Strategic Equity Capital plc
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An introduction
October 2021

IMPORTANT INFORMATION
▪ The value of the fund and the income from it is not guaranteed and may fall as well as rise.
As your capital is at risk you may get back less than you originally invested
▪ Past performance is not a reliable indicator of future performance
▪ Funds investing in smaller companies may carry a higher degree of risk than funds investing
in larger companies. The shares of smaller companies may be less liquid than securities in
larger companies
▪ This fund may experience high volatility due to the composition of the portfolio or the
portfolio management techniques used
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STRATEGIC EQUITY CAPITAL PLC (SEC)
Application of private equity techniques to small public companies

▪ Differentiated strategy with highly-concentrated portfolio, deep research focus and engaged approach
▪ Genuine small cap - a structurally overlooked part of the market
▪ Long term investment horizon, low portfolio turnover with a quality company focus

▪ Small-cap specialists with significant public and private equity expertise leveraging Gresham House’s
broader platform and network
▪ Recent team changes with objective to drive performance and close discount to NAV leveraging
track record of Ken Wotton and the Gresham House equities team

Specialist equity fund targeting absolute returns (15% IRR)1 over the medium term.
Low correlation to market and peers.

Defensive characteristics. Tendency to outperform in weaker markets.2
1. Internal target only, not guaranteed
2. Morningstar http://performance.morningstar.com/funds/cef/ratings-risk.action?t=SEC&region=gbr&culture=en-US&ownerCountry=USA

Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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WELL-INVESTED SPECIALIST
SMALL COMPANY INVESTMENT PLATFORM
Public Equity team

Private Equity team

Ken Wotton

Brendan Gulston

Adam Khanbhai

Laurence Hulse

Bevan Duncan

Managing Director,
Public Equity

Investment Director

Investment Director

Associate Director

Managing Director,
Strategic Equity

Amber Stone-Brown

Cassie Herlihy

Investment Manager

Investment Manager

Powerful network

Investment Committee

Anthony Dalwood

Ken Wotton

Graham Bird

Trevor Hope
CIO – Private
Equity

With the completion of the acquisition Mobeus VCT business we
now have a combined team of 12 investment professionals
working on new investments and six investment professionals
focused on portfolio management.

Operating Partners

Chairman

Tom Teichman

Clive Austin
MD – Private
Equity Portfolio

Hazel Cameron

Tamer Ozmen

Head of Portfolio
Talent

Technology &
Investment Partner

Resource platform
Portfolio
talent

Data
analytics

Powerful
network

Deal
execution

Operating
Partners

Sales and
Marketing

Research/
analysis

Finance and
Operations

Bruce Carnegie-Brown
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INTRODUCING STRATEGIC PUBLIC EQUITY
An alternative investment strategy that applies private equity investment processes to public companies

Highly engaged strategy driving strategic,
operational or management initiatives

Targeting inefficient areas
of public markets

Thorough due diligence to identify value
creation catalysts.
Leveraging our network of experts

Influential minority stakes

Focus on intrinsically undervalued, cash
generative companies. A “value approach”

Concentrated & flexible mandate:
up to 20% can be invested in unquoted

Past performance is not necessarily a guide to future performance. Portfolio investments in smaller and/or unquoted companies typically involve a higher degree of risk.
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PROCESS MODELLED ON PRIVATE EQUITY
Four stage investment process, with multiple touchpoints and Investment Committee input

Idea generation
Gresham House
network

Investor
community

Advisers

Team discussion

Sourcing

Materials

Investment one-pager

▪ Company overview
▪ Investment thesis
▪ Initial meeting with management

Investment Committee

Due
diligence
Preliminary
Investment Report

▪ Site visits
▪ Stakeholder analysis
▪ Feasibility
▪ Full financial model
▪ Engage IC and advisory network

Equity
value plan

Final Investment Report

▪ Analysis sessions with
management
▪ Downside modelling
▪ Due diligence reports
▪ External research
▪ Referencing

Management
and exit

Execution and exit
▪ Investment reviews
▪ Constructive ongoing engagement
with mgmt. and Board of Directors
▪ Input into long term strategy and
value creation plan
▪ Catalysing exit (where
appropriate)

