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Citadele Eastern European Bond Fund 
Why Eastern European bonds?

High yielding segment within global emerging markets universe

Eastern Europe is persistently undervalued to its actual credit ratings
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Source: Barclays Capital Global EM Index: country statistics, 30/11/2010
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Citadele Eastern European Bond Fund 
Why Eastern European bonds?

Regionôs corporates constantly undervalued to their EM peers

E.g., Gazprom (blue line) eurobonds yield more than comparable Petrobras bonds (orange line), despite 

comparative fundamentals and the same BBB composite credit rating

3
Source: Bloomberg



Citadele Eastern European Bond Fund 
Why Eastern European bonds?

Corporate governance standards in Eastern Europe not worse than elsewhere in EM 

For example, the recent study by GovernanceMetrics International ïan independent corporate 

governance research and rating agency:

4
Source: www.gmiratings.com, as of 27/09/2010
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Citadele Eastern European Bond Fund 
Why Citadele Asset Management?

Leading investment specialist and wealth management service provider 

in the Baltics

Solid track record in mutual fund management (over 10 years):

Eastern European fixed income and balanced funds

Equity funds in Russia, the Baltics, Ukraine

Local presence in the Baltics, Belarus, Russia, Ukraine, Lithuania and 

Kazakhstan

Regular research team support and feedback (incl. weekly overviews)

Open architecture platform allows to focus on client needs

Subsidiary of Citadele banka (main shareholders 75% Latvian 

government, 25% EBRD)
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Citadele Eastern European Bond Fund 
Investment Philosophy

We are dedicated long-term investors who believe in fundamental value and exercise a 

disciplined team-based approach

We believe we can add value through local expertise and on-the-ground presence

We are not benchmark-driven, but focus on intensive in-house research and bottom-up value-

based security selection

In addition to company-specific research, we formulate in-house view on global markets through 

combination of in-house and third-party research, in order to identify global trends affecting 

companies and sectors in the region

We normally take a long-term perspective with relatively low portfolio turnover

6



Third party researchInternal investment universe 

review (bi-weekly)

New issues

Idea list to buy Idea list to sell

Weekly portfolio 

movers review

PORTFOLIO

Internal rating assigned

Fair spread assigned

Internal rating revised

Fair spread reassessed

Idea screening for further research (weekly meeting or ad hoc 

decision) => Weekly task list for analysts

Undervalued => buy signal Overvalued => sell signal

Citadele Eastern European Bond Fund 
Investment Process
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Citadele Eastern European Bond Fund 
Investment Process - overview
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Continuous generation of any buy/sell trade ideas

At least weekly an organized meeting of analysts and portfolio manager is held
Monitor portfolio changes and largest movers and portfolio security valuation scores

Develop the weekly work plan for analysts and portfolio manager based on the idea list ïidentify the ones 

worth detailed research attention

Research results on these normally reported to PM when ready, but no researched ideas are to remain 

open post weekly meeting

Ad hoc adjustments to the analyst work plan are allowed (stealth new issues, attractive price 

offers, corporate action announcements, etc)
Yet the incremental amount of work amount needs to be realistic not to completlely overrule the weekly 

plan

Openness and constant communication within the team are the building blocks of the investment 

process, but the elements to ensure discipline are purposefully added

Our investment process is bottom-up, benchmark unaware, and aimed to add value in medium-

to-long term



Citadele Eastern European Bond Fund 
Investment Process ïvaluation
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Backbone of our instrument valuation is the internal credit rating assigned to each issuer based 

on the internal credit research

Fair spreads for the particular rating/duration combination are determined based on aggregate 

market data (compiled by maturity/duration and credit ratings) and market peers

Comparison of actual and fair spreads on an instrument level leads to a clear buy and sell 

discipline

This provides a systematic and flexible approach, allowing to identify undervaluation in a 

multitude of situations (high grade, high yield, distressed, etc.)



Citadele Eastern European Bond Fund 
Investment process examples

Disciplined trade ïRaspadskaya

Russia's second largest coking coal producer

Bought when undervalued comparing to 

credit rating (valuation score < 1x) 

Sold when overvalued (valuation score > 1x), 

annualized total return +49%

Strategic holdings ïGazprom

Russian government controlled oil & gas 

company of systemic importance

Continuously undervalued compared to 

peers, attractive for buy-and-hold

Annualized total return +9.4% (on 30-Nov-10)

BUY

Valuation 

score: 0.6x

BUY

Valuation 

score: 0.8x

BUY

Valuation 

score: 0.8x

SELL

Valuation 

score: 1.5x

BUY

Valuation 

score: 0.4x

HOLD

Valuation 

score: 0.4x

Source: Bloomberg
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Citadele Eastern European Bond Fund 
Investment process examples

