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Versus MSCI All Country World Index
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Sources: Dundas, Bloomberg. 31 March 2017. Figures are calculated from the last business day of the period to the last business day of the following period. Inception is 20 
March 2013. All figures are percentages, annualised for periods greater than 12 months and are shown in total return terms. All data in GBP. 

Q1 2017 One year Three years Since inception

Gross 5.2 29.0 13.2 11.5

Net 5.1 28.3 12.6 10.8

Index 5.6 32.8 15.8 13.2

Gross relative -0.4 -2.9 -2.2 -1.5
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Markets
Q1 2017 continued the strong run in global markets with the MSCI ACWI up
5.6% in Sterling, following on from a staggering 29.4% in 2016. Sterling
depreciation had a significant role to play, with returns measured in US
dollars being 7.1% and 8.5% respectively. Bond yields as measured by the
US ten years barely changed ending at 2.4% despite the Fed raising rates.
The oil price traded in a narrow band.

Looking at the major regions Asia Pacific provided the best returns up 7.8%
followed by Western Europe up 6.4% with North America up 4.8%.

Turning to sectors, the strongest performer by some margin was IT up
11.8% followed by Health Care up 7.3%, Consumer Discretionary up 6.7%
and Materials up 6.5%. Bringing up the rear were Energy down 4.9% and
Telecommunications up only 1%.

Performance
In Q1 the strategy returned 5.2% versus 5.6% for the index.

Allocation across sectors was positive, the three largest exposures in the
portfolio IT, Health Care and Consumer Discretionary (55% in total) were all
good performing sectors. Our smallest exposures are to
Telecommunications, Real Estate, Utilities and Energy, each of which
underperformed.

By region our over exposure to Western Europe and Asia ex Japan also
helped returns.

The top five stocks contributing to returns for the quarter covered four
different sectors and five different countries. IPG Photonics is one of the
portfolio’s possible dividend initiators and rose 16% due to stronger
revenue growth. Japanese industrial automations company Keyence rose
10% and Jardine Matheson which has businesses spread across Asia rose
12% as the whole region performed better. Netherlands based semi-
conductor manufacturing equipment leader ASML gained 12% on the back
of improving orders and adoption of the latest lithography technology for
ever smaller chips. Recent purchase South African based life insurer
Discovery gained 9% thanks to strong results and a positive outlook.

The five main detractors from performance were led by oil giant Exxon
which fell 13% due to concerns about over supply in the near term and the
decision taken to write down the value of reserves particularly in Canada.
Internet software supplier Akamai fell 15% as it sees slower revenue growth
and a higher level of investment in its global infrastructure. Advertising giant
WPP gave a weak assessment of growth prospects for 2017 and is suffering
from the loss of two major accounts, its shares fell 7%. US discount retailer
Ross Stores reported another strong set of results but was down 4.46% on
expectations of rising wages and a lower supply of inventory. Finally
Accenture delivered better profits growth than expected but with lower
revenue growth - its shares fell 2.85%.

Q1 2017 Market returns (USD)
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Portfolio changes

There were three full sales from the portfolio and one new purchase made.

Syngenta was sold in January, the Swiss based agricultural firm has been the
subject of a takeover bid by ChemChina. This has taken time to go through
the various regulatory approvals and with the discount narrowing to the bid
price the risk of falling at one of these final hurdles was deemed to
outweigh the limited upside to the bid price.

During January Towngas China was fully sold from the portfolio. This
regional distributor of gas for commercial and residential use had been a
beneficiary of the drive to better air quality in China. However the pricing
structure put in place to boost the adoption of gas has been a hindrance as
generally lower energy prices have made competitor fuels cheaper while
Towngas has not seen the full benefit of that reduction in cost while having
to lower its prices. Squeezed margins and fewer new customers is the result
with little to suggest things will get better soon.

Japanese air conditioning manufacturer Daikin has delivered revenue
growth, margin improvements and double digit dividend growth over the
period of ownership. With the outlook for all of these metrics weakening
and having enjoyed fantastic returns with the valuation now stretched we
decided to exit the position.

