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TWST: Would you provide just a brief summary of the 

International Small Cap Opportunities Fund that you manage?
Mr. Dineen: The International Small Cap Opportunities 

product is a focused portfolio of about 55 to 65 stocks, usually 
invested across at least 15 developed countries, and with an 
opportunistic allocation to emerging markets. The portfolio is 
constructed from the bottom up, so any sector weightings, geographic 
or country weightings are the residual of the stocks we own. We do 
not make top-down calls on energy prices, currency prices or 
economic growth, etc. We uncover what we think are the top 55 to 
65 companies in our investable universe that exhibit durable growth 
and the most favorable risk-adjusted returns, and we then structure 
them into a portfolio with broad guidelines around how much we can 
overweight sectors and geographies. But again, we don’t make top-
down calls on sector or geography.

TWST: So you don’t make any rules or have threshold 
levels for sector, geography or the percentage a holding could be?

Mr. Dineen: We do have guidelines; however, they offer 

enough latitude to create a risk-aware, though not benchmark-centric, 
portfolio. We believe it is important to give the bottom-up process ample 
room to deviate from the benchmark in order to construct a portfolio with 
the best ideas. That said, an individual position cannot be more than 5% 
of the portfolio. On a sector basis, we are limited to two times the 
benchmark weighting, with the exception of financials, which we cap at 
30% because it is such a large sector for the index.

We also maintain at least a half-weighting in major 
geographies, like Japan, for example. So to us, we invest in Japan 
when we find interesting companies that look attractive. The same 
applies to Europe or the U.K., or any country and geography. 
Ultimately, we’re looking to identify a small set of opportunities that 
exhibit durable growth attributes, regardless of geography, and that we 
can subsequently vet and understand well to consider the company’s 
stock as a possible investment for the portfolio.

TWST: What are the current assets under management?
Mr. Dineen: The product is managed with the same discipline 

I have employed over the last nine years. As the strategy just initiated in 
2015 at GIM, the product currently has assets around $10 million.
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TWST: Talk about your top country weights and why 
they’re weighted that way, even if with the bottom-up approach 
you have landed where you have landed now? Can you explain 
anything here? 

Mr. Dineen: If we’re looking at the portfolio as a whole today, 
Europe is relatively the largest 
exposure. Currently, we believe that 
within our lens of the small-cap 
universe, European stocks have 
relatively the best earnings growth 
momentum — that is, earnings power 
as well as attractive valuations. Japan, 
on the other hand, is about a half-
weight to the index. While we are not 
biased against Japanese companies, 
we see many of them facing strong 
headwinds right now from the 
standpoint of negative earnings 
revisions and Japanese stocks 
retreating largely because the yen has 
moved from 120 yen to 110 yen over 
the past year. Currently, we don’t 
think the valuations of average 
Japanese companies are attractive 
enough to overcome the current 
currency headwinds and negative 
earnings revisions.

TWST: Can you talk 
about some of your top holdings 
and why you’ve chosen them?

Mr. Dineen: Sure.
TWST: You have got 

several in France and then maybe if 
you could talk about a Japanese holding that you have, as it’s also a 
high percentage. 

Mr. Dineen: We’ll start with two stocks and go from there. 
The first stock I’d like to spend a moment on, because we’re talking 
about Japan, is OSG Corp. (TYO:6136). OSG is a Japanese company 
with a market cap of about $1.75 billion, so it is within our investable 
small-cap universe. Despite its relatively small size, the company is a 
global leader in machine tool manufacturing.

If you are making an engine and need to connect two pieces, 
you’ll need to drill a hole and then thread it precisely for a screw or 
fastener type of fitting. OSG is a global leader with technology to drill 
very, very precise holes and to specifications with the threading. They 
have a high value add largely based on the metallurgy that makes these 
tools very precise and durable, a competitive advantage against what is 
cheaper in China.

Now, let’s connect some of the dots of what we’ve talked about 
in Japan. This is a company that, in 2009, during the global recession, 
had its revenue base drop by 45%. Even though its revenues dropped by 
45%, the company still had positive operating free cash flow. Also, the 
company is well-managed and has a strong competitive position.

In 2011 and 2012, when the yen strengthened to 80 yen and 
above, OSG still had margins in the 20% range and positive earnings. 
Thus, I don’t need to make a call on global GDP or the value of the yen. 

Rather, I think based on their product portfolio and management, they 
can navigate either situation, as evidenced by how they managed through 
2009, and then the subsequent currency headwind in 2011 and 2012.

We believe the company has improving earnings momentum 
based on the recovery we are seeing in China, where OSG has about 

11% to 12% of its business, mostly in 
the automotive value chain. The data 
coming out of China now has been 
better than expected. We think that 
OSG is well-positioned for that 
recovery, which will be a positive for 
earnings. In addition, the stock is 
trading at a discount to where it has 
traded historically. It is a quality 
company with very little debt, high 
margins, and again, we think they are 
at an inflection point in the earnings 
cycle, while the valuation has ample 
room to expand.

TWST: And then you 
wanted to talk about a couple more 
examples?

