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July 26,2017

Dear Investors,

We are pleased to report a further increase in value of your investment in
our fund. Within the first half-year, the NAV of the P&R REAL VALUE fund
increased by +4.2%. In comparison, the World Index rose by +2.4% (in eu-
ro), and the Gold Index lost -0.7% (in euro)!. The Dax Index climbed by

+7.4% in the same period.

Since inception four and a half years ago, the average annualised return of
the P&R REAL VALUE fund has been at +12.5% after fees and is thus better
than the World Index (+12.2%), the Dax Index (+10.7%), and gold (-3.5%).
If you invested three years ago, it is +18.6% (World Index + 9.6%).

Our fund consists of almost two-thirds of securities denominated in US dol-
lars. Therefore, the decline of the US dollar against the euro of -8.2% nega-
tively impacted our performance. We regard this as a short-term fluctuation,

and do not attempt to forecast these in the future.

As at the reporting date, the fund holds 13 positions in equities and call

options, representing 96.6% of the fund'’s assets. Top 5 positions include:

e Cimpress

e (Credit Acceptance
e World Acceptance
e Metro Bank

e Constellation Software

1 The performance is calculated based on the BVI method and considers annual dividend pay-
ments of 0.20 euro per fund unit. Fund inception was on 12/27/2012. The business year starts
and ends on 30 December. The World Index is based on the LYXOR ETF MSCI WORLD D-EUR.
The Gold Index is based on the ZKB Gold ETF in EUR.
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As a reserve, we are holding 0.5% in cash as well as 2.9% in a certificate
with gold underlying. 65.6% of the portfolio is invested in US dollar equities,
22.9% in pound sterling, and 8.2% in Canadian dollar. The fund volume is

24.3 million euro.

How are our companies doing?
Metro Bank

Metro Bank is growing at a phenomenal rate. Last year, the number of cus-
tomers rose from 655,000 to 915,000, the balance sheet total grew by 65%,
and more than 300 new employees were hired. In our last semi-annual let-
ter, we had told you of our mystery shopping, the results of which we sent to
the bank’s management. Companies that grow very strongly make mistakes.
Therefore, recognising problems is less important than analysing how these

mistakes are dealt with.

In our case, the company responded quickly and transparently and they
were very interested in our customer feedback. We believe that Metro Bank
has a culture that can deal with challenges and will, therefore, create a great
deal of growth and value for us shareholders. The stock price has gone up
significantly but does not nearly reflect the full long-term potential. If you
want to get a visual impression of the new bank branches (“stores”), please

click here: » Metro Bank Branches

Credit Acceptance

Credit Acceptance is an outstanding example of a company with good corpo-
rate culture. An indication of this is the repeated nomination of the firm as
one of America's Fortune 100-Best Companies-to-Work-For. According to
Fortune’s survey, 95% of all employees are proud to tell others where they
are working. This is remarkable for a company that offers auto loans to sub-

prime customers.

The explanation lies in an extremely positive, stimulating work environ-
ment. It includes, for example, meticulously prepared and (afterwards)
evaluated town hall meetings, during which employees are given direct
access to CEO Brett Roberts and can make suggestions for improvements.
The inner workings of this organisation explain why earnings per share
have risen by 27% (CAGR) over the last 10 years and why we believe it is
likely that the next decade will result in still more value for us shareholders.
Since our purchase, the stock price has more than doubled. If you would like
to know more about this company, we recommend Brett Roberts’ excep-

tional shareholder letter: P Shareholder Letter Credit Acceptance


https://drive.google.com/file/d/0B5oqFOIZX3SvZDNkMGkwT0Z2bWc/view?usp=sharing
http://files.shareholder.com/downloads/CACC/582877422x0x937229/9E1B5F13-77A3-42C1-B8EC-03F6F5141337/CACC_2016_Shareholder_Letter_Print_FINAL.pdf
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World Acceptance

Many small improvements often remain undetected until Mr. Market sud-
denly wakes up. This is exactly what happened with World Acceptance in
early May. As a one-two punch, the company reported significantly im-
proved quarterly results and the renewed possibility of share buybacks.
Since about one third of the free float was sold short, this good news led to a
short squeeze. Within two days, the share price shot up from $56 to $88 US
dollars. Our investment thesis, which we have explained to you in detail in
our Q4 2015 letter, seems to have proven right so far, even if the manage-
ment is still facing many challenges. The stock price is still cheap relative to

our estimate of value (P/E ratio of 8).

