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STS trades at a 3.5% discount to its cum-income NAV, which is below the three-
year average of 6.2%. This is wider than its peers despite a respectable
performance and dividend yield. The board is committed to promoting the trust and
combined with the continuing solid performance since the change of manager and
mandate, there is emerging evidence that the discount is on a narrowing trend.
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Exhibit 1: Trust at a glance

Investment objective and fund background

Recent developments

Securities Trust of Scotland’s investment objective is to provide rising income
and long-term capital growth from a portfolio of global equities. Following the
adoption of an unconstrained mandate from 1 June 2016, the trust measures its
performance versus the rolling three-year median retumn of open- and closed-
ended peers, as well as an absolute target to produce real growth in revenue
and cum-income NAV on a rolling five-year basis.

m 17 September 2019: Rachel Beagles retired as chairman and director,
succeeded with immediate effect by John Evans. Announcement of first
interim dividend of 1.45p per share.

m 24 June 2019: annual results for 12 months ending 31 March 2019. NAV TR
+11.4% versus peer group +8.5%. Share price TR +9.6%. Declared fourth
interim dividend of 1.9p per share.

= 16 January 2019: announcement of third interim dividend of 1.45p per share.

Forthcoming Capital structure Fund details

AGM September 2020 Ongoing charges 0.9% Group Martin Currie Investment Mgmt (UK)
Interim results November 2019 Net gearing 7.9% Manager ~ Mark Whitehead

Year end 31 March Annual mgmt fee (see page 7) Address Saltire Court, 20 Castle Terrace,
Dividend paid Quarterly Performance fee None Edinburgh EH1 2ES

Launch date 28 June 2005 Trust life Indefinite Phone +44 (0) 131 229 5252

Continuation vote None Loan facilities £25m (see page 7) Website www.securitiestrust.com

Dividend policy and history (financial years)

Share buyback policy and history (financial years)

Dividends are paid quarterly in October, January, April and July. Dividends were

increased in FY16 after the announcement of a new progressive dividend policy.
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Renewed annually, the trust has authority to purchase up to 14.99% and allot up
to 5% of issued share capital.
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Portfolio exposure by geography (as at 31 July 2019, net of cash, gearing
and option exposure)

= Rathbones (17.4%)

u Alliance Trust Savings (13.1%)
Smith & Williamson (6.2%)

= Charles Stanley (5.8%)
WM Thomson (5.1%)
Hargreaves Lansdown (4.0%)
JM Finn, stockbrokers (3.1%)
DC Thomson Pensions (2.9%)

).
v

= North America (45.3%)

 Europe (40.9%)

Emerging markets (8.9%)

Brooks Macdonald (2.5%)

Legd & General (22%) = Asia Pacffic ex-Japan (4.9%)

Other (42.4%)
Top 10 holdings (as at 31 July 2019)

Portfolio weight %

Company Country Sector 31 July 2019 31 January 2019*
Microsoft us Information technology 6.2 53
Merck us Healthcare 38 52
Koninklijke DSM Netherlands Materials 3.8 N/A
Danone France Consumer staples 3.7 N/A
Zurich Insurance Switzerland Financials 35 34
Crown Castle us Real Estate 34 3.3
Transurban Australia Industrials 33 N/A
Airbus France Industrials 3.3 N/A
Taiwan Semiconductor Taiwan Information technology 3.1 N/A
Verizon Communications us Communication services 3.1 N/A
Top 10 372 38.9

Source: Securities Trust of Scotland, Edison Investment Research, Bloomberg, Morningstar. Note: *N/A where not in January 2019 top

10.
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Market outlook: Heavily influenced by geopolitics

