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Outlook: Why We’re Not Just Chasing Low PE Ratios

“Just because something is cheap does not mean it is not going to go down.” Warren Buffett

Kyklos is an active fund manager, and equity valuation is a critical part of our process. We
create models of future earnings for every company in which we consider investing, which we
use to compare with valuations of comparable companies in other emerging markets and with
the company’s historical valuations. We also define the future catalysts that would drive the
share price higher, and set it to a rough timeline. Our markets are rich hunting grounds for
cheap stocks, thanks to the “frontier discount” (below), and we look for companies with strong
strategies to narrow the discount on their shares. But with greater uncertainty to future
company earnings everywhere, we are more focused than ever on specific drivers and triggers,
and less on the market’s willingness to re-rate our names to higher valuations.

Kyklos is Even Cheaper Than Our Cheap Markets
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The list of risks to company earnings everywhere gets longer every day. It includes: the
rocketing cost of raw materials and transportation, upward pressure on wages, increasing
company borrowing costs as governments’ easy money policies end, continuing Covid
disruptions to supply chains and consumer demand, protectionist trade policies, wars, and
coups. To compensate, we look for bigger upside potential in our stocks, potentially over a
longer time frame. Roughly one-half of our positions are likely to create value for us because of
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disruptive business models or strategic expansion plans, and they are less sensitive to short-
term GDP or consumption trends. Our estimated share price upside in our portfolio now
averages over +100%, and our expected holding timeline runs as long as three years.

During March, we doubled our position in Kaspi, Kazakhstan’s leading fintech player and largest
listed company. In the year following our initial investment after Kaspi’s initial public offering in
2020, Kaspi’s share price nearly tripled. Since then, its loan book and revenue have about
doubled, earnings per share have grown by 161%, and owners’ equity has increased by over
50%, powered by huge growth in users of its online platforms for payments, loans, e-commerce,
and other services. That rally has been followed by a meltdown in 2022, with January’s riots in
Kazakhstan, the sidelining of its longtime strongman, Russian support for the current regime,
and February’s invasion of Ukraine. Stocks in surrounding countries including Kazakhstan fell
about as much as Russian stocks in sharp panic selling (below), and Kaspi’s share price fell nearly
back to its original IPO price. Kazakhstan is not subject to Western sanctions and is not at war,
however. It has a fully functioning economy and currency, and oil products that account for
two-thirds of the country’s exports now sell at some 50% higher prices than in 2021, cushioning
much of the economic impact from the crisis. Our bet is that Kaspi, as an a-political and essential
player in the country’s economic development whose products solve many problems for its
restless consumers, will thrive again in the near future. On our forward estimates, the stock

i carries a PE ratio below 8, more like a traditional bank than an aggressively growing disruptor.
We think investors will return to the shares as the company demonstrates its growth resilience,
= and have bet accordingly.
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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.
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