
Smithson is the third fund from 
Fundsmith LLP, which follows a 
quality-driven approach and aims to 
hold onto positions "forever." With 
smaller companies having more 
growth potential than larger ones 
and close-ended funds typically out-
performing open-ended ones over 
the long-term, Smithson has the 
potential to outperform the open-
ended Fundsmith Equity Fund, the 
company's flagship fund, which has 
returned 18.2% a year from Novem-
ber 2010 to February 2019.

The UK was the second-largest coun-
try exposure in the Smithson portfo-
lio, at 18.3% of assets at the end of 
February 2019, and the US was the 
largest exposure with 13 US-listed 
positions, accounting for 51% of 
portfolio assets.

Smithson's six UK picks

Smithson's six UK picks are 
Rightmove (LON:RMV), Halma 
(LON:HLMA), Spirax-Sarco En-
gineering (LON:SPX), Domino's 
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Pizza Group (LON:DOM), Ab-
cam (LON:ABC) and Diploma 
(LON:DPLM). At the end of 2018, 
Rightmove was the second-largest 
Smithson holding at 5.1% of the 
portfolio.

Halma was the ninth largest holding 
at 4.3% of the portfolio and Spirax-
Sarco Engineering was the 17th 
largest at 3.1%. The remaining three 
UK positions were Domino's Pizza 
Group at 3%, Abcam at 2% and Di-
ploma at 1.9%.

Are they quality 
businesses?

Typically, the quality threshold 
of an investment is a return on 
capital employed (ROCE) of 15% 
or more, and all six UK Smithson 
companies generated a three-year 
average underlying ROCE (exclud-
ing goodwill) above the thresh-
old. In fact, the lowest underlying 
ROCE was 19.7%, by Domino's 
Pizza Group, and the highest was 
813%, by Rightmove. The three-

In October 2018, Smithson Investment Trust (LON:SSON) raised £822.5 million, making it 
the UK's largest ever investment trust launch. The fund invests in mid and small-cap com-
panies in developed markets, and its portfolio has twenty-nine holdings, six of which are 
listed in the UK.

Market cap Position in 
the fund % Fund

Rightmove £4.4bn 2 5.1%

Halma £6.1bn 9 4.3%

Spirax-Sarco Engineering £5.2bn 17 3.1%

Domino's Pizza Group £1bn 19 3%

Abcam £2.4bn 26 2%

Diploma £1.6bn 27 1.9%

Smithson's UK stocks at the end of 2018

Source: Smithson IT
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year average ROCE including good-
will, which takes into account the 
premium paid for acquisitions (i.e. it 
is the realised return), was 14% for 
Halma and 17.4% for Abcam – both 
of which have been acquisitive.

Quality businesses typically earn 
an earnings before interest and tax 
(EBIT) margin of at least 10%, and the 
lowest 3-year average EBIT margin 
in the portfolio was recorded by Di-
ploma, at 15%.

Rightmove – Online 
property listing platform

Rightmove – the UK-based company 
that runs rightmove.co.uk, the UK's 
largest online real estate portal and 
property website – is the most profit-
able UK-listed company in the portfo-
lio by some margin. Furthermore, the 
group's EBIT margin continued to im-
prove during the period of 2015 and 
2018, increasing from 71.4% to 74%, 
and it is forecast to increase further, 
hitting 75.5% by 2021.

The group benefits from the network 
effect – whereby increased numbers of 
buyers and sellers improve the value 
of an offering – making it challenging 

for its competitors, such as OnTheMar-
ket and Zoopla, to take market share.

The number of estate agency branches 
listed on Rightmove declined by 2% to 
17,328 in 2018. Website traffic, though, 
rose by 4% to 132 million visits per 
month and "time on the site" increased 
by 5% to in excess of 1 billion minutes 
per month. 

Revenue from estate agencies rose 
by 9% to £201m in 2018, with average 
revenue per advertiser up by £85 to 
£1,005 per month. Rightmove's total 
revenue rose by 10% in 2018 and un-

derlying EPS increased by 12% to 18.3p. 
Revenue is forecast to increase by 7.4% 
a year over the next three years. 

Rightmove bought back 31% of its 
shares over the last 11 years and is 
continuing to buy back shares. 

Halma – Safety-related 
products

Halma sells safety-related products 
into four markets: infrastructure 
safety, medical, process safety and en-
vironmental & analysis. Revenue has 
increased in every year since 2006 and 
the EBIT margin has been over 16% 
since 1989. 

Safety product makers clearly make 
for safe investments. In fiscal 2018, 
the group generated 33% of its reve-
nue from infrastructure safety, 26% 
from medical, 24% from environmen-
tal & analysis and 17% from process 
safety. 

