
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, 

 

May 31
st
 marked the end of Citadel’s financial year, its 10

th
 year in existence.  The NAV per share was EUR 130.74 

which was up by 4.0% versus the level of December 31
st
 2011, but down from the peak reached in April.  Much like 

last year, and the year before, stocks rose nicely in the first few months of the year and then fell back in May.  We 

took full advantage of the run-up to sell or trim a number of stakes.  In fact, it wasn’t until May that we did any 

buying at all.  The first few months of the year were marked by a strong performance in roughly a quarter of the 

portfolio, the main common denominator being decent business results.  Those gains were partly offset by a roughly 

equal number of stocks which did poorly.  Here it is more difficult to generalise as several (though not all) of the 

weakest stock performances were from companies which are not only very cheap, but actually doing rather well.  The 

recent weakness of the Euro against many currencies gave a modest lift to the overall performance. This impact was 

more pronounced in the World Index due to the heavy weighting of the US Dollar which rose by circa 4%. The 

Fund’s performance since inception stood at +30.7% at the end of May, compared to the MSCI World Index (EUR, 

net) at +6.4%.  
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Citadel Value Fund 
performance since inception to May 31st, 2012

Citadel Value Fund (+30.7%)

MSCI World Index (EUR, net) (+6.4%)
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Since YTD 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002

inception

(11-Feb-02)

Citadel Value Fund 30.7% 4.0% -6.9% 12.9% 36.2% -35.8% -0.5% 9.7% 12.0% 17.2% 17.0% -18.4%

MSCI World Index 6.4% 5.8% -2.4% 19.5% 25.9% -37.6% -1.7% 7.4% 26.2% 6.5% 10.7% -30.2%

+/- vs. index 24.4% -1.8% -4.5% -6.6% 10.3% 1.8% 1.2% 2.3% -14.2% 10.7% 6.2% 11.8%

note: MSCI World Index based on total returns (including net dividends) in Euro's

note: 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 

(as of May 31st, 2012)

Citadel Value Fund Performance

 
 

A note on the performance “yardstick” 

 

No less than Warren Buffett warned many years ago in one of his letters of retroactively redrawing the performance 

yardstick.
1
  Well, that’s precisely what we plan to do. 

 

A few words of explanation.  Since the Fund began we have set out the performance of the Fund, and alongside it the 

performance of the MSCI World Index; and specifically the variant priced in Euros and including reinvested ‘gross’ 

dividends.  We now intend to use the ‘net’ variant.  The difference is in the tax treatment of dividends.  The ‘gross’ 

index doesn’t assume any taxes on dividends, (a happy state enjoyed by a lucky few), while the ‘net’ index does. 

 

Shareholders know very well that the index has absolutely no bearing on our investment process.  Furthermore, as a 

measure of short-term performance, it says little.  However, in the long-term Citadel will have to continue 

outperforming a broad, unmanaged basket of global equities to justify its existence.  It is important to include 

dividends in this comparison (not all do), as they are a real and important source of returns for investors. 

Ideally, this basket would be a true investment alternative (i.e. you could invest in it) and include basic costs like 

transaction fees, etc.  This would allow true ‘apples-to-apples’ comparisons between managed funds like Citadel, and 

the alternative of simply tracking the market.  Although imperfect (it doesn’t include any costs) the MSCI index 

remains the best, and most practical, choice.  For that reason it is universally used.   

 

Bottom line this change has a fairly modest impact on index returns; roughly 0.5% per year.  Needless to say it has 

absolutely no impact on the Fund’s NAV, costs or fees.  However, it does align Citadel’s practices with most of its 

peers, whilst giving a more realistic picture of how global stocks are performing. 

 

Portfolio news 

  

Since the last letter in December, the preponderance of the portfolio changes came from selling or trimming stakes.  

With the exception of adding a little to Nongshim Holdings and finishing building the position in Proto, both in 

December, we were preoccupied with selling right through to the end of April.  Beginning in May when markets 

started to buckle we began to buy a few stocks.  We mention this not to pat ourselves on the shoulders for our 

prescient market timing.  Rather we see it as a consequence of a strict value discipline; we are typically most active 

buying when others are selling, and selling when others were buying.  And that was very true this year.  In the first 

several months we simply couldn’t find any stocks undervalued enough that we found them attractive.  With the 

tailwind of a rising stock market a number of long-standing holdings reached prices that we considered to be fair 

value, or close enough that we were prepared to part ways. 

