
10 eclectic trusts for hectic markets
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Opportunities exist across several niche
sectors after the recent market sell-off

This report casts an eye over the trusts that make up the 10-stock portfolio selected by my
value and momentum ranked investment trust screen. These stocks fit with specific rules
(below) that ensure a degree of diversity in the selection of trusts but still allow distinct
investment themes to emerge. And while this screen, like almost all screens run by the
Investors’ Chronicle, is considered a source of ideas for further research rather than an
off-the-shelf portfolio, a back test over the last 17 years suggest it trust picks collectively
deliver strong performance.

After a stuttering performance over the last few months, the last week has seen markets shoot
lower. A new and concerning variant of Covid and a more hawkish tone from US monetary-policy
setters are the key culprits. The Alpha Investment Trust report spots a range of opportunities
across several niche sectors.

Highlights this month:

● With markets having a wobble, the performance of the Alpha reports from
the last 12 months is looking a little shakier with 3 of the 10 portfolios slightly
behind the MSCI World index. All are ahead of the FTSE All Share.

● The strategy has produced a better-than 10-fold return since mid-2004.
● Vietnam, private equity and Asia trusts that have low exposure to China are

all themes this month.
● The top 25 ranked trusts (found at the end of this report) are a very eclectic

bunch
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Alpha Investment Trust Report  performance: feel that wobble!

Hold tight! A new and concerning Sars-Cov-2  variant, Omicron,  combined with
hawkish comments from the United States Federal Reserve has rattled markets.
Key trends, which had looked a bit shaky anyway, have reversed.

Sharp changes in market sentiment are always a challenge for strategies that
pay heed to momentum, such as the Alpha screening strategy. That’s because
the main danger with buying strongly performing shares is that they can
suddenly be judged to have gone too far. Jubilation quickly turns to desperation
as sellers rush for the doors. It feels like some of that may be happening in
markets now. Many of the highest flying and most speculative lockdown
favourites have seen savage falls from their peaks.

However, the Alpha reports have not been hit too hard. Of the ten portfolios
highlighted over the last 12 months, seven remain ahead of the MSCI World
index on a total return basis. All are beating the FTSE All Share index. The UK
index is an important comparator for the report because the investment trust
world is home to a large number of UK focused funds. The Alpha report’s
portfolio construction rules (see below) cater to this by allowing up to half of
each month’s trust picks to be UK equity funds.

A reason why the recent momentum whipsaw has not been harsher for
performance of past reports is that as well as monitoring momentum, the Alpha
strategy also focuses on buying trusts that offer good value. This is a helpful way
to temper the risks associated with trend following.

I’ll have my fingers particularly tightly crossed that there will be some better
performance numbers to report next month. That’s because that report will be
the last one with me at the helm. I will be leaving the Investors’ Chronicle in the
new year.

Fear not though, Alpha Investment Trust fans. My most important contribution
to this report is the screening methodology I devised for it and that sits safely
inside an excel spreadsheet on the Investors’ Chronicle’s servers. My able
colleagues from the magazine will be taking over from where I leave off.

16-Nov-20 25-Jan-21

Name Total Return Name Total Return

Alpha ITs 24.2% Alpha ITs 18.7%

MSCI World 21.6% MSCI World 16.9%

FTSE All Share 16.8% FTSE All Share 12.4%
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22-Feb-21 29-Mar-21

Name Total Return Name Total Return

Alpha ITs 16.7% Alpha ITs 18.0%

MSCI World 18.7% MSCI World 15.1%

FTSE All Share 11.9% FTSE All Share 8.9%

27-Apr-21 24-May-21

Name Total Return Name Total Return

Alpha ITs 10.9% Alpha ITs 10.5%

MSCI World 10.5% MSCI World 11.6%

FTSE All Share 5.1% FTSE All Share 3.4%

28-Jun-21 26-Jul-21

Name Total Return Name Total Return

Alpha ITs 11.9% Alpha ITs 15.0%

MSCI World 7.2% MSCI World 4.7%

FTSE All Share 2.8% FTSE All Share 3.0%

20-Sep-21 25-Oct-21

Name Total Return Name Total Return

Alpha ITs 3.0% Alpha ITs 2.3%

MSCI World 4.4% MSCI World 1.2%

FTSE All Share 3.0% FTSE All Share -0.4%

There are now three Alpha portfolios I am tracking on a cumulative basis. This
assumes a complete switch from one Alpha portfolio to the next after a year. The
portfolio overhaul is assumed to take place at close of play on the day the new
report for the month was released. I also include an indication of performance
after accounting for notional dealing charges of 1.5 per cent.

CUMULATIVE PERFORMANCE

20-Jul-20 11-Sep-20

Cumulative TR
since Jul 20 64.2%

Cumulative TR
since Sep 20 44.60%

Cumulative TR
with 1.5% chg 60.3%

Cumulative TR
with 1.5% chg 41.00%

MSCI World 30.0% MSCI World 33.60%

FTSE All Share 23.5% FTSE All Share 29.90%
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19-Oct-20

Cumulative TR
since Oct 20 41.90%

Cumulative TR
with 1.5% chg 38.30%

MSCI World 28.80%

FTSE All Share 27.50%
source: Thomson Datastream

As a recap for anyone new to this monthly report, its main aim is to provide
investment ideas for readers to consider on their individual merits rather than
off-the-shelf portfolios. The strategy used by the Alpha IT reports should also be
considered fallible despite the strong showing since launch. This is something
last month’s performance serves as a reminder of. The strategy can sometimes
come a cropper and discount widening is always a danger when investing in
trusts.

I can provide these warnings with confidence because I have data from
mid-2004 to show how the strategy has historically performed. It has had bad
patches. Indeed, the impact of discount widening means that during those 17
years, the maximum peak to trough fall experienced by the strategy was a huge
63 per cent during the credit crunch. An investor would need a ludicrously
steely emotional constitution to stick with a numbers-based strategy during
such a drawdown which is a key consideration when recommending readers
view the Alpha picks as a source of ideas above all else.

