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STOCK STUDY
— C&C GROUP

What is C&C?

C&C Group is an Irish-based producer and distributor of
cider and Irish whiskey. The majority of the group’s profits
come from its cider operations, branded Magners in the
UK and Bulmers in Ireland. The stock is priced in Euros.

Idea — what are the implications of successful Scottish
roll-out for the rest of the UK?

Our interest as a potential investor was raised following

the successful roll-out of the Magners brand in Northern
Ireland, and subsequently Scotland. During 2005 C&C
embarked on a modest advertising campaign in Scotland to
support its product launch, resulting in a surge in demand
for Magners. Upon further investigation, it was apparent
that this replicated its experience in Northern Ireland and
with the Bulmers brand in the Republic of Ireland.

Analysis — stronger top line with improving margins

Discussions with the company suggested that it

would roll out the product progressively throughout

the UK, beginning with London then moving to other
main regions. By extrapolating the strong Scottish
performance and share of the long alcoholic drinks
market, we believed that analyst forecasts were well
behind what could be achieved. Given C&C's high
operational gearing, any positive volume surprise would
have a significant impact on profitability.

Catalyst — earnings upgrades

May 2006 - started buying stock at €6.88 with an
initial price target of €10 per share

July 2006 - price target increased to €12 following
a successful roll-out across the UK

Following a series of improving sales numbers from the
company during the summer of 2006, C&C's share price
continued to rise. The doubling of the share price in the
second half of 2006 merely reflected the near doubling
of earnings forecasts as volume targets were exceeded.

By late summer, however, analyst forecasts provided
little margin for error and our price target had been met.

November 2006 - sold position at €12.43

The stock was being “priced to perfection” and the risk
versus reward balance looked unattractive. In particular,
there were a number of uncertainties on the horizon:
volumes had been aided by a warm summer; the
introduction of the smoking ban in England and Wales
risked impacting volumes; and the lack of any genuine
barriers to entry would be likely to spur competition.

In a stock priced for growth, any fall in volumes would
significantly weaken C&C's share price.

January 2007 - sold short at €12.03

In late 2006, C&C’'s management assumed the high level
of demand seen over the past few years would continue
into the future and invested in additional capacity. They
had fallen into the classic mistake often made by smaller
companies and over-expanded at the top of the cycle.



In January 2007 we opened a short position in our
hedge funds. Over the next 18 months disappointing
sales volumes led to a series of profits warnings and
a falling share price.

July 2007 - short position closed at €6.49

In the autumn of 2008 the company announced that

it was replacing management with a new team led

by John Dunsmore, the former CEO of Scottish &
Newecastle. Not only did the new team have experience
in managing mature brands in highly competitive
markets, but the remuneration package aligned their
interests completely with shareholders. \We felt that
the group’s fixed assets plus the spirits business
underpinned the share price to the extent that investors
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were getting a ‘free’ option on a turnaround in the cider
business.

Idea — management turnaround with strong
valuation support

Analysis — improving margins following cost cutting
plus free ‘option’ on turnaround

December 2008 — bought stock, average price €0.97,
with an initial price target of €2 per share

Late spring 2009 saw C&C deliver evidence of ongoing
operational improvement in combination with a
stabilising market share. This led to positive revisions
of earnings forecasts and price targets.

July 2009 - price target revised to €3

Sept/Oct 2009 - exited long position at an average
price of €2.85

The stock was sold as it had reached our price target.
Further share price appreciation requires a return to
sustainable growth, not merely stabilisation. Despite
some longer-term attractions, we believe the risk versus
reward balance is unattractive at current levels.



STOCK STUDY
— PACE PLC

What is Pace?

Pace's intelligent and innovative products have helped fuel
the ongoing development of digital TV. Their experienced
specialist engineering teams work in conjunction with major
pay-TV operators in retail markets around the world. Pace's
PVR (personal video recorder) technology allows viewers to
control what they watch on TV —and when they watch it. In
addition, its range of satellite and cable products has placed
the company at the forefront of the global switch to HD
(high definition) television.

Idea — share looked oversold

\We have met Pace’s management a number of times over the
years. However, our interest as a potential investor was piqued
after the near halving of the company's share price in the
summer of 2006 following a disappointing earnings update.

Analysis — turnaround story, margin improvement and
possibility of higher sales

We were initially attracted by Pace’s low EV/Sales ratio.
This meant we were acquiring a business with relatively
large sales in relation to its market value, albeit with low
profitability. On a structural basis, we believed that there
was nothing significantly wrong with the business and
that over time a competent management team could raise
margins to the levels of its peer group.

We contacted Pace’s management and they provided us
with a credible turnaround plan. In combination with the
increasing demand for set top boxes (digital switchover and
hard drive video recording sets), this suggested Pace was
an attractive investment.

September 2006 bought at 55p — initial price target 90p
Catalyst — earnings upgrades

May 2007 - revised price target 120p

June 2007 — some profits taken at 92p

Following contact with the company in Spring 2007, we
believed that the management team were making solid
progress on margins and sales. As a consequence, we
increased our price target for the stock. During the Summer
of 2007 Sky TV announced a takeover of Amstrad, one of
Pace's key competitors. Pace's share price fell on the news,
but our analysis suggested that this was overreaction and
we maintained our holding.

