
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 Shareholder, 

 

The first five months of 2017 progressed well for your Fund. Most stock markets advanced from November last year 

until the beginning of March and then moved more or less sideways. In light of the stiff stock market valuations, 

certainly in North America, amalgamated with geopolitical and monetary risks, to us it seems appropriate that after a 

strong performance, stock markets now seem to pause. Citadel performed steadily positive in the January – May 

period. Over 80% of the Fund’s holdings had a positive return. Interestingly, the laggards that hampered performance 

in 2016 drove the performance of 2017. We added a number of new interesting holdings to the Fund that contributed 

as well. As usual we will elaborate on new holdings further on in this letter. 

 

As the Fund closed its books on the financial year as of May 31
st
, 2017, the NAV per share (class P) was EUR 

213.94, up 6.4% relative to December 31
st
, 2016. Since inception the Fund’s return after all expenses stands at 

+113.9%, whilst the World Index gained 109.9% over the same period. This year Citadel celebrated its 15-year 

anniversary in a very healthy condition and true to its founding principles: to protect your capital and render solid 

returns with a risk-adverse portfolio of undervalued companies that have strong fundamentals and healthy balance 

sheets. 
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Citadel Value Fund 
performance since inception to May 31st, 2017

Citadel Value Fund, Class P (+113.9%)

MSCI World Index (EUR, net) (+109.9%)   
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Since YTD 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002

inception 2017

(11-Feb-02)

Citadel Value Fund 113.9% 6.4% -0.1% 12.2% 10.1% 15.1% 12.7% -6.9% 12.9% 36.2% -35.8% -0.5% 9.7% 12.0% 17.2% 17.0% -18.4%

MSCI World Index 109.9% 3.4% 10.7% 10.4% 19.5% 21.2% 14.0% -2.4% 19.5% 25.9% -37.6% -1.7% 7.4% 26.2% 6.5% 10.7% -30.2%

+/- vs. index 4.0% 3.0% -10.8% 1.7% -9.4% -6.2% -1.3% -4.5% -6.6% 10.3% 1.8% 1.2% 2.3% -14.2% 10.7% 6.2% 11.8%

MSCI World Index based on total returns (including net dividends) in Euro

Note: Annual returns are based on Citadel's estimated NAV per Class P share as of Dec. 31st. Percentages may differ due to rounding

Source: European Fund Administration, MSCI 

Citadel Value Fund Performance
(Class P, as of May 31st, 2017)

 
 

The MSCI World Index (including net dividends, in EUR) was up 3.4% year-to-date. We use the MSCI World Index 

as a benchmark because it is a reasonable proxy for the Fund’s opportunity set when making its stock picks. Citadel 

can’t invest in every country that is included in the MSCI index, but its main investment regions (EU, US, Japan and 

South Korea) make up the majority of this index. While we like the fact that so far this year Citadel outperformed the 

World Index by a nice margin, we are first in line to point out that comparing the Fund’s with the benchmark 

performance in any given short-term period is a rather trivial exercise. We do believe, however, that it is important 

that the Fund’s performance can meet or even exceed the World Index performance in the long run, whilst 

maintaining its below-average risk characteristics. To achieve this, we put considerable effort in optimising the 

portfolio’s upward potential and quality. 

 

Broad-based positive performance in the portfolio 

 

Year-to-date, 21 out of 25 positions contributed positively to the Fund’s performance. Most of the non-performing 

holdings of last year showed a strong recovery this year – it is enjoyable that patience and conviction is paying off. 

Next to that, we added four new positions to the Fund, all of which already contributed to the performance. We will 

zoom in on the most important movers. GS Home Shopping has been a holding for a number of years. Operating a 

market leading TV home shopping and e-commerce business in Korea, it has generated a very high return on capital 

and has a rock-solid balance sheet. At the end of last year, we put considerable effort in re-evaluating the 

attractiveness of this company and its markets, which confirmed our positive view. Given its unbelievably low 

valuation of 1x EV/EBITDA at the time for a steady, profitable and high-return company, we increased its weighting 

in the Fund from 4% to 6%. As annual results came in better than expected and GS announced a long overdue share 

buy-back (70% of its market capitalisation was net cash!), the stock price started to appreciate meaningfully, making 

it the largest contributor to the Fund’s year-to-date performance. Hanil Cement has been a laggard in 2016, suffering 

from heavy price competition in parts of its cement business. This year, however, prices have started to rebound, 

which we expect to be an important driver for higher margins. In addition, Hanil announced its intent to acquire a 

majority stake in competitor Hyundai Cement (a pure play cement company), which in our view will help to improve 

the economics of the Korean cement business. At the end of last year, Hanil stock was trading at a ridiculously low 

valuation of 0.6x EV/EBITDA. Although it will pay a much higher multiple for acquiring Hyundai Cement, it will put 

its huge excess cash balance at work in a profitable way and realise business synergies on the fly. 

