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Turk Tuborg: A Turkish Brewer in a Duopoly offering an 8.0% NOPAT Yield

Investment Thesis

Tirk Tuborg is the second largest company in a Turkish Beer market that is a duopoly. Along with Anadolu (Anadolu), the
two companies have controlled over 99% of the market for many years. There are significant barriers to entry in the form of
economies of scale and brand as the Turkish Beer market requires a two way distribution system and there are restrictions
on advertising. Turk Tuborg has outperformed Anadolu increasing its market share from 11.5% in 2010 to 31.4% in 2015.
The company also increased its pre-tax ROIC significantly from -3.3% in 2010 to 95.2% in 2015. These improvements came
just after new ownership introduced a number of new products to the market. The company offers an 8.0% EBIT yield with
pricing power leading to an expected return of 13.0% per year, which is attractive given the barriers to entry in the market
and the company’s outperformance under current management.

e Expected annual return between 13.0%-15.5%
o We will initiate @ 4.0% position in Turk Tuborg.

Key Stats 5/20/2016 INR usD
Current price 6.53 219
Shares outstanding (mn) 32251 32251
Market capitalization (mn) 2,106 708
Netdebt (cash) (mn) (313) (105)
Other claims (mn) 13 4
Enterprise value (mn) 1,793 602
EV per share 5.56 1.87
Average daily frading volume (mn, 6 mths) 335,047 112,575
TTM 5 Yr Avg TIM  5YrAvg
NOPAT yield 8.0% 5.2% Revenue growth 26.7% 31.5%
FCF yield 5.4% 2.7% NOPAT growth 27.6% -+
Div yield 0.0% 0.0% FCF growh -7.2% -+
EVIIC 94 11.2 Invested capital growth 15.8% 9.2%
Net debt (cash)/EBIT (1.7) (1.1) ROIC 75.5% 49.1%

Company Description

Tiirk Tuborg was founded in izmir-Pinarbasi in 1967 with production starting in 1969 through a partnership between Tuborg
and Yasar Holding Production. Carlsberg took a majority shareholding of Tiirk Tuborg in 2001 increasing its stake from
2.24% 10 50.01% after purchasing 47.77% from Yasar Holding. This transaction valued Turk Tuborg at roughly USD110
million (DKK960 million). Over the course of the next few years, Carlsberg continued to increase its stake until reaching
95.69% in 2003. In 2008, Israel Beer Breweries Ltd, a Carlsberg partner in Israel and Romania, purchased 95.69% stake
from Carlsberg for USD44.5 million valuing Turk Tuborg at USD80 million. After the purchase, Turk Tuborg retained its
license to continue to produce Carlsberg and Tuborg brands. The 4.31% not owned by Israel Beer Breweries is free float
with the company listed on the Borsa Istanbul.
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Turk Tuborg owns one of the largest breweries in Turkey with 36,000 tons of malt and 333 million liters of beer capacity.
The company produces Tuborg (Gold/Amber/Special/Fici), Carlsberg, Skol, Venus Pilsner, and Troy Light for both Turkey
and export markets. The company also produces Vole, Thelch, and F5 for export markets. Tirk Tuborg also imports Leffe,
Hoegaarden, Guiness, Corona, Weihenstephan, Kilkenny, and Somersby.

Tirk Tuborg’s products are sold through direct sales and dealers all over Turkey. Corona, Leffe Brune, Leffe Blonde, Leffe
Radieuse, Hoegaarden, Weihenstephan, Kilkeny, and Guinness brands are positioned at the super premium beer segment.
Carlsberg brand is positioned at the premium beer segment. Tuborg Gold, Tuborg Fici, and Tuborg Special brands are

positioned at the standard segment, while, Skol and Venus brands are positioned at the economical beer segment in 2015.

In 2015, Turk Tuborg was the second largest player in the market with a 31.4% volume share of the Turkish beer market
behind Andalou’s 68.4% volume share.

In 2011, Tirk Tuborg launched the Tirk Tuborg Brewmaster project with the goal of delivering product variety to Turkish
consumer. The company introduced super premium brands Corona, Guinness, Leffe, Weihenstephan, Kilkeny, and
Hoegaarden. The project has help increase the company’s volume share in the Turkish beer market from an estimated
11.0% in 2010 to 31.4% in 2015.

