EDISON

The Brunner Investment Trust
Approaching 50 straight years of higher dividends

The Brunner Investment Trust (BUT) is managed using a team-based
approach. Lead manager Matthew Tillett at Allianz Global Investors
(AllianzGl) is supported by deputy managers Christian Schneider and
Marcus Morris-Eyton. The trust has delivered encouraging outperformance
following the Q120 COVID-19 induced sell-off, with the managers
continuing to focus on high-quality, reasonably priced growth companies,
and employing a long-term investment approach. As shown in the chart
below, the trust has a long-term record of outperformance with NAV and
share price total returns ahead of the benchmark over the last one, three,
five and 10 years.

Long-term NAV outperformance versus the benchmark
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The analyst’s view

BUT may be considered as a ‘one-stop shop’ for global investors with its relatively
concentrated portfolio of ¢ 65 high-quality, global listed equities across the market-
cap spectrum (c 15% of the fund is in small- and mid-cap stocks); the trust’s
managers aim to generate both capital and income growth over the long term.
Tillett notes that in terms of BUT’s post-COVID-19 income recovery, over the
course of this year he has regularly had to revise up his bottom-up forecasts for
2021 dividend receipts. There has been a broad-based improvement as suspended
payments have been reinstated faster than expected and dividend growth has
exceeded expectations; BUT has also received a few special dividends including
from Rio Tinto and Stock Spirits. It appears that the trust is now heading towards a
position where its dividend can be fully covered, although there are significant
revenue reserves if required to build on BUT’s 49-year record of consecutive
annual dividend growth.

Scope for a higher valuation

BUT’s current 12.3% discount to cum-income NAV is towards the narrower end of
the 7.3% to 19.3% range over the last 12 months and compares with the 10.6% to
12.5% range of average discounts over the last one, three, five and 10 years.
Given the trust’s long-term positive performance record and the complete exit of a
long-term selling shareholder earlier this year, one could argue that BUT is a high-
quality, focused fund that deserves to be afforded a higher valuation.
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The manager’s view: Confident about fund’s prospects

Tillett comments that in the first half of 2021, for the most part, macroeconomic data surprised to
the upside and was reflected in corporate earnings releases; cyclical companies generally
exceeded consensus expectations, and their share prices responded well. However, the manager
says that investors are now looking past good news about 2021 earnings and focusing instead on
the outlook for 2022 results. As the stock market has rallied, Tillett suggests that good news is
already priced in; also, looking at the UK in particular, the economic outlook has deteriorated due to
supply chain disruptions and fuel and labour shortages. Policymakers had suggested that
inflationary pressure was transitory, but it is now proving to be more long lasting than prior
expectations, which has spooked the stock market. The manager expects there to be more cost
pressures in 2022 and less economic improvement compared with 2021, where activity bounced
back strongly after lockdowns.

The manager says that the more challenging economic backdrop is not having a significant impact
on BUT'’s portfolio construction as he and his team are continuing to invest on a bottom-up basis
with a long-term view. Looking out over the next three years, Tillett believes that near-term issues
will indeed prove to be transitory. He explains that supply chains are interlinked so the manager is
not surprised that current disruptions are widespread, but he believes that the demand/supply
imbalances will be worked through even if it takes a year or two. Tillett says that in the short term,
inflation and cost pressures pose a risk to corporate earnings; highlighting some recent profit
warnings in the UK including online fashion retailers ASOS and Boohoo Group, and engineering
manufacturer Melrose Industries; he suggests that going forward there are likely to be further
earnings disappointments. Also, the manager comments that coronavirus has placed huge debt
burdens on governments. Some of this will be inflated away but there will still be a bill to be paid,
which is reflected in rising corporate and personal tax rates. Tillett believes that it is important to
monitor what happens in other asset classes such as bonds. So far, the bond market has been
relatively calm with bond yields remaining remarkably low given rising inflation rates. He suggests
that with some parts of the world having negative real yields, this could prove to be problematic if
bond investors decide that they are no longer willing to accept them.