Changes within the portfolio

A new investment — The Gym

The Gym Group plc is pursuing a discount strategy with fitness studios in
the UK. Like Ryanair and Easyjet in the aviation industry, The Gym offers
lower prices than many established companies in the fitness industry
through a cheap no-frills offer. In Germany, this trend is already advanced.
About 45% of all fitness studios are discounters with a handful of large
chains and McFit as the market leader. The UK is far behind and will likely
catch up. Here, only 23% of all gyms are discounters. The Gym’s offer is
straightforward and compelling, so new studios quickly attract customers.
About 70% of the members come from competitors in the medium price
segment. However, 30% of the customers are first-time members - an indi-

cation of increasing demand.

The management of The Gym regards surpassing a return-on-capital hurdle
as top priority and not, for example, revenue growth or market leadership.
Only the second goal is to reinvest the greatest possible portion of the free
cash flow into new gyms. If CEO John Treharne succeeds in keeping the
quality of the gyms high and the price low, the company will continue to
grow with high incremental returns for several years. We monitor the new
openings and the price behaviour of the individual studios to assess wheth-
er the company is going take a route similar to that of Starbucks (with high
returns on capital despite ever more coffee shops) or whether increasing
competition within the discounters will lead to eroding yields. We have built
a relatively small position at prices that are about 11x our estimate of own-

er's earnings. For more details please click here: » Presentation The Gym

Aggreko Sale
In turn, we sold Aggreko, realising a considerable loss. Up to our purchase,
the company had achieved exceptionally high returns on capital over a peri-

od of about eight years, followed by a correction that we attributed to a mix


https://drive.google.com/file/d/0B5oqFOIZX3SvLVI0bno0WDd0M0U/view?usp=sharing
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of external reasons. We assumed that durable market entry barriers, along
with growing global demand for electricity, would lead to renewed profita-
ble growth.

We were wrong. We have underestimated three things: (1) The learning
curve of customers who increasingly put Aggreko in competition with other
players by using tenders. (2) The technological development of alternative
sources of energy. (3) The risk of change of management. We will make
further mistakes in the future, but we prefer to learn from other people’s

mistakes.

We are lowering our fees

With immediate effect, we are reducing our fixed advisory fee from 1.5% to
1.0%, and from October, we are implementing a hurdle for our performance
fee which requires an amendment of the fund prospectus. We will then re-
ceive a 15% performance fee only for the portion that exceeds 5% on an

annual basis.

We believe it is fair that you receive a higher share of the performance.
Thereby, we are also improving your investment fund, as lower costs will

increase the chance of a long-term outperformance.

To explain let’s look at an example. Assume that we achieve a return of 10%

before all costs and fees. The following items will be deducted:

e Our fixed investment advisory fee (1%)

e  Our performance fee (15% over 5%)

e Trading fees (approximately 0,02%)

e Administrative costs of the investment manager IPConcept and the

custodian bank DZ Privatbank (approximately 0,35%)

Subtracting all the above results in a net return of about 8.1%. Our bench-
mark index, the World Index, is an index fund (ETF) with running costs of
0.35%. The difference in cost is 1.56 percentage points, which means that
we must first achieve an outperformance to this extent to provide you with

the same after-cost result.

This cost disadvantage affects all actively managed funds and is one of the
reasons why more and more capital has flown from actively managed to

low-cost, passive index funds in recent years.

