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Disclaimer: Sandon Capital Pty Limited CYG presentation 

  
This information in this presentation is provided on the terms and conditions set out in this notice.  This presentation has 
been prepared by Sandon Capital Pty Limited AFSL 331663 (Sandon).  This presentation is intended only for persons in 
Australia and/or New Zealand.   
  
The information contained in this presentation is not investment or financial product advice and is not intended to be used as 
the basis for making an investment decision. In providing this presentation, Sandon has not considered the objectives, 
financial position or needs of any particular recipients. Sandon strongly suggests that investors consult a financial advisor 
prior to making an investment decision. 
  
Sandon has prepared this presentation using information publicly available via ASX’s company announcements platform and 
from other sources as referenced.  Sandon makes no representation or warranty, express or implied, as to the fairness, 
accuracy, completeness or correctness of the information, opinions and conclusions contained in this presentation. To the 
maximum extent permitted by law, none of Sandon, its related bodies corporate, shareholders or respective directors, 
officers, employees, agents or advisors, nor any other person accepts any liability, including, without limitation, any liability 
arising out of fault or negligence for any loss arising from the use of information contained in this presentation.  
  
This presentation does not under any circumstances imply that the affairs or prospects of Coventry Group Limited (CYG) or 
any information have been fully or correctly stated in this presentation or have not changed since the date at which the 
information is expressed to be applicable.  Except as required by law, no responsibility or liability (including in negligence) is 
assumed by Sandon for updating any such information or to inform the recipient of any new information of which Sandon 
may become aware. 
  
This presentation does not constitute an offer to sell, or a solicitation, invitation or recommendation to buy any securities, 
including in the United States or in any other jurisdiction.  Neither this presentation nor anything contained in it forms the 
basis of any contract or commitment.  
  
No condition, warranty or right is excluded if its exclusion would contravene the Competition and Consumer Act 2010 or any 
other applicable law or cause an exclusion to be void.   
 
© 2014 Sandon Capital Pty Ltd ABN 98 130 853 691, AFSL 331 663. 
 

 



Content Slide 
Numbers 

About Sandon Capital  4 

About Coventry Group Limited 5 

Why is new leadership required? 6 

Why is Sandon Capital taking action now? 7 

What we have achieved so far 8 

Where can Coventry improve? 9-18 
1. Coventry’s questionable corporate governance 11-13 
2. Coventry’s poorly executed corporate strategy 14-15 
3.Coventry’s inconsistent financial performance 16-18 

How to vote at the AGM 20 

3 

Table of Contents 

© Sandon Capital Pty Ltd 



 Sandon Capital Pty Ltd is an Australian investment management and advisory firm established in 
2008   

 Funds managed by Sandon Capital have been shareholders of Coventry since 2011. 

 We invest in companies we consider are undervalued and seek to encourage changes to unlock 
value.   

 Our flagship fund, Sandon Capital Activist Fund, established in 2009, has delivered compound 
annual returns since inception of 15.8% per annum, net of all fees and expenses. 

 Successful activist roles for Sandon Capital include: 

 

About Sandon Capital 
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An investment firm with a proven track record for unlocking 
value for shareholders 

 RHG Limited  India Equities Limited (now Mercantile 
Investment Company Limited) 

 Alesco Group Limited  Wallace Absolute Return Limited (now Armidale 
Investment Corporation Limited) 

 Australian Infrastructure Fund  

 Signature Capital Investments 
Limited 
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 After divesting some businesses, Coventry Group Limited reports that it now 
operates in 5 segments: 

 

 

 Revenues have fallen from $468.3M in 2007 to $210.6M in 2013 

 We believe Coventry has failed its shareholders as a result of: 

 

About Coventry Group Limited (ASX:CYG) 
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An ASX-listed company that has serially disappointed 
shareholders 

Fasteners Cabinet 
Hardware 

Fluids Gaskets IT Services 

Konnect / 
Boltshop 

Artia Cooper Fluids AA Gaskets 
NZ Gaskets 

Managed 
System Services 

 Poor corporate governance CYG’s Board, with an executive chairman, has failed to adjust to clear 
signals its strategy has been failing. 

 A flawed strategic direction CYG operates in five business segments not related to each other, with 
few, if any, discernible synergies or other benefits. 

 Disappointing capital allocation In 2011, CYG could have paid a special fully franked dividend which 
shareholders could have then deployed elsewhere.  For example, the 
S&P/ASX 200 Accumulation Index delivered a return of more than 56%1. 