Tillett explains that an inflationary environment should be negative for low-quality companies with
no pricing power; these are the businesses that he tends to avoid. The manager says that, in
general, value stocks do well in an inflationary environment; however, it is important to remain
selective as some value stocks are inexpensive for a reason. This type of environment should be
negative for very highly valued companies, as they are likely to experience valuation compression
as higher interest rates reduce the present value of their future earnings streams. Tillett believes
that firms that should be well positioned are those that are reasonably valued with high-quality
business models and pricing power that can operate efficiently in difficult economic environments.
These are the types of companies that make up BUT’s portfolio; hence the manager is confident in
the fund’s prospects. The trust’s holdings are shares of companies with sustainably high returns on
capital operating in businesses with high barriers to entry, so they should be relatively well
positioned in an environment of higher input costs and rising prices; these stocks are not exposed
to the valuation risk compared with highly valued growth companies. Tillett reemphasises the lack
of radical changes in BUT'’s portfolio as he remains confident about the long-term investment case
of investee companies, even if there are shorter-term challenges.
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Recent new positions

Tillett has recently introduced some new and different additions to the trust’s portfolio. Jumbo is a
Greek discount retailer listed on the Athens Stock Exchange. It is a market leader, dominant in
countries in Southeast Europe: Greece, Cyprus, Bulgaria and Romania. BUT has modest retail
exposure due to industry competitive pressures; however, discount retailers have thrived in this
environment as they tend to be regional businesses with lowest-cost operator business models.
Jumbo offers every day and seasonal products at a ¢ 20—30% discount to its local competition.
Discount retailers have performed well, despite the growth in online retailing, as they tend to be
very efficient operators and their customers have small basket sizes. The manager has followed
Jumbo for a long time; he considers it to be very well managed with a founder CEO that owns
around 20% of the company, and the firm has a consistent growth track record. Romania is seen as
an important area for Jumbo’s future growth as it already has scale in the country, which has a
population of ¢ 20 million. Tillett suggests that Romania could generate a similar percentage of
Jumbo’s revenue as Greece (currently ¢ 45%). The company has a very conservative balance
sheet with ¢ 30% cash and the manager was able to initiate a position at an attractive valuation of
less than 10x free cash flow yield as Jumbo’s business has been affected by COVID-19 in terms of
store closures and restrictions in the number of in-store customers.

Unusually, Tillett participated in the initial public offering (IPO) of Baltic Classifieds Group; itis a
Lithuanian company that is quoted on the London Stock Exchange. The firm operates in Lithuania,
Estonia and Latvia with what the manager considers to be a very interesting business model:
portals and websites that are similar in terms of market dominance to AutoTrader and Rightmove in
the UK. Tillett says that Baltic Classifieds is monetising just a fraction of what these two UK peers
are achieving. He says that it is a classic ‘winner takes all’ business model as an increased number
of buyers and sellers on its platforms are beneficial for both the company and its customers. Adding
additional services should ensure that the company has sustained pricing power as users become
more and more dependent on its offerings; hence the manager believes that Baltic Classifieds has
a very attractive long-term growth runway. Generally, Tillett is sceptical about IPOs as he thinks that
normally asymmetry favours the sellers rather than the buyers. A company can choose the time to
go public and typically wants to list at the highest possible share price. However, the manager said
that the Baltic Classifieds IPO was reasonably priced in the middle of the anticipated range and the
deal was not overhyped. With a market cap of c £1bn, the company is relatively small and BUT did
not receive its full desired allocation in the IPO. As the company’s share price has rallied by more
than 30% following the listing, the trust only has a modest position, but Tillett would consider adding
to the holding if there is a meaningful pullback in the stock.

US-listed MarketAxess Holdings is an international financial technology company that operates an
electronic trading platform for institutional credit markets. The manager says this company operates
in an interesting area, as in equity markets trading is generally electronic due to good levels of
liquidity and a relatively small number of securities. He explains that in credit markets liquidity is
sparser as companies have multiple fixed income securities with a range of interest rates,
maturities and terms. MarketAxess was founded in 2000 by chairman and CEO Richard McVey (the
business was formerly part of JPMorgan Chase). Its market share has gradually increased, and it
has 15-20% of the US investment-grade credit market. Tillett says that the company is the
dominant player in electronic trading of corporate bonds and has significant growth potential. He
believes that the 15-20% annual earnings growth achieved over the last decade can continue, and
that there is room for MarketAxess to expand into other subsectors such as emerging market or
municipal bonds. Its platform allows institutional investors to trade directly with other buy-side firms,
which could lead to increased liquidity. The manager says that this ‘wall to wall’ protocol is fast
growing. MarketAxess’s shares are highly rated compared with other portfolio companies, but Tillett
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believes this is warranted given the company’s dominant position, growth potential and high levels
of profitability.

