
 

14 August 2019 
Tetragon Financial Group (TFG) achieved an 8.1% NAV total return in H119, 

with a 13.3% annualised return on equity (ROE), well within its 10–15% 

long-term target range. While its performance lagged global equity markets 

over the half year, the resilience of Tetragon’s NAV in H218 helped it to 

achieve a 14.3% NAV total return over the year to 30 June 2019, compared 

with 6.3% and -3.1% for the MSCI AC World and FTSE All-Share indices, 

respectively, all in US dollar terms. Despite strong NAV returns in 2019, 

Tetragon’s discount remains wide at 48.6%, offering significant scope for 

future narrowing to enhance shareholder returns, while its 5.9% dividend 

yield leads the AIC’s Flexible Investment sector. 

NAV total return outperformance of MSCI AC World index over 10 years 

 

Source: Refinitiv, Bloomberg, Edison Investment Research 

The alternative asset market opportunity  

Global economic growth has slowed over the past year and uncertainties such as 

the US-China trade dispute and the UK’s exit from the EU continue to weigh on 

growth prospects and stock market sentiment, while changing expectations over 

central bank easing and Chinese government stimulus have added to equity and 

bond market volatility. In the current uncertain environment, alternative assets could 

appeal to investors as a potential source of uncorrelated returns. 

Why consider investing in Tetragon?  

 Diversified alternative asset portfolio has demonstrated ability to deliver 

uncorrelated positive returns in challenging market conditions. 

 Brisk pace of third-party asset growth at TFG Asset Management. 

 Robust near- and long-term NAV total return performance track record. 

 Strong net returns mitigate above average ongoing charges. 

 Progressive quarterly dividend and regular capital returns via tender offer. 

Scope for narrowing discount to enhance returns 

Tetragon’s discount to NAV widened from 38.5% in August 2018 to the current 

48.6% as the share price declined with global equity markets towards the end of 

2018 (with limited subsequent rebound), while its NAV returns have strengthened in 

2019. This discount provides significant scope for future narrowing to enhance 

shareholder returns. Tetragon’s quarterly dividend continues to progress steadily 

higher, and its 5.9% yield is well above the 2.5% peer group average yield.  
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Tetragon Financial Group 

Stronger NAV returns, but discount remains wide 

Price US$12.30 

Price (TFGS) 1,020p 

Market cap US$1,162m 

NAV* US$2,263m 
 

NAV per share* US$23.94 

Discount to NAV 48.6% 

*NAV as at 30 June 2019. 

Trailing 12-month yield 5.9% 

Fully diluted shares in issue 94.5m 

Code TFG/TFGS 

Primary exchange Euronext Amsterdam 

Secondary exchange LSE Specialist Fund 
Segment 

AIC sector Flexible Investment 

Benchmark N/A 

Share price/discount performance 

 

Three-year performance vs index 

 
 

52-week high/low US$13.50 US$11.40 

NAV** high/low US$23.94 US$21.46 

**Including income.   
 

Gearing 

Gross borrowings* 1.7% 

Net cash* 7.9% 

*As at 30 June 2019. 

Analysts 

Milosz Papst +44 (0)20 3077 5700 

Sarah Godfrey +44 (0)20 3681 2519 

  
investmenttrusts@edisongroup.com 
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Exhibit 1: Company at a glance 

Investment objective and fund background Recent developments  

Tetragon’s investment objective is to generate distributable income and capital 
appreciation, aiming to provide stable returns to investors across various credit, 
equity, interest rate, inflation and real estate cycles. Tetragon’s investment 
portfolio comprises a broad range of assets, including a diversified alternative 
asset management business, TFG Asset Management, and covers bank loans, 
real estate, equities, credit, convertible bonds, private equity and infrastructure. 

 31 July 2019: H119 results to 30 June 2019 – NAV TR +8.1% and share price 
TR +10.0% vs MSCI AC World index +16.6% and FTSE All-Share index 
+12.9%, all in US dollar terms. 

