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Chairman’s foreword
Jamie Cayzer-Colvin
Chairman of the Board

Several notable events of the past ten years have
destabilised markets, including the protracted
Brexit process, the Covid-19 pandemic and global
political tension between the US and China, to
name but a few. But it is the environment and
humankind’s impact on it that has rightly become
the most significant issue facing us all. Responsible
ownership is now becoming the mantra, not only of
the young but all of us. Investors want to know that
the companies they are investing in are good,
helpful and fair-minded members of our
communities, that they have a stated public
purpose beyond making a profit, and that there is
an expectation on management to develop their
assets, in ways that ensure they meet the needs
of the present without compromising the ability
of future generations to meet their own needs.

As this is my tenth and last year as Chairman of
The Henderson Smaller Companies Investment
Trust, I thought a review of these past ten years
would be appropriate, possibly helpful, but
certainly informative.
It has been a decade where the digital world has
come of age. A young adult generation is breaking
forth into the world which has never known life
without smartphones, and is embracing artificial
intelligence to transform education, healthcare and
transportation. It’s an age where we have seen
China emerge, not only as a global economic and
political power, but also as a cultural and social
leader. Peer-to-peer platforms are operating global
currencies with no central authority or banks and
the rise in e-marketplaces has been meteoric. It is
therefore not surprising that tech companies have
helped define the decade and have had an
outsized influence on the performance of stock
markets around the world.

Given this backdrop, how has a UK-focused portfolio
of smaller companies fared? In our opinion, the
shareholders of The Henderson Smaller Companies
Investment Trust will know that its performance has
been impressive.

£1,000 invested 10 years ago would now be worth £5,000
Investing £1,000 on a total return basis from June 2011 to May 2021
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Source: Janus Henderson, as at May 2021. Past performance is no guide to future returns
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So, what attracted me to serve on the Board?
Firstly, structure and stability: having worked for the
past 25 years for an investment trust, I am a real
fan of the permanency of its capital, which allows
the portfolio to weather short-term volatility well.
It is a corporate structure that has stood the test
of time; Henderson Smaller Companies itself was
incorporated in 1887.
Secondly, I am also a big fan of smaller-cap stocks.
They are the big companies of tomorrow and on

Henderson Smaller Companies
Highlights:
●

Outperformed the benchmark over 1 year,
3 years, 5 years and 10 years

●

Outperformed the AIC sector dividend
growth average over 1 year, 3 years,
5 years and 10 years

●

Outperformed the benchmark annualised
return over 10 years by 5.0%

=
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10 years ago
would now be
worth £5,000

Source: Janus Henderson, as at 31 May 2021.
Past performance is no guide to future returns

a longer-term basis they tend to perform better
than their larger-cap rivals. The executives of these
portfolio companies often have substantial
investments in their own companies, resulting in
a more prudent approach to management, with
a focus on organic growth and no excessive debt.
Good building blocks for long-term success.
And finally, the team: Neil Hermon has been the
fund manager throughout my tenure. His team
has changed, but his consistent approach to
investment management and the internal challenge
he seeks from his team has never faltered – putting
his management team among the best in the UK
small-cap space.
The last ten years have passed all too quickly,
and it is with sadness that I leave the Board. I part
in the knowledge that not only has the Company
maintained its enviable performance track record
and narrowed its persistent wide discount, but it
has also led in UK board diversity, being one of the
first UK listed companies to have and maintain a
majority female board from 2016 to early 2021. But
most importantly, I leave knowing that its strategy
is sound and that its Manager is the best in class.

Jamie Cayzer-Colvin
Chairman
3 August 2021
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Stellar outperformance
TOTAL RETURN PERFORMANCE TO 31 MAY 2021
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Note: Data on a total return basis for the ten years to 31 May 2021. Past performance is no guide to future returns

UK SMALL CAP BEATS UK LARGE CAP
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Source: Janus Henderson, as at 31 May 2021. Past performance is no guide to future returns

am also a big fan of smaller-cap stocks.
“IThey
are the big companies of tomorrow
and on a longer-term basis they tend to
perform better than their larger-cap rivals.
Chairman, Jamie Cayzer-Colvin
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Share price total return using mid-market closing price with income reinvested
Net asset value (“NAV”) per ordinary share total return with income reinvested
Numis Smaller Companies Index (excluding investment companies) total return
Average NAV total return of the AIC UK Smaller Companies sector
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Share price timeline
While the Brexit referendum, US/China trade war and the Covid-19 pandemic caused major sell-offs during
the decade, the Henderson Smaller Companies Investment Trust weathered the storm.
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Reliable dividends
DIVIDENDS PAID EACH YEAR
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AIC next generation dividend hero
Despite a challenging backdrop for generating income caused by issues such as the Covid-19 pandemic
and Brexit, HSL has increased its dividends year-on-year for nearly two decades.