 

Two of the new fund additions, Berentzen and Philips Lighting, already made it to the top-5 performance contributors 

this year. Berentzen is a German producer of spirits and non-alcoholic drinks, which we added to the portfolio in 

January. It announced strong FY16 results; a continuation of the profit recovery which is now ongoing for more than 

a year. We entered into a position of Philips Lighting shares in December 2016 and raised the position in January 

after the Q4 results proved that management’s focus on continued strong free cash flow generation was paying off. 

The share price appreciated significantly as the company also delivered on its promise to return capital to the 

shareholder by announcing several buy-backs. The share price rally of Molins Plc is also worth mentioning. Molins, 

a small producer of packaging machinery, struggled with a low order intake that impacted FY16 results. With a new 

CEO at the helm since June last year, the focus on optimising sales processes and operations was clearly intensified, 

leading to considerable order intake growth as of Q4. While this fuelled the share price until May, in June (i.e. post 
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Citadel’s balance sheet date) the company announced to divest its tobacco machinery division. The result of this 

transaction is a company owning a net cash balance that exceeds its market capitalisation, while operating a profitable 

business. The undervaluation of the stock relative to its intrinsic value has become even more evident, even including 

the significant payments to the Molins pension fund that continue to burden the free cash flow. 

 

The Fund’s underperformers were two oil services related companies (National Oilwell Varco and TGS) and Village 

Super Market. To start with the latter, Village Super Market had a great year in 2016 and in fact was the largest 

performance contributor to the Fund up until our last semi-annual shareholders letter in December. Given that the 

upside to its intrinsic value had become limited, we significantly reduced the position. This year, we saw once again 

why a ‘margin of safety’ is among the most important concepts of investing. As Village copes with a tough US food 

retail market, its same store sales growth will likely pause this year. This resulted in a stock price drop of 17% year-

to-date. Adjusting our same store sales forecast for the next couple of years, but leaving our longer term conservative 

scenario unchanged, resulted in only a slight decrease in our intrinsic value estimate. With renewed conviction based 

on the increased margin-of-safety, we decided to add again to the position at very favourable prices
1
. 

 

On oil services, the entire sector was hurt by negative sentiment, fuelled by oil price pressure and the ongoing 

production surplus. Having said that, National Oilwell Varco and TGS have experienced the first signs of a demand 

recovery. Both companies have supported their (positive) cash flows with significant cost cutting measures. With the 

mid to long-term view the Fund typically applies, we feel quite comfortable having a selection of specific oil services 

exposure in particular because both companies are positioned to profit from demand that over the long run is only 

loosely tied to oil price levels and have strong balance sheets to endure this tempestuous period in the oil industry. 

 

In summary, the most significant profit contributors since January 1
st
 (15%+ share price movement in local currency, 

including dividends), ranked by their weighted return contribution, were as follows: 

 

 GS Home Shopping (+32.4%) – improved profitability plus a share buy-back at a very low valuation. 

 Hanil Cement (+71.5%) – profiting from a recovery of cement prices and consolidating with competitor 

Hyundai Cement, which will help improve the business economics. 

 Berentzen (+43.2%) – the strong operating performance in FY16 did not go unnoticed. 

 Philips Lighting (+48.4%) – delivering on promises, operationally as well as financially, coupled with 

buying back shares on a large scale. 

 SK Telecom (+23.5%) – growth in net income, profiting from its 20% stake in SK Hynix. 

 Dewhurst (+17.4%) – strong improvement in revenue and operating result. 

 Proto Corp (+28.5%) – better than expected profitability due to increased focus on cost savings. 

 Signaux Girod (+30.9%) – realising a significant earnings recovery in FY16. 

 Molins (+43.6%) – order intake recovered from a low point, resulting in a much better revenue and profit 

outlook. 

 Spotless Group (+19.5%) – shortly after lowering its outlook and announcing a strategic restructuring, it 

became the subject of a hostile take-over bid by an Australian infrastructure services company. 

