Kyklos Capital

Outlook: Active Management In Action. Sri Lanka As a Cautionary Tale.

“Nature provides a free lunch, but only if we control our appetites.” William Ruckelshaus

Actively-managed portfolios should have different holdings than those of a passive index ETF. A
successful active manager should not only generate returns above a benchmark-- “alpha”, in
trader-speak-- but also reduces risk by diversifying into low-correlated assets. Kyklos is an
actively managed small-Emerging/ Frontier equities fund which is not benchmarked to any
index. Our holdings offer an extraordinarily low overlap with the assets in most portfolios, and
an extremely low correlation with major asset classes. Our returns zig when others zag,
offsetting portfolio risks.

Investor portfolios which are concentrated in Developed and (perhaps) core Emerging assets—
i.e., practically everybody— do not own the same stocks as we do. And even passive investors
in our small-Emerging/Frontier markets have very low risk of overlapping with our holdings. We
compared Kyklos’s holdings since its launch in 2016 with those of the largest ETF for our
markets, the iShares MSCI Frontier and Select Emerging Markets ETF (FM). Overall, Kyklos has
owned less than 2% of the over 300 stocks owned by the ETF during that time, which
represented less than 1% of the assets of the ETF. Kyklos’s exposure to those few shared
positions averaged under 12% of our portfolio. Investors in Developed, Emerging and even

: Frontier funds who invest in Kyklos are getting almost zero overlapping of their existing
holdings.

As one should expect, the correlation of Kyklos with the S&P 500 Index is only about one-half
that of the ETFs for core Emerging or small-EM/Frontier markets (below). Passive ETF
investors can gain by allocating some of their assets to an active manager such as Kyklos, to
chase higher returns while lowering their portfolio’s overall risks thanks to diversification,
otherwise known as a “free lunch”.! Take it when you can get it.
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L https://www.riaintel.com/article/b1n6y96sgglslb/a-new-defense-of-portfolio-diversification
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. Kyklos Offers the Lowest Correlation to the S&P
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A Followup on Sri Lanka. Sri Lanka, once a significant part of our portfolio, made news in late
August by moving toward currency controls and worsening financial stress. As research shop
Tellimer writes today, “Sri Lanka's president, Gotabaya Rajapaksa, has declared emergency
powers to secure supply of food items at "fair" prices, from 31 August.” We also hear from other
funds of severe delays in receiving portfolio sale proceeds. Fortunately, Kyklos exited its last Sri
Lanka position in January after our macro model ranked Sri Lanka among the worst countries for
FX risks, an early red flag. As we wrote then, “The local investors in Sri Lanka have driven its
stock market up over +50% since July (MSCI Sri Lanka Index). Meanwhile, investors in Sri Lankan
government bonds went the other way, and demand yields above 25% for bonds that traded at
less than 6% one year ago. Our model implies that both investor views will not win, and we have
acted accordingly.” The MSCI Sri Lanka Index is -17% since then, likely reflecting a much weaker
currency than the official exchange rate. One bullet which we happily dodged.

Charlie Gushee
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IMPORTANT DISCLOSURE INFORMATION This information is intended solely for the addressee, for
informational purposes only, is confidential, is not intended for public use or distribution, and may not be
reproduced or distributed without the express written consent of Kyklos Capital LLC (“Kyklos Capital”) or
Charles Gushee. In addition, the positions discussed in this letter are being provided only for illustrative
purposes in order to provide examples of the idea generation, research, and investment process of
Charles Gushee. The issuers discussed in this letter do not represent all of the positions selected by
Charles Gushee in the Fund. No representation is made as to whether or if the investment ideas
represented in the positions discussed in this letter have been or will be profitable. It should not be
assumed that Kyklos Capital will be able to identify similar investment opportunities in the future or that
any such opportunities will be profitable. The information in this letter is current only as of the date
indicated, and may be superseded by subsequent market events or for other reasons. Statements
concerning financial market trends are based on current market conditions, which will fluctuate. This
information does not constitute an offering of any security, product, service or fund, including interests in
the Fund. An offer or solicitation of an investment in the Fund will only be made pursuant to a
confidential private offering memorandum (the “Private Offering Memorandum”) and other documents
of the Fund (the “Fund Documents”) in jurisdictions where permitted by law, and only the information in
the Fund Documents should be relied upon when making a decision to invest. The purchase of interests in
the Fund is speculative and suitable only for sophisticated investors for whom an investment in the Fund
does not constitute a complete investment program and who fully understand and are willing to assume
the risks involved in the Fund’s investment program. The Fund will employ certain trading techniques,
such as short selling and the use of leverage, which may increase the risk of investment loss. As a result,
the Fund’s performance may be volatile, and an investor could lose all or a substantial amount of his or
her investment. Further, the Fund has substantial limitations on an investor’s ability to redeem or transfer
its interests, and there is no secondary market for interests in the Fund and none is expected to develop.
All of these risks, and other important risks, are described in detail in the Fund’s Private Offering
Memorandum. Prospective investors are strongly urged to review the Private Offering Memorandum
carefully and consult with their own financial, legal and tax advisors before investing. This information is
not for distribution in isolation and must be viewed in conjunction with the Fund Documents as it is not
intended to be a complete description of the risks of an investment in the Fund or its investment
strategies. To the extent there is any inconsistency between this information and any of the Fund
Documents, the Fund Documents govern in all respects. Although the information contained herein is
believed to be accurate as of the letter date, Kyklos Capital and Charles Gushee do not make any warranty
regarding its accuracy or completeness, and will not accept responsibility for any errors in the
information, and undertake no obligation to update any information set forth herein. Any projections,
market outlooks, or estimates in this document are forward-looking statements based upon certain
assumptions, and should not be construed to be indicative of the actual events that will occur. Any
information regarding portfolio composition or investment restrictions are intended as examples or
guidelines which may be modified or changed by Kyklos Capital at its discretion and without notice to you.
Further, as noted in the document, all positions discussed are positions that were held in the Account,
which is intended to serve as the development account for the Fund, and such positions do not

necessarily represent the positions that will be held by the Fund.
t: 646.738.8078
cgushee@kykloscapital.com