The backdrop for global equities has been deteriorating and leading economic indicators across
most major countries are weakening. A cyclical slowdown, following a decade of unprecedented low
interest rates and liquidity provision, has been building momentum for much of this year, in part a
consequence of central banks’ unwinding of quantitative easing and tightening monetary policy to
dampen inflationary pressures. Geopolitical events and the ongoing US/China trade dispute, in
particular, have amplified the slowdown, taking a significant toll on world trade. The global
manufacturing purchasing managers’ index, seasonally adjusted, is at its lowest level since 2012.
Germany, the world’s third largest economy, is on the brink of recession as data suggest the
country may contract in Q319 for a second consecutive quarter. Meanwhile, the stimulus effects of
President Trump’s tax cuts in early 2018 are wearing-off, providing a high base for US economic
comparisons this year. Governments are expected to respond to the deteriorating outlook with
supportive policy. However, the magnitude of these measures may be limited given interest rates
remain close to historic lows. Furthermore, the government of China, concerned about the country’s
high debt level, appears to be more modest than in the past in its approach to stabilise the
economy. Geopolitical developments are likely to continue to influence the direction of markets for
the time being. However, earnings revisions have adjusted sharply and may now be at levels that
give scope for some positive surprises. As shown in Exhibit 2 (RHS), valuations do not seem
stretched and some markets, such as the UK, appear attractively valued relative to its own history.

Exhibit 2: Market performance and valuation

Performance of indices (over last 10 years, in sterling terms) Valuation metrics
400 - Last High Low 10-year Lastas % of
350 A average average
300 UK
P/E 12 months forward (x) ~ 12.4 15.7 8.5 12.6 98
250 A Price to book (x) 14 2.1 1.2 16 84
200 Dividend vield (%) 4.1 45 27 34 120
150 A Return on equity (%) 9.8 147 2.7 10.0 98
World
100 1 PIE 12months forward (x) 151 163 98 136 111
50 oy S T P - - - P - P S Price to book (X) 21 21 14 1.8 18
% §> Fg’ ‘;» ‘é‘) §7 §1 Fg’ ‘;» ?:» ‘;» Dividend vield (%) 26 31 22 26 100
< < < < < < < < << < Retunonequity (%) 114 13.3 5.0 1.0 103
—— FTSE All-Share — MSCI World

Source: Refinitiv, Edison Investment Research. Note: Valuation metrics at 13 September 2019.

Fund profile: Diversified, selective and liquid

STS’s objective is to deliver rising income and long-term capital growth by investing in a diversified
portfolio of global equities. The manager, Mark Whitehead, follows a fundamental approach,
unconstrained by benchmark considerations, to build a relatively concentrated portfolio of 35-55
high-conviction stocks. The trust is mainly invested in larger companies ie with market
capitalisations over £1bn and therefore the portfolio’s holdings tend to be highly liquid. The
manager is permitted to use derivatives and Whitehead employs options strategies to help generate
additional income, predominantly by selling puts. This approach is careful and controlled and puts
are only sold on companies on the manager’s approved stock list. Options income can account for
¢ 10% of total portfolio income each year; as at end-July 2019 STS had active options exposure of
0.7%.
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The current unconstrained mandate was adopted on 1 June 2016 and performance is measured
against the median of all relevant open- and closed-ended peers (sourced from the Lipper Global —
Global Equity Income and AIC Globally Equity Income sectors) on a rolling three-year basis.

The fund manager: Mark Whitehead

The manager’s view: Invest for resilience through cycles

Whitehead turned cautious on the prospects for global economic growth in early 2018 and he
reduced STS’s exposure to cyclical stocks at a time when consensus earnings expectations and
valuations were rising. His contrarian stance last year has helped the trust to deliver a positive
performance in a weak market. The manager continues to expect uncertainty and weak economic
conditions to prevail. He notes economic data appear to be getting worse and observes that ¢
three-quarters of purchasing managers’ indices around the world are indicating a contraction in
activity and a risk of global recession. However, the manager does not make macroeconomic
predictions; instead he focuses on investing in companies that are able to sustain long-term
dividend growth and are resilient to adverse economic cycles. Whitehead believes this investment
approach is particularly relevant in the current global equity market environment.

