
 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 

Fund Performance & Market Overview 
 

 TB SUIF MSCI UK All Cap (TR) Relative 

Q1 2018 -4.9% -6.9% +2.0% 

Source: Saracen Fund Managers, as at 29 March 2018 

 

 

Background 
 

The fund held up relatively well during a difficult quarter, falling by 4.9% versus a 6.9% decline 

in the MSCI UK All Cap index.  Having navigated fairly calm waters during 2017 equity market 

volatility has returned with a vengeance and the UK has been one of the weakest global 

markets so far in 2018.  Whilst negative returns are never to be celebrated, the Fund was 

placed in the top quartile of its peer group during the three month period (source : FE Trustnet) 

Over the quarter there was further modest outperformance from small and midcap companies 

relative to the FTSE100 index and this helped the Fund to avoid the worst of the market 

declines. However, in general there were precious few safe havens.   

Index total returns: 3 months to 29 March 2018 

FTSE 100 -7.2%  

FTSE 250 -5.7%  

FTSE Small Cap -4.8%  

 

The key differentiator for our returns was a return to bid activity, of which more later.   
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The portfolio has remained focussed primarily on mid and small cap companies and this 

strategic positioning is helping our overall results.  Our high exposure to financial and 

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

low allocation to defensive sectors.  We struggle to find value in this area of the market and 

we are wary of their positive correlation with low bond yields.  Overall our portfolio profile 

delivered pretty mixed results and there were wide variances of returns, even within the same 

sector.  Equity market volatility as measured by the VIX index almost doubled in the quarter.  

From a geopolitical perspective, there were several developments, most of which caused 

investors some concern.  The prospect of a trade war between the US and China has raised 

its head in recent weeks, prompting nervousness in global markets, many of which were 

trading at elevated levels anyway.  Tax cuts in the US are also giving rise to increased inflation 

concerns globally and bond yields in most key markets rose over the quarter, with US Treasury 

yields rising from 2.4% to 2.8%.  

Closer to home we continue to see slow but important progress on the Brexit negotiations with 

some loose agreements being made on transitional arrangements.  Sterling continues to 

steadily improve and rose almost 5% against the dollar, which partially explained the 

sluggishness of the FTSE100 index, where 75% of profits are non-UK.  Mrs May seems to be 

weathering the storm for now and appears to have dealt well so far with the thaw in relations 

with Russia post the Salisbury attack.  By contrast Jeremy Corbyn is increasingly tangled up 

in internal strife within his party as the left increases its grip on power.  

 
 

Performance Review 
 

 

Positive Contributors 

 

Against a difficult market background there were very few home runs for the Fund, with only 

8 stocks rising over the quarter.  

 

The standout performer was Laird Group which agreed to a takeover bid in early March. 

Whilst the stock rose by 45% over the quarter we had fortuitously doubled our holding just 

days prior to the bid, having taken the view the shares offered extreme value after a poor run. 

It was very pleasing to have this analysis confirmed shortly thereafter and the stock rose 70% 

in the aftermath, boosting our returns significantly.  

 

Two of last year’s winners in the industrial sector continued to deliver good results.  Shares in 

discoverIE rose a further 12% as the company continued to attract a wider audience of 

investors.  Likewise, Vitec rose another 9% after a transformational year in 2017 which saw it 

exit non-core activities and reinvest in higher growth businesses.  

 

A few of last year’s laggards finally began to turn the corner.  Despite the worst retail conditions 

in living memory Next demonstrated again its ability to manage through hard times and the 

shares rose 6%, as they confirmed their targets for 2018.  St Ives continued its rehabilitation 

with the shares rising 29% as results steadily improved and problem businesses were sold. 



Negative Contributors 

 

Inevitably in such weak markets we had our share of setbacks and, in general, it was an 

unforgiving environment for those who disappointed.  The main culprit here was Galliford Try, 

which announced a fund raising in response to the demise of Carillion, one of its partners in 

the Aberdeen road project.  Adjusting for the rights issue the stock fell by around 20% despite 

good trading in its core businesses.  We see significant recovery potential here and shall be 

participating in the issue.  Whilst their results were solid, Tyman also announced an equity 

raising to finance a US acquisition.  The combination of this with weak equity markets saw the 

shares give up 18%.  

