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Portfolio
The managers pursue a benchmark aware – but not constrained 
– stockpicking approach, looking for companies which can 
generate strong top line growth which have limited competition, 
good pricing power, strong intellectual property and a clear 
medical need for their products.

They avoid companies that manufacture generic drugs, 
preferring those which focus on more innovative therapies, 
which are harder to replicate and where competition is limited. 
The managers say political pressure is more focused on price 
gouging companies. This is when the ‘gouger’ often exploits a 
monopoly which has come about as a result of other producers 
being competed out of business in the past, leaving in effect one 
man standing with a monopoly on the drug in question.

The patent protections on more innovative drugs, they argue, 
are not expected to be targeted as this would stifle the incentive 
to discover new and effective therapies that benefit patients. 
Genmab, one of the trust’s largest holdings which specialises in 
cancer treatments (and there are many different forms of cancer) 
is a good example of a highly innovative company with no near 
term competition and extensive pricing power.

Drugs and therapies designed for rare or ‘orphan’ diseases – 
those which relatively few people suffer from, like cystic fibrosis 
for example – are another focus for the trust, and again there is 
less political pressure here weighing on prices because, if there 
were, there would be little incentive for producers to innovate in 
what might be described as a niche area of the market. Vertex, 
which has developed a treatment for cystic-fibrosis – is a good 
example of this type of stock which appears in the Trust’s top ten 
investments.

The trust’s benchmark, the NASDAQ Biotech Index, is market 
cap weighted. The five largest companies in the index are 
each weighted at 8% of the total. If any other company in the 
index amounts to more than 4% of the total, its index weighting 
is capped at 4%. The remainder of the index is market cap 
weighted.

The managers tend not to exceed the upper limits on these 
weightings, preferring to take their active bets either by 
underweighting them, or by overweighting smaller index 
constituents in a way which diversifies stock specific risk, which 
may see the trust underperform the index when the large cap 
biotech stocks are in the ascendant.

Summary
International Biotechnology Trust (IBT) offers a highly 
differentiated source of equity income, and a yield of 4% drawn 
from the capital growth generated by a diversified portfolio of 
mainly US based biotechnology companies.

The trust has a has generated annualised returns of 21.9% under 
the stewardship of fund manager Carl Harald Janson, who took 
the reins in September 2013 and runs the portfolio alongside 
co-managers Ailsa Craig and Kate Bingham. The shareholders 
voted in favour of the board’s proposal to convert some of this 
capital growth going forward into income in December last year.

The move was well received and since then seen the trust 
has seen its discount come in sharply from 15.6% to below 
6%, widening out slightly to 8.6% at the time of writing, but 
valuations among biotechnology companies are still well below 
their S&P500 equivalents and M&A activity among the type of 
companies the trust invests in is on the rise.

The managers are focused on growth companies, so the portfolio 
has a natural slant toward the small and mid-sized businesses 
which are most likely to be beneficiaries of any uptick in M&A.

In a typical year the managers say four of their holdings might 
be acquired but in January alone this year three holdings were 
snapped up by larger competitors and the pace of M&A is 
expected to pick up, particularly if Republican Party successfully 
implements more corporate friendly tax reforms. One proposed 
idea is to have a one off ‘tax holiday’ on companies’ cash 
held overseas. As an example of the scale of that potential 
shift, the managers point to Gilead Sciences – an American 
biopharmaceutical company – which on its own has $40bn 
currently outside the US. Such a move may trigger more M&A as 
cash brought back is put to use through the acquisition of smaller 
biotechnology companies.

The trust has already benefited from the relief rally which 
occurred after Trump took the Oval Office, and the managers 
believe the trust also stands to benefit from the broad Republican 
sweep which is considered more industry friendly versus a 
Democratic administration. Moreover concerns of a major 
overhaul in Obamacare has abated as Trump struggles to find 
a consensus view within the political arena as evidenced by his 
failed ‘Muslim Ban’ and the backlash against his proposed exit 
from the Paris Climate Accord.
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In the last year, the trust has been reducing its exposure to these 
larger holdings which, the managers believe, are entering a 
stagnant phase of slowing earnings growth. The focus remains 
on small to mid sized growthier companies which are able to 
generate the kind of capital return that has driven the trust’s 
performance under this management team.

The trust is well diversified with around 50% of its assets 
concentrated in its top ten holdings, significantly more so than its 
nearest competitor Biotech Growth – which has more than 70% 
of its assets in its top ten holdings.

