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Notice to Recipients

This document is given to the recipient on condition that the recipient accepts that it is not a client of SVG Investment Managers Limited (“SVGIM”) and that hence, none of the client protections 
applicable to SVGIM’s clients are in fact in force or available, and SVGIM is not providing any financial or other advice to it.

This document has been issued by SVGIM in the UK solely for the purposes of section 21 of the UK Financial Services and Markets Act 2000. SVGIM, whose registered office is at 61 Aldwych, 
London, WC2B 4AE, is registered in England: No 4493500 and is authorised and regulated by the UK Financial Services Authority.

The information contained in this presentation is not intended to make any offer, inducement, invitation or commitment to purchase, subscribe to, provide or sell any securities, service or product 
or to provide any recommendations for financial, securities, investment or other advice or to take any decision. You are encouraged to seek individual advice from your personal, financial, legal and 
other advisers before making any investment or financial decisions or purchasing any financial, securities or investment related service or product. 

The investments referred to in this presentation are only suitable for investors who are capable of evaluating the merits and risks of such investments and who have sufficient resources to be able 
to bear any losses which may arise from that investment (taking into account the fact those losses may be equal to the whole amount invested). 

The information contained in this presentation is provided for general information and is not comprehensive and has not been prepared for any other purpose. Any financial, securities or 
investment related service or product referred to may not be available to all customers or in all cases; may be available only where specifically requested and agreed upon; may be associated with 
certain specific fees and conditions and may be materially different than as described. 

Risk considerations

You should remember that the value of investments, and the income from them, may go down as well as up, and is not guaranteed, and investors may not get back the amount of money invested. 
Past performance cannot be relied on as a guide to future performance. Exchange rate changes may cause the value of overseas investments or investments denominated in different currencies to 
rise or fall. 
In addition, there is no guarantee that the market price of shares will fully reflect their underlying net asset value and it is not uncommon for the market price of such shares to trade at a 
substantial discount to their net asset value. 

These are not all the risks of an investment in Strategic Equity Capital Plc shares. Investors should take advice from their own independent, professional financial advisers before making an 
investment decision and are responsible for ascertaining any income tax or other tax consequences which may affect their acquisition of any investment.
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Introduction
Executive summary

ÅSEC passes performance & discount tests

ÅSEC NAV continues to outperform smaller companies index – by 2.7% points in Q2

ÅReporting season shows continued operating momentum in top portfolio companies

ÅPortfolio remains attractively valued – 15% SVG FCF yield, and >50% discount to our estimated trade 
M&A multiples

ÅWe remain confident of further medium term NAV progression from existing and new investments, 
although anticipate macro uncertainties will provide volatile shorter term backdrop
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Performance 
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Investment highlights:

ÅNet assets per share increased by 5.1% in Q2, outperforming the FTSE Smaller Companies ex 
Investment Trusts index by 2.7% points 

ÅNet assets increased by 54.3% over last 12 months, an outperformance by 30% and more than 
double the 24.6% rise of the smaller companies index 

Å3 & 5 year performance now exceeds smaller companies index by 15.2% points and 5.8% points 
respectively

Unaudited Financial highlights:

ÅNet assets of 102.6p per share ex SRF2 revaluation

ÅAverage discount in Q2 2011 was 13.8% compared to 18.6% in Q1 2011, supported by £3.5m 
buyback programme and subsequent £2.5m buybacks

ÅCash flow yield remains high – weighted average p/cf of 7.1x

As at 30th June 2011, Source: Bloomberg; valuation multiples shown are  weighted median, NAV unaudited
Past performance is no guarantee of future performance and the value of investments can go down as well as up 

Investment and financial performance are strong



Performance
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Investment strategy has delivered long term outperformance

*Unaudited
As at 30th June 2011, Source: Bloomberg;  
Past performance is no guarantee of future performance and the value of investments can go down as well as up
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Performance

Company

Total return 

3 months  to 30th June 2011 
(%)

Contribution to 
return (b.p)

Comment

Positive attribution (Top 5)

RPC 29.3% +268 Positive trading statement and final results. Upgrades

KCOM 30.5% +262 Positive final results. Return to growth. Upgrades

E2V Technologies 18.0% +189 Positive trading statement and final results. Upgrades