    

                                                           
1
 See http://www.berkshirehathaway.com/letters/1982.html 
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Portfolio Holdings
(as of May 31st, 2012)

company activity % of portfolio

GS Home Shopping speciality retail (TV home shopping network) 5.6%

Ahold, Koninklijke NV retail (supermarkets) 5.4%

Tessi SA industrial services (doc. Processing/FX&gold wholesale) 5.4%

Pronexus Inc. business services (printed & electronic filings/reports) 5.2%

Nongshim Holdings Co. Ltd. holding co. (Nongshim, packaging, ingredients) 4.5%

Village Super Market Inc. -A- retail (supermarkets) 4.4%

Aéropostale Inc. speciality retail (casual clothing stores) 4.3%

Dewhurst PLC. -A Non Voting- industrial goods (lift panels & controls) 3.6%

Toyota Industries Corp. industrial goods (forklifts, engines, auto's & parts) 3.6%

Bijou Brigitte Modische Accessoires AG speciality retail (costume jewellery stores) 3.4%

SK Telecom Co. Ltd. -ADR- telecommunication services (mobile) 3.3%

Thorpe, (FW) PLC industrial goods (lighting) 3.3%

Daekyo -preferred- consumer services (education) 3.3%

BAE Systems PLC industrial goods (defence) 3.3%

Family Mart Co. Ltd. retail (convenience stores) 3.0%

Proto Corp. media (internet, magazines & data products) 2.9%

Zwack Unicum consumer goods (spirits) 2.6%

Mediaset Espana SA (was Telecinco) media (TV) 2.5%

Molins PLC industrial goods (tobacco machinery & packaging) 2.4%

Coltene Holding AG healthcare (consumable dental supplies) 2.2%

Nongshim Co. Ltd. consumer goods (food & beverages) 2.2%

Kuoni Reisen Holding AG -reg. B- consumer services (travel agents) 1.9%

Nakanishi Inc. healthcare (dental drills & other products) 1.8%

Signaux Girod SA industrial goods (traffic signs) 1.5%

Bull SA information technology (computers, services) 1.3%

Hanil Cement Co. Ltd. materials (cement production) 1.2%

Wolters Kluwer NV media (professional publishing) 1.0%

Johnston Press PLC media (regional newspapers, internet) 0.2%

Telegraaf Media Groep NV media (newspapers, magazines, radio, TV, internet) 0.1%

Cash and other assets and liabilities 15.0%

100.0%
note: as percentages are rounded to 1 decimal point the sum of the percentages shown may differ from 100  
 

We sold the entire position in Zehnder Group, Heineken Holding and Reesink.  The Fund pocketed a decent profit 

on all three.  None traded at exactly our value estimates and we left some money on the table at each.  Nevertheless, 

the potential in these stocks was modest enough that it made sense to sell and wait for more interesting investments to 

come along.  Unfortunately we realised a loss on exiting Clinton Cards which had proved to be a mistake.  The Fund 

did profit from the take-over of Japanese convenience store chain Circle K Sunkus which was acquired in March.  

As we described in one of the monthly newsletters the end result was a pleasing one, notwithstanding a thoroughly 

ridiculous (i.e. low) acquisition multiple.  This was definitely a case where the return was determined by a great 

purchase price, not a great exit price.   

 

We also actively cut back on a number of positions where the weighting had risen due to good stock performance.  

Generally we have a rough idea on every company what an appropriately sized stake is.  This is based on several 

factors: how undervalued the stock is, how predictable the business is and thus how reliable our value estimates are 

apt to be, and what kind of business it is.  We are happy holding larger stakes in the better businesses as defined by 

returns on capital, etc., and size lesser, but cheap, companies appropriately.  We also want to maintain broad 

diversification in the portfolio by country, industry, currency and exposure to specific risks.  It is always an open 

question of how long we let winners ride – especially those which are still very undervalued.  As the share price 

potential decreases this decision becomes easier and we tend to shave back positions when they exceed our rough 

target weighting by 1-2%.
2
  Since November 30

th
 we trimmed the holdings in Bijou Brigitte, BAE Systems, 

Aéropostale, and Pronexus.   

 

                                                           
2
 In other words a stake originally sized at 3% of NAV, and which grows to 4-5%, would be ripe for pruning. 
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We’re pleased that we were also able to reinvest some of the sales proceeds, at what we think are highly attractive 

valuations.  We only added one new name to the portfolio, Nakanishi, a Japanese manufacturer of dental drills and 

other equipment.  Additionally we doubled the (admittedly small) holding in Coltene, the Swiss producer of 

consumable dental supplies.  In the same vein we added to one of our long-time favourites Village Super Market.  

Shareholders may recall that we sold a sizeable portion of this holding in 2008, a decision which panned out well.  

