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There may be further tough times ahead and I’m most  
confident in quality businesses with a competitive advantage

There’s not much to say about the markets this week. 
The vaccine rotation trade continues, but not much 

else has changed.
Next week will be a different matter. The UK government 

will announce its spending review and will show the  
perilous state of its finances not just in 2020 but for many 
years ahead. Big tax rises look to be inevitable and this 
has the potential to depress consumer spending. The 
value of the pound and gilt yields need to be closely 
watched.

Trade negotiations with the European Union look like 
going down to the wire and have the potential to create 
some turbulence. For what it’s worth I think a no deal 
scenario could be on the cards, but I think some form of 
acceptable deal will be in place in 2021 if both sides  
compromise their current negotiating stance.

I have made some more changes to the Fantasy Sipp, 
having added Domino’s Pizza last week. The most  
significant change is that I added some new money to 
it for the first time in over two years. As the portfolio is 
supposed to replicate someone managing their own Sipp 
portfolio, I thought I would take advantage of this and add 
some fantasy cash so that I could add a new stock.

I am looking to run this portfolio in a conservative way 
built around mainly big companies that can chug away 
and quietly compound in value over the years. There is 
also a big focus on avoiding losses – which can really 
hammer long-term portfolio performance and can be 
hard to recover from – rather than shooting the lights out, 
which means owning businesses with very strong com-
petitive positions and recession-resilience.

There is nothing undiscovered about Procter & Gamble 
(NYSE:PG), but it is the kind of business that does what 
I am looking for. While I am bullish on the prospects for 
private-label consumer staples and see them as a  
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genuine competitive threat, there can be no disputing that 
the strength of leading brands has been reinforced by the 
Covid-19 pandemic and that many consumers will  
continue to stick with them.

When it comes to consumer brands, Procter & Gamble 
is arguably the best of the bunch. Brands such as Fairy, 
Pampers, Always, Ariel, Oral B, Braun, Gillette and Head 
& Shoulders are regular purchases for millions of  
consumers around the world. This gives a high degree of 
stability and predictability to company cash flows.

Procter & Gamble is also becoming a leaner and more 
efficient business. Tired brands have been ditched, while 
there has also been a much bigger focus on new product 
development and innovation, which is encouraging.

The business looks in a good place to keep on chugging 
away, growing modestly, while generating high returns 
on capital and plenty of free cash flow to pay dividends. 
I added a 3.9 per cent portfolio position at $142 per share 
that equates to past 12 months’ free cash flow yield of  
4.4 per cent, which doesn’t look horrendous value to me.

The other change has been to replace Sage with its US 
rival Intuit. I like what Sage is doing by changing its  
business from selling software licences to subscriptions, 
but it isn’t growing much. I also think that Intuit’s  
Quickbooks is a finer and more friendly product that has 
been marketed better and is taking market share. Put 
simply, I think Intuit will continue to grow its profits faster 
than Sage and that its shares will continue to outperform.

So far it’s been a rough month for the two fantasy 
portfolios. Shares such as Frontier Developments, Reckitt 
Benckiser and Unilever have taken a hit from the vaccine 

Fantasy Sipp & UK Quality shares performance
                    Portfolio total returns (%)  
 1 month Year to date 1 year 2 years 3 years

Scottish Mortgage Investment Trust -4.95 76.1 99.5 111 125

LF Blue Whale Growth Fund -2.5 23.4 26 50.5 66.9

Smithson Investment Trust 0.379 22.5 28.2 53.3 

Martin Currie Global Portfolio Trust 1.12 20.4 25.2 48.8 53.9

Fundsmith Equity T Acc 1 17.3 19.1 38 51

Mid Wynd International Inv Trust 2.83 15.8 20.4 41.7 46.7

Vanguard S&P 500 ETF 0.747 13.3 15.3 32.7 46.5

Phil oakley Fantsy Sipp -2.3 8.6 14 39.8 49.7
Lindsell Train Global Funds 1.4 6.9 7.7 24.1 43.4

Castlefield CFP SDL UK Buffettology Fund 3.1 -1.5 2.3 17 29.9

Finsbury Growth & Income Trust 2.62 -2.27 -0.722 15.5 20.4

Phil Oakley UK Quality Shares -2.7 -5.6 – – –
Vanguard FTSE 250 UCITS ETF 10.7 -9.52 -2.62 10.3 6.32

FTSE All-Share - Total Return 8.49 -11.9 -8.1 0.72 -0.719

Vanguard FTSE 100 ETF 7.85 -13.3 -10.2 -1.95 -2.41
Source: SharePad
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rotation trade, which has not been offset by the recovery 
in shares such as Walt Disney and Diageo.

