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27 April 2013 

Important note to our investors and other readers:  
 
Elevation Capital’s Quarterly Investor Reports are designed to inform our investors about recent portfolio developments and provide our views of the 
market environment. Our reports are not investment recommendations for the general public. Please read the disclaimer at the end of this 
document in its entirety. Elevation Capital Management Limited (as Manager of the Elevation Capital Value Fund) may also trade in and out of any 
position discussed and undertakes no duty to update anyone, except to the extent we are required to make filings with any market regulator. 
Investors who chose to take action based on our investment ideas do so at their own risk. 
 

 Market Review: 
 

	  
Figure 1 - Recent Barron's covers that highlight investors’ increasing bullishness on equity markets 

 

The Elevation Capital Value Fund had a very strong start to the year (+8.78% in Q1 2013 vs. the Fund’s benchmark 
(MSCI World Value Index +2%) +6.21%) driven by strong underlying stock performance plus mergers and acquisitions 
(“M&A”) within the portfolio (specific stocks detailed below). The Manager also announced (and paid) as at 31 
March a 2.5 cents per unit distribution to all Unitholders. This equated to an annual yield of 2.10% as at 31 March 
2013.  
 
As the Barron’s covers from Q1 2013 (above) indicate, there is increasing bullishness on stocks. We have also 
detailed some quotes from Warren Buffett (above) which serve to remind investors (and ourselves) that we must all 
continue to focus on the fundamentals of each individual stock which we own and their respective underlying 
merits. Focusing solely on what the herd is doing/thinking is largely an exercise in futility and while we are not 
oblivious to the global environment and its challenges, we continue to focus on each underlying franchise, balance 
sheet, dividend stream and special situation & potential catalyst/s.   

Key Performance Data 

Q1 2013 Net Return +8.71% 

CY 2013 Net Return +8.71% 

Return Since Inception +21.93% 

Funds Under Management NZ$ 13.08 million 

Unit Price NZ$ 1.1833 

 

Top 10 Holdings 

Security 
% of 

Portfolio 
Security 

% of 
Portfolio 

Kirin Holdings Co Ltd 3.08  Leucadia National Corp 2.75  

Nestlé SA - Reg 2.98  Smith & Nephew Plc 2.63  

Heineken Holdings NV 2.93  Chesapeake Energy Corp 2.61  

Vivendi 2.83  Molson Coors Brewing Co - B 2.57  

Pargesa Holding SA - BR 2.79  Vealls Limited - Capital Share 2.53  

	  

 “We have no idea - and never have had - whether the market is going to go up, down, or sideways in the 
near- or intermediate term future.”  

“We simply attempt to be fearful when others are greedy and to be greedy only when others are fearful.” 

Warren Buffett, Chairman's Letter - 1986 - Berkshire Hathaway, Inc. 



	  

Fund Review: 
Below we have detailed the five largest contributors/detractors from Fund performance during Q1 2013: 
 

Contributors Q1 2013 Detractors Q1 2013 

Satara Co-Operative Group NZ Nokia Corp – ADR Finland 

Kirin Holdings Co Ltd Japan Kirkcaldie and Stains Ltd NZ 

Dell Inc. US Petroleo Brasileiro SA – ADR Brazil 

Heineken Holdings NV Netherlands Laurent-Perrier Group France 

Chesapeake Energy Corp US Vivendi France 

 

M&A was a key feature of the Q1 2013 in the portfolio, with the following stocks receiving bids/takeover offers or 
successfully closing announced mergers: 
 

          
 

We are particularly pleased to consummate our exit from Satara Co-operative Group Limited given our long-
standing and (at times) public battle with the Board and past management over the history of poor capital 
allocation and governance within the Company. Satara (to us and should to others) serve/s as a lesson of the 
caution required with the risks of agriculture (via disease) and, despite the presence of a strong tangible asset base, 
the ever-present risks of poor management with little regard to shareholder (investor) returns.   
 

The table below highlights how we have shifted our portfolio focus over the past 12 months from small capitalisation 
companies (with a bias to NZ and Australia) to a more concentrated portfolio of global large capitalisation 
companies. This shift has been driven by, our desire to own a portfolio comprised of high quality stocks that are 
market leaders, low-cost producers, companies with pricing power, with strong balance sheets and the ability to 
self-fund growth (e.g. Nestle, Heineken Holdings, Kirin, Molson Coors) and what can also be classified as special 
situations (e.g. Kirkcaldie & Stains, Monster Worldwide, True Religion, Starz, Vivendi.) 
 

