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A tale of two halves (so far)

Following a very solid first half of the year, the market environment
completely changed character during the third quarter and the fund
generated a negative return during the period. Aggressive synchronised
tightening by central banks to mitigate runaway inflation caused
valuations to broadly collapse in cyclical assets during the quarter. A
strong US dollar and weak Japanese yen put significant pressure on our
performance relative to underlying equity markets. We observed
substantial drawdowns in commodities, European industrials and
financial stocks in emerging markets, especially in the small and mid-cap
segments. Overall, we believe a recession is already priced in in many
areas of the equity markets. Valuations now look extremely compelling in
small and mid-cap stocks compared to larger cap stocks on a global basis,
and a favourable risk/reward seems pronounced particularly in the early
cyclical value areas of the equity market.

A broadening value investment universe

The substantial decline in technology and consumer-related sectors has
given rise to attractive investment situations. We have accumulated
shares in the consumer brand titan Levi's as the company's share price
has fallen more than 50% since 2021. Levi's is one of the strongest brands
globally and the company is currently using the brand to expand into new
categories. A very solid balance sheet and good capital allocation
underpin our investment case. We bought the shares at less than 10x
current normalised earnings power during the summer and we see deep
value and a substantial upside over our 2-3 year investment horizon.

We also established a position in Norton LifeLock, formerly known as
Symantec, a global leader in cybersecurity. Following uncertainty about
its acquisition of Avast and a general sell-off in technology shares, the
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Chinese-based Tencent disclosed a transaction to increase its holding in
the videogame powerhouse Ubisoft from 5% to more than 15% over time.
Unfortunately, half the increase occurred at the holding company level of
Ubisoft at an implicit stock price of EUR 80, and Tencent is widely expected
to acquire an additional 5% of the shareholder base in the market. The
market reaction was markedly negative despite the implicit premium and
could be seen as lowering the potential for other bidders to come in. We
believe the base scenario is now that the company may be fully integrated
into Tencent over time, and the current share price of EUR 30 is well below
any reasonable estimate of fair value. Our Spanish copper miner Atalaya
Mining was weaker as cost guidance disappointed, and the copper price
fell. French seating and interiors Faurecia is operating with little room for
error as the balance sheet progress has been worse than expected. We
reduced the position size significantly in the quarter.

stock reached our target inception price. For this higher quality annuity
stream, we pay around 10x earnings and, in our opinion, get potential
growth and synergies in future years for free.

Small and mid-cap industrials in Europe, and in Germany in particular,
are trading at levels not seen since the financial crisis. As such, we have
established new positions in the German joint technology small-cap
Norma as well as the German waste recycling service Befesa following a
more than 50% correction in the stock price. Befesa collects and recycles
steel dust and aluminium residuals and distributes the recycled goods into
commodity markets.

During the quarter, we exited several positions, including electrode
producer Graftech, following a deterioration of the balance sheet, and
cyclical price pressures becoming more pronounced than expected. We
also exited Lincoln National as catalysts have not emerged as we
anticipated. We also exited Japanese elevator producer Fujitec as the
stock hit our price target, partly driven by a successful activist campaign.

Performance drivers

Vitesco, our German powertrain producer, was the strongest contributor
during the quarter as the order book continues to grow substantially and
valuation is highly attractive. Kimberly Clark De Mexico was a top
performer as the market is starting to anticipate peak input cost pressures
and a positive impact from broad price increases in their output product.
Moreover, our Japanese retail bank Resona Holdings, performed well as
the company is on track to reach its full-year profitability goal and asset
quality remains strong.
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Brighter spots are emerging

There are positive signs emerging in the prices paid across many areas
of the global economy. For instance, a deflationary environment is
developing in used cars, container shipping rates and truck rates. Global
supply chain bottlenecks seem to be easing. Commodity prices, including
oil, gold, silver, copper and nickel, are down sharply and this will gradually
make its way into companies' input cost equations and increase margins.
There are some areas that are lagging, such as lodging and a tight labour
market in some areas of the economy. We believe a peak inflation
narrative is gradually building which would eventually push the global
central banks to at least take a neutral stance. At this point, we see a
deeply positive risk/reward profile developing for our portfolio over a 2-3
year investment horizon. Our weighted upside to our price targets is on
par with levels seen at the pandemic low in early 2020.
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Historical performance (net of fees)

