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Fund Performance & Market Overview 
 
 

TB SUIF MSCI UK All Cap (TR) Relative 
 
Q1 2017     +6.7%   +4.0 %    + 2.7% 
 
Source: Saracen Fund Managers, as at 31 March 2017 

 

 

Background 

The fund continued to build on the strong recovery we saw in the latter part of 2016 and 

produced a positive return of 6.7% during the first three months of 2017.  This was well 

ahead of the 4.0% return for the MSCI UK All Cap index.  Over the quarter, the FTSE Small 

Cap rose 6.1% and the Mid250 5.4%.  The FTSE100 lagged a little, rising 3.7% as investors 

took profits in the resources stocks which had performed strongly in 2016. 

After the disappointing performance we endured during the first half of 2016, it was pleasing 

to see a continued improvement in results during the early part of 2017.  Our strategy has 

remained focussed on mid and small cap companies which now account for 70% of the 

Fund.  This tactical position is beginning to pay off again after being severely tested at times 

during 2016 and we have continued to increase our investment in this area.  Most of our 

strongest performers so far this year have been outwith the FTSE100.  Our high exposure to 

financial and consumer discretionary sectors also remains in place and we continue to have 

a correspondingly low allocation to defensive sectors.  Whilst some of the large defensive 

stocks have recovered nicely in recent months, we still struggle to find obvious value in this 

area of the market.   



After the political drama we saw in late 2016, and the subsequently torrid movements in 

exchange rates and bond yields, it was a remarkably quiet start to the year with precious 

little to trouble us in those asset classes.  Global bond markets were largely unchanged over 

the period, with yields rising in the early weeks of the year only to fall as the quarter drew to 

a close. UK gilt yields remain well below their long-term averages at 1.1%.  

Politically, it was also a somewhat lame period and, although President Trump was rarely 

out of the news, in reality it is early days and initial progress has been limited.  The Federal 

Reserve raised interest rates as expected and this is likely to continue.  Mrs May finally 

triggered Article 50 for Brexit but the real grind of negotiations now begins and, whilst the UK 

economy remains fairly robust, this is likely to be a fragile situation with future investment 

and consumer intentions uncertain.  We are now seeing the impact of sterling devaluation 

coming through in rising inflation, with CPI spiking to 2.3%.  The baton is now likely to pass 

to Europe with the French presidential election the next major political event to concern 

markets in the months ahead. 

Currency markets were very calm over the period and the pound was unchanged against 

both the dollar and the euro.  One can’t help but feel that the worst of the devaluation is now 

behind us.  

 

Performance Review 
 

The Fund had a number of positive contributors during the period, with twelve companies 

returning more than 10%  

 

Stocks exposed to the construction sector were a particular highlight, reversing some of the 

poor returns seen during 2016. The gold star went to Eurocell, which rallied 35% on solid 

results and from a very low rating. Tyman rose 16% in response to better than expected 

results, driven by the US and some sensible acquisitions made.  Both of our housebuilders 

also recovered, with Berkeley jumping 14% on a good trading update and further capital 

returns.  Galliford Try continued its recovery, also rising 14%, following early stage talks 

with Bovis re a possible merger. 

 

In general, our smaller company investments served us well.  Vitec was a standout, rising 

22% in response to good results and improving growth prospects.  A new holding in Gateley 

got off to a good start whilst the IT-services businesses, Kainos, continued to progress 

despite limited news.  Another IT investment, FDM Group, continued to deliver strong 

growth and the shares rose 28%.  It has been a star performer since the fund was launched 

two years ago. 

 

It was also a relief to see a couple of last year’s problem children show some signs of better 

behaviour.  Laird Group recovered by 30% and completed its rights issue and strategic 

review.  We can only hope for better times ahead.  Likewise, TalkTalk remained volatile but 

rose 12% as its major shareholder assumed an executive role.  We believe they are 

beginning to put their problems behind them, however, there is still much to do.  

 

Amongst the larger company holdings, AstraZeneca was a standout, jumping 11%.  It is the 

Fund’s largest investment and 2017 is a critical year for its new product development.   



