
!

Letter to Shareholders for 2008 

At a Board meeting today the Board of Investeringsforeningen Nielsen Global Value considered 

and adopted the Annual Report for 2008, which is hereby presented. 

Net loss was DKK 182.3 million, equivalent to a return of -23.57 % inclusive of reinvested 

dividends. The return is considered unsatisfactory but should be seen in light of the Fund’s 

investment strategy, which, as set out below, is for the long term. 

As you know, the Fund’s investments are based on advice from CEO Ole Nielsen of Nielsen 

Capital Management Fondsmæglerselskab A/S. The Board has determined the investment 

philosophy and strategy described in the Report, which is in accordance with the Fund’s profile. 

The Board does not express specific expectations for stock market movements but refers to the 

Fund’s investment philosophy as described in the Report.

According to the investment philosophy, the Fund's economic objective is to maximize the long-

term annual return on shareholders’ equity while at the same time minimizing the risk of permanent 

loss of capital. Stock market, interest rate and exchange rate movements each constitute a risk that 

this economic objective will not be fully achieved. The Board expresses no expectations for the 

trends in economic conditions or markets and therefore has chosen deliberately not to include such 

elements in the investment philosophy. Investments are made in companies which, based on a 

concrete assessment, are regarded as being undervalued. In the opinion of the Board or the adviser, 

this is considered to be the best long-term protection against the above mentioned risks. 

In the enclosed Letter to Shareholders from the Fund’s investment adviser, particulars are given 

about the Fund’s performance, investment philosophy and strategy. 

Events in the fiscal year 

The year 2008 will go down in history as one of the worst investment years ever. Stock markets 

recorded a 37.75% decline in value measured by the MSCI World Index.

We are now in the midst of a deep financial crisis in Denmark as well as abroad. This financial 

crisis, which is the result of lenders’ lack of confidence in borrowers, is very strongly and very 

rapidly cooling down the economy, and we are beginning to see the effects in the form of lower 

growth in output and rising unemployment. At the same time, debt is being significantly reduced in 

many parts of society. 
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Events subsequent to the balance sheet date 

No events have occurred since the balance sheet date which might affect the evaluation of the 

Financial Statements. 

Board of Directors 

Dear Investors and Partners 

In 2008, net worth per unit decreased by 23.57% including reinvestment of dividends. The general 

stock markets’ return measured by the MSCI World Index was -37.75% for 2008. The results for 

2008 are disappointing, reducing significantly our financial objective – measured as the long-term 

average annual return on shareholders' equity.  

Since the Fund’s inception in July 2002 until year-end 2008, our return on shareholders' equity was 

5.68% per annum against an annual rate of return of -2.23% for the MSCI World Index during the 

same period. This is not what I expected and I am therefore not satisfied with the Fund’s 

performance. However, the general performance of the stock markets has also been a lot worse than 

expected. 

It is the first time in the Fund’s history that we have seen such a significant decline in share values 

where even undervalued companies have been subject to a very strong selling pressure. With the 

statutory minimum 80% investment in shares we have been reluctant hostages of a market 

downturn, unparalleled in the past 34 years.

It is, of course, difficult to demonstrate a positive price development for a portfolio in a year when 

stock markets were declining 38%. And although the Fund’s return in 2008 was ‘better’ than for 

stock markets generally measured by the MSCI, this information will only be of academic interest. 

You can gain absolutely nothing from this 'outperformance'. We have suffered a financial loss and 

that hurts. My focus is on creating absolute value. This has been and will continue to be our goal – 

both from the present and from the previous higher levels.

