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AMG Yacktman Special Opportunities Fund – Mid-Year Update – 
June 30, 2015 

For the six months ending June 30, 2015, the AMG Yacktman Special 
Opportunities Fund (the Fund) delivered a return of -0.95%. The 
benchmark, the MSCI ACWI All-Cap Index, returned 3.19% during the 
same period. Over the last twelve months, the Fund has returned -6.29% 
vs. 0.80% for the index, an underperformance of -7.09%. 

In the Fund’s inaugural letter in December, we stated that our investment 
style will have periods of underperformance, and the first twelve months 
quickly proved this claim. We also emphasized that short-term 
measurements are not sufficient to judge any investment strategy but 
long-term results truly matter. We believe the intrinsic value of our 
portfolio holdings is higher than current market prices and are even more 
enthusiastic about the portfolio than we were at year-end. We have added 
to a number of positions as our estimate of future returns became more 
attractive. 

Fund Opening 
As of July 1, 2015, we opened a Service share class (YASSX), which 
broadens the Fund distribution and opens the door for new shareholders 
to invest with us. In our first letter to investors, we explained the Fund’s 
investment strategy and philosophy in an “owner’s manual,” and we 
encourage all potential investors to review it in detail via 
www.amgfunds.com. (It serves as a good reminder for existing investors 
as well.)  

In the long term, we believe that our stock selection and performance 
record will be the ultimate illustration of how our investment process 
works. As we build that track record, the owner’s manual will serve as a 
guidebook for how we intend to operate. As a brief reminder, the Fund is 
built on the following key principles: 

- Absolute value – we invest in securities which we believe are 
undervalued on an absolute basis (i.e. based on the underlying 
or intrinsic value of the business) 

- Concentration – we concentrate in our top positions so that our 
“best ideas” have a meaningful impact 

- Risk-adjusted returns – we focus on both the return and risk 
side of the investment, with the goal of minimizing the risk of 
permanent capital loss by demanding a large margin of safety 
in our holdings 

- Flexible mandate – we invest across a broad investment 
universe, as a wide opportunity set maximizes our chances of 
finding investments that meet our strict risk/reward criteria 

In addition to the key principles described above, our dedicated and 
understanding group of shareholders is one of our biggest advantages. 
The Fund is unique in many ways and not right for everyone. With the 
opening of the Fund to new investors, we welcome those who share our 
investment philosophy and time horizon.  

A Word on (In)Efficient Markets 
Much has been written about the Efficient Market Hypothesis, or the idea 
that market prices accurately reflect the underlying value of stocks at any 
point in time. Yet stocks prices are influenced by human actions, and 
there is also a great deal of research showing that humans make 
irrational decisions. A relatively new field – behavioral economics – is 
based on studying this phenomenon. The stock market, as a collection of 
thousands of decisions by very smart people, generally does a good job 
and stock prices are appropriately valued most of the time (another point 
in favor of a wide mandate). But sometimes, the behavior of the overall 
market confounds even the purest efficient market believers – in 
complicated systems like the stock market, strange things happen.  A 
recent case study: 

The South Korean stock market regulator, the Financial Services 
Commission, mandates a limit on daily stock price movement in order to 
combat excess volatility. In 2014, a rule change was announced which 
modified the daily price movement cap from ±15% to ±30%. Monday, 
June 15 was the first trading day under the new rule. Theoretically, this 
change should not influence security prices, as there is no change in the 
underlying value of each company’s cash flows. In practice, it had a 
dramatic and positive impact on one of the Fund’s holdings.  

Keyang Electric Machinery Co., Ltd. (012200 KS, 012205 KS) sells power 
tools in South Korea and China. It has high market share in the domestic 
market, but is otherwise an average business. We invested because of a 
peculiarity of the Korean market where we were able to buy into the 
preferred equity at a ~50% discount to its common share price. Keyang 
has both common and preferred share classes outstanding which are 
essentially identical securities, although the preferred are more illiquid 
and lack voting rights1. The day before the new ±30% rule, the preferred 
shares traded at a 41% discount to the common.  

