL may often be among an investee company’s largest
shareholders and maintains regular contact with them. There is no limit as to how much of a
company UIL may own and it may sometimes take legal or management control of a firm. When
industries are going through change, the company wants to be a substantive shareholder to enable
it to have a voice.

The manager says sometimes when he invests in companies, they are not the opportunities that
sparkle; however, they can provide visibility on other companies that are ultimately much stronger
investments. These may evolve into platform investments, such as resources-focused investment
holding and development company Zeta Resources, which was launched in June 2013.

Current portfolio positioning

UIL has a concentrated portfolio. At end-October 2019, its top 10 holdings made up 90.8% of the
fund, marginally higher than 89.4% a year earlier; eight positions were common to both periods
(Exhibit 1). However, it should be noted that each platform investment holds a number of underlying
positions, thereby significantly reducing portfolio risk.

Looking at the company’s geographic exposure (Exhibit 3), Australia is the largest segment in the
portfolio, although the weighting declined by 6.9pp over the 12 months to 31 October. Other notable
changes are a fall in UK exposure (-7.3pp), with higher weightings in continental Europe (+5.2pp)
and Bermuda (+4.8pp).

Exhibit 3: Portfolio geographic exposure (% unless stated)

Portfolio end-October 2019 Portfolio end-October 2018 Change (pp)
Australia 226 295 (6.9)
Bermuda 16.6 1.8 4.8
Other - gold mining 13.0 13.6 (0.6)
UK 12.8 20.1 (7.3)
Europe (ex-UK) 104 5.2 5.2
Asia 76 6.3 1.3
Latin America 6.7 6.6 0.1
Middle East/Africa 5.0 15 35
North America 42 45 (0.3
New Zealand 1.1 0.9 0.2

100.0 100.0

Source: UIL, Edison Investment Research

UIL | 10 December 2019 6
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In terms of UIL’s sector exposure (Exhibit 4), financial services makes up nearly a quarter of the
fund. The largest changes over 12 months to end-October are a fall in the technology weighting
(-6.0pp) and increases in infrastructure investments (+4.8pp) and telecoms (+3.0pp).

Exhibit 4: Portfolio sector exposure (% unless stated)

Portfolio end-October 2019 Portfolio end-October 2018 Change (pp)
Financial services 24.3 245 (0.2)
Technology 19.0 25.0 (6.0)
Gold mining 13.0 13.6 (0.6)
Resources 1.1 10.2 0.9
Telecoms 6.6 3.6 3.0
Infrastructure investments 5.9 1.1 4.8
Electricity 41 5.3 (1.2)
Oil & gas 26 3.9 (1.3)
Ports 2.3 21 0.2
Road & rail 20 1.7 0.3
Water 1.7 1.0 0.7
Renewables 1.6 1.0 0.6
Airports 0.6 1.6 (1.0
Other 5.2 5.4 (0.2)

100.0 100.0

Source: UIL, Edison Investment Research

Jillings highlights some of UIL’s holdings, noting that its investment company (platform) positions
are trading at a discount to the value of their underlying investments, effectively affording UIL
investors a ‘double discount’, as the fund itself is trading at a greater than 25% discount to NAV. As
an example, Utilico Emerging Markets Trust’s shares are currently trading at a ¢ 10% discount to its
cum-income NAV.

UIL | 10 December 2019

Somers (SOM) is a Bermuda-listed financial services investment company. Its largest holding
(c 34%) is Resimac Group (RMC). The manager explains that in Australia, outside of the four
major and smaller banks, there are a number of mortgage originators, one of which is Resimac.
The non-bank mortgage lenders have fewer regulatory challenges than the banks and the
company has robust fundamentals, helped by low interest rates and a long history of
securitisation. Other Somers holdings include Bermuda Commercial Bank (c 21%), and UK-
based Waverton Investment Management (c 19%) and PCF Group (PCF, c 13%).