ANNUAL INCOME RECEIVED ON AN INITIAL £1,000 INVESTMENT
(without reinvestment)
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2010-2020 HSL dividend CAGR*: 20.6%
2010-2020 FTSE All-Share dividend CAGR*: 2.6%
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*CAGR is the compound annual growth rate
Note: Date of original investment 31 December 2010
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Our long-term investment approach
We take a long-term approach when selecting investments. As per our observation, our best investments
are those companies that operate successfully in a long-term structural growth market. This approach leads
to an average holding period of over 5 years with many of our investments owned for a much longer period.

Tenure of stocks held in the portfolio
Years
15-18
10-15
5-10
0-5

Number of stocks
15
4
28
61

Examples include….
Bellway, RWS, Victrex
Howden, Oxford Instruments
Dechra Pharmaceuticals, GB Group, Softcat
Impax Asset Management, Future, Team17

Source: Janus Henderson, as at 31 May 2021

Our recipe for success
1. Philosophy
The team believes that over the long term, smaller companies may deliver superior returns than the broader
market on account of factors such as: faster organic growth, higher operational leverage, entrepreneurial
management, sources of new technologies and services, beneficiaries of M&A and limited broker coverage
which provides greater opportunities for alpha generation.

2. Idea generation
Ideas can come from many sources, but the most important source is the accumulated knowledge of the
UK Small and Mid-cap Equity team. The team has a common approach to GARP (growth at a reasonable
price) investing. The investment approach used is first and foremost driven by bottom-up stock selection
based on the team’s long standing 4Ms process with a valuation overlay. This process is based on
fundamental, qualitative analysis and engagement with management teams which aims to gain a clear
understanding of companies and their markets, together with a strong valuation discipline that
encompasses a wide range of valuation techniques. When considering a stock to include, or sell, the team
analyses the company under the 4Ms headings which are broadly outlined below:

Four Ms
Buy criteria

Sell Criteria

Model

Enduring franchise, competitive advantage.
For companies with weaker models, there may still be
opportunities to invest for a period of superior growth.

Undesirable changes in company
strategy.

Management

Structure, strategy, key individuals’ motivation, vision,
ownership, governance, consistency and record.

Changes in management, directors
selling.

Money

Financial structure, balance sheet, cash flow and ability
to be self-financing.

Deteriorating financials –
eg, insignificant cash flow.

Momentum

Positive earnings surprises, business momentum can
be maintained longer than the market discounts.

Negative earnings surprises or earnings
downgrades.

3. Portfolio construction/risk management
The Trust typically has a high active share as a result of its bottom-up portfolio construction, long average
holding periods (over 5 years) and the tendency to run its winners. The Trust will tend to own between
90-110 stocks.
8

304858 Smaller Companies 10 Year Review.indd 8

05/08/2021 20:21

10 Year Review: 2011-2021

Janus Henderson UK Equity team

Neil Hermon

Indriatti van Hien

Fund Manager

Deputy Fund Manager

Shivam Sedani
Analyst

UK Small Cap 28 years experience

UK Small Cap 10 years experience

UK Small Cap 4 years experience

Joined Janus Henderson – 2002

Joined Janus Henderson – 2011

Joined Janus Henderson – 2017

Neil Hermon is a Portfolio Manager
at Janus Henderson Investors,
a position he has held since 2013.
He joined Henderson in 2002 as
head of UK smaller companies.

Indriatti van Hien is a Portfolio
Manager of UK equities at Janus
Henderson Investors, a position
she has held since 2016. Indriatti
joined Henderson in 2011 as a
UK equity analyst. Prior to
Henderson, she was with
PricewaterhouseCoopers, where
she qualified as a chartered
accountant.

Shivam joined Janus Henderson
Investors in 2017 and works
alongside Neil Hermon and
Indriatti Van Hien in the UK
Equities team. He was previously
at Deloitte where he qualified as
a Chartered Accountant and was
a manager in the mergers and
acquisitions tax team.

