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Trojan Income Fund

Protect and grow

“Never change a winning game..."”

The quote came from the late, great American
tennis pro, Bill Tilden, and was often repeated
to me as a budding player. If you are on to a
winning strategy, stick with it. | have found the
same wise words apply in investment. While
evolving and improving are a must, there is
little logic in changing a sound and successful
approach.’

Since its launch in September 2004, the Trojan
Income Fund has judiciously balanced capital
growth and income to provide investors with
market-beating returns  and  shallow
drawdowns, as well as the lowest volatility in
the Investment Association (IA) UK Equity
Income sector.?

The Fund has delivered an annual return of
c.8% over these 17 years. Annual volatility has
been some 35% below the FTSE All-Share
Index and IA UK Equity Income sector. We aim
to deliver a resilient total return and lower-
than-average volatility by investing in strong
businesses capable of generating real cash
flow and dividend growth. While our processes
have evolved and improved, our fundamental
aims and core investment principles have not
changed. If anything, our experience has only
strengthened our resolve and we look forward
to investing this way for the next 17 years.
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Resilience in tough markets
We have always believed that income

investing is a natural home for investors’ more
cautious equity allocations. For us, the best
income-paying ~ companies  are  well-
established, growing businesses financing
dividends by generating surplus cash flow. We
seek out companies with consistently growing
sales and attractive business models that are
well placed to grow their dividends year in,
year out. The businesses in which we invest
have proven to be resilient, as has the Fund
itself.

Figure 1 (below) charts the five most significant
UK equity market drawdowns since the Trojan
Income Fund'’s inception. This starts with the
Global Financial Crisis and ends with the onset
of the COVID-19 pandemic.

With the Trojan Income Fund represented in
dark blue, readers can see the more resilient
profile of the Fund in each period of stress, in
comparison with the FTSE All-Share and the 1A
UK Equity Income sector. The return profile of
the sector in grey is also noteworthy; while
capital invested was protected slightly better
than the rest of the market in the earlier
drawdowns, this was not the case in either
2018 or 2020. Clearly there are different
approaches to equity income investing but
given Troy’s clear preference for resilience and
reliability, the increasingly cyclical nature of
much UK equity income investing does not sit
naturally with us. We will always take our own
approach rather than follow the crowd.

' “Far From The Finishing Post - Playing To Your Strengths For Sustainable Income Growth” https://www.taml.co.uk/Podcasts-

Webinars/

2 Drawdown is the peak to trough decline over a particular period of time. Volatility measured as standard deviation of annual

returns


https://www.taml.co.uk/Podcasts-Webinars/
https://www.taml.co.uk/Podcasts-Webinars/

Figure 1 — Trojan Income Fund, Maximum Drawdown
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Investing with an absolute mindset

Indeed, the Fund’s resilience stems from our
unwavering philosophy and approach, and our
absolute, rather than relative mindset to
investing. At Troy, we do not worry about what
the index is doing; we invest freely, purely
interested in finding the best prospective
returns consistent with our investment
objectives. Our investors want absolute, cash-
on-cash returns to preserve and grow their
wealth, and this is what we target.

Taking a relative approach to investing is beset
by several risks. Perhaps the greatest is that we
would be pushed to invest in companies and
sectors inconsistent with our investment
beliefs and objectives. This is particularly clear
in the UK, where some of the largest and
highest yielding stocks in the FTSE All-Share
(such as banking, oil exploration and mining
companies) are those most incompatible with
our approach. We do not like the combination

of high cyclicality and capital-intensity in these
industries; our natural habitat is companies

capable of consistently and sustainably
growing free cash flow and therefore
dividends.?

We also take an absolute approach to income,
prioritising growth in dividends in pounds and
pence, rather than a certain yield or yield
relative to a specific index.

This may be at odds with the requirements of
the IA UK Equity Income sector, which requires
funds to at least match the yield of the FTSE
All-Share. To remain in the sector, we would
have to chase the market's weighted-average
yield, irrespective of how sustainable we judge
this to be, or what targeting such a yield might
mean for our ability to protect capital. We
would end up with the proverbial tail wagging
the dog.

