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Recommended Investment:
Invesco Perpetual UK Smaller Companies IT plc 
Historically, UK smaller companies have substantially outperformed larger stocks. Invesco Perpetual UK 
Smaller Companies IT plc (IPU), an investment trust listed on the London Stock Exchange, aims to provide 
exposure to this outperfomance whilst providing an attractive income yield for investors.

The investment managers attend approximately 350 company visits a year in the search for long-term 
stock-picking opportunities. Obviously, this is not something a retail investor can manage and thus, in our 
view, the trust adds value over a simple index tracker. The team has a strong focus on investing in ‘quality’ 
companies, with pricing power and strong balance sheets that will take market share. They aim to invest in 
growth companies at a reasonable price, but also, when prices become unreasonable, to sell. This means 
that they like to take profits, regularly trimming into strength and recycling capital into more attractively 
valued opportunities. The result is a dynamic portfolio with around 50% of the portfolio in solid, defensive, 
“growth” companies and 50% invested in companies exposed to a cyclical recovery. 

In our view this balance puts the trust at a distinct advantage relative to peers, with the return profile 
perhaps less vulnerable to swings in style factor performance. It is showing in the performance numbers too, 
and we think this shows how well the strategy helps to protect capital in down markets when compared 
to more growth-focused peers, leading to a track record of generating good returns with lower volatility.

The fund introduced an enhanced dividend policy in 2015, paying quarterly dividends distributing 100% of 
portfolio income enhanced by contributions from capital reserves. The dividend for the year is calculated 
to give a yield of 4% per annum based on the year end share price.

The portfolio is well diversified and typically comprises 80 to 100 holdings, with the ten largest holdings 
currently accounting for 28% of assets. The largest sector allocations are Industrials (35%), Consumer 
Discretionary (26%) and Financials (11%). Top 5 holdings include JTC, Hill & Smith, Sanne, RWS & Hilton 
Food.

In our view, IPU’s strong track record compared to peers is impressive, given it has been achieved without 
using leverage. The trust has delivered a NAV total return of +315% over the last ten years, compared with 
203% for the UK Smaller Companies peer group. The TER is a reasonable 0.91% with no performance fee. 
Furthermore, the trust is currently trading at a 12% discount to NAV. Given the fund’s enhanced dividend, 
which currently offers a prospective yield of 3.9%, we see no reason why IPU’s shares should not trade on 
a premium once again. Buy.

Market Outlook (cont):
In the final few months of the year, we look for the stock market to build on its gains year-to-date, 
though with perhaps more moderate appreciation as earnings and economic growth decelerate. More so 
than economic headlines, winning stock performance is what keeps investors in the market. And in every 
winning stock year, bearish money managers find themselves needing to capitulate to the bullish side before 
the disconnect between client returns and market performance becomes too dire. In light of all these 
factors, we remain positioned in the stock market over the remainder of 2021, with a willingness to ride 
out near-term volatility in pursuit of long-term gains.