Barriers to Entry
Within the Turkish beer market the evidence points to significant barriers to entry.

1. Turk Tuborg and Anadolu have accounted for over 99% of the Turkish beer market for many years. At the end of 2015,
these two companies represented 99.8% of the market. The high and consistent market share points to no significant
new entrants or exits from the market. The duopolistic market structure with a no significant entry or exit from the
industry points to significant barriers to entry. Heineken attempted to enter the Turkish beer market, but withdrew in
2006 as it was unable to reach the minimum efficient scale needed to compete.

2. Distribution is a significant barrier to entry. In 2012, 64% of Turkish beer volume was returnable bottles and kegs
making a two way distribution system a requirement to compete in the Turkish beer market increasing the investment
requirements and complexity of the required distribution network.

3. The distribution network required to compete also points to economies of scale as distribution is a fixed cost
independent of units sold. Over the past five years, Tlrk Tuborg has averaged roughly TRY155 million per year in
selling, distribution, and marketing expenses. In 2015, both Tirk Tuborg (TRY134.3) and Anadolu (TRY137.6) had a
gross profit of roughly TRY135 per hectoliter. Just to cover the fixed costs associated with Tlrk Tuborg’s distribution, a
competitor would need to achieve 12% market share.

4. There are significant advertising restrictions on beer and other alcohol decreasing a new entrant’s ability to building a
brand. There is no alcohol advertising on television or radio. Also, alcohol companies cannot sponsor any sports team
and, similar to smoking, all alcohol on television or in movies is blurred.

5. Tiurk Tuborg seems to have significant pricing power. Since 2008, Tirk Tuborg has been able to increase its average
selling price by 7% per year. The company’s cash gross margin has increased from 49.0% in 2008 to 60.1% in 2015.

6. Total Turkish beer market volume has not grown since 2008, decreasing the attractiveness of the market, and
increasing the difficulty of entering the market as lower growth often leads to increased competitive rivalry.
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7. Turk Tuborg has little or no working capital requirements. In 2014 and 2015, working capital per unit has been negative
and averaged TRY63 million. Negative working capital is a strong sign of a company’s bargaining power over both its
suppliers and customers.

While the evidence pointing to barriers to entry are strong, there is evidence against barriers to entry.

e Turk Tuborg’s recent profitability has been strong with a ROIC averaging over 100% over the past two years, but from
2008 to 2011 ROIC averaged 0%. The lack of inconsistent ROIC is evidence against a competitive advantage.

Overall, the evidence overwhelmingly points to significant barriers to entry that would take years for a new competitor to
reach the necessary scale to compete.

Given the evidence points to the presence of barriers to entry, what form do they take? Barriers to entry take the form of
economies of scale and brand. Economies of scale are in the form of a two way distribution network that requires a
minimum efficient scale of roughly 12.0% just to replicate the smaller of the two large competitors” annual spend on selling
and distribution expenses. Additionally, large breweries require expensive equipment that is much cheaper on a per unit
basis if the depreciation is spread over many units. Additionally, larger brewers can acquire raw materials and package
goods cheaper due to the size of their purchases.

Brand advantage also exists. The restrictions on advertising help existing brands as new entrants cannot build a brand to
displace incumbents making brands with an existing relationships and positions more resilient and less resistant to change.

Intensity of Rivalry

Given the duopoly within the Turkish beer market, the intensity of the rivalry between will be a significant factor in
determining industry profitability. The industry rivalry seems low. Since 2011, Turk Tuborg has raised prices on average by
8.4% per year while Anadolu has raised prices on average by 8.0% per year. Since 2008, Tlrk Tuborg has raised prices on
average by 7.2% per year while Anadolu has raised prices on average by 7.1% per year. Price inflation has been during a
period of increasing excise tax. If the intensity of the rivalry was high, both firms would not have increased prices in an
attempt to gain market share given the importance of economies of scale in the industry.

