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HAYDEN CAPITAL New York, NY. 10016

www.haydencapital.com

February 7, 2018
Dear Partners and Friends,

Our portfolio closed out 2017 on a strong note. During the fourth quarter, Hayden Capital’s portfolio gained
+11.6% (net of fees), and finished 2017 with a +28.2% return for the full year. Comparatively, the S&P 500
and MSCI World Indices were up +21.8% and +24.4%, respectively.

Time Period S&P 500 MSCI World Avg. Cash
(ACWTI) Exposure’
4™ Quarter’ (4.92%) 1.29% (0.91%) 55.22%
2014 (4.92%) 1.29% (0.91%) 55.22%
1% Quarter 11.16% 0.95% 2.60% 37.79%
2™ Quarter 6.70% 0.28% 0.22% 23.32%
3" Quarter (6.00%) (6.44%) (9.27%) 23.92%
4™ Quarter 5.14% 7.03% 4.82% 20.34%
2015 17.23% 1.37% (2.22%) 26.31%
1% Quarter (0.23%) 1.35% 0.43% 22.53%
2" Quarter 1.23% 2.46% 1.63% 27.64%
3" Quarter 5.04% 3.85% 5.10% 32.60%
4™ Quarter (2.06%) 3.82% 1.05% 21.07%
2016 3.90% 11.95% 8.40% 26.03%
1% Quarter 0.96% 6.07% 6.91% 18.75%
2™ Quarter 12.62% 3.09% 4.68% 13.16%
3" Quarter 1.01% 4.48% 5.08% 13.66%
4™ Quarter 11.64% 6.64% 5.73% 14.35%
2017 28.22% 21.82% 24.35% 14.98%
Annualized 13.44% 11.34% 8.89% -
Total Return
1 Year 28.22% 21.82% 24.35% -
Since Inception 48.49% 40.03% 30.60% 22.89%

! Hayden Capital returns are net of actual fees. Individual client performance may differ based on fee schedule and date of funding,.

2 Includes Cash and previously an Inverse S&P 500 ETF, which allowed us to decrease our long exposure without paying taxes on profitable
positions.

3 Hayden Capital launched on November 13, 2014. Performance for both Hayden Capital and the indexes reflects performance beginning on this
date.
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This brings our compounded annual return to +13.4% (net of fees) since inception, versus +11.3% for the
S&P 500 and +8.9% for the MSCI World Index. During this period, our cash balance has averaged ~23%
since inception, and ~14% in the most recent quarter.

Performance Since Inception
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Learning How To Trust

Recently, I did a presentation for the MOI Global Best Ideas 2018 conference (a few slides from the deck are
shown below). Init, I discuss at a high-level our research process for potential investments, and how we see
our role as investment managers (LINK).

I think the discussion of the ow to analyze companies is an interesting one, and something that I wish more
investors talked about. Instead, discussions at conferences or within investors letters usually center around
the what (“what are we buying, what happened in the portfolio, etc.”). But personally, I don’t think this is
nearly as helpful in understanding a manager’s thought process or portfolio composition (which after all, isn’t
that the purpose of these communications with our partners?).

Some in the industry are fearful of publicly talking about their investment process, due to the fear of giving
away the “secret sauce”. However, I have a different perspective.

Instead, I see it like the research process in hard sciences (i.e. physics, mathematics, etc.), where one team may
take the previous findings of another, build on top of it, with the combined effort eventually resulting in a
new breakthrough for the entire field. There’s no reason the investment industry can’t be similarly
collaborative and learn from one another... not all investing is a zero-sum game.

It’s with this goal, that I enjoy talking about our investment framework & process — with the hope that those
in the community can take these ideas and iterate off them (which our portfolio / process may then benefit
from in the future). Similar to most scientific research, these thoughts are always “works in progress” and can
only benefit after thorough feedback / peer review. The only way for these frameworks to evolve and
become more robust, is after significant poking and prodding. It’s for this selfish reason, that I'm always
open to feedback on flaws or aspects of our process that can be improved.

k>
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So to start the discussion, I’d like to highlight how we approach the age old question (at least it is among
investors): “How can we judge management? Can we trust someone enough, to be confident they’ll make the
right decisions, years in the future, regarding issues which haven’t even been determined yet?”

It’s a tricky issue, but a very important one for growing and evolving companies, who are entering new
markets / initiatives, and especially where the future may look very different than today.