This is typical of the ups and downs of investing. I 
intend to look for businesses that have strong competitive 
positions, which can hold up in economic downturns and 
grow over the long haul. I will continue to make mistakes 
and am continually learning about businesses, but feel 
that both portfolios have a mix of better quality long-term 
companies than they did at the start of the year.

Croda
I am a big fan of Croda (CRDA) as a business and its  
shares are in both fantasy portfolios. The company’s  
speciality chemicals business creates ingredients that go 
into products such as skin creams, crop protection and 
vaccines (the company has recently won a contract to  
supply ingredients for Pfizer’s Covid-19 vaccine) and  
make them better. 

Many of its products are patented and make good profit 
margins. I also like the fact that the business uses  
natural ingredients rather than oil for its chemicals – 
which limits commodity price risk – and has a direct sell-
ing model that allows it to form a close relationship with 
its customers.

I don’t like Wednesday’s announcement that it has 
bought Iberchem, a Spain-based maker of fragrance and 
flavour products. The deal looks like a good strategic fit 
for Croda. It goes well with its existing personal care  
business and takes it into new markets such as home 
care (fabric conditioners and dishwasher products) and 
food and drink flavours. It also significantly expands 
Croda’s presence in emerging markets, as 83 per cent of 
Iberchem’s sales go there.

The problem is the price Croda is paying for the  
business. I am always sceptical of companies buying from 
a private equity seller because more often than not they 
seriously overpay, and if they are really unlucky will also 
pick up a business where the good times are a thing of  
the past.

Time will tell whether this is the case with Iberchem, 
which has delivered 15 per cent compound annual  
revenue growth for the past decade. But Croda is certainly 
paying top price for it.

Croda is paying £736m for the business which equates  
to an EV/Ebitda multiple of 20.5 times. It will enhance  
earnings per share in the first full year, but pretty much 
any acquisition will in a zero interest rate world. 

As I wrote in my article on Bunzl last week in the  
Investors Chronicle, the key test of whether an acquisition 
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can make a company’s shareholders better off is whether 
the returns it generates on the purchase price exceed its 
cost of capital. Croda says Iberchem will after five years, 
which is as near as you will get to an admission that it  
has overpaid.

At least the company is not loading up on debt to buy it. 
It is raising £600m of fresh equity, which means that its 
financial position is unlikely to get too stretched. 

This is Croda’s second acquisition of 2020. In July, it  
announced it was buying Avanti-Polar Lipids – a drug de-
livery business – for 4,185m, with a further earnout of up 
to $75m, but it did not provide any financial details. Again 
this looks like a good fit and takes Croda into a potentially 
exciting line of business, but I can’t help thinking a little 
bit that Croda is spending money to compensate for its 
recent poor record of organic growth.

I think this business has some great products and  
assets, but it also frustrates me with its underlying growth 
performance. I hope eventually that it will come good as it 
is a rare example of quality on the UK stock market. That 
said, quality without growth is not a recipe for long-term 
investment success.

That said, its shares have performed well with total  
returns of more than 20 per cent year to date, despite min-
imal profits growth. At 6,096p, they trade of a 2021F PE of 
30.2 times, which reflects its quality, but looks expensive if 
organic growth does not pick up.

I’m sticking with the shares for now, but they could be a 
candidate for sale to fund a purchase of a more attractive 
business going forward.

Croda: current forecasts

  Year (£m) 
 2020 2021 2022

Turnover 1,339.30 1,459.30 1,517.20

Ebitda 386.7 447.8 472.9

Ebit 322.4 368.5 391.4

Pre-tax profit 302.8 350.2 369.5

Post-tax profit 227.6 262.4 278.9

EPS (p) 174.7 201.8 216

Dividend (p) 91.7 98.1 104.7

Capex 98 94.2 95.8

Free cash flow 200.6 219.8 245

Net borrowing 646.2 582 503.9
Source: SharePad
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Experian
Experian (EXPN) is not a business that particularly  
excites me, nor is it one that I expect to deliver rapid 
growth, but it is one that I think can continue to keep its 
industry-leading position and high levels of profitability. 