We continue to hold around 30% of the Fund in financial stocks – these were a pretty mixed 

bag.  Aviva was a positive with strong capital, cash and dividends driving a 9% price 

increase with Lloyds also continuing its steady rehab.  The government stake is now only 

2% and will be gone soon.  Close Brothers rose 6% - it has a long history of strong returns 

and continues to execute a clear strategy.  Standard Life was more frustrating. Despite 

delivering robust results, the proposed merger with Aberdeen has caused some short-term 

concern and the shares fell 5%.  Time will tell on this transaction as its scale causes some 

nervousness, nevertheless, we see no reason to be concerned on the dividend with a yield 

of almost 6%.  Our investments in the real estate sector all drifted over the quarter but there 

were no specific issues to report, just a general malaise towards UK assets in general. 

 

Our holdings exposed to the UK consumer produced varied returns and sentiment remains 

poor, particularly in retail.  DFS Furniture was a bright spot for us, returning 12% as private 

equity reduced their stake and a special dividend was announced.  However, Next continued 

its poor run of form with a profit warning in the first week of January.  Again, it is paying 

special dividends but the short-term outlook is bleak and the stock fell 13% over the period.  

 

The resources sectors succumbed to profit-taking after a strong year in 2016.  Royal Dutch 

Shell and BHP Billiton were amongst our fallers after an initially promising start to the year. 

 

The fund was blighted by one major disappointment, St Ives, a stock which had profit-

warned in 2016 and one where we hoped a corner had been turned.  Instead, it produced 

another profit warning followed by the loss of a major customer in its book printing business. 

The stock fell 58% during the quarter and was forced to cut its dividend to preserve cash.  

 

 

Portfolio Activity 

 

The fund has 35 investments which are spread across a variety of market capitalisations.  As 

at 31 March 2017, the split of investment was 29% in FTSE100, 39% in Mid250 and 30% 

Small Cap/AIM, with a cash balance of 2%. 

 

During the quarter, we made four new investments, three of which were smaller companies 

and one midcap.  

 

Gateley is the only quoted law firm in the UK in an industry dominated by traditional 

partnerships, operating in the mid-tier segment of the market.  The company already pays a 

very healthy level of dividends and has a significant level of staff and former partner 

ownership.  We believe their interests are aligned with ours as shareholders.  The company 

offers solid earnings prospects as well as having the potential to be a consolidator in a 

highly-fragmented market.  

 

In recent years, National Express has successfully diversified its business overseas with 

70% of revenues now outwith the UK, predominantly in the US and Spain.  Having had 

major problems in UK rail during the late 2000’s, the company recently sold its last UK rail 

business.  This reduces its risk profile and improves the earnings quality, allowing continued 

good dividend growth for shareholders.  It is also set to benefit from a weak currency and 

lower fuel prices, as well as reduced debts and interest costs. 



A modest position in Low & Bonar was bought after meeting the new management team. 

This is a small industrial textiles business which has struggled over the years and lacked 

focus.  The new team has sold peripheral businesses and have invested heavily in their core 

technologies, with around £50m committed to expanding Chinese production.  This period of 

major investment is well advanced and the company trades on a very low rating and high 

dividend yield.  Whilst not yet fully out of the woods, the management is taking the 

necessary actions to improve investor perception, which could lead to a re-rating. 

 

U&I is a property development and investment business focussed on London/South East, 

Manchester and Dublin.  The company is poorly covered by analysts and trades on a 

significant discount to asset value.  It has a good track record in urban development and we 

believe that the assets are conservatively valued.  The company is now committed to 

improving shareholder returns after a few lean years.  It pays a solid dividend yield and is 

also likely to pay special dividends in the years ahead.  It is a deep value stock which is far 

too inexpensive in our opinion.  

 

In response to the agreed bid from Wood Group, we decided to switch our holding in Amec 

Foster Wheeler into Wood Group shares.  We believe that Amec could prove to be a well-

timed deal for Wood, who have a good track record both in cost cutting and integrating 

acquisitions.  By contrast, the prospects for a stand-alone Amec remain poor, with the 

dividend being passed and a rights issue the somewhat unpalatable alternative.  

 

As is usual, we increased position sizes in a number of existing holdings where we felt value 

was most apparent.  Having increased the holding in late 2016 we bought more TalkTalk, in 

response to management changes which we view as significant and positive.  Other 

additions included Greene King, where the shares have remained firmly out of favour since 

the Brexit decision, but which offer exceptional levels of income and asset backing.  We also 

made Vitec a meaningful position to good effect and, after much deliberation, averaged 

down on the small position in St Ives, hopefully for the last time.   

