
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   
 

 
Fund Performance & Market Overview 
 

 TB SUAF MSCI UK All Cap (TR) Relative 

Q4 2017 +5.2% +5.0% +0.2% 

2017 +20.7% +13.1% +7.6% 

Source: Saracen Fund Managers, as at 29 December 2017 

 

 

Background 
 

The fund continued to perform well during the fourth quarter, rising by 5.2% versus a 5.0% 

return for the MSCI UK All Cap index.  This rounded off a pleasing year overall, with the fund 

returning 20.7% against the index gain of 13.1%.  TB Saracen UK Alpha continues to enjoy a 

strong investment track record both in the short and long term, having outperformed its 

benchmark in 7 out of the past 9 years and 15 out of 19 years since launch.  When we compare 

the fund to others in the IA UK All Companies sector, it is a top quartile performer over 1, 3 

and 5 years and also since launch (source: Financial Express). 

Over the quarter, there was little to choose between the main indices weighted by size as the 

table below outlines.  The FTSE100 index was particularly buoyant in December, with some 

of the largest ‘megacap’ stocks finishing the year strongly. This shorter-term trend was 

unhelpful for the fund which has over 80% of its investments in mid and small cap companies.  

However, despite this, our stock selection more than compensated.   
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Index total returns: 3 months to 29 December 2017 

FTSE 100 +5.0%  

FTSE 250 +4.8%  

FTSE Small Cap +4.2%  

 

After a pleasing first nine months, the fund rounded off the year in good health and kept pace 

with the strong equity markets towards the end of 2017.  

The portfolio has remained focussed primarily on mid and small cap companies and this 

strategic positioning helped to deliver a good performance for the year as a whole.  Our high 

exposure to industrial, basic materials and consumer discretionary sectors remains in place.  

Whilst the going remains tough for some of our investments in consumer facing sectors, this 

has been offset by generally good results from the materials and industrials holdings in the 

fund, as well as continued strong performance from a number of our long-term core growth 

stocks.  Though some of the large defensive stocks remain favoured by investors, we struggle 

to find value in this area of the market and we are very wary of their positive correlation with 

low bond yields. 

From an economic perspective, there were several key developments over the period. 

We finally saw some limited but important progress on the Brexit negotiations and Mrs May 

continues to hang on doggedly, no doubt spurred on by the prospect of Jeremy Corbyn moving 

into Downing Street.  There was also the first increase in UK base rates for a decade and 

despite reports to the contrary, the pound had a good end to the year versus the dollar.  UK 

gilt yields managed to fall over the quarter, finishing the year at a mere 1.2%. 

In the US, President Trump delivered his much-vaunted tax reforms which saw US markets 

respond positively.  Initial estimates suggest a boost to economic growth of around 0.5% so a 

material uplift to justify Wall Street euphoria.  US Treasury yields rose to 2.4% in response to 

the loosening of fiscal policy and the prospect of further rate rises to come.  

 
 

Performance Review 
 

Positive Contributors 

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

delivering a total return of more than 10% each.  It was pleasing to see that our winners came 

from a variety of sources; from core growth stocks to cyclicals and special situations. 

 

In terms of our consistently reliable performers, Restore rose 11% as another great year was 

delivered.  The company continues to have significant consolidation opportunities in their 

markets.  In a similar vein, Victoria once again shone, with the shares up 32% in response to 

two major acquisitions.  The business now has real scale and margins are improving rapidly.  

The shares were the fund’s best investment during 2017.  

 



A few share prices which had lagged previously showed good recovery. 

Moneysupermarket.com rose 10%, although news was pretty minimal.  Greencore had a 

long-overdue recovery, rising 27% as solid final results were delivered and confidence 

restored in a company which was lowly rated to begin with.  Another long-term favourite of the 

fund, Avon Rubber, had a significant bounce, rising 30% in the period after strong results and 

a positive outlook.  The shares had struggled over the summer and it was pleasing to see 

them return to form with a bang.  Likewise, Tyman regained some lost ground, rising 12%, 

and is well placed to benefit from recovery in the US and the tax reforms announced. 

Our long-held positions in the housebuilding sector continue to reap rewards with Berkeley 

Group rising a further 12% after a positive statement, which confirmed their medium-term 

objectives for shareholder returns.  Our largest holding, MJ Gleeson, also delivered pleasing 

results and confirmed ambitious targets for future growth.  The shares rose 14% over the 

period. 