First, the issue is you’re outsourcing very important decisions that can have huge implications on your net
worth, to someone else (i.e. management). Many investors aren’t comfortable giving up this much control,
and trusting someone else to steer them through the abyss and leave them more profitable on the other side.
How do we know management isn’t painting a rosier picture of the future, than reality?

Second, these decisions are going to be made in the future. Even if you trust management today, how do you
know they’ll make equally sound decisions 5 — 10 years from now, or won’t suddenly go bonkers?

The most common method investors use, is to see how management has performed in the past, to predict
how they’ll perform in the future (i.e. “The company has historically earned 20% ROICs the last 10 years
under the current CEO. It’s likely they’ll continue doing so”). The hope is, smart people don’t suddenly
make dumb decisions over night, right?

This is a good start, but I personally don’t think it’s enough. Companies and their competitive environments
change over time. So even though it’s had great returns in the past, it may not be true in the future.
Therefore, how can we predict what the industry’s future will look like, and that the people running our
companies will be smart enough to navigate it?

It’s interesting that in the investing field, asset owners / allocators make this decision every day®. They’re the
experts in the subject of evaluating people (aka Investment Managers). Instead of having quantitative data to
rely upon (i.e. earnings or cash flows), it’s a purely qualitative decision. The only data you have are past
returns (but we’ve all know that past returns aren’t indicative of future results...). So how do allocators get
comfortable investing in someone’s future decision-making abilities?

After speaking with many allocators, it seems the consensus is that there’s no better method, than to drill
“one layer down” (i.e. conduct an extensive review of the manager’s portfolio). The investor’s portfolio today
should be representative of all prior decisions the manager has made, including those which were passed upon
and those which were enacted. Simply, there’s no better way to understand how a person thinks.

The idea isn’t just to see what the allocator would be invested in, if they were to write a check. After all, by
the time they invest (sometimes several years later), the portfolio holdings are probably going to be different.

Rather, the most important aspect is building trust in the managet’s #hought process, and way of looking at the
investment world (i.e. “Am I confident the manager will make the right decisions for the portfolio in the
future?””). And understanding why past decisions (rather than what decisions) were made, may be one of the
best ways to understand how future decisions will be made.

Importantly, the best allocators know that to be good at this, they’ll need to know enough about the target
company, to have an informed opinion themselves. Chances are, they’ll never know an investment as well as
the manager (I mean, why would you pay the manager, otherwise?). But it’s important to know enough, for
how can you objectively judge if someone is smart / trust that the process is sound, if you haven’t done
enough work to have an objective opinion on what the “smart answer” is?

4 Specifically, the individuals investing on behalf of endowments, foundations, family offices, etc. in a professional capacity.
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Looking One Level Down...
From Hayden Capital’s MOI Global Best Ideas 2018 Presentation, Slide 11

The best way fo evaluate if someone is a good investor, is fo
test their decision making process. You need fo evaluate the
[ Allocator J next “layer” down.

But to know if they made the right decision and ans thinking
about it properly, you need to have your own apinion also.

1t impossible to judge if it’s a smart choice (in your opinion),
Allocator’s Process:
“Investment Manager: How

are you thinking about B

if you havent worked it out yourself.

Company A vs. Bvs. C? Investment .
Why did you choose
Company B2 Manager
B I Investment Manager's
Process:
| “Company B: How ae you
Company B thinking about Projects A vs.
. B vs. C? Which will you
choose and why?”
[ Project A ] [ Project B ] [ Project C ] )
kk

Along these lines, I've been thinking whether we can use a similar process to evaluating companies and their
management teams. If the best allocators are looking one layer down at a manager’s portfolio as the best way
to judge their future returns and thought process, shouldn’t we do the same as investors?

After all, the end-goal is very similar — to predict which “portfolios” and managers will outperform in the
future. Companies have an underlying “portfolio” too — a collection of projects which they’re investing in
hoping to get an attractive future return (whether it’s a new factory, an e-commerce initiative, a warehouse,
etc.).

Most likely, as an investor you’ll never know the business as well as management (just like allocators won’t
know the portfolio as well as the investment manager). But perhaps by evaluating these companies
“portfolios” #oday, and the thought process behind building them, we can have a better judgement on
management and confidence in the future “portfolio”. We’ll never be 100% certain or accurate, but we don’t
need to be. Getting it roughly right, and more importantly, building trust in the team managing the daily
operations is often better than not.

