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September provided further evidence that the UK equity
opportunity is broadening beyond the large caps. After a
weaker first half, the FTSE 250 recovered strongly in the
third quarter, to beat not only the FTSE 100 but also the

S&P 500, the NASDAQ, the Euro Stoxx 50, the DAX and the
Nikkei 225. Year to date, the UK’s mid cap index is ahead of its
larger cousin. And our fund has been stronger still, benefiting
from this shift in market leadership, as well as excellent stock
level performance and bid activity.

Game developer and publisher Everplay was the standout contributor,
popping 70% during the month as the commercial success of its new
release Wardogs became clear. One million copies sold in the first

24 hours, making this Everplay's best-ever game launch by some way.
Our 1.5% position compares with zero exposure in the FTSE All Share
given Everplay's AIM-listing, reinforcing the return potential available
from differentiated holdings away from the largest index names.

Portfolio activity

Activity remained selective and valuation-led. We added to SigmaRoc,
a consolidator of industrial materials and construction material
assets, and property portal Rightmove following further company
engagement. SigmaRoc’s positive volume growth, expanding margins
and declining leverage reinforced our conviction. We trimmed Hill &
Smith, which makes metal products like the towers for high-tension
power lines and data centre flooring, after a strong re-rating — we've
long argued that Hills should trade at a similar level to its US peers.
Having returned 50% this year and achieved this level, we've cut

our exposure.

Pounding the table

The initial rebound in mid-caps has predominantly been driven by
are-rating, reflecting a modest improvement in sentiment towards

an asset class that's been out of favour for almost five years now.

While valuations are still by no means expensive, for the rally to be
sustained, this slight re-rating will need to be accompanied by earnings
growth. That's why we remain focused on companies where we judge
there's scope for upgrades. We see this rally as particularly impressive
given the aggressive rise in gilt yields, normally a headwind for
mid-caps.

We see both push and pull factors driving the shift in sentiment.

US equities have come to dominate investor portfolios and, after an
exceptional run, have reached demanding valuations. Despite continued
earnings growth, the S&P 500 has largely moved sideways in

recent months, a typical outcome when expectations are already

high. As investors look to diversify into areas where expectations

(and valuations) are much lower, many are rediscovering the attractions
of the UK market.

At the same time, the backdrop in the UK has become more supportive,
despite what the media continues to report. Political stability has
improved under the new Labour leadership, economic data have been
more resilient than feared, and the Bank of England hasn't (yet) raised
rates to match the European Central Bank or US Federal Reserve.

Most strikingly, a surge in takeover activity has provided tangible
evidence of the value embedded in UK-listed companies. In our
50-stock fund, four holdings have received bids this year, while a fifth
has announced it's exploring potential offers.

Bidders pay up for quality

Portfolio
Target Bidder Premium paid weight pre-bid
Beazley Zurich Insurance 60% 2.70%
e ions HB Fuller 35% 170%
SEGRO Prologis 25% 2.20%
Rotork ABB 73% 1.30%
Pollen Street Unknown Unknown 1.20%

Source: Bloomberg, Rathbones.

What stands out most to us is the scale of the premiums paid.

The bidders are strategic buyers voting with their cheque books, not
private equity firms seeking to enhance returns through leverage.
Companies with deep industry expertise and intimate knowledge of
their markets are prepared to pay 30%, 50% and 70% more than their
public market-value for these assets. This speaks volumes about the
disconnect between public market valuations and the intrinsic value
on offer.

Remember ARM Holdings? When the chip designer was bought by
Japanese tech investor SoftBank back in 2016, it was removed from
the UK market at a $32 billion valuation. Seven years later, SoftBank
brought it back to public markets, listing it on the NASDAQ at a $55bn
valuation. UK investors did not benefit from any of this value creation:
ARM now has a $300bn market cap.

We're pounding the table before more world-class assets get picked off
and the value transferred away from UK investors.

When you invest, you could lose some or all of your investment. Past performance is not a reliable indicator of future results.
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Source: Morningstar; data to 30 September, |-class, mid price to mid price.
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These figures refer to past performance, which isn’t a reliable indicator of future returns.

Companies seen during the quarter: Weir, Helios Towers, Marks &
Spencer, Dunelm, Halfords, Gym Group, Mitchells & Butlers, Alfa
Financial Software, Standard Life, SigmaRoc, Computacenter,
FeverTree, Keystone Law, Everplay, Ceres Power, CVS, BOKU,

Experian, IMI, Diageo.
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ALEXANDRA JACKSON
Fund Manager

For more info on our fund, including factsheets, performance and fund

manager views, please click here.

If you require further clarification on this commentary, then please contact your adviser or Rathbones at the contact details below.

Any views and opinions are those of the investment manager, and coverage of any assets held must be taken in context of the constitution of
the fund and in no way reflect an investment recommendation. Past performance should not be seen as an indication of future performance.
When you invest, you could lose some or all of your investment.
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