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The Fund ended the quarter with the NAV (B class) at 141.09p (30 September 2021). As the Fund is still in 

its first year since launch (launch date of 9 December 2020), we are not able to reference performance in 

our marketing material, as required by the UCITS marketing rules. This report will therefore not reference 

performance, however, this will change in all future investment reports.  

 

Economic and market commentary 

 

It was essentially a tale of two halves in the UK market over the last quarter. The UK small cap indices were 

strong up to the beginning of September but then gave back considerable gains over the last few weeks of 

the quarter. The Numis Smaller Companies Total Return Index was up 7.1%1 as of 6 September 2021 for 

the quarter, however ended the quarter up only 3.6%1. The AIM market was notably weaker into the end of 

the quarter, with The Numis Alternative Markets Total Return Index (AIM) returning -0.4%1 for the quarter, 

having been up 4.7%1 for the quarter on 6 September 2021. The greater fall in the AIM index in September 

was in large part due to marked weakness in the large e-commerce retailers (BooHoo and Asos) and 

alternative energy stocks listed on that market. 

 

The fall since early September must be put in context. Both The Numis Smaller Companies Index and Numis 

Alternative Index (AIM) were up over 110%1 since the pandemic induced lows of March 2020 without a 10% 

correction. The current market nerves have focused on both the supply chain disruption fostered by the 

stronger than expected global economic recovery and various macroeconomic challenges. Top of the list of 

the macro concerns has been the most recent inflation figures showing that prices are increasing at a faster 

than normal rate. The UK Consumer price index has increased by 3.2%2 over the last 12 months and the 

still widely used Retail Price Index has risen by no less than 4.8%2. The Bank of England has sought to calm 

nerves by saying that these spikes will be temporary and brought on by a surge in demand which have failed 

to be met with increased supply. The UK is not alone in these challenges with US inflation currently running 

at around 5%2 and German inflation at around 4%2. Inevitably many commentators have brought forward 

expectations that interest rates will rise possibly before the end of the year in the UK.  

 

How much of a concern should rising inflation and talk of rising interest rates be for investors? Turning to 

history and one thing is for sure - investors should be focused on equities rather than conventional bonds. 

Within the UK equity space, we are particularly focused on the challenges posed in these specific areas: 

 

1. Rising interest rate expectations can lead to a switch away from highly rated stocks in anticipation 

of central banks attempting to put a break on growth and taking away the ‘punch bowl’ of monetary 

stimulus. 

 

2. Supply chain disruption is clearly happening in many industries right now with the reliability and 

price of overseas goods both under pressure. Many companies are affected in industries such as 

electronic goods, automotive, clothing and retail. 
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3. Environmental, Social and Governance (ESG) considerations are increasingly bearing down on the 

management of public companies (companies under private equity and family ownership are not 

typically under such pressure). In many cases this puts further upward pressure on input prices. 

 

4. Constraints on labour supply brought about in part by Brexit legislation - this has tended not to 

affect public multinational companies as much as more domestically focused ones. 

 

5. The UK Government is grappling with enormous debt burdens and necessary fiscal adjustments 

can easily unnerve investors. 

 

Challenges also present opportunities and the current market conditions offer many opportunities for smaller 

cap investors. The trend towards digitalisation is a good example as management teams are being forced 

to reassess their cost base in both services and manufacturing as never before and re-consider their 

production, marketing, sales and HR functions in order to improve efficiency. One large example of this is in 

Robotic Process Automation (RPA). IBM research has highlighted that 60% of business leaders have 

accelerated RPA because of the pandemic. The financial payback of RPA is typically within a year and 

crucially 57% of firms using RPA have a more engaged workforce as the drudgery of mundane office tasks 

and manufacturing processes are moved from humans to machines.  

 

In the commentary below we outline how we have positioned the Fund for the current market conditions and 

to take advantage of meaningful long-term trends. 

 

 
Fund Composition and Quarterly Activity  
 

In the context of a more inflationary environment with higher interest rates and moderate levels of economic 

growth we are confident that the companies in the Fund are well positioned to continue to grow cash flows 

and earnings at an attractive rate of around 15% annually. While an increase in interest rates will reduce the 

present value of these cash flows and act as a headwind for all asset prices, the growth in cash flows and 

earnings is persistent and will, in our view, continue to drive performance over the medium to longer term.  