Utilico Emerging Markets Trust (UEM) is a UK-listed investment trust focusing on
infrastructure, utility and related assets in emerging markets. Since launch in July 2005, the
fund has generated an annual NAV total return of 11.0%. UEM has an addressable universe of
¢ 900 companies. Portfolio holdings tend to be no larger than 5%, which mitigates risk, given
the focus on emerging rather than developed markets. The manager says ICM is a well-known
investor in UEM’s sectors and explains that urbanisation and growth of the emerging market
middle class is driving demand for airports and other infrastructure assets. Jillings argues that
although the infrastructure and utility sectors have had positive demand drivers for the last
decade, he expects this to continue for at least the next 20 years.

Zeta Resources (ZER) is an Australia-listed, closed-ended Bermuda investment company, with
direct and indirect exposure to resource projects and mining companies. The portfolio includes
significant exposure to nickel and copper, with demand for both elements coming from the
automotive industry due to the development of electric vehicles. Jillings explains there has
been underinvestment in nickel and copper production, so he believes the opportunities, driven
by higher demand, should be very significant for the company. The largest position in the fund
is Panoramic Resources (¢ 38%) — in early-November 2019, it received a takeover bid from
Independence Group to acquire the shares in Panoramic that it does not already own; the
manager believes the bid is opportunistic.

Allectus Capital is an unlisted investment company jointly owned by ICM and UIL. It has a
value-focused technology portfolio (c $50m) of listed and unlisted companies, largely in the
Asia Pacific region and the UK. It focuses on early-stage, potentially disruptive businesses,
primarily in the fintech sector.
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Optal is a direct unlisted position, originally held in Allectus Capital’s portfolio. It is a developer
of global payment systems, primarily targeting the travel industry, and has a long-term strategic
partnership with MasterCard. The manager says that Optal is growing significantly and pays a
dividend.

Afterpay Touch Group (APT) is an Australian technology-driven payments company with
more than six million active users and nearly 40k merchants building a multi-country global
footprint (see The manager’s view on page 5). It was originally an investment within Allectus
Capital’s portfolio. The company was formed from the July 2017 merger of Afterpay (May 2016
IPO at A$1 per share) and Touchcorp (March 2015 IPO at A$1.40 per share). Afterpay Touch
Group is now trading around A$30 per share.

Performance: Long-term record of outperformance

Exhibit 5: Five-year discrete performance data

12 months ending Share price NAV FTSE All-Share FTSE All-World ~ MSCI Emerging

(%) (%) (%) (%) Markets (%)
30111115 1.1 7.0 0.6 21 (13.3)
30/11/16 36.0 85.8 9.8 25.8 312
301117 129 (6.3) 134 15.7 230
30/11/18 15.0 125 (1.5) 55 (3.2
3011119 52.2 237 11.0 12.7 6.2

Source: UIL, Refinitiv. Note: All % on a total return basis in pounds sterling.

Exhibit 6: Investment company performance to 30 November 2019

Price, NAV and benchmark total return performance, one-year rebased Price, NAV and benchmark total return performance (%)
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Source: UIL, Refinitiv, Edison Investment Research. Note: Three-, five- and 10-year performance figures annualised.
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In FY19 (ending 30 June), UIL’s NAV and share price total returns of 29.7% and 18.8% respectively
were considerably ahead of the 0.6% total return of the FTSE All-Share index. Positive contributors
to performance included Afterpay Touch (+168.1%), Bermuda First Investment Company (+77.5%),
Optal (+60.9%) and One Communications (+51.1%), while NAV performance detractors included
the fund’s largest position Somers, which declined by 5.8%.