The accelerating financial crisis and the rapid rate at which the economic slowdown is taking place 

has to some extent eroded the intrinsic business values of many of the stock markets’ companies, 

including some of ’our’ companies. Some of these have in fact lost a major proportion of their 

intrinsic business value which we will not recover and these companies have in reality suffered a 

permanent loss of capital. Others have fallen in line with the market, remaining undervalued. A few 

are actually in a much stronger competitive and financial position than previously. 
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The efforts seen in recent years to inject capital into companies which were already undervalued 

and in increasing the cash balance were good initiatives, which have protected us from suffering 

further losses. Nevertheless, there are areas about which I am not satisfied from an operational point 

of view. This applies, for example, to companies that the Fund insisted on keeping despite its 

negative expectations for the end of the bubble economy. Stubbornness is a good quality in a long-

term investor in undervalued companies. But stubbornness requires constant follow-up to ensure 

that you are not ‘hypnotized’ by decisions and analyses previously made. 

Here are some examples of situations where I have been sitting on my hands:  

• DEPFA Bank lends to public institutions and companies. Back in 2003, we invested in 

DEPFA at a price equal to five times earnings. DEPFA has since 1990 had a good business 

model and a high return on equity. That was a good investment, giving us an extraordinary 

return for many years. In the summer of 2007, DEPFA Bank was acquired against payment 

by way of cash and shares in Hypo Real Estate, which remained in the Fund. In November 

2007, management stated positively that it did not have any exposures to the US sub-prime 

sector. As early as January 2008, it became obvious that it did have exposure to this ‘asset of 

death’. Since then one item of negative news has followed upon another until the credit 

markets froze up and Hypo had to obtain assistance from the German state.  

Whilst this played out and subsequently it was discussed whether management was 

trustworthy or whether it had made an understandable mistake. However, when it comes to it, 

it does not really matter whether management is untrustworthy or out of touch with the day to 

day operation of their organization. Catastrophe will come some day. And it did in 2008. 

When DEPFA was acquired by Hypo the nature of the investment changed. We had invested 

in a sensible business model at a good price. Now the situation was somewhat different. 

However, the Fund decided to retain our ownership of Hypo/DEPFA, partly because I was of 

the opinion that the price at which DEPFA was acquired was very low and partly from a 

valuation point of view for the entire group. This was a mistake and it has cost us.

• We have investments in the two French car manufacturers, Renault and Peugeot. Renault is a 

direct investment where we originally only paid for their shareholdings in Nissan and Volvo 

and got the Renault part for almost free. Peugeot is an indirect investment through the 

holding company FFP, likewise acquired at a very high discount. The managements of the 

two companies are very competent. Carlos Ghosn of Renault in particular is a very competent 

manager, who, in my view, has the right attitudes towards running a business.

 The financial crisis and the very rapid slowdown will result in fewer cars sold and lower 
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prices, which together with the slow rate of cost reduction reflecting legislative and political 

conditions will drain away equity. In addition, the credit crisis has a large negative effect on 

their banking subsidiaries which need help for financing. The companies’ share prices have 

dropped by 81% and 74% respectively.

Even though it is always easy to look back with the wisdom of hindsight and you know that life has 

to be lived by looking forward, it is embarrassing and hurts economically. 

The gloomy 2008 also saw some bright spots. We had relatively high liquidity. We kept our 

investment in Koelnische Rück (which is being acquired by the Berkshire Hathaway owned General 

Re, and is therefore not price-sensitive) and lastly but certainly not least our investment in Fairfax 

Financial Holdings performed extremely well. More about this later. 

The portfolio consists of 24 companies, with the five largest positions making up 39.7% and the ten 

largest making up 63.1%. The portfolio is relatively concentrated, and this will not change 

appreciably in future. 

Distribution of assets at year-end 2008 

Region   Sector   

Japan 33.4% Financial  49.7%  

Europe 43.7% Media  13.8%  

North America 22.9% Welfare  9.9%  

  Industry 9.9%  

  Consumption 9.2% 

  Properties 3.9% 

  Transport  3.6% 

Financial crisis 

The world is today in the midst of a difficult macro-economic situation brought about by a financial 

crisis unprecedented for many years. The economy is controlled by psychology. Free people having 

confidence in the future will take initiatives, including buying homes and consuming goods. House 

prices rise and people see their home equity grow, which in turn creates further confidence, and 

consumption therefore goes up. When people fear what the future holds, they slam-on the economic 

brakes and consumption falls. House prices therefore fall and people feel uncertain about what the 

economic future will bring. 

