


About Direct CapitalAbout Direct Capital

• 15 years investing in New Zealand private companies
• Market leader in New Zealand
• Investment team remains unchanged
• Raised more than $500m

• 3 institutional funds, meeting “international best practice”
standards      

• 33 investments, 9 unrealised
• 15 years of attractive, consistent, low-risk returns

• Growth orientation, not leverage driven. Direct Capital III portfolio 
invested with less than 2.0x EBITDA leverage
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Investing in NZInvesting in NZ’’s Largest Equity Markets Largest Equity Market

The private company market is New Zealand’s largest equity 
market – 5x larger than the NZSX. 75% of Deloitte Top 200 largest 
companies are unlisted

If your Trust invests in NZ equities, why is it not investing in its 
largest market?

Are advisers and asset consultant just applying a “global” policy –
is that flawed for an economy such as New Zealand?

Is it time for a return to simplicity and low risk? 



What WeWhat We’’ll Coverll Cover……

• Private Company Investment

• The Private Company Market in New Zealand

• Private Company Investment

• The Asset Allocation Model

• Direct Capital IV



Private Company InvestmentPrivate Company Investment

• Investing in companies that just happen to be private
• Similar risks in private companies to mid-cap listed
• But very different returns

• It’s not about debt
• Two models exist – leverage or growth, but not both
• Media focuses on the large buyout deals, not mid-market
• Debt was overused in many asset classes  

• And it’s not about high risk
• Private Equity is not Venture Capital
• Investing in good industries, good companies and good people



Private Company Investment Private Company Investment –– The BenefitsThe Benefits
• All equities, public or private, operate in the same economy. But there 

are significant advantages in private company investment:

• The market is larger
• Access to information and influence over value is greater
• Strategy is focused on long term value

• In listed equities the investor is at best, an interested onlooker 

• Strategy is often focused on the next quarterly earnings
• There is no alignment between ownership and management
• Investors have only “publicly available” information to assess



Private Company Investment Private Company Investment –– The BenefitsThe Benefits

LowHighInfluence On Returns

10.6%?20%-30% p.a.Returns

HighLowVolatility

162 850Market Size (NZ)

Listed EquitiesUnlisted Equities



Private Company Investment  Private Company Investment  –– The BenefitsThe Benefits

NilIdenticalInvestor Alignment of Interest

NilHigh
Investor Influence On 
Returns

10.6%?20%-30% p.a.Returns

HighLowPrice Volatility

162 850
Market Size (No of 
Companies)

Listed EquitiesUnlisted Equities



Private Company Investments Private Company Investments –– The BenefitsThe Benefits

• And there are other benefits as well  

• Capital is drip-fed over time, no need to “pick the bottom”

• Capital returns start funding future commitments



Private Company Investments Private Company Investments –– ReturnsReturns

Source: Datastream, National Venture Capital Association 2008 Yearbook, BVCA Private 
Equity and Venture Capital Performance Measurement Survey, European Private 
Equity & Venture Capital Association (Press Release dated 19 June 2008).

 
Asset Class Premium To Local Listed Equities 

 

 NZ 4.0% 

 UK 13.9% 

 Europe 9.8% 

  USA 4.0% 

 



Private Company Investment Private Company Investment –– Why Does it Outperform?Why Does it Outperform?
– Economics

– Low Capital Supply

– Information, Negotiation, and Influence
– Due Diligence

• If you tried to invest in listed stocks with the information advantage 
of private company investment, you could not trade the shares

• Negotiated Entry Price and Terms
• For listed shares, only have one choice – buy or sell

• Post Investment Influence 

• In a listed stock, zero or low influence over management, strategy 
and value creation

– Common Interest
– We Invest With the Owners

• In a listed company, management interests override



The New Zealand Private Company MarketThe New Zealand Private Company Market

• NZ’s  private company market is its largest equity market

• More than 30,000 private companies with >10 employees

• Large pool of mid-market companies

• 3,500 companies with annual revenues > $10m

• 1,500 companies with annual revenues > $25m

• 850 companies in Direct Capital’s market

• NZSX comprises 162 companies

• Private company market 5 times larger than the NZSX

• Deloitte Top 200 companies – 75% are unlisted



And, it Represents a Broader MarketAnd, it Represents a Broader Market

No. of SME Companies in NZ 
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Attractive Investment Climate  Attractive Investment Climate  

• Major shift from debt back to equity

• Enhanced growth opportunities including acquisitions
• Companies with a strong financial partner and balance sheet will

seize these opportunities 

• Value expectations back to normal

• Less investment competition
• Baby Boomer retirement leading to increased number of 

succession investments



Why is Private Company Investment Suitable Why is Private Company Investment Suitable 
For Community, Utility and Maori Trusts?For Community, Utility and Maori Trusts?

