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

Quarterly Investment Report – Q2 2022 

 

The Fund ended the quarter with the NAV (B class) at 103.40p (30 June 2022). This gave a return 

on the Fund for the second quarter of 2022 of -13.8%1. Our relative benchmark, The Numis 

Smaller Companies + AIM excluding Investment Companies Total Return Index (NSC plus AIM), 

returned -12.3%2 over the same period. Since inception on 9 December 2020, the Fund has 

returned 3.4% versus -0.9% for our relative benchmark (NSC plus AIM) and -2.2%2 for the IA UK 

Smaller Companies Sector (the average of the UK smaller companies open ended funds).  

 
Economic and market commentary 

 
The second quarter of the year has proved to be a challenging one not only for UK smaller 

companies but for equities globally. Whilst our relative benchmark, The NSC plus AIM, fell 12.3% 

over the period, the Eurostox fell by 11.5%, the Dow Jones Industrial Average fell by 11.3% and the 

Nasdaq in the US by 22.5%3. 

 

The background to these falls are the rising inflation rates, which have prompted interest rates 

to rise, leading investors to conclude that a recession in the UK is not just probable but 

inevitable. A recession, it is argued, will likely dampen demand, and therefore help bring down 

inflationary expectations. It must be said that the Bank of England appears not to have covered 

itself in glory over recent months in pivoting from predicting inflation to be 'temporary' before 

Christmas to more recently describing food price rises as 'apocalyptic'. The truth probably lies 

somewhere in between with the UK inflation figures (currently 9.1%4 on the CPI Index in the 

month of May) set to peak with the second energy price hike in October at around 11%. Interest 

rates are likely to keep rising from the current Base Rate of 1.25% to between 2.5% and 3%4 

depending on how rapidly the economy slows down. 

 

Looking longer term it is probable that inflation will become more embedded in the global 

economy (when compared to the last ten years). This will be nurtured by changing 

demographics where countries such as Japan, China, and many European nations all have an 

increasing portion of the population being 'dependent' on a reducing number of 'active' 

workers, thus pushing up labour inflation. A second force for higher structural inflation is the 

current wave of deglobalisation, where strained international relationships (Russian sanctions, 

Brexit, China /US tensions) along with Covid's induced push towards re-shoring has brought a 

sudden reversal to the deflationary effects realised from the last 30 years of globalisation. 

 
During such times of economic turbulence there are both enhanced risks and opportunities. 

On the risk side, companies with relatively low margins, high customer concentration and a 

leveraged balance sheet are particularly vulnerable. On the other hand, companies with solid 

cash generation across a diversified and sticky customer base may well see current conditions 
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as an opportunity to expand their market share, often by making acquisitions at much cheaper 

prices. In the UK the weakness of sterling versus the dollar, falling by approximately 10%3 so far 

this year, has opened opportunities for US companies to expand in the UK. In recent weeks we 

have seen two of the Fund’s companies, Ideagen and Emis, undergo takeover bids, the former 

in compliance software and the latter in medical record software. Both have very high recurring 

revenues and strong cash generation. The respective take-out multiples were 34x and 18.5x 

EBITDA5, representing share price premiums to the pre-bid price of 50% and 48%5. Both buyers 

are American, demonstrating the value US buyers are seeing in high quality UK assets. In the 

wider market we have seen bids tabled for Biffa, The Go-Ahead Group, Countryside Partnership 

and Caretech Holdings, amongst others. All these bids lead to stock being retired from the 

market whilst on the supply side we have seen virtually no new issues so far this year. 

 

We expect takeover activity to continue but overall, we remain relatively cautious in the short 

term as the down grading of earnings has yet to really materialise as the recessionary forces 

gather. We have been active in taking a degree of defensive action in the portfolios. The cash 

element in the Fund is relatively high at 10.9%1. Many of our stocks provide mission critical 

software or services and we see the risk to earnings as being relatively low. The average current 

year p/e ratio in the Fund has fallen from 29x at the start of the year to around 21x today. Our 

analysis is still expecting an average growth rate in earnings of 20% in 2022 and 15-20%6 in 2023, 

with many of our stocks selling on their cheapest rating since 2009 (or indeed floatation). 

 

Performance relative to our benchmark has suffered over this year from not having exposure 

to more defensive sectors such as energy, basic materials, and utilities. However, in a 

recessionary environment it is typically the commodity stocks that are amongst the hardest hit, 

and we remain committed to the strict structural growth stories that are underpinned by our 

rigorous and thorough investment process. 

 
Fund Composition and Quarterly Activity  
 

Over the quarter we increased our cash weighting from 6.0% to 10.9%. Following the bids for 

Emis and Ideagen, we reduced the holdings by 50%1 (to protect against the bids ‘falling’ 

through), which in aggregate increased cash by 4%1. The fund received steady inflows through 

the quarter which enabled us to top up names where the fundamental investment case 

remains strong (despite the macro environment), and the valuation is attractive.  

 

We added to several existing holdings, including PPHE (an international hospitality real estate 

group) which now trades on a 35%7 discount to its Net Asset Value, Gamma Communications 

(a provider of unified communications as a service), and Auction Technology Group (a global 

operator of online marketplaces for auctions). We have met with the management of all three 

companies recently and they all gave us re-assurance around current trading and the 

respective long-term opportunities. They are all trading on close to record low valuations and 

long-term growth prospects have not, in our view, changed. 

