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Standard Life UK Smaller Companies

Outperforming in a weak market

Standard Life UK Smaller Companies (SLS) is an actively managed UK
small- and mid-cap focused trust with a quality-biased portfolio. Manager
Harry Nimmo has followed a consistent approach to stock selection since
taking responsibility for the portfolio in 2003, seeking companies with
resilient business models and the potential to deliver sustainable growth.
SLS’s NAV total return has been ahead of its benchmark over one, three
and 10 years, with notably strong outperformance over the last 12 months
against the background of a decline in the broader UK market. Recent
market volatility has pushed the discount towards the recently introduced
8% target level for the share buyback policy.

12 months Total share  Total NAV  Numis Smaller FTSE AIM FTSE All- FTSE 250
ending price return (%)  return (%) Cos ex-ICs (%) (%) Share (%) (%)
30/06/12 (12.8) (8.6) (4.1) (20.7) (3.1) (5.6)
30/06/13 40.1 32.3 318 3.2 179 29.9
30/06/14 1.6 7.6 20.3 14.6 13.1 16.8
30/06/15 8.5 14.2 104 (2.5) 2.6 145
30/06/16 7.2 41 (6.6) (5.0) 2.2 (4.6)

Source: Thomson Datastream. Note: Total returns in sterling terms.

Investment strategy: Selecting for quality

The manager employs Standard Life Investments’ proprietary stock selection
matrix, which comprises a range of momentum-, change- and quality-related
metrics, to filter the universe of about 800 smaller companies. The resulting list of
¢ 120 candidate investments is subject to detailed analysis including company
meetings, testing their potential for sustainable long-term growth in earnings and
dividends. Selecting from this list, the manager constructs a portfolio of 50-60
companies with above-benchmark returns on equity and forecast dividend growth,
aiming to deliver long-term capital growth. Active share stands at ¢ 90%.

Market outlook: Opportunities for stock pickers

The Numis Smaller Companies ex-investment companies (NSCI XIC) index has
substantially outperformed the FTSE All-Share and FTSE AIM indices over 10
years. While it has outperformed the FTSE All-Share index by more than 20%,
delivering a compound return of 9.4% pa over the last five years, the NSCI XIC
index still appears attractively valued relative to other UK market indices across
metrics including EV/EBITDA and price/book. This suggests that the NSCI XIC
index could represent an appealing area of the market for investors, with the
potential to provide an attractive source of investment opportunities for stock
pickers. A closed-ended fund such as SLS may appeal as the trust is not affected
by inflows and outflows of capital driven by fluctuating market sentiment.

Valuation: Scope for discount to narrow

SLS'’s share price discount to NAV has widened in 2016 and seen increased
volatility following the UK'’s EU referendum. The current discount is wider than its
three-year average, suggesting scope for narrowing as favourable performance is
re-established, and is supported by the recently tightened share buyback policy.
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Exhibit 1: Trust at a glance

Investment objective and fund background Recent developments

Standard Life UK Smaller Companies Trust (SLS) aims to achieve long-term capital = 14 April 2016: 0.8m shares issued from treasury following conversion of
growth through investment in a diversified portfolio mainly consisting of UK-quoted £1.9m nominal CULS.
smaller companies. SLS started life as Edinburgh Smaller Companies in 1993 and = 22 February 2016: Results for six months to 31 December 2015 — NAV total
Standard Life Investments assumed management from 2003. return +15.2% versus benchmark -1.0%.
= 1 January 2016: Tiered management fee introduced — 0.85% of total assets
up to £250m; 0.65% above £250m.
= 1 December 2015: Discount control mechanism target level reduced from

10% to 8% of NAV.
Forthcoming Capital structure Fund details
AGM October 2016 Ongoing charges 1.19% for FY15 (H116: 1.14%) Group Standard Life Investments
Final results September Net gearing 3.5% Manager  Harry Nimmo
Year end 30 June Annual mgmt fee Tiered: 0.85% to £250m, then 0.65%  Address 1 George Street,
Dividend paid April, October Performance fee None Edinburgh, EH2 2LL
Launch date 1993 Trust life Indefinite Phone +44 845 60 24 247
Continuation vote N/A Convertible loan stock £16.3m nominal Website www.standardlifeinvestments.com
Dividend policy and history Share buyback policy and history

