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Establishment of a Mutual Fund for a Chosen Investment Company

Zalozeni podilového fondu pro vybranou investi¢ni spole¢nost

Summary

The diploma thesis is focused on collective investment and establishment of a mutual fund.
The objective of the thesis is to propose a mutual fund for a chosen investment company in
the Czech Republic. The diploma thesis is focused mainly on the Czech legal conditions
for establishment of a new mutual fund, selection of investment strategy, portfolio
formation process and selection of proper companies to the portfolio. The partial aims of
the diploma thesis are to select a strategy for a new mutual fund which diversifies the offer
of mutual funds of a chosen investment company for potential investors and to set up a
portfolio where chosen companies fulfil selected criteria that should ensure the profit and
reduce a risk. Afterwards, a proposed mutual fund is evaluated by simulation of portfolio

performance.

Souhrn

Diplomova prace se zabyva kolektivnim investovanim a zalozenim podilového fondu.

Cilem prace je navrhnout podilovy fond pro vybranou investiéni spole¢nost v Ceské
Republice. Diplomova prace se zamétuje na Ceské pravni podminky potiebné pro zaloZeni
nového podilového fondu, vybér investi¢ni strategie, vytvoreni portfolia a vyber vhodnych
firem do portfolia. Dil¢imi cily diplomové prace je vybér strategie pro novy podilovy fond,
ktery rozsifi nabidku podilovych fondl vybrané investi¢ni spolecnosti pro potencialniho
investora a vytvoftit portfolio, kde vybrané spolecnosti splni urcena kriteria, ktera by méla
zaruCit vydélek a sniZit riziko. Nasledovné je navrhovany podilovy fond ohodnocen

pomoci simulace vykonnosti portfolia.

Keywords: Mutual Fund; Investment Company; Collective Investment;
Act N. 240/2013 Coll.; Investment Strategy; Portfolio; Sharpe Ratio; Investor
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1 INTRODUCTION

Collective investment is nowadays one of the popular ways how to manage
financial assets. This form of investment can provide higher appreciation of money than
regular banking products but, on the other hand, it is also riskier than investing only in
saving account. Mutual funds are most often used type of investments for public.

There are a lot of theories and academic literature for investors how to choose a
proper investment and especially mutual fund of investment company but it is also very
important to look at the issue from the other side, from a potential founder of a mutual fund
point of view. The diploma thesis provides a basic knowledge how to establish a new
mutual fund in the Czech Republic where the emphasis is put especially on portfolio
formation.

For establishment of a new mutual fund in the Czech Republic, it is firstly
necessary to fulfil all legal conditions on the basis of the Czech law. Thereafter, an
investment strategy of a mutual fund has to be properly chosen both according to the
theoretical knowledge of investment strategies and also according to the interest of
potential investors in the market. Afterwards, it is necessary to select companies to invest
in. Both the historical investment indicators and predictions can help a portfolio manager
to find the proper companies.

Nowadays, investment in emerging markets is very popular geographical
investment strategy as well as investment in modern technologies or pharmaceutical sector
as a target industry group and agriculture industry as farming, fishing and also food
production is slightly unheeded. The reason of this lower interest of agriculture industry is
especially caused by very high risk of this sector because the profit of these agricultural
companies is for example dependent on harvest which can be negatively influenced by
internal factors as unfavourable weather. Despite the high risk, the investment in

agricultural companies, and especially food production companies, can be profitable.
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2 OBJECTIVES OF THESIS AND METHODOLOGY

Objectives of Thesis

The main objective of the diploma thesis is to propose and establish a mutual fund
for a chosen investment company in the Czech Republic.

The diploma thesis is focused mainly on the Czech legal conditions for
establishment of a new mutual fund, selection of investment strategy, portfolio formation
process and selection of proper companies to the portfolio. Afterwards, a proposed mutual
fund is evaluated by simulation of portfolio performance.

The partial aims of the diploma thesis are to select a strategy for a new mutual fund
which diversifies the offer of mutual funds of a chosen investment company for potential
investors and to set up a portfolio where chosen companies fulfil selected criteria that
should ensure the profit and reduce a risk.

The final aim of the diploma thesis is to test a performance of a new mutual fund
by using historical data and provide relevant recommendations and suggestions to a chosen

investment company.

Methodology

Data for the theoretical part of the diploma thesis were gathered from the available
professional sources focused on the topic of collective investment, portfolio formation
process and theory, and investment strategy. Academic books, relevant articles and web
pages were used as a proper source of information for the thesis. For a processing of
literature overview, the appropriate methods as synthesis, induction, deduction and
comparison were used.

The practical part, based on synthesis and induction in problem resolution, uses
implemented investment strategy and portfolio theory, comparative and qualitative

analyses for verification of theory in practice.
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Investment valuation ratios and Altman Z- score were chosen as appropriate
methods for selection companies to the portfolio. Sharpe ratio and average annual return
method were chosen for simulated testing of historical performance of a mutual fund.

AKRO investi¢ni spole¢nost, a. s. enabled access to work with Bloomberg
Professional service software for the portfolio formation.

Calculations were processed in Microsoft Excel.

13



3 LITERATURE OVERVIEW

3.1 Collective Investment

Collective investment is one of the methods of investing financial means. Collective
investment is based on mutual interest of individual investors to assess their free money as
efficiently as possible with the effort to minimize the investment risk by sufficient
diversified collective portfolio. Even though collective investment in the world has a long
tradition (first signs of collective investments were recorded in the second half of the 18th
century in the Netherlands), the Czech Republic started to gradually develop collective
investment in the 90s of the 20th century. It can be a good choice for those investors who
do not want to make their own decisions to which specific securities invest their money.
The most common type of collective investment funds is open-end mutual fund in the
Czech Republic. [1]

3.1.1 Definition of Collective Investment

The Act N0.240/2013 Coll., as amended defines a collective investment scheme in
the Czech Republic from August 2013. In this Act a collective investment is a business
which collects finances by underwriting investment fund shares or by issuance of mutual
fund's units of the investment company; an investing on the principle of risk spreading and
further management of these assets. The investments of the fund must be in accordance
with the law.

The basic idea behind collective investment funds is that by amalgamating the
financial means of numerous investors it is possible to manage more effectively their
investments in terms of diversification, cost reduction and also risk minimization.
Furthermore, the ordinary investors through collective investment funds can reach markets
which would otherwise be accessible only for institutional investors. Thanks to collective
investment, households can invest and hopefully enjoy an increase in the value of their
money. [2, 3] cited in [4]

According to the Act N0.240/2013 Coll., as amended investment funds are devided

into two main parts where investment funds are collective investment funds and funds of
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qualified investors; and collective investment funds are the standard funds and special
funds. The other investment funds in the Czech Republic are also foreign investment
funds, it means that a legal person has its registered headquarters in a different country, not
in the Czech Republic, and the legislation of the fund in this country is comparable with

the Czech legislation. [3]

3.1.2 Investment Companies

Investment companies are legal persons whose activity consists of creating and
managing of mutual funds. Investment companies can also manage investment funds under
a treaty on management. The activities of investment companies are listed in detail in the
Act on Collective Investment. The Act also sets out the conditions which are necessary to
fulfill for the establishment of an investment company. The investment company has the
same authorities as a joint- stock company. The supreme body is the general meeting.
Another body is the Board of Directors, as statutory authority and the Supervisory Board
as the supervisory authority. The persons participating in the statutory and supervisory
bodies have to comply to higher requirements to work in these positions. These persons
must be professionally competent, without a criminal record and they cannot hold any
position which is incompatible with the functions in the bodies of the investment company
which lists the Czech law. The reason for stricter conditions is the protection of investor's
interests. The supervision of the proper performance of investment activities of companies
holds the Czech National Bank and if it obtains the application made by an investment
company, after completing all the requirements, it authorizes the formation of a mutual
fund and registers it. On the websites of the Czech National Bank a list of collective
investment funds is published. In view of the fact that a mutual fund has no legal
personality it must be always managed by an investment company, but a company can

manage more than only one mutual fund. [3, 5] cited in [4]
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3.1.3 Collective Investment Funds in the Czech Republic

Firstly it is necessary to define collective investment funds according to the Czech
legislation. Collective investment fund is according to the Act No0.240/2013 Coll., as
amended is:

e a legal person with the registered headquaters in the Czech Republic which is
authorized to collect financial means from the public by issuing of shares and
implement joint investment of collected money under the specified investment
strategy based on the principle of risk diversification in favor of the owners of
those shares, and manage the property, and

e a mutual fund, whose purpose is to collect financial means from public by
issuing mutual funds units and collective investment of money on the basis of
specified investment strategy based on the principle of risk diversification in

favor of the owners of those units and other management of the property.

Thus collective investment fund can be only a mutual fund or a joint stock company. [3]

3.1.4 Mutual Fund

A mutual fund is consisting of assets. Ownership of the assets in the mutual fund
belongs jointly to all shareholders, in proportion of value of units owned by them. But any
of the shareholders can not apply for a separation of the assets from a mutual fund, mutual
fund allocation or cancellation of a mutual fund. A mutual fund has no legal entity, it
means that it must be administrated by the investment company. [3] Investing through a
mutual fund takes place after that the investor purchases mutual fund's units from the
investment company. The investment company issues the mutual fund's units for an
amount which is equal to the current value announced at the subscription day. In the
Statute there is defined a precise day when the value of the funds units are calculated for
the purpose of valuing units for existing investors and new subscriptions/ redemptions of
units. Extra charges to the current value of the mutual fund's units may apply when
subscribing or redeeming units. There is also the possibility of issuance of units for an
amount which is equal to the nominal value, but only for a maximum of 3 months from the

beginning of the issuance of the units.
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According to the law about the redemption of fund's units it is possible to divide

funds into two categories- closed- end funds and open- end funds. [3, 5] cited in [4]

3.1.4.1 Difference between Open- end and Closed- end Fund

There are some several differences between open-end fund and closed-end fund.
Open-end fund's shares are offered to the common investor continuously. An investor
purchases the units from the mutual fund of the company and then they are sold back
(redeemed) to the same fund. An investor buys the mutual fund's units at the ask price and
then it can reedem shares at the bid price. Shares have to be sold with a prospectus. An
open-end fund can borrow or lend money, purchase put or call options, but senior
securities cannot be issued. It is a no-loan fund if the ask price and bid are similar and the
ask price cannot be higher than the bid price more than 8. 5 % under the National
Association of Securities Dealers rules.

On the other hand a closed-end fund has a fixed number of shares outstanding. A
purchase and sale of shares is realized by other investors and through a broker or dealer.
An investor buys at the ask price plus a commission and sell at the ask price minus a
commission. New issued units have to be sold with a prospectus. Both types of funds can
lend or borrow money, purchase put or call option, but only closed-end fund can issue
senior securities. There are two variants where the ask price may be, the first variant is
above the bid price or the second variant is below the bid price- net asset value per share.
[6] cited in [4]

3.1.4.2 Creation, Establishment and Termination of a Mutual Fund

For creation of a new mutual fund an investment company has to find a qualified
person who will manage the fund and it is also necessary to write up a statute of the fund
with all conditions according to the Czech law. Each investment fund has to have its own
depository. Afterwards the Czech National Bank gives the permission to establish a mutual
fund if the company puts forward a proposal of a new fund.

A mutual fund is established when it is registered by the Czech National Bank and
listed in the list of all funds in the Czech Republic. This document is also administrated by

the Czech National Bank. Mutual Fund terminates when it is deleted from this list. The
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application for registration of a new mutual fund to the list of all mutual funds is filed by
person who will manange the fund. A request for cancellation of the mutual fund from a

list is filed by a liquidator or by a person demonstrating a legitimate interest. [3]

3.1.4.3 Mutual Fund's Unit

A unit is a special type of security from which results rights for the owner-
unitholder. The investor is entitled to a proportionate share of the fund's assets, while also
takes part in an income from these investments. Proceeds from investment income may be
paid either continuously or reinvested by fund. The type and method of payment of
proceeds is always determined in the Statute of the fund. A redemption of units of the
mutual fund assets is subject to taxation. According to current legislation there is no
necessity to pay tax on capital gains if a shareholder keep the units at least 6 months.
Unitholders have no other rights- cannot participate in the General Meeting, participate in
the decision- making processes of an investment company or interfere with its investment
policy.

A unitholder of a mutual fund has a right to resell the mutual fund's units back to
the investment company. But it is necessary to mention that an investment company can
temporarily stop the redemption of units. If necessary, the suspension can be up to a total
time of three months. The Board of Directors of an investment company must make
decision about a suspension of redemption of mutual fund's unit and it has to be written an
official record which is then handed to the Czech National Bank. A commitment of the
bank is to authorize the suspension and it can also cancel the decision to suspend the
redemption of units if there is the possibility that the investor's interests are endangered. In
this case for the payment of units an investment company used financial menas which are
in a depository. Each mutual fund has own account in a depository. Mutual fund's units can
be also transferred to another person. [2] cited in [4]
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3.1.5 Statute of a Fund

Each collective investment company has to publish statutes for each fund, keep
records about key information, keep to articles of association and publish an annual and
semi- annual report.