In March Merlin Entertainment was added to the portfolio. Merlin is the second
largest visitor attraction operator, after Disney with a portfolio of Midway parks
(indoor attractions for visits of 1-2 hours), LEGOLAND parks and Resort theme
parks. Brands include SEA LIFE, Madame Tussauds, LEGOLAND Discovery Centres,
LEGOLAND Parks and Alton Towers. It started as predominantly theme parks in
the UK and Europe but today is more diverse, as it has been expanding in Asia
Pacific and North America as well as adding assets to its Midway and LEGOLAND
divisions. 30% is owned by Kirkbi Invest, who also owns 75% of LEGO. We like
their focus on major tourist hubs, its strong brands and the new attractions being
added. Together this suggest good dividend growth prospects.
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Comment – strong start to 2017 dividend declarations

There were 38 dividend declarations in the first quarter. The average
increase in local currency terms has been 10.9%. There are two areas to
highlight:

Consumer Discretionary

The majority of holdings in the sector have now declared. Thus far the
average increase has been a phenomenal 19%. US home improvement
chain Home Depot increased their dividend by 28% while one of their
suppliers Techtronics (power hand tools) raised theirs by 27%.

At a time when many retailers are struggling, US discount clothing chain
Ross Stores increased their dividend by 18% on the back of continued
growth in the number of stores and sales within existing stores. Fashion and
luxury brand conglomerate LVMH was added to the portfolio last year. They
raised their dividend 13% over last year.

European Stocks

22 of the 38 declarations have come from European domiciled companies.
Dividend growth in the region had been disappointing in recent years –
around 4% in local currency terms although Dundas stocks have done
better.

This year the average increase has been over 10% and particularly pleasing
has been the acceleration in growth rates for a number of companies.
Leading the charge was Essilor, the world’s largest producer of spectacle
lenses, which will be merging soon with Luxxotica, the largest producer of
frames. The dividend was increased by 35%, a strong signal of the potential
to come from this merger.

Luxury bathroom and plumbing firm Geberit has been very cautious on the
outlook for its core European markets. This year the Board have decided to raise
the dividend by 19%, a strong signal that confidence is returning.
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Long term 
equity 
returns 

=
Dividend 

yield
+

Dividend 
growth

Returns from equity investment related to returns 
on equity by companies

Our perspective on long term returns in supported by
many studies. Over periods of five years or more the
return from equity investment is largely determined by
the dividend yield on initial investment plus the dividend
growth thereafter. The yield on global equities has been
around 3% historically, nominal dividend growth around
5.5%. Together this gives long term equity returns of
about 8.5%. Certainly other factors get in the way over
shorter periods most notably valuations changes.

Digging deeper those long term returns from equity can
only come from the Return on Equity delivered by the
world’s companies. Historically these returns have been
around 10% with half of those profits distributed with the
half retained for reinvestment providing for long term
growth of around 5%. Periods of higher RoE can bring forth
better conditions for equity returns and the opposite is
true also.

e.g. WPP Group ≈ 2% + 14%15%

Dividend growth 

CAGR 14%

Yield on costTotal Return (USD) CAGR breakdown

3%

9%

3%

Total Return = 15%

Sources: Dundas, Bloomberg, MSCI. Data in USD 31 March 2017.
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WPP is the world’s biggest advertising group and operates globally. Its strategy is
to grow via acquisition with a focus on emerging economies and digital
advertising. Omnicom and Publicis, its closest competitors being the world’s
second and third largest advertising companies, paid WPP’s strategy the ultimate
compliment with an attempted merger in 2013. This highlighted the benefits of
scale in the communications and marketing landscape with the shift to digital
advertising. However this “merger of equals” failed and WPP has gained market
share as a result.

WPP have been correct to focus on digital as there has been rapid growth in this
market segment. By geography North America represents around 40% of
advertising spend and has experienced good growth with “faster growing”
emerging markets actually not growing significantly faster. WPP’s revenue is more
geographically diverse that its peers as shown in the diagram on the right. WPP
will benefit from the pick up in growth we see coming in Europe and Asia.

Longer term advertising revenue spend has grown at around 4.5% as can be seen
in the chart below and is highly correlated to growth in global GDP.

One risk is a clear succession plan. The WPP CEO, Martin Sorrell, is now 72
and whilst there are no current plans for Martin to retire he will not be able
to carry on forever. As far as we know a preferred candidate to succeed him
has yet to be chosen.

