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Manager's
Report

As detailed in the previous section entitled 'General Information',
SMP High Income Fund PLC (the "Fund") is managed by SMP Fund
Services Limited (the "Manager") and the investment manager is
Aberdeen Asset Managers Limited (the "Investment Manager"). That
section also details the Directors, the Company Secretary, the
Fiduciary Custodian and the Auditor.

Introduction

The Fund is an Authorised Scheme for the purposes of the Collective
Investment Schemes Act 2008. The Fund is established as an openended investment company and is managed in the Isle of Man under
the Companies Acts 1931 to 2004 and in accordance with the
Authorised Collective Investment Schemes Regulations 2010 (the
"Regulations"). The Fund has elected to be a type A scheme for the
purpose of the Regulations. In accordance with the Regulations, the
Fund complies with the Statement of Recommended Practice for
Authorised Funds issued by the Investment Association in May 2014
(the "SORP"). The Fund was originally established and authorised on 3
March 1989.

Important information

The Unaudited Interim Financial Statements for the six-month period
ended 31 March 2019 (together with the Unaudited Abbreviated
Interim Report for the six-month period ended 31 March 2019 that
has been sent to all registered shareholders) may be viewed on our
website - www.smppartners.com and are available for inspection at
the registered office of the Fund. The website also provides daily
pricing information for the Fund.
If shareholders have any questions regarding the Fund please contact
our Shareholder Services Team on 01624 682224 - or by email to
fund.services@smppartners.com.

Investment objective, policy and
strategy

The Fund's investment objective is to provide investors with a high
return, before taxation, from a managed portfolio of predominantly
fixed-interest securities, denominated in sterling and other
currencies, with net income distributed on a quarterly basis.

Investment Manager overview for
the six-month period ended
31 March 2019
Market review

Sterling corporate bonds outperformed UK government bonds over
the six months to 31 March as weakness in the fourth quarter of
2018 dominated the strength in early 2019.
The final three months of 2018 were challenging for risk assets
globally, with stocks and commodities falling and credit spreads
widening as a deteriorating global economic outlook was priced into
the market. Trade tensions between the US and China and the
ongoing challenges of Brexit added to the worries for investors. As
we moved into the new year, corporate bond markets were more
stable, recovering significantly from the weakness of late 2018.
Rhetoric around trade tensions was calmer. The US Federal Reserve
adopted a materially more dovish tone, appearing to have paused its
interest rate-hiking cycle for the time being at least. Although
headline data remains soft in many developed market economies,
the impression that dovish central banks are likely to continue to
exert
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exert a positive influence on sentiment has provided material
support. The technical backdrop also improved, as new bond supply
failed to meet expectations. Risk assets rallied through the first three
months of 2019, even though economic data continues to point to a
global slowdown and earnings have been mixed. Lower-quality credit,
which had underperformed in late 2018, recovered in this
environment.
Performance and activity of
the Fund

Asset allocation was weak for much of the review period, and this
was the major contributor to fund underperformance in the final
three months of 2018. Our holdings in financials detracted from
performance – notably subordinated insurance names and banks
with a UK focus, especially those where we were overweight further
down the capital structure.
Security selection was more positive; early on there were strong
returns from names such as Virgin Media and Barclays. A material
underweight position in index heavyweight GE was beneficial as the
name underperformed following ratings agency downgrades. This
retraced somewhat towards the end of the review period as its bonds
rallied, and we added some GE to reduce the size of the underweight
position. Towards the new year, holdings in global or non-UK banks
such as Standard Chartered and National Australia Bank delivered
positive returns. In February, bonds from Clydesdale benefited from
good results and the news that the integration of Virgin Money was
progressing well. Virgin Media – an off-benchmark position in high
yield – also performed well, tightening by around 10% in spread
terms. However, security selection was weak in March. Overweight
positions in subordinated financials such as Axa, Aviva, HSBC and
Wells Fargo cost the Fund. So, too, did overweight positions in
telecommunications company Vodafone and utility Innogy. An
underweight position in bonds from Intu Properties (owner,
developer and manager of shopping centres) also cost the Fund,
following news of a stronger-than-expected deleveraging path.
March’s weakness in security selection was largely offset by the
Fund’s yield curve positioning. The Fund maintained a long duration
position as the UK yield curve shifted sharply lower. Government
bonds rallied on the back of, among other things, a more negative
view on Brexit talks.
The Fund used the strong start to 2019 to trim some positions. These
included financial holding companies such as CYGB and CNP, as we
believed new issuance in the sector was likely. The Fund also sold its
position in Segro ahead of a possible slowdown in the UK economy. In
terms of additions, the Fund participated in a new issue from French
telecommunications company Orange, a favoured name in the sector
which offered a favourable new issue premium over comparable
bonds. During February, we increased exposure to Hammerson. The
property group’s very low loan-to-valuation added to its defensive
qualities. We acquired some more Tesco Property bonds in the
expectation of a return to investment grade in 2019. We added to
the housing association sector through MorHomes, an aggregator of
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loans to the sector. We reduced Standard Chartered exposure after a
strong rally in its bonds this year and added to Digital Stout, an owner
of warehousing used for server farms, and a useful non-UK
diversifier. In March, the Fund participated in new issues from APT
Pipelines (Australian gas distributor), Abertis (Spanish toll-road
operator) and senior paper from UK bank RBS. All are favoured
names in their respective sectors with attractive premiums versus
existing or comparative bonds. To fund these purchases, and with
little prospect of rate rises for the foreseeable future, the Fund
reduced its exposure to residential mortgages through sales of PCL
Funding and Precise Mortgage Funding.
Outlook*

