








Quality Franchises; Unpopular Domiciles

If my eyes don’t deceive me,
there’s something going wrong around here.

-Joe Jackson, ‘Is She Really Going Out With Him?’

Most investors say they love quality franchises, and who doesn’t? In addition to healthy, and relatively stable, profit margins,
good franchises also have scarcity value, an increasingly valuable trait as currency rains from the skies. But we suspect that
what most really want is momentum. An eleven-year uptrend is alluring. Clearly, so many investors insist on buying the most
expensive ones. This will likely prove problematic as history and logic make clear that paying expensive prices for really good
companies is a losing strategy. Fortunately, quality franchises are available at bargain prices, but it requires venturing
into good but unpopular domiciles.

The pictures below illustrate the large divide in valuation metrics for stocks of U.S companies relative to non-U.S companies.
Shown are communications, transportation, electricity generation companies, and food producing enterprises across regions.
There are many more examples, but this narrative is long enough already.

Communications

Source: Bloomberg
As of April 16, 2020
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Kernel is one of the world’s leading producers of sunflower oil and other agricultural products.

While space does not permit more specific examples, the following chart gives a quick snapshot of the overall market: the
U.S. relative to non-U.S, relative to an uncorrelated portfolio that is global, all-cap, and attentive to valuation (using our Global

All-Cap portfolio as a proxy).
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As of March 31, 2020 S&P 500 Msegllf" gWI KOPfﬂfg:?F:Obal
Enterprise Value to Sales (EV/S) 2.4x 1.4x 0.9x
Price to Cash Flow (P/CF) 11.8 8.2 26
Price to Tangible Book Value (P/TBV) 10.1x 2.0x 0.4x
Price to Earnings (P/E) 19.6x 13.7x 6.9x

Source: Bloomberg

The difference is undoubtedly bigger than shown since more than ninety percent of S&P companies don't use standard
accounting practices anymore, flattering their numbers meaningfully. This is much less common abroad.

When managing the reported numbers is rewarded more than doing the hard work of managing the business, that
incentivises some of the worst forms of managerial behaviour.

-Jason Hsu, Rayliant Global Advisers

Now, many people say that they agree with our view on stocks, but they are quite concerned about timing. We've written a lot
about this topic. We aren’t good at timing (obviously) but believe it's over emphasized because: 1) especially long cycles are
usually deciphered as evidence that cycles no longer exist. They have always eventually turned, often with exaggerated vigor;
2) The recent events seem to be screaming — “the game is over”, market leadership surely is shifting; 3) Timing doesn’t matter
that much in the big picture. The following chart makes clear that big returns over any reasonable time period will yield stellar
investment. This is doubly true in comparison to sovereign bond yields (or lack thereof).

It’s all | can do, to keep waiting for you
-the Cars, ‘It's All | Can Do’

Upside Potential

Year 2X 3X 5X

1 100% 200% 400%

2 41% 73% 124%

3 26% 44% 1% "
4 19% 32% 50% g
5 15% 25% 38% 2
6 12% 20% 31% §
7 10% 17% 26% g
8 9% 15% 22% .
9 8% 13% 20%

10 7% 12% 17%

For lllustrative Purposes. Actual results may differ
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The “return on patience” is likely particularly high now. Outsized returns are most achievable from extreme points in the cycle,
during challenging times, and at major inflection points in the market. For further thought on style shifts and on why efforts to
reflate past bubbles go somewhere, but not where they're intended, let's turn to 18" century philosopher Richard Cantillon.
He pointed out the obvious, that monetary inflation is not distributed evenly throughout the economy. Those closest to the
money get enriched while those way downstream get the short end of the stick, eventually paying higher prices for things
without ever having benefitted from access to the money. The Spanish found money in the New World and benefitted
disproportionately relative to the rest of the world. With Bretton Woods, the U.S. was given the sole right to print the world’s
reserve money and benefitted disproportionately. Banks can create “money” and benefit accordingly. In QE (1 - 3) money
was given to the banks, benefitting the finance industry disproportionately. This time around, money is being tossed around
more broadly, but the bulk of it is, once again, being given to the financial industry (although much more broadly this time:
private equity, fund management companies, hedge funds). So, people are not wrong to think that we will see the same
winners. Central bank money printing always has been, and always will be, a mechanism for transferring wealth from the poor
and middle class to the rich. But, beyond the rich winning, it isn’t simple. Cantillon pointed out that moneyed economies tend
to lose their manufacturing base and suffer from high prices and lack of drive. Certainly, this happened to Spain eventually
and over time they succumbed to the British. It is said that during Bretton Woods the U.S began to lose its manufacturing base
and to hemorrhage gold. Are the financial position, work ethic, and morals of very large U.S. corporations, states and the
federal government anything like that of the past centuries?