However, if you compare the P&R REAL VALUE with other funds, you should
also consider those costs that are not disclosed but nevertheless are just as

real for investors:
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e No Trading. We are making long-term investments with a targeted
portfolio turnover rate of less than 20% (corresponding to a minimum
five-year holding period). We estimate that the average turnover rate of
an active mutual fund is at least 100%. We trade with a much lower fre-
quency and thus produce only one-fifth of the trading costs. We are also
excited about the fact that IPConcept has reduced the commission rates
for our fund by one third.

e No size issue. With our small fund size, we can take positions in less
liquid stocks. Large funds, particularly those that rebalance frequently
produce market impact costs, which lead to a considerable performance
disadvantage. These costs can amount to 1% per turnover rate of 100%
according to an estimate.

e No costs for external research. We conduct our own independent
research and do not charge the fund with costs for external research. It
is, however, industry practice to obtain external research from brokers
(reports, meetings, events and infotainment). The costs for this service
are not paid by the asset manager but typically bundled together with
(inflated) execution costs which are paid by the fund. The new MiFID2
regulation will target this practice.

e No kickback payments. We do not pay kickbacks for fund adviser or
distribution networks because these indirect payments make it deliber-
ately difficult for investors to understand the sources of costs. We'd love
nothing better but customers who find their way to us directly or
through recommendations. This saves costs and promotes a personal
long-term relationship. If you are happy with us, please feel free to rec-

ommend us.

Our competitive advantages over passive in-
dex funds

Despite the cost disadvantage, there are good reasons why our active entre-
preneurial investment management can produce better long-term results
and promotes better capital allocation in our society. We observed the fol-

lowing by visiting annual general shareholder meetings.

At the shareholder meeting of Judges Scientific, Matthias Riechert was the
only shareholder to attend - an excellent opportunity to meet the people
who safeguard our capital. On all other shareholder meetings PR consult-
ants, analysts and corporate adviser outnumbered shareholders to a large

extend which highlights a growing principal agent risk.

On the same meeting, a board member received more than 30% no votes for

his re-election. The no votes came from investors who outsourced their
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voting to proxy voting services. These agencies decide on thousands of vot-
ing proposals by assessing whether the proposal complies with corporate
governance guidelines using a time-efficient standardised method. In this
case, the board member exceeded the maximum recommended tenure. But
not everything that can be counted counts. The fact that the person provides
valuable contributions to the management of the company cannot be as-
sessed based on an algorithm. We give credit to Judges’ supervisory board

precisely because they did not follow the guidelines in this case.

On another meeting, we asked the chairman of the remuneration committee
about his thinking behind the firm’s compensation structure. He answered
proudly: “We have appointed an external consultant who has aligned our
remuneration to that of similar companies.” Warren Buffett on this topic: ,If
the board hires a compensation consultant after I go, I will come back - mad.”
The practice promotes average performance. In fact, we are finding more
and more similar compensation plans, which are tied to the same bundle of
adjustable numbers. Only few companies have simple targets that consider

cost of capital and thus only reward economic value creation.

Bottom line
If more and more money flows into passive investments, the connection
between the company and its owners ceases to exist. The use of agents pro-

motes mediocrity and herd behaviour in company management.

It will become easier for us to find outliers who are guided by a think-for-
yourself principle and who nurture a culture of ownership, responsibility
and alignment of interests. As an active long-term investor with a concen-
trated portfolio, we can invest enough time to get to know a company and
assess its culture. A passive, quantitative fund cannot do this because cul-

ture cannot be “quantified”.

In his book “The Outsiders”, William Thorndike coined the concept of the
iconoclasts. A term that is applied to any person who challenges long-
cherished beliefs or institutions because they are false or harmful. We count
ourselves among these challengers and look for entrepreneurs who think
and act independently as well. These rare candidates often produce ex-
traordinary long-term results for their shareholders and can only be discov-

ered early on with the antenna of an active manager.
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How to improve your performance

Over the past 20 years you could have earned an average annualised return
of 7.7% with the S&P index. However, if you missed only the 30 best days,

your annualised return would have been reduced to -0.5%.

