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Companion planting

Top-performing JUGI looks an attractive option for AUSC shareholders.

David Brenchley

In gardening, companion planting is a well-known method of
creating an ecosystem where each plant combines to
mutually benefit the other. It helps the gardener to maximise
their space, to provide enough nutrients for each plant, to

deter pests, and to grow productively.

Possibly the most famous example is the Three Sisters
method, comprising beans, sweetcorn and squash. The
sweetcorn plants provide shade and act as a vertical pole up
which the beans can climb, while the squash can be used as

ground cover to ensure space is used efficiently.

The managers of JPMorgan UK Small Cap Growth & Income

(JUGI) take a similar trifecta-like approach to portfolio
construction. Rather than constructing a portfolio that
outperforms when only one singular investment style is in
favour, Georgina Brittain and Katen Patel aim to build a
portfolio capable of generating repeatable alpha across a
variety of market conditions.

To do this, they consider three factors - quality, value and
momentum - using a process that has been refined over three
decades. This helps them to create a portfolio of companies
that are financially strong, growing, resilient, and attractively
valued.

As one can see below, using return on invested capital (ROIC)
as a proxy for quality, free cash flow yield as a proxy for value
and earnings revisions as a proxy for momentum, the average
company within JUGI's portfolio has higher returns and better
capital discipline and is generating more cash than the
average company in the trust’'s benchmark, the Deutsche
Numis Smaller Companies plus AIM ex Investment
Companies Index, and is seeing positive earnings upgrades

compared to the market, which is seeing downgrades.
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Portfolio characteristics

JUGI: Portfolio characteristics
as at 30/06/2026
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Past performance is not a reliable indicator of future results.

Not only do they consider these three factors when making
investments, they regularly review their existing holdings to
make sure they still meet these three characteristics, given
share prices have been particularly reactive to new
information in the past couple of years.

Crucially, management’s unashamedly bottom-up, long-term
approach has paid off over longer-term timeframes. JUGI has
the third-best annualised 10-year net asset value total return,
at c. 10.3%, and the second-best annualised 10-year share
price total return at c. 11.5%.

Of course, just as the Three Sisters planting method can be
blown off course if the weather is inclement, past
performance doesn’t guarantee future success and there are
bound to be times when even JUGI's portfolio will
underperform. Indeed, the five-year numbers are currently
below the benchmark. Still, we think the depth and
experience of the management team provides reassurance
that the strategy can continue to deliver for shareholders.

Its portfolio is anchored in domestically oriented growth
companies aligned with long-term trends and policy priorities
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like self-sufficiency—companies likely to benefit from ongoing

stimulus, even as global uncertainty lingers.

NAV TR performance table

_ 10-YEAR (ANNUALISED) FIVE-YEAR (ANNUALISED] ONE YEAR

Rockwood Strategic 13.80%
Oryx International Growth 10.30%
JPMorgan UK Small Cap Growth & Income 9.50%
River UK Micro Cap 92.10%
Aberforth Smaller Companies 7.90%

Source: Association of Investment Companies, to 28/09/2026

Past performance is not a reliable indicator of future results
A sensible proposal

JUGI's board recently joined forces with that of Aberdeen UK
Smaller Companies Growth [AUSC) to propose a combination
that would create the second-largest UK smaller companies
trust, providing much-needed scale and improved liquidity
and a continuation of what we see as welcome consolidation
within the sector. If approved, it would be JUGI's second major

deal, following on from its 2024 merger with former
stablemate JPMorgan UK Mid Cap.

We think the deal makes complete sense for both sets of
shareholders, as well as for the UK mid- and small-cap space
as a whole. The new, enlarged entity could be c. £645m in
market capitalisation and would come with a reduction in the
ongoing charges ratio.

The new management fee structure would be 0.6%
chargeable on assets up to £200m, and 0.55% chargeable on
assets in excess of £200m. Following completion of the
proposal, the estimated OCR would be 0.7%, representing a
reduction of 11 basis points (bps) and three bps compared
with AUSC’s and JUGI’s current OCRs respectively.

Meanwhile, the UK SMID segment would have another vehicle
of sufficient scale, good performance and reach, giving it the
potential to attract greater attention from wealth managers
and stronger appeal to retail investors, perhaps helping to
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13.70% 10.30%
1.20% 8.40%

0.50% 11.90%
-1.50% 22.20%
5.90% 19.70%

revive interest in what has been a shrinking part of the
domestic market.

JUGI is one of the oldest trusts in the smaller companies
sector and Georgina and Katen are highly experienced, having
worked at JPMAM for 31 and 13 years respectively. Georgina
was appointed as manager of JUGI in 1998 - the second-

longest tenure in the sector. Katen joined her in July 2013.