Fortunately, as well as illustrating the potential pain, my data also suggests that
while the Alpha strategy does sometimes have hiccups, overall, and over time, it
produces much more value from good calls than it loses from bad ones.

Over the last 17 years, the cumulative total return stands at 979 per cent based
on mid-year reshuffles. That compares with 514 per cent  from the MSCI World
index and 242 per cent from the FTSE All Share. These performance numbers
do lack some realism, though, as they do not account for dealing charges
associated with the reshuffles. If I factor in that notional 1.5 per cent annual
charge again to represent dealing costs, the total return drops to 722 per cent.

TR from Jul 2004 CAGR

Alpha IT 979% 14.0%

Alpha IT 1.5% chg 722% 12.3%

MSCI World 514% 7.2%

FTSE All Share 242% 10.6%

FTSE All Sh/MSCI Wld 364% 8.9%
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Screening rules:

The central idea behind the Alpha strategy is to look for trusts displaying an
advantageous mix of value and momentum.

To fairly compare investment trusts with different remits and capital structures,
the screen assesses trusts’ value relative to their one-year average
premium/discount.

This is done using a standardised measure called the Z-score (the number of
“standard deviations” the premium/discount is from the mean average).  A
Z-score can be considered to be pretty cheap when it gets below -1 (the bottom
16 per cent of the range) and extremely cheap at or below -2 (the bottom 2.5
per cent).

Three-month share price momentum is used as an indicator of sentiment
towards trusts and their recent investment success.

The tables at the end of this report show the top 25 investment trusts based on
a combined ranking of Z-score and momentum. The 10 stock portfolio, which is
what this report focuses on, represents the highest ranking trusts that meet the
following portfolio rules:

● Market capitalisation must be more than £100m.
● No tracker or hedge funds.
● No more than half the portfolio (five out of 10 shares) should have

“niche” themes, and no more than two trusts should have the same niche.

5



Trusts defined as niche are those focused on non-mainstream asset
classes or sub-sectors, such as private equity, debt, technology and
biotechnology; and those focused on single countries (excluding the UK
and US) or high-risk economic regions such as emerging markets. I also
regard trusts targeting smaller Asian companies as niche, but not
generalist Asian equity  trusts.

● No more than half the portfolio (five out of 10 shares) should be
mainstream trusts of the same type. This rule does not apply to global
funds, but it does to other mainstream themes such as trusts investing in
the UK (large and small companies), Europe, the US or Asia.

● All trusts must trade at a discount to NAV.

Themes this month: hectic and eclectic

Markets have gone crazy over the last week. And as markets have gotten hectic,
the Alpha Investment Trust screen has become eclectic.

The reasons being given for the market wobble are also quite eclectic. The new
coronavirus variant has got people scared about increased restrictions that
could harm economic activity. At the same time the US Federal Reserve is doing
the opposite of what one would expect at a time of gathering economic storm
clouds. It is talking about tightening monetary policy. Or more specifically,
tapering quantitative easing.

Maybe these apparent contradictions will be smoothed out in the coming weeks.
Maybe we’ll still have our Santa rally? But the febrile mood in hot parts of the
market has appeared to be storing up trouble for a while. So there are also
reasons to worry that markets could continue to suffer even if the immediate
causes of concern subside.

It is rare that the Alpha Investment Trust report’s portfolio-construction rules
prevent me from putting together a portfolio of ten trusts from names that also
appear in the top 25 ranked funds. However, the rules limiting the number of
niche themes in the core monthly portfolio means this month I have had to go
beyond the top 25. That is a reflection of just how eclectic this month's screen is.

Stringing a theme together from the eclectic bunch of trusts highlighted, what
stands out is that many of them hold assets that have not fallen much in
response to the recent market angst but which could yet do so.

Private equity would be one such example. Both Schroder UK Public Private
(SUPP) and Caledonia (CLDN) investment trusts, which both appear in the ten
trust  portfolios, have considerable exposure to unquoted companies. The issue
with private equity when markets throw a wobbly is that valuations are
calculated very infrequently - normally quarterly. However, these illiquid
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holdings can often be very sensitive to broader market moves. For trusts
holding such assets, that means discounts often move in anticipation that
portfolio valuations will eventually fall.

Trusts investing in commodities, such as CQS Natural Resources (CYN) in the
ten-trust portfolio and BlackRock Energy & Resources (BERI) and Riverstone
Energy (RSE) in the top 25, could suffer if a weaker global economy seriously
undermines the recent strength of some commodity prices.

The Vietnamese trusts that top the list of trusts also could suffer from a global
slowdown. In addition, the frontier market could see capital flight caused by
dollar strength (a likely consequence of tighter monetary policy). That said,
Vietnam's track record of economic growth through times of global strife and its
foreign reserve strength provide grounds to question these conventional
narratives.

The ten trust portfolio also includes two Asia funds that have avoided China’s
market meltdown this year. Their performance consequently looks good
compared with the rest of the sector but widening discounts speak of fears that
the markets they do have exposure to could be next in line for a slap down.

So, as always there are risks with the trust selection this month. But that’s a key
aspect of how the Alpha strategy works. It attempts to profit from an
overreaction to dangers in plain sight.

As usual, I am only briefly covering trusts that have recently appeared in
previous reports and will provide a link to more detailed analysis from past
reports. Four trusts, though, are either new to the Alpha reports or have not
featured for some time. These I am providing a deeper dive on.

So, let’s get started.

Asterisks (*) denote that  the author has shares in a trust.