While focused on SLS'’s long-term capital growth objective, the manager pays Board policy is to hold tender offers on a discretionary six-monthly basis and buy
close attention to the potential for dividend growth and SLS ordinary dividends ~ back shares in the market at discounts of above 8%, where this is in the interests

have compounded at more than 20% pa over 10 years. of the whole company. Figures shown below are for financial years to end June.
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= Full year div payment = Special dividends = Repurchases = Allotments
Shareholder base (as at 11 July 2016) Portfolio exposure by sector (as at 30 June 2016)
m Hargreaves Lansdown (8.9%) = Consumer services (27.3%)
= Brewin Dolphin (8.3%) m Information technology (16.4%)

M&G Inv. Mgmt. (6.5%) Industrials (16.1%)

u Alliance Trust Savings (6.3%)
- Standard Life Inv. (5.7%)
Transact (4.7%)

West Yorkshire Pension Fund (4.4%)

m Consumer goods (12.6%)

Financials (11.4%)

Healthcare (9.9%)

Telecommunications (5.3%)

Investec Wealth & Inv. (3.1%)
Other (52.1%) Basic materials (1.0%)

Top 10 holdings (as at 30 June 2016)

Portfolio weight %

Company Sector 30 June 2016 30 June 2015
NMC Health Healthcare 3.9 1.8
Ted Baker Consumer goods 34 44
JD Sports Consumer goods 33 0.7
Moneysupermarket.com Consumer services 3.2 3.4
Telecom Plus Telecommunications 31 29
Abcam Healthcare 31 2.6
Cranswick Consumer goods 3.0 2.1
Dechra Pharmaceuticals Healthcare 29 24
Emis Technology 29 2.9
Workspace Financials 29 3.7
Top 10 317 30.5

Source: Standard Life UK Smaller Companies Trust, Edison Investment Research, Morningstar, Bloomberg.
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Market outlook: Small- and mid-cap opportunities

As illustrated in Exhibit 2, the small- and mid-cap NSCI XIC index has substantially outperformed
the FTSE All-Share and FTSE AIM indices over 10 years, with the FTSE AIM index yet to see any
meaningful recovery post the 2008 global financial crisis. While the NSCI XIC index has seen
periods of underperformance relative to the FTSE All-Share index, February to October 2014 being
an example, over the five years to end-June 2016 the NSCI XIC index has outperformed the FTSE
All-Share index by more than 20%, delivering a compound return of 9.4% pa.

Exhibit 2: Market performance and valuation metrics over 10 years

NSCI XIC index performance vs FTSE AIM and FTSE All-Share indices Index valuation metrics based on CY16 estimates as at 4 July 2016

250 - (x) NSCI FTSE FTSE FTSE
XIC AIM 250 100

200 - - X
Price/earnings 149 22.6 14.8 149
150 + Price/earnings, positive* 12.7 115 14.4 14.9
Price/book value 14 N/A 1.9 17

100

EV/sales 11 12 14 1.6
50 EV/EBITDA 8.4 122 9.9 9.5
0 ‘ ‘ ‘ ‘ ‘ Dividend yield (%) 3.0 1.8 3.1 41
Jun-06 Jun-08 Jun-10 Jun-12 Jun-14 Jun-16 Return on equity (%) 76 6.0 121 6.7

Numis Smaller Cos ex-ICs

FTSE AIM FTSE All-Share

Source: Thomson Datastream, Bloomberg, Edison Investment Research. Note: *Excludes loss-making index constituents.

While it has outperformed the broader UK market over five years, the NSCI XIC index still appears
attractively valued relative to other indices on a range of metrics (Exhibit 2 right-hand chart). These
metrics suggest that the NSCI XIC index could represent an appealing area of the market for
investors, potentially providing an attractive source of investment opportunities for stock pickers.

Fund profile: Quality UK smaller companies portfolio

SLS was launched in 1993 as Edinburgh Smaller Companies Trust, managed by Edinburgh Fund
Managers. After a period of sustained weak performance driven in part by overweight exposures to
TMT and financials, Standard Life Investments was appointed as manager on 1 September 2003
with Harry Nimmo taking responsibility for the portfolio. The trust was renamed Standard Life UK
Smaller Companies Trust in August 2007. Nimmo has followed a consistent approach throughout
his tenure, combining Standard Life Investments’ screening matrix and fundamental analysis to
identify companies with the potential for sustainable growth, with an emphasis on quality rather than
value. Performance is benchmarked against the NSCI XIC index. Since Standard Life Investments’
appointment as manager, SLS’s total NAV return has compounded at an annual rate of 15.0%,
which compares to 11.1% for the benchmark (data to end-June 2016).