Asset allocation

Investment process: Fundamental and ESG focused

The manager believes that markets are myopic and can undervalue quality companies with growing
and sustainable dividends. He believes his proprietary fundamental research can identify these
opportunities to help generate capital growth, with a lower risk profile, over the long term.
Whitehead leads a well-resourced team of four global equity income specialists and has access to
the wider Martin Currie investment team of over 40 investment professionals to support his
fundamental process. The global large-cap universe contains around 3,000 stocks and proprietary
screens are used to filter these on key sustainability and quality criteria. Around 80 companies
undergo rigorous proprietary analysis, including detailed accounting diagnostics, credit and industry
analysis. Companies are also stress-tested to assess liquidity and financial resilience under
adverse economic scenarios. The evaluation of environmental, social and governance (ESG)
issues is an important part of the investment process and the team rank companies against ¢ 50
metrics. Whitehead thinks that STS’s objective to deliver sustainable and rising income is naturally
aligned with seeking companies that practice good governance, manage risks and allocate capital
responsibly, and he believes firms that score highly on ESG issues are more likely to have enduring
dividend growth.

Current portfolio positioning

Exhibit 3 shows STS'’s sector exposures as at end-July 2019 and changes over the past six
months. A notable shift in the portfolio over this period is a 5.4pp reduction in financials as, in the
manager’s view, an environment of slowing economic growth and declining interest rates is
generally unfavourable for banks. Sales included HSBC (UK), Credicorp (Peru) and CaixaBank
(Spain). The backdrop is particularly challenging for HSBC, with large trade finance and China
exposures, and Whitehead believes the bank will find it tough to generate an attractive return on
equity relative to its cost of capital. Although the company pays a high dividend, the manager thinks
this is unlikely to grow in the foreseeable future. Long-held Peruvian bank Credicorp has performed
well, vindicating the manager’s investment thesis. However, Whitehead considers its valuation rich
as emerging market conditions are becoming less favourable for the bank, and returns on assets
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have been declining. CaixaBank was also sold on concerns over the regulator’s recent change in
stance on the industry’s historic mortgage mis-selling practices, which may result in large claims
against Spanish banks.

Over the past six months, STS reduced its exposure to North America by 4.9pp to 48.9%. Trump’s
tax reforms last year gave US equities a boost and the manager considers this market to be
expensive compared with the UK and Europe. Whitehead sold Apple, which has been a strong
performer; however, he questions whether growth can be sustained by its services business (as its
products business matures). He thinks the company is also vulnerable to China trade tensions and
competition from Chinese and Korean smartphone manufacturers. Furthermore, he is disappointed
that the company has favoured share buybacks over higher dividends for shareholders. Whitehead
has continued to reduce the portfolio’s exposure to cyclicals and sold Canadian oil sands producer,
Suncor Energy.

Exhibit 3: Portfolio sector exposure* (% unless stated)

Portfolio end-July 2019 Portfolio end-January 2019 Change (pp)
Consumer staples 16.6 13.8 2.8
Industrials 16.5 12.9 3.6
Information technology 14.3 121 2.2
Financials 10.8 16.2 (5.4)
Communication services 10.6 75 3.1
Healthcare 9.7 11.2 (1.5)
Materials 8.2 7.8 04
Utilities 6.4 8.4 (2.0)
Consumer discretionary 53 74 (2.1)
Real estate 5.1 53 0.2)
Energy 45 7.6 (3.1
Cash 44 38 0.6
Active options exposure 0.7 0.5 0.2
Gearing (12.3) (14.0) 1.7

Source: Securities Trust of Scotland, Edison Investment Research. Note: *Active options exposure means
allocations may not total 100%.

Recent new purchases are mostly listed in the UK and Europe, including Paris-listed media
multinational, Publicis Groupe. The manager believes the company to have the industry’s best in
class consulting operation and data assets and is thus best positioned for a changing media buying
landscape over the longer term. Whitehead is looking for mid to high single-digit earnings per share
growth and the company has an attractive dividend yield of around 5%. He also notes that Publicis
trades on an attractive valuation, which is at a significant discount to its US peers. STS also
invested in UK-listed Bunzl, a multinational distribution and outsourcing company. The manager
believes investors’ fears over technology disruption risk is overplayed. The business is relatively low
margin, but its strong network and good execution provide a barrier to entry, giving the firm pricing
power and the ability to maintain stable margins. Bunzl generates strong free cash flow, which has
underpinned an impressive compound dividend growth rate of more than 10% pa over the past 26
consecutive years. STS also purchased Amsterdam-listed Philips. Over the past decade, the
company has successfully transformed from being a consumer electronics business to a healthcare
company. Whitehead observes that its diagnosis and treatment division, accounting for over 40% of
revenues, is performing very well. He believes the company is innovative, has differentiated
products and a large and growing addressable market, yet appears meaningfully undervalued
compared to its US-listed peers.

