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The following is a translated excerpt from the Zen Capital Family Partnership 2013 Letter:

Apple Inc.
Jan 15, 2014
Sometimes investment opportunities pop up in the most unexpected of places, and
sometimes the most obvious opportunity is right in front of you. As you know, we generally
focus on smaller companies, but in the past year one of our positive contributors has been a
company that needs no further introduction – Apple Inc.
It is important to note that Apple has been one of our five to eight portfolio companies.
Several other holdings generated a bigger positive contribution to our earnings than what
Apple did. I choose to discuss Apple as it’s probably very familiar to all readers.
Now, almost every person has an opinion about Apple. This is no attempt to persuade
anyone that Apple was a good investment when we started buying shares, but only an
attempt to explain my reasoning. In a case like this it’s important to distinguish between
what you personally think about Apple and its products from what you think about Apple as
an investment opportunity. There can oftentimes be a big difference.
It is difficult to have many unique insights on a company of Apple’s size, so what you want
to do in cases like this is to buy it when the price is low, which is usually when sentiment
around it is overly negative.
Apple has a very loyal customer base, a rapidly growing e-commerce platform and has more
recently garnered a stronger grip on the companies that cumulatively have now invested
billions in development of iPhone and iPad apps. iOS users spend 4x more money in the
AppStore compared to what Android users do on Android Market which make iOS
development a more profitable endeavor for app developers. The average iOS user also
spends 3x more time online compared to the average Android user which makes iPhone
users, and thus sales of iPhones, more lucrative for telecom operators.
Meanwhile, Apple shares are priced as if this was one of Apple's last years in the market.
When we started buying shares we paid ~6x free cash flow adjusted for the large cash
balance Apple sits on (i.e. an implied ~16.5% annual return). The value of one of the world’s
three to five strongest brands should be higher than that. How much higher is difficult to
say, but as the saying goes: "You do not need to know a person's weight to know whether he
is fat or not".
The consensus view has been very negative and shifted from concerns that Apple is losing
market share to Samsung to how the high-end smartphone market is saturated, and then to
concerns about the iPhone 5C being priced too high. In all this clutter it was forgotten that
you didn’t pay more than 6-8x cash flow for Apple’s entire operation, which is widely
profitable and growing, plus its strong brand.

At the time of our investment, I had no idea or opinion about whether the new iPhone and
iPad models would be well received or not. It was not something that had a big impact on
my investment decision. Our investment was based on the big picture and our investment
horizon was longer than the next couple of quarters. However, there was good reason to
believe that Apple would sign an agreement with China Mobile (CM) sometime in the
future. CM has 700 million subscribers, and given that Apple sells around 150 million
iPhones in a year, an agreement with CM could have a big impact on Apple's earnings. This
agreement came faster than I expected and was announced at the end of the year. It was a
nice Christmas present for shareholders and for millions of Chinese that could start ordering
iPhone 5s/c on Christmas Day. CM estimates that about 10% of their subscribers are
potential iPhone customers.
Another surprise that certainly contributed to the appreciation of the shares during the year
was that Carl Icahn - one of the world's most successful investors - announced a very big
position in Apple a few months after our purchase and began pressing Apple to use its huge
cash pile to repurchase shares. No matter what you think of Icahn and his intentions one
must admit that he has a valid point. No company in the world needs $130 billion to stay
"flexible" about the future. Unless Apple is about to start acquiring smaller countries or
begin drilling for oil in space, there is no reason to sit and brood on such a large surplus.
Here are some Apple facts that maybe are not discussed very frequently in the media:
•

Apple's renewal rate on the iPhone is >90%, i.e. 90% of all iPhone owners buy a
new iPhone in the future. The corresponding figure for Android has fluctuated
between 55-80%.

•

Apple takes three customers from Samsung for every customer they lose to
Samsung.

•

Android has 79% market share in the mobile market, but less than 31% of total
web traffic. While Apple's operating system iOS has only 14.2% market share, it
has over 55% of total web traffic.

•

96% of all iOS devices (iPhone/iPad) are upgraded to an operating system that
has been released by Apple in the past 15 months. The corresponding figure for
Android is 1.1%.

With all this said, we would not have bought Apple at 15x cash flow. The valuation is less
attractive now than when we started buying shares, but still relatively attractive. The
valuation is the cornerstone we always lean against and alternative holdings are evaluated
and continuously compared with our existing ones.

Jan 15, 2014

Daniel Glaser
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"Most people overestimate what they can do in one year
and underestimate what they can do in ten years”
– Bill Gates

Dear partners and readers,
Our return on capital in 2015 was 35.1%. Currency effects had a positive impact on our
returns by roughly 0.5%. Our total assets which are comprised of cash and investments were
at yearend worth [xxx] SEK.
Despite a challenging year in the financial markets we managed a great year. OMXS30
returned 2.5% including dividends and the S&P 500 returned 1.4% including dividends.
Excluding dividends both indices had negative returns in 2015.
Below are the pre-tax returns since the start of the partnership on Jan 1, 2013. To make the
returns a definite “apples to apples” comparison, re-invested dividends are included in the
partnership and in the OMXS30 returns.

2013
2014
2015

Zen Capital Limited
OMXS30 2 Difference 100 000 SEK 3
Partnership Partners 1
41.0%
30.8%
25.4%
5.4%
130 800 SEK
45.0%
33.8%
13.6%
20.2%
175 010 SEK
35.1%
26.3%
2.5%
23.8%
221 038 SEK

Overall Gain

176.2%

121.0%

46.0%

75%

Compounded
Annual Gain

40.3%

30.3%

13.4%

16.9%

121 038 SEK

Limited Partners returns are after all fees.
As Avanza Bank now offers Avanza Zero – a fund that mimics OMXS30 returns including dividends and
amazingly charges zero fees – the OMXS30 column shows returns after all fees as well.
3
100 000 SEK invested in the partnership on Jan 1, 2013.
1
2

Compounding
The miracles of compounding are starting to show for us. A hundred thousand invested when
the partnership started on Jan 1, 2013 was at yearend worth 221,000 and our accumulated
profits since inception have now surpassed [xxx] million. Furthermore, when we started the
partnership three years ago a 25% gain amounted to [xxx] while in 2016 a 25% gain would
amount to almost [xxx] million. On the flip side is the Toyota Avensis that I and Larisa
bought at the end of 2011 for just over 100,000. The implicit cost of that car for us is now in
the neighborhood of 275,000 while the value of it most assuredly is not. But yes, we still love
it. Of course, additional deposits since we started has played its part and it's important to
understand that continuous saving is a vital part in fully partaking in the miracles of
compounding and making this snowball of ours bigger over time.
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Two years ago and last year I wrote that I believe our advantage versus the OMXS30 index
will in general be small in years where it performs very well and greater in years were it does
not perform as well. Of course, there will also be years in which we won’t outperform the
index and years in which our returns will be negative. This year we finally got a first test of
whether there was any merit to my expectations. We managed this first tougher year very
well with our relative margin versus the index being our largest so far – and I believe
managing tough years well is the key to great long-term performance – but I prefer to say
'one down, many more to go' before we draw any conclusions.
While good relative results are definitely nice to report, what I evaluate myself on is not the
margin by which we outperform or underperform benchmarks and other money managers –
but our absolute returns and the improvement in process and thinking as a business owner
compared to where we were one and two years ago. In short time periods good returns should
not be taken as proof of a good process. Likewise, a good process should not be counted on to
produce good returns every year. Over time, however, it should.
In any area in life when you have a year in which you feel a lot of progress has been made,
you also realize how little you knew in previous years. The year I have generated the highest
returns so far is 2010 which was accidentally also my first year as an investor. Needless to
say, I was a terrible investor then with almost no clue what I was doing. Of course, just like
the 18-year old that has just gotten his driver’s license, I had no clue I had no clue. In five
years, looking back on today, will I say the same thing? Well, what can I say, I hope I do.

Our goals
Howard Marks, which I have discussed in previous letters, wrote a great book in 2011 that I
highly recommend. It’s called The Most Important Thing. It has 19 chapters and every
chapter starts with ‘The Most Important Thing is .. ’. In 2013, he revised the book and added
one more chapter: ‘The Most Important Thing is Reasonable Expectations’.
In each of the first three years we have met and exceeded our goals by a wide margin so I
want to take the opportunity to remind you of the importance to maintain reasonable
expectations regarding our future returns. Remember, our secondary goal – with the first of
course being not to lose money – is to earn 15% (pre-tax in SEK) on our capital on average
per year, not to earn 15% or more every year. If you don’t find this attractive, the partnership
is not for you.
While it would be nice to have very smooth and predictable returns, this is just not how the
investing and business world works. Such returns over time are possible only if they are made
up. We will leave such tasks to Bernard Madoff, the man behind the largest known Ponzi
scheme in the world. Madoff is said to have reported almost exactly 10% returns to his
investors every year, even in years when the market crashed, before in his 2009 trial he
admitted that he had not bought or sold a single security in the past 20 years.
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While I want you to have reasonable expectations, I also want you to be critical if you start
hearing me trying to explain away why our goals were not reached year after year. I don't
ever want to be the person that throws a handful of darts and when most of them miss,
highlights only the few that actually did hit something and explains the others away with
some mumbling about current uncertainties in China or some other macro conditions. Our
goals are firm and if they were to change, I will let you know before anything else.

Our strategy
Most of you know that our investment strategy is value based as opposed to speculation
based. I want to point out that we view growth as a very important component in the value
equation and do not at all equate growth investing with speculation. So how is value investing
different from speculation?
Speculators buy assets based on what they believe others will pay for those assets in the
future, usually in the very near future, without much regard to the value of those assets. Thus,
speculators have to rely on luck, or other speculators and uninformed investors in order to
make a profit.
Value investors buy assets based on what they believe the assets are worth, usually without a
target holding period. Thus, they depend on their estimate of value being roughly correct and
that the companies they invest in will perform well or at least as well as they have predicted.
The reason for our choice of strategy is simple: why would anyone ever want to invest in
assets where the price paid is higher than the value? And conversely, who would not want to
invest in assets where the price paid is lower than the value?

The value of a company
So that all sounds nice, but how then do we go about valuing a company?
The value of a company is the present value of all future cash flows that can be taken out of it
from today until the day the company ceases to exist. Depending on interest rates the present
value, i.e. the value today of the cash that we as owners will receive in the future, will be
different. Future cash flows have a higher present value if interest rates are low and a lower
present value if interest rates are high.
To understand why, consider the following: if interest rates were fixed at 0% until the end of
time, any future cash flows would have a present value equal to the amount we would receive
at any future date. This is because you are not able to earn any risk-free (or at least as close to
risk-free as you can get) interest income by investing the cash you have today. When interest
rates are above 0%, however, you can invest the cash you have and earn risk-free income on
it so in this case it should be clear that x today is worth more than x that we will receive in the
future.
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As the value of a business is the present value of all future cash flows, it follows that what a
company has done historically does not determine its value and should only be considered as
a clue (albeit often a very valuable clue) as to what might happen in the future. Many market
participants tend to overweigh what has happened in the recent past and forget that it is the
future that determines the value of a company. Furthermore, what you paid for a company’s
shares two years ago has absolutely nothing to do with what those shares are worth today.
Surely, an honest, customer-oriented and shareholder-friendly management is likely to stay a
good management in the future and a management that has been trying to hide problems and
made moves to enrich themselves before customers and shareholders are likely to stay a bad
management. But if you would have used historic factors only when trying to determine the
value of for example Kodak and Blockbuster or Google and Amazon in the 1990s, your
estimates would have been way off. What would have helped you was if you would have
made a roughly correct estimate of the future cash flows that those businesses were going to
produce. Admittedly, this would not have been very easy.
But let’s say we have a good estimate of the future annual cash flows; how do we value
them, i.e. what multiple do we assign them?
The short answer is the number of years for which we believe these cash flows can be
sustained. If we could somehow know for certain that a company, let's call it Certain AB,
would earn one million and pay it all out to its owners every year for 20 years before together
with all of its assets and liabilities going up in smoke on Jan 1 on the 21st year, the efficient
price for that business today would be 20 million (assuming 0% interest rates).
Thus if the total enterprise value of Certain AB, i.e. the market value of Certain AB plus its
debt minus its cash and investments, is below 20 million it would be a good time to buy its
shares. And consequently, if it is above 20 million it would be wise to stay away.
Of course, Certain AB does not and will never exist; future cash flows are unknown and vary
a lot from year to year. But as is clear from the above, a very important factor to assess is
whether the business and its cash flows are sustainable over time. If they are, the value of the
company is higher than if they are not. A good rule of thumb is this: the more certain you are
about the sustainability or improvement of a company's cash flows, the higher the multiple on
those cash flows should you use in order to estimate the company’s intrinsic value.

Our estimate of value
So, how can we possibly estimate what the cash flows of a company will be in 20 or even 10
years? This is very hard, if not impossible to do, at least within any reasonably small range
for it to be very useful. Li Lu, the founder of Himalaya Capital that has Charlie Munger as
one of its investors and is known for his very meticulous investing approach says: “If you are
good, and spend your entire lifetime studying, across a 50 year career, there will be maybe 510 opportunities where you can confidently project the next 10-20 years.”
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So what we instead try to do is to estimate what we believe a company will earn on a
normalized basis, i.e. what we believe that its earnings will be on average (and in a worst
case) over time. In a full business cycle, most businesses will have a couple of bad years, a
couple of good years and a couple of average years. A good business will have a higher
percentage of good years and vice versa. As bad years are almost certain to come around for
any company, we want to be sure that our companies will survive in those bad years as well.
To project future earnings we always consider the industry in which our company is
operating. Our focus, however, is on the specific company. We don’t try to estimate every
year by itself, decide on an appropriate discount rate and then discount all those cash flows
back to today to get the present value. Instead, we look into the future in more broad terms.
For example, we might have estimated that in two years the company we are looking at will
have revenues of at least 500 million based on its number of customers or the number of units
we believe it will sell. We then make an estimate of what the profit margins might be under
such a scenario based on other similar products and companies or in some cases based on the
company at hand. This will give us an estimate of what the earnings might then look like.
Of course, no earnings prediction will ever turn out exactly as predicted. If it does, it will be
more luck than anything else. So we never have an exact target price or holding period for
any investment. We do however always have a target price range. This price range usually
changes over time and sometimes substantially so. This is one of the things that make
investing so challenging and fascinating and at the same time much more difficult.
Due to the rapidly and ever-changing world that we live in, we will always stay humble and
open-minded about changing our view if new facts come to light that change the fundamental
outlook – and thus the value – for the companies that we are part-owners in.
We are very aware of two cognitive biases: 1) Confirmation bias, which is the tendency to
search for and interpret information in a way that confirms one's beliefs or hypotheses, while
giving disproportionately less consideration to alternative possibilities, and 2) Consistency
and commitment bias, which is the tendency to be consistent with what you said in the past
and to stay with old conclusions even though there is clear evidence they are wrong.
As Mark Twain warned: "It ain't what you don't know that gets you into trouble. It's what you
know for sure that just ain't so."
In summary, we look to invest in:
1. Companies where we believe that we have a good protection on the downside, i.e.
where if times get really bad the company will still survive, and possibly even thrive
if some of its competitors go bankrupt during the downturns.
2. Companies where we are very certain that the demand for its products and services
will rise in the future or at the very least not fall.
3. Companies where we are paying a good price based on our estimate of normalized
earnings.
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Striving for easy decisions
“It’s tough to make predictions, especially about the future.” -- Yogi Berra
As Yogi Berra said in his own special way, making good forecasts about the future is very
hard and you will always be dealt surprises. For us it is very important to never run the risk of
being totally crushed under any circumstances. The way I handle this for us is to not use any
leverage – which is pretty much the only way an investment partnership like ours that invests
only in stocks can go bankrupt – and to constantly try to put us in a position where we give
ourselves as few and as easy decisions as possible and leave the more difficult ones alone.
This means that we will say no to an investment that looks good on the surface and trades at a
low valuation but where I know that there are many unknowns that might come up along the
way that would give us very difficult decisions in the future, especially in areas where I know
I'm not very comfortable. We will gladly accept lower returns in exchange for fewer and
easier decisions. To keep things simple will always be our North Star.

Re-visiting an old favorite: Focus
We always strive to know the companies in our portfolio really well. Very seldom do we
invest in a company that I have not followed for a long time, usually many months and
sometimes years. If I feel that I need any type of second opinion about a situation, I won’t
invest. Familiarity really reduces mistakes. Among other things this means reading most
reports and news released by the company for the past couple of years. Company released
material is the one and only (legal) first-hand source that is available to investors and the one
I think is by far the most useful. I spend very little time on other sources.
When you start to know a company really well, it becomes clear why the markets are not
always efficient. Most market participants simply don't take the time to really get to know a
company. For example, GE has around 5 million shareholders; still their 2013 annual report
was downloaded only 800 times in the year following its release. It does take time and it is
harder work to go through company reports and filings than to read some random articles and
analyses while glancing at the financials of a generic site like Avanza or Yahoo. Most people
are usually looking for quick fixes; it’s part of our human nature.
It becomes even clearer when you read online articles and opinions about a company you
know very well. Sometimes those articles feel like a result of the whisper game; you know
the one that you played when you were a kid which starts with someone coming up with a
sentence, for example ‘In one year my father will be 50 years old’ and after being whispered
ear to ear around the table ends up becoming ‘In five years Superman will be 100 years old’.
As we focus our portfolio around a very small number of companies, I believe we are able to
know them much better in the context of constructing our portfolio than some large
investment firm that owns those same companies as part of a portfolio with 30 to 50
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companies. No matter how many analysts an institution employs and how many companies it
can analyze, it still has to assign appropriate weightings to the different companies within the
portfolio and continuously re-evaluate them which require comparing them to one another.
This is very hard if the different companies have been researched by 10 different analysts.
I believe that in the best managed portfolios one person has sole discretion over the research
and ultimately over the decisions. Needless to say, it will be a daunting task for one person if
she is working with 50 different companies in her mind. I believe our focus allows us a more
intimate knowledge – not only about the specific companies but also about their relative
merits – and is something that works greatly to our advantage. Oftentimes less is more.

Our portfolio
We sold quite a few of our holdings during the year. I will follow one of Warren Buffett’s
mottos: ‘praise by name, criticize by category’ so I won’t name the companies where we sold
our shares but will briefly discuss some of our investments.
When I discuss an investment in these letters it should not be viewed as something we will
hold indefinitely under all circumstances. No matter how much I like a company, an industry
or the qualities and capabilities of the management team, it always comes down to price
versus value. The discussions are here to give you a good sense of what types of situations we
like to invest in and how I think about them.
In two cases we sold because the stock price reached our estimate of intrinsic value. This is
the most pleasant reason to sell. In two other cases, however, I was wrong in my analysis.
During the year I realized that I had overestimated the growth prospects of these two
companies and thus also their intrinsic value. An in common theme in these two companies
was their tendency to always include a measure called EBITDA in their earnings reports.
EBITDA stands for Earnings Before Interest, Taxes, Depreciation and Amortization. Some
prefer to call it EBAE – Earnings Before All Expenses.
One of these two companies not only reported EBITDA but invented their own definition of
it as well; they called it adjusted EBITDA and besides the ‘ITDA’ they also excluded items
such as stock based compensation. It's interesting how you can classify something that has
occurred every quarter for the past couple of years – i.e. something that has been recurring –
as non-recurring. Stock based compensation is usually part of employment agreements and
thus it is definitely part of the cost of doing business. If the company wouldn't have these
stock based compensations in place, would their employees still come to work every day?
This company also did something I have never seen before; in a presentation they labeled
their interest costs as non-recurring even though it is clear they are going to be making large
interest payments on billions of debt for the coming five years at an absolute minimum. That
labeling seems more like reporting a possible long-term vision than reporting reality.
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In many cases, if there were no interest costs there would be no business because the
company wouldn't have had the cash to come to where it is today nor would it have had
enough cash to cover its daily operating expenses.
It is indeed very useful for investors to know about true one-time costs such as for example a
litigation settlement charge for a specific court case or a bonus payment that was contingent
on and limited to a specific event. In the benign cases you will usually see one of these onetime costs only very rarely. But in companies where the non-recurring costs tend to be there
every quarter and there are many of them to boot; the reality is often that they are indeed
recurring costs. In general I don’t think it's a bad idea to just skip all companies that always
include many adjustments in their financial reports – especially when the adjusted numbers
are the ones that are highlighted and touted – when you are looking for good investments.
I should say that in both these cases we were lucky to sell them with a handy profit. But we
won't always be so lucky; so I need to be even more diligent in the selection process. You
might now have a very reasonable question: "Why on earth did we invest in these companies
in the first place?" The plain answer is that I liked the core product of these businesses so
much that it made me accept the many warning signs in their financial reporting and to some
extent the expensive valuations. It is never pure black and white in investing.
Fortnox
One of our new investments is Fortnox. Fortnox is a small Swedish company that provides
cloud services for small and midsized companies in accounting and related services.
According to a 2014 SCB report, only 15% of large and 11% of smaller Swedish companies
buy cloud based accounting services. In my opinion it should only be a matter of time before
these percentages come up. With Fortnox being the market leader in this segment they have a
good chance to capture many of the companies that will switch to the cloud in the coming
years. Besides the risk of security breaches it is hard to see any disadvantages with having
ones accounting data in the cloud; safely backed up and accessible from any device
anywhere. The wide accessibility makes it very convenient for the accounting consultants
that can just log on to their client accounts from their own offices whenever they need to.
Fortnox also has a nice tailwind from the network effect that its current rapid growth creates.
If most of your peers use a certain piece of software for one of these basic services that all
companies need, it's very convenient to pick the same one as it will save you time not having
to try out all the different options and you will have comfort that it works well and that it can
be trusted. The more companies that sign up as customers the more accounting consultants
need to learn how to use it. And when new companies contact these consultants requesting
accounting help they will likely be recommended it as well. The new companies will in turn
mention it to their peers and business friends which complete the virtuous cycle for Fortnox.
These types of basic essential services tend to have very sticky customers. Once you have
started to run your accounting in one software and as long as it does what it is supposed to
do; the time required and the risk of something going wrong during a switch to another
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software will usually be much greater than the value your business and, most importantly,
your customers get out of it. And, as a small business owner, time is your most valuable
resource so there is no way you are going to switch unless the competing software has huge
benefits compared to your current one. The annual cost for using an accounting service like
this is so small that you will never change based on price alone.
Furthermore, as the service is so basic, the pace of change and innovation is very slow
compared to most other Internet services today which greatly reduce the risk of new
competitors entering the scene with something that is much better. Finally, the demand
should remain robust even when the economy slows; accounting is probably one of the last
things a company will give up on as filing regular sales tax reports is required by law.
There are roughly one million companies in Sweden today of which 99% have less than 50
employees which makes Fortnox ideal for them. Fortnox currently has little more than
100,000 customers so I believe they have a long growth runway if they continue to execute
well on their software quality and customer service. If they do, with such a scalable business
model, their free cash flow should go up a lot faster than their revenues.
Fiat Chrysler Automobiles
The savvy of Fiat CEO Sergio Marchionne’s moves during the financial crisis is now
becoming clearer. After negotiations with the Obama assigned auto crisis team, Marchionne
in 2009 agreed to take on and run the then troubled and bankrupt Chrysler in exchange for a
40% stake without making any cash outlay. The stake was subsequently increased until the
remaining outstanding shares were finally acquired in early 2014. In total Fiat paid around $4
billion for all of Chrysler. This subunit of Fiat is now on its way to generate about $4 billion
in free cash flow in 2015 alone. Warren Buffett’s advice from 1951 when he was teaching a
class at Columbia University at the age of 21 held through nicely 58 years later as well:
“Be fearful when others are greedy, and be greedy only when others are fearful.”
Ferrari, another subunit of Fiat, was spun off from Fiat in the first days of 2016. We just
received our part of Ferrari shares – we received one Ferrari share for every 10 Fiat shares
that we owned. We do however see much greater value in the Fiat shares at current prices.

Closing thoughts
After three years in which our compounded annual gain has been very high it would be easy
to become overconfident. I can assure you I won’t; now more than ever do I understand how
difficult it is to achieve these returns. I thought about that at the end of the first year, I
thought about it last year and I have the same thought as I am writing this.
The key to our successful start, I believe, has been that we never chased high returns but have
kept the focus on the downside. When we were down for the year (which has happened two
times so far) I haven't searched for quick fixes or started to take chances to maintain our high
average but our strategy has remained exactly the same as when we were up 20%. We have
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just been doing what I believed to be the most sensible thing to do at all times; with no
consideration to any index, to our previous returns or to anyone else’s. You can count on this
to be the case in the future as well.
When I started out, I figured that 50% a year was a reasonable goal even though every book I
read and every smart investor I listened to talked about being very happy with 15%. I could
have done some very simple math and then easily realized the absurdity in such a goal. If you
start with $1 million and compound it at 50% for 30 years you will end up with $192 billion.
For some perspective, that would land you the 16th spot on the S&P 500 list just below WalMart and just above Visa and Coca-Cola. Don’t ask me what I was smoking at the time.
Besides that this year produced some excellent results for us, we also gained a lot of new
knowledge about some new industries and also a handful of new companies. While we
haven't invested in most of them, I believe the added knowledge will pay great dividends for
us over time. For example, two years ago I did a lot of research into the American for-profit
education industry. Early this year, the industry was hit with the revelation of some bad
actors that had engaged in highly unethical and even fraudulent activities. This bad press
dragged down the whole industry and the babies were thrown out with the bath water. My
research had yielded one clear favorite in this industry which we were now able to invest in at
a very good price. This has actually been a recurring theme for us. Companies I read about
but don't invest in – for either fundamental reasons or a too high price at the time – have had
a good habit of becoming big winners for us later on.
I have made mistakes during the year and new ones are bound to happen in the future as well.
In the most nagging cases I knew enough to invest and the opportunities were right in our
sweet spot of knowledge but I still did nothing. And in some cases I made mistakes when
estimating the intrinsic value. But the majority of decisions have worked out fairly well so
far. The overall big picture is all that I – and what you partners should – really care about.
Eighteen-time Olympic swimming champion Michael Phelps advices: “Make a million
mistakes but never make the same one twice”. I do follow his advice and given the amount of
mistakes I have made in the six years since I started investing, our mistake universe has now
at least been vastly reduced.
Thank you for letting me manage your assets. I love doing it and I look forward to expand the
structure of this partnership from the current family office so that more people can partake in
the future. I vastly underestimated what is required to make that possible but a lot of progress
has been made here during the year and I am now working with a lawyer to set it up.
I wish all of you a happy year with positive developments in the areas that are the most fun
and meaningful to you.
Daniel Glaser

Uppsala 2016-01-14
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Disclaimer:
This letter does not constitute investment advice to buy or sell any securities. I have to the best of my
knowledge tried to gather correct information but there might still be factual errors present. Zen
Capital and Daniel Glaser do not take any responsibility for investments made based on information
in this letter.
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"You don't need a parachute to skydive.. you only need a parachute to skydive twice."
– Unknown
Dear partners and readers,
Our return on capital in the first half of 2016 was 0.0% (that’s not a typo).
Currency effects had a positive impact on our returns by roughly 0.9%. On an absolute basis
we made money because some of you made well-timed additional investments during the
period. Our total assets which are comprised of cash and investments were on June 30, 2016
worth [xxx] SEK.
Below are the pre-tax returns since the start of the partnership on Jan 1, 2013. To make the
returns a definite “apples to apples” comparison, re-invested dividends are included in the
partnership and in the OMXS30 returns.
Zen Capital Limited
100 000 SEK
OMXS30 2 Difference
Partnership Partners 1
invested 3
2013
41.0%
30.8%
25.4%
5.4%
130 800 SEK
2014
45.0%
33.8%
13.6%
20.2%
175 010 SEK
2015
35.1%
26.3%
2.5%
23.8%
221 038 SEK
June 30, 2016
0.0%
0.0%
(6.0)%
6.0%
221 038 SEK
Overall Gain

176.2%

121.0%

37.2%

83.8%

Compounded
Annual Gain

33.7%

25.4%

9.5%

15.9%

121 038 SEK

Limited Partners returns are after all fees.
As Avanza Bank now offers Avanza Zero – a fund that mimics OMXS30 returns including
dividends and charges zero fees – the OMXS30 column shows returns after all fees as well.
3
100 000 SEK invested in the partnership on Jan 1, 2013.
1
2
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A word on our returns
The past 14-month period since the OMXS30 index peaked on April 27, 2015 has been by far
the best period in our short history. The index is down 23.1% since then while we are up
20.1% resulting in an outperformance of 43.2%. I am certain of few things in life but I am
certain that such an outperformance will not continue over time. But let’s enjoy it now.
I think our 0.0% return on capital in the first half of the year illustrates well the randomness
of returns at a specific date. As Warren Buffett wrote many years ago: “Our investments are
simply not aware that it takes the earth 365 days to orbit around the sun. They are also not
aware that I need to report to you at the end of each orbit.”
While I understand that a 0.0% return might not sound very exciting to anyone; if you are a
fundamental long-term oriented investor the closing hours of June 30 were as exciting as it
gets. As Larisa will tell you, I was cheering our companies on to maintain our streak of no
negative 6-month periods; it long looked like it would be broken but a late night comeback by
some of our companies allowed me to postpone that.
As I have said before I don't believe currency effects will have a big impact on our returns
over time. I could definitely be wrong here but I have no plans to hedge our currency
exposure. Usually, from what I have seen, the costs of hedging outweigh the benefits.

Don’t lose money
Why do I think not losing money is so important so that I have made it our primary goal?
First, it allows me to sleep well. Second, a person that compounds at 15% per year for 20
years without any losing years ends up with a 1537% return whereas a person that
compounds at 15% but loses 50% in one of the years ends up with roughly a 600% return.
Not bad either but as you can see, the difference is enormous.
I would like to clarify what I mean by not losing money. As much as I would like for us to
never have negative returns in any one year, it’s probably unavoidable that we will have some
years in which our returns are strongly negative. What I try to avoid is a permanent loss in
any one single investment. If a company’s shares are down during one earth-sun-orbit that
does not necessarily constitute a loss for us – as our purchase could have been made at a
lower price in any previous earth-sun-orbit – and much less a permanent loss.
A permanent loss happens if the following three conditions are fulfilled:
1) It turns out that I was wrong on a company.
2) The market prices the company’s shares lower than our average purchase price to
reflect that mistake of mine.
3) I decide to sell at that time so that our loss is realized.
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This is very different from the market disagreeing with us for now and I decide to hold on or
buy more. So far, a permanent loss of any meaningful size has happened for us only once –
the culprit was Billabong which was sold last year – and our total loss then was less than
2.5% of our capital.

Brexit
I did not anticipate Brexit nor do I know what its ultimate effects will be. As we are not in the
business of market timing and as we do not invest in currencies; even if I had anticipated it I
would not have made any major adjustments to our portfolio. Some of you might say:
“Well, if you had anticipated Brexit and believed it would lead to lower prices all across the
board, why not sell everything the week before and buy it back 10% lower after the vote?”
The answer is that you could play that game but that is not what we do. I believe it is much
better to realize that these types of events will happen from time to time. As an investor with
a long-term horizon you have to accept that they will happen and that you won’t be able to
accurately predict most of them.
What was clear was that the financial markets underestimated the probability of Brexit and
were largely positioned for Remain – hence the big negative reaction when the result was
announced. This was a bit surprising as the polls showed close to a 50/50 split just days
before the vote.
After I sadly noted that Brexit had prevailed, at 9am when the markets opened I brought our
cash and sat ready to deploy some of it when literally every stock went on sale. Given how
the whole thing looked I should have brought some popcorn too. While it surely was
entertaining I take no pleasure whatsoever in the panic of other people – I am just focused on
making good investments at good prices on Zen Capitals behalf and widespread, uninformed
fear tends to produce opportunities to do just that. The late June sale, which lasted a couple of
days, allowed us to substantially lower our average purchase price in a new investment in a
Norwegian company and to buy back Fortnox at a good price when the Visma offer was
rejected (more on that later).
I don't know whether the world will be worse or better off with Brexit. I think it’s fair to say
that no one really knows at this point. It is way too early to tell what the initial effects will be
and even more futile to try to guess any second and third-order effects. The main risk that I
see is the possibility that other countries might follow in the future. I don’t want to speculate
as to what might happen then but I don’t think it would be pretty. What everyone seems to
agree on is that implementing Brexit will be a very complex and time-consuming process.
What we know with certainty at this point is that the British Pound (GBP) has lost some
value versus most other currencies. This affects companies that have revenues or costs in
GBP and report in some other currency, or vice versa. The former will now report lower
revenues and costs all else equal while the latter will do the reverse. In our portfolio there is
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only one company, Fiat Chrysler Automobiles that has such an exposure. My estimate is that
the GBP currency move will affect Fiats total sales (in EUR) by less than 0.5%.
Whatever the ultimate effects of Brexit will be, one can draw the same conclusion as always
when it comes to predicting macro events in order to improve your investment returns:
predicting macro events is incredibly difficult in advance and incredibly easy in hindsight.
If you don’t agree, why didn’t you tell me two years ago that: 1) oil would cost $43 a barrel,
2) that the entire stock of Swiss government bonds would trade at negative yields which
means that if you want to lend your money to the Swiss government they will charge you for
it, and 3) that the stock markets would be making new all-time highs under these conditions.

Investing essentials
During the year I got into a discussion about investment books and how the best-sellers are
always the ones that promise some quick-and-easy scheme to riches. As Howard Marks has
discussed: By definition, everyone cannot attain above average results. To get above average
results you have to do something different than the majority. The books that are truly helpful
are usually not popular in the mainstream because they encourage saving, patience, risk
management, skepticism, reading annual reports, thinking deeply about companies and other
“boring” things that won’t score you many ohs and ahs from your friends, wife or family.
When I thought about it some more and having read hundreds of investment and business
books; these five points is how I would summarize the essentials of investing for those of you
that don’t mind to save some time:
a) Understand that the market goes up and down but mostly up.
Accept that you can't predict the moves, don't spend much time and energy thinking
about those things.
The market does go up over time as productivity and humankind advances. If either
stops to advance permanently, you will have bigger problems than your investment
portfolio.
b) “Offense wins games, defense wins championships.”
Never expose yourself to the risk of going broke, be humble and flexible, and learn to
be content with moderate gains.
c) Know your Circle of Competence and make big investments very seldom.
Work on expanding your Circle of Competence but only invest inside of it, no one
cares how many things you put in the “I don’t know” basket. Most companies are not
great investments for you. This is crucial to understand.
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d) Always get the facts.
Sometimes the important facts are not conveniently served up to you – that doesn’t
make them less important.
Sometimes the facts falsify your previous conclusions and you badly want to reject
them – this is when recognizing them becomes even more important.
e) Focus your time in areas that you find interesting and fun.
This will speed up your learning, improve your understanding and more importantly,
improve your life.
The rest is in doing the actual work and finding your own way. I believe there are many ways
that work in investing as long as you don’t stray too far from the above principles.

Our portfolio
Fortnox
I wrote in detail about Fortnox in the last letter, it might be helpful to revisit that part to get a
better context before reading on.
On March 14, Fortnox main competitor Visma announced an offer to acquire Fortnox for 24
SEK per share. This was just above a 30% premium to the then current share price. The total
deal value was 1.4 billion SEK. Visma’s requirement for acceptance was set to only 50%
which would mean that anyone who didn’t accept the offer and held onto their shares would
become a sort of a hostage with Visma as the majority owner.
The Board of Directors used almost 1 million of shareholder’s money to pay a well-off firm
for one weeks work to get a fairness opinion on the offer (in their defense, this is required
under the Swedish takeover rules). This firm released a statement in which they assessed the
offer as “reasonable from a financial perspective” without citing a single number; no growth
assumptions, no future cash flow estimates and not a word on how they had valued Fortnox.
To anyone not intimately involved in their process the statement was, well, “meaningless
from a financial perspective”. Understandably, Fortnox largest shareholder Olof Hallrup that
owns 24% of the company was not very happy about how the offer had been handled by the
Board and publicly announced that he thought it was too low and was going to vote No.
Now, as we owned about 0.05% of the company at the time of the offer – while I fully agreed
with Olof – our situation was quite different. After the offer was announced the share price
settled around 23 SEK, a 4% discount to the bid, assigning some probability to the offer not
going through. Given that I wanted to maintain our ownership but not as a hostage to Visma,
our options were as follows:
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i.

Sell our shares at 23 SEK and hope that the offer would be rejected  0% return.

ii.

Keep our shares and hope that a higher bid would be announced  Unknown upside.
I gave this a very low probability as I couldn’t think of any other potential suitors.

iii.

Keep our shares and vote Yes.
This would have given us 24 SEK per share if the offer was approved by shareholders
and by the Swedish Competition Authority (KKV)  4% upside.

iv.

Keep our shares and vote No with the hope that the offer would be rejected and that
the shares would become worth more than the offer price at a later date. I believed
this would result in a much lower share price in the short term – my best guess was
16 to 18 SEK per share based on what the price was before the offer was announced.
 30% downside. (if my estimate is a range I always assume the worst case, i.e. the
lower limit, as surprises on the upside are not as unpleasant)

The Board hired another Corporate Finance firm at another hefty cost to shareholders (total
costs related to the Visma offer per June 30, 2016 was 3.2 million, it’s not cheap to get an
offer to be acquired!) to help find other bidders but when no new offers were announced our
options were to sell at 23 SEK or wait for a 4% upside provided that shareholders and KKV
approved the transaction with a 30% downside if they didn’t.
I believed there was about a 60% chance for each approval which meant that there was only
about a 35% chance of both happening. Basic probability then gave us an expected negative
return of 18.1% (0.35*0.04 - 0.65*0.30) if we held the shares. Besides this unequivocal math
I believed that it would take a long time to finalize the offer given KKV’s involvement. In
addition, the fairly high possibility of the shares becoming available at a much lower price
made it an easy decision in the end so we sold our shares at 23 SEK.
Shareholders approved the offer by a wide margin but on June 27 our prayers were answered
when KKV announced that they opposed the acquisition and would try to stop it. Visma
responded by withdrawing their offer. Because of Brexit there was some additional selling
pressure – never mind that Fortnox only has Swedish operations – so the shares became
available at a 35% lower price and we were able to buy back all our shares and then some
which means we now own a 50% bigger piece of Fortnox without having spent any
additional money. Aren't sales great? Compared to regular retail sales, in addition to the
economic advantages, stock market sales are also much more enjoyable as there are never
any long lines at the checkout desk.
We did not buy Fortnox – this time or initially in 2015 – at anything near a "perfect" price but
Fortnox has many of the attributes I look for in a great business. Fortnox has a very strong
competitive position in the marketplace, recurring revenues with very high retention rates due
to the high switching costs that I discussed in the last letter, little to no inventory, it benefits
from network effects which lower its marketing costs, its main product is required due to
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regulation and its products provide a great value proposition to their customers – the best
services at the lowest prices.
The buyout offer goes to show how important it is to look to the future and not the past when
evaluating a business. If you would have looked at Fortnox on a trailing 12 month basis at the
time of our purchase (our average cost was slightly less than 15 SEK) it would have no doubt
looked very expensive. But, as you know or may remember from the last letter, the value of a
company is the sum of all future cash flows discounted back to today (plus its net assets).
Past cash flows have nothing to do with it.
The future is all important and Fortnox dominant position is key here. Fortnox is quickly
becoming the de facto standard for small companies in Sweden. New customer inflow
accelerated in the first half of the year from the already high growth rate of the last couple of
years. Revenue per customer also showed a substantial increase; this is a very important
metric as it indicates that existing customers order add-on services at close to 100% margins
for Fortnox. Some new financial services that Fortnox recently launched bode well for a
continued increase in revenue per customer in the future. The resulting effect on earnings
should be good. I believe Fortnox is worth more than what Visma offered and possibly even
a lot more in a couple of years.
Diamond Resorts International
Diamond Resorts is a vacation ownership company. It offers a membership that gives its
customers the ability to choose vacation destinations among hundreds of destinations around
the world. They charge a high price for their memberships and so their services appeal
primarily to higher-income families. I first read about this company in a letter written by
Scott Miller at Greenhaven Road Capital and started researching it. This resulted in an
investment that I expected to be more short-term in nature than what we normally do as I
liked the price very much (our average cost was around 5x my free cash flow estimate) but
wasn’t very excited about the business model.
A couple of months later on June 27 when Visma’s offer was withdrawn I decided to make
this money available to buy back Fortnox and leave what I assessed to be a 15-20% upside on
the table. Had the KKV announced their decision on Fortnox two days later our portfolio
would have been subject to yet another buyout offer and another 30% premium within a mere
four months as Apollo Global Management announced an offer to acquire Diamond Resorts
on June 29. While this possibility was not the main reason for our investment, Scott actually
predicted the buyout within this timeframe based in part on a large chunk of options owned
by management that were going to expire in July. Credit to him and an eventful final week of
the first half of the year for us to say the least.
Yes, I know. An argument can be made that I should have left this one alone as I am a
proponent of investing based on long-term fundamentals and estimates only. In hindsight, I
actually agree with that argument. In my defense I call upon what writer and philosopher
Aldous Huxley once wrote: "The only completely consistent people are dead."
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Fiat Chrysler Automobiles
Despite what the share price and the media would have you believe, Fiat is actually doing
pretty well. Earnings have been steadily rising and while the re-investment needs are high, I
continue to believe that Fiat shares will be worth much more in a couple of years. With that
said, as the auto business doesn’t have very attractive overall economics, Fiat is one of our
smaller positions. But it’s still meaningful as we never hold more than ten positions.

