
Performance

In the first quarter of 2009, Sparinvest Global Value de-
clined by 9.87%. The general equity market, as measured 
by the MSCI World Index, fell by 7.79% while MSCI World 
Value and MSCI World Small Cap indices fell by 11.97% 
and 6.27%, respectively. Growth stocks posted a return 
of -3.67%.

In the quarter, we trailed the MSCI World Index by 2.09% 
which is naturally disappointing, but we fared rather bet-
ter against the MSCI World Value. Our Japanese exposure 
helped, but our relative underweight in the US, which 
was the best-performing region, held us back somewhat 
against the MSCI World. On a sector level, our perform-
ance was negatively influenced by financials and industri-
als, particularly our German industrial companies.

Portfolio Composition

At the end of the quarter, the cash position was 6% of 
assets under management. The fund had 104 holdings 
and our ten largest positions accounted for 30.24% of 
the total. During the quarter, we made three new invest-
ments, all listed in the United States but from diverse 
business areas. We bought shares in Fossil, a producer 
and retailer of fashion watches and other accessories. 
We also invested in Travelers, one of North America’s  
largest non-life insurance companies, and AGCO, one 
of the world’s leading makers of agricultural equip-
ment and owner of brands such as Fendt and Massey 
Ferguson.

As discussed in our previous update, we are in the pro-
cess of reducing our high weighting in Japan, although 
we remain extremely positive on our holdings there. In 
general rebalancing of the portfolio, we made additional 
investments in some existing holdings and reduced others. 
We have now exited our positions in Hypo Real Estate 
and Thomson, which are discussed below.
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For further data on the fund, including complete portfolio 
holdings, performance and breakdowns by industry and 
geographical sector, please refer to our website and the 
latest fund factsheet.

Portfolio Valuation

Valuations and indicators of the financial strength of our 
holdings remain extremely encouraging. The average P/B 
in the fund is 0.7 times, with an EV/EBITDA (one measure 
of the price you pay for the earnings power) around 4 
times. Financial gearing is low, with net-debt-to-equity 
of just 16%. We remain confident in the quality of our 
holdings – both in terms of their balance sheets and the 
robustness of their business models. We are convinced 
that the strength and low pricing of our portfolio will al-
low us to generate healthy long-term returns. 

Individual Positions

Rigorous monitoring of our portfolio is an integral part of 
our investment process. We accept that, like all investors, 
some of our investments will be unsuccessful. Indeed, 
this is one key reason for our highly-diversified portfolio. 
During the first quarter, this monitoring led us to sell 
two investments which had suffered under the duress of 
the credit crisis. It is never easy to sell investments at a 
loss, but we consider this pruning of the portfolio vital to 
ensure its future potential. 

Thomson
Sold with loss
Thomson is a French company focused on video, broad-
cast and communications technology. The company 
holds various industry-standard patents for video and 
audio technologies – which give it a stable stream of 
licensing income. Thomson is also involved in network  
television, both at the broadcast end and at the consumer 
end, providing the set-top boxes needed for consumers 
to access the network.

We first acquired shares in Thomson in early 2003, pay-
ing just under EUR 12 a share. The company had low 
debt levels, healthy free cash flows and was cheaply 
valued – both relative to its book value and its long-term 
earnings history.

By early 2008, Thomson’s balance sheet was not as 
strong as it had been, with higher levels of debt and 

goodwill relative to equity than when we invested. How-
ever, we still considered the company to have solid cash-
flow generation power, not least thanks to its continued 
ability to earn licensing income. Nonetheless, it was one 
of the holdings we monitored most closely during the year.

Unfortunately, as the credit crisis unfolded, Thomson 
was hit hard. Under normal credit conditions its debt 
levels might have remained serviceable – but, as rating 
downgrades reduced its access to liquidity, the spectre 
of breached debt covenants arose, and the lack of short-
term funding severely limited its ability to run day-to-day 
operations. Ultimately, we judged that any solution for 
Thomson – such as an extremely dilutive share offer-
ing – would likely be to the further detriment of existing 
shareholders. Thus, we decided to exit our position.

Hypo Real Estate
Sold with Loss
Hypo Real Estate is a German financial company, spe-
cialising in commercial real estate and public-sector fi-
nancing. We originally held shares in Depfa Bank – a 
public-sector finance company – but in 2007, Hypo made 
a bid for Depfa, offering around 40% cash and 60% Hypo 
shares. We voted against this offer, but a majority of 
shareholders accepted. As a result, we became share-
holders in Hypo Real Estate. We decided to hold onto 
this stock until the full year numbers for 2007 provided 
more transparency into the balance sheet.

In early 2008, it emerged that Hypo had some exposure to 
Credit Derivative Obligations – but, although this triggered 
a profit warning, we did not consider that the fundamental 
investment case had been compromised. Indeed, as 2008 
progressed, what hurt Hypo was not these CDOs, but the 
unprecedented tightening of credit conditions. Along with 
many other financial institutions, Hypo found it increas-
ingly difficult to secure sufficient liquidity.

In late 2008 and early 2009, it became clear that Hypo 
would need some form of rescue package – and, in-
creasingly, that this would involve the government taking 
a major stake. Concerned that potential nationalisation 
would render existing shareholdings worthless, we de-
cided to exit our position.

Jens Moestrup Rasmussen
Lead Portfolio Manager
8 April 2009
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