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2014 Year-End Commentary 
For the period from June 30, 2014 (commencement of operations) to 
December 31, 2014, the AMG Yacktman Special Opportunities Fund (the 
Fund) (YASLX) delivered returns of (5.39%). In the same period, the 
benchmark, the MSCI ACWI All Cap Index, returned (2.32%). The Fund’s 
aim is to achieve superior risk-adjusted returns over a full market cycle, 
and we remain confident in the portfolio relative to this goal. 

Since this is the first opportunity to communicate to shareholders in a 
formal manner, it is prudent to lay the foundation for how the Fund will be 
managed. Therefore, this letter will be a bit longer than future editions – 
think of it as the operating manual – but hopefully the content will provide 
a helpful introduction to the Fund structure and investment approach. 

Fund Introduction 
The Fund was constructed with several guiding principles which we 
believe should prove beneficial to shareholders over time. A few of these 
characteristics are expanded upon below:  

Absolute Value – The Fund aims to invest in securities that are 
undervalued on an “absolute” basis. In simple terms, the goal is to find a 
security that is cheap based on its underlying value. Contrast this strategy 
with a “relative” value approach, where a particular security looks 
cheaper when compared to a sector or benchmark, yet is expensive or 
risky when measured on its own merits. The Fund’s holdings have met 
this absolute value hurdle, and future opportunities will also be measured 
using this standard. 

Risk-adjusted Returns – The Fund’s goal is to deliver superior risk-
adjusted returns over a full market cycle. Most investors focus on returns, 
yet ignore or downplay the risk side of the equation. When selecting 
investments, risk is viewed as a combination of business quality, earnings 
stability, degree of leverage and management aptitude (“business risk”); 
it is not just stock price movements (“volatility”). An alternative but 
acceptable definition of risk would be a permanent loss of capital. In 
managing the Fund, a great deal of attention is focused on delivering 
absolute returns while protecting against such losses. However, a 
benchmark must be established, and so the Fund is measured against the 
MSCI ACWI All Cap Index (“ACWI”). The goal is to outperform the ACWI 
over rolling three- and five-year periods. 

Concentration – The Fund, which is nondiversified, will hold a 
concentrated portfolio of undervalued securities, as this allows “best 
ideas” to have a meaningful impact on Fund performance. The number of 
positions will vary, but will likely remain far below the average mutual 
fund. This approach lends itself to in-depth research and detailed 
company knowledge (areas consistent with Yacktman’s investment 

approach), and ensures that stringent criteria are followed for adding new 
ideas. Avoiding mistakes is a key building block of long-term 
outperformance, and a big part of avoiding these mistakes is making 
thoughtful and well-researched decisions when adding new positions to 
the Fund.  

Flexible Mandate – The Fund was designed with maximum flexibility in 
achieving its investment objectives. Instead of being restricted to a 
particular subset of possible investments (U.S. large-caps or international 
small-caps for example), the Fund can invest on a global basis and in any 
size company. This investment universe – some 30,000 potential 
companies – provides the widest possible opportunity set, which 
maximizes the potential to find the best investment ideas. While the Fund 
will typically concentrate in long-only equities, the option to “go anywhere” 
(including fixed-income, options, and short-selling) is potentially a 
valuable one. 

These principles will almost certainly result in a portfolio which looks 
different, often by a wide margin, than the benchmark index, especially 
on a quarter-by-quarter basis (the recent half-year provides an immediate 
example of this “feature” in action). However, being different is an 
important prerequisite for long-term outperformance, as simply 
mimicking the benchmark will result in a below average result (due to 
fees and trading costs). We are comfortable being different but not below 
average. 

Structuring the Fund in this manner provides the best possible platform 
for achieving our investment objectives. In many ways, it reflects the 
setup of a personal portfolio: unconcerned about index constituents, 
sector allocations or style boxes, but instead focused on making what we 
believe to be the best possible investments. This flexibility will be 
important in a continually changing investment landscape. 

Investment Strategy 
The Fund employs a value-oriented investment approach rooted in 
fundamental analysis and company research. While some investors get 
caught up in stock charts and price movements, it’s important to 
remember that purchasing stocks represents partial ownership in a 
business. The intrinsic value of that business is based on the present 
value of its future cash flows. Although stock prices often move wildly, 
they tend to eventually converge to underlying value over time. Therefore, 
the goal is to determine what a business is worth, and wait for a time 
when the stock market offers it at a price which is significantly below 
underlying value. Value investing requires patience and discipline, and 
one of the reasons it works over the long term is that it sometimes 
doesn’t work in the short term. 