Interest rates
Warren Buffett highlighted something very interesting in an interview earlier this year: he
said that if we knew for sure that interest rates would be 0% for 50 years the valuations would
go through the roof. To understand what he was talking about: Imagine if we knew that
interest rates were indeed going to be 0% for the coming 50 years. What would happen?
Well, the attractiveness of investments is a lot about its available alternatives. If your only
alternative is to get a 0% risk-free yield and you know it will be your only alternative for the
next 50 years, you will be very happy with a 5% yield or a 20x earnings multiple (if you buy
a company for 100 units and they earn 5 units per year you pay 20x earnings and earn a 5%
interest on your investment assuming all earnings come to the benefit of shareholders) and
even fairly happy with a 1% yield or a 100x multiple. Actually, any positive yield would be
preferable to 0%. Thus, very high multiples would make perfect sense in such an
environment.
Now, if you can get a 5% risk-free yield, or if you believe that you can get 5% risk-free in a
couple of years, you will demand say an 8-12% yield in order to be willing to take on some
risk. You are not going to accept a 5% yield with risk when the government offers it to you
risk-free.
Another effect of today’s low interest rates is that future cash flows have a higher present
value. A dollar tomorrow becomes almost equal to a dollar today. Some investments that in a
more normalized interest rate environment would have been done in a couple of years will
make sense to advance and do right now instead because of the higher return on investment
(due to the higher present value of future cash flows) and also the cheap borrowing costs.
This added investment demand also drive up prices. A result of all this is that the market
assigns fast-growing companies higher multiples. This is to some extent warranted. But
markets usually overshoot and some companies are now priced as if they have found an elixir
of eternal life and patented the solution.
In summary, first of all we have to remember that we do not know that interest rates will be
0% for 50 years. Most of us would agree that this is extremely unlikely. Secondly, although
higher valuations are warranted to some extent, it has become harder to find good companies
at cheap prices. As I write this, although I am always on the lookout, we are at 20% in cash.
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Feeling lucky
As an investor it's very enjoyable to be able to wake up every day and go to learn more about
subjects that really interest and fascinate me. I wish our society would encourage more
people to do that. Yes, it’s up to each and every one of us to find and go after what we most
of all want to do with our time on earth, but our societal values sometimes make it hard for
people to take the time to really think about that – there are always so many things that
“need” to be done first and it's not very socially accepted to talk about these things. People
tend to call it "midlife crisis" when what it really should be called is "I’m thinking hard about
what I really want to do in life".
There's nothing wrong with not knowing but it's a big mistake not to do everything you can to
find out. It might not be easy to get started (I know this well from experience) but someone
has to put you on the right path. And that someone has to be you. I think Oprah put it very
well: “If you don’t know what your passion is, realize that one reason for your existence on
earth is to find it.”
Your life will be enormously improved and much more fun and interesting once you find
something you truly enjoy to do every day. It can be hard to know what you like the most so
it might be easier to start with what you don’t like and eliminate that. When I worked as an
employee many years ago I had no idea what my dream job was but I knew all too well that
that wasn’t it. How we spend our days is ultimately how we spend our lives. Unfortunately,
our time is limited and to not forget that I regularly remind myself of Mary Oliver’s
challenging line: "Tell me, what is it you plan to do with your one wild and precious life?"
I have a confession to make. I remember when I started out on this investing journey about
six years ago with no firm idea of a strategy and less than 150 000 SEK. I believed that
managing millions is what "they" do and I couldn't imagine any remotely viable path to ever
getting there in a lifetime. It was something that was just beyond my reach. The sum that I
manage today – about [xxx] million as I write this of which almost half are profits – was
completely unfathomable to me at the time.
You might think "Well, what’s so special about making much money?" You're right, making
much money in itself is not special at all. It's about the improvement that's possible if you put
your mind into something that fascinates you and comes naturally to you, and about
overcoming the illusory limitations we tend to put on ourselves.
If you feel like I did regarding anything that fascinates you but seems completely out of your
reach, know that most things, especially those that have been achieved by others, are indeed
very possible. A lot of hard work and patience will be needed but most often, the people in
your area that are where you want to be are usually not much different from you; they've just
been more focused and have been at it for a longer time.
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One of the reasons I really like investing is because in the end the person with the facts
always wins over the person without. In politics, serving as a current stark contrast, you can
apparently be on track to get 40% of the votes in one of the Western world’s largest countries
by primarily making things up and then shouting loud about them. Independent fact-checking
bureau PolitiFact.com found that more than 75% of one of the candidate’s statements (I will
leave it to you to find out which one) were mostly false or worse. In investing, shouting
won’t get you any points and making things up will bankrupt you.
Personally, I would have liked a solution where all politicians are scored on their truthfulness
leading up to the election. Today, the drawbacks of fiddling with the truth are almost nonexistent. This “truth score” would then play a big role in the election and matter as much as
all the votes. I think this would lead to less emotional elections and make for a better world.
On a final and happy note, our partnership has now created its third millionaire. I intend to
keep working hard to multiply that number. While I have always liked numbers in general,
this number – along with helping other less well-off people down the line – means much
more to me than most other numbers.
Daniel Glaser

Uppsala 2016-08-24

Disclaimer:
This letter does not constitute investment advice to buy or sell any securities. I have to the best of my
knowledge tried to gather correct information but there might still be factual errors present. Zen
Capital and Daniel Glaser do not take any responsibility for investments made based on information
in this letter.
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make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
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decision.
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This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

Some comments on the 2016 U.S. election
The electoral vote vs the popular vote

The presidency is decided based upon electoral votes. There are 538 total electoral votes and
270 are needed to win.
The electoral votes are distributed over all states; the larger the state population the more
electoral votes that state is worth. The candidate that wins the most votes in a state gets all
the electoral votes of that state. A 51% majority in a state gets as many electoral votes as a
90% majority. No extra points for winning big and no points for second place.
The popular vote simply counts all the votes over the whole country one for one. The popular
vote does not matter in terms of deciding the presidency.
While one can make the argument that it is clearly undemocratic that a candidate that wins
the popular vote can still lose the election, the electoral vote is all that matters under the
current system.
The new President-elect Donald Trump, always the entertainer, had this to say on the subject:
Nov 6, 2012
"The electoral college is a disaster for a democracy."
Nov 15, 2016
"The Electoral College is actually genius in that it brings all states, including the smaller
ones, into play. Campaigning is much different!"
While Mr. Trump clearly is very flexible in his opinions, I think he has a good point in that if
the presidency had been decided upon popular votes instead of electoral votes both
campaigns would have had different strategies before the election and the outcome of the
popular vote might have been different as a result.

Election results

First of all, 46.9% of eligible voters didn't vote. 25.6% voted for Hillary Clinton, 25.5% voted
for Donald Trump and 2% voted for Gary Johnson and Jill Stein. If "didn't vote" had been a
candidate, it would have won by a landslide. For some reference, in the 2014 Swedish
election only 14.2% of eligible voters did not vote.
Trump won the electoral vote 306 – 232 as he won most of the swing states such as Florida,
Pennsylvania and Michigan.
Clinton won the popular vote 62 million to 61 million by the latest count. The main reason
for this was a 3 million vote advantage in California.
At first glance, it certainly looks like Trump won the electoral vote by a large margin but let's
take a closer look at some of the key states.

Pennsylvania: Trump won by 68 000 votes (Total votes 5.95 million – Electoral votes 20)
Michigan: Trump won by 12 000 votes (Total votes 4.77 million – Electoral votes 16)
Wisconsin: Trump won by 27 000 votes (Total votes 2.93 million – Electoral votes 10)
As you can see, 107 000 votes in these three states made up the difference in this election.
Had Clinton gotten 54 000 of those (less than 0.4% of the total votes in these three states),
she would have reached 278 electoral votes and been the next president. An observation from
professional sports seems very fitting to describe the situation: The higher the stakes, the
smaller the margins between success and failure.
Remarkably, in Michigan, there were 88 000 people that took the time on a Tuesday to go to
a voting facility, vote for other offices on the ballot but then left the presidency vote blank (in
2012 the same number was 50 000 voters). While most of them probably knew that their vote
would be very important they still could not muster to vote for either candidate.
This illustrates well the theme of this election regarding the candidates; many people did not
like either one. After the election only 32% said they were "proud" about the outcome – in
2008 when President Obama was elected for his first term the same number was 67%.
As mentioned above, there were also two other candidates besides Trump and Clinton in the
presidential race – Gary Johnson for the Libertarian Party and Jill Stein for the Green Party.
Combined, they got the following number of votes in the crucial states:
Pennsylvania 192 000 votes
Michigan 224 000 votes
Wisconsin 137 000 votes
I don’t know where these votes would have ended up had the names of Johnson and Stein not
been on the ballot but it’s clear that in the three key states they would have had the power to
make a big difference.

Predicting the future is hard

I think three things were true regarding the election and the stock market:
1) Most people did not think Trump would win.
2) In the case he would win, most people did not think the stock market would do well.
3) Most people were wrong on both accounts.
My working hypothesis was that it would be much closer than the media predicted due to two
primary reasons. First, the fact that many voters didn't want to admit to polls that they were
going to vote for the more controversial candidate Trump (this has been the case in every
recent election and/or referendum that I have followed). Second, I believed there was a
“Clinton bias” in the media as many large newspapers openly endorsed her.

During the last week before the election I had the odds at a slight advantage for Trump.
This was not based on any analysis done on my part but primarily on analysis done by
Marcus Oscarsson that covered the elections on TV4. Not only has he loved politics since he
was a kid; he is also very smart, hardworking and has shown an uncanny ability of being right
in his analysis and predictions during the whole election season. What he manages better than
most is to be emotionally detached and remain completely unbiased – I think it’s fair to say
that this election was especially difficult in this regard for many people.
Keeping your emotions at bay might not be desirable in life in general but it's very helpful
when you're analyzing difficult multi-dimensional problems. I highly recommend Marcus to
anyone interested in politics.

So, did we adjust our portfolio based on my belief that Trump had a higher
than expected chance of winning?
No, besides making some extra liquidity available going into November, I did not make any
changes. Why not?
As I discussed in the last half year letter regarding Brexit; that is not what we do. Even
though my viewpoints were that Trump had a higher than expected chance of winning and
that his economic plan was a net positive for US businesses (more on that below), I didn't
know what the market's reaction to him being elected would be. Predicting such things is
incredibly complex and acting on them is even harder. As you know, I don't even try.

What about now that Trump has won?

Trumps economic plan that was released in September is designed to grow the US economy
by 4% per year over the next decade compared to the average 3% growth rate over the past
60 years and the current 1% to 2% growth rate. In it he outlined plans for:
•

large infrastructure investments

•

reduced regulation

•

lowering the US corporate tax rate from 35% to 15%.

While you may not believe that his 4% growth goal over the next decade is possible, these
three initiatives are clearly positives for US corporate profits.
On the negative side, he has said that he will make it harder for US companies to outsource
manufacturing jobs to other countries and that he will keep America out of the Trans-Pacific
Partnership (TPP) and renegotiate or leave the NAFTA agreement.
Surely, if the positives outweigh the negatives and lead to stronger economic growth, the Fed
is more likely to raise interest rates faster which would drive down asset prices over time.

Now, we don't know how much of what Trump said during the campaign that will be acted
upon and how much was just campaign talk. Furthermore, whether he will actually be able to
implement his ideas remains to be seen.
As far as not keeping one's word; I personally believe it is one of the worst things you can do
to another human being, and even worse – to millions of voters. When it comes to politicians,
however, this seems to be the rule rather than the exception. That is by no means unique to
any particular politician. As tragic as that is, and as wrong as you and I think that is, it is our
reality. If I'd have to guess, I would say that more of what he has said will not get done than
will. This is usually the case with all new governments and not necessarily because there is a
lack of will.
In summary, in terms of US corporate profits, I believe there are more positives than
negatives in his plan. There is nothing major there (yet) that has changed the overall
fundamental outlook for any of our companies. There might well be in the future though. We
currently own shares in three companies that are either US based or do the majority of their
business in the US so I will be attentive to new policies that might, negatively or positively,
affect those businesses.

Summary

None of this is to say that the stock market is going to go up now. I have no idea about that.
Investor sentiment can change for a number of reasons, sometimes predictable but most often
not predictable. This is true whether we have just had a historical election or not.
I do think that this early after a very dramatic election it’s easy to be over-worried about all
the uncertainty. Such worry will pass sooner or later and as investors, one of our jobs is to
distinguish worry and uncertainty from true risk. We invest in companies based on their
value, i.e. their net assets plus their future free cash flow. As an example, the demand for
Fortnox products or its future earnings power is not likely to be materially affected by
Trumps policies over the long term under almost any scenario.
It’s also good to remember what Peter Lynch said:
“I’ve always said that I don’t know which way the next 1000 to 2000 points in the market will
go, but I believe that the next 10000, 20000, and 30000 points will be up.”
Either way, whatever the market chooses to do, we are investing based on what we view as
knowable fundamentals; we are not trying to predict macro events or other people's feelings.
I'm very happy that we can leave that game to others.

Nov 17, 2016

Daniel Glaser

Disclaimer:
This letter does not constitute investment advice to buy or sell any securities. I have to the
best of my knowledge tried to gather correct information but there might still be factual
errors present. Zen Capital and Daniel Glaser do not take any responsibility for investments
made based on information in this letter.

Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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“When art critics get together they talk about Form, Structure and Meaning.
When artists get together they talk about where you can buy cheap turpentine.”
— Pablo Picasso
Dear Partners and Fellow Investors,
Our return on capital in 2016 was 20.5%. Currency effects had a positive impact on our
returns by roughly 2% in 2016*. Our total assets which are comprised of cash and
investments were on Dec 31, 2016 worth [xxx] SEK.
Below are the pre-tax returns after all costs since the start of the partnership on Jan 1,
2013. Re-invested dividends are included in both the partnership and the OMXS30 returns.
As Avanza Bank offers Avanza Zero, a fund that mimics OMXS30 returns including
dividends and charges zero fees, the OMXS30 column shows returns after all costs as well.

2013
2014
2015
2016

Zen Capital Limited
100 000 invested
OMXS30 Difference
Partnership Partners
on Jan 1, 2013
41.0%
30.8%
25.4%
5.4%
130 800 SEK
45.0%
33.8%
13.6%
20.2%
175 010 SEK
35.1%
26.3%
2.5%
23.8%
221 038 SEK
20.5%
15.4%
9.1%
6.3%
254 892 SEK

Overall Gain

232.9%

154.9%

59.3%

95.6%

Compounded
Annual Gain

35.1%

26.4%

12.3%

14.1%

154 892 SEK

I think it’s a good practice to deduct currency effects when evaluating our results. But if you want to
compare our results to an index you should adjust for currency in the index as well. For example, in
2016 the OMXS30 return in SEK was 9.1% including dividends as showed in the table above – but
expressed in USD it was below 2% as USD strengthened a lot versus SEK. I don’t believe currency
effects will have a material impact on our returns over time and as I have said before there are no
plans to hedge our currency exposure as I believe the costs of hedging outweigh the benefits.

*
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A Review of the Past 4 Years
Our absolute gain in 2016 was just shy of [xxx] million. After having started this little
investment operation with a total of [xxx] in January 2013 with a little more than half from
me and the rest from my mother – as I’m writing this, our total capital has just surpassed
[xxx] million and our accumulated after-tax profits now comfortably exceed [xxx] million.
The implicit cost of my and Larisa’s 2006 Toyota Avensis that we bought in the second-hand
market in late 2011 is now equal to that of a brand new 2016 Toyota RAV4 Hybrid
(including the Executive add-on package). That’s what compounding can do to you. If there
are any RAV4 owners out there willing to make the switch, please give us a call. If you don’t
have the Executive add-on, that’s ok too.
Some of our winners over these four years include Amazon, Amerco, Apple, Fiat,
Micron Technology, Strayer Education and VeriSign in the U.S. along with Fortnox, NGS
Group and Opus Group in Sweden. The key to the good results, however, is that a similar list
of our losers would be almost empty. Our focus has shifted more and more toward the Nordic
countries as I find it much easier to spot and understand a company’s competitive advantage
when you are more familiar with the market and can try the products and services hands-on.
Home-court advantage helps.
As you know, some of this partnership’s capital along with funds from my nine
co-founders has now been invested in the newly founded investment company River Oak
Capital AB where I am the CEO (there was a name conflict for Zen Capital AB so we had to
change the name). The rest of this letter is written with you my family partners, you my River
Oak co-founders, and future potential River Oak investors in mind.
While our returns have been good so far, we haven't been tested over time yet. There
are probably many investment operations that are able to show very good results over the past
four years as the markets have been steadily rising. As Howard Marks expressed it:
“A good builder is able to avoid construction flaws, while a poor builder incorporates
construction flaws. When there are no earthquakes, you can’t tell the difference.”
For example, in Sweden many millionaires have been created through the purchase a couple
of years ago of a very small amount of Fingerprint Cards stock. A 27,000 investment five
years ago would – despite the recent 55% drop in its share price – leave you a millionaire
today. But will a similar investment bear any fruit over the next 5 to 10 years as well – will
another FC company come along and if it does, will you be able to spot it in advance?
The real test is if our strategy will prove to be sustainable over time. I do believe that
our process is sustainable and will continue to produce good investment ideas – future will
tell if I’m right. The returns, however, are a different story. As I have said before I don’t
believe that 35% returns on capital is sustainable over any longer period of time. Future will
tell here as well but either way we will do well to remember Charlie Munger's observation
that ‘pleasant surprises are always easy to handle’. By maintaining reasonable expectations
and a humble mindset – despite the recent great but quite likely unrepresentative years – we
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give ourselves a good chance to be on the pleasant side of future surprises.

Politics
I didn’t plan to include politics in this letter as it is not a big factor in our decisionmaking but a couple of words felt warranted. If you are tired of politics after last year’s
grueling election, feel free to skip the following two pages.
I wrote a memo with some thoughts on the election in November in which among other
things I discuss why we don't make investments based on any beliefs I might have regarding
macro events. In fact, I'm certain that our returns would be a lot worse over time if I tried.
You not only need to be right on the outcome of a specific event which by itself is very
difficult – but also on the market’s reaction to it. The outcome of the election and the
subsequent market reaction clearly demonstrated the difficulty of that. [Note: You have
perhaps noticed how many more people there are today saying that it was obvious that a
Trump win would be positive for the markets than there were before the election.]
In the memo I also discuss how a swing of 54 000 votes in three crucial states (less than
0.4% of total votes in those states) would have led to a different outcome. President Trump
likes to say that he is very proud of his huge victory in the Electoral College. If you peel back
some layers of the onion, you find that the allegedly huge victory is anything but.
I think it's very worrisome that the newly installed administration knowingly (and
sometimes perhaps unknowingly) spread false information. When a counselor to the president
was recently confronted with some obvious misstatements that had been made, she claimed
that their statements were so-called “alternative facts”. If that is not an oxymoron, I don't
know what is. The investment equivalent would be the CEO that, when confronted on why
her company had such big losses, explains that they were indeed not losses but rather
negative profits.
There seems to be a misunderstanding within parts of the Trump administration about
what the word ‘fact’ actually means. I am not trying to be funny – they fairly regularly
mistake feelings for facts. It all starts with the leader and feelings are a big thing for President
Trump. He is actually on record saying that his net worth depends on how he feels. In a court
case in which Mr. Trump sued a writer for defamation, he was asked by the writer’s lawyer if
he had been completely truthful in his public statements about his net worth.
He answered: “My net worth fluctuates, and it goes up and down with markets and with
attitudes and with feelings – even my own feelings – but I try.”
The lawyer pressed on and asked: “When you publicly state what you’re worth, what do you
base that number on?”
Trump responded: “I would say it’s my general attitude at the time that the question may be
asked. And as I say, it varies.”
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You may or may not like how the Obama administration did during their eight years in
power. But you never had to question President Obama's respect for the truth. With a month
into the Trump presidency you not only question it – it's absolutely clear that Mr. Trump’s
attitude toward the truth is very different. Feelings have become “facts” and facts have
become “fake news” and “opinions”.
Considering the very wide range of issues you are asked to address as a politician, it is
no doubt impossible to know all the facts in all areas. While staying quiet or uttering the three
magic words that you never ever hear a politician say – “I don't know” – would be the right
thing to do in many cases that doesn't score you any points with voters. And so the temptation
to say something – true or not – is big and an impulsive personality sure doesn't help.
Furthermore, what is now the world’s most well-covered Twitter account with a rate of
seven tweets per day recently proclaimed “Any negative polls are fake news” and a couple of
days later went on to call five of the country’s major news outlets “the enemy of the American
people.” Usually when you hear this type of sentiment from a government it is accompanied
by the discrete removal of the institution behind such polls. It’s hard to believe that these
types of claims are now coming from a sitting U.S. president. I guess all this would make for
great TV... if it wasn’t a true story. I don’t think Trump is without some good ideas but to me
they are so far overshadowed by all the lies, his sloppiness in getting the facts right and
troubling rhetoric. I sincerely hope it gets better from here but I wouldn’t bet on it.
A political argument is usually about how and where a country should allocate its
resources. The argument is most often a matter of a difference of opinion. In some cases
however, you can, based on the available facts, say that one side is right and the other is
wrong. But when it comes to voting this doesn't matter; the person that is wrong and the
person that is right both get one vote. And when there is no right or wrong answer, it's not the
case that the person with a university degree that has spent his whole life reading about
politicians and public policies gets more voting power than the person that plays video
games 18 hours a day and has never read a book in his life. Lee Kuan Yew, the late former
Prime Minister of Singapore, early on in his career made the following observation on
democracy which has become more topical not just in the U.S. but around the world lately:
“So long as you run one person one vote the easiest appeals that can be made are the simple
emotional ones, not economic development and all these other things they do not understand,
but simple things: like pride in race, in language, in religion, in culture.”
People appreciate straightforwardness and easy answers (even when there are none) and I
think that showed both in the Brexit vote and the U.S. election.
But perhaps most fitting to explain how an underdog candidate like Trump was able to
overcome 16 other Republicans and then Clinton is President Roosevelt’s remarks about one
of his successful generals: “Never underestimate the man who overestimates himself.”
Perhaps a healthy dose of hubris is not all bad? I’m actually serious. But please note that I say
healthy dose.
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As investors, our job is (thankfully) not to set – or opinionate on – public policy; it is to
adapt to public policy. So far we haven’t made any changes to our portfolio based on the
election outcome.

Consuming Information
Another popular topic in 2016 was the rise of fake news. As an investor, gathering and
processing information is essential so I thought I’d address the issue from my point of view.
When a financial report or material news about a company we are interested in comes
out, I always start with the source material, assess it and make my own conclusion before
reading any news reports or considering anyone else’s opinion on it. Elon Musk recently
expressed my view on this very well in reference to one of the recent executive orders put out
by the White House: “Reading the source material is much better than reading other people's
opinions on the source material.” Of course, sometimes the first-hand source will
intentionally (or unintentionally) put out false information which one need to be alert for.
Today, with all the different online tools out there and the ease with which anyone can now
share their version of the truth or pure falsehoods to a very wide audience – reading the
source material first has become more important than ever. The need to be alert for false
information has as well.
When it comes to investing, we must always invest based on our own opinions and
conclusions, not on anyone else’s. Otherwise, what will we do when the market is falling and
we are in dire need of insights and that other person is not there to provide them to us? We
must always trust our own analytical ability. If we feel that we don’t know enough to form an
educated opinion on an investment – or a political matter or anything else – we should either
learn more about it or move on. Remember President Lincoln’s advice: It is better to remain
silent and be thought a fool than to speak out and remove all doubt.
In business reporting, we want the meat. Some companies have the habit of including a
lot of meaningless “information” in their communications such as “We will continue to
leverage our business model both in emerging and developed markets.” (The political
equivalent: “We will create jobs for everyone!”) Tell me, what did you learn about what the
company is actually going to do by reading that statement? In what ways will they leverage
their business model? Which markets will they prioritize? With public statements like this,
you have to ask yourself if you believe that their internal communication is any clearer. If it’s
not, will the employees understand the company’s vision and even their own tasks? If they
don’t, will the company as a whole get anything meaningful done?
There is also a final point I’d like to make in this section. During the year a friend and I
watched an interview where the interview subject was clearly exaggerating some numbers
regarding a company. My friend pointed out that we know that the interview subject (like
most people) has a certain way of presenting his point of view and that one has to normalize
for that while still acknowledging that there may be a good point in the normalized data.
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When assessing the thoughts and opinions of others, it's crucial to properly adjust for the
personal bias of that person – especially if he is you!
To summarize: Always read the source material, be alert for false and irrelevant
information, always draw your own conclusions, be aware of biases (especially your own)
and perhaps most important: Don’t be afraid to say “I don’t know.”

Our Investing Principles
In investments you only get paid for what you actually do. You don't get to say: ‘In
2016 we made X million and we also had three great ideas.’ The three great ideas do not add
any percentage points to your returns or dollars to your bank account.
Our actionable ideas have come exclusively from studying microeconomics, i.e.
company financials and industry economics. Staying away from macro news and how
markets move thus conserving a lot of time and energy to focus on the more knowable
microeconomics (note that I don’t say fully knowable but more knowable) is probably the one
thing that has helped us the most over the years. Below are the three other main principles
that I believe have been the most important factors behind our good results.
1. Be Content with Moderate Gains
My favorite mantra in investments since early on has been “Be content with moderate
gains.” I found it in the first book I read on investments. I don't know why it resonated so
strongly with me at a time when I knew nothing about investments but it did. In the worst
case, I figured, I'll end up with moderate gains. That sounded pretty good to me.
You might be surprised to learn that the person who said it was Warren Buffett. In
running Berkshire, he has obviously had more than moderate gains. I figured that if the
investor that arguably has the most accumulated investment gains in the world has such a
cornerstone in his philosophy, there is likely more to it than what you see at first glance.
I think the primary benefit is that this mindset helps keep you away from big losses and
the terrible effects they have on the 8th wonder of the world according to Albert Einstein:
compounding. Another is that being able to sleep well and think well is paramount. This is in
my view much more important than any potential profits you might forego by being okay
with moderate gains. And if you’re not, when will you ever be satisfied? There will always be
‘more’.
Inevitably, over the years some situations have come up where my two alternatives
were quite a close call and the best course of action was not immediately clear. In these cases
my guiding principle has always been to be content with moderate gains which lead me to
always go with the more cautious alternative. This has sometimes led us to missed gains but
also, and much more importantly, kept us away from big trouble. For River Oak Capital, it
will always be a higher priority to be here in 10, 20 and 30 years than to have a chance to be
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the hero in any one year. It’s too much fun to be in business. I’d rather be here in 30 years
with a decent record than not at all.
The only argument against this is that you might not get to kiss the prettiest girl. But as
I was lucky enough to meet her before I started investing we are out of good reasons – and as
an obvious corollary, so are you. To be clear, this mindset does not prevent you from
achieving significant gains as evidenced by Buffett’s record at Berkshire. Rather, I think it
serves as a great mental starting point.
2. High Concentration
I believe one of the few true edges you can have in investing is to do what everyone
else is not doing. How can you ever perform better (or worse) than the average if you are
doing what everyone else – the average – is doing?
As mentioned above, zooming out from the daily news and gyrations of the market and
instead use that time and energy to think independently within your own developed
frameworks, along with the mindset to be content with moderate gains, are two of the things
that I believe are truly unusual in the investment business. Another unusual trait is high
concentration. And by this I mean having a portfolio where the majority of capital is invested
in your absolute best ideas. In our case this means a total of seven companies or less.
The world is and has always been a risky place. Still, over the past 90 years since the
S&P 500 index was introduced its average annual return has been approximately 10%. The
average difference however, between a year’s highest and lowest close has been 23%. Zen
Capital's average difference between a year’s highest and lowest close has been closer to
40%.
From time to time when discussing our strategy and our high concentration in
particular, I get criticized about the risk we must take on because of the inevitable volatility
that comes with a highly concentrated portfolio. While I then try to explain that the volatility
of a portfolio has absolutely nothing to do with the true risk of a portfolio unless you have a
very limited time horizon – given the limited success I have had in convincing people about
this – I am considering to soon revise my tactics to those of another investor that I once
worked with. He employs a strategy similar to ours and he once got the same critique. At the
time he had generated 30%+ returns over a multi-year period. His response was that while it
was certainly true that he had had a lot of volatility over the years “most of it was upside
volatility.”
The argument against high concentration is usually that it entails the risk that if one or
more of your companies fail, that alone will cause a sharp decline in your portfolio whereas
when you diversify no one holding can hurt you very much. While this is clearly true, it is
also true that when you diversify you need to be roughly right on very many companies
whereas with a high concentration you need only to be roughly right on very few. It stands to
argue that the latter is easier.
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Diversifying a lot or indexing is great if one is not sure what one is doing. But, if that is
the case, it seems like an even better idea to try to figure out what one is doing. If you're not
very interested in figuring that out and are happy with average performance – which in
investing will still give you great results over time as compounding will do the work for you
– diversifying a lot or indexing is indeed a very good idea. Indexing is even very likely to
give you slightly better than average results as most active investment operations
underperform the index after fees and expenses.
But if you're aiming higher, my firm belief is that you must dare to concentrate on your
absolute best ideas. This is true for investing as well as for most other things in life. Can you
imagine where your marriage would be today if you had not focused on your best idea? Or
where Apple would be if Steve Jobs had tried to run 20 other companies simultaneously to
running Apple? As Jobs famously said himself he is most proud not of all the things Apple
did but of all the things they didn’t do. All the no’s was what enabled them to focus on and
perfect their best ideas. Developing the ability to say no a lot is crucial.
Perhaps the most important benefit with a highly concentrated portfolio is that it goes a
long way towards keeping things simple. I have seen many investment operations that have
made some brilliant predictions – still, their returns are meager because their overall strategy
is so complicated and predicated on too many hard-to-predict events going their way. Buffett
once expressed this problem very eloquently:
“Degree-of-difficulty doesn’t count. If you are right about a business whose value is
largely dependent on a single key factor that is both easy to understand and enduring, the
payoff is the same as if you had correctly analyzed an investment alternative characterized
by many constantly shifting and complex variables.”
3. Patient Preparation
In 1974, Frenchman Philippe Petit spent 45 minutes on a high wire walking back and
forth between the recently built World Trade Center skyscrapers. At 400 meters above the
ground with no safety ropes, he crossed the void eight times; at one point lying down on his
back resting on the wire, then kneeling, looking down and saluting the people that had
gathered in the New York streets beneath (I get slightly dizzy just by writing this).
The act itself lasted less than an hour but Philippe spent six years planning and
preparing for this particular walk. Besides that, he spent most of his adult life working on his
wire walking skills. Few people will ever be able to reach such an extreme level of focus as
Philippe (not to mention overcoming the slight height issue) but there is a lesson we can all
take from this marvelous act. If you're striving to be able to perform at a very high level, in
high wire walking or in any other craft, you will spend most of your days honing your skills
to prepare for the few days when those skills will really matter. To be able to do that day after
day, you need to love what you do.
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Furthermore, when those days come, if you have done the work, they will feel just like
another day at the office. When Philippe walked back and forth on that wire it no doubt
looked extremely risky to any sane person (and it sure was) while Philippe was dancing
around as if he was on the ground. The same can be said about Buffett when in his early years
he put 75% of his net worth into a then small and unknown insurance company. While it
probably looked like a suicide mission to the casual observer, a very large investment in
GEICO obviously didn’t look like a risky proposition at all to Buffett.
What does all this have to do with us? I have no plans to ever walk on a high wire but I
like to believe that our ratio of preparation to action is quite similar. For us, the equivalent of
Philippe’s six years of preparation and 45 minutes of action, is that I typically spend a couple
of months or years looking for and observing companies to invest in along with reading and
learning about different industries, then there are a couple of minutes of action when I make
the actual purchase of the shares for us and then it’s back to the learning and observing along
with the occasional meetings. I can understand if this does not sound exciting to everyone.
For me it truly is. Most of the fun and all of the value is in the reading, thinking and
analyzing.

Our Investing Standards
Early in 2016, I made the decision that we will not invest in companies that operate in
industries that I believe are not, on an overall net basis, helping or providing good for its
customer base. Casinos, gambling sites, most lotteries and companies in the tobacco industry
are such examples. We also won’t invest in companies that operate within the guns, weapons
and military industries.
We have never invested in the latter categories but a couple of years ago we invested in
one online gaming company which was definitely not providing something overall good for
its customer base. At the time I had my hands full learning and figuring out a firm investment
strategy for us so while I on some level knew it wasn’t an investment to be proud of these
types of questions weren’t top of mind. Yes, it’s a bad excuse but it’s also the truth. Once I
felt that our strategy was becoming more firmly set I started to think more about this and
realized that certain industries are not places where I want us to be investing.
It should be perfectly obvious to anyone that a casino or a lottery is set up in a way so
that its customers win just often enough so they remain excited and want to come back, but
are ensured to lose money over the long run. Because of this and their focus on exploiting
human addictions, these companies are usually pretty good businesses in terms of their
economics and predictability. In 2016, the Swedish gaming industry’s net revenues – that is,
after payouts for player winnings – were SEK 22 billion. While there is nothing illegal and
some would say nothing immoral with running such operations we have chosen not to
support these types of companies. There are so many companies around the world that are
available to invest in so we can easily afford to exclude the above categories from our
selection universe.

10

The decision to stay out of these companies has hurt our returns but I have no doubt it
was the right thing to do for us. Benefiting out of other people's misery is not how I want to
make money. You might say that if we don't do it, others will. Sure, that's up to each and
every one to decide. Our criteria are clearly subjective, and some people will not agree with
them. That's ok. I am not saying that our point of view is the right one; I am only saying that
it is our view. If you are considering joining us at River Oak Capital, I want you to be
informed about what we do and what we don’t do.

Our Investments
Our main contributors in the second half of 2016 were, fittingly for me, the companies I
discussed in my previous two letters – Fortnox and Fiat. Our other companies, which were
four to start and five to end the year, in aggregate, almost did not budge. As mentioned in the
beginning of the letter, I believe the key over these four years has been that we have not had
any big losers – but it has also been that every year we have had one to three investments
perform well for us in combination with a very concentrated portfolio. Our goal, which we
have attained most of the time, is to be closer to a total of five investments rather than ten.
Interestingly, our two main contributors are pretty much polar opposites in terms of
their businesses. Fortnox has a very strong moat, high margins, require minimal working
capital and is growing rapidly. Fiat has a moat only around some of its brands like Jeep and
Maserati, low margins, require vast amounts of working capital and its revenues are currently
not growing (although its margins and profits are). As you probably know or have perhaps
guessed by now, Fortnox earnings are valued a lot higher than Fiat’s by the market and
rightly so. So what are we even doing in Fiat in the first place? The answer is valuation.
Some companies are not good investments at any price, but most companies are good
investments at some price and bad investments at another.
Fiat Chrysler Automobiles
CEO Sergio Marchionne has done a brilliant job since Fiat acquired the last part of
Chrysler in early 2014. While stable demand in the U.S. and a shift in consumer preference
from cars toward trucks and SUVs have helped there has also been many costly recalls.
When we invested in Fiat in 2014 its revenues were around €90 billion, its margins
were just above 3% and net debt was around €10 billion. As 2016 closed, revenues are
around €110 billion, net debt has been cut in half and margins and profits have almost
doubled. This was achieved even though Ferrari, Fiat’s most profitable unit with pretax
profits of around €500 million or about 10% of Fiat’s total profits, was recently spun off.
As a result, the share price has appreciated around 70% from our average purchase
price for an average annual gain of ~21% over our almost three years of ownership. This
return is including the Ferrari spinoff in which we received one Ferrari share for every ten
Fiat shares we owned, but not adjusted for currency effects which have been favorable. As
the Ferrari share price was around $45 at the time of the spinoff, it was worth around $4.50
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per Fiat share (~40% of the current share price) to us. We sold our Ferrari shares as soon as
we received them. While the return on our Fiat investment has been good, and even great
adjusted for currency, it has so far been a drag on our overall returns.
We prefer to invest in businesses that anyone can run where we aren’t dependent on a
CEO of Marchionne’s caliber and so our exposure toward these types of businesses will
continue to be relatively small. For us, finding the right business is more important than
finding the right multiple. It is also much more enjoyable. That said finding both is the best.
Despite the roller-coaster ride that Fiat’s share price has been on over the past couple of
years it has been easy to sleep well in the back of the camper with Sergio behind the wheels.
I think he handled the recent EPA charge just as you would want: upfront with an immediate
interview and transparent in explaining the actual issue. He has confirmed that he intends to
retire from the top position at Fiat (and Ferrari) by the end of 2018. If he ever decides to take
up another CEO position in a public company, expect me to take a very close look.
Fortnox, Software Companies and Online Based Companies
At Fortnox a Marchionne-caliber CEO would almost be a total waste – Fortnox is one
of those few businesses that would do well under almost any CEO. I wrote in detail about
Fortnox in the last two letters and while the share price is now materially higher those views
are largely unchanged. The return on our Fortnox investment from the time of our first
purchase up until the Visma acquisition offer in March was 54%. Since we bought back the
shares when the acquisition offer was rejected by the Swedish Competition Authority in June
our return has been more than 110% (I have sent a thank you card to the SCA). As these
returns were both achieved in less than a year our average annual gain is even higher.
It's fair to say that our current portfolio has a bias toward companies that either sell
software or have some competitive advantage due to using software as their main platform,
i.e. being online based. These are areas with good and sometimes great economics. And more
importantly, it's areas in which I can understand competitive advantages reasonably well.
The financial costs and manpower needed to build good software are usually large. But
if you manage to build good software that people get value out of and manage to reach breakeven, the subsequent economics can become great. The margins on another sold license are
close to 100% so profitability can take off very quickly once break-even volumes are
reached. This sometimes takes the market by surprise which can make for good opportunities.
In running Nutris I have seen first-hand both the challenges of the former and the
potential benefits of the latter. I don't know if I will ever undertake being part of building
such comprehensive software again but I know I am happy to support and invest in the right
one. A benefit of being the investor in software instead of the entrepreneur is that you have
the option to invest only in already profitable companies where the inevitable initial operating
losses are history and proof of concept has been confirmed long ago. This might not be as fun
and the upside is naturally smaller but so is the downside.
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All our current investments except Fiat and one more are in this category, i.e. software
or online based businesses, and I expect that to continue in the future.

The Future
As an investor you often get questions like ‘Are you not worried of X happening to that
company or Y happening to that industry?’ The answer is usually yes. But the only way one
can be 100% certain of anything is if it has already happened. And then the market price will
usually reflect that which makes the insight useless. When we make an investment I always
believe that the odds of a successful outcome is in our favor – that is, I believe the chance for
success is at the very least greater than 50%, usually a fair bit greater than 50%. However, I
am never anywhere near 100%. As investors, we have to live with making decisions based on
incomplete information all the time.
Questions like these remind me of a story of the insurance agent that thought he was his
firm’s best agent because he had never incurred a single bad insurance deal. His boss saw it
otherwise; if he never incurred any claims that were larger than the premiums received that
meant he probably left too many deals on the table where the insurance premium warranted
the risk. Just because you get the occasional failure doesn’t mean it wasn’t worth the risk.
There are as always plenty of things going on around the world to worry about. There
are also many unknowable things that will come up over time that one could worry about.
But by definition, no one knows what those unknowable events will be and there is nothing
anyone can do to know them so there is no point in worrying about them. I’ll borrow from
Howard Marks again as I think he summed it up perfectly in a recent memo:
“There are no facts about the future, just opinions. No amount of sophistication is going to allay
the fact that all of your knowledge is about the past and all your decisions are about the future.”