 30 July 2019: US$0.1850 Q219 dividend declared vs US$0.1800 in Q218. 
 2 July 2019: Closing of GreenOak Real Estate merger with Bentall Kennedy. 
 30 April 2019: US$0.1825 Q119 dividend declared vs US$0.1775 in Q118. 
 13 March 2019: TCIP announced the final close of its TCI III CLO investment 

fund with c US$430m in commitments. 

Forthcoming Capital structure Fund details 

Investor day April 2020 Ongoing charges 1.73% Group Tetragon Financial Group 

Annual results February 2020 Net cash 7.9% Manager Tetragon Financial Management 

Year end 31 December Annual mgmt fee 1.5% of net assets Address 1st Floor Dorey Court, Admiral Park St. 
Peter Port, Guernsey GY1 6HJ Dividend paid May, Aug, Nov, Mar Performance fee 25% over Libor+2.65% hurdle 

Launch date 19 April 2007 Company life Indefinite Phone +44 20 7901 8328 

Continuation vote N/A Loan facilities US$150m rolling credit facility Website www.tetragoninv.com 

Dividend policy and history (financial years) Share buyback policy and history (financial years) 

Tetragon pays dividends quarterly and has a progressive dividend policy, 
targeting to pay out 30–50% of normalised earnings. 

Market share repurchases made up to 2013. Seven tender offers totalling 
US$525m completed since 2012. Allotments mainly relate to scrip dividends. 

  

Shareholder base (as at 1 August 2019) Portfolio exposure by asset class (as at 30 June 2019) 

  

Top 10 holdings (as at 30 June 2019)  

    % of NAV 

Holding Asset Category 
Investment 
Structure Description 

30 Jun 
2019 

30 Jun 
2018 

Equitix* TFG Asset Management Private equity US$6.0bn UK infrastructure fund asset manager 10.8 7.7 

Polygon Euro Equity Opp Abs Return Event-driven equities Hedge fund European event-driven equity hedge fund 10.8 12.8 

GreenOak Real Estate* TFG Asset Management Private equity US$11.7bn global real estate asset manager 9.3 5.1 

LCM* TFG Asset Management Private equity US$9.1bn CLO manager 7.6 7.4 

Polygon Euro Equity Opp Long Bias Event-driven equities Hedge fund European event-driven equity hedge fund 4.8 N/A 

Polygon Convertible Opportunity Fund Convertible bonds Hedge fund Event-driven credit hedge fund 3.5 3.7 

Private equity investment Private equity Direct investment Undisclosed direct balance sheet investment 2.9 2.4 

TCI II Bank loans CLO fund US broadly syndicated corporate loans 2.9 3.2 

Polygon* TFG Asset Management Private equity US$1.4bn hedge fund manager 2.6 2.8 

QT Fund Quantitative strategies Hedge fund Quantitative strategies hedge fund 2.3 2.5 

Top 10 (at each date)    57.5 49.8 
 

Source: Tetragon, Edison Investment Research, Bloomberg, Morningstar. Note: *Part of TFG Asset Management. *N/A where not in 
end-June 2018 top 10. 
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Repurchases Allotments

Reade Griffith (13.7%)

Fortress Investment Group (9.3%)

Omers Administration (9.2%)

Omega Advisors (6.5%)

AVI Global Trust (5.3%)

Danica Pension (5.3%)

Goldman Sachs (5.0%)

Paddy Dear (4.6%)

Canada Pension Plan (1.7%)

Other (39.4%)

TFG Asset Management (31.2%)

Equity/credit/quant strategies (22.3%)

Bank loans (CLOs) (14.3%)

Real estate (9.5%)

Private equity (8.5%)

Other equities and credit (6.4%)

Net cash (7.9%)

http://www.tetragoninv.com/
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Strong H119 performance 

Tetragon achieved a strong performance in the first half of 2019, with an 8.1% NAV total return and 

a 6.7% return on equity (ROE) – which excludes balance sheet effects, including share dilution from 

the dividend reinvestment plan and value accretion from the US$50m tender offer completed in 

January 2019. While performance lagged broad equity market returns – the MSCI AC World and 

FTSE All-Share indices recorded total returns of 16.6% and 12.9% in US dollar terms in the half 

year – Tetragon’s returns in H119 were the strongest in the last five years, and significantly higher 

than its 2.7% (Libor+2.65%) incentive fee hurdle rate. 