On Monday, June 15, Keyang’s preferred shares gained 30% (limit up) on 
heavy volume despite the lack of company-specific news or regulatory 
filings. The next day, shares were up more than 20% mid-day before 
crashing to close -1.4% on even heavier volume. In those two days, 
Keyang preferred shares traded over 2.1 million shares. For perspective, 
the preferred shares traded only a 1.6 million shares for the entire year up 
to that point. Here are the first 7 trading days for the preferred shares 
(012205 KS) after the new rule took effect: 

                                                                    
 
1 There are roughly 100 of these preferred shares in Korea (a legacy of the country’s 
chaebol/conglomerate days). Unlike the U.S., these preferred shares are essentially 
equivalent to common shares, and yet most trade at wide price discounts despite 
having equal claims on profits and cash flows, and receiving a slightly higher dividend. 
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Trade 
Date 

012200 KS (Common) 012205 KS (Preferred)  

Share 
Price 

% 
Change Volume Share 

Price 
% 

Change Volume 
Discount/ 
Premium 

6/12/15 4,700  353,979 2,780  66,390 -40.9% 

6/15/15 4,795 2.0% 749,704 3,610 29.9% 747,290 -24.7% 

6/16/15 4,750 -0.9% 760,149 3,560 -1.4% 2,140,110 -25.1% 

6/17/15 4,710 -0.8% 307,838 3,570 0.3% 1,039,350 -24.2% 

6/18/15 4,645 -1.4% 287,833 3,385 -5.2% 650,340 -27.1% 

6/19/15 4,705 1.3% 160,283 3,165 -6.5% 305,760 -32.7% 

6/22/15 4,815 2.3% 220,336 4,110 29.9% 784,600 -14.6% 

6/23/15 4,850 0.7% 247,678 5,340 29.9% 1,235,090 10.1% 

6/24/15 4,780 -1.4% 302,718 6,930 29.8% 1,040,560 45.0% 
 

From June 15 to June 24, Keyang’s preferred shares gained ~150% 
while the common shares were up only 2%. By then, Keyang’s preferred 
shares were trading at a 45% premium to the common.  With only 1.4 
million preferred shares outstanding, the outsized volume meant the 
entire preferred share class turned over more than five times in only eight 
trading days. 

The underlying cash flows for the preferred shares did not change, and 
there is no economic justification for the preferred shares to trade at a 
large premium to the common shares. So what caused this price action? 
Honestly, we have no idea. It seems like the 30% rule became a sort of 
feedback loop (Keyang’s preferred shares were bid up heavily because 
they were up in the first place). We would argue that the movement in 
Keyang’s share price would be hard for efficient market believers to 
defend.  

We took advantage of this strange trading behavior and sold our position 
in Keyang, registering a nice gain. All in the name of (in)efficient 
markets… 

Portfolio Review 
As of June 30, 2015, the Fund was invested in 46 positions, with the top 
10 positions representing 42% of total capital, a comfortable level of 
concentration for us. One byproduct of a concentrated approach is a Fund 
portfolio that differs by a wide margin from the benchmark index. We feel 
that this difference is an advantage, believing that security selection is 
more critical for long-term outperformance versus matching the Index. 
This will sometimes cause results to be out-of-step in the short-term.   

The number of portfolio holdings is at the higher end of our target level, 
primarily from two factors: 1) the “settling in” of the portfolio in our 
inaugural year and 2) the mix between various investment types (special 
situations or deep value investments often have smaller weightings in the 
portfolio versus high-quality companies where time is working in our 
favor). The mix of our various investments types will change over time, 
but we intend to maintain this concentrated style. Our cash position is 

currently down to less than 5%, meaning we are nearly fully invested. Our 
cash position will fluctuate depending on the opportunities available but 
we have found a number of securities across a range of markets which 
we think offer excellent value despite high market levels overall. 

