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They’re finding equity bargains 
scarce, but one indicator of mar-
ket sentiment followed by Charles 

de Vaulx and Charles de Lardemelle of In-
ternational Value Advisers is not yet flash-
ing red: “When caution is out the window, 
our funds are not as well liked and we see 
redemptions,” says de Lardemelle. “We’re 
not seeing that yet.”

Investor loyalty at IVA, now with $19.5 
billion in assets, has been well earned. 
Since their launches in October 2008, the 
firm’s International and Worldwide funds 
have respectively beaten their bench-
mark since inception on October 1, 2008 
through January 31, 2014 by 537 and 367 
basis points on an annualized basis.  

Casting a wide net for underappreciat-
ed value, de Vaulx and de Lardemelle are 
finding opportunity today in such areas as 
R&D outsourcing, pharmaceuticals, ho-
tels, casinos and satellites.

You’ve characterized your performance 
goals as “atypical.” How so?

Charles de Vaulx:  Our ultimate goals 
are somewhat atypical for a long-only 
manager in the sense that we have a dual 
approach. We try over a full economic 
cycle to beat our benchmarks, but over 
a shorter 12-to-18 month time frame we 
are absolute-return oriented and focused 
on the preservation of capital. We don’t 
consider those goals mutually exclusive, 
as it’s our clear belief that one of the most 
effective ways to compound wealth is to 
minimize drawdowns. It’s not the only 
way, but it suits our temperament and our 
performance over time would indicate the 
methodology works.

Toward that dual end, what types of busi-
nesses tend to attract your attention?

CdV: Value investing, as Jean-Marie Eveil-
lard used to say, is a very wide tent. At 
one end of the spectrum are those who 
are willing to buy statistically dirt-cheap 
shares of companies of dubious quality, 
while at the other end are those who still 
require a margin of safety but are much 
more willing to pay up for quality. We 
have a preference for quality, which mani-
fests itself in things like strong barriers to 
entry, sustainable earnings power, high 
returns on capital employed, potential 
growth at or better than GDP, and signifi-
cant free cash flow generation over a full 
economic cycle.

That all rarely comes cheap, so we’re 
often trying to take advantage of cyclical-
ity. Think advertising, or temporary staff-
ing, or freight forwarding, or food cater-
ing. These are the types of businesses we 

like, with pricing power, low capital inten-
sity and strong moats, but when economic 
or industry cycles turn, their stocks can 
get sold down to the point where investors 
seem to forget these are cyclical businesses 
and that at one point the cycle will turn 
and things will get better.

Other situations that appeal to us might 
be a case like Sealed Air [SEE], where di-
visions doing well were somewhat hidden 
two years ago by a recently acquired one 
called Diversey, a large European cleaning 
chemicals and services business that was 
performing poorly. As that business has 
improved, the stock has come back nicely. 
We own a stock in France called Teleper-
formance [RCF:FP], one of the leading 
call-center operators in the world. It’s very 
profitable in markets like the U.S., but los-
ing a ton of money in their home French 
market, a situation we believe will not last 
forever. These are typical examples where 
one division or one geography distorts 
things and we try to profit from that. 

We also try to profit from valuation dif-
ferences for similar companies across geo-
graphic markets. We spoke a year and a 
half ago about Astellas Pharma [4503:JP] 
[VII, August 31, 2012], and it remains 
one of our largest positions. The company 
has done a tremendous job in growing its 
intrinsic value through its own R&D and 
intelligent acquisitions. On top of that, to-
tally uncharacteristic for the Japanese, its 
capital allocation has been squeaky clean. 
They’re willing to pay out roughly 50% 
of free cash flow in the form of dividends, 
and whenever cash exceeds 20% of mar-
ket cap they buy back stock. Even with all 
that, the stock [at a recent ¥6,400] trades 
at something like 9.5x EV/EBIT on a trail-
ing basis, and earnings will grow signifi-
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cantly this year. Peers in the stock market 
in the U.S. and Europe trade at more like 
15-16x. Local investors still don’t fully 
understand the company yet – in particu-
lar they focus on EBIT margin as opposed 
to EBITA margin, which is four percent-
age points higher. 

How does your risk aversion show up in 
your research process?

Charles de Lardemelle: For each stock 
we’re looking to arrive at an estimate of 
intrinsic value, which we define as what 
a knowledgeable buyer would pay in cash 
for 100% of the company. But equally im-
portant is defining the worst-case scenario 
value for the stock. Here we basically go 
back in time and look at how bad things 
have gotten with respect to revenues and 
margins during the previous recession, as 
well as with respect to the multiples inves-
tors would pay. We make relevant adjust-
ments if the current situation differs ma-
terially from the past – paying particular 
attention to the current level of financial 
leverage – but the goal of the exercise is 
to quantify our downside if we’re wrong.