Friedrich Hayek expanded on Cantillon’s analysis, comparing the spread of money through the system to honey being poured
on a platter. It congregates in the center where it is poured. But it can only go so high at the spot that it's poured before it
starts to seep outward toward the edges. With time it keeps spreading further. It seems an apt analysis and suggests that
while, yes, they are going to dump more money predominantly into the hands of the rich, much of the finance industry is pretty
saturated with honey already. Look how supersaturated the sovereign bond market is. Many rates are negative; can they be
more overpriced than that? Paying someone to borrow money from you makes as much sense as paying someone to
rent a room from you or to let you work for them. Sheer madness. Talk about social distortion. Talking about distortion
and malinvestment, it is worth repeating a phrase from earlier: Who's going to build more restaurants, retail stores, office
buildings, etc. when we are so over stored already compared to other countries and to the past? And when thousands of
companies, most with seemingly endless access to capital, are all employing a “blitz-scaling” model, is it logical to assume
that they all are going to win? Can they scale perpetually in our finite world? You know our answer. No, rather than investing
in companies striving for infinite growth in a finite world, we suggest doing just the opposite.

And, timing-wise, there has perhaps never been a better time to eschew chasing momentum and instead to focus on quality,
scarce assets. Growth will be increasingly hard to sustain. The divergence in the valuations between value stocks and
growth/momentum is breathtaking. And, while it is strange that style shifts so often happen at the turn of a new decade, that
is exactly what so often happens. That style shifts indeed happen periodically is fully logical. The masses always take good
things to excess, and thereby sow the seeds for their own destruction. It is said that no investment is so good that it can’t be
ruined by being chased by too much money. At any rate, the following chart is interesting. It is our own adaptation of Marc
Faber's work, from a piece he wrote about a fictive uncle, who made trades roughly once per decade. Turned out to be a
superb strategy. Cycles are very real.
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WHAT MIGHT THE COMING DECADE HAVE IN STORE?

1960s
1970s
1980s
1990s
2000s
2010s

2020s

Faber’s Fictive Uncle

Own Quality Franchises

Own Gold/Energy Avoid Fixed Income

Own Japanese Equities Avoid Gold/Energy

Own U.S. NASDAQ Avoid Japanese Equities

Own Gold/Energy Avoid U.S. NASDAQ

Own U.S.S&P 500 Avoid Gold/Energy

1117

?

What's Disliked, Cheap, Useful?
Conversely, what is Over-owned, Ultra-expensive?

Obviously, a few months don’t mean much. But, the popular index stocks may have peaked in March, growth will be hard to
resuscitate in the post-corona environment, and the market leadership is seemingly much too narrow to sustain. Meanwhile,
gold is rising and is back in the vicinity of all time highs, uranium has bounced recently and supply is well short of demand,
and some emerging markets are certainly poised to grow faster than the developed world. The times may be a changing.
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CHAPTER 4

Summary

Those who would give up essential Liberty,
to purchase a little temporary Safety,
deserve neither Liberty nor Safety.

-Ben Franklin

The greatest dangers to liberty lurk in the insidious encroachment by men of zeal,
well-meaning but without understanding.
-Justice Louis Brandeis

The urge to save humanity is almost always a
false face for the urge to rule it.
-H.L. Mencken

Liberty means responsibility.
That is why most men dread it.
-George Bernard Shaw

Let’s stand up for truth, bondage or freedom,
you have to choose
-Paddy and the Rats, ‘Join the Riot’
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Several issues ago, we looked back a half-millennium to see what we could glean from the stark contrast with our current era.
The following issue looked back a “mere” half-century to re-examine the period that arguably most mirrors our current age.
While this commentary is clearly about current happenings, inspiration came from a very different era, jumping forward a
decade to the late 1970s/early 1980s. It was a period of bear markets and angst. Not surprisingly, it was a great time to be
limping into the stock and bond markets; by the eighties it was time to back up the truck. George Orwell's 1984 was still about
a time in the future and his “Big Brother” still seemed like fantasy. While the stock and bond markets still seem planted in
a mindset circa 1973, the angst of the late ‘70s is palpable; probably much worse. That era has in common with ours the
angst and the likelihood that this is also a major inflection point in the markets. That was the cyclical end of a period of high
inflation, of big government, and the bull market in commodities. Conversely it was the beginning of a super cycle in stocks
and especially bonds. The current era is probably the end of all those cycles.

