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THE LIONTRUST
ECONOMIC ADVANTAGE

The Fund aims to produce long-term capital growth. With
over 2,000 smaller companies quoted on the London

Stock exchange, investing in smaller companies requires a
disciplined investment approach to identify companies with
good long-term potential and avoid the remainder. The Fund's
investment approach is to invest exclusively in companies
demonstrating two criteria which we believe are the key to
what makes some companies successful and others less so.
These are: the strength, sustainability and exploitation of a
company's Economic Advantage (its intangible strengths), and
how key employees (who create this Economic Advantage)
are motivated and retained, preferably through direct ownership
of the company’s equity. The Fund will only invest in those
smaller companies that can demonstrate that they have met
these two criteria.



MARKET REVIEW

The Market

The FTSE Small Cap. Index rose 13.7% over
the year under review and matched the FTSE
All-Share Index. The performance of the whole
market picked up from mid-July, coinciding
with talk that there would be a fresh bout of
Quantitative Easing (QE) in the US. When the
next phase of QE was confirmed, the Federal
Reserve gave a clear signal that the policy
was partly aimed at supporting share prices
and thereby increasing consumer confidence
and spending.

Debates have raged about both the effectiveness
of QE in stimulating economies and its potential
damaging after-effects. Meanwhile, economic
growth has remained positive in western
economies whilst emerging market growth has
continued apace. Companies, particularly those
with strong export markets, have delivered robust
earnings. There have, however, been pockets of
weakness, most notably in companies exposed
to cuts in UK public expenditure. Sovereign

debt fears drifted in and out of the market's
consciousness. Overall, a confusing picture
persisted but generally improved company profits
kept investor spirits up.

The Fund

The Fund performed strongly over the
year. It returned over 26% and significantly
outperformed the FTSE Small Cap. Index.

The Liontrust Economic Advantage investment
process, which has been applied since the

Fund launched in 1998, continues to reward
unitholders. We aim to find businesses which
are either international and have built a ‘world-
beating’ position or that have a strong domestic
position which is frequently backed by high
recurring income. All of our companies have
motivated management who own equity in their
businesses, the required threshold being Board
ownership of 3% but the average in the portfolio
actually being around 20%. We believe that
equity ownership is important for motivation

as well as the attention it brings to financial
discipline and long-term shareholder returns.

A common feature of our companies is their
financial strength; this has obviously been critical
since the beginning of the credit crunch.

A strong market position requires barriers to
competition. Our process is built upon the
premise that today’s barriers are built through
intangible assets. Three in particular are very
powerful, and companies can only enter the
Fund if they have at least of one these.

The first is Intellectual Property (patents,
copyrights, trade secrets and know-how).
Intellectual Property (IP) is usually legally
protected and is built from accumulated
spending on research and development.
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MARKET REVIEW CONTINUED

The second is distribution networks. These can
be either physical, such as the international
distribution network built up by an engineer,

or electronically embedded, which is typical of
many software companies. Physical distribution
networks have often been built over a number
of years and cannot be replicated overnight.
Embedded distribution networks form a very
powerful barrier to competition because it

is difficult for competitors to force out the
embedded incumbent.

The third asset is repeat business. We look

for companies with 70% contracted recurring
income. Such an income stream is not
threatened by persistent price changes and it
provides management with a certainty of income
and therefore the ability to plan for the long
term. Fee-based fund management companies
enjoy high recurring income, as do software
companies and some outsourcing businesses.

If a company has passed our test of having one,
or a combination, of IP, distribution strength
and repeat business, we will then evaluate
other important intangible assets such as
customer relationships, databases, licenses and
franchises, procedures and formats, culture
and brand.

We expect our businesses to demonstrate
strong financial returns either through high
margins or returns on capital employed (ROCE).
Strong financial returns show that our required
barriers to competition are working. In immature

businesses the focus tends to be on gross
margin, whereas with more mature businesses
the focus switches to operating margins and
ROCE. With cyclical businesses, operating
returns will obviously move around but during a
downturn we would hope that our businesses
will be gaining market share before seeing
returns rise again into a recovery.

Risk plays an important part in our decision of
how much of a company to buy. We grade our
companies accordingly, taking into account
such factors as customer spread, product
spread, financial gearing and market maturity.
New holdings have to be profitable companies,
headquartered in the UK and with directors that
are subject to UK law.