There’s no hard rule, but if the result of 
the exercise is that we could face a 25% to 
30% drawdown, we are less likely to go 
ahead. If we do go ahead, we would take 
a smaller-than-normal position. This will 
cause us to miss some opportunities, yet 
hopefully it more often helps us to avoid 
cases where there’s a permanent impair-
ment of value.

How do you define your opportunity set?

CdV: In principle, it’s quite broad. In our 
IVA Worldwide Fund, we can invest any-
where in the world. We can invest in very 
small companies as well as large ones. In 
lieu of equities we can invest in high-yield 
bonds when they provide what we believe 
are equity-type returns. We can hold gold, 
either bullion or gold-mining stocks. And, 
of course, when we can’t find anything 
cheap enough to buy, we don’t hesitate to 
hold cash.

The universe of what interests us at 
any time is much narrower. Though this is 

starting to change, we have not been active 
in emerging markets because we are value 
investors, not investors in high growth or 
glamour. While it was an important por-
tion of the portfolio years ago, we’re find-
ing little to own today in high-yield bonds. 
In equities, our watch list tends to include 
anywhere from 400 to 800 active ideas, 
most of which are names and industries 
that we have invested in over the past 25 
years and meet our definition of quality 
businesses. 

We try to learn new things as well. 
Because of how industries and compa-
nies have evolved, we’re finding more of 
interest in technology, today including 
names like Oracle [ORCL] and Micro-
soft [MSFT]. In Japan, we’ve done very 
well with the stock of Temp Holdings 
[2181:JP], a temporary-staffing company 
that got our attention after investing glob-
ally in the industry over the years in com-
panies like Randstad, Adecco, Manpower 
and Kelly Services. 

We closed our funds to new investors 
in 2011 when we reached $15 billion in 
assets. A primary reason was so we didn’t 
get so big that we couldn’t invest in things 
like smaller stocks or high-yield bonds or 
companies with big insider ownership and 
limited float. Right now in Japan, for ex-
ample, it’s very clear that small stocks are 
much cheaper than large ones. The next 
time the high-yield market takes a beating, 
we want to be able to participate. Going 
after such opportunities if we were man-
aging $50-60 billion in assets would be 
almost impossible.

Describe the effort you make in your equi-
ty research to “recast” income statements 
and balance sheets.

CdL: The goal with all our accounting ad-
justments is to arrive at numbers that best 
reflect true economic reality. This is exact-
ly what a knowledgeable buyer would do 
in assessing what to pay for a company, 
and it’s especially important when invest-
ing in a number of different markets with 
different accounting conventions. 

We look at everything, from deprecia-
tion methodology, to pension liabilities, to 
real estate values, to accounting for minor-
ity interests and joint ventures. If a Japa-
nese shipping company is depreciating its 
assets over seven years when the rest of 
the world does it over 25, we’ll add back 
a portion of that depreciation to operating 
earnings. If the balance-sheet value for an 
Asian company’s headquarters far under-
states its actual worth, we’ll increase the 
value in our analysis. Charles mentioned 
both Astellas Pharma and Temp Holdings 
– in each case it’s rather difficult to deter-
mine how they amortize goodwill due to 
acquisitions, but when you do, you find 
their earnings as reported are substantially 
understated.

CdV: Another important adjustment, for 
somewhat capital-intensive businesses, is 
to understand what maintenance capex 
is as opposed to stated depreciation. It’s 
quite striking in many cases in the gold-
mining or oil-and-gas industries the extent 
to which the cost just to maintain pro-
duction can dwarf depreciation. Not un-
derstanding that can lead to significantly 
overpaying for a stock.

CdL: While U.S. firms may not require 
the number of accounting adjustments 
we make elsewhere, going through the fi-
nancials with a fine-tooth comb is as im-
portant here as anywhere. Charles men-
tioned that we own Oracle, for which 
we believe the market has exaggerated 
concerns about cloud computing. We’ve 
also looked at IBM [IBM], however, and 
see it playing some of the same games that 
a GE or a Tyco played back in the day. 
Cash flows are actually weaker than re-
ported results would indicate. We worry 
that the company is goosing up its top line 
through acquisitions, masking declining 
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businesses. Margins also seem substantial-
ly higher than those of competitors in the 
same businesses, which might not be sus-
tainable over time. We see none of these is-
sues at Oracle, but we’re quite concerned 
about IBM.

You generally don’t put much weight on 
speaking with management. Why?