Note: Heck, often management is does not have a clear picture either. .. they’re simply trying to make the best decisions possible
with the information available. And in today’s data filled world where everything is tracked, and information is easily accessible,
it’s gotten much easier to have the same access (or at least a large portion) of the same information management bas. Reaching an

objective opinion on a company’s strategic decisions via primary research is easier today than ever before.

> s like when I forget to wear my glasses... I can’t see things 100% clearly, but I can still tell if something is a dog (good) or a rat (bad). And
often, that’s good enough to avoid getting rabies.
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In rare circumstances & if you do it right, you may even reach a conclusion the management team hasn’t thought of yet, and you
can influence | add-value to your investment by sharing it with the company’. You're proactively skewing your risk-reward and
chance of success. "The best activism is constructive to the growing the overall pie and good for all stakeholders (vs. the financial
engineering we often see disguised as “activism” — where activists are simply re-cutting the pie into larger pieces for themselves).

This process requires putting ourselves in management’s shoes, and asking “what we do in the same
situation?” And being able to reach that answer requires doing a lot of work to obtain the same information
the company has, to reach an independent informed opinion.

It’s like when you meet a new person at a party. They may start talking about (just picking a random topic
here) Bitcoin. They might sound very smart and confident, and seem to know what they’re talking about.
But how can you know for sure, that they’re actually smart and not just faking it Well it’s hard, unless you’ve
done extensive research on the subject yourself, and after hours of questioning them as to why and how they
formed their beliefs, conclude they have done extensive thinking on the subject. Note, it doesn’t necessarily
mean they’ll be right. But at least they’ve come to their beliefs in a rational and thoughtful manner (which is
already better than 90% of the people I've come across...).

For us, this involves analyzing a projects” Incremental Returns on Capital”. T’ve discussed our framework / data-
point method in-depth in prior letters + our “Calculating Incremental ROIC’s” presentation, so I won’t
repeat it here (LINK). However, if we do it right, we think we can gain confidence in what the company’s
returns will look like in the short-term (let’s say the next 2 years). This is like that phase, where you’re grilling
that new Bitcoin friend, to see if they know what they’re talking about.

What about after 2 years though, or after the company’s current projects are finished? How can we
underwrite what the business’ returns look like in Years 3 to infinity?

This is where it gets “squishy”, since you’re essentially betting that the people running the company will make
the right decisions, on issues that haven’t been determined yet. It requires trust... and hopefully after
thorough “grilling” (evaluating their past decisions, the current “portfolio”, incentives, and the corporate
culture they’ve created) you have a good amount of confidence in the decision-making process.

But this doesn’t mean we have to surrender our control completely, and blindly trust them going forward. As
investors, we can’t be completely passive either & close our eyes for the next 20 years, letting management
“do their thing”. Sometimes the world changes, and requires a new skillset the company doesn’t possess in
order to be successful. Sometimes smart people do stupid things®. As investors, we need to be on the
lookout for these instances. We need to “trust, but verify”.

Throughout the life of an investment, we should continually evaluate the decisions the company made, and
confirm if they were the right ones every step of the way. For instance, for each round of new projects, we
should do the same type of analysis as a new investment and constantly ask ourselves if the next two years (or
the life of the project) have more attractive, same, or less attractive returns than the previous projects.

In this way, it’s similar being on the Board of Directors. You’re not running the day-to-day operations, but
you’re double-checking the decisions they make (even if it’s just to yourself). And perhaps if we see enough

¢ For example D.E. Shaw is taking an activist stance on Lowes, using satellite imagery, census data, and customer surveys (LINK). Fifty years ago,
this type of research would have required hiring an army of analysts to physically count cars or store traffic. Now you can get more insights,
without ever leaving your computer.

7 Note, the most important critetia to evaluate management, is going to differ by strategy. Event-driven investors are going to care about different
metrics than say Quantitative investors.

8 Thinking back to my college days here...
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of these positive “data-points”, it’s enough for us to give management benefit of the doubt that they will
continue allocating capital intelligently in the future.

*ok

So what are we looking for in our vetting? At a high-level, what we want is management that has consistently
shown a history of choosing Project A (see below exhibit). For example, even though Company A is in a
more attractive industry with better return opportunities (20% / 15% / 5%), poor management choices & the
wrong incentives may lead them to choose the less attractive investment (Project C). On the other hand,
even though Company B has a worse opportunity set, great management will result in a better return for
investors (12% IRR) vs. their counter-part.

