
 

Performance Review1 

The BoE provided an early Christmas present for the country as it cut the base rate to 3.75% in mid-December, marking four cuts totalling 1% •
over the course of 2025. 

The Deutsche Numis Smaller Companies ex Investment Trusts index provided a positive return of 12.7% over the course of 2025. However, this •
lagged large-cap equities as the FTSE 100 returned 26%. 

For the quarter, the fund’s W (acc) shares returned ‑2.08%, and its benchmark, the Numis Smaller Companies ex-Investment Trusts Index, •
returned 2.21%. 

QUARTERLY KEY PERFORMANCE DRIVERS 

 

At a sector level, stock selection in retail and no exposure to energy and health care contributed to relative returns. •
Conversely, stock selection in industrial goods and services and relative exposure to media and basic resources detracted from relative returns. •
DFS Furniture was a key contributor to performance over the quarter as the stocks returned 14%. In September, the company released its full-•
year results that demonstrated 10% year-on-year order intake increase despite subdued market conditions. This was due to the brand strength of 
both DFS and Sofology helping with market share gains. Results also showed they’d delivered £50 million cost savings, a year ahead of 
expectations. In November, the company released a trading update confirming confidence in meeting full-year expectations. The company has 
continued to take market share and is benefitting from lower freight rates, interest rates reducing and a weaker dollar. We believe these factors 
should see profitability increase without an improving economic backdrop. 

Conversely, ME Group, provider of instant-service equipment, including photobooths and self-service laundry machines, was a key detractor as it •
fell 17% over the quarter. There has been speculation that the company could be acquired as part of the Group exploring strategic options to 
enhance shareholder value. In December, the company confirmed it had terminated talks with interested parties. Despite receiving offers for the 
company, the Board felt it materially undervalued the company and its future prospects. The company confirmed another year of record 
profitability for its full-year results, although some commentary in the previous trading statement about structural changes in Germany that mean 
passport photos must now be taken in the citizens’ office or by certified photographers has weighed on the share price. However, on the positive 
side, its laundry business continued to perform well, it is the Group’s fastest-growing business area, and it delivered double-digit revenue growth 
over the year. 

ONE-MONTH KEY PERFORMANCE DRIVERS 

 

At a sector level, stock selection in retail and no exposure to energy and health care contributed to relative returns. •
Conversely, stock selection in financial services and industrial goods and services and an overweight to media detracted from relative returns. •

1. Please go to https://www.franklintempleton.co.uk/glossary for key terms and definitions. 

 
 Stocks Sectors

HELPED
DFS Furniture Retail (Stock Selection)
Mears Group  Energy (Underweight)
Polar Capital Holdings Health Care (Underweight)

HURT
ME Group International Industrial Goods and Services (Stock Selection)
Foresight Group Holdings Media (Overweight)
Tracsis Basic Resources (Underweight)

 
 Stocks Sectors

HELPED
DFS Furniture Retail (Stock Selection)
Restore Energy (Underweight)
Foxtons Group Health Care (Underweight)

HURT
Foresight Group Holdings Financial Services (Stock Selection)
BOKU Industrial Goods and Services (Stock Selection)
Tatton Asset Management Media (Overweight)

W (acc) 
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Product Commentary

This is a marketing communication.  
For the purposes of the UK Sustainability Disclosure Requirements, a sustainable investment label helps investors find funds that have a specific 
sustainability objective. This Fund does not have a UK sustainable investment label because it does not have a specific sustainability objective. 
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Restore was a key contributor in December, as it returned 12.5%. Restore provides document management, secure lifecycle services, and digital •
information management for public and private sectors in the United Kingdom. Its shares responded well to a trading outlook that guided to a 
strong 2025, ahead of market expectations, while also rising its 2026 outlook. The chief executive officer, Charles Skinner, re-joined the company 
in 2023 and began a process of simplifying the business, with strategic disposals, increased cost efficiencies and positioning the company 
growth. The market reacted well to seeing some of the benefits of the changes he’s been implementing coming into fruition. 

Conversely, alternative asset manager Foresight was a key detractor in December as its shares fell 10%. In November, the company provided a •
trading update that showed results broadly in line. However, there was disappointment surrounding confirmation of further delays to its FEIP 
(Foresight Energy Infrastructure Partners) II fundraising. In December, they released their half-year results, which further confirmed the delay to 
FEIP II fundraising to June 2027. We remain supportive of the investment case despite some fundraising targets having been delayed, given we 
view it as a case of when, not if, they will be achieved due to supportive long-term structural drivers. 

