
 

 

Highlights this month: 
 

● Despite a strong end to 2020, investors are feeling nervous about the UK 
which has pushed out discounts. This has UK equity trusts a major focus for 
this report.  

● The data-driven strategy has also highlighted three global generalists with 
very different investment approaches. 

● Trusts the author holds shares in are highlighted with an asterisk. 
 
 

 
 

Analyst: 
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25 January 2021 
 
This month’s report has gone all out for UK-focused 
trusts. These account for five of the ten picks; the 
maximum allowed by the Alpha Investment Trust 
strategy for any single-country theme.  
 

This report focuses on trusts that make up the 10 stock portfolio selected by our 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 give scope for 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, the back test of the 10-trust rules since mid-2004 suggest they do considerably 
enhance the performance of the screen. 
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Strong performance so far 
Welcome to the fifth Alpha investment trust report. It's now just over half a 
year since we started providing in depth coverage of our data-driven approach 
for highlighting investment trust opportunities. The results so far have been 
good, with each of the ten trust portfolios highlighted in previous reports 
managing to collectively outperform both the MSCI World Index and the FTSE 
All Share. In fact, only three of the 40 trusts highlighted have underperformed 
either index.  
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Jul 2020 Report Sep 2020 Report 

Total Return (20 Jul 20 - 18 Jan 21) Total Return (11 Sep 20 - 18 Jan 21) 

Alpha Inv Trsts 32% Alpha Inv Trsts 30% 

MSCI World 10% MSCI World 8.5% 

FTSE All Share 11% FTSE All Share 14% 

TRUST PICKS TRUST PICKS 

Baillie Giff.Us Gw.Tst. (USA) 53% JPMorgan Indian It. (JII) 26% 

Tr European Growth (TRG) 48% Pacific Assets (PAC) 32% 

JP Mor. US Sm cos. (JUSC) 47% Fidelity Asian Values (FAS) 32% 

Hend.Eurotr.Ord. (HNE) 13% JPMorgan Emerging Mkts. (JMG) 33% 

Henderson Eur.Focus Tst. (HEFT) 16% Asia Dragon Trust (DGN) 34% 

Fidelity China Spstn. (FCSS) 37% Schroder.Asia.TR (ATR) 28% 

Jupiter US Smaller Cos. (JUS) 35% Scottish Mortgage (SMT) 31% 

Avi Global Trust (AGT) 23% Herald Investment (HRI) 38% 

European Assets Trust (EAT) 23% European Assets Trust (EAT) 19% 

JPMorgan Eur.Smcos. (JESC) 28% Blackrock World Mng. (BRWM) 32% 

Oct 2020 Report Nov 2020 Report 

Total Return (19 Oct 20 - 18 Jan 21) Total Return (16 Nov 20 - 18 Jan 21) 

Alpha Inv Trsts 21% Alpha Inv Trsts 9.1% 

MSCI World 7.9% MSCI World 3.1% 

FTSE All Share 15% FTSE All Share 5.3% 

TRUST PICKS TRUST PICKS 

Standard Life UK Sm.Cos. (SLS) 6.1% Aurora Investment (ARR) 5.7% 

Pacific Assets (PAC) 21% Artemis Alpha Trust (ATS) 9.3% 



 

Source: Thomson Datastream, Refinitiv 
 
This is quite a hit rate, and I would love to claim it was the result of some kind of 
investment trust alchemy. Instead, I feel duty bound to point out the reports 
have started off on something of a lucky streak. However, long-term 
performance data on the strategy does show it has tended to highlight good 
ideas with some consistency.   
 
Since mid-2004, and based on annual portfolio reshuffles, the cumulative total 
return stands at 824 percent compared with 421 per cent from the MSCI 
World Index and 208 per cent from the FTSE All Share. If I factor in a notional 
1.5 per cent annual charge to represent dealing costs, the total return drops to 
615 per cent. 
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Fidelity Asian Values (FAS) 27% Invesco Perp.Uk Smcos. (IPU) 6.7% 

The Independent It. (IIT) 18% Invesco Asia Trust (IAT) 16% 

Aurora Investment (ARR) 29% Strategic Equity Cap. (SEC) 11% 

AVI Global Trust (AGT) 17% Std.Lf.Inv.Pr.Inc.Tst. (SLI) -3.6% 

JPMor.US Smcos.It. (JUSC) 33% Brunner Investment Trust (BUT) 1.9% 

BMO Commercial Pr.Trust 

(BCPT) 26% CC Japan I&G.Tst. (CCJI) 11% 

JPMorgan Indian It. (JII) 20% Fidelity Asian Values (FAS) 19% 

CC Japan I&G.Tst. (CCJI) 15% Blackrock Frontiers (BRFI) 14% 



 

Screening rules 

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

To fairly compare “value” when assessing investment trusts with different 
remits and capital structures, the screen assesses each trust's current 
premium/discount relative to its one-year range. 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.   

