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Fund Performance & Market Overview 
 
 

TB SUAF MSCI UK All Cap (TR) Relative 
 
Q2 2017     +4.4%   +1.4 %    + 3.0% 
2017 to date    +10.0%   +5.5 %    + 4.5% 
 
Source: Saracen Fund Managers, as at 30 June 2017 

 

 

Background 

The fund performed well during the second quarter, rising 4.4% versus a 1.4% return for the 

MSCI UK All Cap index. We continue to build on the strong recovery we saw in the latter part 

of 2016 and early 2017. For the first six months of 2017 the fund rose 10.0% against the 

index gain of 5.5%. 

Over the quarter, the FTSE Small Cap rose 3.8% and the Mid250 3.0%. The FTSE100 

lagged somewhat, rising only 1.0%, with resources sectors such as oil seeing falls during the 

period. These trends were beneficial to the fund which has around 80% of its investments in 

mid and small cap companies.  

Total return -  3 months to 30 June 2017: 

FTSE 100  +1.0% 

FTSE 250  +3.0% 

FTSE Small Cap  +3.8% 



After a positive start to 2017 it was pleasing to see a continued improvement in results 

during the second quarter. We have now put the disappointing performance we endured 

post the Brexit vote last June firmly behind us. The portfolio has remained focussed on mid 

and small cap companies and this strategic positioning continued to deliver benefits in the 

last quarter. So far this year most of our strongest performers have been outwith the 

FTSE100.  Our high exposure to industrial, basic materials and consumer discretionary 

sectors remains in place and we continue to have a correspondingly low allocation to 

defensive sectors. There is no doubt that the going has become tougher for our investments 

in consumer facing sectors but this has been offset by generally strong results from the basic 

materials and industrials holdings in the fund. Whilst many of the large defensive stocks 

remain favoured by investors, we still struggle to find value in this area of the market.  

After a quiet start to the political year things exploded into life during the quarter. In the US 

President Trump continues to wage war via Twitter but to limited effect, and the Federal 

Reserve raised interest rates again as expected.  In Europe there was a firm rejection of the 

populist ideals which so dominated the global political landscape during 2016. Voters in the 

Netherlands rallied against extremity whilst the French presidential election delivered a 

resounding victory for the centrist Mr Macron. This has coincided with some much-needed 

stability in the European economy and markets on the continent have responded positively.  

If only the same could be said of the UK. From what looked like an impregnable position Mrs 

May called a snap election and proceeded to wage a catastrophic campaign, resulting in a 

much-reduced majority and the unlikely emergence of Jeremy Corbyn, Ruth Davidson and 

the DUP as political heavyweights. We now face a prolonged and complex period of Brexit 

negotiation with a weakened hand and no clear strategy. None of this feels like it will end 

well for the UK economy and we are now seeing stresses in consumer confidence and 

higher levels of indebtedness. The impact of last year’s Sterling devaluation is now coming 

through in rising inflation, with CPI spiking to 2.7%, leading to a squeeze in real incomes. 

Whilst there is little evidence of US inflation it is now back on the agenda across Europe. In 

the EU growth may also be finally rearing its head again after a long absence. During the 

period both UK gilt and German bund yields rose, to 1.3% and 0.5% respectively. By 

contrast ten-year Treasury yields actually fell to 2.3% as the ‘Trump bump’ lost some steam. 

In the currency world despite all of the perceived drama above, very little has changed. 

Despite Mrs May’s best interventions the pound rose against the dollar to $1.30. This is 

precisely the level at which it stood one year ago. Never have so many column inches been 

wasted on something of such little consequence. With gleeful irony, by default the Euro now 

appears to be making all of the running in the FX markets. 

 

Performance Review 

 

Positive Contributors 

Our star perfomer this quarter was Restore, a core growth stock which has been held in the 

fund for several years. The business continues to make canny acquisitions, cementing its 

position as one of the UK’s leading document storage businesses.  



