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SEVEN DAYS
THE EDITOR
Emergency on
Planet Wealth

I

t cannot have escaped your attention that without immediate action
we are doomed to a ﬁery extinction at the hands of climate change
– at least that’s what a growing army of climate activists have been
forcefully telling us this year. Such has been the panic that the
UK parliament has declared a climate emergency and sped legislation
through parliament committing the country to net zero greenhouse gas
emissions by 2050. That’s not quickly enough for climate activists who
would like to see that target reached by 2025, but it is nevertheless a
commitment so far unmatched by other major economies.
There is perhaps a good reason for that: achieving this worthy-sounding ambition could prove very expensive, perhaps as much as a trillion
pounds if the government’s estimate that decarbonisation will cost 1-2
per cent of GDP annually is accurate. France has retreated from its own
decarbonisation targets as a result of the gilet jaunes protests – raising
the question of who will pick up the tab for the largesse of politicians.
Indeed, that question remains unanswered in respect of the UK’s new
legislation. Although the amendment to the 2008 Climate Change Act was
rushed through parliament in just 12 days, the Lords only passed the bill
with “regrets” that the government had not said how the target would be
met, had allowed little scrutiny of such a substantial policy change, and
had excluded international aviation and shipping from the target.
For investors that adds up to yet another source of uncertainty,
given that many companies remain very much carbon based – factories
need energy and inputs, staﬀ need to get to work, and goods need to be
moved around, which means that the journey to net zero remains a long
and potentially expensive one for many companies.
We will soon know just how expensive. Under new plans announced
by the Treasury this week, companies, funds and pension schemes will,
by 2022, need to document the potential impact of environmental issues
on their proﬁts. Shadow chancellor John McDonnell has even suggested
that public companies deemed to lack serious environmental strategies
should be de-listed – compounding the ongoing political uncertainty
created by Brexit and the Conservatives’ struggles.
The immediate risk is that investors vote with their feet and simply
divest from environmentally-compromised businesses. We have already
seen the eﬀects of such an attitudinal shift on sin sectors such as
tobacco, where ESG selling pressure has seen share prices fall disproportionately faster than the slowdown in trading. Investors will need to
be careful not to be left holding assets that no one else wants.
Of course, decarbonisation will no doubt bring opportunities, too.
Asset managers such as Impax and Liontrust (see page 51), both early
movers in the ESG sphere, have prospered as demand for sustainable
investment has accelerated in recent years. And political support could
mean other green innovators replicate that success – although investors
will, as ever, need to be wary of bandwagon-jumping small-caps, this
time making ESG promises they can’t keep.
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THE BIG
STORIES
Mega IPO

Acquisitions on cards
Anheuser-Busch InBev
announced it was preparing to
list a majority stake in its Asian
business in Hong Kong, in what
could be the largest initial public
oﬀering (IPO) so far this year. The
owner of Budweiser and Stella
Artois is seeking to raise as much
as $9.8bn (£7.80bn), with part of
the proceeds used to pay down its
hefty debt pile and make acquisitions in the Asia Paciﬁc region.
Depending on investor demand,
the Asian operations could be
valued at between $54.2bn and
$63.7bn. China is expected to be
the main source of growth for the
business over the coming years.

Serco ﬁned
Line drawn

Serco (SRP) agreed to pay
a £19.2m ﬁne and £3.7m in
costs after reaching a deferred
prosecution agreement (DPA) with

the Serious Fraud Oﬃce (SFO)
relating to its historic electronic
tagging scandal. The outsourcer
overcharged the Ministry of
Justice (MoJ) between 2010 and
2013 under its prisoner tagging
contract. Having paid a £70m
settlement to the MoJ in 2013, the
department is considered to have
been fully compensated. No criminal charges have been brought
against the group and if the DPA
is conﬁrmed in court on 4 July,
this would conclude the SFO’s
investigation into Serco, initially
announced in November 2013.

Tesla
rebounds
Market relief

Tesla (US:TSLA) delivered a
record 95,200 cars during the
second quarter, up more than
half on the prior three months.
However, the US car manufacturer
did not disclose proﬁt ﬁgures,
but previously said it expected to
remain in lossmaking territory,
after reporting a $702m loss for
the ﬁrst quarter. The rebound in
orders went some way to alleviating investor concerns about a
slump in demand. The shares
rallied in early US trading, but are
still down more than a third on
2017’s all-time high.

THE NUMBERS

121

The number of
months the US
economy had been
in expansion by
July, making it the
longest in duration
in the country’s
history.

50.2

The IHS Markit services
purchasing managers’
index reading for June, a
decline from 51 in May.

53%

The market odds on
the Bank of England
cutting interest
rates, based on
Bloomberg data on
the trade in overnight
index swaps.

GOOD
WEEK FOR:
JOHNSON
SERVICE
P55

Dialight
warns
Orders weak

European government bonds rallied on the news of International
Monetary Fund (IMF) managing director Christine Lagarde’s
nomination to become the next president of the European Central
Bank (ECB), stoked by expectations of a continuation of an ultraloose monetary policy. In June debt prices rose after current ECB
president Mario Draghi – who is due to leave the bank at the end
of October – hinted that he was preparing to unveil fresh stimulus
measures, including an expansion of its €2.6 trillion quantitative
easing programme. Ms Lagarde has relinquished her responsibilities at the IMF while the nomination process is ongoing.

“Our formative years
can scar us for life.
If we experience a
recession when we
are impressionable
we remain risk-averse
many years later”
CHRIS DILLOW, PAGE 19

Chart of the week: UK construction activity nosedives

Dialight’s (DIA) shares tumbled
almost a third in one day after
the LED lighting manufacturer
warned underlying operating proﬁts for 2019 would be
between £10m and £13m,
down on the £15.1m previously forecast by house broker
Investec. Management reported
a weakening order intake during
the second quarter for its signals
and components business and
high levels of inventory in the
distribution channel, associated
with the exit from its Sanmina
facility. Chief executive Martin
Rapp will also step down to
resume his retirement, replaced
in the interim by chief ﬁnancial
oﬃcer Fariyal Khanbabi.

House
growth
weakens
London drags

UK house price growth slowed to
its lowest level in four months in
June, according to the Nationwide
house price index, rising just

UK construction activity fell to its lowest
level in more than a decade in June, as
building clients delayed project decisions.
54.0
The IHS Markit construction
52.0
purchasing managers’ index dropped
to 43.1 last month, the lowest level
50.0
since April 2009. Any reading below 50
48.0
represents contraction in output.
46.0
The decline in activity was spread
across all areas of the construction
44.0
sector – housebuilding, commercial and
42.0
6 16 16 17 17 17 17 17 17 18 18 18 18 18 18 19 19 19 civil engineering. Housebuilding – which
1
20 20 20 20 20 20 20 20 20 20 20 20 20 20 20 20 20 20
up until June had been more active than
8/ 0/ 2/ 2/ 4/ 6/ 8/ 0/ 2/ 2/ 4/ 6/ 8/ 0/ 2/ 2/ 4/ 6/
/0 /1 /1 /0 /0 /0 /0 /1 /1 /0 /0 /0 /0 /1 /1 /0 /0 /0
31 31 31 28 30 30 31 31 31 28 30 30 31 31 31 28 30 30
other sectors – reported its biggest fall in
activity in three years.
Source: IHS Markit

UK construction PMI index

56.0

BAD
WEEK FOR
FUNDING
CIRCLE
P12

0.5 per cent. That marked the
seventh month in a row that
prices had grown by below 1 per
cent. Prices in London fell for
the eighth consecutive quarter
during the three months to
June, although the pace of that
decline moderated to 0.7 per
cent, compared with the 3.8 per
cent reduction over the previous
quarter. Northern Ireland was the
strongest performing region, with
prices rising 5.2 per cent on the
same time last year.

Crypto
ban

Complex contracts
The Financial Conduct Authority
(FCA) proposed a ban on
cryptocurrency derivatives after
the regulator’s executive director
of strategy and competition,
Christopher Woolard, called
the market a “complex set of
contracts built on top of complex
contracts”. Under the proposals, trading platforms would be
banned from selling, marketing
or distributing all derivatives
linked to unregulated transferable crypto-assets, such as
bitcoin, to retail investors. The
FCA said a ban could save retail
customers between £75m and
£234m annually.

Risers and fallers (%)
Stobart
Oxford Instruments
Merlin Entertainments
Nanoco
easyJet

+25.50
+14.24
+13.80
+12.23
+12.06

Funding Circle
Dialight
Costain
XPS Pensions
RPS

-46.11
-41.28
-37.98
-33.99
-26.11

Week to 2 July 2019
For more market data go to page 8
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SEVEN DAYS MARKETS THIS WEEK
Commodities

UK stock market
Index
FTSE 100

1-week
1-month
1-year
2/07/19 change (%) change (%) change (%)
7,559.19
+1.84
+5.21
+0.15

Year high
7,776.65

Year low
6,584.68

FTSE 250

19,659.33

+1.93

+4.14

-4.59

20,984.20

17,090.47

23.0

3.14

FTSE All-Share

4,123.10

+1.81

+4.88

-0.78

4,263.00

3,596.07

17.4

4.07

FTSE Aim

4,764.96

-0.85

-4.59

-15.63

5,927.80

4,285.88

25.3

1.47

FTSE 100 rolling 30-day

Dividend
PE yield (%)
16.2
4.26

Share performance

7600

Falls

80
70

50
40

7200

30
20

7100

May
Source: Thomson Datastream

Jun

0

5/06/19

12/06/19

19/06/19

26/06/19

3/07/19

Index
Eurofirst 300

1-week
1-month
2/07/19 change (%) change (%)
1,532.49
+1.49
+5.00

CAC 40

5,576.82

+1.13

Dax

12,526.72

+2.44

+6.22

+2.36

12,860.40 10,381.51

16.6

Dow Jones

26,786.68

+0.90

+7.92

+10.20

26,828.39 21,792.20

17.9

2.20

S&P 500

2,973.01

+1.91

+8.33

+9.03

2,973.01

2,351.10

19.6

1.88

Nasdaq

8,109.09

+2.85

+10.58

+7.15

8,164.00

6,192.92

32.3

1.04

Nikkei 225

21,754.27

+2.64

+6.58

-0.26

24,270.62 19,155.74

16.1

2.14

Hang Seng

28,875.56

+2.45

+7.37

-0.27

30,157.49 24,585.53

11.3

3.39

Australia ASX All Ords

6,741.10

+0.10

+5.15

+7.46

6,767.90

18.7

4.43

1-year
change (%)
+3.90

Year high
1,538.25

Year low
1,300.28

PE
17.9

Dividend
yield (%)
3.72

+5.69

5,591.69

4,598.61

18.9

3.22
3.12

+6.40

5,533.30

Key emerging markets
1-week
1-month
1-year
2/07/19 change (%) change (%) change (%)
101,297.50
0.51
3.69
38.12

Year high
102,062.30

Year low
73,667.75

Russia RTS

1,398.26

1.26

6.31

21.41

1,401.64

1,043.46

5.61

12,030.31

1.1

-1.43

10.04

12,205.05

10,266.12

25.93

1.25

China SE Comp

3,043.94

2.075

5.324

9.669

3,270.80

2,464.36

14.58

2.31

1,732.23

0.63

6.91

7.77

1,760.47

1,548.37

18.81

2.97

100,200.90

5.01

10.91

3.54

105,082.30

83,675.31

7.49

3.82

Mexico IPC

43,364.88

-0.8

0.77

-6.88

50,416.27

39,427.28

15.59

3.11

Economic indicators

Rate (%)
0.75

UK Bank rate
ECB Repo rate
US Fed Funds
Japan

Since
2/08/18
16/03/16
19/12/18
29/01/16

0
2.25-2.5
-0.1-0.1

Government bonds
Govt bond yields
UK: 10-year gilts

%
0.73

Year high
1.73

Year low
0.73

US: 10-year Treasuries

1.98

3.23

1.98

Germany: Bunds

-0.37

0.56

-0.37

Japan: JGBs

-0.14

0.16

-0.17

MORE ONLINE

For more global bond data, see
http://markets.investorschronicle.co.uk

5.68

Turkey ISE 100

Unemployment(m)
Rate

MORE ONLINE

Dividend
PE yield (%)
18.37
2.86

India CNX Nifty

Inﬂation (CPI Jan 2015=100)
Change onyear

1 year min.
1.25
1.10
135.54
1.24

Ofﬁcial interest rates

Other major markets

Indicator

1 year max.
1.33
1.18
149.39
1.34

For more cross rates and a currency convertor, see
http://markets.investorschronicle.co.uk

For more UK market data, see http://markets.investorschronicle.co.uk

Thailand SET

365.68 321.49
85.82
53.13
1,432 1,179.16
6,556
5,736
1,865
1,492
122.85
77
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IC ONLINE

Index
Brazil iBovespa

Rate
1.26
1.11
136.16
1.24

US$ vs £
Euro vs £
Yen vs £
SFr vs £

60

7300

335.95
63.07
1,397
5,887
1,844
107.75

Currencies

90

7400

Dow Jones UBSComm. Index
BrentCrude $/barrel
Comex gold $/ounce
LME three-month copper
Cocoa £/mt
Coffee Brazil ¢/lb

Rises

100

7500

2/07/19 Year high Year low

Corporate bond indices
Investment grade

2/07/19 Yield (%) Year high Year low
98.77
0.69
98.77 93.81

High yield

117.11

3.40

117.22 110.22

MORE ONLINE

UK

US

Germany

Japan

107.9 (May)
+2%

105.9 (Jan)
+1.79%

105.4 (May)
+1.4%

101.8 (Apr)
+0.2%

1.1 (May)
+3.8%

5.89 (May)
+3.6%

2.28 (Apr)
+3.2%

1.68 (May)
+2.4%

109.6 (May)
+3.9%

103.7 (May)
-1.89%

102.8 (May)
-4.63%

Industrial production (IndexJan 2015=100) 101.4 (May)
Change onyear
-1%

For prices of popular corporate bonds and Pibs, see
www.investorschronicle.co.uk/bonds.

UK yield curve
2

£532/w (May)
+3.6%

$23.38/h (May)
+3.8%

€27.5/h (Apr)
+1.4%

¥311,069/m (May)
+0.1%

Retail salesvolume
Change on year

£32.4bn (May)
-2.7%

$519bn (May)
+3.2%

109.1 (May)
-0.3%

¥12,035bn (May)
+0.4%

1

Current account

-£23.7bn (Feb)

-$130,403bn (May)

+€22.6bn (May)

+¥1,707bn (May)

0.5

Moneysupply– M1

£1,768bn (May)

$3,793bn (May)

€2,230bn (Apr)

¥801,664bn (May)
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Average earnings
Change onyear
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COPPOCK

COPPOCK INDICATORS
A year of Coppock
North America

Jul

Aug

Sep

Oct

Nov

Dec

Jan

Feb

Mar

Apr

May

S&P 500 Composite
30.24 30.54 30.16
Dow Jones Industrial Average
38.84 37.67 36.09
Nasdaq 100
51.27 52.83 52.20
Nasdaq Composite
47.03 48.22 47.47
S&P/TSX
8.57
8.92
8.49
Asia Paciﬁc, Africa
Bangkok SET
21.16 18.99 17.28
FTSE Bursa Malaysia KLCI
7.71
7.01
5.98
FTSE China Shanghai Composite
-6.33 -12.49 -17.32
Hang Seng
43.10 35.79 27.45
Korea SE Composite
19.60 13.29
7.34
Indonesia Jakarta Composite
18.36 14.94 11.32
Singapore Straits Times
18.50 13.92
9.09
Taiwan SE Weighted
20.08 18.20 15.64
Japan Topix
28.73 24.38 21.49
Australia ASX 200
12.00 13.60 13.60
New Zealand NZ 50
25.86 27.10 27.15
South Africa JSE TOP 40
21.27 20.53 15.24
India Sensex
37.31 38.89 35.24
South America
Mexico IPC (Bolsa)
-2.85
-3.35 -3.45
Brazil Bovespa
47.33 42.92 39.30
MSCI EM Latin America US%
17.48
9.50
3.27
Europe/UK
Netherlands AEX
19.33 17.57 14.48
Greece Athex Composite
25.37 15.90
6.04
ATX Austrian Traded
35.53 27.93 21.06
Belgium Bel 20
6.92
2.95 -1.58
Germany Dax 30
10.71
6.72
3.14
Euro Stoxx 50
4.69
1.25 -1.65
France Cac 40
14.99 12.54 10.88
FTSE 100
7.26
6.06
5.13
FTSE 250
14.13 12.97 10.67
FTSE All-Share
8.65
7.41
6.20
FTSE MIB
25.80 17.08
9.75
Ibex 35
-4.78
-9.26 -12.98
OMX Stockholm 30
0.88
0.69
1.36
Oslo Exchange All share
50.89 51.71 52.34
Portugal PSI 20
23.41 19.32 15.06
Russia MICEX Index
27.06 30.26 34.85
Swiss Market Index
5.79
3.25
1.28
Fixed Income
Barclays US Aggregate Bond
-5.39
-5.47 -5.87
US 10y Treasury
-9.73 -10.04 -11.00
UK 10y Treasury
-2.42
-1.88 -1.99
Japan 10y Treasury
0.67
0.60
0.42
Germany 10y Treasury
-0.06
1.13
1.50
FT All Govt
-4.73
-4.26 -4.51
IBOXX Liquid £ Corp Long-dated
-1.82
-2.49 -3.94
FTSE British Govt index linked all mats -1.61
-0.82 -0.42
Commodities (S&P Goldman Sachs Total Return indices)
Agriculture
-15.38 -15.98 -17.37
Industrial Metals
28.83 22.17 15.65
Livestock
-2.78
-7.79 -9.87
Precious Metals
2.11
-1.02 -4.23
Gold Bullion
5.71
2.50 -0.93
Crude Oil
61.93 71.16 78.11

26.51
31.96
47.01
42.10
5.64

23.53
28.50
42.25
37.23
2.96

16.35
20.72
32.49
27.60
-1.53

12.92
16.52
27.15
22.50
-2.33

11.36
14.67
24.23
19.83
-2.12

9.63
12.08
21.49
17.14
-1.67

10.06
11.54
20.69
16.22
0.05

8.43
9.41
17.43
12.92
0.39

9.1 CANCEL SELL*
9.58 CANCEL SELL*
17.12
SELL
12.66
SELL
1.28
BUY

Latest signal
(date)
Jun-19
Jun-19
Sep-18
Sep-18
Feb-19

13.61
3.47
-23.71
15.58
-1.75
7.29
2.46
9.45
15.38
11.20
24.09
7.71
30.55

8.63
0.09
-29.17
7.03
-8.63
4.08
-1.68
4.60
9.87
8.00
21.08
0.55
28.18

1.72
-3.00
-35.45
-2.41
-16.27
1.64
-6.90
-1.40
0.72
4.40
17.76
-5.03
24.12

-2.31
-5.22
-38.42
-7.11
-19.06
2.20
-10.06
-5.02
-5.35
2.40
15.74
-8.62
21.89

-5.46
-7.29
-36.14
-9.81
-21.17
2.48
-11.73
-6.64
-9.45
2.90
15.22
-9.36
19.67

-8.89 -10.43 -10.91
-10.79 -12.61 -13.65
-32.30 -27.519 -23.15
-12.94 -12.92 -14.44
-24.25 -24.11 -25.51
3.00 3.577 4.378
-14.15 -13.05 -13.57
-7.34
-6.49 -7.08
-13.77 -15.79 -18.72
2.80
3.6
5.2
16.16 17.51 19.03
-10.12
-7.96 -7.26
18.46 18.84
20.7

-9.88
BUY*
-14.97
SELL
-17.8
BUY
-13.53
BUY*
-25.33
BUY*
6.183 CANCEL SELL
-12.73
BUY*
-6.45
BUY*
-20.79
SELL
7.1 CANCEL SELL
21.68 CANCEL SELL
-5.34
BUY
19.82
SELL*

Jun-19
May-18
Feb-19
Jun-19
Jun-19
Jan-19
Jun-19
Jun-19
Feb-18
Apr-19
Mar-19
Apr-19
Jun-19

-7.06
39.20
-1.16

-12.28
37.61
-6.80

-16.42
33.63
-12.73

-16.69
35.60
-11.27

-18.04 -19.77
-18 -18.39
35.57 33.55 34.61 36.92
-11.35 -13.43 -11.632 -10.077

-19.62 CANCEL BUY
38.66 CANCEL SELL
-7.799
BUY

May-19
Apr-19
Apr-19

10.56
-4.78
13.58
-7.11
-1.61
-5.35
7.33
2.70
6.42
3.41
1.03
-16.78
0.08
50.21
9.56
34.82
-0.31

6.51
-14.11
5.69
-11.87
-6.89
-9.09
3.17
-0.66
1.43
-0.26
-6.51
-18.99
-2.08
44.87
3.19
34.34
-1.79

0.18
-23.44
-5.21
-18.55
-13.80
-14.49
-3.05
-4.66
-4.47
-4.59
-14.95
-22.97
-6.73
36.49
-4.16
31.67
-5.13

-2.08
-28.84
-11.02
-21.10
-16.95
-16.38
-5.90
-6.02
-6.77
-6.15
-19.00
-23.04
-7.71
30.54
-6.96
31.28
-5.12

-2.55
-29.76
-15.17
-21.40
-18.03
-15.78
-5.96
-7.13
-8.33
-7.36
-20.04
-21.39
-6.35
26.11
-8.55
30.17
-3.05

-1.84
BUY*
-12.87
BUY
-23.6
SELL
-19.28
BUY*
-14.22
BUY
-9.453
BUY
-3.45
BUY
-6.81
BUY
-11.12 CANCEL BUY
-7.62
BUY*
-18.63
BUY*
-15.6
BUY
-1.88
BUY*
7.34
SELL
-12.75 CANCEL BUY
28.47 CANCEL SELL
10.24
BUY

Jun-19
Apr-19
Nov-17
Jun-19
Apr-19
Feb-19
Apr-19
Apr-19
May-19
Jun-19
Jun-19
Feb-19
Jun-19
Oct-18
May-19
May-19
Jan-19

-6.55
-12.17
-2.04
0.12
1.79
-4.66
-5.37
-0.02

-6.71
-12.46
-1.40
0.07
2.59
-5.10
-7.13
-0.50

-5.76
-11.04
-0.10
0.38
3.62
-4.37
-8.22
0.32

-4.55
-9.15
1.14
0.60
4.93
-3.38
-7.97
1.05

-3.75
-7.82
1.52
0.87
5.75
-3.59
-7.90
0.61

-0.494 1.489 3.752
BUY
-2.603 0.587 4.332
BUY
4.162 5.599 7.095
BUY
1.736 2.162
2.8 CANCEL SELL
8.895 10.228 12.045
BUY
-1.413 -0.297 1.012
BUY
-5.238 -3.629
-1.6
BUY
4.79
7.25
9.48 CANCEL SELL

Dec-18
Dec-18
Oct-18
Dec-18
Mar-18
Feb-19
Jan-19
Feb-19

-16.88
7.47
-9.39
-7.32
-4.07
78.30

-16.34
0.51
-8.26
-9.80
-6.60
64.66

-16.77
-7.42
-8.36
-10.18
-7.09
46.15

-17.20
-11.40
-7.44
-8.68
-5.85
33.85

-25 -23.52
-19.31 -21.36
1.89
2.53
-7.41 -5.81
-4.62 -3.04
6.57 -5.82

May-19
Jan-18
Jan-19
Apr-19
Jan-19
Nov-18

-3.60
-1.86 -1.94
-31.80 -27.92 -20.1
-19.27 -19.41 -21.83
-21.52 -19.42 -19.6
-19.72
-17.6 -16.31
-15.76 -12.369 -11.216
-6.70
-4.6 -4.36
-7.81
-7.17 -7.05
-10.00
-9.85 -10.74
-8.25
-7.7 -7.74
-21.40 -18.92 -19.43
-21.06 -17.58 -16.4
-6.16
-2.81 -3.18
20.94 16.89 12.15
-10.63 -10.23 -11.77
27.38 25.93 26.66
-0.95
3.97
7.27
-1.96
-4.99
3.39
1.44
7.82
-2.07
-6.77
3.35

-18.70 -21.12
-14.12 -16.69
-4.90 -0.70
-7.89 -7.92
-5.02 -4.99
22.67 12.14

June

-22.94
-22.01
2.55
-1.06
2.12
-13.29

Latest signal

BUY
SELL
BUY
BUY
BUY
SELL

*New signals Jun
5 JUL - 11 JUL 2019 INVESTORS CHRONICLE 9

NEWS
PERSONAL CARE, DRUG & GROCERY STORES

Sainsbury suﬀers sales fall
Market conﬁdence in the group’s turnaround strategy remains low’s

TOM DINES

S

ainsbury’s (SBRY) reported a 1.6 per cent
fall in like-for-like sales across all of its
retail areas in the 16 weeks to the end of June
2019. The group has been struggling to inspire
conﬁdence in its strategy since the collapse
of its proposed merger with rival Asda earlier
this year, and has seen its share price fall
below 200p for the ﬁrst time since 1988.
Total retail sales were down 1.2 per cent,
excluding fuel, with grocery down 0.5 per
cent, general merchandise down 3.1 per
cent and clothing sales down 4.5 per cent.
Management said its food performance had
improved relative to peers, while a tough
market and bad weather hurt demand in
general merchandise and clothing. The tough
times look set to last, too.
The group said markets remain highly
competitive and that the consumer outlook
was uncertain. Recent data from research
group Kantar Worldpanel supports this
view. It said that, while supermarket sales
grew 1.4 per cent in the 12 weeks to 16 June
2019, the mid-market players struggled, with
ﬂat sales for Tesco (TSCO) and a drop for
Sainsbury and Asda.
Following the Competition and Markets
Authority’s decision to block the proposed
merger, Sainsbury has resorted to a slightly
updated version of the strategy it ﬁrst
unveiled in 2014, adding commitments to
de-leverage and invest in revamping its
digital capabilities and physical stores.
However, broker Shore Capital raised
concerns that the current level of proﬁtability may be unsustainable. Analyst Dr
Clive Black said: “They need to refocus.
[However,] we’re not conﬁdent that refocus
can oﬀer an improved shopper proposition
at the current level of proﬁtability”.
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Sainsbury’s capital spending has fallen
from £947m a year to just £454m
He added that Sainsbury’s has beneﬁted
from the fact it is favoured by more aﬄuent
shoppers, typically in the south of England,
who are less price-sensitive and tend to be
stickier. “They are losing those customers,
but they’re losing them at a trickle rather
than a ﬂood,” he said.
Maintaining market share requires capital
expenditure (capex), but since the 2015
ﬁnancial year Sainsbury’s core retail capex
has fallen from £947m annually to £454m,
according to the group’s own measures.
• Judging by the market reaction to this
latest announcement, investors remain
unconvinced by Sainsbury’s strategy
for returning to growth. Indeed, it is
difficult to envisage how the group will
maintain or grow its market share while
spending less on developing its proposition. Management will need to demonstrate real progress in order to win back
confidence, and for now that remains
difficult to find. Sell at 197p.

Hurricane hits dud well

Just a month after declaring ﬁrst oil at its
Lancaster ﬁeld, Hurricane Energy (HUR)
has had a setback to its expansion plans
in the North Sea. The explorer and new
producer’s Warwick Deep well has proved
uncommercial after almost 2,000 metres
of drilling, with the company saying the
well “intersected a poorly connected section of the fracture network”. This news
saw the share price fall by as much as
18 per cent on the day of the update.
Warwick Deep is part of Hurricane’s
fractured basement play, which is a ﬁrst
for the UK continental shelf. The exploration work was funded by Spirit Energy
through a farm-in deal from last year, and
now the joint-venture partners will move
on to the Lincoln Crestal well as part of
the $180m (£142m) phase one exploration
programme. Hurricane had put a 935m
barrels of oil equivalent (mboe) best case
prospective resource estimate on the
Warwick ﬁeld overall, with a 77 per cent
chance of discovery. Lincoln Crestal has a
2C contingent resource of 604mboe.
Berenberg analyst Ilkin Karimli said
the Warwick Deep well was supposed
to “prove or disprove a fault between
Warwick and Lincoln” but the company
did not spell this out in the announcement
– investors should expect more details on
11 July, Hurricane’s capital markets day.
Hurricane did well to get to ﬁrst oil at
Lancaster almost a month ahead of its end
of June deadline. However, because of the
Warwick Deep failure, the pressure will be
on to deliver at Lincoln Crestal. The company has previously talked conﬁdently
of tie-backs from the Greater Warwick
Area (GWA) to the Aoka Mizu production
and storage vessel at Lancaster, with up
to 10,000 barrels of oil equivalent per day
(boepd) coming from one of the three GWA
and Lincoln wells, and there is one less
option for this now. Hold.
Alex Hamer

NEWS
FUNDS

Jupiter European Opps may
follow Darwall to new ﬁrm
Jupiter European Opportunities may quit Jupiter to retain manager Alex Darwall

AIM: H’HOLD GOODS & HOME CONSTRUCTION

Challenged Telford
Homes recommends
CBRE bid
EMMA POWELL

LEONORA WALTERS

H

ighly regarded Europe manager Alexander
Darwall is leaving Jupiter Asset Management
to set up his own company – Devon Equity
Management, a small investment management
company, which will be based in London.
It was announced in April that Mr Darwall
would step down as manager of the Jupiter
European (GB00B5STJW84) and Jupiter
European Growth (LU0946223368) funds,
but would continue to be head of strategy,
European growth at Jupiter, and manage Jupiter
European Opportunities Trust (JEO) and his
longstanding segregated institutional mandates.
Jupiter also said that there would be a transition
period of several months, with Mr Darwall continuing to work on the former two funds until
the fourth quarter. The funds’ new manager,
Mark Nichols, joined Jupiter this week, and
European small- and mid-cap manager Mark
Heslop will join Jupiter on 2 September.
A spokesperson for Jupiter said Mr Darwall
has not resigned from that company and expects
“the new team will take over the funds in the
fourth quarter, so we don’t imagine the transition period will be any shorter than expected”.
Mr Darwall is waiting for approval for his
new company from the Financial Conduct
Authority (FCA). Devon Equity Management was
incorporated in April and its other directors are
Luca Emo Capodilista, who helps Mr Darwall
manage Jupiter European Opportunities, and
Richard Pavry, head of investment trusts at
Jupiter. Mr Darwall has agreed with Jupiter that
his company will not launch any Undertakings
for the Collective Investment in Transferable
Securities (Ucits) compliant funds for two years.
Most open-ended funds available to UK private
investors conform to this structure, so Devon
Equity Management may not launch any openended funds for at least two years.
The board of the investment trust Mr Darwall
runs, Jupiter European Opportunities, is considering appointing Devon Equity Management
as the company that manages it, and has
instructed its professional advisers to conduct
due diligence and consult with its shareholders.
The trust’s board is in talks with Jupiter regarding its management arrangements and contract.
Mr Darwall holds around 3.7 per cent of
Jupiter European Opportunities’ shares, worth
about £36m, according to Bloomberg data.
At market close on 1 July, before Mr Darwall’s

plans were announced, Jupiter European
Opportunities’ share price was 873p and it was
on a premium to net asset value (NAV) of 0.2
per cent. At close on 2 July, it had only moved
slightly to 874p and a discount to NAV of 0.1 per
cent. But if the trust’s board does not follow
Mr Darwall to his new company, the trust’s share
price could fall and it could move to a wider
discount, as the trust has made very strong
returns while he has managed it.
But analysts at broker Numis said: “We
would expect [the trust’s board] to stick with
Alexander, who has an exceptional longterm track record, and a strong following
among retail investors and private wealth
managers. Since [he started managing it in]
November 2000, Jupiter European Opportunities
has delivered NAV total returns of 13.2 per cent
a year versus just 4.9 per cent a year for MSCI
Europe ex UK index, through a stockpicking
approach investing in a focused portfolio of
growth companies. Alexander’s departure from
Jupiter should not cause concern for [the trust’s
shareholders], particularly if its board conﬁrms
that the management can transfer smoothly and
that the investment approach will remain the
same. We do not see these announcements as a
reason for the discount to widen materially. As
a result, we would view any material discount
widening as a buying opportunity.”
If Jupiter European Opportunities’ board
decides to appoint Mr Darwall’s new company as manager, for at least the next two
years this trust may be the only way to access
his stockpicking skills. Ryan Hughes, head
of active portfolios at AJ Bell, thinks this may
create strong demand for the trust in the coming
months and this could push up its share price
and move it up to a higher premium to NAV.
But Jupiter European Opportunities often
has a very high annual charge because of a
performance fee. This was triggered in its ﬁnancial year ending in May 2018, and took its basic
ongoing charge of 0.9 per cent up to 2.5 per cent.
There are many other Europe funds with
good performance records and much lower
fees, some of which we highlight in the IC Top
100 Funds. If Jupiter European Opportunities
changes its management company to Devon
Equity Management, a new fee arrangement
will be put in place. If this does not involve a
performance fee and or has a lower base fee, the
trust’s charges could fall.