 

The most significant underperformer (>-15%) was: 

 

 Village Super Market (-16.9%) – temporary decline in like-for-like sales in a tough market environment. 

 

Dynamic start to 2017: exiting some positions in exchange for a number of interesting new cases 

 

During the first months of the year, the Fund exited two top-5 positions that have been part of the portfolio for the last 

six years. Tessi, a French small cap company mainly active in document processing, had enjoyed a strong 

performance in the last few years. The exit valuation was above 8x EV/EBITDA and the Fund pocketed a 141% 

absolute return. Also, we said farewell to arms (pun intended) and sold our stake in BAE Systems. BAE Systems had 

gone through a number of difficult years with subdued spending on defence. It had already started to recover nicely 

                                                           
1 The increase in the position in Village Super Market was done after the May 31st, 2017 balance sheet date. 
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when the election of Donald Trump as U.S. President caused significant tailwind for investor sentiment in the defence 

sector. This momentum propelled the valuation towards 12x EV/EBITDA, which was above our intrinsic value 

estimate. It triggered a decision to sell realising a 117% total return. 

 

We are pleased to share that the continued scanning and analysis process, coupled with Mister Market offering the 

right prices from time to time, lead to several interesting investment cases that were added to the Fund’s portfolio. In 

December and January, we built a position in Philips Lighting. Philips Lighting is a global market leader in 

conventional and LED based lighting systems and lighting electronics. It was spun off from Royal Philips Electronics 

and obtained a separate stock market listing in May 2016. It seemed that the market had difficulties understanding the 

attractiveness of the business. A substantial part of its profits is dependent on conventional lighting, a market that is 

rapidly shrinking. This causes a modest decrease in total revenue. As many investors search for growth, Philips 

Lighting stock seemed to be side-lined. Delving deeper into the case, it became apparent that despite declining 

revenue in the conventional part of the business, the company is able to grow its operating profitability and free cash 

flow. This is the result of a harvest strategy with a sharp focus on maximising cash flows in a declining conventional 

lighting business. This result is accompanied by increasing margins and cash flow in all the other businesses. Despite 

the fact that revenues have decreased so far, the company delivered on all its other promises, particularly growth in 

free cash flow generation and in returning excess cash to the shareholder. Apparently, the stock market has started to 

take notice of this and the share price jumped from €21 to €35 in only five months. Another addition has been 

Berentzen, a German microcap and producer of spirits and non-alcoholic drinks. Its product portfolio consists of 

both branded and white label spirits and non-alcoholic drinks as well as a fast-growing fresh orange juice business. 

After years of subdued results, new management improved the strategic positioning and reinvigorated the sales & 

marketing activities, leading to significant improvements in profitability. We were able to invest at c. 3x 

EV/EBITDA, a very attractive multiple for this type of business. 

 

Portfolio Holdings
(as of May 31st, 2017)

Company Activity % of portfolio

GS Home Shopping speciality retail (TV home shopping network) 7.5%

Pronexus business services (printed & electronic financial documentation) 6.8%

Nongshim Holdings holding co. (Nongshim, packaging, ingredients) 6.0%

Toyota Industries Corp industrial goods (Toyota, forklifts, engines, cars & parts) 5.8%

SK Telecom -ADR- telecommunication services (mobile, broadband, e-commerce) 4.9%

Dewhurst -A- industrial goods (elevator fixtures & controls) 4.4%

Berentzen Gruppe consumer goods (spirits & beverages) 4.4%

Hanil Cement materials (cement production) 4.2%

Ahold Delhaize retail (supermarkets) 4.0%

Daekyo -preferred- consumer services (education) 3.8%

Nakano Refrigerators industrial goods (commercial refrigerators, coolers & displays) 3.6%

Nongshim Co. consumer goods (food & beverages) 3.2%

Independent News & Media media (newspaper & online publishing) 2.9%

Zwack Unicum consumer goods (spirits) 2.7%

Philips Lighting industrial goods (lighting, lighting electronics, lighting systems) 2.6%

