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MARKET COMMENTS

Last month the market, measured by the Topix (TPX)
benchmark, declined -1% in Japanese Yen (JPY) terms. The TPX
initially appreciated +3% and from mid-month dropped -4% to
end June in negative territory. The JPY was rather weak and in
US dollar terms the TPX actually declined -2.8%.

Cyclical sectors continued to underperform. The Materials
sector declined by -5%, followed by Financials -3% and IT -2.8%.
On the other side, Health Care was up +1.8%, Telecom +1.5%
and Consumer Staples as well as Discretionary appreciated
more than +1% each. The Energy sector had a big jump due to
the long negotiated merger of two major refining companies.

SINGLE STOCK COMMENTS

The biggest contribution last month came from the long
position in Alpine. The stock rallied +7.9% and contributed
+28bps. Parent company Alps Electric, which holds 40.4% in
subsidairy Alpine, wants to acquire the remaining outstanding
shares to make Alpine a wholly owned subsidairy. Alps Electric’s
proposal is significantly below what can be deemed fair value.
At the shareholder meeting on June 21t the current Alpine
board was not defeated, but had extremely low approval rates
for Japanese standards. Thus, only a small increase in opposing
votes, a 2/3 majority will be needed, will make it highly unlikely
to accept the current take over proposal at the extraordinary
shareholder meeting in December. With the rapid change in
shareholder structure it seems increasingly unlikely that Alps
Electronics can get away with stealing Alpine from its minority
shareholders. For the records, we voted in favor of the agenda
items proposed by HK based activist Oasis, who aimed to
facilitate a special dividend, replace a director in the Audit and
Supervisory Committee and promote an additional
independent director.

On the other hand, we voted against the prolongation of the
take-over poison pill at Heiwa Real Estate, which unfortunately
was dismissed and the stock obviously reacted negatively and
declined -14% last month. We are especially disappointed that
Mitsubishi Estate owning 10% of Heiwa Real Estate approved
the poison pill. Clearly the Mitsubishi Estate management,
grossly neglecting its own shareholders, was not willing to
embrace its fiduciary duty under the new stewardship code
which aims to empower shareholders. That said, the pressure
on Heiwa management will build and more buybacks in
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combination with higher dividends will be a strong demand
from shareholder’s.

The biggest loser last month was Suruga bank. We clearly
underestimated the impact of how negative sentiment might
become. The stock dropped another -22% and peak-to-trough
lost 2/3 of its market capitalization, some 400bn JPY or 3.7bn
US dollar. However, the decline in market capitalization in
relation to the estimated impact on the business does not
make sense in our opinion. The jury is still out, and admittedly
judging based on the price action over the past month we have
been wrong on this one.

RISK ALLOCATION

At the end of the month the net exposure stood at 37%, which
looks lofty but includes 15% REIT exposure, yield 5-7% p.a. and
tends to be negatively beta correlated. The gross exposure
increased to 136% as we are increasingly comfortable with the
current positions.

STYLE ASSESSMENT

Value continued its drastic underperformance in June. We
decided to de-emphasize the weight of value in the systematic
hedge book and started to adjust for momentum neutrality.
Over the past 10 years we have proven to add tremendous
alpha in the long book, however the valuation related shorts
over the past 5 years have been suboptimal, to say the least.
Therefore we have balanced the hedging program consisting of
most extremely valued stocks based on our quant model and
introduced a price momentum adjustment to avoid blow-off
shorts.

OUTLOOK

The annual shareholder meetings are behind us and with
earnings season starting mid July the market tends to focus on
earnings momentum again. The global growth deceleration
becomes increasingly obvious with China weakness being the
biggest worry and the US steaming ahead. The entire global
growth setting has late cycle characteristics with tight labor
markets, oil spiking higher, whilst the FED continues to remove
the punchbowl. So far so good, in a modest growth
environment with FED-induced US dollar strength, corporate
Japan will be able to deliver on its earnings and the Japanese
equity market should be able to recover its year-to-date losses.
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GENERAL STATISTICS
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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 WTt.

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.

Lower risk Higher risk
Typecally lower rewards Typicatly higher rewards.
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Read the Key Investor
Information Document.




