
Lowland Investment Company
Dividends and buybacks rewarding patience

Lowland Investment Company’s (LWI’s) unconstrained, multi-cap
investment policy differentiates it from most peers in the AIC UK Equity
Income sector, offering investors broad market exposure outside of the
large, traditional ‘income stocks’. While a re-rating of small- and mid-
cap companies versus larger peers would be beneficial for LWI, it has
nonetheless outperformed its broad market benchmark in each of the past
two financial years. This has been driven primarily by stock selection and
the positive impact of gearing in a rising market. Meanwhile, on a trailing
basis, the dividend yield is ahead of the broad market yield of c 4% and the
company is returning capital through share buybacks.

Performance since the end of FY22
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Performance over 10 years
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In its last two financial years (to September 2024), LWI delivered strong absolute
NAV total returns, well ahead of its broad market benchmark, although much
of this has been given back in FY25 to date. The marked underperformance of
domestically focused businesses, of which there is a strong small- and mid-cap
(‘smaller’) company representation, since Brexit, still weighs on performance. With
typically no more than 50% invested in the largest stocks versus a benchmark
weight of more than 80%, the underperformance is now apparent in the 10-year
data. The recent outperformance was driven by stock selection, including among the
large-cap holdings, and gearing (11% recently), one of the benefits of the investment
trust structure.

The strong historical and relative valuation opportunity in smaller companies that
the managers identify is yet to be widely recognised in the market. However, low
valuations are being increasingly underpinned by takeover activity, including several
LWI holdings. The margin by which overseas-oriented, often defensive larger stocks
have outperformed their smaller peers has certainly narrowed in the past two years,
but a sustained shift in market leadership is yet to be confirmed.

Recent indications are that UK interest rates will be higher for longer, while
expectations for UK growth are again being pared back. Neither is positive for
domestic earning companies while overseas earners have a translation benefit from
weaker sterling. However, the managers believe that a tough economic outlook
is more than priced into share prices and note that a recovery towards historical
norms of profits and valuations would be a potent cocktail for returns. They argue
that buying good stocks when they are on low valuations has historically enhanced
long-term returns. Meanwhile, investors in LWI benefit from an attractive yield, with a
board that is determined to take measures to manage the discount to NAV. Lowland Investment Company
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 Fund objective

Lowland Investment Company (LWI) aims to
give investors a higher-than-average return
with growth in both capital and income over the
medium to long term by investing in a broad
spread of predominantly UK companies. LWI
measures its performance against the total
return of the broad UK stock market, although
its portfolio is markedly different from that of its
benchmark index.

 Bull points

▪ One of the highest yields among peers.

▪ Portfolio trades on historically low valuation.

▪ Share buybacks to actively manage discount.

 

 Bear points

▪ The UK remains unloved by investors.

▪ Multi-cap strategy can be volatile.

▪ Value style can be out of favour.
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An alternative approach to income growth

LWI seeks to provide investors with a higher than average return, with growth in both capital and income over
the medium to long term by investing in a broad spread of predominantly UK companies. The trust measures its
performance against the broad UK market, although it invests across the whole range of market capitalisations,
unconstrained by index weightings. This flexible, multi-cap approach enables the trust to invest in companies that have
greater growth potential, usually but not always small- and mid-cap, increasing the capital base of the portfolio and
distributable income over time and thereby supporting the progressive dividend strategy. In this respect, LWI is clearly
differentiated from the majority of peers in the AIC UK Equity Income sector, which typically have a greater focus on
traditional ‘income’ areas of the market.

The trust was established in 1963 and is managed jointly by James Henderson (since 1990) and Laura Foll (since 2013)
of Janus Henderson Investors (JHI). In turn, they are supported by the broader resources of the JHI equity team.

The managers consistently apply a patient, long-term, bottom-up investment strategy, with a strong valuation overlay.
They seek companies that have an underlying strength that is yet to be realised by the market.

By market capitalisation, the trust’s portfolio is typically split between larger, medium and smaller companies in equal
parts, intended to optimise the balance between immediate income and income growth over time. The weighting towards
larger companies is rarely above 50% and at the end of September 2024 (end FY24) it was 45%.

Exhibit 1: LWI portfolio by market cap segment at end FY24
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Summary of the investment case

We recently published a note and webinar highlighting the significant attractions of the UK equity market. In this context,
the key reasons to consider an investment in LWI at this time, explored in detail in this report, include:

▪ Sentiment towards UK equities is poor and although the market has been rising, the level of valuation remains low
in historical and relative terms. For smaller companies this is even more so. The trailing P/E for the LWI portfolio is c
10x, substantially below the 10-year average of 13x, and below the broader UK market valuation of c 12x.