 Poor operational performance Revenues, margins and profits have been falling and are volatile. 

1. S&P/ASX200 Accumulation Index returns from 1 Jul 2011 to 30 Sep 2014 © Sandon Capital Pty Ltd 



Why is new leadership required? 

The current direction of Coventry is unsustainable and has led to 
a vicious cycle of disappointment and underperformance 
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Poor Governance 
 

Poor Strategy, 
Capital Allocation & 

Execution 
 

Disappointing 
Financial Outcomes 

 

Long-term shareholders deserve a more sustainable company 
© Sandon Capital Pty Ltd 



Why is Sandon Capital taking action now? 

The directors of Coventry have persistently let us down as 
shareholders in the company 

Prior to the appointment of two new directors, the former cohort of directors of Coventry had an average tenure 
of ~9 years.   
 The former cohort of directors had presided over significant value destruction for Coventry shareholders. 

Enterprise value of Coventry has fallen from $217 million in FY2007 to ~$53 million in 20141. 

 The share-market holds a poor view of Coventry’s future under current management, evidenced by the fact 
that it values each $1.00 of capital retained by Coventry at less than $0.75 – clearly the market is anticipating 
further value destruction. 

 Great businesses require great management and corporate governance practices in place. 

 Shareholders are the owners of the company and therefore should hold poor boards and management 
teams to account. 
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The red area outlines 
Coventry’s size under Mr 

Flynn’s leadership 2 

1. Enterprise value is equal to the market capitalisation plus debt less cash.  2014 EV is estimated using market capitalisation as at 30 October 2014, 30 June 
2014 balance sheet data,  adjusting for 22cps of dividends recently paid. 
2. Mr Flynn became Chairman on 7 November 2006 and assumed the role of executive chairman on 11 April 2007 © Sandon Capital Pty Ltd 
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What have we achieved so far 

Initially, the market reacted positively to prospects for change, then reality set in… 
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Our efforts thus far have received the attention and approval of many fellow shareholders and commentators: 

17/06/2014: Sandon 
Capital sends letter to 
CYG Board pressing 
for Special Dividends 

19/06/2014: Sandon 
Capital associates with 
Dorsett Investments and 
files substantial interest 
notice and discloses 
intention to seek board 
changes 

01/07/2014: CYG 
announces 
intention to pay 
special dividends 

05/09/2014: CYG 
announces new directors, 
not supported by 
Sandon/Dorsett 

11/07/2014: CYG 
shares goes Ex-
Special Dividend 
(11cps) 

03/09/2014: CYG 
shares goes Ex-
Final Dividend 
(11cps) 

© Sandon Capital Pty Ltd 



Despite already unlocking some value in Coventry Group 
Limited, Sandon Capital believes the company can be 

dramatically improved to release significant further value for 
all long-term shareholders. 

 
But change is needed. 
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As long-term shareholders, we continue to be let down by Coventry’s: 

1. Corporate Governance 

2. Poorly Executed Corporate Strategy 

3. Disappointing Financial Performance 

 

 

Where can Coventry improve? 

We still believe that significant long-term value can be created 
for Coventry shareholders if a few key areas of concern are 
addressed by a new leadership team 

10 © Sandon Capital Pty Ltd 



Coventry is in need of change 

The current board has allowed compensation to grow out of 
proportion to Coventry’s size and financial performance  

 A key role of a well-functioning board is setting of appropriate executive remuneration and 
incentive hurdles. 

 The directors have awarded themselves significant fee increases since 2007. 

 

 

 

 

 

 

2007 2014 % change 
NED base fee $58,000 $86,000 +48% 

Interstate NED base fee $69,000 $89,000 +29% 

Committee fees (payable in addition to base fees) 

Chairman of Audit & 
Risk Committee 

$11,000 $15,000 +36% 

Chairman & Member of 
Rem & Nomination 

$8,3001 $5,0001 -40% 

1. In 2007, the fee was only payable to the Chairman of the committee whereas by 2013 
the fee was payable to all members of the committee (ie 3 x $5000 =$15,000). 
Sources: Annual Reports 
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1. Coventry’s questionable corporate governance 

© Sandon Capital Pty Ltd 



 The executive chairman’s remuneration has increased despite Coventry becoming a 
significantly smaller company 

 Since assuming the role, the Executive Chairman has received a total of $6.4 million as 
enterprise value has fallen from $217 million to $53 million1. 
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Coventry is in need of change 