There is one key reason for this: data. Experian is the 
world’s largest credit data company in a market that is 
dominated by a few large players. I like data as an  
investment theme because large databases are hard to 
copy and offer the kind of insight that businesses and 
consumers are willing to pay for. 

It is frequently said that data is the new gold. You only 
have to see the huge amounts of money made by  
data-centric companies such as Alphabet, Amazon and 
Facebook to see how important it is. Whether increasing 
focus on personal privacy allows these internet giants  
to keep their existing lucrative relationship with their  
customers remains to be seen, but I can see why investors 
like them.

Data is a key theme in the fantasy portfolios and is the 
main reason why shares such as Experian, Relx, London 
Stock Exchange and YouGov are included in them.

Experian is a global business, but its core and best  
performing business remains in the US, which makes  
up the bulk of its revenues and profits.

The company’s credit referencing data allows banks  
to decide whether to give people a mortgage, a loan or  
a credit card based on their financial risk profile.  
Consumers are also becoming more financially savvy  
and increasingly want to protect themselves from identity 
theft and fraud, as well as learning about ways to improve 
their credit rating. 

Experian covers these needs well and earns high profit 
margins and generates good cash flow from them. In a 
world that is driven by credit, it looks well-placed to keep 
its leading position.

The problem is meaningful growth or the lack of it.  
First-half revenues saw organic growth of just 3 per cent 
due to Covid-19 slowing down credit applications.  
Second-quarter growth did pick up to 5 per cent, but  
operating profits only grew by 1 per cent.

The rest of the year looks okay at the moment and 
should be helped by a surge in mortgage refinancing.  
Profits are expected to pick up next year, but at 2,905p,  
the shares trade on a March 2021 forecast PE of 39 times, 
which looks expensive.

Experian is part of the UK portfolio mainly because of 
the absence of high-quality alternatives that have the  
resilient characteristics I am looking for. They have 
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returned 15 per cent so far this year, which is good, but 
without a pick-up in growth future returns are unlikely to 
be as good.

Halma
Halma (HLMA) is a very good business that has been 
very well managed. In many ways it is like an investment 
company. The company operates by buying companies in 
sectors that it believes are essential and with long-term 
growth prospects such as safety, infrastructure,  
environmental services and medical devices. 

Once bought, the companies continue to be run as  
separate entities with lots of freedom for management 
whose job is to pay growing profits back to Halma’s  
headquarters. It is a strategy that has worked well for 
many years and seen Halma increase its dividend to  
shareholders by more than 5 per cent for more than  
40 years.

Its businesses operate in profitable niches and tend to 
weather economic storms quite well. Half-year results 
released this week bear this out. Revenues and profits 
both fell by 5 per cent, but they would have fallen by a lot 
more if its wasn’t for the 6 per cent growth that came from 
acquisitions made last year.

Net debt was barely unchanged at £315m, which leaves 
the company with modest gearing of around one times its  
annual Ebitda. The half-year dividend was increased by  
5 per cent.

Its water and environmental business has performed 
well, as have businesses in the US and China. The stock 
market liked the upgrade in profit guidance for a fall  
on annual pre-tax profits of 5 per cent to March 2021,  
compared with a previous expectation of a fall of  
5-10 per cent.

I sold out of Halma shares earlier in the year because I 
believed they were very expensive. This has proven to be 
a mistake for the performance of the UK portfolio as the 

Experian: current forecasts
  Year ($m) 
 2021 2022 2023

Turnover 5,240.00 5,628.90 6,007.50

Ebitda 1,794.70 1,957.90 2,137.90

Ebit 1,331.00 1,492.50 1,623.60

Pre-tax profit 1,270.20 1,431.20 1,572.50

Post-tax profit 935 1,049.30 1,150.40

EPS (¢) 98.5 113.2 124.4

Dividend (p) 35.6 38.9 42.8

Capex 471.5 507.5 544.3

Free cash flow 839.3 1,024.40 1,074.20

Net borrowing 3,713.20 3,306.00 2,871.80
Source: SharePad
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shares have returned 15 per cent in 2020. That said, they 
still trade on 44 times forecast EPS and even with a strong 
rebound in profits, still trade at 37 times 2023F EPS.

