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Throgmorton — opportunities in a discounted UK?

Dan Whitestone, BlackRock Throgmorton's (THRG’s) manager,
believes that the historic selloff of UK equities represents both a
disconnect to the strong earnings reported by UK companies, and a
potential valuation opportunity. Dan’s observation is that UK companies
remain competitive compared to international peers, and that some
overseas companies have been taking advantage of the situation to
snap up UK peers at what he thinks are rock-bottom prices. He thinks
that investors seem to be overlooking the UK economy’s improving
fundamentals, with data pointing to business confidence turning
positive, the UK consumer remaining robust, and inflation falling to low
single digits.

Whilst THRG has been able to generate outperformance versus both its
peers and benchmark over the last year, its discount has still widened
to a historically wide 9.5%.

Both long and short positions in UK small-and-
mid-cap companies

THRG aims to provide shareholders with capital growth and an
attractive total return by investing primarily in UK smaller and
mid-capitalisation companies traded on the London Stock
Exchange. Uniquely among listed UK smaller companies trusts,
THRG’s portfolio may include a meaningful allocation to short as
well as long position in stocks.

Year ended Share NAV total  Peer group Deutsche Numis
price total return avg NAV? Sm Co.s plus
return (%) (%) TR (%) AIM, ex IC TR (%)

31/05/20 5.7 (2.49) (10.0) (12.1)

31/05/21 63.1 62.4 52.2 55.6

31/05/22 (27.7) (22.4) (11.0) (11.4)

31/05/23 (7.0) (6.8) (7.1) (10.9)

31/05/24 12.8 16.6 23.0 11.9

Source: Morningstar, Marten & Co. Note 1) see page 19
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Sector UK smal_ler

companies
Ticker THRG LN
Base currency GBP
Price 641.0p
NAV 707.2p
Premium/(discount) (9.5%)
Yield 2.3%

Share price and discount
Time period 31/05/2019 to 31/05/2024
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Source: Morningstar, Marten & Co.
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NB: Marten & Co was paid to produce this note on BlackRock Throgmorton Trust and it is for information purposes only. It is not intended to encourage the reader to deal
in the security or securities mentioned in this report. Please read the important information at the back of this note. QuotedData is a trading name of Marten & Co Limited
which is authorised and regulated by the Financial Conduct Authority. Marten & Co is not permitted to provide investment advice to individual investors categorised as

Retail Clients under the rules of the Financial Conduct Authority.
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Domicile England & Wales
Inception date 1 December 1962
Manager Dan Whitestone
Market cap 576.7m

Shares outstanding 91,631,927

(exc. treasury shares)
Daily vol. (1-yr. avg.) 241k shares
Net gearing 18%
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Investment summary

As the years and months have gone on, investors appear to have increasingly
discounted the UK equity market. However, for BlackRock Throgmorton's manager,
Dan Whitestone, this is an increasingly attractive opportunity, as many of his
companies continue to hit new earnings and profit highs. Given what Den believes
are repressed share prices, the opportunity presented by these companies has
become ever more tantalising for him.

Dan’s focus on fundamental business strength, low leverage, and experienced
management teams has meant that in his view, almost all of his investments are
likely to emerge unscathed if not stronger and, while THRG’s growth bias could
mean that it comes with greater risk than a number of its peers and benchmark, its
long-term returns appear to have compensated for this.

Performance

THRG has made positive NAV returns during the last 12 months, recovering some
of the ground that was lost during the previous couple of years.

THRG has outperformed its benchmark, the Deutsche Numis Smaller companies
plus AIM ex Investment trusts, over the last year (THRG provides an NAV total
return of 16.8%, versus the benchmark’s 12.5%) and has generated a return that is
in excess of its benchmark during the last five years (33.5% versus 20.8%).

Figure 1:  Cumulative total return performance over periods ending 31 May 2024

BlackRock Throgmorton share price
BlackRock Throgmorton NAV
Benchmark

Peer group median NAV

Morningstar, Marten & Co

12.5 11.6 (24.3) 30.7
19.6 16.8 (15.5) 33.5
16.8 12.5 (11.6) 20.8
20.3 16.7 (4.0) 31.2

Discount

This negative sentiment towards UK stocks appears to have also impacted THRG's
discount, which has widened so that it is now close to longer-term highs. As at 31
May 2024, THRG was trading at a discount of 9.5%, which is at the wider end of its
one-year trading range (2.9% to 11.0%) and also above its longer one-, three- and
five-year averages of 7.1%, 4.1% and 2.6%, respectively. With both the economic
and political outlooks in the UK are showing signs of improving, this does not appear
to be reflected in the valuations of THRG's holdings, or its historically wide discount
to NAV. There could be the opportunity for mean reversion in THRG’s discount,
perhaps driven by an improvement in the outlook for the economy and/or if there is
an improvement in the political backdrop in the UK following the election in July.
THRG'’s board have continued to repurchase shares.
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Further information about
THRG is available at the
investment manager’s
website.

THRG'’s unique approach
includes taking both long and
short positions within the
portfolio

Dan Whitestone has been
sole manager of the trust
since 12 February 2018

Fund intro

BlackRock Throgmorton Trust (THRG) aims to generate capital growth and an
attractive total return by investing primarily in UK smaller companies and mid-
capitalisation companies traded on the London Stock Exchange. It uses the
Deutsche Numis Smaller Companies Index (plus AIM stocks but excluding
investment companies) as a benchmark for performance purposes, but the index
does not influence portfolio construction.

UK smaller and mid-capitalisation companies have tended to outperform large
companies over longer timeframes. In addition, the focus on smaller and mid-
capitalisation companies offers exposure to is generally believed to be a less-
efficient and less-well-researched area of the market, which can create
opportunities for an actively-managed fund to add value. Dan also has permission
to invest up to 15% of the portfolio in stocks listed on exchanges outside the UK.