The presence of economies of scale in the industry points to increased intensity of rivalry as one of the drivers of profitability
is your size or market share leading competitors to attempt to maintain or increase their share to maintain profitability.

(Capex)/depreciation ratio is used to determine the amount of supply in the industry. If capex exceeds depreciation, industry
participants are increasing supply. If supply increases outpace demand profitability will suffer. Currently, the Turkish beer
industry volumes are not growing with total volume estimated at 9.67 million hectoliters since 2008. The lack of growth in
and of itself typically increases rivalry but with the duopoly it is easier to keep track your one competitor making coordination
easier. Despite the lack of growth, the industry capex/depreciation ratio has averaged 134%. A more appropriate
capex/depreciation ratio for a no growth, mature industry is somewhere below 75% as less investment goes to the industry
leading to depreciation exceeding capex. The capex/depreciation ratio may point to increased rivalry as competitors attempt
to fill their new capacity.
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The participants sell products that are similar but are differentiated in the form of taste and brand decreasing competitive
rivalry as price is an important but not the sole factor in purchasing the good.

Anadolu net debt has ballooned from 0.8 times EBIT in 2011 to 6.1 times EBIT in 2015. The change in fortunes occurred
when SAB Miller and Anadolu created an alliance with Anadolu acquiring some of SAB Miller's assets in the region and
SAB Miller taking a 26.5% stake in Anadolu. The increase geographical presence and increased debt decreases the
Anadolu’s flexibility, but it may lead to an increase intensity of rivalry as Anadolu’s Turkish beer operations are not
generating sufficient operating profit to cover interest expenses.

Turk Tuborg’s market share gains also can just after the launch of Tlrk Tuborg’s Brewmaster project. The increased
product offerings may be striking a cord with customers that Anadolu is unable to replicate.

Overall, the intensity of rivalry in the industry is low and expected to remain low but this may change given Anadolu’s market
share losses, profitability declines, and increasing debt load.

Bargaining Power of Suppliers

Suppliers have very little bargaining power. The main inputs into beer are commodity products sold by many sellers where
the customers are pure price takers. This bargaining power is reduced further by the duopolistic nature of the market.
Barley largest use is not beer but animal feed, which accounts for 67% of consumption. Industrial uses such as beer are
the next largest consumer of barley accounting for 21% of total consumption. The variety of uses for barley increases the
bargaining power of suppliers. Hops on the other hand are primarily used for beer. The United States is seeing high
demand for hops due to the trend towards craft beer, as craft beer uses much more hops that traditional beer. Turkey is not
seeing the trend toward craft beer therefore there is a lot less pressure. Hops have less uses and there is much fewer uses
for the product decreasing its bargaining power. Overall, due to the commodity nature of inputs, the numerous suppliers of
these products, the limited uses of the products, and the duopoly in the Turkish beer market suppliers have very little
bargaining power.

Bargaining Power of Customers

The customers of Anadolu and Tirk Tuborg are dealers, distributors and large retail chains. In 2012, off-premise accounted
for 61.5% of sales in the Turkish Beer market, on-premise accounted for 23.2% of sales, and key accounts accounted for
15.2% of sales. Off-premise and on-premise are serviced by dealers and distributors. In 2014, Anadolu had a network of
170 dealers and 27 distributors in 15 sales regions. The number of dealers and distributors illustrated the fragmented
nature of the customer base decreasing the bargaining power of customers.

Similar to bargaining power of suppliers, the duopoly and differentiated products decreases the bargaining power of
customers combined with the fragmentation of the customer base leads to low bargaining power of customers.
Threat of Substitute

The main alcohol substitutes for beer are wine and spirits. In 2012, Beer accounted for 58% of alcohol consumption within
Turkey, spirits accounted for 33% of alcohol consumption, and wine accounted for 9% of alcohol consumption. Beer is the
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cheapest of all alcohol at a cost of TRY11.26 per liter, wine is the next cheapest at TRY54.67 per liter, and spirits are the
most expensive with raki costing TRY73.48 per liter. While wine and spirits are substitutes for beer, personal preferences
are probably the biggest impediment to substitution. Additionally, the significantly higher cost of wine and spirits makes
substitution unlikely.