6

FOCUS ON LONG TERM DRIVERS OF VALUE
Identifying multiple drivers of returns gives a stronger likelihood of achieving target investment returns

Precedent transactions,
historic rating through
cycle, quality analysis,
LBO/PE

Rating
Assessment of ‘Fair
Value’ today and in future

Self-help opportunities, long
term end market analysis,
scenario modelling

Growth

Long term investment horizon
Extensive due diligence
Constructive engagement
Valuation discipline
Quality focus

Growth in operating
cash flow

Cash

‘Post everything’
FCF generation over
investment horizon

Through this target a
15% IRR1 with upside
through M&A

Business / financial
model, working capital
and capex requirements

Strategic Public Equity (SPE) platform
Active Private Equity investors. Industry advisory network.
Sales, marketing and distribution resources

1. Internal target only, not guaranteed
Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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OUTPUTS OF INVESTMENT PROCESS
Applying a private equity approach to public markets

What do we look at?
Avoid

Market characteristics

Quality matrix

Strategic value
Strong and sustainable IP, competitive position, transaction dynamics

Operational and financial profile
High quality of earnings, operating margins, historic cash generation, ROCE

Qualitative aspects
Quality management, appropriate strategy, ESG considerations, aligned shareholder register

Increasing value-add of engagement

Structural growth, sizeable and attractive niches, rational competitive dynamics

▪

Speculative growth

▪

Binary outcomes

▪

Distress / turnaround

▪

Inherently low margins

▪

Over-reliance on external
factors

▪

Controlling shareholders
and poor governance

▪

Weak financial systems
and oversight
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ENGAGEMENT STRATEGY

Concentrated
portfolio enables a
deep understanding
of the company and
its potential
Objective is to drive
enhanced returns
for shareholders

High engagement with
management and Boards to
communicate our views on
company strategy, capital
allocation, remuneration
structures and IR

Engagement strategy

Undertaken
privately with a
long-term lens

Act in consensus with
stakeholders and have
broad network of likeminded investors in the
UK, Europe and North
America

Introductions to key
people in our
network where there
may be opportunity
to add value
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ESG FOCUS: PUBLIC EQUITY
As long-term investors with a focus on small and
micro-cap companies in the UK equity market, we
are active stock pickers applying a private equity
approach to quoted equities.
Gresham House offers a range of investments including openended equity funds, listed strategic public equity investment
trusts and limited partnership vehicles.
Our public equity philosophy revolves around taking a hands-on
approach to engaging with investee company stakeholders,
including management, shareholders, customers and suppliers,
in order to capitalise on market inefficiencies and identify value
creation and recovery opportunities.

4.8 years
weighted average holding period as at 31 December 2020

ESG implementation

01

Initial assessment

04

Holding period

Investment one pager

Shareholder responsibilities

▪ ESG Framework used to
agree factors requiring
further due diligence

▪ Active stewardship

02

03

Due diligence

Investment appraisal

Research

Final investment report

▪ Meetings with management

▪ Detailed risk mitigation
requirements

▪ ESG tool used to assess
materiality of ESG factors

▪ Engagement focus identified

Awarded top ratings by the PRI
Infrastructure

A

A+ Gresham House

Peers

Gresham House is a proud signatory to the following member organisations:

Private Equity

A

Gresham House & peers

Public Equity

A

Gresham House & peers
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ESG IN ACTION
Case study
Changing the way businesses purchase and use energy
The business
Inspired plc is a leading UK corporate energy services
and procurement specialist. They are energy
management experts and work with corporate energy
consumers to optimise their energy costs.

