)
pelargos capital

MARKET COMMENTS

In December, the MSCI Japan appreciated +1.2% and for the
year the gain was +16%. In 2019, there were only 3 down
months, with May seeing a sharp -6.5% drawdown. With
regards to our share classes, the Pelargos EUR share class
returned +12.75% and the USD share class +15.37%. Those
returns were achieved with an beta of, on average, 0.3. Despite
the lackluster macro environment, equity markets were
climbing the proverbial wall of worry and we were able to realize
several highly stock specific gains. Toshiba Plant Systems (TPS)
being our largest position first declined 15% into August and
then rallied from JPY1,700 to JPY2,670, in total this stock
contributed 3.2%. The other large contributors, each of which
contributed 2%, were Hitachi High-Tech, Heiwa Real Estate and
Toshiba Tec. The worst contributors were short position Sharp
(a loss of 1% of NAV) and long position Okamoto Industries (a
loss of 0.8% of NAV). Sharp was amongst the best contributing
shorts in 2018, unfortunately we missed the opportunity to
cover and gave back all the gains in 2019.

SINGLE STOCK OBSERVATIONS

Last month, Heiwa Real Estate (HRE) stock made the highest
contribution, adding 0.46% to the fund's performance. The
stock rallied another 14% in December. In November, the
company had to delay its quarterly numbers due to employee
misappropriation. The numbers were delayed by 1 month and
the amount of money embezzled by employees was
insignificant, but large enough to put pressure on management
to tighten its corporate governance and internal controls. In the
meantime, Simplex Asset Mgmt, a large activist fund acquired
an 8%+ stake. Now it is basically a given that HRE's management
will not be able to extend its poison pill in March 2021. In our
opinion, HRE will not remain listed as such, the activist
participation will force the management to look for an exit. The
easiest exit might be a buy-out by its largest shareholder
Mitsubishi Estate. However, this could lead to the same type of
bidding war, which is currently unfolding at Unizo. Unizo stock
price was equally depressed as HRE's, trading at JPY1900 just
before a strategic buyer, H.L.S. which is a travel agency
interested in Unizo's hotel assets, bid JPY3,1700. Unizo
management kindly declined, and shortly thereafter Elliott and
Ichigo AM appeared on the shareholder register. Unizo
management quickly arranged a white knight named Fortress,
a Softbank related entity, offering JPY4,100. The story does not
end here as Blackstone put in a JPY5,000 offer and the latest on
the story is an employee buyout supported by Lone Star at
JPY5,100, and the stock currently trades above the buyout
price. H.1.S. was the spark to set off the Unizo fireworks and it
put the entire real estate industry on high alert as the spark can
easily end up as a forest fire.

PELARGOS JAPAN ALPHA FUND
DECEMBER 2019 | EUR share class 2.34% | USD share class 2.36%

In December, we only had one losing position significant
enough to be mentioned; Softbank. This company is fraught
with corporate governance troubles and an exuberant
chairman who does one thing well, betting big. His style of
investment is heavily dependent on access to credit and with it,
the pricing of the underlying collateral. Softbank has all the
hallmarks of a house of cards that can quickly untangle if banks
start to feel jittery. That said, it is a highly contested situation
and the sum-of-the-parts valuation still looks supportive and
Japanese banks will not pull the rug under a Japanese icon.
Therefore, we have hedged our biggest short position with a
call option, which unfortunately had not hit strike yet in
December.

RISK ALLOCATION & STYLE PERFORMANCE

We closed the 2019 books with elevated net exposure of 62%.
8% of which is quasi cash, the long position in Toshiba Plant
Systems which is being acquired by Toshiba Corp. Another 12%
of the net exposure consists of high yielding, negatively
correlated REITs. Thus, despite a 62% net exposure the beta
was just 0.3-0.4. The 120-day correlation to the MSCI Japan was
close to 0.

Value factors finally made a comeback in in 2019, whilst price
momentum had a big negative showing. 1-month, 3-month, 6-
month and 12-month all had negative performance. Amongst
value factors, price-to-book was actually negative, but stocks
with high Return-On-Equity and low price-to-earnings ratio
performed well in 2019.

OUTLOOK

2019 was a good year for risk assets, but the Japanese market
only recovered what has been lost in 2018. Despite closing at
the highs, the MSCI Japan still ended 4.7% below January 2018
highs. The generational low was in 2012 and we believe the bull
market will resume in 2020. Central bank liquidity remains
abundant, the rally in Japan only started in the 4" quarter and
we expect it will carry through at least until AGM season in June.
From a cyclical perspective earnings expectations will rebound
and buybacks will continue. Japanese assets are still extremely
inexpensive. At the same time, foreigners are still massively
underweight Japanese equities and the BOJ is on the buy side.
Besides all this market talk, we expect some fantastic corporate
governance related action. We will engage with an increasing
number of corporates and aim to reform board structures and
align incentives with those of shareholders. With the right
incentives in place, we will see an acceleration of buybacks, buy-
outs, spin-offs, MBOs, and take-overs in 2020, for which we will
be well positioned.
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FUND CHARTS AND FACTS
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TOP 5 GROSS POSITIONS
Toshiba Plant Systems
Maeda Road Construction
Toshiba Tec Corp