The principal document governing the activities of an investment company and an
investment fund is the statute of the fund. It contains important information about a fund
and every investor should be familiar with this document if he or she is considering invest
in a fund. This is the reason why a statute should be written in simple language and be
accesible to the public according to the law. For example the document explains the risks
associated with investing in the fund and the method of management of the assets
accumulated in the fund.

A statute of a mutual fund has a character of contractual conditions between an
investment company and investor. It defines the basic rights and obligations between them.
The investor has to have the opportunity to peruse a statute of a mutual fund before
investing into the fund. In case that the investor does not peruse the statute, it is binding.
An investment company accepts a statute of the respective fund in accordance with its

regulations and a statute has to be also approved by the Czech National Bank. [2] cited in

[4]

3.1.6 Depository

Each investment company and investment fund must have its depository. A
depository of a collective investment fund registers assets of a fund of a collective
investment and controls whether a fund of collective investment manages the assets in
accordance with Czech law and the relevant fund's statute.

A depositary is inherently one of the regulatory authorities of collective investment
funds. Its function is to supervise the activities of investment companies and investment
funds. A depositary may be a domestic or foreign bank with a branch office in the Czech
Republic, which has a banking license allowing it to offer depositary services. Conditions
for the fulfillment of obligations between the depository and investment company or

investment fund are set out in the depository contract. It is concluded for an indefinite
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period. The notice period is six months. The main duty of a depositary is to check whether
the assets of investment company and investment fund are utilized according to the law. In
case of misconduct, the depositary shall immediately notify both the relevant investment
company or investment fund, but also the Czech National Bank. The goal of a depositary
Is to restrict the possibility of damage to the property of investor because of the illegal or
irresponsible practise of an investment company or investment fund. A depositary has also
an access to the assets of the investor and the investment company or investment fund. It
increases the possibility of protecting the assets of the unitholders, which is the main aim
of a depositary. For the proper operation of the depository it is also important that there is
effective communication with the investment company and the investment fund which has
a legal duty to inform the depository about the activities of the fund. The depository also
provides an independent check with regard to the assets in the fund. The control body of a
depositary is the Czech National Bank. It supervises the activities of depositary banks and
in a case of some misconduct it is entitled to impose penalties and fines. [2] cited in [4]

3.2 Basic Steps to Establish a Mutual Fund

As a summary, if a person wants to establish a mutual fund in the Czech Republic
there are some basic steps which have to be accomplished. Of course it is neccesary to
have an investment company or to find another company which will manage the fund by

Czech law. The basic steps of procedure are following:

Creating the investment plan: selection of basic investment strategy;

e Finding an optimal investment structure with a view to maximize revenues

and optimize the tax burden;
e Preparation of an application for an authorization of the fund from the Czech
National Bank, preparation of Statute, possible Assembly provision of

shareholders within the Statute, preparation of agreement with the depositary;

e Applying for an authorization of mutual fund in to the Czech National Bank;
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e Getting a permission for mutual fund management from the CNB;

e Opening activity: investing in selected type of asset, asset management,
purchase and sale of assets, collection of proceeds from asset, bookkeeping,

compliance, reporting. [2, 3]

3.3 Investment Strategy

There are a lot of different strategies and their division which an investment
company can use for its management. The positive and unfortunately negative result of a
fund depends on many internal and external factors, which sometimes could not be
influenced by the investment company and its directors or by strategy of a fund. It is very
difficult to predict an emergency of the funds. But nowadays of course as in all economic
sciences they are some indicators which can help us to evaluate past performance of a fund
and predict the future results and through that it is possible to evaluate the management of
a fund of the investment company.

3.3.1 Definition of Investment Strategy

The aim of the thesis is to establish a new mutual fund for a chosen Investment
Company in the Czech Republic. Firstly it is necessary to define what a strategy is. The
definitions are for example: “a plan of action designed to achieve a long-term or overall
aim” [7] or “A method or plan chosen to bring about a desired future, such as achievement
of a goal or solution to a problem.” [8] cited in [4]

The investment strategy can be defined as “An investor's plan of attack to guide
their investment decisions based on individual goals, risk tolerance and future needs for
capital. The components of most investment strategies include asset allocation, buy and
sell guidelines, and risk guidelines.” [9]

If an investor wants to indirectly invest his or her financial assets to an investment
company he or she should study the investment strategy of the company's fund and try to

find the one which is close to the investor's style of investment. As it was already
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mentioned in the chapter above it is necessary to peruse thoroughly a statute of the fund to
understand well how the investment company administrates a fund. In a statute of a fund

strategies are defined. [9] cited in [4]

3.3.2 Investment Triangle

The basic factors of the investment strategy are profitability, risk and liquidity.
These three factors are known as an investment triangle. The basic rules of an investment
triangle are that between risk and return are in direct correllation. With increasing return
the risk is increasing and with increasing of the risk of an investment return is increasing.
Between liquidity and return is an inverse relationship. The more liquid investment, the
lower the return is. Between liquidity and risk is also an inverse proportion- the higher the
risk, the lower the liquidity is. Investors always move inside the triangle and can never
reach a perfect investment that would simultaneously maximize revenue, be completely

safe or to be possible to immediately change the revenue into the cash. [10] cited in [4]

Picture 1- Investment Triangle

REVENUE

RISK LIQUIDITY

Source: Own elaboration based on BECKER, Philipp M. Investing in microfinance integrating new asset
classes into an asset allocation framework applying scenario methodology. [10]

22



3.3.3 Types of Investment

Firstly, the company has to define what type of investment it is interested in. The
most often used types are equities, bonds, money market and other instruments as for
example non- financial investment (commaodities, real estate market etc.)

The investment companies can also invest in more than only one type of
investment. They can combine for example equities with bonds for a portfolio or an
investment company can purchase commodities such as maize or silver with shares on the
stock market, e. g. through exchange traded commaodity funds (ETF's). These funds are
known as mixed funds. The main objective of such asset diversification is to decrease risk.
A mixed fund maintains significant flexibility to invest only where market conditions are
favourable. [11] cited in [4]

3.3.3.1 Equities

The “equity market” is also known as a market for shares and it is a part of the
capital market which was already defined in the first chapter. The equity concept is that the
shares exist to provide: capital, a means for sharing risks, security of ownership,
transferability and negotiability, liquidity and diversification. Investors can easily and also
efficiently invest to many of different companies, not only to invest to any one company
and by this reduce the risk connected with this issuer. Equties can be traded on a stock
market.

It is possible to say that the equity market, along with the other capital markets,
provides a very efficient way how to channel saving into the most productive part of the
economy- growing business. Shares traded on a stock exchange are liquid and buying and
selling of them is normally feasible at any time. But what is also necessary to mention is
that equities are very often regarded as the riskiest asset of all the assets classes (equities,
bonds, money market, etc.), especially if one has a short- term perspective. But this is not
true at all when we look over a long- term horizon. Graph 1 below shows for the period
between 1802- 2001 the total nominal return indexes of different assets. From the graph it
IS noticeable that equitites- stocks are the most profitable asset over the long- term, the

return is on average better than to invest to other types of asset. Thus the equities are
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intended for investors with a long- term rather than short- term investment horizon. [11,
12] cited in [4]

Graph 1- Total Nominal Return Indexes of Different Assets- 1802- 2001
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Source: ELTON, Edwin, GRUBER, Martin, BROWN, Stephen, GOETZMANN, William. Modern portfolio theory and
investment analysis. [11]

But there are also many risks for an investment company owning equities.Volatility
risk, political risk, currency risk, company risk, transactional risk and liquidity risk are the

main potential risks to invest in equities. [12] cited in in [4]

3.3.3.2 Bonds

Bonds are debt securities. In a simplified way if a person purchases a bond, he or
she is lending money to for example company, financial institution, municipalitity or a
government. The institution which offers bonds is called an issuer. Bonds are fixed
instruments and they are issued to raise a capital. The investor's profit is that the issuer has

to pay some extra charge for the privilege that it can use money from investor. The extra
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charge is returned in a form of interest payments- sometimes called coupons. Bonds are
fixed instruments because if an investor holds the bonds until maturity that is a
predetermined day when an issuer has to repay the amount borrowed.

It is also important to define what is the main difference between bonds and
equities- bonds are debt and stocks are equity. If a company purchases equity- stock it
becomes an owner of a company, it has a share of the company. On the other hand if a
company is interested to invest its own financial means to purchase bonds it becomes a
creditor to the issuer. The main advantage is in the case of the bankruptcy of an issuer a
creditor has a higher claim on assets than shareholder by law. The disadvantage is if the
profits of issuer are higher than for example predicted then a bondholder obtains still only
the predetermined interest payment.

Bonds are good choice for the investors who are interested in a short- time horizont

and seeking a profit with low risk.

3.3.3.3 Money Market

The money market is a part of the global financial system. A definition of the
money market is that it is “a market for both borrowing and lending money for short- time
periods between banks and other financial organizations” [13] as for example investment
companies. Investment into a money market fund is a short- term investment where to
provide current income it is the main aim for the investor. Money market funds invest the
collective investment of a huge number of investors in the money markets. It is a relatively
safe form of investment because of investing in government and other public securities,
bank deposits etc. and the term is not longer than one year. As for the benefits of money
market funds it is possible to mention some examples: the investments are very liquid, the
capital of the investor is very safe and there is no commission payment. But of course
money market funds have also the disadvantages as for exaple there is no quaranty of fixed
returns. [14] cited in [4]

In the European Union, money market funds are divided into two main types
according to the Committee of European Securities Regulators. The first type is defined as
short- term money market funds which means that these funds operate with a very short
weighted average maturity and also weighted average life of their investments. On the

other hand, the second type- money market fund operates with a longer weighted average
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maturity and weighted average life. All the differences are written in a CESR’s Guidelines
on a common definition of European money market funds from the year 2010 and the
Czech Capital Market Association based on this document and also document of EFAMA
(European Fund and Asset Management Association) published methodology about a
classification of funds for the members of AKAT. [15] cited in [4]

3.3.3.4 Non- Financial Investment

It is also important to mention non- financial instruments, such as the real estate
market, gold market or commodities. The average cost of land is still increasing
worldwide, so the investment to the real estate market can be profitable, but nowadays
because of the recent financial crisis many prices of houses and building has gone down,
but of course it depends on many factors as a locality etc.

For many years investment in gold was profitable. Over the last 12 years the value
of gold was rising, but nowadays its value has gone down. The predictions for next years
are very different among the economists, so it is not possible to say if investment in gold
will be profitable or not. Gold can be a part of a portfolio to diversify it, but there is no
certainity of profit.

Commodities are raw materials which are used for the creation of products for the
consumers. Agricultural commodities are for example wheat, barley, maize or animals
such as cattle or chicken. They are very important, because every person needs basic
nutrition products. On the other hand commaodities are also energy products such as oil, gas
and minerals. Also already mentioned gold above is a commodity. Some commodities can
be stored only for limited time periods, for example cocoa, sugar or coffee, and they are
known as “soft” commodities. Commodities are a distinct asset class where the returns are
mainly independent of stock and bond returns. Investment into commodities it can help
diversify a portfolio of stocks and bonds lowering potential risk whilst potentially

increasing returns. [16] cited in [4]
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3.3.4 Geographical Strategy of Funds

The other strategy investors are interested in is to choose where the company is
investing in geographically speaking. Almost all of the funds are focused on some specific
area such as domestic or foreign region, or emerging markets etc. Nowadays, investment in

emerging markets is a very popular geographical strategy.

3.3.4.1 Emerging Markets

Emerging markets, also called as “developing markets” or “rapidly industrializing
nations” are rapidly growing economies with fast industrialization. It means emerging
markets are countries which are in a phase of transition between being a developing to
developed country. Nowadays there are a lot of emerging markets, but they are very
quickly and often changed. There are various indicators and many different methods which
can be used to classify a market as an emerging market. The indicators which are
commonly used to evaluate a market are for example a growth of the gross national
product, poverty measurement, etc. The FTSE (Financial Times Stock Exchange) index
determined according to their development level these countries as advanced emerging
markets in 2012: Brazil, the Czech Republic, Hungary, Mexico, Poland, Malaysia, South
Africa, Turkey and Taiwan. The secondary emerging countries which were determined
according FTSE index were Chile, China, Columbia, Egypt, India, Indonesia, Morocco,
Pakistan, Peru, the Philippines, Russia, Thailand and the UAE in 2012. The most popular
means investors use for evaluating emerging countries are for example MSCI (Morgan
Stanley Capital International) framework, Grant Thorton's emerging markets opportunity
index or the already mentioned FTSE index. [17] cited in [4]

The main reasons why to invest in emerging markets are that there is a relatively
low correlation between the performance of developed stock markets and emerging
countries, which on average have a huge amount of mineral wealth. The legal, political and
economic environment has a tendency of a fast improvement and because of this there is a
strong inflow of foreign capital. All these aspects cause increasing economic and consumer
confidence in the market. A widespread forecast is that China, India, Brazil and Russia-
BRIC countrises will enter into the top ten largest economies in the world. Basically the

advantage of funds in investing in emerging markets is for broad geographic
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diversification, which reduces the risk of a sharp decline in performance of the fund. The
fact that the portfolio includes different and distant areas of the world, a decrease in the
market in one part of the world might be compensated by better performance in the
remaining markets. Investors can take advantage of the growth potential of emerging
markets and not to take the risk of investing based on a single market.