Our investing preferences are for stocks with the following base 
characteristics: 

• Understandable businesses which have a durable competitive 
position exhibited by high market share, profitability or returns on 
capital 
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• Management teams with a track record of strong execution and 
rational capital allocation  

• Low purchase price in relation to a company’s asset value, earnings 
potential or cash generating ability 

A low price does not necessarily entail investing in an underperforming 
business or in stocks trading at deep value multiples. All else equal, we 
prefer to invest in high-quality businesses where underlying value is 
increasing over time, even at a higher absolute price. But the critical 
factor is ensuring that each investment is purchased at the right price 
when judged against its business quality and risk. A cheap purchase price 
insulates against a permanent loss in capital while also serving as a 
margin of safety in cases where estimates of business value were 
misjudged.  

While price is a key variable in the strategy, an analysis of the underlying 
business is important to the determination of whether that purchase price 
is attractive. Potential investments are evaluated using a fundamental 
research process, which encompasses a thorough examination of the 
company in question. A great emphasis is placed on reading primary 
source material (annual reports, regulatory filings, conference calls) and 
analyzing financial statements in order to gain an understanding of the 
business model, competitive advantages and industry structure. 

Independent thinking and proprietary research are critical to the Fund’s 
investment process. The goal is to buy-and-hold for the long term – and 
only trusting in our own proprietary research provides the necessary 
comfort to commit shareholder capital. 

Portfolio Structure 
At year end, the Fund held 44 positions, a number consistent with the 
strategy of maintaining a concentrated portfolio. While traditional 
measures of risk such as volatility are mitigated with a properly diversified 
portfolio, the benefits of diversification tail off dramatically as the number 
of holdings increases beyond a prudent amount. 

The Fund’s top ten positions represent 42% of the portfolio, a sufficient 
level of conviction to ensure that the performance of these core holdings 
will be a key contributor to overall results. The balance of the portfolio is 
filled out with smaller and more diversified opportunities. Position sizing 
outside of the top ten will tend to be smaller overall, as these positions 
will often include deep value ideas, smaller companies and/or special 
situations. In these cases, it is prudent to maintain some level of 
diversification in order to limit exposure to a certain country, asset class 
or investment theme. The Fund’s positions in several Japanese microcaps 
and the basket of Korean preferred securities are examples of this sizing 
strategy in action. 

In the case of Japan, the stocks are trading at only slight premiums to net 
current asset value despite a history of profitability, yet are small and 
thinly traded. In the case of Korea, the preferred securities are trading at 
40-60% discounts to the respective common shares, despite being nearly 
identical securities (in fact, the preferreds receive a higher dividend). In 

these circumstances, with similar levels of cheapness and business 
quality, we’ll take the diversification. 

The portfolio is well-diversified across industries, countries and 
currencies. 68.9% of the portfolio is invested in companies outside of the 
United States, and it is likely that a large portion of assets will continue to 
be invested overseas. It is a big world out there, and opportunities are 
often found in areas which are underfollowed or out-of-favor. The Fund 
will maintain flexibility when searching for the best values, wherever 
those opportunities may reside.  

Investing overseas adds another layer of complexity to the Fund’s 
investment results, as foreign currency fluctuations will influence U.S. 
dollar-denominated returns. At times, the impact will be meaningful. 
While currency movements Influence short-term portfolio performance, 
they are notoriously difficult to predict, are somewhat expensive to hedge 
and often wash out in the long run. Since the long run is consistent with 
the Fund’s investment objectives, time will be spent ensuring that 
currency risk is managed at the company level (for example, by making 
sure that revenues and costs are appropriately matched in the local 
currency) rather than as a macro overlay. 

The Fund’s cash position at the end of the year was 15.5%. This cash 
position is not a reflection of any sort of macro forecast but rather is a 
residual of the Fund’s bottom-up investment process. For now, cash 
provides optionality in the case of a market decline, which could prove 
handy just when it’s most needed. As new ideas meet the Fund’s 
risk/return hurdle, cash will be put to work. 

Portfolio Commentary 
The market is volatile and fickle over six-month time horizons, but it is 
just this volatility which creates opportunities for patient investors. During 
the year, investment results were driven by a number of factors. We are 
now almost six years from the financial crisis, and the S&P 500 has more 
than tripled off the March 2009 lows. Given the high price levels for many 
domestic securities, we have searched internationally for more attractive 
opportunities. With the underperformance of international stocks versus 
the United States, this overweight exposure to foreign securities was a 
drag on results. In addition, the U.S. dollar appreciated significantly, which 
negatively affected results for many of the portfolio holdings – both in 
corporate performance and the translation of local currency returns back 
into dollars when calculating portfolio returns.  