 

We sold our holding in Vesuvius after a significant share price recovery and re-rating 

recently.  This proved to be slightly premature with the shares bouncing further on positive 

results but a strong return was made for the Fund during the holding period. 

 

We trimmed position sizes in the mining sector, reducing both Rio Tinto and BHP Billiton 

after significant price recovery as well as cutting exposure to Victrex, where we feel the 

valuation is now full and the benefits of weak sterling apparent. 

 

 

 

 

 

 

 

 

 

 



Portfolio Strategy & Themes  

 
Our portfolio strategy is largely unchanged, and from a sector perspective, we have 30% of 

the fund held in financial sectors and around 25% in companies directly exposed to UK 

consumer confidence.  The financial sector is now more stable but, as always, careful stock 

selection is key.  The stocks exposed to the UK consumer face an increasingly tough 

environment, however, as the consumer is squeezed and inflation rises.  

 

Our main portfolio themes are largely as before. 

 

 

1. Overweight financials: dividend growth remains solid and yields high 

 

The prospects for dividend growth remain robust with Lloyds, Aviva and Phoenix all 

delivering good income of late.  We do not expect any current dividends to be under threat 

even on our worst-case scenarios.  The life assurance sector in particular remains an 

attractive area for income investors.  

 

 

2. UK housing and property: supply continues to lag demand 

 

Whilst falling prices are now possible in residential property, we believe that our holdings are 

robust.  We are selectively looking at increasing exposure to real estate once more where 

yields are attractive.  In each case, balance sheet strength will be key and the prospects for 

increased dividends are now more muted.  

 

 

3. UK consumer: focus on value 

 

This segment of the fund is likely to find profit growth hard to come by in 2017.  This was 

demonstrated in the first few days of the new year by a profit warning from Next.  Whilst this 

is disappointing in the short term, businesses such as Next, DFS Furniture and Greene King 

have strong track records during times of adversity and trade on very low ratings compared 

to their history.  

 

In terms of sectors where we have limited exposure, we continue to have a low weighting in 

consumer staples where we see little valuation support and no exposure to utilities where a 

combination of high debt and increased regulation make dividend payments vulnerable in 

our view.  

 

Given our high (and increased) exposure to medium and smaller companies, we are long 

sterling assets and short overseas earners.  This was a significant headwind for the fund 

during 2016 but we believe that it will be less of an obstacle in the years ahead. 

 

 

 

 



Investment Approach 
 

The TB Saracen UK Income Fund aims to provide income exceeding 110% of the dividend 

income of the MSCI UK AllCap index and an overall return (income plus capital growth) 

which is superior to that index.  

 

We have a focussed portfolio of 30-45 quoted UK companies, a ‘best ideas’ fund with a high 

active share, currently at 85%.  We generally ignore index construction considerations.  Our 

approach is ‘multi-cap’ with significant investments in smaller and medium sized companies 

and correspondingly limited exposure to the largest companies found in most UK equity 

portfolios.  Mid and Small Caps are currently 69% of the fund and large companies 29%.  

 

We spend virtually no time analysing what’s in the news or pointlessly predicting random 

economic variables.  Instead our time is spent searching for companies which the fund can 

invest in.  These companies will fall into either of the following categories:  

 

 

High Yield  

 

Businesses which are facing challenges at present but who we believe offer secure, high 

dividend yields.  A typically uninspiring bunch of companies but there to do the heavy lifting 

for shareholders’ income.  At times this group will cause us anguish and heartache, often 

being reviled by others and with real danger of dividend cuts.   

 

 

Dividend Growers 

 

These are companies with essentially bright or improving prospects which can compound 

into high levels of dividend growth.  They may offer modest yields at purchase but have 

potential to become high yielding over the medium term.  As we grandly proclaim them - ‘the 

dividend stocks of tomorrow’.  

 

 

To summarise, TB Saracen UK Income Fund looks to invest in companies with secure and 

(ideally) growing dividends.  If we do this job well, they should be able to be held in the 

portfolio for many years, thereby minimising trading costs.   

