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In this, Part | of our Multi-Part Series (published monthly), we are going to explore
one of the simplest yet most frequently misunderstood concepts that is essential
to grasp, if we are to satisfactorily answer the question:

What makes a successful value investor?

That concept, is an investors circle of competence. On this subject the author of
one of my least favourite childhood books (Huckelberry Finn — Don't kid yourself |
know you didn’t enjoy it in school either!) wrote:

‘It ain't so much the things that people don't know that makes trouble in this
world, as it is the things that people know that just ain't so.

The concept of only investing in businesses that you understand i.e. that sit within
your circle of competence is seemingly straightforward to grasp, as it makes
intuitive sense to only buy things that you understand. In my view, the complexity
comes with the much harder task of defining: What is my circle of competence?
What does it encompass? Where are its boundaries? How can you prove that you
really understand a sector/business? Perhaps most importantly how do you
maintain your conviction that you are right, and the market is wrong when the
businesses stock price falls by 50%?

| define my circle of competence as the sum of all the knowledge that | have
accumulated over the course of my lifetime, or as we like to repeat often here at
Loh-Gronager Partners (LG Partners), taking inspiration from Charlie Munger, ‘all
knowledge is cumulative. Thus, the boundaries of an investors circle of
competence are constantly changing as they learn and experience more. In the
investing game experience counts.

With regards to investing in businesses, the language of business is accounting so
this is an essential element in any investor's toolbox, as it allows for the ability to
read and analyse a company’s financial statements. From these and other sources
we use our own fundamental analysis to forecast the company's economic
prospects into the future, discount them back to their present value today and we
are left with our assessment of the businesses intrinsic value. To do so, we need to
have a thorough understanding of the company, how it makes money, how it will
grow in the future, what are its competitive advantages that will ensure its success.
In an investing sense, it is in answering these fundamental business questions
when analysing investments that expands an investors circle of competence.

When | find a company that | think is interesting, the first question that | ask myself
is, is this company operating a business that is already within my circle of
competence? In fact, this is question number 1 on the LG Partners investment
checklist of ~250 questions! l.e. have | invested in or thoroughly analysed a similar
business in this sector before? If the answer is yes, then | need to establish either
why | did not invest in the previous business or what the result was
(favourable/unfavourable) from the previous investment and why? If the answer is
no, this is a red flag, this does not mean you should not continue studying the
business, but it does mean that you have to acknowledge that you are now not on
firm ground and must proceed with your research/analysis with added caution.
This process, however, will allow you to expand your circle of competence over time
and build ‘muscle memory’ when it comes to analysing new investments.
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The most successful investors have a strong intellectual curiosity about business
and why things work the way they do. They can't help but ask question after
guestion to try to understand why a business operates the way that it does. It is this
thirst for knowledge, through reading newspapers, trade and industry journals,
investor forums, books and annual reports. With all of this information passing
through our investment filters, it aids us in the investment process in terms of idea
generation as well as the building of ‘muscle memory’ when it comes to new
business analysis and evaluation.

Even if the sector is not within your circle of competence let alone the business, if
your instincts are telling you that this is an opportunity worth pursuing then this is
an opportunity to become an expert in this business and sector through thorough
and independent research. All businesses are the same, in that they attempt to sell
a product or service at a higher price than the marginal cost of production. If you
can simplify the business down to its most basic components to see if it has a
durable competitive advantage for long-term success while ensuring that it is
operating in an industry that is providing more tailwinds than headwinds, you may
have found a good potential investment.

It is important to remember as an investor that you do not need to know
everything nor have an opinion on everything. It is absolutely fine to take a pass on
a stock/sector that you are not comfortable with. In fact, this may be an essential
part of your investment process to narrow down your investable universe. It is fine
to say ‘'l don't know’, Buffett famously has a tray on his desk marked ‘Too Hard’, and
for me most businesses that | look at ultimately end up in my ‘Too Hard' pile.

When it comes to risking your capital, you must only invest in things that you truly
understand. This is what builds your margin of safety and means that even if you
are wrong you will not lose all of your capital. Remember: Rule Number 1. Don't lose
money and Rule Number 2. Don't forget Rule Number 1.

Every investors’ circle of competence will inevitably be small to start off with, but
constant learning and evaluating potential opportunities will help it to expand in
both breadth and depth. Succeeding as an investor does not depend on how much
you know, it depends on whether what you know is right or wrong. When you know
that, you will also know whether or not you are operating inside or outside of your
circle of competence. To ask the question ‘Is this investment within my circle of
competence’ is to answer it.