Capital Allocation & Evaluating Management
From Hayden Capital’s MOI Global Best Ideas 2018 Presentation, Slide 10

Allocator’s Questions:
[ Allocator J b

(Endowment, Family Office, HNWI, etc.)

ag
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Investment Manager’s Questions:
Investment Manager : ies Lave the best
(Fixed Income vs. Equities vs. Commodities,
Microcap vs. Arbitrage vs. Activist) smart enongh and
to pick the projects witk
the highest returns?
Company A Company B 6
(Reallllyyyy Bad Management) (Wosd-Class Management)
Project A Project B Project C Project A Project B Project C
20% IRR 15% IRR 5% IRR + 12% IRR 5% IRR 2% IRR +
(Geat Managemeat' (Deceas Mansgemeat’s Drestige + Higher Salary (Great Managements (Decea Masagemen's Drestige + Higher Salary
Chosce) Choce) (Bad Managemeats Choice) Choice) Choice) (Bad Management’s Choice)

Notice, even thoaugh Company A has better overall opportunities for reinvestment (perhaps due to a better industry or better
competitive position), its bad management will choose Project C, and thus make this an unattractive investment.

In this scenario, Company B is a better choice (12% IRR vs. 5% IRR), due to smarter management, despite its worse opportunity set.
This is why good management matters.
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We’d rather make an investment that has a lower opportunity set of potential returns, but are smart enough to
choose the highest returning project every time (Company B). This is why good management matters.

Next, how do we tell if management goes bonkers one day, after we’ve already made the investment? How
can we spot these negative signals before it shows up in the financials and the rest of Wall Street catches on?

Over time, if we have a worse opinion of management than when we initial invested, it’s likely because we’re
coming to a different conclusion than management did, regarding its current projects (i.e. they’re low returns
/ a waste of money). This requires access to the same data management has. Since companies typically won’t
open their books or disclose full KPIs to investors (least without sitting on the board), this part of the process
requires extensive channel checks, piecing together industry information, etc.’

9 In addition, there’s a real risk that our data is significantly different / worse quality than what management is relying upon, thus resulting in
differing conclusions. There’s a risk that we “fire management” (sell the stock) thinking it’s due to management’s poor decision making, when in
fact it we would have made the same decision if we only had their information.
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In order to tell if our thesis is going off the rails before other investors, we need to come to these insights
sooner. Luckily, my current thesis is that the majority of Wall Street isn’t thinking in this manner (i.e.
conducting deep research on long-term projects)'’. From what I can tell, it’s usually one or the other.

For instance, market-neutral firms are very good at conducting deep analysis, using a myriad of data sources
(credit card data, web-scrapping, customer surveys, etc.). However, it’s most often focused on short-term
questions (i.e. “Are they going to beat / miss earnings?”), rather than focused on multi-year strategic projects.

On the other end of the spectrum, I’ve seen some investors simply state it’s too hard to predict the future,
and thus avoid these types of investments all together'.

Optimally, there is a way to get a combine all three sources of edge — get more information via a wide variety
of data-sources (#informationaledge), which allows us to reach insights before other investors
(#analyticaledge), and all focused on projects that are far enough in the future (but have long-lasting value
implications) that other investors haven’t started doing the work on yet and allow us to see around corners
(#behavioraledge).

This is one part of our process that we’re continuously trying to get better at, and I don’t think it’ll ever be
“complete”. There’s always going to be new methods, data sources, and angles to look at.... but it’d be
idiotic not to try. Like the best start-ups, our process begins with a nugget / concept that’s in the right
ballpark (i.e. that minimum viable product), and continuously iterating, incorporating feedback, and evolving
until it’s something usable.

As I mentioned, we’re always looking to improve the process, and feedback / pushback is vital to this. Please
reach out if you think ’'m missing something, or if you’d like to share a new angle we should explore.

Portfolio Updates

Zooplus (Z0O1): In the MOI Global Best Ideas 2018 presentation, I also use Zooplus as an example and
highlighted the attractiveness of a few of their new initiatives (LINK).

