
IMPORTANT: An investment in the Fund carries with it a degree of risk.  The value of your investment may go down as well as up, 
and you could lose money on your investment.  Past performance provides no guarantee for the future.  Investors should read the 
Fund’s prospectus before deciding whether to invest.  The opinions and commentary expressed herein should in no way be 
construed as personal investment advice, they are intended solely to illustrate the Fund’s investment strategy and performance.   

 
 
 

Dear Shareholders, 
 
 
At the end of May Citadel concluded its financial year.  This is one of the two moments in the year when we write to 
you in more detail to report on the Fund’s progress.  As of May 31st the NAV per share was EUR 126.34, +25.6% 
vs. a year earlier.  In 2010 Citadel got off to a good start as most stocks in the portfolio rose and currencies (notably 
the US$, Japanese Yen, South Korean Won) boosted returns.  Some of these gains eroded in May when markets 
tumbled due to worries about the financial situation in Greece and Southern Europe.  Nevertheless Citadel’s NAV 
was ahead by 5.7% since January 1st.  The MSCI World Index did somewhat better at +9.5% primarily reflecting two 
factors; a larger weighting than the Fund in the newly strong US$, and a much smaller weighting in the won which 
slipped on renewed tension in the Korean peninsula.  As we describe later the prospects for the stocks in Citadel’s 
portfolio appear favourable, backed by the companies’ strong balance sheets, decent profit outlooks and extremely 
attractive prices.  Overall, since inception in 2002, the Fund has built up a sizeable advantage compared to stocks in 
general.  During this period the Fund rose 26.3% whilst the MSCI World hovered just below break-even at -1.8%.        

Citadel Value Fund 
(performance since inception to May 31st, 2010 )
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Citadel Value Fund (+26.3%)

MSCI World Index (EUR) (-1.8%)   
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Since 2010 2009 2008 2007 2006 2005 2004 2003 2002
inception YTD
(11/02/02)

Citadel Value Fund 26.3% 5.7% 36.2% -35.8% -0.5% 9.7% 12.0% 17.2% 17.0% -18.4%

MSCI World Index -1.8% 9.5% 26.7% -37.2% -1.2% 7.9% 26.8% 6.9% 11.3% -29.9%

+/- vs. index 28.1% -3.8% 9.5% 1.4% 0.7% 1.8% -14.8% 10.2% 5.7% 11.5%

note: MSCI World Index based on total returns (gross dividends excl. tax) in Euro's
* annual returns are based on Citadel's estimated NAV as of Dec. 31st, out/underperformance figures may differ due to rounding
source: European Fund Administration, MSCI

Citadel Value Fund Performance
(as of May 31st, 2010)

 
 
Portfolio news 
 
The number of holdings in the portfolio is unchanged and the Fund owned shares in 33 companies as of May 31st.  
There were however a number of changes.  While there were an equal number of stakes sold and bought, the sum 
total of this process was a small increase in the net cash position which totalled just shy of 10% at the end of the 
month.  This is roughly in line with the average cash holding over the past eight odd years.   
 
The most significant new investment was the purchase of an investment in two Japanese companies, FamilyMart 
and Circle K Sunkus.  Both are large convenience store chains and are respectively numbers 3 and 4 in the Japanese 
industry.  FamilyMart, furthermore, has sizeable operations outside of Japan including one of the leading chains in 
both Taiwan and South Korea.  In a beaten-up Japanese retail sector, convenience stores have consistently performed 
better than the overall industry although the economic downturn of the past year or two, and poor weather in certain 
key months, have taken their toll.  This is a sector which is in the throes of consolidation.  In the long-term this 
should play out well for both companies as they are either acquired, or benefit from diminishing competition as the 
number of stores shrinks.  An attractive feature of the business model is that they are franchisors meaning that there 
is little capital invested in stores, while inventories and other cash needs are funded upfront by daily sales receipts.  
Margins are very healthy at around 10% (FamilyMart higher, Circle K lower) despite having shrunk in the past year 
or two as same-store sales declined.  After-tax returns on capital are high and both companies have no debt but 
possess large cash balances.  Even assuming a stagnant business environment, which is probably a safe assumption, 
and margins remaining far below their historic peak, we figure these companies are worth 8-9X operating profits 
(EBITA) and possibly more.  Circle K was bought at just more than 1X 2009 EBITA and FamilyMart at 3X EBITA.           
 
