
 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 

 

Fund Performance & Market Overview 
 
 

 TB SUIF MSCI UK All Cap (TR) Relative 

Q3 2017 +5.0% +2.3% +2.7% 

2017 to date +16.0% +7.7% +8.3% 

Source: Saracen Fund Managers, as at 29 September 2017 

 

 

Background 
 

The fund performed well during the third quarter, rising 5.0% versus a 2.3% 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 nine months of 2017, the fund rose 16.0% against the 

index gain of 7.7%. 

Over the quarter, the Mid250 index returned 3.5% and FTSE Small Cap 3.0%.  The FTSE100 

index lagged a little, rising by 1.8%.  Large sectors such as healthcare, telecoms and utilities 

all saw negative returns.  These moves were broadly helpful for the fund, which has around 

65% of its investments in mid and small-cap companies and very low exposure to such 

sectors. 

Index total returns: 3 months to 29 September 2017 

FTSE 100 +1.8%  

FTSE 250 +3.5%  

FTSE Small Cap +3.0%  
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After a pleasing first half, the Fund continued to deliver positive results during the third quarter.  

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

positioning has helped to deliver a good performance.  So far this year, most of our strongest 

performers have been outwith the FTSE100.  Our high exposure to financial and consumer 

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

allocation to defensive sectors.  The going remains tough for our investments in consumer 

facing sectors but this has been offset by generally good results from the financials and 

industrials holdings in the fund, as well as recovery in some of our deeper value situations. 

Whilst some of the large defensive stocks remain favoured by investors, we still struggle to 

find value in this area of the market.  

The UK political scene remained lively despite the summer recess with Mr Corbyn cementing 

his hold on the Labour party and seeing a continued upswing in popularity.  Mrs May, on the 

other hand, looks increasingly adrift and her party somewhat directionless.  The spectre of 

Brexit hangs over us and progress so far appears both slow and inconclusive with no clear 

Government strategy emerging.  In the meantime the UK economy is drifting and we are now 

seeing stresses in consumer and business confidence.  Despite record levels of employment, 

we are seeing a squeeze in real incomes with inflation remaining a concern. 

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

the EU, growth is rearing its head again after a long absence.  It was a very dull period for 

investors in government bonds with yields and returns almost totally flat in the UK, US and 

Germany over the quarter. 

Despite all of the perceived negatives above, the pound remains stable and actually rose a 

little over the summer, reaching the current level of $1.34 against the dollar, a twelve month 

high.  As we discussed in our last review, this stability has gone against the negative views of 

the vast majority of analysts and helped our shorter term returns. 

 
 
 

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%.  

 

A few companies which had previously disappointed us showed encouraging signs of 

recovery.  St Ives stood out, rising 47% from a low base as their core marketing business 

traded well and they began to reduce debt.  Next also enjoyed a strong recovery, rallying 32% 

as trading conditions stabilised after a poor start to 2017.  We continue to see it as a well 

managed business in a challenging sector.  TalkTalk also saw an improved share price, rising 

15%.  However, there was little new news and it is a company with much still to prove.  The 

final stock in our recovery group was Galliford Try, which rose 17% on solid final results.  We 

hope they have put the problems in their contracting business behind them. 

 



In terms of our more consistently reliable performers, FDM Group shone once more, rising 

26% on continued strong growth.  This progress is now on a global scale, building from a 

strong UK base.  The shares have been a star performer since the launch of the Fund.  Having 

featured positively in our previous review, the fund managers Jupiter and Intermediate 

Capital continue to go from strength to strength, with both companies enjoying further strong 

investment inflows.  Their share prices rose by 11% and 14% respectively and, like FDM, both 

shares have been stalwarts for the Fund.  Our final dependable share was Berkeley Group 

which rallied a further 16% after final results.  There are many naysayers keenly predicting the 

demise of the London property market but we believe that Berkeley’s assets are both unique 

and much coveted.  