High quality, dependable shares are scarce commodities 
on the UK market. Halma is a good example, but also  
highlights how expensive many quality shares have  
become.

easyJet
EasyJet (EZJ) shares have bounced by 50 per cent in the 
past month, but still remain 50 per cent below where they 
started 2020. I’m not sticking my neck out much in saying 
this, but they have the potential to bounce very strongly 
again should the Covid-19 situation improve.

Millions of people have missed out on a family holiday 
or short break in 2020 and won’t need much persuading to 
get on a plane to sunnier climes given the chance. 

easyJet has given itself the flexibility to capitalise on any 
upturn, but still needs to be careful. It has raised £3.1bn of 
cash since April in the form of new loans, fresh equity and 
selling and leasing back some of its aircraft. It had £2.3bn 
of cash on its balance sheet at the end of September, 
which should keep it going for a while.

Through its relationship with Airbus and its leasing 
companies, it is negotiating to flex its fleet from the  
current 342 to 302 next year and has the potential to go as 
low as 272 in the future. It can also go up to 356, but that 
kind of scenario is not really likely right now.

The company is focusing on cash-generative flying to 
cope with the usual loss making winter season and is  
only intending to operate at 20 per cent of full capacity.  
It has also done a lot of work to flex many of its costs  
(particularly labour) to seasonal travel patterns.

China shows that flying patterns do recover and short 
haul does before long haul. After the 2008 recession, 
many businesses shifted to budget airlines and the same 

Halma: current forecasts

  Year (£m) 
 2021 2022 2023

Turnover 1,332.30 1,431.30 1,532.00

Ebitda 312 349.7 377.8

EBIT 261.3 298.1 325

Pre-tax profit 249.6 286.5 315.3

Post-tax profit 204.3 234.8 258.4

EPS (p) 53.2 60.3 65.9

Dividend (p) 17.1 18.7 20.3

Capex 34.8 39.3 42

Free cash flow 203 204.3 225.3

Net borrowing 224.7 96.8 -28
Source: SharePad
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behaviour may happen again when there is some recovery. 
Bookings for summer 2021 are currently ahead of this time 
last year and holiday bookings are also encouraging.

That said, easyJet’s cash flow position is far from secure, 
as it is committed to spending at least £600m on capex for 
the next three years. 

I can quite easily see a path to a much higher share price 
with this company, but predicting how much money it  
will make and therefore valuing the business is not easy 
at the best of times. This makes them a very speculative 
investment for those with an appetite for risk.

Diploma
Distributors make money by buying and selling other  
people’s products and are often dismissed as low quality 
businesses. Acquisitive businesses are also treated  
(rightly) with suspicion. Diploma (DPLM) is both, but  
is a very good company, in my view.

It has carved out a profitable niche in supplying certain 
industries very well. The products sold are part of their 
customers’ day-to-day operating activities and are needed 
regularly. This gives them a reasonable amount of  
recession-resilience, but Diploma is not completely  
immune as this week’s full-year results showed.

Underlying revenues fell by 7 per cent, with adjusted 
operating profits falling by 10 per cent to £87.1m. Profit 
margins remained high at 16.2 per cent – down from  
17.8 per cent last year. The fourth quarter of the year saw 
some improvement in the amount of sales, which has 
continued into the new financial year, but is not back at 
previous levels yet.

easyJet: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 3,252.50 5,663.90 6,378.50

Ebitda 345.9 922.5 1,248.50

Ebit -218.8 441.5 711.6

Pre-tax profit -228.3 384.9 622.8

Post-tax profit -215.9 308.3 500.3

EPS (p) -40.6 65.7 116.9

Dividend (p) - 22.6 61.7

Capex 546.5 680.2 805.8

Free cash flow -192.5 370.8 435.3

Net borrowing 1,793.00 1,301.30 1,252.20
Source: SharePad
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The seals business saw demand hold up quite well due to the 
resilient repairs market, but higher costs from moving to a new 
facility in the US saw profits fall slightly. 