 31 March 2012 31 March 2013 

Price to Book 0.88x 1.11x 

Dividend Yield 3.1% 3.0% 

Cash Level 16.2% 25.2% 

Number of Holdings 99 48 

Number of Countries 18 12 

% Holdings in Australia & NZ 26% 6.4% 

Weighted Market Cap NZD 3.2 billion NZD 15.4 billion 

Top 15 Holdings 35.2% 39.6% 

Top 10 Holdings 

Vealls Ltd – Capital Share  8.4% Kirin Holdings Co Ltd 3.1% 

Satara Co-Operative Group 3.4% Nestlé SA 3.0% 

Guinness Peat Group PLC 2.5% Heineken Holdings NV 2.9% 

Pargesa Holding SA 2.3% Vivendi 2.8% 

Smith & Nephew PLC 2.1% Pargesa Holding SA 2.8% 

Staples Inc 2.0% Leucadia National Corp 2.8% 

Colonial Motor Company Ltd 1.9% Smith & Nephew PLC 2.6% 

Kirkcaldie and Stains Ltd 1.8% Chesapeake Energy Corp 2.6% 

Yahoo! Inc 1.7% Molson Coors Brewing Co 2.6% 

Vivendi 1.7% Vealls Ltd – Capital Share 2.5% 



	  

There are several other points which investors (and prospective investors) should be aware of with regard to the 
Fund’s portfolio: 
 
(i) The Manager trimmed/reduced a number of positions into Q1 2013 market strength (detailed below). We 

also increased holdings in those stocks where we felt the market was underestimating future prospects (also 
detailed below):  

 
Reduced Positions  Increased Positions 

Stock Domicile  Stock Domicile 

Société des Bains de Mer France  Kirin Holdings Co Ltd Japan 

BP PLC – ADR UK  Encana Corp Canada 

Chesapeake Energy Corp US  Kirkcaldie and Stains Ltd NZ 

Cisco Systems, Inc. US  Monster Worldwide, Inc. US 

GAM Holding AG Switzerland  Penn West Energy Canada 

Heineken Holdings NV Netherlands  Vivendi France 

Leucadia National Corp US    

Nestlé SA - Reg Switzerland    

Nokia Corp – ADR Finland    

Pargesa Holding SA – BR Switzerland    

Reading International - Class B US    

Smith & Nephew PLC UK    

Molson Coors Brewing Co – B Canada    

Vealls Limited – Capital Share Australia    

Yahoo! Inc, US    

   
(ii) Portfolio concentration in global stocks has increased during the past year which is reflective of the number 

of positions decreasing from 99 to 48 and the average market capitalisation increasing from NZ$ 3.2bln to 
+NZ$ 15bln; 

(iii) As a direct result of this shift in the portfolio, liquidity has greatly improved (this was a past criticism of the Fund 
and Manager) which we felt was somewhat misplaced and is clearly misplaced if it remains the perception 
today; 

(iv) The Manager continues to maintain a conservative cash position which affords us both opportunity but also 
allows us to deal with fund inflows / outflows without incurring unnecessary transaction costs and portfolio 
turnover (which are both the enemy of the investor). As at 31 March 2013, cash accounted for 25% of the 
portfolio; 

(v) When one considers the current portfolio, the historical average cash balance (+30% average since 
inception), currency hedging position (NIL) and the historical cumulative returns, the Fund offers current 
investors (and potential investors) in our opinion a very attractive risk/reward proposition for an investment in 
global equities and special situations. 

 

The Fund acquired new positions in the following stocks during Q1 2013: 
  

                 
 
 
Coach, Inc.:  was founded in 1941 as a family-run workshop in a Manhattan loft. The Company is now a global 
luxury goods manufacturer and retailer. As of June 30, 2012, there were over 500 Coach stores in the United States 
and Canada, and over 300 directly operated locations in the UK, Japan, China, Singapore, Malaysia, South Korea 
and Taiwan. Beyond the Company’s direct retail businesses, Coach has also built a strong presence globally 
through Coach boutiques located within select department stores and specialty retailer locations in North America, 
and through distributor-operated shops in Asia, Europe and Latin America. In 1999, Coach launched its on-line store 



	  

at www.coach.com and currently offers its products on-line in three countries: the U.S., Canada and Japan, with 
informational websites in 20 other countries. 
 
The Fund acquired its position in Coach after the market became despondent on its growth forecasts and 
increasing competition from the likes of Michael Kors. This is despite the Company having repurchased ~25% of its 
share on issue in the last 5 years and still having close to US$ 1bln of net cash on its balance sheet. The Company 
continues to generate significant free cash flow each year (+US$ 1bln in FY2012) which it can reinvest in its global 
footprint or continue to repurchase shares. 
 

