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2017 Annual Letter to Investors 
 

Headlines: 
• 2017 was a Relatively “Flat” Year for Bank Stocks.  The ABA Community Banking Total Return 

Index (“XABQ”) was up only 2.57%.  Specific Investment Results for our Funds are Provided in 
the Attached Appendices. 

• 2018 YTD Results off to an Excellent Start with XABQ up 5.6% YTD! Again, See Appendices for 
Details on the Specific YTD Results of our Funds. 

• Community Bank Stocks Outperformed in 2016 – The Broader Market Caught Up in 2017. 
 

 Bank Indices Broader Market Indices 
Index XABQ Nasdaq Bank S&P Comp. Nasdaq Comp. Dow Jones 
2016 38.76% 35.01% 9.54% 7.50% 13.41% 
2017 2.57% 3.51% 19.4% 28.24% 25.08% 

Combined 41.33% 38.54% 28.94% 35.74% 38.49% 
 

• Despite Job Growth & GDP Improvement, the Yield on the 10 yr. UST Remained Anemic in ’17. 
Yet Increases in the Fed Funds Rate Boosted the Short-end of the Yield Curve, Helping Banks 
Expand their Net Interest Margins.  

• Bank Operating & Financial Results Continue to be Very Strong. This is Key and Remains the 
Primary Driver of Long-term Value.  

• Tax Reform is Ultimately Very Good for Banks; but Lower Tax Rates Decreased the Value of 
“Deferred Tax Assets” for Most Banks – Causing One-time Adjustments in Q4 ’17. 

 

“Buy the Rumor, Sell the News” – What’s That Mean?: 
This is an investment adage that can sometimes affect markets – at least for a while.  According to Investopedia, the 
definition of a News Trader is: “a trader or investor who makes trading or investing decisions based on news 
announcements.  News traders try to profit by predicting how a market will respond to particular news. The old saying 
‘buy the rumor, sell the news’ means that rumors have one effect on a particular trading instrument's price movement, and 
news can have an opposite effect.”   
 

After the actual formal passage of the Tax Cuts and Jobs Act of 2017, I believe that many investors actually “sold the 
news”.  This was especially true for bank stock investors.  December was a weak month – XABQ was down 2.4%.  As 
noted in the headlines above, bank investors may have sold on the news more than investors in other industries as most 
banks revalued the benefit of their deferred tax assets (“DTA’s”) to lower levels precipitated by the lower corporate tax 
rates now in effect.  This one-time, non-cash hit to the income statements of banks in Q4, will be more than offset over 
time by the absolute reduction in corporate taxes due in the future.  The revaluation of DTA’s affects banks more than 
other industries because of the nature of the banking business and how timing differences between the “provision for loan 
loss expense” and “loan charge-offs” are treated on a GAAP (generally accepted accounting principles) vs. tax basis.   
 

After all is said and done, in a recent research piece, Morgan Stanley raised its EPS estimates on banks in its coverage 
universe by 14% for 2018.  In short, while the Santa Claus rally did not materialize for bank stocks in 2017 we expect 
community bank profits should increase handsomely in 2018 due, in part, to the tax law changes.    
 

January Rebound:  
Before I go any further, and as also mentioned in the headlines, let me emphasize that bank stocks have rallied so far in 
January.  While “buy the rumor, sell the news” may have had a short-term effect on stock prices in December, it doesn’t 
always tend to synch-up very well with the fundamental, long-term, value-driven analysis by which we live.  I am 
delighted to once again reiterate our mantra: performance drives valuations in the long-term!  Accordingly, the bounce in 
bank stock prices in the New Year has not been a huge surprise to us.  As of January 19, 2018, XABQ was up 5.6% YTD.  
(Please refer to the Appendices for details on January-to-date results for our Funds.)    
 
