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David Stevenson: Overlooked trusts for the
New Year

Our columnist presents his shortlist of solidly performing investment companies that attract
little attention from investors.

BY DAVID STEVENSON

| thought I'd start the year with a shortlist of funds that, by and large, don't get too much
attention, few broker notes and hardly any headlines but have produced solid, albeit
sometimes unspectacular, results. Crucially, they all boast a particular strategy that seems
focused and managers who are, on the whole, delivering. The headwinds are sometimes
obvious - scale being the most obvious - but often it is simply a case of not being sexy enough

to warrant closer attention (being a bit exotic doesn’t tend to help in this harsh climate).

My list of funds starts with Manchester & London (MNL), a global equity fund. It isn't without
controversy, with some very well-known fund analysts being openly critical, but you have to

hand it to manager Mark Sheppard - if you are going to take big, bold, concentrated bets, he

at least takes the right ones. The fund's big bet is on Al, with Microsoft and Nvidia the biggest
holdings by a country mile (more than 60% of the portfolio).

As you might expect from such a bet, the fund’s performance has been outstanding, with net

asset value (NAV) up 54% in 2024, according to Morningstar, but the shares trade on a chunky

21% discount, which is a bit harsh. The fund has also changed its fee structure, increasing the
annual management fee but dumping the performance fee. You could, of course, buy
Microsoft and Nvidia stock yourself and probably get similar, though not identical, returns.
However, Sheppard is very much plugged into the whole debate around Al and has been

making some interesting side bets on vehicles such as Arista Networks.

Sticking with that American theme - because that's where the most interesting stocks are

listed, aren't they? - North American Income (NAIT) deserves an honourable mention. Under
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new management at Janus Henderson, it has made up for a few lost years and played on the

theme of broadening out the American bull market rally to include more dividend- and value-
oriented big names on the American markets. Yet the discount has remained stubbornly in the
double digits even though the fund produces a well-backed 3.6% yield, with NAV up a solid, if

unspectacular, 16% over the past 12 months.

Active approaches

Switching to Japan, we have AVI Japan Opportunity (AJOT), which, along with a few other
smaller cap-focused Japanese funds, has been making steady headway with a more active
value-based approach. City investors have warmed considerably to this theme in recent years
as Japanese equities have stormed ahead, and the discount on the fund is down to 3%, helped
in part by a storming 22% increase in its share price in 2024 off the back of a 21% underlying

return. This story — unwinding the Japanese value discount - has further to play.

In the UK, a considerably more challenging market, I've recently focused much of my attention
on small- and micro-cap fund managers. Strategic Equity Capital (SEC) and Odyssean (OIT)

have tended to hog the headlines in this niche space.

Still, there's an interesting battle shaping up between two smaller players: Rockwood
Strategic (RKW) (with net assets of just under £100m) and Onward Opportunities (OWD),
which is much smaller (under £30m) and newer. Both funds trade at a premium, which is a
testament to the resilience of the UK micro-cap market, and had a great 2024. Onward, under

Laurence Hulse, rose just under 34% last year versus Rockwood's 28%, with NAV a little way

behind in both cases. Onward has more work to do to register with many UK investors, but its

approach is interesting and worth paying attention to (as is Rockwood's).
Income picks

Moving into the world of alternatives, I'll start by highlighting Petershill Partners (PHLL). This
Goldman Sachs-dominated alternative asset manager shop has had a troubled first few years,
with many investors developing an allergic reaction to the Goldman link and underwhelming

early performance.

However, Petershill is a prime vehicle for playing the remorseless rise of alternative asset
managers. You might not like the Goldman connection, but Petershill is working hard to
improve investor perceptions, including kicking off a big tender and share buybacks. The

shares have responded by increasing their value in 2024 by 71%, although net asset growth has
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been more anaemic at 7%. Still, at a 29% discount, there could be further to go and the

Goldman connection could come in handy as the world becomes ever more private.

Sticking with the private assets theme, Pantheon Infrastructure (PINT) has been in the
shadow of the long-established 3i Infrastructure (3IN). Recent numbers show underlying total
returns of 11% in 2024, with a rolling 12-month NAV total return of 12.5%. The company has one
of the highest three-year NAV total returns in the broad sector and the highest NAV total

return over the last 12 months.

Yet, as analysts at Panmure Liberum point out, the shares still trade at a 20% discount to NAV.
In their view, Pantheon Infrastructure should trade at a similar discount to NAV as 3i
Infrastructure, the only diversified infrastructure fund with a comparable performance track
record. Analysts at Investec are also big fans, observing recently that the ‘portfolio weighted
average discount rate is 13.6%, and given the material discount to NAV of 21.7%, we calculate
the implied steady state return at the current share price is 15.5%, which represents an

attractive prospective return’.

Moving on to the income space, TwentyFour has been quietly building a decent track record
with its debt funds, not least Twenty Four Select Monthly Income (SMIF), which recently
announced strong numbers. The fund yields a solid 8%-plus net income and trades just a tad
above par. The NAV total return for 2024 was 16%, including dividends of 7.38p, well ahead of
the 6p target.

As analysts from Deutsche Numis point out: ‘'SMIF is one of the few [investment companies]
trading on a premium and issuing shares, reflecting its strong performance and attractive yield.
We believe SMIF is an attractive option for income-seeking investors and expect the yield to
remain high given exposure to sectors that have benefited from rising rates and continue to
offer an attractive return outlook from a diversified portfolio of holdings in less liquid parts of

credit markets.