Performance: Above-benchmark returns over long term

Exhibit 1: Five-year discrete performance data

12 months ending Share price NAV* Benchmark™ CBOE UK All MSCI All World

(%) (%) (%) Companies (%) ex-UK (%)
30/09/17 27.6 19.1 13.9 12.0 15.8
30/09/18 1.7 9.6 16 5.9 14.0
30/09/19 85 6.3 6.6 27 8.1
30/09/20 (8.2) (0.5) 0.7) (17.9) 7.1
30/09/21 413 29.0 246 285 226

Source: Refinitiv. Note: All % on a total return basis in pounds sterling. *NAV with debt at market value. **From
22 March 2017, benchmark is 70% All-World ex-UK and 30% All-Share Index.

Exhibit 2: Investment trust performance to 30 September 2021

Price, NAV and benchmark total return performance, one-year rebased Price, NAV and benchmark total return performance (%)
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Source: Refinitiv, Edison Investment Research. Note: Three-, five- and 10-year performance figures annualised.

Exhibit 3: Share price and NAV total return performance, relative to indices (%)

One month Three months Six months Oneyear  Three years Five years 10 years
Price relative to benchmark (2.9) 5.1 6.2 134 6.7 19.7 14.3
NAV relative to benchmark (2.0 0.8 0.5 35 35 6.3 13.1
Price relative to CBOE UK All Companies (4.0) 45 71 10.0 29.9 56.1 65.9
NAV relative to CBOE UK All Companies (3.0 0.3 1.3 04 26.0 38.6 64.3
Price relative to MSCI All World ex-UK (2.5) 54 6.0 15.3 (0.8) 71 (6.2)
NAV relative to MSCI All World ex-UK (1.5) 1.1 0.2 5.2 (3.9 (4.9 (7.2)

Source: Refinitiv, Edison Investment Research. Note: Data to end-September 2021. Geometric calculation.

Tillett explains that over the last year the companies that have contributed the most to BUT’s
performance are dominated by cyclical businesses or those that have benefited from an economic
rebound. They include specialist recruitment company SThree, window and door maker Tyman,
analytical laboratory instrument manufacturer Agilent Technologies, private equity investor Partners
Group and Stock Spirits, which has received a takeover bid. Positions detracting from BUT’s
returns over the last 12 months are those that are more defensive or are exposed to different
business cycles such as Munich Re. In general, the reinsurance pricing cycle is improving, but 2021
will be another year of high catastrophe losses. According to the manager, the company has
performed strongly over the long term, is managed well, has a conservative balance sheet and
does not pay excessive dividends. Healthcare is BUT’s largest sector exposure and in aggregate
has detracted from the fund’s performance over the last year, as this defensive area has been out
of favour with investors; however, stock selection has been good including the trust’s holdings in
Agilent Technologies and Novo Nordisk.
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The Stock Spirits bid was made by a private equity buyer at a c 45% premium to its pre-bid share
price. The manager explains that this company is a good example of what he and his team are
trying to achieve within their small- and mid-cap holdings, which make up around 15% of the
portfolio. He says that Stock Spirits ‘punches above its weight’ in terms of quality growth and
valuation. It is a British alcoholic beverage business operating in Poland, the Czech Republic, Italy,
Slovenia and Croatia. Stock Spirits has a dominant position in the Czech Republic and generates
EBITDA margins of ¢ 30%. BUT’s position was initiated in 2019 and has delivered in terms of
earnings growth and share price appreciation. The company has been growing its dividend and has
also paid a special dividend this year. Tillett reports that Stock Spirits has returned around 15% of
BUT’s original investment in dividends and its share price has risen by ¢ 90% since the position
was initiated.

Exhibit 3 shows BUT’s relative returns; its NAV and share price are ahead of the benchmark over
all periods shown, except for September 2021. Tillett explains that there was ‘a savage rotation in
the stock market’ as bond yields rose on inflation fears and energy prices rose, leading to a shift out
of growth/quality stocks towards value/cyclical companies. Also, two out of three of BUT’s utility
stocks came under pressure: Iberdrola was the subject of ‘political interference’ says the manager
and Enel (which has now been sold) is experiencing an increasingly competitive environment,
especially for renewable assets. The manager is becoming more cautious on this area of the
energy market as asset prices are being bid up, and companies are being hurt by commodity price
inflation and are generating low returns. Tillett reports that he ‘had made good money’ in Enel and
the proceeds were redeployed into other higher-yielding positions in BUT’s portfolio.

Exhibit 4: NAV total return performance relative to benchmark over three years
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Peer group comparison

There are 17 companies in the AIC Global sector, which we show in Exhibit 5. Tillett suggests that
BUT can be considered as one of the ‘core’ funds in the group given its balanced approach, aiming
to generate both capital and income growth. lts quality bias means that the fund is made up of
defensive growth companies rather than hyper-growth businesses and it does not have any unlisted
positions. Having recently been on a roadshow visiting current and potential BUT shareholders, the
manager says that some investors favour this trust compared with other ‘core’ funds such as
Bankers Investment Trust and F&C Investment Trust as there is a higher level of conviction in terms
of a much more concentrated portfolio (c 65 stocks) and more small- and mid-cap exposure
(currently around 15% of the fund).