Continued below...
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Vietnam Enterprise

Name TIDM Mkt Cap Price DY Gearing

Vietnam

Enterprise VEIL £1,657m 776p - -5%

Discount to NAV

Z-Score Now Avg. Low High

-1.2 -17.40% -13.00% -0.20% -19.90%

Share Price Performance

1m 3m 6m 1y 3y 5y

3.70% 9.90% 11.80% 46.40% 65.50% 163.10%

Top Ten Holdings

Name % Port

Hoa Phat

Group JSC 13.7

Asia

Commercial

Joint Stock

Bank Ordinary

Shares 11.1

Vietnam

Prosperity JSC

Bank 11.1

Mobile World

Investment

Corp 8.3

Vingroup JSC 6.8

Joint Stock

Commercial

Bank for

Foreign Trade

of Vietnam 6.6

Vinhomes JSC 5.7

FPT Corp 5.6

No Va Land

Investment 4.5
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Group Corp

Vietnam

Technological

and

Commercial

Joint Stock

bank Ordinary

Shares 4.1

Total 78

source: Winterflood/Morningstar

Vietnam Enterprise has been a regular feature of the Alpha screen this year. It

last appeared in July when markets fell in response to news that the Delta

variant of coronavirus was sweeping Asia. However, the Vietnamese

government responded with the swift roll out of vaccines and markets have

once again started to march higher. The trust’s shares have struggled to keep

pace, though.

The region offers an enticing growth story based on many features that make it

an alluring destination for international investment and a good alternative to

China for manufacturers. These attractions include a very business friendly
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(albeit nominally communist) government, a young and industrious population

and great ports.

Things are largely similar with the trust from the last time we met it. The board

has continued to buy back shares in an attempt to control the discount. A third

quarter update also revealed some significant stock purchases by the company,

although sector exposures have remained relatively stable.

The last time I lavished a decent number of words on VEIL was back in March.

But I’ve had cause to fairly regularly monitor it since and most of what was said

then still constitutes the investment case today. You can read my March

assessment here.

Go to the next page to find out about the next trust...
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Vietnam Opportunity Fund
Name TIDM Mkt Cap Price DY Gearing

Vietnam

Opportunity VOF £861m 519p 2.00% 0%

Discount to

NAV

Z-Score Now Avg. Low High

-0.6 -17.60% -14.60% -3.80% -23.70%

re Price Performa

1m 3m 6m 1y 3y 5y

1.00% 13.80% 12.00% 38.60% 64.00% 133.90%

Top Ten Holdings

Name % Port

Hoa Phat

Group (HPG) 18%

Khang Dien

House (KDH)

11.8% 12%

Airports

Corporation of

Vietnam (ACV)

5.9% 6%

Vinhomes

(VHM) 5.8% 6%

Asia

Commercial

Bank (ACB)

5.6% 6%

Orient

Commercial

Bank (OCB)

5.1% 5%

FPT

Corporation

(FPT) 4.3% 4%

Eximbank (EIB) 4%
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4.2%

Quang Ngai

Sugar (QNS)

3.7% 4%

An Cuong

Wood Working

(ACG) 3.7%

Materials 4%

Total 68%

source:

Winterflood/Morningstar

Vietnam Opportunity Fund (VOF) featured in October’s report. Not much has

changed since bar some share buybacks and a tiny bit of director buying.

The company has released a new investor presentation, though, that can be

watched here.

And last month’s comments can be read here.
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CQS Natural Resources Growth & Income
Name TIDM Mkt Cap Price DY Gearing

CQS Natural

Resources

Growth &

Income CYN £105m 157p 3.60% 10%

Discount to NAV

Z-Score Now Avg. Low High

-0.5 -15.40% -12.80% -0.70% -23.70%

Share Price Performance

1m 3m 6m 1y 3y 5y

-4.10% 14.60% -12.40% 54.70% 92.40% 67.60%

Top Ten Holdings

Name % Port

First Quantum

Minerals Ltd 8.5

Sigma Lithium

Corp 6

Foran Mining

Corp 5.8

West African

Resources Ltd 5.4

Ero Copper

Corp 4.9

NexGen Energy

Ltd 3.9

Euronav NV 3.7

Capstone

Mining Corp 3.1

Talon Metals

Corp 3.1

BW LPG Ltd 2.8

Total 47

source: Winterflood/Morningstar
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CQS Natural Resources Growth & Income (CYN) also featured in last month’s

report. In the interim the trust has reported full year results. This included

declaring a well covered dividend.

The trust’s manager also highlighted that the trust believes there are many

opportunities to benefit from demand and supply mismatches in the commodity

space as the world goes through its transition to greener energy sources.

You can read last month’s write up here.

Go to the next page to read about the next trust…
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Schroder UK Public Private
Name TIDM Mkt Cap Price DY Gearing

Schroder UK

Public Private SUPP £304m 33p - -3%

Discount to

NAV

Z-Score Now Avg. Low High

-1.2 -31.30% -17.90% 7.20% -41.30%

re Price Performa

1m 3m 6m 1y 3y 5y

-3.50% 2.90% -2.30% 28.70% -63.00% -63.20%

Top Ten

Holdings

Name % Port

Oxford

Nanopore 34.20%

Atom Bank 9.60%

Rutherford

Health 8.10%

Immunocore 5.50%

Benevolent AI 5.40%

Reaction

Engines 3.00%

Seedrs 2.80%

AMO Pharma 2.80%

Revolut 2.40%

IDEX ASA 2.20%

Total 76%

source: Winterflood/Morningstar
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There is a name that the managers of the Schroder UK Public Private

investment trust would like you to forget: Neil Woodford.

Before being taken over by Schroder, this was the now infamous private equity

vehicle of the former star fund manager. Back then it went by the name

Woodford Patient Capital. Investment trust fans are likely to remember it with a

shudder!

Schroder took over a trust loaded with debt and a portfolio of illiquid

investments of decidedly mixed quality. For the best part of two years the new

team has been trying to turn around the portfolio, which now consists of 37

holdings. There has been some major progress made, even though the discount

suggests investors remain uneasy.

One of the key achievements of the trust’s new managers has been to transform

the balance sheet. High debt levels plus ongoing funding commitments to

portfolio companies had meant the trust had become a forced seller of assets.

