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ABOUT GLENNON CAPITAL
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Co-investment. We back 

our own investment 

decisions and have 

our funds invested 

alongside our clients

Extensive small company 

experience in investing, 

along with extensive 

contacts among small 

listed companies

Only invest in quality 

business; it’s as much 

about avoiding the 

disasters as picking 

winners.

Established in 2008 

as a specialist

small companies 

investment manager

Focused on 

finding value

in small listed 

companies

Undertake 

our own 

research



OUR VALUES
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We want to 

be aligned 

with our clients

We want our

investment to grow 

with our client’s 

investments

We want to

communicate 

with our clients so they 

have confidence in our 

capability and to reassure 

them when markets 

are volatile

We want to

think creatively 

and outside

the box

We want to 

be long term 

and look through

the noise

We want to add

absolute value



INVESTMENT PHILOSOPHY
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We have found that larger companies tend to have better information flows, and as a  result 

their prices tends to better reflect publicly available information

Smaller companies are not subject to the same structural information flows, providing greater 

opportunities to find value

There are more opportunities in smaller companies because they are far greater in number 

and there are structural inefficiencies in terms of the information readily available to investors 

We take the view the we are buying businesses and that we are an owner of the business

We believe the market shows varying degrees of inefficiency

We add value by concentrating our research efforts in areas where inefficiencies exist



WHY SMALL CAPS?
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PEOPLE



INVESTMENT CREDENTIALS
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17 years experience in financial markets and over 15 years

experience as a portfolio manager and director of several

boutique investment management firms. Michael is one of the

most experienced small cap fund managers in Australia. Michael

was also one of the first managers of a boutique listed investment

company, running the listed investment company Pacific

Strategic Investments (PSI.ASX) which is now part of Brickworks

Investment Company (BKI.ASX), an $800m investment company.

While at Adam Smith Asset Management, a specialist small

companies manager he jointly founded, he was awarded the

IMCA/Money Management fund manager of the year award for

small cap Australian equities.

Michael regularly appears on ABC radio, CNBC and the

Australian Financial Review. Michael also writes for the Glennon

Capital Weekly Newsletter.

Michael Glennon

Portfolio Manager

17 years experience in financial markets 

15 years as a specialist small cap manager

Regular media appearances commentating 
on financial markets

Small companies Portfolio Manager (previously Adam 
Smith, Paradice, Soul Pattinson)

Previously ran the listed investment company Pacific
Strategic Investments, which was acquired by
Brickworks Investment Company

Small companies Credit Analyst (ANZ ), 

Wholesale Investment Management (ING IM)



INVESTMENT CREDENTIALS
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10 years experience in funds management as an analyst and

portfolio manager with several leading boutique investment

management firms. After starting his career at Cadence Capital

researching small companies, Alex joined Eight Investment

Partners with responsibility for coverage of domestic and regional

small and large companies. Alex then founded Sky Funds

Management to focus on domestic and international small

companies.

Alex has had broad responsibility across Australian, regional and

international small caps, as well as a wide range of sectors;

including industrials and resources. Alex is a CFA charterholder

and a CAIA charterholder. He also writes for the Glennon Capital

Weekly Newsletter.

Alex Shevelev

Portfolio Manager

10+ years experience in financial markets

10+ years focused on small cap companies

Analyst and portfolio manager roles at 
leading boutiques

Previous roles at Cadence Capital, Atom Funds, Eight 
Investment Partners and Sky Funds Management

Coverage has included domestic and global small cap 
equities with experience across industrials and 
resources



EXPERIENCE THROUGH CYCLES

The above represents a composite index of institutional portfolios.
Performance from portfolio management at Republic from October 2000 to December 2002, Paradice from January 2003 until December 2003, and from ASAM from January 2004 until
September 2008.
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WHAT WE DO



INVESTMENT PROCESS
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0301
Idea 

Generation

02
Research 

Agenda

04
Primary Analysis 

& Visit Preparation

08
Weekly 

Portfolio 

Review

07
Buy, Hold or

Sell Decision

05
Company

Visit

Meeting 

Prioritisation

06
Detailed 

Analysis



WHAT WE LOOK FOR
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Sustainable businesses

 without excessive debt

 a history of profitability

Superior management

 track record of success

 skin in the game

Growth prospects

 industry or market share

 revenue or margins

Industry with barriers to entry

 reduces competition potential

 provides increased confidence

Undervalued

 flexible use of 

valuation metrics
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MARKET OVERVIEW



