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Investor Letter 9       
 
Dear co-investors,  
 
Wide-spread volatility in European equity markets turned the past quarter into yet another 
research-intensive period. Many companies that had only been on the periphery of our radar screen 
due to valuation moved into interesting price zones; this led us to initiate a variety of due diligence 
and research processes. Especially small caps under €1bn in market cap had corrected sharply. 
While last quarter we reported on our activities in the UK, we spent more time in Italy and France 
this quarter.  
 
 
Section 1:  Performance 
 
Volatility is back.  After European markets saw a phenomenal first quarter 2019, they rose sharply 
in April, followed by a drawdown in May, then reversed with a strong June fueled by hopes of 
dovish central banks in Europe and the US. The Fund exhibited much less volatility1 than the 
markets and rose another 5.15% throughout the quarter bringing YTD performance for the first 
half-year to +12.31%. 
 

▪ ElringKlinger AG. (short position) As global automotive markets stay under pressure ElringKlinger 

is sticking to its optimistic targets for 2019 and is convinced that it is still not necessary to run a 

hardcore restructuring program. It should be clear by now that the big car recovery in China that 

people had hoped for in the second half of the year is not happening. We increased our short on 

ElringKlinger. It paid off so far as shares fell another 10.2% in Q2. 

▪ IWG plc.  In our last letter we had reported about the impressive transaction that the company 

executed in Japan. IWG transferred its Japanese operations at a seller-friendly 15.5x EBITDA and 

will also be earning ongoing franchise fees there going forward. Shares appreciated by 36.7% over 

the quarter. YTD performance of IWG stands at +63.1%. 

▪ IVU Traffic Technologies AG. After the exciting milestones with a large Deutsche Bahn order 

and the strategic 5% stake that Daimler Buses acquired we saw insider purchases from the IVU 

board. Shares rose another 22.3% bringing YTD performance to +79.8%.  This outperformance 

turned IVU into our current largest long position. 

▪ McBride plc. On May 2nd, the company issued its second profit warning for the year and informed 

about the sudden departure of CEO Rik de Vos – the shares are down 34.4% YTD. To stay as 

close as possible we are coordinating with Teleios Capital, an activist fund that holds 28% in 

McBride, and former colleagues from New York that also hold a position in McBride through their 

                                                 
1 E.g. In May MSCI Europe Small Cap and SDAX fell by 7% and 8.9% respectively while the fund fell by only 1.7%. 
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hedge fund. One of the Teleios partners, Igor Kuzniar, joined McBride’s board of directors on June 

3rd to tighten the screws a bit further. McBride’s valuation is attractive on any metric. Many years 

ago the company had already been in the hands of private equity… 

▪ OSRAM Licht AG. on 3rd July, Bain and Carlyle tabled a binding offer at €35/share with shares 

increasing 30% from recent lows.  We had identified Osram as an undervalued asset and took an 

initial position a year ago.  We published an “equity ride” in October hypothesizing a PE take-out 

as a potential catalyst. 

 

Section 2: Portfolio positions 
 
Current top 10 posit ions in the Fund…  
 

Company Weight Sector Country 

ElringKlinger AG (SHORT) 6.2% Industrials / Automotive Germany 

IVU Traffic Technologies AG 5.8% Technology (non-cyclical) Germany 

Frequentis AG 5.2% Technology (non-cyclical) Austria 

Encavis AG 5.2% Energy Germany 

IWG PLC 5.1% Business Services (cyclical) England 

Intertrust N.V. 5.0% Business Services (non-cyclical) Holland 

Brenntag AG 4.8% Business Services (cyclical) Germany 

Polski Bank Komórek Macierzystych S.A. 4.8% Healthcare Poland 

Eurofins Scientific SE 4.5% Business Services (non-cyclical) France 

Greencore Group plc 4.4% Consumer (non-cyclical) Ireland 

 
Important new core positions in the Fund …  
 

Company Weight Sector Country 

Majestic Wine plc 4.3% Consumer (non-cyclical) England 

CareTech Holdings PLC 4.0% Healthcare England 

Guala Closures S.p.A. 2.8% Consumer (non-cyclical) Italy 

 
We had recently published our thesis on Majestic Wine plc in an Equity Ride. If you haven’t read 
it yet, find the link in the footnote2. 
 
CareTech Holdings is an exciting buy & build story in the British care sector. After a rather large 
takeover the company is harvesting synergies. We know the field from the private equity space but 
seldom saw platform companies at such an attractive valuation. 
 