On the other hand, risks may be significantly higher in emerging global markets
than in developed countries. Especially in countries with characteristics of authoritarian
government, political instability and high taxation, the risk are very high. Compared to
developed countries, stock markets in these countries may be less stable and also less
liquid. Investment in these markets can be costly and information about investing may be
incomplete and unreliable. Investors should have the experience of investing in shares and
should be prepared for the short-term losses associated with higher volatility of a fund- it
means more frequent and deeper positive and negative fluctuations in the fund. [18] cited
in [4]

3.3.4.2 The U. S. Market

The U. S. capital market has a leading role worldwide. Stock exchanges in other
countries monitor developments in the USA and they are fundamentally influenced by
them. U. S. stocks have the highest liquidity and the most important investors trade there,
most of them still bring new investment techniques.

The United States market for stocks has a tradition going back more than 200 years
and nowadays it is one of the most important financial pillars in world economy. The main
stock exchanges are the New York Stock Exchange (NYSE), the American Stock
Exchange (AMEX) and the National Association of Securities Dealers Automated
Quotation (NASDAQ). [19] cited in [4]

The most famous and oldest stock exchange is the traditional NYSE (New York
Stock Exchange). It is one of the oldest institutions of its kind - the first session was
organized in 1792. The development of the exchange as a whole is characterized by a
prestigious index, the Dow Jones Industrial Average 30. This stock exchange is considered
as the largest, the most liquid and the most famous stock exchange in the world. Currently
there are over three thousand registered U. S. and foreign companies traded there. The

stock exchange has over four hundred members from institutional and individual investors.
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There are traded stocks of the largest and the most valuable U. S. companies, but also
shares of the most prestigious foreign companies. [20] cited in [4]

The National Association of Securities Dealers Automated Quotation (NASDAQ)
is a global electronic marketplace where investors can purchase or sell securities. The main
vision of NASDAQ is that the system is computerized so it means very speedy and also
transparent.

The American Stock Exchange is the third largest stock exchange in the United
States by trading volume.The AMEX is situated in New York and it manages about 10 %
of all securities which are traded in the U. S. [21] cited in [4]

3.3.4.3 Domestic and Developed Foreign Market

Investment in a domestic market has of course many advantages, for example no
language barriers and easier access to information. Investors also know better the law and
regulations connected with investment in their native country. The main disadvantage for
investors is that they are investing only in one country which is not nowadays often very
profitable. The economic situation of the country influences wheter stocks rise or fall. A
common recommendation is that the domestic market is good for investment for a
retirement accountant or if the investor is interested in short- term trading, because of easy
and faster access to the stock than investing in a foreign market.

Developed foreign stocks have sometimes better potential profit than domestic
stocks which is of course the main reason why people invest abroad. But as was already
mentioned, access to information for investors is easier in one's domestic market. It is
possible to say that foreign investors do not usually get the same information as domestic
ones. When an investor wants to trade in a foreign market he or she should spend much
more time to understand the market and all the other aspects connected with investment.

The compromise between domestic and foreign market can be for an investor in the
Czech Republic to invest in countries of the European Union. The main advantage is that
the legislation about collective investment in these countries is similar or comparable for
all of them according to the European Union law. Some of these countries are already
developed, especially countries in Western Europe, but on the other hand some countries
are still less developed as Poland and also the Czech Republic according to FTSE
(Financial Times Stock Exchange) index for year 2013. [21] cited in [4]
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3.3.5 Industrial Strategy of Funds

From the other point of view an investment company can be interested in different
industries to invest. There are a lot of various industries all over the world, so it is not
possible to mention all of them. In the current time the most interested industries are
especially the pharmaceutical industry and the technological industry. Both of them are
nowadays very rapidly developing industries which influence all of us. The research in the
pharmaceutical industry develops new medicinal drugs and through this many diseased
people can survive or live longer than without these medicaments. Technological industry
development provides for example easier transfer of information, new and better
technologies for security etc. Many investors see in these two industries a huge potential
both for the investment and for the whole society, so they are really interested to invest in
the technological or pharmaceutical industry.

It is possible to say that the technological industry is one of the largest single units
of the market. The technological companies invest a huge amount of money into an
innovation and invention so they need money. They offer for example their shares in the
stock market where the investors can purchase them. So it should be profitable for both of
them, but there is also a possibility that the company will not be successful either in its
development and research or there will be some different external factors such as a better
and faster competitor and the value of the investor's shares will decrease. So a general
reccomandation is for example to understand a firm's strategy and visions to the future.

It is also necessary to mention food and agricultural industry. In recent years,
agricultural commodities have become increasingly popular choices as investment, the
reasons are especially growth of a population and also the scarcity of land. Because of
increasing trend of growth population in future and also because of decreasing of
agriculture land, there is an expectation that the demand for agricultural commodities will
rise. But investment in agricultural commodities is very risky. Agricultural sector is really
dependent on weather and other natural disasters. The good choice can be to invest in food
production sector which is connected with agriculture, but in general the risk is lower than
in agriculture alone. [23] cited in [4]; [24]
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3.3.6 Themes- Socially Responsible Investment

Some of the investors are also interested in “origin” of shares or bonds, etc. they
want to invest in. The reason is that they are for example very ecological thinking people
or they believe in certain religion and they really want to avoid to purchase for example
shares of the company which is unethical or environmentally unfriendly. The trend to be
interested in these themes is nowadays increasing.

The current problem is that many companies state that they are ethical,
environmentally friendly but the real true is little bit different. That is the reason why is it

really necessary to understand investment strategy of a chosen company. [25]

3.3.7 Investment Styles

The theory about investment styles defines a lot of different possibilities how
managers can manage a fund. The main objective of a manager is to find an investment
style which will be profitable. High number of investors thinks that if they will invest in
equity funds in one selected geographical territory and in the same market but in different
investment company, the performance of each fund should be similar. But basically
speaking each fund has for example little bit different style of investment and the
performance results of each fund can be very different. Some of the most often used styles

are defined below:

3.3.7.1 Active x Passive Portfolio Management

The aim is of the pasively managed fund is to copy as accurately as possible the
chosen index or segment- generally speaking to copy a selected benchmark. The changes
in the portfolio are usually given only by a change in the benchmarking index. This
management eliminates for example the cost for the research of the market trends. The
costs connected with a passively managed fund are usually much lower compared to

activelly managed funds for investment companies.
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Fund manager seeks to achieve a better performance than the benchmark when
administrating a fund actively. But it of course requires certain costs and also knowledge
of the manager of the fund. [11, 26]

3.3.7.2 Small x Large Businesses

If the the investor chooses to actively managed funds, the other decision which is
neccesary to do is to choose a size of the fund. The basic possibilities are to invest in rather
large, middle or small companies. As large size companies there are considered firms with
a market capitalization greater than 5 billion USD in the U. S. As a small company it is
defined a company with a capitalization of less than 1 billion USD and of course middle
companies are defined as company with capitalization between 1 billion to 5 billion USD.
It is clear that large enterprises have a more stable source of revenues than small
businesses, and therefore they are less risky but they offer lower growth potential. "New
economy" businesses are, with some exceptions as Microsoft, Yahoo or Cisco, in the

category of small businesses. [11, 26] cited in [4]

3.3.7.3 Value x Growth Funds

The other very important question which an investor should ask is if he or she is
interested to invest in company that is already at the height of it' s powers or try to find the
businesses from which they soon may become the most profitable ones. The first approach
is called value, the second one is growth. It is not basically possible to say that one
approach is riskier than the second one. Growth strategy demands an access to a deeper
knowledge of the fundamental situation of the company, its management capabilities and
potential of the market in which the company operates. The value strategy is usually more
advantageous in the boom times, because companies with a good market position in the
growth of the economy report further revenue growth. On the contrary growth approach is
more advantageous in the recession time when the only companies with a good

management and good strategy may growth. [11, 26] cited in [4]
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It is sure that the investment styles mentioned above are certain extremes. Portfolio
management is always a compromise between these extremes. This is especially true for
the two approaches- growth versus value strategy. The distinction between growth and
value enterprises is not definite - value fund may eventually prove to be rather growth and

vice versa. [4]

3.3.7.4 Market Timing and Buy & Hold Strategy

Many investors are interested about market timing strategy. They try to predict if
the value of the shares they want to buy already reached its maximum or minimum and
they are also interested in prediction a "mood" of the market. The disadvantage is that the
investor can easily sells when the value is "down" and vice versa buys "on top". According
to many studies anybody of the professional portfolio managers is not able to
systematically and reliably determine whether or when the market or a security has reached
its peak or bottom.

The opposite method of the market timing is a strategy of buy & hold where
regardless of market sentiment the investor holds securities throughout the investment
horizon. This method is based on the principle that in the long- time period most shares
rising and according to a series of statistics this strategy provides slightly better results than
the approach of the market timing. [11, 27] cited in [4]

3.4 Portfolio of a Mutual Fund

If an investment company knows its strategy of a new mutual fund, the next step is to
create a portfolio. It means it is neccesary to find companies where the investment
company wants to invest in according to the strategy of a fund. To create a succesful
portfolio, the risk must by limited especially by sufficient diversification of companies.
The basic portfolio should contain at least ten companies which are diversified. It is not a
good strategy to have in a portfolio only one company and all financial means invest in it,

because the risk of fail is very large.
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3.4.1 Portfolio Formation Process

Portfolio formation process differs among the companies. This chapter defines the
basic portfolio formation process of AKRO Investment Company in the Czech Republic.
But it is possible to say that this portfolio formation process is very general and it is also
suitable for different investment companies.

When a portfolio manager of AKRO Investment Company is establishing a
portfolio for the mutual funds, the first step for him is to find firms which correspond with
the strategy of mutual funds. Basically speaking, AKRO portfolio manager begins with
approximately 3000 companies to find the proper ones.

Thereafter, the portfolio manager is focused on screening for selected criteria as
low value of shares in the time of buying or rising trend in profit estimates. In this step a
portfolio manager selects about 300 companies for further analysis. For the low valuation
performance of the company managers use the estimated profit to earning ratio (P/E) and
they monitor profit estimates by earnings per share estimation method- EPS trends.

The final step is to select approximately 150 companies where a portfolio manager
implements SWOT and PEST analysis. Afterwards, the companies which prove the best
results in all selected criteria are chosen to the portfolio. Basically speaking a portfolio of
AKRO Investment Company is consists of 25 — 40 companies. The time for the
investment- “buy signal” is when the estimation of profit is rising and there is relatively
weak share price. All steps are illustrated on the picture 2 below for easier

comprehensibility of the process. [28] cited in [4]
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Picture 2- Portfolio Formation Procces of AKRO Investment Company
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Source: Own elaboration based on data from AKRO Investment Company [28]

The portfolio management of the company avoid firms in financial distress where
the shares may be worthless. For predicting this financial distress the company uses
Altman Z- score in a proper form (formula for private firms) for each company which was
alrready defined in a chapter of literature overview.

They control risk by using risk management written according to the Czech law in
the Statute and they also use “rules of thumbs” which do not constitute legal quidelines.
These rules are especially result of practice and experience rather than scientific research
or theory. The rules of the company are that they have typically between 25- 40 stocks in
its portfolio. No stock has more than 10 % of the fund. There is the diversification across
the industries and also across the countries, the level of liquidity is adequate and there is
the possibility of active curreny hedging also with no open- derivate exposure. This
process should result in a portfolio of stocks characterized by good value, strong
fundamentals, improving industry background and diversification which also means the
common sense criteria.