The other new addition to the portfolio is FW Thorpe, a small English company run by Andrew Thorpe and in 
which he and his extended family have a major shareholding.  The company produces various speciality lighting 
products and systems including such items as tunnel lighting, exit signage, and clean-room lighting.  In an industry 
of giants Thorpe has carved out a niche built around specialist products produced in smaller runs with strong 
customer service.  Much like the other family owned and operated businesses in Citadel’s portfolio, the company has 
consistently worked on lowering its costs and improving productivity.  This attention to detail is probably the main 
reason why  margins are 3X or more those of its largest competitors.  The firm’s track record is fantastic; in the past 
15 years or so sales grew at a compound rate of almost 8% and operating profits by 13%.  The shares performed 
extremely well during this period, not least because the company steadily paid dividends, bought back shares on 
occasion at good prices, and didn’t squander its cash flows on expensive acquisitions or ill-advised investments.  
Citadel acquired shares at 4.5X EBITA, or less than half what we view as a reasonable multiple for the company.   
 
Among the stakes sold, for a decent return, was the remaining shareholding in Pioneer Natural Resources (the 
Fund had earlier sold roughly half its interest in early 2008).  After plummeting during the crisis as the bottom fell 
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out of the oil price, the stock more than tripled from its lows in March 2009.  The company itself is performing well 
which is normally a sound reason to hang on to a stock. In this particular case, though, we thought the recovery in 
the stock price had gotten ahead of itself spurred on by a sharply higher oil price.  Ironically, the price of gas was 
low (gas being roughly half Pioneer’s production), and had enjoyed only a modest rebound.  This is one of the 
recurring inefficiencies that we see in the stock prices of oil and gas producers, they respond strongly to oil price 
changes but seldom to gas.  We decided to avail ourselves of the situation and sell Pioneer at a reasonable price.           
 
Natuzzi soared on speculative buying and we took advantage of the volume and the higher prices to dispose of the 
entire stake.  This unfortunately resulted in a loss, albeit a more modest one than a few months previously.  Despite 
an iron-clad balance sheet the company’s operations have been broad-sided by a succession of factors.  The short-
term outlook does appear to be improving but, despite considerable work, we couldn’t put our finger behind exactly 
what was happening at the company.  Our unease was magnified by a succession of changes at the top, with a 
revolving door of CEO’s and CFO’s.  We concluded that it was therefore wise to sell and use the proceeds to invest 
elsewhere (i.e. in companies where we do have the conviction we deem so important).  
 
Finally, we sold the Fund’s shares in Belgacom.  Throughout the crisis the company and the stock held up well.  
Furthermore Citadel received a tidy dividend over the course of this investment so that the end result was a pleasing 
one.  As the stock approached our intrinsic value estimate it made sense to dispose of the shares and park the cash in 
the bank account whilst searching for new deep value opportunities.    
 
Portfolio Holdings
(as of May 31st, 2010)

company activity % of portfolio
Companhia Paranaense de Energia (COPEL), ADR utilities (hydro-electric power) 5.7%
Continental (Grupo) SA consumer goods (soft-drink bottling) 5.5%
SK Telecom, ADR telecommunication services (mobile) 5.4%
GS Home Shopping speciality retail (TV home shopping network) 4.8%
Zwack Unicum consumer goods (spirits) 4.7%
Bristol-Myers Squibb Co. pharmaceuticals 4.0%
Signaux Girod SA industrial goods (traffic signs) 3.8%
Nongshim Co. consumer goods (food & beverages) 3.7%
Village Super Market Inc retail (supermarkets) 3.4%
Dewhurst PLC. -A- Non Voting industrial goods (lift panels & controls) 3.3%
Clinton Cards PLC speciality retail (card shops) 3.2%
Nongshim Holdings Co. holding co. (Nongshim, packaging, ingredients) 3.2%
Daekyo, preferred consumer services (education) 3.1%
Pronexus Inc. business services (printed & electronic filings/reports) 3.0%
Heineken Holding NV consumer goods (brewing) 2.9%
Springer (Axel) Verlag AG media (newspapers, magazines, internet) 2.6%
Family Mart Co. Ltd. retail (convenience stores) 2.5%
Hanil Cement materials (cement production) 2.5%
Zehnder Holding AG industrial goods (radiators) 2.3%
Toyota Industries industrial goods (forklifts, engines, auto's & parts) 2.3%
Thorpe, FW industrial goods (lighting) 2.2%
Telecinco, Gestevision SA media (TV) 1.9%
Bull SA information technology (computers, services) 1.9%
Kuoni Reisen Holding -B- consumer services (travel agents) 1.6%
Coltene Holding AG healthcare (dental products) 1.6%
Bijou Brigitte Modische Accessoires AG speciality retail (costume jewellery) 1.5%
Circle K Sunkus retail (convenience stores) 1.5%
Tamedia AG Reg. media (newspapers, magazines) 1.5%
Wolters Kluwer NV media (professional publishing) 1.4%
Molins PLC industrial goods (tobacco machinery & packaging) 1.4%
Royal Reesink NV (CVA) wholesale and trade 1.2%
Johnston Press PLC media (regional newspapers, internet) 0.7%
Telegraaf Media Groep NV media (newspapers, magazines, radio, TV, internet) 0.2%

