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This document is a financial promotion for ScotGems plc (the “Company”) only for those
people resident in the UK for tax and investment purposes. Investing involves certain risks
including:
•

The value of investments and any income from them may go down as well as up and
are not guaranteed. Investors may get back significantly less than the original
amount invested.

•

Currency risk: the Company invests in assets which are denominated in other
currencies; changes in exchange rates will affect the value of the Company.

•

Emerging market risk: Emerging markets may not provide the same level of investor
protection as a developed market; they may involve a higher risk than investing in
developed markets.

•

Smaller companies risk: the Company invests in smaller company shares which can be
more unpredictable and more difficult to sell than those of larger company shares.

•

Concentration risk: the Company typically invests in a concentrated portfolio of
investments and should a particular investment decline in value, this will have a
pronounced effect on the overall value of the Company.

•

The Company’s share price may not fully reflect net asset value.

Reference to specific securities (if any) is included for the purpose of illustration only and
should not be construed as a recommendation to buy or sell. Reference to the names of any
company is merely to explain the investment strategy and should not be construed as
investment advice or a recommendation to invest in any of those companies.
For an overview of the terms of investment, risks, returns and costs and charges please refer
to the Prospectus and Investor Disclosure Document. If you are in any doubt as to the
suitability of the Company for your investment needs, please seek investment advice.

Stepping in during tough times

Cash has been split evenly between three currencies; Pounds Sterling, Singapore Dollars, and
United States Dollars, via short term treasury bills. As bottom up1 stock pickers we do not wish
to take a view on any one single currency, so have instead chosen to diversify our risk.
We have twenty-two companies in ScotGems one year after the launch of the Trust, with an
average market capitalisation2 in the region of $1bn US Dollars. We can add to almost all of these
positions as and when valuations become more attractive but for now we see a benefit to
remaining patient.
The reality is that emerging markets are prone to political and economic uncertainty which often
translates into stock market turbulence.
As long-term investors we consider these volatile periods to offer opportunities to invest in high
quality companies at more reasonable valuations.
Recent developments in Turkey provide a case in point. Investor sentiment and the Turkish
currency have weakened in unison, and equity valuations have become extremely attractive.
This led us to build up a position in Coca-Cola Icecek (CCI) after the period end.
CCI bottles and distributes Coca-Cola’s products in Turkey, and further afield in Central Asia
and Pakistan. The business was formed in the 1990s as a joint venture between Coca-Cola and
the Anadolu Group, an honest and politically neutral local business house.
In the context of Turkey, where the political landscape is increasingly authoritarian and volatile,
it is especially important that the Anadolu Group built their business ethically and continue
to operate through honest means. We also take comfort that they operate in areas of the
economy, like food and beverages, that are less susceptible to government attention and
political interference.
With Turkey and Pakistan’s economies suffering CCI has become extremely unpopular. The
dollar value of the company has fallen by two-thirds in the last year and it is now worth the same
price as when it listed in 2006.

