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Disclaimer
The discussion of portfolio investments represents the views of the
investment manager. These views are current as of the date of this
commentary but are subject to change without notice. As of the date of this
publication, Aquitania Capital Management has a position in the securities
mentioned herein and may purchase or sell shares at any time without notice.
All information provided is for information purposes only and should not be
considered as investment advice or a recommendation to purchase or sell any
specific security. Security examples featured are samples for presentation
purposes and are intended to illustrate our investment philosophy and its
application. While the information presented herein is believed to be reliable,
no representations or warranty is made concerning the accuracy of any data
presented. Portfolio composition will change due to ongoing management of
the portfolios. References to individual securities are for informational
purposes only and should not be construed as recommendations by Aquitania
Capital Management or its members.



Aquitania Capital Management
• Long-Biased, global investor across the capital structure

• Blended Quality and Opportunistic Value manager

• Compounders:
• Identifying companies with the potential to compound capital at 

exceptional rates over long periods of time.

• Opportunistic:
• Asymmetric reward-to-risk situations with high conviction in a variant 

thesis through intensive independent research
• Securities that are either being accidentally overlooked or actively 

avoided by most investors



Evolution of a Value Investor
•Market opportunities are consistently arbitraged away by 
new capital and talent

•Continuously searching for pockets of inefficiencies to 
exploit

•From cigar butts to See’s



Evolution of a Value Investor
•Event-Driven origin
• Focus on edge/understanding counter-thesis/thinking in 

probabilities

•Balance sheet events
• Spinoffs, recapitalizations, distressed, litigation
• Complex situations where research should generate a significant 

edge

• Industry structure research
• Time arbitrage

•New markets
• Global, emerging



From Cigar Butts to See’s
•Cigar butt investing absent market distress is challenging

• Few opportunities matched with lots of capital and talent prices away opportunity

•When you get it right, it’s rewarding
• But holding periods are shorter, so you must find another

•When you get it wrong, it’s a mess
• More decisions doesn’t necessarily mean better ones
• Contrarian or wrong?
• Cigar butt or cake in the rain?



VALUExVail 2013
• Chimera Investment (CIM)
• RMBS mortgage REIT
• Highly opportunistic, research-driven idea
• Perceived risks were significantly higher than probable actual risk
• Chimera was essentially a time machine, allowing an investor in 2013 

to go long US residential housing…at 2009-2011 prices!



VALUExVail 2014
• Forest Oil/Sabine – valuation arbitrage

• A lousy public E&P and a PE-backed E&P seeking an exit were 
somehow going to be better if combined

• Lots of deal-related issues to focus on…and miss the big picture

• Macro quickly deteriorated as the Saudis torched oil prices to derail 
the US-Iran deal

• Deal ultimately closed, but combined co didn’t survive



Reckoning
•Many things had to go right, and most were outside 
management’s control

•Meanwhile, AMZN, FB, GOOGL, AAPL were reasonably 
priced compounders hiding in plain sight

• Identifying structurally advantaged businesses with a 
long runway of growth ahead is not easy

•Different set of risks, but several advantages



Evolution
•Extended long-term focus
• From 2-3 years to 5-10 years
• Emphasize quality of business/market opportunity

•Surprisingly makes the job more fun
• Focus on identifying and holding a relatively small number of 

companies, hopefully for a very long time

•Very active trader during market dislocations, very inactive 
otherwise
• Nicely tax-efficient

•Balance out higher growth/higher multiple positions with 
lower growth/lower multiple positions and add a few 
opportunistic investments as warranted



LM ERICSSON
De-risked Growth at a Value Price



LM Ericsson (ERIC) $12.09
•Cellular Communications Equipment Leader
•Oligopoly with Nokia and Huawei

•$40b market capitalization, $32b TEV

•Value Drivers
•5G product cycle should cover next decade
•Enterprise needs (IoT) expands market
•Growth largely de-risked through LT contracts
•Preferred provider outside of China



•Market focused on reduction in China share
•Retaliation for Sweden banning Huawei
•8% revenues

•High pension liability $5b

•Turnaround 2017-2019

•A strong story, but not a particularly sexy story

What Does the Market See?