As shown in Exhibits 5 and 6, UIL has delivered a strong share price total return over the last 12
months (+52.2%) compared to a +23.7% NAV total return, which has led to a meaningful narrowing
of the company’s discount (Exhibit 9). Its absolute returns over the last five years are also very
robust, helped by the fund’s gearing (NAV and share price total returns of +21.0% pa and +22.1%
pa respectively).
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Exhibit 7: Share price and NAV total return performance, relative to indices (%)

One month Three months  Six months Oneyear  Three years Five years 10 years
Price relative to FTSE All-Share (3.0 33 20.0 371 59.3 98.3 46.2
NAV relative to FTSE All-Share (3.6) (14.4) (6.8) 1.4 5.1 89.1 225
Price relative to FTSE All-World (3.2) 5.7 16.0 35.1 437 53.9 54
NAV relative to FTSE All-World (3.8) (12.4) 9.9 9.7 (5.2) 46.7 (11.6)
Price relative to MSCI Emerging Markets 0.7 7.3 229 432 56.1 88.8 76.7
NAV relative to MSCI Emerging Markets (1.3) (11.1) (4.6) 16.4 3.0 80.1 48.1

Source: UIL, Refinitiv, Edison Investment Research. Note: Data to end-November 2019. Geometric calculation.

UIL’s relative returns are shown in Exhibit 7. Its NAV has outperformed the FTSE All-Share index
over most periods shown, particularly over the last one, five and 10 years. This is an imperfect
measure given the company only has 12.8% exposure to the UK (although it is relevant for UK
investors) so we have also included global and emerging markets indices as comparators. UIL’s
NAV has outpaced the performance of the FTSE All-World index over one and five years, and the

MSCI Emerging Markets index over one, three, five and 10 years.

Exhibit 8: NAV total return performance relative to benchmark over five years
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Source: UIL, Refinitiv, Edison Investment Research

Discount: Recent narrowing in the discount

Renewed annually, UIL has the authority to repurchase up to 14.99% and allot up to 5% of shares
in issue. The company’s discount has narrowed considerably in recent months and there is scope

for this trend to continue given the company’s strong investment performance, a lower level of

UIL | 10 December 2019

gearing, and regular quarterly dividends. UIL’s board is aiming for a 20% discount, which it believes
is achievable over the medium term via continued share repurchases and a higher focus on
marketing to existing and potential investors. In FY19, the company repurchased 1.2m shares
(1.4% of the share base), at an average discount of 51.2%, and share buybacks have continued in
FY20 (2.1m shares, equivalent to 2.4% of the share base).

Based on the 3 December weekly NAV, UIL’s shares are currently trading at a 27.7% discount to
cum-income NAYV, which is towards the lower end of the 12-month range. This may reflect a
recognition by investors of the board’s serious intent to narrow the company’s discount. The current
discount is narrower than the 39.2%, 40.0%, 38.1% and 32.2% averages over the last one, three,
five and 10 years respectively.
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Exhibit 9: Share price discount to NAV (including income) over three years (%)

0 -
-10 A
-20
-30 A
-40 A
-50 1
0 < < < 22 % & % 5 %

Source: Refinitiv, Edison Investment Research

Capital structure and fees

UIL has 86.2m ordinary shares outstanding and follows a levered strategy using ZDP shares and
bank debt. It has a £50m senior secured multicurrency revolving facility with Scotiabank Europe
(£38.3m drawn). The loan matures in March 2020 and is expected to be extended to 2022.

In the FY14 annual report, the board stated its commitment to reducing the company’s debt and
gearing. This has occurred in each subsequent year — gearing was 64.6% at 30 June 2019 versus
87.3% a year earlier, and 160.4% at 30 June 2013. UIL’s current level of gearing is well below the
board’s 100% target maximum — 68.0% as at end-October 2019, which is a level the manager is
comfortable running.

Exhibit 10: ZDP shares (at 31 October 2019)

2020 2022 2024 2026
Accrued capital entitlement (p) 144.43 122.55 109.69 107.67
Share price (p) 151.00 132.50 117.00 108.50
Premium/(discount) to NAV (%) 45 8.1 6.7 0.8
ZDP cover* (x) 5.21 2.99 2.41 2.04
Yield to redemption* (%) 2.6 35 34 49
ZDP redemption value (p) 154.90 146.99 138.35 151.50
Shares in issue (m) 39.0 50.0 30.0 25.0
Ticker UTLE UTLF UTLG UTLH

Source: UIL, Edison Investment Research. Note: *Based on final redemption values.