Performance: Outperformed since new mandate

Since 1 June 2016, STS’s benchmark is the median of all relevant open- and closed-ended peers
(sourced from the Lipper Global — Global Equity Income and AIC Global Equity Income sectors
respectively) on a rolling three-year basis. This date also marks the adoption of the trust’s current
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unconstrained mandate. Therefore, the most relevant performance periods to consider are three
years and shorter. As shown in Exhibits 5 and 6, STS’s NAV total return and share price have
outperformed its benchmark over all these periods, with the exception of one month. Its NAV total
return has also outperformed the FTSE All-Share index over these periods. Compared to the MSCI
World Index, the trust's NAV total return has outperformed in the periods up to, and including one
year, but lags over three years.

Exhibit 4: Five-year discrete performance data

12 months ending

31/08/15
31/08/16
31/08/17
31/08/18
31/08/19

Total share price

return (%)

Total NAV return Blended

(%) benchmark (%)

(3.8) (2.5) (1.5)
216 240 30.6
15,5 15.8 14.6
55 6.9 5.7
11.7 9.7 (5.8)

FTSE All-Share

(%)
(2.3)
17
143

47

04

MSCI World
(%)

4.1

26.0

188

127

76

Source: Refinitiv. Note: All % on a total return basis in pounds sterling. Blended benchmark is FTSE All-Share
Index until 31 July 2011, MSCI World High Dividend Yield Index until 31 May 2016 and the rolling three-year
median return of open- and closed-ended peers thereafter.

Exhibit 5: Investment trust performance to 31 August 2019
Price, NAV and benchmark total return performance (%)

Price, NAV and benchmark total return performance, one-year rebased
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Source: Refinitiv, Edison Investment Research. Note: Three, five and 10-year performance figures annualised. Blended benchmark is
FTSE All-Share Index until 31 July 2011, MSCI World High Dividend Yield Index until 31 May 2016 and the rolling three-year median

return of open- and closed-ended peers thereafter.

Exhibit 6: 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 blended benchmark (3.8) 14 2.3 36 48 (4.6) (1.0
NAV relative to blended benchmark (0.5) 0.8 1.8 1.7 45 (1.6) (1.6)
Price relative to FTSE All-Share (0.3) 79 104 11.2 13.3 214 356
NAV relative to FTSE All-Share 3.1 72 9.9 9.2 12.9 25.1 348
Price relative to MSCI World (2.4) 1.2 1.3 3.8 (5.5) (15.8) (10.7)
NAV relative to MSCI World 0.9 0.6 0.8 1.9 (5.8) (13.2) (11.2)
Source: Refinitiv, Edison Investment Research. Note: Data to 31 August 2019. Geometric calculation.
Exhibit 7: NAV total return performance relative to benchmark over three years
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Source: Refinitiv, Edison Investment Research
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Discount: Marketing efforts support narrowing

STS currently trades at a 3.5% discount to its cum-income NAV, which is below the three-year
average of 6.2%. The board takes a proactive approach towards managing the trust’s discount and
reducing its volatility. It aims to manage the average ex-income discount below 7.5% in the last 12
weeks of the financial year, and if the average discount is greater than this level, shareholders have
the right to redeem their shares. The board has the authority (renewable annually) to repurchase up
to 14.99% of issued capital to help manage the discount and actively promotes the trust to increase
demand for its shares. In August 2018, it announced a material increase in the marketing budget
(provided by the manager), and a refresh of the company’s strategy. During FY19, the company
repurchased 5.9m shares at an average discount of 7.3%, representing 5.7% of the share base,
however, the chairman notes that nearly three quarters of the repurchases took place in the first
half of the financial year, prior to the new marketing efforts. STS’s NAV discount is wider than its
peers in the AIC Global Equity Income sector, suggesting there may scope for it to narrow further.