Over the last 5 years advertising stocks and WPP in particular have
performed well. From the end of August 2012 WPP’s total return in USD has
been 13% per annum. They have experienced strong earnings growth and
increased the dividend pay-out ratio, resulting in very strong dividend
growth.

What now? WPP recently reported that they forecast organic revenue
growth for 2017 to be 2% as a result of a slower economy and losing 2 key
clients. With acquisitions, improving operating margin and the high free cash
flow we estimate WPP can achieve 10% earnings growth. The stock is on a
current P/E ratio of 13.4x, and with dividend yield of 3.3% and the prospect
of dividends growing in line with earnings we continue to hold WPP due to
this attractive investment return outlook.
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Merlin is the second largest visitor attraction operator, after Disney with a
portfolio of Midway parks (indoor attractions for visits of 1-2 hours), LEGOLAND
parks and Resort theme parks. Brands include SEA LIFE, Madame Tussauds,
LEGOLAND Discovery Centres, LEGOLAND Parks and Alton Towers. It started as
predominantly theme parks in the UK and Europe but today is more diverse, as it
has been expanding in Asia Pacific and North America as well as adding assets to
its Midway and LEGOLAND divisions. 30% is owned by Kirkbi Invest, who also owns
75% of LEGO.

Over the long term we expect visitation to 'gateway' cities to grow mid-single
digits, leading to increased spend on leisure and tourist activities. Merlin has
positioned itself in these tourist hubs and with its strong brands and by clustering
its attractions and selling combined tickets it will bring in more visitors. Its new
attraction rollout strategy is punchy. By 2020 Merlin has targets having 139
Midway attraction (+8% p.a.), 10 LEGOLAND parks (from 7) and is also adding
accommodation to its existing estate. Theme parks are in recovery with visitor
numbers still below pre Alton Towers accident levels.

Merlin’s financials are attractive with high margins, a solid balance sheet and
strong free cash flow generation which more than covers its high capex
requirements.

However, recent visitor numbers have been impacted by terrorist attacks and
competition for tourists from rivals – this risk remains but appear to be a short
term pressure. Heightened marketing spend and wage inflation may also pressure
margins.

We like Merlin’s focus on major tourist hubs, its strong brands and the new
attractions being added. Together this suggest good dividend growth prospects. A
Return on Equity (RoE) of 16% and earnings retention rate of 66% implies a
sustainable growth rate of 11% per annum. We estimate a long-term return of
10% coming from an initial dividend yield of 1.4% plus 9% earnings growth
reflecting the ambitious target for new attractions and the potential for margin
pressure.
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Consumer Discretionary 14.7 12.1 Financials 9.3 18.4 Information Technology 28.2 16.4