 

Two of our financials holdings enjoyed good recovery.  Ashmore rose 19% as investors 

focussed on its strong market position in emerging market bonds, where client demand is 

finally showing good signs of life.  IFG Group jumped 18%, with the outlook for 2018 looking 

much more positive after a year of consolidation in 2017.  

 
 
Negative Contributors 

At the other end of the scale we had a few notable setbacks which impacted the fund.  The 

lowlights included two profit warnings in quick succession from Dialight, who subsequently 

have now changed their CEO.  This was a fairly small position for the Fund in a recovery stock 

which has struggled with a major manufacturing outsourcing project.  The shares fell 32% in 

the period. 

 

Another old adversary for us was TalkTalk, which again reverted to type after a brief period 

in the sun earlier this year.  Despite significant management change in 2017 they are yet to 

show any evidence of a turnaround and the shares fell 28% in response to ongoing weak 

results and stubbornly high levels of debt.  

 

Two of our more meaningful holdings lost ground over the quarter.  Having rallied strongly 

over the summer, RPC Group gave up 11% on results, with investors still holding residual 

concerns about future M&A activity and fairly low levels of organic growth being reported.  

GKN has also continued to be a big disappointment with management in a state of flux and 

their US aerospace business announcing some fairly major write-downs.  The company is now 

looking for a permanent CEO and it will take a while for confidence to be rebuilt.  

 

A few of our smaller companies lost ground.  STV fell 12% on very little news, largely in 

sympathy with a weak media sector.  Eurocell was down 14% despite an in-line trading 

statement.  In both cases they are small companies on very low valuations operating in sectors 

which are highly out of favour.  

 

 

 



Portfolio Activity 
 

The fund has 33 investments which are spread across a variety of market capitalisations.  As 

at 29 December 2017, the split of investment was 18% in FTSE100, 32% in Mid250 and 48% 

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

 
Purchases 
 
During the quarter, we made two new investments for the fund, Alpha Financial Markets 

Consulting and Palace Capital.   

 

Alpha Financial Markets Consulting is a management consultancy business which came to 

the AIM market as an IPO in October.  It focusses specifically on the asset and wealth 

management industry and has grown from a strong UK base into a business with an 

increasingly global presence.  The business has a healthy management/staff share ownership 

and has listed as a debt free public company.  The company provides consultancy to a wide 

range of fund managers including 17 out of the 20 biggest global players, so it has a respected 

and well-established specialist niche.  Alpha is a consultancy business with low capital 

employed, high margins and operates in fragmented and growing markets.  Most asset 

managers face challenges of costs, regulation and technology going forward as well as 

ongoing fee pressure.  We believe that AFMC can grow strongly for many years and the shares 

are priced on a modest valuation.  

 

The fund took part in a placing in a small real estate business, Palace Capital, which made a 

significant acquisition in October.  This was a good opportunity to buy new shares at a 

meaningful discount to asset value in a business with a strong track record and lots of scope 

to increase its scale.  Palace is set to join the main market in 2018 which should allow the 

shares to attract a wider audience.  

During the period we increased position sizes in some existing investments where we felt 

value was most apparent.  We added to the holding in Shire, which trades on a substantial 

discount to the global pharmaceutical sector.  Whilst it has much still to prove, the upside could 

be meaningful.  The fund increased the position in the housebuilder, Galliford Try, where we 

believe that the contract issues, which have caused the shares to trade on a large discount to 

other builders, have now been resolved.  We hope for a better 2018 from both stocks.  

 

 

Sales 

 

There were no outright sales of any holdings during the period.  

 

However, over the quarter we continued to manage portfolio risk by reducing a number of 

large positions which have served the fund very well.  These included FDM, Victoria, Victrex, 

MJ Gleeson, Ashmore and Berkeley Group.  All of these companies remain core holdings 

for the portfolio but we have elected to bank some profit and increase holdings in businesses 

where value is more immediately apparent.  In the consumer space we reduced the holdings 

in Dunelm and Greencore, after meaningful recovery in both shares.  

 



Finally, we sold around 35% of the TalkTalk holding prior to yet another disappointing results 

statement, which saw the shares fall by over 25%.  We had hoped in vain that things were 

finally improving but, having seen a meaningful rally in the price over the summer, decided to 

bank a rare profit.  The smart investor would of course have sold the lot and moved on.  