T

elford Homes (TEF) has recommended a
cash takeover oﬀer from CBRE, which the
board said reﬂected the challenging market and
short-term hit to proﬁtability from its shift to
build-to-rent. The bid values the housebuilder
at £267m, or 350p a share – an 11 per cent
premium to the undisturbed share price and 21
per cent above the three-month average prior to
the oﬀer’s announcement. Shareholders on the
register at the close of business on 7 June will
also be entitled to the 8.5p ﬁnal dividend.
In February the Aim-traded group was
forced to warn that proﬁts for the year to March
2019 would be lower than the previous year due
to a subdued London market and construction
delays. The housebuilder subsequently accelerated its shift towards the build-to-rent sector,
which accounted for 31 per cent of revenue last
year – up from 21 per cent in the prior year –
and 70 per cent of the development pipeline.
The board said it had considered “the
longer-term structural reduction in proﬁt
margins inherent with the move to be more
focused on build-to-rent”. While the build-torent market is less capital-intensive than the
London residential development market, this
would take time to be reﬂected in the group’s
trading performance, management said.
Discussions with investors had also
revealed that Telford would be required to take
longer-term equity stakes in developments and
become more involved in the management
and leasing of rental properties, which could
require additional ﬁnancing.
The oﬀer – which requires 75 per cent of
shareholders to accept – has already received
irrevocable undertakings representing 3.86 per
cent of the group’s share capital.
• The premium oﬀered to investors may
not seem awe-inspiring – in line with forecast book value at the March 2021 year-end,
according to Canaccord Genuity, or 1.05
times book value at the end of March this
year. That is below a sector average multiple
of 1.4, but that reﬂects the portfolio’s still
considerable weighting towards the higherpriced London residential development
market, which has been worst aﬀected by
slowing sales. Given the depressed valuations being applied to housebuilders across
the sector, it seems likely that more takeover activity will follow. Await documents.
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Funding Circle’s loan
growth slumps

One of the few positives for the peer-to-peer lender’s
ﬁnancials – rapid lending growth – looks in question
ALEX NEWMAN

A

s one of the UK’s largest peer-to-peer lending companies, Funding Circle (FCH) aims to ﬁx what it sees as
a “broken system” that separates businesses from growth
capital and investors from decent returns. Unfortunately,
the group’s own short market history has so far deﬁed the
former observation and conﬁrmed the latter.
The group’s shares had fallen to a new low of 112p on
the day, after it used a ﬁrst-half trading update to halve
its full-year revenue growth forecast to 20 per cent. The
business is now worth less than
‘Funding Circle
a third of what it was at its initial
public oﬀering last October, when
is hoping to
it managed to secure £300m in
attract up to
investor capital.
£200m to its UK
The reduction in the top-line
direct lending
forecast is a new source of pain for
backers who have so far swalfund “over the
next few years”, lowed a woeful market debut on
hopes that massive loan growth
and last week
will accelerate the journey to cash
received a £30m generation. The group blamed an
“increasing uncertain economic
commitment
from Merseyside outlook” for a fall in loan demand,
and acknowledged it had tightened
Pension Fund’
lending criteria to higher-risk businesses. The latter move has been
designed to protect net returns for
investors on its platform, but casts further doubt on the
business plan pitched to shareholders less than a year ago.
At the end of June, loans under management stood at
£3.54bn, up 37 per cent in a year, but just 4.8 per cent higher
since March and well short of broker Numis’s mid-year
estimate of £3.8bn. First-half loan originations also grew
14 per cent, but were down 15 per cent quarter on quarter.
Although no guidance was provided on the year-end loan
book, the reduction in forecast revenues means second-half
top-line growth should fall to 12 per cent year on year.
That can only add to the pressure on cash, even if
projected defaults and platform investor returns are
both moving in the right direction. At a group level, the
adjusted loss margin before interest, tax, depreciation
and amortisation is expected to come in at around
25 per cent for the ﬁrst six months of the year, although
Funding Circle expects the full-year adjusted loss
margin to improve to less than 20 per cent.
What this means for Funding Circle’s closed-end
private debt funds is unclear. So far this year, two Finnish
insurers, a Swedish ﬁnancial group and the European
Investment Bank have collectively pumped €190m (£170m)
into various direct lending mandates in continental
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Funding Circle’s shares have fallen to a new low

Funding Circle’s slowing growth
revenue and continued losses
Adjusted Ebitda (£m, rhs)

Revenue growth (6 monthly, lhs)
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Europe. Funding Circle is also hoping to attract up to
£200m to its UK direct lending fund “over the next few
years”, and last week received a £30m commitment from
Merseyside Pension Fund. The fund, which is being marketed to institutional investors, will target an annualised
net return of 5.5 to 6.5 per cent over eight years.
It is easy to see why so many big names bought
into Funding Circle’s growth story at IPO. On the
surface, the group’s platform appears to oﬀer a solution to both ﬁxed-income investors’ hunt for yield
and the high underwriting and regulatory bars that
currently make traditional banking such an unproﬁtable venture. It claims to have made more loans to
small UK businesses in the ﬁrst three months of 2019
than the entire banking system combined. But the
group is learning the hard way that business appetite for credit is not unlimited, particularly if it is to
balance investors’ required returns with credit risk.
That makes a grand plan to automate 50 per cent of
new loans by 2020 either crucial or fanciful, given
the business execution to date. Either way, valuing
this business remains a real challenge, although we
now view Numis’s forecasts for a slight pre-tax proﬁt
in 2021 as optimistic. The shares have more than
halved since we suggested selling them in January
(312p, 10 Jan 2019) and remain a sell at 125p.

ECONOMIC OUTLOOK

Chinese
money hopes

Chris Dillow says monetary growth in China has
accelerated recently. If this continues, it would be
good news for mining stocks and emerging markets

Chinese money stock & commodity prices
45 - M1, percentage year on year (left hand scale)
- GSCI, percentage year on year (right hand scale)
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E

quity investors, and especially those interested in
mining stocks, should watch news in the next few
days from the People’s Bank of China (PBOC), because
this might be mildly encouraging.
What matters here is the annual growth of the M1
money stock. The PBOC could report that this has
increased recently, from a low point of 0.4 per cent in
January to around 4 per cent now. This matters because
this growth is a nice leading indicator of annual changes
in commodity prices. The correlation between M1 growth
and the annual change in the S&P GSCI (formerly the
Goldman Sachs Commodity Index) six months later since
2006 has been a hefty 0.59. That means that Chinese
monetary growth alone can explain over one-third of the
substantial volatility in commodity prices. Accelerations
in M1 growth in 2006, 2009 and 2015, for example, led to
rising commodity prices, and slowdowns in M1 in 2008,
2011 and last year led to falling prices.
Because commodity prices and mining stocks are correlated, this means that accelerations in Chinese M1 augur
well not just for commodities but for mining stocks, too.
There’s a simple reason for this. M1 growth is a lead
indicator of output growth: the correlation between M1
growth and the manufacturing purchasing managers’
index six months later has been 0.5 since 2006.
This is probably for the same reasons that M1 is also a
lead indicator of eurozone output growth. M1 comprises
money that can be easily spent, such as notes and coins
and bank deposits that can be withdrawn at little notice.
When households and companies get ready to spend,
they ﬁrst transfer assets from less liquid forms into M1.
Alternatively, if people see their cash deposits increase for
any reason, they are tempted to spend more. Either way,
rises in M1 lead to rising output. And in the case of China,
this means increased demand for commodities and hence
rising prices of them.
For mining stocks, this is doubly good news. They beneﬁt
not just from rising commodity prices, but from the improved
investor sentiment towards stocks that occurs when the
Chinese economy does better, not least because this boosts
other Asian economies. There is, therefore, a strong correlation (of 0.65 since 2006) between Chinese M1 growth and
annual changes in the FTSE mining sector six months later.
With monetary growth looking like picking up since
January, this might seem like good news for investors not
just in mining stocks but also in emerging markets: the
two assets are hugely correlated.
It is. But there’s a massive caveat here. Monetary
growth is still so weak as to predict falls in both
commodity prices and mining stocks: post-2006 relations
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Source: S&P & St Louis Fed

suggest we need to see M1 growth of over 11 per cent if we
are to expect mining stocks to rise. Nevertheless, the pickup in M1 growth is mildly encouraging. As one notorious
Chinese man said, a long march begins with a single step.

Next week’s economics…

UK gross domestic product (GDP) might have bounced back
a little in May after dropping by 0.5 per cent in April, next
week’s numbers should show. This is because that fall was
due in part to companies no longer building up inventories
in the run-up to what they feared might have been a no-deal
Brexit. Normal growth should have resumed in May.
This does not, however, mean that all is well with the
economy. For one thing, the three-month on three-month
comparison is likely to show that the economy stalled in
the past three months.
Also, the GDP data are likely to show that services
activity has more or less ﬂatlined for the past ﬁve months.
And, thirdly, trade ﬁgures the same day are likely to
show that export volumes have fallen in recent months –
although because imports have fallen by more since the
end of the precautionary stock-building, net trade is likely
to have contributed to GDP growth in the second quarter.
One big reason for this decline will be evident in other
numbers next week. Although oﬃcial eurozone data
should show that industrial production recovered a little
in May after falling in April (in large part because of a
big drop in German output) the numbers will show that
output in the region is likely to have fallen in the second
quarter, and is below the autumn’s levels. This is depressing demand for UK goods.
Things are not all bad, however. Tuesday’s data on job
openings should show that the US economy is still strong,
with job vacancies near a record high and hirings well
exceeding job losses.
We might also get nice news from China. The PBOC
could report that the M1 measure of monetary growth is
accelerating; it should now be growing at an annual rate
of around 4 per cent, compared with just 0.4 per cent in
January. This matters, as such growth has in the past been
a good lead indicator of output growth in the country.
Back in the UK, the RICS’s latest survey of estate agents
could show glimmers of hope for housing investors. It
could show that prices are falling at a slower rate than earlier this year, and that the decline in new buyers’ interest is
levelling oﬀ. Agents do not, however, expect much rebound
in prices. A lack of aﬀordability is still holding prices down.
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A proﬁtable venture
for accelerated
earnings growth

Venture Life is set to deliver a step change
in proﬁtability in the next few years

V

enture Life (VLG:41p), a Bracknell-based company that develops, manufactures and distributes
products for the self-care market, listed its shares
on London’s junior stock market ﬁve years ago
and has been under the radar of investors ever since,
lacking the requisite scale for the operational gearing of the
business to really kick in. However, that has all changed
following two acquisitions in the past few years and an
equity-raising in the summer of 2018 that has transformed
the company’s ﬁnances and provided the board with the
ﬁrepower to make earnings enhancing acquisitions.

Background to acquisitions

Established in 2010, Venture Life is an integrated
UK-based consumer healthcare company that addresses
the needs of the ageing population. This market beneﬁts
from a number of attractive growth drivers, including
shifts in demography, with people living longer, government organisations actively promoting self-care due
to increasing constraints on public sector healthcare
budgets, and lifestyle factors. As a result, consumers are
expected to take more responsibility for treating many
non-critical ailments. This is usually through pharmacies
and supermarkets.
The over 50s comprise a signiﬁcant proportion of this
self-care audience. They generally have much higher
disposable income and own the majority of their ﬁnancial
assets. An increasing awareness of the need for each of
us to take personal responsibility for our own healthcare
is bringing many younger people into this market, too.
Dermatology and oral care are signiﬁcant sectors in this
space, and Venture Life has strong expertise in both.
The product portfolio principally targets the regulated
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Venture Life 2018 revenues
by main therapeutic area
Dentyl (own brand)
UltraDEX (own brand)
Skincare (own brand)
Proctology (own brand)
Other (own brands)
Oral care
Women’s health
Skincare
Proctology
Dermatology
Hair care
Other (customer brands)

9%
18%
4%
3%
1%
36%
4%
9%
1%
6%
3%
6%

Source: Venture Life corporate presentation 18 April 2019

over-the-counter (OTC) segment of the consumer healthcare
market. The OTC market was worth $133bn (£106bn) in
global sales in 2017 and is forecast to grow at 6.5 per cent
a year between 2018 and 2023, according to analysts at
Mordor Intelligence. Venture’s portfolio includes medical
devices, food supplements and dermo-cosmetics, which
address issues associated with ageing such as cognitive
function, sleep disorders, cholesterol, joint and muscle
ache, proctology and health of skin and hair, all of which
are sold in compliance with EU regulations. Other key areas
identiﬁed by the directors for future growth opportunities
include diabetes, obesity, gastroenterology and oral health.
Products are typically sold into pharmacies through
Venture’s growing international network of more than 100
distribution partners in 44 countries worldwide and are
generally protected by intellectual property rights such as
patents and trademarks. Both medical devices and cosmetic
products are manufactured from a facility in Italy by
Biokosmes, a company acquired by Venture at the time of
its public oﬀering in March 2014.
As well as having an extensive library of proprietary
formulations, Biokosmes provides development and
manufacturing capabilities. It also provides Venture with
the platform to leverage its expertise in new product development, brand management and commercialisation. But
Venture needed to scale up its activities signiﬁcantly ﬁrst.
This explains why it moved into the oral healthcare market
three years ago through the acquisition of Periproducts, a
UK-based oral care products company that owns a range
of premium products under the UltraDEX brand, including
mouthwashes, which are alcohol-free, and toothpastes.

UltraDEX-branded products

Incorporating patent protected and licensed intellectual
property, Periproducts’ UltraDEX-branded products, including UltraDEX Recalcifying & Whitening range, are regarded
as being eﬀective at managing bad breath, supported by
clinical data. The brand is well-established in the UK and
enjoys high levels of customer loyalty.
At the time of the acquisition in March 2016, the products were manufactured by third parties and sold primarily

COMMENT
through a number of leading UK retailers with whom
Periproducts had long-standing relationships, including
Boots, Tesco, Sainsbury’s, Waitrose and Amazon. Sales
through Boots accounted for 45 per cent of Periproducts’
turnover prior to acquisition and over 95 per cent of sales
were made in the UK, with the balance originating from
eight other EU territories. However, Periproducts was barely
proﬁtable, turning in annual operating proﬁts of £200,000
on revenue of £2.8m prior to its acquisition by Venture, thus
oﬀering the opportunity for Venture to boost proﬁts.
The company achieved this by revitalising UltraDEX’s
UK marketing strategy; extending the UK retail distribution into more stores; leveraging relationships with its
key overseas distribution partners to internationalise
Periproducts’ brand and achieve meaningful commercial
roll-out in Europe (the brand is now represented in 20
countries, including four of the ﬁve largest EU countries,
with nine new partners signed up in new markets in
2018); bringing functions such as product development,
regulatory compliance and quality assurance in-house;
developing new oral care products to complement
Periproducts’ existing range; and identifying additional
product cross-selling opportunities across both Venture’s
and Periproducts’ respective customer bases.
Venture’s management has been successful, increasing UltraDEX’s revenues by a quarter to more than £3.3m
in both 2017 and 2018 to generate trading proﬁt of £1.1m
from the brand, a fourfold increase since acquisition in
March 2016. That performance more than justiﬁes the
£5.6m cash consideration Venture paid for the business.
The performance of UltraDEX was the key driver in
Venture reporting a maiden pre-tax proﬁt of £63,000 in
2017 on revenues up 12 per cent to £16m, and reversing
the hefty losses made in prior ﬁnancial years. The major
issue being that £518,000 of Venture’s operating proﬁt in
2017 was used to service interest payments on gross borrowings of £11.4m, which included £3.7m of convertible
loan notes and £0.4m of vendor loan notes – a hefty sum
in relation to shareholders funds of £10.9m. Venture’s
balance sheet clearly needed an injection of equity to free
the company from its ﬁnancial constraints, and to enable
management to scale up the business by targeting similar
bolt-on acquisitions. And that’s why last summer’s placing at 40p a share, which raised net proceeds of £17.5m
after expenses, has transformed Venture’s prospects.

Funded for accelerated proﬁt growth

The equity-raising more than doubled Venture’s issued
share capital and enabled the company to pay oﬀ the
expensive convertible bonds and loan notes and slash
annual interest costs by £280,000. Venture also used
£4.2m of the placing proceeds to acquire mouthwash and
mints business Dentyl. This still left the directors with
gross cash of £9.6m and net funds of £5.8m (after taking
into account £3.8m of low-cost debt facilities) at the end
of 2018 to target further earnings-enhancing acquisitions.
Speciﬁcally, the company is targeting the acquisition of
unloved and undercommercialised brands that it can grow
internationally using its operating leverage and distribution
channels to deliver incremental proﬁt growth in addition
to organic growth from its existing businesses. Vendors are
predominantly larger companies that are often rationalising

Venture Life (VLG)
Ord Price: 41p Market Value: £34.3m
Touch: 40-41p 12-Month High: 55p Low: 36.75p
Dividend Yield: nil PE Ratio: 13
Net Asset Value: 38p* Net Cash: £5.8m
*Includes intangibles assets of £20.5m, or 24p a share

Year to
31-Dec

2014
2015
2016
2017
2018
2019**
2020**
% change

Revenue
(£m)

Pre-tax
proﬁt (£m)

Earnings
per share (p)

Dividend
per share (p)

7.2
9.1
14.3
16.1
18.8
21.9
23.7
8

-1.54
-1.63
-1.1
0.06
0.71
2.4
3.17
32

-6.01
-5.12
-3.76
-1
0.42
2.27
3.12
37

nil
nil
nil
nil
nil
nil
nil
–

‘The over-thecounter market
was worth
£106bn in global
sales in 2017
and is forecast
to grow at
6.5 per cent
per year between
2018 and 2023’

**Cenkos Securities forecasts. Pre-tax proﬁts and EPS stated after exceptional items and
goodwill amortisation
Normal market size: 3,000
Source: Venture Life annual report, London Stock Exchange

their brand portfolios to focus on bigger assets, so are
oﬄoading sub-scale non-core brands as a result.
The strategy is to acquire these proﬁtable, cash-generative brands, integrate them into Venture’s operating
structure, and then grow brand revenue through rapid
geographic expansion and new product development.
Venture’s management team is already enjoying early
success at reinvigorating Dentyl’s sales.

Earnings-accretive strategic acquisition

Dentyl Dual Action is a prominent brand in the UK mouthwash market. The formulation consists of an aqueous
phase, which contains an anti-bacterial agent, and an oil
phase, which contains mint oil. It is activated by shaking,
with the two phases interacting to create an electrostatic
charge, which removes bacteria, and it is packaged in a
distinctive triangular bottle. Dentyl’s BB Mints product is a
sugar-free breath-freshening capsule.
Prior to Venture’s acquisition, Dentyl derived 95
per cent of its revenues from the UK where it has been
sold for over 20 years, with its top ﬁve customers by
sales being Tesco, Morrisons, Sainsbury’s, Asda and
Wilkinsons. South Africa was the largest overseas
market, representing less than 3 per cent of Dentyl’s
revenues, and the only other signiﬁcant international
distribution partner was in China.
However, Dentyl’s sales had been in decline, partly
because the business was not a core holding of the
vendor, but also due to underinvestment. This oﬀered
Venture the opportunity to expand Dentyl’s UK listings
and internationalise the brand by partnering in overseas
markets using Venture’s network of marketing partners;
improve marketing and product innovation; bolster sales
through cross-selling across the complementary retailer
channel of both UltraDEX and Dentyl which target diﬀerent markets; and make cost savings.
In the ﬁrst ﬁve months under Venture’s ownership,
Dentyl contributed £1.6m of revenues, split 50:50 between
the UK and international markets. On a pro-forma basis,
revenues for the brand increased by a third to £3.9m
in 2018, more than justifying the acquisition price of
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Venture Life brands division
moves into sustainable proﬁt

Venture Life’s top 10 manufacturing
customers by revenue

Year

Revenue

Operating proﬁt
pre-central overheads

Operating
proﬁt margin

2014
2015
2016
2017
2018

£0.67m
£1.07m
£3.76m
£4.50m
£6.63m

-£0.60m
-£0.83m
-£0.14m
£0.26m
£0.40m

-89.6%
-77.4%
-3.7%
5.7%
6.1%

Source: Venture Life annual report.

3.5 times Dentyl’s 2017 pre-tax proﬁt of £1.17m. The
improved sales contribution from Dentyl meant that
Venture’s revenues from its branded products increased by
almost half to £6.6m in 2018, and led to a 17 per cent rise
in the company’s total revenues to £18.8m, the balance
of sales being generated by its manufacturing activities
where it works on behalf of third parties from Biokosmes’
facility in Italy. The contribution from Dentyl last year also
meant that Venture posted a maiden full-year post-tax
proﬁt of £0.4m, a signiﬁcant milestone in its move towards
sustainable proﬁtability and cash generation.
Boosting sales at both UltraDEX and Dentyl, and
targeting similar bolt-on acquisitions will play a part in
delivering the step change in Venture’s proﬁts this year
and next, but there is decent organic growth and useful
contributions coming through from other products in its
branded portfolio, too. These products include Venture’s
Lubatti skincare range, which is distributed in 2,000 Gialen
stores in China; Myco Clear, a solution to treat and prevent
nail fungal infections and a cleanser for the hands and feet
to guard against further infections; Procto-eze, a cleanser
and a cream to relieve the discomfort of haemorrhoids; and
Bioscalin, a treatment to help control hair loss, promote
new hair growth and enhance the overall condition of hair.
In aggregate, Venture’s smaller brands contributed
£0.9m, up from £0.5m in 2017, of the company’s annual
revenues of £18.8m in 2018.

A scalable manufacturing operation

Employing 62 staﬀ, Venture’s manufacturing facility in
Lecco, Italy covers 5,500 sq metres of space and has capacity
to produce 27m units a year across 10 ﬁlling and packaging
lines. It’s a key diﬀerentiating factor for the company versus
peers as it enables Venture to develop and make both its
own branded goods and those for third-party customers.
Goods are shipped to more than 40 countries worldwide.
The plant has generated 25 per cent revenue growth
since 2015, and last year produced 23m units, up from
21m in 2017. It’s scalable as the directors believe that with
additional annual capital expenditure equating to only 2
per cent of manufacturing revenue per year for the next
three years, capacity can be increased to 40m units per
year. The point being that Venture can boost its output
markedly for a modest capital investment.
Bearing this in mind one of Venture’s largest customers,
Alliance Pharma (APH:73p), has extended its manufacturing contract with the company for a further seven years
to 2026, and with a run-oﬀ period of three years thereafter
if it is not further extended. Alliance is an international
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Customers
Activity
Alliance Pharma
Aim-listed international pharma company
SunstarSA
Operates mainly in oral care and health & beauty
GiulianiSPA
Italian pharmaceutical company
PolichemSA
Swiss pharmaceutical company in dermatology, dermo-cosmetics, and gynaecology
Helsinn Healthcare SA Swiss pharmaceutical group focused on building quality cancer care products
BMG Pharma SRL
Italian pharmaceutical company
Menarini
Italian pharmaceutical company
FarmakaSRL
Independent R&D and licensing healthcare company
APRSA
Swiss pharmaceutical company focused on innovative patient centrichealthcare
products
ESISPA
Specialises in creating herbal products, nutraceuticals, dietary and nutritional supplements
Source: Venture Life

pharmaceutical company specialising in the acquisition and
licensing of healthcare products. It sells its products in more
than 100 countries worldwide via direct sales, joint ventures
and a wide network of distributors. The company has a
strong track record of acquiring the rights to established
niche products and owns or licenses the rights to 90 pharmaceutical and consumer healthcare products.
Venture manufactures a number of products for
Alliance and the contract extension incorporates the
manufacture of new products under Alliance’s Atopiclair
brand (a steroid-free cream for the treatment of mild to
moderate atopic dermatitis), to generate additional annual
revenues of at least €1.6m (£1.4m) from 2019 onwards.
Another key partner, Menarini Group, launched its
Relife range of products in Italy in 2018, which includes 21
products developed and manufactured at the Biokosmes
facility. The launch has gone well and contributed to
revenue growth in 2018.
Venture’s management is in discussions with a
number of its other customers to generate further meaningful revenue streams for its manufacturing business.
The company has also taken on a signiﬁcant amount of
work for customers in order to adapt and modify products
as a result of the changes to European medical device
regulations that become eﬀective in May 2020.
The point being that with Venture’s central administration costs relatively stable, and with spare capacity to be
utilised at the Biokosmes facility, then based on a gross
margin of say 30 per cent for new contract work taken on, a
high percentage of incremental margin earned is converted
into operating proﬁt given the operational gearing of the
business. Pre-central overheads, the manufacturing business reported an operating margin of 19 per cent in 2018, up
from 15 per cent in 2018, so the upwards move in margins
seen in recent years looks set to continue. This is good news
for Venture’s proﬁts this year, and beyond. Indeed, the

‘Venture’s
management are
in discussions
with a number of
its other customers to generate
further meaningful revenue
streams for its
manufacturing
business’

Venture Life manufacturing division adds scale
Year
2014
2015
2016
2017
2018

Revenue
£6.5m
£8.0m
£10.5m
£11.6m
£12.1m

Source: Venture Life annual report.

Operating proﬁt pre-central overheads
£1.00m
£1.09m
£1.66m
£1.75m
£2.33m

Operating proﬁt margin
15.4%
13.6%
15.8%
15.2%
19.2%
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extra work for Alliance Pharma could add almost £400,000
to Venture’s trading proﬁt in 2019.

Venture’s operating leverage about to kick in

The contributions from the UltraDEX and Dentyl acquisitions, and the additional margin being earned from
the manufacturing operation, should lead to another
milestone in Venture’s proﬁtability this year and next.
In fact, house broker Cenkos Securities expects
Venture’s underlying operating proﬁt, which doubled
from £581,000 to £1.22m in 2018, to double again to £2.4m
in 2019 based on a £3.1m rise in revenues to £21.9m.
Moreover, with a higher proportion of branded goods
being sold (these enjoy gross margins of between 40
and 50 per cent), Venture’s operating margin is getting a
double boost from the combination of rising sales and the
higher level of proﬁtability on incremental sales.
This explains why analysts believe that an extra £1.8m
of revenue generated in the 2020 ﬁnancial year could produce incremental operating proﬁt of £750,000 and result
in operating margins doubling between 2018 and 2020 to
produce operating proﬁt of £3.17m in 2020, up from £1.22m
in 2018. Rising sales, rising margins and an increasing
amount of recurring revenue are not the only positives.

Corporate activity set to
accentuate pre-tax proﬁt surge

With Venture’s balance sheet de-geared, shareholders are
set to beneﬁt from the company’s improving cash generation and a step change in proﬁtability rather than funding
hefty interest payments to debt holders. Indeed, the
ﬁnance charge of £518,000 in 2017 was slashed to £341,000
in 2018, and could be as little as £50,000 this year.
It makes sense for Venture to still tap its Italian debt
facilities as it is borrowing at interest rates of 1 per cent
or less. The upshot being that although the company
had gross cash of £9.6m and net funds of £5.8m at the
end of 2018, it actually has around £8m of free cash plus
untapped debt facilities to make further acquisitions.
That’s important because assuming Venture deploys the
£8m free cash to purchase a business on 1.5 times annual
sales, a multiple in line with what it paid for Dentyl,
and the acquisition makes a gross margin in line with
Venture’s own gross margin of 39 per cent, then this could
add upwards of £1m to Venture’s operating proﬁt.
In other words, potential for corporate activity oﬀers
upside to Cenkos’ current pre-tax proﬁt forecasts that
point towards Venture delivering pre-tax proﬁt of £2.4m
this year and £3.17m in 2020. The respective earnings per
share (EPS) estimates are 2.27p and 3.12p. Indeed, there
could be scope for 30 per cent EPS upgrades to next year’s
numbers if Venture ﬁnds the right target. The directors are
actively looking out for the right deal.
Moreover, Venture has £9.27m of accumulated UK tax
losses to oﬀset against the UK corporation tax charge, so
UK shareholders rather than Her Majesty’s Revenue and
Customs (HMRC) will be the main beneﬁciary. The Italian
manufacturing business is still subject to that country’s
corporate tax rate, but the major point is that by recycling
around £8m of cash into the right acquisition then
Venture could earn £1m a year of additional operating
proﬁt, the vast majority of which could be tax-free. My

Venture Life’s improving cash generation
£m

2.5

Operating cash flow pre-working capital movements
Net cash generated from operating activities

2.0
1.5
1.0
0.5
0.0
-0.5
-1.0
-1.5
-2.0
-2.5

2014

2015

2016

2017

2018

Source: Venture Life annual report

Venture Life’s Italian loan positions
Lender

BNL
Unicredit
Intesa
RIBA

Loan

€0.3m
€0.8m
€2.0m
€1.4m

Planned full
repayment date

Finance
terms

30/09/2020
31/05/2023
30/11/2024
On demand

1% plus 3 month Euribor
1.05% plus 6 month Euribor
0.9% plus 6 month Euribor
below 1% (HSBC invoice facility
and Ricevuta Bancaria facility )

Source: Venture Life 2018 annual accounts; Venture Life corporate presentation

models suggest that Cenkos’ 2020 EPS estimate of 3.12p
for 2020 could be upgraded by 39 per cent to 4.3p in this
scenario, the caveat being that Venture needs to ﬁnd the
right deal(s) in the ﬁrst place.

Management has skin in the game

Importantly, the directors have signiﬁcant shareholdings
and are incentivised by share options too. Chief executive
Jerry Randall holds 3.9m shares (4.7 per cent of the issued
share capital); Gianluca Braguti, chief manufacturing oﬃcer
and founder of Biokosmes, owns just over 7m shares (8.1 per
cent); and chief commercial oﬃcer Sharon Daly owns 1.67m
shares (2 per cent). Mr Randall and Ms Daly both have share
options over 1.35m shares at exercise prices of between 41p
and 45p which expire in August 2022 and November 2023.
Importantly, there are some shrewd fund managers on
the shareholder register, including Gresham House Asset
Management, Livingbridge VC LLP, Ennismore and River
& Mercantile. Admittedly, almost 80 per cent of the share
capital is held by the top 12 shareholders, but it’s still
possible to buy and sell the shares in bargain sizes up of
25,000 shares, so liquidity is not really an issue.

Stock clearance
end 15 July.
Simon’s latest
book Successful
Stock Picking
Strategies and his
previous book Stock
Picking for Proﬁt
can be purchased
online at www.
ypdbooks.com, or by
telephoning 01904
431 213 to place an
order. Subject to
stock availability,
each book can be
purchased at the
promotional price of
£9.95 per book plus
£2.95 postage and
packaging, or both
books can be
purchased for £19.90
plus postage and
packaging of only
£3.75. The books are
being sold through
no other source and
are normally priced
at £16.95 per book
plus postage and
packaging. A detailed outline of the
content of each book
can be viewed on the
YPDBooks website.

Signiﬁcant rerating potential

No matter which way I look at it Venture’s shares are
underrated. This is a business that could be making
operating proﬁt of £4.2m in 2020 if the surplus cash is
deployed on an appropriate acquisition, and still have an
unencumbered balance sheet. Venture’s market capitalisation of £34m fails to reﬂect this step change in proﬁtability.
So, having ﬁrst suggested buying the shares in my May
Alpha Report, and rated on a modest cash-adjusted price/
earnings (PE) ratio of 11 for the 2020 ﬁnancial year after
taking into account Venture’s net funds of £5.8m (7p a
share), I feel the shares rate a compelling buy.
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How to spread risk

Investors can spread risk not simply
by diversifying across assets, but by
diversifying across time too

H

ow can we protect ourselves from the danger
of falling stock markets? The standard way
is to diversify among assets, to hold cash or
bonds as well as shares. But we can also use
another form of diversiﬁcation – time diversiﬁcation.
Its power rests upon an important tendency – for
prices to recover, often strongly, after falling, with the
result that falls provide great buying opportunities.
For example, if you’d bought the All-Share index in
December 1999 (the peak of the tech bubble) you would
have made a total return after inﬂation of just 1.8 per cent
a year since then. But if you had bought at the low point
of the tech crash in March 2003 you would have made 6.1
per cent per year. Similarly, if you had bought at the precrisis peak in October 2007 you would have made 2.4 per
cent a year since then, but you’d have made 8.3 per cent
if you’d bought at the low point in February 2009.
This means that some of us can diversify across time
as well as across space. Just as good returns on one asset
might oﬀset losses on another, so good returns in one
period can oﬀset losses in another.
This does not happen simply because stock markets
overreact to bad news. It can do so even if markets are
wholly rational. If investors become more risk averse,
prices fall so that expected returns rise to compensate us
for the market’s additional perceived riskiness. We’ll then
see prices rise after a fall even if investors are rational.
Plus, of course, big falls in prices cause policy responses
to support the market, such as cuts in interest rates, bank
bailouts or quantitative easing.
Whatever the reason, the fact is the same: market falls
lead to rises and so time diversiﬁcation works.
You might object that this is a counsel of perfection.
We only know in hindsight when the market is at its
cheapest. And when prices are low we are often too
nervous to buy; in fact it is such nervousness that causes
prices to be low.
We have two possible solutions here. One is to focus
on the dividend yield. My chart above shows why. It plots
the dividend yield against the total annualised real return
on the All-Share index since that date. So, for example,
the dividend yield in December 2000 was 2.2 per cent and
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Dividend yield predicts returns
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returns since then have been 2.4 per cent a year: my chart
stops in 2016 because the yield is less good at predicting
shorter-term returns. It’s clear that high yields predict high
returns and low yields low returns.
A second solution is to use the 10-month moving
average rule. It says that we should buy when prices are
above their 10-month (or 200-day) average and sell when
they are below it.
Imagine you’d applied this rule during the tech
crash. Every £1,000 you’d had in the All-Share index
in December 1999 would have been worth less than
£540 in real terms in January 2003, and you wouldn’t
have recouped your £1,000 until
‘Just as good
December 2006. If, however, you
returns on one
had put £500 into the market in
March 2002, when the 10-month
asset might
rule told you to buy, it would have
offset losses
grown to £632 by December 2006,
on another, so
a real return of over 26 per cent.
good returns in
Similarly, if you’d followed the
rule during the 2007-09 crisis and
one period can
put £500 into equities in May 2009
offset losses
it would have made £232 by March
in another’
2013 – the time when total real
returns returned to their pre-crisis
peak. High returns during the
post-crisis recovery thus mitigated the crisis losses.
Time diversiﬁcation, therefore, works. To apply it
reasonably successfully, however, requires three things,
not one of which is intelligence.
One is the discipline to apply these rules, to buy when
you don’t feel like doing so.
A second one is time. It takes years of good returns to
oﬀset the 30-40 per cent losses we can suﬀer in bear markets – although of course these losses can themselves be
mitigated by applying the 10-month rule when shares fall.
Thirdly, we need cash. If you are retired or not saving
you can only implement time diversiﬁcation by having a
large cash holding in the ﬁrst place.
If you are working and saving, however, things are
easier. You can implement time diversiﬁcation with your
new savings. Regular direct debit payments into funds in
fact do exactly this.
It’s in this sense that stock markets are safer investments for workers (and especially younger ones) than for
retired people, especially older ones.
Or are they? History tells us that time diversiﬁcation
works because shares have bounced back after every bear
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market. But there’s no guarantee history will repeat itself.
The danger here is not so much of Japan-style lost
decades: the Nikkei 225 is even now far below 1989’s
peak. For one thing, the UK market is nothing like as
overvalued as Japan’s was then; in fact, dividend yields
suggest it is cheap. And for another, even the Japanese
market has enjoyed some huge rallies over the past 30
years, which time diversiﬁers using the 10-month rule
could have proﬁted from.
Instead, the danger is of a near-permanent fall.
US academics Will Goetzmann and Philippe Jorion have
shown that of the 25 national stock markets that existed
in the 1920s, 11 suﬀered a catastrophic failure because of
war, revolution or hyperinﬂation. Of course, the chances
of that happening here are minuscule. But it is this tiny
chance that really matters. Anything else is manageable
with time, discipline and cash.

