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Dear Client,

We're pleased to report that in the most recent quarter, your investments with us outperformed the
market indices (e.g. S&P 500 & Russell 2500 Value Index). This is now back to back quarters, so
for the year we have also outperformed. Our conviction to stay invested consistent with our
research and avoid the siren call of the market has begun to pay off. We believe this informed
judgment of our investment process will continue to reward us (although most likely not in a
straight linear progression from here) as our portfolio is replete with investments we know well,
have high conviction on, and believe currently sell for a sizeable discount.

The two recent quarters remind us that when markets shift focus, valuations can, and often do,
move dramatically. A promising aspect of this fact is that markets today are clearly mired in a
post-financial crisis malaise with a strong aversion to 'risky investments' (how the market views
most of our investments) and a lemming-like rush to yield, perceived safety and stability. We
believe the table is set.

How Did We Get Here This Time?

The world's economies survived a potentially fatal shot to the chest in 2008. The bullet just missed
the heart. In the early aftermath of the *08-"09 system shutdown it appeared we would experience
a swift rebound. However, since its early stages, most economies have slogged through a recovery
that has been long, slow and full of disappointments.

These disappointments combined with the resulting increase in volatility have festered to make
investors all the more risk adverse. This has led to a momentum fueled search for high quality
securities that provide a large measure of safety. Where better to look for securities with these
qualities than in the same places that have recently worked out well? So investors have gone
looking and believe they have found the combination of quality and safety in fixed income (bonds)
and in equities of high quality consumer staples and new tech companies. Of course, in the current
Fed-induced coma of 0% interest rates, a large number of investors require not only quality and
safety but a high yield too. In fact, higher yielding utilities and telecoms are up +20% year-to-
date. Makes sense, no?

Valuation — Déja vu All Over Again

There is one serious problem with following these “winning” strategies — they do not consider
valuation! “The notion that the desirability of a common stock was entirely independent of its
price seems incredibly absurd, yet the new-era theory led directly to this thesis.” These words
were written by Benjamin Graham and David Dodd in Securities Analysis in 1929. The new-era
they refer to was the post-depression era. Fast forward 87 years and investors seem to have once
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again forgotten that valuation is the ultimate leveling mechanism of the markets. High quality
companies can turn out to be poor investments. Determining the desirability of a security
independent of its price - failing to consider the price you pay versus the value you receive - is no
less absurd a view, in our opinion, in 2016 than it was in 1929.

To paraphrase Ben Franklin’s famous quote, those who would surrender freedom for security
deserve neither. We suggest those who pay a premium for quality and safety are, in fact, gaining
neither. Instead, they are unwittingly subjecting capital to significant risks. We don't know what
events will bring about the realization that the winners are now priced for perfection and markets
and economies are cyclical. Once again we believe we will be on the right side of those cyclicals.

Energy Markets and Investor Attitudes

Part of the explanation for our recent outperformance is the emerging dawn of a recovery in energy
markets. North American natural gas prices have quietly moved up 40% from recent levels. As
for the headline grabber, oil, I would characterize its price as flat since the fourth quarter of 2015
(although the press sensationalizes the recent trend as up 75% from its February low tick). Even
so, the current price of oil is above this low tick and we believe the fundamental trends are
positive. Price stabilization begins to inspire the confidence necessary for companies to start
planning how to best capture the opportunities recent market dislocations have left behind.

More important than sentiment (which is just investors’ delayed recognition to the fundamentals),
the fundamentals appear to be moving in the right direction. Energy production in the U.S. is
declining and that decline should continue to gain momentum. At the same time, energy demand
is rising. When you combine a decline in supply with an increase in demand the only uncertainty
is the timing of the outcome. In our opinion, these factors have set the stage for strong performance
by our investments. And many investors are beginning to focus on these developments.

Conclusion

As long as human beings are still involved in markets, there will be inefficiencies to exploit. Those
inefficiencies tend to feed on themselves and persist, so markets can stay irrational longer than
most investors can stay patient. This truism is all about investor behaviors - to lose patience and
sell what has performed poorly is understandable and is what inevitably leads to opportunity. This
is what makes investing simple (buy low) but not easy.

I recently read an apropos quote 1I’d missed before - capital tends to move from the active to the
patient. As always, thanks so much for patience and conviction in our investment process. It has
begun to pay off.

Sincerely,
RO VO

Bob Robotti
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The above letter, dated July 25, 20186, is the year-end update letter of Robotti & Company Advisors, LLC
(“Robotti Advisors™) with respect to separately managed account clients of Robotti Advisors. This letter
should be read in conjunction with the following disclosure information:

This information is for illustration and discussion purposes only and is not intended to be a recommendation, or
an offer to sell, or a solicitation of any offer to open a separate account managed by Robotti & Company
Advisors, LLC, nor should it be construed or used as investment, tax, ERISA or legal advice. Any such offer or
solicitation will be made only by means of delivery of a presentation, prospectus, account agreement, or other
information relating to such investment and only to suitable investors in those jurisdictions where permitted by
law.

Further, the contents of this letter should not be relied upon in substitution of the exercise of independent
judgment. The information is furnished as of the date shown, and is subject to change and to updating without
notice; no representation is made with respect to its accuracy, completeness or timeliness and may not be relied
upon for the purposes of entering into any transaction. The information herein is not intended to be a complete
performance presentation or analysis and is subject to change. None of Robotti & Company Advisors, LLC, as
investment advisor to the accounts or products referred to herein, or any affiliate, manager, member, officer,
employee or agent or representative thereof makes any representation or warranty with respect to the information
provided herein.

In addition, certain information has been obtained from third party sources and, although believed to be reliable,
the information has not been independently verified and its accuracy or completeness cannot be guaranteed. Any
investment is subject to risks that include, among others, the risk of adverse or unanticipated market
developments, issuer default, and risk of illiquidity. Past performance is not indicative of future results. If
interested, please contact us for additional information about our performance related data.

The attached material was provided to investors in a specific Robotti Advisors vehicle at a specific past point of
time, advice that may no longer be current or timely. References to past specific holdings of that specific vehicle
and matters of related historic fact must be seen in context (as would have been apparent to investors in that
vehicle) and are not intended to refer directly or indirectly to specific past recommendations of Robotti Advisors
(other than as an indication of language sometimes found in the newsletters). Any reference to a past specific
holding or outcome is not intended as representative. None the less, for individuals actively interested in
investing in such vehicle, a list of recommendations made by Robotti Advisors with regard to the vehicle in
question will be made available on request.

Note: certain statements on the attached material, including but not limited to (a) statements of things that “are
well known” to be the case (i.e. “We believe the table is set.”), (b) statements with the phrase “always”, and (c)
certain similar statements, are not intended to represent absolute literal fact, but rather represent certain
colloquialisms/mannerisms expressed by select market participants (but not necessarily individuals associated
with Robotti Advisors).

Opinions contained in this letter reflect the judgment as of the day and time of the publication and are subject to
change without notice and may no longer represent its current opinion or advice due to market change or for any
other reason. Robotti & Company Advisors, LLC provides investment advisory services to clients other than the
separately managed accounts, and results between clients may differ materially. Robotti & Company Advisors,
LLC believes that such differences are attributable to different investment objectives and strategies between
clients.

The information provided herein is confidential and proprietary and is, and will remain at all times, the property
of Robotti & Company Advisors, LLC, as investment manager, and/or its affiliates. The information is being
provided for informational purposes only. A copy of Robotti & Company Advisors, LLC’s Form ADV, Part 2
is available upon request. Additional information about the Advisor is also available on the SEC’s website at
www.adviserinfo.sec.gov
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