 

Our investment philosophy and process lead us to focus on certain capital light and cash generative sectors, 

including software, online platforms, digital media publishers and business support services. The fund is 

dominated by weightings in technology (31.5%), business services (14.0%), financials (13.8%) and media 

(11.1%)3. The Fund also has a meaningful exposure (6.5%) across five companies that are directly 

facilitating and benefitting from the shift towards a more environmentally friendly society. These include 

Impax Asset Management (the specialist asset manager focusing on a more sustainable global economy) 

and Inspired Energy (commercial energy consultants advising on net zero emissions). The transition to net 

zero emissions is increasingly gathering momentum and we believe it presents a very attractive and long-

term growth opportunity for investors.  

 

While the Fund is not completely immune to global supply chain disruptions and elevated shipping costs, 

our sector focus away from manufacturers, industrials and retailers means the overwhelming majority of the 

Fund is not exposed to these issues. Of the 49 companies in the Fund there are only two that are 

meaningfully exposed to international supply chains – Inspecs and Focusrite. Inspecs, the global eyewear 

designer and manufacturer, operates its own manufacturing bases in Vietnam, China, Italy and the UK. To 

date the company has been able to minimize supply chain disruption by having its own manufacturing sites 
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which have mostly been able to continue to operate despite Covid disruptions in large parts of Asia. 

Focusrite, the audio products company supplying hardware and software to musicians and the entertainment 

industry globally, relies heavily on an Asian supply chain and Chinese manufacturing partners. The company 

has referenced supply chain constraints in the last two statements, but this has been in the face of 

exceptional demand for their products. In both cases, the increased complications and costs in sourcing 

product from abroad emphasises the need for an exceptional and dynamic management team. We are in 

regular contact with both management teams and take comfort in the dialogue and efforts to limit disruptions 

to date. We remain confident in the long-term potential of both companies despite the short-term risks 

surrounding supply chain disruption and input costs.  

 

We have reduced exposure to three investment companies that gave us specific access to high growth 

private assets that we considered to have superior growth trajectories but lack profits and cashflows and are 

therefore more likely to come under valuation pressure as the cost of capital increases. We have completely 

sold out of Chrysalis Investment Trust and IP Group and meaningfully reduced our holding in Draper 

Esprit (in aggregate these changes equate to less than 5% of the Fund). 

 

Over the quarter we sold out of two further positions, Gamma Communications and CVS Group. Both 

companies had performed well, particularly through the Coronavirus pandemic, and grown into larger 

companies (both more than £1.5bn in market capitalisation). We will be recycling the capital into smaller 

companies that have strong growth prospects and meet our investment criteria. 

 

The cash weighting ended the quarter at 12.6%3, up from 7.3% at the end of the last quarter. This ensures 

we are able to take advantage of any market corrections by buying more of our favoured existing holdings 

at lower valuations. We anticipate getting cash back below 10% in the near future. 

 

The IPO market continued to see lots of companies come to market with a further 24 listing in the third 

quarter (this followed 27 in the second quarter and 23 in the first quarter). We continue to employ a highly 

selective investment process and participated in two, Forward Partners Group and Made Tech. Forward 

Partners is an investment company that invests in early-stage technology start-ups, similar to Draper Esprit. 

Made Tech helps the public sector modernise legacy applications with digital delivery.  

 

We have kept a close eye on the IPO market since the start of the year. Of the 744 IPOs in London since 

the start of the year, 31 of them are now trading at a discount to the issue price (representing 42% of deals). 

This is largely representative of the shift in sentiment from investors away from many of the COVID-19 

winning business models (e.g., e-commerce companies) which were often floated at high and opportunistic 

valuations. The IPO market looks to have peaked with several IPOs recently pulled. We believe this is 

healthy and will help re-set valuations for the new year 

 

Investment Examples 

 

In each quarterly report we elaborate on two companies. Last quarter we elaborated on JTC Group and 

Lok’n Store and in this quarter we discuss Instem and Inspecs. 

 

Instem (market cap £182m, 2.1% of NAV) is a leading provider of software and services to the life sciences 

market. Instem’s solutions enable their clients (19 of the top 20 top global pharma companies)5 to bring drugs 

to market faster by outsourcing certain technical and time-consuming processes. Submit, one of Instem’s 



 

Whitman Asset Management Limited is authorised and regulated by the Financial Conduct Authority (FCA registered number 916792). 