Shaped by history
We all like to think that we are rational investors choosing our assets based upon our best judgments about
future market conditions. New research, however, suggests that this opinion is too ﬂattering because in fact our
judgments are coloured by distant events.
A new paper by the NBER’s Erin McGuire shows this.
She has found that economic conditions during our
formative years “have a substantial impact on investment in adulthood”. People who lived in more aﬄuent
US states as teenagers, she shows, are signiﬁcantly more
likely to own shares even decades later.
This is true controlling for people’s current income,
so it is not simply the case that people who grew up in rich
areas own more shares because they are rich themselves.
It’s also true controlling for both the year and state of birth.
People who, say, saw the Great Depression of the 1930s in
Oklahoma owned fewer shares than others later in life, but
this isn’t because Oklahomans are more cautious than others,
nor because people born around 1919 are more nervous.
Instead, what this shows is that our formative years
can scar us for life. If we experience a recession when
we are impressionable we remain risk-averse many
years later. Your correspondent conforms to this pattern: he saw soaring unemployment in an industrial city
in his teens, and today has a higher cash weighting than
most investors.
This corroborates other evidence. Ulrike Malmendier and
Stefan Nagel, two California-based economists, have shown
that investors who experienced the Great Depression went
on to own fewer shares later in life, while those who experienced inﬂation in the 1970s in their formative years went on
to hold fewer bonds. Professor Malmendier has also shown
that people who saw the Great Depression and grew up to
become chief executives ran their companies with less debt
than younger bosses did.
In the same spirit a study of Swedish investors by the
University of Miami’s Henrik Cronqvist and colleagues
has found that people who grow up in poor homes, or
who join the labour market in a recession, go on to buy
more value stocks and fewer growth stocks than others.
This suggests that hard times in our youth make us more
pessimistic about growth when we are older.

The late Hyman Minsky had a similar idea, one
that operates over a shorter time span. Long periods of
stability, he said, generate crises because they cause
banks and investors to take on more risk as they forget
the previous crisis. And once the crisis hits, they become
more cautious again.
It’s not just attitudes to investment risk that are
shaped by our memories of hard times, though. Andrew
Newell at the University of Sussex has said that one
reason why wage inﬂation was so low in the 1950s
despite full employment was that workers’ memories
of the mass unemployment of the 1930s cowed them
into accepting low wages. As those with memories of
the 1930s retired in the 1960s and
‘To some extent 1970s to be replaced by men who
our early lives
had known only good times, so
inﬂuence not our wage militancy increased.
From one perspective, all this
judgment but
seems odd. Economic history
our tastes, by
is the same for all of us and so
making us more should have the same inﬂuence
upon our decisions. The Great
or less riskDepression of the 1930s warns
averse’
us that shares are risky even for
long-term investors: the S&P 500
did not return to its 1929 peak in real terms until 1958, an
entire investing lifetime later. This fact should inﬂuence
our asset allocation. But why should it do so more for
some than others?
The answer lies in a point made by the great 18th
century Scottish philosopher David Hume. He distinguished between impressions, which are formed by direct
experience, and ideas which are formed by what we’ve
read or heard. And, he said, “the most lively thought
is still inferior to the dullest sensation”. So experience
inﬂuences us more than book learning. As another
Enlightenment thinker, Friedrich Engels, said, “an ounce
of action is worth a ton of theory”.
This explains why those of us in our 50s and 60s still
struggle to come to terms with ultra-low interest rates
and why some of our generation have been perpetually surprised by the failure of the ‘bond bubble’ to
burst. Growing up in times of double-digit inﬂation and
interest rates coloured our ideas about what are normal
economic conditions, and these attitudes are not easily
shaken by even the best economic theories explaining
low and negative yields.
This is not to say that our formative years necessarily make us irrational. To some extent our early lives
inﬂuence not our judgment but our tastes, by making us
more or less risk-averse. And these tastes are no more
rational or irrational than is a preference for jazz rather
than classical music.
It does, however, mean one thing. We are not autonomous individuals making cold judgments in light of
current facts, but we are instead creations of history. We
should at least be aware of this fact.
MORE ONLINE
E-mail chris.dillow@ft.com. See more articles by Chris at:
www.investorschronicle.co.uk/comment/chris-dillow
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PHIL OAKLEY

Smith & Nephew 5-year share price

Our regular columnist on company and investment analysis

Smith & Nephew:
Hunter or the hunted?
Smith & Nephew has been a serial
underperformer, but looks to be getting
back on track. The shares could still have
further upside potential
‘Smith & Nephew
is exposed to
attractive
markets,
underpinned by
trends such as
ageing populations, which will
need more joint
replacements,
and the
growing wealth
of emerging
Asian economies’

A

t ﬁrst glance, Smith & Nephew (SN.) is the
type of business you’d be interested in owning a
slice of. It makes things that solve problems and
improve people’s lives that not too many other
companies do. It is also very proﬁtable. After a period of
struggling to move forward, a new chief executive looks
like he is moving the company in the right direction again.
He has a reputation of being a dealmaker, which begs the
question as to whether he will turn the company into a
healthcare giant or end up selling it to someone else.

The business

Smith & Nephew is a global healthcare business specialising in making medical devices. Its business is concentrated on three main market areas:
■ Orthopaedics – the biggest source of revenue. The company makes hip and knee replacement products, along with
products to treat arthritis and traumas such as reconnecting
bone deformities by screwing them back together.
■ Sports medicine. Products here are used to repair soft
tissue injuries as well as degenerative conditions of the
shoulders, knees and hips.
■ Advanced wound management. The focus is on
treating wounds and protecting them from problems such
as inﬂammation, infection and poor healing. Products
include silver and iodine dressings, moisture absorption treatments, skincare gels and skin ulcer and burn
treatments. The company is a leader in negative pressure
wound therapy, which is an alternative to traditional
wound dressings that speeds up recovery and lowers
healthcare costs.
The split of the company’s revenue is shown in the pie
chart, right.
The company is undoubtedly exposed to attractive
markets, underpinned by trends such as ageing populations, which will need more joint replacements, and the
growing wealth of emerging Asian economies, which can
increasingly aﬀord better healthcare treatments.
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However, aﬀordability works both ways. In developed western markets, government and insurancefunded healthcare systems are under pressure to save
money. To succeed, companies such as Smith & Nephew
have to make products that not only solve problems, but
also save costs as well.
Arguably one of the most attractive characteristics of
Smith & Nephew’s business from an investor’s point of
view is that there are substantial barriers to entry, which
limit competition. Regulation is high, with products
having to be both safe and eﬀective. Without authorisation from government healthcare agencies, you do not
have a money-making product.
There is also signiﬁcant pressure to innovate and
develop new products. This leads to substantial research
and development costs, which are diﬃcult to support for
small businesses. Last year, Smith & Nephew invested
$246m (£193m) in research and development – equivalent
to 5 per cent of revenues.
Despite attractive market fundamentals, Smith &

Smith & Nephew revenue 2018
20.74% Knee implants
15.09% Advanced wound care
14.21% Sports medicine & joint repair

12.50%
12.23%
10.05%
6.53%
4.38%
4.26%

Hip implants
Arthroscopic enabling technologies
Trauma & extremities
Advanced wound bioactives
Advanced wound devices
Other surgical business

Source: Annual Report/Investors Chronicle
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Nephew has a very patchy record of revenue growth in
recent years. Between 2014 and 2018, revenue growth
has averaged a lacklustre 2.9 per cent a year. There have
been pockets of success from the sports medicine and
advanced wound management divisions, but in its core
implants business, it’s hard not to think that you are looking at a fairly uninspiring, low-growth business.
As well as growth, the other key concern regarding
Smith & Nephew is that, with the exception of sports
medicine, it is not big enough – it doesn’t have a big
enough slice of the markets it is competing in.
This is where the inﬂuence of newish chief executive
Namal Nawana is likely to be signiﬁcant in the coming
years. He came from US diagnostics company Alere and
had a reputation for splashing the cash before selling
the business in 2016. He looks set to do the same thing
with Smith & Nephew.
This year, the company has been busy buying up
companies specialising in meniscal repair, pressure
injuries, joint reconstruction and optical tracking
cameras. Its biggest deal has been the $660m purchase
of Osiris, which makes products that repair skin, bone
and cartilage. The company was also linked with a
potential $3bn-plus acquisition of Nasdaq-listed spinal
specialist Nuvasive.
The chief executive has been very open about the
fact that Smith & Nephew hasn’t done enough buying in
recent years and that its balance sheet is relatively lightly
geared – net debt was just 1.0 times operating cash ﬂow
last year – and can support much more debt, especially if
it comes with a quality and growing income stream.
This brings with it the risks of overpaying in the pursuit of getting bigger. The real test of the chief executive
and his team will be in getting levels of organic growth to
increase. The internal culture of the company has been
shaken up, with lots of extra resources channelled into
business development.
The initial results are quite encouraging. The ﬁrst
quarter of 2019 saw underlying revenue growth of
4.4 per cent, with the company comfortable enough to
state that it should be capable of delivering growth of
around 3.5 per cent for the year as a whole with some
operating margin improvements on top.
This is okay, but is by no means anything to get
excited about, in my opinion, but a little bit more
acceleration in the growth rate at a margin of 23 per cent
deﬁnitely gives fuel to the bulls of the shares who think
that Smith & Nephew’s valuation might be on the cheap
side relative to its peers.

Financial performance

Even with sluggish revenue growth, Smith & Nephew has
maintained high levels of proﬁtability as evidenced by its
proﬁt margins and return on capital employed (ROCE).
But another job for Mr Nawana and his ﬁnance
director might want to turn their attention to – as well
as buying companies – is improving the company’s cash
generation, which doesn’t look great to me. The conversion of operating proﬁts into operating cash ﬂow could
be better – it’s not disastrous, but the business does
consume a signiﬁcant amount of working capital.
Stock levels as a percentage of sales are high and have

Smith & Nephew revenue trends 2014-18
$m
2014 2015 2016 2017 2018 2018 growth rate CAGR 2014-18
Sports medicine & joint repair
522 548 587 627 697
11.2%
7.5%
Arthroscopic enabling technologies 596 631 631 615 600
-2.4%
0.2%
Trauma & extremities
506 497 475 495 493
-0.4%
-0.6%
Other surgical business
147 205 214 189 209
10.6%
9.2%
Knee implants
873 883 932 984 1017
3.4%
3.9%
Hip implants
654 604 597 599 613
2.3%
-1.6%
Advanced wound care
805 755 719 720 740
2.8%
-2.1%
Advanced wound bioactives
322 344 342 342 320
-6.4%
-0.2%
Advanced wound devices
192 167 172 194 215
10.8%
2.9%
Total
4,617 4,634 4,669 4,765 4,904
2.9%
1.5%
Source: Annual reports

Market size

Source: Annual report

Smith & Nephew ﬁnancial performance
S&N $m
Revenue

2014
4617
Operating proﬁt
1055
Post-tax proﬁt
743
Capital employed
6183
Capex
375
Operating cash ﬂow 961
Free cash ﬂow (FCF) 308
Net debt
1613

2015
4634
1099
761
5869
358
1203
672
1361

Ratios:
Operating margin 22.9%
ROCE
17.1%
Op cash conversion 91.1%
FCF conversion
41.5%
Capex ratio
8.1%
FCF margin
6.7%
Net debt/Op cash ﬂow 1.7

23.7%
18.7%
109.5%
88.3%
7.7%
14.5%
1.1

2016
4669
1020
735
6082
392
1035
457
1550

2017
4765
1048
826
6547
376
1273
714
1281

2018
4904
1123
881
6758
347
1108
586
1104

21.8% 22.0%
16.8% 16.0%
101.5% 121.5%
62.2% 86.4%
8.4%
7.9%
9.8% 15.0%
1.5
1.0

22.9%
16.6%
98.7%
66.5%
7.1%
11.9%
1.0

‘The chief
executive has
been very open
about the fact
that Smith &
Nephew hasn’t
done enough
buying in
recent years’

Source: Annual reports/Investors Chronicle
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Smith & Nephew stock & WIP of turnover

The Smith & Nephew
Birmingham hip
resurfacing system

Smith & Nephew trade debtors

been going higher, which is not something you want to
see. Receivables are also on a rising trend.
The company explains the stock build as a result of
new products and sales growth, whereas receivables are
explained by collection timing periods. A look at Stryker,
a competitor, suggests that cash conversion and working
capital may be an industry issue and can cause substantial volatility in free cash ﬂows.
Both Stryker and Smith & Nephew have produced
free cash ﬂow margins of 15 per cent during the past two

Stryker ﬁnancial performance
Stryker $m
Revenue
Operating proﬁt
Post-tax proﬁt
Capital employed
Capex
Operating cash ﬂow
Free cash ﬂow (FCF)
Net debt

2014
9,675
1,255
515
13,545
233
2,321
1,549
-1,048

Ratios:
Operating margin
13.0%
ROCE
9.3%
Op cash conversion
184.9%
FCF conversion
300.8%
Capex ratio
2.4%
FCF margin
16.0%
Net debt/Op. cash ﬂow
-0.5

2015
2016
2017
2018
9,946 11,325 12,444 13,601
1,872 2,175 2,297 2,537
1,439 1,647 1,020 3,553
13,489 17,515 19,344 23,795
270
490
598
572
1,497 2,948 2,102 3,397
629 1,322
961 2,038
-81 3,530 4,429 6,160

18.8% 19.2%
13.9% 12.4%
80.0% 135.5%
43.7% 80.3%
2.7%
4.3%
6.3% 11.7%
-0.1
1.2

Source: Annual reports/Investors Chronicle
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18.5% 18.7%
11.9% 10.7%
91.5% 133.9%
94.2% 57.4%
4.8%
4.2%
7.7% 15.0%
2.1
1.8

years. If Smith & Nephew could do that consistently then
I think that would be a very positive development. To
do so, it would have to change the internal workings of
its business. Stock control can be improved, but getting
national health services and insurance companies to pay
you faster is probably going to be more diﬃcult.
Smith & Nephew shares have been on a storming run
and are up by over 30 per cent over the past year. Current
analysts’ forecasts do not look overly challenging, which
makes the shares look quite interesting on a one-year
forecast rolling price/earnings (PE) ratio of 20.8 times at
a share price of 1,730p. This compares with Stryker and
Nuvasive on around 24 times.
A potential reliance on acquisitions and inconsistent
free cash generation don’t rest easy with me, but I can’t
help thinking that there is a very decent business in Smith
& Nephew waiting to be unleashed and that could end up
performing a lot better in a few years’ time. If done at the
right price, acquisitions have the potential to enhance the
breadth, quality and growth prospects of the business.
The company has long been touted as a takeover
target and if that scenario comes to pass then it is likely
to do so at a much higher share price than its shares are
currently trading at.

Forecasts and valuation
Year ($m)
Turnover
Ebitda
Ebit
Pre-tax proﬁt
Post-tax proﬁt
EPS (¢)
Dividend (p)
Capex
Free cash ﬂow
Net borrowing
Source: SharePad

2019
5,075.70
1,494.50
1,149.10
1,041.60
865.7
101
29.4
408.6
699.3
1,158.50

2020
5,269.50
1,592.90
1,233.40
1,107.00
928.6
108.1
33.2
407.2
820.1
1,033.20

2021
5,474.20
1,677.00
1,311.50
1,178.10
991.3
116.6
33.8
421.7
906
236.1

‘A look at
Stryker, a
competitor,
suggests that
cash conversion
and working
capital may be
an industry issue
and can cause
substantial
volatility in free
cash ﬂows’
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THE TRADER

FTSE back above
a key watershed

Will it keep climbing in the
second half of the year?

W

e’ve survived the ﬁrst half of
2019 and it’s a sensible time
to review progress – or lack
of. My tax return (2018-19) is
almost complete, and HMRC is demanding
its ﬁrst quota for the coming tax year by
the end of this month. I have done some
back-of-the-envelope sums and have a
fairly clear idea of how much cash I have.
What to do with it is my next step.
Charts are very visual things, pictures
really, and one’s reaction is very diﬀerent
to text. But charts
‘We are back
where each candle
above the water- is six months’ worth
shed 7000 level of data are not available for the asset
and while we
classes discussed
hold above here, here; so for longterm charts, my
I’d allow for a
choices
tend to be
series of slow,
limited to monthly,
small moves
quarterly or annual
between here
candles. They’ll do.
I’ve chosen four
and the record
key UK-centric
high at 7900’
assets to fathom
what might happen
between now and Christmas. This year the
FTSE 100 index has spent all six months
recovering from sharp losses in the fourth
quarter of 2018. So far, so good, but hardly
an exceptional performance. What is
important is that we are back above the
watershed 7000 level and while we hold
above here I’d allow for a series of slow,
small moves between here and the record
high at 7900. Keep in mind that the index
is on the expensive end of the scale, hence
investors’ caution.
My next chart clearly shows that the
secular trend in benchmark 10-year gilt

yields, on an incredibly steady downward
path – regardless of the Bank of England and
the vagaries of economic policy. These too
are trading at extremes, reﬂecting the global
trend to lower interest rates and subdued
inﬂation. The problem for borrowers is no
inﬂation doesn’t shrink debt as it would
when it’s high. It’s also linked to poor wage
growth and this combination leads to cooler
animal spirits. I expect gilt rates to hit new
record lows, and consequently gilt prices to
set new record highs, by the year-end.
Another delicious secular chart for

FTSE 100

you of US dollars per pound sterling
– starting since the foreign exchange
market was first floated. You can see
that cable had started slipping sharply
well before David Cameron announced in
February 2016 that the Brexit referendum
would be held on 23 June. We are close to
two standard deviations below the mean
regression since 1981, struggling to gain a
foothold since September 2016.
What we can say is that it’s cheap,
that both observed and implied volatility are very close to all-time lows, that
volume has been low because of this, and
that it’s certainly not a market in freefall
or panicking. I suggest more of the same
rather dull performance – deal or no-deal
with the EU.
Gold, as I’m sure you know, since the
Great Depression was exchangeable at
the US Federal Reserve at $35 (£27.70) an
ounce. Then things went pear-shaped
under President Nixon who, in 1971, cut
this facility, ending the Bretton Woods
System; that’s why cable’s chart starts in
1971. The precious metal became severely
overvalued following the great ﬁnancial
crash of 2008, caught up in a generalised
commodity boom. Holding in a 1.6 standard deviation for six years, steady as she
goes, so why rock the boat?
email: nicole.elliott@ft.com

UK 10-year gilt yield
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FURTHER
READING
The IC’s round-up of some of the most interesting
market comment and where to ﬁnd it

Activists usually get something

Outcome of activist campaigns at 1,964 companies 1994-2011 (not mutually exclusive)

500
450
400
350

Activists provide
a sugar hit

Two recent studies looked at the
impact of activist investor campaigns,
and found diﬀerent things

L

ike school kids straightening their ties as the
head teacher approaches, companies will
smarten up their acquisition activity when activist
investors come near. That’s one ﬁnding of three
researchers who looked at company performance after
being the target of activist investors.
In the paper ‘Activism and Empire Building’, US
academics Nickolay Gantchev (Southern Methodist
University), Merih Sevilir (Indiana University) and Anil
Shivdasani (University of North Carolina at Chapel Hill)
found public companies made better choices when an
activist investor was looking over management’s shoulder, and saw “substantially higher abnormal returns”.
Some assertions they make may go over the top, handing hedge funds such as Elliott Management full credit
for pushing companies away from bad decisions, but the
detailed paper looked at company performance from 1995
to 2011 and found links between outperformance and
activist investors holding stakes in companies.
The importance of this research is backed up by
Lazard’s most recent activist intervention numbers – the
bank said there had been a record number of interventions
at companies with a market cap of $500m-plus (£392m)

Activist investors are looking more at Europe
Number of campaigns initiated at $500m-plus European companies by activist investors
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Source: Lazard https://www.lazard.com/perspective/lazards-annual-review-of-shareholder-activism-2018/
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‘Targeted
companies
make fewer
deals, and when
they do they are
smaller, cashdriven and better
for returns and
the share price’
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Asset sales

New CEO

Board turnover

High payout

No change

Source: 'Long-term economic consequences of hedge fund activist interventions', 2018

in 2018, with 226 targeted compared with 188 in 2017, and
$65bn spent on buying stakes. A record 40 companies
also tried their hand at activist investing for the ﬁrst time
in 2018. While the US hedge funds still dominate this
ﬁeld, they are increasingly crossing the pond: Lazard said
there were 58 European campaigns in 2018, a 12 per cent
increase year on year and a 107 per cent jump on 2013.

The data

Gantchev, Sevilir and Shivdasani say companies bring on
activist investor interest themselves: “By our estimates,
ﬁrms announcing a large stock-ﬁnanced deal over the
past three years are about 40 per cent more likely to
become an activist target”, and companies whose acquisition announcements are met with a shrug by markets
even more so. No connection was found between cash
deals and an increased probability of activism.
The researchers do not give company examples, but
looked at 242 activist hedge funds between 1995 and
2011 that took a more than 5 per cent share of a public
company, topping the ﬁling data up with sharkrepellent.net
information on sub-5 per cent stakes.
Data company Dealogic has said the proportion of
all-stock deals to cash tie-ups has fallen from about
20 per cent in the early 2000s to 10 per cent in 2017.
However, there are plenty of other drivers for activism,
as illustrated by last year’s campaigns against Premier
Foods (PFD) and Whitbread (WTB) by Oasis and Elliott
respectively. Oasis and fellow activist Paulson & Co
decided Premier’s chief executive had to go and Elliott
saw gains from Whitbread splitting its main revenue
drivers, Costa and Premier Inn. The food company’s
chief executive left at the end of January and Whitbread
sold Costa and handed £2.5bn back to investors from the
£3.9bn coﬀee chain sale.
Once the interest from an activist investor is there, on
average, shareholders should be pleased, the paper says.
Targeted companies make fewer deals, and when they do
they are smaller, cash-driven and better for returns and
the share price.
“Post-activism, returns for acquisition announcements
are signiﬁcantly higher for targets than for non-targets,
and we observe a similar pattern for returns over longer
intervals of one or two years,” the ‘Activism and Empire
Building’ authors said. The frequency of acquisitions

COMMENT
post-activist intervention is also lower than companies
that don’t get the Elliott and Co treatment.
This all sounds very positive – if you’ve bought into a
company that is determined to lose your money through
mergers and acquisitions (M&A), the arrival of an activist
investor could turn things around. But, as with most
things in life, not everyone agrees. Another group of
US business academics say activist investors have little
impact on returns. Ed deHaan from the University of
Washington, David F Larcker from Stanford University
and Charles McClure from Chicago University came to the
opposite conclusion as the ‘Activism and Empire Building’
authors in a working paper from December 2018: “Our
results do not strongly support the hypothesis that activist
interventions drive long-term beneﬁts for the typical
shareholder, nor do we ﬁnd evidence of shareholder
harm”. Readers will note the ‘long-term’ here.
Whitbread’s performance could be seen as a case in
point. The shares climbed aggressively oﬀ the back of the
Costa sale announcements in April and August last year, but
have more recently started to weaken as its remaining hotels
business reported soft trading. Premier did very well in the
days after Oasis said it would not back Gavin Darby’s
re-election to the board, its share price climbing 27 per
cent to 47p. But gains were mostly reversed after Mr Darby
survived a challenge in mid-July, and the jump when he did
stand down at the end of January did not match this high.

The other side

The deHaan, Larcker and McClure working paper, called
‘Long-term economic consequences of hedge fund activist
interventions’, opens with the idea that previous studies
focused on average company returns do not give enough
weighting to how the average investor fares after activist
interventions. The idea is that the average investor is far
more likely to hold shares in larger market capitalised
companies, but the long-term positive returns largely
come from small-caps. Helpfully, these three researchers
looked at transactions between 1994 and 2011, covering
the same period as the other group.
“Similar to prior research, we ﬁnd that short-term
equal-weighted mean returns are signiﬁcantly positive
at 5.4 per cent, and the cumulative pre- to post-activism
equal-weighted mean one-year and two-year returns are
signiﬁcantly positive at 6.8 per cent and 5.9 per cent.
However, examining returns by size decile shows that the
positive equal-weighted long-term returns are primarily
driven by the smallest 20 per cent of targets, with an average market value of just $22m,” the authors said.
“Equal-weighted average returns for the larger 80 per
cent of targets are initially positive, but become insigniﬁcant within three months of activism and become an insigniﬁcantly negative -1.6 per cent at the end of two years.”
From the investment side, Fundsmith chief executive
Terry Smith has been a high-proﬁle critic of the activist
playbook, saying it leaves long-term holders of targeted
companies worse oﬀ. In his January 2018 investor letter
he laid out one part of his opposition: “Leveraging up the
balance sheet to buy back stock is a frequent demand of
activists and is invariably described as ‘returning cash to
shareholders’ and not only when it is suggested by activists... those of us who actually seek to own the company

and remain shareholders see debt raised to take shareholders who wish to exit”. Smith also said activists often
held stakes in companies through derivative products
rather than actual shareholdings, giving them a hard exit
date on the stake.
The Fundsmith chief executive said companies
agreeing to activist demands also raised questions, using
Nestlé (SWI:NESN) as an example. “On the whole we are
not impressed when a company announces new margin
targets, share buybacks and acquisitions and/or disposals
in response to activists or takeover approaches,” he said,
the question being if these tactics were necessary, and if
so, why were they not already being done.
Dan Loeb’s Third Point has
‘Terry Smith has made several rounds of public
calls for improvement at Swissbeen a highlisted Nestlé. The company’s
proﬁle critic
share price fell 2 per cent between
of the activist
Third Point taking the initial stake
playbook, saying and its major intervention in mid2018, calling for more buybacks
it leaves longterm holders of and quicker change in what it saw
a bureaucracy-heavy managetargeted compa- as
ment structure, as well as selling
nies worse off’
down the major stake in L’Oreal.
The massive food company has
kept its 23 per cent L’Oreal stake,
worth around $24bn, but is selling its $10bn skincare
business. In the past 12 months, Nestlé’s share price has
climbed 30 per cent.
If there is a good case for activist intervention and
a sensible objective, other shareholders can reap rapid
rewards. But the evidence suggests a good long-term
outcome is by no means a given. AH

Nestlé has been the
object of attention
from activist investor
Third Point

WHERE TO FIND THE PIECES MENTIONED
n ‘Activism and Empire Building’ can be found at:
https://ecgi.global/sites/default/ﬁles/working_papers/documents/
ﬁnalgantchevsevilirshivdasani_0.pdf
n ‘Long-term economic consequences of hedge fund activist
interventions’ can be found at:
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3260095
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f ‘ﬁntech’ refers to the use of technology in ﬁnancial services, then there is nothing new about it. So
what is? Implicitly, ﬁntech stands for something
else: the disruption of ﬁnancial services business
models through digital technology. And if there’s one
truism of the past two decades, it is that digital disruption – to paraphrase the world’s digital disruptor par
excellence – moves fast and breaks things.
The ﬁnancial services industry, a decade after it
almost broke the global economy, appears ripe for disruption. It trades in information, rather than concrete
goods. Hyper-regulated, diﬀuse and yet slow to react,
today’s banks, insurers and asset managers are the
structural antithesis of the innovative tech start-up,
working to streamline or rethink a niche area.
It’s little surprise then that the competitive outlook
for ﬁnancial services is often framed as the inexorable rise of ﬁntech, and the inevitable demise of the
incumbents. When Mark Zuckerberg announces plans
to replace the global payments system and shape
ﬁnancial regulation to Facebook’s will, it’s clear
which side of the ﬁntech duality is in the ascendency.
With hindsight, this may turn out to be an extreme
case of hubris. And in any case, as with most investment matters, it pays to take a more nuanced view. So
what might be wrong with this ‘inevitability’ take?
First, a zero-sum view of the sector assumes all
incumbents are standing still, unable to compete or collaborate. Second, at a certain point, ﬁntech must swallow the inevitable by-product of becoming systemically
important: regulation. There are growing signs that
ﬁnancial regulation can foster innovation and technological change that supports consumers. Functioning
regulatory regimes appreciate the need to move fast,
and support the post-crisis push towards a new openmarket policy. They are less keen on business models
with an ambivalence towards breaking things.

Thrive, survive, or die?

To analysts at Polar Capital, high regulatory barriers
to entry are just one of several ways ﬁnancial services
companies can defend themselves from ﬁntechs
and technology groups. “The claim that banking is
facing its ‘Kodak moment’ ignores the response by
the incumbents and the considerable advantages that
come from cheaper funding, large customer bases…
and control of the back end of ﬁnance,” the investment ﬁrm wrote earlier this year.
Indeed, recent predictions of dour fortunes for the
banking industry are yet to materialise. In 2014, consultancy Accenture estimated that ﬁntech businesses
would put 35 per cent of traditional banking revenues
at risk by 2020. A quick survey of the UK’s ﬁve largest banks – Lloyds (LLOY), HSBC (HSBA), Barclays
(BARC), RBS (RBS) and Standard Chartered (STAN)
– shows that revenues are this year forecast to surpass
the 2014 combined total. And while it could be argued
that Accenture’s forecast was less a hard prediction
than a vague pontiﬁcation, one would nonetheless
expect this apparently massive threat to show up in
the top line.
This doesn’t mean the pressures on fee income
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are non-existent. One example is the world of remittances, which has been upended by the UK-based
Transferwise, which can process cross-border payments for around a tenth of the cost of traditional
banks. The $3.5bn group, in which listed venture
capital company Draper Esprit (GROW) is an investor, matches users’ international
transfers to pay out through
‘Consultancy
local bank accounts, thereby
Accenture
avoiding currency conversion
estimated that and the fees attached to the
ﬁntech busicross-border use of the unrelinesses would
able SWIFT system.
Transferwise’s
payments
put 35 per cent
model is a neat, if simple,
of traditional
example of a technology with
banking revthe power to disrupt incumbent
enues at risk
banks’ revenues. It also feels
symbolic of the idea that ﬁntech
by 2020’
innovation will steadily reveal
the ﬂaws in a bloated, ineﬃcient
and rent-seeking banking sector. Again, investors
in incumbent stocks should consider the wider context. Polar Capital analyst George Barrow describes
Transferwise as an instance of a “front-end innovation” built on traditional payments processes, rather
than a paradigm shift.