The current board has allowed compensation to grow out of 
proportion to Coventry’s size and financial performance  
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1. Coventry’s questionable corporate governance (cont’d) 

Sources: Capital IQ, Company Reports 

1. EV figures are for June 2007 and are estimated using market capitalisation as at 30 October 2014, adjusting for 22cps of dividends recently paid. Mr Flynn 
became Chairman on 7 November 2006 and assumed the role of executive chairman on 11 April 2007. © Sandon Capital Pty Ltd 



Coventry is in need of change 

Shareholders have sent clear messages to the Board about remuneration by 
consistently voting against the Remuneration Report, but these concerns have been 
ignored 

 Shareholders have expressed their view of Coventry’s remuneration practices. 

 In 2012, Chairman exercised his right to put the adoption of the remuneration report resolution 
to a “show of hands”, meaning the significant number of proxies cast against the adoption of the 
remuneration report had no effect on the result. 

 At the last AGM (2013) the remuneration report was voted down by a poll 

 Had a poll on the adoption of the remuneration report been held in 2012, Coventry would have 
already had “two strikes” and would have already faced a “spill meeting”.  

 The table below shows the results of the voting on adoption of the remuneration report at the 
2012 and 2013 Annual General Meetings: 

 

 

 

 

 

 

 

 

 

 

 

 

 

Voting on adoption of remuneration report 
Proxies received Poll Result 

For  Against Proxies Against For  Against Vote Against 

2013 14,002,781  8,457,584  38%  14,220,588  7,822,212  35% “First strike” 

2012 14,306,701   5,840,800  29% Passed on a show of hands unknown 

1. After 2012’s result, Sandon Capital and other investors requested the Chairman call for a poll on all future remuneration reports. 13 

1. Coventry’s questionable corporate governance (cont’d) 

© Sandon Capital Pty Ltd 



 Shareholders should use these statements as a yardstick to measure the board’s and 
management’s ability to set realistic and achievable targets. These statements should also 
demonstrate managements awareness of the environment they operate in. 

Coventry is in need of change 

Comments by the Company and Executive Chairman about the future of the 
business do not reflect actual outcomes 

Source Management Comment Outcome 
2009 Annual Report, p.1 “Initiatives to improve working capital 

implemented – reductions in inventory levels 
and trade and other receivables achieved” 

Over the last 5 years, working capital as a % of Revenue has been 
higher than at the time the comment was made – i.e. sustained 

improvements in working capital have NOT been achieved. 
CYG Results presentation 
for the half year ended 31 

Dec 2009 

“increasing importing although much 
improvement still possible” 

Operational Update, June 2014, In reference to “Fasteners Strategy, 
page 5 “to compete, must be low cost/competitive value, - more 

imports”  
The Company identified increasing importing as a key objective in 

2009, but this doesn’t yet seem to have been achieved. 
21 July 2010, in an 

interview for the West 
Australian newspaper, 
‘Coventry back in the 

black, declares dividend’ 

"The answer is 'yes'," Mr Flynn said last night 
when asked whether he felt his turnaround 

efforts were now complete. 

By management’s own admission in 2012 (a mere two years later), 
there were needs to “increase turn around momentum” [p.10 Market 

Update September2012 ]. 
 

In the June 2014 operational update the company reported “some 
progress, but lots to do” 

2012 Annual Report, p.7 “Management is actively engaged in cost 
control and moving internal resources to 
sales and to the expanding areas of the 

business”.  

Since this comment, neither costs of goods sold nor SG&A expense 
margins have changed materially, in fact, operating margins have 

deteriorated. Further, sales have fallen despite management “moving 
internal resources to sales” 

31 Dec 2013 Half year 
Results 22 Feb 2013, p.3 

“…the Group expects a gradual increase in its 
continuing operating profit” 

The opposite has happened.  On 29 April 2014, Coventry issued an 
earnings warning, anticipating statutory net profit to be in the range 

of $1m to $2m. 14 

2. Coventry’s poorly executed corporate strategy 

© Sandon Capital Pty Ltd 



2. Coventry’s poorly executed corporate strategy (cont.) 

A poorly articulated and executed corporate strategy has led 
investors to persistently ascribe negative value to the company’s 
future 

15 

 CYG’s share price reflects the fact that the market ascribes $0.75 of value for every $1.00 
retained by the company, indicative, we believe, that the market is anticipating further value 
destruction. 