The US market accounted for 35% of 
revenue, Europe (excluding the UK) for 
22% and the UK for 12%. Asia Pacific 
accounted for only 16% of group rev-

3-year average ROCE 3-year  
average EBIT 

marginEx. Goodwill Inc. Goodwill

Rightmove 813% 741% 74%

Halma 25.4% 14% 17.2%

Spirax-Sarco Engineering 25.3% 20.7% 21.4%

Domino's Pizza Group 19.7% 19.6% 17.5%

Abcam 26% 17.4% 27.2%

Diploma 37% 22.5% 15%

Return on capital employed for the Smithson six

Source: SharePad

Source: SharePad

Rightmove's EBIT margin: onwards and upwards

Sharaf Maksumov / Shutterstock.com
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enue, but it generated revenue growth 
of 15%.

Halma's strategy is to double in size 
every five years through acquisitions 
and organic growth. Revenue in the five 
years to fiscal 2018 increased by 74%.

Recent acquisitions have been mod-
est with £136.5m spent on deals since 

Source: SharePad

Halma's EBIT margin – over 16% since 1989

the start of 2017. At September 2018, 
the group's net debt to EBITDA ratio 
was 0.7, leaving plenty of scope for 
further takeovers.

Interest cover was also robust at 18.6x 
in fiscal 2018 and is expected to hit 
29x in fiscal 2021. Average free cash 
flow conversion was 85.5% over the 
last five years. 

Organic revenue (constant currency 
and excluding acquisitions) rose by 
10% in fiscal 2018, 4% in 2017 and 6% 
in 2016. Revenue is forecast to grow by 
8.3% a year (annualised) over the next 
three years.

Spirax-Sarco Engineering – 
Steam, valves & pumps

Spirax-Sarco Engineering is another 
industrial goods business that has 
delivered for investors. The group's 
EBIT margin has been in excess of 14% 
since 1989, while annual revenue has 
declined only in four years during the 
same period.

The group generates 85% of reve-
nue from the operating budgets of its 
customers and 15% from their capital 
spending budgets, which explains the 
relative stability of both its revenue 
and margins.

Spirax-Sarco's steam specialities di-
vision – which includes the brands of 
Spirax-Sarco and Gestra, bought in 
April 2017 for £160 million – generated 
64% of revenue in 2018. 23% of reve-
nue was produced by the Watson-Mar-
low division, which makes niche peri-
staltic pumps. The Chromalex process 
heating and temperature manage-
ment division, which was acquired in 
July 2017 for £317 million, generated 
13% of revenue. 

Despite these acquisitions, the com-
pany's net debt to EBITDA ratio was 
only 0.8X at the end of 2018. Spirax-
Sarco Engineering's average free cash 
flow conversion over the last five 
years was 86%. 

Organic revenue growth (constant 
currency and excluding acquisitions) 
was 7% in 2018, 6% in 2017 and 2% in 
2016. Revenue is forecast to increase 
by 4.8% a year (annualised) over the 
next three years.

“HALMA’S STRATEGY IS TO DOUBLE 
IN SIZE EVERY FIVE YEARS THROUGH 

ACQUISITIONS AND ORGANIC GROWTH.”

Ticket Offer

Meet me and the rest of the 
team behind Master Investor 
Magazine on 6th April – 
just use the discount code  
LATTO to claim your complimen-
tary ticket here.
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Source: SharePad

Spirax-Sarco EBIT margin – over 14% since 1989

Domino's Pizza Group – 
Takeaway pizza franchisor

Domino's Pizza Group was a surprising 
addition to Smithson's portfolio given 
the maturity of the UK takeaway mar-
ket. The company splits analyst opin-
ion with four sell ratings, four hold rat-
ings, one outperform rating and three 
buy ratings. 

Domino's Pizza Group had 1,103 stores 
in the UK at the end of 2018 and is tar-
geting store number growth of 45% to 
1,600 stores. Tensions with UK fran-
chisees, however, threaten both the 
pace of new store openings and profit 
margins.

The takeaway market is becoming 
more competitive given the rise of 
delivery apps like Deliveroo, Just Eat 
and Uber Eats. Domino's Pizza Group 
EBIT margin reached a high of 24.5% 
in 2016 and is expected to come in at 
17.5% in 2019.

UK like-for-like sales excluding store 
splits rose by 4.6% in 2018 versus 4.8% 
in 2017. Total system sales in the UK 

and Republic of Ireland improved by 
7% in 2018 versus 9.2% growth in 2017. 

Domino's Pizza Group wrote down the 
value of its international business (out-
side of the UK and Ireland) by £14.1m 
in 2018. The international business op-

erates in a number of European coun-
tries and is expected to breakeven this 
year.

Underlying profit before tax fell by 
1.1% in 2018 and reported profit fell 
by 22% due to one-off costs and im-
pairments. The shares are currently 
trading on a forward-looking P/E of 
13.2X (FY2019), the lowest multiple it's 
traded on since 2003.

Abcam – Antibodies

Abcam develops antibodies for the life 
science and clinical research commu-
nities.  Group revenue increased from 
£9.2 million in 2004 to £278 million in 
2018 with antibody products account-
ing for 75% of revenue. The company's 
guidance is for low double-digit rev-
enue growth of 10.5% over the next 
three years. 

Source: SharePad

Domino's Pizza EBIT margin – under pressure
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Abcam describes itself as the "global 
market leader of research antibodies" 
with "unique capabilities [that] support 
continued [market] share gains." The 
US generated 41.8% of revenue last 
year while China produced 14.2% of 
revenue.