As a summary of the investment process the basic rules of AKRO Investment
Company are that they look for rising profit estimate and a low valuation, in other words
they avoid companies with falling profit estimates and high valuations. They buy shares

when valuations fall dramatically and they sell on the other hand when valuations rise
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significantly and as it was already mentioned they avoid firms in financial distress where
the shares may be worthless. [28] cited in [4]

3.4.2 Investment Valuation Ratios

To find a proper company for a portfolio it is necessary to use some basic investing
ratios to select a company which should be also sucesfull in future. Portfolio managers use
a lot of different types of investment ratios. The basic and most useful investment ratios

and other methods are for example:

3.4.2.1 Earnings per Share

The basic and very simple financial index is earnings per share. Theoretically
speaking earnings per share is a profit that a company has made over the last year divided
by the number of common outstanding shares or units the company and shareholders have.
Earnings per share (EPS) is very often used when investors or portfolio managers want to
know the value of a stock. The basic formula is following [29]:

Net Income—Dividends on Pref fered Stock

Earnings per Share = , .
Average Outstanding Shares or Units

3.4.2.2 Price to Earnings Ratio

Price to earnings ratio is one of the most used investment valuation ratio and there are a
lot of modified versions of this ratio. Basically speaking this ratio shows the relationship
between share price and the expected profit from a share. Price to earnings ratio tells how
much a market is willing to pay for investment company profits. The higher the P/E is, the
lower the profit is in proportion to the share price of the company. High P/E indicated that
the share is overvalued because the market has high expectations regarding to future value
of share. Vice versa, very low price to earnings ratio means that the market does not trust

the investment company's shares. VValues in the range between 8 to 15 are usually identifies
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as a correct valuation of shares, but it also depends on the type of the P/E ratio. The
fundamental formula is following [30]:

Market Value per Share

Price to Earni =
rice to Larnings Earning per Share

3.4.2.3 Dividend Yield Ratio

One of the fundamental information for investors is a dividend yield when they
assess the attractiveness of the company. It is one of the basic ratios that investor needs for
the assessment of suitability of investment. Dividend vyield is a ratio between the annual
payment of dividend and current market price of the share. This ratio multiplied by one
hundred gives information about the dividend yield in percentages. By investing in shares
of the company which pay the dividend the investor can ensure a stable income, usually
much more attractive than those offered by conservative methods of saving finance such as
savings accounts. But Investor must of course take into account the risk for example in the
case of problems of the company. It can lead to suspension of payments. Basic formula in
is following [31]:

.. ) Annual Dividends per Share
Dividend Yield =

Price per Share
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3.4.3 Altman Z- Score

Altman Z- score is a bankruptcy prediction model which was created in 1968 by
Edward Altman. The basic formula from the year 1968 is:

Z=0.012X1 +0.014 X2 + 0.033 X3 + 0.006 X4 + 0.999 X5

Where:

Current Assets — Current Liabilities
B Total Assets

_ Retained Earnings
B Total Assets

B EBIT
" Total Assets

_ Market Value of Equity
" Book Value of Debt

Sales

X5=——-—
Total Assets

This model used liquidity, past and present profitability, leverage and sales turn-
over ratios to calculate a single score. Strictly speaking, the lower the score, the higher the
odds are that a company is headed for bankruptcy. A Z score which is lower than 1.81, in
particular, indicates that the company is heading for bankruptcy- it is not financially
healthy and it is in distress zone. Firms with Z scores higher than 2.99 are unlikely to enter
bankruptcy, it is a safe zone. Scores in between 1.81 and 2.99 lie in a middle- grey area. It
IS necessary to mention that this formula can be properly used only for manufacturing

firms or sectors with high capital intensity, such as mining.
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For private firms the formula was later on little bit changed into this form:
Z=0.717 X; + 0.847 X, + 3.107 X3 + 0.420 X, + 0.998 X5
Where X3, X, X3 and Xs are same as in the basic formula above and X, is equal to.

_ Book Value of Equity
~ Total Liabilities

The safe zone Z score is higher than 2.9, the grey zone is between 1.23 and 2.9. The
distress zone Z score is lower than 1.23. [32]

3.4.4 Simulation of Portfolio Performance- Sharpe Ratio

Sharpe ratio is a method how to analyze a performance of the fund. It is used to
compare the additional rate of return of portfolio with a standard deviation of portfolio.
The higher the ratio is, the higher the yield of the fund is and it also takes into account a
level of risk. It is possible to calculate ex- ante or ex- post ratio. For a simulation of this

thesis it was used ex- post method.The formula is following [33]:

Rp — Rf

Sharpe Ratio =
op

Where for ex- post calculation:

R, = Realized portfolio return in %
R¢ = Risk free rate

op = Portfolio standard deviation.
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4 PRACTICAL PART

For a practical part of a diploma thesis- establishment of a mutual fund for a chosen
investment company, AKRO investi¢ni spole¢nost, a. s. was selected. Firstly it is necessary
to define some basic facts about the company and its mutual funds and then to propose a
new mutual fund for this company which will supplement the current funds and diversify

the offer of the company for the investors of a collective investment.

4.1 Basic Facts about AKRO Investment Company

AKRO investi¢ni spole¢nost, a. S. is an independent fund management company
located in Prague in the Czech Republic. It was established in 1993 as Raiffeisen Alfa
investi¢ni spole¢nost, a. S. and later on in 1996 it was renamed to the current name. AKRO
Investment Company manages nowadays four open- end mutual funds for the public with
total net assets of 606.7 million CZK in the beginning of the year 2014. The company was
established for an indefinite period. The objects of business of AKRO investment company
is the creation and management of mutual funds in accordance with Czech law- Act No.
189/2004 Coll., on collective investment as amended; management of investment funds
based on a contract for management of funds; provision of services related to collective
investments for other investment companies in accordance with the provisions of Act No.
189/2004 Coll., on collective investment, as amended. The appropriate bodies of the
company are the General Meeting, the Board of Directors and the Supervisory Board. The
General Meeting is of course the supreme body of the company. The Board of Directors is
a statutory body which manages the company and act on behalf of the company. The
Supervisory Board oversees the performance of the board of directors and company's
business. Members of the Supervisory Board are entitled to consult all documents and
records relating to the activities of the company and to check whether accounting records
are properly kept in accordance with the financial status and whether business activity is
carried out in accordance with the articles of association, the General Meeting instructions
and relevant legislation. All activities of the company are supervised by the Czech National

Bank according to the Czech law about the collective investment act. AKRO Investment
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Company is also a member of AKAT CR which is the Czech Capital Market Association
of the Czech Republic and it associates leading collective investment and asset
management companies. The investment company also received, as a one of the first
investment companies in the Czech Republic, a quality management system certificate 1ISO
9001:2008. The certification was carried out by Lloyds Register Quality Assurance. [34]
cited in [4]

As one of the very important and beneficial issues of the company is, in the opinion
of the Chairman of the Board of Directors and the Company's Director, that the AKRO
Investment Company is independent fund management firm. AKRO, as one of the few
independent investment companies, does not face conflicts of interest, since it is not belong
to any of the financial conglomerate. Ing. Jifi Travni¢ek, the director of the company said:
“Our specialists negotiate with third parties highly favourable rates for service fee of funds
and trading fees (for example exchange of the Czech crown and purchase of shares). The
advantage of our independence is not only to minimize costs, that is the possibility of
negotiations on the amount of fees, but also the rejection of low quality service for trading.
As it was already mentioned, the high fees reduce the return on your investment. For an
illustration our negotiated transaction fees are almost 5 times smaller than those that banks
pay themselves!

Our independence also means that we do not have and neither does seek banking or
corporate financial relationships with the companies in which we invest. In addition,
AKRO does not havy any purchasing department which would purchase the securities for
AKRO and this could lead to a conflict of interest in buying the same shares in the funds in
which the clients of AKRO already invested their money.” [35] cited in [4]

4.2 Mutual Funds of a Company

AKRO Investment Company offers four open- end funds for investors: AKRO
Equity Fund of New Economies, AKRO Equity Fund of Global Equities, AKRO Equity
Fund of Progressive Companies and AKRO Balanced Fund. Each of these funds has a
different investment strategy.
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AKRO Equity Fund of New Economies is a main fund of the company. The fund
is interested in investment on equities of companies in emerging markets as China and
especially Hong Kong. The portfolio manager does not choose any of special industry
strategies, the current company portfolio is for example comprised from 20 % by bank
industry and real estate industry holds 13 % of the total net assets of the fund. Generally
the fund is interested in financial, technical, pharmaceutical and real estate industry. The
investment style is a growth fund, not value fund which invests into both large and small
companies. The level of risk according to the Czech law is determined as high ones but the
potential profits are also high. From the scale of risk from 1 to 7, the fund has a level 6, the
second highest number. The time horizon of the fund is 5 and more years, so it is interested
especially for investors with the idea of long time horizon. [35]

AKRO Equity Fund of Global Equities is also equity fund which is of course clear
from its name. The fund is not interested in emerging markets but in diversified global
stock markets. The level of risk according to the Czech law is determined as high ones but
the potential profits are also high. From the scale of risk from 1 to 7, the fund has also a
level 6, the second highest number. The time horizon of the fund is also 5 and more years,
so it is a goof fund especially for investors with the idea of long time horizon, not with a
short time horizon of investment. [36]

AKRO Equity Fund of Progressive Companies is a mutual fund which may be
recommended for an investor who is interested in the long term horizon to participate in
the dynamic growth of the value of the shares of medium size companies and in the total
growth in global capital markets. The fund is also recommended for an investor who is
willing to accept a higher than average investment risk arising from the concentration of
investments in the same types of investment instruments. The level of risk according to the
Czech legislation scale is also 6. [37]

The last mutual fund of the company- AKRO Balanced Fund may be recommended
for an investor who is interested in the medium to high risk in the long term investment
horizon (5 and more years). The mutual fund as a special securities fund invests primarily
in securities where the majority of investment goes into instruments linked to equity

markets, securities with fixed revenues and money market instruments. A mutual fund
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invests both in domestic and global markets and also both in developed and emerging
markets. [38]

Table 1 below shows net asset value of the funds also with the performance of the
funds in the year 2013. The total net asset value of AKRO Investment Company in the end
of 2013 was 606.7 million CZK with 176.5 million CZK of net asset value of AKRO
Equity Fund of New Economies, AKRO Equity Fund of Global Equities net asset value
was 272.5 million CZK, AKRO Equity Fund of Progressive Companies net asset value
was 119.3 million CZK and the net asset value of AKRO Balanced Fund was only 38.4
million CZK.

The highest performance in the year 2013 compared to year 2012 had AKRO Equity
Fund of Progressive Companies with 18.1 % increasing. The performance of AKRO
Equity Fund of Global Equties increased by 13.2 %, AKRO Equity Fund of New
Economies increased by 8 % and AKRO Balanced Fund performance increased only by
7.6 % in the year 2013 compared to year 2012. [39]

Table 1- Net Asset Value and Performance of the Funds in 2013

Performance of AKRO funds in the end of 2013
compared to 2012
Net Asset
Name of Fund Value 2013 Performance
(million CZK) 2013 (%)

AKRO Equity Fund
of New Economies 1765 +8.0
AKRO Equity Fund
of Global Equities 212.5 *132
AKRO Equity Fund
of Progressive 119.3 +18.1
Companies
AKRO Balanced 38.4 +76
Fund
Total Net Asset 606.7 X
Value

Source: Own elaboration based on data from AKRO Investment Company [39]
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Graph 2 shows the historical development of the net asset value per mutual fund's
unit in CZK of AKRO Equity Fund of Global Equities, AKRO Equity Fund Of Progressive
Companies and AKRO Balanced Fund from January 2010 to February 2014. The highest
net asset value per unit has all the time AKRO Equity Fund of Progressive Companies,
only from the end of the year 2013 unit of AKRO Balanced Fund has higher net asset
value. From the graph it is possible to see that the curve is for all three funds almost same,

only with different net asset value for each fund. [40]

Graph 2- Historical Development of the Net Asset Value per Unit in CZK of AKRO Funds
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But in the graph 2, AKRO Equity Fund of New Economies is missing, the
reason is that the net asset value per unit of this fund is considerably lower than the net
asset values per unit of the other funds so it would not be possible to see on the graph the
difference of historical development of the fund compared to other funds. Historical
development of the net asset value per unit in CZK of AKRO fund of New Economies is
shown in graph 3 from 2006 to 2013. The fund has peaked 3.38 CZK net asset value per
one unit in July 2007. The highest decline was in October 2008- the net asset value per unit

was 1.16 CZK. It was caused by the global financial crisis.
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The comparison of these two graphs is very similar. The curve of the trend is

almost the same, only with different net asset values for each fund. [41]

Graph 3- Historical Development of the Net Asset Value per Unit in CZK of AKRO Fund of
New Economies
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As a conlusion of AKRO funds it is possible to say that all of them are determined

for investors which are interested in long term horizon- at least five and more years.

Basically they are not interested in any special industry and the level of risk according to

the Czech legislation is for all of them very high with of course high potential of profits.

The AKRO funds are defined as mutual funds for the general public and especially for

beginning investors with no professional knowledge about investment.
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4.3 Establishment of a New Mutual Fund for AKRO
Investment Company

The main objective of the diploma thesis is to propose a new mutual fund for a
chosen investment company- AKRO Investment Company. A new proposed fund should
help the company to diversify current funds and offer to the current and also future

investors new possibility of collective investment in the Czech Republic.

4.3.1 Fulfillment of Legal Conditions

All neccesary legal conditions for establishment a new mutual fund were already
defined in the third chapter- literature overview according to the Czech law.

For establishment a new mutual fund for AKRO Investment Company it is
neccesary to write up a statute of the fund. The next very important think is to know who
will be a manager of the fund, because AKRO Investment Company is already working
investment company with four mutual funds, the potential portfolio manager and
investment director for a new fund can be same as for the current mutual funds- Jeremy
Monk.