Our tables show the top 25 investment trusts based on a combined ranking of 
Z-score and momentum while 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 be from the same 
niche. 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. 
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Buy British! 
If there is one message this month’s report wants to send loud and clear it is 

“buy British”. The 10 stock portfolio has a particular leaning towards UK smaller 

companies funds. These funds, and especially those focused on so-called “value” 

stocks, should do particularly well if the UK experiences a strong economic 

recovery.  

 

The reason why so many of these trusts are catching the screen’s attention is 

rooted in the rush of optimism towards UK stocks late last year following the 

signing of a Brexit deal and positive vaccine developments. Even though the UK 

market has recently given up some ground, most UK trusts are still showing 

impressive performance for the three-month period this screen assesses 

momentum over.  

 

The screen has also  picked up on discounts that, while not particularly wide, 

don’t appear to reflect the recent strong returns from the trusts. This looks like 

it is due to nervousness that has set in over recent weeks about the UK’s 

prospects. There are two key reasons why sentiment has soured. Both could 

present contrarian opportunities. 

 

Firstly, sentiment towards the UK has been hit by the rampant spread of the 

new variant of Covid-19 that emerged from Kent. Lockdown, with all its dire 

economic consequences, is once again upon the UK. The prime minister is 

offering few assurances of when restrictions will ease. 

 

But at the same time, a vaccination programme is being rolled out with 

impressive speed. About 7 per cent of the population has already received their 

first dose. Vaccinations are key to easing restrictions. Once that starts to 

happen, UK consumers have an awful lot of lockdown savings ready to spend. 

The Bank of England has estimated UK households have built up about £100bn 

of additional savings over lockdown.  

 

Given the importance of household consumption to the UK economy (62 per 

cent of GDP in 2019), the bounceback for many cyclical and 

domestically-focused sectors could be very strong. It’s of note that smaller 

companies, which this month's screen has especially honed in on, tend to be 

more domestically focused. 

 

But it is hard to predict how fast a return to normal will happen. Also the 

government could prevent a recovery from really letting rip. The chancellor, 
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Rishi Sunak, has heavily hinted he wants to start balancing the books sooner 

rather than later. If he is perceived to embrace austerity too quickly or too 

aggressively it could be very bad for shares in UK-focused businesses. Many are 

braced for some tax increases to start as soon as the March budget, when the 

country will likely still be facing tough lockdown restrictions. 

 

That said, even though the UK deficit for the current fiscal year may well hit 

£400bn or more, ultra-low government bond yields and the relative resilience 

of sterling suggest there’s little pressure from financial markets for the 

chancellor to act quickly. This may encourage him to go softly. Encouraging him 

to go quicker, though, is the fact that he’s unlikely to want to hammer taxpayers 

too close to the next election in mid-2024.  

 

The second possible reason that discounts have widened on UK trusts is that 

the initial hurrah at “getting Brexit done” has subsided; buy the rumour, sell the 

fact. Investors may also have started to contemplate more seriously the 

uncertainties that still exist for the UK in its relationship with the EU, its largest 

trading partner.  

 

The Brexit debate is so febrile that it seems likely that the volume at which all 

arguments are being advanced is considerably greater than their veracity. 

Brexit is too complex for anyone to really make very confident predictions 

about long-term consequences. There is certainly plenty of risk involved, but 

despite the desperation of both sides to frame it as a win or lose outcome, the 

reality is likely to be far muddier and very drawn out.  

 

So, while there is certainly a big public flap about initial post-Brexit trade 

problems and the deal’s many loose ends, at least some of this may well prove to 

be teething troubles. On that basis, there is an argument to buy when others are 

fearful, albeit in the expectation that there could be years of muck throwing and 

muddle to come.  

 

Against this backdrop, there are still grounds to think UK shares are cheap 

compared with other markets.  

