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ELCANO SPECIAL SITUATIONS SICAV returned 5.6% in the first half of 2018. Since inception in December
2009, total return net of fees and expenses is 108.2%, equivalent to a compound annual return of 8.9%,
exceeding our LT goal of inflation +5% (6.5%).

In the past three months 3 positions have been recycled into 2 new ideas and an existing position.

• Disposal of our stake in the South Korean integrated steel producer POSCO (PKX:US), at a 15.2% gain
(2.8% IRR) in the 5 years we had it in our portfolio with a 4% weight. The improvement in POSCO´s
results shown in the chart, one of the largest producers globally, reflect the structural reforms
implemented in China with the permanent close of 100MT of annual capacity and a healthier global
demand. While we still view the shares as attractive, we have superior alternatives.

• We sold our stake in the engineering company Babcock & Wilcox (BW:US) with a 43.3% gain in the 11
months we carried it in the portfolio with an average weight of 8%. Our thesis when we decided to invest
was that the market was too fixated in the renewable portfolio, overlooking the strength of B&W´s core
business: the stable cash flows coming from an installed base of boilers on 300GW of thermal capacity.
Since then to date, problems in the renewable portfolio have gone from bad to worse, with high losses
forcing the company to repay its revolving facility. The only alternative outside a financial restructuring
has been a highly dilutive capital increase (2.8x1 shares) with a backstop from the two largest
shareholders, Vintage Capital and Steel Partners. Currently, the majority of the shares are in the hands
of these two private equity sponsors, one of them having made an acquisition proposal for the company
that is under consideration.

During the year that we have been involved the shares have been highly volatile, strongly reacting to
every piece of new information. We think we have done a good job handicapping under the different
scenarios, making substantial profits for ELCANO. In our trade, the key to success is not the access to
superior information or being a visionary, but processing available information in a superior way. There
are 5 lessons to extract from this experience:
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o A firm should be focused on its core, and stay inside its circle of competence. Acquisitions to
diversify rarely work. If B&W had focused on its core aftermarket business instead of trying to
diversify into renewables and industrials, shareholders would be in a much different position.
The core aftermarket business has generated in the past year $100mn of EBITDA. The industrial
businesses acquired for $366mn had lost $23mn, whilst renewables has lost $235mn.

o Give no weight to who is invested if their investment rationale is unknown. In this case, the CEO
had an excellent reputation and was acquiring shares in the past months. He has lost his job, his
reputation and tens of millions. Reputation is based on the past and as you can read in the
disclaimer past results are neither a guarantee nor a reliable indicator of future performance.
Whilst a bad reputation is a strong enough argument for staying away, a good one is not
sufficient if it is not accompanied by a solid reasoning and current facts.

o Be wary when the Board is not balanced and lacks financial skills or specific industry knowledge.
The lack of financial expertise and knowledge of the renewable and industrial businesses of
B&W´s BOD where evident, and we let them know. A different board would have led to
different outcomes.

o Taking into account that we human beings are born too optimistic and with a tendency to shy
away from problems, we can assume that when a problem arises it is rarely the last one.

o Always stay vigilant. Try to gain more knowledge every day so the probability of success is
maximized. The key to taking advantage of opportunities is preparation.

• Disposal of our entire position in the OCTG manufacturer Vallourec (VK:FP), with a 81.9% loss return in 4
years with a 4% average weight. We consider ourselves experts in industrial organization and business
cycles, so this is quite humbling. Our worst investment has been caused by a rights issue at the bottom of
the cycle. The error in hindsight is having underestimated the length of the cycle and more importantly
having overestimated the agility of the industry to adjust capacity to be able to push prices. The chart
below illustrates how despite a recovery in volumes, prices have stayed depressed, reflecting the
inability to adjust supply.
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As we have said in other occasions, it is pointless trying to recover our capital the way we lost it, or in
other words, sitting in a stock if you have better alternatives at hand. We keep our exposure to the
recovery of capex spending in O&G with the addition of ENSCO to our portfolio.