Controls took a big hit from lower demand for safety fasteners 
from civil aerospace customers and profits were down sharply. 
This division will get a big boost from the acquisition of Windy 
City Wires, which promises to transform its fortunes and that 
of Diploma as a whole. Windy City comes with a solid reputa-
tion for growing revenues and profits. It strengthens Diploma’s 
controls business and its presence in the US market. The growth 
prospects look pretty good as well given the demand for cables 
to go into areas such as data centres for cloud computing and 
5G mobile telecom networks. Margins are better than the exist-
ing controls business.

Despite hospitals being pre-occupied with Covid-19 and 
performing fewer operations, life sciences’ profits held up very 
well. The good news is that there is now a significant backlog of 
demand, which should feed through into decent sales growth 
for the next couple of years.

Diploma is confident that its businesses combined will be 
delivering mid single-digit percentage growth in revenues this 
year, combined with operating margins of 17-18 per cent. With 
nearly a full-year contribution from Windy Centre Wire on top, it 
is comfortable with analyst consensus forecasts for profits.

I continue to like this business and what it is doing. At 
2,311p, the shares are not cheap at 31.9 times forecast EPS, 
but I will continue to hold on to them in the UK Quality 
Shares portfolio.

Diploma: divisional performance

Division Seals  Controls  Life sciences
£m 2020 2019 2020 2019 2020  2019
Sales 242.1 220.6 156.6 178.3 139.7  145.8

Operating profit 36 38.1 22.8 31.60 28.3  27.5

Margin 14.9% 17.3% 14.6% 17.7% 20.3%  18.9%
Source: Diploma

Diploma: current forecasts

  Year (£m) 
 2021 2022 2023

Turnover 706.8 735.5 789

Ebitda 139 144.1 153.2

Ebit 125.9 131 142.9

Pre-tax profit 119.9 126.9 138.9

Post-tax profit 90.5 94.2 104.7

EPS (p) 72.5 78.4 84.2

Dividend (p) 33.3 35.7 39.7

Capex 11.6 10.5 11.4

Free cash flow 85.6 98.4 105

Net borrowing 106.7 11.7 -23.7
Source: SharePad
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Jet2
Jet 2 (JET2) finds itself in a similar predicament to easyJet 
and has seen a 60 per cent rise in its share price over the past 
month. It could be a big beneficiary of a Covid-19 vaccine, 
but I must admit to being a little bit more nervous on this 
business than easyJet. The main reason for this is that the 
company is running a much bigger capacity that it needs to 
fill. If it doesn’t then life could become very tough.

I think Jet2 is a very good business in a cyclical and difficult 
sector where balancing demand and supply is crucial to the 
overall profitability and sometimes survival. 

Jet2 has grown its capacity rapidly in recent years and has 
managed to fill it to make good profits, but I do wonder if it 
has too much capacity for current market conditions. It plans 
to run 50 per cent of last year’s winter capacity (easyJet: 20 
per cent) and the same capacity for the summer as in 2019. 
This could be very ambitious. 

The company’s business model benefits from its  
customers paying upfront for holidays and flights. When  
you get a severe drop off in bookings, the impact on cash  
flow is horrendous as seen in this week’s half-year results. 
Operating cash flow swung from an inflow of £531m a year 
ago to an inflow of £576m.

If bookings fall short, there is a chance the company could 
need to raise more cash. Interestingly, half-year accounts were 
signed off under the assumption that the business remains a 
going concern. The directors reckon they will still have enough 
cash if there is an 80 per cent reduction in winter bookings 
and if summer 2021 bookings fall 40 per short of forecasts. 
This scenario will hopefully not play out, but it could. 

That said, I do believe that one day things will be normal 
again and that Jet2 will be considerably more profitable. I do 
think that its status as a package tour operator will serve it 
well, as the refund experience seen this year has been so much 
better than for many who booked flights and hotels separately.

I think this business will survive and prosper again, but the 
recent share price rally looks like enough for now.

Jet2: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 1,109.30 2,492.10 3,306.00

Ebitda -181 366.2 525.5

Ebit -380 62.8 253

Pre-tax profit -411.7 31.2 223

Post-tax profit -232.3 185.1 338.8

EPS (p) -205.8 70.2 129.9

Dividend (p) - - 12

Capex 90.7 158.9 174.2

Free cash flow -121 -201 72

Net borrowing 145.5 1.4 -335
Source: SharePad
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