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AMG Yacktman Special Opportunities Fund – Mid-Year Update – 
June 30, 2016 

For the six months ending June 30, 2016, the AMG Yacktman Special 
Opportunities Fund (the Fund) delivered a return of 4.90%. The 
benchmark, the MSCI ACWI All Cap, returned 1.35% during the same 
period. Over the last twelve months, the Fund has returned -9.15% vs.  
-3.90% for the Index, an underperformance of -5.25%. 
The Fund outperformed the benchmark during the last six months and 
given the turmoil in the first half of 2016, we are proud of this positive 
result. Many of the Fund’s securities have weathered negative news and 
market volatility, and there are early positive signs that the market is 
recognizing the value inherent in the Fund. There is still room to improve 
and we believe the Fund’s unrealized potential remains significant. 

Financial Metrics1 
YASLX / 
YASSX 

MSCI ACWI All 
Cap Index 

S&P 500® Index 
Russell 2000® 

Index 

Price/Earnings (P/E) 9.24x 16.35x 18.65x 17.88x 

Price/Book (P/B) 0.83x 1.71x 2.51x 1.78x 

Price/Cash Flow (CF) 5.41x 10.63x 12.49x 13.94x 

Price/Sales (P/S) 0.48x 1.22x 1.84x 1.05x 

Debt to Equity 39.6% 87.5% 94.9% 79.3% 

ROA% 5.9% 6.4% 7.6% 3.5% 

 

The table above shows that we hold similar-quality companies at much 
cheaper prices despite a stock market that is touching all-time highs. This 
represents many hours of work reviewing existing holdings and analyzing 
potential opportunities. The goal is to hold the best combination of quality 
and value in the Fund.  

The Fund now holds 46 positions, including one fixed-income security. 
There was more trading activity since January: 

• Sold: DreamWorks Animation, II-VI Inc, Freund Corp, Hogy 
Medical, LG Household & Healthcare 

• Purchased: Interactive Brokers, Gruppo MutuiOnline, Oliver 
Corp, Sapporo Clinical Laboratory 

The five sold positions were relatively small weightings and were closed 
out with a positive result. We chose to sell as the share prices moved up 

                                                                    
 
1 Source: FactSet; Weighted average metrics; as of 06/30/16. Portfolio characteristics 
are subject to change. 

towards our estimate of underlying business value and/or to allocate 
capital to what we believed were more attractive opportunities. LG 
Household & Healthcare (051905 KS), a consumer staples company based 
in South Korea, was up 188% from the Fund’s initial purchase at 
inception. The vast majority of this gain was from solid business 
performance, although we benefited from a narrowing of the discount 
between LGH&H’s common and preferred shares. We continue to hold a 
basket of South Korean preferred shares, with potential upside from both 
improved business performance and the closing of the discount between 
the preferred and common stock.  

Our holding in Freund, a manufacturer of machinery for the 
pharmaceutical sector, was also particularly successful. We continue to 
like Freund’s business model and would welcome an opportunity to buy 
back in at a more attractive price. 

Market Volatility 
The MSCI ACWI All Cap returned 1.35% over the last six months, a 
positive result which hid a great deal of turmoil and volatility. If we wrote 
this letter on February 11, with the S&P 500 Index down 10% in only a 
few short weeks, it would have had a different tone. Or if the quarter had 
ended one week earlier, before the surprising British referendum to exit 
the European Union (the so-called “Brexit”), the metrics would have been 
far different. Yet the rules set a cut-off date at June 30, which saw the 
market stage yet another rapid recovery to end the six months slightly 
positive.  

We believe the volatility within the Fund was well in excess of the change 
in underlying business value. As evidence, here is the spread between the 
period high and low price for several of the Fund’s positive contributors: 

Company Price Change2 Spread – High vs. Low 

Texhong Textile Group 24.7% 76.0% 

Aggreko plc 39.8% 66.0% 

IMF Bentham  16.4% 61.4% 

Raven Industries 21.4% 50.2% 

 

We would argue that the underlying business value of these companies 
did not change by 50%+ in the course of six months. Rather, the wild 
price swings were caused by shifting investor sentiment. Taking 
advantage of these mood swings is core to value investing and we 
capitalized by adding to several positions as the risk/reward became more 
attractive. 