– Underlying investments are in medium sized private companies 
that are profitable and lowly geared

– Best practice is to allocate up to 20% to alternative investments 
such as private equity

– While macro risk is global, private equity avoids the daily, weekly, 
monthly price volatility

– Private equity provides portfolio diversification 



What Do Other Large Investors Do?   What Do Other Large Investors Do?   

– NZ Super Fund
• Investing 20% in alternatives, 5% in PE

• Australian Pension funds – typically 5% - 10% in PE

• ACC
• Long time investor in PE

• 9 Community and Utility Trusts

• 2 Religious and Welfare Trusts
• 4 Institutions

Private Equity is a very normal and natural asset f or 
Community Trusts to invest in  



So Why HavenSo Why Haven’’t More Community Trusts Invested?   t More Community Trusts Invested?   

– Asset Allocation Model
• The model may be flawed (see next slide).  Trustees may need to 

specify to get NZ PE exposure

• Ratings Agencies are “broken”.  False security in bonds

– Perception of illiquidity

• Investment is tradable - but it doesn’t need to be

• A programme of investing begins delivering annual inflows

– Requires a (trusted) manager to invest through

• There now exists in NZ a 15 year track record to evaluate
• Multiple, ‘best-practice’ institutional due diligence processes 

exist to follow 



Why Some Asset Allocation Models are FlawedWhy Some Asset Allocation Models are Flawed
• A global model, applied locally

• Allocates on global basis and assumes NZ will get pro rata 
allocation

• But it doesn’t - NZ falls below minimum thresholds

• Many asset allocators are global businesses
• Local offices apply standard models
• Assessing local market and local managers is unprofitable
• Many have competing products and conflicts of interest 

• What’s the result?
• Private company market is under-invested (but an opportunity)
• Trusts miss 80% of the NZ equities market



Introducing Direct Capital IVIntroducing Direct Capital IV

– Direct Capital’s fourth, institutional private equi ty fund
– Raising up to $250m. $190m committed to date

– Investing in mid-market unlisted companies (valued between $25m and 
$150m) in NZ and Australia

– Expansion, (trans-Tasman), Succession and Pre-IPO investment focus

– Continuing Direct Capital’s successful 15 year model
– Investing in 10-15 companies between 2009-2014

– First Close 31 March 2009

• Pohutukawa II – closed 27th Feb 2009 at $82.5 million
• Existing Institutional Investors - $90 million committed to date 

– Final Close expected 30 June 2009



Proven Investment ApproachProven Investment Approach

– Direct Capital’s model has worked for 15 years

– Invest in good industries, good companies, and good people
– Aim to invest in a sector’s largest private company

– Target return of 2 - 3x investment over 3 years on each investment

– Three key factors drive return performance
• Pre Investment  - due diligence provides information advantage

• At Investment - deal structure provides flexibility to manage risk

• Post Investment - influence value as “Dept of shareholder wealth”
– Underpinning it all is Direct Capital’s partnership approach vs control 

approach.  Both work, but partnership suits mid-market



Expect Similar Portfolio to Direct Capital IIIExpect Similar Portfolio to Direct Capital III

– Following company snapshots provide good guidance
– Broad range of sectors: Food, Transport, Health, Manufacturing

– Sizeable businesses 

– Typical investments
• Expansion – supporting acquisition of local or Australian 

equivalent
• Succession – acquiring business with 40s management team 

from 60s owners

• Pre IPO – provide institutional experience and 2-3 year plan to 
IPO 

– Direct Capital III portfolio performing well, even in the downturn  



Description: Largest integrated salmon producer

Features: Excellent exposure to food commodities, 
protein. Strong market share & brands, high barriers 
to entry, large market opportunity