 

Beyond the UK theme, nothing else really stands out as a common factor 

between the other five highlighted trusts. And while there are three global 

trusts in this month's report, they all take very different approaches.    
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Aberforth Smaller Companies* 

source: Winterflood Securities/Factset 
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Name TIDM Mkt Cap Price DY  

Aberforth 

Smaller Cos ASL £1,090m 1,228p 2.60%  

Discount to NAV  

Z-Score Now Avg. Low High  

-0.2 -8.90% -8.30% 0.30% -17.30%  

Share Price Performance 

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

9.60% 36.90% 38.80% -15.60% -2.30% 40.70% 

Top Ten Holdings     

Name % Port     

Reach 4.6     

Morgan 

Advanced 2.9     

Wincanton 2.8     

Provident 

Financial 2.7     

Brewin Dolphin 2.5     

Vesuvius 2.5     

RWS 2.5     

Firstgroup 2.5     

Vectura 2.4     

Vitec 2.4     

Total 28     



 

Aberforth Smaller Companies (ASL) is a dedicated follower of a value 

investment style.  It runs a diversified portfolio of about 80 stocks. The 

investments are overseen by a well resourced team of 7 managers who work to 

try to identify companies that are valued at below their “intrinsic value”. In 

general, this style of investment has been doing very badly for over a decade. 

However, it performed strongly in the final 3 months of 2020 as vaccine hopes 

saw money rush into the type of beaten-up, economy-sensitive plays that make 

up much of ASL’s portfolio. 

 

It’s of note that last year the trust boosted its “gearing”. Gearing refers to the 

ability of a trust to borrow money to get extra exposure to anticipated market 

upside (downside if the trust has made a bad call). At the end of December 

gearing stood at 6.1 per cent. Research firm Kepler Trust Intelligence makes 

this only the fourth time in the trust’s three decade history that it has taken on 

noteworthy gearing. As long as recent market wobbles do not turn into 

something more serious, the move looks well timed. 

 

The portfolio displays some classic “value” skews, such as its low exposure to 

the technology sector. Perhaps more surprisingly, it also has low exposure to 

commodity plays. This has meant missing out on the recent strong performance 

of this part of the market where many other value investors have fairly large 

positions. 

 

The portfolio also includes plays on structurally challenged businesses, which 

the managers think have been oversold even based on their poor prospects. 

These are the type of investments Warren Buffett famously referred to as 

“cigar butts”; almost dead but with one last drag left for a committed ashtray 

surfer. Kepler, in its last analysis of the portfolio from November, put “structural 

victims” at 14 per cent of the portfolio.  

 

All in all, the trust offers a sensible take on small cap value and the management 

team is respected in the industry. The gearing that has been taken on looks 

interesting. Should optimism about the UK’s economic prospects return, the 

portfolio looks well placed. There is also potential for the near 9 per cent 

discount to narrow based on the experience of the last 3 months,  during which 

it briefly got below 1 per cent.  
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Temple Bar* 

source: Winterflood Securities/Trust, 30 Nov 2020 

 

 
Temple Bar (TMPL) is a different investment trust to the one it was three 

months ago. It’s old manager, Alistair Mundy, retired due to ill health in 

mid-2020. His departure followed a massive beat-down for the trust during the 
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Name TIDM Mkt Cap Price DY  

Temple Bar TMPL £649m 970p 5.00%  

Discount to NAV  

Z-Score Now Avg. Low High  

0 -8.50% -8.80% 9.10% -17.00%  

Share Price Performance 

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

4.10% 38.80% 27.30% -26.40% -16.00% 24.20% 

Top Ten Holdings     

Name % Port     

Royal Mail 5     

Anglo 

American 4.6     

BP 4.6     

Standard 

Chartered 4.5     

Royal Dutch 

Shell 4.4     

NatWest 4.3     

Marks and 

Spencer 3.8     

ITV 3.7     

Aviva 3.6     

Vodafone 3.3     

Total 42     



 

March crash.  In common with Mr Mundy, the trust’s new managers, who took 

charge at the start of November, are value investors. However, they have a 

notably different approach. Indeed, by the end of November, none of the trust’s 

top ten positions were the same as when the new guard took charge at the start 

of the month. There was also a significant increase in exposure to the Financials 

and Commodities sectors and a rapid reduction in the cash held by the trust 

from 16.6 per cent of assets to 8.7 per cent. 

 

The men now running the trust, Nick Purves and Ian Lance, are respected 

names in the business. As with the Aberforth trust (see above), a watchword in 

their process for identifying opportunities is “intrinsic value”.  

 

A fund they run for their employer RWS, which Temple Bar is being run along 

the same lines as, has a strong long-term track record since launch two decades 

ago. That said, prior to the recent value revival at the end of last year, that trust 

had been underperforming along with most other value-focused funds. 

 

As far as generating a strong performance record for TMPL goes, the managers 

could not have taken over at a better time. Their start date coincided with the 

spectacular rotation into “value” that markets witnessed late last year. Indeed, 

investor enthusiasm briefly wiped out the trust’s discount altogether in 

November. However, this also meant the portfolio needed to be overhauled in a 

febrile market.  

 

The focus of the trust is now high conviction with about 30 holdings. These are 

mainly from the FTSE 350, although smaller companies can be held and up to 

30 per cent of assets are allowed to be in overseas stocks.  

