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Don Fitzgerald, CFA Co- Manager of
Tocqueville Value Europe Fund
Tocqueville Finance S.A.

Don joined Tocqueville Finance in
February 2007 as a Senior Finan-
cial Analyst and has been co-ma-
naging Tocqueville Value Europe
(ISIN: FR0010547067, P Unit/
FR0010600239, I Unit) since Febru-
ary 2008, a fund, that invests in
the stocks of European businesses
with strong business franchises and
strong balance sheets that are down
in price, out of favour with investors
and trading at a substantial discount
to intrinsic value. Stock selection is
bottom-up, conducted independent of
market capitalization and is based on
intensive proprietary research and a
disciplined investment process.

He graduated from Trinity Colle-
ge Dublin in 1996 with a degree in
Business Studies and German. From
1996 to 2003 he worked for Citi-
group in Dublin, London, Frankfurt
and Paris in structured finance, as a
chemicals banker and as a telecoms
banker. From 2003 to 2006 he was
an investor in distressed debt for
WestLB in Paris. He completed the
CFA programme from 2004 to 2006
and is trilingual speaking fluent
French and German. m

Don Fitzgerald: Vicat

Strong pricing power, high barriers to entry, high cash generation - three characteristics of the
cement industry in which Vicat operates as leader in South East France and one of the big players in
Switzerland and California. Tocqueville Finance sees high potential in this company. EVI discussed the
idea with Don Fitzgerald, Co-Manager of Tocqueville Value Europe Fund.

EVI: How did you become a value
investor?

Fitzgerald: 1 guess after a few be-
ginner mistakes in my student days
I bought a book on different invest-
ment styles.

Given [ don’t have a crystal ball and
find it difficult to predict the future
trends like macro investors do or read
tealeaves like technical analysts try
to, I naturally gravitated to the simple
common sense of the value approach
where you try to buy a euro of assets
for less, ideally a lot less.

Then my career in credit and distressed
debt investing was essentially all
about cash flow, break-up values,
identifying risks, minimizing down-
side and buying with a comfortable
margin of safety. These are all core
value tools.

EVI: Did you have any mentor?

Fitzgerald: Not really but clearly I’ve
read several books by or about Gra-
ham, Buffett etc. I find it interesting
to keep refreshed and stay immersed
in the value world by going to events
like the Value Investing Seminar in
Trani and reading thoughts of proven
value investors...people like Whitman
and Eveillard and the like.

Finally, I’ve learned a lot from the
wisdom of experienced colleagues in
the credit world and at Tocqueville
over the years.

EVI: Since 2008 you co-manage the
Tocqueville Value Europe Fund. In which
companies does the fund invest?

Fitzgerald: We are primarily inves-
ting in three types of undervalued
stocks.

Firstly,

quality companies we understand
whose intrinsic value is not fully
appreciated by the market. By this I
mean companies with unique & du-
rable market position, a history of im-
proving margins and return on capital
employed, sound balance-sheets and
quality management teams.

Secondly,

stocks which are undervalued in re-
lation to their probable transaction
value. These are often companies
generating high cash flows, spin-
offs, turnaround situations, stocks
that trade at large discounts to the
sum of the parts or companies with
suboptimal capital structures.

Thirdly,

contrarian investments that are un-
dervalued as they are out of favour
with or forgotten by the market due
to historically weak performance and
a succession of profits warnings or
illiquid and ill-covered companies.

EVI: Do the other funds at Tocque-
ville follow the same strategy?

Fitzgerald: As Tocqueville is a value
boutique all of the funds follow the
value philosophy but with slightly
different subthemes.

The French value funds are: Ulysse, an
opportunistic value fund and the oldest
fund of the company, Tocqueville Divi-
dende, a dividend fund —and Odlyssee a
special situations fund. There is also a
European large cap value fund — /tha-
que and two US value funds.

EVI: How many positions are current-
ly held in Tocqueville Value Europe?
Is it a highly diversified fund or do
you prefer concentration in the port-
folio?

Vol. 3 No. 03 - Page 2 - November 2009




THE EUROPEAN VALUEINVESTOR

»DON FITZGERALD - VICAT«
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VICAT - SALES 2008 BY BUSINESS AND GEOGRAPHICAL REGION
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Sales by business

Cement
45% {44%)

Africa/Middle East
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Turkey
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USA
13% (17%)

14% (13%)

Sales Total: € 2,057m (€ 2,136m), () 2007 figures

Sales by geographical region

Europe (except France)

France
50% (48%)

Source: Vicat homepage, www.vicat.com

The company is leader in South East France and has strong positions in Turkey, Senegal, Egypt and the mature markets Western Switzerland, California and
South East of the United States. 50% of Vicats sales is generated abroad. As a result of economic crisis 2008 total sales decreased by 3.6% to € 2,057m comparedto
2007 (€ 2,136m). Weak economic conditions caused sales to decline in France, the US and Turkey. In Europe (except France) and Afiica/Middle East consoli-
dates sales increased. Sales breakdown by activities remains stable: More than 86% of its consolidated sales is in the Cement, Concrete & Aggregates businesses.