Lavendon 12.6% +89 In line trading statement

SRF II 5.5% +78 Increase in underlying investments

Negative attribution (Bottom 5)

Mecom -25.4% -203 In line trading. Price movement not reflecting progress

Lupus Capital -18.2% -180 Peer reduces earnings guidance due to soft US market

Wilmington -21.2% -78
Profit warning due to lack of legal recovery and 
acceleration of print revenue decline

StatPro -14.3% -34 Increased cash investment in start up Revolution product

Allocate Software -7.7% -29 Concern over March trading statement & share overhang

Total +510
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Performance attribution

Trading performance remains broadly in line

As at 30th June 2011, Source:  Attribution estimates based on FactSet Portfolio Analysis and SVGIM
Past performance is no guarantee of future performance and the value of investments can go down as well as up



9

Portfolio summary & monitoring*

As at 30th June 2011, Source: SVGIM analysis; Capita 
*Holdings greater than 1.5%. Published holdings represent 97% of portfolio     **In the opinion of SVGIM
Past performance is no guarantee of future performance and the value of investments can go down as well as up

Typically market leaders with a high SVG FCF yield and multiple value drivers

Company Vintage Sector SVGIM % of 

company

Upside to share 

price

Progress vs 

thesis

SVGIM 

FCF yield

12 month catalyst Market leader**

SRFII 2009 Unlisted n/a Medium In line      n/a Distributions commence

E2V Technologies 2009 Electronics >5% Med/High Ahead 13.5% Return to growth; re-rating Y - niche

Lupus 2009 Industrials >5% High In line 17.4% Degearing; growth; asset sale Y - niche

RPC 2007 Industrials >5% Medium In line 13.3% Synergies & margin increase Y - Europe

KCOM 2007 Telecoms >5% Low/Med In line 14.2% Degearing; growth; dividend part monopoly

Lavendon 2009 Support Services >5% Med/High In line 16.0% De-gearing and re-rating Y - Europe

Mecom 2006/10 Media >5% High In line 23.3% Degearing; recovery; dividend Y - regional

4 imprint 2006 Support Services >10% Medium In line 18.8% Cyclical recovery; US growth Y - US niche

Allocate 2009 Technology >5% High In line 12.2% Structural growth; renewals Y - Europe

Kewill 2011 Technology <3% Medium In line 15.3% Degearing; growth; re-rating Y - niches

Wilmington 2010 Media >3% Low Behind 11.7% Cyclical recovery of legal Y - niches

Vintage 2007 Unlisted n/a Medium In line      n/a Continued realisations n/a

Statpro 2007 Technology <3% Medium In line 8.4% Growth and degearing Y - niche

CVS 2010 Consumer <3% Med/High In line 12.4% Degearing and re-rating Y

Weighted average 15.3%

Investment performance is typically in line with thesis
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Portfolio activity during Q2 2011 

Completed exits

ÅPinewood

– Takeover offer from Peel Holdings at attractive price

Portfolio re-balancing ςc.£4m

ÅEx buyback, net neutral cash position. Annualised turnover c.22%

ÅTop slicing strong performers, recycling capital into Kewill, Mecom, Lupus & Allocate. Kewill 
stakebuilding; others oversold/top-ups

Å2x new investments aborted

Buyback activity

ÅManaged by Canaccord Genuity to support discount test over Q2

Å£3.5m specified buyback programme and additional subsequent £2.5m adhoc buyback

Å6.65m shares bought back (8.7% of share capital) at weighted average discount of 12.5% vs. Q2 SEC 
average discount of 13.5% and sector discount of 14.0%

New investments, disposals & buybacks



Portfolio analysis
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Concentration

1 Top 10 83.0%

2 Rank 11-15 13.6%

3 Smaller holdings 3.4%

Sector exposure by value

1 Unlisted investments 19.0%

2 Industrials 18.4%

3 Support Services 16.9%

4 Electronics 11.7%

5 Media 11.4%

6 Technology 10.1%

7 Telecoms 8.8%

8 Consumer Services 2.7%

9 Net cash 1.1%

Value by market cap band

1 < £50m 24.0%

2 £50m - £100m 18.8%

3 £100m - £300m 39.6%

4 £300m - £500m 8.8%

5 >£500m 8.8%

As at 30th June 2011, Source: SVGIM
Past performance is no guarantee of future performance and the value of investments can go down as well as up 
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Portfolio analysis
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Consistent investment focus