Guala Closures S.p.A. is the newest member of the Fund’s portfolio. This Italian company is the 
world-market leader in safety closures for spirits. The company was held by private equity over the 
past 10 years and went public accompanied by a series of unfortunate events. Guala’s valuation 
dropped by 40% after its listing. We will soon be reporting in more detail about this exciting 
situation. 
  

                                                 
2 http://conductioncapital.com/public/uploads/2019/06/009-Majestic-Wine-2019-06-03-english-FINAL.pdf 
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Section 3: Portfolio valuation  
 
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 in €m 

 Average Median  Average Median  Average Median 

CCA 9.8x 9.1x  12.5x 11.8x        2,684             504    

MDAX 14.6x 9.8x  17.8x 10.8x        8,182          5,286    

SDAX 13.1x 8.5x  15.6x 12.0x        1,811          1,059    

         

Discount         

vs MDAX -32.6% -6.6%  -29.9% 8.5%    

vs SDAX -24.8% 7.5%  -20.3% -2.3%    
 
 
Section 4: Something interesting 
 
We are happy to present a novelty with in our Investor Letter.  Within this sect ion 
we wil l  be reporting insights from our research activities; on the one hand ,  i t shall  
be pract ical and useful for the dai ly work of some of our investors while ,  on the 
other hand,  it  shal l  provide you with an even better understanding of our thought 
processes.   
 
At the moment we are very cautious when it comes to German companies. We find the current 
economic situation unpredictable. The economy’s most important sector, automotive, is facing 
unprecedented challenges and we do not yet see a clear path to their resolution.  
A few numbers to start things off: The sector generated €422bn sales in 2017.3 (The annual report 
for the year 2018 of German Association of the Automotive Industry (VDA) will be released in 
November this year – no, we will not make a joke about the speed of the German car industry 

when it comes to the topic of electrification). That’s 
about 13% of Germany’s GDP. We do believe, 
however, that for several reasons this number 
materially understates Germany’s dependency on the 
sector. This in turn implies that one should be 
somewhat paranoid when investing in Germany. A 
simple example: The pie chart on the left shows how 
Darmstadt-based „machine vision“ company ISRA 
VISION AG presents its customer industry split. At 
first sight, you will find c. 20% automotive exposure 
which is reported (if at all) to VDA as automotive 
supplier revenue. However, during a conversation 
with ISRA last year we found out that to a large 
degree the divisions “metals” and “glass” constitute 

indirect automotive exposure. Because who needs high quality steel and glass inspected by machine 
vision systems? You guessed right, companies that build cars.  
 

                                                 
3 https://www.vda.de/de/services/Publikationen/jahresbericht-2018.html n.b.: VDA names the report for the year 
2017 as annual report 2018. 
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This anecdotal evidence gets support from labor market researchers. They estimate that around 
800,000 people are directly employed in the automotive sector (of a total of 45m working people 
in Germany). Indirectly, however, they believe around 1.8m jobs depend on the sector.4 
 
After the automotive sector mostly gained attention through the number of profit warnings it 
issued in 2018, one might be led to anticipate a recovery or mean reversion. Many auto companies 
spoke about the big Chinese recovery expected in the second half of the year. We don’t see it yet. 
Instead, we are observing signs of an overheating industry. A few days ago, on June 25th, Reuters5 
reported that the British Financial Conduct Authority was looking into car dealerships. After the 
financial crisis, so called PCPs (personal contract purchases) gained great popularity to push car 
sales. The FCA is investigating alleged abuse of these financing instruments. PCPs remind us of 
adjustable rate mortgages during the subprime bubble. You might remember so-called NINJA 
loans (no income, no job and no assets). We will see how it all ends, but when an industry is forcing 
product into the market, we turn very cautious.  
 
Over the past 10 years, OEMs have funded large parts of the necessary capex to manage the 
industry’s growth -- and now electric transformation -- from their suppliers’ wallets.  Many tier one 
suppliers regularly bear capex at 10% of revenue. There are exceptions, but OEMs tend to squeeze 
their suppliers such that at best they earn mid-single digit EBIT margins . It is no wonder that 
suppliers’ net debt has been gradually increasing against what is at best flat cash flows. In a 
borrower friendly, covenant-lite environment this game can be played for quite a while. It is, 
however, a fragile constellation and several highly interesting short candidates have surfaced. 
 

*** 
 
We thank our co-investors for their continuing support. As always you are invited to come by the 
office any time to say “hi” or talk about investments. 
 
 
Best regards, 
 
The CCA Team 
  

                                                 
4 https://orange.handelsblatt.com/artikel/31174 
5 https://uk.reuters.com/article/uk-lookers-probe-fca/lookers-shares-hit-seven-year-low-as-watchdog-probes-

sales-practices-idUKKCN1TQ1W8 
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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. 