Cash and other assets and liabilities 9.4%
100.0%

note: as percentages are rounded to 1 decimal point the sum of the percentages shown differs from 100  
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The recovery in stocks runs into a new wall of worry 
 
It is now more than a year since global stock markets lurched to their multi-year lows in March 2009.  Since then a 
lot has changed.  Stock prices amongst them.  The recovery in equity markets has been one of the most powerful 
ever recorded.  The euphoria which had begun to creep back into markets has again evaporated in the past month.  In 
its place is a fixation on macro-economic news and a distinctly nervous undertone.  Caution is probably not a bad 
thing. In our view though the wild swings, often on a daily basis, are hard to rhyme with the much more stable 
outlooks for the individual companies Citadel owns and which we are researching.  
 
From our perspective, derived from ploughing through the market in search of over-looked, neglected or beaten-
down stocks, equity valuations do seem somewhat uninspiring – neither extremely cheap nor expensive.  We see 
enough stocks which at first glance appear to be undervalued but at least an equal number which are fairly priced or 
even over-valued.  The 50 cent Euros (i.e. 1 Euro of value for a market price of 50 cents) which we look for are 
regrettably few and far between.  There are a couple of areas where bargains are more prolific; especially in Japan 
and South Korea which continue to be fertile hunting grounds.  In North America and Europe the most recent 
correction has shook things up which is usually good news for the bargain hunter.  Although it is tough to be really 
excited about equities in general, there is one important factor which speaks in their favour.  The alternatives look 
less attractive.  With official interest rates close to zero in most developed markets cash and bonds yield precious 
little for the risks involved.  Certainly if there is one lesson the credit crisis provided to investors it is to highlight 
that even the most seemingly secure investment (such as a government bond) is not always risk-free.   
 
But there are few reasons to worry about Citadel’s portfolio 
 
While we are somewhat ambivalent about equities in general that is not true for the Fund’s portfolio of companies.  
We believe they are among the most undervalued businesses in the world.  Citadel’s NAV is up by a lot since the 
dark days of early 2009 but the portfolio is still very attractively valued.  Partly this has to do with the fact that 
during the crisis even cheap stocks became cheaper.  Thus while stock prices subsequently rose many holdings 
remain deeply undervalued today.  Furthermore the passage of time, particularly at companies which possess strong 
and growing cash flows, has the tendency to bring down valuations.  Most companies do not pay out their entire cash 
earnings so the simple act of adding to the cash pile or reducing debt lowers valuations.  Finally, during the past year 
or so we diligently sold more expensive holdings that had approached our intrinsic value estimates and accumulated 
new ones that met our ‘deep-value’ criteria.   
 
When we describe the portfolio as attractively valued it’s useful to quantify that.  To repeat the exercise we began a 
couple of years ago we added up the various stakes in the portfolio and took account of the Fund’s cash to come up 
with an overall ‘see-through’ valuation for Citadel on several important metrics.1  At May 31st, including the Fund’s 
non-yielding cash position, the dividend yield was 3.5% - at or above the 10 year government (non-distressed 
countries) bond yield.  Relative to the most recent operating earnings (EBITA) the Fund is valued at a multiple of 
4.7X.  Inverted, which may be a more intuitive way of looking at things, this is equivalent to a pre-tax yield of 21%.  
For every Euro invested in the Fund the portfolio companies are generating EUR 0.21 in annual operating profits.  
Lastly, versus the capital employed (property, plant, working capital, goodwill, etc.) of the various businesses in 
which Citadel is invested the valuation is 0.87X (i.e. EUR 0.87 price for every 1 EUR in capital).  In other words as 
a group these companies are valued at considerably less than it would cost to build them from scratch. An additional 
fact, and an astonishing one at that, is that 4 of the 33 companies (representing 11.1% of the Fund) are valued at less 
than their net cash and investments (valued at market).      
 
