
Royal London UK Smaller Companies

Fund

Quarterly Investment Report

31 December 2024

For professional clients only, not suitable for retail clients.



Quarterly Report

The fund as at 31 December 2024

The purpose of this report is to provide an update on the Royal London UK

Smaller Companies Fund. The report has been produced by Royal London Asset

Management. The report starts with a summary dashboard showing key

information about the fund. A glossary is located at the end of the report covering

the description of some of the more technical terms used within the report. All

data is as at the report date unless otherwise stated.
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The fund
Fund analytics

Fund

Fund launch date 20 July 2007

Base currency GBP

Number of holdings 68

Fund performance objective and benchmark

The Fund's investment objective is to achieve capital growth over the medium term (3-5
years) by investing at least 80% in the shares of UK smaller companies listed on the London
Stock Exchange. The Fund's performance target is to outperform. after the deduction of
charges, the FTSE Small Cap ex-IT (investment trusts) Total Return GBP Index (the "Index")
over rolling 5-year periods. The Index is considered an appropriate benchmark for the Fund's
performance, as the Fund's potential investments will predominantly be included in the Index.
In addition to the benchmark for the Fund's performance as noted above (the "Index"), the IA
UK Smaller Companies sector is considered an appropriate benchmark for performance
comparison.

Benchmark: FTSE Small Cap ex-IT (investment trusts) Total Return GBP Index

Fund value

Total £m

31 December 2024 322.71
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Performance commentary (continued)

Performance and activity

PA

Performance

Fund

(%)

Benchmark

(%)

Relative

(%)

Quarter (0.81) (0.99) 0.18

1 Year 3.51 13.78 (10.27)

3 Years (p.a.) (9.46) 1.26 (10.72)

5 Years (p.a.) (0.28) 6.73 (7.01)

10 Years (p.a.) 5.65 7.52 (1.87)

Since inception (p.a.) 8.11 9.90 (1.79)

Past performance is not a guide to future performance. Please refer to the Glossary for the basis of
calculation and impact of fees. Performance and since inception date based on M Acc GBP. Source:
Royal London Asset Management; Net performance; Since inception date of the share class is 1 May
2012.

Performance commentary

UK equity markets declined through the final quarter of 2024, against a backdrop of rising gilt
yields and expectations of ‘higher for longer’ interest rates. Mid and small-cap equities exhibited
their characteristic aversion to rising bond yields and generally underperformed their larger
company peers, while sectors which benefit from higher interest rates (such as banks)
outperformed those which don’t (such as real estate).

Despite this challenging backdrop, the fund outperformed the benchmark index, placing first
quartile amongst the IA peer group.

The outperformance relative to the benchmark is also pleasing in the context of the
performance of the FTSE AIM All Share, which declined by around 2.5% in the period. As we
have previously written, AIM is an important part of our UK smaller companies investment
universe but is facing technical headwinds after the new UK government has made changes to
Business Property Relief, a tax relief which can apply to AIM-listed companies.

XPS Pensions, Raspberry Pi, and Auction Technology Group (ATG) were amongst the

strongest positive contributors to relative performance. ATG produced full year results which
were marginally better than consensus forecasts. The company’s success in driving greater
revenues from ancillary services (such as payment processing) and stabilising online
‘conversion’ (i.e. the proportion of any auction transacting online vs in person) speaks to a
series of small but important improvements in their platform and sets them up well for future
growth. XPS Pensions delivered stellar first half results, with organic sales growth of over 20%
and improved operating margins. The reasons for this growth, namely the rise in de-risking
transactions being completed by corporate sponsors of defined benefit pensions schemes, and

ever-increasing regulatory pressure on both defined benefit and defined contribution schemes,
show no signs of abating. XPS continues to benefit from years of investment in their personnel
and technology systems which leave them well placed to serve pension clients, while their shift
into servicing the adjacent insurance industry also provides new opportunities. Raspberry Pi
didn’t release any financial results, but they did release their latest product – Compute Module
5 – which is crucial for their embedded industrial customers, and the share price rallied
significantly as US investors took notice of the company for the first time.

