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and Portfolio Manager Three Years Later: Investor Sentiment Still Timid

Three years have passed since the equity market low in
March 2009, has investor sentiment evolved?

You would not believe that investor confidence has returned if you only paid at-
tention to the headlines. News of troubles in the Eurozone, a potentially slowing
Chinese economy and partisan bickering in the U.S. have all contributed to a very
pessimistic attitude among equity investors. Yet stock prices tell a much brighter
story, as seen in the performance table below. Our MicroCap Funds have returned
nearly 30% annually over the last three years since the market lows and overall equity
markets, as measured by the S&P 500 Index, have approximately doubled during the
same period. What investors fail to realize

Perritt MicroCap Opportunities
Perritt Emerging Opportunities

is that equity markets have typically climbed a “wall of worry” and that in terms "Companies are report-
of stock prices the headwinds in the news today are largely a thing of the past. We ing strong corporate prof—
remain confident in the future of small/micro-cap equities based on our conver- its, cash flows are rising,

sations with management teams, who are much more optimistic than headlines
might have you believe. Companies are reporting strong corporate profits, cash
flows are rising, and management teams are strategically deploying cash by in-

and management teams
are strategically deploying

creasing dividends, buying back shares, or making accretive acquisitions. In fact, cash by increasing divi-
this “cash attitude” thesis we have spoken about previously was confirmed by the dends, buying back shares,
world’s largest company, Apple (AAPL), which recently declared a dividend and or making accretive acqui-
outlined other plans to deploy cash. sitions."

Performance as of March 31, 2012 (Annualized %)

YTD 1YR 3YR 5YR 10YR Since Inception
MicroCap Opportunities Fund (PRCGX) 15.55%  -5.42% 28.58% 0.41% 9.01% 9.25% (4/11/88)
Emerging Opportunities Fund (PREOX) 15.78%  -9.51% 33.32%  -2.12% @ N/A 5.19% (8/27/04)

Perritt MicroCap Opportunities Fund Expense Ratio: 1.23%
Perritt Emerging Opportunities Fund Expense Ratio: 1.66%

1Q2012 Manager Commentary

Performance data quoted represents past performance; past performance does not guarantee future results. The investment
return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or
less than their original cost. Current performance of the fund may be lower or higher than their original cost. Performance
data current to the most recent month end may be obtained by calling 1-800-331-8936. The funds impose a 2% redemption
fee for shares held less than 90 days. Performance data quoted does not reflect the redemption fee. If reflected, total return
would be reduced.
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What can basic economics tell us regarding the massive discrepancy in asset flows
between bonds and U.S. equities?

According to the Investment Company Institute, investors have placed nearly one trillion dollars (net) into bond funds
while taking nearly five hundred billion dollars out of domestic equity funds during the past six years. This massive flow
from equity funds into bond funds is not surprising given that investors have experienced volatile equity markets with little
return (specifically in large-cap equities) during the past ten years.

The flows are not only from individual investors but also institutional investors such as pension funds. In fact, according to
pension consulting firm Millman, assets into equities dropped to 38% in 2011 from 44% in 2010; while fixed income climbed to
nearly 42% from 36% in the same time period. It may get even worse. Neil Schloss, VP and Treasurer of Ford Motors (F) was
quoted at a recent conference saying, “we’re about 45% bonds today and over time we will move to a target of about 80% bonds.”

Equity markets have performed well despite a relentless outflow of cash due to several reasons including strong corporate profits,
the fact that companies are purchasing back their own shares and the simple law of supply and demand. While the “demand”
for equities is declining as seen in the patterns of inflows and outflows, the “supply” has actually decreased at the same time.
The number of stocks publicly traded and the amount of shares available to investors has significantly declined over the past ten
years. According to The Frank Russell Company, the number of investable stocks has declined by 40% since 1999. In 1999 there
were nearly 6,000 domestic companies listed on major exchanges, as compared to just 3,566 today. If investors return to equity
markets in any magnitude, a simple law of economics would suggest that the shrinking supply of companies to invest in could
have a strong impact on rising prices.

PRCGX Sector Allocation: How is your portfolio is positioned
Then vs. Now, A More Cyclical Bias today compared to ten years ago?

- Dec 2011

- Dec 2001 We build portfolios from the bottom up based on a fun-
damental analysis of financial statements and in-person
meetings with company management teams, so we do

Industrials 24.929% not make macro calls. However, a look at how our port-
18.87% folios are structured does provide an understanding of
Technology 23.08% where we are finding the most attractive valuations.
14.74%
Energy 15.35% There is a greater allocation to cyclical companies in

our portfolios today as compared to ten years ago. As
you can see in the accompanying table, just 10% of our
portfolios are invested in defensive sectors such as con-
8.18% sumer staples, health care, utilities or cash. Ten years ago
Health Care 67%%/% this number was over 30%. This demonstrates our out-

/o070 look that the business cycle is on the mend and that more

C. Discretionary 9.69%

16.96%
Financials

1Q2012 Manager Commentary

18.779 . ie . ..
. 8.77% economically sensitive small companies are beginning to
Materials 6.59% ! ' : ¢
m 07 thrive. While our cyclical bias detracted from perfor-
C. Staples 3'1 5% mance somewhat in 2011, the top three sector contribu-
H6,75% tors to performance in 2012 are technology, energy and
Telecom pm0.98% industrials.
0.98%
Utilities 0.00%
[ 1.68%

Cash pm1.32%
h 4.92%
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How can small/micro-cap equities help investors who are looking to “Buy American"?