In terms of market cap exposure the trust’s largest weighting is 
toward large caps, with more than 60% of the portfolio held in 
companies with a market capitalisation in excess of $10bn. The 
rest of the portfolio is split between mid-caps, valued at between 
$1-10bn, small caps and unquoted companies via a fund of funds 
approach managed by Kate Bingham.

The trust previously invested directly in these unquoted stocks 
but has since December 2014 been harvesting this part of the 
portfolio. It ceased to make new acquisitions at the same time, 
and current and future unquoted investments are being made 
via funds such as those managed by SV Health Investors with a 
commitment of GBP30M made to SV Fund VI of which GBP8M 
has so far been drawn down.

In geographic terms the trust is heavily exposed to developed 
markets where the kind of technology it targets is most prevalent 
and in particular the US, the hub of biotechnology innovation 
where 85% of its investments are made, while Europe makes 
up the remaining 15%. An interesting feature of this is that the 
trust has virtually no sterling exposure (5%). Currencies are not 
hedged, so the fortunes of the dollar are important.

The majority of the companies in which the trust invests are 
already profitable (59%) however a significant portion of the 
portfolio is held in companies which are not yet making a profit 
(35%). A key aim of managers in this part of the portfolio is to 
harness capital growth as companies become more attractive 
to investors who believe their scientific research is going well, 
and to capture M&A activity, whilst avoiding the ‘key risk events’ 
which occur where results of clinical trials with binary outcomes 
are due to be announced. As companies approach these events, 
the managers may sell out, taking profit, and reinvesting, if 
appropriate, in the same firms afterwards on new terms, with new 
valuation targets and a ‘de-risked’ asset. Portfolio turnover, as a 
result, is relatively high at around 200% per annum.
The managers aim to be fully invested at all times but do hold 

cash where appropriate and gear up in a tactical fashion, with 
exposure tending to range between 10% cash and up to 5% 
gearing, though it has permission to gear up to 15% – valuations 
and volatility (measured by the VIX Index) being the driving force 
behind this position.
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However, over each of these periods the potential for upside 
has also been strong – and offers an amplification not found in 
broader equity sectors. An investor who held on to their stake 
for ten years would’ve made around ten times the amount they 
would have lost had they chosen the worst possible moment to 
enter and exit the fund during that period. Clearly, however, one 
must be preprared for a bumpy ride in a sector where volatility of 
this scale is commonplace.

Looking at more recent performance, in discrete terms the 
management team’s focus on avoiding ‘risk events’ appears 
to have paid off since Carl Harald was appointed in 2013 – the 
trust has outperformed in most years when the NASDAQ was in 
positive territory whilst limiting downside in 2016 when the index 
lost 6.2%.

Dividend
The board announced plans in September 2016 to pay a 
dividend equivalent to 4% of NAV per annum from January 2017, 
payable in two equal instalments each year – the first of which 
was paid in January. The dividend is drawn wholly from capital, 
and given its reflection of NAV may fluctuate from year to year. 
We understand that the board and the manager have no intention 
of building up reserves in order to smooth the dividend, relying 
instead on the long term trajectory of the trust’s NAV to maintain 
the dividend. Investors should be aware that in paying dividends 
from capital, the manager is choosing to sacrifice some of the 
capital growth generated by a trust’s underlying investments in 
order to support an income.

Management
Carl Harald Janson, a medical doctor by training with seven 
years medical industry experience, works alongside managers 
Kate Bingham and Ailsa Craig, who between them have more 
than thirty five years’ experience in the sector. Kate runs the 
unquoted element of the portfolio, while Ailsa works with Carl 
Harald on the quoted portion. They are supported by a large 
team focused on biotech and medicine at US based SV Health 

Gearing
Gearing is used tactically and the trust tends to operate in a 
range between around 10% cash and around 5% geared, though 
the managers can take gearing up to 15% of they wish to. The 
managers employ gearing at times when valuations are at their 
lowest and volatility spikes (as measured by the VIX Index) 
deploying it to take advantage of anticipated uplift, and take 
money off the table during stronger times for the sector, when the 
risk is on the downside.

Gearing is available in the form of a £35m loan which tracks the 
Bank of England base rate +1.5%, and currently sits at 0%.