Neo-banks: the brand challenge

Arguably, the same could be said of the digitalonly ‘neo-banks’ such as Monzo, Revolut, N26 and
Starling, which have proved an undeniable hit with
customers. To a smartphone-savvy customer base,
the ability to handle all their banking services in one
place is a clear plus, if not an expectation.
Their products are certainly popular. Businessfocused Starling Bank expects to hit 1m customers by
the end of the year. Berlin-headquartered N26 already
has double that number. UK-based Monzo, which is
expanding into the US, expects 250,000 people to apply
for one of its bright orange debit cards in June alone.
In branding terms, this pack looks to be pulling
ahead of the high-street incumbents. Monzo is a case
in point. What started out as an app-backed prepaid debit card provider in 2015 had morphed into a
licensed, deposit-taking bank by 2017. Customers
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have been drawn to cheap foreign exchange rates
and an elegant money-managing app.
After successfully raising £113m in June, Monzo
was valued at £2bn. But from an investor perspective, there are an absence of what you’d call economic
moats. Only a third of its customers use Monzo as
their main bank account. Its savings oﬀering is provided by third-parties such as Shawbrook, OakNorth
and Investec, all of which oﬀer better interest rates on
their own websites. Monzo’s customer-centred banking model partly relies on customer apathy.
With little revenues to speak of, and absolute
costs rising, the bank will presumably require further funding rounds to maintain its growth rate. If it
is upending the traditional banking model, it is yet
to ﬁnd a replacement for interest earned on loans.
To the believers (and the many customers who now
own shares in the bank) that might not be an issue.
Call it a ﬁntech, but Monzo’s business outlook owes
more to Mark Zuckerberg and Jeﬀ Bezos than the
high-street banks. Chief executive Tom Blomﬁeld is
on record as saying proﬁtability is a secondary concern to the user experience.
That’s all well and good, so long as capital markets stay open. What’s more, we would argue that a
digital-led banking model holds more weight (and is
cheaper) than the branch-led proposition Metro Bank
(MTRO) is betting on. But Metro has at least identiﬁed
how it might reliably generate income, which helps
to explain why it could count on investors for May’s
emergency £500m equity placing.
Until they can strike a balance between deposit
growth and cash generation, the neobanks will only
be able to claim a better user experience. That stance
seems certain to invite a backlash from the incumbents.

Investor exposure

Regardless of the dynamics, it’s not clear retail investors can get much exposure to most hyped ﬁntech
companies, even if they wanted to. The trend among
technology companies of all stripes is to stay private
for longer, drenched by the ﬁrehose of cash sitting
outside of public markets. This poses a “real threat
to retail investors”, says Tim Levene of Augmentum
Fintech (AUGM), a venture capital fund focused
exclusively on private ﬁntech. “[They] are missing out

It’s possible that
tech stocks will take
a leading role in the
world’s future
money system

on a lot of the growth in top companies. Our pitch
often to these investors is that we are one of the only
routes in the public markets to get exposure.”
Given ﬁntech sometimes appears to want to reduce
global ﬁnance to smartphone-based convenience –
‘there’s an app for that’ – it’s perhaps only appropriate that there’s an exchange traded fund (ETF) for the
sector, too. UK-based investors can trade Invesco’s
KBW NASDAQ Fintech UCITS (FTEK), which has
managed to beat its benchmark since its inception in
2017. But if these are the industry’s tech disruptors,
then many appear to already be tightly woven into
the architecture of US ﬁnance. Core holdings include
major exchanges CBOE (US:CBOE) and CME Group
(US:CME), payments giants Mastercard (US:MA)
and PayPal (US:PYPL) and even ratings agencies
Moody’s (US:MCO) and S&P (US:SPGI).
There is a logic to backing this type of blue-chip
‘ﬁntech’. They possess the ﬁrepower to acquire
upstarts, and tend to be more technology-led than the
ﬁnancial services companies to which they are closely
linked. What’s more, the high-growth disruption

Bank sales by channel 2010-17

Source: Accenture
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model doesn’t always make for a viable investment.
UK-based peer-to-peer lending marketplace Funding
Circle (FCH) seems to have little trouble growing its
top line and loan origination, but is burning through
cash and recently reported a rise in expected loan
defaults. Its shares have more than halved since the
group listed last September.
Another way for investors to get exposure to ﬁntech,
somewhat counter-intuitively, is through the incumbent banks themselves. To Marten Nelson, co-founder
& chief marketing oﬃcer of open banking platform
provider Token.io, this is a risky move. “Over the past
couple of years I’ve been telling banks they must stop
worrying about the competition from peer banks,” he
says. “The real threat is from the large tech companies.”
Yet it is clear that for all their clunky operations
and outmoded IT systems, big banks are heavily
investing in technology and innovation. According to
Polar Capital, the banks outspend technology companies on ﬁntech research and development (R&D). As
the chart shows, this has been a deliberate business
strategy for some time; digitally-engaged clients, DBS
Bank has suggested, also tend to be more proﬁtable.
And so long as banks’ proﬁts are constrained by low
interest rates, regulation and economic malaise, the
cost-to-income ratio will be one of the most closely
followed performance metrics.
Alongside this approach has been a gradual
acceptance of collaboration (as well as competition)
with players in the ﬁntech sector. “Three to four years
ago, they were regarded as slightly suspicious by the
banks,” says Mr Levene. “Several billion pounds of
R&D spend later, they’ve realised they are struggling
to do it themselves; there’s less suspicion, and more
proof points in the market.”
It is this industry shift that means RBS can now
proudly declare itself to be “a partner of choice for ﬁntech and big tech”. Of course, it’s always smart to keep

friends close, and enemies (or the largest competition)
closer. But it is also a sign that leaders within major
lenders are alive to the need to let technology lead customer engagement. “It’s our strategy to disrupt ourselves before we get disrupted by someone else,” an
insider at one ‘Big Four’ UK high-street bank told us.
From an investor perspective, picking the winners in this struggle can feel like a blind exercise of
valuing intangibles such as intellectual property and
branding. Both ﬁntechs and banks will also claim the
upper hand in the hunt for engineering and programming talent.
But within this hyper-competitive arena, investors
shouldn’t rule out the incumbents’ ability to level the
playing ﬁeld, armed with a better appreciation for the
regulatory environment.
Take RBS: with CurrencyPay and mettle, it is
launching app-based answers to Transferwise and
Starling Bank. In APtimise, it can boast the UK’s
only end-to-end accounts payable solution. It hopes
that Esme, its small-business loans oﬀering, will one
day be fully automated. There are many reasons why
banks are an unattractive place for investor capital,
but shareholders holding the big names for income
shouldn’t fear a tech-based rout – at least not yet. AN

Financial services won’t be the same,
but winners and losers aren’t clear cut

In the medium to long term, advances in artiﬁcial
intelligence (AI) and blockchain technologies, facilitate an existential challenge because, to echo Mr
Nelson, they bring the Big Tech companies into play
as competitors. Silicon Valley giants won’t shape the
next-generation ﬁnancial system entirely, especially
after regulators and central banks have taken a bite
out of their lofty ambitions, but expect them to have
a prominent role.
In the meantime, the staggering pace of advance
in AI (see box), blockchain and mobile connectivity
is overhauling the way businesses and the ﬁnancial
system operates. Just as SWIFT is being exposed as
archaic in currency transfers, long-established systems such as CREST and Euroclear (which handle
clearing and settlement of securities) are prime for
disruption. Mr Barrow agrees: “Custody and settlement is clearly an area where blockchain would be
really suitable. It has low error rates, is immutable,
and drives down costs.” Back-oﬃce eﬃciencies will
lead to brokers, registrars and custodians making
savings, although it’s easy to be cynical about these
being passed on to retail investors.
Looking beyond the banks, ﬁntech has facilitated
new entrants presenting themselves as better value
alternatives in the marketplace for ﬁnancial services.
For example, in the retail broker/fund platform
industry, along with investment product innovations
(notably the explosion of cheap ETFs), user-friendly
interfaces and portfolio management solutions have
been the bedrock of so-called robo-advisers’ oﬀering.
Despite this, the chief worry for incumbent platforms isn’t always losing customers to newcomers
(many robo-advisers have struggled to attract
5 JUL - 11 JUL 2019 INVESTORS CHRONICLE 31

FEATURE
clients). A bigger threat is the view regulators take
of legacy business practices that account for a large
slice of revenue, such as Hargreaves Lansdown
(HL.) and AJ Bell (AJB) charging high administrative
fees on managed open-ended funds.
The issue for shareholders is not that platforms
will be usurped by tech start-ups; it’s if the business of
distributing funds and oﬀering ready-made portfolios
becomes less lucrative due to a root and branch shakeup of fees. Yet, while there are clear implications for
the share prices of expensively valued platform companies, the ﬂipside is that levies on robo-advisers’
automated solutions might not escape scrutiny, calling
the disruptors’ economic viability into question.

New ways to raise ﬁnance, boost
eﬃciencies and manage working capital

Fintech companies that provide solutions to the wider
economy have the best chance of being scalable. One
of Augmentum Fintech’s holdings, Previse, is making
use of AI to help improve working capital cycles for
small to medium-sized enter‘The issue for
prises (SMEs). Analysing the
shareholders
enterprise resource planning
(ERP) data of larger companies,
is not that
platforms will the AI predicts which invoices
are unlikely to get paid, so the
be usurped by rest can be cleared instantly.
tech start-ups; Given that SMEs generate
it’s if the busi- around two-thirds of global
growth and jobs (Source: World
ness of disEconomic Forum, 2015), systributing funds temic change that improves
and offering
their cash ﬂow is an economic
game changer.
ready-made
The 1 per cent fee suppliportfolios
ers pay for instant payments is
becomes less
shared between Previse, the end
lucrative’
buyer and the funder of credit
to the SME. Intuitively, the big
question mark is against
the incentive for large buyers who use extended
payables periods to support their own cash
ﬂow. Previse argues that, in the long run,
the cost of expensive loans taken out by
suppliers to cover liquidity needs feeds
into more expensive invoices. Plus,
their share of commission paid by the
supplier (who is still better oﬀ in real
terms thanks to instant payment)
gives buyers cash back on invoices.

Statue of Alan Turing sits in
Sackville Park in Manchester.
Alan Turing was a pioneering
English computer scientist and
mathematician

By shortening working capital cycles, the AI
technology de-risks lending for funders – opening a
slice of the $2.4 trillion market of unserved ﬁnance
demand. While it is impossible to predict the impact
one small ﬁntech company can have, hypothesising
the aggregate eﬀects of all similar businesses is fascinating. In a world where lending becomes less risky,
the asset-to-equity and loan-to-deposit thresholds for
banks to operate safely would theoretically be higher,
reducing a barrier to expanding loan books (although
low interest rates would remain an impediment to
banks’ proﬁtability).
This one example of a business looking to solve a
real problem highlights the eﬀect AI could have for
the global economy. Quantifying the uplift is diﬃcult,
but PricewaterhouseCoopers’ 2019 report estimates AI
technologies could contribute $15.7 trillion by 2030.
The downside is the fear that AI will remove human
jobs, although there are academics who withhold
from making that judgment for now.
Gartner Research analyst and AI expert Moutusi
Sau says displacement of jobs is a result of automation more generally and not speciﬁcally because of AI,
which has the beneﬁt of freeing staﬀ from mundane
jobs. Expanding on Ms Sau’s point, there are very few
companies who, for example, still employ people to
manually process data, but AI could speed up the process of turning data into information, allowing the end
user to focus on insights and putting them to work.
Harnessing AI to support human decision-makers
in ﬁnancial institutions is the sales pitch of AlphaSense, which is also part of Augmentum’s portfolio.
Its machine-learned algorithms help users conduct a
semantic search that, unlike a regular search engine
(which indexes billions of pages), pulls information
into siloed proprietary databases. From this, they
rank sources including transcripts of company results
presentations, industry-speciﬁc news and policy
announcements in order of likely importance. The AI
even suggests the inﬂection points for companies, for
example news that is going to have a material impact
on meeting earnings forecasts.
Ironically, this sort of automated tool could help
active fund managers ﬁght back against
passive investment products. AlphaSense chief executive Jack Kokko
posits that the technology can help
“elevate analysts to a higher level of
performance and empower active
investors to have an edge in competing for alpha”.

In tech we trust
Fund (ticker)
Augmentum Fintech (AUGM)
Allianz Technology (ATT)
Polar Capital Technology (PCT)
Polar Capital Global Financials (PCFT)
Fastforward Innovation (FFWD)

Structure
Share price (p)
Venture capital trust
113
Investment Trust
1646
Investment Trust
1338
Investment Trust
139.5
Venture capital ﬁrm
8.75

Source: Bloomberg 27.06.2019
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NAV/share (p)
109.6
1633
1440
144.39
10.18

% Premium (-Discount)
3.1
0.8
-7.6
-3.4
-14

Description
Total expense ratio (%)
Early stage ﬁntech
Global large cap tech
1.4
Global large cap tech
1.16
Global large cap ﬁnancials
1.09
Earl stage technology
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Anatomy of a blockchain
A veriﬁed transaction can
involve cryptocurrency,
contracts, records, or other
information.

Someone requests
a transaction.

The transaction is
complete

The requested transaction is
broadcast to a P2P network
consisting of computers
known as nodes.

The P2P network of nodes
validates the transaction
and the user’s status using
known algorithms.

The new block is then added to the
existing blockchain in a way that is
permanent and unalterable.

Cryptocurrency
Has no intrinsic
value in that it is
not redeemable for
another commodity.

Once veriﬁed,
the transaction
is combined
with other
transactions to
create a new
block of data
for the ledger.

Has no physical
form and exists
only in the
network.
Its supply is not
determined by a
central bank and
the network is
completely
decentralised.

Source: www.blockgeeks.com

Do all roads lead back to Big Tech?

Partly by necessity, due to the need to manage the
risks of liquidity and small companies failing, bigger
companies make up proportionately more of Polar
Capital Global Financials Trust (PCFT) and Polar
Capital Technology Trust’s (PCT) investments. There
is also the compelling point that, for all the exciting
start-up innovation, large companies that choose the
right partners and leverage their scale and existing
competitive advantages will do well out of ﬁntech. Mr
Barrow says that one of the important ways his team
assesses banks is by looking at development budgets:
“[We] like banks that compete on R&D spend; some
are spending $3bn a year on R&D ﬁrepower.” The
return on this capital invested is diﬃcult to measure
as banks’ rising compliance costs oﬀset eﬃciency
savings elsewhere, but Mr Barrow highlights ways of
estimating the eﬃcacy of tech spending: “One way is
to look at how banks are increasing distribution and
cutting physical costs.”
On the payments side, Mr Barrow likes Mastercard
and PayPal because they have “good visibility on
earnings and low capital intensity”. In such fastmoving industries, however, there is the potential for
major players to disrupt one another and it’s important to understand sources of competitive advantage.
For example, the Adyen (ADYEN) payment company
listed on Euronext has a single platform that enables greater transparency and higher approval rates,

helping it roll out faster than
competitors.
Big tech companies are an
inexorable disruptive force for
many other industries and, with
the announcement of its intention to launch quasi-cryptocurrency Libra in 2020, Facebook
(US:FB.) made clear it wants to
be a major player in payments
and digital money markets.
The famous quote “Permit me
to issue and control the money
of a nation, and I care not who
makes its laws!” is attributed
to Mayer Amschel Rothschild
(1744-1812), who is often
described as the founding father of international
ﬁnance. No doubt conspiracy theorists had their tails
tweaked by 21st century plutocrat Mark Zuckerberg’s
company making so bold a move.
The possibility of Facebook or any other tech
giant such as Apple (US:AAPL), Amazon (AMZN)
or Google’s parent Alphabet (GOOG) cementing a
central role in the world’s future monetary system is
frightening and intriguing. Companies that already
hold vast swathes of data and have immense reach,
to promote products and services they could get
commission on, would be perfectly placed to take

‘With the
announcement
of its intention
to launch quasicryptocurrency
Libra in 2020,
Facebook
made clear it
wants to be a
major player in
payments and
digital money’
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advantage of controlling payments and currency
transactions. Such power would help spearhead proﬁt
growth and make shares good value even at the current lofty prices.
Signiﬁcant barriers remain to this scenario playing
out, however. Firstly, governments and central banks
are hardly going to stand idle as corporates muscle in
on money creation which, as Mayer Rothschild apparently said, is a major lever of power. Bank of England
governor Mark Carney has spoken on the need for
regulation to the highest standard and the US House
of Representatives’ ﬁnancial services committee has
requested a moratorium on Libra’s development.
Secondly, there are problems with existing blockchain systems, which as Facebook’s own blog states
has hindered mainstream adoption. Blockchains
work by networks of nodes being veriﬁed by known
algorithms (see diagram on page 31) but there has
been little uniformity as the technology has evolved.
This is partly because users have wanted to maintain
anonymity – in the most extreme cases for nefarious
activities, such as criminal organisations using cryptocurrencies for money laundering.
Problems Facebook and its Libra partners will
face can be summarised as a lack of standardisation,
inter-operability, governance and potential integration
costs. The company wants to work with the ﬁnancial
sector to resolve some of these issues, however, and the
carrot it is dangling suggests big tech companies don’t
expect or want to make incumbent banks obsolete.

Speaking with tech website The Verge, Facebook’s
head of blockchain, David Marcus, said: “You’ll see
banks on this between now and next year, because if
we bring on another billion people, they’ll need savings
accounts, loans and things banks are very good at.” It
is also noteworthy that Visa and Mastercard are part
of the Libra Association, which will fund the reserve
backing the currency, so it’s possible a successful new
eco-system might help established ﬁnancial companies
grow earnings, as well as Facebook. It might eventually
provide new sources of liquidity to the ﬁnancial system.
There is still a long way to go, however, thanks to
the problems mentioned. And, in the words of one
independent analyst: “There’s a lot of bull being
talked about application of blockchain.” Rather like
any nascent industry, blockchain has fostered the rise
of snake-oil sales consultants, who our expert says
“will proﬁt from being kept on to manage bad implementation and integrations”. This will be depressingly familiar to anyone who has been subjected to a
big IT project at work.
From an investment perspective, with some
intriguing opportunities out there – and tax beneﬁts
for venture capital trusts (VCTs) – trying to get some
exposure to the smaller growth companies is worth
a slice of capital. As far as the larger ﬁnancial and
technology companies are concerned there are some
good investment trusts out there which, like all collective schemes, spread the risk of big calls on individual
companies. JN

1997

AI programme Deep Blue
defeated chess master
Gary Kasparov

1947

2017

Google’s AlphaGo
computer defeated the
world champion Ke Jie

Alan Turing introduced his
stored-program concept

Rise of the machines
Foundations were laid for artiﬁcial
intelligence (AI), when mathematician
and Second World War code-breaking
hero Alan Turing (1912-54) introduced
his stored-program concept. Turing
prophesied that computers would one
day beat humans at chess and sure
enough 40 years’ evolution of artiﬁcial
‘neural networks’ (pioneered by Massachusetts Institute of Technology (MIT)
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in the 1950s) led to AI programme
Deep Blue defeating chess master Gary
Kasparov in 1997. Extrapolating trial and
error learning into algorithms, overlaying
information from other sources and
re-hashing the learned algorithms – on a
gargantuan scale – has seen AI continue
to develop exponentially.
Another milestone was passed in
April 2017, when Google’s AlphaGo

computer defeated the world champion
(China’s Ke Jie) of Korean strategy game
Go. When sensitive human activities are
the subject of AI interference there has
been controversy. For example, the NHS
was criticised for the access it gave DeepMind – the London start-up that created
AlphaGo and was bought by Google – to
1.6m patient records as part of a project
to optimise care. JN

INVESTMENT TRUST PORTFOLIO

John Baron explains why now may be
a good time to increase exposure to the country

JAPANISANYTHING
BUTQUIET

F

inancial commentary about Japan has been
somewhat light of late. There has been little
meaningful to report. The economy has
been somewhat erratic, the stock market
has drifted, and the country has just enjoyed a
10-day holiday to mark the ascension of Crown
Prince Naruhito to the Chrysanthemum Throne, following the abdication of Emperor Akihito.
Yet investors would be wise to look beyond the
lack of headlines. Sometimes it is the quieter markets that need watching. And it is the reforms to
improve the country’s corporate culture and governance that risk not being suﬃciently recognised by a
market that still looks cheap both historically and
when compared with others.

For more portfolios and
commentary from John’s
company, please visit
the website at:
johnbaronportfolios.co.uk

The tea leaves

Overseas investors were net sellers of Japanese equities last year, in part because of frustration about
the lack of progress to stimulate the economy. The
market has been lacklustre. In fact, Japan’s market
peaked in the ﬁrst year of Emperor Akihito’s reign
in 1989 and is now around half the level it was then
after decades of protracted deﬂation.
The Japanese market is cheap when measured
against a range of metrics. Some estimates suggest a
trailing earnings ﬁgure of 13 times versus the global
average of 18. The cyclically adjusted price/earnings (CAPE) ratio has proved a reliable indicator of
returns over the long term and suggests the market
has only been cheaper in two of the past 25 years. It
also looks cheap on a price-to-book basis.
Such valuations underrate the economic, ﬁscal
and corporate reforms introduced by prime minister
Shinzo Abe. The latter are focused on changing the
country’s hierarchical and ‘closed’ corporate culture. This has tended to conserve cash and reward
long-term and unquestioning service, which has
made corporate reform diﬃcult and directors diﬃcult to hold to account. Shareholders were considered the poor relation.
The government’s new corporate governance
code, introduced in 2015, is pressing companies to
achieve a better balance. For example, some estimates suggest nearly 1,000 companies still have
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John’s book explores the
merits of investment trusts,
the stepping stones to
successful investing, and how
to run and monitor a trust
portfolio. Available from
Amazon and other bookshops.
A further edition is now
being published.

35 per cent of their market capitalisation sitting as
cash. Cash was considered the preserve of directors.
This is now changing. The new code and shareholder
pressure are pressing companies to use this cash
more eﬃciently by way of investment or dividends.
This welcome development is being reinforced by
further reforms. In the past, poor corporate accountability has been assisted by cosy cross-shareholdings,
which have shielded managements from unwanted
change. Companies are now
‘Some estibeing encouraged to unwind
mates suggest irrational holding structures
nearly half of
and put the released cash to
better use.
all Japanese
Investment is now hitting
small- and
new highs, while aggregate dismedium-sized tributions by way of dividends
companies are are thought to have hit an alltime high in the ﬁrst quarter
not actively
of 2019. The market now yields
covered by
around the same as the US
analysts’
market, having yielded less.
And reform is being given added
momentum by shareholders, often led by international investors, who are more expectant and vocal.
Meanwhile, the country’s huge domestic institutions are under pressure to play their part. The Japanese
Life Assurance Association has recently announced a
review to improve stewardship among the top 300 companies and highlighted 48 companies where improvement was needed regarding corporate governance.
Furthermore, the government is addressing the
investment community’s preference for bonds courtesy of the country’s deﬂationary spiral in recent
decades. Institutions such as the Post Oﬃce pension
fund are being encouraged to reverse their traditional underweighting of domestic equities. This is
important given the monies involved.
No one is suggesting the improvement in corporate culture will be rapid, but it is slowly happening
and bearing fruit. Higher proﬁtability and investment, better dividends and strong overseas patent
numbers are helping to build on the corporate sector’s traditional strengths. And shareholders are no
longer considered an afterthought.

INVESTMENT TRUST PORTFOLIO
Meanwhile, there are encouraging signs that the
government’s economic and ﬁscal policies, which are
focused on breaking the country’s deﬂationary spiral
and mentality, are beginning to work. Quantitative
easing and inﬂation targets are part of the mix. Better
labour market and immigration policies, given the
low unemployment rate, should assist.
The pick-up in wage growth bodes well
given consumption accounts for nearly 60 per
cent of gross domestic product (GDP). Consumer
conﬁdence appears to be on the rise. A nation of
savers is slowly changing its habits. Yet market
sentiment remains poor at this pivotal moment
when the world’s third-largest economy appears
to be making a gradual transition from overseas to
domestic consumption.
The ﬁnancial headlines often enthuse about the
emerging middle class in developing countries, and
yet Japan’s transition warrants almost no comment. It
has certainly not entered the investment mainstream,
and market valuations reﬂect this. What could be the
catalyst for change?
Perhaps the inverted yield curve may encourage
investors to reassess the country’s relative prospects
and strengths. A resolution of the trade talks between
China and the US would help sentiment, even though
Japanese exports only account for one-sixth of GDP.
Events such as the Rugby World Cup and Winter
Olympics will do no harm.
Whatever it may be, reform is taking hold and
a transition is under way. The path will not be
smooth – the eﬀect on consumer demand of the
proposed 2 per cent increase in sales tax in October
will be closely watched, while increased tensions
aﬀecting oil ﬂows through the Straits of Hormuz
would have an impact. However, patient investors
who quietly increase exposure will be more than
amply rewarded.

Portfolio changes

During June, the Income portfolio added to its holding in JPMorgan Japan Smaller Companies (JPS)
at a price of £3.79, while the Growth portfolio sold
its holding in Woodford Patient Capital Trust
(WPCT) at a price of £0.56.
JPS has a good track record and management
team based in Tokyo, and has committed more
resources to what is still a very under-researched part
of the market by the investment houses – some estimates suggest nearly half of all Japanese small- and
medium-sized companies are not actively covered by
analysts. The company has introduced an enhanced
dividend policy, which equates to a yield exceeding
4 per cent given the current discount.
The suspension in trading of LF Woodford Equity
Income unit trust has warranted a reappraisal of
WPCT. Given the extent of common holdings between
the two funds, the fact unquoted companies comprise most of WPCT’s portfolio and the inability to
gauge how retail investors will react when the unit
trust reopens, WPCT is now better suited to higher
risk/reward portfolios.
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John Baron’s Income portfolio

John Baron’s Growth portfolio

Bonds
New City High Yield (NCYF)
Henderson Diversiﬁed Income (HDIV)
UK shares
Finsbury Growth & Income (FGT)
BlackRock Throgmorton Trust (THRG)
Aberdeen Standard Equity Inc (ASEI)
Schroder UK Mid Cap Fund (SCP)
Henderson Smaller Cos (HSL)
Montanaro UK Smaller Cos (MTU)
Oryx International Growth Fund (OIG)
Standard Life UK Smaller Cos (SLS)
International shares
North American Income Trust (NAIT)
JPMorgan Japan Smaller Cos (JPS)
Henderson Far East Income (HFEL)
Edinburgh Worldwide (EWI)
Templeton Emerging Markets (TEM)
Themes
Herald (HRI)
HICL Infrastructure Company (HICL)
Blueﬁeld Solar Income Fund (BSIF)
Standard Life Private Equity (SLPE)
Allianz Technology Trust (ATT)
International Biotechnology Trust (IBT)
Commercial property
Standard Life Property Inc (SLI)
TR Property (TRY)
Cash
Total

7.0%
3.5%
6.0%
5.0%
4.0%
4.0%
4.0%
3.5%
3.0%
3.0%
5.5%
4.5%
4.0%
4.0%
3.0%
5.5%
4.0%
3.5%
3.0%
3.0%
2.5%
5.5%
2.5%
6.5%
100%

Bonds
New City High Yield (NCYF)
Invesco Perpetual Enhanced Inc (IPE)
Henderson Diversiﬁed Income (HDIV)
UK shares
Finsbury Growth & Income (FGT)
The Merchants Trust (MRCH)
Invesco Perpetual UK Smaller Cos (IPU)
Montanaro UK Smaller Cos (MTU)
Aberdeen Standard Equity Inc (ASEI)
Shires Income (SHRS)
International shares
Scottish Mortgage Trust (SMT)
North American Income Trust (NAIT)
JPMorgan Japan Smaller Cos (JPS)
Henderson Far East Inc (HFEL)
Themes
HICL Infrastructure Company (HICL)
Blueﬁeld Solar Income Fund (BSIF)
SQN Asset Finance Inc Fund (SQN)
Allianz Technology Trust (ATT)
Utilico Emerging Markets (UEM)
Herald (HRI)
Commercial property
Standard Life Property Inc (SLI)
Regional Reit (RGL)
AEW UK Reit (AEWU)
Cash
Total

6.0%
5.0%
4.0%
5.5%
5.0%
4.5%
4.0%
3.0%
3.0%
5.5%
4.0%
3.5%
3.0%
5.0%
5.0%
4.0%
3.5%
3.5%
3.5%
5.5%
4.0%
4.0%
6.0%
100%

Holdings are rounded to the nearest 0.5 per cent

GROWTH FUND:

PORTFOLIO TOTAL RETURN

288.5%

+165.7%

INCOME FUND:

PORTFOLIO TOTAL RETURN

224.9%

+127.2%

MSCI WMA TOTAL RETURN

MSCI WMA TOTAL RETURN

Portfolio performance 1 Jan 2009-30 June 2019
Portfolio Total Return [%]
MSCI WMA Total Return [%]
Relative Performance [%]
Yield [%]

Growth (%)
288.5
165.7
122.8
3.2

Income (%)
224.9
127.2
97.7
4.2

The MSCI WMA Growth and Income benchmarks are cited total return

Corporate action

Regional Reit (RGL) is hoping to raise around £50m
by oﬀering shares at a price of £1.06 ½. A 7.7 per cent
yield still looks attractive despite RGL’s recent run.
However, despite remaining positive on the company,
the Income portfolio will not be taking up its entitlement because it is already overweight the sector and
the existing weighting is deemed suﬃcient.

John Baron waives his
fee for this column in lieu
of donations by Investors
Chronicle to charities of
his choice. As these are live
portfolios, he has interests
in all of the investments
mentioned.

ADVERTISEMENT

Is Value investing dead
(part 37)…and does it matter?
Value investor Alastair Mundy has been Portfolio Manager of the Temple Bar Investment
Trust for over 16 years. Temple Bar’s investment objective is to provide investors with a
growing income combined with growth in capital through investment primarily in UK equities.
It is one of a small number of investment trusts (as recognised by the Association of
Investment Companies) that have increased their dividend for over 30 consecutive years.

C

urrently, it is a
challenge to open
any equity strategy
document from an
investment bank
without ﬁnding a discussion on
whether this is a great opportunity to buy Value
stocks, or if Value is ofﬁcially old school.
Certainly, many splendid graphs suggest that
Value has rarely, if ever, been this cheap relative
to the wider market, growth and in fact anything
else that it might be compared with. However, the
bottom of a page is not to be confused with the
bottom of a graph.
Could Value’s best days really be behind it?
Amongst the many recent Value obituaries are the
following reasons for its demise:

• Low bond yields favour growth stocks (their long-

term proﬁt streams can be discounted at a lower rate).

• An age of disruption will result in the slow death
of many companies in the Value universe.

• Lower trend economic growth has been – and will
continue to be – a less than propitious backdrop
for economically sensitive (Value) stocks.

• Low interest rates have kept zombie companies

alive and ensured over supply in many industries.

• Low bond yields have worked against a full
recovery in proﬁtability for banks.

• Growth companies are better quality than ever,

given many have created very strong market
positions built with intangible assets and high
barriers to entry. This allegedly produces the
magical combination of sustainable proﬁtability
and little ongoing capital expenditure. The
winners will keep winning.

• And perhaps reﬂecting many of the points

above, value stocks have produced inferior
earnings growth than previously and therefore
do not justify a higher rating.

But are these issues mainly structural or
‘just’ cyclical? Several of the arguments above
assume bond yields will be lower for (even)
longer. That feels like a big assumption. Is inﬂation so clearly dead and buried? Can ﬁnancial
authorities really be trusted to keep laser focused
on it with an increasingly populist electorate
demanding higher government expenditure? Does
high government debt really not matter?
Yes, a number of companies are struggling under
the threat of disruption, but surely that has always
been the case even when Value outperformed? And
aren’t many of the disrupting companies ultimately
likely to ﬁnd themselves disrupted?

Temple Bar Investment Trust: ﬁve-year performance
Net asset value (%)
Source: Morningstar, as at 31.05.19

30.05.18
-30.05.19

30.05.17
-30.05.18

30.05.16
-30.05.17

30.05.15
-30.05.16

30.05.14
-30.05.15

-4.7

+6.0

+23.9

-7.1

+5.2

Are the new asset-light growth companies
really more dominant and less vulnerable to
competition than in previous cycles? How
many of these untouchable companies are
there? And, whisper it quietly, but their asset
intensity seems to be increasing and if that
doesn’t reduce their returns, perhaps regulators
will begin to take an interest?
But what if we simply accept that Value investing generally IS dead. That being a superﬁcially
cheap stock is simply not enough. I would argue
that has often/always been the case. Academics
have detailed previously that the mean value stock
performs much better than the median value stock.
In Temple Bar we typically hold only around
40 stocks. In other words, we avoid a lot of
the stocks that fall into our universe. Many of
the companies we analyse do appear to have
troubled futures and we think the market is right
to price them to reﬂect that (a lot of growth
companies also have troubled futures, but that’s
for another day). But in any dustbin, amongst the
rubbish are a few items mistakenly thrown away
and that is what we search for. These companies
will hopefully engineer a proﬁt recovery – thus
providing us with returns from both a re-rating
and higher proﬁtability. I.e. they can evolve from
value stocks into growth stocks. Perhaps this is
a slightly harder ‘trick’ than simply relying on
a bunch of value stocks re-rating, but it does
suggest that it is dangerous to call stumps on all
value portfolios.
For further information about Temple Bar
Investment Trust and Alastair’s approach to
Value investing, please visit:
www.templebarinvestments.co.uk

Past performance should not be taken as a guide to the future and dividend growth is not guaranteed. The value of your shares in Temple Bar
and the income from them can fall as well as rise and you may lose money.
A portion (60%) of the trust’s management and ﬁnancing expenses are charged to its capital account rather than to its income, which has the effect of increasing the trust’s income
(which may be taxable) while reducing its capital to an equivalent extent. This could constrain future capital and income growth. The effect of borrowings to ﬁnance the trust’s
investments is to magnify the volatility of its price and potential capital gains and losses. We recommend that you seek independent ﬁnancial advice to ensure this trust is suitable for
your investment needs. This content has been issued on behalf of the board of the trust and has been approved by Investec Fund Managers Limited (the Alternative Investment Fund
Manager of the Trust). Investec Fund Managers Limited is authorised and regulated by the Financial Conduct Authority.