Outlook & Strategy 
October: •

In October, we were given the opportunity to re-establish a position in Pinewood Technologies, a software business for the retail automotive –
market. We had sold our position on valuation grounds following its share price rising by 60% in six months, but we admired the company and 
hoped for an opportunity to buy back into the company at a lower valuation. Its shares have subsequently had a sharp pullback providing a 
buying opportunity for the fund. On release of the company’s September interim results, it updated medium-term financial guidance, which 
would make the company one of the fastest growing UK-listed businesses. With many of the contracts already won to deliver this financial 
guidance, the company now needs to execute on its rollout with the large automotive groups in Europe, Japan and the United States. 

We established a position in Wilmington, a business-to-business data information and training company focused on governance, risk and –
compliance markets. We have been monitoring the company for several years as it has been transformed by the current management team 
since they joined six years ago. Its shares have derated recently due to lower organic growth this year. However, we believe is specific to one 
division, which is being disposed of. After years of making disposals, the company has begun to use its strong balance sheet to acquire with 
the first two acquisitions in the health & safety industry looking like strong acquisitions. Their proposed third acquisition, Conversia, a Spanish 
data privacy business, for £105 million is the largest acquisition so far and we believe will improve group operating metrics. Conversia will 
account for 25% of group profits once the deal completes, and we forecast that it will increase group organic revenue growth rates and 
improve revenue visibility, with subscription revenue growing close to 50%. We believe the current valuation fails to reflect the high return on 
capital, group operating margins of more than 25%, organic growth rates, and cash generation with low capital requirements, as capital 
expenditure is less than 1% of revenue. Similar business-to-business data companies have been acquired from the UK market on twice the 
current rating of Wilmington. 

Alpha Group International is a financial technology business specialising in foreign exchange, risk management, global accounts, and –
payments. We sold our full position in Alpha Group ahead of the completion of its sale to US-listed Corpay in an all-cash deal at 4,250 pence 
per share. This values Alpha Group at £1.8 billion and represents a premium of 55% to Alpha’s undisturbed share price of 2,745 pence on 1 
May 2025, before the initial bid announcement was made. Alpha Group was the largest position in the fund for the three years up to the 
announcement of the deal and has been held in the fund since September 2020, when it was initially purchased at 910 pence per share. 

We also exited our position in Ebiquity, the marketing and media consultancy, after the company issued a disappointing update that reduced –
profit guidance due to issues in their North American operations. This overshadowed some solid performance in other geographies, but the 
revenue shortfall led to large downgrades due to the relatively fixed costs of the business. We decided to exit our position due to the market 
capitalisation and liquidity of the company as it fell below our threshold. 

November: •
We re-entered the portfolio’s position in Cohort, the diversified defence company, in November. The company operates through six specialist –
subsidiaries focused on maritime systems, electronic warfare, cybersecurity and secure communications. The company is well-positioned to 
meet the needs of defence priorities of modern warfare, such as counter-drone technology. We sold out in May as we believed the valuation 
fairly reflected the near-term prospects for the business but hoped for valuation opportunity to re-enter; its shares have since fallen 37% since 
their peak, allowing us to re-enter the position. 

Over the month, we also decided to exit our position in Polar Capital, the equity-only asset manager with large franchises in US equities in –
sectors such as technology and health care. The business has proved to be more resilient than other UK-listed asset managers for fund flows 
due to the geographical and sector diversification. The company has a high correlation to US equity movements due to its concentration of 
assets in US equities; with valuations in some US equities at historical highs, we thought it was prudent to remove the exposure from the 
portfolio. We continue to believe that Polar is an excellently run business and are supportive of the management team, but we decided to 
reduce our exposure to the US equity markets given years of strong performance and valuation multiple expansion.  

December: •
There were no new buys or complete sales in December. –

UK equities have been one of the top performers across global equity markets over 2025, with the FTSE All-Share Index providing a total return •
of 24%. Importantly, this year has not been a one-off with annual compounded returns now standing at 12% for the last five years for a 
cumulative total return of 73%. Yet, it’s a market that continues to look like good value by any international comparison. 

The exciting part of the UK’s recent performance is that many of the same past drivers of returns remain true looking forward. Although UK equity •
markets have had a strong year, we believe we are only in the foothills of a market recovery. Sentiment towards the United Kingdom has been on 
the verge of a recovery for a couple of years with high levels of household savings, reducing interest rates and continued economic growth. 
However, stuttering confidence and an uncertain political backdrop have been roadblocks to a full-fledged UK resurgence. 