THE AUSTRALIAN MARKET IN 2015
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Small caps outperformed large caps in 2015



STOCK SELECTION IN SMALL CAPS
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Best small caps outperform worst by 424% in 2015; in large caps only 105%

BEST 10 STOCKS FROM

SMALL ORDINARIES

+352%

WORST 10 STOCKS FROM

SMALL ORDINARIES

-72%

SMALL ORDINARIES

INDEX RETURN

6.4%

BEST 10 STOCKS 

FROM ASX 100

+63%

WORST 10 STOCKS 

FROM ASX 100

-42%

ASX 100

INDEX RETURN

-2.6%



SMALL CAPS IN 2015
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• Active management in small caps is critical

• There were many disasters

• Slater & Gordon

• Arrium

• Energy sector

• But also many opportunities to deliver returns

• Outdoor advertising

• Blackmores and Bellamy’s

• Selected gold stocks

• Some drivers are set to continue into 2016

• Others may continue but are already priced into stocks

• While others may cease or reverse

• Provides opportunity to outperform



THE AUSTRALIAN MARKET IN 2016
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SMALL CAPS IN 2016
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Small resources substantially outperforming small industrials so far in 2016
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SMALL CAP BOOMS AND BUSTS
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• Active management in small caps is critical

• Resources as a proportion of the small cap index was

• 12% in 2002

• 46% in 2011

• 12% in 2015

• Keeping an eye out for  bubbles; investors buying stocks at

• cyclically high revenues

• unsustainably high margins

• peak multiples

• Revenue multiples made a comeback in 2015



SMALL CAPS CHANGE SIGNIFICANTLY OVER TIME
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Booms and busts come and go
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DIVIDENDS



LONG TERM DIVIDENDS ARE IMPORTANT
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Reinvesting dividends yields substantially better results over the long term
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DIVIDENDS
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• Reinvesting dividends allows capital to compound

• This is true for listed investment companies also

• GC1 has a dividend reinvestment plan (DRP) in place

• The GC1 DRP allows investors to reinvest dividends at a discount to the 

prevailing market price 

• Under the DRP investors

• pay no brokerage

• still receive imputation credits

• may participate for all or part of their holding
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THE OFFSHORE TREND



INTERNATIONAL MARKET RETURNS
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Local currency returns for international markets and domestic have been similar
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INTERNATIONAL MARKET RETURNS
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Local currency returns for international markets and domestic have been similar
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INTERNATIONAL MARKET RETURNS
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Over the past year most markets have performed poorly in local currency
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OFFSHORE IMPACT
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• Over the past 3 years the Australian dollar has fallen from a high of $1.05 to 

75c. This has been a significant benefit to holders of equities with non-AUD 

earnings

• Listed in Australia

• Listed overseas

• The impact of this benefit has stalled

• Some currency benefits are structural 

• a lower cost base for an export businesses

• Some currency benefits are one-off

• timing differences

• Glennon Capital has held Australian listed stocks with international earnings 

• Sirtex

• IPH

• Mayne Pharma
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INTEREST RATES, DIVIDENDS, YIELD



GLOBAL ECONOMICS
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• Low interest rates globally

• Asset price bubbles form when 

interest rates are low

• Central banks are still buying bonds 

post the GFC

• However, the rate of buying has 

slowed

• The US is no longer buying

• China is selling

• Selling increases interest rates and 

slows growth

• Interest rates will eventually increase
Source: BBC



WHY ARE INTEREST RATES LOW?
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Massive expansion of Central bank balance sheets

Source: Riskelia



THE IMPLICATION FOR AUSTRALIA

32



AUSTRALIAN BANKS NOT REINVESTING
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ASX 100 PAYOUT RATIO
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RESOURCES



THE BOOM IN PARTS
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PRICES VOLUMECAPITAL 

EXPENDITURE

The resource boom was actually multiple booms



PRICES
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Prices have fallen substantially



CAPITAL EXPENDITURE
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Capital expenditures have also fallen substantially

Source: Goldman Sachs



VOLUMES
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Volumes have continued to increase as supply increases