MONEY
PORTFOLIO: RELUCTANCE TO SELL
RESULTS IN OVERDIVERSIFICATION 48
INVESTORSCHRONICLE.CO.UK/YOUR-MONEY

FINANCIAL PLANNING

Retirement saving for
wealthy millennials
Workplace pension, Sipp or Lisa –
which is best for you?

ZAYANI BHATT

I

f you are under 40 then saving for your
retirement might not be a priority.
However, this is a mistake. By starting early,
even if you can only save small amounts,
your invested money has longer to grow and
develop into a large sum that could give you
the type of retirement you want, when you
want it. Kay Ingram, director of public policy
at ﬁnancial planner LEBC, explains what
investors risk losing by delaying starting
a pension: “For every 10 years that a saver
who could pay £100 each month into their
pension pot doesn’t, they risk losing £20,000
of fund value.”
So what options are available to you?
There are two products designed for retirement saving that allow your savings to grow
tax-free and that qualify you for a generous
ﬁnancial contribution from the government
in the form of tax relief or a bonus. The ﬁrst
is a pension plan of which there are two
types: workplace pensions and self-invested
personal pensions (Sipps), and investors can
use either or both to save. The second is a
lifetime individual savings account (Lisa),

which is similar to a
pension in that the
government makes
a contribution to the
amount in your pot
at no cost to you.
Savings and investments within an
ordinary individual
savings account (Isa)
also grow tax-free,
but there is no
contribution from the
government.
To begin with,
says Andy James,
head of retirement at
Tilney, “if the workplace pension is on oﬀer
then take that because you’ll get employer
contributions”.
All employers must now provide a
workplace pension, and most employees will
be enrolled automatically. As of April 2019,
the minimum contribution the employer
must put into each employee’s pension is
3 per cent of the person’s earnings, while

‘Besides employer
contributions
into your pension, any payments you make
are entitled to
receive tax relief,
so the money
that would have
been paid as tax
is diverted into
your pension pot’

employees must contribute 5 per cent.
However, “a lot of employers are more
generous and pay more than the minimum”,
says Sarah Coles, personal ﬁnance analyst
at Hargreaves Lansdown. Provided that you
increase your contribution, many employers
will increase theirs too, in what is known as
contribution matching. “Many go up to 10
per cent,” says Ms Coles.
Besides any employer contributions into
your pension, any payments you make up to
a certain amount are entitled to receive tax
relief, so the money that would have been
paid as tax is diverted into your pension
pot. Basic-rate taxpayers in England and
Wales receive 20 per cent tax relief, higherrate taxpayers receive 40 per cent relief and
additional-rate payers 45 per cent. The rates
in Scotland range from 19 per cent to 46 per
cent. Relief is available on up to £40,000
of earnings a year, or 100 per cent of your
earnings if lower than this, but for those
whose earnings exceed £150,000 a year that
annual allowance is tapered away to as little
as £10,000 a year.
Another beneﬁt of a pension is that if an
employer oﬀers a salary sacriﬁce arrangement, whereby part of your earnings are
exchanged for pension contributions, the
employee can save on tax and national
insurance. “Salary sacriﬁce is always a good
idea because you don’t pay tax or national
insurance on the portion of pay you give
up,” Mr James says. But this can work
against you: “As it reduces the level of your
earnings, it can put you in a lower threshold
for a mortgage,” he notes.
So how do Lisas compare with pensions?
Lisas oﬀer a ﬂat-rate 25 per cent bonus from the
government, depending on what you put in,
up to £1,000 a year. Their big advantage is ﬂexibility because they are designed to allow you
to save for retirement and/or a ﬁrst home – an
important consideration for most millennials.
However only individuals aged between 18 and
40 can open an account. If you fall into this age
bracket, you can save up to £4,000 each year in
your Lisa until the age of 50. This is signiﬁcantly less than for a pension, into which
5 JUL - 11 JUL 2019 INVESTORS CHRONICLE 45

MONEY
individuals can contribute up to £40,000 a
year until the age of 75, subject to a lifetime cap
of £1,055,000 for most people currently.
There are two types of Lisa: a cash Lisa
and an equity Lisa. “If you plan on using
your Lisa money to buy a house in the next
ﬁve years,” Ms Ingram says, “then it makes
more sense to put money into a cash Lisa. If
you need to invest the money for more than
ﬁve years, an equity Lisa can give you better
returns. If you want growth that matches
house prices over the long run then equity
Lisas are better, too.” There are currently only
three cash Lisa providers: the Newcastle Cash
Lifetime ISA, Nottingham Building Society
and Skipton Building Society.
You can only withdraw the money from
a Lisa to buy a ﬁrst home. Otherwise you
have to wait until age 60 to access it without
penalty, whereas the minimum age you can
access your pension is 55. For individuals
who want to retire, go part-time or want to
make a career change, these ﬁve years can
make a big diﬀerence. If you withdraw Lisa
money before age 60 other than to buy a ﬁrst
home, there is a penalty of 25 per cent of the
value of the amount withdrawn. “This will
claw back the bonus paid by the government
and a chunk of the individual’s own savings
too,” Ms Ingram says.
Ms Coles notes: “At diﬀerent times in
your life you’ll have diﬀerent priorities, and
at some point that might be getting on the
property ladder. For individuals who don’t
want a property worth more than £450,000,
a Lisa is a good option. Once on the property
ladder, they can look at rediverting that
money into a pension.”
But Ms Ingram believes young individuals should focus on putting money into their
pension because while interest rates are
low, taking on a larger mortgage with a
view to paying this oﬀ later could be a good
bet. “The tax-free lump sum can be used
to pay oﬀ the mortgage later and will have
beneﬁted from more tax relief and employer
contributions than the 25 per cent boost
oﬀered by the Lisa,” she says.
For those who currently have no plans
to use money in a Lisa for a ﬁrst home, Mr
James recommends they put money into a
pension ﬁrst and then the Lisa “because if
you change your mind and take money out

For wealthy individuals who can save
more, Mr James says: “The ﬁrst thing is,
if a workplace pension is on oﬀer then take
that because you get employer beneﬁts.
Then for the vast majority the next thing
would be to get a Lisa and max that out. If
there’s anything left on top of that then
pay into a Sipp.”

Sipps

“Young individuals should focus on
putting money into their pension
because while interest rates are
low, taking on a larger mortgage
with a view to paying this off later
could be a good bet”

for a house purchase then you need to make
up that sum, and the problem is that due
to compounding the money you put in 10
years ago would have grown a lot. You have
to put a lot more in to catch up to get your
retirement pot back.”
However, Lisas oﬀer an advantage when
you are withdrawing the money. With a
pension, only 25 per cent of it can be drawn
down tax-free. The other 75 per cent will be
liable to income tax even up to additionalrate tax. On the other hand, all money paid
out from a Lisa is tax-free.
But, as Mr James says: “It is impossible to
know what rate taxpayer you will be in your
retirement.” For forward-planning wealthy
millennials, it’s also worth noting that the Lisa
will form part of your estate and could be liable
to inheritance tax, while pension pots are usually exempt from inheritance tax, although the
recipients may have to pay income tax.

With a Sipp, you choose the provider and
when and how you invest in it. You choose
what to invest the Sipp in, although it is
possible to have them run by a ﬁnancial
adviser or wealth manager. You can choose
a full Sipp, which would allow you to invest
in a fuller range of underlying investments
such as commercial property, or you can
opt for a low-cost Sipp, which would typically only allow shares, funds, ETFs and
investment trusts.
You can contribute to a Sipp via regular
deposits or one-oﬀ payments. But charges
and the minimum amount you have to invest
in Sipps vary across providers, so it’s essential to shop around to ﬁnd the best one for
you. You also pay two sets of fees: those for
the Sipp wrapper itself, and those relating to
the investments you hold within it, for example dealing charges and/or fund management
charges. There may also be exit fees.
Unlike workplace pensions, Sipps do not
usually get employer contributions, but some
employers will do this. You will be entitled to
pension tax relief as described above and the
fund will accumulate free of income or capital gains tax. Like a workplace pension, you
can withdraw up to 25 per cent tax-free, the
rest is subject to tax. It is a great way to save
money to leave for beneﬁciaries, though,
because it can be inheritance-tax-free, provided you keep the money in it invested.
Ms Coles advises: “When you get to retirement it makes sense to have a guaranteed
income to cover basics, so use your drawdown and an annuity from your pension for
that. Then use additional savings from vehicles such as a Lisa, which provides tax-free
income to cover other things like holidays.”
A good general approach is to make sure you
have enough from your pension and state
pension to cover the basics and then use
other vehicles for additional costs.

A comparison
Retirement savings Max. yearly
vehicle
contribution

Min. age you
can access it

Lisa
£4,000
60
Workplace pension £40,000 to be shared withSipp
55
Sipp
£40,000, to be shared with workplace pension 55

Available
tax relief

Employer
contribution

Government
contribution

Can you withdraw
early?

25%
20-45% (Income tax dependent)*
20-45% (Income tax dependent)*

No
Yes
Possible

Yes
Yes
Yes

Yes, to buy ﬁrst home
No
No

Source: Bestinvest, Pensions Advisory Service, IC. *19-46 per cent in Scotland
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Reluctance to sell results
in overdiversiﬁcation
Too many holdings are, in eﬀect,
an expensive tracker fund

CHRIS DILLOW, KEITH BOWMAN & DENNIS HALL

P

aul is 58 and works for the NHS. He plans
to retire in two years at 60 when he will
receive an NHS pension starting at £20,000
a year and a lump sum of about £60,000. He
also has an individual savings account (Isa)
worth about £203,000 and a self-invested
personal pension (Sipp) worth about
£137,000, and unwrapped holdings. His home
is worth £700,000, and mortgage-free.
“About half of my investments are equities
with a decent yield and intended to ensure that
I have enough income in retirement, and to
meet the costs of home or long-term residential
care in later life, if necessary,” says Paul. “I
want the rest of my investments to achieve the
maximum possible growth. Although I have no
direct dependents, I have quite a large family
and want to leave a large amount of capital to
ﬁve or six of them – as much as possible.
“I have been investing in equities for
about 30 years, after inheriting shares from
my parents. I use my full Isa allowance every
year to invest £2,000 a month into FTSE 100
companies. I also pay small amounts into a
Sipp on a regular basis.
“As my investments are worth over £1m
I could aﬀord to lose up to three-quarters of
their value and still live comfortably, so I think
it is worth targeting high-risk investments. I
would be happy for my investments to lose
30-50 per cent of their value in any given year,
although I think this is very unlikely as many
of my investments are FTSE 100 companies.
“If the market fell I would top up my holdings in Unilever (ULVR) and Diageo (DGE).
These shares have risen so much their yields
have dropped to around 2 per cent [at time
of writing], making them far too expensive.
I bought them when they had yields of
around 3.5 per cent. I almost never buy shares
without a yield – even in the case of smaller
companies – a reason why my Sipp includes
4imprint (FOUR). I like this company’s return
on capital employed.
“I mostly buy and hold investments, and
I am an admirer of the investment styles of
fund managers Terry Smith, Nick Train and
Warren Buﬀett.
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“For the past 10 years I have aimed to
have global exposure, including to smaller
companies, private equity and venture
capital, and emerging and frontier markets.
So I invest in direct shareholdings such as
BP (BP.) and Royal Dutch Shell (RDSB),
which have global reach, and companies
expanding into emerging markets such as
Unilever, Diageo and Reckitt Benckiser
(RB.). I also aim to get exposure to these
areas via BMO Global Smaller Companies
(BGSC), Scottish Mortgage Investment
Trust (SMT) and Edinburgh Worldwide
Investment Trust (EWI).
“I invest £100 every month into Baillie
Giﬀord Shin Nippon (BGS), Scottish Mortgage
Investment Trust, Edinburgh Worldwide
Investment Trust, Fundsmith Equity
(GB00B41YBW71) and Lindsell Train Global
Equity (IE00BJSPMJ28). These funds have
each gained about 15-20 per cent every year, on
average, since I invested in them. But I also like
to keep costs down so only hold active funds if
they beat their benchmarks by a mile year after
year. If they were to start underperforming I
would have no hesitation in selling them.
“I recently sold JPMorgan US Smaller
Companies Investment Trust (JUSC)
because I thought its ongoing charge [of 1.36
per cent] is too high, and instead get exposure
to the US via Scottish Mortgage Investment
Trust, which has an ongoing charge of 0.37
per cent. I reinvested the sale proceeds in
Stock Spirits (STCK), a small company
listed on the Alternative Investment Market
(Aim) which sells premium spirits in eastern
Europe. Wealth is growing in countries such
as Poland and this company sells an addictive
product. I hope that Stock Spirits will become
the next Diageo, or be taken over by it.”

THE BIG PICTURE

Chris Dillow, Investors
Chronicle’s economist, says:

You are doing many things right. I like that
you try to keep costs down by avoiding
expensive active funds and are making full
use of your Isa allowance. Your interest in
private equity and venture capital is good

Paul’s investment portfolio
Value % of the
Holding
(£) portfolio
4imprint (FOUR)
10,070.00
0.89
Aberdeen Standard Asia Focus (AAS)
8,640.00
0.77
Aberdeen New Dawn Inv.Trust (ABD)
9,343.00
0.83
Acorn Income Fund (AIF)
5,614.00
0.5
AstraZeneca (AZN)
27,822.00
2.47
Baillie GiffordShin Nippon (BGS)
4,012.00
0.36
BlackRock Frontiers Inv.Trust (BRFI)
2,915.00
0.26
BlackRockSmallerCosTrust (BRSC)
33,962.00
3.01
BMO Global SmallerCos (BGSC)
70,740.00
6.28
BMO Private EquityTrust (BPET)
18,912.00
1.68
BP (BP.)
98,250.00
8.72
British AmericanTobacco (BATS)
7,736.00
0.69
DCC(DCC)
8,131.00
0.72
Diageo (DGE)
40,285.00
3.58
Diverse IncomeTrust (DIVI)
9,100.00
0.81
Edinburgh DragonTrust (EFM)
7,918.00
0.7
Edinburgh Worldwide Inv.Trust (EWI)
47,343.00
4.2
European AssetsTrust (EAT)
13,060.00
1.16
FidelityAsian Values (FAS)
10,430.00
1.16
FidelitySpecial Values (FSV)
10,030.00
0.89
Fundsmith Equity (GB00B41YBW71)
24,144.00
2.14
GlaxoSmithKline (GSK)
4,775.00
0.42
Henderson SmallerCos Inv.Trust (HSL) 25,890.00
2.3
14,159.00
HSBC(HSBA)
1.26
ICG EnterpriseTrust (ICGT)
19,105.00
1.7
Invesco AsiaTrust (IAT)
4,347.00
0.39
JPMorganChinese Inv.Trust (JMC)
8,276.00
0.73
JPMorgan Emerging Mkts Inv.Trust (JMG) 15,706.00
1.39
JPMorgan Euro. Sm.CosTrust (JESC)
17,399.00
1.54
JPMorgan Global Em. Mjts Inc.Trust (JEMI) 6,446.00
0.57
LindsellTrain Global Eq. (IE00BJSPMJ28) 10,895.00
0.97
Mondi (MNDI)
37,329.00
3.31
Murray InternationalTrust (MYI)
5,022.00
0.45
PolarCapitalTechnologyTrust (PCT)
5,515.00
0.49
Reckitt Benckiser (RB.)
33,667.00
2.99
RioTinto (RIO)
50,191.00
4.46
RITCapital Partners (RCP)
7,072.00
0.63
Royal DutchShell (RDSB)
157,142.00
13.95
RPC(RPC)
37,149.00
3.3
Scottish Mortgage Inv.Trust (SMT)
30,426.00
2.7
Scottish OrientalSmallerCosTrust (SST) 8,040.00
0.71
DSSmith (SMDS)
9,524.00
0.85
Smurﬁt Kappa (SKG)
36,648.00
3.25
Standard Life UKSmallerCosTrust (SLS) 21,103.00
1.87
StockSpirits (STCK)
8,001.00
0.71
Templeton Em. Mkts Inv.Trust (TEM)
11,952.00
1.06
Unilever (ULVR)
47,271.00
4.2
Cash
25,000.00
2.22
Total
1,126,507.00

because, increasingly, the stock market is not
the place to ﬁnd the best growth companies
and many companies only list on markets at
the peak of their fortunes. A disproportionate
amount of investment growth in future years
may come from unquoted companies, and
funds that invest in private equity give you
exposure to that potential.
Your aversion to stocks with no yield is
also praiseworthy because these tend to be

YOUR MONEY PORTFOLIO CLINIC

How to improve the portfolio
Keith Bowman says:
Your portfolio is a good example of
how patient investing can work. Having the conviction to buy and patiently
hold is often much easier said than
done. Warren Buffett once said that
“the stock market is a device for
transferring money from the impatient
to the patient”.
The aim of your investment
strategy is balanced income and
growth over the long term, with a
medium to higher risk tolerance.
Your investments are highly
diversiﬁed, but you may be
duplicating holdings as you have
several funds focused on emerging
markets and smaller companies.
And you hold Unilever and Diageo
directly, but these are also among
Lindsell Train Global Equity Fund’s
top 10 holdings.
You already have more than 40
investments, so if you add more the
portfolio will become increasingly
difﬁcult to oversee.

Dennis Hall, chief executive ofﬁcer of
Yellowtail Financial Planning, says:
It’s hugely encouraging to ﬁnd
people with modest incomes who have
managed to accumulate signiﬁcant
portfolios. Their secret is usually
down to formulating a plan, doing the
necessary research and work, and then
sticking to it – typically over a long
time. A buy-and-hold strategy, and a
keen appreciation of costs, have also
contributed to overall returns.
You follow four themes: global,
small-cap, private equity and venture
capital, and emerging and frontier
markets. However, global largecaps account for almost half of your
investments and just two shares –
Royal Dutch Shell and BP – account
for almost a quarter. That is a high
allocation – even for a high-conviction
investor. And even if you sell some of
your holdings in these every year, offsetting the gains against your annual
capital gains allowance, it would take
several years to reduce them.

the most speculative ones. However, these
have tended to be overpriced, on average,
because investors pay too much for the small
chance of big gains and not enough for ‘get
rich slow’ companies. This is a reason why
Aim stocks have underperformed the FTSE
All-Share index so much since the mid 1990s.
You are wise to run winners, subject
to a caveat. Much of the time, momentum
happens when investors underreact to good
news, which causes a stock to be underpriced
after it has enjoyed such news, with the
result that it rises on the news but not by
enough, so continues to rise later. But if you
are reluctant to sell you could end up with an
unwieldy, overdiversiﬁed portfolio as you add
assets over time without selling. So you end
up with, in eﬀect, a global tracker fund, only
acquired at greater expense and trouble.
Also consider how much you should rely
on return on capital ﬁgures when picking
stocks. One problem with this is scalability
– a small company might have a good return
on capital but be unable to maintain it as it
grows. This could be because growth requires
high capital spending or the company faces
various problems with economies of scale.
Another problem is that high returns are a
signal for rival companies to enter the market,
thereby competing proﬁts away. So you should
not just look for a good return on capital but
what Warren Buﬀett calls “economic moats”

Your portfolio is also more complex
than I’d like. I favour simpliﬁcation
to the point that most of my portfolio
is invested in six funds. Many people
who are uninterested in managing a
portfolio could simplify things even
further by holding just two funds – a
global equity and global bond fund.
You like managers like Terry
Smith and Nick Train who take a
high-conviction approach. I’ve been
a fan of another high-conviction
investor – Keith Ashworth-Lord – who
runs CFP SDL UK Buffettology Fund
(GB00BF0LDZ31), although I dislike
this fund’s open-ended structure.
However, you also invest in funds
with signiﬁcantly larger numbers of
holdings, including ones that invest
in other funds, diluting and diversifying the underlying investments even
more. This makes it difﬁcult to track
your holdings and know whether
you’re duplicating exposure to certain
holdings. For example, you have a
direct holding in 4imprint, but at least

– sources of monopoly power that a company
can use to exclude rivals and maintain profits. Diageo, for example, has powerful brands
such as Guinness and Johnnie Walker. Does
Stock Spirits really have comparable ones?
The stocks you have bought on the basis
that they have global reach are, for the most
part, moat stocks. Some have the monopoly
power from branding, for example Unilever
and British American Tobacco (BATS). And
others have it because they operate in areas
that require high capital requirements, for
example Royal Dutch Shell. So by investing
in these you have done the right thing.
But there’s a danger that stocks such
as Unilever and Diageo have become too
expensive. It’s possible that having wrongly
neglected the importance of moats for
years, investors have now wised up to this
mistake and might be paying too much for
them. A similar thing happened to small-cap
stocks, which were underpriced until the
1980s. Investors cottoned on to the underpricing and drove their prices up to such
high levels they suﬀered from a decade of
underperformance. That episode warns us
that, sometimes, you need to sell after long
periods of success.

Keith Bowman, equity analyst at
interactive investor, says:

You are sensibly using tax-efficient

one of your funds, BlackRock Smaller
Companies Trust (BRSC), also holds
it. From a risk perspective diversiﬁcation is a good thing, but unless you’re
index tracking, too much diversiﬁcation is not a good thing.
Your global and emerging markets
exposure is difﬁcult to follow, so
I would simplify it by pruning the
number of holdings in this area. I
favour going global on a market cap
weighting basis, and would have an
overweight in emerging and frontier
markets by choosing one fund focused on each of these two areas. It’s
hard enough researching individual
domestic stocks let alone trying
to successfully forecast the global
economy – something that seems to
evade most analysts most of the time.
I too like private equity, but
the charges on these types of funds
tend to be higher. I’ve long been a
fan of HgCapital Trust (HGT) and
made good returns with Electra
Private Equity (ELTA).

wrappers such as Isas to safeguard
investments from the taxman. And dripfeeding money into the stock market via
monthly savings schemes avoids the issue
of timing, averaging out the peaks and
troughs. This is something all investors
should consider using.
You should start to address the inheritance tax (IHT) your heirs are likely to
face. If you die in the near future, a house
worth £700,000 and a £1m-plus investment
portfolio would be likely to leave your
beneﬁciaries with a sizeable tax bill.
A professionally drafted and up-to-date
will would be a good starting point, and
professional tax advice on whether to
make lifetime gifts. Also remember that
assets within a Sipp are usually outside
your estate for IHT purposes. So consider
doing a ‘bed and Sipp’: selling investments,
oﬀsetting any proﬁts against your annual
capital gains (CGT) tax allowance, which is
currently £12,000, and then repurchasing
them within your Sipp. But seek professional tax advice before doing anything.
Want to see your portfolio
analysed by our experts?
email portfolio.clinic@ft.com
None of the commentary here should be regarded
as advice. It is general information based on a
snapshot of the reader’s circumstances.
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TIPS
Following a difﬁcult few years, Dunelm has emerged stronger than ever
RETAILERS

DUNELM (DNLM)

BU

Y

Buy leaner, meaner Dunelm
Bull points

Improving margins
Falling debt
Consistent forecast upgrades
Special dividend prospects

Bear points

Turbulent recent history
Wider market challenging

H

omewares retailer Dunelm (DNLM) ran
into major diﬃculties in late 2016 when
it acquired Worldstores out of administration
for £1. The online retailer proved more diﬃcult
to integrate than anticipated. But following a
50 INVESTORS CHRONICLE 5 JUL - 11 JUL 2019

board room overhaul, the group appears to be
moving in the right direction again, prompting
a jump in proﬁts, a raft of analyst upgrades
and the potential for regular special dividends,
perhaps starting as soon as this autumn.
Dunelm sells homewares and furniture
across the UK through a network comprising
169 ‘superstores’, three high street stores, and
a website. In recent years it has been expanding its store portfolio in the south of England,
but has also opened new outlets in the North,
Scotland and Jersey.
The Worldstores business has proved a
major drag on the wider group in recent years.
Underlying pre-tax proﬁts fell 15.2 per cent to

Dunelm bounces back
p
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Share price

TIPS OF THE WEEK

£109.3m in the year to July 2017 and a further
6.7 per cent in the following year. Gross
margin slipped 90 basis points in each of the
years, reaching 48 per cent.
Not all of the deal’s negative eﬀects were
so easy to put a number on. Chief executive
Nick Wilkinson – who joined in February
2018 – noted in the group’s 2018 annual
report that the integration of Worldstores had
been “substantial”, adding it “reduced our
focus on some of our operating disciplines”.
His response has been decisive, closing all
websites except for dunelm.com, cutting
lower-margin lines, disposing of lifestyle and
luxury discounter Achica and consolidating
the whole business under the Dunelm brand.
External factors
IC TIP RATING
have also been
Tip style: INCOME
playing a role in
Risk rating: MEDIUM
the group’s perforTimescale: LONG TERM mance, and last
year’s extremely dry
summer led to a decline in store footfall and a
fourth-quarter proﬁt warning.
However, the group appears to have turned
a corner. Brokers upgraded proﬁt expectations in response to a second-quarter trading
update in January, confounding expectations
seeded by the diﬃcult wider market. The
half-year results were in line, but the group’s
outperformance continued in the third and
fourth quarters of the year. Gross margins have
likewise turned around, rising 170 basis points
to 50.3 per cent in the six months to December
2018. This improvement is expected to have

Forward EPS
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continued into the second half of the year.
Worldstore did strengthen the group’s
oﬀering and growth, too. As of the most recent
results online home delivery, reserve and collect
and tablet-based revenues comprised 15.7 per
cent of total sales, up from 11.8 per cent last year.
Cash generation has also been returning
from the anaemic levels hit following the
Worldstores acquisition. It rose from 14.2m in
the year to the end of June 2017 to £52.9m in
the 2018 ﬁnancial year, and in the ﬁrst half
of the current year was £91.2m. First-half net
debt fell 46 per cent to £72.9m.
The group has a policy of considering
special payments when the average net debt
falls below 0.25 times cash proﬁts. At the
half-year results the ﬁgure was 0.48 times,
and broker Peel Hunt thinks an additional
payout is possible as soon as the autumn
(not factored in to the table below). What’s
more, special payments should be sustainable based on the broker’s view that the
company is capable of producing about
£60m of surplus cash a year (about 3 per
cent of the current market capitalisation)
With the Worldstores integration ﬁrmly in
the rearview mirror, Dunelm’s cash generation and dividend payout look appealing.
Special payments could take the total yield
comfortably above 6 per cent, while a price/
forecast earnings ratio of 18 looks decent
given the momentum behind Dunelm’s
earnings recovery. Meanwhile, the group’s
multichannel sales are expanding rapidly,
which gives us conﬁdence in Dunelm’s place
in the changing retail landscape. Buy. TD
Share price 920p
p
Dunelm share price
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Dunelm
Ord Price: 920p Market Value: £1.9bn
Touch: 921-920p 12-Month High: 993p Low: 461p
Forward Dividend Yield: 3.3% Forward PE Ratio: 18
Net Asset Value: 76.6p Net Debt: 47%
Year to Turnover Pre-tax
Earnings
Dividend
30 Jun
(£bn) proﬁt (£m)* per share (p)* per share (p)

2016
2017
2018
2019*
2020*
% change

0.9
1.0
1.1
1.1
1.2
+9

129
109
102
125
132
+6

50.3
42.9
40.0
49.2
52.0
+6

*Peel Hunt forecasts, adjusted PTP and EPS ﬁgures
Normal market size: 2,000
Last IC view: Hold, 744p, 13 Feb 2019

INVESTMENT BANKING & BROKERAGE SERVICES

LIONTRUST ASSET MANAGEMENT (LIO)

BU

Y

Trust in Liontrust
Bull points

sales to the higher-growth UK retail
investor sector.
Those sales have held up since the yearend. By 25 June, AUM had grown a further
10.5 per cent to £14bn, of which Numis
attributes 45 per cent to net inflows and
Bear points
the rest to investment gains.
Market volatility
Liontrust’s investment teams have
UK exposure
repeatedly proved their worth, which is a
pre-requisite for any actively managed
espite Brexit uncertainty, a trade war
fund hoping to compete in the exchange
and an inverted US yield curve,
traded fund (ETF) era. From their launch
UK equity-focused fund manager
until 3 April this year, 16 of
IC TIP RATING
Liontrust Asset Management
Liontrust’s 21 funds ranked
Tip style: GROWTH
(LIO) has been consistent,
in the top two quartiles of
Risk rating: HIGH
attracting investor capital at
their peers, with the group’s
increasingly high rates. All the
Timescale: LONG TERM UK growth, UK micro-cap,
while, its shares have traded at
UK smaller companies and
a lower forward earnings multiple than its
special situations funds all in the top
peer group average.
quartile relative to peers on a short,
The latest financial year was a case in
medium and long-term basis. To its
point. Each quarter was among the top 10
largely UK-based customers, that’s an
in Liontrust’s history for both gross and
important selling point.
net inflows, despite the UK’s equity funds
Investment performance accounted for
industry witnessing negative flows in 10
19 per cent of last year’s AUM growth. By
of the 12 months to March. All told, this
contrast, the more globally focused and
resulted in £1.8bn-worth of extra money
specialist fund house Polar Capital (POLR)
being managed across Liontrust’s funds (a
– which manages £14.1bn-worth of assets –
17 per cent increase on the prior year’s net
attributed 72 per cent of its £1.8bn increase
inflows) taking assets under management
in its AUM in the same period to “market
(AUM) to £12.7bn. That was despite £264m
uplift and performance”.
of net outflows from institutional clients
Then again, stock markets aren’t a
in the period, highlighting the strength of
precise analogue for Liontrust’s

Consistent inﬂows
Decent yield
Strong distribution franchise
Discount to peers

D

FTSE All-Share Index

1000

Full-year results suggest the asset manager knows how to handle market volatility

25.1
26.0
27.0
28.0
30.0
+7
Beta: 0.96
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performance. The group launched three
fixed-income strategies in 2018, which
attracted an impressive £419m in
net inflows in the year to March 2019.
The group has also been ahead of the
curve in perhaps the biggest topic in asset
allocation today: environmental, social
and governance (ESG) investing. Backed
by two major distribution partners in
Europe, Liontrust’s sustainable investment
mandates boosted AUM by 25 per cent
in the year to March to £3.7bn; about 29
per cent of the total. This is an area were
active management can be a big advantage
and seven of Liontrust’s nine sustainable
future funds boast top-quartile places over
five, three and one-year periods, or since
launch. As such, the business appears to
be well-positioned.
It would be complacent to suggest
Liontrust’s track record is a guarantee of
further resilient growth. Concerns about
UK investor sentiment (and UK stocks in
general) mean a discount to peers might
well be warranted. However, assets under
management are now a fifth above last
year’s average, suggesting the earnings
benefits from recent inflows are yet to
reveal themselves. And the strong position
in ESG taps into an investment trend that
appears to have gained critical mass. The
29 per cent rise in the FY2019 dividend –
up to a payout ratio of 58 per cent – shows
management is bullish, too. Buy. AN
Share price 736p
p
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Liontrust Asset Management
Ord Price: 736p Market Value: £373m
Touch: 734-738p 12-Month High: 750p Low: 530p
Forward Dividend Yield: 5.2% Forward PE Ratio: 11
Net Asset Value: 110p* Net Cash: £35.6m
*Includes intangible assets of £23.3m, or 46p a share

Year to
31 Mar

2017
2018
2019
2020**
2021**
% change

Turnover Pre-tax
Earnings per Dividend
(£m) proﬁt (£m)** share (p)** per share (p)

51.5
76.8
84.6
101
115
+14

17.2
27.3
29.9
35.8
41.9
+17

29.6
42.5
46.6
55.6
66.4
+19

**Numis forecasts, adjusted PTP and EPS ﬁgures
Normal market size: 1,000
Last IC view: Buy, 628p, 10 Apr 2019
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15
21
27
32
38
+19
Beta: 0.95

SE

AIM: TECHNOLOGY HARDWARE & EQUIPMENT

LL

IQE (IQE)