Placement premium ïKazmunaigaz

Kazakh National oil & gas company

Bought due to significant placement premium

Result: +6.3% in less than 2 weeks as 
placement premium realized

Strategic hold after premium realized

Overall annualized total return +38%

Active trade ïMOL
One of the largest integrated oil & gas 
companies in the CEE

Result: +7.8% in two-week time

Bought amid short-term price weakness 
triggered by Hungarian PM statements, while 
not supported by companyôs strong 
fundamentals and globally diversified profile

Overall annualized total return +26%

BUY

Valuation 

score: 0.5x

SELL

Valuation score: 0.9x

Implying 1 notch 
downgrade due to 
increasing leverage

HOLD

Valuation 

score: 0.6x

BUY

Valuation 

score: 0.7x

Source: Bloomberg
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Citadele Eastern European Bond Fund 
Investment process examples

Distressed ïBTA Bank

Once the largest Kazakh bank which failed 

mostly due to corporate governance issues

Bought as the bonds traded below our 

estimated recovery value

First bought on 9/Jun/2009 at 30% of par, 

restructured in August 2010: 12% of claims 

received in cash, 37% in new eurobonds, 

51% in equity and recovery notes

Currently in portfolio rated as Hold

Annualized total return +39%

Niche trade ïUAH-denominated 

VTB Ukraine

Ukrainian branch of Russiaôs second largest 

State-owned bank

Purchase supported by strong credit quality 

and positive view on UAH, YTM 16%

Bought: 26 Mar 2010, Sold: 17 Aug 2010

Annualized total return +25%, both due to bond 

performance and UAH appreciation
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Citadele Eastern European Bond Fund 
Risk management

Ex-ante ïwithin the investment team
Credit risk at instrument and aggregate portfolio level based on internal and external credit scores

Duration risk on a portfolio level

Ex-post ïcompany management, Fundôs investment committee
Independent monthly report for the company management:

Return analysis ïabsolute and versus benchmark

Risk analysis ïchanges in maturity split, rating structure, country/currency/sectoral allocations

Any observations and worries are thoroughly discussed with the portfolio manager

Each transaction authorized for settlement by all investment committee members
IC includes members not involved in the day-to-day management of the Fund

Investment restrictions and internal guidelines

Standard UCITS III restrictions apply

Currency risk management guidelines:
The Fund is focused on hard currency Eurobonds, but local currency debt allowed to max of 30%

In Eurobonds, all non-USD risk is normally fully hedged at all times. Max active position is +/-5%

In local currency debt, currency risk vs. USD is normally not hedged

Additional internal policies:
No single issuer credit risk over 5%

Country allocation guidelines are set

*as of November 30, 2010
13

Minimum Neutral Current Maximum

Russia 20 40 23.3 60

Ukraine 5 15 21.9 30

Kazakhstan 5 15 18.2 30

Other 10 30 36.6 40

(cash counted as Other/Latvia)



Portfolio Breakdown by Currency

Citadele Eastern European Bond Fund
Portfolio Characteristics and Performance*

Portfolio Breakdown by Country of Operation

Statistics

Bonds Average Duration   3.0

Bonds Average Yield to Maturity 8.0%

Portfolio Composition

* as at 31/01/2011

Top 10 Holdings

Zhaikmunai Finance 10.5% 19/10/2015 3.97%

Bank of Georgia 9% 08/02/2012 3.86%

Center Credit International  8% 02/02/2011 3.84%

Gazprom 7.2% 01/02/2020 3.79%

Citadele Bank 5.6% 05/05/2011 3.74%

BTA Bank 10.8% 01/07/2018 3.60%

MOL Humgarian oil and gas 5.9% 20/04/2017 3.35%

Alfa Bank (Ukraine ISS) 13% 13/07/2012 3.21%

Halyk Saving Bank 7.8% 13/05/2013 3.16%

GNG Finance Public 10% 08/11/2012 3.12%

TOTAL: 35.66%
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Cash and net derivative position of 13.28% included in Latvia