1 Analysis of a company focused principally on its management, franchise and financials
rather than the broader industry in which it operates, or macroeconomic factors.
2 Market capitalisation is the value of a company that is traded on the stock market, calculated
by multiplying the total number of shares by the present share price.
3 Source: Capital IQ.
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The long term success of ScotGems depends on our ability to identify high quality smaller
companies at reasonable prices. We are looking for companies with honest owners and robust
business models that can grow through economic cycles. Such companies remain expensively
valued in our view, and as a result ScotGems cash position remains significant.
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Looking past the short-term noise there is a long-term structural growth story for CCI. The
markets in which the company operates are under penetrated by global standards and
consumption per capita remains low. The business in Pakistan, where CCI only commenced
operations in 2008 and continues to grow market share, is especially interesting.
The point about long-term structural growth is worth re-iterating because it is a key tenet of all
ScotGems investments. We are attempting to identify well-managed cash generative franchises
that can survive difficult periods in order to become much larger businesses over time. We are
not interested in speculative investments where we lack conviction in the quality of a franchise
and its management team.
In the case of CCI we are buying a well-run company led by a capable local management team
that continues to invest in the long-term health of the business. The management team has
experienced periods of uncertainty before, and still the franchise has continued to prosper.
CCI’s operating income has compounded in dollars at a high-single digit rate since it went public
in 2006.
We also like that the Coca-Cola Company in Atlanta is placing a stronger emphasis on
developing less sugary drinks which are healthier, and its new management team has prioritised
profits over volume growth.
Our biggest concern with CCI is the company’s balance sheet, which carries significant dollar
debt. Foreign currency debt becomes a more sensitive issue when the local currency depreciates,
as has been the case with the Turkish Lira in recent weeks.
The majority of ScotGems’ portfolio companies are debt free. However, we understand that
certain businesses operating in sectors such as manufacturing require regular investments in
new capacity, which need to be funded by debt or equity, in order to expand. Turkey’s debt
markets are relatively small and immature, so companies are forced to borrow in foreign
currency.
We take comfort that CCI’s debt is very long-term and also from management’s long standing
relationship with Coca-Cola, which has experienced turbulent conditions before.
In terms of portfolio construction, these factors mean that CCI could never be a large position.
However, having sat on the side-lines for several years, we have become comfortable that at
current valuations the potential reward is sufficiently attractive.
We have been cautious in investing cash since the launch of the Trust. It’s not for lack of ideas.
Instead we prefer to wait for opportunities like CCI to emerge. There is huge value in having
cash available to invest when markets correct and sentiment is weak. This may detract from
performance in the short-term, as it has done for the first year of the Trust, but we believe this
approach is the best way to deliver long-term returns for our shareholders.
Stewart Investors
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It is during tough times that our patience and time horizon becomes an advantage. We have the
conviction to step in when sentiment is weak and others are selling. This conviction has been
reinforced over years, observing how the business and its management team have behaved in
times of stress.

Important information

This document is confidential and must not be copied, reproduced, circulated or transmitted,
in whole or in part, and in any form or by any means without our prior written consent. The
information contained within this document has been obtained from sources that we believe
to be reliable and accurate at the time of issue but no representation or warranty, express or
implied, is made as to the fairness, accuracy, or completeness of the information. We do not
accept any liability whatsoever for any loss arising directly or indirectly from any use of this
information.
References to “we” or “us” are references to Stewart Investors. Stewart Investors is a trading
name of First State Investments (UK) Limited and First State Investments International
Limited.
In the UK, issued by First State Investments (UK) Limited which is authorised and regulated
by the Financial Conduct Authority (registration number 143359). Registered office Finsbury
Circus House, 15 Finsbury Circus, London, EC2M 7EB number 2294743.
ScotGems plc (“Company”) is an investment trust, incorporated in England and Wales with
registered number 10755475, whose shares have been admitted to the Official List of the
London Stock Exchange plc. The Company is an alternative investment fund for the purposes
of the Alternative Investment Fund Managers Directive. The Company has appointed First
State Investments (UK) Limited as its alternative investment fund manager, and First State
Investments International Limited has been appointed as investment manager. Further
information is available from Client Services, Stewart Investors, 23 St Andrew Square
Edinburgh, EH2 1BB or by telephoning 0800 587 4141 between 9am and 5pm Monday to Friday
or by visiting www.scotgems.com. Telephone calls with Stewart Investors may be recorded.
First State Investments (UK) Limited and First State Investments International Limited are part
of Colonial First State Asset Management (“CFSGAM”) which is the consolidated asset
management division of the Commonwealth Bank of Australia ABN 48 123 123 124. CFSGAM
includes a number of entities in different jurisdictions, operating in Australia as CFSGAM and
as First State Investments elsewhere. The Commonwealth Bank of Australia (“Bank”) and its
subsidiaries do not guarantee the performance of any investment or entity referred to in this
document or the repayment of capital. Any investments referred to are not deposits or other
liabilities of the Bank or its subsidiaries, and are subject to investment risk including loss of
income and capital invested.
Copyright © (2018) Stewart Investors
All rights reserved.
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This document has been prepared for informational purposes only and is only intended to
provide a summary of the subject matter covered and does not purport to be comprehensive.
The views expressed are the views of the writer at the time of issue and may change over time.
It does not constitute investment advice and/or a recommendation and should not be used as
the basis of any investment decision. This document is not an offer document and does not
constitute an offer or invitation or investment recommendation to distribute or purchase
securities, shares, units or other interests or to enter into an investment agreement. No person
should rely on the content and/or act on the basis of any material contained in this document.
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