Both long and short positions

Uniquely among listed UK smaller companies trusts, THRG’s portfolio may include
a meaningful allocation to short as well as long positions in stocks. Up to 30% of the
portfolio may be invested in CFDs, both long and short. Under normal market
conditions, the net market exposure will account for 100-110% of net assets.

The manager

BlackRock Investment Management (UK) Limited was appointed manager of the
trust in July 2008. Dan Whitestone, head of the Emerging Companies team at
BlackRock, has been sole manager of the trust since 12 February 2018 (he had
been co-manager, alongside Mike Prentis, since March 2015). Dan heads a team
of four. All members of the team manage portfolios, and between them they manage
or advise on a variety of different funds. The team share research responsibilities
between them.

Market backdrop

UK markets have been largely flat over 2023, and into 2024, eking out 1.6% in
returns over the first three months of this year. However, as Dan outlined when we
caught up with him recently, his outlook on the sector remains bullish. He is
particularly positive about the earnings potential of UK companies, and what he
believes is a fundamentally resilient economy.

UK earnings

Dan’s comments on UK earnings are echoed by the wider market, as can be seen
in Figure 2, which shows the estimated future valuation ratios and earnings growth


https://www.blackrock.com/uk/individual/products/investment-trusts/our-range/blackrock-throgmorton-investment-trust/trust-information?cid=ppc:investment-trusts_uk:google:brand:en&gclid=CjwKCAiAt9z-BRBCEiwA_bWv-G69w-g5MWtlS0WTajD8l84Nww9K-cOtlv-s748Nbr2sskz3N6Zs1hoCtTIQAvD_BwE&gclsrc=aw.ds
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of UK small-and-mid-sized (SMID) companies versus their global peers over the
next two years.

Figure 2.  Market earnings expectations for UK, Europe, and US SMID-cap companies

MSCI UK SMID Cap Index
MSCI Europe ex UK SMID Cap Index
MSCI USA SMID Cap Index

EPS change P/IE EPS change P/IE EPS change P/E
YoY (%) YoY (%) YoY (%)

99.3 4.5 14.9 118.1 18.9 12.0 128.1 8.5 111

86.7 14 14.3 99.7 14.9 12.4 110.0 10.3 11.3

128.4 (0.8) 18.9 146.9 15.3 16.4 162.2 10.4 14.8

Blomberg estimates as of 12/04/2024, all figures in GBP

As can be seen above, the UK SMID market is expected to largely trade at a lower
price-to-earnings ratio than the rest of the western world, with Europe trading at a
marginally cheaper value over 2024. This could be explained if the UK was
projected to see a sustained weakening in its earnings projections; however, this is
not the case.

As can be seen in Figure 2, the market expects, in aggregate, the earnings growth
of UK small and mid-sized companies to exceed both that of US and Europe over
2024 and 2025, with its lower 2025 growth figures likely the result of coming off the
back of two years of superior growth. These earnings are also produced by, on
average, what might traditionally be viewed as higher quality companies, as the UK
SMID sector reports lower debt-to-earnings ratios, and higher dividend and cashflow
yields. It should be noted that the data presented in Figure 2 excludes companies
that have negative earnings, as well as extraordinary earnings (which are one-off
events which can have strong skewing effects), but this is perhaps a better reflection
of the opportunity presented to Dan, given that he filters out unprofitable companies
during his stock selection process anyway.

Whilst listed market participants as a whole do not seem to have come to the same
conclusions as Dan yet, there are other industry participants and private equity firms
that appear to have done so. For example, foreign companies’ mergers and
takeovers of UK companies remain at an elevated level relative to their history, as
demonstrated in Figure 3, which suggests they believe there is value in UK
companies. There was a fall in activity over 2023 but thi*s may not be a UK-specific
issue as there was a broader global slowdown in M&A activity over the year,
possibly due to the increased cost of debt from higher interest rates.
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Inflation and interest rate
policy remain the major
concerns for investors

Figure 3: Takeovers of UK companies by foreign buyers
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While Dan sees a compelling valuation opportunity, some form of catalyst would
likely be needed to trigger a narrowing of the valuation gap. There are a number of
possibilities.

Interest rates look to have been a headwind for investor sentiment, particularly for
growth stock investors, and pundits have been expecting a gradual decline in
inflation and interest rate expectations. However, recent inflation data coming out of
the US may have put a damper on the market's hopes for a near-term interest rate
cut as it has not been falling as fast as was expected (a 3.4% year-on-year (YoY)
increase in CPI was reported in April, down only 0.1% from its March figure). This
has led the Federal Reserve to suggest it will now ‘wait and see’ with regards to
further interest rate cuts and will be looking for further evidence that inflation is
retrenching before they begin to take a more dovish tone.

The market looks to have adjusted its expectations for interest rate cuts across the
developed world as a result, pricing in a mere 0.5% cut in UK interest rates at the
time of writing, having priced in a ¢.1.5% cut in rates at the start of the year. Perhaps
reflecting this, UK 10-year gilt yields have increased quickly so far during 2024. This
increase came off a 10-month low vyield, possibly reflecting the shift in investor
sentiment from one that had expected more accommodative monetary policy from
the Bank of England to one that reflected a more uncertain future.
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Figure 4: UK 10-year gilt yield

5.0

4.5

(%) 4.0

3.5

3.0
May/23 Jun/23 Jul/23 Aug/23 Sep/23 Oct/23 Nov/23 Dec/23 Jan/24 Feb/24 Mar/24 Apr/24 Mayl.

Bloomberg

However, the UK has been experiencing falling inflation, with its February figure of
3.4% down from January. Certain key components of inflation have been falling
even faster, with food inflation — a major drag for many consumers and one of the
stickiest parts of UK'’s inflation calculation — coming in at 5%, down 1.1% from its
January figure.

With respect to the UK, its most recent inflation print for April showed a fall in
inflation, down from 3.2% in March to 2.3%. However, it was still slightly above the
market's expectation of 2.1%. The market now appears to be pricing a rate cut in
the late Q3 or Q4 of this year. Like earlier in the year, April’s fall in inflation numbers
were driven by falling food and energy prices.