Almost all the significant individual detractors to performance were companies within the

benchmark that the fund did not hold. Often these were more exposed to rising commodity
prices (such as iron ore group Ferrexpo or oil group Diversified Energy Company) or to rising
interest rates (such as challenger bank Metro Bank).
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Fund activity (continued)

Performance and activity
Top 10 holdings

Weighting

(%)

PORVAIR PLC 2.79

ALFA FINANCIAL SOFTWARE HOLDINGS P 2.55

BOKU INC. INC 2.52

HOLLYWOOD BOWL GROUP PLC 2.49

WILMINGTON PLC 2.49

XPS PENSIONS GROUP PLC 2.44

CRANSWICK PLC 2.26

GAMMA COMMUNICATIONS PLC 2.14

TREATT PLC 2.12

AJ BELL PLC 2.11

23.91Total

PA

Fund activity

The fund initiated a position in pub group Marstons. This is a business we have followed for a
long time, but previously not invest in due to an overleveraged balance sheet – namely a
pension deficit and expensive debt. However, the management team have made significant
progress in improving this, disposing of their brewery business to Carlsberg and refinancing
and repaying the more onerous debt. Furthermore, their pension is in a surplus position today.

They still carry fairly high levels of debt in absolute terms, however relative to the security of
their freehold pub estate (carrying value >£2bn) the debt is not large, and the interest costs are
fixed. The amortisation profile of the debt also means the balance sheet will be de-gearing over
the coming years. Operational performance under current management has been consistently
strong and ahead of many in the sector, while a series of cost efficiency projects are underway
which will allow them to deliver margin improvements despite absorbing wage inflation and
changes to national insurance contributions. Despite all of this, the shares continue to trade at
a significant discount to their pre-Covid valuation, and at a significant discount to book value.

The fund supported an equity raise by Cohort, the defence group. They raised £40m from
shareholders to support a £75m acquisition of EM Solutions, an Australian satellite
communications business which largely serves naval customers around the world. In our view,
the deal makes strategic sense with substantial customer cross-over and adjacent capabilities,
and the market responded well to the material earnings per share accretion, sending the shares
up almost 30% from the placing price, by the end of the period.

Eckoh, the provider of software to reduce payment fraud and protect sensitive information, was
bid for by private equity firm Bridgepoint at around a 30% premium to the undisturbed market.

We sold the position following the news. The position in Halfords was also sold, immediately
following the UK budget. The business has been fighting cost headwinds for the last two years
amid challenging consumer spending, but the nature of its large workforce (specifically within
the auto services division) means it is particularly exposed to the changes to national living
wage and national insurance. The scale of this impact will be hard for management to offset in
our view, and further cost cuts could have a knock-on impact on strategic investment.

The fund reduced a variety of FTSE 250 and AIM-listed holdings that had performed well and
where valuations were extended. These included Cranswick, AJ Bell, Alfa Financial Software,

Renew, Cerillion, and Raspberry Pi. The proceeds of these trades were reinvested into more
attractively valued, fully listed domestic opportunities, including AG Barr, ME Group and
Hollywood Bowl. The fund also selectively added to AIM-listed holdings in the turmoil around
the budget, when some AIM shares were unfairly discounted and, in our view, reflected no
premium associated with the Business Property Relief tax relief, such as Craneware and
Keystone Law.
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AA

Fund breakdown
Sector weights
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ESG

Fund Engagement
Engagement definition

Engagement is active dialogue with investee companies (or other entities). There are two types:
engagement for information, which is dialogue as part of investment research or ongoing
monitoring, without specific objectives for change, and engagement for change, which is
purposeful dialogue to influence positive change, with defined objectives and demonstrable
outcomes.

