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Governance in business relief 
Advisers need to look at the quality of governance behind business 
relief products 
When advisers first start looking at business relief (BR) products, there is much to 
look at: the rules governing such products, investment strategies that are being 
used and what the investment risk is. It is easy to lose sight that for non-AIM 
products, the investment is being made directly into a company or partnership 
rather than a fund. This means it is essential that governance is part of the diligence 
process. 

Independent directors 
In the investment trust/company industry, the concept of independent directors is 
not only well known, but an argument that has long been settled. For the vast 
majority of investment trusts, the fund manager is a separate entity from the 
company that investors own shares in. The manager supplies services in return for 
a fee. The board has discretion as to how much the fee might be, or whether the 
manager should remain in that role. Once upon a time, investment trust boards 
consisted primarily of people connected to the manager, with all the potential for 
conflicts of interest that that brought. Over time, it was realised that this was a ‘bad 
thing’ and it was deemed that a majority of the board should be independent of 
the manager. 

Most non-AIM BR products have much in common with investment trusts. Most 
of the companies have no employees, with managers being paid a fee or having 
expenses covered for both fund management and company management.   

What is surprising then, is that over half the products in our database invest into 
companies with no independent directors.  

Independent directors in business relief products 

 
Source: Hardman & Co Research 

This would seem to be important - in private companies, transparency is usually 
more limited than for quoted companies. From the research we have undertaken, 
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over a quarter of products invest in companies that publish abbreviated accounts 
rather than full accounts. This is not restricted to the smaller companies: the 
smallest company publishes full accounts, while some of those with abbreviated 
accounts are among the larger in the sector. When information is limited, it is hard 
for investors to validate that companies are doing what they say they are. 

Potential conflicts of interest 
There are more concrete areas in which potential issues manifest. Many advisers 
are aware that potential conflicts can arise. At its simplest, these are the same 
issues as for investment trusts, such as whether the fees or expenses are 
appropriate. However, the potential for conflicts in BR runs deeper. 

Many companies have participated in related party transactions, which take one 
of two forms. The first is buying assets that were previously under the 
management or control of the fund manager. Mostly these have been renewable 
energy assets, such as solar or wind farms that were previously in companies 
funded through EIS schemes. These can create a potential asymmetry of incentives 
for the fund manager, who may be due a performance fee for the sale or could 
lose market credibility for a poor outcome. And while some transactions have been 
small, others have been significant.  

The second transaction is lending to related parties. Typically, this is making loans 
to other companies run by the fund manager, for example to fund the construction 
of renewable energy projects. Again, there is the potential for inappropriate 
pricing, though generally Hardman & Co view this as being less concerning than 
for asset transfers. Not only are the loans usually asset backed, but the connection 
can make diligence both easier and more comprehensive, so there are offsetting 
benefits. 

If a company were quoted, then the independent directors would have a key role 
to play in ensuring that shareholders are being treated fairly. In the Business Relief 
area, matters are less clear. While the managers we have spoken to have outlined 
their process for assessing the transaction price, and made these sound 
reasonable, independent oversight of this process would give some reassurance. 

Setting share prices 
Another area that is worth highlighting is the share prices used for transactions. 
Most of the trades generate revenues from assets that they hold or lend using 
assets as security. Consequently, share prices are asset based. Over half of 
products use the net asset value (NAV) from the audited accounts, or the same 
basis between year ends.  

However, a substantial minority, all of which invest in renewable energy assets, are 
using a distinct share price. The rationale is understandable: market values of these 
assets have moved in a way their accounting does not reflect. Where a company 
has constructed a project then, if it is successful, the market value should exceed 
the book value of the investment. However, using valuations that are outside the 
audit process raises governance questions. 

From a governance perspective, the manager that has perhaps the clearest 
approach uses a named external consultant for the valuation and specifies the key 
assumptions, most notably the discount rate used. The latter is particularly useful 
for an external analyst, helping with assessments of whether the company will 

For investment trusts, independent 
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ensuring that investors are treated 
fairly. In the BR area, matters are less 
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achieve its target returns and allowing easier comparisons with others in the 
market. 

Unfortunately, they are the exception. Most managers are happy to outline the 
process they use but, while these seem reasonable, the lack of external validation 
has to be a serious concern for advisers. While the price of electricity has shown 
some volatility over recent years, the market for the assets appears to have 
remained solid. This suggests that in the current market, market evidence should 
converge on a clear valuation basis. If circumstances become less benign, this may 
become more difficult and an external audit will have more value. 

This is not to say that there are no issues in the market at present. Given the 
comments above, it is not surprising that the growth in NAV per share has lagged 
the share price growth from these companies. In a strong market for the 
underlying assets, the premium to NAV may be justified. However, having a rising 
share price when the NAV per share is falling should require further investigation. 
An adviser should probably be sure that the premium is justified before 
recommending such products to clients. 

In the world of quoted investments, governance is a topic that has been getting 
increased attention. It is probably time that it got the same attention in the 
unquoted world too. 
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from 
publicly available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman 
& Co as to the accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions 
or results obtained from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or 
responsibility in respect of the information which is subject to change without notice and may only be correct at the stated date of their issue, except in 
the case of gross negligence, fraud or wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, 
special, indirect, consequential, incidental damages or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, 
to buy or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not 
constitute investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be 
made available. A full list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at 
http://www.hardmanandco.com/legals/research-disclosures. Hardman may provide other investment banking services to the companies or legal entities 
mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal 
entities which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the 
companies or legal entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may 
provide investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of 
their past recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a 
study of a range of possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies 
and legal entities but has no scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such 
distribution or use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such 
jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are 
speculative and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged 
and performance may be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may 
not be suitable or appropriate for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s 
particular circumstances and may be subject to future change. Each investor’s particular needs, investment objectives and financial situation were not 
taken into account in the preparation of this document and the material contained herein. Each investor must make his or her own independent decisions 
and obtain their own independent advice regarding any information, projects, securities, tax treatment or financial instruments mentioned herein. The 
fact that Hardman & Co has made available through this document various information constitutes neither a recommendation to enter into a particular 
transaction nor a representation that any financial instrument is suitable or appropriate for you. Each investor should consider whether an investment 
strategy of the purchase or sale of any product or security is appropriate for them in the light of their investment needs, objectives and financial 
circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, 
recording or otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set 
out in this notice. This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an 
appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman 
Research Ltd is registered at Companies House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 
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Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and 
issuers about which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments 
Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) 
‘written material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, 
or where the third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship 
is clearly disclosed in the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general 
public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-
regulation-2016-2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and 
eliminate what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co 
is not inducing the reader of our research to trade through us, since we do not deal in any security or legal entity.  



 

www.hardmanandco.com 35 New Broad Street 
London 

EC2M 1NH 

+44(0)20 7194 7622 

taxenhancedservices@hardmanandco.com 
 

 


	Governance in business relief
	Advisers need to look at the quality of governance behind business relief products
	Independent directors
	Potential conflicts of interest
	Setting share prices
	About the author

	Disclaimer
	Status of Hardman & Co’s research under MiFID II