Fifty years ago, people expressed their discontent by taking to the streets. Now, most seem to internalize their anguish. This
is indeed a very different era. The inspiration came to me on the Rooftop at Pier 17, a great venue for music. All of the lyrics
used in this paper are from groups that I've personally seen perform live, over the years. The notable exception is XTC, who
provided the introductory lyrics and also the title song. | find live music to be enjoyable, entertaining, and a great study of
crowd behavior and psychology. | look forward to live entertainment being legal again. The Pier 17 event was the third time
I've seen the group Social Distortion over the past three decades. They were excellent, as were Flogging Molly and The Devil
Makes Three. That genre of music caught the angst of forty years ago, an angst that is re-emerging with a vengeance now.
The increase in angst was inevitable with the launch of QE. One can only imagine the pain that will eventually be felt as a
consequence of QE-infinity. So yes, you can count us amongst the not insignificant contingent of people who believe that
when you distort the market’s pricing mechanism (interest rates) you inadvertently distort the fabric of society. The signs
are proliferating. Last fall, viewing this subject as perhaps too negative, | shelved this commentary for a number of months,
until recent events provided much “richer” material than | ever could have imagined. They've made so many plans for Nigel —
what he can do, when he can work, if he can work, which government funds he’s entitled to. His schedule is booked solid, yet
he must hang out at home. Understandably, | felt compelled to finish this. So, here it is. | felt like it needed to be said. Hope it
was a worthwhile read.

It’s those changes in latitudes, changes in attitudes
Nothing remains quite the same
With all of our running, and all of our cunning
If we couldn’t laugh we would all go insane

-Jimmy Buffett, ‘Changes in Latitudes, Changes in Attitudes’

We don’t want to end this commentary without reiterating that the silver lining in all this is the opportunity to gain attractive
cash flow yielding investments in quality business franchises, with the caveat that they mostly reside in unpopular countries,
and also to garner massive upside optionality by investing in resource-rich businesses. The valuation divide between
expensive stocks and attractively priced stocks has probably never been this wide. Investors have a choice. We believe that
this is our most attractively valued portfolio in four decades.

More importantly, we are all blessed to be in the investment industry. We have the ability to continue to operate even
during the current lockdown. While there are certainly more obstacles, we can still do research, talk to interesting people, learn
interesting things, and provide service to clients and friends. Speaking for myself, | feel that now is the time to give back to the
community, be that through charity or supporting local businesses that are struggling. | applaud the many others who are
responding accordingly.

This missive has been uncharacteristically opinionated. | hope it didn’t offend too many people. And, | endeavored to at least
stimulate a lot of thought. If not now, when? And, lastly, | detailed what | believe to be generationally attractive investment
opportunities. Hopefully, this proved helpful to some.
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Most importantly, we certainly hope that you, your family, and your friends have stayed healthy during this pandemic. We also
hope that you are faring reasonably well in the harsh environment that has resulted from this virus and the reaction to it. We
wish you good health and happiness.

Sincerely,

David B. Iben, CFA
Chief Investment Officer
May 2020
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Related Articles of Interest

When it comes to chronicling what becomes of a society as economic decision-making is wrested from individuals and small
businessmen by politicians and bureaucrats, perhaps no one was better than Ayn Rand. A gifted, if eccentric, writer, she grew
up in Russia and witnessed the early days of communism there. If there was ever a time to read/reread her masterpiece —
Atlas Shrugged — it is now. I've reprinted the first few pages, which set the stage and capture a little of the underlying feeling
that people are starting to feel again, here in 2020. One can'’t help but wonder if Eddie’s mighty oak tree isn't a fitting analogue
for our economy.

We'll then move on to Jim Grant, Howard Marks, and others.

"Who is John Galt?"

The light was ebbing, and Eddie Willers could not distinguish the bum's face. The bum had
said it simply, without expression. But from the sunset far at the end of the street, yellow
glints caught his eyes, and the eyes looked straight at Eddie Willers, mocking and still-
as if the question had been addressed to the causeless uneasiness within him.

"Why did you say that?" asked Eddie Willers, his voice tense.

The bum leaned against the side of the doorway; a wedge of broken glass behind him reflected
the metal yellow of the sky.

"Why does it bother you?" he asked.

"It doesn't," snapped Eddie Willers.

