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Dear Partners,

Eschler Recovery Fund rose 45% in Q2 2020, net of fees and expenses (B USD share class), and
is now up 9.2% year-to-date. This unusual result validates a longstanding strategy of
embedding an actively managed gold stock allocation within a traditional deep value portfolio.
Top-down, the industry is outperforming the market now. Bottom up, the industry also lends
itself to a fundamental stock picking approach. Business quality is uneven and only a small
minority of stocks are investable. 2020 year-to-date has seen another solid stock picking

result™:
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In addition to the micro inefficiencies the chart above implies, the overall industry combines
still attractive valuation, cash flow growth and low correlation with the rest of the portfolio.
As per the table below, Fund profits from precious metals in Q2 2020 exceeded losses in Q1

by a factor of 3x.

Exposure % of NAV (June 30th 2020)

P&L (bp of NAV

Industry Long Short Net Q2 2020 Q1l 2020
Gold - Producer/Developer 19% 0% 19% 1761 -419
Resources - Royalties 17% 0% 17% 1197 -704
Uranium 12% 0% 12% 141 -431
Silver 11% 0% 11% 916 -335
Financial 8% 0% 8% 210 7
Energy 7% 0% 7% 350 -292
TMT 7% 0% 7% 472 -164
Other 6% 0% 6% -3 0
Consumer Discretionary 0% 0% 0% 70 -192
Macro Hedge 0% -1% -1% -345 164

Total

87%

-1%

86%

'Alpha equals annual totals of monthly gross profit divided by average monthly capital employed. 2020 gross profit is for the six month period
ending June 30th 2020. GDXJ US ETF used as industry benchmark. Unhedged in USD.
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Making the strategy work has required conviction, patience and a tolerance for volatility. |
expect to draw on this behavioural toolkit as we enter a more febrile leg of the gold cycle.
Gold closed Q2 at a record quarterly high in U.S. Dollars, having already breached records in
nearly all other fiat currencies. Unprecedented government interference in private enterprise
over the past decade -- and especially amidst the current crisis -- has made the case for gold
self-evident. | expect more consensus rationalisation of its merits, and, ultimately, a rush into
gold by the retail public. Commodities are not like the broader stock market where tops are
usually a drawn out process (referred to as “distribution”); instead, they tend to peak on a
vertical spike. Gold stocks are still 50% off 2011 highs and may well continue to benefit as this
bullish gold narrative translates into further investment inflows.

Meanwhile, my research effort is now more focused on deep value recovery stocks with
promising risk-reward outside the precious metals complex. As you can see in the table below,
new holdings skew toward non-precious metals related ideas. | also exited several precious
metals holdings last quarter whose valuations, in my view, had begun to reflect their outlooks.

Top 5 Contributors (bp) Bottom 5 New Holdings Exits

Fortuna Silver Mines +478 Euronav -130 Antero Resources Sandstorm Gold
Maxar Technologies +472 Paladin Energy -81 Pzena Asset Mgmt Pan American Silver
Sandstorm Gold +414 Peninsula Energy -54 Hecla Mining Allegiant Travel
Pan American Silver +372 AKITA Drilling -31 Pason Systems Equinox Gold
Argonaut Gold +359 Hecla Mining -30

For the moment, all manner of high-priced, large cap glamour stocks continue to trounce the
returns of smaller, low expectation stocks. However, based on evidence over multiple cycles |
strongly advocate for the latter as vehicles to capitalise on the highest expected returns going
forward.

“People are always asking me where is the outlook good, but that’s the wrong
question, the right question is: Where is the outlook most miserable?”

John Templeton

My current focus is on smaller, quality businesses trading on 15-20% free cash flow yields
based on 2019 results, the idea being that sooner or later their run-rate earnings power will
once again catch up with (and exceed) last year’s more normal results. When that happens,
these types of shares can literally double. Here are two examples, both stocks purchased
recently.

Pason Systems is a $480m market cap oil services company that provides software for
analysing and optimising the performance of drilling operations and transmitting data
between the rig and head office. With 62% market share in the U.S. (and 87% in Canada)
Pason has had success increasing penetration per rig and its competitive advantage is found in
a responsive service network. Oil Services is a volatile business. Industry shares correlate with
the oil price and capex, both of which are under pressure. But the resulting collapse in supply,
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particularly in the Permian Basin, may be under-appreciated. Ultimately, the oil price will need
to incentivise new supply and capex will recover. | believe this resilient business with 45-50%

normalised operating margins and a net cash balance sheet worth % of market cap can exit
the current industry crisis stronger than before. At a recent share price of $C7.80, Pason’s
trailing pre-tax free cash flow yield of 18% provides a compelling margin of safety. A 7%
normalised free cash flow yield would put the shares at $C16, up 110% and merely where
they were nine months ago.