▪ While the valuation opportunity in SME companies has not yet been widely recognised in the market, low valuations
are being increasingly underpinned by a high level of takeover activity, including several LWI holdings over the past
year, such as DS Smith, Wincanton and Finsbury Food.

▪ Smaller companies are typically more exposed to the UK economy than larger companies and, with the economic
outlook uncertain, it may be too early to anticipate a sustained turn in the relative fortunes of smaller equities.
However, expectations for the UK economy are already low and the investment managers believe that in many
cases a tough economic outlook is more than priced into valuations. Moreover, equities, including smaller
companies, should not be seen as a proxy for the UK economy and the managers are targeting businesses that
are well managed, with conservative balance sheets and often market-leading positions, as well as low valuations.
These are in many cases the types of businesses on the receiving end of bids, at levels that are significantly ahead
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of market values but, disappointingly for the managers, below what they believe to be their fair value.

▪ LWI has a strong commitment to dividends and and the traing yield is 4.8%. The dividend has been maintained
or increased each year since it was established in 1963, including through the pandemic. The last quarterly DPS
increase (to 1.625p) was in respect of Q424, representing a 2.8% increase on the previous level.

 

Exhibit 2: Flexing reserves to deliver progressive dividends
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Performance analysis

LWI benchmarks its performance against the broad UK equity market index, although its clearly expressed and
consistently applied strategy means that its weightings, by market cap, stock and sector, are inevitably and structurally
very different. Performance divergence from the benchmark is to be expected over shorter periods, but the extent
and duration of smaller company underperformance since the post-pandemic peak in 2021, particularly for AIM-listed
stocks, is notable and is now reflected in the trust’s 10-year performance data. The charts below compare the total return
performance of the largest 100 stocks in the UK with the mid-cap stocks and the Numis Smaller Companies Index,
including AIM, but excluding investment trusts (NSCIAEX). In the three years to 31 December 2024, the mid-caps have
trailed the top 100 stocks by almost 30pp and the NSCIAEX by almost 40pp.

Exhibit 3: Market performance by market cap
segments (long term)
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Exhibit 4: Market performance by market cap
segment (two years)
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In part because successful smaller companies have a tendency to outperform over time, and in spite of the recent
challenges, LWI has a strong track record of long-term performance and outperformance of its benchmark. Over 25
years, its NAV total return is 614% compared with the broad equity market index return of 243%. However, taking the
data to end January 2025, LWI’s NAV total return is behind the benchmark over one, three, five and 10 years.
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Exhibit 5: Performance data
Cumulative total return (%) 1m 3m 6m 1yr 3y 5y 10y 25y

LWI share price 6.9 6.6 2.2 20.6 9.8 20.9 62.7 759.2

LWI NAV 2.6 3.4 (2.8) 13.7 13.1 22.9 59.5 613.9

Broad market benchmark 5.5 6.9 4.3 17.1 25.5 37.9 87.1 242.9

LWI NAV vs benchmark (2.9) (3.5) (7.1) (3.4) (12.4) (15.0) (27.6) 371.0

Source: LWI

Breaking the performance down into discrete years provides an insight into returns, in different market conditions, over
the past 10 years. We note the tendency for LWI to outperform the benchmark when investor sentiment is positive and
the broad market is rising strongly.

Exhibit 6: Performance data on a financial year basis
Total return (%) FY24 FY23 FY22 FY21 FY20 FY19 FY18 FY17 FY16 FY15 FY14 FY13

LWI NAV 16.3 17.2 (14.8) 51.0 (24.8) (9.6) 2.7 17.0 12.2 0.8 5.7 29.1

Broad market benchmark 13.4 13.8 (4.0) 27.9 (16.6) 2.7 5.9 11.9 16.8 (2.3) 6.1 17.3

LWI versus benchmark 2.9 3.3 (10.8) 23.1 (8.2) (12.3) (3.2) 5.1 (4.6) 3.1 (0.4) 11.8

Source: LWI. Note: Year-end 30 September.

Putting aside the pandemic volatility, the trend change in the fortunes of smaller companies coincides with that of the
Brexit vote. A key factor in this is likely to be a widely held, more pessimistic view of the UK economic growth outlook
adopted at that time and confirmed by subsequent performance. Smaller companies are on average more exposed to
the UK economy than larger, often more international, companies. In the five years ending FY15, in the run up to the
Brexit vote in 2016, LWI delivered an NAV total return of c 101%, c 63% ahead of its broad market benchmark. However,
in the period since, and up to end FY24, LWI’s NAV total return of c 61% was c 26% behind the broad market.