•Competition ex-China should be easier

•Barriers to entry are huge ($5b R&D)

•5G structure creates stronger network effects

•All inclusive EV is $32b vs $41b on FactSet
•Pension liability is an illusion, using discount rate of 0.5%
•$4b investments
•$3b deferred tax asset
•Cash $6b vs Debt of $5b (approx. 1x EBITDA)

What Doesn’t the Market See?



We’re Gonna Need a Bigger Boat



5G Cycle > 4G



5G Opportunity



5G Uptake



5G Buildout/Market Share



5G > 4G



Enterprise Opportunity



Enterprise Opportunity



Turnaround 2017-2019



Turnaround Complete



ROCE



Set the Standards, Drive the Market



R&D Builds the Moat
•ERIC $5b R&D vs. $4b at NOK



R&D Builds the Moat



Focused on FCF



Growing Market Share



Financial Targets



Margin Expansion



Focused on FCF



Segment Targets



Software is Eating the World



Nokia – Still in Turnaround



Nokia – Still in Turnaround



Valuation
ERIC Price $12.09 9/3/2021 Consensus Expectations:
Cl. A Shares o/s 3,072           December Year End
Cl. B/ADR Shares o/s 262              F2019A F2020A F2021E F2022E F2023E
Share o/s (MM) 3,334           Revenues 23,743$    27,897$     26,962$     28,208$     28,927$     
Market cap (MM) 40,310$       EBITDA 1,906         4,264         4,202         4,795         5,125         

EBIT 1,187         3,460         3,424         4,026         4,341         
Cash (6,141)$       NI 188            2,113         2,183         2,636         2,893         
LT Invest (3,710)          EPS 0.07$         0.63$         0.66$         0.79$         0.86$         
Def. Tax Asset (3,446)          FCF 1,027$       2,492$       2,168$       2,554$       2,883$       
ST Debt 1,234           
LT Debt 3,570           
Def Tax Liab 377              
Minority Interest (182)             EV/Revenues 1.3x 1.1x 1.2x 1.1x 1.1x
Net Debt (8,298)$       EV/EBITDA 16.8x 7.5x 7.6x 6.7x 6.2x

EV/EBIT 27.0x 9.3x 9.3x 8.0x 7.4x
Enterprise Value 32,012$       P/E 172.7x 19.2x 18.3x 15.3x 14.1x

P/FCF 39.3x 16.2x 18.6x 15.8x 14.0x

Revenue growth 17% -3% 5% 3%
EBIT growth 1024% 3% 21% 10%

EV/EBIT 12.0x 12.0x 12.0x
Implied EV 41,088$     48,312$     52,092$     
less; Net Debt (8,298)        (8,298)        (8,298)        
Equity Value 49,386$     56,610$     60,390$     
Shares o/s 3,334         3,334         3,334         
Target price 14.81$       16.98$       18.11$       
Upside 23% 40% 50%

P/FCF 19.0x 19.0x 19.0x
Implied EV 41,192$     48,526$     54,777$     
less; Net Debt (8,298)        (8,298)        (8,298)        
Equity Value 49,490$     56,824$     63,075$     
Shares o/s 3,334         3,334         3,334         
Target price 14.84$       17.04$       18.92$       
Upside 23% 41% 56%



Summary
•ERIC is a market share leader in an oligopolistic market

•5G market opportunity likely to be larger and longer

•Growth largely de-risked by contracts and network 
effects

•Large IP portfolio

•Managing for growth and FCF – lots of optionality

•Market perception is myopic



CONTACT

Aquitania Capital Management, LLC
info@aquitaniacapital.com
www.aquitaniacapital.com



Explore more presentations at VALUExVail.com

https://valuexvail.com/
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