 
 
 



Rates, Yield Curves and Margins: 
Thankfully, the yield on the 10-year UST has continued to increase since last I wrote to you.  The yield on this bellwether 
rate is now 2.64% – below my prediction of 3% – but well above the lows of around 2% earlier in 2017.  The Fed also 
raised the overnight Fed Funds target rate 3 times in 2017 and are suggesting they may increase short rates 3 more times 
in 2018.  Of importance, this rate environment has helped most banks expand their net interest margins.  (We’ll expound 
on this in the Bank Performance Newsletter to be sent in the next few weeks, but generally margins in our portfolios have 
increased during the year by 5 basis points on a weighted average basis.) This, in turn, has helped overall profitability and 
should drive stock prices up over time as margins continue to increase.  However, (and I’ve not written about this in the 
past) it’s not only the absolute level of rates that matters to banks, but the shape of the yield curve.  What I mean is if the 
yield curve is “flat” (i.e. short and long term rates are nearly the same), banks have a harder time growing their margins.  
In contrast, the steeper the yield curve (meaning long term rates are much higher than short term rates), the better for 
banks.  So, while rates have been rising in 2017, the long-end of the curve has risen less than the short end of the curve.  
Yet, by no means is the curve “flat”.  It’s just a bit less steep than it has been.  The lesson in this commentary is that not 
only do the absolute level of rates matter to banks, but the shape of the yield curve also means a lot to banks and their 
ability to expand their margins.  So, we will continue to watch both rates and the shape of the curve as 2018 unfolds.   
 

Happily, and this is of the utmost importance, we have concentrated our investments in banks which have a much 
higher proportion of non-interest bearing deposits, i.e. checking accounts.  The value of these accounts goes up a great 
deal as rates rise.  While the reason for this is somewhat obvious, I’ll underscore it to drive home the point: non-interest 
bearing deposits don’t cost more as rates rise because they are exactly as described – NON-INTEREST BEARING.  So 
banks which have a larger proportion of no-cost accounts should see margins expand more rapidly as rates rise.  In 
summary, the current rate environment is still favorable for banks, but could become even more beneficial if both short 
and long term rates continue to rise.   Read more: CNBC - 10-Year Treasury Yield Jumps to its Highest Level Since 2014  
 

Other Economic Data: 
As most of you already know, the U.S. economy is doing well.  As such, major equity market indices continue to go up – 
and by quite a lot.  The Dow eclipsed 26,000 earlier this month.  Employment remains strong, GDP is increasing, oil 
prices are on the rise (a potential precursor of some much needed modest inflation) and other important economic 
indicators are mostly favorable.  The overall strength of the economy is also a bullish indicator for banks.  Read 
more: The Conference Board Economic Forecast  
 

Loan losses tend to remain low when the economy is strong and loan demand is usually robust too.  New loans help 
generate profits for banks.  But, we are not blind to the fact that the expansion has been going on for quite a long time.  
Prognosticators like to predict when the next recession might occur.  Technical analysts will be quick to point out that we 
are overdue for a recession.  I believe the new tax laws will be good for economic growth.  Many companies have 
increased wages and/or paid bonuses to their “rank and file” workers.  Many banks have led the way with this action.  
Wage growth should continue to fuel demand for goods and services.  While we remain ever vigilant about the timing of a 
potential future recession, barring a major unforeseen event, 2018 looks to be shaping up well from an overall economic 
standpoint.   
 

Risk-Reward – Our Approach & Why the Culture of Our Companies Remains So Important: 
As I hope you know by now, and as I remind everyone any chance I get – we “screen on the financials but actually pull 
the trigger and invest based on the culture” of a banking company.  This is our value proposition.  From inception, our 
approach has been to be very conservative and invest in safe banks with outstanding cultures located in good markets.  
This risk-reward proposition has driven our investment decisions.  Our goal as stewards of your assets is to preserve and 
grow them in a prudent manner.  We are happy that this conservative approach has historically produced results that have 
beaten the benchmark.  But whether we beat the benchmark isn’t as important to us as whether we stay true to our stated 
philosophy of good risk-adjusted returns over time.  Our Funds are not so much “wealth creation” mediums (although we 
have increased your net worth since inception) as they are “wealth preservation” channels.  Nonetheless, and because we 
are not afraid to be tough on ourselves and transparent, we have added another benchmark to compare our performance.  
While we haven’t stacked up as well against this newly introduced benchmark, we are not reluctant to share this with you 
knowing that you understand our approach is tempered by limiting the risk we assume in achieving our results.   
 