Ultimately, though, March was the first month in which UK inflation was below that
of America’s, raising the possibility that the UK’s monetary policy could diverge more
from that of the US, as US inflation and rate expectations can be the largest driver
in setting global expectations. One issue is that, besides the lower inflation rates,
UK GDP growth figures are far lower than those of the US, which may prompt the
Bank of England to cut rates earlier, lest they run the risk of engineering a prolonged
recession. It is noted that the UK’s current rate of 5.25% implies that we have real
interest rates, i.e. above current annual inflation, and higher real interest rates are
generally viewed as being a headwind against economic growth. However, in setting
monetary policy, the Bank of England has a sole mandate to target inflation, while
the US had a dual mandate of inflation and GDP growth. This could possibly lead
the Bank to be more aggressive in its approach to taming inflation.

Another consideration is that the UK may be approaching a political turning point,
with the upcoming general election presenting a possibility of the first Labour
government in 14 years. If the polls are to be believed Labour is currently the
favourite to win. Keir Starmer, Labour’s leader, appears to be taking a more centrist
view to politics than past Labour leadership, and, if this continues, the advent of a
Labour government could take a degree of political risk off the table when compared
to his predecessors.
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Regardless, Dan has increasing confidence in the fundamentals of the UK
economy, with data showing business confidence potentially improving and the UK
consumer holding up. March saw UK manufacturing PMI move above 50, indicating
expanding manufacturing activity, and the second time it's been above 50 since July
2022. This comes in tandem with another above-50 figure from the UK services
PMI, as seen in Figures 5 and 6.
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The UK consumer, by certain metrics, appears robust in the face of rising living
costs, possibly helped by the ongoing real wage growth that UK workers are
experiencing, which is a reflection of the country’s tight labour market. While YoY
wage growth (excluding bonuses) has declined from its 2023 peak of 7.9%, April’s
figure of 6.0% remains comfortably above inflation and well above its historic levels.

Household debt to GDP has also fallen continuously since the start of 2021, with
the most recent figure (for Q3 2023) indicating a ratio of 80.6%, a level not seen
since 2004. Consumer confidence figures have remained negative for the last three
years, but this doesn’t appear to have hampered consumption — for example, YoY
consumer card spending grew 1.0% in April, according to Barclays. Barclays also
commented that “As consumers gear up to spend more with better weather, and
with the Euros, Wimbledon, and Taylor Swift's 'Eras Tour' on the horizon, there's a
brighter outlook for the coming months.” echoing Dan’s views.

Process

When selecting long investments for THRG, Dan says that he focuses on two types
of opportunity: high-quality differentiated companies and companies leading
industry change.

High-quality differentiated companies

Dan believes that high-quality companies have certain characteristics for long-term
success, based on:

management team;

product;
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The most important factor in
driving value creation or
destruction is the quality of
the management team

Meeting management is a
core part of the approach

Industry change can provide
both long and short ideas

industry; and

balance sheet/cash flow.

In Dan’s view, the most important factor in driving value creation or destruction is
the quality of the management team. Its ability to have a vision, execute on strategy
and adapt to a changing environment is crucial. The BlackRock team makes a point
of meeting not only the top layer of management, but also other key people within
a business. Dan believes that a common reason for growing companies
experiencing ‘growing pains’ is if they fail to build the infrastructure and depth of
team beneath the top management layer.

Meeting management is a core part of the BlackRock team’s approach, and
between them they probably have around 750 meetings a year. Usually, they try to
have as many of the team in a meeting as possible, in order to get a spectrum of
views.

Dan looks for companies whose products are not purely competing on price, but
instead offer solutions to customers’ problems — he believes this should give a
company pricing power and persistent demand for its products. It is also important
that a company maintains its product’s relevance through R&D.

The industry that a desirable company operates in should have structural growth
drivers. It should not be capital-intensive, nor cyclical. It should be free from
regulatory interference and should not be facing competitors with strong financial
support.

Dan avoids heavily indebted companies, believing that the CFO often ends up
managing the company for the benefit of the bank rather than of investors in these
situations. He focuses on cash flow measures of value, on the view that these are
less easy to manipulate than profits. Dan looks for indicators of quality such as the
conversion of sales into cash — such companies can establish a virtuous circle
whereby excess cash can be recycled into sales efforts. A company trading on 25x
cash earnings is preferable in his eyes to one on 10x earnings but with no cash flow.
The latter are the types of companies that tend to be shorted.

On average, THRG’s long investments trade on higher multiples than the short
investments. This perhaps reflects a focus on quality and a desire to avoid value
traps.

Industry change

Industry change can provide both long and short ideas. Previously in his career,
Dan was a strategy consultant. He says that the experience highlighted the impact
of disruptive change on industries and has influenced his thinking since. Small and
medium-sized companies can be a good source of industry disruptors in his view,
as they need to do something special, or otherwise innovate, if they are to compete
effectively.

Dan says that there are many ways that disruptive change can manifest itself. These
include new products, changes to manufacturing that allow products to be sourced
more cheaply, vertical integration to improve and extract cost from supply chains,
and changes in distribution.
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The portfolio will tend to have
a high active share

120 positions — about 80 long
positions and 40 shorts

ESG

THRG'’s board acknowledges that ESG issues can present both opportunities and
threats to long-term investment performance. THRG does not have an ESG
mandate (and accordingly does not have an ESG- or impact-focused investment
strategy and has not adopted any exclusionary screens), but the manager does take
ESG factors into account as part of the investment process.

The manager believes that ESG factors can be useful and provide relevant
indicators for investment purposes and can help its decision-making through
identifying potentially negative events or corporate behaviour. The manager works
closely with BlackRock Investment Stewardship to assess the governance quality
of companies and investigate any potential issues, risks or opportunities.

ESG factor risk is assessed as part of regular portfolio reviews undertaken in
conjunction with BlackRock’s Risk and Quantitative Analysis (RQA) group.