It’s healthy to be aware of potential future risks but it’s very unproductive to go around and
worry about them too much. It’s much better to do the best with what you’ve got and have
faith in humanity. In terms of your investments, to the best of my knowledge there is no
insurance company that will underwrite an end-of-the-world risk – and if the end comes, I’m
sure your investments will not be at the top of your list of concerns anyway.
**********
In an adult lifetime, you can roughly divide how you will spend your time as a third
family and friends, a third professional life and a third sleeping.
I have been very lucky in the first part. As for the second part, I think continuous
learning and improvement in areas that fascinate you, challenge you and force you to push
yourself close to your limits is what professional life is all about. Doing it with and for people
you like and trust as I get to do make it even better.
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While there is a lot I don’t know about the future, I know that I love doing the above
which I look forward to continue to do at River Oak Capital. So if you ask me, the future
looks very bright. This is not to say that I believe every year will be good in the world or in
the markets. They won’t. But every year is a chance to develop and make a positive
contribution – and it helps enormously to start every day with a positive mindset. In
determining the course of our lives, our mindset and choices have a far greater impact than
our circumstances and abilities. Although it can sometimes perhaps seem naïve, I am and will
always be an optimist as after 35 years I am yet to meet one successful and happy pessimist.
The sleeping part has been pretty uneventful but the other two have truly been an
enormous adventure so far – with the recent addition of my and Larisa’s second son, Charlie,
to top off the first 35 years. I look forward to the future.
Feb 24, 2017

Daniel Glaser

Disclaimer:

This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of the author.
This letter does not constitute investment advice to buy or sell any securities. I have to the
best of my knowledge tried to gather correct information but there might still be factual
errors present. The Zen Capital family partnership and Daniel Glaser do not take any
responsibility for investments made based on information in this letter.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

Fellow Shareholders,
Our return on capital from February 8 when we started to year end was 9.5%. This compares to
1.7% for the OMXS30 index in the same period. If you had invested in the index you would also have
received dividends of 3.7% for a total return of 5.4%. The reason for choosing OMXS30 including
dividends as a benchmark is because anyone can easily get that exposure at no cost and with no work
through an investment in Avanza Zero.
We started with a capital base of 4.46 million SEK in February. The first thing we did was to
pay some startup costs so we started investing 4.42 million, equivalent to 99.2 SEK per share, which
increased by roughly 0.4 million before we raised another 6.92 million in December. We ended the
year with a book value of 11.76 million or 108.6 SEK per share.
**********

December equity raise
In December, we raised money at a 0.5% premium to our book value. No salary costs were
reserved based on the small book value increase that resulted, as any salary is meant to accrue only
when actual investment returns have been delivered. For simplicity and time management reasons, as
all participants in the equity raise subscribed for fixed sums except myself, I rounded up the number
of shares you would receive and covered the small difference.
We are now 23 shareholders. A heartfelt welcome to all of you! We now also have an interest
list for investors that want to join us. There are currently a couple of buyers on the list and no sellers,
so if you want to sell some of your shares that shouldn’t be a problem (I have asked for God’s
forgiveness). For the buyers on the list and other interested investors, we are likely to raise capital
once or twice per year in the next couple of years.
**********

Our results in 2017
Overall, I am happy with our results in 2017. I wouldn’t be as happy if it weren’t for a couple
of factors that negatively impacted our results. Generally, I hesitate to talk about one-time effects –
because they seldom turn out to be one-time – but in this first year there were a number of factors that
deserve a brief mention. To be clear, if you hear me keep citing one-time effects in future years, you
should consider re-evaluating your River Oak investment.
If we had gotten registered on January 1 instead of February 8, our net result would have been
4.6 SEK per share higher. This is because the companies that in February became – and if we had
started in January had become – our first investments, performed very well in those first few weeks of
the year. In effect, we didn’t get to count the best month of the year for our holdings (which in 2017
turned out to be January), although some of you got the benefit of these gains through the family
partnership. The reason for our delayed registration was nothing but a simple name conflict; the blame
should be solely ascribed to the stubbornness of yours truly wanting to have the name Zen Capital.
Second, besides our Swedish investments, we are invested in a handful of foreign companies
whose stocks are primarily denominated in US dollars. Thus without any explicit wish on our part, we
are long the US dollar. While I do believe I have some ability to predict which companies will do well
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in the future and where we can buy a part ownership that will make our investments turn out
reasonably well, any such predictive ability does not extend to currency movements.
Our result in local currencies – which is what I focus on – was a fair bit better than our reported
result. Currency effects negatively impacted our net result by 6.5 SEK per share (in percentage terms
this is on par with the markup at your local currency exchange office!). With constant currencies our
increase in book value would have been 75% higher. The main reason for this large hit to our results
was the weakening of the US dollar which had its weakest year since 2003. So instead of a local
currencies victory lap, we have to settle for a blended currency high five.
Our Board has looked at the possibility of hedging our currency exposure but the only available
option we have been offered would cost us a fair amount and would only hedge some of our exposure.
As it is my firm assessment that currency effects will be small to negligible over time – in this context
it is worth noting that since 1971 when America let the US dollar float freely against other currencies,
it has risen in roughly half of the years compared to a basket of other major currencies, and fallen in
the other half – if I’m right, any hedges will only mean an extra cost for us in the long run.
In summary, during our first year we had to deal with:
1. Startup costs: 0.8 SEK per share
2. Missed gains Jan 1 – Feb 8: 4.6 SEK per share (plus 1 SEK per share currency effects in
this period)
3. Currency effects: 6.5 SEK per share
Total net effect on yearend book value: 12.9 SEK per share
I want to emphasize that these items are not due to bad luck but randomness – and randomness
plays a big role in investing during short time spans. It is a certainty that randomness will also work to
our advantage in some years. Then it won’t be good luck; it will, just as it was in 2017, be part of the
regular randomness that exists in the markets.
To be able to give you the best possible picture of our operations in these first 10 ½ months,
and to give you a good full-year comparison, I feel it is my job to inform you about the above items,
but it is up to you whether you view them as true one-time items or not. I can say for certain that we
will not have any startup costs and that we will not be sitting out the best month of the year in any
future years. As for the currency effects, there is no way to be sure, but it is in my opinion very
unlikely that they will be as large in more than one out of ten future years. It is also worth noting that
our foreign investments still contributed a positive 4% to our net result.
**********

Why start River Oak Capital?
Doing something you love is great, and running my family partnership was a lot of fun, but
succeeding alone and with little utility to anyone except my family did not seem like a worthwhile
endeavor in the long run. I felt that the family partnership operation was being under-utilized. Starting
River Oak would enable friends and colleagues that I trusted and that trusted me to partake as a fun
way to invest their savings and hopefully attain much better results over time than they would with
their other investment alternatives.
Second, a larger capital base would enable more interesting possibilities over time, such as
investing in and supporting small private companies to help them grow. This did not only seem to be
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very interesting and a lot of fun, but would also reduce our overall sensitivity to fluctuations in the
general market and potentially provide us with a steady cash flow spread out over the whole year to
re-invest.
Finally, I had for years heard stories from friends and relatives that had invested with one of the
four large Swedish banks and other financial service providers with very disappointing results. And
some had been presented with the idea of locking up their savings for 30 years in “advantageous”
pension plans in exchange for a lower interest rate on their mortgage. Saving 0.5% annually on your
mortgage interest payments while paying the bank 1.5% to 2% annually to invest your money,
regardless of result, seems like a pretty bad deal.
The banks know this of course but they don’t train their salespeople to tell you. Why would
they when they can keep X% annually and still make you reasonably satisfied simply by investing
your pension savings in one of their funds that very closely mimic the index and will give you a return
of 6%+ less the X% that they keep? Based on my seven years of studying and operating in the
financial industry, I knew that River Oak would be a better option for most of my friends.
When I decided to start River Oak, I did so with the intention of working here forever. For the
foreseeable future, due to the 10-to-1 voting power of class A shares, I am likely to control a large
part of the votes, so it is important that you agree with our founding principles and operating
philosophy outlined next if you plan to be a shareholder. If you think that River Oak would be better
off if I went fishing instead of investing (on occasions when I make mistakes I’m sure such a
suggestion will sound like a brilliant idea) it is not a good idea to invest in River Oak.

Founding principles & Operating philosophy
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets in the jurisdictions we invest in have
historically produced 6 to 10% annual returns over the past 100 years.
2. Invest in companies that are better than average or available at lower prices.
The objective here is to add some additional returns on top of the 6%+ returns that the
general market has provided and is likely to keep providing over time.
Goals
1. Don’t lose money.
We will always think about the downside first.
2. Earn an average of 15% annually on our capital over time (pre-tax in SEK).
This will result in an annual increase in book value of 11% after taxes and costs which
mainly consist of salary costs.
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Given the history of the family partnership that I have run that have achieved annual returns in the
25%+ range, some of you might perhaps consider our goal of 11% per annum somewhat modest or
even defensive. Let me explain.
Our goal has been set with a very long time horizon in mind. The market will not always go up
as it has in the past five years. In fact, I can guarantee you that it won’t and that our investment returns
will vary a lot from year to year. Many companies that provide guidance tend to extrapolate current
trends into the future and when tougher times hit – which they inevitably will – these companies
revise their goals downwards.
I don't want to revise our goals downwards every time some surprises come along. 2017 stands
as a good example. As you have just read, we were hit with an unexpected 9% currency headwind to
our gross result. Despite this, our returns were in line with our overarching goal of an 11% annual
increase in book value. We all know there will be surprises in the future as well, so why would we set
our goal based on that there won’t? Granted, some surprises will be positive in nature but those are
always easy to handle.
We will prioritize being good over large
With our current portfolio of companies we could relatively easy invest a couple hundred
million so I have nothing in principle against us raising more capital. And our returns would to some
observers look more impressive with an extra zero or two behind the absolute numbers but raising
more capital in and of itself will not increase our returns or do anything for your personal net worth.
Consider two firms A and B. Firm A makes 10 million on 50 million of capital for a 20%
return. Firm B makes 25 million on 500 million in capital for a 5% return. Some would argue that
because firm B makes more money it is the superior business. We will always prefer to be firm A.
In terms of growing your personal net worth, it doesn’t matter one iota if our book value grows
and is large in absolute terms if it’s achieved by raising more capital. What matters is the growth in
our book value per share which in turn is a direct result of our return on capital.
We will be different
Our goal is to attain better returns than a passive index investment which by extension also
means better returns than the average investor. The index has actually proven to be the far tougher
compatriot over time (due to transaction fees and the large management fees of the financial industry).
Better than average results can per definition only be attained by investing in a way that is
different from the average. Now, we can't do that without also being exposed to the risk of getting
worse than average results. We will inevitably underperform in some periods and outperform in
others. However, what matters for our endeavor to be worthwhile is that we outperform our available
alternatives over a longer period. It won’t be easy but I believe we will. If I didn’t, there would be no
financial reason to start River Oak in the first place.
A favorite story of mine is one where a group of kids are making fun of a young boy that looks
very different from them; let’s call him Albert. But Albert was smiling and was very amused by the
group. He found it equally funny that they all looked the same. Being Albert is one of our goals.
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While achieving a long run of good returns is the goal, we won’t do it at any price. We own a
collection of part ownerships in businesses that I believe provide valuable products and services to
their customer bases and are in my opinion also a net benefit to society. We will not settle for
less. This means that some businesses are off limits, you can read about which ones in our latest
prospectus, and that’s ok. It’s a tradeoff I’m happy to make, and I hope you are too.
Highly concentrated portfolio
I think owning parts of many different businesses is great fun and I hope that you, as a
shareholder of River Oak, think so too. But in terms of reaching our goals it is not an optimal strategy
to own too many. So I force myself to be very selective and invest only in the absolute best ideas for
us (and have learned to remain content with simply dreaming about owning the others some day).
This is an area where we have a radically different approach than most. I don't view our
approach to be a master recipe for everyone but it is our master recipe. Our highly concentrated
portfolio is perhaps the main reason why I believe we have a chance to achieve better than average
results over time.
We own parts of businesses
Our shareholdings should be viewed as part ownerships in businesses because this is exactly
what they are. They are not pieces of paper to be bought or sold based on the vagaries of the market or
the countless expert opinions that are out there. We own these stocks because they give us the right to
a certain percentage of the underlying company’s assets and future earnings. On a quarterly basis, the
companies report their progress to us (and all other shareholders). This reporting, and not that of the
market’s share price movements, is what will guide our actions.
Acquired at reasonable prices, the payoff from our stock ownerships should over time mirror
the performance of the underlying business, and in some cases there is a potential cherry on the top if
the market corrects the undervaluation that is often present at the time of our purchase. When deciding
on our investments I keep in mind an Emory University study that showed that more expensive
weddings were correlated with a higher chance of divorce. The price we pay is important but we will
also invest in companies that I believe are fairly valued but where I’m optimistic that they will be able
to grow their intrinsic value by at least 15% per annum.
Long-term view
It is almost impossible to make money fast but relatively straightforward to make money slow.
Thus I always have a long-term starting point when evaluating potential investments. This does not
mean that we will hold our investments indefinitely for the sake of being long-term. Neither does it
mean that I strive for much precision in any long-term forecast; I do not have much faith in any 5- or
10-year modeling forecasts that are done in any more detail than on a napkin. In my experience, such
models tend to have more academic value than real-life value. As Winston Churchill once said:
“However beautiful the strategy, you should occasionally look at the results.”
But my focus will always be on the longer term and on the big picture. If the big picture doesn’t
tell me to go ahead, we’ll stay on the sidelines. With our highly concentrated portfolio this requires a
lot of patience. Admittedly, it’s sometimes challenging to just sit on your hands and wait. But in the
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end, what really drives me is that River Oak achieves really good returns – and this can’t be done by
investing in mediocre opportunities. Having this objective in mind makes it a lot easier to stay
disciplined. On days when it is challenging, I take inspiration from Douglas Adams’ dolphins:
On the planet Earth, man had always assumed that he was more intelligent than dolphins
because he had achieved so much – the wheel, New York, wars and so on – whilst all the dolphins had
ever done was muck about in the water having a good time. But conversely, the dolphins had always
believed that they were far more intelligent than man – for precisely the same reasons.
Independent thinking
In investing, the trait that is perhaps most important of all is independent thinking. One of our
current investments, Fortnox, stands as a good case in point. In March 2016, Visma made an offer to
acquire Fortnox for 24 SEK per share. When the offer was made public, I called Fortnox then
Chairman of the Board to try to get some background material on the Board’s recommendation to
shareholders to accept the offer.
The company lawyers didn't allow him to share any such documentation (even though it had
been paid for using shareholders', i.e. our, money) but he told me that he believed Fortnox fair value
was between 16 to 18 SEK per share and thus 24 SEK per share was obviously a more than generous
offer. As I initially invested in Fortnox at 14.7 SEK per share, I clearly believed that the company’s
fair value was a lot higher than 16 to 18 SEK per share, or else I wouldn't have invested in the first
place.
The offer was accepted by a majority of shareholders but was later rejected by the Swedish
Competition Authority. The fact that Fortnox shares are now changing hands at three times the
Chairman’s fair value (~50 SEK per share) doesn't necessarily prove that I was right and he was
wrong – but it teaches the very important lesson of always forming, and standing by, your own
opinion; even if it is the opposite of an authoritative person. It also shows the importance of looking
out longer than the next week or month when valuing a company.
There will be “turbulence”
While 2017 was a very calm year in the markets, we have already had some meaningful
turbulence in 2018. You’ve probably all been in a plane that encountered some heavy turbulence.
Before long in such a situation you will hear the calm voice of the pilot: “We are trying to avoid the
turbulence as best as we can. I hope you are all having a nice flight despite the recent turbulence. We
expect to land safely in about one hour and 40 minutes.” While I can’t be as specific as to the timing,
I’d like to echo the pilot’s message.
In fact, it’s in tougher markets that I believe we have our best chance to shine. It’s easy for
anyone to do well in a steadily rising market; it’s down markets that separate the real swimmers from
the naked ones. Shining in tougher times, i.e. not losing money when many others do will not show up
as big gains in your net worth right now – but over time I promise you that it will.
The best investment company of all time, Berkshire Hathaway, has on three different occasions
had drops in the price of its stock of as much as 50%. On a fourth occasion, in October 1987, its price
was marked down by 37% in less than one month. As much as I would like River Oak to be immune
to these types of extraordinary “mood swings” of Mr. Market (Ms.?), we most certainly won’t.
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These mood swings of the market are the price we have to pay for being in such a long-term
favorable game. Markets that never go down and human nature simply doesn’t compute. Humans are
quick to react to anything that promises effortless and risk-free money which ensures that any such
opportunity overshoots and causes a subsequent drop. The biggest mistake that most people make is
not that they are invested during a sharp market drop but that they do not participate at all out of fear
for an unknown future. No person in the history of humankind has ever escaped an unknown future
but many have done well in the markets despite it.
I emphasize this now when times have been fairly good because when a big downturn
inevitably comes, I wouldn’t enjoy seeing some of you sell your River Oak shares at low prices due to
emotional influences that will then be present and give away potentially large future gains to other
shareholders. With this in mind, I took the liberty of conducting a little experiment by sending out two
pieces of information on February 6, 2018 which was the day after the biggest ever single-day point
drop in the Dow Jones Index, to gauge whether any of you were worried. You all passed with flying
colors: Not one of you contacted me with even the slightest bit of worry. Our foundation is very solid.
**********

Our Investments
I have always believed in learning the big principles over details. So these letters will generally
be structured to focus on the big picture and our overarching principles rather than going into much
detail about specific companies and stocks. However, from time to time, and in this first letter, I think
a discussion of some of our holdings will provide good insight into how I think about our investments.
Before discussing two of our investments that I believe show the wide range of our investment
universe, Fortnox and Fiat, I will say that many people have for the past four years told me that
Fortnox is too expensive and that Fiat is a terrible business. I will try to address these perfectly
understandable reservations below but I’d venture that it is precisely because most people have had
these reservations (and many still do) that the opportunities exist in the first place.
Fortnox
To most people the sex appeal of book keeping software is probably slightly higher than hand
sanitizer companies. But every day, without much marketing, more than 100 new business customers
sign up and start paying for Fortnox services. They pay a very low price and my best guess is that for
more than 95% of them Fortnox software does exactly what they need and expect from it. After all
employees and other operating costs have been paid we share in the remaining proceeds with other
fellow shareholders. That sounds pretty sexy to me.
As mentioned above, in the past couple of years I’ve oftentimes been asked about Fortnox high
valuation. Almost always this question is asked in the context of the current year’s financial numbers.
But investing is all about the future. What matters is whether a stock is cheap or expensive today
based on its future earnings power. The value of a company is the sum of all future cash flows
discounted back to today at an appropriate interest rate. Historical cash flows are no doubt one of the
best sources of information we have to help us estimate future cash flows. But if you would set up an
equation that calculates a company’s value, historical cash flows are not part of it. If you have any
doubts towards the validity of this, take a look at Kodak’s 1999 financial statements.
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When you decide who you want to marry, you will no doubt consider the historical
performance of the candidate but the most important factor by far will be whether you think you will
enjoy the future together. This is the right way to think about long-term business investments too.
So what about Fortnox future? To be sure, if Fortnox’ earnings power does not increase
materially over the coming years the stock is on the expensive side today. Most people agree that
there is a strong trend of companies moving their accounting software from local solutions onto the
cloud, but I think Fortnox’ very strong position in the marketplace and their ability to cross-sell more
than twenty different services at a very low cost over the coming years is not yet really well
understood. In 2017 alone Fortnox got more new customers that were moving from competing
platforms than in all other previous years combined.
Fortnox has managed to cultivate a startup culture that I think is very rare among established
companies in Sweden. This culture combined with very strong growth makes it an attractive place to
work at and they have launched a handful of useful new services in the past couple of years. As of
2017 the average Fortnox customer pays for ~1.4 services. It seems likely to me that this number will
increase over time. A near recession-resistant business with strong user growth, more services per
user and the ability to raise prices on those services is a powerful combination. For great companies
that are fairly valued, letting time go by and applaud from the sidelines is usually a good course of
action.
Fiat Chrysler Automobiles
To give you an idea of how randomly our investments are found, the idea to invest in Fiat
initially came to me from this video. What caught my interest was how unusual Fiat Chrysler’s CEO
Sergio Marchionne seemed to be compared to the average CEO. In the video he says that the
Chairman's office is now empty and used as a tourist attraction because nothing happened there and
also tells about how he promoted many younger people from within FCA to high positions. This clip
in combination with the pent-up demand for cars that I believed had built up in the United States after
the 2008 Financial Crisis sparked my interest to take a closer look.
I initially invested in Fiat through my family partnership in early 2014. At the time I also wrote
an article that was published here. Soon after my initial investment the price of the shares fell rapidly
to the point at which the market valued the entire Fiat enterprise with all its different brands – at that
time Ferrari was also part of Fiat – at a total of just €15 billion. Today, some four years later, the total
enterprise value of Fiat and recently separated Ferrari is close to €45 billion.
This was one of those occasions where the market was very inefficient. To be fair, to a large
extent it was also the work of one of the best CEOs I know of: Sergio Marchionne. If we go back to
when Sergio took charge of an almost bankrupt FCA in 2004 the whole group was valued at around
€6 billion. FCA and all the subsidiaries that were part of FCA back then today command a valuation
of around €60 billion. With this successful turnaround, Sergio has been the leader that in 2004
enabled hundred sixty thousand workers at Fiat and then in 2009 tens of thousands workers at
Chrysler, to keep their jobs. When he retires, Sergio is set to go down as one of the all-time great
CEOs.
While these previous heroics are fascinating and have created tens of thousands of jobs along
with large gains for shareholders, let us take a look at today’s situation.
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To do this, I will use two measures of earnings that may not be familiar to all of you: Earnings
before Interest, Tax, Depreciation and Amortization (EBITDA) and its slightly poorer cousin
Earnings before Interest and Tax (EBIT). To simplify, I will ignore two recent political developments:
A positive ~€800 million impact due to the Tax Cuts and Jobs Act that was passed in December and a
likely negative impact due to the introduced trade tariffs. Taken together I believe these two events
will end up being a net benefit to shareholders.
At the time of this writing, the market capitalization of FCA is €24 billion. FCA has announced
its intentions to spin off one of its parts businesses Magneti Marelli in the near future. At an estimated
valuation of ~€4 billion for Marelli that leaves us with €20 billion for the rest of FCA. Sergio recently
confirmed that they are on track to produce an EBIT result excluding Marelli that exceeds €8 billion
in 2018. My best guess is that some €4 billion of this will come from FCA’s crown jewel Jeep with
the remaining €4 billion coming from its other brands.
First, let’s take a look at the non-Jeep brands. For this part of FCA, we will use an interesting
data point that a friend of mine pointed out for comparison: In April 2017, General Motors sold its
European Opel operation to the PSA Group at a valuation of 4x EBITDA (EBIT was negative). The
transaction price would likely have been somewhat lower had General Motors not agreed to keep
Opel’s pension liabilities, but let’s assume that this difference is more than covered by the fact that
FCA’s non-Jeep brands are profitable on a combined basis, and that they include brands such as
Maserati that generated an EBIT result of €560 million in 2017 and which Sergio has hinted that he
thinks will be able to produce an EBIT close to €1 billion by 2020.
Let’s further assume that FCA’s non-Jeep brands EBITDA is only 20% higher than EBIT (this
is more than conservative as it has regularly been >80% higher for the whole of FCA) which gives us
EBITDA of €5 billion. Finally, let’s value this part of FCA at the same 4x EBITDA which gives us
€20 billion.
Attentive readers may by now have figured out where I’m going with this little exercise: The
€20 billion that we are currently paying for all of FCA has been accounted for and Jeep is being
served up to us for free. To me, Jeep is arguably the best business within FCA. Some might argue that
Jeep is worth €10 billion and some might say it’s worth €40 billion. Either way, I hope that like Jerry
Maguire, I had you at “Hello”.
To sum up, as I see it one of two things will happen in the not too distant future: We will see a
sharp drop in Fiat’s sales and earnings or Fiat shares will be valued a fair bit higher. If we don’t see
the former and the share price stays at the current level, Fiat will in three years’ time be able to buy
back all its outstanding shares with the free cash flow that it will accumulate. Even after factoring in
higher interest rates and the potential adverse effects they could have on the US auto market, it is hard
to see many scenarios where we lose money here.
I will say about Fiat shares what former Fiat President Gianni Agnelli once said about Fiat cars.
On a TV show he was asked by the host: “Gianni, what is the best automobile in the entire world?”
His answer: “Well, I think the best buy is a Fiat.”
The world’s undeniable trends: E-commerce
E-commerce sites have many advantages over traditional brick and mortar stores. They can
offer a much larger selection due to unlimited "shelf-space", better availability, the convenience of
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ordering from anywhere, and lower prices. The consumer’s preference for e-commerce can easily be
seen in the growth numbers many e-commerce companies have reported in the past couple of years.
Although they need fulfillment and delivery capacities that are costly, e-commerce companies
that have attained some scale are overall more efficient operations. A couple of large warehouses
instead of hundreds of physical stores makes for more efficient inventory management and is overall a
lot cheaper.
Currently almost all e-commerce companies are fighting for market share. Thus they
re-invest most or all of their profits into growing by means of more marketing, improving their
infrastructure and low prices. For now, investors are happy to accept no profits in return for good
growth, in part perhaps because of the example of Amazon, and value most of them based on a
multiple of sales instead of a multiple of profits. It remains to be seen what type of margins these
companies can achieve at more mature stages. The market leaders should do well due to scale
advantages and lower costs while the others remain an open question which perhaps makes them
somewhat overvalued in the aggregate today.
We are currently invested in two e-commerce companies that I believe have strong advantages
versus their competitors but we sold out of Amazon shortly after we started out as I concluded that I
didn’t think Amazon was the best option for a small company like ours.
The world’s undeniable trends: Chinese consumption growth
We are also invested in two Chinese companies that are listed in the United States. My current
view is that we are likely to invest in more Chinese companies in the coming years. To understand
why let’s look at some data.
The Chinese economy is growing at around 7% and has more than tripled in the past decade.
Income per capita in China has almost tripled in the past decade as well which has resulted in
increased consumer spending at a rate of more than 7% annually in the past decade. Meanwhile,
income per capita in the West has grown at less than 2% annually.
Furthermore, consumption in China as a percentage of GDP is still only around 40% vs 60-70%
in the West. While Chinese people have always saved a lot more than their Western counterparts – the
household savings rate in China is close to 30% compared to less than 6% in the U.S. – this gap seems
likely to narrow over time.
If you don’t care much about economic terms and couldn’t care less about the above
paragraphs, this is what you need to know: The Chinese economy, income per capita and consumer
spending is growing fast and is very likely to continue to grow a lot faster than in the West. This is a
nice tailwind to have as investors.
An interesting phenomenon in China is that a large part of the population basically skipped the
computer and went straight to the smartphone. This has resulted in that out of almost 800 million
Internet users at year end more than 98% of them are smartphone users. With a population of 1.4
billion there is still plenty of room for growth before Internet adoption reaches the same levels as in
the West.
Investing in well-run companies that ride on these trends makes it hard to lose.
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Other and future investments
Besides Fortnox we currently only have two investments in Swedish companies, both of which
make up a very small percentage of our total assets. I generally view Sweden as a very good place to
invest but most Swedish companies currently look fairly expensive to me.
Fur future investments, I am primarily studying software companies and online based
companies. There are three reasons for this: i) It is an area with which I am familiar and where I have
a good understanding of the business models, ii) Companies in this area have very good economic
characteristics, iii) The current strong trends that drive them.
While many companies are priced expensively in the market today, I can’t recall ever having a
better pipeline of investment ideas. The main reason for this is an expanded network of very smart
investors whom I have really enjoyed getting to know; another is the compounding effect of
accumulated knowledge of many different companies and industries over the past eight years. This
luxury problem of ours could possibly lead to a somewhat lower concentration in our portfolio over
time. It is unlikely however that we will go over more than ten concurrent investments. You can
generally assume that any investment we make will be from 8% to 30% of our total assets.
**********

Closing words
Besides our public investments I have been thinking more and more about opportunities in the
private market. The private market is less efficient because it is less liquid, and in the case of smaller
companies it is practically non-existent. With a somewhat larger capital base than we have today I
believe that the private markets will be very interesting for us. I hope that by the end of 2019 we will
have a large enough capital base to also pursue investments in the private market.
While operations in other companies entail everything from operating heavy machinery to
programming Artificial Intelligence, our operations consist mainly of reading and thinking. Around
50% of my time is spent on company reports and general news; 25% on thinking, analyzing and
discussing with other investors, and the remaining 25% on books. If you are interested in which
books, I have included a link to my online book-shelf at the end of this letter. The best books I read
during the past year were Shoe Dog by Phil Knight, Red Notice by Bill Browder and Peak by Anders
Ericsson. The two former are biographies but both read like novels. The Peak book is very well
researched and makes a remarkably strong case for deliberate practice over innate talent.
In some very sad news, one of our founding shareholders, Daniel Markstedt, passed away in
July. He will be deeply missed. Daniel was one of the first people that encouraged me to get River
Oak started and I have promised him that I will make his River Oak investment count.
Our first annual meeting will take place on April 19 at ArenaHotellet as per the previously sent
out invitation. We will have a formal meeting for about 30 minutes followed by a short presentation
of our first year of operations. After that you will have chance to ask me any questions that you have.
I look forward to seeing you there!
Finally, I would like to thank Anna Åhr and Stefan Sjöö for their work on the Board during the
year. Our Board meetings have been efficient, productive and fun. None of us get any compensation
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for our work on the Board. We all own shares and any salary for me accrue only if River Oak’s book
value per share increases so that is the only way any of us gets paid.
To all shareholders: It is great fun to be in partnership with you. Thank you for your trust and
confidence in River Oak. I look forward to trying to earn it.

April 12, 2018

Daniel Glaser
Chief Executive Officer
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Contact
daniel [at] riveroakcapital.se
Online book shelf
https://www.goodreads.com/review/list/68472482-danielg
Historical pretax returns
Jan 1, 2013 – Feb 7, 2017: Zen Capital Family Partnership
Feb 8, 2017 – Dec 31, 2017: River Oak Capital AB

2013
2014
2015
2016
2017

Gross Shareholders OMXS30 Difference
Return incl. div.
incl. div.
41.0%
30.8%
25.4%
5.4%
45.0%
33.8%
13.6%
20.2%
35.1%
26.3%
2.5%
23.8%
20.5%
15.4%
9.1%
6.3%
19.6%
14.0%
5.4%
8.6%

Overall Gain

298.1%

190.6%

67.9%

122.7%

Compounded
Annual Gain

31.8%

23.8%

10.9%

12.9%

Note on currency effects
Currency effects on gross returns: +7% in 2014, +2% in 2016, -10% in 2017; other years <1%.
It’s a good practice to deduct any currency effects when evaluating our investment results as we don’t
strive to foresee or profit from currency movements.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

Fellow shareholder,
River Oak's book value per share increased by 17.9% in the first half of 2018. Our book
value at June 30, 2018 was SEK 13.85 million, which is equivalent to SEK 128 per share.
For the vast majority of those reporting investment results, operating costs in % are
close to negligible due to very large capital bases. As they are not for us, mainly because of
the model we have with a purely performance-based salary, it may be worth mentioning that
River Oak’s investment return was 24.4% in the period. As our capital base grows, the
difference between our investment return and our increase in book value will decrease.
The best way to evaluate River Oak's results is always to zoom out and remind yourself
that a quarter or a 6-month period is only a tiny small step on our journey. My suggestion is
that you always evaluate our results on the longest possible time horizon. Here is how it looks
after all costs and taxes for the first 16.5 months since inception on February 8, 2017:
Investment
return

Change in book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 8)
H1-2018

13.2%
24.4%

8.6%
17.9%

5.4%
2.2%

3.2%
15.7%

Total gain
Compounded annual gain

40.8%
28.3%

28.0%
19.7%

7.7%
5.5%

20.3%
14.2%

* Startup costs had a 0.8% negative impact on our 2017 change in book value per share.
* Currency effects on investment return: 2017 -9%, 2018 +9%

It is important to understand that the relevant comparison that you as an investor should
make is between the net result in the blue column and OMXS30 including dividends. Some
financial firms have a tendency to sometimes instead use investment return and OMXS30
excluding dividends as basis for comparison. To understand how grossly misleading such a
comparison is, the difference in total gain for us with those measuring sticks would have been
40.2% (40.8 - 0.6) instead of 20.3% which is the correct difference.
Our results have been very good so far which is always fun, but it's good to remember
that our long-term goal of an 11% annual increase in book value per share has so far been
handily exceeded and it is likely that future periods will generate a lower return.
Our Investments
What primarily contributed to our results during the period were two Swedish and one
Chinese company. Since we are launching an equity raise today and there is a high
probability that we will invest more in the two Swedish companies, it feels unnecessary to
attract any additional competition, so nothing about the Swedish companies in this letter.

I began to learn about China in 2016 and have long seen all positive factors such as a
better business environment, rising consumption due to substantial growth in disposable
income, and not least all the very impressive companies that the Chinese have built up a little
under the radar in the last 5 to 10 years. But with the exception of the largest companies such
as Alibaba, Tencent, Baidu and a couple of others it is often hard to get a good understanding
and sufficient conviction in specific companies. So my requirement for investing in Chinese
companies is that the price is so low that I consider it to be an absolute no-brainer, "like
shooting fish in a barrel" as Charlie Munger would have said.
During the year one such no-brainer appeared in the form of iQiyi, Inc. which is a spinoff from Baidu, and may be best likened to “China's Netflix” and “China's Youtube” in one
and the same company. However, iQiyi's CEO says that they rather strive to be "China's
Disney" as they create much own content. As an example, they have created the incredibly
popular reality series The Rap of China, which reached 1.3 billion views within one month
and where a 60 second commercial slot in last year's season finale was sold for a similar
amount as during the Super Bowl.
When I make an investment, I never have any clue how long it will take before the
market prices in what I see – sometimes it takes a long time and sometimes it goes faster. Our
investment in iQiyi was unusual in that it paid off very quickly – usually it takes a lot longer
than a few months before the market corrects mispricings. I have spent a lot of time studying
China in the last year, which has expanded our investable universe in China by a lot so I look
forward to more no-brainers there in the future.
If you want to achieve something meaningful – no matter your occupation – it is often
the case that what you learn today rarely gives you a payback right here and now. What pays
off today is usually the result of several years of preparation. Our investments in China (we
have done two since inception) are good examples of that. In many ways, River Oak's results
so far are fruits of the 6 to 7 years of preparation that preceded our start. Similarly, the work
that I and the Board do for River Oak today is likely to pay off over the next 2 to 5 years.
*****
While our overall result was very good during the 6-month period, far from everything
went our way.
We have sold our ownership in a Norwegian insurance company, Protector Forsikring,
where I realized that I had potentially misjudged what has enabled Protector to grow at an
annual rate of over 20% and maintaining a good level of insurance claims over the last 10
years while their competitors have managed only 0-10% growth in the same period. The
question that I have been considering is whether it was possible due to an actual cost
advantage, which I have previously believed (it is difficult to confirm this as Protector reports
its costs in a different way than its competitors), or because of lower hurdles on quality
and/or price of what they choose to insure. If it’s the latter, current earnings will look good
but there is then a big risk of setbacks in future quarters and years. The former can still be the
case but I no longer feel sufficiently sure about the answer so I decided to sell our holding.

Over the period of a little more than one year during which River Oak owned Protector
shares, they contributed approximately +1.4% to our overall result.
Fiat Chrysler’s share price was slightly positive in the first half of the year, but as I
increased our holding at higher levels than the closing price on June 30, our Fiat investment
has had a slightly negative impact on our half-year result (excluding currency effects). Jeep,
which is one of several car brands owned by FCA, is doing better than ever before and Jeep's
future looks bright, but worries (to some extent justified as I see it) for an escalation of
President Trump's tariff threats have created a situation where the market price for all of FCA
is in my opinion now lower than the value of only Jeep. It remains to be seen how the tariff
threats end up in reality when all the smoke has cleared; my best guess is that they will be a
fair bit milder than what many investors price into the car market today. In the majority of
scenarios, I think the production lines that account for most of the FCA’s profitability – and
thus FCA as a whole – will still do well. We also have a very capable and proactive
management that will navigate any potential storms in a good way.
On the operational front, I have with inspiration from Benjamin Franklin in 18th
century USA started an international group for investors that run similar operations as River
Oak, where the main purpose is discussion and development. We have a video conference
once a month with participants from, among other, New York and Tel Aviv, which has so far
been both rewarding and fun.
We will need to find new premises for River Oak's headquarters by the end of August,
as a new residential building is planned in the current location. While the image of our office
on Google (please Google!) cements that we do not spend money on unnecessary luxury at
River Oak, I feel that a change of environment is long overdue. If you know of any office
space in the Uppsala area, please let me know.
The summer equity raise will open today. Even though our results over the past year
have been higher than what can be expected over time, I am, as always, optimistic about the
future and about continuing to find well-managed companies where the price is lower than
value. In times when it's harder or when I simply do not have enough good ideas, we will
have a larger cash balance. A large cash balance is not something I strive for – I hundredfold
prefer that River Oak is exposed to a collection of strong companies’ growing cash flows –
but on the other hand, it enables us to take advantage of new opportunities that will always
appear sooner or later without the need to sell an existing holding.
As usual, do not hesitate to contact me if you have any questions. If you want to discuss
some interesting companies or industries (or something else interesting) that you are thinking
about, I'm always open. I wish you all a delightful summer.

July 6, 2018

Daniel Glaser
Chief Executive Officer

Contact
daniel [at] riveroakcapital.se
Online book shelf
https://www.goodreads.com/review/list/68472482-danielg
Historical pretax returns
Jan 1, 2013 – Feb 7, 2017: Zen Capital Family Partnership
Feb 8, 2017 – June 30, 2018: River Oak Capital AB
Investment
return

Net return
pretax

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.4%

5.4%

2014

45.0%

33.8%

13.6%

20.2%

2015

35.1%

26.3%

2.5%

23.8%

2016

20.5%

15.4%

9.1%

6.3%

2017

19.6%

14.0%

7.0%

7.0%

2018 (per June 30)

24.7%

18.2%

2.2%

16.0%

Total gain
Compounded annual gain

396.4%
33.8%

243.5%
25.2%

74.2%
10.6%

169.3%
14.6%

* Startup costs for River Oak Capital AB had a 0.8% negative impact on the 2017 net result.

Currency effects
Currency effects on investment return have been:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +9%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements. We
believe that any impact from currency movements on our results will be negligible over time.

Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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Memo to River Oak Capital shareholders

November 2018

The main reason for this memo is that we recently executed our first ever transactions
of River Oak shares. I would also like to take the chance to address some questions I have
been asked that concern how I think about the recent sharp movements in the markets and the
overall themes of our portfolio.

Our first share transactions
With River Oak’s long-term focus, you all know it is my preference to not report our
results or book value per share more often than twice per year. But as a shareholder I would
want to be informed about all share transactions that are made, hence this interim memo.
On November 16, we executed our first ever transactions of River Oak shares. There
were two transactions for a total of 4,500 Class B shares changing hands at a price of 119.83
per share, which was our book value per share per market close on November 16. This is
down roughly 10% from our all-time peak earlier this summer and puts our change in book
value per share at +10.4% for the year compared to -5.1% for the OMXS30 index during the
same period. An investment in the OMXS30 would have also yielded dividends of
approximately 3.6% for a total OMXS30 return of -1.5% during the period.
Both transactions were between current shareholders. In the first transaction the seller
needed some liquidity for a house purchase. When asked if he wanted to sell some additional
shares as one of the buyers was interested in acquiring more shares, the seller’s response was
a polite and very firm ‘No’. The second transaction was simply a transfer from a private
person to his own fully-owned company.
As you all know we have a waiting list for interested buyers and sellers of River Oak
shares. Those that had previously let me know they were interested in acquiring more shares
if it became available were contacted and two of them ended up as buyers in transaction #1
described above. However, according to our Articles of Association all shareholders have the
right to claim interest in acquiring any River Oak shares that have been sold within two
months of the transaction date, in this case January 16, 2019. If more shareholders are
interested in acquiring the above mentioned shares we have to divide the shares pro rata
based on the buyer’s previous share ownership.
Needless to say, I don’t expect any shareholders to utilize this right – but instead just let
me or anyone on the Board know that you are interested in acquiring more shares and you
will be put up on the list. This specific paragraph was added to our Articles of Association so
that current shareholders can’t just randomly sell their shares to anyone. We have a great
group of shareholders, which is enormously valuable, and with this paragraph we have made
sure it is up to us to decide how we choose to expand it.
2

Raising capital - why do it at all?
Our current capital base is big enough to have a solid operation where our fixed costs
are close to negligible; at the same time it is enormously under-utilized given that almost all
investments we have made since inception are in companies with market capitalizations that
exceed SEK 2 billion.
The disadvantages of raising more capital are that it takes time of my hands and that all
current shareholders get their ownership percentage diluted unless they participate. The flip
side to the latter is that we will raise capital at a premium to book value which benefits
current shareholders as it increases the worth of their ownership, our book value per share,
which is what really matters.
I have listed the main advantages as I see them below:
1. It expands our opportunity set. With a larger capital base we are now able to look at
private investments and even private acquisitions.
Private investments have some important advantages over public companies:
First, a share price that is largely independent of the public markets and thus the rest
of our portfolio. Second, in the case that we acquire a majority stake in a private
company we will get cash inflow that is spread out over the whole year as opposed to
in one big chunk as is the case when we raise capital. This would enable us to better
take advantage of any market downturns and new opportunities which come up totally
randomly in time. (Any private investments we make are likely to comprise only a
limited part of our total assets, say 10% to 25% at the high end.)
2. More shareholders provide increased liquidity for any shareholders that want to sell
their shares.
3. More shareholder partners that are nice and honest people with high integrity is
something you can never have too many of.
4. Our fixed costs such as office space etc., small as they already are, will be even
smaller as a percentage of our total assets.
How often will we raise capital?
The intention is to do at least one capital raise per year. After discussing it on the Board
of Directors, we have no particular preference as to the frequency as long as we keep the
offerings open a much shorter time than the two month opening we had this past summer.
Please give me, or Anna or Stefan, your input on how often you would want River Oak
to do private offerings like the ones we did in December 2017 and July/August 2018.
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Now forget it again
Now that you have been informed about our most recent book value per share, I
encourage you to forget it again. I know that all of you already have it, but I cannot overstate
the importance of a long-term mindset in our business. The market value of a portfolio of
public shares on any given day is almost completely meaningless. In the short term, public
share prices are determined by multiple factors – many of which have nothing to do with the
true value of the underlying business. Measured over years however share prices are very
relevant. You should be philosophical about our short-term results and academic about
our long-term results.
Many of you run your own private companies, and you know that there are very few
days, if any, when the value of your whole business changes with 5% in a single day. Believe
me, the same is true for the value of public companies, but their share prices often tell a
different story. It goes without saying: that story is false.
We could report River Oak’s book value quarterly or even monthly like some
investment companies do – but would anyone really benefit from that? Would you do
anything differently if you knew our book value by the end of each month? Wouldn’t you be
more stressed if it was down three months in a row? It would most certainly only encourage
short-term – and thus per definition, dumb – behavior. Warren Buffett once made a very
fitting observation on this subject: “Games are won by players who focus on the playing field
– not by those whose eyes are glued to the scoreboard.”
However, if you’re ever curious or need to know our current book value for some
reason, just call or email me and ask.