But the banks gave the fund some breathing room after the new manager was

appointed and following a series of asset disposals the trust now has net cash.

What’s more, the liquidity of the portfolio is supported by the fact that a large

proportion of the trust’s assets now comprise  listed, easy-to-sell shares. The
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increased importance of the quoted portfolio to the trust was reflected in a

move to daily NAV pricing as of the start of November.

That said, the liquidity of the portfolio is not quite as significant as it may first

seem based on the 51 per cent of assets that were reported to be quoted as at

the end of September. That’s because this figure includes the fund's massive

stake in Oxford Nanopore which floated in early October. The trust sold a tenth

of its holding in the float but  agreed not to sell any more for six months (early

April).

Shares in the gene sequencing company have soared from 400p at float to over

700p prior to the recent market off. This one holding was almost entirely

responsible for a 16 per cent increase in the trust’s NAV in the three months to

the end of September.

Some of the widening of the discount may reflect scepticism about whether the

febrile state of the market will last until the trust is free to start realising some of

its big paper gains on the stock. The huge 34 per cent weighting of Oxford

Nanopore in the portfolio means some selling by the trust once the lock up

period ends seems highly likely.

For all the consternation about Woodford’s management of the trust, Oxford

Nanopore was one of his bets. However the new manager is now busy putting

its own stamp on the trust. Having solved the balance sheet issues, several

private and quoted investments have been announced this year including

investments in private fintech company Revolut and private cyber-security firm

Tessian.

Unfortunately, though, one of the flagship quoted investments made by the

trust’s manager as it tried to assert its influence on the portfolio was in

platinum-processing company Johnson Matthey (JMAT). The investment was

made due to Matthey’s development of electric-vehicle battery materials.

However, the shares tanked by almost a fifth last month after the group

announced it was exiting this business after disappointing progress and warned

on profits.

As well as continuing to overhaul the portfolio, the trust has set out an objective

to get a handle on the discount to NAV. This has so far involved a bit of a

marketing push and the board is also considering the possibility of buy backs.
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City of London has a near 10 per cent stake in the trust and the presence of this

trust-engagement specialist should keep the board focused on the importance

of improving the valuation. That said, most recently City of London has been a

seller of shares.

The ongoing charge of 0.74 per cent looks competitive for a fund with a

significant, directly-managed private equity portfolio. Should NAV get over 77p

before the end of 2022, though, Schroder will pocket 15 per cent of all further

upside. Still, with NAV currently around 48p there needs to be a 60 per cent

gain before this becomes a consideration.

Go to the next page to read about the next trust…
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Ecofin Global Utilities & Infrastructure
Name TIDM Mkt Cap Price DY Gearing

Ecofin Global

Utilities &

Infrastructure EGL £194m 192p 3.40% 12%

Discount to NAV

Z-Score Now Avg. Low High

-1.7 -5.60% -1.20% 3.80% -8.30%

Share Price Performance

1m 3m 6m 1y 3y 5y

-3.40% 1.30% 6.40% 8.90% 64.00% 118.10%

Top Ten Holdings

Name % Port

Iberdrola SA 5.1

Enel SpA 4.5

SSE PLC 4.1

RWE AG 3.7

China

Longyuan

Power Group

Corp Ltd ADR 3.5

EDP - Energias

de Portugal SA 3.3

Brookfield

Renewable 3

Edison

International 3

Exelon Corp 2.9

National Grid

PLC 2.8

Total 36

source: Winterflood/Morningstar
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Following a week in which markets have lurched lower, one may have expected

investors to be drawn to the defensive allure of utilities and infrastructure

companies offered by Ecofin Global Utilities and Infrastructure (EGL) trust.

However, the emergence of a discount on its shares that more usually trade at a

premium to NAV tells a different story.

Fears of a tightening in US monetary policy that has shaken growth-focused

assets is also of concern to the 45 shares that make up EGL’s portfolio. The

reason for this is that utilities and infrastructure companies take advantage of

the reliable nature of their income streams in order to load up on debt and juice

returns. Therefore, when monetary policy tightens and causes debt to become

more expensive, it can hurt.

Nevertheless, utilities look less vulnerable to the current sell-off than hot parts

of the market such as technology shares. One reason for this is that valuations

of such companies do not look very high compared with historical norms.

Indeed, since EGL launched in the final half of 2016, shares in the sector it

invests in have lagged the wider market as a whole (see graph). Happily, though,

EGL has itself managed to substantially outperform the sector it has pinned its

colours to. So as well as the threat from tighter monetary policy, there is a

chance the recent market volatility in highly-rated stocks will highlight the

attractions of EGL’s holdings.
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source: FactSet

Another mixed message for EGL shareholders to contend with comes from

fast-rising commodity prices. Higher gas prices this year have squeezed the

profits of many regulated energy companies. This has been particularly evident

in the UK where many small energy firms have collapsed.

EGL’s manager, Jean-Hugues de Lamaze, has sought protection from this kind of

volatility by focusing on regulated utilities with an ability to pass on cost

inflation, such as Drax, EDF and RWE. And higher  energy prices have been a

boon for renewables. Renewables account for nearly one third of the trust’s

portfolio.

Exposure to renewables has increased this year as EGL has bought into Chinese

wind power companies which should benefit from the country’s push to

decarbonise. The trust also sees significant potential to benefit from the growth

in US renewables as it plays catch up to Europe on decarbonising its economy.
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The trust is also benefiting from a pick up in mergers and acquisitions in the

sector. A number of its portfolio holdings have received bids, helping to pep up

performance.
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Utilities and infrastructure companies are often prized for their ability to pay

out steady streams of income to their shareholders. This is reflected in EGL’s

target yield of 4 per cent. A consideration for shareholders at the moment is

that the payout is not covered by the income being generated by the portfolio.

Instead, some has to be paid by selling portfolio holdings.