This is the development that our part of the world, and increasingly the rest of the world, has 

experienced for many years. If optimism and the derived positive consequences are allowed to run 

for a long time without being accompanied by measures to create a balance, an economic deficit 

will be created which has later to be repaid. If such a situation is not put right in time the bill to be 
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repaid will simply continue to grow and hurt more. 

That is the kind of situation we have landed in. It is difficult to pin-point the specific initiating 

cause, but in a number of years and many books later, we will be wiser. The fact that many people 

in the USA got the opportunity to borrow money for houses they could not afford may be one of the 

causes. Loans were issued at artificially low interest rates in the first 12 to 24 months followed by 

much higher interest rates after the start period. The fact that the borrower was unable to pay the 

higher interest was not considered important because the value of the house would have gone up 

and additional loans could be raised or the house could be resold at a profit. Does this sound like a 

snowball being rolled downhill, becoming larger and larger? At a certain point you need not do 

more, it rolls by itself. A little later you lose control and the rest is history, as they say. 

All these loans were bundled into large issues of bonds which were sold to both large and small 

investors, banks and insurance companies. What people perceived as hard low-risk assets soon 

turned into foul-smelling garbage they could not get rid of. The markets for various debts started to 

cease trading as usual. Liquidity disappeared, worsening the situation further.  

The real start of the financial crisis occurred when Lehman Brothers, a big American investment 

bank, collapsed without the US Government intervening. Confidence among banks vanished 

overnight, and most banks found it difficult to obtain finance. This has created a situation of zero 

liquidity flows in the banking system. The impact of this breach of confidence is a complete 

cessation of loans from banks to society, which has created the economic recession. 

Financial companies 

Of our total assets 48.1% are invested in the financial sector, which makes it the largest exposure by 

sector. Six insurance companies – 3 in Japan, 2 in North America and 1 in Europe. Three banks – 1 

in Denmark, 1 in Scandinavia and a small residue in Hypo. With 41.2% in financial companies at 

year-end 2007 and a year like 2008, in which the financial companies in particular were decimated, 

the sectoral allocation may be said to be wrong. But – the Fund does not allocate its assets based on 

a predetermined amount for an individual sector or an individual country.

It is the focus on investment in the individual company that subsequently determines the total 

allocation to a sector or region. Financial companies have a number of good characteristics that I 

find attractive. Profits are profits which can be pocketed by shareholders. They do not need  to be 

used to maintain heavy capital goods in order to remain competitive. If volume is reduced it is fairly 

easy to shrink the business. 

Increased stringency is required in the observation of management’s historical actions because the 

results of financially bad decisions (- possibly based solely on self interest?) in banks as well as 

insurance companies will not be discovered until much later.
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Insurance business 

As mentioned in previous reports, insurance business is equivalent to investment business. The 

management ‘borrows’ the policyholder’s capital, investing the capital as well as the shareholder’s 

equity, and the whole return is payable to the shareholder alone. A small operating loss is the 

limited cost of this ‘loan’. A profit means that you get money for the ‘loan’.  

This is the idea that Prem Watsa of Fairfax Financial Holdings has very successfully pursued during 

the past 24 years. Despite enormous external pressures Prem and his management demonstrated 

sufficient personal energy to focus on and prepare for the current crisis. They did what very few 

people do. They positioned themselves in complete accordance with their conviction. At one time 

Warren Buffett said that it doesn’t count to predict rain, it counts to build an ark. 

Prem and his team built an ark. The rain came in 2007 and the flood in 2008. Today, Fairfax does 

not have any financial bruises from the present crisis. Fairfax has had positions in the so-called 

Credit Default Swaps, which is a kind of insurance against higher interest rates on loans to a 

business compared with government loans. The uncertainty in the loan markets – starting back in 

autumn 2007 and accelerating in 2008 – led to extraordinarily large realized and unrealized earnings 

on these CDSs, which increased equity per share considerably for Fairfax during that period. They 

had no exposure to sub-prime or other dubious debts. The vast majority of their interest positions 

were made in the government bond market and their stock investments were protected by put 

options on S&P 500 – the US stock index. 

