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TB Whitman UK Small Cap Growth Fund (the “Fund”) 

Quarterly Investment Report – Q4 2021 

 

The Fund ended the quarter with the NAV (B class) at 137.88p (31 December 2021). This gave a 

Fund return for the fourth quarter of 2021 of -2.3%1. Our relative benchmark, The Numis Smaller 

Companies + AIM excluding Investment Companies Total Return Index, returned 0.13%2 over 

the same period. Looking at the whole of 2021, the Fund returned 31.5%, which compares 

favorably to the Numis Smaller Companies + AIM excluding Investment Companies Total 

Return Index, which returned 20.0% for the same period. We use the Investment Association 

(IA) UK Smaller Companies Sector as a comparable benchmark, enabling investors to assess 

the fund versus other funds investing in the same investment universe. The benchmark, made 

up of the average return of the UK Smaller Companies Open Ended Investment Funds, 

returned 22.9% in 2021. This meant the TB Whitman UK Small Cap Growth Fund finished 3rd out 

of 50 similar funds for 20213. 

 
Economic and market commentary 

 
The final quarter of 2021 was dominated by similar themes prevalent throughout much of 

2021. These included:  

 

a) the effect of the pandemic on the economy and overall health of the economy; 

 

b) the challenges companies are facing with broken supply chains, increased 

transportation costs and labour shortages; and 

 

c) the effect of rising inflation and interest rates on the economy and implications 

for asset prices. 

 
While the pandemic has severely impacted economic activity over the last twenty months and 

changed some buying and consumption patterns forever, we are now seeing various 

restrictions being lifted across the globe. We would anticipate positive news flow to continue 

concerning the opening of borders and economies.  

 

On inflationary expectations, it is true that central banks on both sides of the Atlantic have been 

underestimating the prospective rate of inflation and have consequently had to raise their 

estimates upwards on a consistent basis. Revealingly, the Federal Reserve Chairman, Jerome 

Powell, decided to retire the word ‘transitory’ entirely when describing inflation and with the 

US currently experiencing an inflation rate around 6.8%4 and the UK Consumer Price Index 

showing a rise of 5.4%5 - a ten year high - it will be inflation expectations and data that will be a 

primary focus over the coming year.  
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In the UK most wages will certainly not keep up with inflation and this coupled with the 

National Insurance Tax increase due in April, allied to the fuel price rises, it seems certain that 

the typical UK consumer will be feeling poorer over the year.  

 
The Institute of Fiscal Studies calculate that the average worker on a £30,000 salary will need a 

pay rise of 7%5 ‘just to stand still’. Also, by freezing the higher and basic rate tax thresholds, Rishi 

Sunak has utilised Gordon Brown’s old trick of allowing inflation to push more and more people 

into higher tax brackets.  

 
For investors inflation has three key impacts to consider: 

 

1. To what extent can companies pass on higher prices to customers without impacting 

their own profitability. 

 

2. Central banks are likely to increase interest rates meaning higher ‘risk free’ returns for 

investors, acting as a downward force for asset prices (particularly in growth equities 

and government bonds). 

 

3. Higher interest rates are likely to put an unwelcome strain on cash resources of highly 

indebted companies as interest payments increase. 

 
When assessing investments for the fund we have been cognisant of inflation concerns by 

steering clear of indebted companies and focusing on companies with a high degree of pricing 

power (more on this in Fund Composition).  

 

In many cases the frighteningly competitive corporate landscape we now see, means that 

innovation of both business practices and new products becomes a necessity to remain ‘in the 

field of play’. We firmly believe that smaller companies, with strong balance sheets and great 

management teams are well placed to innovate and capture market opportunities.  

 
Fund Composition and Quarterly Activity  
 

Over the quarter we reduced our exposure to certain higher valued equities, where we felt the 

valuation risk was increasing in the face of rising interest rates. We sold out of Dotdigital, 

Auction Technology Group, Trustpilot and IP Group, as valuation assessments led us to see 

limited upside with increasing downside. All four of these companies are businesses that we 

fundamentally like and which fit our investment criteria, so we will continue to monitor them 

very closely and look to re-invest as and when valuations look more attractive.  

 

The benchmark for ‘good value’ growth equities does change with movements in bond yields 

and so we have been decisive in reducing exposure to holdings that we feel no longer offer 

favourable risk reward. This does not mean we have changed our focus of investing in growth 

companies at sensible valuations and the focus of the portfolio and key investment criteria that 

we seek remain exactly the same. We have re-deployed some of the cash from these sales and 

opened two new positions in Games Workshop (the global owner and manufacturer of the 
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Warhammer miniatures game) and Calnex (provider of network test solutions to network 

operators and data centres).  