In 2020 the trust paid out 6.6p per share but only took in about 5p per share of

income from its investments. It is hoped that the dividend will be about 90 per

cent covered in the financial year that was completed on 30 September 2021

and fully covered in the current financial year.

It is not only the companies the trust owns shares in that use debt to spice up

returns. The trust itself also borrows to make investments. Gearing (net debt as

a percentage of NAV) currently stands at 12 per cent.

The trust has a continuation vote every five years but the next one is not due

until March 2024. The ongoing charge is a fairly hefty 1.5 per cent, which

reflects EGL’s specialist nature. This charge has been coming down thanks to a

strategy to take advantage of the premium rating shares often trade at to issue

new equity. Selling shares at a premium provides the added bonus of enhancing

NAV for existing shareholders.

Go to the next page to read about the next trust…
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Manchester & London
Name TIDM Mkt Cap Price DY Gearing

Manchester &

London MNL £242m 600p 2.30% -39%

Discount to NAV

Z-Score Now Avg. Low High

-0.2 -12.50% -11.00% 3.20% -43.40%

Share Price Performance

1m 3m 6m 1y 3y 5y

4.00% 2.60% 4.50% -3.90% 50.70% 147.20%

Top Ten Holdings

Name % Port

Alphabet Inc

Class C 22.3

Microsoft Corp 20.2

Amazon.com

Inc 17.4

Facebook Inc

Class A 10.8

Adobe Inc 10.6

Salesforce.com

Inc 8.1

Tencent

Holdings Ltd 7.8

Alibaba Group

Holding Ltd

Ordinary

Shares 7.5

Netflix Inc 7.1

ASML Holding

NV 6.4

Total 118

source: Winterflood/Morningstar
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The tech-focused portfolio of Manchester and London (MNL) has won its

plaudits in the past. Many took to regarding it as a kind of Scottish Mortgage
(SMT) “lite”.

More recently, though, the industry and investors have found reason to grumble

about its hard-to-understand use of derivatives. Indeed, as SMT and other

tech-focused funds shot the lights out following the March 2020 Covid collapse,

MNL’s NAV made snail-like progress due to its hedges. The discount has

widened significantly during the malaise.

However, its hedging strategy may have something to offer if recent market

volatility continues. That said, it remains very hard to understand which is off

putting.

MNL featured in the July Alpha report as a “bonus” trust. You can read the write

up here.

Go to the next page to find out about the next trust...
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Pacific Assets
Name TIDM Mkt Cap Price DY Gearing

Pacific Assets PAC £432m 357p 1.50% 0%

Discount to NAV

Z-Score Now Avg. Low High

-1.2 -8.60% -6.60% -2.30% -10.70%

Share Price Performance

1m 3m 6m 1y 3y 5y

3.00% 0.00% 6.90% 18.30% 26.90% 61.80%

Top Ten Holdings

Name % Port

Hoya Corp 4.2

Tube

Investments of

India Ltd

Ordinary

Shares 4.1

Mahindra &

Mahindra Ltd 3.6

Marico Ltd 3.5

Unicharm Corp 3.1

Techtronic

Industries Co

Ltd 3

Vitasoy

International

Holdings Ltd 2.9

Voltronic

Power

Technology

Corp 2.8

Housing

Development

Finance Corp

Ltd 2.7
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NAVER Corp 2.7

Total 33

source: Winterflood/Morningstar

The last time Pacific Assets (PAC) featured was over a year ago. The trust

cropped up in both the September and October Alpha reports in 2020. Then the

story was one of persistent disappointment for shareholders. The trust’s

stubborn insistence to stay away from China due to poor governance of

companies had left it lagging peers that had gone headlong into runaway

internet plays. How times change!

PAC has increased its exposure to China since, taking its weighting towards the

country from 6.6 per cent of its portfolio to 9.6 per cent. But given the country

accounts for almost two fifths of its benchmark, that represents very

underweight exposure. Where the trust remains heavily exposed is India. The

trust has 46 per cent of its assets invested here compared with the country’s 14

per cent weight in the index.

The bet has paid off. Despite India being hard hit by the Delta wave of Covid,

markets have soared this year. Meanwhile, China’s government has cracked

down on a number of high-profile tech firms and curbed lending to property

developers. It has also emphasised the need to better distribute wealth;
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something that could impact corporate profitability. The impact on Chinese

stocks has been punishing. An added dimension to this story is that India is

trying to position itself as a destination for overseas investors that may have

been scared away from China due to the new policy direction and a growing

unease about doing business in the country.

source: Trust, 31 Oct 2021

The graph below shows the divergence between the Chinese and Indian

markets since the Alpha screen first highlighted Pacific Assets.
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source: FactSet

What this means for the trust’s NAV is that it is now near the top of the

performance tables over the last year. A very sharp turnaround compared with

the five-year track record, as can be seen in the accompanying table.

Continued below...
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NAV Performance (% )

Name TIDM Price

Disc.