Last quarter, I discussed how Zooplus would be reinvesting ~€10M — €20M more into the business, and the
stock traded down because of it (LINK). Well on the last call, they confirmed what we already suspected...
that this capital would be going towards hiring more developers, and launching new features, starting with an
improved mobile experience & subscription functionality. It seems they’ve already made quick work of it,
and are already pushing customers to download the new app. Below is a promo email I received from them
on January 3", offering triple loyalty points (which is used to redeem free stuff).

The coolest feature? The barcode scanner which allows customers to easily scan an item in a Brick & Mortar
store, and see just how much cheaper it is on Zooplus.

k>
A core tenant of our e-commerce investing framework, is that for daily necessities / non-joyful shopping

experiences (i.e. dish soap, laundry detergent, dog food versus say a new Chanel purse), is all about 1) Price, 2)
Selection, and 3) Customer Service.

10 Don’t get me wrong... there’s some very good investors taking this approach, but they’re too few and far between, in my opinion (I'd estimate
<10% of the industry’s AUM).

11T talked about why it’s getting harder and harder to find these types of investments (those that don’t require underwriting change) in our Q3
2017 letter (LINK).
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We’ve already shown Zooplus is today leading the industry in Price & Selection (see the MOI Global

presentation). However, it’s possible that competitors will eventually catch up on these two aspects in the
next 10 years (i.e. Amazon). If you talk to European suppliers today, they’ll claim they hate dealing with
Amazon and are dragging their feet long as possible before supplying them. Many are dedicating more

resources to Zooplus for this reason.

Zooplus Promo Email
Email received Jannary 3, 2018

zeooplus mav (Danes o omm
RS Ot el Pt e el Oftwr
(B N§ ousLe Nl

POINTS

‘Appy New Year!

We hope 2018 is filled with fun, adventure and time wel spent with your pets. To
make your online shop even faster and easier than aver before, we've
relaunched our ing APP! I's with ic, easy to use features so
you can shop on the go.

Plus, 1o kick off the new year n style we're giving you.

+++ TRIPLE POINTS +++
WITH EVERY ORDER VIA THE APP!

Plus! get up to 70% OFF OUR WINTER CLEARANCE!
So, wmat are you waiting forl Download the App fodayT
Download »

Best wishes for 2018,
Your zooplus Team

Zooplus App’s New Features + Barcode Scanner

Email received January 3, 2018

Our dynamic new relasss of the App i betier than ever beforal

SEemmer oo T What's new?
M

 Completely upgraded design and user
e e o interface

* Loyalty programme - Check paints balance
ard ravigale the Rewards Shap

* My zoopls - Manage your acoount and
arders

* Barcode scanner

* Impraved search function with auto-suggest
function and filbering

* Upload your own custamer photas via your

| & 1 o IwiE
Youve got fo try thisl

Our favourtte feeturs?
Barcode Scanner

Al P Ut D ettt e el PR T

Sean your favaurite products and find them
instanily on the App!

How It works:
# Once the application has been downloaded,
press the "Barcode” aption in the menu

8 Sean the barcade af your product by placing
yaur phone in front of the bacode.

* Mg soan as the product is identified, zeaplus
app will prasent you with any special offers
ayailable for your chosen prodoct!
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But when backed into a corner, do you really think they’ll maintain this stance? If Amazon’s European Prime
base grows, that’s going to mean a huge potential customer base for these suppliers to sell into. When faced
with maintaining their morals vs. more money, I’d bet these suppliers choose more money. If this happens,
Amazon’s prices and selections will rival Zooplus’.

So what’s the best way to defend against this, and leverage the lead Zooplus currently has? I think the answer
lies in the 3™ aspect: providing superior customer service.

For example, there’s a reason walking around NYC, you see so many Chewy.com boxes, despite (I’'m guessing
here) 100% of those same households having Amazon Prime memberships (LINK). In today’s world of
millennials and customized experiences, consumers want to feel like their brands care about them and the
experience is tailored just for them. They don’t want to buy from a “big box”, soul-less store — especially for
their ever-humanized pets. As millennials and hipsters would say, “That’s Sooo Over” (LINK).

Now I’'m not saying Zooplus should go out and spend millions on oil paintings of customers’ dogs (LINK),
but better social media engagement, site usability, and prompt customer responses will be equally effective™.
I think this type of customer “feeling” / culture is underappreciated by many public markets investors.

