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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 7. 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 at the CNMV with number 173.
The delegated asset management company, Batlle & Partners Agencia de Valores SA is registered in the Registro Oficial at the
CNMV with number 284. 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 returned 12.4% in the first quarter of 2019. Since inception in
December 2009, total return net of fees and expenses is 54.8%, equivalent to a compound annual return
of 4.8%, below our LT goal of inflation +5% (6.5%).

We made no major changes during the quarter. Today’s extra space will be used to summarize the structure
of the portfolio.

In our exercise we will assume for simplicity that an investor has $10mn invested in ELCANO SPECIAL
SITUATIONS SICAV at today's NAV. Where is he invested? Which companies and in what proportions does
he own?

This is the ultimate question that shareholders must ask themselves and it is our duty to answer it as clearly
as possible, since the market in the short term may ignore fundamentals altogether, as this exercise will
show. Without a value focused mindset, one is left with a price rollercoaster that can only cause confusion
and bad decisions. Andrew Carnegie’s wise words are today as relevant as ever:

“Nothing tells in the long run like good judgment, and no sound judgment can remain with the man whose
mind is disturbed by the mercurial changes of the Stock Exchange. It places him under an influence akin to
intoxication. What is not, he sees, and what he sees, is not. He cannot judge of relative values or get the true
perspective of things. The molehill seems to him a mountain and the mountain a molehill, and he jumps at
conclusions which he should arrive at by reason. His mind is upon the stock quotations and not upon the
points that require calm thought. Speculation is a parasite feeding upon values, creating none.”

The second question is how to create value. That is precisely our job, to allocate capital in the best possible
way. Our knowledge base and network developed over the years allow us to have "more ideas than
money", providing capital recycling opportunities (sell high, buy low and repeat).

• The first block, an investment of $3mn at today's prices, is made up of what we call oligopolies with
favorable dynamics. It includes six companies in the chemical and specialized shipping space that share
the following characteristics:

o Leadership positions, with market shares ranging between 30% and 50%, giving them a cost
advantage.

o Capital-intensive industries with strong entry barriers, leading to a limited set of players which
have been the same for decades. The result is competitive discipline.

o Production capacities are limited, enabling the participants to capture economic rents throughout
the cycle1.

o Serving growing markets, although there are periodic short-term fluctuations mainly due to the
role played by the inventories.

o These Sectors have concentrated in recent years in response to the slowdown in global growth.
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1 In Industrial Organization, oligopolies are assumed to compete either ala Bertrand or ala Cournot, with players choosing either prices or quantities. Simply

put, in the first case production capacity is unlimited (for instance, a telecom network) whereas in the second one it is not (a cement plant). The outcome
under Bertrand is the same as in perfect competition with no economic profits while under Cournot oligopolists capture economic rents.



o There are no significant capacity expansion plans in the medium term. Therefore, with a growing
demand, real price increases are expected as utilization goes up.

o Currently, these industries are still in an early cycle stage, still underearning. We do not assume a
return to a peak scenario like the one experienced between 2011 and 2013, although peaks or fly-
ups are a recurrent phenomenon in cyclicals.

A few takeaways from our last round of meetings and published results:

o Stabilization or increase in real prices, above the recent inflation in the cost of raw materials,
energy and labor.

o Competitive discipline. It is noteworthy that prices have held up in the recent environment of
weak volumes.

o Capacity utilization expected to increase in the coming years.

o Slowdown in demand and inventory liquidation2 since the third quarter of 2018. Improvement
expected in the second half of 2019.

Our hypothetical investment of $3mn generates an EBITDA3 of $1.2mn, with a net debt of $3.6mn, which
implies a market multiple of 5.5x. A typical market multiple would be 8x EBITDA, resulting in a fair value
for our investment of $6mn, 100% above the current price. Our industry leaders are cash generating
machines, with $600k annual free cash flow that can be used to repay debt or remunerate shareholders,
equivalent to 20% of the current market cap.