The Fund opportunistically acquired its position (1.02% of FUM as at 31 March 2013) in Coach at a cost of US$ 48.23 

[Last sale: US$ 57.42 - 26 April 2013.]  

 

MetLife, Inc.: Founded in 1868, MetLife is a leading global provider of insurance, annuities and employee benefit 
programs, serving 90 million customers. Through its subsidiaries and affiliates, MetLife holds leading market positions 
in the United States, Japan, Latin America, Asia, Europe and the Middle East.  
 
The company appears to trade at a deep discount to other major insurers, and a discount to its historical valuation. 
In our assessment, MetLife’s balance sheet is sound with cash at US$ 15.7bln versus long-term debt at US$ 26.5bln as 
at 31 December 2012. The Company has also recently divested its banking subsidiary (to GE Capital) and is in 
negotiations with the US Treasury to have itself excluded as being “systemically important” which would allow the 
Company to return excess capital to shareholders. Recently, the Company also made a strategic and opportunistic 
acquisition in Chile of AFP Provida, which has very attractive long-term demographics and a sound rule of law 
(relative to other “emerging markets”). This US$ 2bln acquisition was internally funded and compares very 
favourably in price terms to Principal Financial Group's recent acquisition of Cuprum a leading Chilean pension 
company. As a result of the current low interest rate environment and uncertainty about the Company’s future 
ability to accelerate capital returns to shareholders via share repurchases and or other mechanisms for capital 
return, MetLife trades at a steep discount to book value, which was US$ 57.03 per share as at 31 March 2013. 
Despite on-going negotiations with the US Treasury, the Company recently increased its dividend by 49% from US$ 
0.185cps to US$ 0.275 per quarter (previously the Company only paid an annual dividend).  
 
The Fund opportunistically acquired its position (0.87% of FUM as at 31 March 2013) in MetLife at a cost of US$ 36.96 

[Last sale: US$ 38.53 - 26 April 2013].  

 

Scholastic: Scholastic Corporation is the world’s largest publisher and distributor of children’s books and a leader in 
educational technology and related services and children’s media. Scholastic creates quality books, print and 
technology-based learning materials and programs, magazines, multi-media and other products that help children 
learn both at school and at home. The Company distributes its products and services worldwide through a variety 
of channels, including school-based book clubs and book fairs, retail stores, schools, libraries, on-air, and online at 
www.scholastic.com. The Company has the exclusive US publishing rights for the Harry Potter and The Hunger 
Games book series. 
 
Currently, the stock is trading near its book value, as investors are worried about the constrained educational 
spending by schools/parents and the secular changes to the publishing industry. Our current view is that the 
Company’s strong economic moat in school publications, and its ability to sign blockbuster franchises provides the 
company with a sustainable long-term earnings profile (with growth), which will not disappear overnight. 
Additionally, the Company has a net cash position.  
 
The Fund established its position (0.67% of FUM as at 31 March 2013) in Scholastic at a cost of US$ 27.99 [Last sale: 
US$ 26.66 - 26 April 2013]. 
 
Starz: is a leading integrated global media and entertainment company with operating units that provide premium 
subscription video programming on domestic U.S. pay television channels (Starz Networks), global content 
distribution (Starz Distribution) and animated television and movie production (Starz Animation), www.starz.com. 
 
 
 
 
 



	  

We are huge fans of John Malone, the Chairman of Liberty Media, who was the driver behind the spin-off of Starz 
from Liberty Media. Mr. Malone has a proven successful track record in the industry, and in tax-efficiently 
generating shareholder value for himself and those who invest with him. The medium term catalyst for this stock is 
the potential for the Company to be taken over by various potential media partners such as Disney, Sony, Comcast 
etc. We consider this investment another special situation. 
 
The stock price moved up quickly as the Fund established its initial position in Starz in early February (0.50% of FUM as 
at 31 March 2013) at a cost of US$ 16.71 [Last sale: US$ 23.91 - 26 April 2013]. We hope to get the chance to add to 
this position opportunistically on any market weakness. 
 

True Religion: is a jeans company, founded in 2002 by industry veteran Jeffrey Lubell. The founder, chairman and 
chief executive officer built the brand based on the principles of quality, American-made authentic denim with 
timeless appeal and a vintage aesthetic. It was an instant favourite for everyone from fashionable stay-at-home 
moms to über-celebrities such as Angelina Jolie, Jessica Simpson, Megan Fox, Kate Hudson and Jennifer Lopez as 
well as a myriad of stylish male stars. True Religion is currently sold at 125 standalone stores worldwide and is 
distributed to 50 countries on six continents. The company went public in 2003 and is listed on the NASDAQ. 
 