 

We opened new positions in Empiric Student Property (the leading provider of modern 

student accommodation in the UK) and Moonpig (the online greetings card gifting retailer). 
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Both these companies have appealing growth characteristics and can also pass on inflationary 

pressures to customers with relative ease. Moonpig listed on c.25x8 forward p/e back in January 

2021 and while we liked the business model and long-term growth opportunity, we considered 

the valuation at that time to be too high and for that reason did not participate. The company 

has not disappointed but now trades on 16x forward p/e, which we consider attractive for a 

company that has a dominant market position and a strong growth trajectory. 

 

Two companies that we sold out of in the quarter were Keystone Law (a legal services provider) 

and Augmentum Fintech (a leading fintech focused VC). We considered both the valuations 

as increasingly stretched given the rising interest rate environment. 

 

Overall, the outlook for the companies in the Fund remains strong. 

 

Investment Examples 

 

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

Bloomsbury and JTC and in this quarter we discuss Auction Technology Group and Calnex. 

 

Auction Technology Group (ATG) (market cap £1.10bn, 2.10% of NAV) is leading the online 

transformation of the global auction industry. Using a combination of organic investment and 

acquisitions, ATG has built a leading position in the UK Auction & Antiques market as well as in 

the UK and US Industrial and Commercial markets. In short, ATG provides the software and 

digital marketplaces for auction houses to post items and run live auctions with bidders online. 

These marketplaces have powerful network effects as bidders are attracted by trading volumes 

and item quality (bidders have access to 2000 auctioneers in one marketplace with 11.6m lots 

offered). Auctioneers are also attracted to online platforms due to the unique and growing 

bidder base (ATG had 570,000 bidders and 100m bids in 20219). When compared with the 

traditional bricks and mortar auctions, the online platforms are clearly very attractive to both 

bidders and Auctioneers. ATG have the largest online marketplaces in their industry verticals 

and geographies which give them a strong market position to leverage as more items and 

auctions move online. The auction industry is still remarkably bricks and mortar with certain 

verticals, including industrial and commercial equipment, only operating with 25%9 of items 

sold online. The primary source of revenue generated for ATG comes from commission on 

successful bids – on average ATG’s commission is c.3%9. However, the company is focussing on 

additional revenue streams such as payments and marketing (i.e., allowing auctioneers to pay 

for premium listings on the marketplace) to increase the average take rate. We consider that 

over time they will be able to achieve take rates closer to 5% (as with other online marketplaces). 

ATG exhibits high margins with significant operational leverage (i.e., low to no incremental cost 

of selling additional items and generating commission). Given the large and growing total 

addressable market underpinned by rising online penetration and the network effects of this, 

we consider ATG to be an attractive long-term investment. The shares trade on 26x Sep 2023 

p/e with earnings forecast to grow 30% and sustainably at above 15%10 for the foreseeable future. 
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Calnex (market cap £150mn, 1.90% of NAV) is a leading provider of test and measurement 

hardware and software solutions that enable performance validation and standards 

conformance of critical infrastructure associated with telecoms and highspeed data networks. 

The implementation of the 5G network, along with the accelerating growth of the Internet of 

Things (IoT) and cloud services, are long term trends (10 years plus) which are driving 

unprecedented changes and infrastructure investment within the telecommunications and 

networking industry.  Calnex has an expanding range of test and measurement solutions for 

5G and cloud services market participants. They have a high quality and growing customer base 

with products sold to over 600 customers in 68 countries11, with top customers including 

Vodafone, Verizon, China Mobile, Nokia, Intel, Cisco, QualComm, Google and Facebook.  

 

Calnex was incorporated in Scotland in March 2006 by CEO, Tommy Cook. Prior to founding the 

Company, Tommy spent 23 years in the telecoms’ test and measurement sector with Hewlett 

Packard and Agilent Technologies. Tommy is considered a global expert in his field and still 

owns 20% of the company. We recently visited Calnex on a site visit in Scotland and were 

impressed with the strategy, market opportunity and products that management discussed 

with us. The company has a strong track record of organic and acquisitive growth, with a five-

year revenue compound annual growth rate of 21%11 (2017-2022). The company exhibits high 

gross margins of >75% and operating margins of c.25%. We consider these to be high and clear 

evidence of the value-add they provide customers. They exhibit strong working capital terms 

with customers and suppliers with typical cash conversion of more than 80%. The company has 

net cash of £15m providing firepower for additional M&A. Return on invested capital has 

consistently been above 20% and in 2021 it was 27%11. On 12x EV/EBITDA, the shares are fairly 

valued on consensus numbers, while offering upside if growth comes in stronger than 

expectations. Our analysis concludes there is strong potential for long-term growth that 

exceeds market expectations. 

 

Outlook  

 

In conclusion, we would expect the macroeconomic news flow to remain challenging, not 

helped by the raft of industrial action which will lead to disruption in our daily lives. However, 

there are straws in the wind that certain inflationary forces are moderating (e.g., the price of 

copper fell by 16% during the month of June) and once the market can see the top of both 

inflation and interest rates, we would expect bargain hunters and buyers to return to a market 

which is short of available stock. Our strategy is to remain committed to quality and profitable 

growth companies within this challenging economic environment. 

 

Christopher Pease 

Joshua Northrop, CFA 

 

11 July 2022 
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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 £2.0bn. 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 11 July 2022. 