While zipping through the airport on a recent trip, I stumbled across an article in the Harvard Business Review entitled: 
“The Culture Factor: Leading Culture”.  As a way of emphasizing just how important culture is in our investment 
decision-making process, I’m delighted to share this article via the following link:  HBR: The Leader's Guide to Corporate 
Culture.  I hope you enjoy this information about how companies with the right culture can differentiate themselves from 
competitors and reward shareholders.   
 
 
 

https://www.cnbc.com/2018/01/19/10-year-treasury-yield-jumps-to-its-highest-level-since-2014.html
https://www.conference-board.org/data/usforecast.cfm
http://www.rosenthalpartners.net/docs/default-source/Newsletter-Library/harvard-culture.pdf?sfvrsn=2
http://www.rosenthalpartners.net/docs/default-source/Newsletter-Library/harvard-culture.pdf?sfvrsn=2


“Fake News” – The EGBN Story: 
It’s rare that I go into a great amount of detail about specific names in our portfolio.  But on this occasion, I just can’t 
resist.  We are long-time, proud and happy shareholders of a banking company headquartered in the Washington DC area 
by the name of Eagle Bancorp, Inc.  This stock has been the single best performing stock in Fund 1 since inception.  In 
early December, an unknown entity called Aurelius Value put out an “article” on the internet claiming the bank had made 
inappropriate loans to insiders.  On this so-called news, this short-seller reaped a handsome profit as the stock declined by 
approximately 24% in hours.  INFURIATING!!!  As we expected, the management team of Eagle, whom we know and 
admire greatly, summarily rejected this “fake news”.  Trusting in both the management team and the regulators who 
oversee the bank, we seized the opportunity to buy 40,000 additional shares of EGBN at approximately $52.25 per share.  
As anticipated and hoped, the stock has almost fully recovered its pre-incident value.  We sold our incremental 40,000 
shares at $60 per share – realizing a gain of roughly $7.75 per share or 14.8% on this trade in a little more than a month.  
The closing price on Friday Jan. 19th was $64.95 – so the value of our remaining 75,000+ shares in EGBN has continued 
to increase.  I hope this brief account affirms your faith in our good judgment and demonstrates understanding and 
knowledge of our clients.   
 

Cybersecurity and Cryptocurrencies:   
While I am no expert in either cybersecurity or cryptocurrencies, these two subjects remain front-page news.  I discuss the 
subject of cybersecurity in virtually every conversation I have with the management teams of our banks.  The amount of 
resources and attention being focused on this area, while appropriate, is almost mind-boggling.  Cyberattacks are a risk to 
all businesses, including banks.  I can say this is also a major hot-button issue for regulators – so they are also working 
closely with banks to ensure the safety of the entire banking system.  While no one is immune from an attack, I do believe 
that banks are ever-vigilant and generally on top of matters in this area.     
 

As for cryptocurrencies, I encourage you to click and read the info in the following link:  CNBC - Bitcoin 
Rest assured, we have not nor do we have any intention of ever investing in any cryptocurrencies or related instruments.  
I am exceedingly skeptical and would encourage all of you to avoid investing in them as well.   
   

Big Announcement:  
Back in 2009 when we were in the earliest planning stages for this venture, I recruited Brad Ness out of “semi-
retirement”.  I had known Brad throughout my time as CEO of St. Joseph Capital Corporation.  In the early days of St. Joe 
Capital, he wrote the research on SJOE as an analyst for Howe Barnes.  It has been a wonderful association with him 
since then.  He has been a stalwart companion and provided excellent research and analysis for our firm over the years.  
Beyond our outstanding professional association, Brad has been and will continue to be a truly great friend.  We speak the 
same language – “banks”.   
 