The Company’s stock price dropped 40% in 2012 as the Company had two negative quarterly earnings surprises. 
After this decline, we began researching the stock. Currently, the Company has no debt, and has US$ 186mln in 
cash (56% of Book Value) that could be returned to investors through a special dividend. The stock also provides a 
reasonable +3% annual dividend yield. Lastly, the Company has generated US$ 40mln – US$ 50mln of free cash flow 
annually for the last four years versus a current market capitalisation of ~US$ 700mln. 
 
In early October 2012, the Company announced that it would explore selling itself, and the stock jumped 20%+. We 
waited patiently, and in Q1 2013 we established our initial position in this special situation (0.60% of FUM as at 31 
March 2013) during market weakness at a cost of US$ 25.80 [Last sale: US$ 27.65 - 26 April 2013]. 
 
 

Closing: 
Thank you for your continued investment and interest in the Fund. Our portfolio is extremely well positioned to 
continue to deliver attractive risk-adjusted returns for long-term minded investors. The portfolio is an eclectic mix of 
large capitalisation global franchise stocks, which we expect will continue to compound earnings, dividends and 
intrinsic value at attractive rates over time as well as special situations, which have catalysts in place (or we plan to 
become a catalyst) to potentially unlock value for shareholders.  
 

“The investors chief problem and even his worst enemy is likely to be himself” 
[Benjamin Graham] 

 
Yours sincerely, 
 

Elevation Capital Management Limited 

 

  



	  

Fund Portfolio Holdings (as at 31 March 2013): 

 

Asset Domicile*
% of 

Portfolio # of Shares Asset Domicile*
% of 

Portfolio # of Shares

Kirin Holdings Co Ltd Japan 3.08 21,000 GAM Holding AG Switzerland 1.39 9,000

Nestlé SA - Reg Switzerland 2.98 4,500 Tesco Plc UK 1.32 25,000

Heineken Holdings NV Netherlands 2.93 5,000 Japan Tobacco Inc Japan 1.14 4,000

Vivendi France 2.83 15,000 Nokia Corp - ADR Finland 1.05 35,000

Pargesa Holding SA - BR Switzerland 2.79 4,500 Coach Inc US 1.02 2,250

Leucadia National Corp US 2.75 11,000 Petroleo Brasileiro SA - ADR Brazil 0.98 6,500

Smith & Nephew Plc UK 2.63 25,000 Tiffany & Co US 0.95 1,500

Chesapeake Energy Corp US 2.61 14,000 Anglo American Plc UK 0.94 4,000

Molson Coors Brewing Co - B Canada 2.57 5,750 Monster Worldwide Inc US 0.92 20,000

Vealls Limited - Capital Share Australia 2.53 41,000 OPAP SA Greece 0.89 12,500

Staples Inc US 2.51 20,500 Metlife Inc US 0.87 2,500

Kirkcaldie and Stains Ltd NZ 2.42 123,949 CBOE Holdings Inc US 0.84 2,500

Encana Corp Canada 2.40 13,500 Hess Corp US 0.82 1,250

Canadian Natural Resources US 2.34 8,000 Laurent-Perrier Group France 0.78 1,100

Cisco Systems Inc US 2.29 12,000 San Juan Basin Royalty Trust US 0.69 5,000

Total SA France 2.19 5,000 Arden Group Inc - Class A US 0.68 750

Ciments Francais France 2.07 4,000 Scholastic Corp US 0.67 2,750

BP Plc - ADR UK 1.83 4,750 True Religion Apparel Inc US 0.60 2,500

Mondelēz International US 1.68 6,000 LAACO Ltd-Units of Ltd Partners US 0.56 60

Yahoo! Inc US 1.61 7,500 Starz US 0.50 2,500

Imperial Tobacco Group Plc UK 1.59 5,000 Societe des Bains de Mer France 0.29 700

Novartis AG Switzerland 1.54 2,375 Reading International Inc - Class B US 0.18 3,040

Transocean Ltd Switzerland 1.54 3,250 Crimson Wine Group Ltd US 0.11 1,250

Penn West Energy Canada 1.47 15,000 25.21

Skyline Enterprises NZ 1.44 22,500

Cash

Total Number of Securities: 48 
*Domicile = Primary Listing. 