(%) Z Score Mkt Cap 1m 3m 6m 1y 3y 5y

Pacific Horizon PHI 904p 10.1 0.7 £829m -1.9 -0.5 9.5 28.8 160.2 255.3

Pacific Assets PAC 357p -8.6 -1.2 £432m 2.5 3.2 10.5 20.4 42.9 76.4

Aberdeen Asian

Income AAIF 229p -11.5 -1.2 £394m 1.3 1.7 3.1 13.4 31.8 54.4

Schroder Asian

Total Return ATR 516p 3.5 1.4 £561m 0.7 0.1 2.1 12.2 56.5 107.6

Invesco Asia IAT 357p -7.4 0.6 £239m -1.9 -2.1 -6.4 7.7 40.8 73.4

Aberdeen New

Dawn ABD 321p -10.7 0 £346m -0.6 -0.9 -2.1 7.2 44.7 81.3

Schroder Oriental

Income SOI 261p -2.8 -0.2 £690m -0.1 -3.5 -6.1 7.2 26.7 44.9

Schroder

AsiaPacific SDP 594p -7.2 -0.2 £977m -0.9 -3 -4.7 5.2 42.9 84

Asia Dragon DGN 506p -9.9 -0.9 £625m 0.2 0.3 -4 4.9 39.8 74

Henderson Far

East Inc HFEL 298p 2.6 0 £450m 0.1 -1.5 -8.8 0.9 6.2 23

JPM Asia Growth

& Income JAGI 446p 0.2 -0.1 £436m -2.3 -3.3 -10.2 0.8 29.3 77.6

MSCI Asia Pacific ex Jpn -0.9 -3.1 -6.4 1.8 27.5 54.7

source: Winterflood Secturities, 2 Dec 2021

While regional exposure is the big story in performance terms, it would be

wrong to characterise the trust itself as one that focuses on taking big bets

based on region. The focus of the trust is very much on finding quality

companies. It is this that dictates the makeup of the portfolio.

The main concern in the past has been the governance standards in China. That

said, recent weakness in the Chinese market has seen it add some new holdings

in the country, although it remains skeptical about high-profile internet names

which have been at the centre of the recent sell off.

As well as looking very different to the index based on geographic exposure, the

portfolio of 61 stocks offers quite distinct sector exposure compared with the

index (see chart).

30



source: Trust, 31 Oct 2021

A further differentiating feature of the trust is its long-term commitment to

engaging with companies on governance and sustainability issues. This

stretches back to well before the explosion in interest in environmental, social

and governance (ESG) investing that has occurred since 2019. While the

ongoing charge of 1.1 per cent is slightly high compared with the sector, it

perhaps compares better with ESG focused funds that tend to charge bigger

fees.

But despite the attractions of the trust for investors interested in sustainability

and the strong recent performance, the trust’s discount has slipped back to

similar levels to those when it was originally highlighted by the Alpha screen.

A key reason for the discount widening is likely to be the growing expectations

of tighter monetary policy in the US. This tends to be associated with capital

flight from emerging market countries, such as India. The country also has

sizable dollar denominated debt.

India is also a big importer of oil and gas, so high commodity prices compounded

by the strengthening of the dollar is another issue.
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Aurora
Name TIDM Mkt Cap Price DY Gearing

Aurora ARR £172m 225p 0.20% 0%

Discount to NAV

Z-Score Now Avg. Low High

-1.3 -7.40% -2.70% 5.20% -10.80%

Share Price Performance

1m 3m 6m 1y 3y 5y

-4.10% -0.40% -7.40% 3.90% 19.00% 39.70%

Top Ten Holdings

Name % Port

Frasers Group

PLC 23.2

easyJet PLC 15.7

Barratt

Developments

PLC 15.2

Ryanair

Holdings PLC 9.2

Lloyds Banking

Group PLC 6.9

Randall &

Quilter

Investment

Holdings Ltd 6.5

Bellway PLC 5.4

0 0

0 0.0

0 0

Total 82

source: Winterflood/Morningstar
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Aurora, which invests in a highly-concentrated value-orientated portfolio of UK

shares, is another trust that featured in last month’s report. It’s holdings, which

include budget airlines, stand to really feel the pain of Covid-related

restrictions.

Aside from the changing market mood, not much has happened at the trust over

the month.  You can read the recent write up here.

Go to the next page to find out about the next trust…
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Caledonia
Name TIDM Mkt Cap Price DY Gearing

Caledonia CLDN £1,982m 3,620p 1.80% 0%

Discount to NAV

Z-Score Now Avg. Low High

0.2 -21.90% -22.50% -12.20% -32.30%

Share Price Performance

1m 3m 6m 1y 3y 5y

-3.20% 6.50% 16.80% 21.70% 34.40% 66.20%

Top Ten Holdings

Name % Port

Texas

Instruments Inc 2.4

Watsco Inc 2.2

Microsoft Corp 2.2

Oracle Corp 2.1

Charter

Communicatio

ns Inc 1.8

British

American

Tobacco PLC 1.6

Spirax-Sarco

Engineering

PLC 1.5

Thermo Fisher

Scientific Inc 1.5

Fastenal Co 1.4

Hill & Smith

Holdings PLC 1.4

Total 18
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source: Winterflood/Morningstar

The big news from self-managed investment trust Caledonia since it featured in

July’s report is that its long time chief executive, Will Wyatt, will be stepping

down mid-way through next year. That said, this may not be too radical a change

as his replacement, Matthew Masters, is also a long-serving member of the

trust’s management team.

Caledonia also reported a good set of half year results which showed its private

equity portfolio has continued to push higher. It has also recently announced the

sale of one of its private equity holdings, BioAgilytix, providing a 3 per cent

bump to NAV.

You can read the write up of Caledonia from July’s report here.

Go to the next page to find out about the next trust...
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Aberdeen Asian Income
Name TIDM Mkt Cap Price DY Gearing

Aberdeen Asian

Income AAIF £394m 229p 4.10% 8%

Discount to NAV

Z-Score Now Avg. Low High

-1.2 -11.50% -10.10% -6.60% -14.10%

Share Price Performance

1m 3m 6m 1y 3y 5y

1.80% -1.30% 0.70% 13.50% 32.10% 49.20%

Top Ten Holdings

Name % Port

Taiwan

Semiconductor

Manufacturing

Co Ltd 8.9

Samsung

Electronics Co

Ltd

Participating

Preferred 8

momo.com Inc 4.2

Oversea-Chines

e Banking Corp

Ltd 3.6

Venture Corp

Ltd 3.4

DBS Group

Holdings Ltd 3

BHP Group PLC 2.8

LG Chem Ltd

Participating

Preferred 2.5

Rio Tinto PLC 2.3

AusNet

Services Ltd 2.2
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Total 41

source: Winterflood/Morningstar

Aberdeen Asia Income Fund (AAIF) has a very similar reason for being

highlighted by the screen as Pacific Assets which we looked at earlier. It’s

performance has benefited over the past year from it staying out of China, and

particularly Chinese internet stocks. All the same, the discount looks wide by

historical standards.

