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ristian Heugh holds between 30

and 45 companies in the portfolio,

with the top 10 typically account-

ing for around half the total allocation'.
“The result is a portfolio that looks
very different from the benchmark,
with active share generally 90% or
higher and tracking error that ranges
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from between 5% and 10%,” according
to Heugh.

He focuses on what he considers to
be companies with competitive ad-
vantages, strong balance sheets and
long-term growth prospects. And with
so few stocks from a large investment
universe meeting the criteria, the de-
mands are high.

Companies must have sustainable
competitive advantages and financial
strength, with high returns on invest-
ed capital, high margins, strong cash
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Kristian Heugh

conversion, low capital intensity and
low leverage.

With fund performance strong over
both three- and five- years, one FSA
Awards judge cited the manager’s
stock selection capabilities.

Heugh says the culture within his
team plays an important role, too. “We
are organised to encourage creative
and collaborative decision-making,
and we believe this contributes to our
low turnover,” Heugh says.

“Only one person has left the team
in its 18-year history.” LW
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"Source: Morgan Stanley Investment Management. Typical number of holdings represents a typical range
and is not a maximum number. The portfolio may exceed these from time to time due to market conditions
and outstanding trades.



The article was originally published in the Fund Selector Asia Awards Hong Kong 2017 in January 2017.
The opinions expressed in the article are those of Fund Selector Asia and Kristian Heugh as of 30 June,
2016 and are subject to change at any time due to changes in market or economic conditions. The
comments are for informational purposes only and should not be construed as a recommendation of
individual holdings or market sectors. The material does not purport to address the financial objectives,
situation or specific needs of any individual reader. The use of this article is not a solicitation, or an offer
to buy or sell any security or investment product. Moreover, the opinions expressed in this article are not
necessarily those of Morgan Stanley or its employees.

Past performance is not indicative of future results.

There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to
market risk, which is the possibility that the market values of securities owned by the portfolio will decline
and that the value of portfolio shares may therefore be less than what you paid for them. Accordingly, you
can lose money investing. Please be aware that this strategy may be subject to certain additional risks.
For additional risk considerations, please refer to the supplemental information included.

Risk Considerations

Past performance is not a guarantee of future performance. The value of the investments and the income
from them can go down as well as up and an investor may not get back the amount invested. There can
be no assurance that the Strategy will achieve its investment objectives. Portfolios are subject to market
risk, which is the possibility that the market value of securities owned by the portfolio will decline.
Accordingly, you can lose money investing in this strategy. Please be aware that this strategy may be
subject to certain additional risks. Small-cap stocks/Midcap stocks: Stocks of small-sized/medium-
sized companies entail special risks, such as limited product lines, markets, and financial resources, and
greater market volatility than securities of larger, more-established companies. Foreign and emerging
markets: Investments in foreign markets entail special risks such as currency, political, economic and
market risks. The risks of investing in emerging market countries are greater than the risks generally
associated with foreign investments. Non-diversification: Because this Strategy expects to hold a
concentrated portfolio of a limited number of securities, a decline in the value of these investments would
cause the Strategy’s overall value to decline to a greater degree than that of a less concentrated portfolio.

This communication is only intended for and will be only distributed to persons resident in
jurisdictions where such distribution or availability would not be contrary to local laws or
regulations.

There is no guarantee that any investment strategy will work under all market conditions, and each
investor should evaluate their ability to invest for the long-term, especially during periods of downturn in
the market. Prior to investing, investors should carefully read the relevant offering document(s).

EMEA:

This communication was issued and approved in the UK by Morgan Stanley Investment Management
Limited, 25 Cabot Square, Canary Wharf, London E14 4QA, authorized and regulated by the Financial
Conduct Authority, for distribution to Professional Clients only and must not be relied upon or acted upon
by Retail Clients (each as defined in the UK Financial Conduct Authority’s rules).

Financial intermediaries are required to satisfy themselves that the information in this document is
suitable for any person to whom they provide this document in view of that person’s circumstances and
purpose. MSIM shall not be liable for, and accepts no liability for, the use or misuse of this document by
any such financial intermediary. If such a person considers an investment she/he should always ensure
that she/he has satisfied herselffhimself that she/he has been properly advised by that financial
intermediary about the suitability of an investment.



Hong Kong:

This document has been issued by Morgan Stanley Asia Limited for use in Hong Kong and shall only be
made available to “professional investors” as defined under the Securities and Futures Ordinance of
Hong Kong (Cap 571). The contents of this document have not been reviewed nor approved by any
regulatory authority including the Securities and Futures Commission in Hong Kong. Accordingly, save
where an exemption is available under the relevant law, this document shall not be issued, circulated,
distributed, directed at, or made available to, the public in Hong Kong.

Singapore:

This document should not be considered to be the subject of an invitation for subscription or purchase,
whether directly or indirectly, to the public or any member of the public in Singapore other than (i) to an
institutional investor under section 304 of the Securities and Futures Act, Chapter 289 of Singapore
(“SFA"), (ii) to a “relevant person” (which includes an accredited investor) pursuant to section 305 of the
SFA, and such distribution is in accordance with the conditions specified in section 305 of the SFA,; or (iii)
otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the
SFA. In particular, for investment funds that are not authorized or recognized by the MAS, units in such
funds are not allowed to be offered to the retail public; any written material issued to persons as
aforementioned in connection with an offer is not a prospectus as defined in the SFA and, accordingly,
statutory liability under the SFA in relation to the content of prospectuses does not apply, and investors
should consider carefully whether the investment is suitable for them.

Australia:

This publication is disseminated in Australia by Morgan Stanley Investment Management (Australia) Pty
Limited ACN: 122040037, AFSL No. 314182, which accept responsibility for its contents. This publication,
and any access to it, is intended only for “wholesale clients” within the meaning of the Australian
Corporations Act.
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