Returns
In performance terms the trust is ranked first in its sector over 
three years, delivering NAV total retuns of 81%, well ahead of 
the NASDAQ Biotech Index which returned 56% over the same 
period. The trust also demonstrates lower beta - an indicator that 
reflects how sensitive it is to the movement of the underlying 
market - than the majority of its peers.

In drawdown terms, the trust – alongside its biotech peers – is 
subject to sharp downturns and has, over one, three, five and ten 
years, seen periods when an investor could have lost as much as 
26% had they bought and sold at the worst possible times.
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RELATIVE PERFORMANCE

FUND BETA 1Y NAV TR (%) 3Y NAV TR (%) 5Y NAV TR (%)

International 
Biotechnology

1.01 19.73 81.07 180.85

Worldwide Healthcare 1.3 24.61 80.22 200.88

Biotech Growth 1.12 14.01 53.22 187.77

Polar Capital Global 
Healthcare

0.88 19.25 42.93 115.11

Source: Morningstar (To 31.05.2017)
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Investors, AIFM for the trust, which has raised assets of $2.4bn 
in the sector.

The team work in a collegiate fashion, with regular dialogue 
across the desks and between the offices in London, Boston 
and San Fransisco supported by more structured weekly team 
meetings.

The team place a high emphasis on direct contact with target 
companies and existing investments’ management teams, and as 
a rule of thumb insist on seeing management face to face at least 
once a year, the majority of these meetings taking place in the 
US, Europe or UK.

Discount
Until the dividend was introduced last year the trust had 
historically traded at a discount in excess of 10%, sometimes 
reaching out beyond 15%, but this has come steadily in since 
the new policy was put in place and the trust as an income 
proposition was put on more radars.

The board has in the past actively bought back shares, though 
no formal discount floor is in place, but has not needed to do so 
since the divided was introduced.

Charges
The trust has an annual charge of 0.9% plus a performance fee, 
split between the quoted and unquoted elements of the portfolio. 
The performance fee on the quoted pool is 10% of relative 
outperformance above the NASDAQ Biotech index (sterling 
adjusted) plus a 0.5% hurdle. The fee on the unquoted pool is 
20% of net realised gains, taking into account any unrealised 
losses but not unrealised gains.
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Important Information 
 
International Biotechnology Trust is a client of Kepler Trust Intelligence. Research produced by Kepler Trust Intelligence covering International 
Biotechnology Trust should be considered a marketing communication, and is not independent research.

This report has been issued by Kepler Partners LLP solely for information purposes only and the views contained in it must not be construed as 
investment or tax advice or a recommendation to buy, sell or take any action in relation to any investment.  If you are unclear about any of the 
information on this website or its suitability for you, please contact your financial or tax adviser, or an independent financial or tax adviser before 
making any investment or financial decisions. 

The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where 
such distribution or use would be contrary to law or regulation or which would subject Kepler Partners LLP to any registration requirement within 
such jurisdiction or country.  Persons who access this information are required to inform themselves and to comply with any such restrictions. In 
particular, this website is exclusively for non-US Persons. The information in this website is not for distribution to and does not constitute an offer 
to sell or the solicitation of any offer to buy any securities in the United States of America to or for the benefit of US Persons.

This is a marketing document, should be considered non-independent research and is subject to the rules in COBS 12.3 relating to such research. 
It has not been prepared in accordance with legal requirements designed to promote the independence of investment research. 

No representation or warranty, express or implied, is given by any person as to the accuracy or completeness of the information and no 
responsibility or liability is accepted for the accuracy or sufficiency of any of the information, for any errors, omissions or misstatements, negligent 
or otherwise. Any views and opinions, whilst given in good faith, are subject to change without notice.

This is not an official confirmation of terms and is not to be taken as advice to take any action in relation to any investment mentioned herein. Any 
prices or quotations contained herein are indicative only.  

Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in or options on the 
securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time, but will at all times be subject to 
restrictions imposed by the firm’s internal rules. 

Past performance is not necessarily a guide to the future. The value of investments can fall as well as rise and you may get back less than you 
invested when you decide to sell your investments. It is strongly recommended that Independent financial advice should be taken before entering 
into any financial transaction.  

 

PLEASE SEE ALSO OUR TERMS AND CONDITIONS

Kepler Partners LLP is a limited liability partnership registered in England and Wales at 9/10 Savile Row, London W1S 
3PF with registered number OC334771.

Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority.