Net investment gains were US$197.2m in H119 and fair value net income was US$145.7m, which 

compares with US$144.6m and US$104.3m respectively in H118. Annualised ROE for the half year 

was 13.3%, well within Tetragon’s 10–15% pa long-term target range, and higher than the ROE 

achieved in each of the last five financial years (range: 6.3% to 12.1% on a like-for-like basis), 

although not challenging the 47.7% and 36.1% ROEs achieved in 2010 and 2011. 

All asset classes in the portfolio generated positive returns in the period, except for other equities 

and credit, where direct balance sheet equity investments recorded an US$11.5m loss, primarily 

from unrealised losses on US and European single-stock positions that are still held. TFG Asset 

Management generated the largest net investment gain of US$91.2m, predominantly from Equitix 

(US$57.3m) and LCM (US$18.3m), while hedge fund strategies also generated a significant 

US$45.1m net investment gain, principally from the Polygon European Equity Opportunity Fund, 

which contributed US$41.3m from the absolute return and long bias strategies combined. 

Tetragon’s net asset value increased by US$73.1m, or 3.3%, to US$2,262.5m during H119, net of 

the US$50.0m tender offer and US$22.3m cash dividend payments in the period. As illustrated in 

Exhibit 2, NAV per share rose by US$1.46, or 6.5%, to US$23.94, with the tender offer being 2.2% 

accretive on a per-share basis, as the shares were repurchased at a substantial discount (Exhibit 1). 

Exhibit 2: Tetragon’s fully diluted NAV per share progression in H119 

 

Source: Tetragon Financial Group, Edison Investment Research 

Looking at the drivers behind the more significant gains in the half year, the US$57.3m gain on 

Equitix resulted from a combination of performance, capital raising and accelerated capital 

deployment. Equitix closed its Fund V at £1.0bn in Q219 – £250m higher than the original capital 

raising target, with the expectation that the fund will be fully invested by the end of 2019, which 

represents an acceleration of the business plan. This fund-raising took assets under management 

(AUM) to US$6.0bn, from US$5.0bn at the start of the year. In addition, the discount rate applied in 

the discounted cash flow valuation of Equitix was reduced from 9.75% to 9.50% in the period. 

The US$18.3m gain on LCM reflected a combination of continued growth in AUM and favourable 

movements in market valuation metrics. AUM increased from US$8.3bn to US$9.1bn during the 
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half year, with EBITDA up 50% compared with H118. While the discount rate applied in the 

discounted cash flow valuation of LCM was unchanged at 11.5%, the price to AUM multiple was 

moved up to 2.5%, from 2.3% at the end of 2018. 

Tetragon posted a US$41.3m gain on its investment in the Polygon European Equity Opportunity 

Fund following the recovery from the fund’s weak performance in H218. This was assisted by 

corporate M&A activity, with the acquisition of the fund’s largest portfolio holding, Evry, by its 

competitor Tieto, announced in June 2019. Furthermore, the fund’s performance was supported by 

positive returns in the European markets (with the STOXX Europe 600 index up nearly 16%), 

especially Greek equities (Athex index was up 41.6% in H119). While the portfolio hedge 

attributable to the absolute return share class was a detractor in H119, a net return of 11.2% was 

achieved, with no down months, while the long bias share class returned a net 21.4%. 

New investments, cash and borrowings 

During H119, additions to Tetragon’s portfolio totalled US$154.0m, with allocations fairly evenly 

spread (US$24.7m to US$39.1m) across hedge fund strategies, bank loans, real estate, private 

equity, and direct equities and credit investments. In particular, US$32.2m was added to direct 

equity investments, US$30.5m to private equity funds and co-investments, and US$30.0m was 

added to the investment in the Polygon European Equity Opportunity Fund absolute return strategy. 

US$24.7m was drawn by CLO investment vehicle TCI III, while no new direct investments were 

made in LCM or non-LCM CLOs. 