The fund manager: Harry Nimmo

The manager’s view: New opportunities still arising

Nimmo comments that uncertainty over the outcome of the UK’s EU referendum has held back the
UK stock market in 2016, observing that there has been a market rotation away from domestically
oriented stocks, as well as some rotation towards value stocks. He notes that two of the largest
holdings, Workspace and Ted Baker, both leading performers in 2015, have been weak in 2016.
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Recent additions to the portfolio include Jet2.com airline operator Dart Group, UK carpet distributor
Headlam Group, US-oriented public relations company Next Fifteen Communications, global online
portal for hostel booking Hostelworld Group, infrastructure products and galvanising services firm
Hill & Smith and regulatory software and services provider First Derivatives. Dart Group scored very
highly on the stock selection matrix and is seen as a beneficiary of both an improving UK economy
and lower oil prices. The renewal of its aircraft fleet is underway, which is improving efficiency, and
it also has a growing holiday business through acting as a hotel and airline seat consolidator.

Among recent weak performers, Nimmo draws attention to smoke and carbon monoxide detector
firm Sprue Aegis, whose shares fell sharply following issues with its battery supplier, and
ruggedized electronic equipment supplier Solid State, which saw a contract cancelled by the
Ministry of Justice. Recent portfolio exits include Restaurant Group, which was sold after a period of
disappointing trading, having previously been very successful. Paddy Power was sold as its market
cap moved substantially above the NSCI index ceiling following its merger with Betfair. Other sales
include former top 10 holdings Abcam and Computacenter, as well as Clarksons and AG Barr.

A notable portfolio exit in the last year was Gulf Marine Services, an Abu Dhabi-based fabricator
serving the oil and gas industry, which had been purchased at its IPO in March 2014 at a share
price of 135p. The falling oil price weakened the outlook for the business and SLS sold its shares
between December 2014 and August 2015 at prices ranging between 100p and 125p. While a loss
was realised on this holding, Nimmo points to the investment discipline that it demonstrates and
highlights that the shares are currently trading at ¢ 40p.

Asset allocation

Investment process: Screening and fundamental analysis

Harry Nimmo heads the Standard Life Investments Smaller Companies team, comprising seven
managers and analysts, and can also call on the broader resources of Standard Life Investments.
Abby Glennie joined the team in 2016 to assist in managing SLS, replacing Caspar Trenchard, in
addition to managing the SLI UK Opportunities Fund and other smaller companies’ funds. She has
over 10 years’ experience with a particular focus on healthcare and technology sectors.

Nimmo has followed a consistent approach dating back to the inception of the Standard Life
Investments UK Smaller Companies OEIC in January 1997. In summary, he is looking to buy
tomorrow’s larger companies, selecting those with growth potential, proven business models,
recurring revenues and predominantly those that are already earning profits.

To sift the large universe of ¢ 800 potential investments, Nimmo uses Standard Life Investments’
proprietary stock selection matrix. This looks at a range of measures including the following:

earnings per share and EBITDA revisions;

StarMine estimates (indication of estimate stability and dispersion);

director dealing (used with reference to price momentum);

share price momentum;

earnings per share growth;

P/E ratio and yield; and

Altman Z-scores (financial strength/quality indicator).1

The screening matrix helps to flag potential investment ideas and prompts a re-examination of the
investment case if the score deteriorates for existing holdings. Scores for the investment universe

! The original Altman Z-Score is a weighted combination of five ratios: working capital/total assets, retained
earnings/total assets, earnings before interest and tax/total assets, market value of equity/total liabilities and
sales/total assets. A score of below 1.8 is seen as a warning sign, while 3.0 and above is a positive indicator.
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tend to follow a normal distribution, ranging from -35 to +35. Around 45% of portfolio holdings score
over 10, which is the lower end of the buy range, and ¢ 5% are in sell territory, scoring below -10.
The manager looks to rotate the portfolio progressively from lower to higher scoring stocks, but
underlines that the matrix is an aid rather than a final selection tool. Ideas generated by the matrix
are subject to fundamental analysis to check the validity of numbers and eliminate any ‘false
positives’. Nimmo monitors a list of ¢ 120 stocks from which the portfolio of ¢ 60 stocks is selected,
focusing on companies with growth potential including the ability to grow dividends on a sustainable
basis. Such companies typically have resilient business models supported by strong market share,
barriers to entry or long-term contracts/customer relationships that confer pricing power. Company
meetings are an important part of the final selection process from the list of monitored stocks.