In conjunction with BlackRock Investment Stewardship, the manager and analysts
may engage with portfolio companies on any ESG issues that have been identified.

Portfolio construction

Dan does not consider the benchmark when constructing the portfolio;
consequently, the portfolio will tend to have a high active share.

Position sizes are driven by liquidity, risk considerations and conviction. Liquidity is
important: Dan wants to be able to trade out of a position in the event that something
is going against it. He says that he is ruthless about selling positions when the
investment thesis is not working. As an aside, Dan says that historical average daily
volume is a misleading indicator of future liquidity for small-cap stocks.

The target is to create a portfolio with 120 positions — about 80 long positions and
40 shorts. The number of shorts may seem large, but it is important that the short
book is diversified. Dan points out that it is perfectly possible to accurately predict
that an industry will suffer long-term decline, then select a stock to represent this,
which is then subject to a bid, quite possibly from a competitor. This is because
companies in declining industries frequently see consolidation as a remedy,
although this may not work as a strategy in the long term. Nevertheless, being short
a stock that becomes subject to a bid can be costly. It is therefore better to own a
spread of stocks to represent a theme.

The largest position size that Dan would be comfortable with is 5% — there is nothing
in the portfolio that is as big as that now. At the low end, he wants to avoid having
a long tail of small positions in the portfolio. Individual short positions (see below)
are typically sized at about 0.5%—-1.0% of net assets.

Essentially, Dan is a growth investor. He therefore believes that the portfolio may
underperform in an environment where investors are favouring value stocks.
Valuation is secondary to the investment thesis, in Dan’s opinion, but part of the
assessment of the merits of a stock is an attempt to identify whether the market
appreciates, and is therefore pricing in, the story.
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Dan does not believe that mean reversion applies to the types of stocks that he is
focused on; winners win big and losers go bust. Therefore, he does not trade stocks
based on valuation differentials.

Shorting

Short positions can represent certain themes — for example, industries under
pressure. These themes are expressed through several stocks in accordance with
the approach outlined above. Dan says that it is not as simple as shorting a basket
of stocks in any given industry, however. Even within a struggling sector, there may
be companies whose strategy allows them to survive or even thrive.

The rest of the book represents idiosyncratic shorts selected for stock-specific
reasons. Companies with questionable accounting are a fertile hunting ground for
shorts, although Dan says that sometimes these can take a while to come to fruition.

The gearing is provided by the contract for differences (CFD) portfolio. The fund
operates with an upper limit of 130% gross exposure to equities. Typically, this might
comprise 100% in physical equities, 20% in long CFD’s and 10% in short CFD’s,
i.e. a net exposure of 110%.

Figure 7:  Portfolio construction in different scenarios
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Marten & Co

Cash balances are generally kept low and gearing is flexed by adjusting the size of
the CFD book. Dan expects to operate within a range of 110% to 115% net long.

Portfolio

Dan’s approach can be viewed as one of high-conviction, bottom-up stock selection
rather than a judgment of the current macro-economic environment. Figures 8 and
9 reflect the shift in THRG’s portfolio since its last financial year end. There have
been three notable shifts in THRG’s allocation since our last note: the reduction in
consumer discretionary and technology exposure and the increase in exposure to
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Figure 8:

Sector allocation as at
31 March 2024

BlackRock Throgmorton Trust

financials. These movements are typically a reflection of stock-specific decisions
Dan has made, with the new holdings detailed in the next section.

Sector allocation as
30 September 2023

Figure 9:
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Figure 10: THRG quarterly market exposure

140
1218 1239 124.1 121.1
120
117 [114.
100
80
[S{0119.4] 117.9
40
20
0 == _—
2.4 -3.2
-20
Aug/21 Nov/21 Feb/22 May/22 Aug/22 Nov/22 Feb/23 May/23 Aug/23 Nov/23 Feb/24
. | ong s Short Gross Net

Source: BlackRock

Annual overview | 11 June 2024

When assessing THRG’s total market exposure, investors should be aware of both
its long and short positions. As can be seen in Figure 10, THRG has increased both
its net and gross market exposure over 2024. This aligns with Dan’s bullishness as
well as the volume of opportunities presented by an increasingly cheap UK market.
Whilst Dan’s short position has declined slightly from its 2023 level, it remains
commensurate with its long-term average.

12
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Top 10 holdings

There have been no new holdings in THRG’s top 10 since our last note, apart from
an investment into a FTSE 250 index fund. However, this is not a long-term holding
for Dan, but rather a highly liquid vehicle for holding cash in order to reduce the
‘cash drag’ on the trust (i.e. the lost returns from not participating in a strategy’s
respective markets).

Dan has been trimming some of his top performing holdings, such as Games
Workshop and Watches of Switzerland (both in the consumer discretionary sector),
bringing their weightings down to roughly benchmark level.

Figure 11: THRG’s 10-largest holdings as at 31 March 2024

FTSE 250 3.6 0.0 3.6 Index - net current assets

Breedon Group 3.2 2.9 0.3 Builders merchant

Gamma Communications 3.1 3.2 (0.1) Promotional merchandise manufacturer
4imprint Group 3 3.1 (0.1) Construction materials supplier

Oxford Instruments 2.9 24 0.5 Provider of cloud communications services
WH Smith 2.8 2.7 0.1 Data analytics company

Grafton Group 2.9 3.0 (0.1) Semiconductor design and manufacturing
Rotork 2.4 25 (0.1) Actuator developer and manufacturer

Hill & Smith Holdings 25 2.0 0.5 Construction and infrastructure products
YouGov 25 22 0.3 Retail store chain