IQE looks vulnerable
Bull points
Net cash
5G hopes

IQE – proﬁts & cash ﬂows are lower
(£m)
25

FCF

PAT

20

Bear points

Ravaged by trade war
Supply chain disruption
Poor cash ﬂows
Rising stock levels

T

15
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-25
he nightmare scenario for a company
-30
that has just completed a large capital
2014
2015
2016
2017
2018
Year to end-Dec
Source: IQE
project is a sharp drop-oﬀ in demand. All
the more so when that company operates in
a notoriously cyclical industry.
particularly unwelcome that
IC TIP RATING
Unfortunately, that is the situthe company last month
Tip style: SELL
ation semiconductor minnow
guided that full-year revenue
Risk rating: HIGH
IQE (IQE) ﬁnds itself in as the
would be between £140m and
Timescale: MEDIUM TERM £165m, below a consensus of
industry grapples with the
US-China trade dispute. IQE sup£175m.
plies epitaxial wafers to a number of chip
The state of the markets mean that
companies in global supply chains, some
IQE may struggle to secure a return on its
of which supply Huawei, which has been
investments in the near term. Even though
blacklisted by the United States Department the shares dropped 40 per cent in response
of Commerce.
to its revenue warning, we’re not conﬁdent
Supply chain disruption in the photonics
that there won’t be further downgrades.
division (light science) at the end of 2018
Sell. AJ
followed a substantial customer inventory
Share price 55.9p
correction in the ﬁrst half, which has left IQE
p
needing to unwind stock. This is expected to
200
IQE share price
harm ﬁrst-half proﬁtability and management 150
recently abandoned a 10 per cent operat100
ing margin target. IQE ﬁnished last year
50
200-day moving average
FTSE Aim All-Share Index
with inventory equivalent to 23 per cent of
revenues. The ratio has been rising steadily
0
2014
2015
2016
2017
2018
2019
over the past ﬁve years from 15 per cent.
Source: Bloomberg
Selling excess stock would be challenging in a soft market anyway, but even more
IQE
so in a sector where rapid technological
Ord Price: 55.9p Market Value: £442m
advancement causes products to become
Touch: 56.0-55.9p 12-Month High: 115p Low: 41.3p
obsolete quickly.
Forward Dividend Yield: nil Forward PE Ratio: 37
To keep pace with technology, semiconNet Asset Value: 40p** Net Cash: £20.8m
ductor companies have to invest. Last year
**Includes intangible assets of £122m, or 15.9p a share
was a record for capital investment across
the industry, as it was for IQE which nearly
Year to Turnover Pre-tax
Earnings
Dividend
31 Dec
(£m) proﬁt (£m)* per share (p)* per share (p)
trebled capital expenditure to £30.4m as
2016
133
20.6
3.0
nil
it ploughed cash into a new photonics
2017
155
24.5
3.4
nil
foundry in Newport.
2018
156
14.0
1.4
nil
IQE has a poor record for generating
2019*
147
5.8
0.0
nil
free cash ﬂow. Its current net cash position
2020*
183
20.2
1.5
nil
is the product of a £95m placing at 140p
% change +24
+248
–
–
in 2017. As the chart (top right) illustrates,
*Peel Hunt forecasts, adjusted EPS and PTP ﬁgures
free cash ﬂow has fallen over the past ﬁve
Normal market size: 20,000
Beta: 0.94
years. While capex is due to fall this year,
Last IC view: Sell, 49.90p, 21 Jun 2019
the recent heightened spending makes it

TIPS SHARES

BU

AIM: PRECIOUS METALS & MINING

Y

TRANS-SIBERIAN GOLD (TSG)

Trans-Siberian Gold comes out of obscurity
Bull points

but falling costs at Trans-Siberian’s Asacha
mine means proﬁts are highly sensitive to
further gold price increases.
In the 2018 results, Trans-Siberian
published its all-in sustaining cost (AISC)
for the ﬁrst time. Asacha was pricey in 2017,
Bear points
with an AISC of $1,341 an oz, compared with
Ownership structure
an average realised gold price of $1,260 an
Asacha mine life
oz. TSG still made a pre-tax proﬁt of $3m
that year and handed out a ﬁnal dividend
rans-Siberian Gold (TSG) has been
of 2.1¢ a share. The overall cost ﬁgure fell
ticking along since 2003 on Aim, quietly
to $1,049 an oz in 2018, despite $18m of
bringing a mine into production, putting
sustaining capital, largely going to a new
out 40,000 ounces (oz) of gold a year and
pumping station to keep water out of the
paying a dividend.
underground mine.
IC TIP RATING
Its modest presence in
Chief executive Alexander
Tip style: GROWTH
London can be linked to UFG
Dorogov told us AISC would fall
Risk rating: HIGH
Asset Management’s historic
further in 2019 thanks to a new
Timescale: MEDIUM TERM energy rebate from the regional
86 per cent holding, as the
Moscow-based fund kept Transgovernment, which hands the
Siberian aﬂoat by turning debt into equity,
company back 70-80 per cent of its fuel
having provided the cash needed to get its
costs. A weak rouble should help, too.
Asacha mine up and running in 2011.
Additionally, there is an expansion
But the company has acted to improve
option in the Rodnikova deposit 50km
the shareholder structure with a debtdown the road that could see gold producfunded 33p share buyback earlier this year
tion increase to 100,000 oz a year. Funding
to take UFG’s stake down to 77 per cent. The requirements from any expansion should
company says it’s comfortable with net debt be kept down because the proximity of the
levels following the buyback. The price of
project to Asacha means expensive new
the buyback, after a substantial recent run,
plant is not needed for it to go into productook place at a noteworthy discount to the
tion. Trans-Siberian previously owned the
market price.
project, but handed it back to the state
Given the shares’ recent performance, it
ﬁve years ago because it couldn’t aﬀord
might look as though the horse has bolted,
exploration.
but this move started before the gold price
Trans-Siberian Gold has waste piles at
rose to over $1,400 an oz and the company’s Asacha with 3-4 grams per tonne of gold in
production looks as though it will continue
them. This is higher than many orebodies at
creeping up at lower average costs. And for
proﬁtable mines. In the Asacha mine itself,
gold bulls, an important factor is that high
the grade hit an average of 9 grams per tonne

Gold exposure
Weak rouble
Earnings growth
Costs declining

T

in the last three months of 2018, and this
has continued into 2019. The combination
of the dividend, handed out when it can
be aﬀorded (hence the lack of forecasts in
our table) and the expansion prospects at
Rodnikova means this is both a growth and
income play. Despite the hefty recent gains,
Trans-Siberian still has a forward price/earning multiple of eight, compared with fellow
Aim gold plays Hummingbird Resources
(HUM) on 11 and Shanta Gold (SHG) on 13,
according to Capital IQ, which shows there is
room to grow as it ups production. Buy. AH
Share price 75.5p
p
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Source: Bloomberg

Trans-Siberian Gold
Ord Price: 75.5p Market Value: £83m
Touch: 76.0-75.0p 12-Month High: 80.9p Low: 32.1p
Forward Dividend Yield: see text Forward PE Ratio: 8
Net Asset Value: 95.4¢ Net Debt: 7%
Year to
31 Dec

2017
2018
2019*
2020*
% change

Turnover Pre-tax
Earnings
Dividend
($m) proﬁt ($m)* per share (¢)* per share (¢)

43.4
59.8
57.8
61.5
+6

4.6
16.8
14.0
13.5
-4

2.3
11.3
11.6
12.5
+8

*Arden forecasts, adjusted PTP and EPS ﬁgures
Beta: 1.92
Last IC view: None

2.1
0.9
–
–
–
£1=$1.26
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TIPS FUNDS
EUROPE EX UK OPEN-ENDED INVESTMENT COMPANY

LF MITON EUROPEAN OPPORTUNITIES FUND (GB00BZ2K2M84)

BU

Y

Grow through thick and thin with
LF Miton European Opportunities
Bull points

Good total returns
Outperformance in good and bad markets
Diversiﬁed portfolio
Experienced managers

Bear point

Short track record

S

o far this year European equities have
returned to form, but there is still plenty
that could knock them oﬀ course. Slowing
growth and an ageing population are big challenges for domestic economies in these regions
while potential disputes, due to Brexit and
escalating trade tensions with the US, threaten
the region’s exporting businesses. But if you
write oﬀ continental Europe you will forego the
many successful companies listed on markets
in this region, which over the decades ahead
could continue to deliver strong returns –
regardless of short-term political issues.
A good way to tap into such companies
is LF Miton European Opportunities Fund
(GB00BZ2K2M84), which over three years
has returned 83.41 per cent, making it the top
performer in the Investment Association (IA)
Europe ex UK fund sector. It is also well ahead
of FTSE Europe ex UK index, a broad benchmark composed of equities listed in this region,
which rose 49.24 per cent over three years.
Carlos Moreno and Thomas Brown, who
have managed the fund since launch, invest
in businesses on the basis of their positive
attributes rather than because of external factors such as exporting trends – a useful strategy at a time of uncertainty. They seek businesses with strong brands or clear advantages
that can grow their revenues, boost margins
and increase their return on capital, and do
not rely on external factors to achieve these
things. The fund’s biggest positions include
luxury car maker Ferrari (RACE:MIL) and
speciality chemicals ﬁrm Sika (SIKA:VTX).
The fund’s investment process tends to
exclude companies without a clear competitive edge so, for example, its managers often
exclude airlines because this sector lacks
high barriers to entry. They also look at who
is running a company, favouring teams with a
good track record of driving earnings growth
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by increasing market share, introducing new
Mr Moreno and Mr Brown have invested in
products or managing costs.
European equities for 23 and 18 years, respectively, and worked together for several years.
The fund is well diversiﬁed, with 51
holdings at the end of May, none of which
The fund has also proved it can outperform
accounted for more than 4 per cent of its
in both good and bad market conditions. For
assets. If European markets become volatile,
example, in 2017, when Europe was one of
the best-performing equity markets, the fund
the fund’s diversity and focus on companies
that do not rely on external drivers could help beat its sector average and the wider market.
to mitigate its downside risk.
And when markets fell in 2018, LF Miton
However, LF Miton European
European Opportunities fell 4.2 per cent –
Opportunities only launched at the end of
less than FTSE Europe ex UK index’s 9.08
per cent fall or the IA Europe ex UK sector
2015, so it does not have a long track record.
Although it has done well, it remains to be
average return of -12.16 per cent.
seen how it will do over the long term.
Small and mid-caps also oﬀer the potenThe fund has a multi-cap investment
tial for greater growth than large-caps.
So, if you want to tap into the potential
strategy and its managers favour small- and
mid-cap equities, which are typigrowth that European equities
IC TIP RATING
cally more volatile and higher risk
oﬀer, and have a long enough
Tip style: GROWTH
than large-caps. So, if you want
investment horizon to ride
Risk rating: HIGH
broader, mainstream European
out the potential volatility of
Timescale: LONG TERM
equity exposure it would probsmall and mid-caps, LF Miton
ably be better if you invested in a
European Opportunities still
large-cap-focused fund.
looks like a good way to consistently get the
But although LF Miton European
best out of European equities – regardless of
Opportunities only launched three years ago, any external challenges. Buy. David Baxter

Geographic breakdown

LF Miton European Opportunities Fund
Price: 200.03p
IA sector: Europe ex UK
Fund type: Open-ended
investment company
Fund size: £547.31m
No of holdings: 51*
Set-up date: 14 December 2015*
Manager start date:
14 December 2015

Top 10 holdings

%

Homeserve
Sika
Ferrari
Finecobank
Interroll

3.9
3.5
3.4
3.1
2.9

Performance

Mean return: 21.01%
Sharpe ratio: 1.54
Standard deviation: 12.18%
Ongoing charge: 0.94%
Yield: 0.54%
More details: mitongroup.com
Source: Morningstar as at 1 July 2019,
Miton as at 31 May 2019

ASML
Qiagen
Adevinta
Amplifon
Temenos

Nordics
Switzerland
Germany
Italy
France
Netherlands
UK
Belgium
Iceland
Spain
Other

‘The fund is well diversiﬁed, with 51 holdings
at the end of May’

Source: Miton as at 31 May 2019

Fund/benchmark
6-month total return (%)
LF Miton European Opportunities
26.79
FTSE Europe ex UK index
17.95
IA Europe ex UK sector
15.06
Source: FE Analytics as at 28 June 2019

2.8
2.8
2.7
2.6
2.6

24.7%
17.0%
14.9%
14.4%
11.7%
7.3%
4.2%
2.7%
1.9%
1.7%
-0.5%

1-year total return (%)
12.55
9.7
2.35

3-year cumulative total return (%)
83.41
49.24
38.95

TIPS UPDATES
CONSTRUCTION & MATERIALS

AIM: CHEMICALS

Contract delays hit Costain

What we said: Sell
When: 2 May 2019
Price: 122.5p
Share price change to date: -15%

VERSARIEN (VRS)

COSTAIN (COST)

A

half-year trading update from Costain
(COST) has warned that although ﬁrst-half
performance has been in line with expectations, 2019 full-year revenue will be lower
than expected – analysts are estimating a
£250m shortfall. Underlying operating proﬁt
is expected to be between £38m and £42m,
below Investec’s previous forecast of £55.7m.
This is on the back of several delays to
contract start dates and new awards, with
aﬀected projects including the M6 “smart
motorway” and the southern section of HS2.
Analysts at Liberum expect infrastructure
operating proﬁt to be 37 per cent lower than
previously thought at £30.5m. The cancellation of the M4 corridor project around
Newport last month is likely to reverberate
into 2020 and beyond.
The group is pointing to its £4.2bn order
book – some 14 per cent larger than at the 2018
half-year stage – and the £1.1bn of revenue

secured to date for 2019. New orders include
long-term AMP7 awards for Severn Trent (SVT),
United Utilities (UU.) and Yorkshire Water
which have strengthened the group’s position
in the water market. Around £900m of revenue
has also been secured for 2020, comprising
higher-margin business overall.
Following the trading update, the shares
plummeted by 39 per cent to 184p. Costain has
generally been seen as a healthier proposition than its construction peers, but today’s
announcement demonstrates it, too, is not
immune to delays. With analysts expecting a
dividend cut, we downgrade to hold. NK
Hold

AIM:SOFTWARE&COMPUTERSERVICES

INVESTMENTBANKING&BROKERAGESVCS

JOHN LAING (JLG)

JOHNSON SERVICE (JSG)

What we said: Buy
When: 25 April 2019
Price: 325p
Share price change to date: -60%

What we said: Buy
When: 28 August 2018
Price: 315p
Share price change to date: +25%

What we said: Buy
When: 1 March 2018
Price: 137p
Share price change to date: +15%

S

J

O

LOOPUP (LOOP)

hares in LoopUp (LOOP) plummeted by
almost a half on Wednesday, after the group
said it expected revenues and cash proﬁts for
2019 to come in around 7 per cent and 20 per
cent below market consensus, respectively.
The downgrade was in part due to subdued
revenues from the remote meeting software
group’s long-term clients, which it blamed on
“general macroeconomic factors” rather than
falling customer numbers. LoopUp also said
a lot of senior staﬀ time has been taken up by
management and training activities, to accommodate a spike in staﬀ numbers. Panmure
Gordon has lowered its cash proﬁt estimates
by 26 per cent for 2019 and 39 per cent for 2020.
LoopUp said it has continued to see strong
demand for its product, signing a renewal with
law ﬁrm Cliﬀord Chance and winning various
new accounts in the ﬁrst half. But this update
was clearly disappointing for our tip, and
raises questions over management’s ability to
forecast. It is diﬃcult to gauge whether LoopUp
is facing short-term macro issues, or a longerterm slowdown. We move to hold at 131.5p. HC
Hold

COSTAIN
What we said: BUY
When: 16 OCTOBER 2014
Price: 288p

-36%

ohn Laing (JLG) faced operational
performance issues in Europe in its
ﬁrst half, largely driven by a low level of
wind activity on some legacy assets in
Germany and Ireland.
The infrastructure projects specialist also
encountered issues in Australia, where it
experienced transmission issues relating to
‘marginal loss factors’, which are deﬁned as
the portion of energy lost when electricity
is transmitted across the transmission and
distribution networks, owing to resistance.
Europe and Australia counted for 18.5 per
cent of John Laing’s investment portfolio as
of 31 December 2018.
John Laing has been reshaping its geographic focus, with a reduction in exposure
to European investments as they mature. As
a result, the UK now makes up just 24 per
cent of the portfolio, down from 58 per cent
in 2014. So its Australian problems are more
pressing, although John Laing claims that
its issues here were “in line with industry
peers”. At 394p, we retain our rating. AJ
Buy

V

ersarien (VRS) shares increased as much
as 10 per cent after the company announced
that it had received an order for 12kg of its highpurity graphene nano platelets (GNP-HP) from
an unnamed US oil and gas company.
It has also replaced its vice president of
North American operations, Patrick Abbott,
who was appointed in March. Mr Abbott has
been embroiled in a long-running legal saga
and was charged with two counts of securities
fraud in a Texas court earlier this month. Mr
Abbott is replaced by Brian Berney, a former
executive at the US division of a Chinese speciality battery manufacturer and will be president
of North American operations from 1 July.
Versarien’s ﬁrst US order is encouraging,
but it’s diﬃcult to read into given the lack of
detail provided by the company. We remain
sceptical sellers at 104p. AJ
Sell
AIM: INDUSTRIAL SUPPORT SERVICES

n the back of strong trading and encouraging organic growth during the ﬁrst half of
the year, Johnson Service (JSG) has upgraded
its outlook since its annual meeting statement
in May, and now expects full-year 2019 results
to be slightly ahead of market expectations.
Having experienced a signiﬁcant increase in
peak summer volumes last year, planned capital investment is targeting increased capacity
and productivity. The new high-volume hotel
linen facility in Leeds remains on schedule and
within budget and is expected to be operational in the second quarter of 2020.
Investec has revised its forecasts upwards,
and now expects adjusted pre-tax proﬁt of
£45.9m and EPS of 10p in 2019, rising to
£47.9m and 10.5p in 2020.
At 157p, the shares have fallen from the
52-week high reached in June, reﬂecting an
attractive entry point. With higher-than-expected organic revenue growth across divisions and
investment and consolidation opportunities
oﬀering further growth potential, we think the
shares have further to run. NK
Buy
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NEWS

Woodford Patient
Capital to slash debt
and enlarge board

The trust plans to retire its debt within
a year following a plunge in its share price
LEONORA WALTERS

W

oodford Patient Capital Trust’s
(WPCT) board is to cut its level of
debt and enlarge its board, in response
to recent discussions with shareholders
after LF Woodford Equity Income Fund
(GB00BLRZQB71), which is also run by
Woodford Investment Management, was
suspended from trading. The moves follow
a plunge in the trust’s share price and a
massive widening of its discount to net asset
value (NAV). The trust was on a share price
of 77p and discount of 14.1 per cent at close
on 31 May – the last trading day before LF
Woodford Equity Income stopped trading. By
close on 2 July the trust was on a share price
of 56.1p and discount of 31.9 per cent, according to broker Winterﬂood.
Woodford Patient Capital has debt, known
as gearing, of about 18 per cent via a borrowing facility with Northern Trust, from which
it can draw up to £150m. It currently has
about £126m drawn, on which the interest
payable is based on Libor+1.35 per cent.
The trust’s investment policy allows
it to borrow up to 20 per cent of its NAV,
measured at the time of borrowing. But
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it has agreed with Woodford Investment
Management to reduce the level of gearing
to below 10 per cent within six months and
to be generally operating ungeared within
12 months. After this, it will only take on
gearing at lower levels
‘There are
with the intention of
reducing it soon after
concerns that
the value of the with money from
of investunquoted hold- realisations
ments. Any drawdown
ings Woodford
from its borrowing
Patient Capital
facility that would
holds in common take the gearing over
with LF Woodford 10 per cent would
require the trust’s
Equity Income
board’s approval.
may be reduced,
The board also
if the latter fund said that when the
gearing has been
is forced to sell
reduced, if the trust is
them quickly’
still trading at a large
and persistent discount to NAV, it will
buy back shares to try to bring it in – as long
as it has cash available. The trust’s board
“will also balance the need to use available

capital for supporting investee businesses
and its commitment to share buybacks”.
Private equity funds sometimes commit
to providing capital to the companies they
invest in. At the end of 2018, Woodford
Patient Capital had outstanding commitments to existing investments of £16.8m.
However, the trust’s board said that, where
possible, it will fund this from realisations of
other investments, and expects to be able to
do this with a number of these over the next
18 months. The trust has held some of its
unquoted investments for three or four years
and they are reaching a point where investors in them could make a full or partial exit.
But Iain Scouller, managing director of
investment funds research at Stifel, said:
“Unless there is a signiﬁcant cash inﬂow as
a result of portfolio sales, it appears it will be
some time before share buybacks are implemented. We do not think any of the measures
proposed will have any immediate impact
on the portfolio. For the share price to have a
signiﬁcant recovery, there need to be catalysts.
[For example], realisations of sizeable unquoteds at gains above previous valuation, clariﬁcation and certainty over the long-term management team and arrangements, and resolution
of the LF Woodford Equity Income situation,
with clarity on the long-term proposal for it.”

Valuation concerns

There are concerns that the value of the
unquoted holdings Woodford Patient Capital
holds in common with LF Woodford Equity
Income may be reduced, if the latter fund is
forced to sell them quickly, at lower valuations, to meet redemptions. Stifel estimated
that at the end of April unquoted investments
held by both these funds accounted for 64.2
per cent of Woodford Patient Capital’s NAV.
However, International Private Equity and
Venture Capital Valuation Guidelines say that:
“Fair value is the hypothetical exchange price
taking into account current market conditions
for buying and selling assets. Fair value is not
the amount that an entity would receive or
pay in a forced transaction.”
So the trust’s board said: “In the case of

a forced transaction [by LF Woodford Equity
Income], it is not necessarily expected that
Woodford Patient Capital’s [holding in that
asset] would be marked to the same value.
In the case of an orderly transaction, the
sale by LF Woodford Equity Income may
present a new valuation metric for the asset.
This may result in a fall or increase in value
depending on the sale price.”
But Mr Scouller argued: “Even if the valuers conclude that the sale of an unquoted
from LF Woodford Equity income has
been forced, the market would be wary if
Woodford Patient Capital did not adopt a
similar valuation for these same investments, given that this value would probably
be the only transactional validation of the
investment. If Woodford Patient Capital held
assets at valuations materially above those
achieved in a sale of the same companies
by LF Woodford Equity Income, the market
would apply a commensurate discount to the
valuation of [the trust’s] unquoted portfolio
to reﬂect this. This would be reﬂected in
the share price discount to NAV at which
Woodford Patient Capital trades.”

Inherent value?

Some investors have bought or are thinking of buying shares in Woodford Patient
Capital. Arguments in favour of doing this
include its holdings in maturing unquoted
investments that are being commercialised
or have shown progress. The trust highlighted a number of such investments in
its last annual report, for example, Proton
Partners, Federated Wireless, Inivata and
Carrick Therapeutics.
The trust has an ongoing charge of only 0.19
per cent because it does not charge an annual
management fee, but rather a performance fee.
And so far this has not been triggered.
Woodford Patient Capital is also on a
very wide discount to NAV. “A lot of the bad
news may already be in the price,” said Mick
Gilligan, head of fund research at broker
Killik & Co. “Over ﬁve to 10 years it could do
well from these levels.”
If the trust succeeds in reducing the level
of gearing and there is more clarity over the
valuations of its unquoted holdings, the
discount to NAV could come in.
Mr Gilligan suggests that existing investors hold their investment in the trust for
now. With regard to putting new money into
the trust, he said investors with a high risk
appetite and long enough time horizon could
consider a small position.
Philip Milton, a chartered wealth manager,
said: “It is hard to know what catalyst will
turn things around in a hurry as short-sellers
have been having a ﬁeld day. [But] even if

Woodford Patient Capital Trust
top 10 holdings (%)
Benevolent AI
Proton Partners International
Oxford Nanopore
Atom Bank
Autolus
Industrial Heat
Industrial Heat A1 Pref
Immunocore A
Kymab B Pref
Mission Therapeutics

8.93
7.83
7.54
7.31
6.87
6.32
2.78
2.68
1.97
1.95

Source: Woodford Investment Management as at 31 May 2019

there are troubles
ahead for some of
the biotech enterprises [the trust] has
supported, and is
obliged to keep supporting with more
money, some will
come good. And you
need less patience
now to ﬁnd out [if
this will happen]
than you would
have done [if you
had invested]
at inception.”
A professional investor told Investors
Chronicle that he had added to Woodford
Patient Capital when its share price fell to
52.5p. This was on the basis that there could
be further writedowns on some investments, but others might oﬀer some value in
the next two or three years. But he added
that this was only a trust to buy into at
these levels, as part of a broad portfolio.
David Liddell, chief executive of
IpsoFacto Investor, said that even if LF
Woodford Equity Income Fund is forced to
sell unquoted holdings at lower valuations
in the short term, these companies could
come good for other investors who hold
them for longer.
But he added: “I wouldn’t sell [an

‘If the trust
succeeds in
reducing the
level of gearing
and there is
more clarity over
the valuations
of its unquoted
holdings, the
discount to NAV
could come in’

existing holding] in Woodford Patient
Capital at the moment, but I wouldn’t pile
into it either. The debt is my main concern.
We don’t know the terms of the covenants.”
Woodford Investment Management
could cease to be the manager of the trust
if, for example, it can no longer aﬀord
to run it for no fees or the trust’s board
decides to switch to another company.
And a new management company would
be likely to charge fees, resulting in higher
charges for shareholders.
LF Woodford Equity Income, meanwhile, holds about 9 per cent of Woodford
Patient Capital’s shares. If it sells them it
would be likely to further depress the trust’s
share price, although before the fund was
suspended from trading it had been indicated that it would be a long-term holder of
Woodford Patient Capital.
Analysts at Winterﬂood said: “Despite
the widening discount, it is not possible
at this time to declare Woodford Patient
Capital a value opportunity given the
uncertainty surrounding its holdings in
common with LF Woodford Equity Income.
This may take some time to resolve and we
suspect that the share price will continue to
be volatile in the interim.”

Board changes

Woodford Patient Capital has appointed
Stephen Cohen to its board to replace Alan
Hodson, who stepped down in May. He
will also become chair of the audit, risk
and valuation committee, and initially
dedicate an enhanced amount of time to
Woodford Patient Capital. Mr Cohen has
over 30 years’ experience of working with
open-ended and closed-ended funds, and
spent most of his career at Mercury Asset
Management where he led investment
teams and business units.
Woodford Patient Capital is also seeking
a replacement for Carolan Dobson, who
stepped down last week, and a further
member, to enlarge the size of the board. A
spokesperson for the trust said that shareholders said they want a stronger board.

Performance
Fund/benchmark

1-year
total return (%)

Woodford Patient Capital Trust NAV
Woodford Patient Capital Trust share price
Direct private equity trust average NAV
Direct private equity trust average share price
FTSE Small Cap ex Ics index
FTSE All-Share index

-9
-32
7
12
-9
3

3-year cumulative
total return (%)

5-year cumulative
total return (%)

-6
-33
35
70
24
30

n/a
n/a
96
128
30
37

Source: Winterﬂood as at 3 July 2019
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TAKING STOCK
Mark Robinson is companies editor

Merlin minority holders
taken for a ride
Is the entertainment group
going private on the cheap?

L

eisure is big business. That wouldn’t come as a
surprise to anyone who has attempted to engage
in ‘organised fun’ on a crowded bank holiday
weekend. Research published by Deloitte ascribes a
value of £117bn to the UK leisure market, along with an
annualised growth rate of 5 per cent since 2010.
It attracts more discretionary spending than retail and is
growing at a faster clip, as ‘millennials’ – the key demographic target – are supposedly placing greater emphasis on
cultural experiences and live events over material possessions. Whether this received wisdom is true or not is diﬃcult
to say, but it may have inﬂuenced the decision by a consortium led by the founding family of the Lego Group to make a
£4.77bn takeover bid for Merlin Entertainments (MERL).
KIRKBI AG, the investment vehicle of Lego’s founding
Kirk Kristiansen family, has tabled the oﬀer, in conjunction with the Canada Pension Plan Investment Board and
private equity heavyweight Blackstone. The bid follows
pressure from ValueAct Capital, a San Francisco-based
activist investor with a 9.3 per cent stake in Merlin. It’s not
immediately obvious whether its insistence that Merlin
would be better oﬀ as a private business precipitated the
move, but given that KIRKBI already controls 29.6 per cent
of the stock, it was always likely to be given assent from the
independent directors.
No one will be surprised in Blackstone’s involvement
given the increase in private-equity-backed M&A over
the past year or so. Figures from the Harvard Law School
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give an aggregate ﬁgure of $384bn (£305bn)-worth of
PE-backed deals in 2018, the highest since the private equity
boom prior to the ﬁnancial crisis. Many of the larger transactions, such as Blackstone’s tie-up with Thomson Reuters,
depended on strategic partnerships. But the full extent of
its involvement in the Merlin business upon completion
of the oﬀer isn’t fully clear. KIRKBI and Blackstone jointly
controlled Merlin in the eight years prior to its 2013 public
listing, but some may take the view that rather than simply
pursuing a turnaround strategy, the main kicker for the deal
is that they’re getting the assets on the cheap.
It may be purely academic, but minority shareholders will
be wondering how the bid premium stacks up. Proponents of
the deal will point to the 36.8 per cent premium based on the
group’s undisturbed share price of 333p on the last business
day prior to the publication of ValueAct’s letter to the Merlin
Board. It’s hard to imagine that such an approach wouldn’t
generate speculative interest in the stock, although it should
be remembered that the shares had been in uptrend since the
start of the year. The premium based on the market price on
the previous business day prior to the announcement stands
at a less inspiring 15.2 per cent.
Seen in a broader context, the oﬀer price of 455p a share
hardly seems extravagant. Last year in the US, the average
M&A premium within the media and entertainment sector
to the four-week average share price came in at 28.1 per cent.
‘The 2018 M&A Report’ published by the Boston Consulting
Group (BCG) gives a long-term average of 32.7 per cent.
Alternatively, the consortium’s bid implies an enterprise value of £5.91bn for Merlin, leading to an enterprise/
cash proﬁt (EV/Ebitda) multiple of 12 (or 11 times based
on Bloomberg consensus estimates for 2019). Yet the BCG
report states that the median transaction multiple in 2017
was 14.2, which chimes with separate research from the
NYU Stern School of Business showing that the average
enterprise value (EV)/Ebitda ratio in the entertainment
sector stands at 14.18.
The group’s shares hit a multi-year low towards the end
of last year, as an unusually hot summer put visitors oﬀ its
indoor attractions. In retrospect, the sell-oﬀ seems to have
been a little severe given that the group’s net debt had fallen
appreciably since the half-year mark and its operating free
cash ﬂow had risen by nearly a tenth to £345m. Group chairman Sir John Sunderland blamed sell-side analysts, but you
suspect that Lego’s founding family may have been waiting
for the right moment to pull the trigger.
In 1987, the Australian media magnate Kerry Packer
made a fortune at the expense of conglomerate tycoon Alan
Bond, when he reportedly sold the country’s Channel Nine
media network to Mr Bond for around A$1.05bn (£586m),
only to buy it back three years later for A$250m, when Mr
Bond’s empire was collapsing. We’re not suggesting the
Merlin deal is in any way analogous, but it might illustrate
why it’s possible to make hay at either end of a transaction.