Jeremy Monk, MBA, ASIP, BSc(Hons), DIC is a professional portfolio manager
with a very long experience in collective investment. He worked in the Abu Dhabi
Investment Authority in London, he was also senior vice- president, head of EAFE
Equities in Lombard Odier International Portfolio Management Ltd from 1998 up to 2003.
From 2004 he is working as investment director and portfolio manager in AKRO
Investment Company in the Czech Republic. [42]

It is also neccesary to establish a name of the fund. Thanks to the strategy which is
defined below the chosen name for a new mutual fund is AKRO FFF Equity Fund. The
abbreviation FFF determines the industry classification- farming, fishing & plantations and
food products industry.

Let us assume that all legal conditions for establishment a new mutual fund for
AKRO Investment Company were fulfilled and the Czech National Bank signed AKRO
FFF Equity Fund into the list of all mutual funds in the Czech Republic. Afterwads the
fund can start to operate. It is also neccesary to mention that within one year from the
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beginning of the fund AKRO Investment Company has to gathered 50 000 000 CZK from
the investors, otherwise the Czech National Bank can suspend a fund. [3]

4.3.2 Strategy of a New Fund- AKRO FFF Equity Fund

Strategy of AKRO FFF Equity Fund investment type is focused only on equities. A
fund has industry sector specialization, according to Industry Classification Benchmark a
target group is agricultural sector - farming, fishing & plantations, food products. The
reason is that any of AKRO funds is not focused on agriculture and industries connected
with it. It is very important industry, however there is a lot of potential risks, especially if
we are interested in primary food producers. They are dependent on weather. On the other
hand if a harvest of some season is really low because of bad climate conditions or other
natural disasters they are very often supported by own state or by the European Union
when they are members.

Geographically speaking the fund is focused on Western Europe — developed
countries. The reason is that the main fund of AKRO Investment Company- AKRO Equity
Fund of New Economies is focused on emerging markets as China. To diversify offer of a
company for investors, developed countries in Wester Europe were chosen.

The fund should be administrated with a strategy focused on value approach. It
means to select companies which are already well- known and they already have a “value”.

The fund was created with an idea of medium and long- term investment horizon
which means at least 4 years and more.

The level of risk according to the Czech legislation synthetic indicator is relatively
high but with high potential of profits. The reason of high level of risk is especially
because of chosen investment type strategy focused on equity market and also because of
chosen industry connected with agriculture where the profits are not every year stable

because of climate conditions etc.
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4.3.3 Portfolio Formation Process of AKRO FFF Equity Fund

The strategy of AKRO FFF Equity Fund was already defined in the chapter above.
The next very important step in the process of establishment a new mutual fund is to create
an investment portfolio. The basic portfolio formation strategy of AKRO Investment
Company was already defined and some steps are also used for formation of AKRO FFF
Equity Fund portfolio.

To find proper companies for AKRO FFF Equity Fund portfolio Bloomberg
Professional service software was used thanks to the AKRO Investment Company. This
computer software is intended for global financial professionals.

The first step was to select proper criteria to find right companies. Both strategy of
the fund and all these criteria had to be fulfiled to accept the company for the part of the
portfolio. For a formation of portfolio of the fund only company with active trading status
can be selected. The strategy of the fund is focused according to ICB (Industry
Classification Benchmark) on farming, fishing & plantations and food products industry
and on countries in Western Europe. The current market capitalization of the company
must be higher than 5 million USD. As another criterion Altman's Z- score was chosen and
the value must be higher than 1.8. The current P/E ratio must be lower than 13. Another
criterion which was chosen and which is also very important indicator is BEst P/E BF12M.
This indicator is Bloomberg’s estimation for the forward P/ E, Bloomberg software uses
estimated earnings per share for the next 12 months. This indicator should be as low as
possible from the already selected criteria. The other Bloomberg estimation which should
be monitored is Best Div Yld BF 12M- estimation of dividend yield for the next 12
months. The portfolio for AKRO FFF Equity Fund should contain only the companies
which fulfil all these criteria. All these criteria are again defined below in point as a
simplified summary:

e active trading status;

e security attribute: to show only primary security of company;

e sector (according to Industry Classification Benchmark): farming, fishing;
& plantations, food products;

e geographical distribution: Western Europe;

e current market capitalization: higher than 5 million USD;
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e Altman's Z- score: higher than 1.8;

e current price earnings ratio: lower than 13;
e toshow BEst P/E BF12M if available;

e toshow Best Div Yld BF 12M if available.

All these criteria were set in the Bloomberg Professional software. Picture 3 shows
all these criteria and also number of companies when the process started and in the end
also number of companies which fulfilled all requirements. The Bloomberg software
started with 684 103 security firms and after selection of all criteria it ended with 34
potential firms to invest for AKRO FFF Equity Fund, but some of these firms do not
include BEst P/E BF12M or Best Div Yld BF 12M indicator.

Picture 3- Output from Bloomberg Professional- Selected Criteria for Formation of a
Portfolio

Selected Screening Criteria
Security Universe

§1) & Trading Status; Active

8 ¢ Security Attributes: Show Primary Security of company only

8 ¢ Sector (ICE): Farming Fishing & Plantations, Food Products

H) ¢ Country of Domicile: Western Eurape 20

5%5) & Current Market Cap [USD] » 5 Million 161 @

5) ® Altman's Z-Score » 1.8 101 ©

§7) ® Current Price Earnings Ratio (P/E) < 13 EC )
Display Only Fields 34

58) Country Full Name 4 o

54 ICB Subsector Name b @

b0) BF12M BEst P/E Ratio P @

b1) BF12M BEst Div Y 4 @

b2)

Click here to add screening criter

Source: Bloomberg Professional software, 2014

It was defined that the portfolio of AKRO FFF Equity Fund should contain at least
10 companies. So next step was to select the most proper companies to invest in. From
these 34 potential companies it was neccesary to select only 10 companies by using other
methods to find the most proper ones. For next selection the qualitative methods as SWOT
and PEST analysis and also own experience and other available information about the
companies were used. Suplement 1 shows all 34 potential companies with the selected
data. Table 2 shows chosen companies from all 34 firms, the 10 selected companies for

AKRO FFF Equity Fund formation of a new portfolio are following:
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Table 2- Selected Companies for AKRO FFF Equity Fund Portfolio and Chosen Indicators in
Beginning of the Year 2014

Selected Companies for AKRO FFF Equity Fund Portfolio and chosen indicators in beginning of the year 2014

BEst | _DESt
Name of Company Country Industry MBI CETE AZS | PIE P/E 21l ke
(USD) BF12M
BF12M
(%)
HAIKUI SEAFOOD . L
A Germany Farming & Fishing | 57999072 | 10.20 | 1.52 451 X
FINSBURY FOOD United Food Products
GR Kingdom 59703904 | 3.94 | 4.16 7.64 1.79
AGRANA BETEIL Austria Food Products | 1700035328 | 2.72 | 10.96 9.51 3.97
BELL AG - REG Switzerland Food Products | 1103574272 | 3.98 | 12.61 11.06 2.73
United Food Products
TATE & LYLE Kingdom 4825210368 | 4.04 | 11.73 11.54 4.50
BONDUELLE SCA France Food Products 953636864 | 2.35 | 12.08 11.72 2.03
ORIOR AG Switzerland Food Products 375513888 | 4.88 | 12.73 12.10 3.61
LA DORIA SPA Italy Food Products 265549056 | 2.37 | 11.89 12.77 2.31
DAIRY CREST United Food Products
GRP Kingdom 1159811584 | 3.59 | 5.21 12.91 4.62
ANGLO-EAST United Farming & Fishin
PLNTS Kingdom 9 9| 460657856 | 4.10| 9.87 | 13.47 X

Source: Own elaboration based on data from Bloomberg Professional, 2014

4.3.4 Selected Companies for Portfolio

Now it is neccesary to briefly introduce the chosen 10 companies and also to state
reasons for selection. As you can see in table 2 above all companies except one- Orior AG
from Switzerland are from the European Union. Eight from ten companies are food
producers, one is a fishing company- Haikui Seafood A and one is a plantation company-
Anglo- East Plantations. The companies are as follows in order of lowest BEst P/E BF12M
indicator from Bloomberg Professional software, but it does not mean that this order of

companies shows the best companies for investment as a whole.

4.3.4.1 Haikui Seafood AG

Haikui Seafood AG is German company headquartered in Frankfurt Am Main
which processes fishes and seafood for Chinese and international markets in China. They

process different products of frozen and canned fish and seafood as prawns, crabs, various
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fish species. They are one of the leading producers of seafood products in China. In the
beginning of the year 2014 the market capitalization was 67,899,072 USD, Altman's Z-
score was 10.29. Price to Earnings ratio was 1.52. According to the Bloomberg estimation
of P/E for next 12 months the value is 4.51. It is the lowest value from all the selected
companies. The value of estimated dividend yield in percentages for next 12 months was
not available in Bloomber Professional software. Picture 4 shows basic facts about the
company, it is possible to see the basic facts about price chart, earnings, dividends,

corporate information and also the management of the company. [43]

Picture 4- Output from Bloomberg Professional- Basic Facts about Haikui Seafood AG

H8K GR € | 4.756 011 $4.761/4.9995  421x401

H8K GR Equity

Page 1/4 Description

1) Profile
HAIKUI SEAFOQD AG
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52 Wk H (04/17/13)
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YTD Change/%

Mkt Cap  (EUR)
Shrs Qut/Float

| \Date

Pl ¥ \J‘Mﬁr 0 .
M :

4.756/-.23%
8.85

4.08
-0.344/-6.75%
48.9M
10.3M/1.1M

&) Earn (ERN) 9) Est (EE)
(C) 04/16/14

P/E

Est P/E 12/13

12M EPS (EUR)
Est EPS
Est PEG

EU SSR Illiquid
11) Dividend (DVD)

Ind Gross Yield

No cash dividends

Round Lot

12) Corporate Info
www.haikui-seafood.com

Franfurt Am Main, Germany

Empls 650 (09/30/13)

14) Management (MGMT)
Chen Zhenkui

1.51
3.96
3.16
1.20
N.A.

Chairman-Mgmt Board/CEQ
Huang Zhenping

Deupty Chairman/C00-Mem...
N.A. Alan Gey

| CFO/Member-Mgmt Board

12M Total Ret (TRA) -43.73%
|Beta vs DAX 0.47
1

Source: Bloomberg Professional software, 2014

The net profit of the company was from 2010 to 2012 increasing as it is possible to

see in graph 4. In 2010 the net profit was 23.4 million Eur, in 2011 26.7 million Eur and in
2012 the net profit was 32.2 million Eur. But the net profit margin was on the other hand
slightly decreasing from 18.5 % in 2010 to 16.5 % in 2012. The data for year 2013 are not

available yet. But the estimation is that both net profit and net margin profit will be lower
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than last 3 years because of poor fishing season in 2013 as well as new unfavourable
conditions for wild catch resulted. These problems mainly affected crabs and shrimps

which are higher priced products enjoying superior margins. [44]

Graph 4- Net Profit (mil EUR) of Haikui Seafood AG 2010- 2012

Net profit (Em)

W Net profit #- Net profit margin

o G 27

2010 201 2012
Source: Web pages of Haikui Seafood [43]

According to the research now it is a time to buy these shares because of the
problems of last months the share price went rapidly down, from 20 Eur per share in June
2013 to 14.09 Eur per share in the beginning of the year 2014. But of course there is
relatively high risk that the recovery of the company will take some time, but on the other
hand the company is in its sector very large and well recognized as well as nowadays the

trend of eating of fishes and seafood is also still increasing. [44]

4.3.4.2 Finsbury Food Group PLC

Finsbury Food Group PLC is British company with more than 2 000 of employees.
It is a leading manufactured company of cakes, breads and also gluten free bakery goods in
England. The market capitalization in the beginning of 2014 is 59,703,904 Eur. Altman's
Z- score was 3.94, Price to Earnings ratio was 4.16 and the estimated P/ E ratio according
to Bloomberg Professional software is 7.64 for next 12 months. The estimation of dividend
yield by Bloomberg for next year is 1.79 %. Picture 5 shows basic facts about the
company. [45]
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Picture 5- Output from Bloomberg Professional- Basic Facts about Finsbury Food Group
PLC

FIF LN GBp | Trd 54.25 L53.50 /55.00L 5000 x20000

98 Report 9) Feedbac age 1/4 Description
1) Profile 2) Issue Info 3) Ratios evenue & EPS
FINSBURY FOOD GROUP PLC Food Manufacturing (CCB)
Finsbury Food Group plc operates a specialty foods business which supplies boxed cakes to
supermarkets located throughout the United Kingdom. The Group's products include novelty
and celebration cakes, chocolate cakes, and muffins. [BBGID ]

1) Price Chart (GP) %) Earn (ERN) 9) Est (EE) 12) Corporate Info
_.||Date (C) 03/24/14||  www.finsburyfoods.co.uk
Fo||P/E 4.16| |Cardiff, United Kingdom
“|[Est P/E 06/14 8.61||Empls 2,523 (06/30/12)
L..||T12M EPS (GBP) Okl 14) Management (MGMT)
~||Est EPS 0.06|| ' John G Duffy
: ; : = . ||Est PEG N.A.|| Chief Executive Officer
Px/Chg 1D (GBp) 54.25/ EU SSR Illiquid Stephen A Boyd
52 Wk H (09/12/13) PRI 1) Dividend (DVD) Finance Director
52 Wk L (02/05/14) 47.50]|Ind Gross Yield 1.02%|| ' D Crawford Currie
YTD Change/% -8.75/-13.89%||5Y Net Growth -19.36%|| Executive Director
Mkt Cap  (GBP) 36.0M||Cash 11/20/13 0.50|[ 12M Total Ret (TRA)  5.07%
Shrs Qut/Float 66.3M/49.8M Beta vs UKX 0.56
No short interest information Round Lot 1

available from exchange.