This inter-period volatility appeared in two distinct phases. The 
January/February sell-off, with the S&P 500 Index falling 10% in six 
weeks, was exciting but all-too-brief. We conducted intensive diligence 
on several new ideas but market prices rebounded before true bargains 

                                                                    
 
2 Source: FactSet. Based off closing prices from 12/31/15-06/30/16. 
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appeared. This is the challenge of high valuations: the first leg of a price 
decline is from high to moderate – and moderate is still a long way from 
cheap.  

A further disruption occurred at quarter-end with the United Kingdom’s 
(U.K.) surprising decision to leave the European Union. Much ink has been 
spilled about the potential impact of the decision, but we believe that 
spending too much thought on the matter is unproductive. The only thing 
we are certain about in regards to the Brexit is that it will take time for 
any clear resolutions, and likely longer than most anticipate. Our major 
focus, as always, is on individual companies and we believe most of the 
Fund’s holdings are relatively insulated. For example: 

Aggreko sells mostly outside of the U.K., with a large portion of contracts 
in U.S. Dollars (USD).  

Ocean Wilson owns a USD-denominated investment portfolio, plus a 
business in Brazil. 

Lamprell’s only tie to the U.K. is the London Stock Exchange where it 
trades – the company is based in the U.A.E. and reports in USD.  

These holdings should see a muted impact as a result of the domestic 
situation in the U.K. They also benefit from a weaker British Pound (GBP) 
and therefore were more valuable after the decision (although market 
prices often reflected the opposite). 

However, there was a translation impact on the Fund as the GPB/USD 
exchange rate moved dramatically post vote. Prior to the vote on June 23, 
14% of the Fund’s portfolio was invested in GBP-denominated assets. 
From 6/23 to 6/30, the GBP/USD exchange rate declined by 10%, 
meaning we took mark-to-market losses on the Fund’s U.K. holdings by 
that same amount. Currency has been a sore spot for Fund performance 
since inception, but we have not changed our views: attempting to predict 
these movements is fraught with risk and the power of mean reversion 
will even out the swings over time. So far, we are still waiting. 

Looking ahead, there will no doubt be future periods of uncertainty. These 
market wobbles are even more dangerous with stocks at all-time highs 
and near-record valuations. We believe the Fund is structured to ride out 
these volatility swings and we have cash available to deploy in a 
downturn.  

Contributors / Detractors 
The three largest contributors to performance were IMF Bentham Ltd., 
Texhong Textile Group (Texhong) and America’s Car-Mart. All three 
positions have been part of the Fund since inception.  

IMF was volatile during the period. The stock fell under $1.00 (AUD) per 
share in February during the market sell-off and a quiet period without 
any major case wins. Bentham’s business model is lumpy, and in mid-
February it was finally lumpy in the positive direction. On February 19, IMF 
reported a win in a long-running case against Standard & Poors (S&P), 
resulting in revenue of $52m (AUD) and pre-tax profit of $47m (AUD), 
which was subsequently raised by $2m (AUD). Three days before the S&P 
news, IMF’s market cap touched a low of $159m (AUD). With net cash of 

around $100m (AUD), IMF’s enterprise value was roughly $60m (AUD). So 
right before the S&P win, IMF’s enterprise value was just over 1x the pre-
tax profits from the S&P case by itself – which ignores the over $3 billion 
(AUD) in active cases in its portfolio. We look forward to future positive 
case decisions. 

After a slow start, Texhong stock price surged strongly in March after a 
better-than-expected earnings report. One concern with the stock is 
Texhong’s exposure to the Chinese garment industry, which has suffered 
from low cotton prices. Recently, cotton prices have moved higher due to 
stronger-than-expected consumption and modestly lower production. 
Since Texhong holds 45-60 days of cotton inventory, a rising price should 
provide a tailwind to margins, and the company issued a positive profit 
alert in early July. In addition, the company is expanding into downstream 
processing at its Vietnam operation as part of a vertical integration 
strategy. Downstream processors capture more of the economic value in 
the garment supply chain, which should lead to higher multiples on the 
stock in the future. We trimmed some of the Fund’s position on the 
upswing. 

Car-Mart’s stock was up-and-down in 2016, with two declines of more 
than 20% before finishing positive for the period. The stock reacted to a 
disappointing earnings report in May, with earnings-per-share (EPS) down 
more than 50% year-over-year. Car-Mart continues to face a very 
competitive used car market, compounded by poor resale values for 
repossessed cars at auction. Management paused its store expansion 
program to focus on productivity improvements and better underwriting, 
which showed results despite the poor earnings last quarter. The 
subprime auto business is all about collections (selling cars is 
easy…collecting is hard), so Car-Mart’s improved underwriting metrics 
are positive for long-term value. We believe the stock market overreacted 
to the poor quarterly report and we significantly increased the Fund’s 
position on the weakness. Meanwhile, the company continues to return 
capital to shareholders in the form of aggressive share repurchases. Car-
Mart has reduced its share count by almost 30% in the last six years, and 
we are happy as one of the remaining shareholders at these prices.  

