


IMPORTANT DISCLAIMER

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, Gesalcalá, S.G.I.I.C. (Calle Ortega y
Gasset 7, 28006 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, Gesalcalá, S.G.I.I.C. is registered in the Registro Oficial at the CNMV with number 137. 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 -18.6% in 2019. Since inception in December 2009, total
return net of fees and expenses is 12.1%, equivalent to a compound annual return of 1.1%, below our LT
goal of inflation +5% (6.5%).

The only relevant change in the past quarter is the concentration of our exposure to the offshore drillers
from five names (that included Transocean (RIG:US) and Diamond Offshore (DO:US)) to three (Noble
(NE:US), Valaris (VAL:US) and Pacific Drilling (PACD:US)). With this our upside potential to a recovery that
keeps gaining momentum increases. The last contracts for high spec rigs have been signed at $250k from
$120k a year ago.

This report will have a Q&A format with the most frequent discussion points we had with investors in the
last months.

• Can you explain the reason behind ELCANO´s negative performance from October 2018 to August
2019?

Due to a shift in expectations given a decelerating economy that triggered a flight to safety reaction. We
have been hit given our large exposure to industrial stocks.

Chart 1 shows the evolution of the ISM Index and the NAV of ELCANO. The ISM Index is based on surveys
to 300 purchasing managers across 20 manufacturing sectors. The surveys include leading indicators
such as new orders, inventories, prices or delivery times. Values above 50 imply expansion and below 50
contraction. It is clear from the Chart how we went from expansion to contraction and how the NAV of
ELCANO follows the trend in manufacturing.

Chart 2 illustrates the development of market consensus for EBITDA 2020 of the companies we own,
which has been reduced by 30% during the period.

Summing up, manufacturing goes from expansion to contraction, short term market expectations decline
by 30% and stocks decline 40%.

Our positions outside the industrial sector have performed much better.

2



• Why did you chose these particular stocks or industries and not others that perform better in a macro
slowdown?

That is something we keep asking ourselves every day! That said, two points must be considered. First,
we do not know how to predict the future: the development of the economy, how the market reacts to
it and the impact of market sentiment on the economy.

Secondly, as a consequence our strategy consists on buying high quality businesses at a discount, under
the assumption that the market eventually functions, and price and value converge. After carefully
assessing intrinsic value across many stocks and industries, we found the best opportunities in industrial
stocks.

We think that 12 months is too short a period to judge a decision. Back in September 2019 ELCANO had
a 9 year CAGR of 9% following a disciplined strategy regarding quality and price. Nothing suggests that
we cannot keep delivering similar results in the medium and long term.

• What is the portfolio´s current valuation and its upside potential?

ELCANO trades with what we call a double discount: a low multiple to low expectations. With low
expectations we refer to the fact that profit estimates for 2020 are below the norm due to the weak
economic backdrop.

The current multiple is 4.9x 2020 consensus EBITDA, against an historical multiple of 8x for the
companies in our portfolio.

If we apply a cyclically adjusted EBITDA, the multiple is 3.8x. These valuations are anomalies or
opportunities that will eventually self-correct.
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Source: B+P analysis

Chart 1: ISM index and ELCANO’s NAV evolution. 
(Jan.18- Dec.19)
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If we return to September 2018 prices, the portfolio should raise 160%. We think this exercise makes
sense as we are not going to be permanently in recession and our companies are leaders that keep their
position in their markets. Using the historical multiple to consensus 2020 EBITDA the upside is similar. If
the historical multiple is applied to a normalized EBITDA (our internal valuation) the upside potential is
240%.

Although the future is always uncertain, such discounts for industrial leaders firmly put the odds in our
favour.

• Can you illustrate these valuations with an example?