Total of top 10 28.9 24.3

BlackRock Throgmorton Trust

Rather than comment on the companies in THRG's top 10, most of which we have
covered in our previous two notes (which are outlined on ), we have looked
at companies that are perhaps give some insight into Dan’s more recent trading
activity and market outlook; specifically, house builders and semiconductors. Given
THRG'’s long-held bias towards quality-growth, the inclusion of house builders could
be viewed as contradictory as these tend to be mature, cash-generative businesses
that are more traditionally found in value investors’ portfolios. However, in the case
of the house builders (and the servicing companies that support them), Dan believes
that intense pessimism in the market for the sector has led to certain higher-quality
companies being aggressively oversold, leading to an attractive recovery
opportunity. His interest in this theme supports the argument that, rather than simply
being wedded to the growth ‘style’ of investing, he wants what he believes to be the
most attractive return opportunities within the UK small-and-mid space, whatever
style they might fit.
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Figure 12: MJ Gleeson
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MJ Gleeson and Crest Nicholson are two house builders recently purchased by
Dan. The sector has suffered against a backdrop of rising mortgage costs weighing
on housing demand. Looking more closely at MJ Gleeson ( ),
it reported a halving of profits in the first half of its financial year (with its results
released in February 2024) as well as a 10% drop in revenue. However, the losses
originated from its housebuilder arm, from an increased costs of sales, rather than
from its land segment (which originates new developments). It appears that
increased costs associated with several new sites created a temporary drag on
profits for the period. In response, MJ Gleeson has brought in new management
teams, tightened its operating procedures, and improved its cost discipline. Whilst
the company cut its interim dividend by 20%, its management team believes that
with its improved operating standards, and strong order book for the second half of
its financial year, it is in a strong position to rebound. It is already up 17% year to
date.

Oxford Instruments ( ) has been a long-held position within THRG’s
portfolio. The company, which operates in the semiconductor industry, designs and
manufactures advanced industrial components. Oxford Instruments previous CEO
stepping down after 25 years in the role last year. Its current CEO, Richard Tyson,
has begun his tenure on the back of positive results (released seven months after
his appointment). Oxford Instruments’ preliminary full-year results continue its story
of persistent earnings growth, with its revenues expected to be up 9% year-on-year,
and the company looks to be on track to maintain its long-held ¢.50% gross profit
margin.

Its management has attributed its ongoing success to the company’s focus on “key
sustainability-driven and structurally growing end markets, including advanced
materials, life science and semiconductors”. The company reported a book-to-bill
ratio greater than 1, and says it has a strong order book. Oxford Instruments has
made c. £90m in investment in new life science and semiconductor sites that is
designed to support its growth. Its shares are nonetheless down on the year. Dan
thinks the market may not fully appreciate the growth potential of the company or
might be taking a wait-and-see approach to the new CEO, given his short tenure.

Performance

In our previous note, published in November 2023, we highlighted the recovery in
THRG’s NAV, with THRG having been previously caught up in the growth-stock
selloff of 2022. As can be seen in Figures 14 and 15, THRG has continued to extend
this reversal, increasing its outperformance since November. It has beaten its
benchmark’s returns over the last six and 12 months and has also edged out the
median returns of its peers over the last 12 months. Note that the peer group
performance in Figure 14 uses the average performance, which has outperformed
THRG due to the outsized returns of two trusts, Oryx International Growth and
Odyssean Investment Trust.


https://www.mjgleesonplc.com/
https://www.oxinst.com/
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Figure 14: THRG NAV total return performance relative to benchmark?® and peer group? to
31 May 2024
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Morningstar, Marten & Co. Note: 1) THRG has a benchmark that is the Deutsche Numis Smaller Companies Index (plus AIM stocks but excluding

investment companies). 2) The peer group is defined on

Figure 15: Cumulative total return performance over periods ending 31 May 2024

BlackRock Throgmorton share price 9.4 12.5 11.6 (24.3) 30.7
BlackRock Throgmorton NAV 10.7 19.6 16.8 (15.5) 33.5
Benchmark 10.7 16.8 12.5 (11.6) 20.8
Peer group median NAV 12.8 20.3 16.7 (4.0) 31.2

Morningstar, Marten & Co

Whilst THRG’s performance appears to have been caught by macroeconomic
headwinds, it has always been Dan’s intention for it to reflect the structural trends
that ultimately drive long-term outperformance. This is arguably reflected in THRG’s
five-year performance, where it has outperformed its benchmark, largely driven by
Dan’s stock selection.

Drivers of returns

We have been provided with a breakdown of THRG’s return drivers for its 2023
financial year, which ended on 30 November 2023. We will highlight performance
of those not covered in previous notes.

THRG had a number of companies within the portfolio that were taken over in the
year, including Dechra Pharmaceuticals, which was one of THRG’s largest
contributors. These takeovers are symptomatic of the heightened M&A and private
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equity activity over the period we mention on . Whilst they do offer one-off
boosts to the NAV, these corporate actions can also be frustrating for Dan if he
thinks that the price does not adequately reflect their future growth potential.
Nonetheless, at the same time, these buyouts can also serve to validate Dan’s
investment philosophy.

Figure 16: Largest positive contributions to relative returns, twelve months ended 30 November
2023 (long only)

Games Workshop Group
Computacenter

Dechra Pharmaceuticals
Baltic Classifieds Group
Hill & Smith

Breedon Group

Tatton Asset Management

Diploma
Dunelm Group

iEnergizer?

17 0.0 49.5 0.8
2.1 0.0 33.3 0.8
11 0.0 30.4 0.7
15 0.4 41.1 0.4
13 0.6 49.5 0.4
2.6 0.5 18.2 0.4
17 0.1 16.9 0.4
2.1 0.0 22.0 0.4
17 0.0 11.6 0.4
0.0 0.2 N/A 0.4

BlackRock, Morningstar *iEnergizer delisted over the period

Figure 17: Baltic Classified
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Baltic Classifieds Group

Baltic Classifieds Group ( ) is a holding company which
operates 14 online classified ads platforms, servicing automobiles, real estate,
recruitment, and generalist advertising. It primarily services the Baltic regions,
focusing mainly on Lithuania, Estonia and Latvia.