70% of the Fund is invested outside of the United States. As the U.S. 
Dollar has persistently strengthened over the last year, foreign currency 
has been a major headwind for the Fund. We also hold more international 
securities versus the benchmark, so currency has been a significant 
factor in our relative underperformance. Here is how foreign currency 
rates have evolved over the past year: 

Currency 
Pair 06/30/14 12/31/14 % Change 06/30/15 % Change 

EUR/USD 1.369 1.210 -11.6% 1.114 -8.0% 

GBP/USD 1.710 1.558 -8.9% 1.573 0.9% 

AUD/USD 0.943 0.818 -13.2% 0.770 -5.9% 

USD/CAD 1.067 1.158 8.6% 1.248 7.7% 

USD/JPY 101.3 119.8 18.3% 122.3 2.1% 

USD/KRW 1,011.7 1,091.5 7.9% 1,118.3 2.5% 
 
Every currency moved against us over the last year, and some by a 
significant margin. In the short-term, these movements are frustrating. 
But predicting currency movement is difficult (some might argue 
impossible), so we try to avoid fooling ourselves into a false sense of 
security by attempting to forecast their direction. Instead, we remain 
conscious of currency exposure at the individual company level by 
confirming that revenues and costs are appropriately matched. 

This was an active six months and it’s likely the rate of portfolio changes 
will slow in the future. Most of our companies generate attractive returns 
on capital and are reinvesting back into the company, so intrinsic value is 
increasing over time – for these holdings, a long holding period is our 
friend. However, we will not hesitate to sell positions which no longer 
meet our risk/reward criteria and have done so with a number of 
companies. 

Fund Contributors / Detractors 
Over the prior six months, the top three contributors to the Fund on an 
absolute basis were Texhong Textiles Group Ltd. (2678 HK), Lamprell Plc 
(LAM LN) and Computer Services, Inc. (CSVI).  

Based in Hong Kong, Texhong Textiles is one of the largest producers of 
cotton core-spun yarn in the world. The company produces ~500,000 
tons of yarn annually from an installed base of over 2 million spindles in 
China and Vietnam. Like others in the textile trade, Texhong is dependent 
on raw materials, namely cotton, which make up over 50% of costs. To 
insulate against cotton price movements, its sales contracts are 
structured on a cost-plus basis, where changes in raw material prices are 
passed along to the customer. The stock fell sharply last year due to 
changes in China’s domestic cotton policy which caused a decline in the 
local cotton price. There is a 3-6 month lag before raw material price 
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changes flow through the system, and this timing delay caused margins 
to contract. Now that cotton prices have stabilized, margins should 
recover. These temporary margin swings make for a volatile stock, 
despite continued growth in underlying business value.  

Lamprell was one of the top detractors in our last letter, so sentiment and 
share price have made a rapid turnaround. The new management team 
continues to reposition the business away from new-build drilling rigs (an 
oversupplied market, especially at low oil prices) into other areas such as 
offshore construction. Lamprell has a number of advantages including a 
low-cost labor force, favorable tax status, and long-standing reputation 
for quality in the region. Cost cuts and efficiency improvements should 
help the company maintain margins even in the face of volatile oil 
markets. 

CSVI has continued its steady run, reporting another record year. The 
business has been in operation for 50 years – if you invested $50 in CSVI 
in 1965, it would be worth $214,428 today, for a CAGR of 18.2% per year 
(an impressive performance!). Despite that track record, CSVI remains a 
small company and recent results are excellent. On a risk-adjusted basis, 
we believe it remains one of our most attractive positions. 

The top three detractors in the Fund on an absolute basis during this half 
were Hargreaves Services plc (HSP LN), IMF Bentham Ltd. (IMF AU) and 
Emeco Holdings (EHL AU). 

Hargreaves Services plc (HSP LN) continued its run at the top of our 
detractors list – it is the biggest reason for our Fund’s underperformance 
inception-to-date. Sentiment towards the coal industry is at an all-time 
low. While our investment strategy is not predicated on being contrarian, 
it is often a necessary byproduct of our investment process (securities are 
not usually cheap when everything is rosy). Although Hargreaves mines 
some coal, the company should be viewed as a distributor, as the majority 
of the business is insulated from coal price movements. Hargreaves’ 
Production division will lose money in FY’16, but management has chosen 
to bear short-term mining losses in order to supply the Energy and 
Commodities Specialty coal business, which is the company’s key profit 
contributor. We do not think that management will tolerate indefinite 
losses in this segment and will make the rational decisions to protect 
shareholder capital in the long-term. The company is highly cash 
generative, profitable and debt-free. With sound capital allocation, we 
think the downside is limited and there is significant upside if conditions 
improve even slightly. 