CdV: When you look to interview a mon-
ey manager, isn’t it first much more im-
portant to know everything you can about 
the firm’s strategy, what its track record is, 
how it communicates and how it allocates 
capital? That’s our approach. There’s so 
much available material out there. If it 
does make sense to meet – and sometimes 
it does – we want to know as much as pos-
sible so that the conversation more reflects 
what the board would be discussing with 
top management. 

CdL: Especially in the Anglo-Saxon world 
where management tends to be compen-
sated with options and speaks from a 
polished script, I have yet to hear from a 
CEO or CFO how the stock is overvalued, 
or how they’ve done a bad job of allocat-
ing capital, or why they see big challenges 
ahead. All of that they won’t tell you – you 
have to find it for yourself. From a time-
management standpoint, we’d argue do-
ing independent research on a company, 
going through the footnotes to try to con-
nect all the dots, is a much more valuable 
use of our time.

You’ve been known to articulate well-
developed macro views. How do they get 
incorporated into your process?

CdV: The cornerstone of our process is 
bottom up, focused on the quality and 
sustainability of the business and how it’s 
currently being valued. But given the im-
portance of cyclicality in many of the situ-
ations we look at, you have to consider 
the macro backdrop. If we believe we’re 
on the eve of a multi-year economic recov-
ery in Europe, that will have a direct bear-
ing on the assumptions we make in valu-
ing companies heavily reliant on Europe.

Are we on the eve of a multi-year econom-
ic recovery in Europe?

CdV: Everyone is getting more excited 
about Europe and things are improving, 
but we are still mindful that European 
banks overall remain undercapitalized 
and bank loans are still declining. Our 
medium- to long-term outlook for Europe 
is tentatively positive, but we would feel 
more comfortable if the banks were better 
capitalized and able to put more money 
to work.

Another direct way I’d mention that 
macro views come into play is in our cur-
rency hedging. Chuck would say it prob-
ably reflects betting on the best house in a 
bad neighborhood, but today as U.S. dol-
lar investors we are roughly 50% hedged 
against exposures both to the euro and the 
Japanese yen.

Equities in emerging markets have been 
less than buoyant. Is that creating invest-
ment opportunity?

CdV: As I mentioned earlier, it’s been dif-
ficult to find quality businesses in emerg-
ing markets at reasonable prices. It’s been 
much easier for us to participate in the 
growth there through developed-market 
companies like Nestle, which earns a sub-
stantial portion of its profits in developing 
countries.

Last year emerging-markets stocks 
were down on average 5%, while mature 
markets were up by 25%. So by June and 
July of last year we started looking more 
closely at a number of emerging-markets 
names. We made our first investment 
at IVA in Brazil, buying Itau Unibanco 
[ITUB3:BZ]. We bought into three small- 
to mid-cap companies operating in China 

but listed in Hong Kong: Springland In-
ternational [1700:HK], Uni-President 
[220:HK] and Digital China [861:HK]. 
In India, we found South Indian Bank 
[SIB:IN]. I wouldn’t at all characterize this 
as signaling a big change in how we look 
at emerging markets, but we are doing 
more work in these areas.

CdL: To give you a sense of the difficul-
ties involved, look at our investment in 
Itau Unibanco. On the one hand, Brazil 
has a nice consolidated banking system, 
where regulators have done a good job 
in making sure banks are disciplined and 
well capitalized. Leverage in the industry 
is relatively low and margins are high. On 
the other hand, though, you’ve seen policy 
makers interfere by encouraging banks 
to lend at lower rates, putting potential 
pressure on net interest margins going for-
ward. Also, just in the time we’ve owned 
Itau Unibanco, the Brazilian economy has 
deteriorated quickly and the medium-term 
outlook for the currency, the real, is highly 
uncertain. There will be opportunity in 
emerging markets, but caution is still very 
much necessary.

As absolute-value investors, what dis-
count to your intrinsic value estimate do 
you require in order to buy?

CdV: We absolutely require some margin 
of safety, but the margin varies. If the un-
derlying company is generating good free 
cash flow, allocates capital well, is organi-
cally growing and has very little downside, 
we might be willing to buy it with only a 
20% discount. Conversely, if the company 
is less attractive on those fronts, has more 
debt than we’d like and is less liquid then 
we’d like, we might require a 50-60% dis-
count. All of that comes into play as we 
size positions as well.

On the subject of position sizing, you typi-
cally hold 100 to 120 positions at a time. 
Why that level of diversification?

