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What makes a company really exceptional?
There are two main characteristics. First, the company
needs to be innovation-centric. This is the key attribute
behind a company’s ability to develop the right products
and services to clients. It is built around a well-defined
mission to serve a specific market in the best possible way.
Second, is a company’s internal organisation, primarily
corporate governance, which should be oriented towards
the long-term execution of the mission, and be reflected in a
progressive management of human capital and leadership
across all levels of the organisation. We believe that to drive
innovation, a company needs business managers who behave
like internal activists. Moreover, high levels of employee
satisfaction, limited employee turnover and the right
incentives towards the business’ long term objectives are
often important to maintain market leadership. The
Chairman’s letter in the annual report is essential reading.
That’s where, year-after-year, you can get an understanding
of a company’s DNA and whether the strategy of delivering
on its mission statement is consistently implemented.
What kind of business models do you prefer?
Fundamentally, four business models are relevant to our
strategy:




First, we seek companies that sell highly differentiated
products and services. They bring a significant
advantage to their clients in terms of productivity,
maintenance, reliability, after sales service or overall
results versus competing firms. Most companies in
that category invest heavily in research &
development in order to maintain market leadership
and drive pricing power.
Second, we favour companies whose business is
based on platforms. These companies grow on the
back of a positive and sustainable network effect:
the larger the platform, the better the value
proposition to the user. These businesses typically
combine different competitive advantages which are
difficult to replicate.



Third we also like non-core but mission critical
companies. These companies are positioned to
benefit from the economic rationale of their clients
to outsource essential but non-strategic tasks which
it would be inefficient to handle internally given the
investment they require. Often, these companies are
leaders in small markets with limited competition.



Finally, we invest in dual mandate companies. These
companies deliver a range of products and services
which benefit clients in complementary ways. The
first leg of the mandate is to enable the client to
implement cost cutting, improve efficiency and
ultimately free financial resources. The second leg of
the mandate is to help the same client boost
innovation, launch new products or invest in
technologies.

How relevant is the strength of branding?
A brand is an important asset, but is a consequence rather
than a cause of a good business. This is especially true as
marketing-based barriers to entry are significantly lower
nowadays. Only some exceptional brands that combine other
competitive advantages make sense for us to invest in.
Fashion-driven brands in luxury and most consumer staples
do not qualify.
Do you only invest in companies which are leaders in
their respective industry?
Market share is important, not only because it is often
positively correlated with margins but also because size
enables a deep interaction with a company’s market. When
unmet needs or new demands emerge, scale enables a
company to identify and address a client need successfully.
Strong competitive positions are all the more valuable as
client and market knowledge become increasingly important.
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How do you consider sector exposure?
We often find companies which, despite their innovation and
good governance, do not meet our expectations in terms of
potential investor returns. For our strategy, companies need to
be in the right industry and that’s why we exclude many
sectors from our portfolio. For example, the resources and
airlines sectors include some good quality businesses but for us
their success is too reliant upon external factors. Other
sectors, such as pharmaceuticals, are excluded because they
are not predictable enough or because they do not provide
sufficient structural growth, such as the utilities, real estate and
telecoms sectors. Finally, some sectors do not provide
sufficient transparency to investors. Broadly-speaking, this is
the case for the banks and insurance companies. A point that’s
important to highlight is that investors should not be scared by
technology. Every growth story requires some level of
technology and, after thorough diligence, we have identified
great opportunities with sustainable, long term returns in the
technology and other sectors. No sector is immune to
disruption; look at the oil sector which, with the emergence of
shale gas, has experienced one of the most painful disruptions
among all industries over the last thirty years.

The reality is that there is no magic bullet. Our approach is to
be forensic in our analysis and combine these orthodox
metrics with progressive valuation models. Before completing
the valuation of a business, one has to conclude a deep
understanding of the company’s model, strategy and financial
statements to derive its long term earnings power.

Do these exceptional companies all make good
investments? How do you think about valuation?
Valuation is a key tenet of the process and the message here
is to urge investors not to oversimplify this topic. We believe
that, given the increasing importance of intangibles, some
classic and still commonly used financial metrics are flawed
and an undifferentiated approach is dangerous. For example,
most companies we analyse have a limited need for tangible
capital, so using ROCE is meaningless. Likewise, the price
earnings ratio relies on accounting principles that are arguably
dated; this makes us sceptical of this valuation measure as a
guide to successful stock selection. Finally, the free cash flow
yield is too simplistic and fails to capture the company’s
investment dynamics.

Why is the portfolio so concentrated?
Over the last 90 years in the US market, 50 companies
represented 40% of the returns, while 96% of listed
companies destroyed value versus the government bond yield.1
Our objective is to identify those few listed equities that
deliver the bulk of stock market returns and invest in these
companies. This is consistent with the size of our Top50 list.
Ultimately the portfolio includes between 20 and 25 positions
as the relative value within the Top50 changes.