Ichigo Group

Toyo Construction

TOP 5 MOVERS

Heiwa Real Estate 0.46%
Findex Inc. 0.26%
Maeda Road Construction 0.24%
Hitachi High Tec 0.19%
Toyo Construction 0.18%
TOP 5 SHAKERS
Softbank Corp -0.42%
Coca Colz Bottlers Japan -0.09%
Harmaonic Drive -0.08%
Ichigo REIT -0.06%
Toyota Industries -0.05%
FUND FACTOR

Long Short
Price to Earnings (FE) 16.6 225
EV/EBITDA =R 109
Frice to Book(FB) 20 23
Dividend Yield 24 16
EVYIC 12 20
1 month momentum 38 03
12-1 month momentum 339 56

FUND PERFORMANCE*

uspn
Month to date performance 2.36%
Year to date performance 15.37%
Inception to date performance T.3B%

*hased on share dass B EUR, “based on share dass C USD

FUND FACTS*

Fund size in min EUR
Fund size in min USD
Firm size in min EUR
Firm size in min USD

RISK STATISTICS

Met Exposure

Gross Exposurs

Wolatility {ex-ante; 3 months daily data)
Belz (ex-anig)

Sharpe Ratio
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Sterling Ratio

Max Drawdown {monthly)

Annualized Return
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GEMERAL STATISTICS

% Return long book 3.60%
% Return short book 0.76%
# Long stocks 47
# Short stocks 32
% Long stocks ¢ T74%
% Short stocks | S8
# Up days / Down days 13/7
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Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD ITD
2019 1.05% 0.00% 051%  0.98% -0.04% 056% 1.54% 090% -1.46% 343% 235% 234%
2018 -0.26% 1.77%  -1.03% -0.63% -0.06% -036% -0.87% -1.66%  0.36% -3.69% -0.13% -4.14% | EESIMNECEE
2017 0.56% -0.92%  -1.63% -0.57% 0.23% 132% 1.18%  046% 0.99% 1.25% 020%  0.14%
« 2016 1.27% 0.92% 118% -0.16% -1.08% -433% 2.12% -1.05% -029% 2.38%  0.88%  0.39% | EEEEEEL
o 2015 -1.24% 489%  -027% 3.25% 2.57% -1.67% -2.94% -3.01% 2.46% 1.88%  2.06% -1.42%
; 2014 -3.16% 0.60%  -0.56% -0.99% -224%  1.44% 0.23% -0.60%  2.06% -1.89% -1.24%  0.96% | ETELIMCEEIRA
< 2013 5.35% -0.58% 6.98% 6.48% -1.07% -0.78% 031% -0.92% 1.18% -0.80%  1.46%  1.73%
v 2012 -1.38% 3.81% 135% -1.21% -3.83% 1.76% 0.84% 0.93% 1.32% 0.58% 2.50%  4.06% EENRAEA
2011 0.93% -0.03%  -1.55%  0.14% -0.14%  0.42% 0.03% -3.63% 0.69% -0.38% -2.60%  1.68%
2010  0.73% -0.23% 3.52% 3.39% -2.83% -1.31% 1.23% -037% 0.91% 1.13% 1.40% 1.89% |NEIEIREREEA
2009  2.07% 1.67%  -0.73% -0.67%  134%  1.13% -1.93% 224% -1.68% -039% -2.99% = 2.84%
2008 0.96% -1.35%  1.40%  3.44%  0.52%  1.39% | INICE
o Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD ITD
29 2019 1.33% 0.25% 075% 1.29% 045% 087% 1.82% 043% -1.19% 3.77% 235% 236%
35 2018 -0.27% 1.58%  -0.86% -036% -0.05% -0.09% -0.64% -1.42%  0.52% -3.33%  0.20% -3.81% | EKEEAIEICEL
© 2017 117%  0.64% 1.13%  1.21% 0.16%  0.38%
DISCLAIMER

Pelargos Capital B.V. has compiled this publication. Pelargos Capital B.V. is a management company and in that capacity avails of a license pursuant to
section 2:65 of the Act on Financial Supervision of the Netherlands (Wft) as that section reads following the incorporation of the AIFM Directive in the
WHt.

Although the information contained in this publication is composed with great care and although we always strive to ensure the accuracy, completeness
and correctness of the information, imperfections due to human errors may occur, as a result of which presented data and calculations may vary.
Therefore, no rights may be derived from the provided data and calculations. All information is provided "as is" and is subject to change without prior
notice.

Pelargos Capital B.V. does not warrant the adequacy, accuracy or completeness of any information and expressly disclaims any liability for errors or
omissions therein. The recipients of this publication are responsible for evaluating the accuracy, completeness or usefulness of this information.

The information contained in this publication does not constitute any recommendation, investment proposal, offer to provide a service, nor a solicitation
to buy or sell any security or other investment product.

The publication of this information may be subject to restrictions imposed by law in some jurisdictions. Pelargos Capital B.V. requests any recipient of
this publication to become acquainted with, and to observe, all restrictions. Pelargos Capital B.V. accepts no liability for infringement of such restrictions.

The recipient shall not distribute, forward or publish this information. No rights may be derived from the provided information, data and calculations.
Also by risks inherent to this investment fund, the value of the investments may fluctuate. Past performance is no guarantee or guide to future
performance.

Don’t take any
unnecessary risks.

Read the Key Investor
Information Document.