 

The dividend was cut by a quarter on the appointment of the new managers. 

This drew particular attention given the trust’s classification in the “equity 

income” sector. The move looks a sensible one, though, based on significant 

dividend cuts  made by many UK companies last year.  

 

If dividends from portfolio companies can’t cover a trust's own payout, the 

difference has to be made up by selling holdings or returning cash that could 

otherwise be invested (the industry often jargonises this practice by referring 

to the accounting technicality of a trust’s “revenue reserves”). While investors 

that need regular income can benefit from this practice, as they don’t have to 

sell shares on a discount to NAV to get cash, for anyone interested in long term 

total returns it can be problematic. One issue is rooted in the fact that when 
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income from a trust’s portfolio falls, it often coincides with its holdings being at 

a low point. So the practice of dipping into so-called “reserves” can mean selling 

up at precisely the wrong time. It also reduces the power of compounding, 

which is based on reinvesting past profits, something that can only be done if 

cash is retained within the investment trust company structure. 

 

Based on FactSet data, activist investor 1607 Capital Partners appeared on 

Temple Bar’s shareholder register at the end of September, shortly before the 

new managers took charge. 1607 has a stake of just over 5 per cent. Should the 

discount not come in under the new managers, 1607 may start applying 

pressure for further action. 

 

 As with ASL, the strength of the UK economy is likely to be key to the trust’s 

performance from here. 

 

Go to the next page to find out about the next trust...   
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Murray International 

source: Winterflood Securities/Factset 

 
Murray International (MYI) continues the value theme established by the first 

two trust picks. That said, the approach of its respected, veteran manager Bruce 

Stout is a bit different to the approach of the value trusts we’ve looked at so far. 

For one thing, as Murray International’s name suggests, this is a global fund. The 
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Name TIDM Mkt Cap Price DY  

Murray 

International MYI £1,459m 1,136p 4.70%  

Discount to NAV  

Z-Score Now Avg. Low High  

-0.6 -2.70% -0.90% 5.30% -10.40%  

Share Price Performance 

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

3.30% 22.00% 16.00% -3.80% 4.20% 90.20% 

Top Ten Holdings     

Name % Port     

Taiwan 

Semiconductor 5.9     

Grupo Aero. 

Sureste 4.2     

Quimica Y 

Minera 3.2     

Roche 3.1     

Globalwafers 3     

Samsung 

Electronics 3     

CME 2.7     

Verizon Comm 2.4     

Philip Morris 2.4     

Broadcom 2.4     

Total 32     



 

trust is focused on equity income and the manager puts a strong focus on 

defensively positioned companies that have strong income prospects. A key 

concern is to hold companies with strong balance sheets to limit the likelihood 

of dividend disappointments when times are tough. 

 

In somes ways, this approach to income investing paid off during the crisis. The 

trust’s revenue EPS (the earnings generated as a result of being paid dividends 

from holdings) was down only 7.5 per cent for the six months to the end of June. 

That’s good news for investors focused primarily on dividends, and the majority 

of this year’s payout from the trust is expected to be covered.  

 

However, on a total return basis, the 3 per cent NAV return the trust has 

delivered over the last year is inferior to the 5 per cent average from its global 

equity income peers and way off the 20 per cent from generalist global trusts, 

according to Winterflood Securities data.  

 

Over three months, though, with a 20 per cent NAV rise, the trust is second 

only to Scottish Mortgage (another Alpha pick this month) among global large 

cap plays. 

 

The trust’s distinct portfolio positioning explains both the tough year in 2020 

and the recent surge. Its relatively concentrated portfolio is about 50 per cent 

exposed to emerging markets. These markets tend to be very sensitive to the 

state of the global economy. That was bad news during the crisis. But now 

emerging markets are seen as big potential beneficiaries of the recovery and 

also US stimulus, especially if it results in dollar weakness. The trust also eskews 

technology and e-commerce growth plays, which were star performers during 

2020. 

 

Murray International takes the economic recovery bet offered by ASL and 

TMPL (see above) to the global stage. While the Z-score is negative, the 

discount does not look like it offers that much upside opportunity. However, the 

trust tends to be very active buying back shares which offers protection against 

the discount widening too much. 
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Merchants 

source: Winterflood Securities/Factset 
 
Merchants (MRCH) has a reputation as a sensibly managed UK income fund 

with a value-orientated but diversified portfolio. The long-serving manager, 

Simon Gergel aims to have a portfolio of strong, attractively valued businesses 

that offer exposure to structural or cyclical themes.  