Kopernik Global Investors, LLC | 43



Kopernik

Global Investors, LLC

He reached hastily into his pocket. The bum had stopped him and asked for a dime, then had
gone on talking, as if to kill that moment and postpone the problem of the next. Pleas for
dimes were so frequent in the streets these days that it was not necessary to listen to
explanations, and he had no desire to hear the details of this bum's particular despair.

"Go get your cup of coffee, " he said, handing the dime to the shadow that had no face.
"Thank you, sir, " said the voice, without interest, and the face leaned forward for a
moment. The face was wind-browned, cut by lines of weariness and cynical resignation; the
eyes were intelligent. Eddie Willers walked on, wondering why he always felt it at this time
of day, this sense of dread without reason. No, he thought, not dread, there's nothing to
fear: just an immense, diffused apprehension, with no source or object. He had become
accustomed to the feeling, but he could find no explanation for it; yet the bum had spoken
as if he knew that Eddie felt it, as if he thought that one should feel it, and more: as if
he knew the reason.

(several pages omitted here, editor note)

He did not know why he suddenly thought of the oak tree. Nothing had recalled it. But he
thought of it and of his childhood summers on the Taggart estate. He had spent most of his
childhood with the Taggart children, and now he worked for them, as his father and grandfather
had worked for their father and grandfather.

The great oak tree had stood on a hill over the Hudson, in a lonely spot of the Taggart
estate. Eddie Willers, aged seven, liked to come and look at that tree. It had stood there
for hundreds of years, and he thought it would always stand there. Its roots clutched the
hill like a fist with fingers sunk into the soil, and he thought that if a giant were to
seize it by the top, he would not be able to uproot it, but would swing the hill and the
whole of the earth with it, like a ball at the end of a string. He felt safe in the oak
tree's presence; it was a thing that nothing could change or threaten; it was his greatest
symbol of strength.

One night, lightning struck the oak tree. Eddie saw it the next morning. It lay broken in
half, and he looked into its trunk as into the mouth of a black tunnel. The trunk was only
an empty shell; its heart had rotted away long ago; there was nothing inside— just a thin
gray dust that was being dispersed by the whim of the faintest wind. The living power had
gone, and the shape it left had not been able to stand without it.

Years later, he heard it said that children should be protected from shock, from their first
knowledge of death, pain or fear. But these had never scarred him; his shock came when he
stood very quietly, looking into the black hole of the trunk. It was an immense betrayal-
the more terrible because he could not grasp what it was that had been betrayed. It was not
himself, he knew, nor his trust; it was something else. He stood there for a while, making
no sound, then he walked back to the house. He never spoke about it to anyone, then or
since.

Eddie Willers shook his head, as the screech of a -rusty mechanism changing a traffic light
stopped him on the edge of a curb. He felt anger at himself. There was no reason that he
had to remember the oak tree tonight. It meant nothing to him any longer, only a faint tinge
of sadness— and somewhere within him, a drop of pain moving briefly and vanishing, like a
raindrop on the glass of a window, its course in the shape of a question mark.
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He wanted no sadness attached to his childhood; he loved its memories: any day of it he
remembered now seemed flooded by a still, brilliant sunlight. It seemed to him as if a few
rays from it reached into his present: not rays, more like pinpoint spotlights that gave an
occasional moment's glitter to his job, to his lonely apartment, to the quiet, scrupulous
progression of his existence .

He thought of a summer day when he was ten years old. That day, in a clearing of the woods,
the one precious companion of his childhood told him what they would do when they grew up.
The words were harsh and glowing, like the sunlight. He listened in admiration and in wonder.
When he was asked what he would want to do, he answered at once, "Whatever is right, " and
added, "You ought to do something great ... I mean, the two of us together." "What?" she
asked. He said, "I don't know. That's what we ought to find out. Not just what you said.
Not just business and earning a living. Things like winning battles, or saving people out

of fires, or climbing mountains." "What for?" she asked. He said, "The minister said last
Sunday that we must always reach for the best within us. What do you suppose is the best
within us?" "I don't know." "We'll have to find out." She did not answer; she was looking

away, up the railroad track.

Eddie Willers smiled. He had said, "Whatever is right," twenty-two years ago. He had kept
that statement unchallenged ever since; the other questions had faded in his mind; he had
been too busy to ask them. But he still thought it self-evident that one had to do what was
right; he had never learned how people could want to do otherwise; he had learned only that
they did. It still seemed simple and incomprehensible to him: simple that things should be
right, and incomprehensible that they weren't. He knew that they weren't. He thought of
that, as he turned a corner and came to the great building of Taggart Transcontinental.