Attention is paid to valuation, but this is a secondary consideration. The manager avoids deep value
or unproven investments, regarding the risk/reward from these situations as generally unappealing;
the risk guidelines include a limit of 5% exposure to ‘blue sky’ companies. There is also a 5% limit
on sub-£50m companies and in normal circumstances on any individual holding. Portfolio holdings
are not confined to the benchmark index, but the majority fall within the market cap band of the
NSCI XIC, which is formed from the bottom 10% of the UK market by size.

Current portfolio positioning

At end-June 2016, NSCI XIC index stocks represented 39.4% of SLS'’s portfolio, FTSE AIM stocks
33.6%, FTSE 250 stocks 23.0% and other stocks 4.0%. Portfolio concentration was similar to a
year earlier, with the top 10 holdings accounting for 31.7% of the portfolio (see Exhibit 1). As shown
in Exhibit 3, SLS’s portfolio is well spread across sectors, with the overall sector profile at end-June
2016 broadly similar to end-June 2015. The largest changes in sector exposure over the year were
3.9pp and 3.4pp increases in consumer goods and information technology, offsetting 3.4pp and
2.7pp reductions in industrials and financials. These changes are a result of the bottom-up stock
selection process rather than reflecting a change in top-down view towards individual sectors.

Exhibit 3: Portfolio sector exposure (%)

30 June 2016 30 June 2015 Change (% pts)
Consumer services 27.3 27.0 0.3
Information technology 16.4 13.0 34
Industrials 16.1 195 (3.4)
Consumer goods 12.6 8.7 39
Financials 114 141 (2.7)
Healthcare 9.9 10.1 0.2)
Telecommunications 5.3 4.2 11
Basic materials 1.0 2.6 (1.6)
Oil & gas 0.0 0.8 (0.8)

100.0 100.0

Source: Standard Life UK Smaller Companies, Edison Investment Research

Although four of the top 10 holdings changed over the year to end-June 2016, the manager’s
preference for running winners is evident in a consistency among the larger holdings over time and
relatively low portfolio turnover, which has averaged c 25% over the last five financial years.

Performance: Ahead of benchmark over one to 10 years

SLS’s NAV total return has outperformed the benchmark NSCI XIC index over one, three and 10
years, while modestly underperforming over five years (Exhibit 5). Exhibit 4 illustrates the strength
of SLS’s performance in both absolute and relative terms between June and December 2015, a
period during which the NSCI XIC index declined. This was one of three periods during which SLS
has materially outperformed its benchmark over the last 10 years (see Exhibit 6). The manager
notes that SLS's relative performance in 2015 was helped by the absence of oil & gas and mining
stocks from the portfolio, with the rally in these sectors contributing towards the relative weakness
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in early 2016. From February 2009, relative performance dipped sharply as portfolio companies
with resilient business models and strong balance sheets lagged in the early phase of market
recovery. A further period of moderate relative weakness started in late 2011 when ECB support for
the banking system prompted a risk-on rally that again left the quality-biased portfolio lagging the
index. Taking a wider perspective, SLS’s NAV total return has outperformed both the FTSE AIM and
FTSE All-Share indices over one, three, five and 10 years, reflecting the longer-term strength of the
small- and mid-cap focused NSCI XIC index relative to these indices.

Exhibit 4: Investment trust performance to 30 June 2016

Price, NAV and benchmark total return performance, one-year rebased Price, NAV and benchmark total return performance (%)
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Source: Thomson Datastream, Edison Investment Research. Note: Three, five and 10-year performance figures annualised.

Exhibit 5: Share price and NAV total return performance, relative to indices (%)

One month Three months  Six months Oneyear  Three years Five years 10 years
Price relative to Numis Smaller Cos ex-ICs (3.2) (1.2) (12.2) 14.7 (4.7) (7.9) 61.8
NAV relative to Numis Smaller Cos ex-ICs (2.2) (0.0) (4.2) 115 3.2 (1.3) 499
Price relative to FTSE AIM (5.8) (5.7) (14.2) 128 11.2 66.0 3919
NAV relative to FTSE AIM (4.8) 4.7 (6.3) 9.6 20.5 77.8 355.7
Price relative to FTSE All-Share (12.2) 9.9) (20.5) 4.9 (0.4) 6.5 113.3
NAV relative to FTSE All-Share (11.2) (8.9) (13.3) 19 79 14.1 97.6

Source: Thomson Datastream, Edison Investment Research. Note: Data to end-June 2016. Geometric calculation.