 Under current leadership, CYG persistently trades below its tangible assets 

 

 

Source: Capital IQ, Bloomberg 

© Sandon Capital Pty Ltd 



3. Coventry’s inconsistent financial performance 

Coventry has failed to deliver any consistent, reliable financial 
performance under the stewardship of Mr Flynn 

16 

 We see gross profit margins as indicative of 
the “raw ingredients” given to all participants 
in an industry. We believe the translation of 
gross profits to net profits is driven by 
management skill. 

 Despite stable gross profits, Coventry has 
failed to deliver predictable or consistent 
financial performance 

 Management’s stated attempts to improve 
profitability has yielded almost no change in 
outcomes. 

 For example, management’s supposed “cost-
cutting” initiatives since the sale of the 
automotive parts in 2011 division has not 
delivered any sustained improvement in 
margins 

 

 

 

 

 

 

 

 

 

 

 

 

 

*Sources: Capital IQ, Bloomberg, Sandon Capital Analysis 
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3. Coventry’s inconsistent financial performance (cont.) 

This unpredictable and disappointing financial performance has 
caused all analysts in the market to shun the stock 

17 *Sources: Goldman Sachs, Macquarie Equities Research, S&P 

Brokerage Firm Coverage Termination Date Reason for Termination of Coverage* 

Goldman Sachs March 7, 2014  “…we think uncertainty persists on the turnaround in CYG’s 
underperforming Hardware business and recovery in Fluids 
profits as well as utilisation of surplus cash” 
 

 “NPAT was below our expectations” 

Macquarie Equities Research May 18, 2011  “The key risks following settlement will be… how the cash is 
spent” 
 

 “The best and most sensible outcome in our view is to return 
the cash to shareholders utilising excess franking credits” 

 Predictable and stable financial performance is the bedrock for sustained increases in 
shareholder value 

 Coventry’s financial performance, on the other hand, has presented great uncertainty to 
investors when evaluating the future of the company 

 As of March 2014, all major brokerage houses that once covered CYG have terminated 
coverage: 

© Sandon Capital Pty Ltd 



3. Coventry’s inconsistent financial performance 

The Board reports glowing returns, yet ignores the reality for long-term 
shareholders: Total Shareholder Returns since 2007 are negative1 

What Is Reported? 

 The chart below is from the 2014 Annual 
Report extolling the growth and distribution of 
assets per share and Total Shareholder Returns 
(TSR).  The Company chooses a favourable time 
period to report: 

 

 

 

 

 

What is the Reality? 

 In contrast, TSR since Mr Flynn assumed the role of 
executive chairman paints a very different 
picture1: 

 

 
 

 

 

 

 

 

 

 

 
1. Since Mr Flynn’s appointment as executive chairman on 11 April 2007 to 30 October 2014.  
The closing share price as at 11 April 2007 was $4.22 and as at 30 October 2014 was $2.44.  
Cumulative dividends of $1.35 were paid during that period. TSR from 11 April 2007 to 30 June 
2014, including dividends paid during the period, with share price as at 30 June 2014 is -4.3% 

Sources: Company Reports, Bloomberg 
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We think it is time to end Coventry’s current unsustainable 
path. We believe that this change can only occur through fresh 

leadership and renewed corporate vision. 
 

The Board changes proposed from within do not go far 
enough. 

19 
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How to vote at the AGM 

 If you want to see positive change at Coventry, send a message to the Board at the AGM, vote 
as follows: 
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AGM Resolutions How to 
vote 

Why? 

1. Election of Neil Cathie AGAINST Send a message to the Board that 
shareholders have had enough. 

2. Election of Nick Willis AGAINST Send a message to the Board that 
shareholders have had enough. 

3. Adoption of Remuneration Report AGAINST Remuneration has grown despite 
company performance deteriorating. 

4. Spill Meeting Resolution FOR All incumbent directors must be held 
accountable before shareholders. 

5. Renewal of proportional takeover 
restrictions 

AGAINST An underperforming Board should 
not be given protection from 
corporate activity that could benefit 
shareholders 

© Sandon Capital Pty Ltd 



 Gabriel Radzyminski 

 Tel: 02 8014 1188 / 0408 936 357 

 gabriel@sandoncapital.com.au 

 www.sandoncapital.com.au 

 

 An electronic version of this presentation is available at 
http://www.sandoncapital.com.au/site/index.php/campaigns 
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Contact details 

mailto:gabriel@sandoncapital.com.au
http://www.sandoncapital.com.au/
http://www.sandoncapital.com.au/site/index.php/campaigns
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