Proto Corp. media (internet, magazines & data products) 2.6%

National Oilwell Varco industrial goods (oil field equipment & services) 2.6%

Spotless Group business services (facilities services, laundry services) 1.9%

Village Super Market -A- retail (supermarkets) 1.9%

TGS Nopec industrial services (seismic data) 1.6%

Bijou Brigitte speciality retail (costume jewellery stores) 1.6%

Signaux Girod industrial goods (traffic signs) 1.2%

Molins industrial goods (tobacco & packaging machinery) 0.9%

Cash and other assets & liabilities 18.9%

100.0%  
 

Another Fund addition was Spotless Group, the leading facilities services provider in Australia and New-Zealand. Its 

contract portfolio consists of large long-term facilities services contracts with government related customers next to a 

host of smaller low profitability contracts. Its 30-year engagements providing catering, cleaning and maintenance 



Citadel Value Fund annual letter to shareholders 2016/17 5 

services to various hospitals are examples of its attractive long term contracts. Spotless was amid a fundamental 

strategic restructuring and refocussing of the business initiated by a new management team following reduced profit 

expectations. After announcing another round of reorganisation, the stock plummeted to a very attractive level, when 

taking a longer-term view. Shortly after, another Australian company saw the same opportunity and launched a hostile 

takeover bid on Spotless at a nice premium to the share price at that time. Although we believe that in the mid-term 

Spotless is worth more than the takeover bid, it has been a welcome performance contributor. 

 

The fourth portfolio addition is Independent News & Media, more on which in the next section of this letter. The 

portfolio changes resulted in a net increase to 23 positions. The stronghold of the Fund continues to be based on 

stakes in Europe and Asia. In the US equity market, the Fund currently has only two holdings (Village Super Market 

and National Oilwell Varco), making up c. 6% of invested capital. Ranked by industry exposure, the largest 

concentrations are in industrial goods, consumer staples and industrial services. Cash (net of other assets & liabilities) 

per May 31
st
, 2017 was 18.9% of the Fund’s NAV. While still significant, it has come down considerably from 

almost 25% as per November 30
th

, mainly as a result of the portfolio activity mentioned. 

 

Current portfolio quite attractive –ongoing search for new additions should add further value 

 

After a dynamic half year, we believe that Citadel’s portfolio is in good shape. Some large positions that were fairly 

valued – the result of investments that worked out well – have been sold and replaced by new positions bought at very 

attractive levels. Replacing shares in BAE Systems (valued at 12x EBITDA) and Tessi (8x EBITDA) by stakes in 

GS Home Shopping (1x EBITDA), Independent News & Media (2x EBITDA) and Berentzen (3x EBITDA) has 

improved the upside potential of the Fund and improved diversification. On a ‘see-through’ basis - taking the exact 

proportional share of each portfolio company’s earnings and assets - the Fund is valued at only 4 times last year’s 

EBITDA. This is only a third of the general market valuation!
2
 Notwithstanding their low valuation multiples, the 

portfolio companies generally are profitable, generate positive cash flows, have strong balance sheets and operate 

sound businesses. 

 

Their strong balance sheets have enabled 8 out of 23 portfolio companies to do significant share buy-backs during the 

last half year. We believe this is the right thing to do for any deeply undervalued company, as long as investments in 

its operations do not yield a higher return. In the rare cases that a company is trading at a market capitalisation lower 

than its net cash position, share buy-backs create huge additional value. The arithmetic is wonderful: for each share 

that is bought back at a share price less than the cash per share (i.e. the total net cash & cash equivalents on the 

balance sheet divided by the number of shares outstanding), the net cash per share increases. In these extreme cases, 

companies most likely won’t find more profitable investment alternatives than their own shares. Citadel owns shares 

in three companies trading at a negative Enterprise Value (i.e. with a net cash balance higher than the current market 

capitalisation): Nakano Refrigerators, Molins and Toyota Industries. Nakano bought back 19% of its shares 

outstanding when its shares traded at only 60% of net cash per share. The stock price reacted positively with a 22% 

jump. Interestingly, the undervaluation roughly remained the same after the buy-back! We hope that Molins and 

Toyota Industries will follow suit. Often it is management that feels not too keen on the idea of buying back shares: 

returning capital to shareholders probably feels like throwing in the towel. In our communication with company 

management, we never fail to seize an opportunity to communicate our enthusiasm for share buy-backs. 

 

While we have a high conviction that the current portfolio represents strong upside potential for the coming years, we 

continue to search for interesting new additions in order to put more idle cash at work and to replace holdings as soon 

as they appreciate towards their fair value. We emphasise that we will only add investments that meet the strict 

valuation and quality criteria of the Fund – cash remains the default option with which we feel very comfortable. 