Exhibit 6: NAV performance relative to Numis Smaller Companies ex-ICs index over 10 years
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Discount: Recent widening

The board’s discount control policy is to offer periodic tenders at six-monthly intervals, but on a
discretionary basis, for up to 5% of the shares in issue. Tenders were held in June and December
2010 and June 2015, the latest at a 4.2% discount to NAV to allow for costs incurred. There is also
an intention to buy back shares when the discount is wider than 8% (10% up to November 2015),
where this is in the best interests of the company as a whole. Since end-June 2014, SLS has
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bought back 8.4% of its issued shares through tender offer and open market purchases. Over the
last three years SLS shares have traded at a 4.5% average discount to NAV including income,
ranging between a 5.0% premium and an 11.8% discount (Exhibit 7). Having started the year at par,
SLS's discount has widened in 2016 with its volatility increased by market moves following the UK'’s
EU referendum. The cum-income discount currently stands at 8.6%, suggesting scope for
narrowing when market sentiment improves and favourable performance is re-established.

Exhibit 7: Share price discount/premium to NAV (including income) over three years (%)
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Source: Thomson Datastream, Edison Investment Research. Note: Negative values indicate a discount.

Capital structure and fees

SLS has 67.4m ordinary shares in issue, with a further 4.2m shares held in treasury. The trust has
structural debt in the form of £16.3m nominal value convertible unsecured loan stock (CULS) with a
3.5% coupon, maturing in March 2018. A 237.2542p conversion price makes the CULS comfortably
in the money, but holders are unlikely to convert in the near term given the CULS higher yield,
unless they plan to realise their shares. Since 31 March 2016, the criteria have been met for SLS to
require holders to redeem the CULS at par. In this event, CULS holders would be given a final
opportunity to convert prior to redemption. The board permits the manager to adjust gearing
between 5% net cash and 25% net debt by varying the level of cash held, which enables positions
to be taken when opportunities arise. Over the last five financial years, year-end gearing has
ranged from 4.6% net cash to 8.8% net debt; net gearing at end-June 2016 was 3.5%.

A tiered management fee structure was introduced in December 2015 with a rate of 0.85% of gross
assets charged up to £250m and 0.65% above £250m. There continues to be no performance fee
payable. The ongoing charge for FY15 was 1.19% and this declined to 1.14% in H116.

Dividend policy and record

SLS'’s objective is to generate long-term capital growth so the manager is required to strike a
balance more in favour of capital growth than revenue return. Nevertheless, the ability of investee
companies to provide sustainable dividend growth is one of the manager’s six rules for successful
investment in smaller companies. This feeds through into SLS’s revenue account and the board
maintains the intention to pay dividends commensurate with income. Over the last 10 financial
years, SLS has increased its ordinary dividend at a compound rate of close to 22%, with the
payment doubling in FY08, and increasing by 56% and 31% in FY10 and FY13 respectively. FY15
revenue earnings rose 33.9% to 6.76p, benefiting from the high level of special dividends received
(2.05p) and SLS's dividend payout was increased by 28.9% to 5.80p. While the interim dividend for
FY16 (paid in April) was held at 1.40p, revenue earnings for the half year increased 20% to 2.28p,
and the manager sees scope for an increase in the full-year payout.
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Peer group comparison

Exhibit 8 shows a comparison of SLS with AIC UK smaller companies sector trusts larger than
£100m. SLS’s NAV total return is significantly higher than the peer group averages over one and 10
years, ranking second and first out of the 10 companies over these periods, while three- and five-
year performance is below the peer average. Looking at risk-adjusted returns, SLS’s Sharpe ratio is
noticeably ahead of the peer group average over one year and modestly lower over three years. At
4 July, SLS was trading on the narrowest discount in the peer group. The trust’s gearing is broadly
average, while its ongoing charge is towards the higher end of the range. SLS’s dividend yield is
lower than the peer group average, but we note that dividend growth has been strong (see above).