 

 

Portfolio Strategy & Themes  
 
Our portfolio strategy is unchanged.  From a sector perspective, our main exposures are in 

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

groups total more than 60% of the fund’s investments currently. 

 

The chart below highlights the mix of the portfolio by sector.  It is important to note 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. 

 

TB Saracen UK Alpha: Sector Profile 

 
Source: Saracen Fund Manager as at 29.12.17 

 

Whilst on the surface the Fund appears to have a high exposure to the UK consumer, in reality 

we have a number of good growth companies operating under this broad heading.  These 

would include Joules, MJ Gleeson, Clipper Logistics and Moneysupermarket.  In general 

though, we must be aware that consumers face an increasingly tough environment.  

 

Whilst the Brexit negotiations intensify, these risks can only become heightened as the 

consumer is squeezed and confidence remains fragile.  Despite this difficult UK economic 

outlook, we continue to have exposure to the housebuilding sector, where supply and demand 

remain unbalanced.  Though 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.  
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Our holdings in industrial sectors are mainly in smaller companies with strong global market 

positions and positive long-term growth drivers.  This group has also benefitted from the 

weaker pound, offsetting our more domestic investments.  The holdings in basic materials 

have similar characteristics with Rio Tinto the only investment we would consider to be highly 

cyclical in this area. 

 

Given our high exposure to medium and smaller companies, in general we remain long sterling 

assets and short overseas earners.  This was a significant headwind for the fund during 2016 

but was less of an obstacle in 2017 as the pound begun to turn around.  Our investments in 

smaller industrial companies are proving to be a good antidote to the domestic exposure and 

generally offer significant diversification in overseas markets. 

 

In terms of sectors where we have limited exposure, we continue to hold nothing in consumer 

staples where we see no valuation support and weak underlying growth.  We have no 

investments in utilities where a combination of high debt and increased political interference 

make dividend payments vulnerable in our view.  Whilst the large oil majors offer high dividend 

yields and good value relative to history we don’t see them as appropriate for a ‘best ideas' 

fund such as this and have no exposure.  

 

 

Investment Approach 
 

The TB Saracen UK Alpha Fund’s investment approach 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 33 quoted UK companies making up a ‘best ideas’ fund with 

a high active share, currently over 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 80% of the 

fund with large companies only 18%.  

 

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 (55%* 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 (22%* 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 29.12.17, 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 of 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 setback in 2016 post the Brexit vote, the Fund delivered much improved results during 

2017 and performance over both the short and long term is strong once again.  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 

maintain and build upon this.   



After a bumper year for global equities the risks in markets have now increased in our opinion. 

Whichever way we cut it, monetary policy has begun to normalise globally and central bank 

stimulus has peaked.  These huge stimulus programmes have been vastly beneficial to most 

asset classes and must now inevitably begin to unwind.  Economic and confidence indicators 

remain robust in almost every region except the UK.  All of this adds up to higher bond yields 

wherever we look.  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 at certain points. 

 

The Brexit process remains slow, ponderous and highly uncertain with timescales likely to 

extend beyond the initial 2019 deadline.  During the course of 2017, political and economic 

threats to the UK economy have increased, with Theresa May’s government looking 

increasingly fragile and Jeremy Corbyn and the left enjoying a resurgence.  Recent policy 

statements from the Labour party are not likely to be market friendly and therefore present 

risks to investors in our view.  However, it is worth noting how much the UK market has lagged 

over the past few years and how deeply out of favour it now is with investors. 

 

MSCI UK relative to MSCI World 

 
Source: Bloomberg 

 

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

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

key challenge, as always, is to avoid complacency, particularly after a period of strong market 

returns and higher valuations than before.  

 

It is particularly challenging at the moment to find good, long term growth companies at 

sensible prices and we must proceed with caution from here.  Our ongoing priority is to keep 

increasing shareholder returns whilst being mindful of downside risks.  We believe that our 

flexible ‘multi-cap’ approach, combined with a focus on core growth stocks, should continue 

to serve us well over the long term. 

Scott McKenzie, Investment Director 

11th January 2018 
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For further information on TB Saracen UK Alpha Fund please contact: 
 
Scott McKenzie 
0131 202 9100 

scott@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            
 
Issue date – 29 December 2017  
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