Baltic Classifieds’s share price performance appears to reflect its strong earnings
and recent share buybacks. In its most recent half-year results, it reported c.20%
growth in revenue, profits, and earnings-per-share. The largest contributor to its
revenue growth came from its automobile sites, with its revenues increasing by 28%
over the six months to end October 2023. Baltic Classifieds is benefitting from an
increasing volume of users as well as the increased value of transactions made on
its sites (possibly reflecting the increased wealth of emerging Europe), which allows
Baltic Classifieds to take home larger nominal amounts per transaction.

The company has returned1/3 of adjusted net income as a dividend each year, while
also repaying debt with the aim of keeping its leverage ratio manageable (currently
sub 1x) and returning cash to shareholders via buybacks.


https://balticclassifieds.com/
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Figure 18: Hill & Smith

2,200
2,000
1,800
1,600
1,400

1,200
May/23 Sep/23 Jan/24

Bloomberg

Figure 19: Tatton Asset
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Figure 20: Dunelm Group
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Hill & Smith

Hill & Smith ( ) is a designer, manufacturer and supplier of products for
the construction and infrastructure industries across the globe. Hill & Smith recently
reported higher revenue and profits than analysts expected over 2023, with pre-tax
profits up 34% and revenues up 13%. One possible explanation for this growth has
been its ability to successfully expand in the US market, capturing the structural
drivers behind the region’s growing infrastructure investment (a result of President
Biden’s increased fiscal spending). The company’s balance sheet appears to give
it room to continue its trend of acquisition to accelerate growth. Higher cashflow
allowed the company to increase it 2023 dividend by 23% and the share price is up
40% over the past year.

Tatton Asset Management

Tatton Asset Management ( ) is a financial
services firm focused on providing investment and operational services to financial
advisers, predominantly in the UK. Despite its small market cap (compared to larger
wealth managers), Tatton reported the largest asset growth of any provider over
2023, and its portfolios repeatedly ranking in the top quartile for performance versus
its peers. Tatton’s performance has led it to report £910m in new inflows over the
first half of its 2024 financial year, with its total assets now reaching £13.7bn.

Dunelm Group

Dunelm Group ( ) is a home furnishing retailer, with ¢.180 stores across
the UK, largely selling products from external suppliers under its own Dunelm brand.
Dunelm has reported revenue growth in both its 2022 and 2023 financial years, and
2023 bringing in its highest-ever total sales at £1.6bn. Although its profits did fall
over 2023, possibly due to a weakened UK consumer, it has shown signs of bounce
backing so far this year.

In its half-year update, Dunelm reported positive revenue and profit growth, driven
by increases in sales values and a small reduction in the cost of goods sold. As a
possible indicator of its competitiveness, Dunelm has been able to grow revenues
by increasing its sales rather than its prices (the latter potentially being the case with
other retailers during the past years of rising inflation). Dunelm’s has announced a
special dividend of 35p for 2024, a result of management returning surplus cash to
shareholders.

Peer group

For comparison purposes, we have used a subset of funds in the AIC’s UK smaller
companies sector. We have excluded split-capital companies, trusts with a small
market capitalisation (below £50m), Marwyn Value Investors (which has a very
different investment approach), and those that focus exclusively on micro-cap
companies.


https://hsgroup.com/
https://www.tattonassetmanagement.com/
https://dunelm.com/
https://quoteddata.com/sector/investment-companies/uk/uk-smaller-companies/
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Figure 21: Cumulative NAV total return performance over periods ending 31 May 2024

BlackRock Throgmorton
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Growth

BlackRock Smaller Companies
Crystal Amber

Henderson Smaller Companies
Invesco Perpetual UK Smaller
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& Income

Montanaro UK Smaller
Companies

Odyssean

Oryx International Growth
Rights & Issues
Rockwood Strategic
Strategic Equity Capital
Median

THRG rank

Morningstar, Marten & Co

THRG’s discount may offer a
more attractive opportunity
than its peers based on its z-
score
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111 12.0 20.9 11.9 (14.9) 14.0
8.4 (7.9) 0.7 1.6 (24.0) 29.0
8.2 12,5 20.5 16.7 (9.9) 19.5
8.8 15.2 17.9 13.0 7.6 69.1
0.0 115 14.0 18.5 1.9 86.5
6.5 17.1 24.7 16.6 3.1 33.4
7.9 26.2 346 100.5 73.9 132.9
5.6 15.6 16.3 17.8 13.2 49.2
7.8 12.8 20.3 16.7 (4.0) 31.2
6/14 12/14 9/14 7/114 11/14 6/14

Three factors that perhaps distinguish THRG from its peers are: its above-average
long-term track record, its ability to short stocks, and its bias to high-growth equities.
Whilst there are other strategies which follow a growth-focused approach to stock
selection, such as Montanaro UK Smaller Companies and abrdn UK Smaller
Companies, THRG is the only trust in the UK smaller companies sector that is able
to capitalise on the fall in share prices.

THRG has historically traded on a narrower discount than many of its peers,
perhaps a reflection of the strength of its historic performance plus its differentiated
approach to UK equity investing. THRG was also able to issue shares between 2020
and 2022. However, its current 12-month z-score of -1.1 is among the largest of the
UK small cap trusts.