We invested in the company when it first listed in
2011 but worked with the management team before
this point on areas such as Board composition and
management incentives prior to IPO.1 Since 2011 we
have regularly engaged with the management team
on various projects, most notably:
1. Business strategy

2011
Initially we took a
9.4% stake

Now
We own 19.8%2
of the company

2. Raising capital for expansion
3. Board composition and planning

The company provides three key services:

1. Initial Public Offering
2. Holding across all Gresham House funds as at 30 September 2021

v

Case studies selected for illustrative purposes only to demonstrate
investment strategy and are not investment recommendations.
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ERGOMED:
PORTFOLIO REALISATION CASE STUDY
Background

▪

Ergomed is a specialist pharmaceuticals company. It has two services businesses: Clinical
Research Services and Pharmacovigilance (drug safety monitoring). It also has a products
division co-developing early stage pharma assets

▪

The two service businesses are high quality in our view with structural growth given the trend towards
outsourcing in pharmaceuticals and attractive financial characteristics. Our view was the company
should focus on these two divisions and cease co-development activities which delivered a low return
on investment

▪

In the two years following investment, after initial challenges in managing growth, the company has
upskilled management and the Board with strong sector experience from Chiltern, a CRO which was
sold to Covance in 2017

▪

▪

Rating

On a SoTP basis, the two services business are worth midteens EBITDA multiples. Re-rating from ceasing codevelopment and continued growth in services division

Growth

Structural growth from outsourcing to specialists
Increasing R&D investment (CRO) and regulation (PV)

Following a period of diligence, our interest grew after engagement with the new Chairman, Peter
George, who we knew well from Clinigen. We purchased our initial stake in a founder placing at 190p in
April 2018 and scaled the position over the following months

Cash

Earnings momentum has been strong as the company has focused on its core capabilities with strong
cash generation allowing bolt-on M&A. This has led to a re-rating more in line with similar companies in
the industry
Realisations on strong share price performance; final sale at 875p. IRR over investment period of 72%

Active ownership and value creation

Detailed diligence customer and
market referencing

Engagement with
Board and other
shareholders

Participating in
liquidity events
in a thinly-traded
stock

Disciplined selling
on valuation
grounds where
liquidity is available

Capital-lite business model with high margins
Net cash balance sheet
Final sale
@875p

1200

Earnings
upgrades

1000
Share price (p)

▪

Investment thesis

800

Profit warning owing to
contract delays

COVID-19

600
400

Purchases

200
0
Jan 2017

Realisations

Nov 2017

Sep 2018

Jul 2019

May 2020

Chart source: Bloomberg, as at 31 Dec 2020
Case studies selected for illustrative purposes only to demonstrate investment strategy and are not investment recommendations.
Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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IFG GROUP:
TAKEOVER CASE STUDY
Background

Investment thesis

▪ On 25 March 2019, a recommended cash offer was made by Epiris Funds at 193p,
a 46% premium to the closing share price, a trailing PE valuation of 21.4x. SEC
owned 9.9% of the shares in issue
▪ The company’s rating had been impacted by the aborted sale of Saunderson House
in early 2018 and the emergence of a legacy issue (Elysian Fuels) and potential
financial liability. Both were discrete and, in our view, didn’t affect the long-term
quality of the business and its end markets

Active ownership and value creation

Severe dislocation to SoTP valuation based on precedent M&A and
peer analysis. Gap to close via a corporate solution

Growth

Structural growth from pensions freedom and favourable
demographic and regulatory drivers

Cash

▪ We commented as such in our FY18 Annual Report:
‘Our view remains that the individual businesses… are independently more valuable
than in the current group structure and than the prevailing share price suggests.
Ongoing consolidation and an increasing incidence of listed peers in both the wealth
management and platform industries demonstrate considerable valuation upside in
our view.’

200
190

Well capitalised business and strong underlying cash generation.
Screens well on LBO basis

Company announces proposed
sale of Saunderson House and
potential Elysian Fuels liability

Offer for IFG

180
Share price (p)

▪ We presented our analysis and views to new management shortly after they joined
in April 2018 and have been heavily engaged with the company’s executive
management team and Board with a view to maximising shareholder value

Rating

Sales process
aborted

170

160
150
140
130
120

Significant
engagement

Shareholder
dialogue

Presentation of
suggested strategy to
new Board in
April 2018

Structuring of
appropriate
remuneration
scheme

Presentation to new
Chairman and CEO

110
100
Jan-17

Jul-17

Jan-18

Consultation with Chairman and Head of
Remuneration on appropriate incentive
structure