 

In practice this meant dismal performance for most of 2020 followed by a 

strong pick up during the value revival late in the year.  
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Name TIDM Mkt Cap Price DY  

Merchants MRCH £555m 459p 5.90%  

Discount to NAV  

Z-Score Now Avg. Low High  

-0.2 -3.20% -2.50% 16.90% -9.80%  

Share Price Performance 

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

7.10% 29.70% 27.90% -11.50% 6.40% 56.50% 

Top Ten Holdings     

Name % Port     

Imperial Brands 5.6     

Glaxosmithkline 5.3     

British American 

Tobacco 4.7     

Barclays 4.4     

SSE 4.1     

BAE Systems 4.1     

Royal Dutch 

Shell 3.9     

Tyman 3.8     

BHP 3.7     

WPP 3.6     

Total 43     



 

 

A key issue for the trust now is maintaining its dividend, which it has firmly 

pinned its colours to over the years, regularly trumpeting the long-term record 

of rising payouts.  

 

At the half-year stage the group reported a mammoth 45 per cent fall in its 

so-called revenue EPS (the earnings per share derived from dividends received) 

from 16.1p to 8.9p. That was well below the 13.6p payout declared quarterly 

over the period. This means the trust can’t cover the dividend it is paying with 

the income its holdings are providing. It will need to borrow (“gear up”) or 

liquidate parts of the portfolio to maintain the payout. To be allowed to do this, 

it’s balance sheet has to show sufficient “revenue reserves”. This figure stood at 

the equivalent of 22.6p a share at the half year stage.   

 

However, as already mentioned in relation to TMPL, these “reserves” are just an 

accounting technicality. Indeed, with the agreement of shareholders, trusts can 

make legal changes to allow them to return more capital. However, for those 

investors that don’t need the income, returning capital is likely  to have a 

negative impact on long-term cumulative total returns. 

 

While dividends should start to pick up again this year, it is a bit of an unknown 

how quickly this will happen. For some companies the hit taken during lockdown 

was effectively the last straw for dividend policies that had been unsustainable 

for some time. Meanwhile, other companies that have made cuts have also been 

forced to build up considerable debt to survive during the crisis. Dealing with 

indebtedness, and financing a recovery, are likely to be higher priorities for 

many companies  than reclaiming past levels of dividend payouts.  

 

Another consideration is that companies that are healthy enough to quickly 

reinstate their dividends may also feel obliged to repay taxpayer support before 

they boost rewards to shareholders. 

 

The willingness of companies to reinstate past payouts will no doubt be 

something the Merchant's board will be watching closely. 

 

The active use of buy backs means that, while the Z-score does suggest some 

value is on offer here, the reality is that the discount  tends to be well controlled 

suggesting limited upside on this score.  
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Templeton Emerging Markets 

source: Winterflood Securities/Factset 

 

Templeton Emerging Market (TEM) had a bit of a rollercoaster year in 2020. It 

underperformed the MSCI Emerging Market index in the March crash and also 

its peer group. However, performance has come back stronger than that of 

most rivals. So much so, that after a very strong run over recent months, the 

trust is now the top performing in NAV terms over 12 months of the 16 

emerging markets specialists monitored by Winterflood Securities.  
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Name TIDM Mkt Cap Price DY  

Templeton Emg 

Mkts TEM £2,398m 1,014p 1.90%  

Discount to NAV  

Z-Score Now Avg. Low High  

-1.2 -11.50% -9.80% -5.40% -18.00%  

Share Price Performance 

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

9.70% 18.00% 23.10% 22.50% 35.70% 202.40% 

Top Ten Holdings     

Name % Port     

Taiwan 

Semiconductor 12     

Samsung 

Electronics 11     

Tencent 8.7     

Alibaba 6.3     

Naver Corp 3.8     

ICIC Bank 3.1     

Naspers 3.1     

LG 2.7     

Mediatek 2.2     

Unilever 2.2     

Total 56     



 

The trust suffered last year from an underweight position in Chinese stocks. 

The relatively limited impact coronavirus has had on the country’s GDP has 

helped make China’s stock market a stand out performer from last year. 

However, the trust has benefited from a heavy weighting towards the 

information technology sector,  which at the end of December accounted for 31 

per cent of its concentrated portfolio. 

 

The trust’s managers, Singapore-based Chetan Sehgal and Edinburgh-based 

Andrew Ness, feel many of the themes that played out well last year will 

continue to prosper. They believe many Covid winners have now established 

stronger competitive advantages, which they will continue to benefit from in the 

years ahead.  

 

They also see the success with which South East Asian countries handled the 

pandemic as continuing to offer advantages into 2021, given uncertainties 

about the roll out of vaccinations and continued sporadic resurgence of the 

virus.  