Chewy has done a great job on the customer experience side, and is something Zooplus can learn from.
Although Zooplus can’t afford to spend as much as Chewy on acquiring customers (US consumers spend
~2x as much on their pets as Europeans), there are many ways to make the customer feel like they’re valued.

“Coben said he modeled Chewy after shoe site Zappos, working to build lifetime relationships with pet
owners. As a result, customers are loyal, he said. ..
‘We have these sticky customers, so we are able to outspend any of our competitors’. ..
He looks for negative comments each night on the company’s website in an effort to improve. ‘When customers shop with us, I
want them to have the perfect experience.””
— Ryan Coben, Co-Founder & CEO of Chewy.com (LINK)

As a shareholder, I’d be happy to give up short-term profits to keep customers coming back. Like most
things, the majority of value is in the duration and longevity (not trying to make as much money as quick as
possible) — and customer value is no different. Additionally, loyal customers and a unique customer-oriented
culture is one the best moats you can have to fend off competition (something many investors overlook).
Anything to further this advantage can only be a step in the right direction.

Examples of Chewy’s Exceptional Customer Service
From Twitter.com

Replying to @Chewy

i'm convinced that humans don’t run this
company, and a bunch of dogs do bc people
aren’t this amazing

8:41 AM - 30 Jan 2018

12 Chewy recently said they have “hundreds of card-writers”, and sent out over 5 million cards last year. At $0.35 a postcard, that’s $1.75M in
postcards alone (LINK).
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@Chewy has the best customer service! Our packages sat out in the rain got
partially ruined. How nice of them to replace the entire order? | will definitely be
donating to a local shelter.

I'm so sorry your package arrived like that— that's not the
Chewy norm. I've processed a replacement for the entire
order which will ship out today. Replacement order
80220670 will reach you within 1-2 shipping days
(excluding Sunday and Monday). Please keep us posted
on how everything arrives. If you feel any of the items
could still be of use, please feel free to donate it to a local
rescue or shelter as a gift from your furry friend to those
pets in need.

We're constantly working to improve the way we ship so
whenever you see anything arrive in less than perfect
condition, please let us know. Information on how
damaged orders are packed helps us to hold ourselves,
the manufacturers, and our shipping partner accountable.

If you have any other questions, please reach out--we're
always here and happy to help. Feel free to send in some
photos of your furry friend, we always love meeting our
VIPs (Very Important Paws).

Our dog passed away Tuesday, a day after his critical nutrition case had arrived. |
called customer service to ask about return policy and to cancel auto ship. Not
only did they refund our money, they told us to donate the food, and sent us
these flowers! @Chewy
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Being in PR, | know how important it is to for a company to create touch points
with their consumers. Kudos to @Chewy for such excellent customer service!
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From a one time purchase, to repeat customer.
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Beyond making customers feel valued, a key factor in a company’s customer service is how quickly & timely
their orders arrive. This is where the new subscription feature comes into play, with multiple benefits.

First, the key with subscription is that the actual transit / shipping time doesn’t matter. It simply needs to
arrive when the customer expects it. Heck, it can even be shipped with a horse and buggy a month before-
hand, and the customer wouldn’t know the difference (vs. its current 1 — 3 day delivery time). Additionally,
it’s possible that Zooplus can get a cheaper shipping rate by choosing a slower shipping speed".

The company is currently offering 5% off with the subscription method. At an average basket size of ~€55,
that equates to a €2.75 savings for the customer. So how does the company make back the €2.75? It’s
unlikely that even slower shipping speeds alone can result in a >40% logistics savings.

Instead, it’s likely a lot of the benefits come from more orders per year, resulting in lower shipping prices per
package. For example, the prices shown below are from DHL, the logistics carrier for Zooplus’ Horselgau
facility in Germany'’. You’ll notice that prices for 10 - 20kg packages (roughly the weight of a large bag of
dog food) decline drastically as volumes increase.

We estimate Zooplus is shipping well over 5,000,000 packages out of the Horselgau facility alone (~20M
company-wide)! I can guarantee you they are getting far lower negotiated rates, than what’s shown here (see the
3,000+ tier). If I had to guess, it’s in the €5-range®.

Note, these lower shipping costs don’t just apply to subscription orders. The pricing is on ozal parcels per year.
So more customers on subscription, means more volume, which means a// packages will be cheaper to ship.