Not only are the portfolio companies undervalued, they are collectively one of the highest quality group of 
companies the Fund has ever owned.  With the exception of only a handful of firms most have no debt at all.  All are 
generating positive operating earnings and the odds are excellent these will be materially higher several years hence.  
The see-through after-tax return on capital is a very respectable 13%.  Compared to past years there are even fewer 
                                                           
1 We first wrote about this in the November 2007 letter (see the website) which included a more complete 
description of this exercise.  Alternatively, drop us a line at info@citadelfund.com if you have any questions or 
comments.  
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investments in the sort of companies which, while exceedingly cheap, are not necessarily great businesses.  Most 
firms enjoy a competitive edge due to strong brands, an entrenched market position, a durable cost advantage, etc.  
The values of these companies should not only stand up well in times of adversity but grow in the years ahead.  
Relative to the many thousands of companies which comprise the ‘market’, we see that as a major advantage.         
 
“But what about Greece?”:  How macro fears can take investors hostage 
 
The futility of macro-economic forecasting for an investor in stocks is a topic we periodically return to.  Most 
recently we wrote about this in the last letter to shareholders (November 2009).  Given the turmoil that has resulted 
from worries surrounding Greece, Spain, the Euro and sovereign debt in general it is again topical.  Once more 
economic developments swept upon markets largely unforeseen.  Once more investors focused almost entirely on the 
“big picture”.  And once more the two key questions in stock investing; what is a company worth, and what do you 
pay for it, were pushed to the background.  
 
Besides the impact from the shift in currencies and stock markets, the Greek predicament hit the shares of a couple 
of portfolio companies particularly hard.  One was Spanish TV broadcaster Telecinco which was in the front-line of 
concerns about Spain.  To us it made no sense at all to sell the Fund’s shares in Telecinco after the possibility 
emerged that there was a risk that Greece’s debt problems would spring to Spain.  First of all, and this is often true in 
such cases, Telecinco’s share price had already fallen sharply before a reaction was really possible.  At such 
moments selling in the panic strikes us to be very much like the farmer closing the proverbial stable door after the 
horse has already fled.  Secondly, while the market’s train of thought was clear - default or belt-tightening leads to 
weak economy, weak economy leads to lower ad spending, lower ad spending leads to lower profits for Telecinco – 
the actual impact was far from clear.  A weaker economy and lower ad spending would not be good news for 
Telecinco.  However, from our work we know that ad volumes already fell precipitously in 2008 and 2009 – whether 
they would sink much further is debatable.  Irregardless, the exit of state TV from the ad market means the 
advertising pie is now split between fewer players.  And Telecinco is the most important of these, and getting more 
so after the merger with a rival which is number 3 in the market.  It would not entirely surprise us if ad revenues and 
profits were to climb even in the face of a shaky economy.  With the benefit of a few weeks of reflection, the shares 
quickly recovered from the worst of their fall.  
 
This is a practical illustration of how treacherous it is to make day-to-day investment choices on the back of even 
seemingly unambiguous economic or political news.      
 
It always amuses us that well after a big move in the stock market we routinely hear stories of investors that foresaw 
it all and profited as well.  These ‘gurus’ are curiously a lot harder to find ahead of the event.  A cynic (count us in) 
would say; take any large group of people all making predictions and there will always be a small number at any 
time who get it right.  A track record of correct predictions is another matter.  We know of very few, if any, 
successful investors who became that way through prescient economic and stock market calls.  In contrast we do 
know numerous investors, investing like we do in a bottom-up value-oriented fashion, who have built impressive 
long-term track records.     
 
Don’t let macro-economic or political uncertainty get in the way of good sense 
 
We try hard not to let macro-economic or political uncertainty cloud our better judgement.  This is more difficult 
than you might think when you’re bombarded with news which is both important and worrisome.  It helps if you 
have strong convictions about what you invest in.  In our case those convictions are based on the 30 odd companies 
which constitute the Fund’s portfolio.  And we don’t build up strong convictions about a company or a stock 
quickly.  Conviction results from a process which takes days or even weeks and which doesn’t end when a position 
is bought.  Price, or more accurately the price/value relationship is an integral part of establishing comfort with a 
specific case.  Paying little for something which you think - after thorough examination - is worth much more is an 
essential prerequisite to investing.  Our value philosophy is in that sense a bulwark against the constant barrage of 
information which can cause you to lose your way in investing. 
 