Jul-18

Jan-19

Jul-19

28 March 2017 - SEC increases holding to over 7%

29 May 2018 - SEC increases holding to just under 10%

Chart source: Bloomberg, as at 30 September 2019
Case studies selected for illustrative purposes only to demonstrate investment strategy and are not investment recommendations.
Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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OXFORD METRICS GROUP:
PORTFOLIO REALISATION CASE STUDY
Background

Investment thesis

▪ Oxford Metrics plc (ticker: OMG-LN) focuses on developing and commercialising image
processing and location data technologies

Rating

Underappreciated IP and quality of earnings. Headline valuation and
financials misleading given loss-making division; attractive SoTPs

Growth

Strong market growth due to increasing utilisation and
sophistication of motion capture technology

▪ The company’s IP is regarded as industry leading, particularly in its Vicon subsidiary that
enables 3D motion capture for the entertainment, engineering and life sciences industries
▪ Due diligence process initiated in August 2014, and accelerated following the company’s
decision to focus on profitable divisions and monetise IP in loss making areas. Initial
investment December 2014

▪ Significant organic growth, rerating and cash generation over five year investment
horizon. Sale of stake into market in Q4 2019 and Q1 2020 based on share price reaching
our view of fair value

140

▪ We commend the management team and Board of the company for consistently strong
operational and strategic performance. An exceptional investment for SEC, generating an
IRR of 34% and 2.3x money multiple over the course of 5+ years

100

Divestment of 2d3
subsidiary for c.$25m

120

Share price (p)

Active ownership and value creation

80

Initial
Investment at
33p

Strategy update to
fund NPD and
international
expansion

Delivery of organic
growth, particularly
driven by Vicon
product launches

Rerating as market
appreciates
strength of IP and
market opportunity

Bolt-on acquisition
of IMU

Launch of Vicon
location-based Virtual
Reality solution

Strategic update leads to
increased investment to
fund NPD and
international expansion

60

Position exited. Final
sale at 112p

40
Manager site visit

20
Disposal of noncore assets and
cash returns to
shareholders

Cash generative with net cash balance sheet; potential for excess
returns to shareholders

Cash

▪ Ongoing engagement with management and the Board. Scope for strategic improvement
though divestment of sub-scale business units and focus on core activities

Special dividends of
13.25p per share

0
Sep 2014

Sep 2015

Disposal of non-core
surveying activities

Yotta launches Alloy
product

Sep 2016

Sep 2017

Sep 2018

Sep 2019

April 2015 - SEC increases holding to over 4%

October 2018 - SEC increases holding to over 5%

Source: Bloomberg, as at 31 March 2020
Case studies selected for illustrative purposes only to demonstrate investment strategy and are not investment recommendations.
Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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TOP 10 HOLDINGS1 - INVESTMENT THESES
Company and % of NAV

Investment thesis

▪

10.9%

▪

A niche market leader in the UK teleradiology sector which is acyclical and is
growing rapidly driven by increasing healthcare requirements and a structural
shortage of radiologists
Above market organic growth and underappreciated cash generation
characteristics

Healthcare

▪
▪

Leading ‘challenger’ brand in the pensions administration and advice market with
organic market share opportunity following industry consolidation
Highly defensive - high degree of revenue visibility and largely non-discretionary,
regulation driven client activity
Below market rating despite favourable cash flow characteristics

Business services

Healthcare

▪
▪
▪
▪

7.5%

▪
▪

Leading positions in unlicensed medicines and territories without access to
healthcare
High barriers to entry built through M&A and organic investment
Attractive growth and cash flow potential
Significant potential medium-term upside
International provider of student administration software with market leading
positions in the UK, Australia and NZ
Strong defensive characteristics with high visibility of earnings
Transition to cloud-based platform

Software

Media

6.1%

▪

Leading provider of services to the UK residential property sector with activities
spanning mortgage broking, surveying and real estate agencies
Significant opportunity to reallocate capital to the Financial Services division which
is strategically valuable, high growth and underappreciated by the market

