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Investment criteria
• sound balance sheets
• strong historical returns on equity
• reasonable pricing

20–30 Norwegian companies with
global competitive advantages
Top ten holdings and sector allocation
TGS-Nopec Geophysical Co ASA
Yara International ASA
Lerøy Seafood Group ASA
Equinor ASA
Wilh. Wilhelmsen Holding ASA
SpareBank 1 SR-Bank ASA
Subsea 7 SA
SpareBank 1 Nord-Norge
DNB ASA
SpareBank 1 SMN
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*Returns until 10.07.2015 are achieved in Pareto Verdi. The fund continues as unit class B in Pareto Aksje Norge. All figures are based on internationally recognised standards for
publishing performance data. Historical returns are no guarantee for future returns. Future returns will depend, inter alia, on market developments, the portfolio manager’s skill,
the fund’s risk profile, as well as fees for subscription, management and redemption. Returns may become negative as a result of negative price developments. The performance
data do not take account of the fees incurred on subscription and redemption of units/shares. Pareto Asset Management seeks to the best of its ability to ensure that all
information given in this report is correct, however, makes reservations regarding possible errors and omissions. Statements in the report may reflect the portfolio managers’
viewpoint at a given time, and this viewpoint may be changed without notice. The distribution of this information may be restricted by law in certain jurisdictions and this
information is not intended for distribution to any person or entity in such jurisdiction. The report should not be perceived as an offer or recommendation to buy or sell financial
instruments. Pareto Asset Management does not assume responsibility for direct or indirect loss or expenses incurred through use or understanding of the report. Fund
prospectus, KIID, annual and semi-annual reports are available at www.paretoam.com/en/fund-reports. Other information is available at www.paretoam.com/en/clientinformation.
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Monthly commentary – September 2019
By Torbjørn Frønningen

According to the calendar, the third quarter is now history. In terms of reporting, the quarter starts in a couple of weeks, and
we are eagerly awaiting a status update from the companies.
However, some of the companies have published important news releases this quarter, which deserves some comments.
In mid-August, TGS announced that the acquisition of Spectrum was finally completed. The settlement for Spectrum is, as
already known, mainly by way of shares, resulting in an increase in outstanding TGS shares of about 16 per cent. The
interesting part of the announcement was served almost as a side note at the end: TGS expects sales in excess of USD 250
million in the third quarter. Over the past couple of years, quarterly sales have fluctuated between 108 and 188 million, the
latter representing a generally strong fourth quarter. So, 250 million is high!
TGS usually concludes a large part of sales at the end of each quarter. The announcement in the middle of the quarter implies
that sales for the third quarter have the potential to be significantly higher than 250 million. Although we can hardly expect
sales at this level in the coming quarters, it is fun to see that TGS will deliver its strongest third quarter ever in an industry
characterised by very lean times.
A couple of months ago we wrote about strong cash flow and a nice dividend yield in Equinor. This month, the company
announced that in addition to dividends, it will distribute NOK 45 billion to shareholders through share buybacks of
approximately three per cent of outstanding shares each year for the next three years. The stock responded immediately and
rose almost seven per cent on the day.
Last week, Wilh.Wilhelmsen Holding (WWI) announced that it would repurchase just over four per cent of outstanding shares.
We regard this as particularly welcome as the share is priced at just over a third of the book value. Furthermore, we consider
underlying values to be higher than book value.
The significant discount to the market is probably partly due to WWI being a limited liquidity stock, to the company being a
conglomerate with many business areas, and to having had limited distribution to shareholders.
Many people probably still think of WWI as a vulnerable shipping company. However, far greater values can be attributed to
other activities: everything from port bases throughout the North Sea basin and ro-ro terminals around the world to the supply
of equipment and services to offshore wind farms as well as a large part of the world’s shipping fleet.
As far as the company’s shipping arm is concerned, it is making a profit in a market where most competitors are bleeding. To
a large extent, this is probably due to the company’s strong market position: with almost a quarter of the world’s ro-ro fleet
under its control, on top of terminals and complementary land-based logistics services worldwide, few / none can match
WWI’s level of service.
The portfolio is priced at eleven times expected earnings this year and just over nine times next year’s expected earnings. This
implies an earnings yield of nine per cent for the current year and eleven per cent for next year, corresponding to a risk
premium of eight and ten percentage points, respectively, over ten year government bond yields. The dividend yield is
currently 4%. The combination of low debt in the balance sheets, a gradual improvement in the return on equity and attractive
pricing means that we believe the portfolio can be bought with a significant margin of safety.
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