Are you making any adjustments due to the current market downturn?
In short: No. If I would sell any of our investments based only on that the share price is
down or because I think I have some magical feeling about a prolonged future stock market
downturn, the next thing I would do is to make sure I’m fired. We are not in the business of
taking instructions from the market or predicting its movements; we’re only using it as a tool
to make sensible investments in good companies.
You may or may not be aware that in October, the S&P 500 had one of its worst
months since February 2009. To be clear, a downturn like the one we’re currently
experiencing is to be expected about once every year or at the least once every two years. To
illustrate, I have included a table on the next page that shows the monthly gross returns since
inception of my family office’s portfolio on January 1, 2013, and then River Oak Capital’s
gross returns from February 8, 2017 up until October 31, 2018.
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As you can see, there have been a few multi-month periods with negative returns and
every year has included at least three negative months, sometimes sharply negative. If I had
been able to somehow avoid all negative months, rest assure that I would have also avoided
most other months as well.
We are only invested in companies if I like their prospects over the next two to five
years. Thus, the most recent news or share price movements, is never my focus – the big
picture always is. I do nothing whatsoever to try to avoid negative months or years.
Everything we do at River Oak is geared towards attaining favorable rolling three-year and
five-year results.
As an investor in public companies, one of the most important things is to trust your
work. If you do, short-term share price movements – large or small – will not bother you. It
will just be business as usual. If you don’t, you probably haven’t done very good work. Of
course, the same goes for you as investors in River Oak: If you trust the work and analysis
that led to your decision to invest in River Oak in the first place, short-term changes in our
book value per share should not bother you. Only a new fundamental development or a new
insight (sometimes thoughts and ideas become clear in one’s mind with some delay) that
invalidates your initial investment thesis should.
The shareholders that will get the best result over time are those that will show a zenlike tranquility and not be bothered by swings in our book value per share. As best as I can
tell, and it gives me great pleasure to say this, that seems to be all of you. This is largely the
result of our no-marketing self-selection strategy which assures that we only onboard new
investors that really want to be here. I could not be happier with our shareholder base. You
enable me to focus fully on maximizing our long-term results.
As for the risk of an actual recession, I have (as usual) nothing intelligent to say. I
would note that with the U.S. 10-year bond yield inching above 3% vs 2% to 2.5% one year
ago, all else being equal (which it never is when it comes to macroeconomics), somewhat
lower business valuations overall are warranted because in a higher interest rate environment:
1)
2)

Future cash flows that companies are expected to generate become less
valuable today due to a higher discount rate, and
Fixed income alternatives become more attractive due to a higher base rate
(not necessarily attractive enough for investment but more attractive than they
previously were).
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I would also note that whenever you feel certain that the next recession is just around the
corner, it's good to remember that Australia hasn’t had one for the past 27 years. This doesn't
mean I believe we won't have a recession in the U.S. or Europe for another 18 years – or that
we will. It simply means I have no idea. No need to despair; neither does anyone else.

Our Investments
Our investment portfolio consists of three main categories.
“The Goods” - This category consists of decent businesses that I believe have a good
future but which are priced by the market as if they had anything but. The companies in this
category are generally not great businesses. As a consequence, this is currently – and is likely
to continue to be – our smallest category.
At the time of writing, the sole occupant in this category is Fiat Chrysler Automobiles.
After the recent successful sale of one of its car parts businesses Magneti Marelli for €6.2
billion, the whole FCA enterprise is now valued as if it only has two to three years of profits
left, i.e. that after 2020-2021 we will never again see any profits coming out of FCA. In early
2019, FCA will institute a regular dividend that will yield 4% to 5% at the current profit level
and share price, and then when the Magneti Marelli sale closes which is expected in the first
half of 2019, FCA will give out an additional 10% special dividend – these are not the kind of
actions you tend to take if bankruptcy is 2-3 years away.
Our investment thesis for FCA is relatively simple: With current profits in the €6
billion to €8 billion range, ample room to handle a car market downturn, and some very
strong (and I believe durable) brands in Jeep and Ram, I believe there is indeed a profitable
future for FCA after 2020-2021 as well. I am open, of course, to the possibility of being
wrong here in which case I will sell our shares. At this point however I see nothing, except
the share price, that tells me FCA is going out of business anytime soon.
I expect all companies in this category to grow their intrinsic value at least modestly
and the price to valuation gap to be reduced over time so that the combination provides us
with a total return that surpasses our goal rate of 15% per year over our holding period.
“The Greats” - Our second category consists of companies that have solid profitable
business models, are growing at healthy to very strong rates, have a strong track record of
innovation, entrepreneurial cultures and minimal bureaucracy. Companies in this category are
generally market leaders in their niches not only by size but also by how well they have
historically embraced new big trends, such as for instance digital adoption and smartphone
adoption. This is currently – and is likely to continue to be – our largest category.
In some cases companies in this category are sacrificing current profitability in favor of
growth. Most often I consider this a good decision as long as the growth investments, which
generally show up in the form of higher Sales & Marketing and Research & Development
expenses, provide good returns over time. Given the long growth runways companies in this
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category usually have, I tend to prefer re-investment of all profits back into the business
rather than trying to maximize the current reported bottom line, doing dividends, or some
other nonsensical (I struggle to come up with a better word) market-pleasing maneuvers.
I expect all companies in this category to grow their intrinsic value by at least our goal
rate of 15% per year over a fairly long time to come.
“China” - Our third category consists of companies that operate in China. The Chinese
markets are down as much as 20% to 30% this year so this bucket currently has some overlap
on price with “The Goods” and on quality with “The Greats”.
Combining price, business quality, competitive position and growth runway, our China
category is actually the one I think has the best prospects over the next five to ten years. Alas,
as there is no way I can attain the same level of conviction about Chinese companies as I can
about Nordic and American ones, this category is likely to remain at a size that is below 25%
of our total assets. It is currently between 15% and 25%.
I expect all companies in this category to grow their intrinsic value by at least our goal
rate of 15% per year over a fairly long time to come.

Annual meeting etc.
Our full-year results will be reported in the first quarter of 2019 with a walk-through at
the Annual Meeting. I look forward to see many of you at our second Annual Meeting. Date
and place will be announced along with the full-year results.
Our shareholder base is a very humbling group of people. We now have everything
from software developers, management consultants, investment professionals, doctors and
professors to mid-level managers, entrepreneurs, business owners and CEOs. Even though we
all do very different things, I believe most of us share a couple of common characteristics:
A curiosity about how the world works, a will to constantly keep learning, improving and
making things better, an understanding that any meaningful success in life comes in small
increments step by step as opposed to in overnight windfalls, and most importantly: honesty
and integrity. It's a blessing to work with you and for you.

Nov 26, 2018

Daniel Glaser
CEO
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the Company”).
You agree not to copy, modify, reformat, download, store, reproduce, transmit or distribute any
data or information contained herein or use such data or information for commercial activities
without first obtaining written permission. The Company has sole ownership of the data and
information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell or
hold any securities or financial products, and the Company makes no representations about the
suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and make
an independent determination of whether an investment meet their investment objectives and
risk tolerance level. Prospective investors are urged to request any additional information they
may consider necessary or desirable in making an informed investment decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be liable
for any errors, omissions or other inaccuracies, delays or interruption of such data or for any
action taken on the basis of trust in it. The Company shall not be liable for any damages
resulting from your use of this information. Hence, none of the Company or its affiliates (nor any
of their respective officers, employees, advisers or agents) accepts any responsibility for nor
makes any representation or warranty, expressly or implied, as to the truth, accuracy or
completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

Fellow shareholder,
River Oak's book value per share decreased by 5.9% in 2018. Our book value at Dec 31,
2018 was SEK 15.6 million, which is equivalent to SEK 102.12 per share. This compares to
a decrease of 10.8% for the OMXS30 index in the same period. If you had invested in the index
you would also have received dividends of approximately 3.6% which would have brought the
net result for the index to a decrease of 7.2%.
For those of you that prefer to look at two full Earth orbits around the Sun since we started
on Feb 7, 2017 (one complete orbit takes 365.256 days), our book value at Feb 6, 2019 was SEK
18.7 million, which is equivalent to SEK 121.88 per share for a total net return of 21.9% at our
2-year mark. The return for the OMXS30 including dividends was 7.8% during the same period.
You can see our investment result (before reserving costs for salary and related taxes)
compared to the OMXS30 including dividends for both periods in the graphs below.
Feb 7, 2017 – Dec 31, 2018

Feb 7, 2017 – Feb 6, 2019

Comments
Our pretax investment result for 2018 was exactly 0.0%. The reason for the difference
between our investment result and our net result of -5.9% is because we reserve salary costs and
related taxes quarterly and not annually. Per the end of the third quarter we had a substantial gain
for the year, at which point salary and related taxes were reserved, which left us with a book
value per share of SEK 130.23 at the end of the third quarter.
I am quite satisfied with our overall investment result given how the index performed but
not so satisfied with our net result. To avoid this somewhat unpleasant situation we ended up
with in 2018, where I can earn a salary even with a 0.0% investment return for the year, I let the
Board know that I am open to start reserving salary costs annually instead. After some discussion
we decided to continue to reserve salary costs quarterly as our book value per share would
otherwise be very misleading in positive years as we would then always reserve all salary costs
only at the end of the fourth quarter. This would lead to an artificially high book value in all
other quarters.
On the bright side, we will benefit in 2019 and beyond from having reserved salary costs in
2018. We now have a situation where we have prepaid all salary costs up until we reach a book
value of SEK 130.23 per share, which means that we will have essentially no company costs
until our book value per share surpasses that level again.
If one evaluates the result from when we raised capital in August to yearend the result
looks rather unsatisfactory but I know that no one invested in River Oak with a 4-month time
horizon – and, when we experience a drop like the one in December, the person that gets the
most beat up is yours truly. I get no salary for a while, and in August I took out all the reserved
salary that was available at the time (half of it was sent to the Swedish Tax Authority), added an
additional SEK 300,000 of personal capital, and then re-invested all of it in the capital raise
which was done at SEK 132.58 per share. This is exactly as it is supposed to be as I see it: If
River Oak does poorly, I will too.

So what happened in December?
Peter Lynch has said that “for some reason you lose money rapidly in the market, but you
don’t make it rapidly.” This observation rang true once again in December. On December 3, we
were still up a good bit for the year. From then on the market drop accelerated, shares in our
companies fell even more, and December ended up as the worst December month for the
S&P 500 since 1931. The fourth quarter ended up as the 11th worst quarter for the S&P 500 since
World War II. As you have figured out by now, it wasn’t a great month or quarter for River Oak
either.

While all our investees have been performing well, their share prices didn’t hold up at all.
Schibsted was the only one of ours that held up decently (to be fair there were almost no shares
of public companies that held up well during December).
As always, there are myriad explanations out there as to why the market fell so sharply in
December. However, most of the reasons given by newspapers, economists and financial
journalists were well-known earlier in 2018 as well, and many have been known for years. As
you know I like to keep things simple so I’ll venture another guess: Maybe the market just got a
little high and needed to go down for a while – just like it has done every three to five years,
although very irregularly, over the past century?

What has happened historically after market drops similar to the one we experienced in the
fourth quarter of 2018?

Source: Ben Carlson, A Wealth of Common Sense, awealthofcommonsense.com

The S&P 500 performance in the fourth quarter was -14% so it doesn’t quite make the list
but as you can see in the table, the stock market usually goes up substantially in the subsequent
3-year and 5-year periods after a drop of this magnitude. The only exception was during the
Great Depression in the 1930s. This does not mean that we are guaranteed returns that resemble
the ones in the table going forward from here; I included the table to show similar situations that
have occurred over the past 100 years and to put the recent past into some proper perspective.

Future capital raises
At the most recent Board meeting we decided to make some changes to how and when we
raise capital. Going forward, we will open up for investment quarterly instead of once per year.
Future capital raises will open on March 15, June 15 etc., and close on March 31, June 30 etc.
They will, until further notice, be done at a 1% premium to our book value per share to cover the
related costs.
During these openings we will also have a trading window where it will be possible to
transact shares between shareholders. If there are any shareholders that want to sell some or all
of their shares, such transactions will always have priority over issuing new shares.
It is our hope that the changes will accomplish the following benefits:
1. It will simplify financial planning for all shareholders. Some of you may want to
rebalance your overall savings quarterly, bi-annually or annually. This has
previously not been possible for your River Oak investment as there were no firm
dates set for future capital raises.
2. It will enable new shareholders to join without having to wait for many months
until i) A current shareholder wants to sell some shares, or ii) We decide to raise
capital by issuing new shares.
3. It will free up time for me as capital raises will only be open for two weeks instead
of two months. Plus we handle bookkeeping at quarter ends anyways so there will
be little extra time needed to also handle the capital raises at the same time.

Annual meeting on April 25th
Our annual meeting will be held on April 25th. Information and details will be sent out
shortly. In addition to getting together and having a good time, we will go through our results,
discuss some investments, and I will answer any questions that you have. On behalf of the
Board, I look forward to see you there.

Feb 12, 2019

Daniel Glaser
Chief Executive Officer

Contact
daniel [at] riveroakcapital.se
Historical pretax returns
Feb 7, 2017 – Dec 31, 2018: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment
return

Net return
(pretax)

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.4%

5.4%

2014

45.0%

33.8%

13.6%

20.2%

2015

35.1%

26.3%

2.5%

23.8%

2016

20.5%

15.4%

9.1%

6.3%

2017

19.6%

14.0%

7.0%

7.0%

2018

0.0%

(5.9)%

(7.2)%

1.3%

298.1%
25.9%

173.4%
18.3%

58.2%
7.9%

115.2%
10.4%

Total gain
Compounded annual gain

* Startup costs for River Oak Capital AB had a 0.8% negative impact on the 2017 net result.

Currency effects
Approximate currency effects on investment return:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements. We believe
that any impact from currency movements on our results will be negligible over time.
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Fellow Shareholder,
River Oak’s book value per share decreased by 5.9% in 2018. Our book value at Dec
31, 2018 was SEK 15.6 million, which is equivalent to SEK 102.12 per share. This compares
to a decrease of 10.8% for the OMXS30 index in the same period. If you had invested in the
index you would also have received dividends of approximately 3.6% which would have
brought the net result for the index to a decrease of 7.2%.
Investment
return

Change in book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)
2018

13.2%
0.0%

8.6%
(5.9)%

5.4%
(7.2)%

3.2%
1.3%

Total gain
Compounded annual gain

13.2%
6.8%

2.1%
1.1%

(2.2)%
(1.2)%

4.3%
2.3%

For those of you that prefer to look at two full Earth orbits around the Sun since we
started on Feb 7, 2017 (one complete orbit takes 365.256 days), our book value at Feb 6,
2019 was SEK 18.7 million, which is equivalent to SEK 121.88 per share for a total net gain
of +21.9% at our 2-year mark. The return for the OMXS30 including dividends was +7.8%
during the same period.
When evaluating investment results, it is my strong recommendation that you always
look at the longest time period available as shorter time period won’t tell you much of value.
I have included a 6-year track record, which includes the results of my family partnership
from 2013-2016, at the end of this letter.
**********

Raising capital
As you know, we have had a good start to the year. In March, we raised capital at a 1%
premium to our book value as per March 31, 2019 which resulted in an offering price of SEK
134.77 per share.
We are now 33 shareholders that span all the way from doctors and professors to
software developers to managers, business owners and CEOs. A warm welcome to our new
partners that have made our motley shareholder crew even merrier!
As per previous communications we plan to raise capital quarterly from now on. The
next opportunity to invest will be at the end of June.
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Our results in 2018
I will not bore you with more comparisons of investment returns or more discussions
about the market downturn at the end of 2018. There are thousands of investment letters all
over the world that have done that (and I discussed both subjects in the 2018 update and in
my Annual meeting presentation). Instead, I will focus this letter on how I go about selecting
our investments and the lenses I use for evaluating them.
But first, a short comment on the difference between our book value per share decrease
of 5.9% and our investment return of 0.0%. The reason for the difference is because we
reserve salary costs and related taxes quarterly and not annually. Per the end of the third
quarter in 2018 we had a substantial gain for the year, at which point salary and related taxes
were reserved, which left us with a book value per share of SEK 130.23 at the end of the third
quarter. As you know, our book value per share needs to end a quarter above the highest
previously recorded level before any further salary can be reserved.
For the curious, I took out all the reserved salary that was available at the time of our
August-2018 capital raise (we sent roughly half of it to the Swedish Tax Authority as usual),
I added an additional SEK 300,000 of personal capital, and then re-invested the full combined
sum into the capital raise, which was completed shortly before the severe market downturn in
the fourth quarter gained momentum. This is exactly as it is supposed to be as I see it: If
River Oak does poorly, I will too. (The only party that was spared in the market downturn in
this transaction was the Swedish Tax Authority. All good.)
During the year, I let the Board know that I am open to start reserving salary costs
annually instead of quarterly. After some discussion we decided to continue to reserve salary
costs quarterly as our book value per share would otherwise be very misleading in positive
years as we would reserve all salary costs for the whole year only at the end of the fourth
quarter. This would lead to an artificially high book value in all other quarters.
The salary costs we reserved in 2018 should be viewed as similar to making a
prepayment on rent. As a result of the salary “prepayment” we made in 2018, and our high
water mark model, we have had a positive effect on our 2019 year-to-date net result of 5.9%,
which is exactly equal to the negative effect we experienced in 2018. If events had instead
turned out such that our yearend book value per share had been the same as per the third
quarter, i.e. SEK 130.23, we would have had no negative effect in 2018 and no positive effect
in 2019.
Ok, enough of that fun stuff. If you’re still with me, let’s look at our investments.
**********

Our Investment categories
At the end of last year, I divided our investments into three main categories.
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“The Goods” - This category consists of decent businesses that I believe have a good
future but which are priced by the market as if they had anything but. The companies in this
category are generally not great businesses. As a consequence, this is currently – and is likely
to continue to be – our smallest category.
“The Greats” - This category consists of companies that have solid profitable business
models and are growing at healthy to very strong rates. These companies generally have a
strong track record of innovation and adapting well to new trends due to entrepreneurial
cultures and minimal bureaucracy. They are most often, but not always, market leaders. This
is currently – and is likely to continue to be – our largest category.
“China” - Our third category consists of companies that operate in China. This bucket
has tended to have some overlap on price with “The Goods” and on quality with “The
Greats”. We almost always prefer the high quality business over getting a great price.

The Greats
As “the Greats” is our largest bucket, and as the qualities of its companies serve as the
primary basis for selection in our China bucket as well, I thought it most interesting to focus
on the selection process of this category.
Negative filters
There are hundreds of thousands of companies around the world that are available for
us to invest in. Where does one even begin? There are a couple of filters that I use to
eliminate a majority of the available universe:
1. A bad business
During the Dot-com Bubble in the late 1990s, there was one company called
Priceline.com that operated a software platform to sell airlines’ excess inventory
online. This was a good idea. However, they paired this good idea with a less good
idea: to let their customers choose the prices they were willing to pay for tickets.
Despite the fact that Priceline was losing $30 on average per ticket sold amid initial
slow demand, it became a real market darling with a market value of more than $20
billion at its peak before losing 99% of its market value when the bubble burst.
In our investments we want to have a solid business model, which at its core and at
reasonable scale, is profitable.
(Priceline actually went on to become a very good and profitable business after it
changed its business model. It has today become one of the great businesses of our
time with its 2005 acquisition of online hotel booking platform Booking.com.
Priceline changed its name in 2017 and is now called Booking Holdings.)
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2. Strong cyclicality
All our investees (except Fiat Chrysler) operate within secular growth trends, i.e.
longer-term trends, as opposed to cyclical shorter-term trends. So if there is a slower
economy, I still expect them to do well. We don’t want to be completely in the hands
of the fickle mood swings of the overall economy.
3. A bad culture
When a company runs into big problems, it’s often a bad culture underneath that is the
root cause. A bad culture is very difficult to change. While great companies don’t
always enjoy early success, they almost always get the culture right from the start.
4. Turnarounds
I was recently in Ukraine for a few days. Conversations there can go as follows: “So
when you turn the hot water tap you actually get hot water? Wow, that’s great.” It is
often considered a luxury when things work as they are supposed to.
Despite the tremendous potential a country like Ukraine harbors, one lifetime is only
so long. We stay away from companies where many things need to be fixed. One rare
exception to confirm the rule that comes to mind is what Sergio Marchionne was able
to do at Fiat and then Chrysler.
Positive filters
As many companies in our investment universe are eliminated using the above filters,
what positive attributes do I then look for? Our favorite companies have some or all of the
following characteristics:
1. They provide very basic products and services which consumers and businesses
absolutely need in their everyday lives.
The big advantage of providing the shovel in the gold rush is that you don’t need to
find gold to do well.
2. They are simple companies whose businesses are easy to understand.
We don’t invest in companies with business models or products that require an MIT
degree to comprehend.
3. Their customers see the product or service as such a natural part of their lives
that they don’t even think about paying the bill.
Their customers see the product or service similar to how we think about paying rent
or the electricity bill.
4. They provide a product or service that truly helps their customers.
This can for example be done by saving the customer money, saving the customer
time, or both. It can also be done by providing the customer with an offering that is
somehow unique – for example, the superior selection that a dominant classifieds
platform or marketplace can offer its customers compared to its competitors.
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5. They have many customers that all comprise a very small part of the company’s
overall revenues.
It can be risky to have a couple of large customers that constitute a meaningful part of
a company’s overall revenues. We prefer companies that have many small customers
so that any one customer cannot meaningfully hurt the business.
6. Market leadership
This is valuable in many ways but the two primary advantages of an established
market leader are larger scale and lower marketing costs (due to mindshare and word
of mouth) than its competitors. These two factors result in overall better economics
for the market leader than its peers: the product or service that it sells can thus be sold
more profitably, with a better service level or at a lower price, which in turn brings in
more new customers and increases the loyalty of current customers.
7. They grow quickly, but not too quickly.
Our sweet spot is somewhere between 10% to 25% revenue growth with
accompanying higher earnings growth due to operating leverage in the business
model. A slower revenue growth, say 5%, in a company that has strong operating
leverage can in some cases be preferable to 50% revenue growth because the latter is
usually not sustainable for very long. Miracles, even though wildly touted by
investors in "hope-and-dream" companies, seldom happen.
Examples that come to mind of investments we have made at River Oak that have
many or all the above characteristics are Verisign, Fortnox, classifieds companies like
Schibsted/Adevinta, cloud service providers and payment providers.

Focusing on the right things
A key to success in most endeavors in life is to look at things through the right lens.
When one is in her happy place where everything is calm and clear and goes according to
plan, we are generally focusing on the right things. When one gets many external influences
or when things start deviating from one’s plan, it can be easy to lose sight of what really
matters. So what lenses are important in investing?
1. It's all about businesses, not stocks
There is much talk about value stocks, growth stocks, dividend stocks, emerging
market stocks and a handful of other popular baskets. At River Oak, we couldn't care
less what label people put on the businesses we have ownership stakes in. Our focus is
solely on making intelligent investments in good businesses.
The father of value investing, Ben Graham, is most well-known for his brilliant
concepts of Mr. Market which entails viewing the market as your business partner that
offers you thousands of deals at different prices every day, and of Margin of Safety
which entails always incorporating a margin for error in your investment analysis in
case things turn out worse than you expect.
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Personally, I think his most important investing principle is "Investing is most
intelligent when it is most businesslike".
Make the correct business analysis, and the stock will eventually follow. You must
first learn how to analyze businesses before Ben Graham's other two principles
become useful. I happen to know this from experience. In my early years, I was very
aware of the Mr. Market and Margin of Safety concepts. In fact, I was rather proud of
how I wasn't bothered by the mood swings of Mr. Market because I knew I had my
Margin of Safety. However, as my business analysis was frequently wrong, my
Margin of Safety was often illusory, and instead of taking advantage of this
phenomenal business partner we all have in Mr. Market, I became his go-to guy.
Whenever he had a problematic business he wanted to offload, he came to me and I
was regularly a willing taker.
If you want to be a good investor, there is in my mind nothing more important than
business analysis.
After that, the concepts of Mr. Market and Margin of Safety can become huge
additional advantages.
2. The market value of a company does not equal the intrinsic value of a company
The market value of a company is what all market participants have jointly agreed
upon to buy and sell it for at a certain point in time. The intrinsic value of a company
is the sum of all future excess cash flows discounted back to today at an appropriate
discount rate. Most of the time, the two match reasonably well. On occasions, they
differ wildly.
3. Time perspective
When you start looking out 2 to 5 years, instead of 2 to 5 weeks or months, the world
of investment opportunities will start to look completely different.
As an example, when I first invested in Fortnox in 2015, its enterprise value was
around SEK 750 million. At that time a lot of investors thought the company was
much overvalued and were debating whether it was worth 500 million or 1 billion.
Today, only four years later (admittedly, with the benefit of hindsight) with earnings
comfortably exceeding SEK 100 million, no one is claiming that the fair value is in
the hundreds of millions anymore. The debate has moved to the billions now.
The valuation discussion that many investors had in 2015 is a great example of short
term noise that can really cause you to lose focus on what matters in investing.
Getting caught up in short term noise – whether it is current earnings or recent bad
news – is something we avoid at all costs at River Oak. Such thinking can cause you
to miss the best opportunities.
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Besides, looking out a couple of years is much more fun too! Why? Over a longer
time period, the changes are much bigger than they are over one month or one quarter,
which not only gives you a much greater chance to predict the range of outcomes but
also opens up the opportunity to make a truly meaningful profit if you’re right.
4. Recognizing reality
I have seen investment operations that proudly announce that "Our returns in year X
were Y% despite us having an average cash balance during the year of 20%."
implicitly implying that returns could have been a fair bit higher had they not carried
this large cash balance.
That's akin to saying "I came in 2nd place in my marathon race despite only running
80% of the time. Imagine what would have happened if I ran the whole race!"
Well, we will never know.
In investing, what you thought about but did not act upon, counts for no more than
what you didn’t think about at all.

Founding principles

(always included in the annual letter)
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets in the jurisdictions we invest in
have historically produced average annual returns of 6% to 10% over the past 100
years.
2. Invest in companies that are better than average or available at lower prices.
The objective here is to add some additional returns on top of the 6%+ returns that
the general market has provided and is likely to keep providing investors over time.

Goals

(always included in the annual letter)
1. Don’t lose money.
We always think about the downside first.
2. Earn an average of 15% annually on our capital over time (pre-tax in SEK)
which will result in an annual increase in book value per share of 11% after
taxes and operating costs.
**********
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Closing remarks
In some sad news, one of my big heroes, Fiat’s former CEO Sergio Marchionne, passed
away in July. He will be deeply missed by both employees and investors all around the world.
He should be remembered as one of the great CEOs of our time; in terms of jobs saved over
his career, there can’t be many that come close to the impact he had. The current management
team at FCA and their recent bold and constructive actions stand as a testament to the lasting
impact Sergio had. Don’t miss the book with his name that will soon come out in English.
As our second year has come to a close, I would like to thank Anna Åhr and Stefan
Sjöö for their work on the Board. Our Board has a lot more experience and good ideas thanks
to them (and less of my bad ideas which are argued down before they cause us any harm).
They are also kind enough to provide their expertise without direct compensation. They get
paid, through their share ownership, only if River Oak’s book value per share increases over
time. In other words, the Board’s goals are perfectly aligned with all other shareholders, just
as it should be. After all, the Board of Directors is there to represent shareholders and nothing
less. Next time you see Anna and Stefan, please give them your thanks.
We also have high accountability for the pilot. It is rumored that Roman engineers were
required to sleep under the bridges they had built. While this rumor seems to be nothing more
than an attractive metaphor, I am indeed sleeping under “our bridges” every night as I and my
family have invested essentially all our liquid net worth in River Oak and a family
partnership that invests in the same companies as River Oak – I most often sleep in peace,
and on the rare occasions when I don’t I make the necessary adjustments the next morning.
Just over two years in, I couldn’t be happier with how we have set up River Oak to
succeed over time. In addition to the perfectly aligned governance, we have two equally
valuable traits: permanent capital and an extraordinary group of shareholders that are here for
the long-term. It also warms my heart that most shareholders were not multimillionaires to
start – this gives River Oak a good chance to serve its wider purpose: To make a real
difference in people’s lives.
I wish you all a great summer.

May 31, 2019

Daniel Glaser
Chief Executive Officer
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Historical pretax returns
Feb 7, 2017 – Dec 31, 2018: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment
return

Net return
(pretax)

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.4%

5.4%

2014

45.0%

33.8%

13.6%

20.2%

2015

35.1%

26.3%

2.5%

23.8%

2016

20.5%

15.4%

9.1%

6.3%

2017

19.6%

14.0%

7.0%

7.0%

2018

0.0%

(5.9)%

(7.2)%

1.3%

298.1%
25.9%

173.4%
18.3%

58.2%
7.9%

115.2%
10.4%

Total gain
Compounded annual gain

* Startup costs for River Oak Capital AB had a 0.8% negative impact on the 2017 net result.

Approximate currency effects on investment return:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements. We
believe that any impact from currency movements on our results will be negligible over time.

Online book shelf
https://www.goodreads.com/review/list/68472482-danielg
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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Fellow Shareholder,
River Oak’s book value per share increased by 36.0% in the first half of 2019. Our
book value at June 30, 2019 was SEK 25.1 million, which is equivalent to SEK 138.91 per
share. This compares to an increase of 15.7% for the OMXS30 index in the same period. If
you had invested in the index you would also have received dividends of approximately 3.6%
which would have brought the total result for the index to an increase of 19.3%.
Note that our book value per share numbers are reported after we have paid the
Swedish standard tax for investment accounts on the company level which has amounted to
0.4% to 0.5% per year in the past three years, while the OMXS30 including dividends
numbers are reported without paying such a tax.
Investment return
(pretax)

Change in book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)
2018
2019 (per June 30)

13.2%
0.0%
40.1%

8.6%
(6.0)%
36.0%

5.4%
(7.2)%
19.3%

3.2%
1.2%
16.7%

Total gain
Compounded annual gain

58.6%
21.3%

38.9%
14.7%

16.7%
6.7%

22.2%
8.0%

Startup costs had a 0.8% negative impact on the 2017 Change in book value per share.
The 2018 Change in book value per share was previously reported as (5.9)%. This figure contained a rounding
error and has now been corrected to (6.0)%.
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The difference between the investment return and change in book value per share is taxes and our operating
costs which are primarily comprised of performance-based salary costs.
1
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When evaluating investment results, I strongly recommend that you always look at the
longest time period available as shorter time periods won’t tell you much of value. I have
included a longer track record, which includes the results of my family partnership from
2013-2016, at the end of this letter.
**********

Our ongoing capital raise
Our ongoing capital raise will close this week and will be done at an offering price of
101% of our book value per share per June 30, 2019. The offering price has now been set to
SEK 140.30 per share.
As previously communicated we will raise capital quarterly from now on. The next
opportunity to invest will be in early October.
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Comments on our investment operation
Our portfolio has done well in the period for three primary reasons:
1. Our companies are doing well.
2. Our companies’ stock prices were severely decimated in December; our “babies”
were thrown out with the bath water by panicking market participants. When these
fickle mood-changers realized it was indeed babies they had thrown out, they quickly
ran out and picked them back up, which caused the stock prices of our companies to
have a much stronger rebound than that of the general market.
3. We did not follow the herd in December when many market participants were
panicking and selling their stocks hand over fist. Instead, I focused, as I always do, on
our companies and their operations. This allowed us to capitalize well on the
subsequent recovery.
I will say a word about China as I suspect it is on many people’s minds these days. A
few years ago, Jack Ma, founder and Chairman of China’s largest internet company Alibaba,
was on a panel with Bill Clinton who asked him a question about the Chinese economy.
Jack’s answer: “I think you American people worry too much about the China economy.”
I think it’s not only Americans that worry too much about China’s economy. Most
people do. I haven’t invested a portion of our assets in Chinese companies because I believe I
possess unique insights on the short-term outcome of the current U.S.-China trade war – I
have done it because I believe those companies will have a bright future in the long run
regardless of the current trade war outcome. This is true, by the way, for all our non-China
investments too. I will never make an investment on our behalf based on a hunch I might
have about the next couple of quarters.
Finally, I want to touch on our increasing focus on higher-priced higher-quality
companies over lower-priced lower-quality ones. It is a lot easier to see when a stock is cheap
than when a company is great. If shares of a specific company are cheap based on the
numbers, anyone can usually see it. Generally when this is the case, the company is cheap for
good reasons. It is not as straightforward to see when a company has a great future. Thus, the
real bargains and potential multi-baggers most often reside here. This is why I focus most of
my energy – and most of our capital – in this category.

Closing remarks
I’m happy that recently more of you have picked up the phone, and even the car keys in
some cases, to come over to discuss your overall investments and savings with me. I am
always happy to be a sounding board and help if I can so please keep it coming.
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There’s no doubt we’ve had a good start since that happy day when I started investing
River Oak’s founding capital a little more than two years ago. I was like the little kid that has
just opened his big bag of Saturday candy and realizes it was even better than he imagined.
Oh the good times… Well, back to today: As a shareholder, it’s important that you remember
that our good start is precisely just that: A good start. We’re really only in the first half of the
first inning. Over the coming years we will have many ups and downs, we will have some
good years and we will have some terrible years, our operation will develop and it might in
five years look very different from what it looks like today.
Our founding principles however, will remain the same. We will always have a longterm focus, we will be invested in fundamentally strong companies and we will always keep
things simple.
Thank you for joining me on this journey.

July 3, 2019

Daniel Glaser
Chief Executive Officer
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Historical pretax returns
Feb 7, 2017 – June 30, 2019: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment
return

Net
return

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.4%

5.4%

2014

45.0%

33.8%

13.6%

20.2%

2015

35.1%

26.3%

2.5%

23.8%

2016

20.5%

15.4%

9.1%

6.3%

2017

19.6%

14.0%

7.0%

7.0%

2018

0.0%

(5.6)%

(7.2)%

1.6%

2019 (per June 30)

40.1%

36.2%

19.3%

16.9%

Total gain
Compounded annual gain

457.7%
30.3%

273.7%
22.5%

88.6%
10.3%

185.1%
12.2%

Startup costs had a 0.8% negative impact on the 2017 Change in book value per share.
The 2018 Change in book value per share was previously reported as (5.9)%. This figure contained a rounding
error and has now been corrected to (6.0)%.

1
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Approximate currency effects on investment return:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%, 2019 +2%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements. We
believe that any impact from currency movements on our results will be negligible over time.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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Fellow Shareholder,
River Oak’s book value per share increased by 50.1% in 2019. Our book value at
December 31, 2019 was SEK 29.1 million, which is equivalent to SEK 153.29 per share.
Note that our book value per share numbers are reported after we have paid: i) the
Swedish standard tax for investment accounts which has amounted to 0.4% to 0.5% per year
in the past three years, and ii) taxes on dividends we received from foreign listed companies,
while the OMXS30 including dividends numbers are reported without paying such taxes.
We paid a higher percentage in taxes in 2019 than we have done previously due to
taxes on dividends we received from foreign listed companies.
Investment return
(pretax)

Change in book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)
2018
2019

13.2%
0.0%
61.7%

8.6%
(6.0)%
50.1%

5.4%
(7.0)%
30.7%

3.2%
1.0%
19.4%

Total gain
Compounded annual gain

83.0%
23.2%

53.3%
15.9%

28.1%
8.9%

25.2%
7.0%

Startup costs had a 0.8% negative impact on the 2017 Change in book value per share.
The difference between our investment return and change in book value per share is comprised of taxes on our
investments, salary-related taxes and operating costs.
1
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Comments on our investment operation
Money is only money, but there is no way to hide it: We all became a fair amount
richer in 2019. To put our results in a proper perspective, you should look at our 3-year result
rather than our 1-year result. You will be even better informed if you look at the 7-year track
record which includes the results of my family partnership from 2013-2016 which was
operated identically to River Oak; you’ll find it on page 2.
We will open our January capital raise today; you will receive documents for it shortly.
Our shareholder letter and annual report will be sent out in the coming months. Our
Annual meeting will be held in Uppsala on May 9, 2020, after which you will have a chance
to watch the Swedish Badminton Championship Team finals live and enjoy a swim and sauna
at Fyrishov, so bring your whole family. I hope to see you there!
January 6, 2020

Daniel Glaser
Chief Executive Officer
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Historical pretax returns
Feb 7, 2017 – December 31, 2019: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment return
(pretax)

Net return
(pretax)

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(5.6)%

(7.0)%

1.4%

2019

61.7%

51.1%

30.7%

20.3%

Total gain
Compounded annual gain

543.6%
30.5%

314.3%
22.5%

109.2%
11.1%

205.1%
11.4%

Startup costs had a 0.8% negative impact on the 2017 Change in book value per share.
The OMXS30 including dividends column has been slightly adjusted from previous letters. Previously we used
the value at the close of the first trading day of the year to calculate the OMXS30 return instead of the value at
the close of the last day of the preceding year, which is more correct.
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Approximate currency effects on Investment return:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%, 2019 +3%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements. We believe that
any impact from currency movements on our results will be negligible over time.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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Fellow Shareholder,
River Oak’s book value per share increased by 50.1% in 2019. Our book value at
December 31, 2019 was SEK 29.1 million, equivalent to SEK 153.29 per share.
Investment return
(pretax)

Change in book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)
2018
2019

13.2%
0.0%
61.7%

8.6%
(6.0)%
50.1%

5.4%
(7.0)%
30.7%

3.2%
1.0%
19.4%

Total gain
Compounded annual gain

83.0%
23.2%

53.3%
15.9%

28.1%
8.9%

25.2%
7.0%

Startup costs had a 0.8% negative impact on the 2017 Change in book value per share.
The difference between our investment return and change in book value per share is comprised of taxes on our
investments, salary-related taxes and operating costs.
1
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At our 3-year anniversary on February 7, 2020, our book value was SEK 37.3
million, equivalent to SEK 161.72 per share (there were 230,709 shares outstanding at
this date compared to 190,025 on December 31, 2019). This gives our founding
shareholders a total return of +61.7% after three years which compares to +33.6% for
the OMXS30 including dividends during the same period.
Note that our book value per share numbers are reported after we have paid: i)
the Swedish standard tax for investment accounts which has amounted to 0.4% to
0.5% per year in the past three years, and ii) taxes on dividends we received from
foreign listed companies, while the OMXS30 including dividends numbers are
reported without paying such taxes. We paid a higher percentage in taxes in 2019 than
we have done previously due to taxes on dividends we received from foreign listed
companies.
When evaluating investment results, it is my strong recommendation that you
always look at the longest time period available as shorter time periods won’t tell you
much of value. I have included a 7-year track record, which includes the results of my
family partnership from 2013-2016, at the end of this letter.
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Comments on our Investment operation
There is no way to hide it: We all became a fair amount richer in 2019. You
should be happy with our strong result this year but it wasn't difficult to attain good
investment results in 2019 – the market was up 31% – so save the big celebration for
years when we are really tested.
I’m always looking to improve our operations and as such I’m always looking
forward. Being celebratory or bummed out about last year’s results will not be helpful
to us. I’m at the “gym” the same time every morning when we have lost 50 straight
games as when we have won 50 straight games. I’m always enjoying the challenge,
and I’m always focused on trying to win next year’s championship.
Nonetheless, any year when we outperform our benchmark index by almost 20%
I consider a very good year. I am also prepared to wager a fair amount that when the
numbers are in, even in a year like this, they will show that 75% to 85% of all actively
managed funds and other similar vehicles in the investment industry failed to
outperform their benchmark index, as is (tragically) the case every year.
While our 50.1% increase in book value per share is a big number, I’m not here
trying to achieve single banner years. In my book, success in any one year means
nothing. Our goal, as you all know, is to achieve stable and consistent long-term
returns that result in an average annual increase in book value per share in the 11%+
range. I will consider River Oak a real success only if our results are good over a
multi-year period comprised of at least ten years. On our way there, we will on
occasions have outlier years to the upside like we had this year as well as to the
downside like we had to some extent in 2018.
Another commonly used measure of success that means virtually nothing to me
is our size. Delivering superior investment returns by investing in companies that
provide benefits for society at large is my sole focus at River Oak. I will consider us
equally successful whether we end up with 100 million or 1 billion as long as the
average annual returns that got us there are good and satisfactory.
At the time of writing we are part-owners in seven really good and well-run
companies in four different continents. We also have a small cash balance which is
unusual for us.
The past three years
With three years under our belt it has started to become at least somewhat
meaningful to assess our performance and analyze our winners and my mistakes.
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Since inception we have had six substantial winners in four different continents.
Five of them have produced in excess of SEK 1 million in profits and three of them in
excess of SEK 2 million in profits for us. By itself this wouldn’t be relevant but given
that we started River Oak with SEK 4.4 million only three years ago, this should give
you comfort that our results so far have come from multiple sources in a
geographically well-diversified portfolio. At the time of writing, we are still happy
owners of four of them.
Of note, only two of our big winners were acquired in the past year so our good
result in 2019 is almost entirely attributable to decisions made in 2017 and 2018. This
is very likely to be the case in future years as well – good investment decisions tend to
pay off over years rather than months.
We have also had one substantial loser. I’ve made more mistakes but only one
has resulted in a meaningful loss for us. Plain mistakes such as this one certainly
seems like something I should be able to avoid after almost ten years in the business,
but it is unfortunately something you have to accept that it will still happen from time
to time.
A losing position really hurts us because not only do we sustain a loss on our
capital invested in this position but we also miss out on gains we otherwise could have
had with this capital. Let me explain.
Since inception, our investments have given us an average gain of +23.2% per
year. If one of our investments goes down 30% in a year, say one where we have
committed 10% of our capital, the total negative effect to our portfolio is 3% (30% of
10%) from the actual loss plus 2.3% (23.2% of 10%) from the missed gain we would
have gotten if we had instead spread out the capital invested in this losing position
evenly over the rest of our portfolio, for a total negative effect of 5.3%. Ouch!
Rest assured that I do everything I can to avoid them.
We buy shares in companies to hold them, not with plans to make a good exit.
Nonetheless, we have sold out completely of a few investments too. There are
basically only three reasons why I sell an investment: 1) I realize I’ve made a mistake.
2) I’ve become less sure about the company’s future than I was at the time of
investment. 3) Another investment has become more attractive.
To give you an example of 1): If I think a particular management is doing a poor
job, worse than I expected at the time of investment, given that we generally own only
a small percentage of the companies we are invested in, my ability to influence any
changes is nonexistent in most cases, and so the only remedy at my disposal in such a
case is to sell our shares.
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How have the companies we sold out of performed after our selling? As of our
3-year anniversary, they had generated an average annual return of +11.6% which
compares to +23.2% for everything we have kept, so from a purely financial
standpoint these decisions have proved good.
A more important vantage point however is that our goal is to invest in good
companies. If I do my job well, these companies’ share prices will go up over the long
run, even after the day we sell. If everything we sold generated negative returns after
our selling, it would be very clear that the main reason for our success so far was good
timing – in other words: pure luck – which as you know, is something I avoid like the
plague. In fact, my timing, both in terms of buying and selling, has been rather poor in
most cases. Fortunately, no timing skills are needed to do well in investing.