Mr. Dineen: The second 
company is called Clear Media 
(HKG:0100), which is listed in 
Hong Kong. A bit of a smaller 
company, it is about $500 million in 
market cap. Even though no sellside 
analysts cover the company, we 
were able to find it using some of 
the tools we use to screen our 
investable universe. The company 
came through our screens, and then, 

we implemented fundamental research, followed by our bottom-up 
beta stock analysis, and it is now in the portfolio.

Just to give a quick summary on the thesis, Clear Media is an 
outdoor advertising company in China. So 100% of its business is in 
China, and basically, they place advertising on bus shelters. Clear 
Media operates a nationwide network of these bus shelters and are a key 
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beneficiary of growing urbanization in China. They have long contracts, 
which provide visibility, recurring revenue and nice profits. So on a 
fundamental basis, we looked at the growth and profitability, and also 
compared the business to other similar ones around the globe. The 
contours of this business can be compared to JCDecaux (FRA:DCS) in 
France, which is a global player. Clear Media is actually a subsidiary of 
Clear Channel (NYSE:CCO) in the U.S. So again, we have another data 
point on two of the largest outdoor advertisers to be able to understand 
the drivers of the business and the stock’s valuation.

Another interesting thing about Clear Media is about 15% of 
its market cap is in cash, which is compounding based on the amount 
of free cash flow generation that we see in the business. The company 
grows 5% to 10% on the top line. They have 44% EBITDA margins, 
which build a huge amount of cash over time because the company 
doesn’t have much capex burden in their contracts. As a shareholder, 
we like to see this kind of cash flow with the company’s growth. 
There’s profitability, and with the cash, they can either try to grow 
faster, if that’s possible, or they can decide to do special dividends, 
which they’ve done in the past.

This is a business we feel very comfortable with because we 
can analyze it based upon best-in-class global businesses. Although it 
grows faster than the global comparables, has margins twice as high and 
no debt, the stock still trades at a large discount. The U.S. and the 
European comparables trade at 11 times to 12 times EBITDA, while 
Clear Media trades at four times. There is an opportunity for the 
valuation to expand over time. We don’t think that the market has yet 
recognized the growth or the profitability of the business.

TWST: Why do you have some of your top 10 holdings 
in France now? Is it just a result of the bottom-up analysis that 
you’ve done?

Mr. Dineen: Yes, that and also how we look at opportunities 
on an apples-to-apples basis across sectors and geographies using our 
bottom-up beta tool. So in this case, France hasn’t had a lot of GDP 
growth and is known for inflexible labor laws, etc. This type of 
environment forces companies to be creative, and we’ve found some 
companies that have been handling the challenges well.

Compare this with Germany, where the economic outlook is 
better, and industrial companies have been benefiting from China and 
exports, but all this is largely reflected in valuations. We aren’t saying 

that we don’t like German companies, we just think that a lot of the 
winds of change, or improvement in fundamentals, that we are seeing in 
the French companies haven’t yet been fully recognized in stock 
valuations. These companies are doing a good job considering the 
French GDP is not growing much. So they’ve found international 
opportunities and are using more of a global mentality, which has been 
how they’ve been successfully navigating the environment and growing.

TWST: Tell us a little bit more about your process. You 
mentioned getting through the screen, and then, what sort of process 
happens once you get through that screen?

Mr. Dineen: As a starting point, we think there are about 6,000 
stocks in our investable universe. So before we look at any fundamental 
data or valuations or anything like that, we start with the approximately 
6,000 companies within the country and market-cap parameters of our 
strategy. We then screen this universe based on certain attributes.

We want to invest in quality companies. We define quality 
companies by what we see on the income statement and balance sheet. 
On the income statement, we like to see sustainably high margins. We 
view margins as a proxy for industry structure, competitive position and 
management execution. Looking at the balance sheet, we favor companies 
with low asset intensity and low debt intensity. In other words, our 
process seeks out companies that have strong profitability, that can grow 
without too much incremental investment and grow without aggressively 
expanding the balance sheet with debt.

We have a set of quantitative screens that enable us to seek 
these attributes and narrow our universe to a manageable set of 
companies to research. The output of our screens includes companies 
that exhibit durable growth, sustainably high margins, solid balance 
sheets and operating leverage on the income statement.

Once we have our opportunity set, we start the fundamental 
work of vetting and validating the company, and determining 
whether the valuation is attractive. This work also culls companies 
with inconsistent financials or other issues that don’t meet our 
parameters. Next, and importantly, we utilize our proprietary 
bottom-up beta tool that helps us to do an apples-to-apples 
assessment across sectors and geographies to identify which 
companies we want to own in the portfolio.

“We want to invest in quality companies. We define quality companies by what 
we see on the income statement and balance sheet. On the income statement, we 
like to see sustainably high margins. We view margins as a proxy for industry 
structure, competitive position and management execution.”
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The bottom-up beta is a tool I have used for the last 10 years 
to allow us to encapsulate company-specific risks into a single risk 
statistic. The bottom-up beta calculation helps us link our upside with 
stock-specific risk, and combining the two, we can generate a risk-
adjusted return for each portfolio candidate. This is our apples-to-apples 
tool to look across geographies — Japan versus Europe versus EM — as 
well as across sectors.