Cash represents cash and net derivative position

2.98%

11.28%

85.74%

Sovereign Bond

Cash

Corporate 
bonds

-2.71%

1.55%

7.03%

94.12%

EUR

UAH

RUR

USD

2.31%

2.60%

3.22%

3.35%

5.09%

6.54%

15.19%

19.96%

20.27%

21.47%

Poland

Estonia

Belarus

Hungary

Croatia

Georgia

Latvia

Ukraine

Kazakhstan

Russia



Citadele Eastern European Bond Fund 
Default Rate ïFund vs. Market

The Fund has lower losses from issuer default than the market overall
Fundôs default rate calculated as loss-given default amount divided by average Fundôs net assets in a 

given year

European speculative-grade bond default rates collected by Moodyôs

No aggregate data available for Eastern Europe ïthe market default rate is possibly understated

Volume-weighted default rates, %

0.0% 0.0% 0.0%

1.4%

0.4%

12.2%

1.9%

6.9%

3.1%

1.2%

0%

2%

4%

6%

8%

10%

12%

14%

2006 2007 2008 2009 LTM in 11m10

Fund Moody's European speculative-grade

Source: www.moodys.com
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Citadele Eastern European Bond Fund
Portfolio Characteristics and Performance 

Fundôs Characteristics

Date of inception 12/03/2003

Compliance status UCITS III

Domicile Latvia

Currency USD

Investment manager Citadele Asset Management

Fund size USD 19.14 mln

Management fee 1.50% p.a. 

Load fee 1.00%

ISIN code LV0000400125

Custodian Citadele Banka

Issue/Redemption Daily

Distribution Dividends Reinvested

Indexed performance since inception

Performance 31/01/11

YTD
0.81%

1 m
0.81%

3 m
1.57%

6 m
5.43%

1 year
14.94%

3 years
8.07%

5 years
7.34%

Since Inception 74.60%

Annualized Since Inception
7.31%

Ratios 1 Year 3 Years 5 Years

Volatility 5.47% 20.05% 15.51%

Sharpe Ratio* 2.67 0.34 0.29

Max Drawdown** 3.87% 25.80% 25.80%

* Risk free rate: 3M LIBOR USD 

** Max Drawdown is calculated as the max drop of 30D roll return
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Citadele Eastern European Bond Fund 
YTD return contribution

0%

1%

2%

3%

4%

5%
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7%

8%

UA RU KZ Other

Return contribution: Geography, 11M10

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

Financials Energy Consumer 
Discretionary

Materials Other

Return contribution: Sectors, 11M10

17-0.5% 0.0% 0.5% 1.0% 1.5%

Privatbank-12

BTA

Alfa-Bank Ukraine-12

Naftogaz Ukraine-14

Sovcomf lot-17

Avangard-15

Zhaikmunai-15

DTEK-15

Top/bottom contributors, 11M10



Citadele Eastern European Bond Fund
Comparison to Peers

Outstanding long-term track record comparing to closest peers:

UBS Russia Bond Fund - invests in government and corporate bonds in Russia and CIS

Evli Russia Debt Fund - majority invests in ruble-denominated corporate bonds

DWS Russia Bond Fund ïinvests in ruble-denominated government and corporate bonds
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Source: Bloomberg
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Eastern European Region
Current top picks

Russia ïEvraz Holding, composite rating: B+

One of the largest vertically-integrated steel businesses in the world with strong local presence, thus 
major beneficiary from massive infrastructure spending. Upcoming FIFA World Cup 2018 is an additional 
boost

Debt repayment schedule successfully extended with no major redemptions within 2011-12 

Ruble-denominated bond currently yields 9% at duration of 2.1 (put option in 2013), which makes it one 
of the most attractive instrument from risk/return perspective in Russiaôs local bond universe 

Ukraine ïFUIB, composite rating: B+

Number 13 by assets, aiming for a top-10 position, with a strong owner ïrichest Ukrainian Rinat 
Akhmetov who is closely affiliated with the new government formed by his sponsored Party of Regions

Great fundamentals: 33% of assets in cash and securities, Basel II Capital adequacy at 27%, 
Loans/Deposits 125%, minimal related party exposure (as opposed to peers)

Mispriced: despite its fundamental strength and beneficial ownership structure, is priced significantly 
cheaper than riskier Privatbank and Alfa Ukraine, among highest yielding names in CEE universe

Kazakhstan ïBTA Bank, composite rating: B-

Distressed debt idea, once largest Kazakhstanôs bank that failed mostly due to corporate governance 
issues

After the successful debt restructuring the bank is deleveraged and meets regulatory requirements. 
Emphasis is put on the recovery of bad loans, particularly in Russia

Likely purchase by Russiaôs largest State-owned bank Sberbank around 2012 will greatly enhance BTAôs 
credit quality. The bond is priced in line with poorer quality KKB despite its quasi-sovereign status and 
Sberbankôs intentions
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Eastern European Region
Eastern European Debt Markets Outlook and Strategy