BUT’s NAV total returns are above average over the last year, ranking third (6.4pp above the
mean), and it is broadly in line with the average over the last three years, while lagging over the last
five and 10 years. The trust currently has a wider-than-average discount, a competitive ongoing
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charge and a level of gearing that is modestly above the mean. BUT’s 2.0% dividend yield is 20bp
higher than the sector average.

Exhibit 5: AIC Global sector at 26 October 2021*

% unless stated Market NAVTR NAVTR NAVTR NAVTR Discount Ongoing Perf. Net Dividend

cap £m 1 year 3 year S5year  10year (cum-fair) charge fee  gearing yield
Brunner 435.5 28.1 52.8 69.8 213.6 (12.8) 0.6 No 107 20
Alliance Trust 3,218.3 241 50.6 78.2 238.8 (5.7) 0.7 No 107 14
AVI Global Trust 1,068.5 36.7 53.9 774 195.8 (8.3) 0.9 No 105 1.6
Bankers 1,494.3 19.1 486 754 243.7 (5.2) 0.5 No 107 1.9
Blue Planet Investment Trust 1.9 12.7 (14.5) (19.3) (23.5) 43 No 125 2.2
EP Global Opportunities 105.9 14.3 71 218 127.7 (9.5) 1.0 No 100 21
F&C Investment Trust 4,651.9 24.7 53.6 79.6 263.3 9.7) 0.5 No 110 14
JPMorgan Elect Managed Growth 293.0 272 464 718 234.6 4.1) 0.5 No 100 15
Keystone Positive Change Inv 210.8 17.9 1.1 94 99.9 (3.2) 05 No 104 3.3
Lindsell Train 285.0 13.0 56.5 154.5 601.0 19.1 0.8 Yes 100 35
Manchester & London 233.0 7.7 53.0 110.7 156.0 (16.7) 0.8 Yes 100 24
Martin Currie Global Portfolio 350.7 19.4 75.9 100.4 286.9 (0.5) 0.6 No 106 1.0
Mid Wynd International Inv Trust 493.8 222 70.6 100.0 296.2 1.6 0.6 No 100 0.8
Monks 3,244.1 247 95.0 141.7 320.6 (5.1) 04 No 102 0.1
Scottish Investment Trust 540.6 9.3 45 15.0 116.7 (6.3) 05 No 108 2.8
Scottish Mortgage 21,1521 39.9 207.0 334.0 1,002.8 49 0.3 No 107 0.2
Witan 1,861.4 278 40.3 59.5 2255 (8.0 0.8 Yes 110 2.2
Average (17 funds) 2,3324 21.7 53.7 871 288.9 (5.5) 0.8 106 1.8
BUT rank in sector 10 3 9 12 11 15 10 8 8

Source: Morningstar, Edison Investment Research. Note: *Performance to 25 October 2021 based on ex-par NAV. TR = total return.
Net gearing is total assets less cash and equivalents as a percentage of net assets.

Board hopeful for a narrower discount

In April 2021, Aviva, which had been a 20% shareholder in BUT following its acquisition of Friends
Provident in 2015, sold its remaining stake. Now this overhang has been removed, the board is
hopeful that, over time, BUT will be afforded a higher valuation. While ¢ 29% of the share base is
owned by the Brunner family, there are multiple owners, some of whom trade their shares. Over the
last 12 months, the trust’s average daily trading volume is ¢ 105k shares, which is much higher than
an average of c 55k shares over the last three years, and over this period BUT’s shareholder base
has widened including a greater percentage of holders on retail platforms. This has been helped by
AllianzGl’s efforts to promote the trust to a wider audience.

BUT is currently trading on a 12.3% discount to cum-income NAV compared with a 7.3% to 19.3%
range of discounts over the last 12 months. Over the last one, three, five and 10 years, the trust’s
average discounts are 12.5%, 10.6%, 11.2% and 12.1% respectively.

Exhibit 6: Share price premium/discount to NAV (including income) over three years (%)
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This report has been commissioned by The Brunner Investment Trust and prepared and issued by Edison, in consideration of a fee payable by The Brunner Investment Trust. Edison Investment Research standard fees
are £49,500 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional
fees for the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2021 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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