 
 
  
 



	  

Disclaimer: 
 
Elevation Capital Management Limited is a Registered Financial Service Provider in New Zealand in accordance with the 
Financial Service Providers (Registration and Disputes Resolution) Act 2008 -- FSP # 9601. 
 
Elevation Capital Management Limited does not provide personalised investment advisory services to the public. Nothing herein 
should be construed as a general advertisement of investment advisory services or a solicitation of prospective clients for 
investment advisory services. The information herein is intended solely to provide certain background information about the 
Elevation Capital Value Fund. 
 
The discussions above represent our views at the time of this commentary and are subject to change without notice. One of our 
responsibilities is to communicate in an open and direct manner. Insofar as some of our opinions and comments in our reports and 
commentaries are based on current expectations, they are considered “forward looking statements,” which may or may not be 
accurate over the long term. While we believe we have a reasonable basis for our comments and we have confidence in our 
opinions, actual results may differ materially from those we anticipate. You can identify forward-looking statements by words such 
as “believe,” “expect,” “may,” “anticipate,” and other similar expressions. We cannot, however, assure future results and disclaim 
any obligation to update or alter any forward-looking statements, whether as a result of new information, future events, or 
otherwise. 
 
The above views may not be relied upon as investment advice or as an indication of trading intent on behalf of any Elevation 
Capital Fund or Portfolio. Security examples featured are samples for presentation purposes and are intended to illustrate our 
investment philosophy and its application. It should not be assumed that most recommendations made in future will be profitable 
or will equal the performance of the securities. 
 
The information contained in this report has been prepared solely for informational purposes. It is not an offer to buy or sell or a 
solicitation of an offer to buy or sell units in the Elevation Capital Value Fund, a recommendation of any security or to participate 
in any trading strategy. If any offer of units in the Elevation Capital Value Fund is made, it shall be pursuant to a definitive 
Investment Statement and Prospectus prepared by or on behalf of the Elevation Capital Value Fund. Any decision to invest in the 
Elevation Capital Value Fund should be made only after reviewing the definitive Investment Statement and Prospectus (available 
at www.elevationcapital.co.nz or by contacting Elevation Capital Management Limited, PO Box 911145, Victoria Street West, 
Auckland 1142, New Zealand), conducting such investigations as the investor deems necessary and consulting the investor’s own 
investment, legal and tax advisors in order to make an independent determination of the suitability and consequences of an 
investment in the Elevation Capital Value Fund. All performance data, portfolio composition data and risk targets contained in this 
report are subject to revision by Elevation Capital Management Limited and are provided solely as a guide to current 
expectations. There can be no assurance that the Elevation Capital Value Fund will achieve any targets or that there will be any 
return on or of capital. 
 
International investments involve special risks, including currency fluctuations, lower liquidity, different accounting methods, 
economic and political systems. These risks are typically greater in emerging markets. Adverse political and economic 
developments or rapid changes in the value of foreign currency add to the risk and volatility of emerging markets. Differences in 
tax and accounting standards, difficulties in obtaining information about foreign companies, restrictions on receiving investment 
proceeds from a foreign country, confiscatory foreign tax laws and potential difficulties in enforcing contractual obligations, can 
all add to the risk and volatility of foreign investments. The Elevation Capital Value Fund may invest a significant portion of its assets 
in the stocks of small and medium-sized companies, which tend to be more volatile and less liquid than those of large companies, 
may have underperformed the stocks of larger companies during some periods and tend to have a shorter history of operations 
than larger companies. Potential investment risks are discussed in more detail in the Investment Statement and Prospectus for the 
Fund/s. 
 
Past performance is no guarantee of future results and current performance may be higher or lower than the performance shown. 
This data represents past performance and investors should understand that investment returns and principal values fluctuate, so 
that when you redeem your investment it may be worth more or less than its original cost. Current performance data may be 
obtained by visiting www.elevationcapital.co.nz or calling +64 9 307 6741. 
 
Elevation Capital Management Limited, its directors, employees and agents believe that the information herein is correct at the 
time of compilation; however they do not warrant the accuracy of the information. Save for any statutory liability which cannot 
be excluded, Elevation Capital Management Limited further disclaims all responsibility or liability for any loss or damage which 
may be suffered by any person relying on any information or any opinions, conclusions or recommendations contained herein 
whether that loss or damage is caused by any fault or negligence on the part of Elevation Capital Management Limited, or 
otherwise.  
 
Potential investment risks are discussed in more detail in the Investment Statement and Prospectus for the Fund. These documents 
are both available free of charge on request or can be accessed at www.elevationcapital.co.nz 
 