RESOURCES ARE NOT ALL THE SAME
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Vast array of resources provide different returns; 
though 2015 a poor year in USD terms



SMALL CAP RESOURCES
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SOME BRIGHT SPOTS
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• Small cap resources are down to levels last seen in 2003

• Some sign of supply side constraint; eg. Oil

• Company cost bases are different

• a gold producer in Australia has benefitted from selling gold in US dollars, 

while paying Australian dollar mining costs

• Some mining services businesses have stabilised

• Especially those aligned to volume of production and to gold

• Capital expenditure has dramatically reduced, improving free cashflow

• Investors still shunning both mining and mining services

• Glennon Capital has recently taken small positions in gold and oil/gas exposed 

companies
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REPORTING SEASON OVERVIEW



OBSERVATIONS FROM REPORTING SEASON
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• The market is hyper sensitive to small earnings misses. There have been some 

over-reactions on the downside

Reckon Surfstitch Bellamys Super Retail Wellard

Source: Morgans



OBSERVATIONS FROM REPORTING SEASON
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Source: Goldman Sachs
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BOOMS & CYCLES



TULIPS
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Booms and busts have been around for a long time



SOUTH SEA BUBBLE
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Booms and busts have been around for a long time



POSEIDON NICKEL
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Five months of euphoria



DOT COM BUBBLE
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The new paradigm; this time it’s different

Source: WSJ



SOUTHERN BOULDER
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The deposit will extend at length and depth!
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WHAT WE CAN LEARN FROM BUBBLES
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• Buy real businesses at reasonable valuations

• Real business make a profit and generate cashflow

• The world doesn’t change overnight

• Don’t buy leaders that will become minnows

• Keeping an eye out for  bubbles; investors buying stocks at

• cyclically high revenues

• unsustainably high margins

• peak multiples



INVESTMENT CASE STUDIES
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NATIONAL VETERINATY CARE LIMITED (ASX: NVL)
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Overview
Operator of vet clinics across most states in Australia. Currently has 32 clinics. Attractive industry characteristic 
where the largest competitor only has 5.6% market share. Management are both ex-Greencross. The business has 
an acquisition model supplemented by a margin improvement process led by corporate initiatives.

Background
Listed on in August 2015
Listing on 8x PER

Revenue $52.0m
Mkt Cap $30.0m

Thesis

Glennon Capital were an early investor in Greencross. We like the business model, the industry, the management 
and opportunity available for the company to expand. The business replicates the early Greencross model which 
appealed to us. The industry characteristics are favourable and barriers to entry are high. Management are both 
experienced and driven to succeed. Presently multiples for acquiring practices are reasonable and competition 
for practice acquisition is low.

Now
Trading on a FY16 PER of 10.0x
Mkt Cap $60m

National Veterinary Care Limited

Acquire additional 
shares Feb 2016

Purchase shares  in 
IPO $1.00 Aug 2015



SILVERCHEF LIMITED (ASX:SIV)
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Overview
Provider of finance to small and medium businesses. The business historically provided asset financing to the food 
industry for stainless steel kitchen fittings. The company has now expanded into other finance offerings, 
predominantly for capital items. They have also expanded internationally into both NZ and Canada.  

Background
Listed in 2005
Listing PER of 8x
Revenue $8m

Profit $1.4m
Mkt Cap $11.1m

Thesis

Since 1988 large finance companies have been withdrawing from the Australian market. The traditional leasing 
companies have moved their product offerings into significantly higher value clients and have moved out of the 
SME sector. The Australian market is similar to Canada, however the market in Canada is not as advanced as 
Australia so there is opportunity for growth.

Now
Mkt Cap $300m
Revenue $200m

Profit $18m
Trading on a FY16 PER of 16x

Silverchef Limited
12

10

8

6

4

2

0

20152014201320122011201020092008200720062005

Acquire additional shares 
@ $3 Apr-Oct 2011

Purchase shares at 
$3.80 in Jan 2011
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CAPILANO (ASX:CZZ)
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Overview
The business buys honey from beekeepers, processes and packages the honey, then sells branded products 
mostly to supermarkets. Capilano has a dominant 75% market share in domestic retail honey sales through brands 
such as Capilano, Allowrie and Wescobee, as well as a growing export business

Background
Listed on ASX 2012
PER of 7x
Revenue $67m

Profit $2.5m
Mkt Cap $17m

Thesis

Given Capilano’s dominant position in the local market we would look for the company to benefit from organic 
growth in volume over time. And with this dominant position we don’t believe increased supply would lead to an 
unwind in margins, as Capilano holds or improves margins over time. Operating leverage, an increase in exports 
(growing 29% last year) and increased sales of higher margin Manuka honey provide upside.