Source: Bloomberg Professional software, 2014

Graph 5- The Value per Share of Finsbury Food Group in GBP from April 2013 to March
2014
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Source: Web pages of London Stock Exchange [46]

Graph 5 shows the performance of shares of Finsbury Food Group in GBP from
April 2013 to March 2014. From the year 2013 the value of share went rapidly up
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compared to 5 year historical development. But as it is possible to see from the beginning
of 2014 the value decreased, especially in the end of January and beginning of the
February where the value of share was 46.8 GBP. So this was a good time to buy shares of
this company.

This company was chosen to the portfolio of AKRO FFF Equity Fund especially
because of very interesting products and the company is well known and popular in the
Great Britain. It is possible to buy shares of the company through the London Stock
Exchange. [46]

4.3.4.3 Agrana Beteiligungs AG

Agrana Beteiligungs AG is Austrian food production company focused on
preparations of fruit for the dairy industr and especially on sugar and starch industry. The
company operates many factories especially in Austria, but also in Hungary, Germany and
also in the Czech Republic. The market capitalization in the beginning of the year 2014
was 1,700,035,328 USD. Altman's Z- score was 2.72, P/ E ratio was 10.96 and the
estimated P/ E ratio for next 12 months according to Bloomberg software is 9.51. The
estimated dividend yield for next 12 months is 3.97 %. Picture 6 shows basic facts about

the company.
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Picture 6- Output from Bloomberg Professional- Basic Facts about Agrana Beteiligungs AG

AGRAV € 184.42  -1.04 .  V84.40/84.58V  26x81
AGR AV Equity TLC 3l 99 Feedback |
1) Profile

Page 1/4 Description
4) Revenue & EPS

2) Issue Info

AGRANA BETEILIGUNGS AG Food Manufacturing (CCB)
Agrana Beteiligungs AG produces fruit preparations for the dairy industry, The Company's
products include fruit preparation, fruit base, sugar and starch products. Agrana operates
factories throughout Austria, Hungary, Germany, Czech Republic and Slovakia. [BBGID

]

/) Price Chart (GP)

%) Earn (ERN) 12) Corporate Info
Date (C) 05/09/14 www.agrana.com

WM| -.|[P/E 10.71/||Wien, Austria

| |Est P/E 02/14 10.06| Empls 8,882 (11/30/13)

“"|[TI2M EPS  (EUR) p:til 1) Management (MGMT)
Est EPS 8.39 Johann Marihart

_ , Est PEG N.A.|| Chief Executive Officer
Px/Chg 1D (EUR) 84.42/-2.25% EU SSR Illiquid Walter Grausam
52Wk H (06/11/13) IRERRI 1) Dividend (DVD) CFO/Member-Mgmt Board
52wk L (03/14/14) 84.00||Ind Gross Yield 4,26% Fritz Gattermavyer
[YTD Change/% -1.78/-2.06%| 5Y Net Growth 13.05%|| Member-Mgmt Board
Mkt Cap  (EUR) 1,198.9M||Cash 07/10/13 3.60 12M Total Ret (TRA) -18.66%
Shrs Out 14.2M |Beta vs ATX 0.36
Mo short interest information Round Lot 1

available from exchange.
Source: Bloomberg Professional software, 2014

Agrana AG wants to become the world quality leader in refining agricultural raw
materials into sugar, starch and also processed fruits. It is a very ambicious firm. The
expectations for next years are that it will expand with the processing of fruits, because of
sugar regime changes in the European Union and thanks to focusing on fruit processing the
company should be less affected by these EU changes.

The share price was in the beginning of the 2014 86.27 Eur, the share price in the
end of the February 2014 was 87.7 Eur. The better time to buy these shares was of course
in the beginnin of the year 2014.

This firm was especially chosen to the portfolio because of huge potential and also

as a one reason- personal reason is that it operates also in the Czech Republic. [47]

4.3.4.4 Bell AG

Bell AG is a Swiss company, it is one of the leading meat procesors in Europe. The
company processes and prepares meat, sausages, poultry, fish, seafood and other products.
It employes more than 6600 workers among the European states. The market
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capitalization in the beginning of the year 2014 was 1,103,574,272 USD. Altman's Z- score
was 3.98 and P/ E ratio was 12.61. The estimated P/ E ratio for next 12 month is 11.06
according to Bloomberg and the estimated dividend yield also for next 12 monts is 2.73 %.
Picture 7 shows basic facts about the company.

Picture 7- Output from Bloomberg Professional- Basic Facts about Bell AG

BELL SW Sfi | 2416.00 /O 2410.00 /2420.00 9x1

BELL SW Equity ) Feedb Page 1/4 Description
1) Profile ) Issue Infi 4R e & EPS
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o short interest information Round Lot 1
available from exchange.

Source: Bloomberg Professional software, 2014

Bell is listed on the Swiss stock exchange and graph 6 shows the development of
the value of shares of Bell AG in Swiss currency from 2010 to the end of January 2014.
The graph also shows both the historical lowest value per share- 1,480 CHF and the
historical highest value per share- 2,498 CHF. It is sure that the current value of the share
is almost the highest value, so generally it is not a good time to buy these shares right now.
But as it was already mentioned in the theory the performance of the shares is not the only

one indicator if the investment will be profitable or not in future. [48]
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Graph 6- The Value per Share of Bell AG in CHF from 2010 to January 2014
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Tate & Lyle PLC company is a global provider of distinctive, high quality

ingredients and solutions to the food, beverage and other industries. The company uses

innovative technologies for processing raw materials into distinctive, high quality

ingredients for customers. These ingrediants which add for example taste or nutrition to

products are sold in the whole world. The headquater is in the United Kingdom in London.

The company has more than 4, 300 employess. The market capitalization of the company
in the beginning of the year 2014 was 4,825,210,368 USD. Altman's Z- score was 4.04 and
P/ E ratio was 11.73. The estimated P/ E ration for next 12 months is 11.54 and the

estimated dividend yield for next 12 months is 4.5 % according to the Bloomberg

Professional software. Picture 8 shows basic facts about the company.
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Picture 8- Output from Bloomberg Professional- Basic Facts about Tate & Lyle PLC

TATE LN GBp T AT 623.50 .50 L623.50 /624 .00L 5121 x1684
TATE LN Equit 98 Report WIIEEee Page 1/¢ Description
1) Profile ;

2) Issue Info 3) Ratios 4) Revenue & EPS

TATE & LYLE PLC Food Manufacturing (CCB)
Tate & Lyle PLC is the holding company for an international group of companies which produces
and markels inyredienls and solulions for Lhe food, beverage, mduslrials and agricullure
industries around the world. The Company's range of products includes nutritive sweeteners,
industrial starches, ethanol, acidulants and animal feed. [EBGID ]

1) Price Chart (GP)

&) Earn (ERN) 9) Est (EE)

12) Corporate Info

~ | Date (C) 05/29/14 www.tateandlyle.com
W _..||IP/E 11.72 | |London, United Kingdom

| |[Est P/E 03/14 11.21||[Empls 4,322 (03/31/13)

== T12M EPS (GBP) Ol 14) Management (MGMT)

~||Est EPS 0.56 Javed Ahmed
. S ' .~ | Est PEG N.A.|| Chief Executive Officer
Px/Chg 1D (GBp) 623.50/-.08% EU SSR Liquid (SSR) Tim Lodge
52 WkH (07/11/13) SEERIN 1) Dividend (DVD) Chief Financial Officer
52WkL (03/14/14) 618.50||Ind Gross Yield 4.74% Matthew Wineinger "Matt"
|YTD Change/% -185.50/-22.93%||5Y Net Growth 3.04%|| Pres:Bulk Ingredients
Mkt Cap (GBP) 2,903.9M||Cash 11/20/13 /.80 12M Total Ret (TRA) -23.21%
Shrs Out/Float 465.7M/464.1M Beta vs UKX 0.65
Mo short interest information Round Lot ill’0) Depositary Receipts
available from exchange. Active Receipts 2

Source: Bloomber Professional software, 2014

As it was already mentioned Tate & Lyle PLC is a huge global company which
operates around the world. It is also a company with a high potential in future, but the
problem is, as it was already mentioned for Agrana Beteiligungs AG company, sugar
regime changes in the European Union. That is also the reason why the price of shares
went rapidly down in the beginning of 2014 as it is possible to see in graph 7. On the other
hand the company does not process only with sucralose so the estimations for future are
positive and the value of share should increase. It is also a very good time to buy these

shares because of low valuation. [49]
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Graph 7- Tate & Lyle PLC Historical VValue per Share in GBP (2009- February 2014) with
Low Valuation Indication
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Source: Bloomberg Professional software, 2014

4.3.4.6 Bonduelle SCA

Bonduelle SCA is a French company which is producing canned, frozen and also
fresh vegetables especially for Europe. It is a world leader in ready-to-use vegetables
operated in 18 countries and distributed the products to more than 100 countries. They
employe more than 6, 700 workers. The market capitalization in the beginning of the year
2014 was 953,636,864 USD. Altman's Z- score was 2.35 and P/ E ratio was 12.08. For the
next 12 months (for year 2014) the estimated value of P/E is 11.72 and the estimated value
for dividend yield is 2.03 %. Picture 9 shows basic facts about the company.
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Picture 9- Output from Bloomberg Professional- Basic Facts about Bonduelle SCA

BON FP € 1 21.23 27 A P21.12 /21.21P
BON FP Equit 98 Report
1) Profile 2) Issue Info
BONDUELLE SCA
Bonduelle SCA produces canned, frozen, and fresh vegetables for distribution in Europe. The
Company markets its products under the Bonduelle, Cassegrain, and Marie Thomas brand
names. Bonduelle is involved in all stages of production, from cutting and cleaning the
vegetables to treatment, packaging, and distribution. [BBGID 1

169x252

8) Earn (ERN) 9)

orporate Info

__||Date (E) 10/03/14| www.bonduelle.com
|IP/E 11.93| Villeneuve d'Ascq, France
||Est P/E 06/14 13.39| Empls 6,736 (06/30/13)
J[T12M EPS  (EUR) iWE 14) Management (MGMT)
| |Est EPS 1.59 Christophe Bonduelle
: . Est PEG N.A.|| Chairman-Mgmt Board
Px/Chg 1D (EUR) 21.23/-1.26% EU SSR Tlliquid Gregory Sanson
52 Wk H (03/13/14) PAREERY 1) Dividend (DVD) Chief Financial Officer
52wk L (09/06/13) 17.07| Ind Gross Yield 1.77%|  Benoit Bonduelle
YTD Change/% 1.98/10.29%| [5Y Net Growth CEQ:Development
Mkt Cap  (EUR) 679.4M||Cash 01/03/14 0.375 12M Total Ret (TRA) 8.24%
Shrs Out/Float 32.0M/20.8M|Spl 03/28/13 4 for 1| Beta vs CAC 0.54
Mo short interest information Round Lot 1

available from exchange.

Source: Bloomberg Professional software, 2014

The value per share in the beginning of the year 2014 was 19.40 Eur. And the trend
in January was still increasing up to almost 21 Eur per share. The historical performance of
the value of shares is in average slightly increasing compared to 4 last years. All the data
are seen in graph 8.