 

There were some ongoing underachievers from last year.  WPP had a poor 2017 and have 

flagged another year of limited progress in 2018.  The stock had already been weak but 

managed to fall another 16% over the quarter.  We see change in the management and a 

more focussed business portfolio as inevitable here.  In a similar vein, Wood Group also 

struggled during 2017 and remain cautious going into 2018.  The shares have fallen a further 

12% and there is much to prove, with the major acquisition of Amec to integrate and ongoing 

tough markets.  Sentiment towards Greene King remains highly negative and the shares fell 

15% on limited news.  A long and painful hangover continues here.  

 

Some of our strongest performers previously saw significant profit taking, notable our two fund 

management businesses, Jupiter Fund Management and Intermediate Capital, which fell 

21% and 14% respectively.  We see little to concern us in either business model but gearing 

to falling asset markets is currently an unhelpful headwind.  

 

Our final laggards are two businesses where we now see substantial upside going forward.  

Imperial Brands has been a miserable performer for some time and fell 22% over the period. 

Concerns about cigarette demand are not new but the company’s pledge to relentlessly 

increase dividends looks increasingly misguided, particularly if it needs to fund investment in 

next generation products.  The share price discounts a collapse in earnings and a dividend 

cut which we don’t see as likely in the foreseeable future.  Standard Life Aberdeen has rarely 

been out of the headlines of late with last year’s merger, the potential loss of £100bn of Lloyds 

assets and the announced sale of the life business to Phoenix.  This makes for a somewhat 

cloudy investment case and the shares fell by 18%.  If one attempts to sift through the changes 

and look beyond the noise there is a compelling value story emerging.  

 

 

 

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

at 29 March 2018, the split of investment was 35% in FTSE100, 29% in Mid250 and 33% 

Small Cap/AIM, with a cash balance of 3%.   

 

 

 

 



Purchases 

 

There were no new investments made during the period.  

 

Instead, we used the ongoing market weakness to increase position sizes in a number of 

existing holdings where our research suggested there was significant unrealised value.  As 

previously referenced this strategy paid off handsomely with electronics manufacturer Laird, 

where our purchases prior to the bid were rewarded with a rise of 70% almost immediately. 

 

We built large positions in three stocks over the quarter to the point where they have become 

our three largest investments.  We have already referred to two of them.  Imperial Brands 

faces long term demand challenges but the valuation is now extreme and the dividend 

sustainable in our view.  There is the possibility of share buybacks, activism or bid activity, 

perhaps even all three.  We see very limited downside from here.  Standard Life Aberdeen 

has seen an almost breathless level of change in the past year to the point where investors 

are struggling to keep up.  We don’t claim any superior knowledge here but if one adds up its 

various successful investments in India, the proceeds from Phoenix (and the resulting stake) 

and assess the core investment management business then it trades on a very low rating. 

This implies massive value destruction at today’s prices.  At worst we see the company buying 

back equity and continuing to pay a healthy dividend, both of which suit the Fund’s book.  The 

third large position increase is Alpha Financial Markets Consulting.  This is a different kettle 

of fish entirely being a small, high growth company.  The shares trade at last year’s IPO price 

despite producing a positive profit warning recently.  We see strong demand for their services 

for many years to come and expect high compound growth in earnings and dividends.  

 

 

Sales  

 

We sold our holding in Laird, where the bid is agreed and in cash, allowing us to reinvest in 

other holdings with more upside. We hope that another such stock comes along soon!  

 

We reduced the holding in Lloyds Banking, primarily to fund the increased investment in 

Standard Life Aberdeen, on the basis of opportunity cost rather than any deterioration in 

Lloyd’s prospects.  

 

 

Portfolio Strategy & Themes  
 

 
The ongoing decline of UK equities against global equity markets and the yield gap between 

shares and UK gilts is making the investment case for UK Income strategies increasingly 

compelling in our view.  The chart below looks at the yield gap between shares and gilts.  We 

have to go back to the world wars to see such a gap in favour of equity investment. 

 

 
 



FTSE All Share Dividend Yield – Bond Yield (Latest: 246bp) 

 
Source: Morgan Stanley Research 

 

Our sector profile is largely unchanged.  We have over 30% of the fund held in financial sectors 

and over 20% in companies directly exposed to UK consumer confidence.  We have low 

exposure to defensive sectors such as healthcare, consumer staples and utilities.  