For example, let’s say we find a technology company in China 
with 50% upside. We then identify if it is compelling enough for the 
portfolio given other factors, like maybe it is a one-product company that 
is in one geography, earns profits in a nonconvertible currency and has 
terrible corporate governance. Compare this to a personal finance 
company in the U.K. that has 35% upside but doesn’t have as many of 
the risks of that hypothetical Chinese company. So the risk-adjusted 
return may actually wind up being higher for a company in the U.K., 
even though optically its upside is lower. The risk-adjusted return gives 
us the ability to identify whether something is compelling for the risk 
that we will be taking by owning the stock.

The portfolio is built based on the beta-adjusted expected 
returns of the companies that have been vetted and validated 
through our process — using, of course, the broad portfolio 
guidelines for the strategy.

TWST: Would you typify your fund as very actively 
managed? How often do you adjust the holdings?

Mr. Dineen: We take an intermediate-term view of a company 
during the research process. This view avoids the shorter-term noise or 
holding period associated with many investors and allows us to focus on 
the longer-term growth opportunity. The portfolio is actively managed, but 
our turnover is usually between 30% and 40%, so it is not a high-turnover 
strategy that trades around positions. Our holding period is typically two 
to three years, and many of our holdings have been held longer.

TWST: What are some of the signals to sell?
Mr. Dineen: Like our buy decisions, we use the expected-

return calculation to also keep the emotion out of our sell 
discipline. The sell discipline is centered around changes in our 
risk-adjusted returns calculated with the bottom-up beta tool. We 
don’t want to hold stocks that have little to no risk-adjusted 
upside. The most favorable scenario for selling is because the 
investment thesis has played out, meaning we have gotten our 
valuation expansion, earnings acceleration and some positive 
stock price performance, so now the risk-adjusted return is 
declining. At this point, there is probably another stock that we’ve 
been monitoring that should be more attractive.

A third piece is emerging markets, in which we will 
opportunistically invest up to 10% of the portfolio. After several 
years of underperformance for this area, we are trying to look 

through and identify whether these companies are cheap enough 
given their earnings potential. So I am currently spending a lot of 
time looking within that universe.

TWST: When you look at the International Small Cap 
Opportunities universe, what do you think is the most misunderstood 
or underappreciated aspect of it right now?

Mr. Dineen: The most misunderstood aspect is how 
attractive the asset class can be for endowments, foundations or 
investors with asset allocations that don’t have a specific weighting 
to international small cap. They may have an allocation to U.S. 
small cap or to international large cap, but I think a lot of investors 
do not necessarily have this distinct asset class represented. If we 
look over the last five years, international small cap has had higher 
returns with lower risk than international large cap. So there is 
definitely a compelling case for investors to have a dedicated 
allocation to international small cap.

The inefficiency of the sector is such that active managers do 
add value and add alpha, so I think it’s an appealing asset class and also 

an attractive asset class for active management. In other words, a good 
active manager can add excess returns on top of the good returns you are 
seeing for the asset class as a whole.

TWST: Why should a potential investor choose your fund 
over one of your peers?

Mr. Dineen: We spend much of our time on company-specific 
risks and portfolio construction. Our proprietary tools assist us and 
provide a disciplined framework for our investment process. We want to 
understand and have a way to rank the expected return of potential 
holdings, and to look at them across geographies.

Secondarily, the tools remove emotion from the sell discipline. 
We are disciplined when we sell, so we avoid the trap around falling in 
love with a company when there is limited remaining upside. Our tools 
help us to reduce the number of bad outcomes. Small cap and 
international small caps are attractive because you can find stocks that 
work tremendously well, though there are also many unproven 
companies that can pose bigger risks than you may have with large 
caps. We work to avoid stocks that are going to blow up, and our tools 
guide us in this process. That said, it’s not all about tools but how we 
implement the process while using them.

The process has worked well for clients over time, and we’ve 
honed it over time to help us perform well in various markets. We have 
shown that we can do well when the market goes up but also protect 
client capital when the market is down. We believe that the types of 
companies we invest in — high-quality, durable growth companies — 
are best situated for downside protection. And coupled with participation 
in rising markets, we believe the strategy should continue to generate a 
favorable pattern of performance.

“We take an intermediate-term view of a company during the research process. 
This view avoids the shorter-term noise or holding period associated with many 
investors and allows us to focus on the longer-term growth opportunity. The 
portfolio is actively managed, but our turnover is usually between 30% and 40%.”
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TWST: Is there anything else you wanted to cover that we 
haven’t talked about yet?

Mr. Dineen: Yes. We have just launched a global small-
cap strategy for which I’m the PM. We are excited that we can 
capitalize on Granahan’s strength in the U.S. small-cap space, and 
couple it with the disciplined process and bottom-up beta tool I’ve 
discussed today. The portfolio is structured to take advantage of 
Granahan’s U.S. investing acumen and a disciplined process that 
can be applied to a global product.

TWST: Thank you. (KJL)
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