HOME DEPOT INC 1.2 0.5 AIA GROUP LTD 2.2 0.2 ACCENTURE PLC-CL A 2.5 0.2

KINGFISHER PLC 0.7 0.0 AMERICAN EXPRESS CO 1.8 0.2 AKAMAI TECHNOLOGIES INC 0.9 0.0

L'OCCITANE INTERNATIONAL SA 0.8 CLOSE BROTHERS GROUP PLC 0.8 ALPHABET INC-CL C 1.6 0.6

LVMH MOET HENNESSY LOUIS VUI 1.4 0.2 DBS GROUP HOLDINGS LTD 1.2 0.1 AMADEUS IT GROUP SA 1.5 0.1

MERLIN ENTERTAINMENT 0.5 0.0 DISCOVERY LTD 0.9 0.0 APPLE INC 2.9 1.9

ROSS STORES INC 2.0 0.1 LEGAL & GENERAL GROUP PLC 1.3 0.1 ASML HOLDING NV 1.5 0.1

RYOHIN KEIKAKU CO LTD 1.0 0.0 MARSH & MCLENNAN COS 1.1 0.1 DELL TECHNOLOGIES INC-CL V 0.2 0.0

TECHTRONIC INDUSTRIES CO LTD 0.9 0.0 GEMALTO 0.8 0.0

USS CO LTD 1.5 0.0 Health Care 13.8 11.1 HEXAGON AB-B SHS 1.0 0.0

WALT DISNEY CO/THE 2.4 0.4 ABBOTT LABORATORIES 1.6 0.2 INFOSYS LTD-SP ADR 0.8

WHITBREAD PLC 0.6 0.0 BAXTER INTERNATIONAL INC 0.9 0.1 INTEL CORP 0.7 0.4

WPP PLC 1.7 0.1 BAYER AG-REG 0.9 0.2 IPG PHOTONICS CORP 1.2

BRISTOL-MYERS SQUIBB CO 0.7 0.2 KEYENCE CORP 2.7 0.1

Consumer Staples 8.4 9.5 COLOPLAST-B 1.4 0.0 LITTELFUSE INC 1.2

CHOCOLADEFABRIKEN LINDT-PC 1.0 0.0 ESSILOR INTERNATIONAL 1.2 0.1 MICROSOFT CORP 3.2 1.2

COSTCO WHOLESALE CORP 1.2 0.2 NOVO NORDISK A/S-B 1.2 0.2 OPEN TEXT CORP 1.6 0.0

HENGAN INTL GROUP CO LTD 0.7 0.0 ROCHE HOLDING AG-GENUSSCHEIN 2.2 0.5 QUALCOMM INC 1.0 0.2

L'OREAL 1.4 0.1 SANOFI 0.9 0.3 SAP SE 1.9 0.2

MONDELEZ INTERNATIONAL INC-A 1.4 0.2 SHANDONG WEIGAO GP MEDICAL-H 0.3 0.0 TAIWAN SEMICONDUCTOR-SP ADR 1.0

NESTLE SA-REG 1.5 0.6 THERMO FISHER SCIENTIFIC INC 1.0 0.2 VERSUM MATERIALS INC 0.1

RECKITT BENCKISER GROUP PLC 1.4 0.1 ZOETIS INC 1.7 0.1

Materials 8.2 5.3

Energy 3.4 6.7 Industrials 8.3 10.7 AIR LIQUIDE SA 1.2 0.1

EXXON MOBIL CORP 2.3 0.9 3M CO 1.1 0.3 AIR PRODUCTS & CHEMICALS INC 0.9 0.1

SCHLUMBERGER LTD 1.2 0.3 CAE INC 1.6 0.0 INTL FLAVORS & FRAGRANCES 1.7 0.0

GEBERIT AG-REG 1.7 0.0 NOVOZYMES A/S-B SHARES 1.7 0.0

GENERAL ELECTRIC CO 1.3 0.7 PPG INDUSTRIES INC 1.5 0.1

JARDINE MATHESON HLDGS LTD 1.4 0.0 SYMRISE AG 1.2 0.0

WW GRAINGER INC 1.3 0.0

Real Estate 3.2

Telecommunication Services 3.4

Utilities 3.2

Cash 5.6



Diversification

Sources: Dundas, Bloomberg, MSCI. 31 March 2017.
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Holdings by domicile %

United States 41.0

United Kingdom 7.0

Switzerland 6.3

France 6.1

Japan 5.2

Hong Kong 4.5

Denmark 4.2

Germany 4.0

Canada 3.2

Ireland 2.5

Netherlands 2.3

Spain 1.5

Singapore 1.2

China 1.0

Taiwan 1.0

Sweden 1.0

South Africa 0.9

Luxembourg 0.8

India 0.8

Largest exposures by dividend %

Exxon Mobil 4.6

Legal & General 4.2

Microsoft 4.1

Roche 4.0

Accenture 2.7

Largest exposures by capital %

Microsoft 3.2

Apple 2.9

Keyence 2.7

Accenture 2.5

Walt Disney 2.4
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Dundas Partners LLP operates as Dundas Global Investors (Dundas). Dundas Partners LLP is authorised and regulated by the Financial Conduct
Authority.

This material is intended solely for UK institutional investors and is for information purposes only. It is not an offer or a recommendation to
purchase or sell any security and is not intended to substitute for an investment’s disclosure document. Investments involve risk and past
investment performance is not a reliable indicator of future investment performance.

The Authorised Corporate Director (ACD) of The Heriot Global Fund is T.Bailey Fund Services Limited (TBFS). TBFS is authorised and regulated by
the Financial Conduct Authority. For full information on the Heriot Investment Funds, including risk warnings and costs, please see the fund
prospectus, available from www.tbailey.co.uk/heriot. As a UCITS Fund, a Key Investor Information Document is also available for each share class.
Investors should ensure they have read and understood the relevant KIID prior to investing.

The returns stated in this document are GIPS compliant and audited annually.

http://www.tbailey.co.uk/heriot