Exhibit 8: UK Smaller Companies peer group comparison as at 4 July 2016

% unless stated Market NAVTR NAVTR NAVTR NAVTR Sharpe Sharpe Discount Ongoing Perf. Net Dividend

capEm 1Year 3Year 5Year 10Year 1y (NAV) 3y (NAV) (ex-par) charge fee gearing yield (%)
Standard Life UK Smaller Co. 2211 17 22.9 501 2241 (0.6) 0.2 (4.1) 119 No 104 1.8
Aberforth Smaller Co. 8642  (15.6) 231 53.3 98.1 (1.5) 0.2 (16.2) 082 Yes 102 29
BlackRock Smaller Co. 385.0 (7.3) 30.7 58.8  200.7 (1.1) 0.4 (16.9) 0.71 Yes 111 23
BlackRockThrogmorton 2165 (5.7) 27.9 59.3 1240 (1.0 0.3 (15.8) 113  Yes 126 23
Henderson Smaller Co. 422.8 9.8) 252 743 1579 (1.0) 0.3 (13.6) 0.47  Yes 104 2.4
Invesco Perpetual UK Smaller Co. 184.6 (5.8) 26.9 628 1427 (1.0) 0.3 (6.4) 0.83 Yes 96 4.2
JPMorgan Smaller Companies 1220 (12.6) 10.7 38.7 92.6 (1.4) (0.0) (16.3) 119 No 11 15
Montanaro UK Smaller Co. 1423 (10.9) 5.9 240 1105 (1.0 0.1) (20.4) 124  No 11 24
Rights & Issues 121.8 13.0 695 1146  203.6 (0.3 11 (18.2) 048 No 100 2.7
Strategic Equity Capital 124.2 (9.3 59.1 97.7 1020 (1.4) 0.9 (11.0) 144 Yes 100 0.4
Average 280.4 (6.2) 30.2 634 1456 (1.0 0.4 (13.9) 0.95 107 23

Source: Morningstar, Edison Investment Research. Note: TR=total return. Sharpe ratio is a measure of risk-adjusted return. The ratios
shown are calculated by Morningstar for the past 12- and 36-month periods by dividing a fund’s annualised excess returns over the
risk-free rate by its annualised standard deviation. Net gearing is total assets less cash and equivalents as a percentage of net assets.

The board

Following the retirement of Donald MacDonald in February 2016 after 23 years’ service, including
21 years as chairman, the board comprises four non-executive directors, all of whom are
independent. Lynn Ruddick (appointed February 2009) will also retire following the October 2016
AGM and a search for new directors is currently underway. The continuing directors are David
Woods (appointed director May 2005, chairman February 2014), senior independent director Carol
Ferguson (appointed February 2009) and Allister Langlands (appointed July 2014). The board
members have a range of asset management, financial market and industrial experience.

Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2016 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Standard Life UK Smaller Companiesand prepared and issued by Edison for publication globally. All
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions
contained in this report represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain
categories of investors. This research is issued in Australia by Edison Aus and any access to it, is intended only for “wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is
distributed in the United States by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers’
exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice.
We publish information about companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not
intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as
Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as
financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation
or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation
for investment in any securities mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to
promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison
Group does not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of
Edison may have a position in any or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities
mentioned in this report can fall as well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in
this report. Past performance is not necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates
of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially
different from current expectations. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or
opinion in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial
advice, is intended only as a “class service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in
making an investment decision. To the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a
result of reliance being placed on any of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE
2016. “FTSE®" is a trade mark of the London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its
licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express
written consent.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1 646 653 7026 +61 (0)2 9258 1161 +64 (0)4 8948 555
Schumannstrasse 34b 280 High Holborn 245 Park Avenue, 39th Floor Level 25, Aurora Place, Level 15, 171 Featherston St
60325 Frankfurt London, WC1V 7TEE 10167, New York 88 Phillip Street, Sydney Wellington 6011

Germany United Kingdom us NSW 2000, Australia New Zealand


http://www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584
http://www.edisongroup.com/

	Investment strategy: Selecting for quality
	Market outlook: Opportunities for stock pickers
	Valuation: Scope for discount to narrow
	Market outlook: Small- and mid-cap opportunities
	Fund profile: Quality UK smaller companies portfolio
	The fund manager: Harry Nimmo
	The manager’s view: New opportunities still arising

	Asset allocation
	Investment process: Screening and fundamental analysis
	Current portfolio positioning

	Performance: Ahead of benchmark over one to 10 years
	Discount: Recent widening
	Capital structure and fees
	Dividend policy and record
	Peer group comparison
	The board