At a company level, resilient corporate earnings have resulted in healthy cash generation levels and strong balance sheets. We think UK •
corporates remain well-placed as we move into the new year with aggregate earnings per share growth forecast to grow at 10% in 2026, which 
we believe to be a realistic assessment of what companies can achieve. 
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Given that many UK companies are not overleveraged, while continuing to be profitable, management teams have been looking at the best ways •
to return excess capital to shareholders. The UK market is famous for its reliable dividend culture, and UK equities have provided a yield of 
almost double the global average over 2025. Management teams are also increasingly utilising share buybacks as a good use of excess cash as, 
while valuations remain appealing, share buybacks are a sensible way to buoy shareholder returns. 

With attractive valuations, resilient corporate fundamentals, robust shareholder returns and a supportive policy backdrop, we believe UK equities •
are poised to offer compelling opportunities for investors in 2026 and beyond—making this an exciting time to consider allocating to this dynamic 
and undervalued market. 

 

 

Performance Data2,3,4,5 

Discrete Annual Performance (%) as at 31/12/2025 

 

Performance Net of Management Fees as at 31/12/2025 (Dividends Reinvested) (%)a,b 

 

Please refer to the “How We Measure Performance” section for more details about the benchmark. 

Investment Team 

 

What Are the Key Risks? 
The value of shares in the Fund and income received from it can go down as well as up and investors may not get back the full amount invested. 
Performance may also be affected by currency fluctuations. Currency fluctuations may affect the value of overseas investments. There is no 
guarantee that the Fund will meet its objective. The Fund invests mainly in equity securities of smaller UK companies that are no larger that the 
largest company in the Numis Smaller Companies ex-Investment Trusts Index. Such securities have historically been subject to price movements, 
sometimes to a greater extent than securities of larger UK companies, due to company-specific factors or movements in the UK equity markets 
generally. As a result, the performance of the Fund can fluctuate significantly over relatively short time periods. Risks materially relevant not 
adequately captured by the indicator: Concentration risk: the risk that arises when a fund invests in relatively few holdings, few sectors or a 

2. The Numis Smaller Companies ex-Investment Trusts Index represents the performance of the bottom 10% by market capitalisation of the UK main listed market, excluding investment 
trusts. Source: Numis Securities Limited. 
3. © 2026 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar; (2) may not be copied or distributed; and (3) is not warranted to be accurate, 
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information.  For more information, visit 
www.morningstar.co.uk. 
4. Please go to https://www.franklintempleton.co.uk/glossary for key terms and definitions. 
5. The portfolio is focused on smaller companies with a market cap typically between £100 million and £1 billion. 

Fund Details 

Inception Date 17/10/2011
Benchmark Numis Smaller Companies ex-

Investment Trusts Index
IA Sector Peer Group IA UK Smaller Companies

Fund Description 
The Fund aims to increase in value through investment growth by more 
than the Numis Smaller Companies ex-Investment Trusts Index over 
periods of five years after all fees and costs are deducted. There is no 
guarantee that the Fund will achieve this return over this or any other 
time period. Capital invested is at risk and you may get back less than 
you paid in.

 
12/24 
12/25

12/23 
12/24

12/22 
12/23

12/21 
12/22

12/20 
12/21

12/19 
12/20

12/18 
12/19

12/17 
12/18

12/16 
12/17

12/15 
12/16

W (acc) -6.71 4.40 -4.02 -27.60 26.01 7.74 31.65 -15.67 28.46 -0.47
Numis Smaller Companies ex-Investment 
Trusts Index GBP

12.67 9.48 10.14 -17.87 21.92 -4.29 25.17 -15.35 19.50 10.63

Peer Group Average 4.02 6.30 0.37 -25.61 20.64 7.00 25.44 -11.79 27.15 8.48

 1 Mth 3 Mths  YTD 1 Yr 3 Yrs 5 Yrs 10 Yrs
Since Inception 

(01/07/1991)
W (acc) -0.84 -2.08 -6.71 -6.71 -2.22 -3.13 2.71 10.40
Numis Smaller Companies 
ex-Investment Trusts Index

0.99 2.21 12.67 12.67 10.75 6.35 6.19 9.52

Peer Group Average 0.81 -0.33 4.02 4.02 3.53 -0.08 4.98 8.98
Quartile Ranking 3 4 4 4 4 4 4 4

  

Performance data is based on Rensburg UK Smaller Companies Trust mid price from its launch 01/07/1991 to 17/10/2011 and the net asset value of 
the FTF Franklin UK Smaller Companies Fund A (inc) shares thereafter. The W (acc) share class launched on 31/05/2012. Performance data prior to 
that date is for the A (inc) GBP share class launched on 01/07/1991 which has higher annual charges.