As shown in Exhibit 10, UIL has four tranches of ZDP shares spread over six years. They are rolled
every two years to ensure the portfolio is not disrupted if they are redeemed for cash. Jillings says
the company’s ZDP share strategy will continue, as it provides a secure, long-term debt facility.
From inception to end-FY19, UIL had issued £373.6m of ZDP shares and redeemed £326.1m; they
are issued by UIL Finance, a wholly owned subsidiary of UIL.

In October 2018, the 2018 ZDP shares were redeemed at a cost of £51.2m, using realised
investments, while 20.0m 2024 ZDP shares were cancelled (having been held on the balance sheet
as standby for the 2018 ZDP share redemption). The board is considering proposals for the
redemption of the 31 October 2020 ZDP shares.

UIL’s overall financing costs have declined over the years from an average rate of 6.3% at end-
June 2013 to 5.5% at end-June 2019. They should decline further as the board is expecting to
refinance the 2020 ZDP shares at a lower rate than the retiring 2020 ZDPs.

ICM is paid an annual management fee of 0.5% pa of UIL’s total assets less current liabilities
(excluding borrowings and excluding the value of all holdings in companies managed or advised by
ICM or its subsidiaries from which it receives a management fee), along with 45% of ICM’s costs of
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providing company secretarial services. ICM is entitled to a 15% performance fee on NAV returns
above the higher of 5.0% or the UK gilt five- to 10-year index post-tax yield plus RPIX inflation. The
NAV must exceed the high water mark NAV from when the performance fee was last paid (adjusted
for capital events and dividends) and is capped at 2.5% of financial year-end NAV (adjusted for
capital events and dividends paid). It is also reduced to take into account any fees paid to ICM by
companies where UIL is an investor.

In FY19, UIL’s ongoing charges (excluding performance fees) were 2.1% (FY18: 2.2%), while
including performance fees they were 5.1% (FY18: 4.4%). While these fees may appear relatively
high compared with other investment companies as they are calculated on total assets but
expressed as a percentage of average net assets (after the deduction of the ZDP shares), based
on gross assets the fees are considerably lower.

Dividend policy and record

UIL pays regular quarterly dividends in December, March, June and September and it has the
flexibility to pay dividends from capital reserves. In FY19, UIL’s revenue return of 7.63p per share
was 14.4% higher year-on-year. The dividend was maintained for the sixth consecutive year, at
7.50p per share and was fully covered for the first time in six years. At end-FY19, the company had
revenue reserves of 10.3p per share, which is equivalent to ¢ 1.4x the annual dividend. The board
anticipates the annual dividend will be maintained at 7.50p per share and is hopeful that reserves
will build; based on its current share price, UIL offers a yield of 3.0%.

Peer group comparison

Exhibit 11 shows the 16 funds in the AIC Flexible Investment sector with market caps greater than
£50m that have been trading for more than three years; they follow a variety of investment
mandates. UIL’s NAV total returns are above average over all periods shown, ranking first over one
year (+16.2pp), first over three years (+13.5pp), first over five years (+108.6pp) and second over 10
years (+36.5pp). Although narrower than its historical averages, the fund has one of the widest
discounts in the selected peer group, and one of the highest ongoing charges. UIL has the highest
level of gearing and an above-average dividend yield (1.0pp above the mean).

Exhibit 11: Selected peer group as at 9 December 2019*

% unless stated Market NAVTR NAVTR NAVTR NAVTR Discount Ongoing Perf. Net Dividend