Indeed, we can see on the table on the next page that AAIF is only one place

behind Pacific Assets among Asia Pacific trusts for one year NAV performance.

That said, the performance gap is more substantial than the ranking gap.

The reason for AAIF’s relatively meagre weighting towards China and its hard

hit internet plays is different to PAC’s though. The trust is focused on buying

dividend paying shares, and Chinese internet stocks don’t pay a dividend. The

focus on dividends is reinforced by the fact that AAIF tries to pay all its income

from money received from the portfolio rather than selling assets to fund

payouts, which some competitors are more prone to do.
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NAV Performance (% )

Name TIDM Price

Disc.

(%) Z Score Mkt Cap 1m 3m 6m 1y 3y 5y

Pacific Horizon PHI 904p 10.1 0.7 £829m -1.9 -0.5 9.5 28.8 160.2 255.3

Pacific Assets PAC 357p -8.6 -1.2 £432m 2.5 3.2 10.5 20.4 42.9 76.4

Aberdeen Asian

Income AAIF 229p -11.5 -1.2 £394m 1.3 1.7 3.1 13.4 31.8 54.4

Schroder Asian

Total Return ATR 516p 3.5 1.4 £561m 0.7 0.1 2.1 12.2 56.5 107.6

Invesco Asia IAT 357p -7.4 0.6 £239m -1.9 -2.1 -6.4 7.7 40.8 73.4

Aberdeen New

Dawn ABD 321p -10.7 0 £346m -0.6 -0.9 -2.1 7.2 44.7 81.3

Schroder Oriental

Income SOI 261p -2.8 -0.2 £690m -0.1 -3.5 -6.1 7.2 26.7 44.9

Schroder

AsiaPacific SDP 594p -7.2 -0.2 £977m -0.9 -3 -4.7 5.2 42.9 84

Asia Dragon DGN 506p -9.9 -0.9 £625m 0.2 0.3 -4 4.9 39.8 74

Henderson Far

East Inc HFEL 298p 2.6 0 £450m 0.1 -1.5 -8.8 0.9 6.2 23

JPM Asia Growth

& Income JAGI 446p 0.2 -0.1 £436m -2.3 -3.3 -10.2 0.8 29.3 77.6

MSCI AC Asia Pacific ex

Jpn -0.9 -3.1 -6.4 1.8 27.5 54.7

source: Winterflood Secturities, 2 Dec 2021

In the round, it is hard to say what difference it should  actually make to pay

income from dividends received or from shares sold.

That’s because, the end result in either case is that growth in the value of a

trust’s portfolio is sacrificed as cash returns erode the power of compounding.

The question is just whether the sacrifice is indirect or direct.

A trust like AAIF takes the indirect route. It relies on the companies it holds

shares in to decide for themselves to forgo growth by returning cash rather than

reinvesting it. Cash returned is a growth opportunity forgone, which can often

be a good decision if there are no good growth options. On receiving the
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income, the trust then distributes it as dividends rather than reinvesting it and

compounding returns (there are rules dictating this happens).

Alternatively, for trusts that go down the direct route of choosing what holdings

to liquidate to pay out dividends, we have fund managers deciding to forego the

growth in value of the portfolio by selling assets rather than letting value

compound.

But the choice of how to find cash to shell out does have a strong influence on

the investment style a trust has to adopt. The aim to pay dividends from actual

income means AAIF is much more focused on  “value” stocks. The focus on value

makes the trust’s non-China exposure very different to PAC’s as valuations in

India tend to be quite high, which reflects the perceived growth potential in the

country.  What’s more, while the trust has relatively low China exposure, the

influence of the economic powerhouse is strong in many of the markets AAIF

has noteworthy exposure to.

source: Trust, 31 Oct  2021

The trust’s portfolio consists of about 60 stocks and the company has an

ongoing charge of just over 1 per cent. The company also uses borrowings to

spice up performance which includes a small amount of fixed debt equivalent to

about 2 per cent of assets.
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There is also the stated policy of using buybacks to bring in the discount when it

gets to over 5 per cent. It is currently well over that level and the trust has been

active in the market. This should help at least underpin the valuation. The

shareholder register suggests the company will definitely be encouraged by

shareholders to continue these efforts. A known activist, 1607 Capital Partners

is the trust’s biggest holder with just over 11 per cent of the shares.

Go to the next page for more details of this month’s trusts and
performance data...
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Detailed performance breakdown*
*from close on day of publication to 21 Oct 2021

16-Nov-20 25-Jan-21

Name TIDM Total Return Name TIDM Total Return

Alpha ITs - 24.2% Alpha ITs - 18.7%

MSCI World - 21.6% MSCI World - 16.9%

FTSE All Share - 16.8% FTSE All Share - 12.4%

TRUST PICKS TRUST PICKS

Aurora
Investment ARR 12.2%

Aberforth
Smcos. ASL 22.2%

Artemis Alpha
Trust ATS 14.7% Temple Bar TMPL 20.8%

Invesco
Perp.Uk
Smcos. IPU 34.6% Murray Intl. MYI 4.7%

Invesco Asia
Trust IAT 12.9%

Merchants
Trust MRCH 29.3%

Strategic Equity
Cap. SEC 40.8%

Templeton
Emrg.Mkts.It. TEM -9.8%

Std.Lf.Inv.Pr.Inc
.Tst. SLI 22.7%

Blackrock
Smcos.Tst. BRSC 27.2%

Brunner
Investment
Trust BUT 30.6%

Henderson
Smaller Cos. HSL 19.7%

CC Japan
Inc&Grth CCJI 20.4%

Std.Lf.Inv.Pr.Inc
.Tst. SLI 33.2%

Fidelity Asian
Values FAS 28.7% AVI Global AGT 24.2%

Blackrock
Frontiers BRFI 24.2%

Scottish
Mortgage SMT 15.4%

22-Feb-21 29-Mar-21

Name TIDM Total Return Name TIDM Total Return

Alpha ITs - 16.7% Alpha ITs - 18.0%

MSCI World - 18.7% MSCI World - 15.1%

FTSE All Share - 11.9% FTSE All Share - 8.9%

TRUST PICKS TRUST PICKS

Rights & Issues
It. RIII 17.3%

Rights & Issues
It. RIII 15.2%
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Schroder
Orntl.Inc.Fd. SOI -2.4%