Engagement focus

Firm-wide engagement activity is centred around six themes which we have identified in
consultation with our clients. These are: climate change; nature and biodiversity; health;
governance and corporate culture; social and financial inclusion; innovation, technology and
society. Portfolio level engagements are not thematic and are focussed on issues specific to
managing the portfolio and meeting the investment objective.

Engagement data represents all engagements undertaken at both firm and portfolio level across
Royal London Asset Management, and may not be limited to those undertaken solely for the
purpose of managing the fund.

Engagements

Fund 3 months Fund 12 monthsEngagement activity

Number of entities engaged 10 27

Number of engagements 12 35

Total engagements by theme and topic

Diversity 1

Ethnic Diversity 1

Governance 14

Remuneration 8

Corporate Governance 5

Board 1

This is an estimate. Some engagements at the issuer level may not have been attributed to the
specific bond held in the fund, resulting in a lower number of engagement activities.

The numbers of engagements and themes/topics discussed may differ where a single engagement
covers multiple themes/topics.
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Fund Engagement
Engagement outcomes

Chemring Group Plc - Workforce engagement & diversity

Purpose:

The purpose of the meeting was to engage with Chemring Group plc, a global advanced
technology company, on the topics of workforce ethnic diversity and employee
engagement. The aim was to review the progress made since the previous engagement in
2021, discuss current diversity initiatives, and identify areas for further improvement.

Outcome:

The meeting provided valuable insights into Chemring's current practices and future plans
regarding workforce engagement and ethnic diversity. It highlighted the company's
commitment to improving data collection and reporting, enhancing the role of Employee
Resource Groups (ERGs), promoting diversity in recruitment, and exploring new
partnerships to support diversity initiatives.
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Fund Voting
Total proxy voting activity

For 91.30%

Against 6.96%

Abstain 1.74%

Executive remuneration voting activity

For 77.78%

Abstain 22.22%

Notable votes

Genus plc

Remuneration Report - abstain: We have some concerns over the bonus outcomes, taking into account share price performance in the past 12 months, as well as the described level of stretch of
the strategic measures of the bonus for the former CEO.

Wilmington Plc

Remuneration Report - abstain: While we broadly welcome the changes to the remuneration framework to come, we do draw some concerns over the reduced targets under the LTIP, without a
sufficient rationale provided.
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Market commentary

MC

Market Review

UK equities moderately declined through the final quarter of 2024, with rising bond yields
providing a headwind to risk assets, with small and mid-cap indices slightly underperforming.

There were clearly some significant political events including the first budget announcement by
the new UK government, as well as the conclusion of the US election. The initial equity market
reaction to both events was positive, but both drove bond yields higher albeit for different
reasons.

UK equities had been weak before the budget amid concerns about potential tax rises and
spending initiatives; at a headline level the outcome was better than feared and equities initially
rallied. The UK’s AIM market in particular surged strongly following news that inheritance tax
relief on AIM shares was only partly abolished and not totally eliminated. However, the overall
impact of the budget was seen to be inflationary with higher costs (especially for companies with

large UK workforces) to businesses and more government borrowing both driving up gilt yields,
with little change to expectations for economic growth. Ten-year gilt yields rose from around 4%
at the start of October, to over 4.6% by the end of December and expectations for interest rate
cuts in 2025 reduced.

Global equity markets were heavily influenced by the US election result, following a clean sweep
by the Republican party. Equity markets overall responded positively to the expectation that the
Trump victory will result in tax cuts, deregulation, and improvements in US productivity. Equally
if widespread tariffs are introduced, as repeatedly threatened, this could increase consumer price

inflation, and clearly would have a detrimental impact on global trade. For the time being, positive
sentiment prevailed within equities although bond yields have also risen as investors adjust
expectations for higher inflation and ‘higher for longer’ interest rates.