• Investment of 5% of the portfolio in Playtech (PTEC: LN). With 140 licensees, Playtech is the leading
software company in the online gaming sector, being a vital link in the operations of traditional
incumbents - that is, companies that are not purely online and have physical licenses such as CIRSA,
Codere, etc - in their online gaming operations, since they do not have neither the technology nor the
financial capacity to develop it internally.

The gaming sector is large (c. $500bn) and relatively mature, but the online segment that still represents
12% of the market grows significantly. Technology has revolutionized it, allowing pure online players to
enter unregulated markets, which has forced incumbents to respond by developing their online business
(Sportium for example in the case of CIRSA), leveraging their local presence, their clientele and their
brands. As markets regulate, online and physical converge: the incumbents acquire licenses and pure
online players try to establish themselves through advertising spend and buying existing physical brands,
such as the case of Ladbrokes Coral in the United Kingdom that has been acquired recently by GVC, the
owner of bet365. There is also a convergence between gaming and sports betting. In this new world,
content and innovation are fundamental.

80% of Playtech's revenues come from regulated markets, which tend to be much more stable than
those that are still unregulated like a large part of Asia. The biggest divisions of the company are Casino
and Snaitech. Snai has just been acquired and is the leader in sports betting in Italy, vertically integrated
and operates in a market where online penetration (7%) is still low compared to more developed
markets such as the United Kingdom (41%).

Playtech´s solution (Playtech ONE) is an integrated platform that offers all products across all
distribution channels with a single sign in and wallet per customer, in addition to shared content and
jackpots among the verticals. This allows licensees to personalize the offering, improving the customer
experience and cross-selling. This integrated omnichannel product has important advantages over
existing alternatives.

Playtech's competitive leadership is based on its knowledge and experience after 18 years purely
dedicated to this segment, its business relationships backed by long-term contracts and a platform-based
business model. A superior product attracts long-term licenses that provide stability and revenue volume
that allows for investment in product development, improving its attractiveness, expanding the
possibilities of cross-selling and attracting new licensees. In addition, network economies in content and
liquidity provision reinforce the dominance of the platform. There are two competitive threats in our
opinion. The first is the incumbents themselves developing their online platforms, which is complicated
by their lack of scale. The second is that pure online operators such as GVC displace the incumbents that
are Playtech´s customers. We think that the market will eventually reach a balance of forces with 3 or 4
dominant operators from both origins, being the key to Playtech keeping its technological superiority.
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We believe the market is excessively penalizing Playtech for its 20% of revenues from unregulated
markets, where strong competition is impacting its revenues and margins. In addition, in our opinion, the
market does not reflect the opportunities of Snaitech as online expands in Italy or the opening of large
markets that are beginning to regulate like the US.

Playtech currently trades below 7x EBITDA, which represents a substantial discount to a typical 10x
multiple of the sector. However, we think that the current EBITDA (€340mn) is below a normalized level
(€550mn), the difference split between €80mn of 6 months that are not yet consolidated from Snaitech,
€20mn of the elimination of losses in the contract with Sky in the UK, and the rest from the recovery in
margins from a reduction in Asia´s weight with the growth of other markets and/ or the structural
adjustments implemented in the region. This normalization implies an EBITDA margin of 30% that is
common for businesses with similar characteristics.

• Investment of 5% of the NAV in a Private Investment in Public Equity (PIPE) launched by SEACOR Marine
(SMHI: US), adding to the 5% we already had. In a typical PIPE, shares or warrants are issued at a
discount to the current market price, historically between 15-20%. Once the transaction is closed, the
offeror has to register the shares so they can be resold. In case of delay, investors in the PIPE have a right
to liquidation damages.