While macro factors such as currency were a headwind this past year, 
making a prediction on their future movements is fraught with difficulties.  
Instead, we will remain focused on bottom-up investing. We believe the 
portfolio is filled with a collection of undervalued opportunities which will 
achieve satisfactory returns over the long term. 

Positive/ Negative Contributors 
The largest positive contributors to performance were America’s Car-Mart, 
Inc. (CRMT) and Computer Services, Inc. (CSVI). Car-Mart is a buy here- 
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pay-here auto dealer with 138 locations primarily in small towns in the 
south-central United States. The company caters to subprime customers 
who cannot get a traditional bank loan but need an affordable car for 
transportation (ASPs for cars at Car-Mart are around $10,000). At that 
price point, gross margins on car sales are very high while short loan 
periods minimize lending risk. Unlike other subprime companies, CRMT is 
conservatively financed (debt to equity is less than 50%) and the company 
does not depend on the securitization market (no Collateralized Debt 
Obligations here). The growth potential remains large, and the fall in oil 
price should provide a further boon to Car-Mart’s target market, which 
bodes well for earnings in 2015.  

CSVI provides core banking software to several thousand community 
banks. The software product is remarkably sticky, characterized by ten-
year contracts and high renewal rates. Once the software is installed and 
bank personnel are trained, moving to another system is very risky. 
Despite the consolidation in the community banking sector, CSVI has 
continued to grow by expanding into ancillary services such as mobile 
banking and secure intranet portals (a textbook “cross-selling” strategy 
which makes the customer relationship even stickier). In 2013, the 
company reported its 16th consecutive year of earnings growth, a 
remarkable record of consistency. As an obscure, OTC-traded stock, CSVI 
flies under the radar despite a great business model. While the stock price 
is unlikely to double quickly, it fits perfectly in the definition of attractive 
risk-adjusted returns. 

While it’s nice to enjoy the positive returns over the first six months in 
these positions, we are more concerned with the potential of these 
businesses over the next several years. On that basis, the shares continue 
to look attractive.  

The largest detractors from portfolio performance were Lamprell PLC 
(LAM-GB) and Hargreaves Services PLC (HSP-GB). Investing in commodity 
based businesses is unlikely to represent a major portion of the portfolio 
over time, as businesses in the sector rarely meet our preferred 
investment criteria. However, we see value in both LAM-GB and HSP-GB 
due to unique aspects of their business models. 

LAM-GB builds and refurbishes drilling rigs and offshore vessels for the oil 
and gas industry. The company is one of the world leaders in rig 
refurbishment, having completed over 300 projects in the last 20 years 
(including complicated projects which few facilities are equipped or 
experienced enough to handle). The business has several advantages, but 
one of the most important is geography. Based in the UAE, the company 
benefits from proximity to a major oil producing region, enjoys 
significantly lower labor costs than yards in Europe or Asia, and utilizes 
prime quayside real estate for its facilities which provides a natural barrier 
against regional competition.  

We were initially attracted to the shares after a botched attempt to expand 
into wind installation projects in 2010 caused numerous cost overruns 
and a steep decline in share price. The entire management team was 
fired, and a new, experienced CEO took over with impressive credentials 
(including managing the Gorgon LNG project, one of the largest energy 

projects in history). Margins remain significantly below long-term 
averages, and the new CEO identified numerous areas for improvements, 
as LAM-GB still suffered from inefficiencies left over from its legacy as a 
family-run business. The roll-off of the wind carrier projects and progress 
on the cost cuts should help margins return to former levels, although the 
lower oil prices could delay the turnaround. The current oil environment 
could also affect LAM-GB backlog conversion, but the company’s existing 
projects should provide steady work for the next 18-24 months. The cost 
cuts should help to mitigate pricing pressure from suppliers if low oil 
prices persist, and a strong balance sheet with over USD$200M in net 
cash should help cushion further downside. 

HSP-GB is a coal merchant and logistics provider based in the U.K. 
Founded in 1994, the company has grown via acquisition to encompass 
all aspects of the coal value chain – including production, processing, 
trading and transportation – allowing the company to reap the synergies 
across the complementary business lines. The company grew quickly, 
compounding sales at an impressive 34% per year since the 2005 IPO. 