Highlights: Partnership qualities, potential listing 

Description: Specialty manufacturer of 
pharmaceutical intermediates 

Features: Succession deal, strong export focus & 
market position

Highlights: New manufacturing facility 
completed, diversified product base
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Direct Capital III Company SnapshotsDirect Capital III Company Snapshots

Description:  Leading women’s apparel chain

Features:  Succession deal.  Strong brand, 
operational excellence, Australian expansion 
plans

Highlights:  Sold to EziBuy, 5x return on invested 
capital

Description: Public transport operator, urban 
and school bus focus

Features: Succession deal.  Strong defensive 
features (long term contracts), positive 
fundamentals and growth opportunities

Highlights: Significant new urban and MOE 
contract wins



Description:  Specialty manufacturer of coated 
material for packaging industry. 

Features:  Succession deal. Strong trans-Tasman 
opportunity

Highlights:  Completed Australian acquisition 
broadening product range

Description:  Consumer pest control product, 
RoboCan

Features:  Competitive advantage (MicroMistTM).  
Achieved strong market share in New Zealand, 
well-positioned in Australia

Highlights:  Sold to US multi-national, SC 
Johnson.  4x return on invested capital

Direct Capital III Company SnapshotsDirect Capital III Company Snapshots



Description:  Integrated logistics management, 
including freight handling and warehousing

Features:  Succession deal.  Strong market 
position, roll-up strategy with strong trans-Tasman 
growth opportunity

Highlights:  Expansion of Australian network, 5 
acquisitions completed

Direct Capital III Company SnapshotsDirect Capital III Company Snapshots

Description:  Audiology services, hearing aid retail 
products

Features:  Strong demographic fundamentals, 
growth opportunity

Highlights:  Partnered with recognised health 
sector/retail specialists, extended branch network



Proven Investment TeamProven Investment Team

– New Zealand’s largest and most experienced team
– Three founders that formed Direct Capital in 1994

• Ross George – 22 years in industry – Hong Kong and NZ 

• Mark Hutton   – extensive PE and international finance history 
• Bill Kermode  – 29 years in the financial markets

– Three investment directors who joined the firm more than 10 years ago  

• Tony Batterton (1996)   -12 years PE and investment banking 
• Gavin Lonergan (1998) - Former chairman of NZVCA

• Simon Plowman (1999) -10 years PE and international finance

– Experienced through multiple cycles and across broad industries 



Key TermsKey Terms

Legal entity Limited Partnership

Investment Period 5 calendar years from first close

Drawdowns Capital called as required, 25% held for follow-on 

Management fee 2% pa of Committed Capital first 5 years and Invest ed Capital 
thereafter

Profit share 20% of returns over 8% IRR hurdle, with clawback

Manager Co-Investment Minimum 1% 

Reporting Quarterly reporting

Distributions Returned as realised 

Gearing No gearing



Legal StructureLegal Structure

New Zealand
Resident
Investors

Direct Capital IV Limited (as Custodian)

PORTFOLIO 
COMPANY

LIMITED
PARTNERSHIP

Non-Resident
Investors

PORTFOLIO
COMPANY

PORTFOLIO 
COMPANY



SummarySummary

– Private company market in New Zealand is significant and 
represents the broad NZ economy

– Large pool of opportunities, low competition
– Investment climate is very positive. 2009 vintage offers great 

opportunities
– Investment is drip-fed during next 1-5 years 

– Direct Capital has a 15 year record of strong returns, with a low-
risk strategy, proven track record and the most experienced team

– If New Zealand equities within mandate, then NZ private equity is 
a “must have”



Contact DetailsContact Details

Ross GeorgeRoss George
Managing Director 
Direct Capital Limited
DDI: 09 369 9222
Office:  09 307 2562
Mobile: 021 644 644
Email: ross.george@directcapital.co.nz

Bill KermodeBill Kermode
Director 
Direct Capital Limited
DDI: 09 369 9234
Office:  09 307 2562
Mobile: 021 664 430
Email: bill.kermode@directcapital.co.nz


