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Fat Prophets take Profits
The Fundsmith Emerging Equities Trust (LSE.FEET), was initially recommended as a Buy in 2015 mainly for
Members to (i) gain an exposure to the Consumer Staples sector as well as (ii) having the benefit of little to
no duplication with the Fat Prophets Portfolio at the time given its mandate to invest in the Emerging Markets.
Since that time the fund’s share price has increased in value, but has been a disappointment having mostly
underperformed against its benchmark. With some differences also becoming apparent between the fund’s
strategy and our own investment themes we are recommending Members sell their holdings.

Performance Review (Note: Equities is the MSCI Emerging & Frontier Markets Index)
The Fund was initially recommended as a Buy in 2015 mainly for Members to (i) gain an exposure to the
Consumer Staples sector as well as (ii) having the benefit of little to no duplication with the Fat Prophets
Portfolio at the time given its mandate to invest in the Emerging Markets. Since that time the fund’s share

price has increased in value, but has been a disappointment, having mostly underperformed against its
benchmark as shown in the graphic below.

Source: 29 March 2018 Fund Factsheet
Closer analysis of the fund’s portfolios show that the significant lag is mainly due to the Fund’s mandate itself
which avoids (or minimises) sectors exposures in IT and Financials while also avoiding China with the Fund
stating concerns of corporate governance, accounting standards and general antipathy of Chinese consumer
companies. This has led to the fund missing out given that China was the best performing emerging market
during the period.
That said, our review of the detailed breakdown in the portfolio (only disclosed in Interim and Annual reports)
also showed that the fund had minimal to no exposure to high potential consumer plays like Vietnam and the
Philippines which also displayed superior performances over the time period.
Though that is in the past and there is no point in crying over spilt milk. That said, looking to the near future,
we also note that the there are some additional headwinds that, in our view, bar the Fund closing the gap
with the benchmark.
Notably, the recent announcement where shareholders voted against removing the regional exposure limit of
40% implying that investments in India remain capped. We view that as highly limiting given that the
demonetisation initiative by PM Modi along with the Goods and Services Tax (GST) has already passed its
anniversary and the negative effects to likely have faded away.
That aside we also note a lack of exposure to the new up and comer Saudi Arabia which has potential given
the reforms pushed by the Crown Prince Mohammed bin Salman, who is trying to wean off the country’s
dependence on oil while simultaneously attract foreign investment to solve the country’s deficit.
Our verdict is that alternatives in our portfolios such as the JP Morgan Indian Investment Trust (UK
portfolio), Aberdeen India Fund (USA) and even the China A-Shares ETF (AUS) to be much better choices.
While for more aggressive Members, there are also numerous individual consumer picks in the Asia Portfolio
such as the Puregold Price Club, Seven & I Holdings and even Kao Corporation to name a few.
All in all, we believe that the Fund is no longer an adequate exposure given that its strategy doesn’t align with
our investment themes and accordingly we recommend Members sell their holdings in the Fundsmith
Emerging Equities Trust. Coverage will cease immediately.

FEET portfolio breakdown
Moving on, just a quick update on the Fund and as at the end of March 2018 the Fundsmith Emerging Equity
Trust had reduced its 54 holdings from our last coverage back in November 2017 (October 2017 Factsheet)
to now 48 stocks, which is fairly diversified given that no single stock exceeds 5% in weighting.
The last twelve-month portfolio yield was 1.8% with this more than covering the annual management charge
of 1.25%. The median company in the portfolio was founded in 1964 (previously 1959) implying increased
exposure to relatively younger companies yet having proven track records. The median market capitalisation
has also risen to £2.8 billion (previously: £2.1bln). FEET has therefore focused on long-established
companies that are of a reasonable size.
FEET portfolio highlights

Source: 29 March 2018 Fund Factsheet
Looking at the sector exposure and at the end of March, the fund still has a large exposure to Consumer
Staples at 68.2% (previously: 74.2%) of assets and followed by Healthcare at 13.4% of assets and
Consumer Discretionary come in at 5.9%.
As we’ve noted above, the substantial allocation in Consumer Staples and underweighting in Financials and
IT are the main causes for the underperformance.
On a geographic basis, Asia remains the largest region for the fund at 68.4% of assets with majority of this in
India at circa 40% and followed by China at less than 12% with the remainder spread across other Southeast
Asian countries. This is then followed with the Europe, Middle East and Africa region having 22.2% of assets
with Egypt and South Africa covering more than half (~16.0%)
FEET at a Glance (as of 29 March 2018)

Source: 29 March 2018 Fund Factsheet
FEET’s top ten holdings
A quick glance at the top ten, we see that a substantial portion of these are Indian consumer staple players
which we expect to benefit the most from the recently implemented GST regime. Britannia Industries is the
second largest position and is an Indian food business with brands that include Britannia and Tiger biscuits.
Godrej is also an Indian personal care focused group covering hair care, home care and personal care.
The largest position of the fund, however, is Egypt-based Eastern Tobacco with its shares surging almost
sixfold since November 2016 when the country floated its currency freely and implemented an economic
reform program as well as increased its privatisation efforts pushing investor confidence up.
That said, the company has also benefitted from the increases in price with the most recent hike at circa 40%
while cigarette demand hasn’t even inched down at all. Note that based on statistics from the World Health
Organisation, over 50% of Egyptian men aged 15 and above regularly consumer tobacco and is forecasted
to hit over 63% by 2025.
Unsurprisingly the company has likewise raised its production capacity to meet rising demand with the
recently announced five-year joint production agreement with Al Mansour International Distribution Company.
The company has also been quite the beneficiary from increased smoking trends over the past couple of
years.

