August 20, 2017

Dear All,
This is the Fund’s eighteenth regular quarterly report to provide updates on the Partnership’s performance. The
Partnership’s Fund administrator, Fund Associates, LLC, is also generating monthly investment reports for each
Partner, by directly and independently accessing the Fund’s electronic brokerage data.
This quarter’s report will also provide a further update on the Fund’s performance for the third quarter through
last Friday’s market close on August 18th.
For the three-months ending June 30, 2017, the Barac Value Fund L.P. (the “Fund” or “Partnership”) delivered
net returns of 2.00% (after the deduction of management fees) versus a return of 2.33% for the benchmark1. For
the 3rd quarter through the most recent business close, the Fund delivered net returns of 0.80% versus a return of
0.70% for the benchmark.
Gross and net annualized returns for the Fund since inception through the most recent business close, amounted to
10.24% and 8.58%, respectively.
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65.19
8.58
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9.03

*2011 and inception performance is from the fund's inception on July 14th, 2011
**The net results reflect the deduction of: (i) an annual asset management fee of 1.5%, accrued monthly.
Performance figures include the reinvestment of dividends and other earnings as appropriate.
***Q3 2017 performance is preliminary and has not yet been verified by the fund administrator.
PAST PERFORMANCE IS NO INDICATION OF FUTURE RESULTS.
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See appendix, at the end of the letter, for details on the benchmark and the underlying comparative methodology.
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Q2 and Q3 (to-date) performance
From the beginning of Q2 through the most recent business close, returns for the Fund amounted to 3.46% on a
gross basis and 2.82% on a net basis (after fees) compared to 3.03% for the benchmark.
Top individual contributors for the period included Adidas AG (+18% for the period), Ralph Lauren (+4%), and
Target (+3%). The worst individual stock performers included Dick’s Sporting Goods (-35% from position entry
on 5/16), U-Haul, (-6%), and Entravision (-8%).
As always, it is also important to re-state that the Fund’s returns were generated without leverage (either direct or
effective leverage through options), without taking highly concentrated positions, and while conservatively
holding substantial cash and/or Treasury bond positions. I also continue to “put my money where my mouth is”
and most of my liquid net worth also remains invested in the Fund along with the other Partners.
Performance Commentary
From the beginning of Q2 through the most recent close of business, domestic equities2 delivered a return of
3.48%. Bond returns, on the other hand, were also solidly positive as the yield on the benchmark 10-year
Treasury decreased from 2.40% to 2.19% and the bond sub-component3 of the Fund’s benchmark increased by
2.37%.
The returns for the Fund’s positions in both Target and Ralph Lauren were disproportionately better than their
share price returns (of 4% and 3%, respectively) for the period. While the actual returns for these two stocks was
modestly positive, there was significantly price volatility over the period -- during which time I was able to add
exposure at levels substantially below current prices.
As I discussed in the previous quarterly letter, I had reduced the Fund’s position in Target to less than 3% of
assets-under management (“A.U.M.”) after disappointing fiscal year-end results (I sold some shares at $58.52 on
the day of earnings). Subsequent to Target’s year-end results, the company reported better-than-expected fiscal
Q1 earnings which also resulted in management acknowledging expectations for full-year results to be above the
mid-point of guidance. Despite these positive developments, Target’s shares declined by over 15% from the price
level that I had sold shares in late February through to July 10th of this year.
This substantially changed the risk/reward dynamics of owning Target’s shares. Not only were the first quarter
results positively reassuring, but the stock had become substantially cheaper (in an environment where domestic
equities, overall, had become modestly more expensive). Furthermore, I believed that the magnitude of the
market concerns that had hurt the share price (e.g. Target sold off by over 5% on the day Amazon announced they
were buying Whole Foods) were not rational. As a result of these different factors, I added substantial exposure
during the second quarter through to July 10th) at an average price of $51.18/share.
Subsequent to my recent purchases, Target’s share price increased 9%4 on the back of a second quarter earnings
beat and a substantial positive revision to full-year guidance (from $4.00/share to $4.44 at the mid-point of
guidance). This increase was from a considerably depressed level and (even after the recent post-earnings’ share
price increase) Target’s shares remain 3% lower5 than where they closed following their disappointing full-year
results and guidance this past February.