COMPANY RESULTS
AIM: FORESTRY & PAPER

Shares come
a Cropper

J

Greene King is hoping to entice customers with its superior quality and exclusivity of its estate
TRAVEL & LEISURE

Greene King reduces its estate
G

reene King’s (GNK) full-year results were
aided by the dual boost of the World Cup
and exceptionally warm weather last summer.
Pub company sales were up 1.8 per cent to
£1.8bn, while like-for-like revenue increased
by 2.9 per cent. All this was achieved against
a contracting estate,
Share price 604p p
with the number of pubs
750
trading falling from 1,754
650
550
to 1,711. As part of the
450
reduction in locations,
350
Greene King has also
2018
2019
consolidated some of its
brands. Managed pubs now operate under four
key brands – being Greene King Locals, Chef &
Brewer, Farmhouse Inns and Hungry Horse –
down from the 14 brands it operated in 2015.
Trading in pub partners was also aﬀected
by a reduction in the size of the estate, as
revenue fell 2 per cent to £190m on the back
of a 5 per cent decline in the average number
of pubs to 1,083 locations.
Brewing and brands saw an improvement
in sales, up 5.8 per cent to £228m, but a 3.4 per
cent decline in own-brewed volumes, coupled
with the estate rationalisation and increased
costs, meant that operating proﬁt in the division fell 10.7 per cent to £27.4m. Nick Mackenzie,
who took up the role of chief executive in May
following the departure of Rooney Anand after
14 years in the post, said that there are “no
plans” to sell the brewing business, as Fuller,
Smith & Turner (FSTA) did earlier this year.
The pub sector has experienced unprecedented cost inﬂation in recent years, driven
by increases in business rates and the

national living wage. Greene King managed
to mitigate £35m in costs over the year
through measures such as reducing staﬀ
during non-peak hours, thereby limiting net
cost inﬂation to £14m.
Analysts at Peel Hunt expect adjusted
pre-tax proﬁts of £246m during the year to
April 2020, giving EPS of 64.4p, rising to
£251m and 65.6p in FY2021.
Management said pub company likefor-like sales fell during the ﬁrst eight
weeks of its FY2020 ﬁnancial year, again
a reﬂection of the unseasonably warm
conditions through last spring/summer.
The pub group continues to focus on
paying down debt, thereby reducing
interest commitments. The net debt ﬁgure
fell by £89m to £1.94bn, or four times cash
proﬁts – still a little rich for our tastes. JF
Buy
Ord Price: 604p Market Value: £1.87bn
Touch: 603-604p 12-Month High: 706p Low: 467p
Dividend Yield: 5.5% PE Ratio: 16
Net Asset Value: 680p* Net Debt: 92%

ames Cropper’s (CRPR) shares fell over
6 per cent on news that pulp prices have
exceeded market expectations for the
second consecutive year,
Share price 980p p
which increased cost
1800
pressures on the compa1550
1300
ny’s paper business by
1050
more than £6.5m over
800
the past two years.
2018
2019
“It has been
impossible to pass all of this on,” chairman
Mark Cropper says, leading to a £2m operating
loss for the paper business over the full year.
The performance of Colourform, James
Cropper’s 3D printing outﬁt, also fed into a
diﬃcult period. 3D printing “did not grow as
quickly as hoped”, the company says, owing
to the timing of big contracts, while increased
investment widened the division’s operating
loss, as it increased 3D printing capacity by
50 per cent. It also announced the construction of a new machine house for technical ﬁbre products – the only division that
successfully grew operating proﬁts – which it
says will be the most signiﬁcant addition to
its operations in 25 years.
House broker Shore Capital forecasts March
2020 adjusted pre-tax proﬁts of £5.5m and EPS
of 47.4p, rising to £7m and 60.2p in FY2021.
Input costs have wreaked havoc on
paper and packaging businesses, which
are desperately trying to oﬀset the impact
on their customers. James Cropper is conﬁdent that paper will become more resilient
to the pulp market. But the pension scheme
remains a burden, with net pension adjustments of nearly £1.4m contributing to the
near-halving of the company’s pre-tax
proﬁts, while the accounting deﬁcit
widened from £16.2m to £18.8m. AJ
Sell

*Includes intangible assets of £1.22bn, or 393p a share

Ord Price: 980p Market Value: £94m
Touch: 960-1,000p 12-Month High: 1,760p Low: 900p
Dividend Yield: 1.4% PE Ratio: 40
Net Asset Value: 222p Net Debt: 40%

Year to Turnover Pre-tax
28 Apr (£bn) proﬁt (£m)

Year to Turnover Pre-tax
30 Mar (£m) proﬁt (£m)

2015
2016
2017
2018
2019
% change

1.32
2.07
2.22
2.18
2.22
+2

118
190
185
198
173
-13

Last IC view: Buy, 642p, 30 Apr 2019

Earnings
Dividend
per share (p) per share (p)

40.9
64.4
49.0
59.1
38.9
-34
Ex-div: 8 Aug

29.75
32.05
33.20
33.20
33.20
–
Payment: 13 Sep

2015
2016
2017
2018
2019
% change

83.1
87.9
92.4
96.3
101
+5

2.58
3.87
5.54
4.54
2.58
-43

Last IC view: Hold, 1,195p, 15 Nov 2018

Earnings
Dividend
per share (p) per share (p)

20.8
32.6
49.4
43.3
24.3
-44
Ex-div: 4 Jul

8.5
9.3
11.8
13.5
13.5
–
Payment: 9 Aug
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Chaarat closer to Warm winter, Brexit Manolete’s
coherent strategy chill hits Wynnstay strong debut

D

espite going from
developer to producer
29 in one fell swoop through
25 the $55m (£43m) acqui21 sition of the Kapan mine
17 from Polymetal (POLY),
2018
2019
Chaarat Gold (CGH) will
need to raise more cash this year. This comes
after already being handed $15m in new loans
by executive chairman Martin Andersson at the
end of 2018 and raising another $15m in convertible bonds through a new investor this year,
because a $10m repayment falls due in August.
The company’s key holding remains the
Tulkubash project in Kyrgyzstan, where it is
3,800 metres (m) into a 20,000m drill programme as it moves towards a 2021 production target. The development will be partfunded by a new partner and the new copper
and zinc mine at Kapan.
The Armenian operation started delivering revenue for Chaarat this year. It produced
51,000 ounces (oz) of gold equivalent in 2018
and pre-tax proﬁt of $3.2m. The company
said it could increase that to 65,000 oz this
year. Copper and zinc prices started the year
strongly, but have fallen heavily since May, so
this may weigh on future earnings.
Broker SP Angel values the Kapan mine
at 22p a share, compared with the company’s
share price of 29p. Bloomberg consensus
estimates are for $68.5m of revenue this year,
rising to $112.5m in 2020.
Share price 29p

p

33

The results don’t mention Chaarat’s
months-long eﬀort to buy the Kumtor
mine from Centerra Gold (Can:CG). The
time spent on this futile eﬀort alone
must have been extraordinary, and
administrative costs almost tripled year
on year to $12m. AH
Hold
Ord Price: 29p Market Value: £117m
Touch: 28-29p 12-Month High: 32p Low: 19p
Dividend Yield: na PE Ratio: na
Net Asset Value: 5.9¢ Net Debt: $15.1m
Year to
31 Dec

2014
2015
2016
2017
2018
% change

Turnover Pre-tax
Earnings
Dividend
($m) proﬁt ($m) per share (c) per share (c)

nil
nil
nil
nil
nil
–

-13.5
-4.6
-4.5
-18.0
-17.0
–

-5.4
-1.7
-1.5
-5.1
-4.5
–

Last IC view: Hold, 24p, 29 Aug 2018
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nil
nil
nil
nil
nil
–

ynnstay’s (WYN) 2019 half-year results
reﬂect a challenging period for agricultural
suppliers. Compounding the standard exceptional weather story – this time an unusually
mild winter – weaker farmgate prices and more
cautious farmer spending saw operating proﬁt
fall by 14 per cent to £4.37m. This is despite commodity price inﬂation assisting revenue growth.
In the agriculture division, the warmer
winter proved a doubleShare price 330p
p
550 edged sword, reducing
demand for feed during
450
the traditional peak
350
months, but driving ferti250 liser and grass seed sales
2018
2019
as farmers were able to
work land earlier and turn out their livestock.
Margins remain under pressure, so although
revenue increased by 22 per cent to £195m,
operating proﬁt fell by 13 per cent to £1.79m.
Feed sales are expected to dip further in the
third quarter as customers use up excess stock.
In the smaller specialist agricultural merchanting business, depressed demand for winter
products pushed operating proﬁt down by 14
per cent to £2.67m. The Stanton Farm Supplies
acquisition has strengthened the group’s dairy
sector proposition in south-west England.
Shore Capital expects adjusted pre-tax proﬁt
of £7.7m and EPS of 31.8p for the October 2019
year-end, rising to £9.3m and 38.3p in FY2020.
Investing in agricultural companies is
not for the faint-hearted – changing climactic conditions warrant a whiplash warning.
Under normal circumstances, Wynnstay’s
hedging model would suﬃce, with a decline
in feed demand when keeping animals outdoors being compensated by increased
arable sales and vice versa. But Brexit uncertainty is creating additional risk and farmers
are tightening their belts. The shares have
already fallen by 19 per cent this year. NK
Hold
Ord Price: 330p Market Value: £66m
Touch: 320-340p 12-Month High: 513p Low: 290p
Dividend Yield: 4.1% PE Ratio: 9
Net Asset Value: 467p* Net Debt: 16%
*Includes intangible assets of £15m, or 75p a share

Half-year Turnover Pre-tax Earnings per Dividend
to 30 Apr (£m) proﬁt (£m) share (p) per share (p)

2018
2019
% change

219
261
+19

4.9
4.1
–

Last IC view: Buy, 337p, 25 Mar 2019

20.14
17.01
–
Ex-div: 26 Sep

4.41
4.60
+4
Payment: 31 Oct

aiden results for Manolete Partners
(MANO) oﬀer a handy primer on why so
many investors have ﬂocked to the insolvency
litigation funding outﬁt since its December
listing. The business, which fronts the costs
involved in meritorious insolvency claims, more
than doubled its new cases in the 12 months
to March 2019, boosting its historic money
multiple to 2.8 times, and
Share price 462p
p
beating market expecta700
tions in the process.
550
Having raised £14.6m
400
at IPO, Manolete also
250
100
ended the period debt2018
2019
free and with £30m in
equity and available bank credit to grow its
case load and solicitor numbers. Here, chief
executive and founder Steve Cooklin is deliberately building some latency into his team,
given that each lawyer can be expected to
handle up to 35 cases at any given time.
Once taken on, cases are booked as investments and then periodically revalued based on
the opinion of both counsel and directors. In
the period, the lion’s share of the 72 per cent
uplift in investments came from these adjustments, which totalled £6.6m net of transfers
and realisations. Peel Hunt expects adjusted
EPS of 17.8p for the year to March 2020, rising
to 21.8p in FY2021.
Citing the mood of a recent industry
conference, Mr Cooklin reckons UK insolvency work is picking up. Interestingly,
some practitioners are putting this down
to the lax underwriting standards of challenger banks. The shares fell on these
numbers, but still trade on 26 times Peel
Hunt’s upgraded forecasts, which looks a
little exuberant given the task of quickly
expanding a winning business model. AN
Hold
Ord Price: 462p Market Value: £201m
Touch: 460-480p 12-Month High: 620p Low: 190p
Dividend Yield: 0.3% PE Ratio: 14
Net Asset Value: 64.3p Net Cash: £9.7m
Year to
31 Mar

2016*
2017*
2018*
2019
% change

Turnover Pre-tax
Earnings
Dividend
(£m) proﬁt (£m) per share (p) per share (p)

4.80
4.84
10.6
13.8
+30

*Pre-IPO ﬁgures
Last IC view: None

1.59
1.81
3.69
5.94
+61

na
na
3525
32.0
-99

Ex-div: 12 Sep

na
na
na
1.5
–
Payment: 30 Sep

SHARES COMPANY RESULTS
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XPS shares crash James Latham’s
St Modwen boosts
on downgrade
costs limit proﬁts urban exposure

T

he year to March was
“a very busy and
enjoyable one” for pen160
sions consultancy XPS
120
Pensions (XPS), accord80
ing to co-chief executive
2018
2019
Ben Bramhall. His opposite Paul Cuﬀ points to a “favourable” market
backdrop and says the group can “look forward to the future with optimism”.
These aren’t the sort of comments that typically precede a 40 per cent share price crash.
But that’s what greeted XPS’s ﬁrst set of full-year
results since its acquisition of Punter Southall’s
pensions business. After the sell-oﬀ, Mr Cuﬀ
wondered if weak liquidity and low trading volumes might explain why the shares dropped to
almost a third below the 2017 IPO price.
Investors were spooked by an outlook, which
promised only “mid-single digit percentage” revenue growth this year and a mention of a £2m
rise in the annual cost base. The eﬀect of the
latter will “temporarily impact” proﬁt growth.
Otherwise, trading looks resilient. Strip out
the impact of the acquisition, and organic revenue still rose 5 per cent. Leave it in, and the
operating proﬁt margin climbed from 7.5 to
11.8 per cent. So did the margin on XPS’s £80m
loan facility, though absent further M&A directors expect leverage to unwind this year.
Prior to these numbers, broker N+1 Singer
was forecasting adjusted earnings of 10.9p
per share for the year to March 2020.

ames Latham’s (LTHM) full-year pretax proﬁts were static owing to increased
warehouse costs, investment and a £0.7m
one-oﬀ charge to equalise male and female
guaranteed minimum pensions.
The wood-based sheet materials importer
has seen margins improve since the second
half of its full year, but spiralling costs have
hampered the company’s proﬁtability in
recent times. Warehouse
Share price 848p p
costs increased due to
950
a planned extension of
800
working hours, while
650
James Latham upped its
500
investment in its rack2018
2019
ing systems and faced
increased rents at some of its leased sites. We
should expect further pressures on margins as
the company plans further racking investment,
while some labour costs should rise as its
Fareham depot joins Yate and Leeds in adopting a 24-hour shift system. Inventory levels
rose nearly 6 per cent to around £42.3m in part
due to the rise in unit cost of stock, as well as
James Latham’s Brexit contingency stock.
Figures exclude the February acquisition
of Abbey Woods, an Irish timber merchant
and distributor of Accoya wood in Ireland,
which it picked up for €1.8m (£1.6m) with a
further payment of €300,000 to €400,000 due
for net assets. A further €400,000 is payable
to Abbey Woods’ vendors over the next two
years, subject to turnover targets being met.

We spy a short-term trading opportunity.
Clients are growing in number and value,
debts are falling, and earnings visibility is
strong. New investors prepared to hold the
shares until the end of August can bank a
4.3p ﬁnal dividend, and wait for directors
or blue-chip investors to prove they think
the stock is cheap at this level. AN
Buy

James Latham has reported an encouraging start to the year, with sales per working
day 4.5 per cent higher for April and May
than last year’s comparable period, excluding Abbey Woods. But as costs appear set to
rise again, it’s diﬃcult to see where returns
will come from in the near term. AJ
Sell

Share price 99p

p

200

Ord Price: 848p Market Value: £167m
Touch: 830-865p 12-Month High: 923p Low: 580p
Dividend Yield: 2.1% PE Ratio: 13
Net Asset Value: 497p Net Cash: £15.5m

Ord Price: 99p Market Value: £202m
Touch: 99-100p 12-Month High: 192p Low: 99p
Dividend Yield: 6.7% PE Ratio: 17
Net Asset Value: 78p* Net Debt: 33%

Year to
31 Mar

*Includes intangible assets of £208m, or 102p a share

Year to
31 Mar

Turnover Pre-tax
Earnings
Dividend
(£m) proﬁt (£m) per share (p) per share (p)

2017
2018 (restated)
2019
% change

49.5
62.7
110
+75

-14.1
3.3
11.4
+248

Last IC view: Hold, 161p, 29 Nov 2018

-13.2
7.7
5.7
-26
Ex-div: 29 Aug

0.7
6.3
6.6
+5
Payment: 26 Sep

2015
2016
2017
2018
2019
% change

Turnover Pre-tax
Earnings
Dividend
(£m) proﬁt (£m) per share (p) per share (p)

175
186
199
215
235
+9

10.1
12.9
13.8
15.2
15.3
+1

Last IC view: Sell, 707.5p, 28 Jun 2018

40.3
53.7
56.0
64.4
63.1
-2

12.5
14.3
15.4
16.6
17.9
+8

Ex-div: 1 Aug

Payment: 23 Aug

t Modwen Properties (SMP) continued
to shed retail assets during the ﬁrst half of
2019, agreeing to sell £18m-worth of non-core
commercial properties as it boosted its exposure to residential developments as well as
industrial and urban logistics. The latter asset
base accounted for 39 per cent of the portfolio
by the end of May, up from 33 per cent at the
start of the year. Logistics completions were
focused on small-to-medium sized units.
Demand for housing outside London and
the south east also remained robust. Total
units sold were up more than a third year on
year, although shifting to lower price points
meant the average private sales price dipped
almost 6 per cent. Still, chief executive Mark
Allan says the group remains on track to
increase the operating margin by around 0.5
percentage points this year – up from 14.4 per
cent in 2018 – through eﬃciencies of scale and
optimising site coverage.
Share price 435p p
The return on capi450
tal employed came in
425
400
below 7 per cent, a way
375
oﬀ management’s low
350
double-digit target,
2018
2019
although Mr Allan hopes
to improve this through more partnerships
and by continuing to shrink the existing land
bank. On the funding side, at 20.7 per cent
loan-to-value ratio remained well below management’s 30 per cent target.
Peel Hunt expects an adjusted net asset
value (NAV) of 493p a share at the November
2019 year-end, up from 474p in 2018.
The discount gap oﬀered by the shares
has narrowed to 13 per cent of forecast
NAV. However, we like the brownﬁeld
regeneration specialist’s diversiﬁcation
into the robust urban logistics sector and
focus on more aﬀordable housing. EP
Buy
Ord Price: 435p Market Value: £967m
Touch: 430.5-431.5p 12-Month High: 449p Low: 357p
Dividend Yield: 1.7% Trading Properties: nil
Discount To NAV: 9% Net Debt: 31%
Investment Properties: £1.1bn*
*Includes investments in joint ventures

Half-year Net asset Pre-tax
Earnings
Dividend
to 31 May value (p) proﬁt (£m) per share (p) per share (p)

2018
2019
% change

470
476
+1

25.9
28.1
+8

Last IC view: Buy, 404.4p, 5 Feb 2019

9.4
10.5
+12
Ex-div: 8 Aug

3.1
3.6
+16
Payment: 4 Sep
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IMImobile sharpens
North American focus

I

The online estate agency is trying to contain its rising marketing and administrative costs
AIM: REAL ESTATE INVESTMENT AND SERVICES

Purplebricks exits US amid widening losses

G

iven that soaring operating costs
caused pre-tax losses to almost double
for Purplebricks (PURP) last year, it is
unsurprising that the online estate agency
has announced plans to close its beleaguered US operations. The underperforming
Stateside business may have grown revenue
sixfold, but operating
Share price 95.6p p
350 losses more than dou250 bled following an acceleration in marketing
150
spending and the open50
ing of an East Coast
2018
2019
oﬃce. The decision follows May’s announcement that it would exit
the Australian market as returns were insufﬁcient to justify continued investment amid
falling property prices.
The group will focus on continuing to
gain market share in the UK and Canada.
Instructions were up 9 per cent and revenue
per instruction rose 6 per cent, as more ancillary products and services were sold. Despite
marketing costs growing by a quarter, the business booked a £5.3m operating proﬁt, more
than double the prior year. Newly appointed
chief executive Vic Darvey said future marketing spending in the UK would remain “steady”.
In Canada – a market the group entered
via its 2018 acquisition of DuProprio – revenue
grew 8 per cent to £23.7m. However, marketing
as a percentage of sales grew to 31.1 per cent,
from 18.1 per cent, which meant the business
swung to an adjusted cash loss of £2.1m.
Analysts at house broker Zeus Capital
expect adjusted pre-tax profits of £4.5m
and EPS of 1.2p for the year to April 2020,
62 INVESTORS CHRONICLE 5 JUL - 11 JUL 2019

compared with a £0.4m loss and EPS of
0.2p in the prior year.
Hefty operating costs meant net
cash balances fell further during the
course of the year, with the group burning through £90.3m in cash. However,
management expects its continuing
business to be cash ﬂow positive this
year, after allowing for the costs associated with closing the US and Australian
operations. The group continues to gain
market share in the UK, but given the
signs of a broader domestic slowdown
there is the risk that revenue growth
expectations may be revised down again.
The shares may have fallen by more than
two-thirds during the past 12 months, but
with no dividend and hopes pinned on
a shaky UK housing market, we see no
reason to hold these shares. EP
Sell

MImobile’s (IMO) results for the year to
March 2019 were broadly solid, although –
as at the half-year stage – performance varied
across the cloud communications group’s core
geographies. Overall, gross proﬁts rose by
23 per cent to £62.6m, or by 7 per cent organically. This partly reﬂected a 43 per cent
improvement in Europe
Share price 324p p
and the Americas to
450
£44.7m, but that’s set
350
against a 19 per cent fall
250
in sales for the Middle
150
East and Africa, to £9.1m.
2018
2019
This fall stemmed from
external factors aﬀecting a single mobile operator client – MTN – particularly in Nigeria.
Meanwhile, the group saw strong growth in its
South African enterprise business.
Statutory pre-tax proﬁts plunged, after
contingent consideration charges, acquisition costs and amortisation. Still, its focus
on North America has intensiﬁed via the purchases of Impact Mobile and ExpressPigeon,
and it continues to look for opportunities to
strengthen its foothold here.
Broker Investec expects earnings per
share of 8.3p for the year to March 2020,
from a loss per share of 2.6p in FY2019.
IMImobile’s North American expansion strategy is encouraging. It already
claims it’s the market leader in the UK,
South Africa and Canada. Management
says FY2020 has started well, with good
earnings visibility. While the shares trade
on a forward PE ratio of 39 times, and
have more than doubled since our tip, you
might consider selling enough shares to
cover your original investment and get a
‘free’ carry on the remainder. HC
Hold

Ord Price: 95.6p Market Value: £0.29bn
Touch: 94.9-95.9p 12-Month High: 338p Low: 89p
Dividend Yield: nil PE Ratio: na
Net Asset Value: 34p* Net Cash: £63m

Ord Price: 324p Market Value: £217m
Touch: 320-328p 12-Month High: 376p Low: 203p
Dividend Yield: nil PE Ratio: na
Net Asset Value: 90p* Net Debt: 12%

*Includes intangible assets of £43m, or 14p a share

*Includes intangible assets of £73m, or 109p a share

Year to
30 Apr

Year to Turnover Pre-tax
31 Mar
(£m) proﬁt (£m)

Turnover Pre-tax
Earnings
Dividend
(£m) proﬁt (£m) per share (p) per share (p)

2015
3.4
2016
18.6
2017
46.7
2018 (restated) 87.8
2019
137
% change +56

-5.4
-11.9
-6.1
-29.2
-55.6
+90

Last IC view: Sell, 106p, 8 May 2019

-357
-12.0
-1.0
-11.0
-18
+64

nil
nil
nil
nil
nil
–

2015
2016
2017
2018
2019
% change

48.9
61.6
76.1
111
143
+28

-2.3
4.2
5.1
2.7
0.7
-73

Last IC view: Buy, 306p, 17 Apr 2019

Earnings
Dividend
per share (p) per share (p)

-13.5
7.1
11.8
1.5
-1.9
–

nil
nil
nil
nil
nil
–

SHARES COMPANY RESULTS
AIM: NON-RENEWABLE ENERGY

WEEK AHEAD
UKOG’s onshore
odyssey continues Monday 8 July

S

ince the big discovery
at Horse Hill in 2015,
UK Oil & Gas (UKOG)
2.5
has kept moving along
1.5
the path to production,
0.5
despite getting tripped up
2018
2019
occasionally by protests,
the oil price and its own grandiose pronouncements. The developer’s viability will only be
properly tested after it is granted full exploitation rights to the area near Gatwick airport, as
that is when it will put together a full report on
the reserves at the site.
A fully approved operation will be some
time oﬀ, as the ﬁrst hearing with Surrey County
Council isn’t until September and UKOG did
not give a timeline for the Environment Agency
approving permanent production permission.
Under the exploration permission, the
company has been producing an average of 220
barrels of oil per day (bopd) from the Portland
test well, and sold £1.6m of crude oil in the six
months to 31 March. The company has said it can
get Portland to 720-1,080 bopd by the end of 2019.
UKOG’s share price has been on a steady
decline since a big run of results at Horse Hill
in 2017, which brieﬂy took it over 8p. Its travails should send out a sobering message to
any investors who have been talking up the
recent gas discovery near Hull by Reabold
Resources, Union Jack Oil and Rathlin Energy.
Share price 0.98p

p

3.5

Despite social licence featuring in
resources companies’ presentations and
strategies across the globe, there are still
operators happy to go without it. UKOG says
in its half-year results that its injunction
against protesters has stood after the local
group withdrew its appeal, and is now considering its position “as to recouping our
appeal-related costs given the appellants’
unreasonable behaviour in this matter”.
Shareholders who were going to make
money on this have already sold. AH
Sell
Ord Price: 0.98p Market Value: £59.6m
Touch: 0.95-1p 12-Month High: 3p Low: 0.92p
Dividend Yield: na PE Ratio: 12
Net Asset Value: 0.65p Net Cash: £4.94m
Half-year Turnover Pre-tax Earnings per Dividend
to 31 Mar (£000) proﬁt (£m) share (p) per share (p)

2018
2019
% change

116
103
-11

-4.4
-1.7
–

-0.12
-0.04
–

nil
nil
–

Finals: Abbey, Mercia Technologies, Trakm8
AGMs: Aseana Property, Aveva, DP Aircraft, Sealand
Capital Galaxy, Vietnam Enterprise Investments
Economics: Retail sales
Companies paying dividends: 3i Infrastructure (4.325p),
Arena Events (1p), Great Portland Estates (7.9p),
International Consolidated Airlines (14.1p), International
Consolidated Airlines (special – 30p), WPP (37.3p)

Tuesday 9 July
Interims: Amino Technologies, K3 Business
Technologies, Micro Focus International, Ocado, RM
Finals: Collagen Solutions, Knights Group,
Photo-Me International
Trading Statement: Robert Walters
AGMs: Chariot Oil & Gas, Keystone Law, Kingﬁsher,
Marks & Spencer, Mountﬁeld Group, N Brown,
Worldwide Healthcare, Young & Co’s Brewery
Shareholders already have a decent idea of what
to expect from Photo-Me International ‘s (PHTM)
full-year ﬁgures. In April, management warned that
trading in the UK had become “more challenging
than expected” during the second half of the ﬁnancial year due to a slowdown in consumer activity and
continued economic uncertainty.
Orders that were expected for the second half
failed to come through, pushing the company to
warn that pre-tax proﬁts, net of restructuring costs in
Japan, would be closer to £42m, down from previous
guidance of £44m, for the year to April. Performance
was said to be strong in Japan following a reorganisation of these operations. MR

Wednesday 10 July
Finals: Superdry, Yourgene Health
Trading Statements: Barratt Developments,
Dunelm, JD Wetherspoon, Pagegroup
AGMs: Amryt Pharma, Arricano Real Estate, Biffa,
Digitalbox, MYCELX Technologies, Summit Properties
Economics: GDP, Industrial production,
Manufacturing, Construction output, Trade balance,
Index of services, House prices
Companies paying dividends: Aberdeen Standard
European Logistic (1.27p), Hollywood Bowl Group
(2.27p), NMC Health (18.1p)
Superdry (SDRY) recently delayed releasing its results
for the year to 27 April 2019 until Wednesday 10 July.
The group will take a provision in the announcement,
and named the complexity as one of the reasons for the
decision, along with the recent management turnover.
However, investors’ focus will be on what

returning founder Julian Dunkerton has in store. Mr
Dunkerton only returned to the role in April, so the
group’s performance in the year will be secondary
to any indications he can give on progress made or
what lies ahead. TD

Thursday 11 July
Finals: Dart Group, Ilika, ReNeuron Group
Trading statements: Kier Group, Workspace
AGMs: Attis Oil and Gas, Dragon-Ukrainian
Properties & Development, Helical, Intosol, Land
Securities, LondonMetric Property, Mercantile Ports
& Logistics, Pets at Home, Renewi, Speedy Hire,
Telford Homes, Workspace
EGM: Yew Grove REIT
Companies paying dividends: Alliance Pharma
(0.977p), Chelverton UK Dividend Trust (2.4p),
Chelverton UK Dividend Trust (special - 2.5p),
London Metric Property (2.5p), Young & Co (10.81p)

Friday 12 July
Trading Statement: Gym Group
AGMs: Amigo Holdings, Palace Capital,
Urban Logistics REIT
Companies paying dividends: Aberdeen Japan
Investment Trust (5.4p), Anglo-Eastern Plantations
(2.3p), Arrow Global (8.7p), BMO Managed Portfolio
Trust (1.9p), Britvic (8.3p) C&C Group (8.716p),
Camellia (102p), Duke Royalty (0.7p), Flowtech
Fluidpower (4.04p), Fuller Smith & Turner (8p),
Georgia Healthcare (0.1p), Income & Growth VCT
(1.5p), J Sainsbury (7.9p), Keystone Law (6.5p),
Marks & Spencer (7.1p), Nexus Infrastructure
(2.2p), Personal Assets Trust (140p), RDL Realisation (17.14p), Regional REIT (1.9p), Renew Holdings
(3.83p), Restore (4p), S&U (51p), Sopheon (3.25p),
Tatton Asset Management (5.6p), Taylor Wimpey
(10.7p), Topps Tiles (1.1p), Urban & Civic (1.4p)

Companies going ex-div 11 July
Company

Dividend (p) Payment

Anpario Ord 23p
Baillie Gifford UK Growth Fund
Entertainment OnLine Ord Can $0.01
Halma Ord 10p
Henderson Alternative Strat Trust
Henderson International Income Trust
Safestore Holdings Ord 1p
Schroder UK Mid Cap Fd
Sirius Real Estate €
Smith (WH) Group Ord 20p
Telecom Plus Ord 5p
The Mission Marketing Ord 10p
Triple Point Income Vct Plc D Ord £0.01
Walker Greenbank Ord 1p

5
2.95
1.5
9.6
2.5
1.4
5.5
3.8
1.53
17.2
27
1.4
5
2.55

26 Jul
6 Aug
6 Sep
14 Aug
2 Aug
30 Aug
16 Aug
9 Aug
22 Aug
1 Aug
2 Aug
22 Jul
25 Jul
9 Aug
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SHARES STOCK SCREEN

COLUMN
STOCK SCREENS
TITLE

Big Reliables take off
240

- FTSE 350
- Big Reliables

200
160

Six large-cap
quality plays

120
80
2011

Quality shares have been shooting the lights out
recently, and the shares selected by my Big
Reliables stock screen have proved no exception
ALGY HALL

T

he screens followed by this column
attempt to emulate a wide range of investment approaches. Sometimes clear themes
emerge. This year, a case in point has been
the preeminence of investment approaches
focused on hunting quality stocks. Indeed,
over the past six months it has been felt
that few other approaches oﬀer any serious
merit. At least that’s been the message from
my stock screen review; my screen for all
seasons; and my strategy screen.
This week I am updating my ‘Big
Reliables’ screen, which focuses on ﬁnding
large quality plays with no regard for the
price being paid. While the sample size is
small (based on ﬁve stocks passing the screen
last year) the results from the past 12 months
lend further weight to the view that markets
are currently mad for quality stocks. The ﬁve
Big Reliables selected a year ago delivered
an 18.2 per cent total return, which is vastly
superior to the 1.5 per cent from the FTSE 350
(the index stocks are selected from).
The cumulative total return from the screen
since I began to monitor it eight years ago

2018 performance
Name

TIDM

Marshalls
JD Sports Fashion
DCC
WH Smith
Cranswick
FTSE All-Share
Big Reliables

MSLH
JD.
DCC
SMWH
CWK
–
–

now stands at 133 per cent, compared with 75
per cent from the index. The results from the
screens followed by this column are presented
as a source of ideas for further research rather
than oﬀ-the-shelf portfolios, but if I apply a 1
per cent annual charge to represent the notional
cost of dealing in and out of portfolios, the
cumulative total return drops to 115 per cent.
Given a key attraction of buying quality
stocks is that investors can hold them while
returns compound over many years, I also look
at the buy-and-hold performance of this screen.
Interestingly, looking at the underperformance
or outperformance of portfolios based on
compound annual growth rate, there has been
a broad trend for performance to improve over
the past three years as the ‘quality’ theme has
become more pronounced.
Will the market’s love of quality continue?
One factor supporting the trend is that after a
brief spell of monetary tightening, particularly
in the US, the world’s central banks now seem
ﬁrmly back into loosening mode. This plays to

Buy-and-hold performance
Buy-and-hold
performance

FTSE
Big
350 Reliable
Total return (26 Jun 18
- 25 Jun 19)

Source: Thomson Datastream
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73%
39%
5.40%
-3.80%
-23%
1.50%
18%

2011
75%
2012
91%
2013
41%
2014
35%
2015
34%
2016
33%
2017 8.90%
2018 1.50%
Average
–

143%
178%
111%
78%
29%
16%
22%
18%
–

Source: Thomson Datastream

Big Rel CAGR
out/underperformance

To June
2019

To June
2018

To June
2017

4.10% 4.00% 2.80%
5.60% 4.90% 3.20%
6.90% 2.30% 7.10%
5.70% 2.80% 6.60%
-0.90% -0.70% -6.70%
-4.40% -9.50% -18.70%
5.80% 12.00%
–
16.40%
–
–
4.90% 2.20% -0.90%

2012 2013

2014 2015

2016 2017 2018 2019

Source: Thomson Datastream

the quality theme as more value can be attributed to the reliability of their future earnings.
The defensive nature of most quality plays
also means the perceived economic weakness that has caused central bankers to relax
policy recently supports the quality theme.
The counter argument is that many quality
stocks now have sky-high valuations, which
means it would not take much bad news to
cause severe share price pullbacks. While
trend followers are likely to want to jump in,
value investors will want to stay away. The full
criteria for this screen are as follows:
■ EPS growth in each of the past ﬁve years.
■ Return on equity of 12 per cent or more in
each of the past ﬁve years.
■ Forecast earnings growth in the current
ﬁnancial year and the year after.
■ Gearing of less than 50 per cent, or net debt
of less than two times cash proﬁt.
■ Cash conversion (cash from operations as
a proportion of operating proﬁt) of 90 per
cent or more.
This year six stocks passed all the screen’s
tests. Details can be found in the table, right,
and I have taken a closer look at one of the
shares – Compass. The recent share price history of this catering group illustrates that the
market’s love aﬀair with quality may really be
for companies with very substantial barriers
to entry and high operational gearing, rather
than less alluring sources of competitive
advantage, such as operational eﬃciency and
economies of scale.