Bonduelle is a traditional and well- known company across the world as well as in
the Czech Republic and its sortiment has a high quality which people are willing to pay.
[50]
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Graph 8- The Value per Share of Bonduelle SCA in EUR from July 2011 to January 2014
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Source: Web page of Bloomberg Businessweek [50]

4.3.4.7 Orior AG

Orior AG is a Swiss company providing convenience food for the retail and the
catering trades. It has a leading role in the Swiss market in the field of premium
convenience food. The main products are the charcuterie specialities, fresh pasta products,
patés and terrines, poultry, pork and also vegetarian products. The company employs more
than 1 000 workers. The market capitalization in the beginning of the year 2014 was
375,513,888 USD and Altman's Z- score was 4.88, Price to Earnings ratio was 12.73. The
estimations for next 12 months are 12.10 for P/E ration and 3.61 % for dividend yield
according to Bloomberg software. Picture 10 shows basic facts about the company.
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Picture 10- Output from Bloomberg Professional- Basic Facts about Orior AG

OROM SW Sh | 54.65 .85 S 54 .20 /54.70 133 x550
ORON SW Equity N o i  99) Feedback | Page 1/4 Description
1) Profile 2) Issue Info 4} Revenue & EPS
ORIOR AG Food Manufacturing (CCB)

1) Price Chart (GP)

8] Earn (ERN) 9) Est (EE) 12) Corporate Info

||Date (C) 08/21/14 WWW.0rior.com
P/E 12.53| Zurich, Switzerland
Est P/E 12/14 12.06|Empls 1,271 (06/30/13)
=[|T12M EPS  (CHF) SRl 14) Management (MGMT)
Est EPS 4.53 Remo Hansen
_ Est PEG N.A.|| CEO/Head:Refinement Segm...
Px/Chg 1D (CHF) 54.65/-1.53% Helene Weber Dubi
S2WkH (03/07/14) R 1) Dividend (DVD) CFO/Member-Mgmt Board
52wk L (04/18/13) 46.75||Ind Gross Yield 3.60% Bruno De Gennaro
[YTD Change/% 2.65/5.1%||1Y Net Growth 1.04%|| Head:Convenience & Fredag
Mkt Cap  (CHF) 323.8M||No cash dividends 12M Total Ret (TRA) 11.48%
Shrs Out/Float 59M/4.7M |Beta vs SMI 0.40
Round Lot 1

Source: Bloomberg Professional software, 2014

Orior AG is one of the independent Swiss food groups with a very srong corporate
culture that combines both tradition and innovation. The company also occupies a leading
position in selected niche markets. This sortiment of products is also very popular among
the people in general. It is also a company with different sortiment of goods which helps to

diversify the portfolio. [51]

4.3.4.8 La Doria SPA

La Doria SPA is an Italian company with only 500 employees which processed
especially vegetables and fruits. It cans tomatoes, sauces, pasta, carrots, potatoes, corn,
legumes and fruit juices. La Dorial cans its products under the private labels of the retailers
to which it sells. The products are sold mainly in Europe and the Middle East. The market
capitalization of the company was in the beginning of the year 2014 265,549,056 USD.
Altman's Z- score was 2.37 and Price to Earnings ratio was 11.89 compared to estimated
Price to Earnings ratio for next 12 months as 12.77 by Bloomberg. The estimated dividend

yield for next 12 months is 2.31 %. Picture 11 shows basic facts about the company.
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Picture 11- Output from Bloomberg Professional- Basic Facts about La Doria SPA

LD IM € | 6.03 15 TR M6.03 /6.045M 1634 x1077
LD IM Equit LI  99) Feedbaclc

1) Profile 2) Issue Info
LA DORIA SPA Food M
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8) Earn (ERN) 9) Est (EE) 12) Corporate Info ‘
Date (E) 05/09/14|| www.ladoria.it

P/E 11.60||Angri, Ttaly

Est P/E 12/14 12.83||Empls 487 (06/30/13)

TI2M EPS  (EUR) 0.52
Est EPS 0.47||  Sergio Persico
' ' AR Est PEG N.A.|| Chairman

Px/Chg 1D (EUR) 6.03/-2.43% EU SSR Illiquid Sampietro Giorgio

52Wk H (03/06/14) 6.485 Vice Chairman

52Wk L (03/14/13) 1.703||Ind Gross Yield 1.08%||  Ferraioli Antonio

[YTD Change/% 2.134/54.77%||3Y Net Growth -18.35%|| Chief Executive Officer |
Mkt Cap (EUR) 186.9M||Cash 06/10/13 0.06533|| = 12M Total Ret (TRA) 258.9...
Shrs Out/Float 31.0M/7.0M ||Beta vs FTSEMIB 0.51)
No short interest information Round Lot 1

Nahila Frea i
avaitlable from exchange.

Source: Bloomberg Professional software, 2014

La Doria has a leading market position in its largest markets as in Italy and the
United Kingdom. Its advantage is that it labels the cans under the private labels of the
retailers to which it sells. This is nowadays very popular, almost all supermarkets as Tesco
etc. has its own mark. The strategic objective up to year 2015 is to further develop growth
in international markets and also to consolidate leadership positions in the domestic
market. [52]

4.3.4.9 Dairy Crest Group PLC

Dairy Crest Group PLC is British dairy company with more than 5 200 employees.
It manufactures and distributes cheeses, butters and spreads, milk and cream to the retail
grocery sector. The market capitalization in the beginning of the year 2014 was
1,159,811,584 USD. Altman's Z- score was 3.59 and P/ E ratio was 5.21. The estimated P/
E ratio for next 12 years is 12.91 and the estimated dividend yield for next 12 years is
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4.62 % according to Bloomberg Proffesional software. Picture 12 shows basic facts about

the company.

Picture 12- Output from Bloomberg Professional- Basic Facts about Dairy Crest Group PLC

DCG LN GBp [ AT 510.50 .50

DCG LN Equity
1) Profile

98) Report

DAIRY CREST GROUP PLC

Dairy Crest Group plc manufactures and distributes dairy products,

2) Issue Info

L510.00 /511.00L

3336 x1174

Page 1/4 Description

4} Revenue & EPS
Food Manufacturing (CCB)

The Group provides

spreads, cheeses, liquid products, and other fresh dairy products to the retail grocery sector,
Dairy Crest's food services division sells dairy products to catering outlets, small husinesses,
households, and food manufacturers. Brands include Clover, Cathedral City, and Frijj. [BBGID

1
7) Price Chart (GP)

%) Earn (ERN) 9) Est (EE)

12) Corporate Info

- Date (C) 05/22/14 www.dairycrest.co.uk
wb"wﬁ -l [P/E 5.21||Esher, United Kingdom

" .||Est P/E 03/14 12.92||Empls 5,283 (03/31/13)

—e| [ T12M EPS (GBP) (BR=EM 14) Management (MGMT)

- ||Est EPS 0.40 Mark Allen

Est PEG N.A.
EU SSR Iliquid

CEQ/Exec Dir
Tom Atherton

Px/Chg 1D (GBp) 510.50/-.15

52 WkH (01/07/14) SRS 1) Dividend (DVD) Finance Director/Exec Dir
52wk L (04/10/13) 409,50 Ind Gross Yield 4,55% Martyn Wilks

[YTD Change/% -29.50/-5.46%||5Y Net Growth -3.05%|| Managing Director/Exec Dir
Mkt Cap (GBP) 697.9M||Cash 01/08/14 5.90 12M Total Ret (TRA) 26.16%
Shrs Qut/Float 136.7M/136.4M Beta vs UKX 0.67
Mo short interest information Round Lot il )0) Depositary Receipts

available from exchange.

Active Receipts 1

Source: Bloomberg Professional software, 2014

The strategy of the company for future is to build market leading position with its

products. They are focusing on cost reduction and also efficiency improvement but with

keeping a product high quality standard. They want to reduce commodity risk to improve

quality of earnings and generate growth through business acquisitions and disposals.

The dairy products are very popular among the people and they are healthy in

general, especially for children. This company diversifies the portfolio with these types of

products.

4.3.4.10

Anglo- Eastern Plantations

Anglo- Eastern Plantations is British company which operates in Malaysia and

Indonesia. The company produces palm oil, rubber and cocoa. According to industry

classification benchmark (ICB) the company is categorized as farming & fishing sector.
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The market capitalization of the company was 460,657,856 USD in the beginning of the
year 2014. Altman's Z- Score was 4.10 and Price to Earnings ratio was 9.87. The estimated
P/ E ratio for the next 12 months is 13.47 according to Bloomberg. The estimated value of
dividend yield is not available from the Bloomberg Professional software. Picture 13

shows basic facts about the company.

Picture 13- Output from Bloomberg Professional- Basic Facts about Anglo- Eastern
Plantations

AEP LN GBp 7 AT 700.00 — L687.50 /705.00L 65x2250
AEP LN Equity NSl 99) Feedback | Page 1/4 Description
1) Profile 2) Issue Info 4) Revenue & EPS

3) Ratios

ANGLO-EASTERN PLANTATIONS Food Manufacturing (CCB)
Anglo-Eastern Plantations plc is a Malaysian and Indonesian plantation operator. The Company
produces rubber, palm oil and cocoa which it exports for sale in Asia. [BBGID ]

7) Price Chart (GP) 8] Earn (ERN) 9) Est (EE) 12) Corporate Info

_ .| Date (E) 04/30/14 www.angloeastern.co.uk
,rkhr'? ~=||P/E 9.86||London, United Kingdom

" ||Est P/E 12/13 20.77||[Empls 4,819 (12/31/12)

- T12M EPS  (USD) ik 14) Management (MGMT)

~=||Est EPS 0.56 Lim Ewe Chuan "John"
. " ' ~||Est PEG N.A.|| Executive Dir:Corp Finance
Px/Chg 1D (GBp) 700.00/ EU SSR Iliquid
52 Wk H (03/26/13) FRERIN 1) Dividend (DWD)
52wk L (09/17/13) 624,00||Ind Gross Yield 0.46%
[YTD Change/% 27.50/4.09%| 5Y Net Growth -16.9%||
Mkt Cap (GBP) 277.5M||Cash 06/05/13 2.89 12M Total Ret (TRA)  1.42%
Shrs Out/Float 39.6M/18.0M |Beta vs UKX 0.44
Mo short interest information Round Lot 1

available from exchange.
Source: Bloomberg Professional software, 2014

The company is very interested thanks to its products, especially thanks to palm oil,
which become more and more popular among the world. This company helps to diversify

the portfolio structure. [54]

4.3.5 Structure of Portfolio

The companies for a new portfolio are already selected. Now it is neccesary to

define the structure of portfolio. There are many theories how to structure a portfolio and it
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also depends on investment strategy. The main idea is to create a diversified portfolio to
reduce a risk.

By splitting the investment between the stocks from at least 10 companies, it is
possible to reduce the potential risk to the portfolio. For a portfolio of AKRO FFF Equity
Fund the standard position size of a company is around 10% of portfolio assets, though
there may be one or two larger positions, but not higher than 15 % of total portfolio assets.
Some of the companies are lower position than 10 % because of for example lower
estimation of profit or high price of stocks (overvalued stocks) compared to other
companies.

Graph 9 shows a structure of portfolio focused on percentage share in total held
assets. The highest percentage share in total assets have two companies- Tate & Lyle PLC
with 13 % and Finsbury Food Group PLC with 12 %. Then each of 6 firms have 10 %
share in total assets- Anglo- East Plantations, Dairy Crest GRP, La Doria SPA, Orior AG,
Bell AG- REG and Agrana Beteil. Bonduelle SCA has 8 % share of total assets and Haikui

Seafood has only 7 % share of total assets of portfolio.

Graph 9- Structure of Portfolio for AKRO FFF Equity Fund

Structure of Portfolio- Holdings - % in Total Assets
Company

ANGLO-EAST PLNTS
DAIRY CREST GRP
LA DORIA SPA
ORIOR AG
BONDUELLE SCA
TATE & LYLE

BELL AG - REG
AGRANA BETEIL
FINSBURY FOOD GR 12,00%
HAIKUI SEAFOOD A

3,00%

Source: Own elaboration based on own processed data
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The portfolio consists of 4 companies from the United Kingdom- , 2 companies
from Switzerland and 1 company from Germany, France and Italy. Graph 10 shows the

geographical portfolio composition in percentages.

Graph 10- Geographical Portfolio Composition in % of AKRO FFF Equity Fund

Geographical Portfolio Composition (%)

M United Kingdom M Switzerland M Austria B Germany M France M ltaly

Source: Own elaboration based on own processed data

Industry portfolio composition is not diversified a lot, 80 % of total industry
composition is formed from food production companies and only 20 % from different
industry sector- farming & fishing (graph 11). But a more detailed analysis shows that the
companies in food production sector in the portfolio are diversified. Finsbury Food Group
PLC is a leading manufactured company of cakes, breads and also gluten free bakery
goods. Agrana Beteiligungs AG is a company focused on preparations of fruit for the dairy
industry and especially on sugar and starch industry. Bell AG is a leading meat procesor in
Europe, the company processes and prepares meat, sausages, poultry, fish, seafood and
other products. Tate & Lyle PLC company is a global provider of distinctive, high quality
ingredients and solutions to the food, beverage and other industries. Bonduelle SCA is a
French company which is producing canned, frozen and also fresh vegetables especially
for Europe. It is a world leader in ready-to-use vegetables. Orior AG is a company
providing convenience food for the retail and the catering trades. La Doria SPA is a

company which processed especially vegetables and fruits. It cans tomatoes, sauces, pasta,
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carrots, potatoes, corn, legumes and fruit juices and Dairy Crest Group PLC is a dairy
company.lt manufactures and distributes cheeses, butters and spreads, milk and cream to
the retail grocery sector. A potential risk is thus properly diversified from industry point of

view.

Graph 11- Industry Portfolio Composition in % of AKRO FFF Equity Fund

Industry Portfolio Composition (%)

B Food Products B Farming & Fishing

Source: Own elaboration based on own processed data

4.3.6 Simulation of Portfolio Performance

It is also necessary to test if a proposed mutual fund can be really profitable for
both AKRO Investment Company and new potential investors. For the testing, average
annual return and Sharpe ratio with using historical data of the selected companies from
the portfolio were selected as proper methods to evaluate the performance of the potential

new fund.