For example, we’ve heard Chewy generates ~50% of its orders from subscription. Assuming Zooplus
subscribers order 4x per year (each 15kg bag of dog food lasts approximately 3 months), this is a 0.5x increase
from the current average of 3.5x orders per year. Blended, this means an increase of +7% more orders
tulfilled per year, or ~1.5M more packages.

13 This is just a hypothesis. We haven’t confirmed this with the company yet.

14 T simply created a fake business address using Zooplus’ Horselgau fulfillment center, and collected the shipping rate card for various shipping
volumes per year (LINK). Prices are for domestic shipments within Germany.

15 In the US, last mile costs tend to make up ~50% of the total shipping costs. Europe has a denser population, so last mile costs are a larger
portion of the total cost. Additionally, last mile costs tend to be “fixed”, since there’s fewer synergies from carrying more packages along the same
route.
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https://www.dhl.de/en/geschaeftskunden/paket/kunde-werden/angebot-dhl-geschaeftskunden-online.html

DHL Shipping Rates (200 — 499 parcels per year)
Domestic rates within Germany

DHL Paket Up to 1kg Up to 3kg Up to 5kg Up to 10kg Up to 20kg Up to 31,5kg
With routing code by sender €3.95 € 4.50 € 5.50 £ 6.60 €9.00 €10.40

DHL Shipping Rates (500 — 999 parcels per year)
Domestic rates within Germany

DHL Paket Up to 1kg Up to 3kg Up to 5kg Up to 10kg Up to 20kg Up to 31,5kg
With routing code by sender £€3.75 € 4.30 €5.20 £€6.30 €8.30 £€9.70

DHL Shipping Rates (1,000 — 1,999 parcels per year)
Domestic rates within Germany

DHL Paket Up to 1kg Up to 3kg Up to 5kg Up to 10kg Up to 20kg Up to 31,5kg
With routing code by sender €3.55 € 4.00 € 4.80 £€5.90 £€7.60 £€9.00

DHL Shipping Rates (2,000 — 2,999 parcels per year)
Domestic rates within Germany
DHL Paket Up to 1kg Up to 3kg Up to 5kg Up to 10kg Up to 20kg Up to 31,5kg

With routing code by sender €3.35 €3.70 € 4.40 €5.50 £€6.90 € 8.30

DHL Shipping Rates (Over 3,000 parcels per year = Negotiated Rates)

Domestic rates within Germany
BECOME A DHL BUSINESS CUSTOMER
Parcel shipping that
meets your needs

The benefits for you

Personal advisory session at a time convenient for you**

Your shipping volumes per year

change shipping volumes

Just as a thought exercise, even if we use the 2,000 — 2,999 parcel rate vs. the 200 — 499 parcel rate, it’s a
savings of €2.10. On our estimate of ~€55 order value per package, this equates to a 3.8% margin savings.
This is a significant amount, given the industry’s already low margins (Zooplus’ ~4% repeat customer
margin). Plus, I haven’t even talked about the benefits to the revenue-side of the equation (I'll save this for
another time).

Imagine being a smaller competitor having to ship at the €9 per parcel rate, while Zooplus gets it for 23%
cheaper... it’d be tough to survive, especially given the industry’s low margins. This is a textbook example of
benefits to scale, and the enormous pressure larger players can put on smaller competitors. By passing on
these cost savings via lower prices, larger competitors are essentially squeezing all of their competitors’
profits.

It’s just one example of how Zooplus’ renewed focus on “running faster” and acquiring new customers is
paying off. In its recent Q4 2017 report, the company disclosed new customer accounts have risen +38%
y/y. This is an acceleration from even the admirable +34% y/y in Q3 2017, and far higher than the +9% y/y
in Q2 and +23% in Q1 2017. I anticipate the new initiatives will keep the momentum going for quite a while.
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Conclusion

A few weeks ago, I did an interview I did with Valuewalk’s Hidden Value Stocks newsletter for their
December issue (LINK). I really enjoy these types of publications & events, as I think it’s what makes the
investing community unique. There’s this genuine desire to share learnings and thoughts with one another
(especially among the emerging manager community), where the sole purpose is learning and collectively
getting better at the craft together.

On this note, I’d also like to thank UCLA Anderson’s Fink Center for inviting me to speak as part of their
practitioner series in November. I’'m honored for the invitation, and had a great time talking about our
thought process and the joys & challenges of being an emerging manager. I met a lot of great students, who
are well on their way to promising investing careers.

