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What CEO’s of Small Businesses Are Doing Now to
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Perritt Emerging Opportunities

Don’t let headline market returns fool you; in the small and micro-cap space, shareholder
value is being enhanced. Increased uncertainty and a rush to liquidity led to a disappointing
year for micro-cap investors in 2011. However, the noise that is driving investor behavior such
as political inaction and partisan bickering is short-term in nature. We are much more inter-
ested in analyzing the attitudes of the CEO’s of small businesses that we speak to in our offices
every day. These attitudes reflect the true nature of long-term trends in our economy.

The number one difference that we detect in the management teams between now and 2008-09
is what we describe as their “Cash Attitude” Simply put, management teams are no longer trying to survive, they are creating new
ways to thrive. A few years ago, the top concern for most management teams was ensuring that they had enough cash in the bank
to survive a difficult recession. Today, management teams are utilizing their cash and balance sheets to expand their businesses and

enhance shareholder value in a variety of ways.

As you know, shareholder value comes in many forms. In addi-
tion to bottom-line growth, companies can increase shareholder
value by initiating or increasing cash dividends. As can be seen in
the accompanying table, nearly one-third of the holdings in the
MicroCap Opportunities Fund pay a dividend and nearly 15%
increased or initiated a dividend in 2011.

Another way companies can enhance shareholder value is by buy-
ing back their own company’s stock. Although you're not as likely
to hear about it in the media, small-cap companies are often better
positioned than their large-cap peers to buy-back their own shares.
There are several companies within our portfolios that continue to
buy back their own shares at levels they consider undervalued. For
example, AEP Industries (AEPI) repurchased approximately $20
million worth of its shares in a privately negotiated deal in June of
last year (nearly 15% of the company's market cap at that time). We
were pleased that management acted on their conviction that the
company’s share-price did not accurately reflect shareholder value.

"Cash Attitudes"

# of Holdings Paying Dividends

PRCGX PREOX

# Of Holdings 115 117
# Paying 320f115 25 0f 117
Dividends (27.8%) (21.4%)
# Increased or 16 of 115 16 of 117
Initiated Dividends  (13.9%) (13.7%)
Asof 12/31/11

"Simply put, management teams are no longer trying to
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Finally, shareholder value can be enhanced by acquiring other companies. With ultra-low interest rates and depressed stock
prices, it can make greater economic sense to buy a company rather than build it. Lately, we have seen management teams
acquire companies that are not only synergistic but are also immediately accretive to their current business. For example, Glo-
becomm System (GCOM) acquired Comm Source, Inc. in April 2011. Using cash to buy a profitable company that is delivering
current earnings was immediately accretive to Globecomm's financials.

Valuations

Regarding valuations, the small/microcap universe is attractively priced based on several characteristics, as seen in the ac-
companying table. The most talked-about measure, the price-to-earnings ratio, appears the least attractive. However, we en-
courage investors to take a closer look at price-to-sales and price-to-book value, which are very compelling. We believe these two
characteristics indicate that there is substantial cash flow and/or earnings power that can soon reach the bottom line.

Small/Micro-Cap Universe* Small/Micro-Cap Universe*

Performance
By Market Capitalization

Valuations
By Market Capitalization

Advance/ Average

Market Cap Range P/S P/B  P/E Market Cap Number of  Decline 2011
Range Companies  Ratio Performance

$2B+ 1.7 25 186 $2B+ 261 0.78 -4.89%
$2,000-500M 14 19 174 $500-2B 999 0.59 -8.59%
$500M-150M 1215 167 } ‘ { $150-500M 916 0.41 -18.15%
$<150M 09 1.0 133 $<150M 1,114 0.46 -16.25%

Perritt Total: 3,290 0.50 -13.55%

Universe

*Small/Micro-cap universe includes all equities listed in the Russell 2000 & Russell Microcap
Indexes plus an approximate 1,000 U.S. listed micro-cap equities not listed in the Indexes.