CdV: Because we invest on a global basis, 
we prefer a certain level of diversification 
to help protect against poor corporate 
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governance, insufficient disclosure or sim-
ply “unknown unknowns.” But I would 
add that the number of positions we hold 
has nothing to do with trying to match 
the benchmark. Active portfolio man-
agement doesn’t just mean concentrated 
portfolios, it can also mean running di-
versified portfolios that look nothing like 
the benchmark. When we were at SoGen 
Funds and then at First Eagle, that meant 
owning almost no technology or telecom 
in the late-1990s and having very little ex-
posure to banks in the mid-2000s. At IVA, 
it’s included being very light in emerging 
markets over the past couple of years. 

Some argue that in owning 100-plus 
names you can’t really know your compa-
nies. But history has allowed us to test the 
accuracy of our intrinsic-value estimates, 
since roughly 15% of our portfolio com-
panies over the past 20 years have been 
taken over. In those cases, our intrinsic 
values on average have come in about 
10% too low. We may not know every 
detail about every company, but history 
suggests we’re pretty good – even with 
our number of holdings – at zeroing in on 
the four or five issues that really drive the 
value of each stock.

Your largest position by far today is cash, 
accounting for 32% of the IVA Worldwide 
Fund at the end of 2013. Why is that?

CdV: We hold cash when we can’t find 
enough cheap securities that we like, 
which is obviously the case today. Ben 
Graham used to say that even if you had 
assembled a portfolio of what you con-
sidered genuinely cheap stocks, if at that 
same moment the market as a whole was 
fully priced or overpriced, you should 
keep 20-25% of your portfolio in cash or 
liquid bonds. You’re deluding yourself if 
you believe your stocks, however cheap 
they are, won’t temporarily go down when 
Mr. Market decides to correct. When that 
happens, your cash becomes ammunition 
for future bargains.

When we look around the world, we 
don’t see stocks as grossly overpriced, just 
trading at or close to their intrinsic val-
ues. That’s a bottom-up conclusion and 

explains why we have the level of cash we 
do. Why on earth would we justify buying 
names that are fully priced?

We understand why stocks have gone 
up, and we understand why they may go 
up some more. But the recent period of 
what I call rational exuberance in equities 
will likely hit a wall if and when interest 
rates normalize, and – one stock at a time 
– if and when corporate profit margins de-
cline. We are prepared in either case.

Turning to some ideas you do find inter-
esting, describe the investment case for 
Hong Kong & Shanghai Hotels [HK:45].

Thibaut Pizenberg: The company oper-
ates in three main businesses. The Penin-
sula Hotel Group consists of 12 five-star 

hotels worldwide, with 3,300 total rooms 
and an average room rate of more than 
$720 per night. The company owns eight 
of the hotels outright, while the other four 
are joint ventures in which it owns 20% to 
50% stakes. The second business is luxury 
residential properties, mostly located near 
the ocean in Repulse Bay, which is only 
15 minutes from central Hong Kong. The 
third piece is commercial real estate, which 
comprises retail and office rentals within 
large Peninsula Hotel complexes, primar-
ily in Hong Kong, Beijing and Paris.

The company is controlled by the Ka-
doorie family, which owns just over 50% 
of the shares outstanding. The chairman 
of the board since 1984 is Sir Michael Ka-
doorie, one of the ten wealthiest people in 
Hong Kong, whose father Lawrence ac-
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Hong Kong & Shanghai Hotels 
(Hong Kong: 45:HK)

Business: Holding company whose primary 
assets include The Peninsula Hotel chain and 
other commercial and residential properties 
located primarily in Southeast Asia.

Share Information
(@1/30/14, Exchange Rate: $1 = HK$7.767):

Price HK$10.64
52-Week Range  HK$10.38 – HK$14.20
Dividend Yield 1.3%
Market Cap HK$15.98 billion

Financials (TTM): 
Revenue HK$5.30 billion
EBITDA Margin 27.0%
Net Profit Margin  11.9%

Valuation Metrics
(Current Price vs. TTM):

 45:HK  HSI
P/E 10.1 9.9

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
While the company owns world-class hotel and residential properties and is controlled 
by one of Hong Kong’s wealthiest families with a long record of astute capital allocation,   
the market is treating the stock as if time has passed it by, says Thibaut Pizenberg. His 
sum-of-the-parts estimate of per-share intrinsic value, HK$21, is double the current price.

Sources: Company reports, other publicly available information
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quired the Peninsula Hong Kong hotel in 
1928. They’ve proven to be very shrewd 
investors and allocators of capital, the 
types of insiders we’re more than happy to 
invest alongside.