Over the last year, there have been some very
strong performers. Notable have been iomart
(data centres and hosting), which continues to
win new business and drive up earnings growth,
and Dialight (LED technology) and Renishaw
(measurement probes), which are experiencing
strong industrial demand. Brooks Macdonald
(private client fund management) continues to
successfully recruit new managers and funds.
The IT companies NCC (software escrow),

Tikit (legal IT services) and Workplace Systems
(manning software) all saw significant share
price increases. It was particularly pleasing to
see the market, albeit belatedly, ascribe a much
higher valuation to NCC's recurring revenues.
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The Fund enjoyed a number of takeovers at
attractive premiums. System C Healthcare
(healthcare IT software) was acquired by a large
US competitor. Focus Solutions (software) and
Chrysalis (music publishing) were also bought
by industry players whilst Independent Media
Distribution (advertising distribution) was subject
to a management buyout.

Poor performers included Ten Alps (media)
and Penna (recruitment and outplacement),
which have both suffered from government
spending cuts. In the case of Penna, we remain
attracted to the company’s leading position in
outplacement and have recently bought more
shares in anticipation of contracts to help with
public sector redundancies. Panmure Gordon
(broking) continued to suffer from a lack of
corporate finance work and Bond International
(recruitment software) experienced difficult
markets but has seen an improvement more
recently and has completed an attractive
acquisition. AssetCo (support services) was a
disappointment. Despite its recurring revenues
its cash flows failed to support its debt
exposure. We sold the shares and did not take
part in a subsequent refinancing. Caretech (care
homes) was also a company with high recurring
revenue. The shares started to perform poorly
and we sold them when it became apparent
that renewed contracts were suffering from
pricing pressure.

Outlook

We continue to experience good results from our
international businesses and our UK businesses
with high contracted recurring income. We are
underweight in struggling consumer facing
companies. We do, though, have some exposure
to falling public sector spend and we have seen
profit pressure in a few instances. The economic
picture remains uncertain because the recovery
in demand has been distorted by QE. The
affects of reduced QE and its inflationary impact
are far from certain.

Our process takes a long-term view and this is
reflected in low levels of stock turnover within
the Fund. We do not take macroeconomic bets
but instead focus on the underlying strengths

of each business. The companies have
defendable barriers against competition and are
frequently exposed to fast-growing markets. Our
companies continue to have management who,
via their own equity ownership, are committed to
delivering shareholder returns.

Over the last thirteen years the investment
process has delivered very strong absolute
performance which has translated into highly
attractive annualised returns. We look forward to
maintaining this record.

Anthony Cross & Julian Fosh
Liontrust Investment Partners LLP
June 2011
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FUND PROFILE

Investment Objective and Policy

The investment objective of Liontrust UK Smaller Companies Fund is to provide long-term capital
growth by investing primarily in smaller UK companies displaying a high degree of Intellectual Capital
and employee motivation through equity ownership in their business model. To achieve this aim, the
Fund will invest in a portfolio of UK smaller companies’ shares, the majority of which are contained
within the FTSE Small Cap., the FTSE Fledgling and the AIM indices. Companies within the Fund
that graduate into the FTSE 250 Index will be held until a suitable replacement company is found.
The Fund may also invest in transferable securities, money market instruments, warrants, cash and
near cash and deposits. The Fund may also invest up to 10% of its property in units or shares in
collective investment schemes. The Fund is permitted to use derivatives for the purposes of efficient
portfolio management and for investment purposes.

Investment Approach

With over 2,000 smaller companies quoted on the London Stock Exchange, investing in smaller
companies requires a disciplined investment approach to identify companies with good long-term
potential and avoid the remainder. The Fund’s investment approach is to invest exclusively in companies
demonstrating two criteria which we believe are the key to what makes some companies successful
and others less so. These are: the strength, sustainability and exploitation of a company’s Economic
Advantage (its intangible strengths), and how key employees (who create this Economic Advantage) are
motivated and retained, preferably through direct ownership of the company’s equity. The Fund will only
invest in those smaller companies that can demonstrate that they have met these two criteria.

Risk Profile

The Fund is invested exclusively in UK securities. It invests exclusively in smaller companies, which
may be less liquid than larger companies. The price swings may therefore be greater than in those
portfolios comprising shares of larger companies. Furthermore, the Fund has a significant proportion
of its assets in companies which are traded on the Alternative Investment Market (AIM). The nature
of AIM investments is such that prices can be volatile and realisations may not achieve current book
value, especially when such sales represent a significant proportion of that company’s market capital.

Total Expense Ratio: 1.65% (30th April 2010: 1.62%)

Fund Calendar

Ex-dividend date 1st May
Income payment date 30th June
Accounting period ends 31st October (interim)

30th April (final)
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PERFORMANCE

Net Asset Values

30th April 2011 30th April 2010 % Change
Pence per unit 429.12 338.80 +26.66

Distributions:

The Fund distributes income once per annum, on 30th June. The ex-dividend date is 1st May each
year. Income can be reinvested to purchase units at no initial charge.

On 30th June 2011, the Fund will pay a distribution for the year ended 30th April 2011 of 1.40 pence
per unit (2010: 3.16 pence per unit).