 

Other holdings worthy of note included Standard Life, which saw its share price rise 10% as 

the Aberdeen merger was completed.  Whilst there is a big integration job ahead, we believe 

that the high dividend yield is safe and attractive.  Finally, our holdings in the miners, Rio Tinto 

and BHP Billiton, continued to make good progress, driven by positive commodity prices and 

a weak dollar.  This is despite a wave of negative predictions about the pricing of iron ore and 

other raw materials.  Their vastly improved balance sheets and strong dividend potential 

remain key attractions for the Fund. 

 

 

Negative Contributors 

 

 

Thankfully our stock specific disappointments were limited during the period and we managed 

to avoid some well publicised meltdowns, including Provident Financial which fell 66% and 

was widely held by UK income funds.  

 

By far our biggest let down was Greene King, which produced another warning about 

weakening sales and increasing costs across its pubs portfolio.  The shares fell 21% having 

already been a poor performer in 2017.  This was another reminder of the increasingly difficult 

consumer environment.  However, there are some company specific issues here and it is clear 

that the Spirit acquisition has yet to really prove itself.  We lick our wounds for now and take 

some comfort from their strong dividend history and a yield of more than 6%. 

 

Imperial Brands continued to drift, falling 9%, with concerns emerging about further regulation 

in the US along with uncertainty about their plans re future generation tobacco products.  We 

have again added to the holding after this weakness, making it the largest position in the Fund 

now.  Imperial offers good dividend growth potential and a very attractive yield.  

 

A few of our smaller companies lost ground but this was mainly due to profit taking in the cases 

of Tyman (down 8%) and Low & Bonar (down 7%).  Palace Capital fell 7% as it announced 

a major acquisition and fund raising, which is due to complete in October.  

 

 

 

 

 



Portfolio Activity 
 
The fund has 34 investments which are spread across a variety of market capitalisations.  As 

at 29 September 2017, the split of investment was 32% in FTSE100, 37% in Mid250 and 26% 

Small Cap/AIM, with a cash balance of 5%.  This cash is earmarked for two new smaller 

company investments due to be made in early October. 

 

 

Purchases 

 

During the quarter, we made one new investment for the fund, WPP.  

 

WPP is a global advertising and marketing services business with four divisions – advertising 

& media (46% of revenue), data (18%), branding & specialist (28%) and public relations/public 

affairs (8%).  It has a huge scope of activity globally and has made a large number of 

acquisitions over the past 30 years, engineered by their CEO Martin Sorrell, who has been 

there since 1985.  WPP own a number of iconic media brands including Ogilvy & Mather, JWT, 

Y&R, Grey, Taylor Nelson, Kantar and Group M.  It is one of five huge global agencies and is 

number 1 or 2 in virtually all of its markets with large market shares in China, India, UK and 

Europe.  Group revenues are split North America 37%, UK 13%, Europe 20% and emerging 

markets 30%. 

 

WPP is an attractive way to play the global advertising markets with high exposure to emerging 

markets and digital/data trends.  It has a well-established financial model combining top-line 

growth, margin improvements, buybacks and acquisitions.  

Having performed well over many years, the shares have fallen sharply in 2017 with organic 

growth looking very flat and a cautious short term outlook presented for both the US and the 

FMCG segments.  The shares have de-rated markedly and now offer a dividend yield of more 

than 4%.  WPP has created significant shareholder value over a long period and we hope that 

their current lacklustre prospects are temporary in nature. 

As is usually the case, we have increased position sizes in a number of existing holdings 

where we felt value was most apparent.  As detailed above, we bought more Imperial Brands. 

Other solid businesses where we see a store of value include Aviva and National Express, 

both of which are now meaningful positions after recent purchases. 

 

Our holdings in banks had been lacklustre over the summer and we added to Lloyds Bank 

and Close Brothers.  Lloyds is a dull, low growth business but dividend prospects are bright. 

Close fell despite solid final results and we took advantage of what we regarded as an over-

reaction to add to a core, long term holding. 

 

We added to two stocks where we see significant recovery potential, the retailer Halfords and 

the electronics manufacturer Laird.  Both shares have struggled in recent years but the 

balance sheets in each case have improved and management changes have been made. 