Chuck mentioned earlier the impor-
tance we put on our worst-case-scenario 
valuation, so it might be illustrative to 
start there. For each of the three busi-
nesses we started by looking at what hap-
pened between 2008 and 2009. For ho-
tels, we assume in our worst-case analysis 
that revenues fall 23% from the current 
level and EBIT declines 30%, which is 
what happened in 2009. With residential 
properties, we assume revenue and EBIT 
go down by 6%, also what happened in 
2009. Commercial rentals were resilient, 
with revenues and EBIT falling only 5% in 
the recession, but to be conservative we’re 
using a 15% decline.

For multiples, we assume a per-room 
value for the hotels of 350 times the av-
erage room rate, the lowest we’ve seen in 
comparable M&A cash transactions over 
the past 20 years. For the residential prop-
erties, we assume an EBIT cap rate of 6%, 
which implies a per-square-foot value of 
$700, against more like $1,600 in recent 
transactions. For the commercial rent-
als, we use a 7% EBIT cap rate, at a time 
when comps in Beijing and Hong Kong 
have sold at 2-3% cap rates.

Altogether, after subtracting debt, our 
worst-case scenario would result in a val-
ue of around HK$9.70 per share. That’s 
just 9% below the current share price 
[of HK$10.65]. Given how harsh our as-
sumptions are, that’s an extremely small 
downside.

Walk through how you’re estimating the 
upside.

TP: The sum-of-the parts methodology is 
the same. Using in our intrinsic-value cal-
culation a per-room value of 700 times the 
average room rate – deals for luxury hotels 
have been done at 1,000x – we arrive at 
a value for that business of HK$9.50 per 
share. For luxury residential, recent trans-
actions have been at 2% EBIT cap rates, 
but we use 4%, implying a $1,200 value 

per square foot. That comes to another 
HK$9 per share. We use a 5% EBIT cap 
rate on the commercial properties, which 
yields a value of about HK$4.50 per share. 
Subtract HK$2 per share in debt and our 
sum-of-the-parts value comes to HK$21 
per share, double the current price. 

Why would this be so misunderstood?

TP: We think there are a couple primary 
reasons. I’ve tried to summarize it all rela-
tively clearly, but given the different busi-
nesses and ownership stakes in certain 
properties, this is a very difficult and com-
plicated company to piece together and 
analyze. 

In addition, the flagship Peninsula 
Hong Kong hotel went through a HK$450 
million renovation from January 2012 to 
June 2013, which left 50% of the hotel 
rooms closed on average. That left 10% 
of group EBIT missing, which the market 
doesn’t seem to appreciate is more than 
coming back. Since the renovation was 
completed, room rates at the hotel are up 
22%, to over $1,000 per night. 

CdV: Another factor may be the relatively 
low dividend yield. Hong Kong companies 
traditionally pay out a substantial propor-
tion of their earnings, while this one has 
chosen not to. Over time they have done 
an outstanding job at capital allocation, 
so we don’t mind at all if the dividend isn’t 
so high.

Your next idea, Kangwon Land 
[035250:KS], has a somewhat different 
controlling shareholder.

TP: It certainly does. Kangwon owns and 
operates South Korea’s largest casino, 

which is also the only one at which Ko-
rean nationals can gamble legally. It’s lo-
cated in Gangwon province, about three 
hours east of Seoul. The company came 
public in 2001, but it’s still 47% owned by 
state-related entities.

The history of Kangwon Land is fairly 
interesting. It was established in 1998 to 
boost the economy in Gangwon province 
after the government abandoned a large 
coal-mine operation in the region. In re-
turn for monopoly rights to serve Korean 
citizens, it’s required to pay special taxes 
and fees that support employee welfare 
and promote the provincial economy. 
Despite those added costs, the casino op-
eration is one of the most profitable in the 
world, resulting in company EBIT margins 
in 2013 of 30% and a more than 50% re-
turn on capital employed. People stand in 
line an average of two hours to get in the 
door, and the company, prior to a recent 
expansion, put capacity utilization of the 
property at well over 100%.

What is the market missing here?

TP: For reasons we don’t fully understand, 
the market seems unwilling to recognize 
the upside potential of the capacity expan-
sion that is now coming fully on line. The 
expansion adds 68 table games and 400 
slot machines, which the company says 
at 100% utilization would translate into 
a 40% increase in annual revenue. For 
2014, we assume only 80% utilization of 
the new capacity, which we estimate will 
result in 27% revenue growth and an in-
crease in the EBIT margin to 38%. 

Based on our numbers using those as-
sumptions, the stock today [at a recent 
33,800] trades at an EV/EBIT multiple 
of just 7.5x. Comparable properties in 
Singapore, Macau and Las Vegas trade 
at roughly twice that multiple. Even at a 
12x multiple – the very low end of where 
cash M&A transactions are usually done 
– our intrinsic value is around 50,000 
per share. That includes net cash on the 
balance sheet that is just over 25% of the 
current market cap.