Another main detractor was IMF Bentham Ltd. (IMF AU). Bentham is an 
Australian litigation funder, providing capital on a contingency basis to 
plaintiffs for costs of conducting litigation in exchange for a portion of a 
positive legal outcome. Bentham splits the proceeds with the plaintiff, 
taking around 1/3 as a success fee but paying any adverse costs on 
negative rulings. Legal work is outsourced to third party law firms, so 
Bentham’s model is better classified as an investment manager. The case 
team, made up of former litigators with years of experience, determines 
which cases meet the company’s risk/reward criteria, with only 3-5% of 
cases passing. Bentham is the pioneer in the field, getting its start in 

Australia in 2001 and growing to dominate the domestic market with 
roughly 70-80% market share.  As of April 30, 2015, Bentham had 
completed 172 cases generating more than $1bn (AUD) for clients and 
almost $350m (AUD) in revenue for Bentham. The case track record is 
exceptional, with 148 wins or settlements in 172 cases, or an 86% 
success rate (93%, adjusted for withdrawn cases) for a net return on 
investment of 157%. 

Bentham had a great first half of FY’15, with 10 settled claims generating 
$78m (AUD) in gross settlement revenue (vs. $76m (AUD) for all of FY’14). 
But then Bentham’s luck turned, and the company lost six cases in the 
span of several months (after losing four in the first thirteen years). The 
company expects to lose money in the 2H’15 and the stock reacted 
accordingly. After starting the year at $2.11 (AUD), the share price peaked 
at $2.46 (AUD) but has since fallen by more than 30%. Despite the string 
of losses, we continue to like the business model and management. Also, 
Bentham is a unique security because its financial results are almost 
completely uncorrelated with the broader Australian stock market or 
economy. In the context of our overall portfolio, this feature can be 
extremely valuable. As evidence, Bentham’s stock provided a total return 
of 92% from 12/31/2007 to 3/9/2009, versus -53% for the  S&P 500 
Index and -62% for the S&P/ASX 200 Index. Lady Justice can be fickle, 
but we anticipate the scales tipping back in Bentham’s favor. 

Emeco Holdings (EHL AU) is one of the largest contract mining companies 
in the world, and the share price has declined due to challenges with the 
global mining downturn. The business is straightforward, as Emeco rents 
out its fleet of dump trucks and excavators to major mining companies. 
Historically, the company generated healthy cash flows through the cycle, 
boosted by regular equipment disposals (there is a robust aftermarket for 
used Caterpillar equipment). However, the collapse in commodity prices 
has caused a massive disruption in Australian mining, pressuring margins 
and utilization for equipment firms. Emeco remains cash flow positive, 
has hundreds of millions of dollars of equipment which can be sold or 
moved, and most importantly a covenant-lite 2019 bond, which gives the 
management team breathing room to right size the business. Although 
there remains a great deal of uncertainty, there are positive signs: 
Emeco’s utilization has improved markedly after bottoming at the end of 
last year, management has recently instituted a major cost savings 
program and, unlike many rivals, the business is diversified 
geographically (revenues in Canada and Chile have held up well). With a 
leveraged capital structure, the market is pricing in the potential for 
bankruptcy – a scenario we view as a low probability – while the upside 
is many multiples of the current stock price. Recent involvement by 
activist shareholders give us comfort that the company will stay focused 
on managing the business prudently for shareholders.   

Fulcrum Fees 
One unique aspect of the Fund is the fee structure. Rather than follow the 
conventional flat fee approach, we chose to designate a variable portion 
of our management fee. In the Fund, 75bps of the fee is “at risk” and 
subject to upward or downward adjustments based on the Fund’s 
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performance versus the benchmark. While our primary focus is producing 
a positive absolute return over the long-term, we also strive to outperform 
the benchmark index as well. While there are some problems with index 
comparisons, it is a low-cost alternative to our strategy and so we accept 
the challenge of beating the Index over time.  