For the half year, Tetragon’s portfolio income and disposal receipts totalled US$181.0m, including 

US$45.5m from GreenOak Asia funds, with the realisation of the Razorback investment (a 13-

storey office property in Tokyo) contributing the majority of the US$25.9m real estate gains in the 

period. Other significant receipts were US$48.1m from US CLO bank loan investments (primarily 

non-LCM CLOs), arising from natural amortisation as well as planned monetisation via optional 

liquidations, US$43.7m from Equitix and US$22.0m from exiting direct listed equity investments. 

During the six months to end-June 2019, Tetragon’s net cash position declined by US$93.1m to 

US$178.2m, which represents 7.9% of net assets. This decline was largely driven by the US$50.0m 

share repurchase in January 2019 and cash dividend payments totalling US$22.3m. At end-June 

2019, Tetragon’s future cash commitments amounted to US$193.1m, comprising hard and soft 

investment commitments (GreenOak US$64.3m, TCI III US$58.9m, Hawke’s Point US$44.8m and 

third-party private equity funds US$25.1m), with additional financial resources required to cover 

ongoing dividends and fees. Net investment income is expected to provide additional financial 

resources to fund these commitments and Tetragon also has a US$150.0m revolving credit facility 

in place, of which US$38.0m was drawn at end-June 2019, unchanged since end-2016. 

Dividends and share dilution 

During the half-year, Tetragon’s US$0.1825 per share Q418 and Q119 dividends were paid, with 

the total distribution amounting to US$32.2m, of which US$22.3m was paid in cash. The balance of 

US$9.9m was reinvested under Tetragon’s optional stock dividend plan, resulting in 0.7m shares 

being issued from treasury. The Q219 dividend was increased to US$0.1850 per share, continuing 

the historical pattern of the quarterly dividend being increased in the second and fourth quarters 

and held steady in the first and third quarters; this is payable to shareholders on 27 August 2019.  

Tetragon’s fully diluted share count reduced from 97.4m to 94.5m during the first half of 2019. The 

primary contributor to the net 3.1m shares decrease was the US$50m tender offer for 4.3m shares 

that was completed in January 2019. This was partly offset by 0.6m shares vesting under equity-

based compensation awards and 0.7m shares being issued as scrip dividends. 
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Discount: Moderately wider than historical averages 

As illustrated in Exhibit 3 (left-hand chart), Tetragon’s share price discount to NAV narrowed 

steadily from its five-year wide point of 56.3% in February 2016 to 32.8% in December 2017, but 

has subsequently followed a widening trend. While the current 48.6% discount is appreciably wider 

than its three- and five-year narrow points of 32.8% and 30.3%, it is only moderately wider than its 

one-, three-, five- and 10-year averages of 45.0%, 41.0%, 42.2% and 41.0% respectively. Exhibit 3 

(right-hand chart) clearly illustrates the divergence between Tetragon’s share price and NAV total 

return performances from August 2018 to December 2018, when Tetragon’s share price broadly 

followed the decline in global equity markets (although to a lesser extent), in noticeable contrast to 

the stability of its NAV over the period. This serves to highlight the uncorrelated nature of the 

returns that can be achieved by Tetragon’s diversified alternative asset portfolio relative to equity 

markets. 

Exhibit 3: Tetragon share price discount to NAV and performance data in US dollar terms 

Share price discount to NAV over five years (%) Price, NAV and index total return performance, one-year rebased 

  

Source: Refinitiv, Bloomberg, Edison Investment Research. Note: Performance data to end-June 2019. 

Peer group comparison 

Exhibit 4 shows a sterling-based comparison of Tetragon with the other 10 members of the AIC 

Flexible Investment sector that have a market cap of more than £100m. The investment mandates 

of the peer group funds vary widely, with none serving as a direct comparator for Tetragon, but the 

peer group average provides a broad context for comparison. Tetragon’s NAV total return is clearly 

ahead of the peer group average over one, three and five years to end-June 2019, and more than 

double the return of the second-ranked fund over 10 years. US dollar strength versus sterling 

(+3.7%, +5.0%, +34.3%, +29.4%, respectively over one, three, five and 10 years to end-June 2019) 

had a positive effect on Tetragon’s performance in sterling terms over all periods shown. 