Every day there are new companies in the news, companies hitting new all-time
highs, companies entering bankruptcy, companies IPO’ing...the action and noise is
ceaseless. If you allow it to, this can overwhelm the senses of any investor. It is
actually advantageous to let the vast majority of this information and action pass
you by, inaction should be your basic tendency. Too many investors concern
themselves with trying to widen their circle of competence too quickly, but | think
in investing you are better having knowledge that's an inch wide and a mile deep
than a mile wide and an inch deep. For all investors there is a subset or type of
company or sector that we find the most interesting and that for me is the best
place to start building your circle of competence. As it is the curiosity about the
sector/type of business that will allow you not only to ask the right questions, but
also to motivate you to keep digging until you find satisfactory answers. All the time
growing the circle.
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I'll leave the final words on the subject to Buffett, as always he summarises the
topic better than anyone else:

Just keep accumulating knowledge. That's one of the beauties of the business
that Charlie and | are in, is that everything is cumulative. The stuff | learned when
| was 20 is useful today. Not in necessarily the same way and not necessarily every
day. But it’s useful. So, you're building a database in your mind that is going to
pay off over time.’

| trust you have enjoyed our journey together so far however, if our paths diverge
from here, then as the investing legend, Charlie Munger says, ‘In the investment
business, all knowledge is cumulative’ and in this spirit, we wish you continued
success on your journey!

Yours sincerely

Ardal Loh-Gronager
Managing Partner
LOH-GRONAGER PARTNERS
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DISCLOSURES

To the extent communicated in the United Kingdom (“UK") or capable of having an effect in the UK, this document
is provided for informational purposes only, and has been approved by Loh-Gronager Partners Limited a limited
liability company registered in England and Wales with number 13519621 and is authorised and regulated by the
Financial Conduct Authority under FCA number 956608 for the conduct of investment business in the UK.

The registered address of Loh-Gronager Partners Limited is 23 Berkeley Square, Mayfair, London W1J 6HE. Please
note that the rules under the UK’s Financial Services and Markets Act 2000 relating to the protection of retail
clients will not be applicable to you as a professional client and that any potential compensation made available
to “eligible claimants” under the UK's Financial Services Compensation Scheme will also not be available to you.
Tax treatment depends on the individual circumstances of each client and may be subject to changes in future.

The information provided herein constitutes marketing material. It is not investment advice or otherwise based
on a consideration of the personal circumstances of the addressee nor is it the result of objective or independent
research. Any information including facts, opinions or quotations, may be condensed or summarised and is
expressed as of the date of writing. The information provided herein is not legally binding and it does not
constitute an offer or invitation to enter into any type of financial transaction.

If you are not a client of Loh-Gronager Partners Limited (hereafter "LG Partners"), please note that this document
has been provided to you for information purposes only as an example of the type of products we are able to offer
to you should you become a client of LG Partners. This document is provided to you for your information and
discussion only. The provision to you of this document does not constitute an invitation or inducement to buy or
sell any security or other financial investment, nor does it constitute an advice or personal recommendation.
Should you wish to invest in any products, you will have to go through our KYC, Compliance and Due Diligence
procedures, which can be initiated by contacting: ir@LohGronagerPartners.com.

The information provided herein was produced based upon information, including market prices, data and other
information, believed to be reliable by LG Partners with the greatest of care and to the best of its knowledge at
the time of writing and are subject to change at any time without notice. They are derived from sources believed
to be reliable. LG Partners is under no obligation to ensure that such updates are brought to your attention. The
product(s) mentioned in this document will put your capital at risk. Past performance is not a reliable guide to
future performance. Potential investors should refer to the fund documentation before considering any
investment and read the relevant risk sections within such documentation.

LG Partners provides no guarantee with regard to the content and completeness of the information and where
legally possible does not accept any liability for losses that might arise from making use of the information. If
nothing is indicated to the contrary, all figures are unaudited. The information provided herein is for the exclusive
use of the recipient. It may not be reproduced, neither in part nor in full, without the written permission of LG
Partners.

Your Personal Data will be processed in accordance with the LG Partners privacy statement accessible through
the official LG Partners website https://www.LohGronagerPartners.com. In order to provide you with marketing
materials concerning our products and services, LG Partners may process your basic Personal Data (i.e. contact
details such as name, e-mail address) until you notify us that you no longer wish to receive them. You can opt-out
from receiving these materials at any time by informing LG Partners: info@LohGronagerPartners.com.

Copyright © 2024 Loh-Gronager Partners Limited. All rights reserved.