Village is now one of the larger holdings in the Fund (4.4%).  Curiously the stock had a terrible run this year – like 

most food retailers globally – although its results have been consistently excellent. 

 

Where we stand 

 

As of the end of May there were 29 companies in the portfolio.  This is a few less than six months earlier but the 

portfolio remains well diversified.  The cash position at around 15% is higher than historic average of approximately 

10%.  With the current volatility this is a comfortable position to be in.  It provides some stability when stocks are 

weak, and even more importantly, will allow us to capitalise on the opportunities that inevitably arise when markets 

are in a funk.  

 

It will not come as a surprise - but is still worth reiterating - that the portfolio companies are in very healthy shape.  

Balance sheets are pristine and net cash positions predominate.  Furthermore, all are profitable and cash generative. 

 

Valuations are highly attractive… 

 

Valuation levels are unquestionably at the low end of what we have experienced since 2002 – hardly a raging bull 

market.  On a see-through basis
3
, Citadel is trading at just less than 4X trailing EBITA (pre-tax operating earnings) 

and 2.8X EBITDA (EBITA adding back non-cash depreciation expense).  In many cases current profits are far off 

their peak levels and well under even a ‘through-the-cycle’, normalised, level.  What is particularly revealing is that 

Citadel is valued at only 72% of the net book value of the fixed assets (tangible and intangible) and working capital 

(in aggregate we call this capital employed).  Keep in mind the cost to build these companies from scratch far exceeds 

the net book value of these assets (which have been written down over the years).  What is remarkable about such a 

valuation is that the after-tax return on these assets (again calculated across the entire portfolio) was an impressive 

13.1%.  The dividend yield of the portfolio companies is 3.2% (this would be higher still if we were to exclude 

Citadel’s own cash from this calculation).   As well a goodly number are buying in their stock at beaten-down prices.   

 

…and the businesses are ticking along fine 

 

Nothing ever goes entirely as planned or hoped for, certainly not in 29 businesses simultaneously.  But we are not 

displeased.  The vast majority of our firms will see stable or higher earnings in 2012.  And last year was not a bad 

year.  Their businesses are strong and have generally only gotten stronger, notwithstanding the macro-economic 

turmoil of the recent past.  Some, which are bouncing around the bottom of their historic profitability range, are 

poised to see profits surge.  We may have to wait longer for an upturn at a handful of companies, but in the meantime, 

intrinsic value is still compounding and we (through dividends) are often getting paid handsomely to wait. 

 

In a world starved of investment alternatives, Citadel looks pretty good 

 

Much of the investing world seems like a deer caught in the headlights; unhappy about the returns on most assets, but 

unwilling to commit, due to short-term risks, to those where long-term returns will surely be far better.  It helps to 

take a truly long-term view we think. 

 

 

                                                           
3
 This was an exercise we introduced several years ago and regularly revisit.  In a nutshell, we present a picture of 

what Citadel would look like if we were to add up the Fund’s exact proportional share of all the profits, assets, and 

liabilities, etc. of the companies it is invested in, as well as its own cash.  In so doing we can see and evaluate the 

valuation of the portfolio as a whole.  
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For example, on a 10 year horizon, what would you rather own? 

 

● a 10 year German government bond yielding 1.43% to maturity, with inflation at 2% or more? 

● a diversified global basket of financially solid companies paying 3.2% dividends, with an earnings yield on 

investment of more than 18%
4
, plus the added kicker that both earnings and dividends will almost certainly be higher 

10 years hence? 

 

This is admittedly one of the more extreme examples, but telling.  Long-term we believe that Citadel’s portfolio 

remains very attractive relative both to equities, and to most other assets.       

 

Some lessons from more than 10 years of investing 

 

With more than 10 years under our belt, investing in some of the most challenging markets in living memory, we 

thought it would be worthwhile to reflect with you on some of the lessons we’ve drawn.   

 

• Dare to follow your convictions 

We’ve always been convinced that any investor worth his or her salt needs a healthy dose of self-confidence.  Value 

investing is inherently an activity which requires conviction.  Buying a deeply undervalued stock is usually only 

possible because many, if not most, other investors take a negative view: hence the valuation.  We think we’ve been 

fairly successful at this.  Indeed many of the biggest winners for the Fund have come from stocks bought in the teeth 

of adversity.  Many times they fell further after first purchasing them, and we steadily bought more as the share price 

sank.  We felt we were right.  We re-analysed and reviewed the cases to make sure we’d overlooked nothing.  Yet for 

all that, we still felt a certain sense of trepidation.  Often-times the best investments are those which are 

psychologically the most difficult to buy.  It is not easy stepping on the gas when the rest of the world is flashing red 

lights.  Generally we’ve managed that and this mindset has worked very well for us.  Where we’ve hesitated, we’ve 

come to regret it.        