Period
Last month

Quarter to date
Year to date
Last 12 months
Last 3 years
Last 5 years
Last 10 years

Since start

SKAGEN Focus A Benchmark index

-8.4%
-5.3%
-13.5%
-10.3%
6.5%
6.7%
n/a

5.4%

Performance last ten years

-5.6%
0.9%
-8.8%
0.6%
8.1%
11.0%
n/a

9.2%

SKAGEN

Part of Storebrand

SKAGEN Focus is a high conviction equity fund that seeks to
generate long-term capital growth by investing in a portfolio
of global companies with the majority of exposure invested in
small and mid-cap companies. Subscriptions are made in
fund units and not directly in stocks or other securities. The
fund has risk profile 6. The benchmark reflects the fund's
investment mandate. Since the fund is actively managed, the
portfolio will deviate from the composition of the benchmark.

Fund Facts

Type

Domicile

Launch date
Morningstar category
ISIN

NAV

Fixed management fee
Total expense ratio (2021)
Benchmark index
AUM (mill.)

Number of holdings

Portfolio manager

Equity

Norway

26.05.2015

Global Flex-Cap Equity
NO0010735129
160.67 SEK

1.60% + performance fee*
1.40%

MSCI ACWINR USD
247413 SEK

50

Jonas Edholm

*10.00% performance fee calculated daily and charged annually if the
fund's value development is better than the benchmark index. The total
management fee charged represents a maximum of 3.20% p.a. and a
minimum of 0.80% p.a. The performance fee may be charged even if
the fund's units have depreciated in value if the value development is
better than the benchmark index.
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Historical returns are no guarantee for future returns. Future returns will depend, inter alia, on market developments, the fund manager’s skill, the
fund’s risk profile and management fees. The return may become negative as a result of negative price developments. There is a risk associated with
investing in the fund due to market movements, currency developments, interest rate levels, economic, sector and company-specific conditions.
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Contributors in the quarter

[]ﬁ] Largest contributors []O Largest detractors

Holding Weight (%) Contribution (%) Holding Weight (%) Contribution (%)
Vitesco Technologies 2.93 1.05 Ubisoft Entertainment SA 3.40 -1.17

lvanhoe Mines Ltd 2.74 0.53 MagForce AG 0.18 -0.61
Kimberly-Clark de Mexico 297 0.30 Faurecia SE 0.99 -0.49

Viscofan SA 2.62 0.27 Atalaya Mining PLC 0.91 -0.46
STMicroelectronics NV 2.45 0.25 Cascades Inc 1.94 -0.42

Weights shown are the average for the period. Absolute contribution based on NOK returns at fund level.

Top ten investments

Holding Sector Country %
Viscofan SA Consumer Staples Spain 3.3
Kyocera Corp Information Technology Japan 3.3
Textainer Group Holdings Ltd Industrials China 3.3
Albertsons Cos Inc Consumer Staples United States 3.1
KB Financial Group Inc Financials Korea, Republic Of 3.1
Kimberly-Clark de Mexico SAB de CV Consumer Staples Mexico 3.0
China Communications Services Corp Ltd Industrials China 3.0
Vitesco Technologies Group AG Consumer Discretionary Germany 2.9
Panasonic Holdings Corp Consumer Discretionary Japan 2.8
Resona Holdings Inc Financials Japan 2.7
Combined weight of top 10 holdings 30.6
Country exposure (top five) Sector exposure (top five)
N 7 1)
Japan 0.0 Materials 0.0
[, 2.0 concire T -2 6
Canada 0.0 Financials 0.0
Korea, Republic Of 00_12-3 Industrials 00_14-0
United States 0.0 Consumer Staples 0.0
0.0

7.2 o 7.9
Germany 0.0 Consumer Discretionary
0 5

5 10 15 20

o

10 15 20 25
m SKAGEN FocusA m® MSCIACWINR USD m SKAGEN FocusA m MSCIACWINR USD

Important information

All information is based on the most up-to-date data available. Unless otherwise stated, performance data relates to class A units and is net of fees.
AUM data as per the end of the previous month. Except otherwise stated, the source of all information is SKAGEN AS. 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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