cap £m 1 year 3 year 5year  10year (cum-fair) charge fee  gearing yield
uiL 212.0 243 34.0 155.8 171.6 (27.7) 21 Yes 168 3.0
Aberdeen Diversified Inc & Growth 342.0 7.2 16.3 8.0 64.2 (11.3) 0.9 No 109 5.0
BMO Managed Portfolio Growth 75.5 10.1 334 495 158.6 (0.3) 1.0 Yes 100 0.0
BMO Managed Portfolio Income 61.3 13.8 26.5 38.6 1454 0.3 1.1 Yes 100 44
Caledonia Investments 1,694.3 8.5 31.0 52.2 143.3 (16.3) 0.9 No 100 1.9
Capital Gearing 462.8 6.8 174 354 87.0 24 0.7 No 100 0.5
Hansa Investment Company ‘A’ 219.6 (0.4) 18.9 26.0 79.9 (33.5) 1.3 No 100 1.2
Henderson Alternative Strat Trust 99.6 1.6 138 245 20.5 (21.3) 0.9 No 100 1.9
JZ Capital Partners 2324 55 0.0 325 139.3 (63.0) 32 Yes 102 0.0
Miton Global Opportunities 76.0 27 244 54.2 1224 (1.3) 14 Yes 100 0.0
New Star Investment Trust 81.3 52 20.6 48.7 76.6 (29.2) 0.9 Yes 100 1.2
Personal Assets 1,126.5 6.8 14.3 275 77.3 1.6 0.9 No 100 1.3
RIT Capital Partners 3,332.3 85 225 455 118.3 10.2 0.7 Yes 114 0.0
Ruffer Investment Company 395.0 4.6 3.1 12.9 535 (3.2) 1.1 No 100 0.8
Seneca Global Income & Growth 85.9 154 25.1 46.6 1254 1.0 15 No 108 39
Tetragon Financial 858.6 9.6 27.2 96.4 578.2 (47.3) 1.7 Yes 100 5.9
Average (16 funds) 584.7 8.1 20.5 47.2 135.1 (14.9) 1.3 106 20
Fund rank in sector 10 1 1 1 2 12 2 1 5

Source: Morningstar, Edison Investment Research. Note: *Performance to 6 December 2019 based on ex-par NAV. TR=total return.
Net gearing is total assets less cash and equivalents as a percentage of net assets.
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The board

Two of UIL’s board members, Eric Stobart and Warren McLeland, stood down after the release of
the company’s annual report in September 2019. Stobart had served as a director since 2007 and
McLeland since 2013. There are now five directors on UIL’s board, four of whom are independent
of the manager:

UIL | 10 December 2019

Peter Burrows (chairman) joined the board in September 2011 and assumed his current role
in November 2015. He has a background in stockbroking and in 1986 founded Burrows, his
own independent specialist private client stockbroking business. Burrows has served as
chairman and director of a number of listed and unlisted companies.

Alison Hill was appointed as a director in November 2015. She is an executive director and
CEO of Bermuda-based The Argus Group, which provides insurance, retirement and financial
services. Hill is a trustee and on the committees of a number of non-corporate organisations in
Bermuda. She is a fellow of the Chartered Institute of Management Accountants and a
chartered global management accountant.

Christopher Samuel joined the board in November 2015. He was CEO of Ignis Asset
Management until mid-2014, when it was acquired by Standard Life Investments. Samuel is a
chartered accountant and chairman of BlackRock Throgmorton Trust and JPMorgan Japanese
Investment Trust, and a non-executive director of Alliance Trust and Sarasin & Partners.
David Shillson was appointed as a director in November 2015. He has a background in
corporate and commercial law across a variety of sectors and is a senior partner of New
Zealand-based Kensington Swan. This law firm has acted for associates of UIL and ICM;
therefore, Shillson is considered to be a non-independent director. He is a member of the New
Zealand Law Society and the New Zealand Institute of Directors.

Stuart Bridges is the newest member of the board; he was appointed in early October 2019.
He is also chairman of the audit and risk and management engagement committees. Bridges is
a non-executive director and chairman of the audit committee of Caledonia Investments and
RateSetter (the trading name of Retail Money Market). He is a chartered accountant; his
previous employment includes senior roles at Control Risks Group, Nex Group, Hiscox and
Henderson Global Investors.
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This report has been commissioned by UIL and prepared and issued by Edison, in consideration of a fee payable by UIL. Edison Investment Research standard fees are £49,500 pa for the production and broad
dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfrontin cash without recourse. Edison may seek additional fees for the provision of roadshows and related
IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

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

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “FTSE®” is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

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

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide

publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not

offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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