In addition to the work Brad has done for us these past 8 years, he is also a truly fantastic family man.  I admire him for 
always placing family first!  In that spirit, Brad recently came to me and indicated he is ready to go back to spending 
much more time with his two daughters and wife.  How could I ever be upset with a person who chooses to focus his 
energies on family before career?  While we will most certainly miss Brad as he moves back into semi-retirement, he will 
always have our gratitude, respect and unfailing admiration.   
 

I will continue to serve the same role I’ve had since inception as Chief Investment Officer – with sole and ultimate 
responsibility for individual investment decisions and overall portfolio construct.  But I will now be aided in the research 
and analysis function of our banks by the highly respected and specialized firm of ProBank Austin.  Specifically, Craig 
Mancinotti, principal; Kristen Vaughn, associate; and Matt Wainscott, associate; will now provide the services formerly 
rendered by Brad.   
 

This team is extremely experienced, with each member having more than 20 years of involvement in rigorous and detailed 
bank analysis.  There will be no drop-off in the depth or breadth of the information they will provide me as I consider 
investments for our three Funds.  Similar to my experience with Brad, I knew this firm and worked very closely with them 
to manage the asset/liability function of St. Joseph Capital for 11 years.  I have every expectation that our familiarity with 
each other will facilitate the same kind of outstanding professional relationship as we enjoyed with Brad.  Our industry 
and the advisors who practice within it are a tight-knit group and I’ve always known that if something ever happened to 
Brad I’d ask them to step in and fill his shoes.  With ProBank Austin as our new research vendor, I’m completely 
confident that we’ll maintain all the excellent momentum we’ve enjoyed over the years. 
  

Throughout this letter and in the Appendices which follow, you may notice that we are using this transition as an 
opportunity to revamp and make the data we provide to you even more meaningful. We’ll look forward to your feedback 
on the new (and hopefully improved) version of our communication.      
 
 
 

https://www.cnbc.com/2017/12/08/heres-our-best-shot-at-explaining-why-bitcoin-has-been-soaring-all-year.html
http://www.austinassociates.com/
http://austinassociates.com/partners/craig-j-mancinotti
http://austinassociates.com/partners/craig-j-mancinotti
http://austinassociates.com/partners/kristen-e-vaughn
http://austinassociates.com/partners/matthew-l-wainscott


Miscellaneous Details Regarding the Logistics of your Investment 

1) Your Annual Year-End Statement(s) have been mailed to you and you should receive them shortly.   
2) Your K-1(s) will be mailed to you around March 10th.   
3) Adding to Your Investment.  Included at the end of this letter is a simple form for you to complete in order to begin 

the process.  Or, you may just pick up the phone and call me at 574-243-6501 and we’ll take it from there.  If you agree 
that banks are poised for a good year in 2018, you may want to add to your investment with us.    

4) Audited Financial Statements.  The annual audited statements for our Funds will be emailed to you in late February.  
Also attached to that message will be a copy of our Privacy Policy and a link to our Form ADV.   

5) Annual Investor Meeting:  We will hold our annual investor meeting in May.  We’ll email your invitation with the 
specifics of this meeting in April.     

 

I hope this expanded Annual Letter is an enhancement to our communications with you.  As always, if you have any questions 
or comments, I warmly welcome your call or email.  You may reach me at 574-243-6501 or john@rosenthalpartners.net   
 

With warmest personal regards, 
 
 
* Important Footnotes:   
 
Past performance may not be indicative of future results.  Therefore, no current or prospective client should assume that the future performance of any specific investment, 
investment strategy (including the investments and/or investment strategies recommended by the advisor), will be profitable or equal to past performance levels.  Additionally, 
Form ADV Part II for Rosenthal Partners Capital Advisors LLC and John W. Rosenthal Capital Management, Inc., filed with the Secretary of State of Indiana, are 
available on line at www.rosenthalpartners.net - or if you would like to receive a paper copy of our Form ADV Part II and/or information regarding the firm’s proxy 
voting policy you may contact us at the number provided above and we will mail them to you immediately.  
 