How does the worst-case scenario look?
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TP: This is very important here as well. In 
our worst case, we assume a 25% decline 
in EBIT, resulting from the new capacity 
being utilized at only 50% and from the 
company basically throwing 10% of an-
nual EBIT out the window on loss-making 
regional-development projects and promo-
tion. By the way, that 10% number is not 
far from what’s happened in the past, but 
the government starting in 2012 stopped 
asking the company to spend on such ex-
traneous projects. For our worst-case, we 
assume they return.

For a multiple we use 8x EV/EBIT, the 
lowest we’ve seen in M&A transactions 
over the past 20 years. On the lower EBIT, 
that would result in a worst-case share price 
of 30,000 – again, very limited downside 
given the harshness of the assumptions.

CdV: I’d add just one thing, concerning 
the currency. The Korean won has been 
very strong against the dollar. To guard 
against that reverting, we recently hedged 
the currency to the tune of 50%. Interest 
rates are quite low, so the cost of the hedge 
is minimal.

From Asia to Europe, describe the oppor-
tunity you see in France’s Alten [ATE:FP].

Maureen Levelis: Alten employs more 
than 14,000 engineers that work on-site in 
client R&D departments on an outsourced 
basis. It’s an industry somewhat particular 
to Europe, where because companies can 
be so restricted in reducing headcount, 
they value the flexibility that comes with 
outsourcing even highly skilled jobs.

More than 60% of the company’s busi-
ness today is in France, with most of the 
rest elsewhere in Europe. It’s well diver-
sified across industries, with banks and 
financial services, telecom, aerospace, 
autos and energy accounting for between 
14% to 19% of the customer base. The 
overall R&D-outsourcing market in Eu-
rope – which the company estimates gen-
erates €22 billion in annual revenue – is 
highly fragmented, with Alten the #2 in 
the industry, just behind another French 
company, Altran, which has around a 6% 
market share.

Is this a growing industry?

ML: Market penetration appears to be 
increasing. In France, for example, 14% 
of companies outsourced some portion of 
R&D in 2000, while that number today 
is over 20%. Overall, Alten believes the 
market will grow at 5-6% annually, which 
we consider reasonable.

The company also has the potential to 
grow by acquisition. It currently has net 
cash on its balance sheet and has so far 
proven disciplined in buying small con-
sulting businesses to expand in various 
geographic or vertical markets. Just last 
month it finalized four deals that will add 
720 consultants and roughly €80 million 
in annual revenue.

With the shares at €33.25, how are you 
looking at valuation?

ML: Given that broader-based IT consul-
tants like Accenture trade at up to 15x 
EV/EBIT and at almost 2x sales, we think 
it’s conservative to value the company at 
10.5x EBIT on an enterprise-value basis 
and 1x revenues. That gives us an intrinsic 
value of €39. 

Is that an adequate margin of safety from 
today’s price?

CdL: In today’s environment, we believe 
it’s adequate to hold. Alten is a higher-
quality business than it seems to get credit 
for – it’s not quite an Accenture, but it 
performs very well through the bottom 
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Kangwon Land   
(Seoul: 035250:KS)

Business: Partly state-controlled owner and 
operator of South Korea’s largest casino/ho-
tel resort, the only one at which the country’s 
citizens are allowed to gamble.

Share Information
(@1/30/14, Exchange Rate: $1 = 1,080ܔ):

Price 33,850ܔ
52-Week Range 37,000ܔ – 25,750ܔ
Dividend Yield  2.2%
Market Cap 7.24ܔ trillion

Financials (TTM): 
Revenue 1.34ܔ trillion
EBITDA Margin 39.2%
Net Profit Margin 23.7%

Valuation Metrics
(Current Price vs. TTM):

 035250:KS  KOSPI
P/E (TTM) 22.1 18.7

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
The market has been surprisingly slow to assign value to the revenue and profit growth 
expected from the company’s newly expanded casino operation, says Thibaut Pizenberg. 
Assuming 27% revenue growth this year and expansion of already-high EBIT margins 
to 38%, he estimates intrinsic value per share at nearly 50% above today’s stock price.

Sources: Company reports, other publicly available information
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of a cycle. It’s not exposed to cheap off-
shore competition from places like India. 
Unlike traditional temporary staffing, it 
also has more growth upside. With organ-
ic growth, some acquisitions and maybe 
some share buybacks as cash builds up, 
a 10% annual compounding of intrinsic 
value is certainly achievable.