Returns of S&P 500
Performance of a $10,000 investment between
January 2, 1997 and December 31, 2016

7.68%
return

Six of the 10 best days
occurred within two weeks
of the 10 worst days

4.00%
return

$21,925 L57%

return

-0.51%
-2.42%
return

$6,132

'4}'6% -5.76%
return return

Fully Missed 10 Missed 20 Missed 30 Missed 40 Missed 50 Missed 60
invested best days best days best days best days best days best days

Source: Annual Report of JP Morgan, page 64.

If you (just like us) don't know on which days Mr. Market will make the biggest
jumps either up or down, the smartest recommendation is to stay invested —
either in index funds or with good active managers.

We wish you an enjoyable summer and look forward to the second half of

the year. Please feel free to contact us if you have any questions.

Kindest regards,

Thorsten Polleit Matthias Riechert
Konigstein i. T. London

Tlesl. (el /4 S LS
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Polleit & Riechert
Investment Management LLP

Lynton House
7-12 Tavistock Square
London WC1H 9BQ
United Kingdom

www.polleit-riechert.com

Limited Liability Partnership
Partnership No. 0C377772
Companies House
Registrar of Companies under the Limited Liability Partnerships.
Authorised and regulated by the FCA.

Disclaimer

Polleit & Riechert Investment Management LLP is responsible for the preparation of this report. The authors of this document acknowledge that the views expressed in this document accurately reflect
their own judgment and that no connection between their remuneration — either directly or indirectly or in part — and the recommendations in this document has, does or will exist. The analysts
mentioned in this report are not registered/qualified with FINRA as research analysts and are not subject to NASD rule 2711. This document is intended for information only and does not take into
account the specific circumstances of the recipient. It does not constitute investment advice. The contents of this document are not intended as an offer or solicitation to buy or sell any precious metals
and securities mentioned in this document and do serve as a basis or part of any contract. The information contained in this document was obtained from sources Polleit & Riechert Investment
Management LLP considers to be reliable and accurate. Polleit & Riechert Investment Management LLP does not guarantee correctness, accuracy, completeness or suitability for a particular purpose.
Any opinions and assessment contained herein reflect the views of the author or authors at the time of publication and are subject to change without notice. Any opinions expressed herein reflect the
opinions of Polleit & Riechert Investment Management LLP. Polleit & Riechert Investment Management LLP is under no obligation to update, to amend or supplement this document or to inform the
recipient in other ways, if a circumstance specified in this document or a statement, forecast, or estimate contained herein changes or subsequently becomes inaccurate. The past performance of
financial instruments is not indicative of future results. We therefore cannot assume liability for a positive investment return of an assessment described in this document. Due to various factors, there
is the possibility that the prognoses in this document are not reached. These factors include market volatility, sector volatility, and corporate decisions without limitation, unavailability of complete and
accurate information, and/or the fact that underlying assumptions made by Polleit & Riechert Investment Management LLP or other sources prove to be incorrect. Neither Polleit & Riechert
Investment Management LLP nor employees accept any liability for damages that may arise from the use of this document or its content or otherwise. The inclusion of hyperlinks to the websites of
organizations, as they are included in this document in no way implies approval, recommendation, or endorsement of the linked page or information accessible from there by Polleit & Riechert
Investment Management LLP. Polleit & Riechert Investment Management LLP accepts no responsibility for the content of these sites or information accessible from there or for any consequences of
the use of such content or information. This document is intended solely for use by the addressee. It must not be altered, nor in any way reproduced, distributed, published, or passed on to other
individuals in part or as a whole without prior written permission of Polleit & Riechert Investment Management LLP. In certain countries, including the United States, the way this product is marketed
can subject to further legal restrictions. Persons who cone into the possession of this document, are obligated to inform themselves about and to observe such restrictions. By accepting this document,
the recipient agrees to the binding nature of the foregoing provisions.
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