 

 

Fund Dividend  
 

The year to 31 December 2016 marked the first full year of dividend income paid by the fund 

with a total for the year of 4.39p per share.  This represents a yield on the issue price of 

4.4%. 

 

The forecast portfolio dividend yield based on our current expectations is 4.6%.  This 

assumes modest growth in income from the portfolio over the next twelve months of around 

3%.  The forecast dividend yield for the UK market as a whole is just under 4% with dividend 

growth of 8-10% expected, mainly due to the translation of dollar dividends into sterling.   



 

It has been pleasing to note that dividend growth for the portfolio in general has been ahead 

of our expectations in 2017 so far, despite a few smaller companies cutting their payments. 

A number of our businesses have also announced special dividends in recent months. 

  

It is our firm intention to grow income per share ahead of inflation in 2017 and we look 

forward to updating shareholders further in our interim accounts. 

 

 

Outlook  
 

After a difficult period in the middle of 2016, the Fund has recently begun to report better 

results.  Our long-term commitment to investing in medium and smaller companies is more 

robust than ever and this is beginning to help investment performance again.  Throughout 

the past nine months we have conducted extensive stress testing across many of our 

investments and added to a number of our holdings at depressed prices.  This has helped 

shorter-term performance whilst retaining our longer-term focus. 

 

There were a number of seismic political events in 2016 which will not be repeated.  Instead 

markets must focus on the nitty-gritty of government and the start of the Brexit process, 

which will be long and subject to upheavals.  Interest rates and inflation are now likely to 

increase globally and we continue to have low exposure to assets and sectors which are 

vulnerable to higher bond yields.  We would also expect the major volatility seen in 

currencies to reduce and for sterling to stabilise from here. 

 

After a positive start to 2017 for the Fund, we hope relative returns will continue to improve 

whilst acknowledging that markets will be prone to upsets from time to time.  We expect our 

high dividend yield to make up a good proportion of total return from here.  

 

Having focussed on improving the portfolio of late, we believe that there remains plenty of 

potential value to be unlocked.  A key challenge, as always, is to avoid the ‘landmines’ which 

can derail performance given our value and yield based approach.  

 

We are wholly committed to improving shareholder returns and believe that our flexible 

‘multi-cap’ approach, combined with a focus on a high and growing income, should serve us 

well over the long term.  

 

Scott McKenzie, Investment Director 

For further information on TB Saracen UK Income Fund please contact: 
 
Scott McKenzie  
0131 202 9102 / 07931 722763 

scott@saracenfundmanagers.com 
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Important information:  
This information should not be construed as an invitation, offer or recommendation to buy or sell investments, shares or securities or to form 
the basis of a contract to be relied on in any way and is by way of information only. Taxation levels, benefits and reliefs may all vary depending 
on individual circumstances and are subject to change. Subscriptions will only be received and shares issued on the basis of the current 
Prospectus, Key Investor Information Document (KIID) and Supplementary Information Document (SID). These are available, in English, 
together with information on how to buy and sell shares, on-line at www.saracenfundmanagers.com. Issued by Saracen Fund Managers Ltd, 19 
Rutland Square, Edinburgh, EH1 2BB, authorised and regulated by the Financial Conduct Authority. Registered in Scotland No. 180545. 
 
Risk factors you should consider before investing:  
Past performance is not a guide to future performance.  The value of investments and the income from them may go down as well as up and 
you may get back less than the amount invested. A full list of the risks applicable to this Fund can be found in the Prospectus. All fund 
performance figures calculated on a single price basis. 
 
This Factsheet is for Professional Investors only. 
 
Investment Manager - Saracen Fund Managers Ltd, 19 Rutland Square, Edinburgh, EH1 2BB Tel: 0131 202 9100/ Fax: 0131 221 1895 
 
ACD & Fund Administrator – T Bailey Fund Services Limited (TBFS), 64 St James’s Street, Nottingham, NG1 6FJ Tel: 0115 988 8274  
  
Custodian – The Northern Trust Company, 50 Bank Street, Canary Wharf, London, E14 5NT 
 
Depositary – NatWest Bank PLC, 135 Bishopsgate, London, EC2M 3UR 
 
Regulatory Status: 
FCA Recognised: Yes 
Scheme Type: OEIC            
 
Issue date – 31 March 2017 

http://www.saracenfundmanagers.com/

