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ELCANO SICAV returned -8.9% in the first three months of 2018. Since inception in December 2009, total
return net of fees and expenses is 79.5%, equivalent to a compound annual return of 7.3%, exceeding our
LT goal of inflation +5% (6.5%).

Since December, 3 positions that have been recycled into 3 new ideas.

• We sold our stake in the offshore contractor Subsea7 (SUBC:NO) with a 49.2% gain (12.8% CAGR) in the
40 months we carried it in the portfolio with an average weight of 8%. Subsea7 has reacted fast to the
downturn, preserving its cash generation and making a great effort to improve technology and
competitiveness, being very well placed for the recovery. Although still attractive, we think there are
better options such as SEACOR Marine that will be detailed below. We have a policy of limiting our
exposure to a single sector to 1/3 of the portfolio.

• Disposal of our entire position in the global engineering firm AECOM (ACM:US), with a 14.8% return in
51 months (3.3% CAGR).

• Sale of our entire stake in the American wholesale distributor Essendant (ESND: US) with a 42% loss in
less than a year. It is together with Kodak and Fossil our worst investment since inception. Despite
trading below replacement value, the company faces a challenging future given the strong price pressure
and the fact that half of its sales are in secular declining categories. Without growing volumes, the
distributor flywheel based on leveraging the network and purchasing power does not work. As a
consequence, Essendant faces a few years of continuous restructuring and we do not see a strategic
value in the company. The unexpected loss of its two national customers is the main reason behind our
loss. The good news if any is that in these 9 years we have learned to listen to the market and not to
average down and even to reduce the exposure as losses accumulate. George Soros says that in investing
it is not how many times you are right or wrong that counts, but how much you make when you are right
and how much you lose when you are wrong.

• Investment of 5% of the portfolio in UK´s leading defense contractor Babcock International (BAB: LN). It
offers technical services and support to the air, land and naval military forces providing infrastructure,
training and technology. In addition, it runs the largest European helicopter emergency business and it is
the Nr. 1 nuclear services company in the country. 25% of its sales are international.

Defense is a long-cycle relatively stable industry, with demand a function of perceived geopolitical
threats. Babcock´s maintenance focused business is more stable than platform building. In most cases,
the government as the sole acquirer has a few providers to buy from given the strong barriers to entry
like technical knowledge, reputation, financial capacity, long contracts and infrastructure. Contract losses
are relatively infrequent, a key difference to less differentiated services. Long term success is dependent
on capital allocation and focus in those sectors with technological leadership that can be preserved and
extended. Babcock has an excellent track record.

Leaving aside the latest political events in the country, the investment opportunity has been created by
the recent losses and bankruptcies of a few government contractors. Carillion, the country´s second
largest construction company, was declared insolvent in January due to contract losses. The market



info@elcanosicav.com | c/Ayala 42 -28001 Madrid    

Report nr. 48 | Year IX | 1st of April 2018

The contents and investments on this document are not designed or intended for those who reside in jurisdictions where they are not authorized. The information
contained in this document does not constitute an offer to buy or sell shares. The net asset value per share is subject to market fluctuations, that can lead to either
positive or negative returns, and that may cause a loss of principal. Please read the last page of this document for Important Information. Past results are neither a
guarantee nor a reliable indicator of future performance.

wrongly places Babcock International in the support services industry group despite being a defense
contractor with a business that has nothing to do with the rest of the group. Support services are
generally undifferentiated services that large corporates and the government decide to outsource (i.e.
facility services, prison management). As an example of the misconception, the following text appeared
on the 28th of March in a financial services retail platform:

“A profit warning will always make a company’s share price fall, but what clues are there that a profit
warning might be on the way or that some other kind of trouble will drastically affect a company’s share
price? 1. When a company in the same industry is in trouble: When the demise or ill-health of a company
in a particular industry hits the headlines, attention tends to focus on the viability of others in the same
line of business. Carillion’s collapse in January meant that people scrutinized other outsourcing
companies. Capita, which runs schemes such as the television license and the congestion charge,
confessed that all was not well with it either and issued a profit warning. Its share price fell almost 50%
as a result. Other outsourcing companies such as Interserve and Serco also saw significant drops in their
share prices”

We paid for the shares 6x EBITDA and 9x profits, against an historical average of 9x and 13x respectively.
The sector normally trades above 10x EBITDA.