▪
▪

6.0%

▪

UK focused wealth management platform; structural growth given continuing
transition to self-investment
Opportunity to leverage operational investments to grow margin and continue
strong cash flow generation
A consolidating market; opportunity for Brooks as both predator and prey

5.9%

▪
▪

Market leader in residential and commercial window and door manufacturing
Multiple self-help opportunities under new management to improve ROCE; degearing should drive a re-rating

▪

UK B2B corporate energy services and procurement specialist. Strong ESG
credentials
Leading playing in fragmented industry; significant opportunity to gain market
share through client wins, proposition extension and M&A

Industrials

5.6%

▪

Business Services

▪

6.6%

▪

Financials

▪

9.4%

Investment thesis

Property

▪

9.4%

Company and % of NAV

▪

International provider of B2B data and training in the compliance, insurance,
financial and healthcare sectors
New Chair, CEO and CFO incentivised to re-focus the business and deliver a
return to organic growth

▪

4.9%

▪

Leading UK provider of technology enabled regulatory solutions and services to
IFAs, financial institutions and other intermediaries
Strategically valuable technology platform with opportunity to drive material growth
in revenues and margins through supporting customers’ digitisation journeys

Business Services

As at 30 September 2021
1. Top 10 holdings representing c.72% of NAV
Case studies selected for illustrative purposes only to demonstrate investment strategy and are not investment recommendations.
Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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HIGHLY CONCENTRATED &
UNCONSTRAINED PORTFOLIO
Sector exposure by value

Property
6.1%
Industrial
6.9%

Value by market cap band

Consumer
4.3%
Healthcare
27.5%
Net cash
4.7%

£50m-£100m
3.3%
>£500m
18.4%

£100m-£200m
17.3%
Net cash
4.7%

Financials
8.3%

Media
10.2%
Software
12.2%

Business
services
19.9%

£300m-£500m
17.6%
£200m-£300m
38.7%

▪ Sector exposure is an output rather than input. We favour industries with strong structural growth features and companies with attractive business models and
financial characteristics
▪ A highly concentrated portfolio with a focus on smaller companies. We believe this part of the market remains under-researched, accentuated by MiFID II, with good
opportunities for active managers
Source: Bloomberg, Juniper as at 30 September 2021
Past performance is not necessarily a guide to future performance. Portfolio investments in smaller companies typically involve a higher degree of risk.
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SPECIALISTS IN ALTERNATIVES
Gresham House is a London Stock Exchange-quoted specialist alternative asset management group
(GHE.LN), providing funds, direct investments and tailored investment solutions, including co-investment.
→ Specialists in five areas of alternative investment
→ Growing organically and through acquisition, expanding our shareholder base, and developing our investment pipeline
→ Committed to operating responsibly and sustainably, building long-term value across our portfolio

Strategic Equity

Real Assets
Private Equity

Public Equity

Forestry

£1.4bn

New Energy &
Sustainable Infrastructure

Housing

£3.3bn

£4.7bn1

1. AUM as at 30 June 2021
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INVESTMENT COMMITTEE
Anthony Dalwood
Investment Committee Chairman

Graham Bird

▪ Started Gresham House Asset Management in 2015

▪ Over 26 years’ experience in public and private equity fund
management and advisory

▪ CEO of Gresham House plc

▪ CFO at Escape Hunt

▪ 25 years’ experience in public and private equity

▪ Previously at Gresham House and SVGIM

▪ Previously CEO of SVG Advisers and SVGIM

Ken Wotton

Tom Teichman

▪ Over 20 years’ experience in AIM and other listed
investments

▪ 30 years’ experience in VC and banking

▪ Fund Manager for Gresham House UK Micro and
Multi Cap funds

▪ Co-founder of The Garage
▪ Previously CEO of Gresham House Strategic plc
(formerly Spark Ventures)

▪ Previously at Livingbridge

Bruce Carnegie-Brown
▪ Over 30 years’ experience in private equity
▪ Chairman of Lloyd’s of London

▪ Previously at Banco Santander, Aon UK Ltd, and
Catlin Group Ltd
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DISCLAIMER
This presentation (the Presentation) is issued by Gresham House Asset Management Ltd (GHAM), Investment
Manager for Strategic Equity Capital plc (SEC) for information purposes only. This Presentation, its contents and
any information provided or discussed in connection with it are strictly private and confidential and may not be
reproduced, redistributed or passed on, directly or indirectly, to any other person or published, in whole or in part,
for any purpose, without the consent of GHAM (provided that you may disclose this Presentation on a confidential
basis to your legal, tax or investment advisers (if any) for the purposes of obtaining advice). Acceptance of
delivery of any part of the Presentation by you constitutes unconditional acceptance of the terms and conditions of
this notice.