3 Free cash flow is the cash generated by operating activities after capital expenditure that can be used for dividends, share re-

purchases, repayment of debt or to fund acquisitions



The Fund currently has a dividend yield of
2.5%, a healthy and realistic yield for today’s
environment. This is below that of the FTSE
All-Share. Unless the IA UK Equity Income
sector is redefined, the Trojan Income Fund is
likely to move out of the sector.

Our approach to income investing is clear. We
see yield as the output of a sensible, bottom-
up portfolio construction process that reflects
the most relevant opportunities rather than an
input. We target companies with growing cash
flow and dividends per share, which will
translate into real income growth in pounds
and pence for investors.

Growing capital and income

A good example is Croda, a leading speciality
chemicals company that supplies key
ingredients in products ranging from anti-
ageing cream to mRNA COVID vaccines.

Figure 2 - Croda, cumulative
dividends received as a % of 2010
share price

While its chemicals typically account for a tiny
fraction of each product’s volume, they are
crucial in terms of science and value. In other
words, Croda supplies the magic ingredients.
This gives it pricing power, and in turn, strong
gross margins. The company’s R&D informs
product development at thousands of
businesses in growing and relatively non-
cyclical sectors such as personal care and life
sciences. Underpinned by science, rather than
heavy manufacturing, the business is capital
light, enabling Croda to reinvest and pay a
sustainable, growing dividend. We have been
impressed by the long-standing management
team and its approach to capital allocation.

Having grown the dividend for 29 consecutive
years, including during the financial crisis and
the pandemic, this is a high-quality income
growth stock, even though the current yield of
c.1.4% is considerably lower than the market.

Figure 3 — Cumulative Total Return 2010-
2021 YTD
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Income generated may fall as well as rise and past
performance is not a guide to future performance.

Source: Bloomberg, 31 December 2020.

Past performance is not a guide to future performance

Source: Bloomberg, 31 December 2009 to 30 September 2021.
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An investor who bought shares in 2010 would
by 2020 have already received close to half the
original investment back in income alone
(Figure 2), whilst also earning a handsome total
return (Figure 3).

As the chart in Figure 2 shows, Croda ‘only’
yielded slightly more than 2% back in 2010, as
it did when we bought shares last year. And
yet the annual dividend has more than
doubled since 2010, reflecting an average
annual growth rate of +10%, compared with
just +0.5% for the FTSE 100. Crucially, Croda’s
dividend has been paid out of excess cash
flow, after consistent reinvestment into future
growth. The result has been strong share price
performance which, when combined with the
dividend track record, has generated an
annual total return of +26%, compared with
the FTSE All-Share's +7% (Figure 3). As such,
stock bought in 2010 would today yield over
5% on the original share price. Rather than
overlooking stocks such as these, because of
their relatively low yield, | believe companies
such as Croda are the bedrock of an income
fund, providing sustainable income and capital
growth for patient investors.

In future newsletters | am looking forward to
exploring some of the traits of resilient, world-
class UK companies which we believe will
achieve strong capital and income growth for
years to come.

Blake Hutchins

October 2021
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Sector Breakdown (custom definition by Troy)

Utilities, 2% cagh, 2%
e.g. National Grid
REITs, 6%

e.g. LondonMetric, Big Yellow Group
Speciality Industrials/Chemicals, 11%
e.g. Intertek, Croda, Diploma

Financials, 11%
e.g. Schroders, Admiral

Consumer Staples, 25%
e.g. Unilever, Diageo, P&G

Software/data-centric, 17%
e.g. RELX, Experian, Visa

Consumer Discretionary, 11%
e.g. Compass, Domino's, IHG
Online Platforms, 6%

Healthcare, 9% e.g. AJ Bell, Integrafin

e.g. Medtronic, AstraZeneca

Source: Troy Asset Management, 30 September 202. Asset Allocation and holdings subject to change.

Top 10 holdings

Diageo Croda International
Experian Paychex

RELX AstraZeneca
Unilever Nestlé

Reckitt Benckiser  GlaxoSmithKline

Total top 10 45.4%
Other 30 holdings 53.0%
Cash 1.6%
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Fund Ratings
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For information on how to invest,
please visit
www.taml.co.uk/Funds/How-To-Invest

ESG

Troy achieved the following scores from the UN PRI (July 2020) in relation to Direct and
Active Ownership of assets.