Investing Avoiding

ÅVulnerable to inflation

ÅUK Public spending

ÅConsumer Discretionary

ÅHighly rated, difficult to 
predict growth

ÅLow cash generators

ÅNiche market leaders with IP

ÅOverseas earnings

ÅStrong cash generators

ÅCan pass on price increases

ÅSignificant discount to M&A 
multiples

Concentrated portfolio & ability to invest in AIM => own <5% of small cap company index



Weighted average Weighted median FTSE UK Small Cap x IT

Number of securities 18 18 156

Market Capitalisation (£m) 230 172 181

Consensus EV/EBITDA FY1 5.7x 5.6x 7.1x

Consensus Price Earnings Hist 18.2x 18.6x 19.6X

Consensus Price Earnings FY1 14.2x 11.3x 12.4x

Consensus Price Earnings FY2 9.4x 9.6x 9.6x

Consensus FY1 Earnings Growth 13.5% 7.3% 8.1%

Consensus dividend yield FY1 3.1% 2.9% 3.0%

Price/Book 2.0x 1.9x 0.5x

Price/Sales 0.9x 0.8x 0.5x

Price/Cash Flow 7.1x 7.3x 10.9x

Debt to EBITDA 0.9x 1.3x 1.6x

SVGIM cash flow yield 15.3% 14.2% n/a
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Portfolio rating remains undemanding. Strong cash generation evident in low p/cf. Modest gearing

As at 30th June 2011, Source: Factset portfolio analysis; Bloomberg; Investec
Past performance is no guarantee of future performance and the value of investments can go down as well as up

Portfolio analysis
Key valuation metrics as at 30th June 2011. Underlying Cash Flow 1.5x small cap index



Portfolio analysis
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Characteristics trends show consistently attractive cash flow based valuation

Still significant NAV growth potential from de-gearing and re-rating, alongside earnings growth

As at 30th June 2011. Source: Factset & Capita
Weighted average p/e skewed in June 2011 by 1x small investment on p/e of 223x. Weighted median p/e is 
11.3x

Weighted average portfolio valuation
Attractive cash flow valuation of the 
portfolio has been maintained, despite 63% 
growth in NAV since September 2009, 
driven by:

ÅStrong financial performance from 
portfolio companies 

ÅSelective portfolio rotation & 
turnover

In absolute terms, the portfolio valuation 
of >15% SVG FCF yield and p/cf of 7.1x is 
undemanding compared with our 
experience across the cycle, and still 
indicates substantial valuation upside
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Portfolio engagement

Initiative

ÅRemuneration scheme discussions with 
portfolio company

ÅExecutive Board changes at 2x portfolio 
companies

ÅKPI/operating metrics benchmarking & 
disclosure at 2x portfolio companies

1st April 2011 to 30th June 2011

Engagement initiatives with portfolio companies during Q2 2011

Benefits for clients

ÅAlign management interests with 
shareholders

ÅShould accelerate operational 
improvements

ÅPressure Boards to perform and provide 
shareholders with tool to evaluate progress



Conclusion
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As at 30th June 2011, * Source: Bloomberg; SEC NAV unaudited
Past performance is no guarantee of future performance and the value of investments can go down as well as up 

ÅQ2 shows continuing strong performance trend

ÅNet assets per share increased by 5.1%, outperforming the smaller companies index by 2.7% points*

ÅTop holdings continue to perform well

ÅExit underlying cash flow yield remains highly attractive compared with history and in absolute terms 
at >15%

ÅHigh cash flow yield has been maintained, despite significant growth in NAV over the past 24 months

ÅManager believes significant remaining value in SEC

ÅStill opportunities to deploy capital with expected return of >18% IRR over 3-4 years



UK Outlook



Outlook 
SVGIM summary 

Positives

ÅUK equities look cheap relative to other geographic regions despite having one of the highest forecast earnings growth

ÅThey also look cheap relative to other asset classes, in particular bonds and cash

ÅUK corporates are de-gearing at their fastest pace in 20 years; ex-financials balance sheets are healthy

ÅReduced leverage; material dividend increases a recurring theme, buybacks becoming more prevalent, next M&A?