Growth

As mentioned, volumes in the Turkish Beer market have stagnated at 9.66 million hectoliters since 2008. During this period,
Turk Tuborg’s revenue increased by 23.69% per year driven by increased volumes (15.41% CAGR) and increased price
(7.17% CAGR). Despite the lack of volume growth, Turk Tuborg’s volumes increase from 1.1 million hectoliters in 2008 to
3.0 million hectoliters in 2015 with growth coming at the expense of Anadolu’s volumes (8.5 mhl in 2008 to 6.6 mhl in 2015).
Given the lack of volume growth in the market, growth from volume increases will eventually slow as Anadolu should
retaliate in an attempt to win back volume share given the importance of economies of scale on profitability.

Turk Tuborg’s ASP (7.2% since 2008) increases are more sustainable given the duopoly in the Turkish Beer market and the
relative cheapness of beer to substitutes.

Many often quote Turkey’s low per capital consumption of beer and alcohol as a potential source of growth. Turkey
consumes beer at 17% of the EU average. This statistic is misleading as Turkey is predominantly Muslim and there are
estimates between 40% and 80% of the population do not drink alcohol, which is unlikely to change. Assuming 75% of the
population does not drink alcohol, the per capita consumption is 67% of the EU average for beer consumption. With a
religion that forbids alcohol consumption playing a large role in the society, there is not going to be a significant growth from
increased per capita consumption. Additionally, the current ruling party has a religious slant and has increasing excise tax
and advertising restrictions in an attempt to “protect” the public from themselves.

There is a potential for increased penetration of beer companies’ distribution channel as there are only 1.1 off-premise
outlets per 1,000 people well below regional peers.
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Limited Availability Of Beer In Off-Premise Channel

Number of beer selling outlets per 1,000 people

4.1
i

Kazakhstan Germany Moldova Georgia Russia Turkey

Sourcs: Anadolu Ees

Management

In 2008, Israel Beer Breweries Ltd, a Carlsberg partner in Israel and Romania, purchased 95.69% stake from Carlsberg
from USD44.5 million giving Turk Tuborg a total enterprise value of USD80 million. The company is owned by Central
Bottling Company, which has held the Israel franchise for Coca Cola products since 1968.

Israel Beer Breweries has done a good job of increasing the intrinsic value of the company since acquiring its ownership
position. Since 2008, revenues have increased by 23.69% per year as volumes increased by 15.41% per year and prices
increased by 7.17% per year. The volume increases are particularly impressive given volumes have not grown in the
Turkish Beer since 2008.

The company has significantly outperformed its main rival Anadolu. Since 2011, Turk Tuborg has taken almost 19% volume
share, increasing its share from 12.5% to 31.4%. Over that period, the company’s ROIC increased from 1.1% t0 95.2%
while Anadolu’ Turkish Beer operation’s ROIC decreased from 76.5% to 29.3%, illustrating the importance of economies of
scale on profitability.
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2015 2011 2008

Turk  Anadolu Turk  Anadolu Turk  Anadolu
Per Unit (TRY/hI) Tuborg Efes  Tuborg Efes  Tuborg Efes
Total volume (mhl) 3.0 6.6 1.2 8.4 1.1 8.5
Market share 31.4% 68.4% 12.5% 87.0% 11.5% 88.0%
ASP 2451 225.0 177.7 165.6 151.0 1391
COGS (110.8) (87.4) (95.9) (51.1) (90.6) (45.7)
Gross profit 134.3 137.6 81.8 114.4 60.4 93.4
Opex (74.6) (93.4) (80.5) (63.5) (75.0) (43.8)
EBIT 59.7 44.2 1.3 50.9 (14.6) 49.6
Working capital (23.4) 76.5 215 20.8 14.7 17.6
Fixed assets 86.1 74.0 99.5 45.8 94.6 38.6
Invested capital 62.7 150.5 121.0 66.6 109.3 56.2
ROIC (pre-tax) 95.2% 29.3% 1.1% 76.5% -13.4% 88.2%
Net Debt/EBIT (1.7) 6.1 28.8 0.8 (2.6) 0.2
Interest cover 15.0 (0.8) (0.2) (40.7) 04  (1,054.5)

Source: Company data

Since 2008, Turk Tuborg’s ASP premium averaged 5.9%.