Fitzgerald: We currently hold ca. 60
positions. That is probably a little on
the high side at present but we like to
balance our convictions with a degree
of modesty and as a 2-person team
we tend to generate a large number
of ideas and can follow more invest-
ments than a sole investor. Finally,
the past has shown that our client
base tends to prefer steady returns
to more volatile movements.

EVI: At this year’s Value Investing
Seminar you presented Vicat (ISIN:
FR0000031775) a mid-sized French-
based cement company as case study.
How did you become aware of that
business?

Fitzgerald: It’s a company that Toc-
queville has followed for several
years. I believe that our first invest-
ment in Vicat dates back to the late
1990s when large cap technology
stocks were grabbing the headlines
and Vicat had a €50m free float, with
95% of the stock then controlled by

the family and Heidelberg Cement
(ISIN: DE0006047004), and was
not really followed by any sell-side
analyst.

EVI: How is the competitive situation
in which Vicat operates?

Fitzgerald: Like most players in the
industry Vicat has integrated verti-
cally into aggregates

and concrete. The
company’s strategy
is to use group cash-
flow to strengthen its
vertical integration,
diversify from home
base and increase ex-
posure to faster gro-
wing markets. Vicat is
leader in South East
France and has strong regional po-
sitions in some mature markets such
as Western Switzerland, California,
South East USA and in a few emer-
ging countries such as Western Afri-
ca, Egypt & Turkey.

“Vicat is leader in
South East France and
has strong regional
positions in matu-
re markets such as
Western Switzerland
and California.”

Cement is largely a local business
so we need to look at the competi-
tive situation on a regional basis. The
situation is fairly stable in most geo-
graphies where Vicat operates.

The French & Swiss markets are highly
concentrated markets with 3 players
in Switzerland and 4 in France and
in practice the local markets Vicat
__, serves are even more
concentrated than the
national markets.

For example, al-
though no official
statistics are availab-
le, we estimate Vicat
may have a market
share close to 50%
in south east France.
Concentrated markets like this, whe-
re all players act logically with high
entry barriers are very attractive.

In Senegal, the company has unique
access to limestone reserves needed

Vol. 3 No. 03 - Page 3 - November 2009




THE EUROPEAN VALUEINVESTOR

»DON FITZGERALD - VICAT«

for cement production resulting in
an 80% market share.

tion metrics we believe the compa-
ny remains undervalued giving us a
reasonable margin of safety.

EVI: And the situa- [

tion in the US mar- EVI: Does Vicat have

kets? “We like the cement any franchise or su-
stainable competitive

Fitzgerald: The US
markets where Vicat
operates are tougher
as they are less con-
centrated and in par-
ticular in California L

some new capacity has been brought
on stream by Texas Industries putting
pressure on prices.

The Turkish market has had similar
problems. The Turkish example is
fairly typical of many emerging mar-
kets in that, although secular grow-
th is strong, the markets are not as
structured as in the developed world
and overcapacity, boom bust cycles
and irrational market behaviour are
more common.

EVI: Why do you see in the stock?
What makes the company attractive
for value investors?

Fitzgerald: To begin with, we like the
cement industry, a cash generative
industry with reasonable barriers to
entry that produces a basic necessi-
ty, currently going through a cycli-
cal downturn. Furthermore, we like
the company because it is a quality
operator with proven management
whose interests are well aligned with
shareholders. It has a cautious growth
strategy and a good portfolio of cash
generative oligopolistic businesses
and some fast-growing markets.

The element that the market has
underestimated is the company’s
through the cycle earnings power
and the sustainable earnings uplift
from its investment programme. This
is our principle variant perception,
if you like.