 

The managers have also become more positive about parts of the market that 

fared less well during the crisis. In particular they see opportunities in Indian IT 

services companies where they expect margin attrition to abate at the same 

time as a broader economic recovery sets in. They also think the worst may be 

behind the country’s credit-stressed banks.  

 

Latin America, and especially Brazil, is also being seen as offering better 

opportunities. This is based on ongoing economic reform and rising metal 

prices. 

 

More broadly, emerging markets tend to be very sensitive to general global 

economic conditions which means there should be much to gain from a 

post-pandemic recovery. The friendlier face of the new Biden-led US 

government could also prove a positive. And US stimulus efforts coupled with 

low interest rates could also help emerging economies. 

 

In all, Templeton Emerging Markets could be in for a good 2021 if these themes 

play out, and the current level of the discount could provide additional upside. 

Recent performance has certainly been impressive. There are also some big, 

long-term activist holders of the trust’s shares. The most noteworthy being City 

of London with a 17 per cent stake. FactSet data shows the last addition to the 

holding being a small purchase in September. 
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BlackRock Smaller Companies* 

source: Winterflood Securities/Factset 
 
BlackRock Smaller Companies (BRSC) offers well-diversified (over 100 

holdings) exposure to quality, smaller company growth plays. This is something 

of a “does-what-it-says-on-the-tin” investment trust. That’s no bad thing, but it 

means there is little that leaps out as being particularly exciting about this trust 

at the moment. That is not to say it won’t do well. 

 

The trust’s manager, Roland Arnold, plays a pretty good hand at generating the 

kind of returns one would expect from his quality growth approach. The trust is 
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Name TIDM Mkt Cap Price DY  

BlackRock 

Smaller Cos BRSC £816m 1,672p 1.90%  

Discount to NAV  

Z-Score Now Avg. Low High  

0 -5.20% -5.40% 2.30% -17.20%  

Share Price Performance 

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

9.90% 27.60% 32.30% -0.60% 31.40% 116.80% 

Top Ten Holdings     

Name % Port     

Watches Of 

Switzerland 3.2     

Impax Asset 

Mgmt 2.7     

Yougov 2.6     

Ergomed 2.1     

Calisen 1.8     

Stock Spirits 1.8     

Treatt 1.8     

Breedon 1.8     

Integrafin 1.7     

CVS 1.7     

Total 21     



 

one of the sector's better performers over 5, 3 and 1 years. Although, it has 

been outgunned by its stable mate BlackRock Throgmorton, which is able to use 

CFDs to short shares (bet on share prices falling).  

 

BlackRock Smaller Companies has also unsurprisingly underperformed more 

value-focused rivals over recent months as sentiment has swung in their favour. 

That said, the trust has done a decent job at keeping up with the small cap index 

over the period.  

 

Its holdings also should have a lot to gain should a strong UK economic recovery 

set in, even though they lack the strong cyclical characteristics of the holdings of 

some of the more value-focused funds highlighted by this report.  

 

The discount is not that noteworthy but could offer some upside should 

excitement set in about the UK’s recovery prospects. 

 

Go to the next page to find out about the next trust... 
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Henderson Smaller Companies 

source: Winterflood Securities/Factset 

 

The case for Henderson Smaller Companies (HSL) is broadly similar to that of 

BlackRock Smaller Companies (see above). It has a good long-term track record. 

Its focus is on holding shares in quality businesses, and it should stand to benefit 

from a recovery in the UK economy. 
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Name TIDM Mkt Cap Price DY  

Henderson 

Smaller Cos HSL £780m 1,044p 2.30%  

Discount to NAV  

Z-Score Now Avg. Low High  

0 -7.60% -7.70% 3.30% -16.30%  

Share Price Performance 

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

10.00% 27.50% 38.80% -0.30% 25.90% 96.30% 

Top Ten Holdings     

Name % Port     

Intermediate 

Capital 3.9     

Impax Asset 

Mgmt 3.1     

Team17 3     

Bellway 2.8     

Renishaw 2.6     

Oxford 

Instruments 2.4     

Learning 

Technologies 2.1     

GB Group 2.1     

Paragon 

Banking 2.1     

Gamma 

Comms 2     

Total 26     



 

 

While HSL has a slightly higher proportion of its assets in its top ten holdings 

than the BlackRock trust, it is also very diversified with over 100 positions. 

 

The trust’s long-standing manager, Neil Hermon, has a “growth at a reasonable 

price” (GARP) investment approach. He uses a stock assessment process he 

labels the 4M’s: Model (an assessment of competitive advantage); Money (cash 

generation and balance sheet strength); Management; and Momentum 

(earnings growth and forecast upgrades).  

 

These are all undoubtedly good things to want from a stock and the fact the 

trust has outperformed its benchmark in 15 of its last 17 financial years 

suggests Mr Hermon applies his process well.  