ASP (TRY/hI) 2008 2009 2010 2011 2012 2013 2014 2015
Turk Tuborg 151.0 1665 1702 177.7 1901 2044 205.7 245.1
Anadolu Efes Turkish Beer Operations 1391 1487 1522 1656 186.8 2079 209.7 225.0
Turk Tuborg's absolute premium 11.9 17.7 18.1 12.1 3.3 (35 (400 202
Turk Tuborg's relatve premium 86% 119% 119% 73% 18% -17% -19% 9.0%

Source: Company data, Reperio Capital Research estimates

Tirk Tuborg’s market share gains came during a period where the ASP premium declined.

2008 2009 2010 2011 2012 2013 2014 2015

Turk Tuborg's relative ASP premium 86% 119% 119% 73% 18% -17% -19% 9.0%
Anadolu Efes volume share 88.0% 88.0% 88.0% 87.0% 83.0% 76.0% 71.0% 684%
Turk Tuborg volume share 15% 115% 115% 125% 16.5% 235% 285% 31.4%

Source: Company data, Reperio Capital Research estimates

It seems Turk Tuborg’s products are viewed as premium products by the public given the consistent ASP premium relative
to Anadolu. With Turk Tuborg prices decreasing relative to Anadolu, consumers may see themselves getting a higher
quality product at a more attractive price. The price premium returned in 2015, yet Turk Tuborg continued to gain market
share, which seems to invalidate the theory of consumers purchasing due to the decrease in Tlrk Tuborg’s premium.

Over the review period, Tlrk Tuborg’s cost of goods per unit increased by 3.7% while Anadolu’ cost of goods sold increased
by 14.3%. Anadolu’ Turkish Beer operations still produce goods cheaper than Turk Tuborg but there has been a significant
convergence of costs. Anadolou producing goods cheaper makes sense given the presence of economies of scale in the
industry allowing the company to obtain a discount for raw materials purchased in bulk and spread depreciation over a
greater number of units.
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Since 2011, Tlrk Tuborg has been able to decrease operating expenses per unit by 1.9% per year while Anadolu’ operating
expenses have increased by 10.1% per year. TUrk Tuborg is much more operational efficient with operating expenses per
unit at TRY74.6 compared to Anadolu TRY93.4. In 2011 and 2008, Anadolu’ operating efficiency was well ahead of Tlrk
Tuborg’s but declining volumes and cost inflation lead to the increase in operating expenses per unit increased.

Tirk Tuborg’s operating efficiency is the key differentiator allowing the company to generate an operating profit per
hectoliter that is 35% greater than Anadolu, not an insignificant gap.

Turk Tuborg also has a big advantage on capital efficiency in 2015 as working capital per unit is TRY-23.4 compared to
TRY76.5 at Anadolu. Fixed assets are similar with Anadolu having a slight advantage as expected given the presence of
economies of scale as larger breweries can spread fixed capital investments over a larger number of units. As the volume
differential has shrunk, so has the difference in fixed capital efficiency.

Overall, Turk Tuborg’s ROIC is much higher than Anadolu in 2015 at 95.2% compared to 29.3%, a change from 2011 and
2008 where Anadolu’ ROIC averaged 82.4% compared to an average ROIC of -6.2% at Turk Tuborg in 2011 and 2008.

Overall, management has done well operationally increasing volumes, ASP, operating margins, capital efficiency, and
ROIC.

The company has not allocated capital to anything but the business. There have been no dividends meaning net debt has
decreased from TRY42 million to a net cash position of TRY313 million. Cash is starting to build up on the balance sheet at
almost 2 times operating income so the company could start returning that cash to shareholders in the form of a dividend.

There are no corporate governance issues other than related party transactions at 5.8% of sales and 4.8% of assets but it is
nothing too significant.