Score Topic

A+ Listed Equity — Incorporation

A Listed Equity — Active Ownership

A Fixed Income — SSA (Sovereign, Supranational and Agency)

Troy UK Income team

1%3?'@ 3‘

Francis Brooke Blake Hutchins  Hugo Ure  Fergus McCorkell Aniruddha Kulkarni

Principles for
Responsible
Investment

=PRI

Carbon

Neutral
Organisation

Troy Asset Management became a
signatory to the Net Zero Asset
Managers Initiative in July 2021 and the
drive towards achieving net zero
greenhouse gas emissions by 2050. The
initiative is backed by a total of 128
signatories with over $43 trillion assets
globally.
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Disclaimer

All information in this document is correct as at 30 September 2021 unless stated otherwise. Past performance is not a guide to
future performance. The document has been provided for information purposes only. Neither the views nor the information
contained within this document constitute investment advice or an offer to invest or to provide discretionary investment
management services and should not be used as the basis of any investment decision. The document does not have regard to
the investment objectives, financial situation or particular needs of any particular person. Although Troy Asset Management
Limited considers the information included in this document to be reliable, no warranty is given as to its accuracy or
completeness. The views expressed reflect the views of Troy Asset Management Limited at the date of this document; however,
the views are not guarantees, should not be relied upon and may be subject to change without notice. No warranty is given as
to the accuracy or completeness of the information included or provided by a third party in this document. Third party data may
belong to a third party. Benchmarks are used for comparative purposes only.

Overseas investments may be affected by movements in currency exchange rates. The value of an investment and any income
from it may fall as well as rise and investors may get back less than they invested. Any decision to invest should be based on
information contained in the prospectus, the relevant key investor information document and the latest report and accounts. The
investment policy and process of the fund(s) may not be suitable for all investors. If you are in any doubt about whether the
fund(s) is/are suitable for you, please contact a professional adviser. References to specific securities are included for the purposes
of illustration only and should not be construed as a recommendation to buy or sell these securities. Asset allocation and holdings
within the fund may be subject to change. Investments in emerging markets are higher risk and potentially more volatile than
those in developed markets.

The fund(s) is/are registered for distribution to the public in the UK and Ireland but not in any other jurisdiction. The distribution
of shares of sub-funds of Trojan Investment Fund (“Shares”) in Switzerland is made exclusively to, and directed at, qualified
investors (“Qualified Investors”), as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended, and
its implementing ordinance. Qualified Investors can obtain the prospectus, the key investor information document(s) (edition for
Switzerland), the instrument of incorporation, the latest annual and semi-annual report, and further information free of charge
from the representative in Switzerland: Carnegie Fund Services S.A., 11, rue du Général-Dufour, CH-1204 Geneva, Switzerland,
web: www.carnegie-fund-services.ch. The Swiss paying agent is: Banque Cantonale de Geneve, 17, quai de I'lle, CH-1204
Geneva, Switzerland.

In Singapore, the offer or invitation to subscribe for or purchase Shares is an exempt offer made only: (i) to “institutional investors”
pursuant to Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “Act”), (ii) to “relevant persons”
pursuant to Section 305(1) of the Act, (iii) to persons who meet the requirements of an offer made pursuant to Section 305(2) of
the Act, or (iv) pursuant to, and in accordance with the conditions of, other applicable exemption provisions of the Act. This
document may not be provided to any other person in Singapore.

All references to indices are for comparative purposes only. All reference to FTSE indices or data used in this presentation is ©
FTSE International Limited (“FTSE") 2021. ‘FTSE ®' is a trade mark of the London Stock Exchange Group companies and is used
by FTSE under licence.

Issued by Troy Asset Management Limited, 33 Davies Street, London W1K 4BP (registered in England & Wales No. 3930846).
Registered office: Hill House, 1 Little New Street, London EC4A 3TR. Authorised and regulated by the Financial Conduct
Authority (FRN: 195764).