Credit, like other risk assets, has performed very strongly so far in
2019. Spreads, which widened dramatically in the sell-off during the
fourth quarter of 2018, have retraced a material amount of the
widening. Sterling spreads over government bonds were as wide as
177 bps in mid-December and narrowed to 153 bps by the end of
March. These levels are still significantly wider than those seen in
October, and represent fair value given the macro economic outlook.
The uncertainties created by Brexit clearly make this market
challenging to forecast but the low global interest rate environment
continues to provide support for the time being.
* Investments markets and conditions can change rapidly and as such, the
views expressed should not be taken as statements of fact nor should
reliance be placed on these views when making investment decisions.
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Comparative
Table
Change in net asset value per share
2019*
p

2018
p

2017
p

Opening net asset value per share

53.62

55.48

58.03

Return before operating charges**
Operating charges
Return after operating charges**
Distributions on preference shares

2.24
(0.27)
1.97
(0.80)

0.29
(0.52)
(0.23)
(1.63)

(0.15)
(0.49)
(0.64)
(1.91)

Closing net asset value per share

54.79

53.62

55.48

*For the six-month period ended 31 March 2019
**after direct transaction costs of

0.002

0.004

0.004

2019*

2018

2017

3.67%

(0.41%)

(1.10%)

2019*

2018

2017

£33,920,081
61,905,016
0.99%
0.003%

£34,402,323
64,154,434
0.95%
0.008%

£38,723,245
69,794,140
0.86%
0.006%

Performance

Return after charges

Other information

Closing net asset value
Closing number of shares
Operating charges
Direct transaction costs

Additional comparative table disclosures required by the Authorised Collective Investment Schemes Regulations
2010:

Performance record for the period/year ended

01/10/2014 to 30/09/2015
01/10/2016 to 30/09/2016
01/10/2017 to 30/09/2017
01/10/2017 to 30/09/2018
01/10/2018 to 31/03/2019

Highest
share price
p

Lowest
share price
p

Net distribution
per share*
p

60.16
62.81
61.28
56.52
55.30

52.30
51.70
54.67
53.71
52.98

1.91
1.91
1.91
1.63
0.80

*Net distribution per share is based on average shares in issue during the period/year.
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Net asset value record for the period/year ended

30 September 2017
30 September 2018
01.10.2018 to 31.03.2019

Net asset value of
participating shares
£

Shares in issue

Cancellation
price per share
p

38,723,245
34,402,323
34,160,158

69,794,140
64,154,414
61,905,016

55.48
53.62
55.18

Ongoing charges figure ("OCF")
OCF*
%
30 September 2016
30 September 2017
30 September 2018
31 March 2019**

1.03%
0.86%
0.95%
0.99%

* The OCF is the total expenses paid by a share class in the period/year expressed as a percentage of the Fund's
average net asset value.
** Charges in the six-month period ended 31 March 2019, annualised.

Details of investments

Government bonds
Corporate bonds
Bank balance

% of Fund's
property
31.03.2019

% of Fund's
property
30.09.2018

4.67
92.58
2.75
100.00

2.92
94.02
3.06
100.00

Due to licence restrictions, individual credit ratings have not been disclosed. However a credit rating analysis is
disclosed below in accordance with the requirements of the SORP.

Credit rating analysis

Investment grade
Non-investment grade
Total debt securities

Market Value

Market Value

31.03.2019

30.09.2018

31,881,475
841,509
32,722,984

32,302,173
783,074
33,085,247
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Top five holdings
Asset description

% of Fund's
property
31.03.2019

Asset description

% of Fund's
property
30.09.2018

1. EUROPEAN INVESTMENT BANK
5.375% 07/06/2021

2.60

1. EUROPEAN INVESTMENT BANK
5.375% 07/06/2021

2.61

2. UNITED KINGDOM GILT
1.75% 07/09/2022

2.58

2. EUROPEAN INVESTMENT BANK
5% 15/04/2039

2.07

3. EUROPEAN INVESTMENT BANK
5% 15/04/2039

2.19

3. EUROPEAN INVESTMENT BANK
4.25% 07/12/2021

1.60

4. EUROPEAN INVESTMENT BANK
4.25% 07/12/2021

1.61

4. UNITED KINGDOM GILT
1.75% 07/09/2022

1.48

5. HSBC HOLDINGS PLC
2.256% 13/11/2026

1.51

5. HSBC HOLDINGS PLC
2.256% 13/11/2026

1.44
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