Remaining with the debt theme, I'm also slightly at a loss as to why EJF Investments (EJFI)
remains so under-researched and, even more, under-owned. This small but very specialist fund
invests in US bank debt, yields about 8.5% and saw its share price increase 31% last year, ahead
of NAV returns of 9%. The share price has undoubtedly been helped by a smart, recent move
by the board: it announced an annual 5% tender offer mechanism in each of the next five years.
The annual exit will be capped at 5% of share capital, although shareholders can tender up to

their entire holding.
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The fund is small - market cap under £75m - and trades at a 26% discount, which seems
peculiar, especially when US president-elect Donald Trump is likely to go all-out for bank

deregulation, specifically to help the smaller, local banks EJFI caters to.

I'll finish with a fund that isn’t underappreciated as such, but still warrants a mention: Law
Debenture (LWDB). It's one of the few mainstream equity funds trading at a premium and
boasted solid, rather than spectacular, shareholder returns of 16% in 2024 (and NAV growth of
12%).

The Janus Henderson-managed strategy has delivered underlying total returns of 124% (9.5%
per annum) over the past 10 years, outperforming the 82% (6% p.a.) return from its FTSE Al
Share index benchmark. There's also that solid professional services business unit, which helps
to smooth out returns alongside the UK-focused value approach of managers James

Henderson and Laura Foll. Add in a 3.7% yield plus a low-cost management fee of 0.3% (the

ongoing charge is closer to 0.5%), and you have a cheap, relatively boring, long-term

investment vehicle that is well positioned to benefit from any upside in UK equities.

Any opinions expressed by Citywire, its staff or columnists do not constitute a personal
recommendation to you to buy, sell, underwrite or subscribe for any particular investment and
should not be relied upon when making (or refraining from making) any investment decisions.
In particular, the information and opinions provided by Citywire do not take into account

people’s personal circumstances.
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STORY BY MICHELLE MCGAGH

Baillie Gifford trusts hit back against
‘destructive’ and ‘self-serving’ Saba

The boards of Baillie Gifford US Growth, Keystone Positive Change and Edinburgh Worldwide
slam activist investor Saba's 'backdoor’ takeover attempts and urge investors to vote against

its proposals.

UKEQUITIES = 06 JAN, 2025
FTSE and pound falter as UK recession

fears grow

BY MICHELLE MCGAGH

NEWSPAPER SUMMARIES @ 06 JAN, 2025

Monday papers: Ocado gives short-
sellers biggest profit

BY HIMANSHU SINGH

SABA CAPITAL = 03 JAN, 2025

Edinburgh Worldwide delays Saba vote
after ‘invalid’ meeting notice

BY JEREMY GORDON

EDITOR'S NOTE 24 DEC, 2024

AVIN LUMSDEN, CITYWIRE

RUST INSIDER

UK EQUITIES 06 JAN, 2025
Expert View: MJ Gleeson, IAG, Mony
Group, Arecor, Domino’s

BY MICHELLE MCGAGH

DISCOUNTS AND PREMIUMS | 03 JAN, 2025

Trust Watch: Majedie hits five-year
high as discounts narrow

BY JAMIE COLVIN

INVESTMENT TRUSTS | 03 JAN, 2025
Christmas news round-up: ICG lifts

gearing and Digital 9 divests

BY JAMIE COLVIN

OPINION 23 DEC, 2024

Goodbye and happy investing!
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FUND MANAGERVIEW 19 DEC,2024 STORYBYCITYWIRE ¢

The impact of Korea's martial law
moment

Abrdn Asian Income fund manager Yoojeong Oh reflects on the impact for South Korea from
president Yoon Suk Yeol's brief declaration of martial law on 3 December.

FUND MANAGERVIEW | 18 DEC, 2024 FUND MANAGERVIEW | 1/DEC, 2024

Smart chip giant TSMC will prosperin  Asia: The global growth engine that is
any Trump scenario, says Abrdn’s Oh home to strong dividend stocks

] [ ]|

BIG BROADCAST | 16 DEC, 2024 FUND MANAGERVIEW | 12 DEC, 2024

Abrdn: Singapore our route to Asia’s UK consumers are spending,

income and growth stocks they're just picky on what they buy
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Schroders’ Jean Roche: FTSE 250 UK exceeds US at creating 'multi-
beats S&P 500 and it's cheaper bagger’ stocks
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SPECIAL REPORTS

REPORT DEC, 2024

The future of investment companies

We assess the buying opportunities and developments in cost disclosure and corporate
governance after an eventful year for investment companies.

COMMENT & ANALYSIS

David Stevenson: Things are looking up
for UK investors

Last month open-ended UK equity funds saw their first inflows for over three-and-a-half years.
Investment trusts could start to pick up momentum.

ASSET ALLOCATION | 13 DEC, 2024 OPINION | 12 DEC, 2024
Paras Anand: This year of the This ‘liquid’ Rothschilds challenger is
unforgiven should usher in 2025 for expensive but you can buy it cheap

unloved
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OPINION  12DEC, 2024
David Kempton: Three funds to watch

over me as Trump returns

DISCOUNTS AND PREMIUMS 06 DEC, 2024
Trust Watch: Hostile climate for
renewables but two Baillie Gifford

funds find favour
ia

OPINION 09 DEC, 2024
James Carthew: Grab the value in

Europe before the discount players do

RECOMMENDATION | 05DEC, 2024

Stifel downgrades Scottish Mortgage
over 2025 growth concerns
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GUIDES

STORY BY GAVIN LUMSDEN = @t

Investment trusts: should | worry about

discounts?

Discounts — where investment trust share prices trade below their underlying value - are

sometimes presented as a good thing. Are they, asks Gavatar?
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Gavatar: What higher inflation means What is the difference between

for investment trusts ‘investment trusts’ and ‘investment
B companies’?
W

Should | buy a new investment trustat Why do investment trusts buy their
launch? own shares?

What is the net asset value (NAV) of Why investment trusts trade on
an investment trust? ‘discounts’ and ‘premiums’
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