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SUMMARY

The Ithaka EAFE Strategy (“IES”) was up 5.1% in 3Q21, beating 
the MSCI EAFE by 5.6 ppts. Turnover for the trailing twelve 
months was a higher-than-normal 42%.
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FIRM OVERVIEW

 Founded in 2008

 Based in Bethesda, MD

 Concentrated growth investors

 100% employee-owned

 ~$1.5B AUM

STRATEGY OVERVIEW

 Seeking high-quality companies 
with durable growth 

 Bottom-up, fundamental focus 

 Concentrated, low-turnover 
portfolio 

 Maximum of 30 large-cap and   
mid-cap holdings

FUND OVERVIEW

 Inception date:       
December 1, 2017

 Benchmark:                   
MSCI EAFE NR

 4 member investment    
team

OBJECTIVE

 Long-term growth of 
capital

PORTFOLIO MANAGERS

 Andy Colyer, CFA

 Scott O’Gorman, CFA

ITHAKA EAFE STRATEGY 

DEVELOPED INTERNATIONAL MARKETS

The MSCI EAFE fell 0.5% in the third quarter. Concerns about 
Chinese regulatory intervention, global supply chain frictions 
and resulting infl ation concerns, and troubled US debt ceiling 
negotiations combined to dampen enthusiasm from generally 
strong earnings reports.  The specter of the default of China’s 
largest real estate developer gave the market a fi nal reason to 
take some risk off the table late in the quarter. 

While 15 of the 21 EAFE countries fi nished in positive territory 
for the quarter, the larger countries were generally within a band 
of +/-3%. The outlier was Hong Kong, which sunk on concerns 
about China. The US Dollar gained against every EAFE currency 
except the Israeli New Shekel.  Overall, the impact of converting 
local currency into higher valued US dollars subtracted ~180 bps 
from the EAFE return in the quarter.

On a sector basis, the move in oil prices was the most signifi cant 
factor for performance this quarter. The energy sector was the 
best performing, followed by technology and fi nancials. In 
contrast, the two weakest-performing sectors were materials and 
utilities, where higher input prices are putting margins under 
pressure.

Outperformance of the information technology sector led 
growth to outperform value within the EAFE for the quarter.  
However, this gap narrowed considerably in the risk-off period of 
the fi nal two weeks of the quarter
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Growth vs Value

EAFE Growth EAFE Value

With overall strong earnings reports for our portfolio 
companies, the IES got ahead of the EAFE early in the quarter. 
Outperformance was sustained despite the end-of-quarter 
excitement from China’s Evergrande.

PERFORMANCE (%) 3Q21 YTD 1 Year 3 Year ITD1

Ithaka EAFE Strategy (Net) 5.1 20.4 42.8 24.5 23.3

MSCI EAFE NR (0.5) 8.4 25.7 7.6 6.0

1 ITD = Incep  on-to-date, annualized.

IES 3Q21 PERFORMANCE

The Ithaka EAFE Strategy (“IES”) gained 5.1% for the quarter, 
outperforming the MSCI EAFE by 5.6 ppts. The 3Q21 IES 
performance brought the one year return to 42.8% (net), which 
compares favorably to the MSCI EAFE, which was up 25.7%. 
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Of the 23 companies held for most of the quarter, 14 
outperformed the index. Only three holdings underperformed in 
a meaningful way. They are noted below under Top Detractors. 
Consensus forward earnings estimates for all but two companies 
increased over the quarter. 
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TOP CONTRIBUTORS

Atlassian. Australia-based Atlassian develops collaborative 
software for other software development and project 
management teams. The company is ahead of schedule on 
a multi-year migration of its products to the cloud. Shares 
in Atlassian gapped up in July on strong earnings for the 
company’s fi scal fourth quarter. Subscription revenue grew at 
50% y/y, well ahead of expectations. Additionally, the company 
added ~23K new paying customers, many of which had 
converted from the free tier.

EQT AB. EQT is the premier private equity fi rm in Europe. Top 
quartile fund performance has allowed it to grow its AUM faster 
than any global peer. The fi rst half of the year saw both revenues 
and earnings exceed the corresponding amounts from all of 
2020. This performance came from both management fees and 
performance fees. Additionally, attractive market conditions led 
to an increased pace of investment as well as a notable rise in 
exits.  

Eurofi ns Scientifi c. Luxembourg-based Eurofi ns Scientifi c is a 
global leader in lab testing for food, drug, clinical diagnostics, 
and other markets. Though its core business has grown steadily 
over the years, the pandemic has driven strong demand for its 
services. The company used this fi nancial windfall to pay down 
debt and increase growth capex.

TOP DETRACTORS

Adidas.  A strong rebound from the prior year quarter 
nonetheless failed to meet market expectations, leading to 
weakness in Adidas shares that continued for the rest of the 
quarter. China, which is a large part of Adidas’ growth story, 
showed particular weakness. Additionally, a government-

-5%

0%

5%

10%

15%

20%

6/30/21 7/31/21 8/31/21 9/30/21

3Q21 Total Return 

IES MSCI EAFE NR

imposed shutdown in southern Vietnam due to COVID, 
combined with port congestion and container shortages, 
showed that the supply chain would continue to be a challenge. 