Pzena Asset Management is a $375m market cap boutique asset manager managing $30.8bn
in pure value equity strategies as of May 31* 2020. The firm is run by Richard Pzena, former
head of research at AllianceBerstein, and listed in 2007. This is a quality business with a liquid
balance sheet (521m cash, no debt), ~50% operating margins and high returns on capital.
Margins have come down somewhat over the past 10 years (revenue and EBITDA yields as a %
of AUM) but this is a profitable business even in the worst of times. With the shares still down
39% year-to-date, Pzena is a straightforward bet on a recovery in the value approach to
investing. Using varying scenarios for key performance indicators (assets under management,
net flows and EBITDA margins), | calculate a bear case of $3.20 (global financial crisis redux),
base case of $8.70 and bull case of $12.90. If my evaluation of risk-reward is directionally
correct (perfect accuracy being impossible), the shares offer at least a 3 to 1 base case risk-
reward ratio at the Fund’s initial purchase price of $4.58.

Looking out three years and assuming 10% compounded performance of Pzena's funds (in line
with the 10-year average) and a 15x peak historical EV/EBITDA multiple, upside could be over
4x (S21/share). This is what | am playing for. | don’t see a good reason why Pzena will not at
least trade back at five year highs above $12 (+150%) at some point in the next several years.
The same holds true for Affiliated Managers Group, another Fund holding in the listed asset
manager space currently trading 65% below five-year highs. Risks are primarily weak market
performance, negative net flows or continued excessive underperformance of the value style
constraining the valuation multiple.

The Fund’s NAV progression in recent years reminds me of the quote by the late economist,
Rudiger Dornbusch, “In economics, things take longer to happen than you think they will, and
then they happen faster than you thought they could.” Thanks to the last several months, the
Fund has overcome a multi-year headwind for the value investing style to compound at 10.3%
net of all fees over the past five years.

Theron de Ris
Portfolio Manager
8 July 2020
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DISCLAIMER

This presentation has been prepared Eschler Asset Management LLP (“Eschler”) solely for the purpose of providing

background information to the person to whom it has been delivered. The information contained herein is strictly
confidential and is only for the use of the person to who it is sent and/or who attends any associated presentation. The
information contained herein may not be reproduced, distributed or published by any recipient for any purpose without the
prior written content of Eschler. Notwithstanding anything to the contrary herein, such person (and each employee,
representative or other agent of such person) may disclose to any and all persons, without limitation of any kind, the tax
treatment and tax structure of (i) the proposed Fund (the “Fund”) and (ii) any of its transactions, and all materials of any kind

(including opinions or other tax analyses) that are provided to the recipient relating to such tax treatment and tax structure.

The distribution of this document may be restricted in certain jurisdictions. The information herein is for general guidance
only, and it is the responsibility of any person or persons in possession of this document to inform themselves of, and to
observe, all applicable laws and regulations of any relevant jurisdiction. The summary description included herein and any
other materials provided to you are intended only for information purposes and convenient reference and are not intended
to be complete. This information is not intended to provide and should not be relied upon for accounting, legal or tax advice
or investment recommendations. You should consult your tax, legal, and accounting or other advisors about the issues
discussed herein. Material terms of the Fund are subject to change. Any prospective investor will be provided with a copy of
the Fund’s offering memorandum and an opportunity to review the documentation relating to the offering. PROSPECTIVE
INVESTORS SHOULD REVIEW THE OFFERING MEMORANDUM, INCLUDING THE RISK FACTORS IN THE OFFERING
MEMORANDUM, BEFORE MAKING A DECISION TO INVEST. In addition, prospective investors should rely only on the offering
memorandum in making a decision to invest, although certain descriptions contained herein may be more detailed than
those contained in the offering memorandum. Past performance is no guarantee of future performance. Subscriptions may

only be made on the terms of the offering memorandum and subject to completion of a subscription agreement.

This document is not intended as an offer or solicitation with respect to the purchase or sale of any security. This document is
not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation. In particular this document is not intended for distribution in the United States
or for the account of U.S. persons (as defined in Regulation S under the United States Securities Act of 1933, as amended (the
“Securities Act”)) except to persons who are “qualified purchasers” (as defined in the United States Investment Company Act
of 1940, as amended (the “Company Act”)) and “accredited investors” (as defined in Rule 501(a) under the Securities Act).
The Fund is not, and will not be, registered under the Securities Act or the securities laws of any of the states of the United
States and interests therein many not be offered, sold or delivered directly or indirectly into the United States, or to or for the
account or benefit of any US person, except pursuant to an exemption from, or in a transaction not subject to, the
registration requirements of such securities laws. The securities will be subject to restrictions on transferability and resale.

The Fund will not be registered under the Company Act.

This document is being communicated by Eschler and in the United Kingdom it is only being provided to those persons to
whom it may lawfully be issued under The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. No
reliance may be placed for any purpose on the information and opinions contained in this document or their accuracy or
completeness. No representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of
the information or opinions contained in this document by any of Eschler, its member, employees or affiliates and no liability

is accepted by such persons for the accuracy or completeness of any such information or opinions, and nothing contained
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herein shall be relied upon as a promise or representation whether as to past or future performance. Opinions expressed

herein may not be shared by all employees of Eschler and are subject to change without notice.

All rights reserved, Eschler Asset Management LLP (2020).
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