Nippon Active
Value Fund NAVF 21.2%

Avi Global
Trust AGT 22.0%

Henderson
Intl.Inc.Tst. HINT 10.9%

Polar Capital
Tech.Tst. PCT 16.4%

Invesco
Perp.Uk
Smcos. IPU 16.3%

Jpmorgan
Claverhouse JCH 21.1%

Jpmorgan
American It. JAM 24.6%

Rit Capital
Partners RCP 28.3%

North American
Inc.Tst. NAIT 14.2%

North Atlantic
Smcos. NAS 24.6%

North Atlantic
Smcos. NAS 22.8%

Tr European
Growth TRG 8.8%

Middlefield
Cdn.Inc. MCT 22.2%

Invesco
Perp.Uk
Smcos. IPU 18.3%

Vietnam
Enter.Inv. VEIL 31.8%

Aberforth
Smcos. ASL 12.4%

Gab.Value Plus
+ Trust Dead -
Delist.13/07/21 GVP 0.9%

27-Apr-21 24-May-21

Name TIDM Total Return Name TIDM Total Return

Alpha ITs - 10.9% Alpha ITs - 10.5%

MSCI World - 10.5% MSCI World - 11.6%

FTSE All Share - 5.1% FTSE All Share - 3.4%

Rights & Issues
It. RIII 5.9%

Rights & Issues
It. RIII 6.3%

Rit Capital
Partners RCP 11.4%

Aberforth
Smcos. ASL -4.2%

Bmo
Cap.&.Inc.It. BCI 1.9%

Abrdn Uk
Smcos.Gw.Tst. AUSC 9.3%

Bmo
Priv.Eq.Tst. BPET 23.7%

Odyssean
Investment Tst. OIT 8.6%

Mercantile It. MRC -2.7%
North American
Inc.Tst. NAIT 6.7%

Brunner
Investment
Trust BUT 16.3%

Rit Capital
Partners RCP 9.4%
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Aberforth
Smcos. ASL -7.3%

Caledonia
Investments CLDN 22.0%

Blackrock
Smcos.Tst. BRSC 8.9%

Vietnam
Enter.Inv. VEIL 18.5%

Middlefield
Cdn.Inc. MCT 18.4%

Jpmorgan
Russian JRS 17.2%

Harbourvest
Global HVPE 32.3%

Invesco
Perp.Slt.Uk Eq. IVPU 11.7%

28-Jun-21 26-Jul-21

Name TIDM Total Return Name TIDM Total Return

Alpha ITs - 11.9% Alpha ITs - 15.0%

MSCI World - 7.2% MSCI World - 4.7%

FTSE All Share - 2.8% FTSE All Share - 3.0%

Vietnam
Enter.Inv. VEIL 9.8%

Ashoka India
Equity It. AIE 24.5%

Jpmorgan
Russian JRS 8.0%

Harbourvest
Global HVPE 21.9%

Caledonia
Investments CLDN 15.3%

Martin Currie
Glb.Prtf. MNP 0.6%

Martin Currie
Glb.Prtf. MNP 6.4%

Middlefield
Cdn.Inc. MCT 11.0%

Fidelity
European Tst. FEV 7.6%

Caledonia
Investments CLDN 11.0%

Vietnam
Holding VNH 28.2%

Vietnam
Enter.Inv. VEIL 17.6%

Rights & Issues
It. RIII 5.2%

Vietnam
Holding VNH 35.5%

Scottish
Mortgage SMT 14.6%

Scottish
Mortgage SMT 12.7%

European
Oppts. EOT 11.3%

Montanaro
Eur.Smcos.Tst MTE 13.5%

Middlefield
Cdn.Inc. MCT 12.6%

Abrdn Uk
Smcos.Gw.Tst. AUSC 2.1%

20-Sep-21 25-Oct-21

Name TIDM Total Return Name TIDM Total Return

Alpha ITs - 3.0% Alpha ITs - 2.3%

MSCI World - 4.4% MSCI World - 1.2%

43



FTSE All Share - 3.0% FTSE All Share - -0.4%

Allianz
Technology Tst. ATT 18.6%

Aurora
Investment ARR -2.0%

Jpmorgan
Japanese JFJ -6.1%

Allianz
Technology Tst. ATT 14.1%

Polar Capital
Tech.Tst. PCT 8.2%

Jpmorgan
Indian It. JII -0.1%

Avi Jap.Oppor.
Tst. AJOT -4.2%

Cqs
Natres.Gw.&.In
c. CYN -8.1%

Jpmorgan
Indian It. JII -1.7%

Montanaro
Eur.Smcos.Tst MTE 7.0%

Baillie Giff.Us
Gw.Tst. USA 3.7%

Blackrock
Frontiers BRFI 2.0%

European
Oppts. EOT -0.1%

Vinacapital
Vtm.Opf. VOF 5.2%

Baillie
Giff.Eur.Gw.Tst. BGEU -3.4%

Blackrock
Throg.Tst. THRG 1.0%

Scottish
Mortgage SMT 9.5%

Blackrock
Smcos.Tst. BRSC 3.8%

F&C It. FCIT 5.2%
Bmo Glb.
Smcos. BGSC 0.5%

Full 6 December 2021 Top 25 trusts and 10-trust ‘portfolio’ on

next page...
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