THRG’s market cap of £587m places it above the average of its peers, and its
ongoing charges ratio is competitive, being one of the lowest amongst its peers.
THRG’s ongoing charges would also be competitive compared to the open-ended
sector (based on the average IA UK smaller companies sector member).
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Figure 22: Listed UK smaller companies funds, comparison as 3 June 2024

BlackRock Throgmorton

Aberforth Smaller Companies

abrdn UK Smaller Companies Growth
BlackRock Smaller Companies
Crystal Amber

Henderson Smaller Companies
Invesco Perpetual UK Smaller
JPMorgan UK Small Cap Growth & Income
Montanaro UK Smaller Companies
Odyssean

Oryx International Growth

Rights & Issues

Rockwood Strategic

Strategic Equity Capital

THRG rank

Morningstar, Marten & Co

587 (9.4) 2.3 0.54
1,300 (10.7) 2.7 0.79
379 (11.3) 2.2 0.95
712 (10.1) 2.9 0.8
64 (25.5) 22.9 1.56
663 (12.1) 2.9 0.44
147 (15.7) 3.9 1.01
465 (5.2) 3.0 1.02
187 (13.8) 41 0.9
210 (0.8) 0.0 1.45
190 (25.8) 0.0 1.37
120 (17.4) 1.9 0.9
88 9.4 13 2.85
173 (7.0) 0.7 1.22
4/14 5/14 8/14 2114

Premium/(discount)

As at 10 June 2024, THRG was trading on a 9.5% discount. Over the 12 months to
31 May 2024, THRG'’s shares have fluctuated between trading on a discount of
2.9% in July 2023, to a 11.1% discount in April 2024, and on average have traded
on a 7.1% discount. As can be seen from Figure 23, THRG has only traded on a
double-digit discount for two brief periods in the last five years.

Whilst in past notes we have highlighted the apparent correlation between THRG'’s
discount and that of the performance of UK growth stocks, or even the wider UK
market, there are now signs that its recent discount widening could be more of a
reflection of investors’ general aversion to UK companies, rather than the region’s
actual performance, i.e. due to factors such as liquidity or political risk. Although a
potentially irrational sell-off is painful, it may reflect a detachment from
fundamentals, as Dan has argued, and could represent a buying opportunity for
those able to wait for the possible rebound.
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Figure 23: THRG discount over five years to 31 May 2024
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Morningstar, Marten & Co

The board believes it to be in shareholders’ interests that the share price does not
trade at an excessive premium or discount to NAV. Consequently, the board asks
shareholders at each AGM for approval to issue up to 10%, and to buy back up to
14.99%, of THRG’s issued share capital. As can be seen by the vertical bars in
Figure 23, the board have been more proactive in defending THRG’s discount
during recent periods when the discount has been at wider levels, with the boards
repurchases made in September and October 2023, and March and April 2024,
aligning with the troughs in its moving average discount.

THRG’'s board has been
proactive in defending its
discount

Issuing shares at a premium enhances the NAV for existing shareholders, increases
liquidity in the trust’s shares and helps to lower the ongoing charges ratio as fixed
costs are spread over a wider base; while buybacks at a discount enhance the NAV,
provide liquidity and improve the supply/demand imbalance.
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BlackRock Throgmorton Trust

Dividend

Figure 24: THRG dividends and revenue per share
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Dividends are a by-product of the investment process and THRG'’s portfolio is not
managed with any income generation objective in mind. Nevertheless, the portfolio
may generate reasonable levels of income. The base management fee is charged
25% and 75% to the revenue and capital accounts respectively, while 100% of any
performance fee is charged to capital.

Thanks to a substantial increase in revenues generated by THRG over 2023, a
reflection of the recovery in UK companies, possibly reflecting Dan’s preference for
high-quality companies (which should be more disciplined when it comes to
returning capital to shareholders when appropriate), THRG was able to pay a
14.75p per share dividend in 2023, a 34.7% increase on the previous year.

Fees and costs

BlackRock Investment Management (UK) Limited provides THRG with portfolio and
risk management services under a contract that THRG has with BlackRock Fund
Managers Limited. That contract is terminable on six months’ notice by either side.
BlackRock Fund Managers’ base fee is calculated as 0.35% of gross assets
(calculated monthly and paid in arrears). In addition, it can earn a performance fee
of 15% of the outperformance of the benchmark index over a two-year rolling period
with an effective cap of 0.9% of average gross assets, resulting in a cap on total
management fees of 1.25% over a two-year period.

The ongoing charges ratio (which does not include performance fees) for the year
ended 30 November 2023 was 0.54%, equal to the prior year. Had performance
fees been included in the calculation, the ongoing charges ratio would have been
0.87% (2022: 0.54%).

21
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Figure 25. The board

Structure

As at 10 April 2024, THRG had 103,370,957 ordinary shares in issue, 92,966,912
of which are in circulation and the rest held in treasury. There is no other class of
share capital. THRG'’s board takes powers each year to repurchase up to 14.99%
of the trust's issued share capital (excluding treasury shares) and to issue up to
10%. Shares repurchased may be held in treasury or cancelled, at the discretion of
the board. No treasury shares will be reissued other than at prices that represent a
premium to the prevailing NAV, thereby ensuring that this action does not have any
diluting effect on ongoing shareholders.

The board has set a maximum limit of net gearing of 20%. In practice, gearing is
provided by the CFD portfolio. The mechanics of this are described on

The company’s year-end is 30 November and AGMs are normally held in March.

Board

Currently, THRG has six non-executive directors, all of whom are independent of
the manager and none of whom sit together on other boards. The size of the board
has fluctuated in recent years, but the board felt it important to recruit a sixth director
in anticipation of an increased workload as the trust expands.

Since our last annual overview note was published in November 2022, Loudon
Greenless has retired from the board (in March 2023), and was replaced by Glen
Suarez, who joined in January 2023. Angela Lane was promoted to chairman of the
audit committee, replacing Loudon, while Nigel Burton replaced Angela as chair of
the remuneration committee.

Christopher Samuel Chairman June 2016 7.9 47,240 65,606

Louise Nash Senior independent director March 2019 51 33,840 3,900

Angela Lane Chair of the audit committee June 2020 3.9 35,761 11,673

Nigel Burton Chair c_)f the remuneration December 2020 383 31,700 16,570
committee

Merryn Somerset Webb Director March 2021 3.1 33,593 3,727

Glen Suarez Director January 2023 1.3 30,380 4,800

BlackRock Throgmorton Trust, Marten & Co

Chris Samuel (chairman)

Chris was chief executive of Ignis Asset Management from 2009 until its sale to
Standard Life Investments in 2014. He was previously chief operating officer at
Gartmore and Hill Samuel Asset Management and was a partner at Cambridge
Place Investment Management. Chris is a non-executive director of UIL Limited, its
subsidiary UIL Finance Limited and Quilter Plc. He is also non-executive chairman
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of JP Morgan Japanese Investment Trust Plc and Quilter Financial Planning. Chris
graduated from Oxford with an MA in Philosophy, Politics and Economics, and
qualified as a chartered accountant with KPMG.