Prior to this, Neil served as head of
UK smaller companies for General
Accident Investment Management
(later to become CGU plc).
He began his career at Ernst &
Young as a chartered accountant.
Neil received an MA (Hons) in
mathematics from Cambridge
University. He is an associate
member of the Society of
Investment Professionals (ASIP)
and has 32 years of financial
industry experience.

Indriatti graduated with a BA Hons
in modern history and economics
from Oxford University. She is a
Chartered Accountant (ICAEW)
and holds the Chartered Financial
Analyst designation and the
Investment Management
Certificate (IMC). She has 14 years
of financial industry experience.

Shivam graduated from the
University of Birmingham in 2012
with a BSc (Hons) in Economics.
He has completed the CFA and
IMC qualifications and has 4 years
of industry experience.
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Discrete performance
Annual performance (cum income) (%)
Discrete year performance
% change (updated quarterly)

Share Price

NAV

30/06/2020 to 30/06/2021

64.6

59.0

30/06/2019 to 30/06/2020

-7.7

-9.6

30/06/2018 to 28/06/2019

-8.6

-5.4

30/06/2017 to 29/06/2018

28.6

18.7

30/06/2016 to 30/06/2017

39.6

38.2

All performance, cumulative growth and annual growth data is sourced from Morningstar. Data as at 30 June 2021

Glossary terms
Alpha
Alpha is the difference between a portfolio’s return and its benchmark’s return after adjusting for the level
of risk taken. A positive alpha suggests that a portfolio has delivered a superior return given the risk taken.
AIC UK Smaller Companies sector
AIC UK Smaller Companies sector invests in the shares of smaller quoted UK companies. Over 80%
invested in quoted UK smaller companies shares.
CAGR
Compound annual growth rate (CAGR) is the rate of return that would be required for an investment to grow
from its beginning balance to its ending balance, assuming the profits were reinvested at the end of each
year of the investment’s life span.
Growth at a reasonable price (GARP)
GARP investors seek companies that are undervalued (value investing) with solid sustainable growth
potential (growth investing).
IA Sector
The IA UK Smaller Companies sector invests in the shares of smaller quoted UK companies. Funds which
invest at least 80% of their assets in UK equities of companies which form the bottom 10% by market
capitalisation.
Leverage
The use of borrowing to increase exposure to an asset/market. This can be done by borrowing cash and
using it to buy an asset, or by using financial instruments such as derivatives to simulate the effect of
borrowing for further investment in assets.
Volatility
The rate and extent at which the price of a portfolio, security or index, moves up and down. If the price
swings up and down with large movements, it has high volatility. If the price moves more slowly and to
a lesser extent, it has lower volatility. It is used as a measure of the riskiness of an investment.
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Important information
References made to individual securities should not constitute or form part of any offer or solicitation to issue, sell, subscribe
or purchase the security. Janus Henderson Investors, one of its affiliated advisor, or its employees, may have a position
mentioned in the securities mentioned in the report.
For promotional purposes and not for onward distribution. Before investing in an investment trust referred to in this
document, you should satisfy yourself as to its suitability and the risks involved, you may wish to consult a financial adviser.
Past performance is not a guide to future performance. The value of an investment and the income from it can fall as well as
rise and you may not get back the amount originally invested. Tax assumptions and reliefs depend upon an investor’s
particular circumstances and may change if those circumstances or the law change. Nothing in this document is intended to
or should be construed as advice. This document is not a recommendation to sell or purchase any investment. It does not
form part of any contract for the sale or purchase of any investment. We may record telephone calls for our mutual
protection, to improve customer service and for regulatory record keeping purposes.
Issued in the UK by Janus Henderson Investors. Janus Henderson Investors is the name under which investment products
and services are provided by Janus Capital International Limited (reg no. 3594615), Henderson Global Investors Limited
(reg. no. 906355), Henderson Investment Funds Limited (reg. no. 2678531), Henderson Equity Partners Limited (reg.
no.2606646), (each registered in England and Wales at 201 Bishopsgate, London EC2M 3AE and regulated by the Financial
Conduct Authority) and Henderson Management S.A. (reg no. B22848 at 2 Rue de Bitbourg, L-1273, Luxembourg and
regulated by the Commission de Surveillance du Secteur Financier).
Janus Henderson, Janus, Henderson, Perkins, Intech, VelocityShares, Knowledge Shared, Knowledge. Shared and
Knowledge Labs are trademarks of Janus Henderson Group plc or one of its subsidiaries. © Janus Henderson Group plc.
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201 Bishopsgate
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