Valuation

Given the existence of the barriers to entry, the best method of valuing Tirk Tuborg is based on earnings. Our preferred
valuation method is IRR, using the company’s current free cash flow yield plus expected growth. At the close of business on
May 20, 2016, the company was trading on a current free cash flow yield of 5.4%. Given the pricing power in the industry
the company can expect at least 5.0% increases in prices and if it can continue to grow volumes at 5.0% per year than it
offers a 15.3% expected return.

Valuing the company using current EBIT yield plus and organic growth rate, the company is trading on an EBIT yield of
8.0% with pricing growth of 5.0% bring the current expected return to 13.0%. Given the strength of the barriers to entry
within the industry, a 13.0-15.0% return using conservative estimates is very attractive.

Why is it Cheap

The stock is cheap due to economic and political issues within Turkey. It also has a very small free float and illiquid with an
average trading volume of USD137,000 over the past six months.
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Risks

Tirk Tuborg has been gaining market share and outperforming Anadolu significantly. Anadolu Turkish beer operations
have seen deteriorating profitability. The combination of market share gains and deterioration of profitability may lead to
Anadolu increasing the intensity of rivalry to win back market share and profitability.

Turkey has one of the highest excise taxes on alcohol in Europe, which is 3.91 times the European average. This is making

alcohol more expensive and suppressing demand in the country leading to the stagnation in volume since 2008. From 2002

to 2013, Turkish excise tax increased by 6.63% per year. Given the ruling party’s religious slant, it would not be a surprise to
see a continuation of excise tax increases.

There are increasing restrictions on alcohol in Turkey. Retail alcohol sales licenses are limited between the hours of 10 am
and 6 pm, as well as completely ban alcohol advertising and promotions of alcohol-related products. New licenses for the
sale of alcohol are restricted. There is an ever increasing shift towards prohibition.

There is political risk in Turkey with it becoming more dictatorial. The increasing restrictions on freedom may bring a
reaction.

A slowdown in macroeconomic growth or tourism is a short term risk.
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CONTACT:

Marc Melendez, CFA

Founder and Head of Research
Reperio Capital Research, LLC.
www.reperiocapital.com

(718) 705-4969
marcmelendez@reperiocapital.com

DISCLOSURE:

This report has been prepared and distributed by Reperio Capital LLC. This report is based on sources that we consider reliable, but we do not represent it is
accurate or complete, and it should not be relied on as such. All information contained herein is subject to change without notice. Reperio Capital Research LLC is
not registered as an investment adviser nor a broker/dealer with the U. S. Securities & Exchange Commission, FINRA or any other regulator in any jurisdiction for the
provision of investment advice.

The analysis and information presented in this report by Reperio Capital Research LLC may include summary profiles of key companies in the relevant sector and
the information is offered for subscriber interest only. This Report is not to be used or considered as a recommendation to buy, hold or sell any securities or other
financial instruments and does not constitute an investment recommendation or investment advice. This report is not an offer to sell or the solicitation of an offer to
buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal recommendation or take into account the
particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any information in this report is suitable for their
particular circumstances and, if appropriate, seek professional advice, including tax advice. Statements included in this report may constitute forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. Such statements involve a number of risks and uncertainties such as
competitive factors, technological development, market demand and the company's ability to obtain new contracts and accurately estimate net revenues due to
variability in size, scope and duration of projects, and internal issues.

Neither Reperio Capital Research LLC nor the principals, officers and directors of Reperio Capital Research LLC have a long or short position with respect to any of
the shares of the subject company covered in this report. Reperio Capital Research LLC is not a broker-dealer and does not generate any investment banking or
commission-based revenue with respect to the securities of the company described herein.

Our professionals may provide oral or written market commentary that reflects opinions that are contrary to the opinions expressed in this report. The price and value
of the investment referred to in this report may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of
original capital may occur. Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all
investors. Our report is disseminated primarily electronically, and, in some cases, in printed form. Electronic report is simultaneously available to all recipients in any
form. The information contained in this report is not incorporated into the contents of our website and should be read independently thereof.

No part of this material may be (i) copied, photocopied or duplicated in any for by any means or (ii) redistributed without the prior written consent of Reperio Capital
Research LLC.
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