Abcam is a rare example of a fast-grow-
ing business that has become more 
profitable over time. EBIT profit mar-
gins have doubled since 2003, reach-
ing 30% in 2018, and are expected to 
increase further to 32% by 2021.

Abcam's addressable market is esti-
mated at $8 billion. This is made up 
of the research-use proteomic tools 
market, estimated at $3 billion, and the 
antibody development for the pharma-
ceutical and diagnostic sector market, 
estimated at $5 billion. These areas 
are expected to grow by 4% a year and 
5-8% a year, respectively.

Source: SharePad

Abcam's EBIT margin – an improving trend

Diploma – industrial 
product supply

Diploma, which supplies specialist 
technical products and services to 
three key markets (life sciences, Seals 
and Controls), reported an EBIT mar-
gin of 15.1% in 2018 and is expected 

Source: SharePad

Diploma's EBIT margin – stable since 2010

to announce a higher margin of 17.6% 
in 2021.

The group's competitive edge is its re-
lationship with suppliers and custom-
ers and its ability to deliver a broad 
range of quality products.

The Seals division, which accounts for 
43% of total revenue, supplies items 
that include gaskets, filters, cylinder 
component seals and custom moulded 
parts. The aftermarket seals business 
supplies own-branded products to re-
pair heavy construction equipment. 
The controls division (29% of revenue) 
supplies high-performance wiring, 
harness components, fasteners and 
control devices, and its Life sciences 
division (28% of revenue) serves the 
healthcare and environmental sectors 
and sources products on a long-term 
exclusive basis.

Europe is its largest market, at 48% 
of revenue in fiscal 2018, while North 
America generated 40% of revenue. 
Diploma is targeting organic revenue 
growth of 5-6% per annum over the 
economic cycle, which is expected to 
be supplemented by "value enhanc-
ing" acquisitions.

“ABCAM IS A RARE EXAMPLE OF A FAST-
GROWING BUSINESS THAT HAS BECOME 

MORE PROFITABLE OVER TIME.”
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"The Smithson UK Six"

Growth

Smithson's six UK stocks have in-
creased revenue by an average of 55% 
over the last three years (or 15.7% an-
nualised), boosted by the investments 
of Spirax-Sarco, Halma, Diploma and 
Abcam.

The average forecast pace of rev-
enue growth over the next three 
years is 24% or 7.4% a year. Ab-
cam is expected to grow revenue 
by 35% over the three year period 
while Spirax-Sarco Engineering is 
expected to see revenue growth of 
only 15%.

Valuations 

Of the six companies, Domino's Pizza 
Group has the highest forecast free 
cash flow yield – which is the excess 
cash available to shareholders as a 
percentage of market capitalisation 
– at 8% in 2019. Rightmove has the 
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About Andrew

Andrew Latto, CFA is an inde-
pendent analyst who writes 
for Cube.investments.    He re-
cently founded  www.Fund-
Hunter.co, which is set to launch 
soon.    Fundhunter uses asset 
allocation (where is best to in-
vest) and fund selection (active 
and passive). Andrew previously 
worked for an investment man-
ager and a research company.

Historic Forecast

Rightmove 39% 24%

Halma 48% 27%

Spirax-Sarco Engineering 73% 15%

Domino's Pizza Group 78% 27%

Abcam 62% 35%

Diploma 46% 18%

Average 58% 24%

Annualized 16.4% 7.5%

Source: SharePad

3-year revenue growth 

Share 
Price*

Free cash flow yield

Last fiscal 
year

Forecast 
Yr 1

Forecast 
Yr 2

Rightmove £5.01 3.7% 4% 4.4%

Halma £16.36 2.2% 2.6% 3%

Spirax-Sarco Engineering £71.25 3.1% 3% 3.3%

Domino's Pizza Group £2.24 5.2% 8% 8%

Abcam £11.87 1.1% 2.1% 3.1%

Diploma £14.53 3.6% 3.5% 4.1%

Free cash flow yields 

Source: SharePad *At the close on 14 March.

second highest with a 4% free cash 
flow yield in 2019 and 4.4% in 2020. 
This is somewhat surprising given that 
it is the highest quality of the six by 
some margin. Reflecting the long-term 
growth potential of the biotechnology 
business, Abcam is the most expen-
sive of the six, with a forecast free 
cash flow yield of 2.3% in 2019 and 
3.2% in 2020.

Summary

Smithson's six UK stocks include three 
industrial businesses that tend to fly 
below the investment radar. Halma, 
Spirax-Sarco Engineering and Di-
ploma have all delivered strong long-
term returns for investors. Rightmove 
is a high-quality business at a reason-
able price and Abcam is a fast-grow-
ing business that investors have to 
pay up for. The jury is currently out 
on whether Domino's Pizza Group can 
continue to deliver.

“THE JURY IS CURRENTLY OUT ON 
WHETHER DOMINO’S PIZZA GROUP 

CAN CONTINUE TO DELIVER.”
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