 

The Fund remains exposed to technology (29.1%), business services (14.9%), financials (13.2%) and 

media (8.9%). We feel comfortable that the majority of the portfolio’s revenues are linked to 

non-discretionary spend where the underlying company possess a high degree of pricing 

power. We continue to avoid low margin retailers, manufacturing companies or any ‘discount’ 

operators whose proposition is underpinned only by price, as they may struggle to pass on 

rising input costs. 

 

The cash weighting ended the quarter at 13.7%1, up from 12.6% 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 cooled off materially in Q4 with a much reduced number of new issues. Aside 

from the normal wind down in the run up to the festive period, investors expressed ‘IPO’ fatigue 

and several deals did in fact get pulled due to insufficient demand. The reality is that the IPO 

record has been poor in both the UK and the US since the start of the pandemic with several 

high-profile deals trading well below their issue price. While it takes ‘two to tango’, clearly many 

of the valuations that were achieved earlier last year were overly stretched and predicated on a 

very low cost of capital (i.e., low interest rates) and overly optimistic growth assumptions. We 

consider this a welcome reality check that is hopefully going to result in more sensible valuation 

multiples for future IPOs. We are aware that there are lots more companies planning to go 

public. 

 

Investment Examples 

 

In each quarterly report we elaborate on two companies. Last quarter we discussed Instem and 

Inspecs and in this quarter we discuss Loungers and Alpha FX. 

 

Loungers (market cap £292m, 2.10% of NAV) operate an all-day neighbourhood café/bar 

concept combining elements of traditional pubs, restaurants, and coffee shop culture. The 

group operates 184 sites under two separate concepts. 153 Lounge café-bars and 31 Cosy Cub 

restaurant bars. The first differentiating factor that makes Loungers an attractive hospitality 

investment is that its sites are open all day, from breakfast right the way through to late evening 

drinks, expanding the opening time to 16 hours a day. The all-day menu ensures a longer than 

usual trading day which helps drive very low rent to revenue (5.6%) and industry leading return 

on capital (>30% on each site) 7. The second differentiating factor is that the underlying concept 

is not bound by a particular cuisine or theme, but instead seeks to offer customers a range of 

fresh and popular options that are regularly refreshed. We believe this materially reduces the 

risk that Loungers are exposed to consumer trends around food preferences (like perhaps a 

pizza chain is). The concept is focused on winning over the local community as a place to meet, 

work, eat, drink, or relax and as such each individual site is called something different and do 
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not take the ‘Loungers’ name, as a way of preserving an independent and local feel. Underneath 

the independence of each site is a highly efficient operating system that facilitates a large menu 

of fresh ingredients at a very reasonable price. Loungers is a winning concept that resonates 

very well with consumers, and we believe that the hyper local catchment area of each site will 

enable a much bigger company in years to come. Management is executing on a self-funded 

rollout of 20-25 new sites each year and we view Loungers as an attractive multi-year organic 

growth investment. The shares trade on 10.5x normalised EBIT and a 10% free cash flow yield. 

We consider this good value for a multiyear growth stock. 

 

Alpha FX (market cap £948m, 3.20% of NAV) is a technology led foreign exchange specialist 

and alternative banking business helping businesses and institutions manage their currency 

exposures and complex payments. Since incorporation in 2009, Alpha has repeatedly taken 

market share through providing strategies, analysis, and technology to clients to help them 

mitigate their currency more effectively. Alpha focus on rational decision making, bespoke 

modelling and leading technology, compared to the traditional investment banks (their main 

competitors) who focus on market predictions, emotional decision making and legacy 

technology. Alpha has no proprietary FX positions and operates a matched-principal brokerage 

model, meaning it immediately executes a matching trade with its banking counterparties on 

receipt of client orders8. The Alternative Banking division which launched in December 2018 

offers an online international payments platform designed to reduce the time, cost, and 

administrative burden of making cross border payments and receiving international receipts. 

The platform has had meaningful success as a go-to banking solution for complex fund 

structures and special purpose vehicles, providing a much quicker set-up time for fund 

administrators than traditional banks. This is a niche market that Alpha FX are quickly 

establishing themselves in as an industry leader, driven by sophisticated technology. The 

company has offices in the UK, The Netherlands, Canada and recently Italy and is increasingly 

becoming a global business. The corporate culture is particularly impressive with Morgan 

Tillbrook, CEO and founder, promoting a strong equity ownership culture across the entire 

business. We consider the valuation of 20x EV/EBITDA and 4% FCF yield as reflective of the 

strong track record to date, however we consider the very material growth opportunity ahead 

as one that offers plenty of upside over several years. 

 

 

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. Earnings numbers have largely 

been in-line or ahead of consensus expectations. The vast majority of the Fund’s companies 

have net cash (i.e., no debt interest payments) and are hence more shielded from the effects of 

rising interest rates.  

 

Overall, the exceptional returns of 2021 are unlikely to be repeated over 2022 but we remain 

confident that smaller cap growth equities will remain a rewarding asset class for our investors. 
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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. 
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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 25 January 2022 