Prospective investors are reminded that the actual performance realised will depend on numerous factors and
circumstances some of which will be personal to the investor. Statements contained in this Presentation that are
not historical facts are based on current expectations, estimates, projections, opinions and beliefs of GHAM.

This Presentation does not itself constitute an offer to subscribe for or purchase any interests or other securities.
This Presentation is not intended to be relied upon as the basis for an investment decision, and is not, and should
not be assumed to be, complete. It is provided for information purposes only. Any investment is subject to various
risks, none of which are outlined herein. All such risks should be carefully considered by prospective investors
before they make any investment decision.

Certain economic and market information contained herein has been obtained from published sources prepared
by third parties and in certain cases has not been updated to the date hereof. While such sources are believed to
be reliable, neither GHAM, SEC nor any of its directors, partners, members, officers, employees, advisers or
agents assumes any responsibility for the accuracy or completeness of such information.

You are not entitled to rely on this Presentation and no responsibility is accepted by GHAM, SEC or any of its
directors, officers, partners, members, employees, agents or advisers or any other person for any action taken on
the basis of the content of this Presentation. Neither GHAM, SEC or any other person undertakes to provide the
recipient with access to any additional information or to update this Presentation or to correct any inaccuracies
therein which may become apparent.
No undertaking, representation, warranty or other assurance, express or implied, is made or given by or on behalf
of GHAM, SEC or any of its respective directors, officers, partners, members, employees, agents or advisers or
any other person as to the accuracy or completeness of the information or opinions contained in this Presentation
and no responsibility or liability is accepted by any of them for any such information or opinions. Past performance
is not indicative of future results. The value of investments may fall as well as rise and investors may not get back
the amount invested. Changes in rates of foreign exchange may cause the value of investments to go up or down.
No representation is being made that any investment will or is likely to achieve profits or losses similar to those
achieved in the past, or that significant losses will be avoided. Prospective investors should seek their own
independent financial, tax, legal and other advice before making a decision to invest.
The internal rates of return or IRRs presented on a gross basis do not reflect any management fees, carried
interest, taxes and allocable expenses of the kind that will be borne by investors in a fund, which in the aggregate
may be substantial.

Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not
be placed thereon. In addition, this Presentation contains forward-looking statements. Actual events or results or
the actual performance of the Fund may differ materially from those reflected or contemplated in such forwardlooking statements.

No person, especially those who do not have professional experience in matters relating to investments, must rely
on the contents of this Presentation. If you are in any doubt as to the matters contained in this Presentation you
should seek independent advice where necessary. This Presentation has not been submitted to or approved by
the securities regulatory authority of any state or jurisdiction.
For the Attention of United Kingdom Investors
This Presentation is intended for distribution in the United Kingdom only to persons who: (i) have professional
experience in matters relating to investments, (ii) who are investment professionals, high net worth companies,
high net worth unincorporated associations or partnerships or trustees of high value trusts, and (iii) investment
personnel of any of the foregoing (each within the meaning of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005).
For the Attention of Investors outside the United Kingdom
This Presentation relates to an Alternative Investment Fund within the meaning of the Alternative Investment Fund
Managers Directive and the availability of this Presentation will be subject to registration in relevant jurisdictions as
described in the documents relating thereto. Any dissemination or unauthorised use of this Presentation outside
the United Kingdom by any person or entity is strictly prohibited.
Please contact a member of the Gresham House team if you wish to discuss your investment or provide feedback
on this document. Gresham House is committed to meeting the needs and expectations of all stakeholders and
welcomes any suggestions to improve its service delivery. www.greshamhouse.com
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