*ok

Over the last few years, I've had the privilege of welcoming many great partners who believe in our style of
investing, and have entrusted their hard-earned capital to us. These partners are what make the job enjoyable,
and it’s my duty to offer the best service and communication I can, along with superior returns.

Last summer, I warned that if we continue to expand, we may have to raise our minimums again, in order to
ensure existing clients receive the same quality of service they’ve come to expect. Unfortunately (or I guess
fortunately), that time has come, and Hayden Capital’s minimum investment will be increasing to $100K on
April 1% (beginning of Q2 2018) for new clients. Along with this, our new fee structure will be 2% per annum
for $100K — $250K relationships, and 1.5% per annum for $250K and above. Please note, no existing clients
will be affected and all existing terms will remain in place.

I hope this change will allow us to provide even better service for our existing clients, while remaining open
to the right new investors who have a like-minded investment outlook.

*ok

Lastly, I'd like to welcome Keshav Sota, who is joining us as a research intern this semester. Keshav is a
junior at NYU Stern, studying finance and computer science (I promise I've been looking at other schools
tool...). He’s already getting started on understanding the Asian online travel industry, and I anticipate we’ll
be spending a lot more time learning about other international business models over the next few months.
I’'m excited to have Keshav on the Hayden Capital team.

As always, please reach out if there’s anything I can help with. I always enjoy chatting with fellow investors,
entrepreneurs / start-up founders, allocators, ot basically anyone who’s passionate about a subject and wish to
bat around some interesting ideas together. In the meantime, you can catch me at one of our NYC meetups,
on Twitter, or Tarallucci E Vino getting one of my five daily coffees.

Sincerely,

Fred Liu, CFA
Managing Partner
fred.liu@haydencapital.com
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http://www.haydencapital.com/wp-content/uploads/HVS_Hayden-Capital-Interview_Dec-2017.pdf

The information and statistical data contained herein have been obtained from sonrces, which we believe to be reliable, but in no way are
warranted by us to accuracy or completeness. We do not undertake to advise you as to any change in figures or our views. This is not a
solicitation of any order to buy or sell. We, any officer, or any member of their families, may bave a position in and may from time to time

purchase or sell any of the above mentioned or related securities. Past results are no guarantee of future results.

This report includes candid statements and observations regarding investment strategies, individual securities, and economic and market
conditions; however, there is no guarantee that these statements, opinions or forecasts will prove to be correct. These comments may also include

the excpression of opinions that are speculative in nature and should not be relied on as statements of fact.

Historical performance results for investment indices and/ or categories have been provided for general comparison purposes only, and generally
do not reflect the deduction of transaction and/ or custodial charges, the deduction of an investment management fee, nor the impact of taxes,
the incurrence of which would have the effect of decreasing historical performance results. 1t should not be assumed that your account holdings

correspond directly to any comparative indices.

The securities discussed within do not represent all the securities purchased, sold or recommended for client accounts. There is no assurance
that any securities discussed herein will continue to be held. It should not be assumed that any of the securities discussed were or will be

profitable, or that the investments decisions Hayden mafkes in the future will be profitable.

Hayden Capital is committed to communicating with our investment partners as candidly as possible because we believe onr investors benefit
from understanding onr investment philosophy, investment process, stock selection methodology and investor temperament. Our views and
opinions include ‘forward-looking statements” which may or may not be accurate over the long term. You should not place undue reliance on
Sforward-looking statements, which are current as of the date of this report. We disclaim any obligation to update or alter any forward-looking
statements, whether as a result of new information, future events or otherwise. While we believe we have a reasonable basis for our appraisals

and we bhave confidence in our opinions, actual results may differ materially from those we anticipate.

Clients should let Hayden Capital know if financial sitnations or investment objectives have changed or whether they prefer to place any

reasonable restrictions on the management of their account(s) or modify any existing restrictions.
The information provided in this material shounld not be considered a recommendation to buy, sell or hold any particular security.

All investments contain risk. You should carefully consider your risk tolerance, time horigon, and financial objectives befo re making investment

decisions.
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	This brings our compounded annual return to +13.4% (net of fees) since inception, versus +11.3% for the S&P 500 and +8.9% for the MSCI World Index.  During this period, our cash balance has averaged ~23% since inception, and ~14% in the most recent qu...
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