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Investor Letter Eight       
 
Dear co-investors, 
 
As of today, the fund is fully invested with unencumbered cash of just 2.8% of AuM.  Including 
the Frequentis escrow account, long exposure is 88.2%, short exposure is 9.7% and net long 
exposure is 78.4% of AuM.  We are increasingly finding interesting investment opportunities at 
attractive valuations both on the long and the short sides. 
 
 
Performance 
   
European equity markets rebounded broadly in Q1’2019 and the fund gained 7.1% in the quarter.  
Today’s NAV represents a >12% recovery from the low point in Q4’18.  Noteworthy Q1 
developments amongst our top five holdings included: 
 

▪ IVU Traffic Technologies.  In Q1, IVU announced strong 2018 results as well as a meaningful 

new contract win with Deutsche Bahn.  Thereafter, Daimler Buses took a strategic 5% stake in 

IVU’s equity.  The shares returned 45% in Q1 contributing 156BP to overall fund performance.  

▪ Fintech Group.  Management began the European roll-out of the Flatex online brokerage business 

in the Netherlands with market-leading offers for cash equities and ETPs.  Flatex is the lowest cost 

provider of European clearing at an estimated €1.44 per transaction.  FTG was up 29.3% in Q1 

contributing 154BP to overall fund performance. 

▪ ElringKlinger (short position) Our prognosis that EK could not afford to continuing paying a 

dividend given declining earnings and increasing leverage was confirmed in Q1 when management 

eliminated the 2018 dividend.  The EK share fell 9.5% in Q1. 

 
Outlook 
 
The macro picture remains mixed.  German PMI ended March at 44.1, the weakest in over six 
years and clearly under the 50 mark, indicating a contraction.  World car sales decreased by c. 5% 
in Q1, attributable to China (-11%) and Europe (-3%).  This was the worst showing in a decade.  
The fund was positioned for this with a 4.5% short position in ElringKlinger.  
 
Perhaps in part due to the many risk elements currently afoot in global markets (Brexit, trade war, 
the inversion of the US yield curve, etc.), Q1 had the lowest European IPO issuance since 2009.  
However, the caution of new issuers created real opportunity for our fund – the ability to secure a 
pre-IPO allocation at a highly attractive valuation in Frequentis AG.  More details below. 

http://www.conductioncapital.com/
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Brexit Angst and the UK opportunity 
 
Early on, we hedged all pound sterling currency exposure.  We also opened a 4.5% position ‘long 
volatility’ to partially hedge against a variety of potential bad macro outcomes.  (This position has 
performed broadly neutral so far.)  But what we find most interesting is the market’s blanket 
aversion to UK equities.  The chart below showcases the valuation of UK equities vis a vis other 
geographies: 
 
 

UK equities have the highest FCF yield and the lowest LTM EBITDA multiple 

 
Source:  Goldman Sachs research; prices as at 28 Feb. 2019 closing 
 
As we see UK equities as generally oversold, we screened the market for fundamental value in 
largely Brexit-proof small- and mid-cap names.  We gradually built positions in seven UK 
companies now representing in total nearly one-fifth of the fund’s AuM as of today: 
  

Company % AuM Thesis 

IWG plc 6.0% 
The global leader in the workspace-as-a-service sector.  Comparable to WeWork (private). 
Harvesting strong cashflows from earlier investments & pivoting to franchising model.   

McBride plc 4.6% 
The leading European private label household products maker and the lowest-cost manufacturer.   
Upside in contract manufacturing.  Management open to MBO following share price fall 

Greencore Group  4.6% 
Market share of c. 60% in UK convenience food preparation and distribution with strong organic 
growth and sticky customer relationships.  No exports and minimal imports 

Majestic Wine plc 1.9% 
Interesting break-up story:  innovative global online platform (‘Naked Wines’) as core; branded 
UK retail chain currently under preparation for sale/auction to PE 

CareTech Holdings 1.0% UK #2 provider of adult and child care services; strong cash flows and compelling valuation 

CVS Group plc  0.9% 
Buy-and-build in the veterinary services space with c. 500 locations.  Acquired 52 surgeries in 2018 
alone.  Non-cyclical with strong growth buoyed by increased pet care spending  

Restore plc 0.8% A physical document management outsourcing provider in the UK running a buy & build strategy 

 
Yesterday IWG plc announced a phenomenal first step in their pivot to a franchising model.  It 
sold its business in Japan at 15.5x EBITDA while retaining lucrative ongoing franchise fees from 
its new local partner.  This transaction serves as a valuation benchmark for IWG as a whole, driving 
the share price up >20% on the news. 
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Valuations 
 
We compare the underlying valuation of the fund’s long portfolio on an EV / EBITDA multiple 
against the MDAX and SDAX below. 
  