The company’s largest division is energy and commodities (E&C), where 
HSP-GB sources and processes coal for industrial and power customers. 
Critically, HSP-GB serves only as a broker by matching coal buyers and 
sellers, and always enters into back-to-back contracts to eliminate any 
risk from coal price movements. The company is by far the largest player 
in the speciality coal business with 60-70% market share in the U.K. In 
speciality coal, HSP-GB’s profit-per-ton handled is close to £20 versus 
only £2.50/ton for the more mundane bulk coal. The company also owns 
its own coal surface mines (with 27.8m tons of coal reserves), purchased 
mostly out of recent bankruptcies in the sector. The production sites 
provide a steady source of raw coal which feeds the speciality coal 
business. HSP-GB is run by an entrepreneurial CEO, who has built up the 
business with bargain acquisitions (paying an average of only 6x pre-tax 
profits) and sound capital allocation. 

Although coal is not a structural growth story, HSP-GB has several 
characteristics which make it an attractive investment. While the 
company gets lumped in with other coal miners, it is primarily a 
distributor – a business model that earns attractive returns (high teens 
ROICs) on a liquid balance sheet. One positive aspect of distributors in 
general is that free cash flow increases during times of slow demand due 
to unwinding of working capital, so distributors tend to generate cash just 
when most businesses are desperate for it. In light of the continued 
decline in coal prices, management announced a strategic review in order 
to simplify the group. The market took this as a signal that that the 
business had turned from expansion to downsizing mode, sending the 
stock price down 14% on the day of the announcement. The goal of the 
review is to shed non-core assets, reduce earnings volatility and free up 
working capital, with an eye towards maximizing return on capital 
employed across the various business units. It is conceivable that the 
review will unlock a significant amount of cash relative to the current 
market cap, allowing HSP-GB to be debt-free by the end of FY2015, and 
the company is aggressively buying back shares with the cash proceeds. 
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After the review, HSP-GB will be left with a dominant and highly profitable 
E&C division, which should make money whatever the eventual price of 
coal. The coal market in the U.K. is not going to disappear in the next 10-
15 years, and there is money to be made as the last “candle maker” 
standing. With most competitors bankrupt, the downside protected by a 
strong balance sheet and a healthy buyback program and potential upside 
from any recovery in coal prices, HSP-GB remains an attractive 
investment despite its recent underperformance. 

Conclusion 
As we move into 2015, we believe the Fund is well-positioned to achieve 
its long-term goals and will continue to search for investment 
opportunities that meet the Fund’s stringent investment criteria. This work 
never ends, but we love the search. It is also very fortunate to be a part of 
the Yacktman team, working in an environment so clearly focused on 
investment results. It is our hope that the unique aspects of the Special 
Opportunities Fund will attract partners who share a similar investment 
philosophy and time horizon. To existing shareholders, thank you for your 
continued trust and support. 

Cumulative and Total Return Performance 
The Fund’s cumulative total return is based on the daily change in net 
asset value (NAV), and assumes that all dividends and distributions were 
reinvested. The chart compares a hypothetical $10,000 investment made 
in the Fund’s Institutional Class to a $10,000 investment made in the 
MSCI ACWI All Cap Index for the same time period. The graph and table 
do not reflect the deduction of taxes that a shareholder would pay on a 
Fund distribution or redemption of shares. The listed returns for the Fund 
are net of expenses and the returns for the index exclude expenses. Total 
returns would have been lower had certain expenses not been reduced. 
 

 
 
The table below shows the total returns for the AMG Yacktman Special 
Opportunities Fund and the MSCI ACWI All Cap Index for the same time 
period ended December 31, 2014.  

Total Return (%)1,2 (as of 12/31/14) 

 Since Inception Inception Date  

Z Class	 -5.39 06/30/14 

MSCI ACWI All Cap Index -2.32 06/30/14 

 

The performance data shown represents past performance. Past 
performance is not a guarantee of future results. Current performance 
may be lower or higher than the performance data quoted. The 
investment return and principal value of an investment in the Fund will 
fluctuate so that an investor’s shares, when redeemed, may be worth 
more or less than their original cost. 

This commentary reflects the viewpoints of the Yacktman Asset 
Management LP as of December 31, 2014 and is not intended as a 
forecast or guarantee of future results. 

 

Disclosure  

Investors should carefully consider the fund’s investment objectives, 
risks, charges and expenses before investing. For this and other 
information, please call 800.835.3879 or download a free prospectus. 
Read it carefully before investing or sending money.  

Past performance is no guarantee of future results.  

