Dear Shareholders,

[bookmark: _Hlk213856179]Since hitting an all-time high in Kestrel Opportunities (“KOF”, the “Fund”) NAV in July 2024, and despite our unstinting efforts, we have delivered an unacceptable period of persistent underperformance. October was no exception, with NAV closing at £4.81. Please click here for the fact sheet.

We have reported on the challenging conditions for UK equity markets and in particular the UK Small Cap / AIM market for several years, but have always maintained the belief that this would turn. However, the negative flows from the UK equity market have accelerated over the last 12 months with October being another record month for outflows. We see little evidence of this materially reversing and have now lost the conviction that the UK Small Cap / AIM market will recover on any reasonable investment timeframe.

As a result, Kestrel has recommended to the Guernsey Portfolios PCC Board (the “Board”) that it would be in the best interests of all shareholders in KOF (“KOF Shareholders”) to realise the Fund’s portfolio in an orderly manner so that the Fund can start returning capital to Shareholders. The portfolio realisation would be undertaken in a measured way to preserve value and, in the case of our larger positions, still give us the flexibility to target a material uplift in returns. 

The Board has agreed with our recommendation and, following consultation with us, intends to undertake a tender offer to return approximately 40% of KOF’s current NAV to Shareholders as soon as possible (target date mid-December). The plan would then be to return a further significant portion of the Fund next year with a view to making a total return of approximately 75% of current NAV within the next roughly 9 months.
[bookmark: _Hlk213856194]
We continue to believe KOF’s portfolio is materially mispriced and have strong conviction in its underlying value. However, it is no longer credible for us to keep reiterating this belief and to manage these investments in an open-ended structure like KOF. 

A prime example of the market dysfunction was the recent reaction to Redcentric’s (“RCN”) sale of its Data Centre business for up to £127m (15x EBITDA) which will result in a material cash return to all Redcentric shareholders in the first half of next year. RCN shares went down on the news even though the remaining Managed Service Provider (“MSP”) division recently announced H1 EBITDA of £9.1m which was in line with the previous year’s full year EBITDA for the MSP business of £18.8m. Based on the maximum gross Data Centre sale price, the residual EV of the MSP business is £108m, a multiple of c.6x historic EBITDA.

A circular containing a more detailed explanation of these proposals and convening a general meeting to hold a Shareholder vote (likely to be held in mid-December) will be published in the next few weeks. Assuming Shareholders vote in favour of these proposals (by a 75% majority of those that vote), the Board would then proceed with the return of capital described above.

The return of capital is being structured as a tender offer so that Shareholders can choose if they wish to participate. Whatever your decision regarding participation in the tender offer, we strongly recommend you vote in favour of the resolution to approve the proposals, as the partners of Kestrel intend to do in respect of all their own holdings in KOF.

In the meantime, the Board will not accept any further redemption notices. It has also applied to The International Stock Exchange Authority Limited (“TISE”) for the temporary suspension of all dealings in the Fund units on TISE which will become effective as of 18.00hrs on 14 November 2025. The Board has concluded that this suspension should have no impact on previously submitted redemption notices which (subject to approval) it intends to pay out in the ordinary course.

[bookmark: _Hlk213856826]Given our revised outlook on the market, we have already realised a significant proportion of the Fund. However, we still remain fully invested in some of our larger positions such as Redcentric, Team Internet Group plc (‘TIG’) and Pulsar Group plc (‘PULS’). As you would expect, we are highly engaged with and have representatives on the Boards of all these companies. The Redcentric situation is outlined above and we set out below brief descriptions of the other two companies:

TIG currently has an EV of $250m versus a forecast group EBITDA FY26 of $50m. The Company recently announced a strategic review of its entire business with the Board stating it was confident that its Domains division alone would command a valuation materially in excess of the entire Group’s current market capitalisation. Excluding the Domains division, Group EBITDA for FY26 is expected to be in the region of $25m.

PULS has current ARR in excess of £60m with 98% recurring revenues. Following a major cost cutting exercise the Group is forecasting EBITDA for next year of £12m. This compares to a current EV of £47m.

Going forward, Kestrel will very much continue to be around for the long term. In addition to managing the remainder of KOF to maximise the value of its key holdings, we have recently diversified our business by raising a number of long duration closed ended public / private fund mandates.

We thank you for your support over many years. 

With best wishes

Max Royde

As ever, please do not hesitate to reach out to any of us if you have any questions at all.
 
Max Royde, CEO & Co-Founder – max@kestrelpartners.com
Oliver Scott, Managing Partner & Co-Founder – oliver@kestrelpartners.com
Angie Chung, Business Development – angie@kestrelpartners.com
Amy Hill, Investor Relations – amy@kestrelpartners.com
 
Disclaimer
 
This communication (the “communication”) has been issued by Kestrel Partners LLP (“Kestrel”) on a confidential basis, to investors in Kestrel Opportunities (“KOF”), a cell of Guernsey Portfolios PCC Ltd, a fund managed by Kestrel. The transmission of this communication to any other person in the UK is unauthorized. Kestrel acts solely for KOF in issuing the communication. Kestrel is not acting as the adviser or agent of any recipient. No statements in the communication or in any meetings with Kestrel or any of its associates, directors, members, shareholders, partners, officers, employees, advisers or agents should be considered as a recommendation by Kestrel that the recipient should acquire any financial instrument, in particular any company referred to herein, and it is not intended to form the basis of any investment decision.
 
Kestrel is a limited liability partnership registered in England and Wales under number OC346415 with registered office at 3 Robert Street, London WC2N 6BH and which is authorised and regulated in the United Kingdom by the Financial Conduct Authority.
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