All domestic equity references are as measured by the S&P 500 total return index.
As measured by the Barclay’s U.S. Aggregate index.
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From my average purchase price of $51.18/share to $55.65/share at the close of business on August 18th.
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Interestingly, this share price decline occurred despite the positive earnings news that has come out since Target’s
year-end earnings’ announcement (and the tail-wind of a rising domestic stock market). I don’t think that this
disconnect is justified and I believe that the shares now offer substantial value.
While competition (both on-line and bricks-and-mortar) for Target remains strong and execution risks remain
substantial, I believe that these risks are much more than adequately priced into Target’s share price. The
company’s shares now trade at a forward price/earnings (“P/E”) ratio of 12.5x with a dividend yield of 4.5%
(versus 18.7x and 2.0%, respectively, for the S&P 500)56. Target is now the Fund’s largest single-name position,
accounting for approximately 6.1% of A.U.M. as of Friday’s close.
Shares in Ralph Lauren also sold-off substantially during the second quarter of this year. Sentiment for the
company was particularly poor in May when shares were trading at levels as low as 42% below their 52-week
highs (and 64% below their highs of less than 3 years prior). While the full investment thesis for Ralph Lauren is
beyond the scope of the letter, I felt that this sell-off was also overdone and the market was not fully appreciating
the long-term value of the company and its brand. As a result, I added exposure to Ralph Lauren at an average
price of $67.67/share.
Unfortunately, the amount of these purchases was considerably less than those of Target, as sentiment for Ralph
Lauren improved considerably during June and July and was further bolstered by a stronger-than-expected
earnings report on August 8th. As a result, the company’s shares increased by 25% (to $84.32 as of last Friday’s
close) from the levels where I had added exposure. Ralph Lauren accounted for 3.9% of the Fund’s A.U.M. as of
Friday’s close.
So far, two-for-two “on buying the dips”!...but….
The outcome from purchasing depressed shares of Dick’s sporting goods wasn’t nearly as positive. I bought
shares in Dick’s after they had reached levels over 34% below their 52 week-highs following disappointing Q1
results. I viewed the situation for Dick’s as somewhat similar to that of Best Buy at the end of 2012 -- when the
market severely discounted their shares on fears surrounding competition from Amazon, Wal-Mart, etc.
Best Buy was subsequently able to regain the market’s confidence and demonstrate their ability to be a long-term
survivor in their niche market. As a result, shares in Best Buy have increased by over 400% from their 2012
lows. While I don’t necessarily expect the same magnitude of upside for Dick’s, I do believe that they are also a
long-term survivor with a very strong market position in a sustainable niche market (retail sporting goods).
Unfortunately, subsequent to my purchases of shares in Dick’s, the stock fell by a further 35%. Most of this loss
followed Q2 results which came with substantially lowered full-year guidance. For the full-year, Dick’s
announced that they now expected earnings of $2.90/share7 (down from previous guidance of $3.70) and flat to
low single-digit negative comparable store sales (down from positive 1% - 3%).
While retailer sales often ebb-and-flow -- and one year of potentially (low single-digit) negative comps doesn’t
necessarily mean a long-term secular decline -- it is clear that the risks from on-line competition for Dick’s are
real and current trends give cause for some concern. Nonetheless, with a solid balance sheet, a very strong
market position, good cash flow, and a forward P/E multiple (on substantially lowered earnings’ guidance) of
only 9.3x7, I believe that these risks are also more than priced into Dick’s share price. Following an incremental
share purchase done today, Dick’s now accounts for approximately 2.5% of the Fund’s A.U.M.

As of the most recent close of business on August 18, 2017.
Forward earning’s data is from Target’s mid-point guidance ($4.44/share) and from the Wall Street Journal for the S&P
500.
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At the mid-point of non-GAAP guidance ($2.90).
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For bricks-and-mortar retailers as a segment, overall, I do believe that much caution is warranted and the Fund’s
direct exposure to this segment is limited to only that of Target and Dick’s. As someone who focuses extensively
on understanding the downside risks of my positions (and as part of a family that is a heavy user of Amazon
Prime), I am very aware of the on-going risks of on-line competition. Obviously, it’s a very real threat and many
retailers have already been casualties of this competition (or will be in the future).
That said, I do feel that there are strong niche omni-channel companies (e.g. companies that sell via stores and online) that will be long-term survivors and whose share prices are currently being overly punished by general
market fears with respect to on-line competition. Furthermore, it should be noted that those who become longterm survivors will actually stand to benefit from the demise of some of their weaker bricks-and-mortar
competitors.
Outlook and Positioning
Not much has changed with regard to asset class positioning since the last quarterly report in May -- as valuations
for both the bond and equity subcomponents have only increased modestly and I don’t believe that the risk/reward
dynamics of either asset class has changed too much.
I remain generally cautious with regard to “risk assets” (stocks and corporate bonds). For that reason, the
Partnership remains more defensively positioned than its benchmark (which, itself, reflects a conservative asset
allocation).
As of the most recent business close, the Partnership remained underweight equities (at 57% of A.U.M. versus
60% for the benchmark) and was slightly overweight fixed-income (at 41% of A.U.M. versus 40% for the
benchmark). My cautious outlook is reflected in the fact that over 43% of the Fund’s A.U.M. is now either in
cash or U.S. Treasuries with maturities of less than 5 years8.
Thank you to everyone for your interest and support and please let me know if there are any questions you may
have that I have not answered. The next quarterly report will be for the quarter-ending September 30th, 2017 and
the next subscription period for the Fund will be on August 31st.
Sincerely,

Ted Barac
Managing Member of Barac Capital Management, LLC

Appendix:
About The Benchmark:
As a multi-asset fund whose objective is to seek investment opportunities across different asset classes (e.g.
stocks, bonds, etc.), the benchmark used for the Fund is a mix of 60% attributed to the S&P 500 index (including
dividends paid) and 40% attributed to the Barclays aggregate bond index. The S&P 500 is a commonly used
index of 500 U.S. large capitalization stocks while the Barclays aggregate index is a commonly used index of
U.S. high-grade bonds.
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As of the most recent close of business on May 12th, 2017.
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The reason for using this specific benchmark is because it is comprised of two very commonly followed indexes
for the two major investment classes (stocks and bonds) in the 60%/40% ratio mix, which has been a common
allocation ratio recommended for long-term investors. In addition, both of these indexes can be easily purchased
through low-fee and highly-liquid index funds, providing an easy alternative for investors. Long-term
outperformance versus these indexes is necessary to justify an investment in the Fund and, therefore, this is the
yardstick to which the Fund will be compared.
To be clear, the benchmark is chosen only to provide an easy and simplistic comparison to how one’s investments
might have performed if invested in low-fee index funds allocated in the commonly prescribed mix of 60%/40%
(equities/bonds). The Fund does not endorse or make any attempt to follow such an allocation and in periods
when I view equities as substantially over-valued, the equity allocation may be much less than 60% and viceversa. In addition, the Fund will also hold other asset classes, outside the scope of the benchmark, which may
include cash, small-cap. equities, foreign equities, and high-yield bonds, among others. Overall, the investment
strategy of the Fund is about finding the best value across different asset classes and geographies while sizing
positions to best optimize risk/reward.
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