ÅMarket appears to be overly discounting illiquidity, risk tolerance remains low leading to opportunity

ÅMost attractive valuations at both ends of the liquidity spectrum – selective small cap and mega cap

Negatives

ÅEarnings growth is starting to lose momentum; profit warnings and downgrades becoming much more common

ÅStructural imbalances in the UK economy being addressed but will take several years to resolve – significant headwind

ÅGlobal macro risks remain unresolved; inflation, middle east politics, peripheral Europe, US deficit etc

ÅLiquidity remains poor in most market segments, leading to accentuated price movements; volatility, but opportunity

18

We remain positive on UK equities, negative on the UK economy

Past performance is no guarantee of future performance and the value of investments can go down as well as up 



Outlook
UK stock market has overtaken Japan as the second largest in the world…

As at: 30th June 2011
1Source: Datacentral, Company R&A  & CIRA estimates 

...and offers the highest exposure to overseas revenues; the UK stock market is not the UK economy
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Regional Charts
UK market looks highly attractive relative to other global regions

Attractive valuation; strong forecast earnings growth

Source: Citi Investment Research and Analysis, and Datastream
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Outlook
UK market looks attractive relative to history on traditional metrics

As at: 30th June 2011
Source: Datastream & CIRA estimates

Traditional valuation metrics supportive; cyclically adjusted P/E suggests market no more than fair value
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Outlook
...and relative to other asset classes

As at: 30th June 2011
Source: FTSE, Datastream & CIRA estimates1; IBES, MSCI, Factset & CIRA estimates2

Free cash flow yield > corporate bond yield; dividend yield > cash; plus future growth
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Leverage
Corporate UK is healthy and de-gearing at a rapid rate

Material dividend increases already happening; share buybacks coming back; next phase M&A

As at: 30th June 2011
Source: Datastream & CIRA estimates
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Outlook
M&A currently running at historic lows

As at: 30th June 2011
Source: FTSE, Datastream & CIRA estimates

ΧΦŘŜǎǇƛǘŜ ǎǘǊƻƴƎ ŎŀǎƘ Ŧƭƻǿ ŀƴŘ ŎƻǊǇƻǊŀǘŜ ōŀƭŀƴŎŜ ǎƘŜŜǘǎΤ ƪŜȅ ƛǎ ōǳǎƛƴŜǎǎ ŎƻƴŦƛŘŜƴŎŜ
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Outlook
But margins at record highs and estimates starting to roll over?

As at: 15h July 2011
Source: Datastream & CIRA estimates

Mid-cycle slow down or something more?
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Outlook
Picture remains finely balanced…

ΧǎǘŜŜǊƛƴƎ ŀǿŀȅ ŦǊƻƳ ǘǊƻǳōƭŜŘ ¦Y ōŀƴƪƛƴƎ ǎŜŎǘƻǊΤ ŘƛǊŜŎǘ ŎƻƴǎǳƳŜǊ ŜȄǇƻǎǳǊŜ
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Outlook
Picture for UK consumer remains challenging

ΧǿŀƎŜ ƛƴŦƭŀǘƛƻƴ ƳǳǘŜŘΤ ŘƛǎǇƻǎŀōƭŜ ƛƴŎƻƳŜ ǳƴŘŜǊ ǇǊŜǎǎǳǊŜ

As at: 30th June 2011
Source: Bloomberg*; National Statistics & Oriel Securities estimates+
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Outlook
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As at: 30th June 2011
Source: Ernst & Young
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Outlook
Overseas bias…

As at: 30th June 2011
Source: Altium Securities, Datastream

Absolute & Relative performance and valuation of the UK and overseas baskets
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Outlook

Some pick up in small cap volumes, but general lack of liquidity has led to accentuated price moves

Traded volumes remain subdued…

As at: 30th June 2011
Source: Datastream
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Pockets of small cap end of market look anomalous; mega-cap also attractive

Source: Liberum Capital, DataStream. As at 30th June 2011 

12m Forward P/E by Free Float Bands (£m)