Storytime
Once upon a time in an oblong country far up in the north, our story’s hero
Grandma was telling her grandchildren a bedtime story about one of their country’s
largest investment firms which is also one of the country’s most well-renowned.
“This firm”, Grandma said, “has five funds open for investment to the public.
Over the past 5-year period all of their funds, except one that was started only three
years ago, have performed worse than their benchmark index. At the same time this
firm is bringing in roughly 1 billion per year in fees.”
The second oldest grandchild, always on the alert, pointed out that “Maybe if
this firm hadn’t charged these management fees, maybe then they would have
outperformed the indices?”
“I wish it was so”, Grandma said with a kind smile, “but the truth is that even
after adding back the fees, the funds have on average returned less per year than their
benchmark indices.”
The oldest grandchild, always eager to learn more about business was now very
confounded, “But what are their bosses saying about this, surely they must be making
some big changes? They don’t want to charge their investors without giving anything
in return, do they?”
“You’re right that they probably don’t want that”, Grandma said, “and they are
making some changes but they are in no hurry to make big changes because they are
one of very few players that operate in the monopoly situation that exists in their
industry, so they just keep pushing their marketing slogan ‘Active management - for
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real’, they recite and make comments on recent macro events which sounds intelligent
to most people, and finally they keep talking about how their investors must have
patience.”
Now it was the youngest grandchild’s turn to be confounded, “But Grandma,
you said that they had underperformed the indices for five years now. I’m five years
old! How patient do they say their investors must be?”
Grandma smiled. “Time to sleep now kids. Tomorrow I will tell you a happier
story.”
“Okay, how lucky that it’s only one of your bedtime stories Grandma”, the kids
said in unison before putting their heads on their pillows and tucking themselves in
under the covers.
“Oh yes, my dear children, oh yes...” Grandma said before she quietly started
humming their favorite bedtime song.
As the kids were falling asleep, Grandma made some quick calculations in her
head. She concluded that for every million of deficit return this firm has detracted
from its investors compared to the benchmark indices over the past five years, it has
taken home around three million in fees. In other words, they are getting paid three
million for every one million they are losing for their clients.
“Sweet lord”, Grandma thought to herself, “isn’t it supposed to be the other way
around?”
While most investment management firms would do most good for society by
luring as few customers to their services as possible and instead recommending a lowcost index investment, they more often instead adopt the mindset of the late Swedish
conductor and pianist Sixten Ehrling who upon jumping into a cab at the airport is
said to have instructed the driver: “Take me anywhere. I’m needed everywhere.”
If you are a politician reading this and you are looking to fill some huge holes in
future budgets, the value detractors of the financial industry, one of which our story’s
hero Grandma has just described, is a very good place to start.
How are these value detractors able to attract so much capital? They often have
good intentions and they are often very skillful salespeople. None of the best investors
I know are great salespeople – they are great investors. Now, when you invest your
life savings, which one do you prefer?
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Three superpowers
Optimism
Continuing on our kids theme, I always tell my kids that optimism is a
superpower. They tend to view speed and strength as superior superpowers but when
it comes to investing, I’d argue that optimism is the ultimate one.
In the stock market, if you were an optimist over the past 250 years, assuming
you did not use leverage and that you were not a short-term trader, your investment
result would have been very good almost regardless of when you lived and your level
of intelligence. By contrast, the world’s most intelligent pessimist would not be so
lucky.
Nevertheless, pessimists sound smart to many people while optimists are often
dismissed as living in a dream world. As author Matt Ridley noted, pessimists have
grabbed all the headlines even though optimists have far more often been right.
Furthermore, a few times per decade in the stock market when there are big declines,
the optimist looks and feels very stupid – at the exact same time when the pessimist
feels like a reincarnated Albert Einstein. After a few months or at most a few years,
the pessimists are back worrying about the world’s next big malady, while optimists
are back taking part in the unrelenting progress humanity is making every day and
every year.
If you look at the big picture essentially any metric of progress you can think of
is going in the right direction. Many different measures of this progress are described
well in the most fascinating book I have read in the past few years, ‘Enlightenment
Now’ by Steven Pinker. I wrote a review on it here. The book also talks about media's
large role in spurring on the feeling of pessimism about the state of the world that
many people have today. Spending a few evenings reading this book instead of
watching the news is well worth your time if you want to be nudged a bit towards the
optimism superpower.
This relentless human engine of continuous improvement that has driven
humanity’s multi-century progress is the basis for River Oak’s existence. As longterm investors, we’re only partaking in the world's overall progress – and to justify
myself working for us, we’re aiming to add a few percentage points on top. If we do
well over time, the big thank you should go to humanity.
Brutal honesty
I willingly admit that I am an optimistic optimist. As I was going through my
self-education in investing, I realized early on that being an optimist was a crucial
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necessary ingredient for long-term successful investing. If you don’t believe in the
long-term progress of the world, investing is clearly not something you will find
attractive.
While I quickly checked that box, I found out the hard way that an equally
crucial ingredient is to always apply a layer of brutally honest skepticism. Without it,
in the stock market, optimism can be very dangerous – I know this because it cost me
a lot of money in my early days as an investor when I didn’t apply it. It’s very easy to
fool yourself, especially when you want to be fooled as you try to confirm your own
thesis. This was a challenging period but the expensive lessons are the best.
Balance
As the years went by, this new-found and hard-won skepticism proved very
valuable and it became second nature for me to always err on the side of caution when
evaluating potential investments.
A few years ago, I was researching a young Swedish company. However, in this
particular case I was too conservative, and I vastly underestimated the company’s
prospects which caused “losses” in terms of missed profits far exceeding the
maximum potential losses that an investment ever could have caused. Erring on the
side of caution is a very good habit to have in investing, but this episode made me
reflect on the very real costs of underestimating a company’s prospects too.
These two experiences taught me one of my most important investing lessons:
Just as with everything else in life, a healthy balance is the real key. Be optimistic, but
apply skepticism. Be careful, but not too careful.

Market mood swings
When I started writing this letter, market participants saw very few clouds in the
sky and some valuations were coming closer and closer to the Promised Land where
the companies that carried them could do no wrong. President Trump, almost
magically or dare I say skillfully, seems to be able to get himself out of all troubles
and optimism has remained high. On this subject, I am always certain of two things
1) These conditions won’t last forever, and 2) I have no idea how long they will last.
Unfortunately, the former knowable is rendered essentially useless by the latter
unknowable. Hence, besides being aware of current macro conditions and market
sentiment, I always remain firmly in my default state of focusing on the microeconomics of great companies.
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As I am finishing this letter a little more than a week later, market participants
have become very worried about the macro situation with the spread of the novel
coronavirus.
As a citizen I see this as a very concerning situation. At this stage, effective
containment would require taking stronger action than most nations seem prepared to
take and so the agenda, except for a few countries such as China, will probably be
only to try to slow the spread down. China’s draconian containment efforts – like it or
not – might well prove to be the only way to achieve effective containment. It looks
certain to become a big societal problem in many countries for some time. It is
important to remember though, while I have no idea about the time frame, that this
will be temporary. Humanity has always proven great at adapting to new realities and
we will overcome this too.
From an investment perspective as a business owner, the lens is a bit different.
If you would ask for my advice on your current investments, I would advise you not to
own shares in an airline, coronavirus or not (it will make your life as an investor
easier). If you still want to, you have to make sure that your airline has the financial
wherewithal to survive through many months of very limited demand until the virus
gets contained, good treatments are established or a vaccine is cleared for worldwide
distribution. The same goes for hotels, restaurants and other businesses whose demand
is likely to be materially impacted by the outbreak. It’s probably a safe assumption
that there will be many bankruptcies in these industries in the coming year.
Once you are sure about survival however, you really only need to figure out one
thing about your investments: Will this outbreak permanently impair my companies’
earnings power? Remember, the value of a company is the sum of all future cash
flows, not the next month’s or next year’s cash flows.
When it comes to River Oak’s investments, the Nordics constitute the largest
geography in our portfolio; in our companies here I see business going largely as usual
in the short-term and with no permanent earnings power impairment over the longterm. My best guess at this point is that three of our seven companies, one of which
operates in China, will have or has already had some operational disruptions, but I
believe they will be temporary and in all cases have only a very minor impact on our
companies’ overall business value.
To be clear, when I make any investment on our behalf I take events such as the
current one fully into account. While I never try to guess the nature of the next big
event that will roil the markets, this one was in no way a surprising curveball – events
such as these that will have a big impact on the overall economy and markets are
guaranteed to happen from time to time. If I’m not prepared to hold or buy more of an
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investment if its stock price declines 20% or 30%, you can rest assured that I will
never make the investment in the first place.
At this point, you might rightfully wonder if we are taking advantage of these
sharp market declines that we know will occur from time to time. What I have done
historically on a few occasions when there is panic in the markets is to upgrade our
portfolio. I do this by selling our least attractive holding and exchanging it for a great
company, which up until then I considered too expensive, but which has now become
available at a very attractive price.
Most often however the answer is no because to take meaningful advantage of
the sharp declines you first have to sit with a lot of cash on the sidelines and wait until
they arrive. Let’s look at an example.
Assume that we sold down our investments so that we held 25% of our assets in
cash in January-2019 instead of being fully invested. Let's further assume that in the
next sharp market decline in early 2020 we perfectly time the bottom and purchase
shares for all our available cash. Finally, let’s assume that in the coming year we go
on have a 50% gain on this particular purchase for a contribution to our portfolio of
+12.5% (50% of 25%). What would be the net effect on River Oak’s total portfolio
return by engaging in these superhero maneuvers?
Our 62% investment return in 2019 would have instead become a 46% return as
we held a quarter of our assets in cash the whole year. Our positive 12.5%
contribution in 2020 would have been fully canceled out and then some by the 16%
return we would have missed in 2019, for a total net effect of negative 3.5%!
Remember, this is despite our flawlessly timed purchase. As you can see, the only
way this becomes worthwhile is if you perfectly time both going to cash and the
subsequent going back to stocks. It’s easy to see, as one of my investing heroes Peter
Lynch has observed, why investors have lost far more money preparing for market
declines than in the actual declines themselves.
I have no belief in my ability to time anything in the market once, and much less
twice in a row. So while stock prices currently bounce around a bit more than the
average day although not more than the average 10-year period, at River Oak it is
business as usual. We are well prepared to handle situations like this with equanimity.

Looking ahead
We are now 39 happy and trustworthy business partners in this little venture of
ours. Over the past three years, since the day I became a courier for a day and went
around Uppsala and Stockholm so everyone could sign our founding documents, only
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one of our shareholder partners has left us – and it wasn't one of those divorces where
he laid claim to half our wealth and told me to go someplace where the sun doesn't
shine, but a happy one completely unrelated to River Oak's operations. This makes me
feel very good about what we have built here so far.
Still, there have been episodes showing a lack of shareholder loyalty too. For
example, one shareholder told me that she doesn’t put all her available savings into
River Oak because she sometimes prefers things such as a vacation. This was of
course tough to hear but with some perspective I have learnt to live with this too.
It also makes me very happy that for some of you, and for the founding
shareholders the most, your River Oak investment is now hopefully starting to make
some difference in terms of financial security. This is really what we aim to provide
for our shareholders: Long-term financial security with sound sleep along the way.
Our Annual Meeting will be held in Uppsala on May 9, 2020. After the meeting
you will have a chance to enjoy a swim and sauna at Fyrishov and watch the Swedish
Badminton Championship Team finals live, so bring your whole family. I hope to see
you there!
Three years in, I want to take the opportunity to say a word about this job that
was a dream of mine some seven years ago. No one forces me to go to work. If I could
choose what to work with everyday absolutely freely, I wouldn’t change a thing.
I don't know if we will be successful in reaching our goals, but you have my word that
I wake up every morning (well, let's call it 99 out of 100 mornings) eager as a kid on
Christmas Eve to get to work.
While we've had a good start – both in terms of our results and in terms of the
quality of shareholders that have joined us over the past three years – we are only
getting started. The River Oak road has been bumpy on occasions, most notably in
2018, but our general direction has been good and I expect this to be the case going
forward as well. You should judge our performance not by single outstanding years or
the inevitable rough patches – but by the overall big picture.
There is, as always, a lot to worry about. There is however, as always, a lot more
to be happy about. At River Oak, I will keep investing our hard-earned capital based
on our three main pillars: Fundamental business analysis, a long-term mindset and
above all, keeping things simple.

March 5, 2020

Daniel Glaser
Chief Executive Officer
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Founding principles
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets have historically produced
average annual returns of 6% to 10% over the past 200 years.
2. Invest in companies that are better than average or available at lower
prices.
The objective here is to add some additional returns on top of the 6%+
returns that the general market has provided and is likely to keep providing
investors over time.

Goals
1. Don’t lose money.
We always think about the downside first.
2. Earn an average annual investment return of 15% over time.
This will result in an annual increase in book value per share of 11% after
taxes and operating costs.
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Historical pretax returns
Feb 7, 2017 – December 31, 2019: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment return
(pretax)

Net return
(pretax)

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(5.6)%

(7.0)%

1.4%

2019

61.7%

51.1%

30.7%

20.3%

Total gain
Compounded annual gain

543.6%
30.5%

314.3%
22.5%

109.2%
11.1%

205.1%
11.4%

Startup costs had a 0.8% negative impact on the 2017 net return.
OMXS30 including dividends has been slightly adjusted from previous letters. Previously the value
at close of the first trading day of the year was used to calculate it. From now on the value at close of
the last day of the preceding year is used, which is more correct.
1
2

Approximate currency effects on Investment return:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%, 2019 +3%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements. We believe that
any impact from currency movements on our results will be negligible over time.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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Fellow Shareholder,
River Oak’s book value per share increased by 21.4% in the first half of 2020.
Our book value at June 30, 2020 was SEK 46.3 million, equivalent to SEK 186.06 per
share.
Investment return
(pretax)

Change in Book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)

13.2%

8.6%

5.4%

3.2%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020 per June 30

30.7%

21.4%

(5.3)%

26.7%

Total gain

139.2%

86.1%

21.4%

64.7%

Compounded annual gain

29.3%

20.1%

5.9%

14.2%

Startup costs had a 0.8% negative impact on the 2017 Change in Book value per share.
The difference between our Investment return and Change in Book value per share is comprised of:
the standard annual tax on Swedish investment accounts, foreign taxes on dividends, salary and its
related legally mandated fees and taxes plus general operating costs. The OMXS30 column does not
include having paid the standard annual tax on Swedish investment accounts.
3
Our January-2020 capital raise caused a 1.0-1.5% negative impact on the 2020 Change in Book
value per share. See chapter Shorter subscription period for comments.
1
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When evaluating investment results, it is my strong recommendation that you
always look at the longest time period available as shorter time periods with their
inherent randomness won’t tell you much of value. As always, I have included a full
track record of the past 7.5 years which includes the results of my Zen Capital Family
Partnership from 2013-2016 at the end of this letter.
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Happy Half Year!
I think the first six months of 2020 warrant a half-year greeting worthy of at
least a New Years. These six months were both the most challenging I’ve experienced
in my first decade of investing and, somewhat surprisingly, the best in terms of
results. Our investment return was +31% compared to the OMXS30 index including
dividends which returned -5%.
Last year we started off from a low base on January 1 which helped our returns
in 2019, but our good result in the first half of 2020 came on top of an already good
result last year. What explains our results this year?
In the first half of 2020, our current companies on average managed to grow at
an astounding +34% rate 1. This growth was achieved amid the worst demand shock in
80 years. We usually don’t get any extra points for the ‘Don’t lose money’ mindset
that permeates everything we do at River Oak – besides giving me, and I hope you,
good sound sleep – but it proved very valuable this time around. This mindset entails
investing only in companies that I believe have extraordinary resilient demand and a
strong business model so that they can live through tough times. As I said at our
Annual Meeting earlier this year, our main risk management tool is business quality;
not price.
I didn’t predict the pandemic, and I certainly didn’t predict how well our
companies would do despite it. Rather, our good result in 2020 is a testament to our
very strong foundation. We took our time and built the house the right way. We didn’t
take any shortcuts. As a result, it can now withstand pretty severe shocks. They say
that success happens when preparation meets luck. While we were certainly well
prepared, we should all be humble about the fact that a portion of our result this year
(and last year) can be attributed to some good fortunes completely out of our control.
Rather than being an obstacle, the pandemic turned out to be a helping hand for
us as it accelerated trends that we were already invested in such as cloud infrastructure
services, streaming services, software and digital payments. Companies and
consumers were forced to start thinking more digitally, and it now seems very likely
that many of them will never go back to their old ways as they have realized the big
cost and time savings that are available online.

Two have not yet reported Q2 so the calculation includes only Q1 for them; their Q2 reports are
unlikely to affect the average much. Three of our smaller positions were sold in Q1; including them
would have taken the average down as all of them ended up with negative growth in H1, but it would
still have been a very high number at around +20%.

1
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While I'm very happy to report our strong results, let's keep in mind those that
haven't done as well, financially or otherwise. Let's also hope that the countries that
still haven't gotten the virus under control – Sweden is certainly one of them, but I'm
primarily thinking about the poorer less-developed countries where the virus is
currently most rampant – will get it under control soon. The pandemic exposed just
how unprepared most countries were to handle one. Let’s all thank the heavens that
this didn’t turn out (as a full hedge it feels best to add ‘so far’) to be a disease with a
much higher fatality rate. This would have made citizens more scared, but countries
and their governments would have been just as unprepared.

A tale of unusual times
As you know, our normal modus operandi is to spend about 15 minutes per year
studying macro events as any type of guidance for our investments. This wasn’t a
normal year.
On January 23rd, I was reading the first reports about a virus that was spreading
in China which had caused its government to institute an unprecedented lockdown of
20 million people and that it had also spread to a few neighboring countries. One day
later, I tore my left Achilles’ tendon playing badminton.
I don’t particularly fancy either a torn Achilles’ tendon or a potential pandemic
but there are few things that get me more excited than a true challenge. Here I had
two. In the depths of World War II, Winston Churchill reportedly said that ‘war is a
game played with a smile, and if you can't smile, step aside!’ so the only thing to do
was to get to work.
Thanks in part to a few Asian connections of mine, in particular one Chinese
woman that was locked down in China and shared much about her experiences online,
and in part because I was recovering from surgery at home, I was keeping a close eye
on the situation up until cases slowly started popping up in Europe in late February.
When they did, I was already well aware of the virus and also over the initial mental
shock and action inertia that such an unprecedented event can cause, which I believe
speeded up my time to action.
My first instinct when I realized that the pandemic was very likely to spread to
the Western world and to Sweden in full force, given that I believed I had much early
information at this point, was to try my best to help save lives. I do consider trying to
save lives more important than optimizing our investment portfolio. I sent a handful of
letters to among others the Swedish Health Authority leadership in early March trying
to warn them about what was coming. I also offered my unconditional help, but trying
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to get well-established Swedish bureaucrats to think outside the box is like trying to
get an elephant to swim across the Atlantic.
I then made a full inventory of our portfolio which resulted in the decision to sell
out of two of our investments (Fiat Chrysler 2 was one of them). This provided us with
a cash reserve of around 13% at a very opportune time, and it was used to make new
investments in two higher-quality companies that I believed were much better
equipped to handle the pandemic no matter how it evolved, at very advantageous
prices in late March. I also increased our stakes in a few of our current holdings.
These proactive changes proved worthwhile; all in all, they improved our investment
return in the first half of the year by approximately 10%. This was a very nice boost
but keep in mind that no changes at all would have given us an investment return of
approximately +21%, nothing to be ashamed of either.
As for the market timers who in the midst of the March decline triumphantly
declared ‘What did I tell you all these years?’ and during April shifted to ‘I’m waiting
for more clarity before I invest’, are as best as I know still waiting for that perfect
clarity which exists only in hindsight.
A recent new friend of mine, Pat Dorsey, who runs a successful fund out of
Boston and the same Pat whom I owe a debt of gratitude for forming much of my
thinking about the nature of companies’ moats, perfectly described this investor’s
predicament in a recent presentation:
“All of the information is in the past, but all of the value is in the future.”
To capture that value, one needs to dare headfirst into that always so unsecure
future.

Could we achieve our returns with a much larger capital base?
I’ve sometimes been asked whether River Oak could really achieve its returns
with a much larger capital base. A perfectly reasonable question I might add. Could
we?
Let’s have a look at the numbers. The average market capitalization of the
companies we are currently invested in is SEK 310 billion. If we exclude the largest
and the smallest company, it is SEK 60 billion. To give you a simplified example, if
we would have had a SEK 1 billion capital base to deploy, and if we wanted to invest
10% of our portfolio in ten different companies, we would on average have had to buy
I will explain why I decided to sell Fiat Chrysler, one of our longest standing investments made at inception, in
more detail in the annual letter.
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no more than 0.2% of each company’s total shares outstanding, which shouldn’t be a
problem under most circumstances.
Clearly, with our current strategy, the answer to our question is a resounding yes.
In fact, we currently have many more good ideas than available capital – as the
example above indicates, by a lot. This has been the case since we started and seems
likely to continue to be the case for quite some time.

Our risk profile
By popular demand I’ve included a discussion on our risk profile. To start off,
our capital was invested in companies based in the following geographies per June 30,
2020:

As you can see, we are invested in companies all over the world, with a focus in
the Nordics primarily because of our local knowledge here but also because of its
favorable demographics and inherent financial and political stability.
We are invested in areas such as Cloud services, Business infrastructure
services, Software, Digital payments, Technology, Internet and Streaming services.
These are areas I understand well, and they are also a fertile hunting ground for good
business models in terms of profitability and scalability.
Furthermore, we are invested in a few Small-caps, a few Mid-caps and
occasionally even Large-caps. Our companies’ customers range from the small
consumer, to SMEs in all kinds of different industries, to the largest companies in the
world.
Naturally, I will say that our investments are very well diversified in companies
of all sizes over many different industries and geographies. If I didn’t think it was, I
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would of course already have made the necessary adjustments. However, some would
say that having investments in Small-caps and in places such as Asia and South
America increases rather than reduces risk. And it’s perfectly clear that I’m the
definition of a biased observer here. In fact, almost any attempt of assessing portfolio
risk will by many be judged as inherently subjective. So, what can we do?
One of the best definitions of leadership that I have heard, formulated by the late
Don Keough who was the #2 guy at Coca-Cola for more than a decade, might serve as
a good guideline for us. He said that the only way to identify a leader is to look behind
the person to see if anybody is following him. Similarly, I believe the only way to
identify real portfolio risk is to look at what is left after it has been exposed to a few
real-life tornadoes.
I’m sure we will face more tornadoes, but so far, I believe we have passed this
test with flying colors.

Shorter subscription period
In early January, we made an offering of new shares at a price of 101% of our
Dec 31, 2019 Book value per share. The capital raised became available to us and
investable in late January when our performance was already +5% for the year. This
resulted in a negative impact on our change in Book value per share of 1.0-1.5% in the
first half of the year (please note that if our performance in January had been poor it
would have been the other way around).
If we would have had all the capital available in early January, our change in
Book value per share would have been 1.0-1.5% higher per the half year mark, i.e. it
would have been +22.4% to +22.9% instead of the reported +21.4%.
Good or poor performance aside, we want everything we do to always be as fair
as possible for everyone involved. To remedy the chance of this happening again, our
capital raises now have a much shorter subscription period so that we minimize the
risk of big fluctuations in our book value per share during these periods. It is also the
case that 99% of our capital raise participants know beforehand if they want to
participate or not, so the longer subscription periods we have had historically have
generally been unnecessarily long.
Those of you who participated in our July capital raise adapted quickly to this
change which made my job administering it a walk in the park, and it was all done
within less than three days. Thank you!
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A look back
Since our humble beginnings 3.5 years ago when we started with eleven
shareholders and SEK 4.4 million, we have now grown to 42 shareholders and our
capital base has increased more than 12-fold. We have raised capital a handful of
times, but almost half of our current capital base comes from our accumulated retained
earnings including some reinvested (and taxed) salary on my part.
This increase has been achieved by investing in a select few companies whose
products and services offer great value to their customers saving them a lot of time,
money or both. The companies we have invested in also do good for society at large
as many of them help entrepreneurs as well as small and large companies both in
terms of expanded offerings along with time and cost savings, which in turn enables
them to offer a better experience at a lower cost to consumers.
Since that bright February day in 2017, we have invested in a total of 21
companies (we have also held three tentative positions which I ended up selling
during the due diligence process).
• Four have generated a negative return: 58.com, Bank Norwegian,
Pinterest and Wix.com.
• Four have generated a roughly neutral result: Most notably JD.com which
has been anything but neutral since we sold out of it two years ago.
• Thirteen have generated a positive return.
We have rarely sold out of our winners – a look at our portfolio verifies this: its
current total market value is almost exactly 2x its cost base. All seven of our current
holdings reside in our Winner’s category, with five of them having appreciated more
than 100% since our initial investment. In fact, our eight biggest winners have
contributed more than 100% of our accumulated profits.
I tend not to sell our winners if I believe everything is heading in the right
direction and intrinsic value is increasing at a rapid clip – even if the valuation looks
“optically” expensive from time to time. If you consider the best public companies
you know of, I’d bet all of them have looked optically expensive from time to time.
My view on this subject is similar to Charlie Munger’s: sometimes it is correct to be a
bit philosophical about valuation and let a company grow into and surpass an optically
high valuation, rather than exchanging it for something optically cheap and hoping for
a big selloff which might never come. Just as good and optically more expensive
companies often grow into their valuations, poor and optically cheap companies often
grow out of theirs.
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Rest assured though that all companies in our portfolio get a regular overview a
few times per year.
What can we learn from our negative contributors? Don’t invest in anything with
.com in it? Not really, this group of “losers” actually aren’t losers at all. They have
performed incredibly well as a group since I decided to sell them with an average
annual return after our selling of +25%, which is substantially higher than the
equivalent of all our sell decisions at +14% 3. It is particularly noteworthy that they
have on average performed almost as good as our actual annual investment return of
+29%. Furthermore, they have generally been held for a shorter time period compared
to our winners. Taken together, a strong case can be made that we should simply have
held on to them longer and that it was a bunch of mistakes to sell them.
I don’t view it that way. There are so many other things that go into an
investment decision: level of conviction, trust in management and long-term outlook
to name a few. Evaluating an investment decision in hindsight solely based on its
subsequent returns is very simplistic and misleading. I believe the more important
takeaway is it shows that even our “losers” have generally done well as companies
since we invested – per today all of them are in positive territory compared to our
purchase price except 58.com, a leading Chinese pure-play classifieds company,
which was recently acquired 16% below our average purchase price. It should be
noted that one of our “winners” Protector Forsikring, and two of our neutrals have
developed rather poorly since our selling. Counting these four investments as
mistakes, out of our total of 21, gives us a very respectable hit ratio at above 80%.
This high hit ratio is unlikely to be maintained, and a potentially big caveat here
is that our portfolio is currently at an all-time high with the markets also touching on
all-time highs, so this could very well prove to be a favorable time to make this type
of analysis. If we do it again in a few years, it could well yield a very different result.
So far, however, we can conclude that our capital has generally been well deployed.

I have excluded those that were sold less than one year ago and have moved >10% since then as it can be very
misleading to annualize short periods; the headline reported US Q2 GDP “decline” of 32.9% is a prime example
of this.

3
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Looking ahead
At this point, young as we are as a company, I think River Oak is an attractive
and exciting newcomer in the dinosaur Swedish investment landscape which has
essentially no competition for the largest banks and fund companies. Even though
Sweden has many good investment companies with far better returns than the average
large bank fund, most people don’t know about them and thus don’t benefit from what
they bring to the table.
Our current two main activities – raising capital and investing it in some of the
best companies in the Nordics and the world – makes a lot of sense for us now with
our relatively limited resources. Once we have more resources however, I believe we
have an obligation to do more. In ten or twenty years, even if we manage to maintain
very good returns, we will no longer have the benefit of being young and “hot”. We
will need more than just high returns to maintain our status of being an exciting new
kid on the block.
What do I have in mind? I don’t know the answer yet. River Oak will still be
about investing and business as these are the primary areas where I believe we can add
value to others. Our goals will remain the same but how we achieve them could
possibly change somewhat. It might entail trying to make River Oak an attractive
partner for Nordic startups, it might mean expanding into acquiring medium to large
stakes in private companies or acquiring them fully; it might even mean going public
someday if that makes sense at the time.
One thing is very clear to me: River Oak would be nothing without you. It’s a
real joy to work with and for you. Thank you for joining me on this journey so far and
let’s keep going!

Aug 19, 2020

Daniel Glaser
Chief Executive Officer
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Founding principles
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets have historically produced
average annual returns of 6% to 10% over the past 200 years.
2. Invest in companies that are better than average or available at lower
prices.
The objective here is to add some additional returns on top of the 6%+
returns that the general market has provided and is likely to keep providing
investors over time.

Goals
1. Don’t lose money.
We always think about the downside first.
2. Earn an average annual investment return of 15% over time.
This will result in an annual increase in book value per share of ~11% after
taxes and operating costs.
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Historical returns
Feb 7, 2017 – June 30, 2020: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment return
(pretax)

Net result

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020 per June 30

30.7%

21.4%

(5.3)%

26.6%

Total gain

741.1%

397.8%

98.2%

299.6%

Compounded annual gain

32.8%

23.9%

9.6%

14.3%

Startup costs had a 0.8% negative impact on the 2017 Change in Book value per share.
The difference between our Investment return and Change in Book value per share is comprised of:
the standard annual tax on Swedish investment accounts, foreign taxes on dividends, salary and its
related legally mandated fees and taxes plus general operating costs. The OMXS30 column does not
include having paid the standard annual tax on Swedish investment accounts.
3
Our January-2020 capital raise caused a 1.0-1.5% negative impact on the 2020 Change in Book
value per share. See chapter Shorter subscription period for comments.
1
2

Approximate currency effects on Investment return:
2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%, 2019 +3%, other years <1%.
River Oak does not in any way strive to foresee or profit from currency movements.
We believe that any impact from currency movements on our results will be negligible
over time.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).
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Fellow Shareholder,
River Oak’s book value per share increased by 74.3% in 2020. Our book value at
December 31, 2020 was SEK 76.1 million, equivalent to SEK 267.22 per share.

Investment return
(pretax)

Change in Book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)

13.2%

8.6%

5.4%

3.2%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

Total gain

273.4%

167.2%

37.7%

129.5%

Compounded annual gain

40.2%

28.7%

8.6%

20.1%

When evaluating investment results, it is my strong recommendation that you always
look at the longest available period as shorter time periods with their inherent randomness
won’t tell you much of value. As always, I have included a full track record of the past eight
years which includes the results of my Zen Capital Family Partnership from 2013-2016 at the
end of this letter.

Notes to table
The difference between our Investment return and Change in Book value per share is comprised of:
the standard annual tax on Swedish investment accounts, foreign taxes on dividends, salary and its
related legally mandated fees and taxes plus general operating costs.

1

The OMXS30 column does not include having paid the standard annual tax on Swedish investment
accounts.

2

3

Startup costs had a 0.8% negative impact on the 2017 Change in Book value per share.

Our January-2020 capital raise caused an approximate 3% negative impact on the 2020 Change in
Book value per share. See headline ‘Numbers gymnastics & Capital raising’ for comments.
4

5

Estimated currency effects on Investment return: 2017 -10%; 2018 +5%, 2019 +3%, 2020 -6%

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.
2

Comments on our investment operation
River Oak had a very good year in 2020. We should all take a moment to really enjoy it
because it certainly didn’t come easy, while also keeping in mind all those that were less
fortunate in a year that most of us were happy to say goodbye to a few days ago.
At the same time, it is important to remember that one year in the investment business
means essentially nothing. Any future success we may enjoy requires that we remain as
humble as ever about the future, have an open and learning mind, and are prepared to change
and re-evaluate our views when facts warrant it. Our past record will score us no points in
2021 and beyond.
In this short results update, I will just briefly mention what I believe were the main
reasons for our good results in 2020. Our core values: Keeping things simple, a Long-term
mindset and Fundamental business analysis, were key.
1) Keeping things simple is our main guiding principle.
It has led to a strong emphasis on business quality in our investments to minimize the
number of future decisions I must make. Thus, most of our companies were well
equipped to handle a pandemic (and I believe most other systemic shocks as well) so I
made very few changes to our portfolio in the first half of the year. In turbulent times,
making as few decisions as possible is always preferable to making many.
It has also led to our rather unconventional strategy of investing a large share of our
portfolio in a few select companies, which also helped our results.
2) Our long-term mindset and focus on fundamental business analysis as opposed to
short-term macro analysis, led to calm behavior in March and April when the waters
were the murkiest. On March 16, our investments were marked down by almost 12%
in a single day. If I had sold all our investments during those scary days in mid-March
and waited for things to “clear up”, our full-year investment returns would have been
negative 20% instead of the reported +104%.
As far as I’m concerned, the macro is as unclear today as it was one year ago, five
years ago and ten years ago. Everyone that successfully predicted the past year’s
macro events, or the past five years, or the past ten years, raise your hand please. For
some reason, surprisingly many people keep believing they can predict the macro and
the markets, despite massive overwhelming evidence to the contrary.
3) Randomness. The results we had this year don’t happen without a fair amount of
good fortunes being on our side.

3

Numbers gymnastics & Capital raising
In early January, we made an offering of new shares based on our December 31, 2019
Book value per share. The capital raised, equal to about 20% of our total capital base at the
start of 2020, became available to us and investable on January 22, when our performance
was already +8% for the year. That is, 20% of our starting capital base missed an +8% return
in January for a negative impact at the portfolio level of 1.6% in January (20*0.08=1.6%).
From February to December, our total investment return was +87% so the total
negative impact to our Change in Book value per share was ~3% (1.6*1.87=3%) for the full
year. If we would have had all the capital raised available and investable on January 1, our
Change in Book value per share in 2020 would have been approximately +77%. Please note
that if our performance in January had instead been negative 8% it would have been the other
way around.
Good or poor performance, we want everything we do to always be as fair as possible
for everyone involved. Thus, shortly after our January closing, we took action to minimize
the risk of this happening again by shortening our capital raise subscription period so that big
fluctuations in our book value per share during these periods become much less likely. Due to
Swedish regulations, the risk can’t be completely eliminated, but it is possible that we will do
our capital raises in one day in the future.
It is important to note that just as with currency movements this fluctuation in our book
value per share could have gone either way. As you can see in the table notes on page 1,
currency movements had a negative impact on our results in 2017 and 2020, and a positive
impact in 2018 and 2019. In terms of our overall long-term results both these factors should
have a negligible impact.
Our next capital raise will be open February 1-3.

In the meantime, stay safe, enjoy the snow, and let’s all look forward to a year of more
social contacts and many happy moments.

Jan 6, 2021

Daniel Glaser
Chief Executive Officer
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Historical returns
Feb 7, 2017 – Dec 31, 2020: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment return
(pretax)

Net result

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

Total gain

1213.0%

615.0%

124.8%

490.2%

38.0%

27.9%

10.7%

17.2%

Compounded annual gain

Notes to table:
The difference between our Investment return and Change in Book value per share is comprised of:
the standard annual tax on Swedish investment accounts, foreign taxes on dividends, salary and its
related legally mandated fees and taxes plus general operating costs.

1

The OMXS30 column does not include having paid the standard annual tax on Swedish investment
accounts.

2

3

Startup costs had a 0.8% negative impact on the 2017 Change in Book value per share.

Our January-2020 capital raise caused an approximate 3% negative impact on the 2020 Change in
Book value per share. See headline ‘Numbers gymnastics & Capital raising’ for comments.
4

Estimated currency effects on Investment return: 2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%,
2019 +3%, 2020 -6%, years not mentioned <1%

5

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.
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2020 Letter to shareholders

Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

River Oak’s book value per share increased by 74.3% in 2020. Our book value on
December 31, 2020 was SEK 76.1 million, equivalent to SEK 267.22 per share.

Investment return
(pretax)

Change in Book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)

13.2%

8.6%

5.4%

3.2%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

Total gain

273.4%

167.2%

37.7%

129.5%

Compounded annual gain

40.2%

28.7%

8.6%

20.1%

When evaluating investment results, it is my strong recommendation that you always
look at the longest available period as shorter time periods with their inherent randomness
won’t tell you much of value. As always, I have included a full track record of the past eight
years which includes the results of my Zen Capital Family Partnership from 2013-2016 at the
end of this letter.

Notes to table
Change in Book value per share is reported net of a reserved dividend on the A-shares equal to 20%
of the gross book value increase according to the Company’s Articles of Association, taxes and
general operating costs.
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The OMXS30 column does not include having paid the standard annual tax on Swedish investment
accounts.
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3

Estimated currency effects on Investment return: 2017 -10%; 2018 +5%, 2019 +3%, 2020 -6%

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.

Fellow Shareholder,
We were fortunate to do very well in a year that caused so much pain and loss for so
many people around the world. Our results in 2020 happened because the companies we were
invested in were well prepared to handle unprecedented circumstances – financially,
culturally and in terms of their business model. They all adapted well and executed
brilliantly. Our portfolio companies’ average revenue growth was 36%, and their average
operating earnings growth was 48% 1.
The second key to our results in 2020 was how we reacted in March. On March 16,
2020, our investments were marked down by almost 12% in a single day. If I had decided to
sell all our investments during those scary days in mid-March and waited for things to “clear
up”, our full-year investment returns would have been negative 20% instead of the reported
+104%. The ever-present moderate optimism that permeates River Oak once again proved to
be a good attitude to have.
Howard Marks at Oaktree Capital once observed, “A good builder is able to avoid
construction flaws, while a poor builder incorporates construction flaws. When there are no
earthquakes, you can’t tell the difference.” This past year had one of the largest
“earthquakes” imaginable. Construction flaws – such as an over-leveraged balance sheet, a
slow-moving bureaucratic culture, or not having embraced the ongoing technology-driven
tidal wave – came out in full bloom. They were seen in companies and in how different
countries handled the situation; some were agile, alert and quickly able to adapt while others
proved bureaucratic, incapable and sleep-walking their way to even the smallest of changes.
As usual, the world was not fair. If you were in the airlines, hospitality, or restaurant
industries to name a few examples, it didn’t matter if your construction was flawless – you
still suffered heavily through no fault of your own.
As for River Oak, I am humble about the fact that if covid-19 had instead been an
online server virus, it is fully possible that our companies would have been the dogs of the
year. I also recognize that our type of companies – fast-growing, asset-light, highly-scalable
market-leading technology companies with long runways for continued growth – have been
in favor lately. They were already favored in 2019 (for good reason if you ask me) and then
the pandemic hit and poured fuel on the fire.
The intrinsic business value of our companies has increased a substantial amount in the
past few years – their stock prices have in some cases increased even more. The market has in
most cases priced in a continuation of these companies’ impressive results. In some cases, it
will prove correct, while in some it will probably prove optimistic.

The earnings growth of one of our portfolio companies was adjusted down from 5600% growth to 100%
growth, as it went from essentially breakeven in 2019 to profitability in 2020, rendering its earnings growth
number meaningless. The 48% operating earnings growth number is thus a fair bit understated.

1

A new investment we made in late December is excluded from the calculated averages.
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Predictions about the future
“In 2020, we expect a once-in-a-fifty-years pandemic to hit the world. We expect to
have one top-to-bottom drawdown in our portfolio of 30% and end the year with investment
returns of more than 100%. We also expect our asset base to grow by 200%.”
If I would have communicated the following 2020 outlook to you at the end of 2019,
most of you would probably have jumped in your car, drove straight to River Oak’s office,
and tried to get your money out (before giving me a ride to the nearest mental clinic).
Yet, this is exactly what happened.
Hopefully, you now have more sympathy for my poorly hidden skepticism of laying
out detailed predictions about the future with a high degree of confidence.
I remember once listening to Charlie Scharf at the time he was CEO of Visa in an
earnings call when an analyst asked him about their forward-looking guidance. After all, it
seems reasonable to assume that the CEO of Visa has access to more high-quality data about
consumer confidence trends etc. than most of us. He gave a great and honest answer:
“Yeah, listen. This whole concept of guidance, it’s a very strange thing because you're
asking us what we think our volumes will be next quarter, the quarter after that and the
quarter after that? And we know a little more than you know, not a whole lot more. So,
asking people to give precision in terms of what’s going to happen effectively to the dollar,
consumer confidence, things like that. We really don’t know.”
2020 was a masterclass in futile predictions. I don’t believe I have ever heard more
unqualified people make predictions with more conviction and based on less information than
in the past year. Listening to one interview with an “expert” and reading a few random
articles online does not qualify most people to make any conclusions about anything. As for
pandemic experts, one of my friends that runs a very successful investment firm in Toronto
and has a lot of resources to do good research told me at the start of the pandemic that they
had talked to a lot of infectious disease experts about things such as R0, ways of transmission
and fatality rates – and practically all of them said different things.
When the world behaves roughly like it has in the past, it seems that most people can
make decent predictions. When something unprecedented happens, which is also when
successful predictions are the most valuable, it seems that very few people can.
Let’s take a moment to salute all those who were diligent, who studied a lot of data,
read dozens of studies, tried to form their own opinion through deep analysis, and at the end
of it were still humble and confident enough to say the three magic words “I don’t know.”
Today, quite similarly to what happened after the 9/11 attacks, many people are
extrapolating the recent past and are worried that the next pandemic is imminent and will
arrive in one, five or ten years – when perhaps it is more likely, at least based on history, that
the next one shows up in 50 years, or if we prepare ourselves better just like we did with
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airport security etc. after the 9/11 attacks, a new disease might never be able to wreck as
much havoc in the world again. Who knows?
I only know what to do when I hear someone confidently predict future events with a
high degree of certainty: turn on Spotify.