Citadel Value Fund annual letter to shareholders 2009/10 6

The preceding overview of the portfolio and its valuation provides the best insight into the Fund and its prospects.  
We’ve spared you a more elaborate description of each individual investment, which might be even better, but hope 
you may at least enjoy reading about one position (or actually two); Nongshim and Nongshim Holdings.    
 
Nongshim 
 
Nongshim is one of the leading food groups in South Korea.  As a sector food and beverages has a number of very 
attractive characteristics for the investor.  To begin with demand has a welcome stability even in tough economic 
times.  Compared to many other industries food producers therefore have fewer issues about under-utilising their 
expensive factories and meeting fixed costs due to plunging sales.  Furthermore for the branded producer the 
possession of strong brands is a huge economic asset.  A well known and loved brand gives a producer pricing 
power, throws up entry barriers to new competition, and offers a springboard for future growth. 
 
Nongshim is primarily active in South Korea although it has growing operations in China and the US as well as 
exports elsewhere.  In its home market the company is a veritable power-house.  In the noodles or ramen category 
(not an insignificant market in Korea) Nongshim has the country’s leading brand and a mouth-watering 70 percent 
market share.  Ramen is a low-priced staple and sales held up very well in the past 2 years.  Additionally the 
company has very strong positions in two other attractive categories: snacks (chips and the like) with a share of 35%, 
and bottled water (market share 44%).  Finally the company is the Korean distributor for a number of western 
products including those from Kellogg’s, Campbell’s, Barilla and McCormick among others.  
 
The firm is emerging from a couple of years of weaker margins as high commodity prices, a weak won, government 
pressure to lower prices and new product launches squeezed returns.  That being said sales grew nicely during the 
crisis and the after-tax return on capital is a healthy 10%.  Although these are decent figures, a business with the 
strengths Nongshim has should be delivering margins and returns double or more what they are today.  Fortunately 
there are positive signs; commodity prices are down and the won is stronger.  A number of its newest products are 
gaining traction and once a certain critical sales level is met the red ink will turn to black.  Moreover it’s overseas’ 
operations are getting to a size where they will contribute to overall profitability.  2010 should be a good year.  
Looking further ahead we see no reason why margins cannot improve to at least the 10% level where they were 
historically.  That would imply a major jump in operating profits.      
 
In North America and Europe branded food producers are routinely valued at 9-10X EBITDA or more.  On even 
2009 figures (and as we’ve written these ought to improve markedly in future) Nongshim trades at roughly 4.5X 
EBITDA.   We haven’t been able to find a single food company elsewhere in the world that trades anywhere close to 
these levels – and certainly none with the cash rich balance sheet and excellent market positions that Nongshim has.   
 
The Fund is also invested in a related company Nongshim Holdings that, besides a 33% shareholding in Nongshim, 
owns companies active in food ingredients, packaging and other businesses.  What is noteworthy about Nongshim 
Holdings is that through it you can acquire an interest in Nongshim at even cheaper prices.  Nongshim Holdings’ 
stake in Nongshim alone is worth almost 140% of its stock price.  In other words through the Holding company it is 
possible to buy an interest in Nongshim at 70% of the already cheap market price and get all the rest (which are 
profitable companies in their own right – one is even publicly listed) for free.  The one major drawback is limited 
liquidity which is the main reason why the Fund is also directly invested in the operating company.   
 
To conclude 
 
The current environment doesn’t lend itself to a great deal of optimism although at the same time, historically, such 
moments have often turned out okay for the investor in stocks.  We have nothing particularly sensible to add about 
the outlook for equities in general.  Our view on the prospects for the Fund is distinctly favourable though.  In a 
world where economic growth is uncertain and where risks appear to loom large we think Citadel’s portfolio has a 
lot going for it.  The Fund’s companies are financially stable, their market positions are as good or even better than 
they were prior to the crisis, and they are selling at truly rock-bottom valuations.  Their prices may not discount the 
absolute worst case scenarios but there is no doubt that a lot could happen and they would still be cheap.  And 
certainly if things tick along as we think they most probably will, the likelihood of a re-rating only increases.  
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Irrational prices can remain so for a long time, but eventually they do correct.  And the bigger the “inefficiency” the 
bigger the gain when they do so.  In the meantime the Fund is being paid reasonably well (through dividends) to 
wait.  We will report back in December with news on how Citadel has fared in the first half of its 2010/11 financial 
year.   
 
We thank you for your investment in the Fund and the trust you have endowed upon us.    
 
 
Kind regards, 
 
 
 
The Board of Directors        June 18th, 2010 
Citadel Value Fund SICAV            
 