Summary
The Fund was initially recommended as a Buy in 2015 mainly for Members to (i) gain an exposure to the
Consumer Staples sector as well as (ii) having the benefit of little to no duplication with the Fat Prophets
Portfolio at the time given its mandate to invest in the Emerging Markets. Since that time the fund’s share
price has increased in value, but has been a disappointment having mostly underperformed against its
benchmark.
Our verdict is that alternatives in our portfolios such as the JP Morgan Indian Investment Trust (UK
portfolio), Aberdeen India Fund (USA) and even the China A-Shares ETF (AUS) are better exposures.
While for more aggressive Members, there are also numerous individual consumer picks in the Asia Portfolio
such as the Puregold Price Club, Seven & I Holdings and even Kao Corporation to name a few.
All in all, we believe that the Fund is no longer an adequate exposure given that its strategy doesn’t align with
our investment themes and accordingly we recommend Members sell their holdings in the Fundsmith
Emerging Equities Trust. Coverage will cease immediately.

DISCLAIMER

Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. Fat
Prophets research is based upon information known to us or which was obtained from sources which we believed to be reliable and accurate at time of
publication. However, like the markets, we are not perfect. This report is prepared for general information only, and as such, the specific needs,
investment objectives or financial situation of any particular user have not been taken into consideration. Individuals should therefore discuss, with their
financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all investments will be
appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised representatives exclude all liability
for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any information within the
report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such liability, Fat Prophets hereby limits its liability, to

the extent permitted by law, to the resupply of the said information or the cost of the said resupply. As at the date at the top of this page, Directors and/or
associates of the Fat Prophets Group of Companies currently hold positions in: ASX-listed Australian stocks: ASX-listed Australian stocks: AAC, AAD,
AGO, AJA, AMP, ANZ, APA, APG, AVG, BCI, BHP, BKN, BOQ, BRL, BRU, BTR, BWP, CBA, CCL, CDD, CFE, CGL, CKF, CNQ, CVO, CWN, DLS, DNX,
DUE, ELD, ENV, EVN, FID, FMG, FXJ, GJT, GMG, GNS, GOR, GPT, GXL, HUB, IAU, IFL, ILU, IMF, JHX, MFG, MGR, MML, MMS, MND, MNF, MPL,
MTR, MTU, NAB, NCM, NMG, NUF, OBS, ORE, OSH, OVH, POS, PPS, PRG, PRT, PXG, QAN,QBE, RIO, RXL, RRS, S32,SDG, SFR, SGP, SIV, SLR,
SPK, STO, SUN, SYD, TAM, TEN, TLS, TME, TTN, WBC, WFD, WES, WHC, WOW, WPL, WSA. International stocks 3i Group, Acacia Mining, Amec
Foster Wheeler, Anglo American, Archipelago Resources, Arian Silver Corp, Aviva, Avocet Mining, Bank of China, Barratt Developments, BMW, Berkeley
Energy, BG Group, BOLSAS Y MERCADOS ESPANOLES,SOCIEDAD, Bovis Homes, BP, Braemar Shipping Group, British American Tobacco, BT
Group, Cairn Energy, Centamin Egypt, China Life Insurance, China Mobile, China Overseas, China Taiping, China Vanke, Country Garden, Daejan
Holdings, Development Securities, Dragon, Enquest, Esure, Euronext, FedEx, Fresnillo, Ibiden, Infosys, Glaxosmithkline, Glencore International,
Goldbridges Global Resources, Google (Alphabet), Grainger, Gulf Keystone Petroleum, Highland Gold Mining, HSBC,ICICI Bank, Ironveld, iShares
Physical Metals, J Sainsbury, JKX Oil & Gas, John Wood Group, Kazakhmys, Legal & General, Lloyds, Low and Bonar, Market Vectors Junior Gold
Miners, Market Vectors Oil Services, Market Vectors Vietnam, Marstons, Medusa Mining, Mitchells & Butlers, Mitsubishi Tokyo Financial, Mitsubishi UFJ,
National Grid, Nippon Telegraph and Telephone, Panasonic, Paragon Group of Companies, Petra Diamonds, Petrofac, Petropavlovsk, PICC Property &
Casualty, PPHE Hotel Group, Randgold Resources, Rank Group, Reckitt Benckiser, Royal Dutch Shell, Solgold, Sony Corporation, Standard Chartered,
STV Group, Sylvania Platinum, Tata Motors, Tencent, Tertiary Minerals, Teva Pharamaceutical, Toyota Motor, Tullow Oil, Unilever, Vedanta Resources,
Vodafone, Walt Disney, Zillow.

Snapshot FEET
Fundsmith Emerging Equity Trust

Latest Closing Price: £12.25
Fundsmith Emerging Equity Trust (FEET) invests in companies that derive the majority of their revenue or operations in developing
economies. The focus is on gaining direct exposure to the rise of the consumer class in emerging markets.
Sectors that are avoided include financials, manufacturing, utilities, resources, transport, resources and heavy cyclical sectors. The
key focus is almost entirely on consumer stocks or companies benefitting from the rising consumer class.

Market Capitalisation:£314.86m
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