 

 

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 Income: Sector Profile 

 
Source: Saracen Fund Managers as at 29.03.18 

 

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

our holdings delivering rising dividends.  Dividend prospects across the segment remain 

robust and we do not expect any current payments to be under threat.  A number of our 



holdings in life assurance and banks should benefit from higher interest rates and rising bond 

yields, whilst offering highly attractive dividend payments and much improved capital ratios. 

 

The stocks exposed to the UK consumer face an increasingly tough environment and the fund 

has not been immune from disappointment here.  With Brexit negotiations hanging over us, 

these risks have intensified as consumer confidence has dipped and inflation risen.  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. 

 

Despite the 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 offer good dividend potential.  We are 

positive on real estate, where we find attractive real yields and large discounts to assets which 

pay us to take some risk.  As always, balance sheet strength is crucial. 

 

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 has been less of an obstacle recently as the pound has recovered.  

 

In terms of sectors where we have low exposure, we continue to be underweight in consumer 

staples where we see limited 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 see them as having no real long-term attraction. 

 

In general, the fund is positioned to benefit from any recovery in value styles and an increase 

in bond yields.  Over the past decade such a strategy has suffered badly but we now see some 

signs of life, as the chart below demonstrates.  

 

MSCI European Value vs. Growth compared to US bond yields 

 
Source: Bloomberg 
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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 25-35 quoted UK companies, a ‘best ideas’ fund with a high 

active share, currently 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 around 

35%.  

 

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 (45% of portfolio) 

 

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 companies in this group will cause us some heartache, 

often being reviled by others and being vulnerable to the risk of dividend cuts.   

 

Dividend Growers (55% of portfolio) 

 

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.  We hope that in due course they 

become the dividend stocks of tomorrow, whilst driving increased income to shareholders.  

 

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 Income 
 

 

The forecast portfolio dividend yield based on our current expectations is 4.7%.  This assumes 

growth in income from the portfolio over the next twelve months of just 2%, which we hope 

can be exceeded.  The forecast dividend yield for the UK market as a whole is currently around 

4.2% with expected dividend growth in the 3-5% range.  Only 12% of the Fund’s income is 

dollar denominated, significantly less than the index and most other equity income funds. 

 

It is our firm intention to grow underlying income per share ahead of inflation again in 2018, 

but the absolute level of dividends per share may be impacted by any special dividends paid. 



Outlook  
 
The Fund continues to deliver solid results despite a poor start to 2018 for UK equity indices.  

We have now reached the third anniversary of our launch and have managed to produce 

better returns than the average peer group fund whilst growing dividends well ahead of 

inflation.  Our long-term commitment to investing in medium and smaller companies remains 

intact and has boosted overall investment performance.  Having established a solid foundation 

over the past three years, we must now maintain and build upon this.  

 

After a bumper period for global equities, the threats to markets are now beginning to 

materialise, with cracks appearing in high growth sectors such as technology, increases in 

market volatility and new fears of global trade wars.  Monetary policy has begun to normalise 

globally and the huge central bank stimulus programmes which have been vastly beneficial to 

most asset classes must now inevitably unwind.  Inflation expectations are generally rising 

everywhere leaving bond as well as equity markets vulnerable to shocks.  

 

That’s the bad news.  The good news for UK investors is that the UK stock market has rarely 

been less loved by fund managers.  Yes, the Brexit process remains slow, ponderous and 

highly uncertain and timescales are now likely to extend beyond the initial 2019 deadline. 

However, since June 2016 global investors have fled from UK equities and this has led to 

material underperformance against the MSCI World.  To compound this effect the BAML 

Global Fund Manager Survey now has a balance of -40% of asset allocators underweight UK 

shares, the highest since their records began. 

 

Asset Allocation: UK Equities 

 
 
Source: BofA Merrill Lynch Global Fund Manager Survey 

 

 

The black line above shows the material recent underperformance of UK shares against global 

equity markets.  The blue bars show us how much investors currently loathe UK shares. 

 

Against this highly negative context we believe that there is plenty of potential value to be 

unlocked from many of our holdings.  We will continue to invest where we see such value and, 

where possible, with some protection against any general market upsets.  The income on offer 



from UK shares has rarely been more attractive relative to gilt yields and this augers well for 

our future dividend growth.    

 

We expect our high dividend yield and dividend growth to make up a good proportion of total 

return from here 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 

6th April 2018 

 

 

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            
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