While markets are clearly focused on the risks of inflation remaining higher than expected
through 2025, it is worth reminding ourselves that the Bank of England did cut interest rates for
the second time in November. Investors are understandably preoccupied about whether there
are two rather than four interest rate cuts in 2025, but the downward path remains, and this
should support corporate and consumer confidence through the coming year.

The M&A spree continued to be a feature of UK small and mid-cap markets, with a series of bids
in the quarter. Notable takeover approaches included Eckoh (held in the UK Smaller Companies
fund), TI Fluids, Loungers, Aquis and Windward. There were also two attempts at public-to-public
deals in the period, with Direct Line subject to a bid from listed peer Aviva and Volex (held in the
UK Smaller Companies fund) announcing an interest in peer TT Electronics.

Outlook

After a year where political uncertainty and continued inflation were constant risks to equity
investors, it is somewhat disappointing to have come through all the elections and still be talking
about politics and macroeconomics. The narrative remains dominated by whether interest rates
are falling more or less quickly than previously expected. US and UK 10-year yields are more
than 50 basis points higher than they were three months ago, and other euro zone or developed
market benchmark rates have seen meaningful increases also. Some of this is predicated on
market expectations of an inflationary impulse from the new US government’s approach to global
trade, while core CPI has also remained stubbornly high.

Despite all of the known risks from wars to trade wars, GDP growth is still expected to improve
in the UK, the US and most G7 economies in 2025. While the number of rate cuts is likely to be
lower than expected, the path of central bank interest rates remains on a downward trajectory.
In the UK, consumer, corporate and bank balance sheets are robust, and all signs point to
modest growth but an improving picture through the year; even with unnecessary headwinds
provided by the recent budget. Furthermore, the UK economy is still expected to outperform its
euro zone counterparts. This should be a generally supportive backdrop for corporate profitability
and equity investing.

Industrial PMIs have remained stubbornly low across the US and euro zone, with destocking still
a headwind through the final quarter of 2024. However, inventory to order ratios appear to have
bottomed and a number of early cycle industrials companies suggest that pipelines and orders
are once again improving. Therefore, we do not expect de-stocking in 2025 to remain the
material headwind that it has been over the last two years.

As we have written before, we continue to believe UK small and mid-cap equities offer good
value in absolute terms and relative to history and other international equity indices. Our portfolio
companies have well capitalised balance sheets ready to be deployed on organic investment or
acquisitions. Furthermore, share buybacks are playing an ever-important role in capital allocation

amongst UK small and mid-cap companies, reflecting their balance sheet strength as well as
management’s view of equity market valuations. Indeed, at current depressed UK equity market
valuations, share buybacks can be highly accretive to equity returns for investors.
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Market commentary
Despite the macroeconomic noise, we continue to focus on our consistent long term investment
approach. We continue to identify companies with the key fundamental SIMBA attributes
(Scaleability, Innovation, strong Management teams, Barriers to entry and unique Assets) that
will allow them to take market share and grow profits and cash throughout economic cycles. We
continue to believe that it is these fundamental attributes that drive earnings and thus stock

prices over the long term and we remain excited by the opportunities currently on offer for UK
small and medium company investors.
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Further Information

FI

Please click on the links below for further information:
www.rlam.co.uk/institutional-investors/responsible-investment/responsible-investment-at-rlam/stewardship-and-responsible-investment-re p o r t / www.rlam.com/globalassets/media/literature/emails/royal-london-voting-and-engagement---web-version.pdf/ www.rlam.com/globalassets/media/literature/reports/royal-london-2023-climate-report.pdf

0 0 0

Find out more

In an uncertain geopolitical and economic environment, we recognise the importance
of keeping our clients updated on our current investment thinking.

Articles, videos, podcasts and webinars giving the latest views of our investment
experts can be found in the Our Views section of www.rlam.com, including regular
updates from our Fixed Income, Global Equity, Sustainable and Multi Asset teams.
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Disclaimers

Royal London Asset Management - Royal London UK Smaller Companies Fund - 31 Dec 2024 - Report ID: 217616

D

Important information

For professional clients only, not suitable for retail clients.