4.3.6.1 Average Annual Return

The simplest indicator is the average annual return of shares of companies for last
three years- 2011- 2013. Table 3 shows the percentage average annual return of companies
between 2011 and 2013. Only one company- Haikui Seafood had a negative result: - 52. 14
%, the reason is that the company had a poor fishing season especially in 2013 as well as

new unfavourable conditions for wild catch were aplied. The highest performance had two
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firms- La Doria SpA with 152 % and Dairy Crest GRP with 118 % growth in average
annual performance of shares from 2011 to 2013. Other companies had the results from 2
% up to 32.80 %.

Table 3- Average Annual Return of Shares of Companies between 2011- 2013 in %

Average Annual Return of Shares of
Companies between 2011-2013 in %
HAIKUI SEAFOOD -52.14%
FINSBURY FOOD GR 31.72%
AGRANA BETEIL 11.35%
BELL AG - REG 5.18%
TATE & LYLE 10.32%
BONDUELLE SCA 32.80%
ORIOR AG 2.00%
LA DORIA SPA 152.00%
DAIRY CREST GRP 118.00%
ANGLO-EAST PLNTS 4.61%

Source: Own elaboration based on data from web pages of companies

From these average annual returns of shares of companies for last three years-
2011- 2013 it is possible to simulate the value of historical average annual return of AKRO
FFF Equity Fund in percentages between years 2011- 2013. For calculation the data of
each company from table 3 are used, multiplied by the percentage ratio of each company
holds in portfolio- graph 8.

The result of historical simulation of AKRO FFF Equity Fund average
annual return between years 2011- 2013 is 33.44 %. It is possible to say that this result is
very positive and confirm that both strategy and portfolio structure were chosen clearly,
but of course as it was already mentioned the historical positive performance does not

guarantee the same performance for next years.
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4.3.6.2 Sharpe Ratio

Sharpe ratio is another method how to analyze a performance of the fund. It is used
to compare the additional rate of return of portfolio with a standard deviation of portfolio.
The higher the ratio is, the higher the yield of the fund is and it also takes into account a
level of risk. It is possible to calculate ex- ante or ex- post ratio. For a simulation of AKRO

FFF Equity fund performance it was used ex- post method.

Rp—R
Sharpe Ratio = p—f
op

Where for ex- post calculation:

R, = Realized portfolio return in %
Rt = Risk free rate

op = Portfolio standard deviation

Rp = 33.44 % is the fund's performance over the last three years (p. a.), Rf = 0.25 %
is the risk-free rate for European Countries according to the European Central Bank (p. a.),
op = 18.9 % is the annualized standard deviation of fund performance calculated from the
standard deviations of companies from portfolio.

The result for three- year period (2011- 2013) for AKRO FFF Equity fund is:

Sharpe Ratio = 1.75

The result of Sharpe ratio is very high compared to standard equity portfolio. The
value of Sharpe ratio is usually around 0. 5. The greater a portfolio's Sharpe ratio is, the
better its risk-adjusted performance has been, but if the result is really high the possible
reason is a wrong interpretation of Sharpe Ratio. Both risk of depreciation and appreciation
of investment are measured by standard deviation. But the positive growth of the value of
shares is for the investor positive, but according to Sharpe ratio it is also calculated as a
negative aspect.

It is also possible to compare Sharpe ratio of AKRO FFF Equity Fund and AKRO
Equity Fund of New Economies. As it was already mentioned Sharpe ratio of AKRO FFF
Equity Fund is equal to 1.75 in the 3- year period from 2011 to 2013. Sharpe ratio of
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AKRO Equity Fund of New Economies is for the same period equal to — 0. 56.
Theoretically speaking a negative Sharpe ratio indicates that a risk-less asset would
perform better than the security being analyzed. But there is a different reason, the fund

had an average negative performance in the last three years.
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5 RESULTS AND RECOMMENDATIONS

The main objective of the diploma thesis was to propose a new mutual fund for a
chosen investment company- AKRO Investment Company. A new proposed fund should
help the company to diversify current funds and offer to the current and also future
investors new possibility of collective investment in the Czech Republic.

Thanks to the strategy which is defined below the chosen name for a new mutual
fund is AKRO FFF Equity Fund. The abbreviation FFF determines the industry
classification- farming, fishing & plantations and food products industry.

All necessary legal conditions for establishment a new mutual fund were defined.
For establishment a new mutual fund for AKRO Investment Company, it is neccesary to
write up a statute of the fund. The other very important thing is to know who will be a
manager of the fund. As AKRO Investment Company is already a working investment
company with four mutual funds, the potential portfolio manager and investment director
for a new fund can be the same as for the current mutual funds- Jeremy Monk, MBA,
ASIP, BSc (Hons), DIC who is a professional portfolio manager with a very long
experience in collective investment.

Strategy of AKRO FFF Equity Fund investment type is focused only on equities. A
fund has industry sector specialization, according to Industry Classification Benchmark a
target group is agricultural sector - farming, fishing & plantations, food products. The
reason is that any of AKRO funds is not focused on agriculture and industries connected
with it. It is very important industry. However, there are a lot of potential risks, especially
if we are interested in primary food producers. They are dependent on weather. On the
other hand, if a harvest of some season is really low because of bad climate conditions or
other natural disasters, they are very often supported by own state or by the European
Union when they are members.

Geographically speaking, the fund is focused on Western Europe — developed
countries. The reason for that is the fact that the main fund of AKRO Investment
Company- AKRO Equity Fund of New Economies is focused on emerging markets as
China. To diversify offer of a company for investors, developed countries in Wester

Europe were chosen.
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The fund should be administrated with a strategy focused on value approach. It
means to select companies which are already well- known and they already have a “value”.

The fund was created with an idea of medium and long- term investment horizon
which means at least 4 years and more.

The level of risk according to the Czech legislation synthetic indicator is relatively
high but with high potential of profits. The reason of high level of risk is especially
because of chosen investment type strategy focused on equity market and also because of
chosen industry connected with agriculture where the profits are not stable every year
because of for example climate conditions.

The next very important step in the process of establishment of a new mutual fund
was to create an investment portfolio. To find proper companies for AKRO FFF Equity
Fund portfolio, Bloomberg Professional service software was used thanks to the AKRO
Investment Company. This computer software is intended for global financial
professionals.

The first step was to select proper criteria to find right companies. Both strategy of
the fund and all these criteria had to be fulfilled to accept the company for the part of the
portfolio. For a formation of portfolio of the fund only company with active trading status
can be selected. The strategy of the fund is focused according to ICB (Industry
Classification Benchmark) on farming, fishing & plantations and food products industry
and on countries in Western Europe. The current market capitalization of the company
must be higher than 5 million USD. As another criterion Altman's Z- score was chosen and
the value must be higher than 1.8. The current P/E ratio must be lower than 13. Another
criterion which was chosen and which is also very important indicator is BEst P/E BF12M.
This indicator is Bloomberg’s estimation for the forward P/ E. Bloomberg software uses
estimated earnings per share for the next 12 months. This indicator should be as low as
possible from the already selected criteria. The other Bloomberg estimation which should
be monitored is Best Div Yld BF 12M- estimation of dividend yield for the next 12
months. The portfolio for AKRO FFF Equity Fund should contain only the companies
which fulfil all these criteria.

All these criteria were set in the Bloomberg Professional software. The Bloomberg
software started with 684 103 security firms and after selection of all criteria, it ended with
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34 potential firms to invest for AKRO FFF Equity Fund, but some of these firms do not
include BEst P/E BF12M or Best Div Yld BF 12M indicator.

It was defined that the portfolio of AKRO FFF Equity Fund should contain at least
10 companies. From these 34 potential companies it was neccesary to select only 10
companies by using other methods to find the most proper ones. For further selection, the
qualitative methods as SWOT and PEST analysis and also own experience and other
available information about the companies were used. The selected companies are
following: Haikui Seafoof A, Finsbury Food GR, Agrana Beteil, Bell AG- Reg, Tate &
Lyle, Bonduelle SCA, Orior AG, La Doria Spa, Dairy Crest GRP and Anglo- Eastern
Plantations.

The main strategy of portfolio formation was to create a diversified portfolio to
reduce a risk. By splitting the investment between the stocks from at least 10 companies, it
IS possible to reduce the potential risk to the portfolio. For a portfolio of AKRO FFF
Equity Fund the standard position size of a company is around 10% of portfolio assets,
though there may be one or two larger positions, but not higher than 15 % of total portfolio
assets. Some of the companies are lower position than 10 % because of for example lower
estimation of profit or high price of stocks (overvalued stocks) compared to other
companies. Two companies have share in total assets higher than 10 %- Tate & Lyle PLC
with 13 % and Finsbury Food Group PLC with 12 %. Then, each of 6 firms have 10 %
share in total assets- Anglo- East Plantations, Dairy Crest GRP, La Doria SPA, Orior AG,
Bell AG- REG and Agrana Beteil. Bonduelle SCA has 8 % share of total assets and Haikui
Seafood has only 7 % share of total assets of portfolio.

Industry portfolio composition is not diversified a lot, 80 % of total industry
composition is formed from food production companies and only 20 % from different
industry sector- farming & fishing. But a more detailed analysis shows that the companies
in food production sector in the portfolio are diversified. Finsbury Food Group PLC is a
leading manufactured company of cakes, breads and also gluten free bakery goods. Agrana
Beteiligungs AG is a company focused on preparations of fruit for the dairy industry and
especially on sugar and starch industry. Bell AG is a leading meat procesor in Europe. Tate
& Lyle PLC company is a global provider of distinctive, high quality ingredients and
solutions to the food, beverage and other industries. Bonduelle SCA is a French company

which is producing canned, frozen and also fresh vegetables especially for Europe. It is a
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world leader in ready-to-use vegetables. Orior AG is a company providing convenience
food for the retail and the catering trades. La Doria SPA is a company which processed
especially vegetables and fruits and Dairy Crest Group PLC is a dairy company. A
potential risk is thus properly diversified from industry point of view.

It was also necessary to test if a proposed mutual fund can be really profitable for
both AKRO Investment Company and new potential investors. For the testing, average
annual return and Sharpe ratio with using historical data of the selected companies from
the portfolio were selected as proper methods to evaluate the performance of the potential
new fund. From the average annual returns of shares of companies for last three years-
2011- 2013 it was possible to simulate the value of historical average annual return of
AKRO FFF Equity Fund in percentages between years 2011- 2013. The result of historical
simulation of AKRO FFF Equity Fund average annual return between years 2011- 2013 is
33.44 %. It is possible to say that this result is very positive and confirm that both strategy
and portfolio structure were chosen clearly but of course, as it was already mentioned, the
historical positive performance does not guarantee the same performance for next years.

Sharpe ratio for three-year period (2011- 2013) for AKRO FFF Equity fund is 1.75.
The result of Sharpe ratio is very high compared to standard equity portfolio. The value of
Sharpe ratio is usually around 0. 5. The greater a portfolio's Sharpe ratio is, the better its
risk-adjusted performance has been. It is also possible to compare Sharpe ratio of AKRO
FFF Equity Fund and AKRO Equity Fund of New Economies. Sharpe ratio of AKRO
Equity Fund of New Economies is for the same period equal to —0.56. Theoretically
speaking a negative Sharpe ratio indicates that a risk-less asset would perform better than
the security being analyzed. But there is a different reason- the fund had an average
negative performance in the last three years.

As a conclusion, a simulation of performance of the proposed mutual fund- AKRO
FFF Equity Fund for AKRO Investment Company proved high average annual historical
returns with very positive value of Sharpe ratio. The proposed AKRO FFF Equity Fund
can be recommended as a very interesting and potentially profitable new mutual fund with
different investment strategy compared to current AKRO mutual fund for AKRO

Investment Company.
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6 CONCLUSION

As a conclusion, the main objective of the diploma thesis was to propose a new
mutual fund for a chosen investment company- AKRO Investment Company. A new
proposed mutual fund should help the company to diversify current funds and offer to the
current and also future investors new possibility of collective investment in the Czech
Republic.

AKRO FFF Equity Fund was proposed as a mutual fund investing only in equities.
A fund has industry sector specialization- farming, fishing & plantations and food
production. Geographically speaking, the fund is focused on Western Europe — developed
countries. The fund should be administrated with a strategy focused on value approach.
The fund was created with an idea of medium and long- term investment horizon which
means at least 4 years and more.

According to the selected investment strategy and also according to chosen
investment indicators as P/ E ratio, Altman's Z- score etc., the portfolio was established
from 10 companies with the standard position size of a company around 10% from the
total assets in portfolio.

Simulation of performance of the proposed mutual fund- AKRO FFF Equity Fund
for AKRO Investment Company proved high average annual historical returns with very
positive value of Sharpe ratio. The proposed AKRO FFF Equity Fund can be
recommended as a very interesting and potentially profitable new mutual fund with
different investment strategy compared to current AKRO mutual fund for AKRO

Investment Company.
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8 SUPPLEMENTS

Supplement 1- Data of Selected Companies Chosen According to the Own Indicators from
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