Also, the company has a strong ba-
lance sheet which places it in a strong
strategic position to acquire quality
assets close to the bottom of cycle.
And most importantly we like the
stock as on our conservative valua-

industry as it is
cash generative with
reasonable barriers
to entry.”

advantage as War-
ren Buffett always
requires for his in-
vestments?

| Fitzgerald: Cement
is an attractive industry with strong
pricing power due to barriers to entry
that derive from ownership of quar-
ries, capital intensity, high transport
costs, control over import terminals
(to block imports) and vertical inte-
gration into concrete (allows one to
lock up part of client base). These
barriers often results in concentrated
industry structures or local monopo-
lies with strong pricing power. The
key competitive advantage of Vicat
comes from its cost efficiency. It
has continuously and in particular
in recent years heavily invested in
its production sites to ensure that
they have a cost advantage over
competitors.

When you closely —
analyze its margins
you notice that they
generally earn higher
margins than compe-
titors in each local
market due to a lower
cost, more energy
efficient production
base. So, when times
are tough competitors
may be obliged to mothball loss-ma-
king production sites and Vicat can
continue to operate its sites and ge-
nerate positive cash flow. To summa-
rize, local monopolies confer strong
pricing power and when combined
with a competitive cost base, you
have an attractive business.

EVI: How do you valuate the joint
ventures Vicat has in Kazakhstan
and India? What’s Vicat’s expansi-
on policy?

Fitzgerald: Vicat’s strategy is to in-
crease the portion of earnings gene-

“In each local market
due to their lower
cost production
Vicat’s margins are
higher than those of
its competitors.”

rated outside of its home base with
an emphasis on faster growing mar-
kets. Management wisely eschewed
making a big bet of on fully-priced
acquisitions close to the top of the
cycle unlike its larger French com-
petitor Lafarge.

Instead, they focused on expanding
production at existing sites in France,
Switzerland, Senegal, Egypt & Turkey
and finding interesting green-field
opportunities. Two of those green-
field projects are JVs in India and
Kazakhstan.

In Kazakhstan their 1.1Mt cement
plant is due to start operations in H2
2010. The country is currently very
badly hit by the credit crisis but long
term growth prospects are promising
given its immense mineral wealth. The
5.5Mt cement plant in India, when
completed, will be among the largest
in world. The measured approach of
the company is demonstrated by the
two-phase process with cash gene-
rated from first half financing the
construction of the second phase.
2.75Mt is due to start operations in
2012 and the balance a few years later.
The Indian cement market is frag-

—  mented but MNCs are
already trying to begin
moves to consolida-
tion. This market
should continue swift
growth due to demo-
graphics, infrastruc-
ture needs etc.

EVI: Where do you
see Vicat’s fair va-
lue? Why is the stock undervalued
by the market?

Fitzgerald: We have valued the com-
pany using replacement value of the
assets and earnings based metrics.
On all measures it appears to be un-
dervalued. For example the replace-
ment value of the assets implies an
equity value of ca € 60, it trades at
an unjustified discount to the peer
group, the free cash flow yield be-
fore expansionary CAPEX is ca.
12%, using transaction multiples it
could be worth up to €75. The stock
is probably undervalued for a couple
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of reasons - limited brokerage cove-
rage & the free float was raised from
5% to 40% in only 2007 so it may not
be on some investors’ radar screens.
But primarily I do not think the mar-
ket has correctly taken into account
the growth in sustainable earnings
driven by its ongoing investment
programme.

EVI: What do you think about Vicat’s
management?

Fitzgerald: Vicat management are
good operators and a safe pair of
hands in terms of capital allocation.
As a family company they share the
long term outlook of patient value
investors. Interests are well aligned
and they allocate capital with care and
there are no funny option program-
mes or the like. They prefer to have
growth self-financed and maintain
a conservative capital structure (net
debt is ca. 1.6x EBITDA). The effici-
ency of the operations can be seen in
above average metrics in production
per employee, ROCE and high use
of alternative energy.

EVI: Are there any risks?

Fitzgerald: Of course there are and a
large part of our job is to weigh up those
risks. Related to the general macro-
economic risk of a prolonged deeper
recession the risk of price deflation
should not be overlooked. However,
we think it is largely mitigated by
the consolidated nature of the indu-
stry, the discipline of most players,
many of whom are highly levered and
focused on cash generation not fitting
for market share gains.

Despite a severe recession capacity
utilization levels for the industry are
comparable to 1990s as the industry
has delayed / cancelled many capaci-
ty additions. In the case of Vicat the
only markets where price deflation
poses a serious risk are the US and
Turkey. In fact in all other markets
the company has pushed through
price increases this year.

Given the consolidated nature of the
industry, one can never exclude an-
titrust investigations / fines and this

has been an issue for the industry
and Vicat in the past. Finally, CO2
compliance costs could increase pro-
duction costs although Vicat with its
modern energy efficient production
base would suffer less than many
competitors.