Thus, they have not been affected by a crisis which will probably only occur once in 50 to 100 

years. The crisis is, of course, far from over. We shall see a worsening of the macroeconomy in 

2009, perhaps even into 2010, but Fairfax is financially strong and well equipped to increase 

investments in shares and corporate bonds at a time where the sweet smell of undervaluation is 

spreading.

This strength in particular is good to have in a period when the amount of overcapitalization in the 

insurance sector has been heavily reduced. The enormous losses on securities suffered by the sector 

require discipline, and the pricing of insurance products is likely to turn. There are as yet no firm 

signs of this but the turn may already have occurred in January this year. Fairfax is ready for the 

future with operating profits, good investment results and consequently a handsome increase in 

equity per share.

We have held Fairfax since the establishment of the Fund and have had the opportunity to invest a 

good deal below book value. We expect Fairfax to be part of the portfolio for many years to come – 

maybe for ever! 
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For an ’update’ on Kölnische Rück, we expect to get our proceeds at the end of February. Should 

the court reach the conclusion that the purchase price was too low we will at a later date obtain 

repayment of the additional payment inclusive of interest for the relevant period. Judgment will be 

delivered much later – perhaps not for a couple of years. I will return with news when it is 

available. 

Our Japanese investments in the non-life sector did not perform as well as I had hoped. When we 

made our investments in 2002, they were undervalued and overcapitalized. In terms of price they 

have been high but not as high as the intrinsic business value. They have now fallen again and are 

still undervalued and overcapitalized. In the meantime we have obtained the increase recorded in 

their equity per share. It is nothing to write home about! We keep them for the precise reason that 

they are undervalued and overcapitalized. When the next ’bull market’ materializes our 

considerations will be whether to offer them at intrinsic business value less a small discount. We are 

better served with quality companies where our return from undervaluation to undervaluation 

reflects a higher increase in equity per share.

Banking operations 

We have been owners of Nordea since 2002. Nordea has fundamentally developed into a strong 

bank with a strong, disciplined management. The focus is on credit quality and risks but also on 

sales and organic expansion. The price of Nordea has gone back to the 2002 level but the bank’s 

intrinsic business value is much higher today than in 2002.

Strong banks are placed in a much stronger competitive position today than previously. Basic 

economics prescribes that the price movements reflect the movements of supply and demand. 

People often tend to regard the movements of demand as a descriptive factor. In the banking sector 

– as well as the insurance sector – supply or capacity is often the deciding factor.

There is typically a chronic overcapacity in the banking sector. If you cannot get a loan from one 

bank, all you need to do is to approach five other banking people, all with open arms and wide 

smiles. Despite energetic efforts to achieve the opposite the price is the main deciding factor. 

Today – and for some time to come - this has changed. Just look at the politicians' introduction of 

Bank Package II – or Social Package I as it should rightly be called. The level of capacity has been 

reduced – almost disappeared, resulting in the enormous credit crisis that society is facing today. 

Today those banks having lending capacity hold the strongest position. The economic power has 

moved from the customer to the bank, resulting in rising prices.

The discipline demonstrated in the preceding years in the form of the credit quality of the lending 

portfolio of our banks will be reflected in the 2009 and 2010 results. During that period we may of 

course expect cyclically influenced effects such as growing provisions with lower bottom-line 
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results. This is the nature of banking operations. If, however, our banks have maintained the right 

level of discipline they will be ready to fight  the battles of the future and not those of the recent 

past.  Instead of spending their resources on clean-up operations they will be able to spend them on 

new and profitable transactions. This means that after a few years they will again have a high return 

on equity. 

Other activities 

The remaining part of the portfolio, i.e. 50.3%, is distributed over 15 companies engaged in 

everything from TV broadcasting and production of washing machines to transport and welfare. 

Our companies will, of course, be affected by the economic slowdown in the form of lower 

earnings, but ample account has been taken of this in their market value.    