Despite its near- and long-term relative outperformance, Tetragon’s share price discount to NAV is 

the widest in the peer group. Several other funds are also trading at substantial discounts, while 

three of the peers are trading at a premium to NAV. Tetragon’s ongoing charge is among the 

highest in the peer group and it is one of four funds that charge a performance fee. Similar to the 

majority of its peers, Tetragon has no corporate level net gearing. Helped by the recent widening of 

its discount, Tetragon’s dividend yield has risen to 5.9%, which is the highest in the peer group, 

more than double the 2.5% average yield. We note that if Tetragon’s discount was to fully unwind, 

its shares would yield c 3.0%, which would rank third highest in the peer group. 
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Exhibit 4: Selected AIC Flexible Investment sector peer group in sterling terms as at 1 August 2019* 

% unless stated Market 
cap £m 

NAV TR 
1 year 

NAV TR 
3 year 

NAV TR 
5 year 

NAV TR 
10 year 

Premium/ 
(Discount) 

Ongoing 
charge 

Perf. 
fee 

Net 
gearing 

Dividend 
yield 

Tetragon Financial Group 933.4 18.5 39.3 123.6 690.4 (48.2) 1.73 Yes 100 5.9 

Aberdeen Diversified Income & Growth 362.9 1.9 11.8 7.1 103.4 (7.6) 0.88 No 113 4.8 

Caledonia Investments 1,686.1 10.0 34.5 64.2 172.3 (16.4) 0.94 No 100 1.9 

Capital Gearing 396.6 6.0 22.2 36.9 108.0 2.1 0.68 No 100 0.5 

Hansa Trust 'A' 235.2 3.5 37.9 23.0 124.5 (34.8) 0.51 No 100 1.6 

Henderson Alternative Strategies Trust 106.6 1.7 29.8 25.8 38.0 (19.9) 0.94 No 100 1.8 

JZ Capital Partners 389.6 4.7 12.8 42.5 149.3 (37.8) 3.22 Yes 131 3.9 

Personal Assets 1,073.8 7.9 11.3 32.7 113.2 1.4 0.91 No 100 1.3 

RIT Capital Partners 3,309.0 5.9 28.0 55.1 152.1 9.3 0.68 Yes 105 1.6 

Ruffer Investment Company 401.4 (0.5) 9.6 16.9 72.1 (3.3) 1.19 No 100 0.8 

UIL 227.8 29.8 66.0 165.2 272.3 (36.6) 2.21 Yes 171 2.9 

Average 829.3 8.1 27.6 53.9 181.4 (17.5) 1.26  111 2.5 

Rank in peer group 4 2 2 2 1 11 3  5= 1 

Source: Morningstar, Edison Investment Research. Note: *Performance data to 30 June 2019. TR = total return in sterling terms. Net 
gearing is total assets less cash and equivalents as a percentage of net assets (100 = ungeared). 
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General disclaimer and copyright  

This report has been commissioned by Tetragon Financial Group and prepared and issued by Edison, in consideration of a fee payable by Tetragon Financial Group. Edison Investment Research standard fees are 

£49,500 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for 

the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services. 

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of 

this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information 

or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other 

factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.  

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in 

connection with the access to, use of or reliance on any information contained on this note. 

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or 

prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of 

investors. 

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any 

positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to 

Edison's policies on personal dealing and conflicts of interest. 

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

 

Australia 

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial 

Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice 

given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having 

regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like 

instrument.  

 

New Zealand  

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the 

purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the 

topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in 

relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is 

intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making 

an investment decision. 

 

United Kingdom 

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or sol icitation for investment in any securities mentioned or in the topic of this document. A 

marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any 

prohibition on dealing ahead of the dissemination of investment research.  

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article 

19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49 

of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be 

distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.  

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

 

United States  

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange 

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

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

does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, 

or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person. 
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