Apart from inflation, which is a real economic damage, losses from holding cash are opportunity losses compared to 

unrecoverable losses if you would feel forced to pay too high a price. An example of a recent investment case that did 

meet our criteria is Independent News & Media, which we will present in the following section. 

                                                           
2 As a reference, the current EV/EBITDA multiple of the MSCI World index (in EUR) is around 12x. EBITDA stands for pre-tax 

operating earnings before depreciation & amortisation. Apologies for those readers who are less familiar with the financial 

vocabulary used. For more information on valuation ratios and the topic of ‘see-through’ valuation please refer to our 

explanations in earlier letters, in particular that of November 2007, available on www.citadelfund.com.  
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Independent News & Media: newspapers revisited! 

Once a multinational media conglomerate loaded with debt, Independent News & Media (INM) has been 

restructured in recent years, becoming a focussed and market leading media publishing company with a strong 

balance sheet. Today, INM is the no. 1 newspaper and media group across the island of Ireland. The company owns 

the leading newspaper titles in the Republic of Ireland as well as Northern Ireland, with a market share of above 50% 

of daily quality newspapers and around two-thirds of the Sunday quality market. After Google and Facebook, INM 

represents the largest advertising platform in Ireland. Adjacent to its newspaper business, INM runs the largest 

wholesale distribution business in Ireland, distributing printed media, books, merchandise and stationary. On the 

latter three categories, the margins are quite healthy. Long-time shareholders of Citadel will remember that it has 

invested in various newspaper companies in the past. But why invest again in a slowly dying newspaper business? 

First of all, it will still take a while before newspapers will have completely disappeared. In the meantime, growth in 

digital revenue models can partly counter the pressure coming from a declining newspaper circulation, in particular 

given INM’s leading market share. Secondly, management is quite focussed on cash generation and has done an 

outstanding job in protecting profitability through continuous cost efficiency measures (a necessity in a secular 

decline business). Importantly, management also made the right strategic decisions. 

 

       
 

Offloading all international activities and restructuring bank debt and pension liabilities allowed the company to 

create a considerable net cash balance, equalling about half its market capitalisation at the end of FY16. The 

newspaper business, although in decline, is in itself still a quite profitable business, with costs being under tight 

control. We estimate INM’s EBIT margin on publishing to be north of 20%. The return on capital (including 

goodwill) for INM was 37% last year. The company generated EUR 27m free cash flow while its Enterprise Value 

stood at 88m. Even with free cash flows set to decline, the company’s net cash balance will surpass its current market 

capitalisation within a few years. Together with a valuation multiple of 2.0x last year’s EV/EBITDA, the merits of 

this case for a deep value fund quickly become obvious.  

 

Aren’t there any risks? Oh yes, the company is still paying a lot of cash to its pension funds (which we have included 

in our intrinsic value calculations). Currently, management is negotiating better terms with the pension trustees. While 

there is no guarantee of a successful outcome, there is no additional downside either in these discussions. A second 

risk is capital allocation, the risk of spending the cash pile on acquisitions. But management appears to care a lot 

about shareholder value creation and has made thrifty use of the excess cash to only do minor acquisitions that made 

sense and that added to sustainable profitability of its core business. In fact, with a growing cash pile and a potential 

lack of larger suitable acquisition candidates, odds are increasing that INM will eventually pay out more of its excess 

cash in the future (again, management is aware of our enthusiasm for share buy-backs!). The third risk is about 

shareholder concentration. The largest shareholder owns 29% of INM, so his future agenda is a relevant question. As 

long as his interests stay aligned with those of other shareholders, there should be no problem. 
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In conclusion 

 

In this letter, we reviewed parts of the portfolio and illustrated our considerations underlying the investment selection. 

We have a high conviction of the significant valuation upside the portfolio of companies has, in which you are a part 

owner. Although index outperformance is never a given, a portfolio consisting of companies that are financially 

healthier than the index average and valued at much lower multiples than the index average should eventually result 

in solid absolute and relative performance. Combined with a focus on capital protection, we believe that Citadel is a 

sensible alternative to an investment in an equity index. In the next 15 years (and hopefully longer!) we will continue 

to do our utmost best to select investments in companies with healthy economic fundamentals that make sense based 

on rock-solid fund principles formulated more than 15 years ago. 

 

Thank you once again for your investment in the Fund and your continuing trust. 

 

 

 

Kind regards, 

 

 

The Board of Directors       June 27
th

, 2017 

Citadel Value Fund SICAV            

 