Independence of thought
In March and April, it felt like I was one of the last people in Sweden saying that our
pandemic response would produce very bad results in terms of lives lost. Laymen and doctors
alike were willing to wager me that our response would prove to be the best one and that our
Nordic neighbors would soon catch up to Sweden’s high death rates, if not by summer than
no later than March 31, 2021. Lately, these then very confident prognosticators (let’s call
them “CoPros”) no longer want to evaluate what they said one year ago but instead casually
say that our Nordic neighbors are most likely not relevant comparisons after all.
Why am I telling you this? Because many CoPros are smart and well-educated people.
The reason they believed Sweden's response was the best in the world was because 1) A few
leading Swedish authorities with supposedly relevant experience said so, and 2) These
authorities had a 70%+ approval rating, and it’s always nice to be on the side of the majority.
What the CoPros failed to take into account was that these same authorities had been
completely wrong on pretty much every important pandemic-related matter they had
predicted thus far, such as in late February and early March when they assured the media that
“We will be able to handle the few isolated cases that come to Sweden”, and “We should not
need to have a continued spread in Sweden unless we are very unlucky in different ways”, or
a few weeks later when they predicted that the worst would be over as soon as all imported
cases from the Italian Alps had died down. As these predictions quickly proved wrong, they
made a full 360 and confidently predicted that Sweden would reach herd immunity by May.
If you were looking at the actual numbers, studied the alert and much humbler
responses of our Nordic neighbours and read international news, it was easy to conclude that
the confidence exuded by the CoPros was very ill-placed. Today, we all know how it turned
out. Nevertheless, it can be very challenging to stand firm against a large majority backed up
by leading authorities.
To get to my point: at River Oak, I will never make decisions based on how many
people agree with me – or the titles of those who disagree with me. Our two new Board
members, which are introduced in the ‘Annual meeting & Corporate updates’ section on page
15, work the same way. We will doggedly pursue important facts, apply intense analysis and
reasoning, and we will listen to and discuss with people whose opinions and judgments have
proven valuable and correct in the past – regardless of their titles or resumes.
One thing I have always loved about investing is that opinions don’t matter, screaming
the loudest doesn’t matter, having fancy titles doesn’t matter. Being right matters.
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Our investments
This section is quite extensive this time. If you want to go straight to our annual
meeting information and corporate updates, feel free to skip directly to page 14.
I usually don’t discuss our investments much in these public letters, but this year I think
it is useful to discuss them a bit more extensively as it was quite an extraordinary year in
which an investment firms’ area of focus mattered greatly.
I will highlight our first filter that is always applied to all our potential investments,
then comment on our actions in the first quarter of 2020, two sells and two new investments,
and then there will be a deeper dive on one of the investments we made long before covid-19
existed which gives a good overview of the themes and types of companies I am looking for
on our behalf.
Does the company provide value?
Successful investment firms are sometimes criticized that the only thing they do is
move money around. I view what River Oak does in a completely different light: Our job is
to allocate capital towards companies that make the world better today and will help make the
world better tomorrow.
Thus, I am looking for companies that promote and ride on strong trends that I believe
are good for the world (companies that promote harmful addictions such as smoking and
gambling, lottery providers, fossil fuel power plants, etc. are examples of companies that do
not make the cut). At River Oak, we have a particularly soft spot for companies that enable
entrepreneurship. In most nations, small and medium sized enterprises make up more than
95% of all companies, create more than 50% of all new jobs (often much more) and generate
a disproportionately large share of overall economic growth 2.
Before I spend any time studying a new company for potential investment, I always
start by asking,
1. Does this company provide value for its customers and their end users?
2. Would I want my children and my friends to use this company’s products?
3. Would I want my children and my friends to work at this company?
When the answer is ‘No’ to any of the above, count River Oak out.
It is not lost on me that many big investment winners especially in Sweden, past and
probably future, reside in the gambling industry. Not touching them will potentially hurt our
returns over time, but it makes me and hopefully all of you feel much better about River Oak.
The most common objection I hear to this is that the only thing it will accomplish is that
others will be there to take those profits instead. Yes, that is often true, and I am happy to
leave those potential profits to other investors.
2

OECD enterprise statistics
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Q1-2020
A single quarter is rarely very eventful at River Oak. The first quarter of 2020 was an
exception.
Changing one’s mind is difficult, particularly under stressful conditions. That is why
one of River Oak's main investment objectives is to minimize the likelihood for future
problems, which also minimizes the number of times I need to change my mind. In practice,
this means that the bar for River Oak’s investments is very high on the quality dimension.
At the height of battle in March, this provided us with the huge benefit of me not
having to make almost any changes to our portfolio. The fewer decisions that need to be
made under tough circumstances such as those prevailing in March of 2020, the better the
outcome is likely to be.
I did make a few changes, however. As I mentioned in my half-year letter, I decided to
sell two of our investments in the first quarter due to my concern about covid-19. These were
Fiat Chrysler and Adevinta. To be fair, both were already two of our smaller holdings
entering 2020 and, on the way to be sold to make room for other more attractive investments
I had in mind. The pandemic however sped up my plans. (You could rightfully ask why I
held on to our “least attractive” investments in the first place. The answer is that oftentimes I
think our least attractive investments are very attractive too; you can think of our portfolio as
the ten last remaining coconuts on a desert island.)
A few days later we made two new investments in Sinch and Netflix as I believed they
would be able to handle the pandemic well no matter how it turned out, and importantly, be
good investments after the pandemic had subsided too. It is important to note that I made
both investments not because I saw a huge upside, but because I believed the downside was
very well protected based on business quality and the price paid, at a time of great
uncertainty. As many smart people have said, ‘take care of your downside and the upside
takes care of itself.’
I always seek to invest in companies where the price we pay, with a very high
likelihood, promises a return which compares favorably to all our available alternatives, of
which long-term interest rates serve as an absolute baseline rate 3. I will however happily
trade much of the prospective returns for a greater certainty. While I always strive for the
return comparison to be as favorable as possible, it always takes a backseat to my degree of
conviction.
These two changes worked out very well for us, but it is important to note that their
total net contribution to our 2020 returns was ~15%, meaning that without them our full-year
returns would still have been +89%. I would argue that this is quite a strong argument against
trying to be smart and feeling a need to act during periods of market upheaval. It is much
harder than most people think to come out from them with a net positive.
A smart friend of mine correctly observed that I don’t invest in 10-year or 30-year Treasuries, so then why do
I take them into account? Well, he is right that currently I do not, but if they yielded 6% or 8%, I would.

3
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Fiat Chrysler Automobiles was one of our Day 1 investments, and on a personal level
my family has been invested in FCA since early 2014. At that time, Ferrari was part of the
FCA car conglomerate and the whole company was priced at less than €10 billion in the
market.
Since 2004, FCA has been very well managed by its masterful CEO Sergio
Marchionne. From 2014 when my family initially invested until Sergio’s tragic passing in
2018, FCA’s operating earnings increased almost 3-fold to ~€7 billion, not counting Ferrari
which was spun off along the way and today sports a stand-alone valuation of €50 billion all
by itself. FCA’s reinvestment needs just to stay competitive however are massive and have
increased too, so owner earnings excluding Ferrari didn’t increase in lockstep with operating
earnings over this period. (River Oak did not benefit from Sergio’s excellence steering Ferrari
as the spinoff was done in 2016 a year before River Oak was founded.)
After Sergio, the new CEO Mike Manley did a stellar job which ended in a merger with
Peugeot that was announced in late 2019 and consummated in early 2021, to create the
massive, combined unit Stellantis. Scale is great for car companies, Peugeot CEO Carlos
Tavares who is now CEO of the combined unit seems to be of the same caliber as Sergio, and
I believe Stellantis’ future is bright.
So why did we sell? The complexity of FCA with its hundreds of thousands of
employees, its employee unions, its enormous factory footprint, and its many different
production lines all over the world, is just orders of magnitude greater than the software and
online-based businesses that constitute the vast majority of our portfolio. The latter often
have no more than a few hundred or a few thousand employees, a physical footprint that
consists of a few offices and servers, and little need for capital investments except to fuel
growth which in most cases is covered by internally generated cash flow.
To give you a somewhat simplistic but illustrative example, think about if you need to
retool an automobile plant to be able to produce cars with electric engines instead of
combustion engines. You likely need to halt production for a few weeks or months until you
have replaced a lot of machinery, fine-tuned processes, re-educated factory workers and
tested everything thoroughly. Whereas in a software company, when it needs to adopt a
completely new framework or software, its developers simply download it, install it and start
writing their code with a slightly different syntax.
To add insult to injury, the latter often has a stronger moat, scales much better, and has
a far longer runway to grow. It is simply not a fair game.
Our investment in FCA contributed greatly to our returns in 2017 but was thereafter a
drag on our performance in 2018 and 2019. Nonetheless, it provided many useful lessons
along the way – the primary one being that over a long enough timeframe, a company’s
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business model, its competitive position, the industry in which it operates, and its runway for
growth are far more important factors for successful investment than a low price and a worldclass management team.
Thank you, Sergio, Mike, Chairman John Elkann, all other leaders and all employees at
FCA for the years we were allowed to be your business partners. Congratulations to you for
pulling of not one but two of the greatest comebacks in automaker history, first with Fiat in
2004 and then with Chrysler after the 2008 financial crisis, and best of luck on your Stellantis
journey. You are a great inspiration to many.

Adevinta is a global online classifieds company that operates in 16 countries, attracting
1.3 billion average monthly visits. Their most dominant marketplaces are in France, Spain
and Brazil. In some markets, their sites are the third most visited trailing only Google and
Facebook. For example, more than 40% of France’s population visit one of Adevinta’s sites
every month to find a new job, to buy or sell a home, a car, or other used goods.
Our investment in Adevinta originated as a spinoff from Schibsted in 2019 which in
turn was made because I was very excited about Schibsted’s French, Spanish and Nordic
online classifieds assets. Schibsted also owns some media assets such as newspapers
Aftonbladet, SvD and Verdens Gang which I wasn’t equally excited about. In the spinoff, the
Nordic media assets, and Nordic classifieds platforms such as Blocket in Sweden and Finn.no
in Norway stayed in Schibsted, while all other classifieds assets were put into Adevinta to
form a global pure online classifieds company. Hence, after the spinoff, given that most of
the exciting assets were now in Adevinta, I exchanged our remaining Schibsted shares for a
larger position in Adevinta.
As mentioned, the decision to sell our Adevinta holding in March-2020 was already in
the works before covid. When it hit, the combination of my concern about how France, Spain
and Brazil would be able to handle the pandemic, and the many other great investment
opportunities that were available in March, sped up my plans to sell.
Adevinta managed the year well considering that both their main markets were
impacted by severe covid lockdowns, and they ended the year with total revenue down 2%
and earnings down 6% (compared to +15% and +32% respectively in 2019).
After we sold, Adevinta acquired eBay’s classifieds division to become one of the
largest tech companies in Europe.
Overall, our investment in Adevinta contributed a few % to our results over our quite
short holding period. Adevinta is a great company, and I could definitely see us investing in
Adevinta again.
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Sinch is a global communications company founded and based in Sweden. It was
previously called CLX Communications before a name change in early 2019. It has been
profitable since its founding in 2008.
Sinch provides a platform for sending messages of all kinds all over the world,
allowing companies to communicate efficiently with their customers regarding things such as
2-factor authentication, password resets, ticket and booking information, etc.
Sinch main focus is SMS which is a very effective means of communication. There are
more than five billion unique active users which compares favorably even to platforms like
Facebook, and the open rate of SMS is 35x email. Sinch makes a few SEK cents per message
sent by its customers.
To understand why companies choose Sinch as their communications partner, let’s look
at one example. Sinch has deals with more than 300 mobile operators all over the world.
Sometimes you have a situation where Sinch, or one of its licensed subcontractors, has a
long-term exclusivity agreement with say Telenor for SMS messages in the Oslo region,
which means that if you want to deliver SMS messages to anyone that has Telenor and lives
in Oslo, you have to go through Sinch.
The U.S. part of their business is their largest by far in terms of revenue. It is also their
fastest growing part at over 100% growth in 2020. Notably, eight of the ten largest U.S. tech
companies are Sinch customers. The main reason why these companies choose Sinch is
because of their proven ability to reliably handle huge message volumes being sent to a
global audience with very few messages lost.
In addition, Sinch has proven very adept at acquisitions. Since we invested, Sinch has
made three large transformational acquisitions: ACL in India, SAP’s messaging division with
global operations, and most recently Inteliquent which is the leading voice communications
company in the US. Just like Sinch on the messaging side, Inteliquent serves essentially all
large high-volume players in the U.S. on the voice side (for example Zoom and Microsoft).
I had considered making this investment for a month or so before covid hit. When it
did, it accelerated our timeline as Sinch share price fell by ~40% in a matter of weeks. It fell
even though almost 95% of its business is in messaging which would be virtually unaffected
by the pandemic, and I could even see quite a few scenarios in which this part of the business
would have a tailwind rather than a headwind due to the pandemic.
At the time I believed Sinch would be able to generate SEK 1.0 to 1.5 billion in
operating earnings in a few years. We invested at an enterprise value of approximately SEK
22 billion.
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The aforementioned acquisitions have of course increased Sinch earnings power quite
substantially since then. Furthermore, they not only verified Sinch’ ability to find good deals,
but substantially surprised me to the upside. One explanation for their ability to find these
good deals is their founding team. Sinch has one of the better corporate management setups I
have seen – a very good and recruited CEO, an operationally efficient organization, and the
founding team (initially six founders) which is scouting for new deals all around the world. I
view it as a near certainty that we will see more good deals at Sinch in the coming years.

Sometime in March-2020, a friend of mine Assaf Nathan who is co-founder of a
successful investment firm in Israel and often very insightful called me and said, “What do
you think about Netflix now? Churn will be minimal, and at the same time the pandemic will
postpone their production schedule. As a result, their cash flow should improve drastically.”
Netflix annual content production budget is a staggering sum these days, and a mere
few months of delay would mean billions of dollars in postponed investments (this insight
might seem trivial today but remember this was in mid-March when most investment firms
were thinking about survival rather than things like this).
I replied that it was a clever insight, that I thought he was completely right about it and
that I viewed Netflix as one of the absolute safest investments in the world at the time. “What
about all the competition?”, he asked me. “Netflix is your electricity bill. The others are
optional add-ons,” I replied.
I get these types of calls and messages from fellow investors and friends regularly
throughout any year, and I didn’t think more about it then. On my way to the office the next
day however, I reflected that investments I view as “one of the absolute safest in the world”,
are usually not very exciting and are rarely on my shortlist for potential investment.
With Netflix it was different. It had been on my radar for many years due to the
enormous value it offers customers and its remarkable ability to successfully adapt to new
consumer trends and launch new business models, always managing to outmanoeuvre its
competition. I believe it now has an essentially impenetrable competitive position.
Its service offers one of the largest consumer surpluses (a concept I discussed in more
detail here) I can think of. In short, consumer surplus is the extra value you get above the
price you pay for a product or service. Google’s search engine and your washing machine are
two of the best examples of a high consumer surplus. In the case of Google, the price you pay
is zero. As for the value, think about it as “How much would I have to pay you to live without
Google?”
I updated my back-of-the-envelope model of Netflix and ended up making the
investment shortly thereafter. So much for checklists.
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While covid-19 was a big part of 2020, or rather was 2020, let’s take a look at one of
our investments that was made before covid-19 existed. The company, which is called
StoneCo, is a great thematic example of the type of companies I look for.
In the land that is perhaps best known for fostering soccer superstars Pelé, Ronaldo and
Ronaldinho, there are also great companies being built.
StoneCo is a technology company based in Brazil that provides payment solutions and
business management software for small and medium-sized businesses (“SMBs”) to help
them sell in-store, online and through mobile channels.
In early 2019, I had studied Brazil as a side-project for some time with increasing
interest. My interest was piqued for a few reasons:
1. The size of the country – with a population of 210 million, Brazil is the 8th largest
economy in the world.
2. Brazil was on its way out of a deep multi-year recession with the unemployment rate
having recently peaked.
3. The people of Brazil had endured multiple government corruption scandals that were
now largely behind them and a new president had just been elected.
4. Finally, and by far the most important factor for River Oak’s purposes, I had seen
some rather stunning statistics 4 for Brazil which showed a lot of potential for
Brazilian tech companies. In terms of Brazil’s adult population, only:
- 70% had a bank account
- 60% were internet users
- 27% had a credit card 5
- 18% used the internet to pay bills to buy things
- 4% make payments using a mobile phone (vs ~30% in Western countries) even
though 60% of the population are smartphone owners.

World Bank. Data from 2015-2017 for population above 15 years of age.
Banks are restrictive giving out credit cards to people that have a bad payment record which many Brazilians
do. It is also notable that around 30% of all transactions in Brazil are still made in cash.

4
5
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Brazil’s payments market
Until 2010, Brazil’s payments acquiring market was a duopoly. To accept Visa
payments in Brazil, you needed to go through VisaNet (today named Cielo) as the acquirer as
they had an exclusivity agreement with Visa in Brazil. Redecard (today named Rede), the
other large acquirer in Brazil at the time, had a similar agreement with MasterCard.
Thus, merchants often had to have two point-of-sale (POS) hardware terminals in their
stores, one for each network. Furthermore, the POS terminals were not sold but rented so
merchants had to pay monthly rent in addition to the very high fees in the 5% to 15% range
that they were charged on all transactions. Finally, merchants were paid their balance with a
delay of up to 30 days after a sale had been made in their store or restaurant.
In 2010, the market was de-regulated. It took a few years before other payment
solutions were embraced. As late as 2015, incumbents Cielo and Rede still handled around
90% of all credit card transactions in Brazil. This is when new companies such as Stone and
PagSeguro started to get real traction. Today, thankfully, most acquirers in Brazil accept
payments by both Visa and Mastercard.
Both incumbent acquirers are owned by larger banks. Cielo is owned by Banco de
Brazil and Bradesco, while Rede was acquired by Banco Itaú in 2012 shortly after the deregulation. The incumbents were focused on larger merchants, while mostly ignoring SMBs
and micro-merchants (payment volume of less than $5,000 per month). In many cases, the
smaller merchants did not have POS terminals, so this segment of the market was the lowesthanging fruit at the time and both Stone and PagSeguro focused here initially. When they
started to get traction, Stone in particular turned its focus to the larger mid-sized merchant
which churn less and is more profitable.
The opportunity
When Stone and PagSeguro entered the market, two main pain points existed for
Brazilian merchants:
1. Customer service was terrible with call waiting times of 2-3h and poor local service
for the POS terminals as the incumbents outsourced much of it.
2. Fees were often high, and in addition they were not disclosed in a transparent way.
Stone, which is founded by two serial entrepreneurs, Andre Street and Eduardo Pontes,
seized on these pain points.
One of Stone’s core values is that customers are the sole reason why it exists. Stone
measure their customer service success by metrics such as “Customer service calls rated as
‘excellent’ by our clients” and “Customer service calls resolved on first call”. Both metrics
have hovered around 90% with the latter showing a very steady improvement over the past
few years reaching 94% at the end of 2020. To give you some flavor of just how obsessive
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they are about getting the customer experience right, Stone’s CEO Thiago Phau recently
made a point of mentioning that the average waiting time on customer service calls has been
improved from 5-6 seconds previously to 3-4 seconds in January and February.
Can you imagine how the merchants that are used to wait 2-3 hours in line at one of the
legacy banks feel after hanging up with a Stone representative when their call was answered
within seconds and their issue was resolved on the first call? They probably feel like they just
had a conversation with God disguised as a Stone customer service agent.
In Brazil, the personal relationship is big. People love to get a real person helping them
with their issue. Stone knew the value of this and started setting up local help shops, called
Stone Hubs, with teams of 5 to 15 employees that would give personal help to merchants in
the local area. When a Rede or Cielo POS terminal broke down, a restaurant sometimes had
to wait for days and weeks before a replacement came as the POS delivery and the related
customer service was often outsourced to 3rd parties. With Stone, someone would come out
immediately and a new terminal was in place a few hours later.
To address the transparency issue and to remove all suspicions Brazilian merchants had
built up over years of experiencing bad service, Stone implemented a dashboard which
always showed the current merchant rates front and centre so there was no way they could be
changed without the merchant noticing. Customers loved this. One former Stone employee
who sometimes helped his potential clients with their Cielo equivalent dashboard says it was
“almost impossible to find the merchant rate there”. Another former Stone employee said that
the incumbents were in some cases quietly increasing rates until the merchant noticed and
started complaining about it, at which point the rate was lowered again.
Add to this the fact that Stone’s total take rate is below 2% and it’s easy to understand
why merchants are jumping ship hand over fist to sign up with Stone.
Competition
Besides the large banks, other notable companies in Brazil’s payments industry include
PagSeguro, Mercado Pago, and privately held Nubank. These three companies however focus
primarily on consumers and micro-merchants, whereas Stone’s focus is primarily on larger
and mid-sized merchants.
In recent years, Stone has started to offer services to micro-merchants too, while
PagSeguro has started doing the same to larger merchants so these two entrepreneurial
disruptors will likely compete more and more over time. For now, Stone’s main competitors
are the large banks while PagSeguro’s main competitors are Mercado Pago and Nubank.
Stone’s competitive advantages
One of Stone’s competitive advantages, perhaps counter-intuitively to some, is its
relatively short life as a company and the fact that it started building its technology platform
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much later than the incumbents. The incumbents are now likely burdened by old legacy
systems, and their owners also have large legacy banking operations (remember that both
incumbent acquirers are owned by large banks) which they have tended to prioritize over
developing their other offerings. Stone and PagSeguro on the other hand started with a clean
slate less than ten years ago which enabled them to build a very modern, flexible, and
scalable platform from Day 1. It is notable that this has become a quite common advantage
for younger companies in today’s rapidly developing technology-powered world.
Stone’s main competitive advantage is probably its highly motivated workforce with its
very customer-centric culture. Stone has many young, smart, and very driven employees.
Many employees see their work at Stone as their life’s mission.
Finally, Stone’s founders’ entrepreneurial background runs in the company’s veins.
Stone has a deep understanding of SMBs needs and they are fast and nimble compared to the
incumbents. As one telling example, a former Rede employee explained that one of Banco
Itaú’s credit card solutions Credicard Pop uses an American company to process their
transactions because if they did it on their own Rede platform it would be too slow. To fix
this process at Rede and make it faster would be a big multi-year project according to this
former Rede employee. As a result of Stone’s speed of execution, while Stone started out
mostly focused on POS terminals, it has today developed its offering into a fully-fledged
software suite for companies of all sizes.
Stone in our portfolio
We made our initial investment in Stone in early 2019 at an enterprise value of around
$6 billion. At the time, they had around 270k active merchants on their platform. There are
approximately 9 million SMBs and 5 million micro-merchants in Brazil, so Stone’s market
share was in the low single digits while they were taking 20% to 30% of incremental volume
in the industry. It was easy to see that the opportunity for Stone was huge.
Since then, active merchants on Stone’s platform have tripled, revenue has doubled,
and net income has tripled. Due to a combination of a rapidly increasing share price and an
almost equally rapid decline in the value of the Brazilian real vs the US dollar over the past
two years 6, I reduced our position in Stone in December at an enterprise value of around $24
billion. Stone has roughly 10% more shares outstanding today than it did in early 2019, so the
total return on our sold shares was around +240% which works out to +95% annualized since
our initial investment.

6

The Brazilian real declined approximately 30% vs the US dollar over the past two years.

Stone is listed in the United States with US dollars (USD) being its trading currency. Its revenue and income
however are in Brazilian real (BRL). All else equal, a lower BRL means that the company’s earnings power in
USD becomes lower, and thus its intrinsic value in USD becomes lower as well.
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While we rarely sell, all our investments are continuously evaluated and compared to
our available alternatives. I reduced our position in Stone not because I believed cash was a
better option – but to invest in a Nordic company that came across my desk in December that
I found more attractive at the time. It is worth mentioning here that the degree of difficulty
for me investing in a Brazilian company is of course magnitudes greater than in a Nordic one,
so if I have two similar opportunities, I will tend to prefer the Nordic option.
A small entrepreneurial founder-led company that is obsessive about its customers, has
an enormous runway for growth, and whose mission it is to enable and empower
entrepreneurship while disrupting large incumbent banks, is about as good as it gets for us in
terms of investment candidates, and aligns like a tailor-made glove with River Oak’s wider
purpose of helping drive positive change in the world.
I will not go into any detailed assumptions about Stone’s potential future numbers here.
Their opportunity was huge in 2019 when we made our initial investment – today, with 770k
active merchants on their platform, their market share is still in the single digits and their
opportunity remains huge. From today’s enterprise value of around $17 billion, I believe
Stone, even if a significant multiple compression were to occur, will return at least 15% per
year for us going forward (which roughly translates to a double in five years). As you know,
15% per year is the minimum hurdle rate for our investments as well as our long-term goal.
While Stone has a smaller weight in our portfolio today compared to 2019 due to a
higher valuation, a much lower Brazilian real, and our other available investment alternatives,
I am very excited that River Oak is a shareholder and I believe Stone’s future is as bright as
ever.

Annual meeting & Corporate updates
Our annual meeting on Sunday, April 25th, will be particularly fun this year.
As a first unusual positive, the formal part will be done in advance by postal voting this
year in accordance with temporary pandemic laws, so no 30 minutes of Yes’ and No’s this
year. While the voting might not be very exciting to most of you, the formal part does contain
some meaningful items this year which are described below.
In the non-formal part, which will be held over video link like last year, I will present
River Oak’s first quarter results, discuss long-term results, and take questions. If you have a
question you want to ask me or any of our Board members (new or old), send it by email to
our moderator Tilman Versch at tilman.versch@good-investing.net no later than April 23,
2021.
As a second unusual positive, we will then be joined by Juha Varelius, CEO of Qt
Group, a Finnish-based software company that I call the Photoshop of smart-screen software,
for a 30-minute panel discussion about Qt and its background. For a video teaser of Qt Group
and its business applications, click here. Don’t miss the chance to hear directly from one
of the CEOs of the companies River Oak is invested in!
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All shareholders and their families are welcome to attend the informal part of the
meeting without voting or registering in advance. A link to join the meeting will be sent out
to all shareholders the week before the meeting.
For the formal voting part, Lars Kylberg at PwC will be proposed to become the
company’s auditor. River Oak does not fulfill the legal requirements for an auditor to be
mandatory, and while I have so far been hesitant to add any non-required costs, I saw many
benefits for the company to retain an auditor (primarily in the long-term) and the Board
unanimously supported the suggestion. I have already started working with Lars and have
been impressed with his easy-going efficiency.
I am delighted to announce that two new Board members, Amir Dov and Arimatti
Alhanko, have been proposed to join our Board. Our current Board members, Anna Åhr and
Stefan Sjöö, will not stand for re-election this year.
We started very small, and I had no experience of how to run a company that had more
than three shareholders. Thus, much of the Board’s work in the first few years was focused
on things such as corporate law, best practices etc. Today, we are quite a bit larger, the
infrastructure we need is in place and our corporate filings are efficiently handled. Our future
Board work will be much more focused on investing, evaluating deals and general strategic
decisions.
Amir Dov is the founder and managing partner of Reading Global, an equity fund with
a focus on high-conviction, long-term investment ideas. Since it was established in 2015,
Reading Global's investments have outperformed the fund’s benchmark by about 9% per
year. Reading Global and its sister fund, Reading Capital, manage a combined SEK 900
million on behalf of family offices and high-net-worth individuals, mostly in Israel.
Arimatti Alhanko is a senior investment manager at Luxembourg Finance House where
he advises a public equity portfolio of SEK 700 million and helps evaluate potential private
investments. He previously worked at Banque Havilland where he launched two new equity
portfolios in 2018/2019, both handily outperforming the benchmark indices. With his private
investments, he has generated an annualized return of 36% over the past 5-year period.
Arimatti holds double MSc degrees, one in Engineering and one in Finance. Arimatti who is
born in Finland was also the person that initially alerted me to Qt Group which you will hear
more about at the annual meeting.
Amir is focused globally, while Arimatti has a strong focus in the Nordics and a lot of
experience in Europe. Both are very passionate about investing and business and have
extensive experience of evaluating potential investments. As it happens, both bought their
first stock at the age of 13. Given the quality and the number of investment opportunities they
are regularly exposed to, I believe their expertise on our Board will materially increase River
Oak’s opportunity set. I am very happy to welcome them both to our Board.
River Oak is far stronger as a company today because of our departing Board members
Anna Åhr and Stefan Sjöö. Anna has been a great sounding board for all kinds of corporate,
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communications and other questions I have had over the past four years. She has also been
brilliant at getting to the essence of things quickly. Stefan has been a good sounding board
not only over the past four years, but also in the year that preceded River Oak’s founding.
When lawyers and people in the financial industry were telling me to come back “in a few
years” (think Jamie and Charlie at the JP Morgan meeting in The Big Short movie), Stefan
was one of our Day 1 investors that took time out of his schedule and listened despite my
then unfinished plans. Stefan also encouraged me to present River Oak to a small group of
people in our first year, which resulted in a handful of new early investors that have been a
great addition to our journey so far.
Both Anna and Stefan will remain as large shareholders. Please join me at the meeting
to thank them because our 1st leg as a company couldn’t have been much better.
At the extraordinary general meeting that was held on March 27th, more than 90% of
shareholders casted their vote (Barack Obama would be proud) to amend the Articles of
Association according to the proposal put forth by the Board of Directors. The amendment
means that the company will from now on pay a dividend on the A-shares equivalent to 20%
of the company’s book value increase each year (a vast majority of this dividend will
continuously be re-invested in the company). Given our recent good results, a few years’
worth of salary costs has now accrued in our books meaning that no salary payouts will affect
our book value in the coming three years. In addition, our capital base is now magnitudes
larger than our average over the past four years, so the company’s fixed costs are now
expected to be between 0.1% to 0.5% of the capital base in the coming years which is
magnitudes lower than previously.
These items will have a positive impact on our overall profitability as the company
previously allocated 25% of the company’s book value increase in a year towards personnel
costs and related taxes, and we used to have fixed costs that were materially higher as a
percentage of our total assets. The impact will be positive in all years – in unusually good
years such as the past two years, the impact will be quite significant – thinking about it over
the long-term factoring in the effects of compound interest, it will be even better.
Looking back and ahead
River Oak now has more than 50 shareholders from six different countries and three
different continents (only Africa, Antarctica, Asia and South America to go).
Four years ago, on January 20, 2017, the new president Donald Trump was sworn in.
To many people the world felt like in limbo, and many were worried about the new direction
the United States was taking and what that would mean for the world and the capital markets.
Less than three weeks later, on February 6, 2017, an unperturbed small investment company
was incorporated in Uppsala and made its first investments the following day. Quite a few
people were hesitant to invest even parts of their savings then, and many people were too
worried about the future to invest anything at all at the time. However, a few brave souls did
invest to become River Oak’s Day 1 investors.
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Today, as Trump’s presidency ended in dramatic fashion with a historical second
impeachment trial in as many years, looking back over the past four years there was no
shortage of controversy or global crises; none the least the ongoing pandemic. Some would
probably label the past 4-year period as the most dramatic, eventful, and uncertain since
World War II.
Despite all this, over these same four years, River Oak's Day 1 investors have at the
time of this writing more than tripled their money, which corresponds to an annualized rate of
more than 30%. This has been achieved by investing in well-managed companies that provide
great value for its customers, have solid business models, strong balance sheets and a bright
future. While our return rate is very unlikely to be maintained, it shows that River Oak’s
strategy of focusing on the micro and keeping things simple works well almost no matter
what is going on in the world at large.
We will continue in the same fashion: focusing on great companies and the great
people that build them rather than macro events, stock prices and market sentiments.
Our flying start notwithstanding, any continued success we may enjoy will require a
humble mindset and an open mind that is prepared to change and adapt to discover new areas
of focus for our investments when the world changes. For change it will. Every successful
company in the history of the world has constantly had to adapt to new realities. Those
companies that didn’t are those that most of us don’t remember anymore.
The best results in most endeavours are achieved by always looking ahead and focusing
on the future. Which player is more likely to become better over time – the one that stands in
the middle of the field, hands on hips, admiring the scoreboard, or the one that leaves the
field not even looking at the scoreboard, fully occupied thinking about the things that can be
improved to the next game? For you as a shareholder and me as CEO, this means not being
too celebratory over recent good results or being too low over recent poor results, but rather
staying even keel, living always “in the middle”.
For now, we are on a good path. To use Alice Schroeder parlance: the snowball is
rolling.

April 16, 2021

Daniel Glaser
Chief Executive Officer
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Founding principles
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets have historically produced
average annual returns of 6% to 10% over the past 200 years.
2. Invest in companies that are better than average or available at lower prices.
The objective here is to add some additional returns on top of the 6%+ returns that
the general market has provided and is likely to keep providing investors over time.

Goals
1. Don’t lose money.
We always think about the downside first.
2. Earn an average annual investment return of 15% over time.
This will result in an average annual increase in book value per share of ~11.5%
after taxes and general operating costs.
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Historical returns
Feb 7, 2017 – Dec 31, 2020: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment return
(pretax)

Net result

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

Total gain

1213.0%

615.0%

124.8%

490.2%

38.0%

27.9%

10.7%

17.2%

Compounded annual gain

Notes to table:
Change in Book value per share is reported net of a 20% dividend on the A-shares according to the
Company’s Articles of Association, taxes and general operating costs.
1

The OMXS30 column does not include having paid the standard annual tax on Swedish investment
accounts.

2

Estimated currency effects on Investment return: 2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%,
2019 +3%, 2020 -6%, years not mentioned <1%

3

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.
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2021 H1 Letter to shareholders

Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

River Oak’s book value per share increased by 7.4% in the first half of 2021. Our book
value on June 30, 2021 was SEK 89.2 million, equivalent to SEK 286.95 per share.

Investment return
(pretax)

Change in Book
value per share

OMXS30
incl. div.

Difference

2017 (from Feb 7)

13.2%

8.6%

5.4%

3.2%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

9.6%

7.4%

22.8%

(15.4)%

Total gain

309.1%

187.0%

69.1%

117.9%

Compounded annual gain

37.8%

27.1%

12.7%

14.4%

2021 per June 30

When evaluating investment results, it is my strong recommendation that you always
look at the longest available period as shorter time periods with their inherent randomness
won’t tell you much of value. As always, I have included a full track record of the past nine
years which includes the results of my Zen Capital Family Partnership from 2013-2016 at the
end of this letter.

Notes to table
Change in Book value per share is reported net of a 20% dividend on the A-shares according to the
Company’s Articles of Association, taxes and general operating costs.
1

The OMXS30 column does not include having paid the standard annual tax on Swedish investment
accounts.

2

Estimated currency effects on Investment return: 2017 -10%; 2018 +5%, 2019 +3%, 2020 -6%,
years not mentioned <2%
3

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.

Fellow Shareholder,
Our core holdings had another strong six months. Their average revenue and operating
earnings growth in the first half of 2021 was 45% and 73%, respectively 1. These are quite
extraordinary numbers under any circumstance, but keep in mind that for our holdings these
numbers are on the back of two previously very strong years in 2019 and 2020 as well.

Capital raising
I was happy to welcome 10 new shareholders in our July capital raise. It brought us to
well above SEK 100 million in assets and to 64 shareholders based in eight different
countries (Belgium and Germany added) in four different continents (only Africa, Antarctica
and South America to go). As usual, Larisa and I also increased our investment in River Oak,
this time by SEK 5 million.
Regarding our new shareholders, I must mention a quite extraordinary coincidence.
Two of our new shareholders, an American couple, live in the nice city of Gainesville,
Florida. Gainesville is primarily known for being a home for the University of Florida and its
huge campus (where lost alligators sometimes stroll around) which spans 2,000 acres. For
comparison, the Euro 2020 soccer matches were played on 1.8-acre pitches meaning that the
campus could fit 1,117 full-sized soccer pitches and still have some room to spare. As for the
coincidence: Gainesville is also the place where I spent six months doing my master’s thesis
work for then start-up and now Nasdaq-listed ViewRay, Inc. back in 2005. I met this couple
without any prior acquaintance only through our common interest in investing. It's a small
world.
Our next capital raise will be on October 1st. Information will be sent out a couple of
weeks in advance to shareholders and to our interest list.

Connoisseurs
Sinch joined Fortnox and Qt Group in our 5-bagger club (that is, companies that have
returned more than five times our initial investment). Despite its current small membership
base, this club is not exclusive by any means. It is open for business 24/7/365. If you know of
a small business in the Nordics that has reached some traction and is looking for capital to
grow with a long-term partner, please tell them to reach out to us.
On the subject of multi-baggers, I have found that many people, laymen and
professionals alike, often assume that just because a stock is up substantially – especially if
it’s a public stock – surely it must be sold or at the very least trimmed. Without going into
detail on company valuation, interest rates, etc., I’ll just say the following which I believe is
true for all stocks over the long term:
Companies that were sold in the period or were part of the portfolio only during a short part of the period
are excluded from the calculated averages.

1

1

If you are right about the business and don’t know the stock price, you’ll be alright. If
you focus on the stock price and are wrong about the business, you won’t.
Lee Freeman-Shor has written a short book called ‘The Art of Execution’ in which he
presents the results of a study he did of all the investment managers he hired over almost a
decade running a large UK-based fund-of-funds. In the study, he divided the managers into
different groups based on their behaviour. His best performing group was one he called
‘Connoisseurs’ for their ability to treat every investment like wine: if it was off, they got rid
of it immediately, but if it was good they knew it would only get better with age 2. He found
that a key trait within this group was a high boredom threshold – nothing ever seemed to
change in their portfolios. They would talk about the same companies year after year. For
Lee, it was boring to the point of him sometimes struggling to get out of bed on days when he
had a meeting scheduled with one of his Connoisseurs. Nevertheless, this group handily
outperformed all the others.
So many investment firms and its managers feel a constant urge to do something, and
the new is often a lot more exciting than the old. I counter this natural human instinct by
regularly reminding myself of all the progress our “old” companies have made over the years
compared to the new ones I’m considering – our most shining example is Fortnox that has
gone from a relatively small and unknown start-up to becoming a backbone of Swedish
entrepreneurship and small business ownership. With Lee’s book, I now have an additional
tool to help me which is to always remember the Connoisseurs.
The Connoisseur mindset is not to be mistaken for never selling. All our investments,
the homeruns as well as the laggards, are re-evaluated a couple of times per year. Only when
an investment is considered attractive over the coming years – regardless of its past
performance – will it be in our portfolio. It’s important that you know that a company’s
attractiveness as an investment for us is never a pure monetary return on investment
calculation. Utility and benefit for its customers, company culture, business risk, my level of
conviction and being able to sleep well at night are always part of the equation too.

Our investments
We have made one new investment so far this year in Goodfood, a Canadian online
food delivery company. It was brought to my attention by one of our new Board members
Amir Dov whom you had the good fortune to meet at our annual meeting in April. A memo
outlining the investment which I encourage you to read is attached with this letter. In short,
it’s a very exciting, entrepreneurial and fast-moving company in an industry that is
transitioning online.

A wine connoisseur is an individual who has deep knowledge of the subject of wine. This knowledge goes
beyond knowing how to taste wine or having a deep appreciation for it. A seasoned connoisseur will, for
instance, have the ability to assess a young wine and know its aging potential. Wine connoisseurs are also welladept in tasting and analyzing wine for what it is, without much bias.
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We have also sold two investments, one long-term holding and one in the due diligence
phase.
In all investments I make for River Oak, I have a high conviction that the company will
be a long-term winner that we can stay invested with for many years – ideally forever. This is
always the goal going in. As a corollary, if I no longer have high enough conviction that it
will, I sell. This is what happened in the case of Storytel.
I will also sell if my reason for investing at the time of investment has proven wrong or
if circumstances have changed so much that we are now looking at a completely new
situation. This is what happened in the Swedish e-commerce marketplace company CDON
which we invested in last December and subsequently sold out of in the first half. When
things materially change, it is easy as an investor to rationalize and forget why you invested
in the first place because when you own shares in a company you have a whole other
emotional connection to it – you are now “buddies”. In cases like this, I prefer to sell and then
do the “refreshment” analysis on the company under the new thesis. This way, the work can
be completed with no distractions and then compared to all our other available alternatives on
a clean slate with no biases attached. A stock doesn’t know that you own it, but you sure do!
I wish the CDON team best of luck in their challenging and exciting future.

We sold our last remaining shares of Storytel, a Swedish audiobook streaming
company, in the period. We first invested in 2018 and the investment generated an annualized
return of approx. 21% over our 3-year holding period.
What initially got me interested in Storytel was its entrepreneurial roots, its first-mover
advantage in many markets which had enabled them to develop the largest local language
catalogues which is a very important factor in audiobooks, and their market leadership in
many countries with seemingly limited competition. The runway especially in Europe seemed
great. In addition, I was a happy and heavy user myself.
What Swede remotely interested in business and entrepreneurship doesn’t remember
when founder and CEO Jonas Tellander went to Draknästet 3 to try to save Storytel from
bankruptcy in 2009, and in the end was able to raise SEK 1 million by selling 10% of the
company? (LINK) That crucial investment is most likely one of the best and most helpful
Swedish venture investments of all time. It has allowed Storytel to reach 1.6 million paying
subscribers and has probably worked out to a 1,000-bagger or so over the past decade.
So, what caused us to sell? In the end, a few reasons.

3

The Swedish equivalent of Shark Tank and Dragon’s Den
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i.

The Storytel service has gotten less traction outside the Nordics than I had
expected despite very heavy spending, indicating that maybe the Nordics are a
somewhat different breed when it comes to enjoying and being willing to pay
up for an unlimited listen-all-you-want audiobook service, or that competitors
are catching up, or both.
While Storytel has had no problem to raise capital to fund these initiatives, with
so many new and ramping-up international markets, it is hard to get a good
grasp of the return on investment they are getting in the different markets.
Customer lifetime value is a hard calculation to make in familiar markets, and
surely even harder in completely new markets.

ii.