EVI: The stock price is up over 40%
since you presented Vicat in July. Is
it still cheap enough to buy?

Fitzgerald: In our view it still trades
below our estimate of its intrinsic va-
lue but given the value of the business
has not really changed in the last 3
months the margin of safety offered

by Mr. Market is clearly not as ge-
nerous as it was on July 14th when
trading around €40.

EVI: Thank you for the interview. m

Contact:

Don Fitzgerald

Tocqueville Finance S.A.

8, rue Lamennais

75008 Paris, France

T: + 33 (0)1 53 77 20 36

F: + 33 (0)1 45 61 05 06
dfi@tocquevillefinance.fr

Note: The contents of this article are subject to the warnings and disclaimer found on page 39 of this issue of EVI.

VICAT SA

ISIN FRO000031775

Business: One of the worldwide leading produ-
cers of cement and concrete, market leader in its

Valuation Metrics:

home market France, strong positions in Switzer- Vicat S&P 500
land, the U.S, Western Africa, Egypt and Turkey.

P/E 10.83 20.53
Stock Information (10/10/2009): P/B 1.52 2.27
Price: €56.72
Price: €56.72
52 Week Range: €57.13-€24.76 Institutional Investors:
Dividend Yield: (2009¢) 2.53% 60.60 % owned by Vicat family,

(2008) 4.01% other stock in free float
Market Cap: €2,565 m
Financials (2008): Intrinsic Value: ~ € 75.00
Sales: €2,057m
EBIT Margin: 19.10%
Net Margin: 11.90%
VICAT STOCK PRICE
EUR
125_m ...............................................................................................................

2004 2005 2006

2007 2008 2009

INVESTMENT THESIS

As cement and concrete company Vicat is market leader in its home market of South East France and has
strong positions in the mature markets Switzerland and U.S. as well as in the emerging markets Western
Africa, Egypt and Turkey. Vicat’s key competitive advantages is its cost efficiency. In every local market
where Vicat operates its margins are generally higher than those of all competitors. As a family company its
management shares the long term outlook of patient value investors.
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Disclaimer / No investment advice

The analyses published in this newsletter are not to be considered as recommendations as defined by the securities trading act. They reflect the cur-
rent state of knowledge of the editors and our interview partners and can therefore not replace individual advice by an investment adviser. Despite
thorough research conducted by the Center, we cannot accept any liability for the accuracy of information contained in herein. The Center will not
be liable to you or any third parties for any loss or injury resulting directly or indirectly from the use of the information contained in this newsletter,
caused in whole or in part by its negligence in compiling, interpreting, reporting or delivering the content in this newsletter. The statements made in
all interviews serve as a basis for discussion. In particular, they are not to be considered as an offer to buy or sell the stocks presented therein. The
information provided above exclusively refers to the point in time when the interview was conducted and we cannot guarantee the continued accu-
racy thereof. Interview partners may change their opinion at any time and there is no obligation for the Center to communicate such change of opi-
nion. All statements, information and data provided in this newsletter are based on sources considered as reliable by the interview partners. Howe-
ver, interview partners and editors cannot assume any liability for the accuracy and completeness of the information contained herein. The forecasts
and opinions expressed in the above studies on the basis of these sources represent a non-binding evaluation by the interview partners. The inter-
view partners or assets managed by them may hold positions in the stocks mentioned in the interview prior to, during or after publication thereof.

Related Persons

The Center*s officers, directors and/or employees (collectively ,related persons®) may hold positions in and may, from time to time, make purchases or
sales of the securities or other investments discussed or evaluated in this newsletter. Prof. Dr. Max Otte, Director of the Center, is also a Managing Direc-
tor of Privatinvestor Verwaltungs AG and IFVE Institut fiir Vermogensentwicklung GmbH. Dr. Hendrik Leber is Managing Director of ACATIS Invest-
ment GmbH. Frank Fischer is CIO of Shareholder Value Management AG. All related persons may buy and sell stocks discussed on the website or in the
newsletter for certain custody accounts managed by them. The Center shall thereby keep any possible conflicts of interest at a minimum. To this end, the
managing directors of the Centre will not be informed of the securities presented in the European Value Investor prior to its publication. Investment ideas
are thus only discussed with the corresponding interview partners and within the editing team. It is the policy of the Center and all related persons to allow
a full trading day to elapse after the publication of this newsletter before purchases or sales of any securities or financial instruments discussed herein are
made. In cases where members of the editing team hold positions in securities discussed in an edition before the planning thereof, such positions will be
disclosed. Disclosure is made with respect to the type of securities held, but not to the number of positions.
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