The three largest detractors to the Fund were Hargreaves Services 
(Hargreaves), Immunodiagnostic Systems (IDH) and Lamprell plc. All three 
companies are based in the U.K., so stock price declines were magnified 
by the devaluation of the British Pound. 

Hargreaves reported interim results in February which reflected the 
difficult trading environment, with revenues down 50% and underlying 
EPS down 85%. We expected a tough report, as management is taking 
the hard but necessary steps to re-position the business away from its 
coal mining operations while retaining the valuable specialty coal 
business. In April, the company released more detail on its strategic re-
positioning, including insight into the value of its extra assets and land 
portfolio. The update showed Hargreaves with legacy assets worth £66 
million—for reference, at the period low price, the market capitalization 
of the entire company was only £50 million. This value does not include 
Hargreaves’ ownership of 15,500 acres of land in its property portfolio. 
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Management has committed to generating an additional £35-50 million in 
cash from the land over the next 3-5 years, on top of the £24 million in 
book value. The land and other assets alone—while currently contributing 
nothing to earnings—imply a value for the equity that is a multiple of the 
current stock price. And of course Hargreaves still has the remaining 
earnings power from its coal distribution, industrial services and 
construction operations. Management seems to agree, with HSP’s 
leadership team buying 250k shares (0.8% of the company) in April at 
£1.70. We view this large insider buy near the market lows as a good 
signal that there might finally be some light at the end of the tunnel for 
Hargreaves. 

Immunodiagnostic Systems saw its share price decline by 43% during the 
period, and is now down 90% from its 2011 high. IDH is an in vitro 
diagnostics (IVD) company that develops custom lab tests called 
immunoassays, which check for the presence of certain substances in 
blood or urine. IDH grew quickly from 2004-2012, driven primarily by a 
Vitamin D test that benefited from a growing market with little 
competition. It has struggled since then in making the transition towards a 
broader assay menu. In response, FORUM Family Office (a value 
investment firm out of Germany) took measures to protect its 27% equity 
stake and their CIO, Dr. Burkhard Wittek, joined IDH’s board as Chairman. 
Wittek quickly outlined a strategic plan to get the business on track, 
including a focus on achieving greater scale in IDH’s test “menu” by 
developing new assays, overhauling the sales process, replacing the 
management team and focusing on cost rationalization. IDH is only 
beginning the transition under new leadership, and the share price 
declined sharply as the company fell short of initial expectations. We 
believe the strategic plan is sound, and that IDH owns valuable intellectual 
property and employs capable executives who are well-aligned with 
shareholders. IDH has 64% of its market capitalization in net cash, 
providing solid downside protection and optionality as management 
implements the turnaround. If the turnaround is successful, the potential 
upside is multiples of the current stock price. 

Lamprell’s stock price was volatile this period, declining almost 30% on 
two separate occasions. Year-end 2015 results in March showed a very 
busy construction yard, as Lamprell is working through its existing 
backlog of projects. While revenues and profits have held up well enough, 
the market is concerned about future orders heading into 2017. Lamprell 
needs to show a few project wins from its $5.4 billion order book, but 
news has been slim to date. Although the offshore drilling industry is 
going through a tough time, Lamprell benefits from its strategic location 
and close ties to Middle East oil drilling, which has largely continued 
unabated despite low oil prices. A potential partnership to help on a 
massive maritime yard project in Saudi Arabia could be a significant 
option for the future, although details have yet to be released.  At current 
prices, Lamprell trades for less than net working capital, providing plenty 
of downside protection to ride out the oil downturn. 

 

Conclusion 
The macro environment dominated news headlines this period, but we 
will continue focusing on what we can control: analyzing businesses to 
identify the best bottom-up investment opportunities we can find. We hold 
good companies at what we feel are attractive prices, with a wide open 
investment mandate and cash to deploy into new opportunities. This is a 
good setup for our goal to protect and grow investor capital over the long-
term. It has been two full years since the Fund launched and we are 
optimistic about the future. We thank shareholders for their 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. 
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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. 
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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