Restore enjoys a virtuous circle whereby it increases its market share steadily, buying assets 

cheaply and integrating them efficiently. The stock rose 28%. 

In general, our exposure to smaller industrial companies served us well.  Vitec was once 

again a standout, rising 27% as it’s re-rating continued. It was helped by a sensible non-core 

disposal and a positive trading update in May. Our large position in Tyman has also 

continued its recovery from a low base and it’s high US content is now proving to be an 

advantage. In a similar vein both Hill & Smith and Eurocell continued to rise nicely despite 

having been strong performers in the first quarter of 2017. 

Joules produced the rarest of things, a positive profit warning from a UK retailer. This 

continues the excellent progress the business has made since its IPO last year and confirms 

some of the long term growth potential we had identified at the time. The shares rose by 

25% at a time when other retailers floundered. 

Victoria also continued to make strong progress with the shares rising 13%. The directors of 

the business are strongly aligned with other shareholders and they are consolidating the 

carpet industry to great effect. We continue to see a lot of upside potential to their profits in 

the medium term. 

 
Negative Contributors 

 

The worst performer in the fund was Galliford Try. They announced major unexpected 

provisions in their contracting business, which led to the shares falling over 20%. The 

company had previously approached Bovis with a merger proposal but this came to nothing. 

We hope that these issues are one off in nature but confidence does need to be rebuilt if the 

considerable value in the core housebuilding business is to be realised 

 

Other laggards include Wood Group, where trading in the North Sea continues to be grim. 

The takeover of Amec awaits regulatory clearance. If executed well this could be a 

transformational deal for them. However, for now we must await approval and the shares 

remain friendless.  

 

RPC Group had another torrid quarter, with the shares falling 6% despite solid final results 

and thorough disclosure on the impact of the recent acquisitions. There are ongoing 

concerns about the scale of M&A we have seen in recent years. Following a thorough review 

we have retained our holding and see an opportunity for the company to produce clearer 

results in the years ahead. The shares now offer excellent long-term value. 

GKN suffered from profit taking, falling 10% amid general concerns about the global 

automotive cycle and the long term structural changes regarding electric vehicles and 

driverless cars. We expect solid results to be delivered this summer.  

 

Shire is a fairly new investment for the fund and the shares fell 9% during the three months. 

Investors are still digesting some large acquisitions but, once these are bedded in, debt 

levels should fall markedly. The business trades at a significant discount to other pharma 

stocks and we believe it has, if anything, better long term growth prospects than its peers.  

 



Portfolio Activity 

The fund has 31 investments which are spread across a variety of market capitalisations.  As 

at 30 June 2017, the split of investment was 17% in FTSE100, 38% in Mid250 and 40% 

Small Cap/AIM, with a cash balance of 5%. 

 
 
Purchases 
 
Two new stocks were bought during the period : Dialight and Greencore 

 

Dialight is a global leader in energy efficient, LED lighting products for a broad range of 

industrial customers. It has strong niche positions and high market shares in what is still a 

market at the early stages of development. Penetration of industrial LED products is 

estimated to be below 5% today. The business has undergone a restructuring in recent 

years under a new CEO with most manufacturing now outsourced and a wide product 

portfolio rationalised. We believe that Dialight has the potential to become a significantly 

larger business over time and it is backed by a strong management team, many of whom 

have experience with much larger industrial businesses.  

Greencore is a manufacturer of convenience foods and grocery meals, with a very high 

market share amongst the major UK food retailers. It has enjoyed strong growth in the ‘food 

to go’ market in recent years, driven by customers such as M&S and Sainsburys. More 

recently Greencore have made a major US acquisition, Peacocks,  which finally brings them 

scale in North America after years of building a foothold there. This gives the company a 

wide exposure to the US grocery market and a significant platform for growth. The shares 

had been a dull performer as investors digested the equity issue to pay for Peacock. This 

allowed the fund to build a holding at an attractive valuation.  