Worldline. Worldline has spent the last 20 years rolling up 
payments companies in Europe. Most of these acquisitions have 
been subscale processors that increased Worldline’s scale and 
geographic footprint. Worldline is now the 4th largest payments 
processor globally and the largest in Europe. Its €7.8 billion 
acquisition of Ingenico in 2020 brought Worldline a multitude 
of regional processors that Ingenico had rolled up in the last 
few years. But it also brought a substantial legacy business: a 
point-of-sale (POS) terminal business that along with Verifone 
form an effective global duopoly. Though there was a thought of 
better integrating POS with processing, the reality has been that 
the POS business is not a great strategic fi t for the processing 
business, in part because most of Ingenico’s POS customers are 
Worldline’s competitors. The POS business is also, at best, a 
slow-growing business, and, realistically, a contracting business 
due to competing technologies. As such, most investors, 
including us, have assumed that Worldline would sell the POS 
business to a fi nancial buyer in 2021. On its July earnings call, 
management hinted that it may consider holding on to the 
terminal business to exit in a more stable post-COVID macro 
environment. This news has been poorly received. 

Iberdrola. Iberdrola is a Spanish electricity utility that has spent 
the last two decades transforming itself into a global renewable 
energy powerhouse. Though the secular tailwinds for renewable 
energy are large and obvious, Iberdrola’s challenges over the last 
few months remind us why we typically shy away from regulated 
industries. Spain, like many other countries globally, is feeling 
pressure from rising energy prices. The structure of Spain’s 
utilities market, where many consumers pay variable rather than 
fi xed rates, means that many consumers are experiencing sharp 
increases in the price of energy. To give them relief, the Spanish 
government has agreed to lower rates, funded by a clawback 
of windfall profi ts experienced by utilities with non-carbon-
based sources of energy such as nuclear and hydroelectric. 
Because of its large size, and its leverage to hydroelectric and 
nuclear power, Iberdrola will pay a disproportionate share of this 
clawback.

TRANSACTIONS

The third quarter was busier than normal with regard to buys and 
sells. We sold four holdings and initiated positions in three new 
companies. Three of the sales were companies with signifi cant 
exposure to China. Adidas, AIA Group, and Fast Retailing are all 
dependent on China for a signifi cant portion of their growth in 
coming years. Based on actions by the Chinese government over 
the last six months, it’s reasonable to conclude that this growth 
is at risk. We don’t normally make thematic calls for the portfolio 
that involve multiple holdings. But we are no longer comfortable 
with the delicate relationship in China between communism and 
capitalism and the extraordinary imbalances to the economy that 
this has created. Nor are we comfortable with Chinese President 
Xi Jinping’s exertion of a fi rm visible hand to tether the invisible 
hand of a free market he no longer trusts as compatible with his 



3

COMMENTARY | 3RD QUARTER 2021

goals for the communist country. Our fourth sale, Iberdrola, was 
also due, in part, to the heavy hand of the government, as noted 
above.

We don’t think that any of these four companies will necessarily 
be bad investments in the long-run. These are wonderful 
companies and there is a reasonable chance that all four will 
beat the EAFE over the next three to fi ve years. Our goal, 
though, is for the IES to more than just beat the EAFE over 
rolling three- to fi ve-year periods. From the inception of this fund 
almost four years ago our philosophy has been that an investor 
should not have to sacrifi ce performance to diversify outside of 
the United States and to own companies that are not Google, 
Microsoft, Facebook, and Amazon. There are outstanding 
companies all over the world. Because they are not sitting in 
the top slots of the index that we benchmark against, they are 
harder to fi nd. This is a stockpicker’s blessing, not a curse. 

At the IES’s inception the median market cap for the portfolio 
was about $12B. At the end of the June quarter the median 
market cap had grown to $55B. Much of this growth has been 
from the strong performance of our portfolio companies over 
the last few years. We always add companies to the portfolio 
that we think have the potential to grow in market value 3x to 5x 
or more over our holding period. This means that we often buy 
companies smaller than most of our current holdings. That was 
the case this quarter.

The three companies that we added to the IES this quarter are 
Keywords Studios, Mainfreight, and Topicus.com. 

Dublin-based Keywords Studios is the largest outsourced video 
game developer in the world.  As such, it is the only third party 
developer able to offer game studios every aspect of game 
development, from art creation to software engineering to 
localization and customer support. And it can do this globally. 
While the company benefi ts from the long-term secular growth 
of the gaming industry, it is not subject to the console cycle 
or the success or failure of individual titles. Keywords has an 
active acquisitions program, in which it adds capabilities and 
geographic breadth through tuck-ins. 

Though the pandemic has highlighted the dependence of 
the global economy on supply chain logistics, the third party 
logistics industry has been a secular grower for decades. We 
purchased top-tier logistics company DSV at the inception of 
the fund and continue to have a profi table experience with it. 