The Fund underperformed against the benchmark in its first 12 months – 
and so our fee is reduced. Each month, we will reevaluate the trailing 12-
month performance versus the benchmark and revise the fee accordingly. 
At the same time, positive outperformance will be rewarded with a higher 
fee, but only when our shareholders are benefiting from the good 
performance as well. We hope there will be more months with a positive 
versus negative revision, as that means we are achieving our goal of 
compounding capital over time. Please read the prospectus for a full 
description of how the fee structure works. 

We strongly believe that our management fees are earned and not a 
given. A fulcrum fee structure helps to align the interests of the manager 
with the Fund’s investors (having our own personal capital invested in the 
Fund is another strong incentive). We have earned your trust by nature of 
your investment in the Fund and we hope to continue earning it through 
our performance over time. 

Concluding Thoughts 
We are confident in how the Fund’s portfolio is positioned and continue to 
search for companies that meet our investment criteria. Our goal remains 
to protect and grow shareholder capital over the long-term. To existing 
shareholders, thank you for your continued trust and support. 

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 visit 
amgfunds.com to download a free prospectus. Read it carefully 
before investing or sending money. 

Past performance is no guarantee of future results. 

A short-term redemption fee of 2% will be charged on redemptions of 
Fund shares within 60 days of purchase. 

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. 

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. These risks are magnified in emerging markets. 

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 can invest in securities of different market capitalizations 
(small-, mid- and large-capitalizations) and styles (growth vs. value), each 
of which will react differently to various market movements. 

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 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 small- and 
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. 

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. 

The Funds are 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. 

High-yield bonds (also known as “junk bonds”) are subject to additional 
risks such as the risk of default. 

The Fund may use derivatives, such as options and futures, which can be 
illiquid, may disproportionately increase losses, and have a potentially 
large impact on performance. 

Price/earnings (or P/E) ratio is a comparison of the company's closing 
stock price and its trailing 12-month earnings per share. 

Price/book (or P/B) ratio is calculated by dividing the market price of a 
company's outstanding stock by its book value (total assets of a company 
less liabilities) and then adjusting for the number of shares outstanding. 
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Stocks with negative book values are usually excluded from this 
calculation. 

The price-to-cash-flow (or P/CF) ratio is a stock valuation indicator that 
measures the value of a stock’s price to its cash flow per share. The ratio 
takes into consideration a stock’s operating cash flow (OCF), which adds 
non-cash earnings such as depreciation and amortization to net income.  

The price-to-sales (or P/Sales) ratio is a valuation ratio that compares a 
company’s stock price to its revenues. The price-to-sales ratio is an 
indicator of the value placed on each dollar of a company’s sales or 
revenues.  

EV/EBIT equals a company's enterprise value (market capitalization plus 
debt, minority interest and preferred shares, minus total cash and cash 
equivalents) divided by earnings before interest and tax. 

Debt/Equity (D/E) Ratio, calculated by dividing a company’s total liabilities 
by its stockholders' equity, is a debt ratio used to measure a company's 
financial leverage.  

Return on assets (ROA) is the percentage a company earns on its assets 
in a given year. The calculation is net income divided by average total 
assets. The better the company, the more profit it generates as a 
percentage of its assets. 

The MSCI All Country World Index (ACWI) All Cap covers approximately 
14,000 securities and includes large, mid, small and micro cap size 
segments for all Developed Markets countries in the index together with 
large, mid and small cap size segments for the Emerging Markets 
countries.  

All MSCI data is provided ‘as is’. The products described herein are not 
sponsored or endorsed and have not been reviewed or passed on by 
MSCI. In no event shall MSCI, its affiliates, or any MSCI data provider have 
any liability of any kind in connection with the MSCI data or the products 
described herein. Copying or redistributing the MSCI data is strictly 
prohibited. 

The S&P 500 Index is a capitalization-weighted index of 500 stocks. The 
S&P 500 Index is designed to measure performance of the broad 
domestic economy through changes in the aggregate market value of 500 
stocks representing all major industries.  
The Russell 2000® Index is composed of the 2000 smallest stocks in the 
Russell 3000® Index and is widely regarded in the industry as the premier 
measure of small-cap stock performance. 

Unlike the Fund, the Indices are unmanaged, are not available for 
investment and do not incur expenses. 

AMG Funds are distributed by AMG Distributors, Inc., a member of 
FINRA/SIPC. 
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