 
• Keep an open mind - regularly challenge your assumptions 

This sounds simpler than it is.  It is human nature to cling to what you believe to be true.  And this is doubly true if, 

after long research and analysis, you make a commitment by buying shares in a company.  After-all the seller has a 

different view.  Ultimately you need a strong degree of conviction that you’re right and, by implication, others are 

wrong, if you hope to achieve good returns in the stock market. Those who don’t dare commit themselves usually end 

up owning the index, with only minor fiddling in the margins.  Their long-term results invariably fail to match the 

overall market – if for no other reason than costs.  Still, you can be wrong, and circumstances do change.  We try to 

take a view and stick with it, but don’t shy from holding it up to the light at regular intervals.  And every so often that 

process throws up new insights and, occasionally, different conclusions.   

 

• The sooner you recognise your mistakes and act, the better 

Nobody likes being confronted with their mistakes, yet everybody makes them.  Furthermore, in investing 

determining what is a mistake, and what is not, is not always obvious.  That a stock you own has fallen in price - at 

least in the short-term - is not proof in itself that you’ve made an error.  Many speculators, as opposed to fundamental 

investors, see this differently.  For the investor; however, not recognising a fundamental deterioration in a company or 

its economics is almost always a mistake (illustrating the importance of the point above).  We always marvel in 

reading reports from many of the great investors who dwell far longer on their blunders than on their successes.  The 

willingness to confess to mistakes is a real sign of strength in our view.  We’ve certainly made our share in the past 

decade.  Yet one thing is clear, by recognising and owning up to them quickly, the damage was minimised.  Other 

investors in a stock may share a similar reasoning to yours.  Getting ahead of the curve by timely recognising the 

faults in your reasoning may allow you to exit a stock at a decent price before others clue in.     

 
 

                                                           
4
 This is calculated based on the net after-tax operating earnings of the portfolio companies as a percentage of the net 

amount invested (at current stock prices less net cash).  



Citadel Value Fund annual letter to shareholders 2011/12 6

• Never compromise on the need for a healthy balance sheet 

Regular readers of these letters know of our preference for little or no debt, and overall healthy balance sheets.  It is 

fair to say that we have always stuck to our guns on this point.  And that paid dividends, particularly since 2008 when 

the credit crisis really got going.  We missed numerous blow-ups by simply avoiding companies with excessive debt, 

sometimes despite seemingly attractive valuations.  For all our focus on this issue, we still managed to get broad-

sided in a couple of cases (see below).  This has only reinforced our intent to take no risks on this point.  The siren-

call of leverage is a dangerous one.  Debt works like rocket fuel when things go well.  With rising earnings the shares 

of an indebted company invariably rise far faster than those of the stodgy cash-rich company.  But debt shares another 

characteristic with rocket fuel, its explosive nature when things go wrong.  If there is even a small possibility that debt 

will be a problem, stay away.    

 

• Don’t mix financial leverage with operational leverage 

This wisdom comes to us from a fellow value investor who we greatly respect.  Even though we are very wary of 

debt; sadly, we learned this the hard way.  The positions were small but no less painful for that.  Operating leverage 

refers to the situation of a company where costs are largely fixed.  When sales rise, this propels profits sharply higher 

as costs don’t increase nearly as fast as sales.  Of course the reverse is also true.  And when sales fall even the best of 

management teams finds it a slow and difficult process to reduce fixed costs to make up for the lost sales.  These are 

not known as fixed costs for no reason.  Profits can evaporate in short order.  Financial leverage (i.e. debt) which 

appeared to be easily manageable can then quickly become a problem.  Even stress testing, which we do regularly, is 

an imperfect solution.  Seemingly extreme sales declines can and do occur, and there are legions (thankfully not in the 

portfolio) of examples from the past several years.  No one likes to be in an investment where sales and profits fall 

sharply, but in a debt-free or cash-rich company you have the luxury of being able to wait it out should that occur.  

Cyclical or other downturns eventually reverse themselves and any loss is usually not permanent.  Not so with debt-

heavy firms where creditors may very well pull the rug out from under a company, or force it to take value-dilutive 

actions like share issues at rock-bottom prices.  Steering clear of such companies is well advised, even if the odds of 

danger look remote. 