LWI’s outperformance in FY23 (3.3pp versus the benchmark) was despite the largest companies, on average, seeing
stronger share price rises than smaller companies. Market leadership switched around in FY24, with smaller companies
delivering the strongest gains, supporting continued outperformance (2.9pp) from LWI. In both years, outperformance
was driven by stock selection, including a positive impact from takeover activity, as well as the benefits of gearing in a
rising market, more than offsetting the drag from market cap allocation. In FY24, top 100 stocks like Rolls-Royce and
Marks & Spencer, as well as banks NatWest and Barclays were strong performers, more than making up for the relative
underweighting of the portfolio to this market segment. Stock selection in AIM-listed stocks was also strong, but was
more than offset by the weighting to this market segment.

Exhibit 7: Attribution analysis, based on debt at par value and gross of management fees (differs slightly from
the NAV performance data used elsewhere in this report)
(%) FY24 FY23

Broad market benchmark return 13.4 13.8

Market cap allocation (0.6) (4.6)

Stock selection 3.6 6.8

Gearing 1.2 1.4

LWI return 17.6 17.4

Source: LWI

In the most recent four months, to end January 2025, smaller companies have not followed the gains in larger
companies and have shown some modest weakness. During this period, expectations for UK growth have been pared
back, while many larger companies will have benefited, in translation at least, from the decline in sterling. A sustained
revival in the relative performance of smaller companies is yet to be confirmed. During this same period, we estimate
that LWI NAV’s total return is flat, trailing the benchmark return of c 5%.
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Exhibit 8: Mid-cap companies vs. top 100, monthly

-10.0%

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

J
a
n

-2
1

A
p

r-
2
1

J
u
l-
2

1

O
c
t-

2
1

J
a
n

-2
2

A
p

r-
2
2

J
u
l-
2

2

O
c
t-

2
2

J
a
n

-2
3

A
p

r-
2
3

J
u
l-
2

3

O
c
t-

2
3

J
a
n

-2
4

A
p

r-
2
4

J
u
l-
2

4

O
c
t-

2
4

J
a
n

-2
5

Source: LSEG Data & Analytics, Edison Investment Research

Exhibit 9: Small-cap companies vs. top 100, monthly
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Source: LSEG Data & Analytics, Edison Investment Research

Discount and discount management

Based on NAV at fair value including income, LWI is trading at a discount of 7.5%, not materially different from that of
its peers. Over the past year, the discount has averaged 11%, with a low of 5% and a high of 15%. Over three years,
the average discount has been 7%, within a range of 1–15%. With smaller companies significantly out of favour, the
discount had been widening. The recent narrowing coincides with strong gains in the UK market, an improvement in the
relative performance of smaller companies, an improvement in the trust’s performance and the commencement of share
buybacks. The board has taken a cautious approach to share buybacks, even as the discount widened, conscious that
a permanent capital base is one of the key benefits provided by a closed-end fund structure. This is particularly relevant
for smaller company investments where liquidity can become thin and where a patient, long-term approach may be
warranted. By reducing the size of the trust, share buybacks may increase the ongoing charge ratio and reduce trading
liquidity in the trust’s shares. Quite reasonably, with the trust delivering strong absolute and relative performance over
the past two years (and over the long term), the board had expected the discount to close. However, it has remained
flexible and, adapting to prevailing market and sector conditions, has recently commenced share repurchases. Using its
authority to repurchase up to 15% of the share capital, the company has bought back 18.0m shares (6.7% of the total).

At the current level of discount, repurchases will have a modest accretive effect on NAV per share. More significant is
their positive impact on the demand-supply balance for the shares and the clear message that it sends about the board’s
intention to maximise shareholder returns.

Exhibit 10: Long-term P/NAV (cum income at fair value)
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Portfolio positioning

Portfolio diversification is a key element of risk management, primarily within the smaller company portion of the
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portfolio. At 31 January 2025, there were 120 holdings, at the top of the trust’s expected 100–120 range. Nine of the top
10 holdings were top 100 companies, with a focus on higher-yielding financials and oil and gas producers. Also, within
the top 10 holdings was the non-life insurer FBD. In aggregate, the top 10 represented 24% of the portfolio, with the
other c 110 holdings representing 77%.