 

There is some activist interest in the trust with 1607 Capital Partners holding 5 

per cent. This position was taken before the last tri-annual continuation vote 

which the trust successfully got through in October 2019.  

 

Go to the next page to find out about the next trust... 
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Standard Life Investments Property 

source: Winterflood Securities/Trust, 30 Sep 2020 

 
Standard Life Investments Property Income trust (SLI) appeared in the final 

Alpha Investment Trust report of 2020 (this was in November as the report 

takes a break for Christmas). At the time I felt the screen may have slightly 

missed the boat with the strong momentum signal it had picked up on. Indeed 

the strong run appeared to me to be caused by excitement over a one-off 

corporate event. Unfortunately, this has proved the case so far with the trust 

actually producing a negative 4 per cent total return since the November report 
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Name TIDM Mkt Cap Price DY  

Standard Life 

Invmts 

Property Inc SLI £246m 61p 6.30%  

Discount to NAV  

Z-Score Now Avg. Low High  

-0.1 -23.10% -21.80% 10.10% -44.60%  

Share Price Performance 

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

9.40% 24.10% 8.60% -30.80% -25.10% -7.70% 

Top Ten Holdings     

Name % Port     

ROUK 

Industrial 38     

South East 

Offices 14     

SE Industrial 13     

ROUK Offices 10     

Retail 

Warehouse 10     

Other 7     

Central London 

Office 6     

High St. Retail 2     

Total 100     



 

was published (remarkably this is the only trust to produce a negative return 

since the Alpha reports started last July).  

 

Not much seems to have changed since November, bar news that the trust 

managed to sell some properties at around book value. This was part of a 

strategic repositioning in reaction to the pandemic. This money will go towards 

buybacks amongst other things. It is encouraging that cash is being released at 

close to NAV to purchase shares that are on a wide discount to NAV; this 

creates value for shareholders.  

 

This aside, there have been no significant updates since my original November 

write up. Here’s what I wrote then: 

 

“This report may be alighting on Standard Life Investments Property Income’s (SLI) 
shares after the horse has bolted… recent performance has been good. However, the 
good performance has been a reflection of significant discount narrowing since the 
trust unveiled a share buyback policy and the trust does not look like a bargain 
compared with the peer group. 

 
The trust itself has a reasonably diversified portfolio and it appears to be in a decent 
financial position with loan to value of 29 per cent [as at the end of September]. It has 
calculated that portfolio values would need to drop by 43 per cent and rents by 69 
per cent for it to break any lending covenants. Meanwhile, although rent collection is 
challenging, the manager still expects to collect 90 per cent or more of amounts due. 
The trust has cut its dividend by two fifths in response to the crisis. 
 
Given the discount to NAV, the recently announced policy of buying back shares 
makes some sense. It is a tactic being pursued by a few property investment trusts. 
However, given the huge uncertainty about future property values it is not a policy 
without risk. 
 

Not only does the sector face the prospect of a potential major recession, but 
commercial property faces digital disruption ranging from retail going online, to mass 
adoption of working from home. Against this backdrop the property industry is 
struggling to know what value should be put on bricks and mortar assets.  
 
The screen used by this report may be catching onto a fillip in the share price caused 
by the buyback news rather than [a] deep discount opportunity... Still, positive 
vaccine and Brexit developments could benefit the shares.”   
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AVI Global* 

source: Winterflood Securities/Factset 
 
AVI Global (AGT) keeps on being highlighted by our Alpha reports. A key 

reason for this may be the fact that the portfolio has changed in some 

noteworthy ways which have gone under the radar of most investors.  

 

The trust is well known as a value investor, but it is a value investor of a very 

particular bent. It specialises in buying companies that are valued at a discount 
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Name TIDM Mkt Cap Price DY  

AVI Global 

Trust AGT £919m 874p 1.90%  

Discount to NAV  

Z-Score Now Avg. Low High  

-0.7 -12.50% -11.50% -6.90% -15.60%  

Share Price Performance 

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

4.20% 16.20% 23.50% 12.20% 24.30% 125.00% 

Top Ten Holdings     

Name % Port     

Softbank 9     

Oakley Capital 7.8     

Kinnevik 7.3     

Sony 6.4     

Pershing 

Square 

Holdings 5.5     

Third Point 

Investors 5     

Sc Fondul 

Proprietatea 5     

Exor 4.2     

KKR & Co 3.9     

Aker Asa 3.8     

Total 58     



 

to their assets; these assets are usually stakes in other companies.  At the end of 

December, it estimated its holdings were trading at a 30 per cent discount to 

NAV - that’s in addition to the discount its own shares trade at to NAV. 