I’d be more concerned about owning 
this stock at a small discount if we were at 
the top of the economic cycle in Europe, 
which we don’t believe is the case. As the 
broader economy improves, especially 
if Alten continues to be successful in ex-
panding outside of France, there’s plenty 
of upside here from both earnings growth 
and multiple expansion. We believe the 
intrinsic value of Alten will continue to 
compound nicely over time.

Satellite-company Eutelsat [ETL:FP] ap-
pears to nicely fit the IVA mold. Why is 
the stock interesting today?

Adam Ackerman: Eutelsat does have the 
type of stable, high-quality and low-risk 
business model we like. It operates and 
leases out a fleet of 23 communications 
satellites that are in fixed, geo-synchro-
nous orbit 22,000 miles above the earth. 
Such satellites are well suited for trans-
mitting video – roughly two-thirds of rev-
enues come from television-service pro-
viders – and for the transmission of data 
through broadband Internet access.

Unlike in the U.S. where wireless spec-
trum is auctioned off to the highest bidder, 
the orbital slots for geosynchronous sat-
ellites were allocated long ago by a regu-

latory body operating under the United 
Nations. The slots were more or less free 
and the rights to them basically perpetual. 
To us, the perpetual rights Eutelsat and its 
peers have result in a business model simi-
lar to owning high-quality commercial 
real estate in an attractive city center. 

The economics are quite compelling. 
Satellites cost €200-225 million to build, 
launch and insure, a process that takes 
about two years. They then spend roughly 
15 years in the sky, with transponder ca-
pacity leased out under average contract 
lives, for video, of around 7.5 years. 

Since the company went public in 
2005, revenues and EBITDA have grown 
at an annual rate of 7% and the EBITDA 
margin – even through the financial crisis 
and the Euro crisis – has been in a very 
tight 77-79% range. After subtracting 
annual maintenance capital spending to 
refurbish and upgrade the fleet, operat-
ing margins are still 45-50%. Return on 
capital employed, after our adjustments, 
has historically been in the high-teens or 
low-20% range, a further testament to the 
quality of business.

Describe the competitive environment.

AA: There are three large players in the 
industry, with Eutelsat ranking third glob-
ally behind SES, based in Luxembourg, 
and Intelsat of the U.S. But market shares 
differ by the regions in which they com-
pete: Eutelsat is #1 in Europe, for ex-
ample, where it generates nearly 70% of 
its revenues and has 37% market share. 
Its expansion efforts have been focused 
primarily on Africa, the Middle East and 
Latin America, where it just completed 
the acquisition of Satelites Mexicanos for 
around $1.1 billion.

In general, the competitive dynamics are 
positive. The last time the supply/demand 
balance and pricing got out of whack was 
in the early 2000s, but we consider that 
far less likely today with the global market 
having consolidated to three well-run and 
shareholder-focused competitors.

What’s amiss that might be dampening en-
thusiasm for the shares?

Alten 
(Paris: ATE:FP)

Business: Provider of engineering staff – on 
an on-site, outsourced basis – primarily en-
gaged in research and development capaci-
ties for large European enterprises.

Share Information
(@1/30/14, Exchange Rate: $1 = !0.738):

Price !33.25
52-Week Range  !25.40 – !36.01
Dividend Yield 3.0%
Market Cap !1.10 billion

Financials (2012): 
Revenue !1.20 billion
Operating Margin 10.7%
Net Profit Margin  6.5%

Valuation Metrics
(Current Price vs. TTM):

 ATE:FP  CAC
P/E 14.1 13.8

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
The company’s resilience through the cycle and growth potential in a fragmented and 
organically – and potentially cyclically – growing industry is currently underappreciated 
by the market, says Maureen Levelis. She estimates today’s intrinsic value at €39 per 
share and over the medium term believes that value can grow at a low double-digit rate.

Sources: Company reports, other publicly available information
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AA: Revenue growth has slumped to 
2-3% annually from the 7% historical av-
erage, and capacity utilization is currently 
at 74%, from the more typical high-70s or 
low-80s. That’s a function of several small 
pressures, such as the timing of capac-
ity launches, slower-than-expected uptake 
for a new consumer-broadband initia-
tive, pricing issues in Germany and slack 
demand from the U.S. military. None of 
those should cause lasting trouble and 
we’re comfortable that revenue growth 
will return to more normal levels. Eutel-
sat’s transponder capacity is expected to 
grow 22% over the next three years, while 
the contracted backlog of future business 
today is €5.4 billion, 4x the annual rev-
enue run rate.

How cheap do you consider the shares at 
today’s price of €22.80?

AA: Our intrinsic value today, using an 
EV/EBIT multiple of 13.5x, is €26.25. 
That’s 15% above today’s price and on 
top of that we’re earning a dividend yield 
on last year’s payout – which we expect to 
increase in 2014 – of 4.7%.