  

mailto:john@rosenthalpartners.net
http://www.rosenthalpartners.net/


Appendix A – Fund 1 Performance Data 
 
 

As noted in the headlines of the 2017 Annual Letter to Investors, 2018 YTD results are off to a very 
strong start!  Specifically, as of January 19, 2018 Fund 1 had increased by 4.9%! 
 

Our goal as stewards of your assets is to preserve and grow them in a prudent manner.  We are happy that this 
conservative approach has historically produced results that have beaten the benchmark.  But whether we beat the 
benchmark isn’t as important to us as whether we stay true to our stated philosophy of good risk-adjusted returns over 
time.  Our Funds are not so much “wealth creation” mediums (although we have increased your net worth since inception) 
as they are “wealth preservation” channels.  Nonetheless, and because we are not afraid to be tough on ourselves and 
transparent, we have added another benchmark to compare our performance.  While we haven’t stacked up as well against 
this newly introduced benchmark, we are not reluctant to share this with you knowing that you understand our approach is 
tempered by limiting the risk we assume in achieving our results.   
 

As noted in my letter, we are using the New Year to reformat our Performance Data.  As our Funds mature, and each 
individual investor adds to or redeems portions of their investment(s), (i.e. each investor’s results are more customized 
and dependent on the investment choices made by each limited partner) “aggregate” data may be less relevant.  
Nonetheless, it is still somewhat useful to see this information on a cumulative, Fund-wide basis.  Said another way, the 
data presented below isn’t necessarily identical to what is shown on your statement.   
 
 
 
 

                                     Chart 1 

  
  
  

*From 03/31/10 - 12/31/17 Gross Standard
Return %Deviation

       Fund 1 (LP & QP) 15.03% 15.60%
       ABA NASDAQ CB Index (XABQ) 12.66% 17.86%
       NASDAQ Bank Index (BANK) 10.28% 20.70%
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Commentary for Chart 1: 
We believe Chart 1 is the most relevant and 
useful information we can share with you.  
This chart shows the Gross Return of our 
Portfolio vs. the Gross Returns of 2 
important benchmarks (making it an apples-
to-apples comparison) and then compares 
those results to the Standard Deviation (a 
common and frequently used measurement 
of risk) of each.  In simplest terms, it plots 
the risk-reward relationship between these 
key data points.  As you can see, on a Gross 
Return basis, our portfolio has produced the 
greatest return with the lowest risk.  This, of 
course, is precisely what we set out to do.     
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Commentary for Chart 2: 
As highlighted in Chart 1 and in the body of 
my 2017 Annual Letter to Investors, the 
overall risk – as measured by Standard 
Deviation – in our portfolio is far less than 
the two important industry benchmarks.  
When measuring Standard Deviation, lower 
implies less risk and is therefore better!  
Thus, we claim the risk-adjusted returns we 
are generating for you are in line with our 
stated goals.   

Commentary for Chart 3:  
The CAGR’s presented in this chart facilitate 
an evaluation in comparable terms of the 
portfolio of stocks in Fund 1 excluding cash 
with the CAGR’s of two important 
benchmarks (which don’t include cash 
either); as well as a “net return” including 
cash.  This data is net of our management 
fees and expenses – but, again, the dotted 
green line excludes cash held in the Fund.  
Our long-standing target has been to achieve 
a return in the very low double-digit range.  
We are delighted to have accomplished our 
stated goal over time.    