This is a financial promotion and is not investment advice.

Telephone calls may be recorded. For further information
please see the Privacy Policy at www.rlam.com.

Issued in January 2025 by Royal London Asset
Management Limited, 80 Fenchurch Street, London
EC3M 4BY. Authorised and regulated by the Financial
Conduct Authority, firm reference number 141665. A
subsidiary of The Royal London Mutual Insurance Society
Limited.

The Fund is a sub-fund of Royal London Equity Funds
ICVC, an open-ended investment company with variable
capital with segregated liability between sub-funds,
incorporated in England and Wales under registered
number IC000807.

The Authorised Corporate Director (ACD) is Royal London
Unit Trust Managers Limited, authorised and regulated by
the Financial Conduct Authority, with firm reference
number 144037.

For more information on the fund or the risks of investing,
please refer to the Prospectus or Key Investor Information
Document (KIID), available via the relevant Fund
Information page on www.rlam.com.

FTSE indexes and data are an intellectual property of
FTSE International Limited ("FTSE"). "FTSE®" is a trade
mark of the London Stock Exchange Group companies
and is used by FTSE under licence. The Index is
calculated by FTSE or its agent.

FTSE makes no claim, prediction, warranty or
representation either as to the results to be obtained from
the Fund or the suitability of the Index for the purpose to
which it is being put by Royal London Asset Management.
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Risks and Warnings

The value of investments and any income from them may
go down as well as up and is not guaranteed. Investors
may not get back the amount invested.

Investment risk

The Fund may engage in EPM techniques including
holdings of derivative instruments. Whilst intended to
reduce risk, the use of these instruments may expose the
Fund to increased price volatility.

EPM techniques risk

In difficult market conditions the value of certain fund
investments may be difficult to value and harder to sell, or
sell at a fair price, resulting in unpredictable falls in the
value of your holding.

Liquidity risk

The insolvency of any institutions providing services such
as safekeeping of assets or acting as counterparty to
derivatives or other instruments, may expose the Fund to
financial loss.

Counterparty risk

The Fund invests in smaller companies, the prices for
which can be less liquid and be more volatile than those
of larger companies and therefore may have a greater
impact on the value of the Fund.

Smaller companies risk
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Performance to 31 December 2024

Cumulative (%)

3 Month 6 Month 1 Year 3 Years 5 Years

Fund (gross) (0.62) (1.19) 4.30 (24.07) 2.46

Fund (net) (0.81) (1.58) 3.51 (25.79) (1.39)

Annualised (%)

3 Years

(p.a.)

5 Years

(p.a.)

(8.76) 0.49

(9.46) (0.28)

Year on year performance (%)

31/12/2023 -

31/12/2024

31/12/2022 -

31/12/2023

31/12/2021 -

31/12/2022

31/12/2020 -

31/12/2021

31/12/2019 -

31/12/2020

Fund (gross) 4.30 4.51 (30.34) 26.74 6.46

Fund (net) 3.51 3.72 (30.88) 25.77 5.65

Past performance is not a guide to future performance. The impact of fees or other charges
including tax, where applicable, can be material on the performance of your investment.

Source: RLAM as at 31 December 2024. All figures are mid-price to mid-price for the Royal London
UK Smaller Companies Fund M Acc GBP share class.
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Glossary

G

Fund value

Total value of the fund as of the last business day of the
calendar month. The fund value is as at close of business
and on a mid-price basis.

Number of holdings

Total number of unique holdings of the Fund excluding cash,
currency and derivatives.

Performance

Performance is calculated using the daily end of day NAV per
share produced by HSBC based on the mid price.

Sector weights

Breakdown of holdings by FTSE ICB (Industry Classification
Benchmark) sector relative to the benchmark index.

Top 10 holdings

Top 10 assets held by market value, excluding derivatives
and cash.
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