This is reminiscent of a very success-
ful investment we made in a slightly dif-
ferent satellite company called Inmarsat 
[ISAT:LN], which also was going through 
a growth slowdown prior to an increase in 
capacity. The valuation went up substan-
tially even in advance of the resumption 
of revenue growth. We’re hoping this is a 
replay of that same playbook. 

Turning to the subject of gold, your posi-
tion in it today appears to be smaller than 
usual. Why?

CdL: We will own gold because we believe 
it can provide a good hedge against infla-
tion – as well as against deflation, inciden-
tally. It can also help mitigate currency de-
basement over time. Our allocation today 
is around 3%, all in gold bullion.  

In terms of what’s driving our tactical 
allocation, we would argue the Federal 
Reserve slowing its purchases of Treasur-
ies and mortgage-backed securities at the 
same time the European central bank is 
shrinking its balance sheet is not bullish 
for gold near-term. In addition, if you look 
over fifty years of history at metrics like 
how many ounces of gold it takes to buy 
a house or how many hours you need to 
work at median wage to buy an ounce of 
gold, in each case a reversion to the mean 
argues for sub-$1,000-per-ounce gold. But 
given the amount of leverage in the global 
economy, we still believe some allocation 
to gold at these prices makes sense.

Devastated gold-mining stocks haven’t 
caught your eye?

CdV: Anything that goes down in price 
catches our eye. But the sad reality is that 
production costs for gold miners have gone 
though the roof over the past ten years 
and will be very difficult to reduce. For 
most gold-mining companies the total cost 
to extract an ounce of gold today, includ-
ing capex, is $1,100 to $1,200 an ounce. 
With gold at $1,250 per ounce, there isn’t 
much margin to work with. I won’t deny 
that some gold miners are cheap, but be 
very mindful of the downside.

Stockpickers often contend it’s a “stock-
picker’s market,” as you have of late. Why 
do you think that’s so?

CdV: Part of it is just a function of eq-
uity correlations coming way down, an 
environment that clearly puts more of a 
premium on one’s ability to analyze indi-
vidual industries and markets and who the 
winners and losers will be.

Eutelsat 
(Paris: ETL:FP)

Business: Global owner and operator of a 
fleet of satellites whose capacity is leased 
primarily to providers of television, radio, 
Internet and mobile communications services.

Share Information
(@1/30/14, Exchange Rate: $1 = !0.738):

Price !22.83
52-Week Range  !20.41 – !28.15
Dividend Yield 4.7%
Market Cap !5.03 billion

Financials (FY ending 6/30/13): 
Revenue !1.28 billion
Operating Margin 77.5%
Net Profit Margin 27.6%

Valuation Metrics
(Current Price vs. TTM):

 ETL:FP  CAC
P/E 14.1 13.8

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
The company has exactly the high-quality and low-risk business model IVA likes, says 
Adam Ackerman, but faces temporary pressures that appear to be unnerving the market. 
As new transponder capacity comes on line and revenue growth returns to normal levels, 
he would expect the share price to rebound to at least his €26.25 intrinsic value estimate.

Sources: Company reports, other publicly available information
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It also reflects our belief that one of 
the biggest analytical challenges facing 
investors over the next few years is divin-
ing the path of corporate profit margins, 
which in the U.S. and around the world 
are at very high historical levels. In which 
industries and companies will those mar-
gins be maintained, and in which ones are 
they most at risk? Investors that are best 
able to discern the sustainability or vul-
nerability of competitive advantage on a 
company-by-company basis are likely to 
come out way ahead.

One could imagine launching IVA shortly 
before the financial crisis would have been 
terrible timing, but that turned out not to 
be the case. Was that all part of your mas-
ter plan?

CdV: We’ve always said that minimizing 
drawdowns was a primary key to success, 

but people don’t always want to hear it, 
especially when markets are going up. It 
turned out we were lucky to prove that 
out of the gate, and for this notion of win-
ning by not losing to start resonating with 
more and more individual and institution-
al investors.

If you look over the past five years – 
from January 1, 2009 – our Worldwide 
Fund has trailed the index. But when you 
add in the first quarter of the fund’s exis-
tence, Q4 of 2008, we trounce the index. 
Again, winning by not losing.

One thing that’s difficult about being 
a value investor as we are is that over a 
full economic cycle, roughly two-thirds of 
the time we look bad because we lag our 
benchmarks. Only one third of the time 
do we shine, and we end up shining over 
the whole period. You need clients who 
get that, which we have, but your ego has 
to be prepared for that as well.  VII
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