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Exciting times ahead
Activist investors globally had a difficult time during the second quarter,
as reignited trade worries rattled the markets. Things appear to have
settled slightly going into Q3 and we therefore remain confident about the
outlook for the remainder of the year. In fact, we believe that 2019 has the
potential to be a very exciting year for SKAGEN Insight, especially as the
vast majority of our portfolio companies, and the progress they have
made, remain deeply misunderstood and underappreciated by the
market. It is, however, important to remember that SKAGEN Insight is not
an index fund, which is why it will outperform the market some years and
likely underperform other years. We remain convinced that the strategy
will prove itself over time.

Top contributors

SKAGEN Insight’s strongest contributor during the second quarter was
retail chain Hudson’s Bay whereby corporate insiders controlling around
60% of the shares launched a takeover offer for the company. While the
offer represents a premium of close to 48% versus the prevailing share
price prior to the announcement, it still fundamentally undervalues
Hudson’s, in our view. The key activist shareholder was also quick to
denounce it as “woefully inadequate”. The stock has performed strongly
on back of the takeover proposal but we believe the current (initial) offer
is too low to be accepted by minority shareholders. Our target price is also
20% higher than the bid price. Hence, we remain invested in anticipation
of an improved offer. In connection with the insider offering, Hudson’s also
announced that it is finally exiting its troubled European operations -
something that not only de-risks the situation but is also an important
catalyst for unlocking significant shareholder value. 

This takeover offer highlights the fact that there is generally a lower limit

on how cheap companies can become in the public equity market.
Hudson’s Bay is a good example of a company that has become deeply
unloved by mainstream investors and seen its stock slide in a downward
spiral as a consequence. Fundamentally, however, the new management
team has made great progress in strengthening the company’s balance
sheet as well as improving its strategic position. The market has failed to
factor in these positive actions, however, as the stock has continued to
decline. We feel confident remaining invested in situations like this where
there is a large discrepancy between the market value and the underlying
fundamental value, especially when it is clear to us that there are good
potential owners of these assets outside the public market. These could,
for example, be private equity funds, founding families, or as in the case
of Hudson’s Bay, other large insiders. This dynamic effectively acts as a
cap on the downside and can be perceived as a strong indication that one
will not lose money when investing into these situations at an already low
valuation. Therefore, we were not surprised when the takeover offer was
announced and are confident that the last word has not yet been
spoken.

Eltel has also been a strong performer during the second quarter, despite
the lack of material company-specific news. It is rather the absence of bad
news that has driven this stock to increase by more than 85% year-to-
date. Eltel was one of last year’s largest detractors but we remained
invested through the period of market stress because our conviction in
the case was intact. Now that the market is (slowly) coming to the
realisation that this is a deeply undervalued company, the stock is
rebounding. We also saw the same dynamic play out in the case of
Diebold Nixdorf, which was up more than 400% at the start of 2019.
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Insight’s largest detractors during the second quarter were Teikoku Sen-I
and Conduent. The former company took a hit in the market as the lead
activist Sparx lost a proxy fight that would have unlocked material
shareholder value within the company. We were among those that
believed this situation had the potential to become a trademark
transformation illustrating the power of ongoing corporate governance
change in Japan. It turns out we may have to wait until next year for this
particular situation to be resolved but we remain very upbeat about what
we are seeing more broadly across the country.

Outlook
Looking forward, there is a lot of value potential across the portfolio as
many of our holdings have previously traded down due to the nervousness
of myopic investors and not deteriorating fundamentals. This is old news
for those of you who have followed the fund over the past year. However,
it is worth reiterating that Insight has a portfolio of deeply undervalued and
underappreciated companies where fundamental trends are moving in
the right direction and activists are increasingly becoming the catalyst for
positive change.

The art of common sense
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Historical performance (net of fees)

Period SKAGEN Insight A Benchmark index
Last month 4.0% 4.1%

Last 2 months -3.8% -1.1%

Quarter to date -2.5% 2.4%

Year to date 16.2% 17.1%

Since start -2.8% 10.9%

SKAGEN Insight invests in a diversified and actively
managed portfolio of companies exposed to some of the most
attractive activist campaigns globally. Activists seek to unlock
value by urging companies to make improvements. SKAGEN
Insight "shadows" activists by investing in these companies.
The objective is to provide the best possible risk adjusted
return. The fund is suitable for those with at least a five year
investment horizon.

Fund Facts

Type Equity

Domicile Norway

Launch date 21.08.2017

Morningstar category Global Large-Cap Blend Equity

ISIN NO0010801558

NAV 10.19 EUR

Fixed management fee 1.5%

Total expense ratio (2018) 1.50%

Benchmark index MSCI World NR USD

AUM (mill.) 23.29 EUR

Number of holdings 31

Portfolio manager Tomas Johansson

Monthly performance
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Contributors in the quarter

Largest contributors

Holding Weight (%) Contribution (%)
Eltel AB 5.20 1.59

Hudson's Bay Co 3.97 1.24

thyssenkrupp AG 8.72 0.47

Rexel SA 3.98 0.40

Roxgold Inc 1.23 0.40

Largest detractors

Holding Weight (%) Contribution (%)
Teikoku Sen-I Co Ltd 7.74 -1.85

Armstrong Flooring Inc 4.65 -1.36

Conduent Inc 4.06 -1.16

Kyushu Railway Co 4.21 -0.55

Pasona Group Inc 6.01 -0.53

Absolute contribution based on NOK returns at fund level
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Top ten investments

Holding Sector Country %

Thyssen Materials Germany 8.8

Teikoku Sen-I Co Ltd Industrials Japan 7.1

Eltel AB Industrials Sweden 6.0

Pasona Group Inc Industrials Japan 5.8

Telecom Italia SpA Communication Services Italy 4.6

Katakura Industries Co Ltd Industrials Japan 4.4

Maxell Holdings Ltd Information Technology Japan 4.4

Armstrong Flooring Inc Industrials United States 4.1

Conduent Inc Information Technology United States 4.1

Kyushu Railway Co Industrials Japan 4.0

Combined weight of top 10 holdings 53.3

Country exposure (top five)
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Sector exposure (top five)
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Contact

020 799 74 34 info@skagenfunds.nl SKAGEN AS, Gustav Mahlerplein 2,
1082 MA Amsterdam

Important information
Unless otherwise stated, performance data relates to class A units and is net of fees. AUM data as of the end
of the previous month. Historical returns are no guarantee for future returns. Future returns will depend, inter
alia, on market developments, the fund manager’s skills, the fund’s risk profile and subscription and
management fees. The return may become negative as a result of negative price developments. You can find
more information including subscription/redemption forms, full prospectus, Key Investor Information
Documents (KIID), General Commercial Terms, Annual Reports and Monthly Reports from our local websites
or branch office. Statements reflect the portfolio managers’ viewpoint at a given time, and this viewpoint may
be changed without notice. This report should not be perceived as an offer or recommendation to buy or sell
financial instruments. SKAGEN AS does not assume responsibility for direct or indirect loss or expenses
incurred through use or understanding of this report. Employees of SKAGEN AS may be owners of securities
issued by companies that are either referred to in this report or are part of a fund's portfolio.
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