The strategy is highly ESG friendly. How do you
incorporate ESG considerations into the investment
process?
ESG is a natural component of the strategy and a performance
tool. Environment (E) can be less relevant given our sector
exposure; that said, Social (S) and Governance (G) are critical
to choosing the right investments. ESG considerations
accompany us during the entire investment process from initial
sector exclusion to deep dive analysis and valuation. This is not
to follow any kind of ‘trendy’ investment style – we are
agnostic to these kinds of fashions. It is because of the way we
envisage ESG through the inclusion of non-financial metrics to
deliver better returns to investors. With predictability in mind,
we seek to avoid companies with exposure to major sources
of risks that could unfold over the longer term.

Why does it make sense to develop this strategy at CQS?
First, it provides autonomy to portfolio managers.
Second, our investment philosophy is aligned with
CQS’ DNA, given its focus on fundamental research and
the search for long term value. Interestingly, the credit
markets often lead equity markets which will support the
optimisation of our portfolio. Of course we also benefit from
CQS’ well-established infrastructure platform.

Source: Do Stocks Outperform Treasury Bills? Hendrik Bessembinder, Department of Finance at the W.P. Carey School of Business, Arizona State University, February 2017.
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IMPORTANT INFORMATION:
This document has been issued by CQS (UK) LLP (FRN 400496) which is authorised and regulated by the UK Financial Conduct
Authority and/or (as the case may be) CQS (US), LLC which is a registered investment adviser with the SEC. The information is
intended solely for sophisticated investors who are (a) professional investors as defined in Article 4 of the European Directive
2011/61/EU or (b) accredited investors (within the meaning given to such term in Regulation D under the U.S. Securities Act of 1933, as
amended) and qualified purchasers (within the meaning given to such term in Section 2(a)(51) of the U.S Investment Company Act 1940,
as amended).
The term “CQS” as used herein may include one or more of any CQS branded entities including CQS (UK) LLP, CQS Cayman Limited
Partnership which is registered with the Cayman Islands Monetary Authority, CQS (Hong Kong) Limited which is regulated by the Hong
Kong Securities and Futures Commission, CQS (US), LLC which is registered with the US Securities and Exchange Commission, and
CQS Investment Management (Australia) Pty Limited which is registered with the Australian Securities & Investments Commission,
Australian Financial Services Licence No. 386047.
This document has been prepared for general information purposes only and has not been delivered for registration in any jurisdiction
nor has its content been reviewed by any regulatory authority in any jurisdiction. The information contained herein does not constitute:
(i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer, recommendation or solicitation to buy or
sell shares or interests in any fund or any security, commodity, financial instrument or derivative linked to, or otherwise included in, a
portfolio managed or advised by CQS; or (iv) an offer to enter into any other transaction whatsoever (each a “Transaction”).
Any decision to enter into a Transaction should be based on your own independent investigation of the Transaction and appraisal of the
risks, benefits and suitability of such Transaction in light of your individual circumstances. Any decision to enter into any Transaction
should be based on the terms described in the relevant prospectus, supplement, offering memorandum, private placement
memorandum, subscription documents, trading strategy, constitutional document and/or any other relevant document as appropriate
(each an “Offering Document”). Any Transaction will be subject to the terms set out in its Offering Document and all applicable laws
and regulations. The Offering Document supersedes this document and any information contained herein.
Nothing contained herein shall constitute or give rise to the relationship of partnership nor shall it constitute a joint venture or give rise
to any fiduciary or equitable duties. Any information contained herein relating to any third party not affiliated with CQS is the sole
responsibility of such third party and has not been independently verified by CQS or any other independent third party. The information
contained herein is not warranted as to completeness or accuracy and no representations are made in such respect, nor should it be
deemed exhaustive information or advice on the subjects covered; as such, the information contained herein is not intended to be used
or relied upon by any counterparty, investor or any other party. The information contained herein, as well as the views expressed
herein by CQS professionals made as of the date of this presentation, is subject to change at any time without notice.
CQS uses information sourced from third-party vendors, such as statistical and other data, that are believed to be reliable. However,
the accuracy of this data, which may also be used to calculate results or otherwise compile data that finds its way over time into CQS
research data stored on its systems, is not guaranteed. If such information is not accurate, some of the conclusions reached or
statements made may be adversely affected. CQS bears no responsibility for your investment research and/or investment decisions and
you should consult your own lawyer, accountant, tax adviser or other professional adviser before entering into any Transaction. CQS is
not liable for any decisions made or action taken by you or others based on the contents of this document and neither CQS nor any of
its directors, officers, employees or representatives (including affiliates) accept any liability whatsoever for any errors and/or omissions
or for any direct, indirect, special, incidental or consequential loss, damages or expenses of any kind howsoever arising from the use of,
or reliance on, any information contained herein.
Information contained in this document should not be viewed as indicative of future results as past performance of any
Transaction is not indicative of future results. Any investment in any fund or other vehicle managed by CQS (a “CQS
Fund”) or any of its affiliates involves a high degree of risk, including the risk of loss of the entire amount invested. The
value of investments can go down as well as up. An investment in any CQS Fund will involve a number of material risks which
include, without limitation, risks associated with adverse market developments, volatility of markets invested in, currency and exchange
rate risks, risk of counterparty or issuer default and risk of illiquidity. Any assumptions, assessments, intended targets, statements or
other such views expressed herein (collectively “Statements”) regarding future events and circumstances or that are forward looking in
nature constitute only subjective views, outlooks or estimates and are based on CQS’s expectations, intentions or beliefs. The
Statements should not in any way be relied upon, and involve inherent risk and uncertainties beyond CQS’s control. The Statements
should not be assumed to be accurate or complete, now or in the future (including with respect to the composition and investment
characteristics of any CQS Fund), and may be subject to change. CQS undertakes no responsibility or obligation to revise or update
such Statements. Target returns and volatility targets discussed in this document are high-level, may change with market conditions and
are generally used only as guidelines. Target returns reflect subjective determinations by CQS. Performance may fluctuate, particularly
over short periods of time. Targeted returns should be evaluated over the time periods indicated and not over shorter periods. Target
returns are not intended to be actual performance and should not be relied upon as any indication of actual or future performance.
Some of the information contained in this document may be aggregated data of transactions executed by CQS that has been compiled
so as not to identify the underlying transactions of any particular CQS Fund.
(Continued on next page)
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Any indices included in this document are included to simply show the general market
trends relative to the types of investments CQS tends to select for certain CQS Funds for
the periods indicated within this document. The indices are not representative of CQS
Funds in terms of either composition or risk (including volatility and other risk related
factors). CQS Funds are not managed to a specific index.
This document is not intended for distribution to, or use by, the public or any person or
entity in any jurisdiction where such use is prohibited by law or regulation. In accepting
receipt of this information, you represent and warrant that you have not been solicited,
directly or indirectly, by CQS and are receiving this information at your own request. It is
your responsibility to inform yourself of and to observe all applicable laws and regulations of
any relevant jurisdiction.
The information contained herein is confidential and may be legally privileged and is intended
for the exclusive use of the intended recipient(s) to which the document has been provided.
In accepting receipt of the information transmitted you agree that you and/or your affiliates,
partners, directors, officers and employees, as applicable, will keep all information strictly
confidential. Any review, retransmission, dissemination or other use of, or taking of any
action in reliance upon, this information is prohibited. Any distribution or reproduction of
this document is not authorized and prohibited without the express written consent of
CQS, or any of its affiliates.
Information required, to the extent applicable, for Distribution of Foreign
Collective Investment Schemes to Qualified Investors in Switzerland:
The representative in Switzerland is ARM Swiss Representatives SA, Route de Cité-Ouest 2,
1196 Gland, Switzerland. The distribution of Shares of the relevant CQS Fund in Switzerland
will be exclusively made to, and directed at, qualified investors (the “Qualified Investors”), as
defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended
(“CISA”) and its implementing ordinance (the “Swiss Distribution Rules”). Accordingly, the
relevant CQS Fund has not been and will not be registered with the Swiss Financial Market
Supervisory Authority ("FINMA"). The paying agent in Switzerland is Banque Cantonale de
Genève, 17, quai de l’Ile, 1204 Geneva, Switzerland. The relevant Offering Document and all
other documents used for marketing purposes, including the annual and semi-annual report,
if any, can be obtained free of charge from the representative in Switzerland. The place of
performance and jurisdiction is the registered office of the representative in Switzerland with
regards to the Shares distributed in and from Switzerland. CQS (UK) LLP (as the distributor
in Switzerland) and its agents do not pay any retrocessions to third parties in relation to the
distribution of the Shares of the relevant CQS Fund in or from Switzerland. CQS (UK) LLP
(as the distributor in Switzerland) and its agents do not pay any rebates aiming at reducing
fees and expenses paid by the relevant CQS Fund and incurred by the investors.