Now
Mkt Cap $159m
Revenue $145m

Profit $12m
Trading on a FY16 PER of 13x

Purchase shares at $7.5 in 
2014

Capilano Limited



INFORMATION ON GC1
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GC1 PERFORMANCE
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HOW TO BUY GC1
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 STOCK BROKERS

 FINANCIAL PLANNERS

 HUB24

 MACQUARIE WRAP

 LEVERAGE EQUITIES

 COLONIAL

 NETWEALTH

 ANY BROKER

 ETRADE

 COMMSEC

ONLINE OFFLINE PLATFORMS



GLENNON WEEKLY NEWSLETTER
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REGISTER AT GLENNON.COM.AU



STAY IN TOUCH
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INDEPENDENT COVERAGE

www.glennon.com.au

/glennon-capital

/glennoncapital

@misterglennon

GlennonCap

glennon.com.au

glennon.com.au

MORE INFORMATION

SOCIAL MEDIA



CONTACT INFORMATION
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Michael Glennon
Chairman & MD

E   michael@glennon.com.au

T 02 9021 7783

M 0488 350 000

Alex Shevelev
Portfolio Manager

E   alex@glennon.com.au

T 02 9021 7782

M 0425 316 540

Office Address
Level 11, 179 Elizabeth Street

Sydney, NSW, 2000

E  info@glennon.com.au

T 02 8060 9519

W www.glennon.com.au

QUESTIONS



IMPORTANT INFORMATION
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This presentation is prepared by Glennon Capital Pty Ltd (AFSL 338567, ABN 84 137 219 866) (Glennon Capital) for general information
purposes only and has been prepared for use in conjunction with a verbal presentation and should be read in that context. Each recipient
of this presentation (Recipient) is deemed to have agreed to accept the qualifications, limitations and disclaimers set out below.

Glennon Capital and its subsidiaries, directors, officers, employees, advisers or representatives (together, Beneficiaries) make no
representation or warranty, express or implied, as to the accuracy, reliability or completeness of any information contained in this
presentation, including any forecast or prospective information. Past performance information given in this presentation is given for
illustrative purposes only and should not be relied upon as (and is not) an indication of future performance.

This presentation is a general overview only, it does not take into account the individual investment objectives, financial situation or
particular needs of any person, and it does not purport to contain all the information that may be required to evaluate an investment. The
information in this presentation is provided personally to the Recipient as a matter of interest only. It does not amount to an express or
implied recommendation with respect to any investment, nor does it constitute financial product advice. The Recipient and its advisers
should: (a) conduct their own independent review, investigations and analysis, and of the information contained or referred to in this
presentation; and/or (b) seek professional advice as to whether an investment is appropriate for them, having regard to their personal
objectives, risk profile, financial situation and needs.

Nothing in this presentation is or is to be taken to be a solicitation, offer, invitation or other proposal to subscribe for securities. This
presentation is not a prospectus or disclosure document for any securities and has not been lodged with the Australian Securities and
Investments Commission. This presentation does not and will not form part of any contract for the acquisition of securities. The distribution of
this presentation in jurisdictions outside Australia may be restricted by law and persons who come into possession of this presentation in such
jurisdictions should seek advice on and observe any such restrictions.

Except insofar as liability under any law cannot be excluded, each of the Beneficiaries excludes and disclaims any and all liability to the
Recipient or to any other person for loss or damage of any kind including direct, indirect or consequential loss or damage (however arising,
whether in contract, tort or otherwise) arising from or relating in any way to any of the Information included in or omitted from this
presentation or any other information or reliance on such presentation.

The Recipient must not disclose the information contained in this presentation or the existence of this presentation to any other person.

Dollars are AUD, unless otherwise stated. We are not responsible for the statements made by or attributed to others in this report. Past
performance is no guarantee or does not provide any indication of future returns.


