


IMPORTANT DISCLAIMER

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

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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ELCANO SPECIAL SITUATIONS SICAV lost -30.2% in 2018. Since inception in December 2009, total return
net of fees and expenses is 37.7%, equivalent to a compound annual return of 3.6%, below our LT goal of
inflation +5% (6.5%).

We are neither pleased nor satisfied with the evolution of the NAV in 2018. In the last quarter of 2018, clear
signs of an economic slowdown led to an indiscriminate sale. The market took refuge in risk-free bonds,
growth stocks and large caps in defensive sectors. As the main individual investor in ELCANO SPECIAL
SITUATIONS SICAV, I believe that passive investment and “momentum” will not outperform “value” forever.
Indeed, fundamental analysis, buying quality at low prices, should eventually produce superior results.

As can be seen in the following Chart, in the last decade a strategy based on buying "what goes up"
produced positive results every year except for 2016, which was precisely the best year for “value”
strategies and for ourselves. To this we must add that "what goes up" is reduced to a segment of the
market, with technology carrying a high weight. Being value conscious and not participating in tech has
penalized our results during this time.

However, periods of underperformance of “value” strategies tend to be cyclical. If we look, for example, at
the previous decade, the result is the opposite, with “value” clearly beating "momentum". We think part of
the answer lies in the ultra-low interest rates of the last ten years.
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Economic uncertainty may last for a while. We think that the best defense is sticking to our investment
process and principles. We should not forget the fact that the market is a discounting machine. When
recessions are "officially" announced, stocks have usually recovered part of the losses. The key is not trying
to time the market but individual stocks.

Additionally, a trend continues unstoppable. For the primary and intermediate industries where we are
invested, a contained supply or capacity is the most important factor, more than the periodic fluctuations in
demand. In that sense the evolution is still very positive, and uncertainty together with higher interest rates
should help in maintaining discipline.

2018 results do not reflect the progress in our portfolio at two fronts:

o Volatility has allowed us to improve the quality-price of the portfolio positively impacting our
expected long term results.

o Capacity rationalization in the industries we participate continued, and several companies have
created value by implementing large buybacks, refinancing at ultra-low rates and closing accretive
transactions.

The portfolio trades at 60% of book value, 7.3x 2019E earnings, 4.4 cyclically-adjusted earnings, 4% dividend
yield and 18% FCF yield. The price-value spread that we track monthly and attach in the report is at its
historical maximum.

Our confidence is based on these rock-bottom valuations together with the quality of the companies we
hold, that is:

o Companies producing products or services with stable or growing demand.

o Structurally profitable industries.

o Leadership positions within the industry.

o Strong balance sheets.

o Shareholder-focused decision-makers.

The worst enemy of the non-professional investor who entrusts his capital to third parties is his own
psychology. Volatility, if not understood as an inherent market characteristic, will push him to sell in panic
(and attractive valuations) and buy in times of euphoria and overvaluation. As a result, his returns will be
inferior than if he had followed a long-term strategy, avoiding entries and exits. According to the study
published by Dalbar "Quantitative Analysis of Investor Behavior", in the last 30 years the annualized return
of investors in equity funds has been 3.66% against 10.35% market return. The difference is getting in and
out at the wrong times. Without the right partners focused on long term compounding we cannot do a good
job.
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Let´s describe now the main changes during the quarter:

• Disposal of our entire position in the energy contractor McDermott (MDR:US) with a 35.4% loss in 16
months. We became shareholders when McDermott acquired Chicago Bridge & Iron. McDermott´s
backlog consists of large fixed price contracts. Currently, there are two large LNG loss projects that the
company expects to deliver by mid 2020. McDermott´s balance sheet leaves no room for error, since all
sources have been drawn before calling the shareholders. Even if the projects are delivered with no
further losses, its leverage limits the ability to win and execute contracts reducing McDermott´s
potential. Therefore, we think the odds are not attractive enough.

• Sale of our stake in the energy focused shipping company Seacor Marine (SMHI:US) with 31.5% return in
10 months in a decision based on valuation. Since our sale the shares have been dragged down by the
market losing 40% of its value so we do not rule out a second investment. During the year, management
has created substantial value through distressed acquisitions. We estimate that in three transactions
Seacor Marine has grown its value by 25% offsetting the lack of operating profits in this environment.

• Sale of our position in the bus company FirstGroup (FGP:LN) after 5 years with a 2.1% compounded
return. We believe the shares are undervalued and we see a catalyst in the medium term with the
maturity of the high cost bonds enabling a reinstatement of a dividend. That said, we have better
alternatives today.

• Investment of 5% of the NAV in the global leader in turbochargers Garrett Motion (GTX:US) after its spin
off from the industrial conglomerate Honeywell in October 2018. We see five main attractions:

o High performance culture inherited from Honeywell, what is internally known as the Honeywell
Operating System or HOS, an integrated system focused on growth and productivity.

o Differentiated profile from the typical OES assembler. In Olivier Rabiller´s (CEO) own words: “Our
job, our mission is to provide technology that is differentiated and recognized by the customer. If the
game for me and for us as a company is just to add features on the turbo that are adding no value,
that's just a cost plus, that's not our game. I'm not -- I mean, I don't want to sound negative for
people that are doing seats, but I'm not the one that is doing the frame. And when they decide to put
the foam around it and then the canvas that gets around the foam. That's not the way we think
about it. We will remain a technology company. We are not a Tier 1 that is just trying to be as big as
possible.”