 

 



Sales  

 

We sold our holding in Victrex after very strong performance over the past 18 months.  The 

business continues to have good long term prospects and recently announced a highly 

positive reduction to its tax charge related to its R&D spending.  The shares rose 15% in 

response, leaving them the lowest yielding investment in the Fund and we took advantage of 

this to sell. 

 

We trimmed position sizes in a number of areas, reflecting some significant re-ratings in 

certain holdings over the past year.  Large positions in FDM, Vitec and Berkeley were all 

reduced in size but remain important holdings for the fund.  We also took some profit in 

Standard Life Aberdeen, upon completion of the merger. 

 

 

Portfolio Strategy & Themes  
 
Our portfolio strategy is largely unchanged.  From a sector perspective, we have 30% of the 

fund held in financial sectors and over 20% in companies directly exposed to UK consumer 

confidence.   

 

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. 

 

TB Saracen UK Income: Sector Profile 

 
Source: Saracen Fund Managers as at 29.09.17 

 

 

Our long-held preference for the financial sector continues to deliver solid results with all of 

our holdings having put the global financial crisis well behind them.  The prospects for dividend 
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growth here remain robust and we do not expect any current dividends to be under threat in 

this part of the portfolio.  A number of our holdings in life assurance and banks should benefit 

from high interest rates and rising bond yields, should they happen. 

 

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

as was demonstrated by the profit warnings from DFS Furniture and Greene King over the 

summer months.  With Brexit negotiations hanging over us, these risks can only intensify as 

the consumer is squeezed and inflation rises.  Therefore, this segment of the fund is likely to 

find profit growth hard to come by over the next few years and is the part of the portfolio which 

offers both the greatest short-term earnings risk and the most extreme long-term value.  A 

conundrum indeed and one to be navigated carefully as we move forward. 

 

Despite the difficult UK economic outlook, we continue to favour companies exposed to 

infrastructure, housebuilding and real estate, where supply and demand remain unbalanced.  

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

robust.  We are comfortable with our exposure to real estate, where we find attractive real 

yields and large discounts to assets which pay us to take some risk.  As always, in such 

cyclical sectors, balance sheet strength is important. 

 

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 it has recently been less of an obstacle as sterling has begun to turn around.  

Our investments in smaller industrial companies are proving to be an 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 be underweight in 

consumer staples where we see no valuation support and the emergence of some ‘bubble’ 

characteristics.  We have no investments in utilities where a combination of high debt and 

increased political interference make dividend payments vulnerable in our view.  The large oil 

majors continue to offer limited long term attractions despite their high dividend yields. 

 

 

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 around 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 c.65% of the fund and large companies 

just over 30%.  

 

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 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 the 

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 fund announced a dividend of 2.29p per accumulation share for the six months to 30th 

June.  This was an increase of 4% on last year’s 2.20p.  It is our firm intention to grow income 

per share ahead of inflation in 2017 and we continue to make good progress towards this 

objective.  

 

The forecast portfolio dividend yield based on our current expectations is 4.4%.  This assumes 

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 6-8% 

expected, mainly due to the translation of dollar dividends into Sterling.   

 

 

Outlook  
 

After a strong recovery since last year’s Brexit vote, the Fund has continued to deliver 

improved results over the summer 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 maintain and build upon this.  The risks in 

markets have now increased in our opinion. 

 

During the course of 2017 political and economic threats to the UK economy have risen, 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.  The Brexit process 

remains slow, ponderous and highly uncertain with timescales likely to extend well beyond the 

initial 2019 deadline.  

 



Interest rates and inflation are starting to increase globally and the huge stimulus programmes 

so beneficial to most asset classes must inevitably begin to unwind.  Whilst Sterling has 

stabilised as we expected it to do, currency upsets are still likely from time to time.  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 

at certain points. 

 

After a positive first nine months of 2017 for the fund, we continue to invest where we see real 

value and, where possible, with some immunity from any general market upsets.  We expect 

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

 

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 the ‘landmines’ which can derail performance 

given our value and yield based approach.  We remain focussed on growing 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 

9th October 2017 

 

 

For further information on TB Saracen UK Income 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 September 2017 

mailto:megan@saracenfundmanagers.com
http://www.saracenfundmanagers.com/