• A second block is the five offshore drillers, with a $2mn investment at today's prices. Although there are
some differences between them, their economic fate will largely be a function of the recovery in
offshore capital expenditures. As the global fleet is stable or declining, more demand implies higher
utilization4 and dayrates. Since costs are largely fixed, this has a disproportionate impact on cash
generation.

It is a cyclical industry due to its capital intensity and the long period of time it takes to build a rig. 2015
marked the last peak and we can take 2018 as the trough. We are currently in the recovery phase.
During this difficult period the industry has consolidated, numerous financial restructurings have taken
place and a third of the fleet has been scrapped. But what is more important, offshore drilling is today
more competitive than ever. The breakeven for deepwater projects has been reduced from around
$75/boe to below $45/boe. This is the most important factor in the reactivation of demand.
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------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
2 We would like to emphasize one more time the pro-cyclical role inventories play in sectors producing homogeneous goods that can be easily stocked. In

fact, several authors have defined the economic cycle as the inventory cycle. Manufacturers don’t have perfect knowledge of stock levels across the
industry because just a few companies disclose it and there is inventory held by distributors and final customers as well.

3 Earnings before interest, taxes, depreciation and amortization is the widely employed valuation figure and particularly relevant for capital intensive
industries where cash flow and profits can differ considerably depending on the cycle stage.

4 In shipping rig utilization is derived by dividing the number of days under contract by the number of days in the period. Days under contract equals the total
number of days that rigs have earned and recognized day rate revenue. In manufacturing, it equals quantity produced divided by effective capacity.



On our $2mn investment, the group of drillers generates an EBITDA of $500k against a replacement
value5 of $14.6mn. Net debt stands at $4.4mn - without any significant commitment or repayment in the
medium term. The enterprise market value is therefore 6.4mn, half its replacement value. Finally, the
book value at December 31, 2018 after the last impairment test6 is $5.9mn.

We think that in the medium term this basket has the capacity to generate $1.5mn EBITDA a year or 10%
on investment ($1.5 divided by $14.6), which would justify a valuation close to replacement value. We
are assuming an 85% utilization and dayrates consistent with this level of activity.

The highlights From our recent round of conversations with companies and recently published results
are the following:

o Dayates have found a floor and are starting to move up. The pace of recovery differs by segments.

o Players are being disciplined: no long term contracts are being signed at rock bottom prices, few
cold-stacked rigs are being reactivated and scrapping continues.

o Idle rigs are being put to work mainly in short term jobs.

o Exploration spending by oil companies is on the rise, an early indicator of an increase in
development capex.

o The fleet continues to be upgraded as older or less capable rigs are scrapped. Reactivation costs
for cold stacked rigs are proving to be prohibitive in many instances.

o Clients are comfortable investing in deepwater projects with an oil price around $50/boe.

Summing up: an industry at trough, starting to recover and with low valuations. Based on our analysis,
our $2mn stake today is worth something between its net book value of $5.9mn and its replacement
value of $10.2mn.

• The third block with a $5mn position would be other special situations besides the cyclical ones, one of
our strongest area of expertise. Because this niche requires deep analysis and specific knowledge
conventional managers often ignore them. The outcome is to a large extent a function of how the
specific situations resolves itsellf.

Of the eight positions, half are recent spin-offs with two of them in turnaround processes at the same
time, there is one case with a legal contingency, another turnaround and two companies in industries or
regions with short-term uncertainties such as the United Kingdom today. Every company competes in a
different industry. The commonality here is quality, all being leaders in attractive industries, with strong
balance sheets and shareholder-oriented. In addition, we believe some of them are takeout candidates.
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------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------
5 Replacement value is what it would cost today to replace existing capacity or tonnage in the case of shipping. When a cyclical industry is booming, market

values raise above RV, encouraging the companies to build new capacity. With more capacity returns are subsequently reduced, usually in a significant way.
If expansion has been excessive, profits eventually collapse and market values fall below replacement value, sending a signal to close capacity or to scrap
vessels in the case of shipping.

