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Important Information 
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somewhat sceptical. We have sizeable 
positions in some exploration and 
production companies, such as BG and 
Premier Oil, where growth prospects are 
significantly stronger. Earlier in the year, we 
also participated in the initial public offering 
of Vallares, a cash shell founded by Tony 
Hayward and Nathaniel Rothschild 
investing in cheap oil & gas assets in 
emerging markets. 
 
Banks (underweight) 
While we believe the process of re-
capitalisation is largely complete, in our 
view banks will continue to reduce the size 
of their balance sheets for some years yet, 
weighing on profits. In addition, we consider 
that stricter regulation, including greater 
capital requirements, will lower returns on a 
permanent basis.  
In terms of individual stocks, we have been 
slowly building our position in Barclays, 
which offers a compelling valuation on a 
price to book basis. We also added to 
positions in Standard Chartered at the 
height of the recent panic about emerging 
markets. 
 
Media (overweight) 
Overall, we see media sector valuations as 
attractive, given that many companies have 
more robust cash flows than the market 
perceives. Pearson, Reed, DMGT and 
United Business Media all offer strong 
market positions and exposure to more 
resilient business-to-business expenditure. 
We are also exposed to recovering 
advertising trends through ITV, where we 
see positive operational gearing being 
underestimated. In addition, we own Aegis, 
which has benefitted from the disposal of its 
market research business and an 

increasing focus on its core media 
business. 
 
Mining (underweight) & Industrials 
(overweight) 
We retain a bias towards industrials over 
miners but the relative position has shifted 
somewhat in favour of miners in recent 
months. We have taken advantage of share 
price weakness to increase our holdings in 
companies which we believe offer the best 
opportunities in the sector. Aggressive 
earnings forecasts in the industrial sector 
have started to come down but are likely to 
need to be cut further. Nevertheless, we 
remain upbeat on the long-term prospects 
of our holdings in the sector. Key holdings 
in industrials include Smiths and BAE 
Systems. 
In the mining sector, significant progress 
has been made to reduce debt levels, 
enabling organic growth projects to be 
developed. Following a series of value 
destroying and poorly timed acquisitions at 
the peak of the cycle, we are hopeful there 
will be much greater capital discipline going 
forward. We remain focused on quality 
investments on companies with we expect 
to exhibit this. Lastly, analysis of the 
positioning of the majors on the iron ore 
cost curve has led to us to conclude that 
the returns in this specific commodity are 
substantially higher than we previously 
assumed. We hold Rio Tinto and Anglo 
American. 
Support Services (overweight) 
We have increased our exposure to higher 
quality companies and this has led us to an 
overweight position in the sector. Two 
companies that have proved extremely 
resilient through the global economic downturn 

are Compass and Experian. We believe this 
record of delivery and future growth prospects, 
both organic and through acquisition, are 
under-appreciated. As the market has pursued 
more cyclical companies in recent quarters, we 
have established positions at attractive 
valuations, particularly on cash flow metrics. 
We retain our holdings in Rentokil and SIG, 
which continue to offer both ‘self help’, where 
management have the opportunity to improve 
business prospects, or companies with late 
cycle upside. 

Smaller Companies  
Smaller companies offer attractive 
valuations and are likely to benefit 
disproportionately from increased M&A 
activity. In this segment of the market, our 
funds are primarily focused on companies 
with international earnings and quality 
growth franchises. Significant 
underperformance has created valuation 
opportunities in domestically-focused 
franchises, and we have started to take 
advantage of this anomaly. 

We remain focused on quality, growth at a 
reasonable price, special situations and 
businesses with sustainable and growing 
dividend yields.  

 

 

 

 

 

 