All investment involves some element of risk. I endeavor to reduce the risk by focusing on the price 

of the company, the management of the company and the nature of the company. Being a passive 

minority investor, and hence an outsider, you can never make an investment decision based on full 

knowledge and insight. Plenty of information and knowledge is important – but no more than that: 

”The man who insists on seeing with perfect clearness 

before he decides, never decides” 

                            Henri-Frèdèric Amiel 

In the 2006 Annual Report, I mentioned that new opportunities were not coming our way as easily 

as they used to, mainly because undervalued companies had become harder to find. I had reduced 

the number of companies in the portfolio which had reached intrinsic business value. In the absence 

of investment opportunities some of the proceeds were placed in existing companies with a large 

safety margin and some in liquid funds ready for times offering better opportunities. ”What a 

difference two years make”.  

As a result of the financial crisis and the resulting economic recession, we are today in a situation 

where many companies are traded at very low prices, but also a situation where many companies 

with a relatively normal degree of gearing find it difficult to obtain refinancing. We have learned 

for ourselves what it is like. We need to tread warily. 

Having said this I am very optimistic. The deep and long economic crisis we are facing is an 

enormous task, which many good people are trying to solve. It will be solved and things will return 

to normal.  

Objectives.

Our economic objective is to maximize the long-term average annual return on shareholders’ equity 
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while at the same time minimizing the risk of permanent loss of capital. We do not measure the 

Fund’s economic success by the size of its assets. Our focus on value appreciation over time is to be 

met by investment in undervalued and well-capitalized companies domiciled in Denmark as well as 

abroad.

We strive to meet this objective through investment in high quality companies as well as ordinary 

companies. We prefer a portfolio of high quality companies because, in the long term, these 

companies will increase their intrinsic business value considerably. Common to them all is that we 

must have a very large safety margin before we invest. Thus, it is not enough for us that a given 

high quality company is traded at a relatively ’fair’ price. Consequently, it will be longer before we 

‘kick the ball’ but, all things being equal, it will also mean a lower turnover ratio in the Fund. 

If we have invested with a wide margin of safety, we do not mind the market price dropping further 

as we can add to our investment with a wider margin of safety.  Ultimately, we will be rewarded by 

a market price reflecting intrinsic business value. We will not worry about quarterly or annual price 

movements but focus on what actions today will maximize the long-term value. 

Risks 

Investment in shares involves a risk. The net value of the units may fluctuate relatively widely, 

reflecting, among other things, company-specific, political, market and general economic conditions 

as well as the so-called event risk (for example, terrorist attacks, war or natural catastrophes).

In addition, the Fund spends substantial resources on ensuring that the pricing of shares, bonds and 

other instruments forming part of the Fund’s portfolios are priced as correctly as possible. The large 

price fluctuations in 2008 resulted in intensified efforts to increase monitoring and control and to 

obtain prices from more providers. For an additional description of risks see the Nielsen Global 

Value prospectus.

The substantial price fluctuations in 2008 and the shortage of liquidity in certain parts of the 

securities markets meant that for a number of securities it was necessary to use alternative price 

sources as the share price most recently traded was not found to give a true and fair view 

considering market developments. In these cases, therefore, the Fund’s investment management 

company used prices calculated on the basis of models. 

Miscellaneous 

I look forward to seeing you at the Annual Meeting of Shareholders, which will be held at Skjalm 

Hvide Hotel at Jørlunde near Slangerup on April 23, 2009, at 3.00pm. The dividend for fiscal 2008 

is DKK 2.00 per unit and will be deducted from the price on the day after the Annual Meeting of 

Shareholders. For free funds DKK 1.77 is subject to share income taxation and DKK 0.23 is subject 

to capital income taxation. For companies DKK 1.02 is subject to capital income taxation and DKK 
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0.98 to ordinary corporate income taxation.  

If you have questions of any kind or if there are things in the above that are unclear you are always 

welcome to contact me. 

January 2009. 

Yours sincerely 

Nielsen Capital Management Fondsmæglerselskab A/S 

Ole Nielsen
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