• Investment of 5% of the NAV in SEACOR Marine (SMHI: US), an investor-operator of offshore support
vessels after it was spun off from SEACOR Holding. We think it is an excellent opportunity to take
advantage of the current downturn in the offshore industry. Our decision is based on the following 6
points:

1. Differentiated portfolio. Whilst most operators are heavily exposed to sectors with a significant
supply overhang (PSV, AHTS), SEACOR is mainly invested in niches (i.e. the largest fleet for
offshore windfarms maintenance in the North Sea).

2. Financial strength. In an industry where most of the companies have gone bankrupt, SEACOR
Marine´s strong balance sheet allows it to take advantage of the current opportunities.

3. Credentials and incentives. SEACOR Marine´s board is chaired by Charles Fabrikant, who
founded SEACOR 30 years ago and has one of the best track records in the industry.

4. Knowledge and capabilities. Its deep sector knowledge, connections, global infrastructure, and
experience enables SEACOR Marine to exploit the opportunities that are found in every crisis.
One such example is the formation of SEACOSCO in January 2018 as a JV between the company
and COSCO, the world ´s largest fleet owner. SEACOSCO has acquired from COSCO´s own
shipyards 8 newbuild PSVs for $160mn, 70% financed with a non-recourse secured loan granted
by the shipyard. The construction value for the 8 PSVs is $280mn, a substantial premium to the
$160mn paid.
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5. Sector recovery. Our analysis and observation points to a strong demand recovery next year,
based on the unavoidable need for reserve replacement. This fact plus the scrapping that is
taking place should lead to higher day-rates in the future.

6. Price. The Table below summarizes our valuation and shows a steep discount to fair value.

• Investment of 5% of the NAV in Armstrong Flooring (AFI: US) that was spun off from Armstrong World
Industries almost 2 years ago. Through the Armstrong and Bruce brands, it is the Nr.1 by market share in
resilient and wood flooring.

In the US half of the floors are covered by carpet or rug, products that keep losing share to hard surfaces,
mainly wood and vinyl. 70% of the market is for replacement and renovation which is relatively stable.
Although the sector in aggregate grows at a GDP rate, a few categories such as Luxury Vinyl Tile or
Engineered Wood are rapidly expanding at the expense of less attractive products like carpet or
linoleum.

The industry is relatively concentrated given high barriers to entry such as economies of scale
(purchasing, capital intensity, distribution, advertising), the benefits of having a full line of products and
the importance of the brand and innovation. Armstrong is the only pure play in resilient flooring as its
competitors (Mohawk, Shaw, Tarkett) are much larger companies with presence in a variety of
categories and geographies. AFI´s advantage lies on having the most recognized brands in the industry
and in the advantages from its high market share.

With typical EBITDA margins of 12-14%, companies in the industry trade around 8x EBITDA and 1x Sales.
We are paying just 0.3x Sales, which is unwarranted. Furthermore, we think there is a high probability of
Armstrong Flooring being acquired given the following 6 facts:

Source: SEACOR Marine 2017 10-K and company presentations, Own analysis.
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1. The sector is consolidating and Armstrong Flooring is the leader in growing categories, making
its profile attractive.

2. Its competitors are several times its size, making an acquisition more feasible.

3. The company is undervalued by the market.

4. There are large potential synergies to be captured in an acquisition. We calculate Armstrong´s
margins could rise more than 5% in a combination.

5. This month it anniversaries 2 years as an independent company, meaning that there can be a
change in control without destroying the tax-free status of the spin.

6. At least 40% of the shares are in the hands of activist investors that would welcome a sale.
Furthermore, we calculate that in a transaction at 1x Sales the CEO would get 30x his annual
salary.
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ELCANO SICAV

ELCANO SICAV is a long-only value-oriented global fund that seeks to achieve the highest
compound annual return in the long run, with a minimum of the inflation rate plus 5%.