 

The change that has happened over 2020 is that the portfolio has become ever 

more focused on holding companies holding investments in the technology 

sector. 

 

This started to become noticeable early spring last year, when the company 

announced it had taken a stake in Japanese tech conglomerate Softbank. The 

March crash was also used to build tech exposure.  AGT is among investors 

trying to improve governance at Softbank and curb some of its more outlandish 

trading activity. It is hoped this will narrow the valuation gap between 

Softbank’s shares and its stakes in other tech companies.  

 

Another case in point was the fund’s top contributor to performance in 

December, VNV. This is a Stockholm-listed company which invests in 

early-stage technology-enabled businesses, in particular those  with strong 

network effects. It has a large stake in a digital healthcare company called 

Babylon which investors are getting very excited about. 

 

The trust is by no means all tech. Another key theme is Japanese companies 

that it believes can boost valuations by improving governance.  

 

While the discount still looks relatively wide, according to Winterflood 

Securities data, AGT now boasts the best six-month NAV performance of all 

global trusts, bar the two runaway global trusts run by Baillie Gifford, one of 

which we’ll look at next. 

 

While the six months performance is strong, longer-term numbers from AGT 

are less impressive. If it can keep up its recent run, though, it may start to see 

the discount come in. There are also some noteworthy activist stakes in the 

trust, although no recent buying. 1067 Capital Partners and Wells Capital 

Management each hold about 5 per cent.  
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Scottish Mortgage* 

source: Winterflood Securities/Factset 
 

My experience with the Alpha investment trust strategy spans many years and 

not just the six months that we have been providing detailed reports. 

 

Over recent years, when the screen has highlighted opportunities in trusts run 

by Scottish Mortgage’s (SMT) management company Baillie Gifford,  jumping 

at the chance has produced quite stunning gains.  

 

Indeed, the Baillie Gifford fund highlighted by our first Alpha report last July, 

Baillie Gifford American investment trust (USA), has since delivered a 
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Name TIDM Mkt Cap Price DY  

Scottish 

Mortgage SMT £18,396m 1,274p 0.30%  

Discount to NAV  

Z-Score Now Avg. Low High  

-0.1 -0.60% -0.40% 7.60% -16.50%  

Share Price Performance 

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

8.70% 23.10% 38.90% 114.20% 175.30% 430.10% 

Top Ten Holdings     

Name % Port     

Tesla 8.9     

Amazon.com 6.6     

Illumina 5.3     

Tencent 5.3     

NIO 4.5     

ASML 4.2     

Meituan 

Dianping 4.1     

Alibaba 4     

Delivery Hero 3     

Kering 2.5     

Total 48     

http://amazon.com/


 

jaw-dropping 53 per cent total return compared with 10 per cent from the 

MSCI World index. Meanwhile, since SMT was previously highlighted in our 

September report, it has delivered a stunning 31 per cent return compared with 

8.6 per cent by the index. 

 

Essentially, investors periodically get nervous about the momentum of these 

trusts and sell out. Over recent years this has been the wrong move, although 

inevitably at some point it will prove right. Indeed, targeting companies that are 

revolutionising industries and life as we know it has been hugely and 

persistently profitable for SMT for several years.   

 

However, some interesting recent research by Morningstar helps illustrate why 

it is right to be nervous of extremely strong fund returns.  

 

The research found 18 equity funds posted gains of 100 per cent or more in 

2020 and that this was the most since 2009. SMT’s shares managed 111 per 

cent or 107 per cent based on NAV.  

 

Of 123 funds that gained 100 per cent or more between 1990 and 2016, 

Morningstar found only 24 made money in the following three years and that 

the average fund lost 17 per cent a year over the period. What’s more, funds 

that had performed well prior to their blowout years - such as SMT - were far 

less likely to make positive returns thereafter - eek! 

 

Will this be SMT’s fate? I’ll put my hand up and say I have absolutely no idea. The 

portfolio is incredibly exciting, but there are grounds to think there is quite a lot 

of froth in this part of the market. But the same froth comment could have been 

made this time last year.  

 

SMT has a very concentrated portfolio, which means when things go right they 

go very right, but the same is necessarily true should things go wrong. The 

company also has a significant amount of its portfolio (18 per cent) in illiquid 

unlisted investments. While the closed-end structure of an investment trust is a 

perfect home for hard-to-trade assets, early-stage tech companies are still risky 

investments.  

 

It is when weighing up opportunities like this, that having a balanced portfolio 

really helps. Such an approach can allow investors to take on the right amount 

of risk for them while avoiding building a portfolio with the potential to blow up! 

 

27 



 

 

 

Top 25 ranked trusts on the next page... 
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