In this case, a group of 11 qualified institutional investors has provided $60mn of equity capital to Seacor
Marine at a 15% discount to the public price. We made an immediate gain in exchange for execution
speed and the lack of liquidity until the shares are registered, which usually takes 3 to 6 months. The
new equity increases Seacor Marine´s firepower to take advantage of the numerous opportunities
available in the sector at the present moment. Also, this PIPE comes with a partial equitization of $50mn
of a convertible note owned by Carlyle, so the total added resources are $110mn. Raising capital at
close to book value to buy assets at 50% discounts creates value for shareholders.

• Investment of 5% of the NAV in the offshore driller ENSCO (ESV:US). Between Diamond Offshore,
Transocean and this last addition we have 20% of our assets in this sub-industry. The chart below shows
today´s sector reality: overcapacity caused by a demand contraction combined with an excess of supply.
This is starting to change. On capacity, 100 floaters have been scrapped to date, overcompensating for
the deliveries of new fleet. On the demand side, a structural reduction in the cost of new projects
together with a higher and more stable oil price are shifting the focus of oil companies from cash
preservation to reserve replacement.

In a situation of overcapacity, dayrates will get close to marginal cost (c. $180k for a 7GEN Driller). In a
balanced environment, dayrates should allow for reinvestment taking into account the cost of capital.
This equilibrium price exceeds $400k/day for a 7GEN driller. Asset prices today are a fraction of
replacement cost, as illustrated in the chart below. For instance, the average Transocean rig costs
$500mn, however the price implicit in the market value of Transocean is just $250mn. Based on our
analysis, this cyclical downturn should be resolved in the next 3 years and then prices will reflect
replacement values, and we will profit accordingly.
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It is the industry and fleet knowledge acquired through this years that allows us to adjust our positions to
maximize our profits as values and prices fluctuate.
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Marc Batlle, CFA
Chairman

ELCANO SICAV

ELCANO SPECIAL SITUATIONS 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 16 companies in 10 different industries. We think we are well
positioned in an environment of capital discipline, inflation and recovery in Oil&Gas capital spending. We
are alert to changes that take place at company, industry or the economy as a whole and keep incessantly
looking for opportunity.

As partners you are invited to join the quarterly call that will take place on Thursday 19 of July 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,
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Investment Objective and Strategy

Main Terms

Asset Distribution

Sector Distribution

Geographical Distribution 

Top Holdings

Currency Exposure

Capitalization Distribution

Equities 96%

Fixed Income 0%

Cash 4%

Net Asset Value: €20.59 (06/30/2018)
Source: Credit Suisse Gestión S.G.I.I.C., S.A.

Includes FX Hedging

EUR 11%
USD 75%
GBP 9%
Latam 1%
ROW 4%

Region

EE UU 79%

UK 9%

Europe 7%

Asia ex-Japan 4%

Latam 1%

Japan 0%

Switzerland 0%

Increase/ In Decrease/ Out

Playtech (PTEC:LN) Babcock & Wilcox (BW:US)

ENSCO (ESV:US) POSCO (PKX:US)

SEACOR Marine (SMHI:US) Vallourec (VK:FP)

Portfolio Recent Actions

Company Sector 

SEACOR Marine Industrials

McDermott Industrials

Transocean Energy

TimkenSteel Materials

Petrofac Industrials

EE UU

UK

Europe

Asia ex-
Japan

Latam
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ELCANO SPECIAL SITUATIONS 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
€24,439,510 (06/30/2018)
180 (06/30/2018)
CIF SM<equity>
S0646

:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
:
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Return

Year 2018 ( Year-to-date) +5.6%

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) +108.2%

Volatility +18,4% Source: Thomson Reuters (Daily data)

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

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

Recommended investment time horizon: 5+ years 

NAV (8.9% CAGR)

Fair Value (11.8% CAGR)

Inflation +500bp (6.5% CAGR)
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ELCANO SPECIAL SITUATIONS 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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IMPORTANT DISCLAIMER
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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 Special Situations SICAV, S.A.
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 Special Situations, 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.
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