Sales of U.S. small/microcap companies are generally less global than that of large companies. According to Standard & Poor’s
most recent analysis, S&P 500 companies posted 46.3% of their sales from outside of the United States in 2010. By contrast, over
three-quarters of revenues for companies in the Perritt MicroCap opportunities Fund were from North America. While some
international economies appear to be faltering — notably the Eurozone where unemployment hit a 15 year high in February - there
has been visible strength in the U.S. economy according to major indicators. The February University of Michigan consumer
confidence and Institute of Supply Management service index reached their highest point in one year, the initial jobless claims 4
week average is at its lowest point since March 2008, and vehicle sales
. recorded the best month since May 2008 (excluding the cash for clunk-
PRCGX HOldlngs Source of Revenue ers month of August 2009). InveZtors who wish t%) participate in im-
Domestic vs. International provements in the U.S. economy may wish to look to small/micro-caps
with more domestically-driven revenue sources as they seek to take
advantage of U.S. improvements.

International 22.1%

"Investors who wish to participate in im-
provements in the U.S. economy may wish to
North America 77.9% look to small/micro-caps with more domes-
tically-driven revenue sources as they seek to

take advantage of U.S. improvements."

As of 12/31/11

Attribution Analysis

First quarter outperformance for the MicroCap Opportunities Fund was largely a result of stock selection and our cyclical bias.
The top sector contributors included Technology (added 4.2% to performance), Energy (2.9%) and Industrials (2.9%). Because the
microcap space is so vast, the active returns investors can earn are much more likely to come from stock selection as opposed to
sector bets. That said, microcap stocks in sectors which the market is favoring can experience the catalyst which transforms them
from an unknown to a Wall Street darling in an instant. For example, Global Cash Access (GCA), one of our top performing hold-
ings, increased over 75% for the quarter after finally being recognized by analysts on Wall Street. Recent trading volume in GCA is
four or five times greater than when we first began purchasing it. Despite the 75% increase in price, as of 3/31/12 the stock traded
at only ten times earnings today, demonstrating how undervalued it was before other investors caught on. As we often like to do
once volume picks up and price increases rapidly, we have reduced our risk by taking some profits off the table.

All of the outperformance by the Emerging Opportunities fund during the first quarter was due to stock selection. This is often the
case when investing in companies with a median market capitalization of approximately $60 million which are so far off the tradi-
tional radar. We had some of our best success investing in technology stocks, which contributed 4.2% to the Fund’s performance as
a sector. One of our top performing holdings, Innodata (INOD), is a business specializing in e-reader and e-book technology. The
company helped Amazon develop the Kindle and has now been brought on to help Apple develop the e-reading technology in the
iPad. INOD has no analyst coverage despite earning over $100 million in revenue and a healthy backlog of clients.
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The information provided herein represents the opinion of Perritt Capital Management and is not
intended to be a forecast of future events, a guarantee of future results, nor investment advice.

The fund’s investment objectives, risks, charges and expenses must be considered carefully before invest-
ing. The statutory and summary prospectuses contain this and other important information about the
investment company, and may be obtained by calling 1-800-331-8936 or by visiting www.perrittmutu-
alfunds.com. Read carefully before investing.

Cash flow measures the cash generating capability of a company by adding non-cash charges (e.g.) depreciation) and interest
expense to pretax income. The S&P 500 Index is a broad based unmanaged index of 500 stocks, which is widely recognized
as representative of the equity market in general. You cannot invest directly in an index.

As of 3/31/11, The Perritt MicroCap Opportunities Fund and the Perritt Emerging Opportunities fund did not hold a posi-
tion in E APPL or AMZN. The Perritt MicroCap Opportunities Fund held a 1.28% position in INOD and a 2.11% position
in GCA. The Perritt Emerging Opportunities Fund held a 1.67% position in INOD and no position in GCA. Fund holdings
and sector allocations are subject to change and are not recommendations to buy or sell any security.

Mutual fund investing involves risk. Principal loss is possible. The Funds invest in smaller compa-
nies, which involve additional risks such as limited liquidity and greater volatility than larger compa-
nies. The Funds invest in micro cap companies which tend to perform poorly during times of eco-
nomic stress. The Emerging Opportunities Fund may invest in early stage companies which tend to
be more volatile and somewhat more speculative than investments in more established companies.

The Perritt Funds are distributed by Quasar Distributors, LLC
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