Venator (VNTR:US) is the European leader in titanium dioxide, a quality of life product manufactured by
just five companies globally. The company was spun off from Huntsman in August 2017 at an initial
valuation of $2.6bn including $600mn of debt. In the 12 months ending in June 2018 EBITDA was
$550mn. Today, due to low volumes because of an unprecedent industry destocking, consensus EBITDA
for 2020 is just $220mn. The enterprise value today stands at $950mn including $600mn of debt, which
implies only 4.3x 2020 EBITDA.

We think that as volumes normalize Venator will generate $350mn of EBITDA. On a 7.5x multiple this
results in $2.6bn enterprise value and $2bn for the equity against $350mn market cap, implying a 570%
upside potential.

It is a concentrated industry without entrants, making a product that grows in line with GDP (~3%), with
inventories at a minimum, capacity utilization above 80% and without any major expansion plan, that in
any case would take more than 5 years to put in line.

• When do you expect the trend to reverse?

Historically contraction periods have lasted between 12 and 18 months, so a recovery should not be too
far. We are already witnessing a stabilization both in activity levels and commodity prices. Also,
inventories in most sectors are very low. Market values of several stocks in our portfolio have started to
bounce back. All this suggests we are close.

• How did ELCANO react to similar developments in the past?

We can draw a parallelism to the industrial recession and recovery from mid 2014 to early 2017, with 18
months of contraction and a bit more than a year of recovery. During this period of time we were also
invested in primary and intermediate sectors. Chart 3 summarizes the process and how the NAV is highly
correlated with the ISM Index.
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• Do you still believe in your capital cycle thesis?

Without a doubt. In 90% of the primary to intermediate sectors we follow, installed capacity is not
growing and there are not significant expansion plans for the next few years. With the natural growth in
demand (~3% annually) it is a question of time for prices to raise, as the current utilization is already
high.

Our investment ideas do not require the full realization of this thesis to work out.

• What are your priorities for 2020?

First and foremost to closely monitor existing positions. This means following our companies and their
competitors´results, talking to management, etc. to recognize potential deviations from our base case.
This information together with changes in market values may trigger an increase or decrease in weights.

We will also keep looking for opportunities to improve the attractiveness of the portfolio.

Given the large upside potential we see in our existing positions we expect to be more passive than in
the past.
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Source: B+P analysis

Chart 3: ISM index and ELCANO’s NAV evolution. (Aug.14- Feb.17)
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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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Marc Batlle, CFA
Chairman

ELCANO SPECIAL SITUATIONS 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 first 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 97%

Fixed Income 0%

Cash 3%

Net Asset Value: €11.09 (12/31/2019)
Source: MaB

Includes FX Hedging

EUR 6%
USD 65%
GBP 19%
NOK 10%
CHF 0%

Region

EE UU 73%

Europe 17%

UK 5%

Asia ex-Japan 4%

Latam 1%

Japan 0%

Switzerland 0%

Increase/ In Decrease/ Out

Pacific Drilling (PACD:US) Transocean (RIG:US)

Valaris (VAL:US) Diamond Offshore (DO:US)

Noble Corporation (NE:US)

Portfolio Recent Actions

Company Sector 
Venator Materials

Chemours Materials

Petrofac Industrials

Vista Outdoor Consumer Discretionary

Pacific Drilling Energy

EE UU
Europe

UK

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
Gesalcalá, SGIIC 
Santander Security Services
Batlle & Partners AV
Deloitte
CNMV 
Mercado Alternativo Bursatil
2.05% per annum 
10% above 5% level (with HWM)
0.075% per annum
ES0118626037
1st December 2009   
EUR 
Daily
€12,034,344 (12/31/2019)
143 (12/31/2019)
CIF SM<equity>
S0646
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Return

Year 2019 -18.6%

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) +12.1%

Volatility +19.9% Source: Thomson Reuters

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 (1.1% CAGR)

Fair Value evolution (7.6% CAGR)

Inflation +500bp (6.5% 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: B+P own analysis, Thomson Reuters

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
first page of this document for Important Information. Past results are neither a guarantee nor a reliable indicator of future
performance.
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