Exhibit 11: Top 10 portfolio holdings at 31 Jnuary 2025
Company Country Industry

31-Jan-25 30-Sep-24 31-Mar-24 30-Sep-24 31-Mar-24

HSBC UK Banks 3.5 2.6 2.5 0.9 0.1

Barclays UK Banks 2.9 2.4 2.1 0.5 0.3

BP UK Oil & gas 2.6 2.1 1.8 0.5 0.3

Standard Chartered UK Banks 2.5 2.2 2.9 0.3 (0.7)

Shell UK Oil & gas 2.5 2.1 2.4 0.4 (0.3)

GSK UK Pharma & Biotech 2.2 2.2 2.4 (0.0) (0.2)

Tesco UK Grocery & retail 2.2 2.0 1.4 0.2 0.6

M&G UK Asset management 1.9 2.0 2.4 (0.1) (0.4)

Aviva UK Life insurance 2.0 1.9 2.1 0.1 (0.2)

FBD Holdings Ireland Non-life insurance 1.9 2.0 1.9 (0.1) 0.1

Total top 10 holdings 24.1 21.7 23.2 2.4 (1.5)

Portfolio weight (%) Change in weight (%) since:

Source: LWI

With stock selection being bottom up, sector weightings are substantially an output rather than a deliberate target.
However, sector trading conditions and valuations will nonetheless have an impact on where the managers identify the
best opportunities. Financials and industrials account for c 66% of the portfolio, around 18pp above the benchmark. The
financials holdings are skewed towards large-cap banks and insurers, with the exception of FBD, whereas the industrials
holdings have a larger exposure to a broad range of mid- and small-cap companies. The reduction in the industrials
weighting since March 2024 primarily reflects the sale of LWI’s highly successful investment in Rolls-Royce.

Exhibit 12: Sector positioning at 31 January 2025
Sector Benchmark weight (%) Active weight (%)

31-Jan-25 30-Sep-24 31-Mar-24 30-Sep-24 31-Mar-24

Financials 30.8 29.5 31.2 1.3 (1.7) 26.6 4.3

Industrials 25.2 24.9 29.6 0.3 (4.7) 11.9 13.3

Consumer discretionary 10.5 10.5 8.8 0.0 1.7 11.6 (1.1)

Basic materials 6.5 6.9 5.0 (0.4) 1.9 6.2 0.3

Consumer staples 5.2 7.1 4.9 (1.9) 2.2 14.8 (9.6)

Energy 6.4 5.7 7.2 0.7 (1.5) 9.4 (3.0)

Real estate 5.0 4.8 4.2 0.2 0.6 2.4 2.6

Health care 3.8 3.4 3.3 0.4 0.1 10.9 (7.1)

Utilities 2.6 3.0 2.2 (0.4) 0.8 3.8 (1.2)

Telecom 2.3 2.6 1.9 (0.3) 0.7 1.1 1.2

Technology 1.7 1.5 1.6 0.2 (0.1) 1.4 0.3

Total 100 100 100 100

Portfolio weight (%) Change in weight (%) since:

31-Dec-24

Source: LWI

Recent activity and current opportunities
Position movements within the trust, both up and down, are typically undertaken in a gradualist way, with the managers
adding to favoured positions on weakness and trimming outperfomers where valuation has begun to look stretched.
Since end FY24, no significant position movements have been disclosed. Taking a longer perspective, the key sales
were of the successful turnaround investments in Rolls-Royce and Marks & Spencer. Along with the proceeds from the
takeovers of DS Smith, Wincanton and Finsbury Food, significant new investments were made in Beazley, Scottish &
Newcastle, Shaftesbury, Workspace and Dunelm.

We do not expect any radical changes to the portfolio in order to fund share repurchases, with incremental sales more
likely. This will include the holding in Dowlais (0.7% of the portfolio at end December), which has since agreed a cash
takeover at a 25% premium to the pre-bid price (a 45% premium to the average price over the previous three months).
Given the investment managers’ positive expectations for the market, an increase in gearing from the 11.0% reported at
end FY24 also seems quite possible. This was the lowest end-year level of gearing in the past five years. The average
has been c 13% with a high of 15% in FY20. The trust’s borrowings are a mix of long-term, fixed-rate notes and floating-
rate, medium-term bank facilities. The £30m loan notes do not mature until 2037 and the 3.15% pa cost is highly
attractive in current market conditions. The bank facilities, with BNP, allow LWI to draw up to £40m, priced at a lending
margin of 0.9% plus the SONIA base lending rate. Around half of this (c £20m) had been drawn at end FY24 and the
company also has an option (conditional on lender approval) to increase the facility by £20m.
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General disclaimer and copyright
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This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning
of Article 49 of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this
document be distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this
document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

United States
Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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