o Well placed to introduce exogenous technologies into the car industry, what just a few can do. This
will be required is the coming years given the trend towards electrification, efficiency and
autonomous vehicle.

o High revenue visibility as Garrett is involved from the very beginning in developing new
technologies. Furthermore, it has a flexible structure with 80% of its costs being variable.

o The shares are grossly undervalued. 1x sales implies a 100% upside. Possible reasons is being an
OES, one of the most penalized sectors during 2018, and sales from Honeywell shareholders that
treat Garret spin as a dividend as its profile is quite different from Honeywell’s (1/100 of its market
cap).
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• Investment for the second time in the leaders of two chemical sectors taking advantage of lower prices.
We invested 5% of the NAV in each of the two companies we know very well. Olin (OLN:US) is the
largest chlor-alkali producer with 40% of the US market. Chemours (CC:US) is the global leader in
titanium dioxide with 60% of the North American installed capacity. Also, it is the leader in
fluorochemicals. In past reports you can find detailed descriptions of each. There are some common
elements:

o Growing industries that have undergone a steady process of consolidation in the past few years. The
TiO2 industry has gone from 11 to 5 operators. Furthermore, some of the players that were part of
conglomerates have been spun-off, creating transparency and fostering discipline.

o Both are cost leaders given the scale and geographic footprint.

o Valuations are attractive at 60% of replacement value and 20% FCF yield.

• Acquisition of shares in the offshore operator Pacific Drilling (PACD:US) after its emergence from ch. 11.
We are currently invested in 5 drillers with a total exposure of 20% of the NAV. The group performed
extremely bad in 2018´s market, dragging down our overall results. However, fundamentals are on the
mend and we think the industry is one of the most attractive opportunities nowadays:

o Offshore capex is required to avoid a supply shortfall. Development costs have been reduced from
$70/bbl to $40/bbl, oil companies sit on strong balance sheets and are ready to investing. For this
reasons, demand is expected to improve in the coming years.

o Although each subsegment is different, global capacity has been cut by a third with the scrapping of
lower specification rigs.

o As a consequence, utilization is on the rise and dayrates are starting to improve.

o The sector trades at a fraction of replacement value as we illustrated in past reports.

Pacific Drilling owns one of the highest specification fleets in the industry and is a takeover candidate in
the ongoing consolidation wave. Applying the implied price per rig in recent acquisitions there is a 50%
upside. In a more benign environment we should expect market values to converge towards
replacement value. In the case of Pacific Drilling, replacement value exceeds $4bn, comparing favourably
with an enterprise value of $1.7bn of which $700mn is net debt. There are no debt maturities in the next
5 years and the company has $450mn in cash.

• We invested 5% of the portfolio in the global leader in seaborne chemical products transportation Stolt-
Nielsen (SNL:NO). Its attractiveness is similar to the other shipping company we are invested Wallenius-
Wilhelmsen Logistics (WALWIL:NO), the global leader in car transportation. Both firms dominate niches
with a concentrated market structure due to strong entry barriers. Against a very adverse backdrop, the
two companies keep delivering satisfactory results, retaining flexibility to remunerate shareholders,
repay debt or grow their fleet.
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Capacity utilization continues to increase in both sectors given the natural growth of demand, a limited
orderbook and recent consolidation. Stolt-Nielsen trades at half its appraised value.

Finally, the Chart below shows the differentiated profile of our two shipping investments (SNI.OL and
WWI.OL). In an extremely difficult period of time when the sector has lost half its market value (.DJGSH
is the Dow Jones Shipping Index), our companies have prospered. The orange line is the return of Stolt´s
direct competitor, Odfjell, whose business does not enjoy the same scale advantages. We firmly believe
that margin of safety is the cornerstone of successful long term investing. With Stolt-Nielsen and
Wallenius Wilhelmsen Logistics we should do reasonably well in a bad environment, and have
exceptional results if the wind changes.
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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 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.

As partners you are invited to join the quarterly call that will take place on Friday 25 of January 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 97%

Fixed Income 0%

Cash 3%

Net Asset Value: €13.62 (12/31/2018)
Source: Credit Suisse Gestión S.G.I.I.C., S.A.

Includes FX Hedging

EUR 9%
USD 63%
GBP 18%
NOK 10%
CHF 0%

Region

EE UU 75%

Europe 14%

UK 5%

Asia ex-Japan 5%

Latam 1%

Japan 0%

Switzerland 0%

Increase/ In Decrease/ Out

Garrett Motion (GTX:US) McDermott (MDR:US) 

Olin (OLN:US) Seacor Marine (SMHI:US) 

Chemours (CC:US) FirstGroup (FGP:LN)

Pacific Drilling (PACD:US)

Stolt-Nielsen (SNL:NO)

Portfolio Recent Actions

Company Sector 
Petrofac Industrials

Rayonier Advanced Materials Industrials

Vista Outdoors Consumer Discretionary

Wyndham Destinations Consumer Discretionary

Chemours Materials

EE UU

UK

Europe

Asia ex-
Japan

Latam

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
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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
€13,982,078 (12/31/2018)
170 (12/31/2018)
CIF SM<equity>
S0646
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Return

Year 2018 -30.1%

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) +37.7%

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 (3.6% CAGR)

Fair Value (10.6% CAGR)

Inflation +500bp (6.5% CAGR)

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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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.
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