Whitman Asset Management has its offices at 1 Manchester Square, W1U 3AB and is registered in England and Wales under company number: 11283688.

software products, provides a suite of tools for the creation of SEND (Standard for Exchange of Non-clinical 

Data) compliant data sets. The Food and Drug Administration (FDA) have enforced a SEND mandate for 

providing regulatory submissions in electronic format, enforcing organisations to use the appropriate FDA 

supported standards, formats and terminologies. Failure to comply with electronic submission standards will 

result in rejection. Instem’s experience in supporting companies prepare for the standard is considerable 

and they boast a very strong market position with c.20% market share. Instem is exposed to the growing 

global pharma R&D pipeline which is seeing strong and consistent annual growth in the number of drug 

trials. The company has a strong track record of organic revenue growth in the region of 10-15% per year 

as well as making small acquisitions of ancillary software solutions for sale to the same client base. Given 

the focus on software the company exhibits strong operational leverage and as the top line continues to 

grow margins should expand. The shares trade on 30x FY22 P/E and a 3.7% free cash flow yield. We think 

earnings and cash flows are well set to grow at 15-20%+ per year for the foreseeable future. 

 

Inspecs (market cap £395m, 1.9% of NAV) is a global player in the eyewear market – designing, 

manufacturing, marketing, and distributing frames and lenses to a worldwide customer base. The eyewear 

industry is valued at over $130bn6 annually and is supported by strong structural growth trends, including an 

ageing demographic in the west, a rising middle class in the developing world and a faster replacement 

cycle. Most estimates put the industry growing at 7% per annum6. Through its vertically integrated business 

model Inspecs produces both branded and private label frames. Key licensed brands include Superdry, 

O’Neill and Caterpillar. Key customers have historically been large retailers including Specsavers (UK), 

GrandVision (Netherlands), National Vision (US) and Boots (UK). However, through the recent acquisition 

of Eschenbach (German based eye-wear company) the group now has direct access to a significant channel 

of independent eyewear specialists. Inspecs was founded in 1988 by its current CEO, Robin Totterman, and 

is headquartered in Bath, UK. The company has phenomenal design and innovation capability and recently 

launched a private label called Botaniq, the first 100% sustainable eye wear collection. Botaniq was 

immediately taken up by Boots. Through ongoing innovation and increasing distribution the company is 

growing organically well in excess of the market. We recently visited the company headquarters in Bath and 

were extremely impressed with the level of innovation and ambition within a highly supportive and 

environmentally aware corporate culture. The company trades on 25x FY22 P/E with market consensus 

forecasting 20% earnings and cash flow growth from 7% revenue growth. Our research leads us to believe 

that the company is well set to grow revenues faster than 7% annually.  

 

Outlook  

 

While there are supply chain issues and inflationary pressures across the economy, the demand for the 

Fund’s products and services remains extremely strong. We are also confident that the portfolio is well 

insulated from many of the supply chain issues affecting certain industries. As the world continues to grapple 

with the effects of COVID, faster technological change and the ever-increasing threat of climate change we 

believe that smaller, more nimble companies are very well positioned to continue to grow and deliver returns. 

 
 
 

Christopher Pease 

Joshua Northrop 

 

21 October 2021 
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Sources: 
1 Numis Indices 30 September 2021 
2 The Economist  
3TB Whitman UK Small Cap Growth Fund September 2021 Factsheet  
4London Stock Exchange 
5Instem Financial Results 
6Inspecs Financial Results 
 

 

 

 
 
 
 
 
 
 
Investment Process 
 
Our investment process is focussed on identifying companies that have strong earnings growth potential 
with a high degree of predictability, with market capitalisations of between £50m and £1.6bn. Once we have 
identified a company that has strong earnings growth potential with a high degree of predictability, we look 
to identify three key company characteristics. These characteristics form our investment criteria which each 
growth company must meet and are as follows: 
 
1. Exceptional management with meaningful equity shareholdings;  
2. Strong and sustainable competitive advantage; and  
3. Predictable and strong cash generation. 
 
Growth companies that possess all three of these characteristics can re-invest self-generated cash at a high 
level of return, generating more cash which can be re-invested. It is this virtuous cycle that delivers the most 
consistent and attractive growth in earnings. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Risk Warning  

 
This document is intended for use by professional investors and advisors. It should not be relied upon by 
private investors. 
 
Opinions expressed whether in general or both on the performance of individual securities or funds and in a 
wider economic context represents the view of the fund manager at the time of preparation and may be 
subject to change without notice. It should not be interpreted as giving investment advice or an investment 
recommendation. This document is produced solely for information purposes only and may not be copied or 
distributed without express permission.  
 
Past performance is not a guide or guarantee to future performance. Investments are subject to risks and 
may also be affected by exchange rate variations. The investment value and income from them may go up 
as well as down. Investors may not get back the amount they originally invested.  
 
Issued and approved by Whitman Asset Management Limited. (FRN 916792) on 21 October 2021 