The Fed appears to be giving green light for further quantitative easing policy

Fiscal metrics of many, if not most, emerging market economies are better than in the 

developed world, even accounting for the higher cyclicality of these economies

Due to developed market debt problems EM debt appears to have finally become a truly stand-

alone asset class. Fund inflows have been and are expected to remain strong

While the market is not cheap, its fundamentals remain supportive. Yet in this environment we 

believe simple directional trade is not recommended - security selection is important

In CIS, Kazakh and Ukrainian issuers are still relatively more attractive than Russian:
In Kazakhstan major spread drivers are normalization in the banking sector and countryôs economic fundamentals, which 

are the regionôs strongest

In Ukraine ñpolitical moderationò, the strongest spread driver, is still not fully accounted for in pricing, while the high beta

nature of the economy based on metallurgy is a risk

Russia as a whole lacks the idiosyncratic factor in our view, therefore the global factors will be relatively more important,

but due to Russian marketôs breadth, interesting opportunities can be still spotted

In Russia and Ukraine we still exploit select local currency opportunities as we view the extra yield sufficiently 

compensates the shorter term currency risks

During 2010 several Central European opportunties have become attractive relative to their CIS 

comparables, as a result, their weight in the Fund has risen. We continue to opperate on a fully 

bottom-up valuation basis in the Central Europeôs market

Source: www.cbonds.info, Bloomberg 20



Citadele Eastern European Bond Fund 
Fund Management Team

Andris Kotans, CFA, Senior Fund Manager

Mr. Andris Kotans is the portfolio manager of the majority of Citadele AM fixed income investment

funds. Mr. Kotans joined Citadele Asset Management (former Parex Asset Management) in October
2007. Prior to that, he was a portfolio manager at Hansa Investment Funds managing Central and
Eastern European local currency bonds. Mr. Kotans is a CFA charter holder. He has received a
Master's degree in economics from Central European University in Budapest and his Bachelor's
degree in economics and business administration from Stockholm School of Economics in Riga.

Edgars Lao, Fixed Income Analyst

Mr. Edgars Lao is responsible for credit analysis of CEE and CIS corporate bond issuers with a

special focus on Russia. Mr. Lao joined Citadele Asset Management in December 2007. Prior to that

he acted as a credit risk analyst with Latvijas Krajbanka. Mr. Lao holds a Bachelorôsdegree in BA

from the School of Business and Finance and currently is acquiring his MBA in Riga Business

School. He is also a CFA programme candidate (passed Level 2 exam in June 2010).

Igors Danilovs, Fixed Income Analyst

Mr. Igors Danilovs is responsible for credit analysis of CEE and CIS corporate bond issuers with a

focus on issuers outside Russia. Mr. Danilovs has been with Citadele Asset Management since June

2007. He has received his Bachelorôsdegree in Economics and Business Administration from

Stockholm School of Economics in Riga. He is also a CFA programme candidate (passed Level 3

exam in June 2010).
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Eastern Europe 

Region Highlights 



Eastern European Region
In Focus

Our definition of Eastern Europe consists 

of the following countries: 

Albania, Belarus, Bosnia and Herzegovina, Bulgaria, 

Croatia, Czech Republic,  Estonia, Hungary, Latvia, 

Lithuania, Poland, Republic of Moldova, Romania, 

Russia, Serbia, Montenegro, Slovakia, Slovenia, The 

former Yugoslav Rep. Of Macedonia, Turkey, Ukraine, 

Kazakhstan, Azerbaijan, Georgia 

Population: 400 million people

Territory: 19 million km2  

Nominal GDP of EUR 3,564 billion

Strong earnings growth as a result of 

economic growth 

Improving corporate governance

Developing market infrastructure to 

participate in economic development

Our primary focus on CIS corporate debt 

due to generally more appealing 

risk/reward opportunities
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Eastern European Region
In Focus

Eurobond markets of CEE can be divided in three segments: CIS, Central Europe and 

others. In the corporate space CIS is the dominant market, while in the sovereign space 

Central Europe dominates

The regional convergence story resulted in shrinking sovereign spreads in the past, which in 

our view in the future is to be followed by corporate spread contraction

Combined with our expertise, this leads us to primarily focus on the corporate segment of the 

CIS eurobond market, but we do not disregard select opportunities in the rest of the region

Source: Bloomberg, 30/11/2010

CIS
85%

Central 
Europe

11%

Other
4%

CEE corporate eurobond market

CIS
15%

Central 
Europe

53%

Turkey
24%

Other
8%

CEE sovereign eurobond market
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