Our investment approach is based on five principles:

• Thorough research
• Independent thinking and keeping emotions under control
• Buying at a discount
• Investing in good businesses
• Keeping a concentrated portfolio

The relation with investors is based on transparency and commitment.

The contents and investments on this document are not designed or intended for those who reside in jurisdictions where they are not authorized. The information
contained in this document does not constitute an offer to buy or sell shares. The net asset value per share is subject to market fluctuations, that can lead to either
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The portfolio is currently invested in 17 companies in 11 different industries. A good way to visualize the
value of the portfolio is by its look-through earnings, the sum of the proportion of the P&Ls that correspond
to our stake in each company.

For every $1mn invested in ELCANO, revenues are $2mn, EBITDA $260,000 and net income $90,000, in
addition to $1.5mn of net worth. We believe these figures represent the trough of the cycle. The earnings
power of the portfolio corresponds to an EBITDA of $450,000 and profits of $250,000.

It is very challenging to find similar value both in in public or private investments. As a reference, $1mn
invested in the market today implies an EBITDA of $80,000, profits of $50,000 and a net worth of $480,000.
Although paying a low price is no guarantee of success, it puts the odds in our favor.

As partners you are invited to join the quarterly call that will take place on Wednesday 11 of April at 13:00
CET by dialing +34 911 128 615. We will provide more color and answer any question you may have and
want to send in advance to marc.batlle@elcanosicav.com. The call will last 45 minutes and will be held in
Spanish.

Thank you for your trust and please do not hesitate to contact us should you have any queries.

All the best,



Investment Objective and Strategy

Main Terms

Asset Distribution

Sector Distribution

Geographical Distribution 

Top Holdings

Currency Exposure

Capitalization Distribution

Equities 92%

Fixed Income 0%

Cash 8%

Net Asset Value: €17.75 (03/31/2018)
Source: Credit Suisse Gestión S.G.I.I.C., S.A.

Includes FX Hedging
EUR 14%
USD 68%
GBP 9%
Latam 1%
ROW 8%

Region

EE UU 74%

UK 10%

Asia ex-Japan 8%

Europe 6%

Latam 1%

Japan 1%

Switzerland 0%

Increase/ In Decrease/ Out

Babcock International (BAB:LN) Subsea7 (SUBC:NO)

SEACOR Marine (SMHI:US) AECOM (ACM:US)

Armstrong Flooring (AFI:US) Essendant (ESND:US)

Portfolio Recent Actions

Company Sector 
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ELCANO SICAV is a long-only value-oriented global fund that seeks
to achieve the highest compound annual return in the long run,
with a minimum of the inflation rate plus 5%.

Our investment approach is based on five principles:
• Thorough research
• Independent thinking and keeping emotions under control
• Buying at a discount
• Investing in good businesses
• Keeping a concentrated portfolio

The relation with investors is based on transparency and
commitment.

The net asset value per share is subject to market fluctuations, that can lead to either
positive or negative returns, and that may cause a loss of principal. Past results, and the
return objective mentioned above, are neither a guarantee nor a reliable indicator of future
performance. Please read the last page of this document for Important Information.

Investment Universe
Asset Management Company
Depositary
Advisor
Auditors   
Regulator 
Listed Market
Management & Advisory Fee
Annual Performance Fee
Depositary Fee
ISIN Code
Inception Date (new Board)   
Currency
Liquidity  
Asset Under Management
Number of Shareholders
Bloomberg Code
Ticker

Global equities
Credit Suisse Gestion, SGIIC 
Credit Suisse AG, Suc. España
Batlle & Fernandez Partners EAFI
Deloitte
CNMV 
Mercado Alternativo Bursatil
1.50% per annum 
10% above 5% level (with HWM)
0.075% per annum
ES0118626037
1st December 2009   
EUR 
Daily
€27,080,267 (03/31/2018)
187 (03/31/2018)
CIF SM<equity>
S0646

:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:



Return

Year 2018 ( Year-to-date) -8.9%

Year 2017 +6.7%

Year 2016 +49.0%

Year 2015 -23.5%

Year 2014 -4.2%

Year 2013 +32.6%

Year 2012 +10.4%

Year 2011 +3.8% 

Year 2010 +10.7%

Year 2009 (1 month Dec 2009) +0.4%

Since inception (1st Dec 2009) +74.7%

Volatility +18,7% Source: Thomson Reuters (Daily data)

Return and Volatility Data ELCANO SICAV  NAV vs. Other Major Equity Indices (Since Dec 2009)

ELCANO SICAV NAV vs. Fair Value  (Since Dec 2009)Risk & Reward Profile (SRRI)

Recommended investment time horizon: 5+ years 

NAV (7.3% CAGR)

Fair Value (12.6% CAGR)

Inflation +500bp (6.5% CAGR)

~ Rentabilidades pasadas no son garantía de futuras ganancias. El valor de las inversiones puede tanto incrementarse como disminuir, y 
cabe la posibilidad de que recupere un importe inferior al invertido. Por favor lea el Aviso Importante en la última página. ~
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ELCANO SICAV’s “SSRI” rating: 6 in a risk metric going from 1 up to 
7. 

The SRRI represents the risk and return profile present in the Key
Investor Information Document (also called “DFI”, or “Datos
Fundamentales para el Inversor”). The lowest category does not
imply that there is no risk. The SRRI is not a guarantee and may
change over time. Current risk level based on the historical
volatility data for the last 5 years.

Source: DFI Document (“Datos Fundamentales para el Inversor”);
www.cnmv.es Source: ELCANO SICAV, Thomson Reuters
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This information has been furnished to you upon request and solely for your information and may not be
reproduced or redistributed to any other person. It is not intended as an offer or solicitation with respect to
the purchase or sale of shares of the Sicav.

The contents of this document are based upon information believed to be reliable, however, save to the
extent required by applicable law or regulations, no guarantee, warranty or representation (expressed or
implied) is given as to its accuracy or completeness. This document is not aimed at persons who are
residents of any country, including the United States of America, where the Fund or sicav referred to
herein are not registered or approved for marketing and/or sale or in which the dissemination of
information on the sicavs or services is not permitted.

Investments are subject to, either directly or by the investment in other investment companies, market risk,
interest rate risk, currency risk, credit risk, liquidity risk, country risk and geographic and industry risk. As a
consequence, the net asset value per share is subject to market fluctuations, that can lead to either positive
or negative returns, can be very volatile. The price of shares/units can go down as well as up, and may be
affected by changes in rates of exchange. An investor may not get back the amount invested. As per the
sicav’s public prospectus available at the CNMV, in the risk scale from 1 (lowest risk) to 7 (highest risk),
the risk profile of ELCANO SICAV is 6. For a detailed description of the risks in relation to this SICAV, please
see the latest version of the public prospectus and latest information, which may solely be relied upon as
the basis for investment decisions; these documents are available from the fund management company,
Credit Suisse Gestión, S.G.I.I.C. (Calle Ayala 43, 28001 Madrid) and at the CNMV.

Elcano Inversiones Financieras, SICAV, S.A. is registered in the Registro de Sociedades de Inversión de
Capital Variable with number 971. The asset management company, Credit Suisse Gestión, S.G.I.I.C. is
registered in the Registro Oficial with number 173. Batlle & Fernandez Partners Eafi SL is a financial advisory
firm supervised and registered with the number 196 in the Registro Administrativo de Empresas de
Asesoramiento Financiero at the CNMV. Additional information can be found at the Comisión Nacional del
Mercado de Valores (www.cnmv.es) and at the Mercado Alternativo Bursátil (www.bolsas
ymercados.es/mab).

The net asset value per share is subject to market fluctuations, that can lead to either positive or negative
returns, and that may cause a loss of principal. Past results are neither a guarantee nor a reliable
indicator of future performance.

Private and confidential information.