 EV/EBITDA NTM  EV/EBITDA LTM  Market Cap 

 Average Median  Average Median  Average Median 

CCA 9,2x 9,2x  10,7x 10,6x        2.940             976    

MDAX 12,8x 9,6x  15,3x 10,9x        7.884          5.176    

SDAX 10,0x 9,1x  16,6x 11,4x        1.805          1.158    

         

Discount         

vs MDAX -27,8% -3,7%  -30,4% -3,1%    

vs SDAX -7,7% 1,5%  -35,6% -7,2%    
 
 
New pre-IPO investment:  Frequentis AG 
 

▪ Market cap at pre-IPO entry price of €18.00 per share:  €216 million 

▪ EV:  c. €161 million (inc. net cash of €55m at YE’18) 

▪ Frequentis position:  5 - 6% of CCA fund AuM once completed (in top five by size) 

Mentioned as “Project Pegasus” in our last quarterly letter, Vienna-based Frequentis is a technology 
solutions provider for command & control centers in civil and military aviation, rail, shipping, 
police, fire and rescue.  Founded in 1947, Frequentis has been at the forefront of technological 
development; it is a global leader in hardware and software for market niches including digital voice 
and data communication for air traffic control.  This oligopolistic sector benefits from extremely 
high barriers to entry as participants must demonstrate a flawless long-term safety record and 
excellent customer references to be allowed to bid for contracts.  Sales, EBITDA and EBT in 2018 
were €286m, €22m and €16m, respectively.   
 
Hannes Bardach, the owner, is seeking a dual-listing on the Frankfurt and Vienna stock exchanges.  
In order to “cold list” the shares regardless of prevailing market conditions, he pre-allocated 20% 
of the equity via a sale into escrow.  Conduction Capital was among the funds invited to participate 
in this confidential process, which included management presentations and a site visit.  
 
When the IPO happens, the pre-IPO investors receive their Frequentis shares from escrow and 
the owner receives the cash.  (The ITF was released on April 9th and demand for roadshow slots is 
“very strong.”)  However, should the IPO not happen before May 2020, the escrow returns 100% 
of the cash to the pre-IPO investors and the shares return to Mr. Bardach.  The negotiated price 
in the pre-IPO round comes at a meaningful discount to the envisaged IPO price, which itself 
carries the standard IPO discount to ‘fair market value,’ currently estimated by brokers at c. €300 
million.  There is also a contractual price protection for the pre-IPO round investors.  Including 
secondary shares to be sold at IPO, free float will be c. 30% on day one. 
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Short positions 
 
An important element of the fund’s strategy is the ability to extract alpha from high conviction 
shorts.  In Q1, we closed two short positions at modest losses (Austrian Post and Voltabox) and 
increased exposure to ElringKlinger and zooplus. Short positions as of today are: 
 

 Company % AuM Thesis 

ElringKlinger 5.9% 
Tier 1 automotive supplier of combustion engine parts including cylinder gaskets.  Investing heavily 
to pivot to EVs (currently <1% of sales).  Declining margins, increasing capex, and increasing 
leverage (>4x and rising).   

zooplus 3.7% 
E-commerce pet food supplier. On the surface, a market with attractive dynamics, but very difficult 
to run profitably.  With food retailers (REWE), physical retailers (Fressnapf) and amazon.com 
attacking, growth is slowing and EBIT remains negative.  Position currently +17% 

 
 
Oh, Gerry.  CCA’s first large short position was in Gerry Weber AG.  We began to build a short 
position in early 2018 at c. €8 per share.  We began to take profits at c. €3 per share and closed our 
position in Q4’2018 with a 57% gain.  In Q1’2019, Gerry Weber declared bankruptcy.  The shares 
are currently trading at €0.50.  Lesson learned:  we exited too soon, especially as the negative 
momentum was gaining force; we could have further staged-out our exit and earned an even higher 
return.  Next time… 
 
We are continuously screening for similar situations and are cautiously confident that we’ve got at 
least one more ‘Gerry’ in the pipeline, if not already in the portfolio.  Our fully invested cash 
position underscores the abundance and diversity of interesting investment opportunities we are 
currently seeing.  We believe that our long-short approach best captures these in the current market 
environment. 
 
 
We thank our co-investors for their continuing support. 
 
Best regards, 
 
The CCA team 
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No Offer or Advice.  The information contained herein has been prepared solely for informational purposes and is not an offer 
to sell or purchase or a solicitation of an offer to sell or purchase an interest in any securities.  CCA reserves the right to change, 
modify, add or remove portions of any content at any time without notice and without liability. Those who access this do so at their 
own initiative.  You acknowledge that the content of this document is for general, informational purposes only and is not intended 
to constitute an offer to sell or buy any securities or promise to undertake or solicit business, may not be relied upon in connection 
with any offer or sale of securities.  We do not provide investment or other advice, and this is not to be deemed a recommendation 
that anyone buy, sell or hold any security or other investment or that you pursue any investment style or strategy.  You should 
consult with your own advisers with respect to your individual circumstances and needs. 
 
No Warranties or Liability.  We are not responsible for any damages that result from your use of this information.  We have 
compiled this in good faith and while we use reasonable efforts to include accurate and up-to-date information, this is provided on 
an "as is" basis with no warranties of any kind.  We do not warrant that the information is accurate, reliable, up to date or correct.  
Your use of this information is solely at your own risk. 
 
Confidentiality.  This information is confidential.  Recipients may not disclose any of this information to any person or use it for 
any purpose other than those permitted by us in writing.  Information in this document is exclusively directed towards professional 
investors domiciled in Germany according to section 31a of the Securities Trading Act (Wertpapierhandelsgesetz – WpHG). 
Investment advice and investment brokerage according to section 1 paragraph 1a No. 1a German Banking Act (Kreditwesengesetz 
- KWG) will be provided for the account and under the liability of BN & Partners Capital AG according to section 2 paragraph 10 
German Banking Act (Kreditwesengesetz - KWG). BN & Partners Capital AG has the required authorisation of Bundesanstalt für 
Finanzdienstleistungsaufsicht (BaFin) according to section 32 German Banking Act. 