Total Return (%)

1 year 3 years 5years Since launch*
Liontrust UK Smaller Companies Fund 26.4 556.2 36.7 300.8
FTSE Small Cap. Total Return Index
(excluding investment trusts) 13.7 7.7 -9.7 67.7
Quartile Ranking 2 1 1 1

Discrete Years’ Performance (%)

To previous quarter, 12 months ending: ~ Mar‘07  Mar‘08 Mar‘09 Mar‘10  Mar ‘11

Liontrust UK Smaller Companies Fund 9.4 -21.8 -22.6 59.4 27.1
FTSE Small Cap. Total Return Index
(excluding investment trusts) 15.1 -29.0 -44.6 68.7 15.2

Up-to-date past performance information may be obtained from the Fund’s most recent fact sheet,
available on our website (www.liontrust.co.uk) or by calling our Administration and Dealing team on
0844 892 1007.

Past performance is not a guide to future performance. The value of investments and the income
from them can fall as well as rise and are not guaranteed. Investors may not get back the amount
originally subscribed. The issue of units in the Fund may be subject to an initial charge, which is likely
to have an impact on the realisable value of the investment, particularly in the short term. Equity
investment should always be considered as long term.

Performance data source: Financial Express as at 30.04.11, total return, bid-to-bid.

* Launch date 08.01.98
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PORTFOLIO

Top 10 Holdings

As at 30th April 2011 %  As at 30th April 2010 %
Dialight 4.41  Craneware 4.93
System C Healthcare 4.31  Brooks Macdonald 4.92
RWS 3.91  Statpro 4.37
Animalcare 3.70  Concurrent Technologies 3.74
Brooks Macdonald 3.656  Next Fifteen Communications 3.63
Renishaw 3.65  Dialight 3.46
FFastFill 355 UK Mall 3.31
Next Fifteen Communications 3.47  Wilmington 3.19
iomart 3.41  Brewin Dolphin 3.13
Craneware 3.31 Fidessa 3.08
Total 37.37 37.76

Sector Weightings

FTSE Small Cap. Index Liontrust UK Smaller Companies Fund

30th April 2011 30th April 2011 30th April 2010
o, o, 0,

% % %

Basic Materials 2.45 - -
Consumer Goods 5.25 - -
Consumer Services 16.69 14.68 156.21
Financials 22.94 11.28 156.30
Health Care 4.57 2.15 4.62
Industrials 35.48 25.20 21.81
Oil & Gas 3.87 - -
Technology 6.45 38.02 34.10
Telecommunications 2.29 - -
91.33 91.04

Cash (including SSgA* cash deposits) 8.67 8.96
100.00 100.00

*State Street Global Advisors
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FURTHER INFORMATION

Change of Name

On 30th September 2010, the Fund underwent a change of name from Liontrust Intellectual Capital
Trust to UK Smaller Companies Fund. Any historical reports available on the Liontrust website can
be found under the name in use at the date to which the reports pertain.

Unitholder Notice:
Investment & Borrowing Powers — Investment in other Collective
Investment Schemes

Paragraph 13 (e) of the Fund's Prospectus sets out the limitations for the Fund investing in other
Collective Investment Schemes. We have amended the rule references in this clause of the
Prospectus so that they reflect the COLL regulations of the FSA Handbook, which replaced the CIS
regulations, as previously noted within this clause. Whilst this has the potential to widen the universe
of available collective investment schemes available, it is not intended that this will affect the way the
fund is currently invested. The investment limits have not changed.

Liontrust Asset Management Plc

Liontrust provides portfolio management services in UK and European equities and in fixed income
securities. These are managed on a long-only, long/short and absolute return basis through unit
trusts, individual savings accounts (ISAs), offshore funds, pooled pension funds and segregated
institutional accounts. The Group currently manages £1.3 billion (as at 31st March 2011).

We market our investment products to professional investors, predominantly in the UK and
Continental Europe. These include pension funds and other institutional investors, family offices,
private banks, private client managers, multi-managers, stockbrokers and financial advisers. Some
private clients, to whom no advice has been given, have chosen independently to invest with us.
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FURTHER INFORMATION CONTINUED

Further Information, Report & Financial Statements

Further information on the Fund and its portfolio, the Manager’s Long Final and Interim Reports &
Financial Statements and the Prospectus and Simplified Prospectus are available free of charge from
the Manager upon request, and from www.liontrust.co.uk.

The Manager
Liontrust Funds Partners LLP, 2 Savoy Court, London WC2R OEZ.

Administration & Dealing enquiries 0844 892 1007
Facsimile 0844 892 0560

Email info@liontrust.co.uk

Website www.liontrust.co.uk

Authorised and regulated by the Financial Services Authority.
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