Louise Nash (chairman of the audit committee)

Louise was a UK small- and mid-cap fund manager, firstly at Cazenove Capital and
latterly at M&G Investments, which she left in 2015. She now works for family wine
business Hopler. She also acts as a consultant to JLC Investor Relations. Louise
holds an MA in German and Politics from the University of Edinburgh and the IMRO
Investment Management Certificate.

Angela Lane (chairman of the remuneration committee)

Angela spent 18 years working in private equity at 3i, becoming a partner in 3i's
growth capital business managing the UK portfolio. Since 2007, she has held
several non-executive and advisory roles for small and medium-sized capitalised
companies across a range of industries including business services, healthcare,
travel, media, consumer goods and infrastructure. Angela is currently a non-
executive director of Pacific Horizon Investment Trust Plc and Dunedin Enterprise
Investment Trust Plc, where she is also chairman of the audit committee.

Nigel Burton (director)

Nigel spent over 14 years as an investment banker at leading City institutions
including UBS Warburg and Deutsche Bank, including as the managing director
responsible for the energy and utilities industries. He has also spent 15 years as
chief financial officer or chief executive officer of a number of private and public
companies. Nigel is currently a non-executive director of AIM listed companies
DeepVerge Plc, Microsaic Systems Plc, eEnergy Group Plc and Location Sciences
Group Plc. He was formerly a non-executive director of Digitalbox Plc, Corcel Plc,
Modern Water Plc, Alexander Mining Plc, Mobile Streams Plc and chairman of
Remote Monitored Systems Plc.

Merryn Somerset Webb (director)

Merryn has significant experience of financial matters through her role as a senior
columnist for Bloomberg Opinion. She writes extensively on personal finance and
features regularly on both radio and television. She brings valuable investment trust-
specific experience and is currently a non-executive director of Murray Income
Investment Trust Plc, and Netwealth Investments Limited.

Glen Suarez (director)

Glen Suarez is currently chairman of Impax Environmental Markets and Knight
Vinke Asset Management. He is a senior adviser to FMAP Limited, a consultancy
founded by Lord Maude, which advises governments on the implementation of
public sector reform. Glen was chairman of The Edinburgh Investment Trust Plc
until July 2022 and was a committee member and co-chair of the Capital Markets
Advisory Committee, an independent body advising the IASB on accounting issues
and standards between 2014 and 2020. He is a Fellow of the Institute of Chartered
Accountants in England and Wales and a member of the Royal Society of Arts.
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Previous publications

BlackRock Throgmorton Trust

Readers may be interested in our previous publications on THRG, which are listed
in Figure 26 below. These are available to read on our website or by clicking the

links in the table.

Figure 26: QuotedData’s previously published notes on THRG

Title

Note type

Publication date

Vision, execution and adaptability
Throg’s shorts shine

Impressive run continues

Look past the short-term noise
Separating the wheat from the chaff
Infectious enthusiasm

Confidence rewarded

Powering on

The strong have only gotten cheaper
Growth in all things

Throgmorton’s fuse is lit

Source: Marten & Co
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Annual overview
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Annual overview
Update

Annual overview
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Flash update

11 September 2018
16 January 2019
18 July 2019

17 December 2019
10 June 2020

14 December 2020
29 September 2021
17 December 2021
29 November 2022
22 November 2023
20 March 2024
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https://quoteddata.com/research/blackrock-throgmorton-trust-vision-execution-and-adaptability/
https://quoteddata.com/research/blackrock-throgmorton-trust-throgs-shorts-shine-2/
https://quoteddata.com/research/blackrock-throgmorton-trust-impressive-run-continues/
https://quoteddata.com/research/blackrock-throgmorton-trust-shortterm-noise-2/
https://quoteddata.com/research/blackrock-throgmorton-trust-separating-wheat-chaff-2/
https://quoteddata.com/research/blackrock-throgmorton-infectious-enthusiasm-in/
https://quoteddata.com/research/blackrock-throgmorton-trust-confidence-rewarded-in/
https://quoteddata.com/research/blackrock-throgmorton-powering-on-in/
https://quoteddata.com/research/blackrock-throgmorton-trust-in/
https://quoteddata.com/research/blackrock-throgmorton-trust-growth-in/
https://quoteddata.com/research/blackrock-throgmorton-agm-update-in/
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IMPORTANT INFORMATION

Marten & Co (which is authorised and regulated
by the Financial Conduct Authority) was paid to
produce this note on BlackRock Throgmorton
Trust Plc.

This note is for information purposes only and is
not intended to encourage the reader to deal in
the security or securities mentioned within it.

Marten & Co is not authorised to give advice to
retail clients. The research does not have

regard to the specific investment objectives
financial situation and needs of any specific
person who may receive it.

The analysts who prepared this note are not
constrained from dealing ahead of it but, in
practice, and in accordance with our internal
code of good conduct, will refrain from doing
so for the period from which they first obtained
the information necessary to prepare the note

until one month after the note’s publication.
Nevertheless, they may have an interest in any
of the securities mentioned within this note.

This note has been compiled from publicly
available information. This note is not directed
at any person in any jurisdiction where (by
reason of that person’s nationality, residence or
otherwise) the publication or availability of this
note is prohibited.

Whilst Marten & Co uses reasonable efforts to obtain information from sources which we believe to be reliable and to ensure
that the information in this note is up to date and accurate, we make no representation or warranty that the information contained in this note is
accurate, reliable or complete. The information contained in this note is provided by Marten & Co for personal use and information purposes
generally. You are solely liable for any use you may make of this information. The information is inherently subject to change without notice and may
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