Commentary for Chart 4: 
We continue to best the original benchmark 
(BANK) to which we have historically 
compared our performance.  We have 
underperformed against the new benchmark 
we’ve added.  XABQ consists of 367 
Community Banks – which is why it is also 
a relevant benchmark.  These banks tend to 
be slightly smaller than the banks in the 
NASDAQ Bank Index – which are publicly 
traded on the NASDAQ exchange. 
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(1)  Standard deviation based on information provided by broker (net of fees) from 03/31/2010 – 12/31/2017. 
(2)  For comparison purposes, inception date for Fund 1 uses March 2010 monthly statement from LICCAR. 
       CAGR = Compound Annual Growth Rate 
(3)  Total return for Fund 1 (LP & QP) based on monthly statements compiled by LICCAR net of all management fees and expenses; 
       ABA Nasdaq Community Bank Total Return based on data provided by MarketWatch.   
       NASDAQ Bank Index based on data provided by S&P Global Market Intelligence (based on ending index value, not total return). 
(4)  Net return (excluding cash) for Fund 1 = Fund 1 Total Return divided by prior month end market value of bank stock investments.   
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Commentary for Charts 5, 6 and 7: 
The final 3 charts present the 1, 3 and 5 year 
returns for Fund 1 vs. our benchmarks.  It is 
customary for Investment Advisors to 
present this data to investors.  The charts are 
self-explanatory. There is no other way to 
say it other than we did not have our best 
year in 2017.  Fund 1 underperformed 
against both benchmarks.  This chart will 
now be presented on a rolling-twelve month 
basis.  As noted in the table in the Headlines 
of the 2017 Annual Letter to Investors, 2016 
was a record year with returns net of fees in 
excess of 30%.  Our multi-year results are 
better than our one-year returns.   
 
 



 
 

Appendix B – Fund 2 Performance Data 
 
 

As noted in the headlines of the 2017 Annual Letter to Investors, 2018 YTD results are off to a very 
strong start!  Specifically, as of January 19, 2018 Fund 2 has increased by 5.3%! 
 

Our goal as stewards of your assets is to preserve and grow them in a prudent manner.  We are happy that this 
conservative approach has historically produced results that have beaten the benchmark.  But whether we beat the 
benchmark isn’t as important to us as whether we stay true to our stated philosophy of good risk-adjusted returns over 
time.  Our Funds are not so much “wealth creation” mediums (although we have increased your net worth since inception) 
as they are “wealth preservation” channels.  Nonetheless, and because we are not afraid to be tough on ourselves and 
transparent, we have added another benchmark to compare our performance.  While we haven’t stacked up as well against 
this newly introduced benchmark, we are not reluctant to share this with you knowing that you understand our approach is 
tempered by limiting the risk we assume in achieving our results.   
 

As noted in my letter, we are using the New Year to reformat our Performance Data.  As our Funds mature, and each 
individual investor adds to or redeems portions of their investment(s), (i.e. each investor’s results are more customized 
and dependent on the investment choices made by each limited partner) “aggregate” data may be less relevant.  
Nonetheless, it is still somewhat useful to see this information on a cumulative, Fund-wide basis.  Said another way, the 
data presented below isn’t necessarily identical to what is shown on your statement.   
   
 
 
                                  Chart 1                                   

  
   
 
 
 
 
 
 
 

*From 11/30/11 - 12/31/17 Gross Standard
Return %Deviation

       Fund 2 (OFV) 19.56% 13.82%
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Commentary for Chart 1: 
We believe Chart 1 is the most relevant and 
useful information we can share with you.  
This chart shows the Gross Return of our 
Portfolio vs. the Gross Returns of 2 
important benchmarks (making it an apples-
to-apples comparison) and then compares 
those results to the Standard Deviation (a 
common and frequently used measurement 
of risk) of each.  In simplest terms, it plots 
the risk-reward relationship between these 
key data points.  As you can see, on a Gross 
Return basis, our portfolio has produced the 
greatest return with the lowest risk.  This, of 
course, is precisely what we set out to do.     
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Commentary for Chart 2: 
As highlighted in Chart 1 and in the body of 
my 2017 Annual Letter to Investors, the 
overall risk – as measured by Standard 
Deviation – in our portfolio is far less than 
the two important industry benchmarks.  
When measuring Standard Deviation, lower 
implies less risk and is therefore better!  
Thus, we claim the risk-adjusted returns we 
are generating for you are in line with our 
stated goals.   