The realization that Storytel probably has limited pricing power given the
already relatively high pricing compared to services which compete for their
user’s time and monthly budgets, such as Spotify and Netflix. In the Nordics as
an example, Storytel is currently at 19 to 23 EUR per month vs 10 to 15 EUR
per month for a similar offering with Spotify and Netflix.

iii.

I view their 2023 goals as very challenging. If they are reached, it will likely be
very costly in terms of marketing to get there, which goes back to ensuring that
this marketing spend actually yields a reasonable return on investment.

As an aside, I was never a fan of Storytel’s habit of providing detailed quarterly
forecasts on subscribers and revenue per subscriber, and then spending a meaningful amount
of time and resources commenting on said guidance and why it was made or missed. At best,
this wastes a lot of time and energy for management and all others involved. At worst, it
gives the whole company an uncomfortable pressure and a short-term focus of trying to make
the numbers rather than focusing on providing the best possible service for users. As a longterm oriented investor (which presumably is what every company wants to have) I couldn’t
care less whether one of our company’s quarterly revenue is X million or X+2 million. I care
about that customers and employees are happy, and that the company is developing in the
overall right long-term direction.
I don’t think the regular quarterly forecasts have given Storytel any benefits whatsoever
as a company. I believe they would be much better off if they simply stopped providing any
forecasts at all (this is by the way true for many companies; it is by no means unique to
Storytel). That would free up a lot of time, energy and potentially some mental “baggage” as
well – all valuable resources which could be used to focus on much more important matters.
By providing detailed guidance and spending much time on its commentary, a company also
puts itself at risk of getting a very short-term oriented shareholder base which is much more
sensitive to surprises and disappointments.
On a personal level, I love the service and will keep being a happy – and probably
life-long – paying subscriber. I do really like the company too, but we will be cheering them
on from the side lines for now.
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Company updates
Thank you to everyone who joined our annual meeting in April! I hope you enjoyed
meeting our new Board members Amir Dov and Arimatti Alhanko, seeing their passion for
investing and hearing about their impressive backgrounds. Thank you to Tilman and Larisa
who made everything run smoothly before and during the meeting. Finally, special thanks to
our guest Juha Varelius, CEO of Qt Group, who was generous with his time and who was no
doubt the highlight of the meeting (I was his main competition).
Looking ahead, I’m very happy to welcome our first intern, Miguel Neto, who will start
in September. Miguel is based in Portugal and recently got his bachelor’s degree in Finance
from the ISEG Lisbon School of Economics & Management. Miguel is very passionate about
studying companies which you can see on the blog he has kept up for a few years. He has
also previously done an internship at Cederberg Capital which is an investment firm I hold
very highly. Miguel is already familiar with the type of work I do on a daily basis so he will
be ready to go and add value to River Oak from Day 1. Welcome Miguel!
I have finally instilled some permanency into our office space by signing a 3-year lease.
When this little business venture of ours was started from almost nothing a few years ago I
was sitting in a very humble office located on top of a Thai restaurant in an industrial area
building under a demolition contract. I did find it quite luxurious at the time to have lunch so
close nearby plus it was also a big upgrade from my previous office. In fact, believe it or not,
of the four office spaces River Oak (and my family office) has rented, the landlord has
terminated our contract due to a coming demolition or complete restoration in all of them. If
you didn't know better, you'd almost suspect a plot.
As much as I enjoy looking back at those humble beginnings when subscribing to a
Wall Street Journal or an Economist.com was completely out of the question, I do prefer
where we are today. (I might agree to go back if I was also promised to become 30 years old
again.) I'm moving into the new office on Eklundshovsvägen 5 which is located right above
Studenternas stadium next week. The office will be shared with Nutris, a health platform
software company with three employees that is owned and operated by my family. Welcome
over for a coffee anytime you want, to discuss business or anything else, or for an (optional)
basketball shootout. This invitation is of course open to our international shareholders and
friends too.

Looking ahead
As always, there is a lot of talk about the current ‘high uncertainty’. I think we should
all just agree that high uncertainty in the world is a certainty and be done with it. This would
save humanity a lot of unnecessary worry every year.
Rather than trying to find a playing field somewhere in the world where there is no
uncertainty, I believe it is a far superior strategy to embrace it and play as best as you can
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with it. We will continue in the same fashion as always: focusing on great companies and the
people that build them rather than on macro events, high uncertainty and stock prices.
I'd like to express my gratitude for how much I appreciate talking to many of you about
the business trends you're seeing in your own jobs and industries. This type of "inside"
information is invaluable when you're trying to understand companies and industries better.
Thank you for being so generous with your knowledge and experience.
I will keep investing our hard-earned capital based on our three main pillars:
Fundamental business analysis, a long-term mindset and keeping things simple.
Thank you for bringing your long-term mindset to this partnership which allows me to
focus on the things that matter.

September 2, 2021

Daniel Glaser
Chief Executive Officer

6

Founding principles
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets have historically produced
average annual returns of 6% to 10% over the past 200 years.
2. Invest in companies that are better than average or available at lower prices.
The objective here is to add some additional returns on top of the 6%+ returns that
the general market has provided and is likely to keep providing investors over time.

Goals
1. Don’t lose money.
We always think about the downside first.
2. Earn an average annual investment return of 15% over time.
This will result in an average annual increase in book value per share of ~11.5%
after a dividend on the A-shares according to the Company’s Articles of Association,
taxes and general operating costs.

Historical returns
Feb 7, 2017 – June 30, 2021: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership
Investment return
(pretax)

Net result

OMXS30
incl. div.

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

9.6%

7.4%

22.8%

(15.4)%

1338.6%

667.7%

176.1%

491.6%

36.8%

27.1%

12.7%

14.4%

2021 per June 30
Total gain
Compounded annual gain

Notes to table:
Change in Book value per share is reported net of a 20% dividend on the A-shares according to the
Company’s Articles of Association, taxes and general operating costs.
1

The OMXS30 column does not include having paid the standard annual tax on Swedish investment
accounts.

2

Estimated currency effects on Investment return: 2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%,
2019 +3%, 2020 -6%, years not mentioned <2%.

3

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.

Disclaimer and Important disclosures
This investment memo is highly confidential and is not intended for public use or distribution.
Your acceptance of this document constitutes your agreement not to reproduce or
redistribute it in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This memo does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this memo.
This memo does not constitute a prospectus under the Financial Instruments Trading Act
(SFS 1991:980) and has thus not been reviewed by the Swedish Financial Supervisory
Authority (“SFSA”).

August 27, 2021
All amounts in this memo are in Canadian dollars ($).

Goodfood (“GF”) is a Canadian online grocery delivery company. It was founded out of a
Montreal apartment in 2014 by two former investment bankers and self-proclaimed
“foodies” 1, CEO Jonathan Ferrari and COO Neil Cuggy (a third cofounder joined shortly
thereafter). The initial product offering was meal kits and the target customer was the busy
professional that didn’t have time to shop for groceries but still preferred to eat home over
going out.
There are a few things I like about the founders’ investment banking background. First, they
were smart enough to leave. Second, they likely have a good grasp of economics and return
on investment which is very important in a capital-intensive business such as online grocery
delivery. Before you write off investment banking and online groceries as a poor match, you
may have heard of another reasonably successful e-commerce company called Amazon
whose founder also used to be an investment banker before he decided to go try his luck
selling books online instead.
In six short years, GF has grown from a standing start to serving more than 300,000
households, a revenue run rate in excess of $400 million, and more than 4,000 employees.
They achieved all this while raising around $140 million of equity capital, and today they have
$130 million in net cash. It’s fair to say they’ve been productive.
Online grocery delivery is the real price
While GF started out as a meal kits company, the long-term vision has always been to become
Canada’s leading online grocery delivery company. In the words of CEO Jonathan Ferrari,
“Meal kits, for us, are what books were for Amazon.”
Meal kits is a complex business, but a couple of companies such as for example the global
leader HelloFresh and Sweden’s Lina’s Matkasse have proven that meal kits can be a good
business if executed well, both sporting around 10% operating margins along with healthy
growth. GF has also proven its ability to be profitable in the past year despite large
investments into its grocery offering and logistics network.
While GF’s meal kits business is pretty good – it has competed successfully with HelloFresh in
Canada for five years now and they’re still essentially neck-and-neck which to the best of my
knowledge is the only market HelloFresh has entered and been in for a number of years where

1

Food nerds – Jonathan confessed to having cooked Gordon Ramsay cookbooks from cover to cover

1

they are not clearly winning – it is not a great business with its commoditized nature and
relatively high “on-and-off” churn.
My real excitement here is centred around GF’s recently launched grocery offering which is
another step in the founders’ original vision to become Canada’s leading online grocery
delivery company. I am also excited about the entrepreneurial company culture and their
history of great execution.
A few years ago, yours truly was in the camp that said people would never want to shop
clothes online as it was hard to know how the clothes would fit unless you physically tried
them on, what the color would really look like, etc. But the industry adapted and solved this
problem by offering fast delivery along with easy and free returns.
While online penetration of groceries in Canada is low today, I believe few people will be
eager to do their weekly grocery shopping in stores if there are good online alternatives that
can be relied upon to deliver fresh groceries with same-day or next-day delivery at reasonable
prices 2. Although it will probably take a longer time, it seems likely that grocery stores will
meet a similar fate as clothing and electronics stores have done in recent years.
Online grocery shopping is one of the fastest growing industries in the world, and as many
other online categories its adoption has been accelerated by the pandemic. Canada’s total
grocery market is estimated to be around $130 billion today with online share at around $10
billion. The total grocery market will most likely continue to grow at low single-digit rates,
while I believe the online share, which grew 150% in 2020, will continue to grow at very high
rates. This will result in tens of billions of growth over the coming decade. GF is investing
heavily in their own delivery network and private label grocery brand to be optimally
positioned to capture some of this growth.
Same-day delivery
Most people decide what they want to eat for dinner less than three days in advance with a
majority deciding in the afternoon on the day of eating. Being able to offer same-day delivery
for any product is always appreciated by consumers; looking specifically at meal kits
subscribers in Canada, more than 80% of them say they would choose faster delivery even at
a higher price point 3.
With this in mind, and considering Canada’s vast land (by area, it is actually the second largest
country in the world after Russia) and relatively cold climate which makes delivery logistics
difficult to do well, it seems like a particularly attractive proposition to be able to offer sameday delivery for groceries across all of Canada.

2
3

In a 2020 survey by PwC, only 7% of Canadians said they think grocery shopping online is easier.
Blue Apron research & GF surveys and research

2

Most Canadians live in the south in the vicinity of the largest cities. Thanks to its current
footprint of nine fulfilment centres across the country which have all been built since 2017,
GF is already today able to reach 95%+ of the population with at least next-day delivery.

Figure 1. Goodfood fulfilment centers marked in red.
GF has recently launched same-day delivery in Montreal and Toronto where they reach a
combined population of around 10 million (~25% of Canadians). It has been very well received
with significantly higher NPS scores and more frequent orders compared to cities where they
don’t offer it. This is where GF is aiming to go for all of Canada, with plans to expand the sameday delivery service to Ottawa, Vancouver and Quebec City in the coming year.
Further along the lines of investing in the customer experience, GF also has its own delivery
fleet called Goodcourier. It was launched from a standing start in 2019 and now delivers more
than 65% of all orders. This has enabled GF to reduce their overall delivery cost by more than
30% since Goodcourier’s launch and take control over the full delivery experience from order
to the customer’s door.
Private label groceries
GF launched their own grocery brand from a standing start in 2019 as well. Like most of their
new initiatives, the execution here has been equally impressive. They already offer more than
1,000 different grocery items (‘SKUs’) and their ambition is to reach 4,000 SKUs in the coming
years. A couple thousand items may seem thin compared to the average grocery store that
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offers 20,000-40,000 SKUs, but most of an average grocery basket is actually covered by
relatively few SKUs. The idea is that a smartly curated smaller selection of SKUs will cover
most of people’s weekly grocery needs while allowing for faster delivery times without
making it a too complex operation.
Management believes that an inflection point will be reached somewhere between 1,500 to
2,500 SKUs when people will be able to do most of their grocery shopping online at GF with
little or no need to complement in physical stores. As a lot of the heavy lifting in terms of
building the private label infrastructure has now been done, it is likely that future additional
SKUs will come online a lot faster than the initial 1,000 did.
GF aims to price its private label groceries 10% to 15% cheaper than the national brands. This
is made possible by having less waste throughout their supply chain, and by having their own
producers and then cutting out the intermediaries that are normally present in grocery supply
chains such as wholesale distributors and physical retail stores.
GF currently has $160 million in cash (and another $40 million in available credit) to spend on
their logistics network and private label buildout. As their offering becomes more complete,
they plan to go after grocery-first customers more aggressively starting in the coming year.
Goodfood WOW
The recently launched Goodfood WOW subscription service combines the above initiatives
with meal kits into one offering. It costs $9.99 per month and gives customers the flexibility
to freely mix groceries and meal kits in their orders as they wish (no meal kit subscription
required) with unlimited same-day delivery. It is quite similar in principle to Amazon Prime.
While this is a great value proposition for consumers, it is also a large undertaking for GF,
especially the addition of thousands of new SKUs and the complexities that come with that.
There will no doubt be bumps in the road but given their operating record in meal kits with
its inherent challenges such as changing menus every week, they seem well equipped to
handle the expansion into groceries.
The big question is if more and more consumers will be willing to gradually swap out some of
their regular brands in exchange for the Goodfood brand. The quality of the products will
likely be the most important factor, but there are also some enticing incentives for consumers
to switch such as same-day delivery and lower prices in many categories.
There are some promising signs so far. Groceries currently account for around 10% of GF’s
total revenue. Based on how the WOW offering has been received with typical WOW baskets
being split close to 50/50 between groceries and meal kits, management expects groceries to
increase to become 20% of its total revenue within the coming year, which implies 100%+
growth for the grocery business. If GF can successfully roll out WOW across its customer base
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with a similar 50/50 split, groceries will go towards becoming 50% of GF’s total revenue and
potentially larger over time as they start marketing the offering more aggressively.
Some success in the grocery offering is also reflected in that revenue growth has steadily been
outpacing subscriber growth in the past 18 months. Recently, the difference has been
particularly large with revenue growing 2x the pace of subscribers.
Operating leverage
While revenue growth has been outpacing subscriber growth, gross profit growth has been
even better. Due to continuous efficiency improvements in their logistics network and
reduced incentives when acquiring new customers, GF’s gross margin has improved like
clockwork, going all the way from 18% in 2017 to above 35% today which is an impressively
high level given that this is after fulfilment costs. As a result, in the past two years gross profit
dollars grew 280% while revenue grew 180% and subscribers grew “only” 68%.
GF’s longer-term gross margin target is 45% which they aim to reach by continuing to invest
in automation and becoming still more efficient in the overall delivery chain which should be
possible with increasing scale. I’m not counting on a continued reduction in incentives when
acquiring new customers given the competitive landscape.
There is a lot more potential here if the grocery offering is successful. Over many years now,
large investments have gone into building out GF’s logistics infrastructure, and there are fixed
costs associated with the packing and shipping of one box to a customer. If you can add
grocery items in the boxes you are going to ship out anyways, the incremental margin on
those additional (and mostly private label) grocery items should be very high.
Competition
In terms of meal kits market share there are no official numbers but based on comments by
both CEOs it seems that GF roughly splits the market leadership with HelloFresh today at
around 40% share each. HelloFresh recently acquired Chef’s Plate, a lower-cost offering that
is kept as a separate brand, which gave them another 10% to 15% market share. The next
player is Cook It which is way behind at around 4%. This effective duopoly is quite a contrast
to the US market, where the spectacular IPO failure of Blue Apron took place a few years ago,
where there are more than 100 meal kit companies with the top 5 commanding around 80%
market share.
In meal kits, the dominant positions of GF and HelloFresh in Canada gives them scale
advantages vs the competition such as better purchasing terms and more cost-efficient
logistics. When it comes to the threat of the largest Canadian grocers entering meal kits, in
fact both #1 player Loblaws and #3 Metro have tried their own meal kit offerings in recent
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years without success and both have now been discontinued. At this point, we are unlikely to
see any more successful meal kits newcomers in Canada.
It is important to remember that the main price for GF is online groceries. The competition
here is mainly with the largest Canadian grocers along with Walmart and Amazon Fresh. Given
that Canada’s online grocery market today is around $10 billion and we may have another
$10 to $20 billion coming online in the next five years, and maybe as much as $50 billion in
the next decade, there should be plenty of room for both Goodfood, HelloFresh and a handful
of other players to do very well online.
Competitive advantages
On the grocery side, there are obvious advantages vs grocery store chains such as fewer
needed warehouses, and they can be in cheaper locations as they don’t need to attract
customers. There is also a strong case to be made for freshness and product quality when you
manage the groceries at fulfilment centres with robots and people wearing protective gear
whereas in the supermarket you need to have everything in open display for shoppers to
choose from. It is also worth mentioning GF’s own grocery brand. While it remains to be seen
how successful it will be, it could potentially become a meaningful differentiator, both in
terms of uniqueness and its direct-to-consumer model which enables higher quality and lower
prices compared to regular grocers.
Furthermore, similar to StoneCo’s advantage vs the incumbent banks in Brazil and Fortnox
advantage vs the incumbent accounting firms in Sweden, GF built all its software and
technology infrastructure to be optimized for online-only from Day 1 giving them no legacy
technology “debt”. GF’s systems have also been optimized for its “just-in-time” business
model. This enables GF to be more efficient and have a minimal amount of waste throughout
its supply chain. Its total waste was last stated to be around 1% which compares to 10% and
often much more for regular grocers. In fact, food waste is a particularly big problem in
Canada. A large 2019 study found that more than half of all food produced in Canada is either
lost or wasted compared to around 30% worldwide 4 (it should be noted that GF’s countrywide
expansion of same-day delivery and thousands of additional SKUs will make it more
challenging to maintain its impressively low food waste numbers).
Their modern and online-optimized systems combined with large investments into their
logistics network should give GF an advantage here vs the incumbent grocers at least for some
time to come.
When it comes to company values, CEO Jonathan Ferrari has taken a lot of inspiration from
Zappos, the shoe e-commerce success story which is well-known for its customer-centricity,
as well as Amazon. Together with his cofounders he instilled the customer-first ethos as a
The avoidable crisis of food waste: Technical Report. Published in January-2019 by Second Harvest and Value
Chain Management International Inc.
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core value from Day 1. While all companies say they are customer-focused, few truly are.
Many former GF employees describe customer service and customer focus as areas where GF
really goes the extra mile and sticks out compared to the competition.
Finally, and maybe most importantly, GF’s ability to execute. The two initial cofounders still
own 28% of the company and GF is really #1 for them in their lives. Notably, while both took
some chips of the table at the IPO at $2.50/share and subsequently at bought deal public
offerings up to $6/share, in the last public offering in Feb-21 which was done at $12.5/share,
none of them sold a single share. Employees seem inspired by the missionary founders and
to be working at one of Canada’s fastest growing public companies. The result has been very
impressive execution which I believe is an underappreciated competitive advantage in today’s
fast-changing world.
Make no mistake, online grocery delivery is a very complex business, but within the industry
I think this is one of GF’s advantages. GF has proven itself to be a very strong operator and
the tougher the business, the bigger the difference a strong team can make.
Growth drivers
GF’s future growth can come from many places: new subscribers, order frequency and
average order value.
First, there is the overall low penetration of online grocery shopping in Canada which should
serve as a tailwind for new subscribers. For perspective, GF currently has 317,000 subscribers
which compares to Canada’s ~13 million urban households.
Second, the average Canadian visits a grocery store 2.5 times per week compared to the
average GF customer which shops at GF just 0.5 times per week.
Third, the average Canadian household spends $150 per week on food from stores whereas
GF’s current revenue per subscriber is $25 per week.
I expect future growth to come from a combination of these levers (which is the best type of
growth) as GF’s same-day delivery capacity and grocery offering expands and hopefully
becomes attractive enough to capture a larger share of Canadians weekly grocery budgets.
Main risks
HelloFresh is a formidable competitor. It is possible that they will take market share from GF
on the meal kits side and be a challenger in groceries as well. While it would be preferable to
have a weaker competitor, it’s not necessarily all bad as it also forces GF to constantly get
better. GF has a culture that is up for the challenge and as mentioned they have so far
managed to keep an even footing with HelloFresh in Canada. This is however something I’m
keeping a close eye on.
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On the grocery side, there is the chance that GF’s offering doesn’t prove strong enough
compared to the competition and thus is not able to achieve any meaningful traction.
Groceries is a notoriously low-margin business. A limited private label assortment will help
GF’s margins and reduce complexity but increasing competition online could prove
overwhelming. This would take away much of the potential margin expansion as well as the
truly big market opportunity.
Mitigating both these risks is GF’s strong operating history. I do believe GF will successfully
adapt and course-correct along the way when necessary.
Our investment
We invested at an enterprise value of around $600 million. As the price for meal kits is
prohibitive for a large part of the population, we will just assume that GF’s meal kits business
grows in line with the industry at modest rates from its current ~$360 million revenue runrate.
At 10% EBIT margins in line with its peers if we normalize for less growth investments, this
part alone should justify the price we paid.
Whatever success GF has with Goodfood WOW and its private label grocery offering should
be added value on top.
Given the massive expected increase in online grocery shopping in Canada over the coming
decade and given that GF already today has fulfilment capacity to handle over $1 billion in
sales, they should be very well positioned to take some piece of this growing pie. If GF is able
to maintain anywhere near its current 4% share of the total online grocery market, GF’s
business should be magnitudes larger in a couple of years.
As GF’s grocery business is in a relatively early stage in terms of proof of concept, the weight
in our portfolio is closer to the lower end of our normal 7% to 30% starting position size. I will
be looking to increase our investment if there are signs that the grocery offering is gaining
traction.
To be clear, we would not invest in an average meal kit company, it is simply a very tough
business. This is primarily an investment in continued execution by a mission-driven company
and the huge online grocery opportunity that they have in front of them and have long
prepared for.
This investment also aligns very well with our preference for backing entrepreneurial highperforming and fast-moving companies that are disrupting less agile incumbents and
providing a better service for customers. It’s very fun and inspiring to be able to back
companies like these. I look forward to seeing what the Goodfood team will be able to achieve
in the coming years.
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2021 Letter to shareholders

Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

River Oak’s book value per share increased by 10.8% in 2021. Our book value on
December 31, 2021 was SEK 112.8 million, equivalent to SEK 296.06 per share.

Investment return
(pretax)

Change in Book
value per share

OMXS30 incl. div.
(pretax)

Difference

2017 (from Feb 7)

13.2%

8.6%

5.4%

3.2%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

2021

14.3%

10.8%

32.7%

(21.9)%

Total gain

326.8%

196.1%

82.7%

113.4%

Compounded annual gain

34.5%

24.8%

13.1%

11.7%

When evaluating investment results, it is my strong recommendation that you always
look at the longest available period as shorter time periods with their inherent randomness
won’t tell you much of value. As always, I have included a full track record of the past nine
years which includes the results of my Zen Capital Family Partnership from 2013-2016 at the
end of this letter.

Notes to table
Change in Book value per share is reported net of a reserved dividend on the A-shares equal to 20%
of the gross book value increase according to the Company’s Articles of Association, taxes, and
general operating costs.

1

The OMXS30 incl. div. column does not include having paid the standard annual tax on Swedish
investment accounts which River Oak pays every year. This tax has ranged between 0.4% to 0.5% of
total capital so the real difference for a Swedish investor that invested in River Oak instead of
OMXS30 incl. div. is thus between 0.4% to 0.5% larger per year than reported in the table.

2

Estimated currency effects on Investment return: 2017 -10%; 2018 +5%, 2019 +3%, 2020 -6%,
years not mentioned <2%
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River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.

Fellow shareholder,
As much as I love this business venture of ours, its importance completely pales in
times of war. Ukraine’s bravery is as inspiring as the atrocities committed by the lawless
Russian state are tragic. River Oak stands with Ukraine for democracy and freedom.
With that said, let’s take a look at our 2021 business year.
Collectively, our yearend holdings had another very strong business year. At the time
of this writing, not all of them had yet reported their 2021 results. For those that had, their
average revenue and operating earnings growth in 2021 was 47% and 33%, respectively 1.
Two holdings, StoneCo and Goodfood, were sold during the second half of the year.
Combined, these two investments never comprised more than 11.5% of our total assets at any
given time during the year, and for most of the year their combined weight was far less.
Despite the stellar business performance of our core holdings which are essentially all
software companies, our investment return for the year trailed our benchmark OMXS30 for
the first time ever. To better understand why, let’s zoom out a bit.
It is tempting to celebrate years of outperformance and be disappointed in years of
underperformance; it is however much more productive, useful, and realistic to look at a
recent multiyear period instead. In line with what I tell everyone that wants to join River Oak
as a shareholder, the best way to evaluate our results is to look over any rolling 3-year period.
Anything less is often up to recent trends and news, which may be positive or negative, and
99% of them have little to nothing to do with our companies’ long-term success. Three years
usually allow enough time to see a company’s improvement or decline, and for the market to
roughly reflect it.
If we look at our book value per share gain over the past three years, our results make
much more sense.
Total gain
River Oak
OMXS30
BV per share
incl. div.

Compounded annual gain
River Oak
OMXS30
BV per share
incl. div.

Last 3 years

189,9%

86,3%

42,6%

23,1%

Last 2 years

93,1%

42,5%

39,0%

19,4%

Last 1 year

10,8%

32,7%

10,8%

32,7%

This is a much better – although not perfect – reflection of our underlying companies’ actual
business performance. Over this period, our companies’ collective business performance has
significantly and consistently outperformed the companies that comprise our benchmark,
1

For Sinch, EBITDA is used instead of EBIT when calculating the averages as Sinch Amortization & Depreciation
“costs” relate almost entirely to acquisition-related amortization of goodwill and thus are not true costs that
reflect the underlying business performance of Sinch.
No adjustments have been made however for Acquisition costs, Integration costs, and Employee incentive
programs which Sinch itself discounts when it reports Adjusted EBITDA. I consider these to be very real costs
as they are fully necessary to operate and to achieve the acquired revenue which is counted in full.
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generating both higher revenue growth and earnings power growth. As a result, and as
expected, so has their stock prices. It just so happens that the stock market doesn’t reward
great (or poor) business performance in a linear fashion.

Reflections on the year
At the beginning of the fourth quarter, the valuations of some of our companies reached
a level where the upside seemed limited in the near future unless these companies materially
surprised to the upside. An argument could be made that we then should have gone into
lower-quality companies with lower multiples or simply go to cash.
I did get as far as to seriously consider reducing some of our top conviction holdings in
October, but at the same time I did see a good return over the medium-term – at least 100%
upside over the coming two to four years is the measuring stick I use – and since all of you
are invested with a multiyear timeframe, would I really be doing my job as our CEO if I tried
to optimize our results for the coming months? The clear answer for me was no.
It seems almost impossible to consistently beat the index every single year and have no
negative years without making some short-term “risk management” decisions such as taking
profits. It’s an understandable temptation. I’ve been told that even Warren Buffett made those
in his early years. Whether that’s true or not, it clearly doesn’t make sense for us.
I have been abundantly clear about the fact that everything I do at River Oak is with the
goal to optimize our outcome over the coming multiyear period. This never stops. In 2025,
this will still be my objective. We will never go towards optimizing for shorter time periods
as I simply do not have any conviction in my ability to do that. I never have. Neither do I
know many other successful investors who have stood the test of time who do.
You simply never know when the market will price in a future earnings power –
sometimes it happens within a few years and sometimes within a few months. Trying to
skillfully shuffle dance up and down the hills and valleys can cause you to miss out on all
those gains available to you had you just saved your shuffle dancing moves for Friday night
rather than trying them out in the stock market.

5-year birthday
River Oak turned five years old on February 7th. Over these past five years, it has been
one goal of mine to earn the right to exist in this industry. While there is a lot left to do, I
believe we are now well on our way.
Over the past 100 years or so, the average annual market drawdown has been
approximately 17%. Five years in, we have already had our fair share of significant
drawdowns as well. Looking at the big picture however, our investment portfolio’s value has
more than quadrupled and our book value per share has almost tripled since our start. I’ve
consistently said that I believe this is unlikely to continue. On the other hand, we now have
five years of additional experience and learnings from doing this under our current structure,
and perhaps more importantly, an ever-expanding network of very smart and capable people
that I’ve gotten to know over these years.
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I’ve also said many times that the sharp drawdowns that we experience every few years
is the price we pay for our steady long-term gains, which will hopefully continue. Even for
the absolute best companies, stock prices tend to go down way faster than they go up, but
over time they do go up much more than they go down. Legendary investor Peter Lynch
always emphasizes that the ‘key to making money in stocks is not to get scared out of them’.
On this note, it has been particularly heart-warming to see how you have responded
during periods of duress. Just as in Dec-2018 and March-2020, many of you stepped up to the
plate in our most recent capital raise in February. Not only did many of you increase your
investment or join us for the first time – I also didn’t hear so much as a beep of worry from
the rest of you despite the sharp market decline that we saw at the start of the year. This is not
surprising given that we all have a 3+ year time horizon for our River Oak investment. The
benefit of a very calm and steady investor base that we now enjoy is a natural result of this,
but it’s still awesome to have – and I believe somewhat unique. We have become an
incredibly strong unit. Well done all of you.
In related happy news, the only shareholder that left River Oak over these past five
years (for reasons completely unrelated to River Oak) re-joined us in February. It’s good to
be a full team again. Welcome back Tommy.
We will now continue in the same fashion that has earned us our results so far: Having
a relentless focus on companies and the people that build them rather than on macro events,
stock prices and market sentiments. At the end of the day, great companies are built by
groups of ordinary people that reach extraordinary achievements, not by markets or
politicians. Some of you, I suspect, would readily admit that you have a hard time wrapping
your head around my view that what matters in the long run is a company’s earnings power,
while macro events are only important to the extent that they affect that same earnings power.
Despite this, a few of you have said “I trust you, and since that’s your view, I sleep well with
my River Oak investment.” This means a lot. Thank you.
We will also continue to strive to be different and look in places where most others
don’t, even if that proves costly on occasions, as I believe this gives us the best chance for
good results. John Maynard Keynes once said, “Worldly wisdom teaches that it is better for
reputation to fail conventionally than to succeed unconventionally.” I don’t need to tell you
which River Oak was built for.
Finally, I want to build an investment firm that is known for its honesty and integrity,
its business mindset, and for keeping things simple. Our long-term vision is to make a
meaningful difference in our shareholder’s lives and to be a positive influence for all
companies we invest in.

Our investments
Since we have many new shareholders that joined us in the last two years, let’s repeat
what type of companies I look for on our behalf.
The first criterion is always that I understand the business well. Then, I am looking for
companies that have the following characteristics:
3

1)
2)
3)
4)
5)

Solid base to survive downturn – business model and balance sheet.
High returns on capital invested which is often enabled by a competitive advantage.
Companies that I believe will earn more in the future than they do today.
Honest and competent management with a proven ability of good execution.
Attractive price.

These criteria are all crucial and hard to rank by order of importance, but I will say that
1) is the most important and 5) the least important. Without 1) we can suffer permanent
losses, which we want to avoid at all costs. For a company that has the first four
characteristics, the passage of time will usually fix 5) unless you went really crazy here.
In other words, instead of looking for beaten-down stocks that I hope will revert to the
mean, I look for companies with above-average performance that I believe won't. These
companies usually operate in industries with strong secular growth, and/or have a culture that
breed and foster above-average performance.
This concept is also critical when thinking about potentially persistent inflation and
higher interest rates. Whether these risks materialize, and to what extent, is of much less
importance to our long-term success than getting our first four criteria right. Just as these
characteristics will ensure enough value creation over time to make most purchase prices
attractive, they should also overcome most effects of inflation and higher interest rates over
time.

Where there are great numbers, there are great people
The longer I’ve been investing, the clearer it’s become that where there are consistently
great numbers, there are also great people.
I’m a numbers person by nature, so oftentimes my initial interest in a company comes
from the numbers side of things, or from a strong underlying trend which the company helps
enable or accelerate. For our best investments, it has emerged over time how big a role its
people play. The opposite is true too. Where there have been large hiccups in the numbers,
the people and/or culture are most often the reason there too.
To stick out today, a performance-oriented culture makes all the difference. One of the
strongest software companies in the world today, Atlassian co-founders and co-CEOs Mike
Cannon-Brookes & Scott Farquhar recently wrote, “In a world where capital is easy to
access and strategy is easy to emulate, culture becomes a significant competitive advantage.”
How is this incorporated in our investments? In Sweden, and I assume in most other
countries as well, my experience is that there are a lot of people who are happy to go to work,
go home at 5 pm sharp every day, perform their duties well and then get their pension at 65.
There is absolutely nothing wrong with this attitude – I even encourage it for those that enjoy
this way of life as it leads to happy outcomes for them. We are looking however for
companies that attract those people who have that burning desire to achieve more, to work the
extra hours, to improve every day – those that want to make a big difference at work. These
people usually can’t help it, this is just how they were born.
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With Fortnox it was obvious from the get-go that the company oozed with grit and
entrepreneurial spirit. Fortnox CEO Tommy Eklund says that the culture lives within the
walls. With for example Qt Group and Sinch my interest was initially piqued from the
numbers side, but it has become clear over time that both have an overperformance culture as
well.
It is no big surprise that these holdings of ours have all been doing very well businesswise in the past few years.
Let’s now look at a few mistakes I’ve made.

Goodfood
Making this investment was a big mistake of mine. This was by no means the first time
I made a mistake; it was however the first time the outcome was this bad.
The price looked attractive but that doesn’t matter one bit if you misjudge the business.
I knew very well what a tough business this was going in. Still, I managed to convince myself
that Goodfood, due to its stellar operating history, would be able to thread the needle. To sum
up, this investment felt like my torn Achilles in early 2020: it would have been a lot better if
it hadn’t happened, but now that it did happen, the only choice was to make the best of it. In
this case, that meant selling it as quickly as possible which I did at around a 55% loss,
carefully evaluating why I made the mistake, and move on. Occasionally, I seem to need a
painful reminder that good investment decisions are not automatic, and good outcomes are far
from guaranteed.
Last summer, I wrote a memo outlining why I was initially attracted to Goodfood. In it
I listed the two main risks I saw: that their private label grocery offering will not get traction
and HelloFresh competition. Both risks seem to already have materialized when I made the
investment last summer; it just hadn’t been reported yet. While I viewed those risks as
acceptable at the time, I vastly underestimated the situation Goodfood would find themselves
in if these risks started to materialize.
I also underestimated just how big positive impact covid restrictions had on
Goodfood’s business; had covid not arrived I now believe the business would have materially
slowed down already in the first half of 2020.
Furthermore, what seemed to be increased adoption of Goodfood’s private label
grocery offering with larger average basket sizes and significant positive operating leverage,
now looks like it was primarily customers that were ordering more meal kits per order during
the pandemic, not extra groceries. Management used to continuously inform investors about
their progress towards their goal of offering 4,000 private label SKUs 2; in last year’s summer
quarter shortly after our investment, they abruptly stopped mentioning it, indicating that this
offering had not been going as well as they hoped.
What made things worse was that when management saw the core business slowing
down, they made the decision to start competing in the quick commerce space with less than
2

SKU = Store Keeping Unit. Measurement of how many items a store or company has on offer to customers.
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1-hour delivery by launching micro fulfilment centres in the cities. They did not explain the
rationale for this change of strategy very well. At the time they announced this decision, they
had operated only a single micro fulfilment centre for no more than a few weeks. This change
seemed like a big gamble in an even tougher business than meal kits. I’m not saying their
chances for success here are zero but my initial reasons for investing were now completely
gone.
In my view, it is likely that food delivery will meet a similar fate as the airline industry.
It’s a huge convenience for consumers, and it seems like a given winner just liked airlines did
back in the day, but a great service for consumers does not automatically equate to great
rewards for investors. Just like in the airline industry, I believe many food delivery
companies will end up in bankruptcy, and the remaining successful ones may be in a race
towards zero margins given the commoditized nature of the industry.
All in all, I gave Goodfood’s management too much leeway in their assessment of the
business and how they communicated about it, due to what had been seemingly superb
execution all the way since foundation. It is now clear that their execution was aided as well,
at least in the past two years, by very favorable business conditions. Upon reflection on this
investment, Warren Buffett’s recurring conclusion on tough business models comes to mind:
“Our conclusion is that, with few exceptions, when a management with a reputation for
brilliance tackles a business with a reputation for poor fundamental economics, it is the
reputation of the business that remains intact.”
In addition, the father of intelligent investing Benjamin Graham observed that, “The
risk of paying too high a price for good quality stocks – while a real one – is not the chief
hazard confronting the average buyer of securities. Observation over many years has taught
us that the chief losses to investors come from the purchase of low-quality securities at times
of favorable business conditions.”
Painful as it was to realize, it seems I managed to achieve the feat of failing on both
accounts here. It was a bad investment decision to start with in a business with poor
fundamental economics, at a time of favourable business conditions, which was exacerbated
by a poor outcome, and exacerbated even further by, in my opinion, a misguided change in
management strategy (although it may well have been the best choice given the
circumstances). For those of you that remember the good old movie ‘Heartbreak Ridge’,
Clint Eastwood might have called my actions in this whole situation a real cluster****.
I really have no excuses for this one, it was a just a plain mistake on my behalf which I
should have been able to avoid. I’m not one bit happy with it but I do believe big mistakes
offer the best opportunities to learn and improve, and that you must take advantage of them.

StoneCo
In last year’s letter I wrote: ‘I also recognize that our type of companies – fastgrowing, asset-light, highly-scalable market-leading technology companies with long
runways for continued growth – have been in favor lately. They were already favored in 2019
(for good reason if you ask me) and then the pandemic hit and poured fuel on the fire. The
intrinsic business value of our companies has increased a substantial amount in the past few
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years – their stock prices have in some cases increased even more. The market has in most
cases priced in a continuation of these companies’ impressive results. In some cases, it will
prove correct, while in some it will probably prove optimistic.’
I’m afraid at least one of our 2020 winners, Brazil based StoneCo, was in the latter
camp. As previously mentioned, our StoneCo investment was reduced in late 2020. It was
then a relatively small position for us entering 2021, and it became ever smaller before I sold
out of it completely during the year.
During the year, I realized that it’s simply too hard and time-consuming to follow
countries like Brazil and everything that’s going on there. A lot of unknowns popped up
during the year and I realized I had nowhere near as good understanding of the business as I
initially believed. In addition, I didn’t see StoneCo (or any other Brazilian business) ever
becoming a large enough position for us to justify the time and effort required to invest there.
While we had a relatively good outcome on our StoneCo investment (undeservedly some
would say, and I won’t argue), the return on time spent must really be questioned. Going
forward, I will be much stricter on the ‘time required’ parameter. As many wise people have
said: if something is not worth doing at all, it’s not worth doing well.

Learnings
Every Christmas Eve in my family, we always take a moment to wish each other
something well for the coming year. Last year, my sister’s fiancée wished for me to ‘make a
few more mistakes as learning from them is what truly makes you better’. Little did he know
that I had already been working hard to fulfill his wish as you have read above.
In fact, in 2021 we would have had a better result if I had set sails on January 1st, went
to an island with no phone or internet access, and returned on December 31st. Well, that may
not be completely fair, but a few mishaps during the year called for some serious reflections
on my behalf. As a result, a few adjustments have been made to our investment process:
1. Going forward, we will stay in the Nordics as much as possible, with only some
forays into Europe and the United States. Anything else will have to be exceptional
situations. See the ‘Coming home’ section below for a more elaborate explanation.
2. I will not make a new investment that enters our portfolio as the smallest position
among our core holdings. A higher conviction than that will be needed. Exceptions
can be made if we get limited allocation in for example a private offering.
3. We will not compromise on the quality of the business model, even when the price
looks attractive and seems to more than compensate.
4. I will not engage in companies that occupy too much mindshare. The world is
changing at an ever-increasing pace, and it is crucial for me to use all available time
and energy where it will make the biggest difference for River Oak as a whole.
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Coming home
We had both successes and learnings last year. They can basically be summarized as
follows:
-

Nordic companies, simple businesses = Successes
Non-Nordic companies, complex businesses = Learnings

This is true not only for 2021 but since our inception. While we have made a few good
investments abroad that had good outcomes over the years, it is blindingly obvious that our
larger long-term winners reside almost exclusively in the Nordics.
The main reason why we have ventured outside the Nordics in the past few years is that
the best Swedish companies that I understood well have simply been too richly priced to be
attractive for long-term investment. Rather than sitting around and hoping for a market crash
which may or may not come, I thought it was more productive and fun to look elsewhere.
Companies in other geographies take a lot more time and effort to understand well.
While it is often very interesting to go abroad in search for wonderful companies and exciting
stories, it does not make sense to spend much time on investments that have very low odds of
ever becoming high-conviction ideas into which I feel comfortable allocating large parts of
our capital.
Going forward, we will stay in the Nordics as much as possible, with only some forays
into Europe and the United States if the business is: i) online based, ii) its customer base is
international, and iii) local knowledge of a foreign market is not critical for the investment.
Anything else will have to be exceptional situations. I want to thank our Board member
Arimatti Alhanko for helping to clarify my thinking here.
Our portfolio’s geographic allocation 3 at the time of writing looks like this:

3

A small warrant position gives us an additional exposure of approx. 3.5% at the portfolio level. This is why the
total adds up to 103,5%.
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A note to endowments, outsourced CIOs, and family offices
Most large capital allocators that have reached out to me over the years to due diligence
the potential for a partnership have been very nice and mindful about my and their time. I
have also learned a lot from many meetings. Trying to convince investors to partner with us
is not why I started River Oak however, nor what makes me excited to go to work every day.
I started it because I love figuring out investment puzzles and because I have an insatiable
curiosity about the world – in particular, the world of business and entrepreneurship – and to
be an option for those who are looking for a different place to invest some of their savings
and who find our investment philosophy compelling.
I am always very excited to partner with the right investors, but I only look for the type
of relationship I have with my wife; only go after the ones that love you back. In fact, 99% of
River Oak’s current shareholders were already very interested when they initiated contact
(the only case I can remember where I had to do some convincing was with my best friend
over a beer at his summerhouse).
To rephrase, if you’re an allocator and potentially interested to partner with River Oak
in some way, since I won’t be able to spend a lot of time trying to convince you, please only
reach out if you’re already very interested and are looking for a short, well-defined, and
efficient due diligence process. I’ll then be very happy to try to confirm or disconfirm your
beliefs.