The Fund’s investment management fees are subject to a performance 
adjustment, which could increase or reduce the investment management 
fees paid by the Fund. The prospect of a positive or negative performance 
adjustment may create an incentive for the Fund’s portfolio manager to 
take greater risks with the Fund’s portfolio. In addition, because 
performance adjustments are based upon past performance, a 
shareholder may pay a higher or lower management fee for performance 
that occurred prior to the shareholder’s investment in the Fund. The 
performance adjustment could increase the Investment Manager’s fee 
(and, in turn, the Subadvisor’s fee) even if the Fund’s shares lose value 
during the performance period provided that the Fund outperformed its 
benchmark index, and could decrease the Investment Manager’s fee (and, 
in turn, the Subadvisor’s fee) even if the Fund’s shares increase in value 
during the performance period provided that the Fund underperformed its 
benchmark index. 

                                                                    
 
1 Total return equals income yield plus share price change and assumes reinvestment of 
all dividends and capital gain distributions. Returns are net of fees and may reflect 
offsets of Fund expenses as described in the prospectus. No adjustment has been made 
for taxes payable by shareholders on their reinvested dividends and capital gain 
distributions. Returns for periods greater than one year are annualized. The listed 
returns on the Fund are net of expenses and based on the published NAV as of 
December 31, 2014. All returns are in U.S. dollars ($). 
2 During the period, the Fund’s advisor has waived its fees and/or absorbed Fund 
expenses, which has resulted in higher returns. 
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The Fund is subject to currency risk resulting from fluctuations in 
exchange rates that may affect the total loss or gain on a non-U.S. Dollar 
investment when converted back to U.S. Dollars. 

The Fund is subject to the risks associated with investments in debt 
securities, such as default risk and fluctuations in the perception of the 
debtor’s ability to pay its creditors. Changing interest rates may adversely 
affect the value of an investment. An increase in interest rates typically 
causes the value of bonds and other fixed income securities to fall. 

The Fund may invest in derivatives such as options and futures; the 
complexity and rapidly changing structure of derivatives markets may 
increase the possibility of market losses. 

The Fund is subject to the risks associated with investments in emerging 
markets, such as erratic earnings patterns, economic and political 
instability, changing exchange controls, limitations on repatriation of 
foreign capital and changes in local governmental attitudes toward private 
investment, possibly leading to nationalization or confiscation of investor 
assets. 

A greater percentage of the Fund’s holdings may be focused in a smaller 
number of securities which may place the Fund at greater risk than a 
more diversified fund. 

High-yield bonds (also known as “junk bonds”) may be subject to greater 
levels of interest rate, credit, and liquidity risk than investments in higher 
rated securities. These securities are considered predominantly 
speculative with respect to the issuer's continuing ability to make 
principal and interest payments. The issuers of the Fund's holdings may 
be involved in bankruptcy proceedings, reorganizations, or financial 
restructurings, and are not as strong financially as higher-rated issuers. 

Investments in international securities are subject to certain risks of 
overseas investing including currency fluctuations and changes in political 
and economic conditions, which could result in significant market 
fluctuations. 

The Fund invests in large-capitalization companies that may 
underperform other stock funds (such as funds that focus on small- and 
medium-capitalization companies) when stocks of large-capitalization 
companies are out of favor. 

The Fund is subject to the special risks associated with investments in 
micro-cap companies, such as relatively short earnings history 
competitive conditions, less publicly available corporate information, and 
reliance on a limited number of products. 

The Fund is subject to risks associated with investments in mid-
capitalization companies such as greater price volatility, lower trading 
volume, and less liquidity than the stocks of larger, more established 
companies. 

Companies that are in similar businesses may be similarly affected by 
particular economic or market events; to the extent the Fund has 
substantial holdings within a particular sector, the risks associated with 
that sector increase. 

The Fund may suffer significant losses on assets that it sells short. Unlike 
the possible loss on a security that is purchased, there is no limit on the 
amount of loss on an appreciating security that is sold short. 

The Fund is subject to risks associated with investments in small-
capitalization companies, such as erratic earnings patterns, competitive 
conditions, limited earnings history and a reliance on one or a limited 
number of products. 

The Fund invests in value stocks, which may perform differently from the 
market as a whole and may be undervalued by the market for a long 
period of time. 

The MSCI ACWI All Cap Index captures large, mid, small and micro cap 
representation across 23 developed market countries and large, mid, 
small and micro-cap representation across 23 emerging market 
countries. With 13,825 constituents as of May 30, 2014, the index covers 
approximately 99% of the global equity investment opportunity set. 
 
AMG Funds are distributed by AMG Distributors, Inc., member FINRA/SIPC. 
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