 

• Don’t forget to sell 

This is a seemingly obvious point, but not always so in practice.  We begin every investment with a clear and 

reasoned view of what we think fair value is.  We try to err on the side of conservatism.  In principle our value 

estimate is also our target price.  Assuming the market eventually shares our view, the stock price begins to increase 

and our target looms ever closer.  With every tick upwards the potential decreases.  The big question soon becomes 

‘how much money should we leave on the table?’ – we never wait for a stock to exactly reach our target (although 

sometimes it happens due to rapid price appreciation or take-over bids).  While our value estimates are just that; 

estimates, they are meant to be a realistic assessment of what a company is worth.  Furthermore, many companies are 

progressively growing their value, sometimes by a lot.  With value growth, a fairly valued company can soon become 

undervalued again.  Yet we are ultimately in the business of investing in deeply, not modestly, undervalued 

companies.  With that in mind, selling a little earlier – without straying from our stance as long-term, fundamental 

investors – is often prudent.     

 

• Be greedy when buying but not when selling 

Time and again we have been reminded how crucial this is.  It is far more important to concentrate on loading up on a 

stock which we think is absurdly undervalued, (a process and the timing of which we control), than to try to sell at top 

prices (which, quite frankly, we have no control over).  A timely example is the Circle K Sunkus acquisition 

mentioned earlier where we were essentially taken out at a bargain price.  Despite not getting anywhere close to ‘fair 

value’, it was nicely profitable thanks to an even lower purchase price.  We’ve had this experience several times.  

Even in normal market action, we are dependent at the end of the day on others to pay what we think a company is 

worth.  Broad stock market movements or company developments can suddenly intervene to prevent you realising 

this.  Luck can intervene in your favour but no sane investor should count on that.  A sufficiently large ‘margin of 

safety’ in the purchase price almost invariably results in a satisfactory result, even if the sales price is not what you 

hoped for, or expected.    
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• If you can’t find anything to buy, there may be something worth selling 

The sheer lack of bargains in the over-all market can be a telling statistic.  And frequently it is an excellent indication 

that many stocks (including possibly those you own) – while perhaps not priced to perfection – are fairly valued.  

Every so often we are stymied in our search for new investments by a real scarcity of deeply undervalued companies.  

Invariably we find ourselves starting to sell quite actively.  It pays at times like those to take a deep, hard look at the 

stocks you own and the values you have ascribed to them.  Most investors (including us) like to think that his or her 

stocks have performed well on their own merits alone.  But it is worth remembering that a rising tide tends to lift most 

boats, including yours.  An honest (re-)assessment of a company’s value may very well lead you to conclude that a 

stock’s potential has been played out, and selling becomes a sensible option.      

 

• Don’t be afraid of cash 

This runs counter to the prevailing wisdom in much of the investment world.  Active investors worry that they will be 

criticised for getting paid while holding cash – and we hear that comment bandied around every so often.  Investors 

also fear missing out on market rallies that will hurt their returns.  As a result of these factors most investors try to be 

fully invested, at all times.  Yet the willingness to hold cash, sometimes for extended periods, is critical to achieving 

good returns.  Cash increases as you sell.  And often the best time for selling is when markets overall are doing well 

and prices are high (see above).  For that very reason these are usually lousy moments to buy.  Trying to match selling 

with buying is therefore pretty much a fool’s game.  As value investors looking for bargain prices on the stocks we 

buy, you know this intuitively.  Cash offers thoroughly unattractive returns but is still a fine place to park funds 

temporarily.  We would rather earn nothing on cash (pretty much today’s reality), than invest in a stock, of which we 

are not convinced, and which might rise, but might also fall.  We know eventually something will turn up, and we 

work hard to ensure it does.  Furthermore, given our purchase criteria, any future investment is likely to be so 

attractive that we would expect to earn back our opportunity loss (if any) multi-fold.   

 

In conclusion 

 

This risked turning into an unusually lengthy letter, so with an eye to sparing you excessive reading, we’ve saved the 

traditional description of a Fund holding for a future letter.  Nevertheless we hope you find the letter an insightful 

one.  As we’ve tried to bring across, we see the future with enthusiasm, buoyed by our confidence in the portfolio and 

the deep-value investment process which has served us well since 2002.    

 

Thank you for your investment in the Fund.  We do our utmost to treat your money exactly as we would want ours to 

be treated.  And indeed as co-shareholders of the Fund our savings are invested alongside yours.   

 

We wish you a pleasant and healthy summer, and will write again at length in mid-December by which time it should 

be clear how the year is turning out.     

 

 

Kind regards, 

 

 

The Board of Directors        June 15th, 2012 

Citadel Value Fund SICAV            

 