This past quarter we acquired another logistics company, New 
Zealand-based Mainfreight. Mainfreight was founded in 1978 by 
executive chairman Bruce Plested, who started the company with 
$7200 and a 1969 Bedford Truck he used for deliveries. At the 
time New Zealand had a highly regulated transport market. A 
license from New Zealand Railways Corporation was needed to 
carry freight greater than 150 km. Deregulation of land transport 
in 1982 changed this, and Mainfreight quickly won a large share 
of the New Zealand market. Over the last 40 years Mainfreight 
has grown organically and through acquisitions. It now operates 
in 20 countries, with a quarter of its revenues generated in each 
of New Zealand, Australia, and the Americas. The remaining 
revenues come from Europe and Asia. Its focus is on the fastest 
growing segments of global logistics, LCL (less-than-container) 
and LTL (less-than-truckload).

The fi nal purchase was Topicus.com. Though our performance 
has been pretty good over the last almost four years, we make 
mistakes. One of those mistakes was selling our small allotment 
of Topicus shares when spun out from Constellation Software 
early this year instead of turning it into a formal position. 
We corrected that mistake this past quarter. Constellation is 
another company that has provided terrifi c returns to the fund 
since inception. Constellation was founded in 1995 by venture 
capitalist Mark Leonard with $25M raised from his VC fi rm 
and the Ontario Municipal Employee Retirement System. His 
insight was to buy companies, give them capital and improve 
their operations, but hold them for life, not exit like a VC. He 
would also target small vertical software companies, as the 
economics of these businesses are inherently attractive. Over 
the last 25 years, Leonard has acquired hundreds of vertical 
software companies, each dominant in a specifi c niche. He lets 
them operate with autonomy, but instills in them the religion 
of capital allocation and return on invested capital. Leonard’s 
periodic President’s Letters are as much a must read as are 
Buffett’s annual shareholders letters.  Which is all to say…. as 
an operating unit within Constellation, TSS, now Topicus.com, 
was shaped by Leonard’s philosophy and processes, and is very 
similar. Like Constellation, Topicus is a rollup of vertical software 
businesses. It has a concentration in The Netherlands but 
operates throughout Europe. Unique to Topicus is a part of the 
company that is a vertical software incubator. This part of Topicus 
came with the company’s fi nal acquisition before the spin-out 
from Constellation, an acquisition that in fact is also the source 
of its name, Topicus.com.  
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Past performance is not indicative of future results. The performance 
shown is for the Ithaka EAFE Strategy Composite. All fully discretionary 
taxable and non-taxable accounts are added to the composite following 
the fi rst quarter in which their ending market values equal or exceed 
$0.1 million. Results of individual accounts may vary from the composite 
depending on account size, timing of transactions and market conditions 
prevailing at the time of the transaction. The gross-of-fee performance 
does not refl ect the payment of management fees and other expenses that 
are incurred in the management of an account. The net-of-fee performance 
includes the payment of such fees and expenses and may include fee 
estimates for clients who pay in arrears. Gross-of-fee performance and 
net-of-fee performance both include the reinvestment of all distributions, 
dividends and other income.
    
The performance shown is compared to the MSCI EAFE NR Index. The 
MSCI EAFE NR Index measures the performance of the large and mid-
cap equities from 21 developed market countries not including the 
United States. This broad-based securities index is unmanaged and is not 
subject to fees and expenses typically associated with managed accounts. 
Individuals cannot invest directly in an index.

The information provided in this report should not be considered a 
recommendation to purchase or sell any particular security. There is no 
assurance that any securities discussed herein will remain in an account’s 

portfolio at the time you receive this report or that securities sold have 
not been repurchased. The securities discussed do not represent an 
account’s entire portfolio and in the aggregate may represent only a small 
percentage of an account’s portfolio holdings. It should not be assumed 
that any of the securities transactions or holdings discussed were or 
will prove to be profi table, or that the investment recommendations or 
decisions Ithaka makes in the future will be profi table or will equal the 
investment performance of the securities discussed herein. Investing in 
securities entails risk and may result in loss of principal.

The Ithaka Group, LLC (Ithaka) has entered into a written agreement 
with Cedar Partners, ltd. (Cedar), which requires Cedar to provide client 
relationship and marketing services to Ithaka, including the introduction of 
prospective advisory clients to Ithaka. Cedar is not affi liated with and has 
no relationship with Ithaka other than a contractual relationship governed 
by the agreement between Cedar and Ithaka. Ithaka compensates Cedar 
by the payment of an Annual Retainer plus an Account Fee equal to 20% 
of the investment management fees paid to Ithaka by clients introduced 
by Cedar. The retainer is paid during the term of the Agreement between 
Cedar and Ithaka. The Account Fee is paid for as long as the client’s 
account is managed by Ithaka. Ithaka has a standard fee schedule and 
does not charge any additional amounts to clients who were marketed by 
Cedar to cover the amounts Ithaka pays to Cedar.

Contact: Scott O’Gorman
3 Bethesda Metro Center | Suite 810 | Bethesda, MD 20814
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