6 In the impairment test recoverability is determined by comparing the carrying value of an asset to the expected undiscounted future cash flows of the asset.
If the carrying value of an asset is not recoverable, the amount of impairment loss is measured as the difference between the carrying value of the asset and
its estimated fair value. The determination of expected undiscounted cash flow amounts requires significant estimates, judgments and assumptions,
including utilization levels, day rates, expense levels and capital requirements, as well as cash flows generated upon disposition, for each of the rigs.



It is important to note that in all cases we maintain frequent contact with management, which in our
opinion is fundamental to have a proper understanding of the situation at hand.

Our $5mn position generates an EBITDA of $1.2mn today, and we estimate it will increase to $1.7mn
once the turnarounds are completed. Net debt is $1.3mn so the basket is currently trading at 5.3x
EBITDA or 3.7x post-turnaround. Applying a multiple of 8x we arrive at an enterprise fair value between
$9.6 and $13.6mn, and an equity fair value between $8.3 and $12.3. It is remarkable the cash generating
capacity of this group, equivalent to 50% of the current market cap in the next 3 years. Cash is being
returned to us through a dividend yielding 5% and sizeable share repurchases.

Dear partners, we hope that today´s report has provided a good overview of where your assets are
invested. The entire report can be summed up in one short sentence: business quality plus favorable
dynamics and deep under valuations puts the odds firmly in our favor.
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Block
Investment 
at market 

price
Net Debt Enterprise 

Value (EV)
EBITDA
current

EV/EBITDA 
multiple x 

current
Reasonable scenario Investment 

fair value

Oligopolies with 
favorable 
dynamics

$3mn (30%) $3.6mn $6.6mn $1,2mn 5.5x • EBITDA multiple from 5.5x 
to 8.0x $6mn

Offshore drillers $2mn (20%) $4.4mn $6.4mn $0.5mn 12.8x

• Net book value $5.9mn
• EBITDA increase to $1.5mn 

(10% ROI), EV = 
Replacement value $14.6mn

$5.9-
$10.2mn

Other special 
situations $5mn (50%) $1.3mn $6.3mn $1.2mn 5.3x

• EBITDA multiple from 5.3x 
to 8.0x

• EBITDA increase to $1.7mn

$8.3 –
$12.3mn

TOTAL $10mn $9.3mn $19.3mn $2.9mn 6.7x $20.2-
$28.5mn

Summary valuation for a $10mn investment in ELCANO SPECIAL SITUATION SICAV
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Marc Batlle, CFA
Chairman

ELCANO SICAV

We encourage you to participate in the quarterly call that will take place on Friday 26 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,
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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 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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Investment Objective and Strategy

Main Terms

Asset Distribution

Sector Distribution

Geographical Distribution 

Top Holdings

Currency Exposure

Capitalization Distribution

Equities 98%

Fixed Income 0%

Cash 2%

Net Asset Value: €15.31 (03/31/2019)
Source: Credit Suisse Gestión S.G.I.I.C., S.A.

Includes FX Hedging

EUR 9%
USD 64%
GBP 17%
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

Portfolio Recent Actions

Company Sector 
Petrofac Industrials

Rayonier Advanced Materials Industrials

Bilfinger Industrials

Vista Outdoors Consumer Discretionary

Wyndham Destinations Consumer Discretionary

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
Delegated Asset Manager
Auditors   
Regulator 
Listed Market
Management 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 & Partners AV
Deloitte
CNMV 
Mercado Alternativo Bursatil
2.00% per annum 
10% above 5% level (with HWM)
0.075% per annum
ES0118626037
1st December 2009   
EUR 
Daily
€14,912,373 (03/31/2019)
163 (03/31/2019)
CIF SM<equity>
S0646
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Return

Year 2019 (Year-to-date) +12.4%

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) +54.8%

Volatility +18.7%
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 (4.8% CAGR)

Fair Value (7.4% CAGR)

Inflation +500bp (6.6% CAGR)

ELCANO SPECIAL SITUATIONS SICAV’s “SSRI” rating: 7 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

Report nr. 52 | Year X | 1st of April 2019

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

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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