CQS (UK) LLP
4th Floor, One Strand
London WC2N 5HR
United Kingdom
Tel: +44 (0) 20 7201 6900
Fax: +44 (0) 20 7201 1200

CQS (US), LLC
152 West 57th Street
40th Floor
New York
NY 10019
United States
Tel: +1 212 259 2900
Fax: +1 212 259 2699

CQS (Hong Kong) Limited
Unit 1207, 12th Floor
No.9 Queen’s Road Central
Hong Kong
China
Tel: +852 3920 8600
Fax: +852 2521 3189

About CQS New City Equity
CQS New City Equity is the long
only open-ended equities
investment business of CQS. CQS
New City Investment Managers,
which offers a range of closedended investment trust products,
was acquired by CQS in 2007.
CQS is a multi-strategy asset
manager founded in 1999. Our
Firm’s deep experience allows us
to offer solutions for investors
across a range of return objectives
and risk appetites. CQS is an active
asset manager with expertise
across corporate capital structures
including corporate credit,
structured credit, asset backed
securities, convertibles, loans and
equities. We are committed to
delivering performance and high
levels of service to our investors.
CQS has offices in London, New
York, Hong Kong and Sydney. Our
investors include pension funds,
insurance companies, sovereign
wealth funds, funds of funds,
endowments and foundations, and
private banks.

CQS Investment Management
(Australia) Pty Limited
Level 13
1 Margaret Street
Sydney
NSW 2000
Australia
Tel: +61 2 8294 4180

clientservice@cqsm.com
www.cqs.com
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