In closing
We have had an extraordinary first five years. I will keep going for long-term
extraordinary, but we will not get there every year. At River Oak, we will take both the ups
and downs with unwavering enthusiasm. I don’t know what the coming years will bring but I
can promise you I will keep giving this my all as I love the challenge of investing and I have
no desire to be like the runner who finishes in third place and happily says, “Look, I got 3rd
place and I didn’t even run the whole race. Can you imagine what my time would have been
if I had?” If we are indeed bound for 3rd place, I want to get it having nothing left in the tank.
When it comes to good investment opportunities, particularly in the Nordics, they have
become scarcer over the past decade – probably in part because good information has become
more widely available online and because more foreign investors have realized the benefits of
investing in the Nordic countries.
Handling periods like these require a lot of patience. I failed us in this respect last
summer as I believe my decision to invest in Goodfood was somewhat aided by the fact that
at the time I hadn’t found a genuinely attractive new investment since Qt Group in the first
half of 2020.
It is still difficult to find very many attractive stocks given today’s overall
circumstances, but I’m optimistic that we will make one or two new investments in the
coming few months. I feel much better about our prospects today than I did last year for a
few reasons:
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1) Prices are lower,
2) A few companies took up way too much of my time and mindshare last year,
3) Some painful lessons were learned and won’t be repeated.
Our annual meeting will be on April 2nd at 1 pm and will be held over video link. We
will open the “doors” 30 minutes early so you can experience the joy of Zoom breakout
sessions before we get started. Just as last year, I will again be the least exciting bullet point
on the agenda as we will have another very exciting guest this year. I’m happy to welcome
Fortnox CEO Tommy Eklund who will join us for a fireside chat. I very much look forward
to hearing him talk about his experience leading one of Sweden’s most successful and
impressive companies. I hope you do too.
Next year we look forward to hosting a physical meeting again. Due to the pandemic,
many shareholders – in fact, most shareholders – have never experienced a physical River
Oak Annual meeting. I look forward to changing that next year.
We had our first audit this year. As a nice testament to the simplicity of our operation,
Larisa told me it was the fastest audit she’s ever been part of.
My gratitude goes out to our Board members Amir and Arimatti who have contributed
both actionable data and insights during the year, to my intern Miguel who has completed
two good projects so far, and to Larisa who now handles all our finances and capital raises
with remarkable efficiency. Larisa is about twice as fast as I was in our first few years when I
was handling the same tasks. She is the reason we can report our book value on the first day
every quarter and why we are now able to complete our capital raises in two days rather than
two weeks. Her ability has also freed up a large amount of my time and energy for other
things.
I’m leaving on that sailing trip now with an expected return on December 31st. Just
kidding. I’ll be here. I love being here. You know you love it when successes and failures are
both equally great sources of motivation.
Thanks to all of you for being part of our quest to build a different investment company
that will hopefully make a meaningful difference for all of us, and over the longer term, for
all companies we invest in as well.

March 26, 2022

Daniel Glaser
Founder & CEO
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Founding principles
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets have historically produced
average annual returns of 6%+ over the past 200 years.
2. Invest in companies that are better than average or available at lower prices.
The objective here is to add some additional returns on top of the 6%+ returns that
the general market has provided and is likely to keep providing investors over time.

Goals
1. Don’t lose money.
We always think about the downside first.
2. Earn an average annual investment return of 15% over time.
This will result in an average annual increase in book value per share of ~11.5%
after a 20% dividend on the A-shares according to the Company’s Articles of Association,
taxes, and general operating costs.
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Historical returns
Feb 7, 2017 – Dec 31, 2021: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership

Investment return
(pretax)

Net result

OMXS30 incl. div.
(pretax)

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

2021

14.3%

10.8%

32.7%

(21.9)%

1400.9%

692.2%

198.3%

493.9%

35.1%

25.9%

12.9%

13.0%

Total gain
Compounded annual gain

Difference

Notes to table:
Change in Book value per share is reported net of a 20% dividend on the A-shares according to the
Company’s Articles of Association, taxes, and general operating costs.
1

The OMXS30 incl. div. column does not include having paid the standard annual tax on Swedish
investment accounts which River Oak and Zen Capital pay every year. This tax has ranged between
0.4% to 0.5% of total capital so the real difference for a Swedish investor that invested in River Oak
or Zen Capital instead of OMXS30 incl. div. is thus between 0.4% to 0.5% larger per year than
reported in the table.

2

Estimated currency effects on Investment return: 2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%,
2019 +3%, 2020 -6%, years not mentioned <2%
3

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.
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2022-H1 Letter to shareholders

Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting, or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays, or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers, or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

River Oak’s book value per share decreased by 40.9% in the first half of 2022. Our
book value on June 30, 2022, was SEK 78.2 million, equivalent to SEK 175.06 per share.
Investment return
(pretax)

Change in Book
value per share

OMXS30 incl.
div. (pretax)

Difference

2017 (from Feb 7)
2018
2019
2020
2021
2022 per June 30

13.2%
0.0%
61.7%
104.0%
14.3%
(39.8)%

8.6%
(6.0)%
50.1%
74.3%
10.8%
(40.9)%

5.4%
(7.0)%
30.7%
7.4%
32.7%
(20.7)%

3.2%
1.0%
19.4%
66.9%
(21.9)%
(20.2)%

Total gain
Compounded annual gain

157.1%
19.1%

75.1%
10.9%

44.8%
7.1%

30.3%
3.8%

When evaluating investment results, it is my strong recommendation that you always look at
the longest available period as shorter time periods with their inherent randomness won’t tell
you much of value. As always, I have included a full track record of the past ten years which
includes the results of my Zen Capital Family Partnership from 2013-2016 at the end of this
letter.
A word on float
The difference between our investment return and change in book value per share in the first
half of 2022 is comprised by taxes paid in the period (0.25% of the difference), operational
costs (0.25%), and the use of our so called “float” (0.6%).
Float is a liability on our balance sheet that we can use for investment until we must pay it
out. We initially got some float at the beginning of 2021 when we reserved salary costs for
the coming three years out of our 2020 profit pool. At the start of 2022, our float was 2.9% of
our total assets. It worked to our advantage in 2021 and to our disadvantage in 2022. I expect
that use of any float we have will work to our advantage in most years.

Notes to table
1 Change

in Book value per share is reported net of a reserved dividend on the A-shares according to the Company’s Articles
of Association, taxes, and general operating costs.
2 The

OMXS30 incl. div. column does not include having paid the standard annual tax on Swedish investment accounts
which River Oak pays every year. This tax has ranged between 0.4% to 0.5% of total capital so the real difference for a
Swedish investor that invested in River Oak instead of OMXS30 incl. div. is thus between 0.4% to 0.5% larger per year than
reported in the table.
Estimated currency effects on Investment return: 2017 -10%; 2018 +5%, 2019 +3%, 2020 -6%, years not mentioned <2%.
River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that any impact from
currency movements will be negligible over time.
3

Fellow shareholder,
Since we started River Oak, there have been a few moments where I felt that our
holding company structure along with the requirement that all investors have a 3+ year time
horizon, might not have been the optimal one. This is not one of them. Its benefits shine with
its brightest colours in times like these.
Periods like these, which are guaranteed to come along every once in a while, are the
reason I always strongly emphasize the timeframe and tolerance for large swings to all our
new investors. As much as we all want to believe that we will act calmly and rationally in
periods of duress, there is nothing like a real-world experience that gives you the chance to
prove it.
In addition to our well-suited structure, and equally well-suited shareholder base,
getting out of this period in a good way will require some patience and a level head – from
myself and from all of you. I have no doubts about you, and I hope you have none about me.
If you have been here since July-2019 or longer, you have achieved a satisfactory result
as of today, and if you invested recently, you know that you plan to be here for three years or
more. It is not very generous to evaluate results based on a 1-day snapshot right after a 40%
decline in six months, but let’s do that anyway. Even if you joined River Oak exactly three
years ago, in the Summer of 2019, you have a decent result today of 8% per year slightly
outperforming 7.4% per year for our benchmark. Come July-2025, I believe it is highly likely
that today’s new investors will also have achieved a satisfactory result, and I believe the same
will be true in most 3-year periods.

Our investment operation
We have raised capital two times this year. The capital raised has been particularly
helpful this time. I want to express my appreciation to current shareholders who added to
their investment – and extend a warm welcome to the new investors that joined us. You may
not be brave on the level of Ukrainian knowledge workers who are fighting on the front lines,
and who are perhaps our times’ greatest heroes, but deciding to invest at this time shows that
you are committed to the long-term, which is exactly the type of investors River Oak aims to
attract. Larisa and I also participated with more than SEK 2 million. These capital raises
brought our tally to 80 shareholders.
Now is not a great time to evaluate decisions made in the past few years since every
purchase will look like a mistake, every passed investment will look wise, and every sell
decision looks genius. As you know, I always discourage you to draw any conclusions based
on any shorter period let alone a 6-month period, but I want to give you an idea of why our
portfolio was marked down so much this year. Our two best performing holdings in the first
half of the year, LiveChat Software and Fortnox, were marked down by 15.7% and 19.7%
respectively (slightly less including dividends); the rest were marked down by roughly 50%
on average resulting in the largest drawdown at the portfolio level since our start.
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Earlier in the year, we were sitting with a larger cash balance than at any time since
River Oak's start at ~25% of our total assets. This was in part due to capital raises but mainly
due to the challenging environment we are in with a war in Europe, covid lockdowns in Asia
which affect worldwide supply chains, high inflation, and rising interest rates. As of early
June, we are fully invested again after having made two new investments.
Almost half of our portfolio is now priced at an average of around 13 times past year’s
pretax owner earnings. This part of our portfolio is growing slower and generally contains
companies with a less deep moat. This is our category of companies that I have previously
referred to as the “Goods”.
The remaining half is higher-quality companies like for example Qt Group which are
growing faster, have deeper moats – and as a result are higher priced. This is the category that
I have previously referred to as the “Greats” 1.

Current investment environment
While crazy things happen in the world and markets all the time, these last few years
have been a bit out of the ordinary when compared to history. Before River Oak got off the
ground in early 2017, there had been 20 stock market declines of 20% or more in the past 90
years, or about one bear market every 4.5 years 2. We are currently in our 3rd bear market in
less than 4 years. Historically, to experience three bear markets, you had to be in the market
for 13.5 years. I can understand if you feel the current pace is a bit more than you enjoy.
With the world being more globally connected than ever, with information flowing
faster and more broadly than ever before, and with more people having easy access to the
markets, is this the new norm? Or will we now have gotten many of the large declines over
the coming decades out of the way? Your guess is as good as mine.
I have lately received a few suggestions to consider investing in bank stocks, real estate
stocks, and oil stocks – supposedly because these stocks have done comparatively well in the
past six months. Ironically, these suggestions tend to come from the same people that were
quite enthusiastic about stocks of fast-growing software and online-based companies as
recently as six months ago. It’s hard to justify why I should now take this newfound
enthusiasm of theirs for completely new groups of stocks into serious consideration given
how their previous enthusiasm turned out. Also, where will the enthusiasm of this group of
people be six months from now?
I will stick to companies I'm familiar with and understand well. I remain focused on
studying individual companies (which are all affected by the macro situation to some extent)
and making the best possible decisions for us on a bottoms-up basis.

For those that remember these categories from my 2018 letter, we no longer have a “China” category. Our North Star of
keeping things simple doesn’t rhyme all too well with having investments in China.

1

2

In investing lingo, a 20% decline is the definition of a so-called bear market.
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Our investments
All our investments have a lower market value today compared to the start of the year,
but it’s helpful to separate them into ‘Marked down’ and ‘Failed’ investments. While we are
in a bear market and have a war in Europe along with high inflation and rising interest rates,
we have also had one failed investment which I consider largely unrelated to today’s dire
conditions. In my assessment, the ‘Failed’ bucket has a lone occupant so far this year in
Netflix (we don’t own shares in it now).
Our first goal is to not lose money. What this goal means in practice is that we want to
avoid realizing a loss where I was simply wrong. While I never expected a 100% hit rate,
with Goodfood and Netflix I failed us in this regard. Although I will sometimes misstep, it
remains my primary focus to avoid money-losing investments, as there are few things as
painful – and more importantly detrimental to good long-term returns – as permanent losses.
The rest of our portfolio is in what I call the ‘Marked down’ bucket which has been
caused largely by the factors mentioned above with higher interest rates being the main
reason. Sinch is really the only one of our current holdings that has disappointed me in terms
of business results. I will focus here on the three holdings of ours that have declined the most
in the first half of the year.

You will remember Qt Group from our 2021 Annual meeting. I called it the Photoshop
of smart screen software. Qt still seems to be relatively alone at the top when it comes to
building well-designed high-performance software for embedded devices where fast response
times are important, such as for example car dashboards, medical devices, industrial
automation machines, coffee machines, etc. As you may have noticed, the number of devices
that incorporate a smart screen are growing at a rapid pace, and so is Qt at more than 30% per
year. There have been no operational hiccups here whatsoever.
One thing that has affected Qt and caused results to be “only” great and not better is the
pandemic. Once you develop a commercial product with Qt’s development studio and sell it,
Qt gets a small royalty per device sold. Qt’s license sales have grown quickly since 2018 and
even more quickly since late 2019, but many of the products developed since then have not
reached the market due to supply chain issues. Once this bottleneck is released (or should I
say if), there should be a gradual and quite significant increase of royalties coming into Qt
headquarters.
Qt is currently priced at around 15-20 times my estimate of its 2024 earnings power.
This is comparable to stagnant companies in mature markets that are growing slowly with
significantly lower inherent margins. If I’m roughly right about Qt’s future earnings power
trajectory, this type of valuation parity seems very unlikely to stand.
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Since our initial investment in March-2020, Sinch revenue has increased by 400% to
SEK 25 billion and adjusted EBITDA by 450% to SEK 3.2 billion – exceeding my
expectations by about 3x and doing it faster as well. This growth was achieved organically to
some extent but mainly due to acquisitions. In this period, Sinch number of shares
outstanding has increased by 39% (adjusted for splits) and they have taken on SEK 10 billion
of additional debt to finance acquisitions.
Our initial investment was done at an enterprise value of approximately SEK 22 billion,
but additional purchases were made at higher prices, which has now caused this investment to
be materially underwater. Despite achieving more than a 5-fold increase in revenue and
profits, Sinch shares are currently priced about 5% lower than our initial purchase price in
March-2020. So, what is going on?
It goes without saying that higher interest rates and generally negative market
sentiment have contributed to today’s low share price. Let’s put that aside for now, since that
doesn’t tell the whole story.
First of all, is adjusted EBITDA a good proxy for Sinch pretax owner earnings?
Deprecation & Amortization are not cash outlays but mainly accounting write-downs of
acquired goodwill, so the D&A part is ok. What about adjusted EBITDA? Here Sinch adds
back acquisition costs, integration costs, and share-based incentive programs. Acquisition
costs are clearly one-time in nature, but the other two are not. While integration costs should
diminish over time, deducting SEK 200 million on an annual basis from their reported
adjusted EBITDA currently seems fair. Deducting another SEK 200 million for interest
expenses should give you a decent proxy for Sinch pretax owner earnings.
Let’s now look at some operating factors that affect valuation. While the achieved
growth is indeed very strong, organic growth will always be a more colorful feather in the
hat, and it’s clear that the whole Communication-Platform-as-a-Service (CPaaS) industry has
become way more competitive and commoditized than it was 2-3 years ago.
While Sinch many direct connections to operators around the world which they have
established over 15 years are important in many use cases, especially critical messages where
high deliverability is very important, they are not exclusive in enough geographies to earn
them a lot of pricing power with customers – especially since one of their main competitors
Twilio recently started a new initiative they call “in and up” which means that they offer
customers very attractive rates on messaging to get a foot in the door and then hope to be able
to upsell other higher-margin software products such as contact centers, email, etc.
In addition, operators that sell SMS capacity to Sinch have lately increased prices, quite
significantly in some geographies too, as they are looking for new ways to grow revenue
given the mature markets they operate in, and because they seemingly can. As a result, Sinch
has recently been squeezed in the middle between revenue-hungry operators and competitors
who do not prioritize profitability. This has caused a hit to their messaging margin. One of
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the things I got wrong here is that I expected Sinch to have more say on the pricing dynamics
as the crucial middleman. This does not seem to be the case so far.
So, what does the future look like?
While Sinch used to get the vast majority of their revenue and profit from their
traditional enterprise messaging business, it will now constitute less than half of their gross
profit in 2022, and it is likely to keep declining as a share of the whole. Due to Sinch three
latest and largest acquisitions by far – Inteliquent (voice services), MessageMedia (mobile
messaging for SMBs) and Pathwire (email) – Sinch is no longer primarily an API provider
for sending SMS messages, and its overall margin profile should improve materially
compared to the recent past. This will all become more clearly visible in 2022 as these
acquisitions are fully consolidated in reported results.
Market commentators and media tend to focus excessively on the recent past and in
particular on how much certain stock prices have fallen from a recent high, while the only
thing that really matters in investing is the current price of a company in relation to its
intrinsic value.
Combining all recent acquisitions with Sinch results over the past twelve months, we
currently have a price in the market of around 13 times pretax owner earnings. This is for one
of the leading companies in an industry that is growing rapidly and which I expect will
continue to grow at high rates for the foreseeable future.
To give you one hopefully familiar example of why this industry is growing fast, multifactor authentication (MFA) is one of the larger use cases CPaaS companies help facilitate.
You may know it as 2-factor authentication (2FA) which you perhaps use to secure your
Apple or Facebook account. One recent global survey found that only 45% of small and
medium-sized companies have set up MFA to secure their systems. More should come.
I expect Sinch to grow with the industry at more than 15% per year. The question is
what level of profitability that will be achieved.
It does not seem feasible that companies with their core business in other industries
such as e-commerce, airlines, ride sharing, etc. will have direct contracts with dozens or even
hundreds of operators, and vice versa, that operators will have direct contracts with thousands
of companies. One API seems way simpler and more cost-efficient. There should thus be a
place for CPaaS providers here long-term or at least until we don’t use SMS messaging
anymore, since they have an essential function in the ecosystem where they sit as the relay
bridge between telecom operators, customers, and end users.
There should also be a limit to how much operators will raise prices as aggregators give
them a lot of traffic which is possible as aggregators get large message volumes from
customers that they spread out over multiple operators in different geographies. Operators
should not want to price themselves out of this lucrative and growing market.
All in all, growth should be good and a steady-state blended margin of more than 10%
should be achievable for Sinch over time as the acquired voice, email and SMB messaging
businesses will help bring it up.
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Sinch is the clear #2 CPaaS player after Twilio, it does seem to have the broadest
geographic messaging coverage, and I believe it will have a place in this industry in the
future. In contrast to most (if not all) of their competition, Sinch has a long record of proven
profitability which increases the likelihood that they remain standing in the industry when all
the smoke has cleared.
Having said that, I do not currently see the same upside as I did before. Capitalism
being what it is, in a fast-growing and lucrative industry with relatively low barriers to entry
in each local geography, core profitability seems likely to remain under pressure.
Given how the industry has developed, a lower valuation per profit dollar is warranted
to some extent. In my opinion, just not this low. Insiders agree: the CEO, CFO, Chairman,
and some of the founders who are also Sinch largest shareholders, have been buying shares
along the way down ever since the enterprise value was above SEK 100 billion.
To sum up, if Sinch margins stabilize or improve from here, which is possible through
industry consolidation, more rational competition, passing on operator price increases to
customers over time which has historically been possible, successful cross-selling of newly
acquired products, or through recently implemented cost control measures – this investment
should work out well in the end. If messaging margins continue its decline, and email/voice
margins start following suit, it most likely won’t.

For a long time, I have been very impressed with how Netflix have repeatedly been
able to pivot their business model, from initially renting DVDs to online streaming to
producing their own content – outplaying their competition along the way.
My thesis for our Netflix investment was relatively straightforward. My assumptions
were that in a few years’ time, Netflix would have:
-

Revenue of ~$50 billion
300 million subscribers at an average subscription income of $14 per month
Flattened out content spend; management has repeatedly stated that peak content
spend was reached over the past two years
$20 billion to $25 billion in content spend and less than $10 billion in other
expenses would make Netflix a very profitable enterprise at a very attractive price.

Things have been well on their way along this path for a long time with subscribers
going from 94 million to 220 million and average subscription income going from approx.
$8.5 to $11.5 per month over the past five years.
The last two quarters however made it clear that this thesis was broken. Competition
along with higher market saturation than I believed was the case, makes the equation of 300
million subscribers under flat or lower content spend in a few years’ time look very difficult.
I had not expected Netflix to hit the subscriber “wall” this soon. In the most recent quarter,
Netflix disclosed for the first time their estimate of how many households that regularly use
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their services for free through password sharing with other paying households. It was a quite
staggering number: more than 100 million. In light of their current subscriber base of 220
million, this was a quite shocking announcement. Converting ‘account sharers’ to paying
subscribers looks like a gargantuan task; they are in my experience generally not prepared to
pay anywhere near full price.
Our Netflix position was a far-in-the-money warrant which allowed us to have a certain
exposure with less capital allocated. The downside of a warrant is that if the price of Netflix
shares reaches a low enough level below our purchase price, we have to sell the warrant.
Since my thesis was already broken at the time this level was reached, it didn’t matter much
in this case as I would have sold it anyway. Our warrant position was less than 5% of our
portfolio at cost but as its value increased in 2020 and 2021, this position has had a slightly
larger negative impact than those 5% on our 2022 year-to-date returns.
I have successfully used far-in-the-money warrants on a couple of occasions previously
with for example Apple and Amazon but I’m unlikely to use them again. My current view, or
call it recent lesson, is that an investment should be attractive enough on its own merits
without the “help” that a warrant provides.
While a failed investment is always painful, I don’t view this as a mistake based on
what I knew. All investments will simply not turn out the way you thought they would.

Inflation and interest rates
Since the sudden and significant increase in interest rates is the main reason for our
sharp book value decline, I feel a few comments are warranted on the subject even though
they may be of very limited value – both in terms of correctness and predictive power.
There are people who now say it was obvious all along that interest rates would go up
and stay up. They tend to forget that they have been predicting higher interest rates for the
past 12 years as well. Being 1-for-12 doesn’t really make you correct in my book; it simply
gives you a batting average of 8.3%. That said, higher interest rates are here and seem likely
to stay, so they need to be taken into account. Historically, it has most often been the best
approach to find a compromise between the extreme views on each side. If one side believes
that interest rates will go back to near 0% and the other that we will have a new baseline of
6%, the base case assumption I usually make is somewhere in between.
Now, if you feel that four paragraphs of macro speculations are a complete waste of
your time, I sympathize and urge you to skip ahead to the next section.
Do I believe higher interest rates will pare down the current inflation? The two main
components that are causing the current high inflation in the widely cited CPI-U inflation
index in the U.S. are cars and energy prices. Both are mainly caused by problems on the
supply side. The former is largely due to supply chain disruptions due to China’s ‘zero covid’
policy and other covid related supply delays, while the latter is mainly due to Russia’s
invasion of Ukraine. It seems very unlikely to me that higher interest rates will fix any of
these two problems.
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So how does this end? My current assumption is that the war in Ukraine will go on for
an extended period. None of the sides show any signs towards wanting to end it. I do get the
occasional first-hand report from people who speak to soldiers on the frontlines who confirm
this. China’s ‘zero covid’ policy also seems likely to remain in its current state, which
increases the likelihood that inflation remains elevated for some time.
In other words, we may get a situation where interest rates are raised while overall
inflation remains elevated. Higher interest rate will however dampen the demand side which
should lower inflation in at least the housing and food categories which are two other large
inflation components.
Why is this relevant for us? Well, as a side effect of all this, higher interest rates also
reduce the value of all productive assets with future earnings streams of which we own a few.
It is worth noting that my macro views were similarly pessimistic at the start of the
pandemic. Then the miraculous vaccine development happened, and then the benign omicron
variant came along and essentially put an end to the pandemic, or at least took it down to a
status where it’s no longer more dangerous than the seasonal flu.
At some point, if higher interest rates do not seem to help stave off inflation, they will
probably stop being raised. The same is probably true if they do help. It’s also worth noting
that for inflation to stay elevated, prices need to continuously keep increasing like they have
in the past year. If prices simply stay at the current relatively high level, next year’s inflation
will be 0%.
If you made it this far and still want to read on, bless you.
Why are higher interest rates detrimental to company values?
Let’s assume that we go from near 0% to 5% interest rates. To simplify let’s also
assume that interest rates stay fixed at 5% in the coming years. Let’s further assume that we
are shareholders in Company AB whose earnings power in 2027 will be $100 million.
In our assumed scenario, literally every financial asset in the world that has a future
earnings stream becomes less valuable today. Why?
With higher interest rates, those future cash flows that we are looking to “collect” as
owners in 2027 become less valuable today. This is because $1 that earns 0% interest will
still be worth $1 in five years. Meanwhile, $1 that earns 5% interest every year will be worth
28% more in five years, or $1.28.
Clearly, having cash available today is more valuable in a higher interest rate
environment because you can earn that higher interest rate on your available cash balance,
whereas if interest rates are 0% you don’t earn anything on your available cash.
Conversely, $1 that you will receive in five years is less valuable today since it needs to
be discounted back at our assumed 5% interest rate giving you a present value of $0.78 (if the
amount you will receive in five years is $1.28, it would be worth $1 today under our 5%
interest rate assumption).
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Let’s now go back to our initial assumption about Company AB’s earnings power in
2027. Assuming we are right, come 2027, those $100 million will be there for owners to
“collect”. They are just somewhat less valuable today, which of course means that Company
AB is also less valuable today since its value is the sum of all future excess cash flows it will
generate discounted back to today at an appropriate interest rate, which we have assumed to
be fixed at 5% in our simplified example.
How will higher interest rates affect us?
The above is a somewhat unpleasant reality for owners of productive assets, but it’s not
the end of the world either. While investing may seem less attractive in a period of high
inflation and higher interest rates, if one’s expected returns exceed prevailing interest rates by
a sufficient margin, it makes perfect sense to stay invested in stocks.
In River Oak’s case, I believe the earnings power of our companies will on average
increase by at least 15% per year over the coming few years. While those future earnings are
less valuable than they would have been with lower interest rates, investing is a game of
relative opportunities in which an investor must always look for the best relative values out
there, and lower interest rates are currently not on the menu.

Does our high concentration make sense?
Our highly concentrated portfolio has arguably been the reason why we have
significantly underperformed our benchmark over the past eight months. It has arguably also
been the reason for our outperformance in all prior years. Let’s look at its merits a bit closer.
Howard Marks, cofounder of Oaktree Capital and a brilliantly clear investment thinker,
has talked a lot about how investing is always a two-edged sword. There are almost no
situations in investing where your choice of strategy doesn’t come with both benefits and
drawbacks. Of course, one cannot enjoy the spoils of a concentrated portfolio without also
being susceptible to its risks.
Its risks are in my opinion mostly associated with short-term volatility – over time, it’s
abundantly clear that a sensibly managed concentrated portfolio wins out over its less
concentrated alternatives – and even though we have had a lot of this recently, our portfolio
has not been more susceptible to large drawdowns over time than a broad-based fund.
If you take an arbitrary large fund with a portfolio of 30 to 100 holdings that is
investing in similar companies as we are and compare it to the drawdowns we have had over
the years, you will find that the fund drawdowns are generally on par with or greater than
ours despite the “diversification” that they claim protect its investors against risk. This is
somewhat unintuitive, but it has been true since we started River Oak, it was true in the five
years prior in my family office, and I would bet a lot it would have been true in the prior 100
years as well.
It has also been shown that the difference in expected standard deviation in annual
portfolio returns is almost negligible when going from a portfolio of 10 stocks to 1,000
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stocks. The former showed a 24% expected standard deviation while the latter showed 19% 3.
Is it really worth to diversify into 1,000 stocks and give up any chance of meaningful
outperformance to spare yourself of an additional 5% swing in your portfolio each year?
There are other reasons for focusing on fewer companies as well. In a study looking at
stock market returns over the past 90 years, Professor Hendrik Bessembinder found that,
“…just 86 stocks have accounted for $16 trillion in wealth creation, half of the stock
market total, over the past 90 years. All wealth creation can be attributed to the top 4%
performing stocks, while the remaining 96% of stocks collectively matched one-month Tbills.” 4
While I and our Board members admire a great many companies, River Oak will only
invest in a select few. The reality is that high concentration in my best ideas gives us a real
chance to meaningfully outperform the averages over time (it also exposes us to the risk of
underperforming them). If we don’t give ourselves this chance, there is little reason for our
existence at all as I see it. If we were to simply “hug” the index, you would all be much better
off investing in that index directly through a large-scale financial institution such as Avanza
in Sweden or Vanguard in the U.S. where the costs to get that exposure are zero or near zero
and where there is no risk to ever underperform it.
We have benefited substantially from having a concentrated portfolio over time, and it
requires being able to take the good with the bad.

Looking ahead
One of my favourite movies of all time is ‘The Big Short’ which tells the true story of a
few investors who all bet big on the US housing market crash of 2008. Michael Burry whose
housing crash prediction was spot-on is the movie’s main hero. It is relevant to note though
that Michael has kept on predicting a few other maladies in the subsequent 15 years as well,
none of which have played out like how the housing crash did. Love him or not, I think it’s
fair to say that his nature is a bias on the side of pessimism.
I am the opposite. I tend to err on the optimistic side of things when I’m wrong. This
contributed to giving River Oak a very strong period from 2019 to October 2021. The other
side of the coin are times of deep pessimism such as we have currently where it remains to be
seen how we will fare over a multiyear period. If history is any guide however, optimists tend
to be happy in nine years out of ten while the reverse is true for pessimists – and I not sure
they are very happy in that one year either. They’re merely “right”.
It has been interesting to observe how the market’s movements have completely shifted
investor mindsets of what is needed for successful investing. When markets were going up in
Meir Statman, “How many stocks make a diversified portfolio?” Journal of Financial and Quantitative Analysis
22 (1987): 353-363, doi: 10.2307/2330969. Available at https://www.jstor.org/stable/2330969

3

Bessembinder, Hendrik (Hank), Wealth Creation in the U.S. Public Stock Markets 1926 to 2019 (February 13,
2020). Available at: https://ssrn.com/abstract=3537838 - Thanks to Worm Capital for highlighting this study.
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the past few years, it was “You really need to let your winners run. I made a mistake by
selling this great company too early…”
This year as markets have steadily been going down, it has become “You really need to
take profits once in a while. I made a mistake by holding on to this great company…”
The hindsight could’ve, should’ve, would’ve are all utterly useless. Since it’s
impossible to continuously predict market inflection points with any precision, the best one
can do is learn a few lessons and move on.
What if we keep underperforming like we have in the past eight months? I don’t expect
us to underperform over many 3- and 5-year periods, but I will point out that at the world’s
most successful investment company of all time, in Berkshire Hathaway’s first 50 years, its
book value growth underperformed the S&P 500 in more than one out of every five years on
average. If you look at Berkshire’s share price, which supposedly also bakes in soft variables
that are not visible in its book value, it underperformed the S&P 500 in one out of every three
years on average. Please view that as a definitive upper limit of what is possible to achieve in
an investment operation like ours over time.
What should you make of our recent decline? If you look at all previous drawdowns I
have experienced while managing River Oak and my family office – there has been seven
occasions in the past 10 years when our portfolio declined 15% or more – they all look like
speedbumps a few years later. The current one is admittedly our largest speedbump so far,
but I believe it will prove to be just that: a large speedbump. It won’t be easy, but I’m
committed to make it so.
I will end by paraphrasing a few words by author Vickie Worsham: Life is not about
having everything go right, it’s about facing whatever goes wrong. Now we need to do just
that.
Life is also not about being without doubt, it’s about moving forward despite it. I do
not know what the borders of Europe will look like five years from now; I do think it is wise
to assume that things will work out alright, and I know for sure that it’s more productive and
meaningful to move forward as best as you can rather than hoarding sticks and stones in
anticipation of covid-24 and World War III.
In times like these, it's good to remember that while the future is almost never as good
as it seems when things are going well, it is also never as bad as it seems when things are
going less well. As always, I look forward to River Oak’s future and will strive to make the
most of it. I'm very happy to have you along with me.

July 8, 2022

Daniel Glaser
Chief Executive Officer
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Founding principles
Our basic idea is simple:
1. Make a bet on human progress.
Human progress is the reason why stock markets have historically produced
average annual returns of 6% to 10% over the past 200 years.
2. Invest in companies that are better than average or available at lower prices.
The objective here is to add some additional returns on top of the 6%+ returns that
the general market has provided and is likely to keep providing investors over time.

Goals
1. Don’t lose money.
We always think about the downside first.
2. Earn an average annual investment return of 15% over time.
This will result in an average annual increase in book value per share of ~11.5%
after a dividend on the A-shares according to the Company’s Articles of
Association, taxes, and general operating costs.
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Historical returns
Feb 7, 2017 – June 30, 2022: River Oak Capital AB
Jan 1, 2013 – Feb 6, 2017: Zen Capital Family Partnership

Investment return
(pretax)

Net result

OMXS30 incl. div.
(pretax)

Difference

2013

41.0%

30.8%

25.5%

5.3%

2014

45.0%

33.8%

14.0%

19.8%

2015

35.1%

26.3%

2.2%

24.1%

2016

20.5%

15.4%

9.4%

6.0%

2017

19.6%

14.0%

7.7%

6.3%

2018

0.0%

(6.0)%

(7.0)%

1.0%

2019

61.7%

50.1%

30.7%

19.4%

2020

104.0%

74.3%

7.4%

66.9%

2021

14.3%

10.8%

32.7%

(21.9)%

2022 per June 30

(39.8)%

(40.9)%

(20.7)%

(20.2)%

Total gain

804.0%

368.3%

136.5%

231.8%

Compounded annual gain

26.1%

17.7%

9.5%

8.2%

Notes to table:
Change in Book value per share is reported net of a 20% dividend on the A-shares according to the
Company’s Articles of Association, taxes, and general operating costs.
1

The OMXS30 incl. div. column does not include having paid the standard annual tax on Swedish
investment accounts which River Oak and Zen Capital pay every year. This tax has ranged between
0.4% to 0.5% of total capital so the real difference for a Swedish investor that invested in River Oak
or and Zen Capital instead of OMXS30 incl. div. is thus between 0.4% to 0.5% larger per year than
reported in the table.

2

Estimated currency effects on Investment return: 2014 +7%, 2016 +2%, 2017 -10%; 2018 +5%,
2019 +3%, 2020 -6%, years not mentioned <2%

3

River Oak does not in any way strive to foresee or profit from currency movements. Our belief is that
any impact from currency movements will be negligible over time.
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Disclaimer
This letter is not intended for public use or distribution. It is not to be reproduced or
redistributed in whole or in part without prior consent of River Oak Capital AB (“the
Company”). You agree not to copy, modify, reformat, download, store, reproduce, transmit
or distribute any data or information contained herein or use such data or information for
commercial activities without first obtaining written permission. The Company has sole
ownership of the data and information provided.
All data and information is provided “as is” and is for private use only. It is not intended for
trading and does not constitute advice on investments, securities, taxes, law, accounting, or
anything else. The Company does not advise on investments or your finances. No data or
information constitutes investment advice or a recommendation by the Company to buy, sell
or hold any securities or financial products, and the Company makes no representations
about the suitability of any investment.
This letter does not constitute an offer or solicitation to invest in the Company or an offer or
solicitation for any other investment products or investment advisory services. In making an
investment decision, investors must rely on their own examination of an investment and
make an independent determination of whether an investment meet their investment
objectives and risk tolerance level. Prospective investors are urged to request any additional
information they may consider necessary or desirable in making an informed investment
decision.
The author has to the best of his/her knowledge tried to gather correct information but there
might still be factual errors present. The Company and its affiliates (A) expressly disclaim all
responsibility for the accuracy, adequacy, or completeness of the data and (B) shall not be
liable for any errors, omissions or other inaccuracies, delays, or interruption of such data or
for any action taken on the basis of trust in it. The Company shall not be liable for any
damages resulting from your use of this information. Hence, none of the Company or its
affiliates (nor any of their respective officers, employees, advisers, or agents) accepts any
responsibility for nor makes any representation or warranty, expressly or implied, as to the
truth, accuracy or completeness of the information contained in this letter.
This letter does not constitute a prospectus under the Financial Instruments Trading Act (SFS
1991:980) and has thus not been reviewed by the Swedish Financial Supervisory Authority
(“SFSA”).

Comment on Sinch

July 17, 2022

I normally don't comment on corporate events of our holdings in between my biannual letters. This
will not change but Sinch announcement this past week calls for an exception.
On Monday, July 11th, shortly before midnight, Sinch announced that they are reassessing their
historical Costs of Goods Sold by SEK 162 million. As a result, I sold all our remaining shares in Sinch
the next morning on Tuesday, July 12th.
Related research work
A couple of months ago right after their Q122 earnings report, I contacted Sinch about the discrepancy
between their reported EBITDA and cash flow in the past twelve months. This discrepancy had not
been there before, and I wanted to make sure everything was in order. This is part of normal routine
work I do every week. Sinch gave me three main reasons along with detailed amounts for each:
1) Late invoicing to large customers (they said this is not uncommon at the beginning of a year),
2) Consolidation of three very large acquisitions,
3) Prepayment of traffic to a very large operator to get better pricing.
Once I reconciled the amounts they gave me with the reported numbers, the remaining discrepancy
was small enough that I considered it fully within normal deviations. They also said this would go back
to normal in the coming year.
I had no reason to believe they were lying or withholding any information and I considered their
explanation fully reasonable. It didn’t cross my mind that a misreported income statement was a
fourth reason, none the least considering how rare this type of thing is in the Nordics.
My current thoughts
Some of you probably concluded, rightly so, that I didn't sound as enthusiastic about Sinch in my
recent letter as I normally do about our holdings. After conducting and reviewing dozens of interviews
with industry experts over the past year, including current/former employees at Sinch and some of
their main competitors as well as customers, I concluded I would sell our shares a few months ago.
Considering the recent excessive negative market sentiment that I believed had caused an unduly low
share price however, I decided to hold out for a better price. Last Monday's announcement changed
those plans.
I cannot recall ever seeing misreported numbers of this magnitude in the Nordics unless it turned out
to be a fraud. I do not currently believe Sinch is one – after all, repeated insider buying is not a typical
hallmark in companies that intentionally game their numbers – but I believe they knew about this and
should have disclosed this way earlier. After all, if SEK 162 million is missing in your bank account
compared to what you expect to have, it seems reasonable to assume it’s a priority to find them and
that a few people at the company knew about it. (Sinch says the invoices that caused the misreporting
had all been paid – but, by mistake, these payments were not included in their reported income
statements.)
If this was indeed an honest mistake as Sinch claims, why do I consider this breach so serious?
First, net revenue is equal to the income Sinch receives from customers less costs to operators. Thus,
understating costs to operators is equivalent to overstating their net revenue and earnings.

Second, one of the main question marks in their messaging business: the profit margin, which has
already been declining over the past year – is even lower and declining more rapidly than reported.
The misreported amount is equivalent to roughly 15% of reported 2021 messaging earnings.
Third, either someone at Sinch decided to recognize revenue for a bunch of messages but did not book
costs for them even though the invoices had been paid, or Sinch control systems are remarkably
deficient. A mistake of this magnitude raises a lot of questions about other control functions (or lack
thereof) they have in place. Ultimately, the CEO and CFO are responsible here.
Fourth, Sinch revenue and earnings have been the basis for Sinch share price over the past 18 months.
I assume they have also been important during the process of getting bank loans for acquisitions.
These loans and Sinch shares have in turn been used as currency to acquire four other companies in
2021. This currency, as it turned out, was based on incorrect and too high numbers. It seems very
likely that we will hear more about this in the coming months and that lawsuits may be coming as
well. Unfortunately, I don’t think we have heard the last controversy from Sinch.
Conclusion
In my opinion, Sinch is now either one of the more undervalued companies in Sweden, or the opposite
if there are more cockroaches in the kitchen. When the range of outcomes is this wide, I don’t want
to play. Even if this proves to be a true one-time mistake by Sinch, it is unlikely they can restore my
confidence in their business and reporting without some management changes.
Updates to our investment process
Our outcome here is not Sinch fault. Neither is it the fault of the audit firm who did not raise any
concerns when signing Sinch 2021 annual report. At the end of the day, it is my job to make sure we
don’t get tangled up in outcomes like this.
Most of our negative investment outcomes over the years could have been avoided by applying the
following rules:
1) Don’t invest in companies that report adjusted EBITDA.
(I wrote about the perils of adjusted EBITDA companies in my 2015 family partnership letter.)
2) Don’t invest in companies whose reports require >1h to go through and understand.
3) Historically, I have given our holdings a shorter lease – if there was a negative sign that
potentially changed the trajectory of the business or if a surprise came up of which I wasn’t
aware at the time of investment, I would sell. In the past year, I have favoured being more
forgiving to give companies a chance to get over the occasional hiccup.
I believe this is due to workings on a subconscious level. Once I have written publicly about a
company, I have tended to sell it much later when a negative event of serious nature occurred
than I otherwise would have. This should be possible to avoid if I write about our investments
only once they have been in our portfolio for a while or after they have been sold.
To avoid similar adverse outcomes in the future, I will apply all three rules going forward.
If you have any questions or comments on the above, please call or email me anytime.

July 17, 2022

Daniel Glaser