All data as of 12/31/11

Despite a contraction in valuation multiples, micro-cap equities have been growing cash flows, book values and overall
shareholder value over the past few years. Perhaps more importantly, the “cash attitudes” of management teams indicate that
there is a robust period of growth underway for well-run micro-cap companies currently being unrecognized by the market. As is
often the case, micro-cap stock prices have been slow to respond due in part to their under-followed and under-researched nature.
We believe this is a short term phenomenon and that shareholder value will ultimately be recognized with higher stock prices.
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In 2011, sector allocation contributed more to The MicroCap Opportunities Fund’s under performance than stock selection. Nearly
half of the Fund’s under performance was due to our significant overweight to the Energy and Industrials sectors relative to the
benchmark. As we have noted before, much of the under performance in more cyclical sectors was due to a general flight to liquid-
ity as investors abandoned micro-cap stocks during the year. Selling was often focused on the more volatile Energy, Industrials and
Technology spaces, and on our lower market caps names in particular.

Regarding stock selection, our largest detractor during the year was within the consumer discretionary segment (Furniture Brands
(FBN), Kimball International (KBALB) and CPI Corp (CPY) are examples). We are confident that, over time, investors will realize
that these undiscovered companies are in fact trading at very attractive levels relative to their strong underlying fundamentals. Some
recovery has already been realized in 2011: although CPY is no longer in the portfolio, FBN and KBALB are up 18% and 23%, re-
spectively, this year (as of 1/25/12). It is important to note that individual stock selection within the energy sector contributed more
positive return to the portfolio than did our selection within any other industry. This demonstrates the high level of opportunity that
exists in the Energy space, despite the fact that many Energy names struggled to find recognition in 2011. In the micro-cap space, the
best Energy opportunities tend to be found in service companies. Two of the portfolios top five contributors in 2011 were energy
related companies: TGC Industries (TGE) and Newpark Resources (NR).

Under performance in Technology and Consumer Discretionary sectors detracted from The Emerging Opportunities Fund’s rela-
tive return in 2011. With a median market capitalization of just $50 Million, the investments in the Perritt Emerging Opportunities'
portfolio tend to be off the radar for traditional Wall Street analysts, helping these companies to move independently of the market.
According to Morningstar, the Fund’s r-squared of 66.32 vs. the S&P 500 Index is the lowest of over 8,000 long-only U.S. Mutual
Funds, as of 1/25/12.

A question that we have been asked most by advisors in the past quarter is: why is the Emerging Opportunities Fund performing
in a seemingly defensive manner? The answer to this question is that the portfolio is not defensive, but that its correlation is in fact
decreasing. Since the beginning of 2011, the Emerging Fund’s correlation to the Russell 2000 Index has decreased by 10%. As it was
first intended when we launched the Fund, The Emerging Opportunities portfolio continues to be driven by the success of individual
companies as opposed to general moves in the market.

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.

Price to Earnings ratio is calculated by dividing current price of the stock by the company's trailing 12 months' earnings per share. Price to Sales ratio is a tool
for calculating a stock's valuation relative to other companies, calculated by dividing a stock's current price by its revenue per share. Price to Book Value Ratio
is calculated by dividing the current price of the stock by the company's book value per share. R-Squared is a statistical measure that represents the percent-
age of a fund's or security's movements that are explained by movements in a benchmark index. The advance/decline ratio is the ratio of advancing issues over
declining issues. The Russell 2000 Index consists of the smallest 2,000 companies in a group of 3,000 U.S. companies in the Russell 3000 Index, as ranked by
market capitalization. The Russell Microcap index is a capitalization weighted index of 2,000 small cap and micro cap stocks that captures the smallest 1,000
companies in the Russell 2000, plus 1,000 smaller U.S.-based listed stocks. You cannot invest directly in an index.

As of 12/30/11, The Perritt MicroCap Opportunities Fund held a 0.89% position in AEPI, a 1.75% position in NR, a 1.23% position in GCOM, a 0.23% position
in FBN, a 0.96% position in KBALB, an 1.18% position in TGE, and no position in CPY. The Perritt Emerging Opportunities Fund held no position in AEPI,
NR, CPY, FBN, KBALB or TGE. Fund holdings and sector allocations are subject to change and are not recommendations to buy or sell any security.

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

Mutual fund investing involves risk. Principal loss is possible. The Funds invest in smaller companies, which involve addi-

tional risks such as limited liquidity and greater volatility than larger companies. The Funds invest in micro cap companies
which tend to perform poorly during times of economic 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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Perritt Capital Management
300 South Wacker Drive « Suite
2880
Chicago, Illinois 60606
800-331-8936
www.perrittcap.com