Exhibit 8: Share price premium/discount to NAV (including income) over three years (%)
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Source: Refinitiv, Edison Investment Research

Capital structure and fees

STS is a conventional investment trust with one class of share; there are 104.3m shares in issue
and 18.0m shares held in treasury. In September 2016, the trust agreed a £15m seven-year multi-
currency, fixed-rate facility, alongside a £10m two-year revolving credit facility with the Royal Bank
of Scotland. Gearing is permitted up to 20% of net assets, and is mainly used to invest in global
equities, but also for the tactical use of options. As at end-July 2019, net gearing was 7.9%.

The board introduced a tiered fee structure with effect from 1 April 2018, which pays Martin Currie
Investment Management an annual management fee of 0.6% of net assets up to £200m, reducing
to 0.4% of net assets above £200m (previously a single figure of 0.6%). The fee is split 65:35
between capital and income, reflecting the board’s expected long-term split of returns between
capital gains and income. As at end-March 2019, the trust’'s ongoing charges were 0.9%
(unchanged from the previous year).

Dividend policy and record

The trust has a clear objective to deliver rising income as well as long-term capital growth. The
board employs a progressive policy, aiming to grow the dividend at least in line with developed
market inflation over a five-year rolling period. The annualised dividend growth achieved in the five
years to end FY19 is 5.4%, largely reflecting the rise in revenue earnings and reduction in shares in
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issue over this period. The board also has the ability to pay dividends out of retained capital
reserves, if necessary, provide a rising and reliable income to shareholders. The total dividend for
FY19 of 6.25p per share represents a 2.5% increase on 6.10p paid in the previous year. Dividends
are paid four times a year in October, January, April and July.

Peer group comparison

Exhibit 9 shows the AIC Global Equity Income sector, which consists of six funds. As STS adopted
its current investment mandate in June 2016, the most relevant performance periods to consider
are one and three years. Its NAV total return ranks second over one year and third over three
years. It is notable that these returns are also significantly higher than the open-ended peer group
averages over all periods shown. The trust has the highest ongoing charge, which is partly a
reflection of its relatively smaller size within the group; however, it does not charge a performance
fee. Despite the trust’s respectable performance, it has the widest discount amongst peers.

Exhibit 9: AIC Global Equity Income peer group as at 17 September 2019*

% unless stated Marketcap/ NAVTR NAVTR NAVTR NAVTR Discount Ongoing  Perf. Net Dividend

fund size £m 1 year 3 year S5year 10year (cum-fair)  charge fee gearing yield (%)
Securities Trust of Scotland 201.5 122 375 62.0 191.2 (4.6) 0.9 No 108 3.2
Henderson International Income 306.7 58 337 70.0 (0.5) 0.8 No 102 34
Invesco Perp Select Global Eq Inc 65.1 48 344 64.7 163.4 (2.0) 0.9 Yes 104 34
JPMorgan Global Growth & Income 454.9 6.2 432 80.4 215.2 37 0.6 Yes 102 3.8
Murray International 1,543.6 10.2 258 436 155.3 0.7 0.7 No 12 44
Scottish American 604.8 12.3 439 83.0 209.7 45 0.8 No 13 2.8
Simple average 529.4 8.6 36.4 67.3 187.0 0.3 0.8 107 35
STS rank in sector (six funds) 5 2 3 5 3 6 1 3 5
Open-ended peers simple average 352.2 7.6 29.0 53.5 147.3 N/A 14 N/A 35

Source: Morningstar, Edison Investment Research. Note: *Performance to 16 September 2019 based on ex-par NAV. TR=total return.
Net gearing is total assets less cash and equivalents as a percentage of net assets.

The board

The STS board consists of five independent non-executive directors. Rachel Beagles retired as
chairman and director of the trust at the AGM on 17 September following over nine years of service.
She is immediately succeeded by John Evans (appointed in February 2016). Angus Gordon Lennox
is the senior independent director (appointed in November 2013, he assumed his role in July 2017).
The other directors and their dates of appointment are Mark Little (October 2014) and Sarah
Harvey (October 2018).

Securities Trust of Scotland | 20 September 2019 8



EDISON

This report has been commissioned by Securities Trust of Scotland and prepared and issued by Edison, in consideration of a fee payable by Securities Trust of Scotland. 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 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (“FTSE”) © FTSE 2019. “FTSE®” is a trade mark of the London Stock Exchange Group companies
and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE'’s express written consent.

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") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
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