Commentary for Chart 3:  
The CAGR’s presented in this chart facilitate 
an evaluation in comparable terms of the 
portfolio of stocks in Fund 2 excluding cash 
with the CAGR’s of two important 
benchmarks (which don’t include cash 
either); as well as a “net return” including 
cash.  This data is net of our management 
fees and expenses – but, again, the dotted 
green line excludes cash held in the Fund.  
Our long-standing target has been to achieve 
a return in the very low double-digit range.  
We are delighted to have significantly 
exceeded our stated goal over time.    

Commentary for Chart 4: 
We continue to be below the original 
benchmark (BANK) to which we have 
historically compared our performance due 
to the large cash balances that were pending 
investment in the early years of the Fund.  
We have underperformed against the new 
benchmark we’ve added to our performance 
measurements for the same reason.  XABQ 
consists of 367 Community Banks – which 
is why it is also a relevant benchmark.  
These banks tend to be slightly smaller than 
the bank in the NASDAQ Bank Index – 
which are publicly traded on the NASDAQ 
exchange. The CAGR’s in Chart 3 above 
demonstrate our core performance adjusting 
for excess cash awaiting investment. 
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(1)  Standard deviation based on information provided by broker (net of fees) from 11/30/2011 - 12/31/2017.  
(2)  For comparison purposes, inception date for Fund 2 uses November 2011 monthly statement from LICCAR. 
       CAGR = Compound Annual Growth Rate.  
(3)  Total return for Fund 2 (OFV) based on monthly statements compiled by LICCAR net of all management fees and expenses; 
       ABA Nasdaq Community Bank Total Return based on data provided by MarketWatch.   
       NASDAQ Bank Index based on data provided by S&P Global Market Intelligence (based on ending index value, not total return).   
(4)  Net return (excluding cash) for Fund 2 = Fund 2 Total Return divided by prior month end market value of bank stock investments.   
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Commentary for Charts 5, 6 and 7: 
The final 3 charts present the 1, 3 and 5 year 
returns for Fund 2 vs. our benchmarks.  It is 
customary for Investment Advisors to 
present this data to investors.  The charts are 
self-explanatory.  We are pleased that we 
beat both benchmarks in 2017 for the 1-year 
return.  This chart will now be presented on 
a rolling-twelve month basis.  Also worth 
noting, in the table in the Headlines of the 
2017 Annual Letter to Investors, 2016 was a 
record year with returns net of fees in excess 
of 30%.  In short, Fund 2 continues to 
perform well.  We continue to be below the 
original benchmark (BANK) to which we 
have historically compared our performance 
for the 3 and 5 year time-frames due to the 
large cash balances that were pending 
investment in the early years of the Fund.  
We have underperformed against the new 
benchmark for the same reason.    
 
 



 

 
Appendix C – Fund 3 Performance Data 

 
 

As noted in the headlines of the 2017 Annual Letter to Investors, 2018 YTD results are off to a very 
strong start!  Specifically, as of January 19, 2018 Fund 3 has increased by 2.9%! 
 

Our goal as stewards of your assets is to preserve and grow them in a prudent manner.  We are happy that this 
conservative approach has historically produced results that have beaten the benchmark.  But whether we beat the 
benchmark isn’t as important to us as whether we stay true to our stated philosophy of good risk-adjusted returns over 
time.  Our Funds are not so much “wealth creation” mediums (although we have increased your net worth since inception) 
as they are “wealth preservation” channels.  Nonetheless, and because we are not afraid to be tough on ourselves and 
transparent, we have added another benchmark to compare our performance.  While we haven’t stacked up as well against 
this newly introduced benchmark, we are not reluctant to share this with you knowing that you understand our approach is 
tempered by limiting the risk we assume in achieving our results.   
 