The portfolio managers are members of a dedicated UK mid-
and small-cap specialist investment team that benefits from
the broader resources of JPMAM’s 90-strong international
equity group of investment professionals with expertise in
both quantitative and qualitative analysis. As mentioned
previously, this has translated into impressive total returns
through the cycle versus its benchmark.

We remain of the view that there remains latent value
throughout the small-cap part of the UK market, for reasons
we've outlined consistently. In short, UK economic data is
nowhere near as apocalyptic as some would let us believe. In
fact, both the UK economy and its headline stock market
index, the FTSE 100, are currently outperforming developed
market peers.

A real value opportunity

The key, to us, however, is the sheer scale of M&A activity
we're seeing in the small-cap market: clearly overseas and
trade buyers are seeing value at a time where public market
investors seem to be willingly ignoring it.
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JUGI has seen several holdings taken over, suggesting
Georgina and Katen’s strategy is identifying the right
opportunities. These takeovers have not only supported
returns due to the high premia of the bids, but have also
provided liquidity for the managers to rotate into the plethora
of opportunities they’'ve identified elsewhere.

In another interesting development, the yield on the small-
cap asset class as a whole has now crept above 3% - an

historically high level.

Over and above all this, JUGI uses the bells and whistles of
the investment trust vehicle to full effect in an attempt to
capitalise on the valuation opportunity within the small-cap
space. This includes running gearing at around the 10% level,
making JUGI one of the most-geared trusts in the AIC UK
Smaller Companies peer group and adding to the trust’s
upside potential.

JUGI's enhanced dividend policy is also a key selling point, in
our view. It is designed to pay a relatively high income while
still offering exposure to the growth potential of the UK
smaller companies asset class, ensuring the trust appeals to
the broadest possible set of investors.
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The rate paid is equal to 4% of the year-end NAV figure and is
paid in four equal amounts on a quarterly basis. The
announced dividends for the first quarter of the upcoming
year will be c. 3.73p per share, equating to c. 14.92p per share
for the full year, representing a potential forward yield of 4.3%
at the share price as of 24/09/2026. That's a meaningful
premium over the small-cap index and a c. 75% premium to
AUSC's yield.

As this writer hopes his new garden will benefit from
companion planting such as the Three Sisters method, so do
we believe that shareholders would benefit from and should

look favourably upon the combination of JUGI and AUSC.

The depth and quality of the management team and its
impressive performance sets JUGI apart, while its improved
size and liquidity as well as its enhanced dividend policy
ensure it will be on the radar of a much wider pool of

investors.

Added to everything we've discussed above, there’s also the
benefit of a double-discount: not only is the c. 15.5x price-to-
earnings (PE) ratio on the MSCI UK Small Cap Index a c. 40%
discount to the c. 25x PE on the MSCI World Small Cap Index,
as of 31/08/2026, so too is JUGI trading on a discount of c.
7.6%, offering the scope for a real re-rating.
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Disclaimer

This report has been issued by Kepler Partners LLP. The analyst who has prepared this report is aware that Kepler Partners LLP has a relationship with the

company covered in this report and/or a conflict of interest which may impair the objectivity of the research.

Past performance is not a reliable indicator of future results. The value of investments can fall as well as rise and you may get back less than you invested when you
decide to sell your investments. It is strongly recommended that if you are a private investor independent financial advice should be taken before making any

investment or financial decision.

Kepler Partners is not authorised to make recommendations to retail clients. This report has been issued by Kepler Partners LLP, is based on factual information only,
is solely for information purposes only and any views contained in it must not be construed as investment or tax advice or a recommendation to buy, sell or take any

action in relation to any investment.

The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use
would be contrary to law or regulation or which would subject Kepler Partners LLP to any registration requirement within such jurisdiction or country. In particular, this

website is exclusively for non-US Persons. Persons who access this information are required to inform themselves and to comply with any such restrictions.

The information contained in this website is not intended to constitute, and should not be construed as, investment advice. No representation or warranty, express or
implied, is given by any person as to the accuracy or completeness of the information and no responsibility or liability is accepted for the accuracy or sufficiency of any
of the information, for any errors, omissions or misstatements, negligent or otherwise. Any views and opinions, whilst given in good faith, are subject to change without

notice.

This is not an official confirmation of terms and is not a recommendation, offer or solicitation to buy or sell or take any action in relation to any investment mentioned

herein. Any prices or quotations contained herein are indicative only.

Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in or options on the securities detailed in this
report, and may buy, sell or offer to purchase or sell such securities from time to time, but will at all times be subject to restrictions imposed by the firm's internal

rules. A copy of the firm’s Conflict of Interest policy is available on request.
PLEASE SEE ALSO OUR TERMS AND CONDITIONS

Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority (FRN 480590), registered in England and Wales at 70 Conduit Street , London W1S
2GF with registered number 0C334771.
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