The building stood over the street as its tallest and proudest structure. Eddie Willers
always smiled at his first sight of it. Its long bands of windows were unbroken, in contrast
to those of its neighbors. Its rising lines cut the sky, with no crumbling corners or worn
edges. It seemed to stand above the years, untouched. It would always stand there, thought
Eddie Willers .

Whenever he entered the Taggart Building, he felt relief and a sense of security. This was
a place of competence and power. The floors of its hallways were mirrors made of marble.
The frosted rectangles of its electric fixtures were chips of solid light. Behind sheets of
glass, rows of girls sat at typewriters, the clicking of their keys 1like the sound of
speeding train wheels. And like an answering echo, a faint shudder went through the walls
at times, rising from under the building, from the tunnels of the great terminal where
trains started out to cross a continent and stopped after crossing it again, as they had
started and stopped for generation after generation.

Taggart Transcontinental, thought Eddie Willers, From Ocean to Ocean— the proud slogan of
his childhood, so much more shining and holy than any commandment of the Bible. From Ocean
to Ocean, forever— thought Eddie Willers, in the manner of a rededication, as he walked
through the spotless halls into the heart of the building, into the officee of James Taggart,
President of Taggart Transcontinental.
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Important Information and Disclosures

The information presented herein is confidential and proprietary to Kopernik Global Investors, LLC. This material is not to be
reproduced in whole or in part or used for any purpose except as authorized by Kopernik Global Investors, LLC. This material
is for informational purposes only and should not be regarded as a recommendation or an offer to buy or sell any product or
service to which this information may relate.

This letter may contain forward-looking statements. Use of words such as "believe", "intend", "expect", anticipate", "project”,
"estimate", "predict", "is confident", "has confidence" and similar expressions are intended to identify forward-looking
statements. Forward-looking statements are not historical facts and are based on current observations, beliefs, assumptions,
expectations, estimates, and projections. Forward-looking statements are not guarantees of future performance and are subject
to risks, uncertainties and other factors, some of which are beyond our control and are difficult to predict. As a result, actual

results could differ materially from those expressed, implied or forecasted in the forward-looking statements.

Please consider all risks carefully before investing. Investments in a Kopernik Fund are subject to certain risks such as market,
investment style, interest rate, deflation, and liquidity risk. Investments in small and mid-capitalization companies also involve
greater risk and portfolio price volatility than investments in larger capitalization stocks. Investing in non-U.S. markets, including
emerging and frontier markets, involves certain additional risks, including potential currency fluctuations and controls,
restrictions on foreign investments, less governmental supervision and regulation, less liquidity, less disclosure, and the
potential for market volatility, expropriation, confiscatory taxation, and social, economic and political instability. Investments in
energy and natural resources companies are especially affected by developments in the commodities markets, the supply of
and demand for specific resources, raw materials, products and services, the price of oil and gas, exploration and production
spending, government regulation, economic conditions, international political developments, energy conservation efforts and
the success of exploration projects.

Investing involves risk, including possible loss of principal. There can be no assurance that a fund will achieve its stated
objectives. Equity funds are subject generally to market, market sector, market liquidity, issuer, and investment style risks,
among other factors, to varying degrees, all of which are more fully described in the fund’s prospectus. Investments in foreign
securities may underperform and may be more volatile than comparable U.S. securities because of the risks involving foreign
economies and markets, foreign political systems, foreign regulatory standards, foreign currencies and taxes. Investments in
foreign and emerging markets present additional risks, such as increased volatility and lower trading volume.

The holdings discussed in this piece should not be considered recommendations to purchase or sell a particular security. It
should not be assumed that securities bought or sold in the future will be profitable or will equal the performance of the securities
in this portfolio. Current and future portfolio holdings are subject to risk.

Many countries worldwide have experienced outbreaks of infectious illnesses and may be subject to other public health threats,
infectious illnesses, diseases or similar issues in the future. Any spread of an infectious illness, public health threat or similar
issue could reduce consumer demand or economic output, result in market closures, travel restrictions or quarantines, and
generally have a significant impact on the economies of the affected country and other countries with which it does business,
which in turn could adversely affect investments in that country and other affected countries.

To determine if a Fund is an appropriate investment for you, carefully consider the Fund’s investment objectives, risk
factors, charges and expenses before investing. This and other information can be found in the Fund offering materials,
which may be obtained by contacting your investment professional or calling Kopernik Fund at 1-855-887-4KGI (4544).
Read the offering materials carefully before investing or sending money. Check with your investment professional to
determine if a Fund is available for sale within their firm. Not all funds are available for sale at all firms.
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