As noted above, we are using the New Year to reformat our Performance Data.  Yet, for Fund 3 we need to have a full 
year of information before we can provide any relevant Standard Deviation numbers.  So, until then we present only the 
three charts below:  
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Commentary for Chart 2: 
Happily, Q4 was better than the previous 
two quarters of 2017.  We beat the two 
important industry benchmarks against 
which we compare our performance.  While 
we have no Standard Deviation data to 
confirm our claim that we achieved this 
outcome while undertaking less risk, we do 
know that the Beta’s of our portfolio are far 
less than the Beta’s of the benchmarks.   

Commentary for Chart 1: 
The CAGR’s presented in this chart facilitate 
an “apples-to-apples” comparison of the 
portfolio of stocks in Fund 3 excluding cash 
with the CAGR’s of two important 
benchmarks (which don’t include cash 
either); as well as a “net return” including 
cash.  This data is net of our management 
fees and expenses – but, again, the dotted 
green line excludes cash held in the Fund.  
Our stated target is to achieve a return in the 
very high single-digit range.  We are close to 
that level when excluding cash awaiting 
investment. 
 



 
 
 
                                    Chart 3 

 
  
 
 
(1)  For comparison purposes, inception date for Fund 3 uses April 2017 monthly statement from LICCAR. 
       CAGR = Compound Annual Growth Rate.  
(2)  Total return for Fund 3 (RISF) based on monthly statements compiled by LICCAR net of all management fees and expenses; 
       ABA Nasdaq Community Bank Total Return based on data provided by MarketWatch.   
       NASDAQ Bank Index based on data provided by S&P Global Market Intelligence (based on ending index value, not total return).   
(3)  Net return (excluding cash) for Fund 3 = Fund 3 Total Return divided by prior month end market value of bank stock investments.   
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Commentary for Chart 3: 
The final chart presents the Inception-to-Date returns 
for Fund 3 vs. our benchmarks.  It is customary for 
Investment Advisors to present this data to investors.  
The chart is self-explanatory. There is no other way to 
say it other than we did not have our best year in 
2017.  Fund 3 underperformed against both 
benchmarks.  This chart will now be presented on a 
rolling-twelve month basis.  It may be little 
consolation, but the returns generated were done so 
taking less risk.  The Beta’s for Fund 3 are lower than 
the two important industry benchmarks to which we 
compare ourselves, but we have no Standard 
Deviation data as of yet to further confirm the lower 
overall risk assumed in Fund 3.  As a percentage of 
the total in Fund 3, we managed cash to a lower level 
than we did when we launched Fund 2.  But, as we 
added new investors each month in the early stages of 
Fund 3, cash was still too high as a percentage of the 
total Fund 3.  This phenomenon will lessen as Fund 3 
matures.   



 
 
 
 

 

 
Additional Investment Form 

 
 

I wish to increase my investment by:___________________________________ 
(Fill in any dollar amount ≥ $25,000) 

 
 

Name:__________________________________________________ 
 

Email:__________________________________________________ 
 

Best Phone #:_________________________________________________ 
 
 
I understand you will forward additional paperwork for me to execute which will indicate that I continue to 
accept all the terms and conditions of the Limited Partnership Agreement.   
 

Please return this form using any of the following options: 
 

Scan and email to: john@rosenthalpartners.net 
or 
 

Fax to: 574-243-4377 
or 
 

Mail to:  
John W. Rosenthal Capital Management, Inc. 

4220 Edison Lakes Parkway 
Ste. 310 

Mishawaka, Indiana 46545 
 

THERE IS NO NEED TO SEND CASH NOW 
We will Invoice You at the Proper Time   

 
 
 

Questions Please Call 574-243-6501 
 

mailto:john@rosenthalpartners.net