COMPASS

Compass (CPG) is a global leader in contract
catering. Almost three-ﬁfths of sales come
from the US, with the rest spread across 44
other countries. It has an established presence in several sectors, with business and
industrials its most important end market,
accounting for nearly 40 per cent of revenue.
The company beneﬁts from a global trend
towards the outsourcing of catering services.
This is underpinned by the potential for

SHARES STOCK SCREEN
Big Reliables for 2019
Name

TIDM

Market
cap

Price

Fwd
NTM PE

Dividend
yield

Ebit
margin

ROCE

Fwd EPS
grth FY+1

Fwd EPS
grth FY+2

3-month upgrade/
downgrade

3-month
momentum

Net cash/
debt (-)*

Compass
DCC
HomeServe
JD Sports Fashion
Marshalls
Moneysupermarket.com

LSE:CPG
LSE:DCC
LSE:HSV
LSE:JD.
LSE:MSLH
LSE:MONY

£30bn
£6.9bn
£3.9bn
£5.8bn
£1.3bn
£2.2bn

1,886p
6,978p
1,184p
591p
679p
406p

22
19
29
18
24
22

2.00%
2.00%
1.80%
0.30%
1.80%
2.70%

7%
3%
15%
8%
13%
32%

24%
9%
16%
30%
19%
53%

8%
4%
9%
14%
9%
6%

6%
4%
9%
10%
6%
8%

–
0%
1%
4%
1%
-1%

7%
4%
17%
18%
13%
13%

-£3.7bn
-£167m
-£305m
£125m
-£37m
£30m

Source: S&P Capital IQ *Foreign FX converted to £

Consistent Compass
- Sales growth - Organic sales growth
Underlying operating margin

7

20
15

6
5

10

4

5

3
2

0

1
0

Compass’ steady
ﬁve-year valuation history

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 Fwd Fwd
2019 2020
Year to end September

Adjusted operating margin (%)

8

Growth rate (%)

-5

Source: Company/Liberum forecasts

While Compass’s margins may not be
impressive, its return on capital is. Because
it generally uses its clients’ facilities, capital
needs are low. So, despite mediocre margins,
last year Compass produced a very attractive
return on capital employed (ROCE) of 20.1 per
cent after adjusting for leases (ROCE numbers
in the accompanying table diﬀer because they
are not lease adjusted).
ROCE is a helpful indicator of ‘quality’
as it provides a rough-and-ready measure of
the amount of extra operating proﬁt a company has historically made from every extra
pound invested. However, a high ROCE is
usually seen as more attractive when it’s the
product of high operating margins rather
than low capital needs. This is because
the former suggests a company may have
strong barriers to entry and therefore a more
defensible market position.
Unimpressive margins may be at the heart
of why Compass has not been caught up in
the recent rerating of quality stocks. The
graph above shows the valuation of Compass
on three diﬀerent metrics. The shares have
remained in a relatively narrow valuation
range over the past ﬁve years and have not
experienced any recent valuation ‘break-out’
of the kind witnessed by shares in some highmargin, quality plays.
But while Compass’s competitive advantage may not be based on something as en
vogue as a network eﬀect or a high-tech niche
product, persistent organic growth points to

a strong market position nevertheless. What’s
more, customer retention has consistently
remained between 93 and 95 per cent during
the past decade. Contracts also tend to be
quite long, sometimes stretching out as far as
20 years. What’s more, despite high exposure
to business and industrial customers, the
group demonstrated reasonable resilience to
economic distress during the credit crunch.
So while Compass is not as exciting as the
type of high-margin and high-growth quality
plays that have seen ratings go stratospheric
recently, it ﬁts the bill as a ‘Big Reliable’
play based on the consistency of returns and
growth opportunities. Meanwhile, the valuation risk associated with the current rating
is far more palatable than that of many other
stocks in this category.

Compass customers come back
100
90
80
70

Retention rate (%)

clients to save money as well as the increasing importance of social, environmental and
regulatory issues such as responsible food
sourcing, cutting waste, improving nutritional
standards, and health and safety. Compass
accounts for a little more than a tenth of the
estimated £200bn market. This provides it with
opportunities to win share, especially from the
proliferation of small regional catering companies. Compass also has an impressive record of
moving into new sectors and subsectors.
The group has used its scale to improve
buying power and invest in technology.
Coupled with a decentralised structure, this
has helped it achieve very solid organic sales
growth. Since the credit crunch (from 2010) it
has consistently achieved organic growth rates
of between 4 and 6 per cent (see graph). Even
in the depths of the credit crisis, Compass’s
organic growth didn’t go into reverse.
Strong cash generation has allowed the
group to supplement organic growth with bolton acquisitions to grow the top line. In the ﬁrst
half it spent £370m on such deals and a €475m
(£376m) Finnish acquisition was announced
earlier this month. It is also in the process of
sharpening its focus on food by disposing of
non-core businesses, such as the security and
laundry businesses it sold during its ﬁrst half.
The company’s margins aren’t great, and
it has to manage some pretty hefty core costs
– out of its £24bn revenues last year, “use of
inventories”, principally reﬂecting ingredients, cost it £6.5bn while it paid its near600,000 employees £10.5bn. It runs a tight
ship and has been able to grow underlying
operating margins in small increments over
many years. During its ﬁrst half it was able
to keep margins at 7.5 per cent by ﬁnding
eﬃciency savings to oﬀset the impact of wage
inﬂation and higher contract start-up costs.
The Consistent Compass chart above
shows the consistency of organic growth and
the slow but persistent upward march of margins. The period takes in the years worst hit by
the credit crunch as well as forecasts for the
next two ﬁnancial years. Currency ﬂuctuations
as well as acquisitions mean reported sales
growth, also shown on the chart, has been
much more erratic than organic growth rates.

60
50
40
30
20
10
0
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Source: Company

Year to end Sept
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SECTOR FOCUS
investing $300m as part of a four-year
collaborative venture with 23andMe. The
pharma giant already has plans to study a
potential new therapy; essentially a small
molecule inhibitor that is in pre-clinical
development as a potential treatment for
Parkinson’s disease.

Big data is the key to
individually tailored therapies

The global genomics market is expected to grow from $16.4bn in 2018 to $41.2bn a year by 2025

Genomics approaches
‘critical mass’ on data
The biotech sector faltered in the latter part
of 2018, but the coming years will see an
accelerated roll-out of gene-linked therapies

MARK ROBINSON

T

he Human Genome Project was
completed way back in April 2003. And
many people would be hard pressed to say
what diﬀerence the project has made to
their lives. But the intervening period has
seen a gradual – and latterly accelerated –
accumulation of genetic data, a prerequisite
for the development of the industry and the
resultant investment opportunities.

Sequencing costs plummet

In 2007, it would have cost you $350,000
(£278,430) to utilise the ﬁrst direct-toconsumer genome sequencing service. Today
it would set you back around £149. Analysis
from the MIT Technology Review found
that as many people purchased consumer
DNA tests in 2018 as in all previous years
combined. If the rate of increase is maintained, then the genetic make-up of more
than 100m people will be available by 2021.
The exponential growth in the personal
66 INVESTORS CHRONICLE 5 JUL - 11 JUL 2019

sequencing market is reﬂected in analysis
from Zion Market Research, which revealed
that the global genomics market was worth
$16.4bn (£13bn) in 2018 and is expected to
generate around $41.2bn by 2025, implying
a compound annual growth rate of 14.2 per
cent through 2019-25.
Companies such as Ancestry.com and
23andMe have tapped into the growth of
personal sequencing, but the potential
revenue streams extend well beyond tracing
ancestral lineage.
The co-founders of 23andMe, Anne
Wojcicki and Linda Avey, have declared that
the home testing kits sold by the company
are only the initial, although essential, phase
of the business plan. Once enough data have
been aggregated, the resultant database,
or sections thereof, can be made available
under licence to medical research and pharmaceutical companies.
Little wonder that GlaxoSmithKline
(GSK) has already come on board,

The science is driving R&D activity in drug
discovery and molecular biology and is at
the heart of the development of bespoke
therapies based on genetic proﬁles. CAR-T
(chimeric antigen receptor T-cell) therapy
provides a case in point. Recently approved
by NHS England to combat the most
common form of childhood cancer, it is
speciﬁcally designed for individual patients
and involves reprogramming their own
immune system cells, which are then used
to target their cancer.
Genetic material is essentially data.
So, understanding the structure, function,
and mapping of genomes is analogous to
statistical or textual analysis, although it
relies on large datasets. An estimated one
in 25 children carry a genetic disorder, some
of which may be apparent at birth, while
others might develop in later life. Criteria
are employed to determine the likelihood
of a variant contributing to a genetic
disease, or whether it’s simply benign. Chief
among them is how common the variant is
compared with the incidence of disease in
a population. To gain meaningful insights,
researchers need to access diﬀerent genetic
datasets and population data.
The exponential growth of these datasets
has given rise to demand for suitable
infrastructure, software, computational
speeds and programming platforms to extract
meaning from such huge swathes of information. Cloud computing provides a relatively
low-cost approach to genomic data management because clients pay only for the services
they need, thereby opening opportunities for
smaller operators in the sector.
The genetics datasets have been
developing at an accelerated clip, but it
could be argued that they’ve only just
attained ‘critical mass’ – the point at which
the accumulation of large datasets starts
yielding widespread clinical applications.
Just consider that genomics technology has
revolutionised plant breeding over the past
two decades by identifying the genes that
make crops more productive and disease
resistant. There’s no reason to think that
won’t be steadily replicated across human
populations as DNA sampling throws up
more and more information.

SHARES SECTOR FOCUS

FUND MANAGER’S VIEW

Leading ﬁve related stocks by value
Nasdaq’s big ﬁve

Amgen
Gilead Sciences
Celgene
Illumina
Vertex Pharms.

Price change
(% 1-month)

Price change
(% 1-year)

Price change
(% 3-year)

PE
ratio

Dividend
yield

Beta

Market
cap

8.3
8.2
-0.8
22.3
7.7

0.7
-3.4
18.1
33.1
5.8

21.0
-18.9
-6.8
164
105

15.1
15.1
14.4
64.4
78.4

3.11
3.66
na
na
na

1.06
1.05
1.26
1.19
1.263

113,838
87,534
66,210
54,591
45,981

Source: Thomson Reuters

A ground ﬂoor investment
option: CRISPR Therapeutics AG

The UK genomics industry is characterised
by smaller companies, mainly concentrated
around Cambridge and London, reﬂecting
the strong regional academic base for
genomics. The number of listed pure-plays
in the UK is relatively small when compared
with Nasdaq, but, as usual, you can gain
broader exposure, while saving yourself
some legwork, by investing in open-ended
biotech funds. Polar Capital Biotechnology
(IE00B4ZP0H75), for example, has delivered
a cumulative return of 66.4 per cent over the
past three years. And assuming you haven’t
been permanently spooked by the recent
travails of Woodford Patient Capital Trust
(WPCT), there are some specialist, closeended options, such as the Biotech Growth
Trust (BIOG).
However, if you’re looking to populate a
speculative corner of your equity portfolio,
there’s an interesting long-term play on
oﬀer, though it’s not for the faint hearted.
Headquartered in Zug, Switzerland, CRISPR
Therapeutics AG (US:CRSP) is engaged in
the development of gene-based medicines
for diseases using its proprietary CRISPR/
Cas9 gene-editing platform. The group
has established strategic collaborations
with Bayer AG (ETR:BAYN) and Vertex
Pharmaceuticals (US:VRTX) to develop
CRISPR-based therapeutics for several
serious conditions, including muscular
dystrophy, and has been involved in various
preclinical oncological studies.
But the primary focus of the group is its
CTX001 candidate, a gene-edited stem cell
therapy that is undergoing clinical studies
to evaluate its eﬀectiveness in treating rare
blood disorders, including sickle cell disease.
The US Food and Drug Administration (FDA)
recently granted Fast Track Designation for
CTX001 for the treatment of transfusiondependent beta thalassemia.
It may take a decade before CRISPR
launches any products based on the CTX001
therapy. However, lengthy lead times are
synonymous with the industry, and the
group eﬀectively stole a march on its rivals
when it instituted Phase I clinical studies

for CTX001, while further clinical trials will
commence shortly.
Nonetheless, prospective investors will
need to weigh up the likelihood of dilution
given the rate of cash burn, even though
the group will receive up to $1bn in upfront
payments and royalties on net sales for any
products developed under its collaboration
with Vertex, with the latter biotech group
also picking up the tab for development and
commercialisation expenses.
The scale of the potential returns, together
with partial de-risking on the cost front,
partly explains why hedge fund managers
recently advanced their long positions in
the group, but there is no doubt this falls
under the category of high-risk/high-reward.
Analysis conducted by Coherent Market
Insights projects that the global CRISPR and
CAS gene market, valued at $1.39bn in 2017,
will hit $7.6bn by 2026, giving a CAGR of 20.8
per cent for the period. Bloomberg consensus
projects revenues of $8.34m for 2019, rising to
$29.3m in 2022, although the operating loss is
expected to expand over the period.
• Biotech stocks rallied in the early
part of this year following last October’s
sell-oﬀ, but they never revisited 2018’s
highs. More worryingly, accumulation
rates for biotech exchange traded funds
(ETFs) have slowed, although whether
this points to a growing risk-oﬀ attitude
among institutional investors is diﬃcult
to gauge. It may signify that they’ve
become apprehensive given that political
parties in the US have found common
cause in attacking the growing power of
big pharma and biotech. Politics aside,
industry growth rates are hard to ignore.
The iShares Nasdaq Biotechnology ETF
(US:IBB) has delivered compound annualised NAV growth of 17.8 per cent over
the past 10 years, although that slows
to a more prosaic 8.9 per cent over the
past three years. This could suggest that
investors have moved beyond the point
of irrational exuberance, but it’s unlikely
the interest in the sub-sector will wane
if, as seems probable, we’re on the cusp
of widespread commercial adoption.

Tried and trusted tech

T

he ‘personalised’ approach
is unquestionably the future
of medicine, and companies that
successfully develop powerful new
medicines using this approach have
the potential to drive signiﬁcant
value for their investors. Yet as hugely
exciting as the suite of technologies
that directly repair, edit or enhance
individual disease-causing genetics
are, many of the companies basing
their business models on these technologies have very high technology,
operational and ﬁnancial risk proﬁles
– these technologies are novel,
complex, not well understood and
have little research, regulatory or commercial validation. Developing new
medicines using these technologies
will require small companies to raise
signiﬁcant sums of capital over time.
And the competitive intensity in these
technology areas is currently whitehot given the generous capital markets
environment of recent years. It’s now
typical to see multiple companies with
drug development programmes in
direct competition with each other. As
professional investors with experience
of investing through several of the
industry’s major technology cycles,
we believe this makes the valuations
assigned to many of these companies
at the moment something to be at
least wary of.
For the time being we actually
prefer to invest in companies using
more tried and trusted technology
approaches – for example, those
developing new medicines based
on the latest generation of smallmolecule chemistry approaches, as
well as companies using monoclonal
antibody technologies. Genomics
and genomic medicine is a powerful
investment theme that underpins the
research and development eﬀorts of
almost every company in the global
biotechnology investment universe.
Investors just need to think carefully
about how best to achieve acceptable
risk-adjusted returns from it, given
the current stock market enthusiasm
for some of the newest high-proﬁle
technological approaches.
David Pinniger is a fund manager in
the healthcare team at Polar Capital
5 JUL - 11 JUL 2019 INVESTORS CHRONICLE 67

TAKEOVERS
RIGHTS ISSUES

TAKEOVERS

Synthomer

Target

Bidder

Terms

Value

Telford Homes

Bid
timetable

CBRE

350p cash per share

£267.4m

tba

Announced
03/07/19
Ex-rights
02/07/19
Last payment
tba
Total amount raised
£204m
Terms
1:4
Issue price
204p
Market price
371.2p
Nil paid price
167.2p
Adjustment factor
0.91
Synthomer announced that it will fund the £654m
acquisition of fellow chemicals company Omnova
Solutions via a rights issue of up to £204m at 204p
and accessing new debt facilities. Management
expects pre-tax cost synergies of $29.6m (£23.5m)
per year by the end of the third year after completion
of the acquisition, believing the target has a “strong
strategic ﬁt” with Synthomer. Take up.

Home construction

Real estate services

Telford Homes has recommended a cash takeover offer from CBRE, which values the housebuilder at £267m, or 350p a share. That
represents an 11 per cent premium to the group’s undisturbed price or a 21 per cent premium to the volume weighted average threemonth share price prior to the offer’s announcement. Management said it had “taken account of the likely impact of the reduced shortterm proﬁtability of the business” and the “longer-term structural reduction in proﬁt margins” inherent in its shift towards build-to-rent.
CBRE has received irrevocable undertakings from around 4 per cent of shareholders. Await documents.

BCA Marketplace

Support services

TDR

Investment management

243p cash per share

£1.91bn

tba

BBD Bidco, a special purpose vehicle formed by investment funds managed by TDR, has made a 243p per share cash offer for BCA
Marketplace. This represents a 29.5 per cent premium to the volume-weighted average price of 187.7p, or a 24.9 per cent premium to
the 194.6p price the day before the deal was announced. BCA directors have recommended unanimously that shareholders accept the
offer, and have already received support from 44.02 per cent of shareholders. Await documents.

Bonmarché
General retailers

Spectre Holdings

Investment management

11.445p cash per share £5.7m

tba

OPEN OFFERS

Bonmarché has changed its mind about the takeover offer on the table from retail entrepreneur Philip Day’s Spectre Holdings. In April
the retailer had rejected a mandatory cash offer made by Spectre at 11.445p a share to acquire the remaining shares, valuing the
company at £5.7m. But recent poor trading has made the retailer reconsider the offer, which has remained on the table indeﬁnitely.
Management maintain that the offer “does not adequately reﬂect the potential longer-term value of the business”, but that recent
uncertainty makes it “more attractive”. Await documents.

Stafﬂine

Mining

Announced
27/06/19
Last payment
12/07/19
Total amount raised
£7m
Terms
1:4
Issue price
100p
Market price
116p
Adjustment factor
0.972
Recruitment and training group Stafﬂine is aiming to
raise up to £41m, via a £34m share placing and up to
£7m through an open offer, both at 100p. Proceeds
raised will be used to pay down debt, aiming for a
target leverage ratio of net debt to cash proﬁts of below
two times by the end of 2019. Stafﬂine cannot proceed
with the open offer unless shareholders approve the
placing ﬁrst. If this fundraising is not approved, the
group will be unable to meet its liabilities when they
come due, and would likely become insolvent and
cease trading. Await outcome of shareholder meeting.

Dods

Announced
28/06/19
Last payment
15/07/19
Total amount raised
£1m
Terms
1:22
Issue price
6.5p
Market price
8.5p
Adjustment factor
0.99
Dods has announced that it intends to fund its
£22.4m acquisition of data services group Meritgroup partially through a placing and subscription
to raise £12m, and an open offer to raise up to
an additional £1m. Those shareholders who do
not take up the open offer will have their holding
diluted by around 39 per cent following admission,
compared with a 36 per cent dilution if they do take
up the offer. Reject.
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MOD Resources

Sandﬁre Resources

Mining

A$0.45 cash per share A$167m

tba

Australia-based Sandﬁre Resources has launched a takeover bid for MOD resources for A$0.45 (25p) per MOD share, valuing the equity
at A$167m. MOD shareholders will have the option to elect either a script consideration of 0.0664 Sandﬁre shares for every one MOD
share held, or a cash consideration of A$0.45 a share, subject to an aggregate cash cap of A$41.6m. The implied scheme consideration
represents a 45 per cent premium to the closing MOD share price the day before the announcement, or a 45 per cent premium over the
20-day volume-weighted average price. Await documents.

Tarsus

Events industry

Charterhouse Capital Partners 425p cash per share

Private equity

£561m

14/08/19

European private equity ﬁrm Charterhouse has moved on Tarsus by means of a scheme of arrangement under Article 125 of the Jersey
Companies Law. Under the terms of the scheme, shareholders in the business-to-business events organiser will receive 425p a share, a
36 per cent premium to the company’s share price on the day prior to the offer, valuing it at £561m. They will also be entitled to receive
the ﬁnal dividend of 7.7p a share for the period ending 31 December 2018. The Charterhouse ‘bidco’ has the backing of the independent directors and additional institutional support, which means that it has irrevocable undertakings representing 41.3 per cent. Accept.

Stride Gaming

Gambling

Rank

Gambling

151p cash per share

£115m

Q3 2019

Rank has announced a recommended cash offer for Stride Gaming at 115p a share, valuing the Aim-traded stock at £115m. The offer
price represents a 29 per cent premium to Stride’s closing price on the day prior to the offer. Rank BidCo has received irrevocable
undertakings in respect of 46.1m Stride shares, representing approximately 61 per cent of the shares in issue. Accept.

Patagonia Gold
Precious metals

Hunt Mining

Precious metals

10.76 Hunt shares

£17.2m

23/07/19

Patagonia Gold has agreed to be taken over by Canada’s Hunt Mining Corp. The consideration is 10.76 Hunt shares for each Patagonia
Gold share, implying a value of £17.2m for the target company. The deal represents a 36 per cent premium to Patagonia’s closing price
of 53.5p a share on the day prior to the announcement. The deal will see Patagonia’s shareholders owning 80 per cent of the combined
business and Hunt’s shareholders the remainder. Accept.

KCOM

Telecommunications

Macquarie Euro. Infra. 6
Wholesale investment fund

108p cash per share

£563m

Q3 2019

Hull-based telecoms company KCOM has ditched a £504m takeover by Universities Superannuation Scheme in favour of a 108p a share
offer from a fund managed by Macquarie Infrastructure and Real Assets (Europe) Ltd. The offer, which is being recommended by the
KCOM board, represents a 49 per cent premium to the company’s share price on the last business day prior to the offer. The dates of the
shareholder meeting and hearing lapsing dates have been extended to August. Accept.

Game Digital
Speciality retail

Sports Direct

Apparel retailers

30p cash per share

£51.88m 11/07/19

Sports Direct has tabled a mandatory cash offer for Game, at a price of 30p, after a recent deal took its holding to 38.49 per cent. The
offer represents a 27.4 per cent premium to Game’s closing share price on the last business day prior to the offer. The Game board
initially recommended that shareholders should take no action, but have now decided that the offer represents fair value and should be
accepted. Accept.

DIRECTORS DEALINGS
BUYS
Company

Director

Date

Anglo American
Ashtead
Ashtead
Ashtead
Bango
BBGISICAVSA
BT
Burberry
DixonsCarphone
DixonsCarphone
DixonsCarphone
DixonsCarphone
DixonsCarphone
DixonsCarphone
DixonsCarphone
DixonsCarphone
Drax
EMIS
EnQuest♥
Ergomed
Everyman Media
Experian
GB Group
IWG♥
Marlowe
Nanoco
Nanoco
Nanoco
Nanoco
Nanoco
Non-Standard Finance
Non-Standard Finance
Non-Standard Finance♥
Petropavlovsk
Petropavlovsk
Playtech
Playtech
Playtech
Provident Financial
Provident Financial
Provident Financial
Seneca Glob. Inc. & GrthTrust♥
Volvere†
Volvere†

StuartChambers (ch)
AngusCockburn
Paul Walker (ch)
Lindsley Ruth
RayAnderson (ceo)
Sarah Whitney
Allison Kirkby
Julie Brown (cfo and coo)
Fiona McBain
Tony DeNunzio
Alex Baldock(ceo)
Eileen Burbidge
Ian Livingston (ch)
Jonathan Mason (cfo)
Andrea Joosen
Gerry Murphy
John Baxter
AndrewThorburn (ceo)
Amjad Bseisu (ceo)
Miroslav Reljanovic(ch)
Paul Wise (ch)
Ruba Borno
ChristopherClark(ceo)
MarkDixon (ceo)
Kevin Quinn (ch)
Alison Fielding
Michael Edelman (ceo)
BrianTenner (cfo and coo)
Nigel Pickett
Christopher Richards (ch)
Heather McGregor
MilesCresswell-Turner
MilesCresswell-Turner
Harry Kenyon-Slaney
Robert Jenkins
John Krumins
John Krumins
John Jackson
Graham Lindsay
ElizabethChambers
Paul Hewitt
James McCulloch
Jonathan Lander (ceo)
N Lander (cfo and coo)

20 Jun 2019
21 Jun 2019
21 Jun 2019
24 Jun 2019
24 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
21 Jun 2019
26 Jun 2019
21 Jun 2019
21 Jun 2019
24 Jun 2019
20 Jun 2019
21 Jun 2019
25 Jun 2019
24 Jun 2019
24 Jun 2019
26 Jun 2019
26 Jun 2019
26 Jun 2019
26 Jun 2019
26 Jun 2019
25 Jun 2019
25 Jun 2019
25 Jun 2019
25 Jun 2019
25 Jun 2019
26 Jun 2019
26 Jun 2019
26 Jun 2019
24 Jun 2019
26 Jun 2019
21 Jun 2019
21 Jun 2019
20 Jun 2019
20 Jun 2019

SimonSilver
AlexanderAbramov (ch)
Alexander Frolov (ceo)
EugeneShvidler
Don Robert (ch)
Douglas McCallum (ch)
Shaun McCabe (cfo)
Clare Gilmartin (ceo)
David Buchler (ch)

20 Jun 2019
20 Jun 2019
20 Jun 2019
20 Jun 2019
20 Jun 2019
26 Jun 2019
26 Jun 2019
26 Jun 2019
20 Jun 2019

No.
of shares

Price
(p)

Value
(£)

4,650
1,000
14,000
2,250
20,909
25,000
25,000
24,051
9,000
100,000
150,000
4,200
100,000
75,000
4,800
50,000
7,000
5,000
505,287
200,000
10,000
922
54,626
207,039
11,200
119,261
198,000
379,689
189,425
350,000
40,000
70,000
24,000
250,000
250,000
4,250
3,500
5,000
9,771
12,000
11,569
25,000
7,287
7,287

2,156.50
2,160
2,163
2,202
80
152.7
203
1,774.50
111.2826
113.3847
113.72
113.72
113.72
113.72
114
114.9
269
1,207.20
19.3
303
168
2,423.74
517
338.8
445
12.6475
12.71
13.1
13.12
13.3
32.98
33.88
33.984
9.95
9.98
404
406
408.947
407.19
419.9
432.2
176.09
1,215
1,215

100,277
21,600
302,820
49,545
16,727
38,175
50,750
426,785
10,015
113,385
170,580
4,776
113,720
85,290
5,472
57,450
18,830
60,360
97,520
606,000
16,800
22,347
282,416
701,448
49,840
15,084
25,166
49,739
24,853
46,550
13,192
23,716
8,156
24,875
24,950
17,170
14,210
20,447
39,787
50,388
50,001
44,023
88,537
88,537

Holding Holding
(shares)
(%)
7,802
1,000
14,000
2,250
6,593,725
25,000
25,000
105,693
28,129
200,000
375,533
4,200
205,631
175,000
24,976
100,000
10,000
32,315
163,290,650
11,155,767
2,756,752
2,009
183,150
244,353,671
11,200
210,586
1,324,734
538,232
11,074,119
635,496
132,700
1,003,780
1,027,780
250,000
250,000
4,250
7,750
5,000
9,771
12,000
21,057
120,000
240,037
131,947

0.001
0.000
0.003
0.000
9.359
0.004
0.000
0.026
0.002
0.017
0.032
0.000
0.018
0.015
0.002
0.009
0.003
0.051
9.637
23.970
3.811
0.000
0.095
27.289
0.027
0.074
0.463
0.188
3.869
0.222
0.043
0.322
0.329
0.008
0.008
0.001
0.003
0.002
0.004
0.005
0.008
0.247
13.090
7.190

25,000 3,138.21
784,552
138,954
8,284,638
635 52,607,451 281,870,003
4,165,362
635 26,450,049 140,723,705
1,182,750
635 7,510,463 40,488,242
550,000 2,422.71 13,324,911
648,435
1,876,006
350 6,566,021 3,484,012
1,406,934
350 4,924,269 2,612,879
4,584,136
350 16,044,476 8,513,397
84,893
1,215 1,031,450
45,000

0.124
19.410
9.690
2.790
0.071
0.700
0.500
1.800
2.450

SELLS
Derwent London
EVRAZ♥
EVRAZ♥
EVRAZ♥
Experian
Trainline
Trainline
Trainline
Volvere†

*Placing/tender/open offer ♥ spouse/connected party †Volvere repurchased 70,319 shares at 1,215p each. The company’s purchase and Mr Buchler’s sale
represent a related party transaction

Outgoing Experian
chairman cashes in
NILUSHI KARUNARATNE & ALEX HAMER

W

ith 80 per cent of sales stemming from
its business-to-business operations
(B2B), Experian (EXPN) saw 9 per cent
organic revenue growth in B2B in FY2019 on
the back of good take-up rates for new sources
of data and product innovations. Expanding
its Asia-Paciﬁc footprint, the group signed new
commercial agreements with two of the fastest
growing credit comparison sites in Indonesia,
the Philippines and Malaysia.
Against this backdrop, we’re not overly
concerned that outgoing chairman Don Robert
oﬄoaded 550,000 shares worth £13.3m on
20 June. Having become chairman of the
London Stock Exchange on 1 May, Mr Robert
will be replaced by Mike Rogers (currently an
independent non-executive director) following Experian’s annual meeting on 24 July.
Mr Robert has retained 648,435 shares. An
Experian spokesperson attributed the sale to
“personal ﬁnancial planning”.
At 2,412p, the shares are trading at 25 times
consensus forecast earnings, a rather expensive
entry point. But as the upward momentum
continues, they are now 55 per cent ahead of
our original tip (1,558p, 22 February, 2018).
Perhaps a proﬁt-taking opportunity, but fastgrowing and under-served emerging markets
oﬀer further upside ahead. So, despite the high
valuation, we reiterate our existing call. Buy. NK

Abramovich and Evraz directors
sell oﬀ second big stake

Russian steel major Evraz’s (EVR) largest shareholder, Roman Abramovich, its
chairman and its chief executive have
together sold 1.7 per cent of the company’s
total stock, worth almost £160m, via an
accelerated book-build. This is the second
major sale by this group this year, with the
ﬁrst in March worth £151m, as the steelmaker’s share price reached new highs.
The sale was done through the various
holding companies of chairman Alexander
Abramov (Abiglaze, registered in Cyprus),
chief executive Alexander Frolov (Crosland
Global, Cyprus) and Abramovich (Greenleas,
British Virgin Islands). Outside those
three, non-executive director Eugene Shvidler
also sold 1.2m shares on 20 June, worth £7.5m.
The previous big sale had a 60-day freeze
on further share sales attached, as does
this one. Expect more sales in September if
the Evraz share price stays up. At 676p, the
shares remain a buy thanks to the group’s
dividend policy. AH
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COMPANIES INDEX
4imprint 48
A AJ Bell 32
Alliance Pharma *14
Alphabet †33
Amazon †33
Apple †33
Augmentum Fintech 30
B Barclays 28
Bayer AG †67
BP 48
British American Tobacco 49
C CCBOE †30
Chaarat Gold *60
CME †30
Compass 64
Costain 55
CRISPR Therapeutics AG †67
D Diageo 48
Dods *68
Draper Esprit *29
Dunelm 50
E Evraz 69
Experian 69
F Facebook †33
Funding Circle 12, 31
G GlaxoSmithKline 66
Greene King 59
H Hargreaves Lansdown 32
HSBC 28
Hurricane Energy *10
I IMImobile *62
IQE *52
J J Sainsbury 10
James Cropper *59
James Latham *61
John Laing 55
Johnson Service *55
L Liontrust Asset Management 51
Lloyds Banking 28
LoopUp *55
M Manolete Partners *60
Mastercard †30
Merlin Entertainments 58
Metro Bank 30
Moody’s †30
N Nestlé †27
P Paypal †30
Photo-Me International 63
Premier Foods 26
Purplebricks *62
R Reckitt Benckiser 48
Regional Reit 42
Royal Bank of Scotland 28
Royal Dutch Shell 48
S S&P †30

T
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W
X

Smith & Nephew 20
St Modwen Properties 61
Stafﬂine *68
Standard Chartered 28
Stock Spirits 48
Superdry 63
Synthomer 68
Telford Homes *11
Tesco 10
Trans-Siberian Gold *53
UK Oil & Gas *63
Unilever 48
Venture Life *14
Versarien *55
Vertex Pharmaceuticals †67
Whitbread 26
Wynnstay *60
XPS Pensions 61
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Baillie Gifford Shin Nippon 48
Biotech Growth Trust 67
BlackRock Smaller
Companies Trust 49
BMO Global Smaller Companies 48
Edinburgh Worldwide
Investment Trust 48
Electra Private Equity 49
Fundsmith Equity 48
HgCapital Trust 49
Invesco KBW NASDAQ
Fintech UCITS ETF 32
iShares Nasdaq
Biotechnology ETF †67
JPMorgan Japan Smaller
Companies Investment Trust 42
JPMorgan US Smaller
Companies Investment Trust 48
Jupiter European 11
Jupiter European Growth 11
Jupiter European
Opportunities Trust 11
LF Miton European
Opportunities Fund 54
LF Woodford Equity Income Fund 56
Lindsell Train Global Equity 48
Polar Capital Biotechnology 67
Polar Capital Global
Financials Trust 33
Polar Capital Technology Trust 33
Scottish Mortgage
Investment Trust 48
UK Buffettology Fund 49
Woodford Patient
Capital Trust 42, 56, 67

*Alternative Investment Market †Overseas shares
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ENJOY AN AWARDWINNING READ

Investors Chronicle’s journalists have won more
than 10 of the ﬁnancial journalism industry’s most
coveted awards in recent years, a reﬂection of our
commitment to helping private investors grow and
protect their wealth. They include:
• Wincott Foundation Young Financial
Journalist of the year 2015
Harriet Russell, Sectors Editor
• The Small Caps Awards 2016, 2015 & 2014
Small Cap Journalist of the Year
Simon Thompson, Associate Editor
• Wincott Foundation Personal Finance
Journalist of the year 2012
Moira O’Neill, Personal Finance Editor
• CFA UK Publication of the Year 2015
• CFA UK Article of the Year 2015
“The Quindell Conundrum”
Philip Ryland, Associate Editor
• CFA UK Article of the year 2014 for
“Making sense of chaos”
Nick Louth & John Hughman
• Association of Investment Companies (AIC)
Consumer Financial Journalist of the Year 2015
• AIC Best use of social media 2015
• Best VCT Journalist and Best Investment
Company Consumer Journalist 2013 and 2014
• Best VCT Journalist 2012
Leonora Walters, Deputy Personal Finance Editor

Subscribe today and get 13 weeks of Investors
Chronicle magazine & full digital access for just
£43.75. Plus, you’ll get free access to Investors
Chronicle on your iPad included within your
subscription price.

Visit
investorschronicle.co.uk/SP1307AB
Call 01858 438808 quoting SP1307AB