December 2007 - revised price target 150p

In late 2007, Pace announced a business-transforming
acquisition of Philips’ set-top box business. Our analysis
suggested that the company would benefit from substantial
economies of scale and that margins across the enlarged
group could be improved further. Customer demand, driven
by the technology cycle, remained strong.



September 2008 - the world ends — or does it? Share
price falls to 35p

Following the demise of Lehman Brothers equity risk
premiums rose dramatically and liquidity became a
problem across all asset markets. This was especially
pronounced for small and mid-cap equities. Deleveraging
by hedge funds, a move quickly followed by more
traditional investors, led to indiscriminate selling across
many small and mid-cap stocks. Our analysis suggested
that the stock’s fundamentals had not changed and that
the longer-term prognosis was excellent.

April 2009 - revised price target — 230p

In April 2009 Pace announced profits would be
significantly ahead of expectations. This led us to increase
our forecasts by over 50%. Market consensus numbers
increased by over 80%!

August 2009 - revised price target — 275p
Following our meeting with the company post its interim

results, we emerged with increased confidence for the
group'’s longer term outlook. \We believe market share

gains in the US and internationally will drive further upside.

We have taken some profits at various levels but always
maintained our sizeable weighting in the stock.

GBP
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WHY STOCK-PICKING?

At SVM, we believe rigorous stock-picking
is the best way to deliver top returns over
the long term. In the short term, markets
are irrational, but over the longer term top
companies delivering consistent growth
will tend to outperform.

We analyse each company in the same way as a trade
buyer. This means a company's enterprise value is a vital
measure for us. This is the total of equity and debt and
we find that this is the best guide to the inherent value
in a business.

Sales are often a sound indicator of underlying value.
Other accounting measures such as price to earnings
ratio or earnings per share can be distorted by short-term
factors and may not reveal the true strength

(or weakness) of a business.

Cash is vitally important and we pay keen attention to

the return on capital employed. We like to see organic
growth and strong conversion of free cash into successful
new capital investment. We look at what a company's
competitors are achieving and whether a company has
pricing power. This is vital in a recessionary environment.

We are always looking for companies that are undervalued
and have the potential for change. We find that companies
with low operating margins compared to their sector often
find it relatively easy to move up to industry norms. It is
often easier to do this than win customers away from
competitors.

We are looking for absolute value rather than relative value.
This helps us have high conviction in all the positions we
take. True investment performance is driven by positive
earnings surprise — companies beating expectations. We
are therefore always looking for companies that are likely
to beat consensus forecasts.
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GLOSSARY

EBITDA

Earnings before interest, tax, depreciation and
amortisation. EBITDA is a commonly used way
of measuring the profitability of a company.

Enterprise Value

A measure of the worth of a company’s ongoing
operations. Equals the market cap plus the debt plus
contingent liabilities less cash on the balance sheet.

As a broad generalisation, a small EV supporting a large
revenue suggests a conservative balance sheet and
that competent management can improve profitability.

EBIT

Earnings before interest and taxes. A commonly used
measure of the earning power of a company from ongoing
operations, i.e. its profitability. Calculated by taking the
pre-tax profit of a company and adding back only the total
interest charges paid on debt. Enables the analyst to look
at operating performance of the business independent of
its capital structure.

Top Line
Total net sales or revenues of a company.

Margin

EBIT/Revenue — tracks whether profit is declining or
improving in relation to revenue. Enables the analyst
to track operational efficiency.
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ACTIVE
MANAGEMENT

The debate about the relative merits of active versus
passive management still rage. Although there is a place
for both approaches within a portfolio, at SVM, we would
suggest that if you are paying for active management,
you need to ensure that is what you are getting. Even

in this enlightened age, a lot of fund management
companies will talk about their ‘'unconstrained’ portfolios
and in the same breath discuss the companies that they
are 'overweight’ or ‘underweight’. At SVM, we believe
that active management should be just that. WWe have
no sector constraints and only invest in stocks in which
we have maximum conviction. \We are not guided by
benchmarks and do not believe in the vogue for ‘relative
returns’ that has gripped the fund management industry
in recent years.

Past performance should not be seen as an
indication of future performance. The value
of an investment may fall as well as rise

and investors may not get back the amount
originally invested. Investing in smaller
companies may increase the volatility of your
investment. For full details on charges, please

refer to the simplified prospectus available from
SVM. Issued by SVM Asset Management who
is authorised and regulated by the Financial
Services Authority. SVM Asset Management,

7 Castle Street, Edinburgh EH2 3AH.

WHY SVM?

SVM has a number of advantages in the current

market environment. The most important is its stability

of ownership — it is not in thrall to a vast bank of faceless
shareholders. It is substantially owned by the fund
managers and other employees, which ensures long-term
continuity and alignment of interests with unitholders.

All of SVM’s managers have a significant stake in their
own funds, ensuring it hurts them personally if their fund
performs badly. \We believe there is no stronger incentive
to deliver top performance and manage risk properly.

All SVM managers have a wealth of stock-picking
experience and will share and debate ideas across the
different portfolios. This helps to foster an intellectually
creative environment and share good ideas.
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