 

As is often the case, we increased position sizes in a number of existing holdings where we 

felt value was apparent or progress pleasing.  We have steadily added to our holding in 

TalkTalk. Whilst a turnaround is far from guaranteed we view the recent management 

changes as significant and positive.  We increased our exposure to mining, adding to Rio 

Tinto, where the balance sheet has been strengthened considerably. Other additions 

included Galliford Try, where the shares were hit hard by writedowns in their contracting 

business, and Ashmore, where fund performance and flows into emerging market debt 

continue to improve. We added to the position in Shire , which trades on a big discount to 

the global pharmaceutical sector.  

 

 

Sales 

 

 

To finance the two purchases outlined above we sold Standard Life and XP Power. 

 



The fund bought Standard Life at a very low valuation last summer and it has delivered a 

strong recovery since. Whilst the merger with Aberdeen may well deliver long term benefits 

execution risks are high and we expect the shares to mark time for a while as this evolves. 

 

XP Power had been a star performer so far in 2017 and has enjoyed a significant re-rating in 

recent months. It has now exceeded our long-term expectations and after a detailed review 

we concluded that the valuation was too high to continue holding the shares. 

 

As the period drew towards a close we reduced portfolio risk by reducing a number of large 

positions which had served the fund very well. These included GKN, Tyman, Hill & Smith 

and Berkeley Group. All of these companies remain core holdings for the portfolio but we 

have elected to bank some profit ahead of what could be a tricky summer for markets.  

 

 

Portfolio Strategy & Themes  

 
Our portfolio strategy is largely unchanged. From a sector perspective, our main exposures 

are in industrials, basic materials and companies linked to UK consumer confidence. These 

three groups total almost 60% of the fund’s investments currently. 

 

The chart below highlights the mix of the portfolio by sector. Regular readers will know that 

we do not run the fund using a sector strategy – the portfolio construction remains resolutely 

bottom up. However, there are some stock selection themes which emerge. 

 

 
 

 

Our holdings in industrial sectors are mainly in smaller companies with strong global market 

positions and positive long term growth drivers. This group is also a direct beneficiary of 

weaker Sterling. The investments in basic materials have very similar characteristics with 

Rio Tinto the only significant investment we would consider to be highly cyclical . 
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TB Saracen UK Alpha - sector profile



By contrast the stocks exposed to the UK consumer face an increasingly tough environment.  

Post the election and during Brexit negotiations these risks can only intensify as the 

consumer is squeezed and inflation rises. Despite this difficult UK economic outlook we 

continue to favour the housebuilding sector, where supply and demand remain unbalanced. 

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

robust. As always in such cyclical sectors, balance sheet strength is important. Our exposure 

to retailing is modest and even here we can find growing businesses such as Joules and 

Clipper Logistics. 

 

 

Given our high exposure to medium and smaller companies, in general 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 going forward. During 2017 we have 

increased our investments in smaller industrial companies to good effect. These investments 

are proving to be an antidote to the domestic exposure and are now seeing real benefits 

from Sterling devaluation and better overseas markets. 

 

In terms of sectors where we have zero exposure, we have no weighting in consumer 

staples where we see limited valuation support and the emergence of some ‘bubble’ 

characteristics.  We have nothing in utilities where a combination of high debt and increased 

political interference make dividend payments vulnerable in our view. We also have no 

allocation to the large oil majors, where pricing power is being steadily eroded and dividend 

cover very poor.  

 

 

Investment Approach 

 

 

The investment objective of TB Saracen UK Alpha fund is to achieve a long-term total return 

above the total return from the MSCI UK All Cap Index.   

 

We have a focussed portfolio of 31 quoted UK companies making up a ‘best ideas’ fund with 

a high active share, currently around 90%.  We generally ignore index construction 

considerations and each position within the portfolio must be meaningful enough to make a 

difference to shareholder returns.  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 78% of the 

fund with large companies only 17%.  