Richard Bullas 
Years with Firm 25 
Years Experience 26 
 

Dan Green, CFA 
Years with Firm 10 
Years Experience 16 
 

Marcus Tregoning 
Years with Firm 6 
Years Experience 20 
 

 
Courtney Westcarr, CFA 
Years with Firm 4 
Years Experience 10 
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restricted geographic area. Performance may be more volatile than a fund with a greater number of securities. Single Country/Region Risk: This 
fund invests primarily in UK, which means that it is more sensitive to local economic, market, political or regulatory events in UK, and will be more 
affected by these events than other funds that invest in a broader range of regions. Equity risk: prices of equities may be affected by factors such 
as economic, political, market, and issuer-specific changes. Such changes may adversely affect the value of the equities regardless of company-
specific performance. Investment in smaller company shares: The fund buys shares in smaller companies. It may be difficult to sell these shares, 
in which case the fund may not be able to minimise a loss on such shares. Liquidity risk: the risk that arises when adverse market conditions affect 
the ability to sell assets when necessary. Such risk may be triggered by (but not limited to) unexpected events such as environmental disasters or 
pandemics. Reduced liquidity may have a negative impact on the price of the assets. For a full discussion of all the risks applicable to this Fund, 
please refer to the “Risk Factors” section of the current prospectus of Franklin Templeton Funds. 

How We Measure Performance 
We measure performance and price shares in the Fund in British pounds (GBP). 

The Numis Smaller Companies ex- Investment Trusts Index is the Fund’s performance target and constrains the Fund’s investment universe. It •
reflects the performance of smaller companies. 

We may also compare the performance of the Fund to the Investment Association UK Smaller Companies sector average as it reflects the •
performance of the Fund’s competitors.
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Important Legal Information 
This material is intended to be of general interest only and does not constitute legal or tax advice nor is it an offer for shares or invitation to apply for 
shares of the sub funds of Franklin Templeton Funds (“FTF”), a UK-domiciled OEIC (“the Fund”). Nothing in this document should be construed as 
investment advice. 

Subscriptions to shares of the Fund can only be made on the basis of the current prospectus, the relevant Key Investor Information Document 
(“KIID”) or Supplementary Information Document (SID) accompanied by the latest available audited annual report and the latest semi-annual report if 
published thereafter, which can be found on our website (www.franklintempleton.co.uk) or from the address below. US Persons (as more fully 
defined in the latest Fund prospectus) are not eligible to invest in the Fund. Shares of the Fund are available for sale and distribution in the UK. 

An investment in the Fund entails risks which are described in the Fund’s prospectus and the relevant KIID. The value of shares in the Fund and any 
income received from them can go down as well as up, and investors may not get back the full amount invested. Past performance is not an 
indicator, not a guarantee, of future performance. Where a fund invests in a specific sector or geographical area, the returns may be more volatile 
than a more diversified fund. 

Opinions expressed are the author’s at the publication date and they are subject to change without prior notice. Given the rapidly changing market 
environment, Franklin Templeton disclaim responsibility for updating this material. References to particular industries, sectors or companies are for 
general information and are not necessarily indicative of a fund’s holding at any one time. Any research and analysis contained in this document has 
been procured by Franklin Templeton for its own purposes and is provided to you only incidentally. Franklin Templeton shall not be liable to any user 
of this document or to any other person or entity for the inaccuracy of information or any errors or omissions in its contents, regardless of the cause 
of such inaccuracy, error or omission. 

There is no guarantee that the Fund will achieve its objective. For a free copy of the latest Prospectus, the SID, the relevant KIID, the annual report 
and semi-annual report, if published thereafter or for more information about any Franklin Templeton fund, UK investors should contact: Franklin 
Templeton, Telephone: 0800 305 306, Email: franklintempletonuk@fisglobal.com or write to us at the address below. Alternatively, the information 
can be downloaded from our website www.franklintempleton.co.uk. 

CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute. 

Indices are unmanaged, and one cannot invest directly in an index. They do not reflect any fees, expenses or sales charges. 

Important data provider notices and terms available at www.franklintempletondatasources.com. 

Source: MSCI makes no warranties and shall have no liability with respect to any MSCI data reproduced herein. No further redistribution or use is 
permitted. This report is not prepared or endorsed by MSCI. 

Issued by Franklin Templeton Investment Management Limited (FTIML) Registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. 
FTIML is authorised and regulated by the Financial Conduct Authority. 

a. Source for all information is Franklin Templeton. Benchmark related data provided by FactSet. Past performance is not an indicator or a guarantee of future performance. Portfolio holdings 
are subject to change. Periods greater than one year are shown as average annual total returns. Sales charges and other commissions, taxes and other relevant costs paid by investor are not 
included.  
b. When performance for either the portfolio or its benchmark has been converted, different foreign exchange closing rates may be used between the portfolio and its benchmark. 
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