 

 

Turnover in the fund remains low.  We are patient shareholders in businesses and invest for 

the long-term.  If the underlying business is performing as we expect and the valuation is 

palatable, we remain invested.  Stock prices can be volatile in the short-term and we take 

advantage of this by adding to existing holdings if prices weaken and trimming large 

positions if valuations get out of kilter at any point. 

 



We spend very little time analysing what is 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 one of the following categories:  

 

 

Core growth (56%* of portfolio assets) 

 

We would expect the majority of the fund’s assets to be held in core growth companies, 

businesses which can deliver consistently strong compound growth rates over a long time 

period, allowing us to hold them for many years to come.  

 

Special situations (18%* of portfolio assets) 

 

The special situations investments are businesses where the long-term prospects may not 

be sparkling but where we see significant catalysts for change. These catalysts would 

include new management and takeover/ breakup potential. Patience is often required with 

this approach but it can be highly rewarding if executed well. This type of investment should 

be able to perform even in challenging stock market conditions. 

 

Cyclical recovery (21%* of portfolio assets) 

 

The final group are high quality, cyclical businesses where we recognise that economic 

conditions may not always be ideal but the company has sufficient strength of management 

and balance sheet to justify an investment. 

 

(asset mix shown as at 30.6.17, source Saracen Fund Managers) 

 

 

Our ‘Wish List’ 

 

When we aggregate the above groups and distil what we are looking for in our research we 

have a ‘wish list’ for our investments which we hope will include at least some of the 

following qualities.  

 

• Market leading positions 

• Self-funded roll-out  

• Unique assets 

• Sustainable margins 

• Long-term visibility 

 

Not every investment (in fact very few) will have all these attributes but if a company 

possesses some of them, we will analyse them in more depth using our detailed financial 

templates before considering them for the fund. 

 

 

 



Outlook 

 

After a difficult period in the middle of 2016, the fund has enjoyed a significant improvement 

in results over the past twelve months. Our long-term commitment to investing in medium 

and smaller companies has remained intact and has boosted recent investment 

performance. Having seen an upturn in our fortunes we must now maintain and build upon 

this and the risks in markets have, in our view, now risen.  

 

After the trauma of the UK election we return to the nitty-gritty of government and the Brexit 

process, which will be long, painful and subject to lots of upheaval.  Interest rates and 

inflation are starting to increase globally and the huge stimulus programmes so beneficial to 

most asset classes must inevitably unwind. We believe that most of the major currency shifts  

seen in the past few years have now happened and the pound should be more stable.  We 

continue to have low exposure to assets and sectors which are vulnerable to higher bond 

yields. There are early signs of bubbles in some high growth segments such as technology 

and, coupled with historically low levels of volatility, this could make equity markets 

vulnerable from time to time. 

 

After a positive start to 2017 for the Fund, we remain focussed on investing in businesses 

which meet our investment criteria of core growth, special situations or cyclical recovery. We 

believe that there remains plenty of potential value to be unlocked from a number of our 

holdings.  A key challenge, as always, is to avoid complacency, particularly after a period of 

strong market returns and higher valuations than before.  

 

We continue to find good ideas suitable for inclusion within the fund but, as long-term 

holders with low portfolio turnover, we need a compelling reason to sell existing holdings and 

replace them with new ones. Our ongoing priority is to improve shareholder returns and we 

believe that our flexible ‘multi-cap’ approach, combined with a focus on core growth stocks, 

should serve us well over the long term. 

 

Craig H Yeaman, Investment Director 

Scott McKenzie, Investment Director 

 

 

 
For further information on TB Saracen UK Alpha Fund please contact: 
 
Megan Heather-Cooley, Fund Specialist 
0131 202 9106 

megan@saracenfundmanagers.com 
 

mailto:megan@saracenfundmanagers.com


 

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            
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