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"YOU CAN'T ALWAYS GET WHAT YOU WANT"

Low cost passively managed funds have been all the rage for investors in the past few years.
According to Morningstar, investors have pumped $437 billion into passively managed funds in
the past twelve months while yanking $303 billion from actively managed funds. Given recent
rule changes, this interest in passive funds could grow further. The Department of Labor (DOL)
earlier this year introduced a new Fiduciary rule, set to take effect in April 2017, which holds
individual advisors who work with tax-advantaged retirement accounts to a fiduciary standard,
meaning they must work in the best interest of clients. At the top of advisor’s and investor’s

minds is cost, which can lead them to passively managed funds. Morningstar also recently said

Michael Corbett, the new Fiduciary Rule by the DOL could attract as much as another $1 trillion into passive funds.
Chief Investment Officer
Portfolio Manager

Number of U.S. Public Companies

The number of publicly traded companies in the U.S.
is nearly half of what it was almost 20 years ago.
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Source: FRP and Ken French as of 6/30/16
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Before you go out and join the others in buying passive funds, we believe it is important to understand history and the details
of the indexes used to create these passive funds. The number of publicly traded companies in these indexes has declined
dramatically in the past 20 years, which we believe has huge implications for passive investors. As you can see from the chart
above, the number of U.S. companies listed on the major exchanges has declined from more than 7,000 to less than 3,600
today. We think it is quite ironic that the Wilshire 5000 Index only has 3,600 U.S. companies in the index.
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There are several reasons for the decline in public companies, but many are related to the lack of IPOs and the regular occurrence

of mergers and acquisitions. We would argue, that the quality companies are routinely acquired, therefore there are less public
companies which reduces the quality of the indexes. In fact, one of the most important factors we use to judge company quality

is profitability.

The table below details some interesting history for the Russell 2000 Index and the Russell Microcap Index. As you can see, the
number of profitable companies has declined significantly in the past 10 years while the number of unprofitable companies
has increased significantly. In fact, the Russell Microcap Index has lost nearly 500 profitable companies during the past 10
years, and the percent of profitable companies in the Index is only a little more than 50%. In addition, nearly 150 of those 500
companies were only recently removed from the Index, and the majority of those were related to buyouts. It is important to
note that this is a record high of unprofitable companies for the Russell Microcap Index and a non-recessionary high for the
Russell 2000 Index. We believe these statistics increase the attractiveness of active management within the small/micro-cap

marketplace.

Russell 2000 Index 6/30/2005 9/30/2016
Companies in the Index 2000 2000
Companies Profitable* 1558 1338
Companies Not Profitable : 442 : 662
Russell Microcap Index 1 6/30/2005 I 9/30/2016
Companies in the Index 2000 1509
Companies Profitable* | 1300 | 801
Companies Not Profitable : 700 : 708

As | mentioned earlier, investors are flocking to passively managed funds, which include products that mirror the Russell 2000
Index and the Russell Microcap Index. In the past 10 years or so, we have seen assets invested in these vehicles grow from less
than $1 billion to tens of billions. For example, iShare offers IWM, which is an ETF tracking the Russell 2000 Index. This passive
fund has grown from less than $1 billion in assets a little more than 10 years ago to nearly $30 billion today, and this is only one
of several passive funds in the small-cap space.

The bottom line is that we believe investors want a low cost diversified
portfolio of high quality stocks, but you can't always get what

you want. We believe if investors are willing to pay a little more for the skill
of an active manager, they can get what they need.
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PERFORMANCE AND VALUATION UPDATE

Market Performance By Market Cap 1/1/16 - 9/30/16 Median Statistics of Valuation By Market Cap
Mkt Cap Positive Negative Median Mkt Cap Range ttm P/E | P/B P/S
Range Performance = Performance  Breadth  Avg G/L% | G/L%

$2b 24.0 2.7 2.4
$2b 237 133 1.8 6.79% 5.66% $500mm-$2b 201 21 18
$500mm-$2b 749 401 1.9 12.76 10.23

$150-$500mm 19.3 1.6 1.9
$150mm-$500mm 559 336 1.7 12.35 7.45
$10mm-$150mm 617 533 12 9.70 259 $10mm-$150mm | 15.7 13 12
Overall: 2162 1403 15 11.05 6.45 Overall 198 18 17

Past performance does not guarantee future results. Source: Capital IQ Small Cap Universe as of 9/30/16.

ANNUALIZED QUARTER TOTAL RETURNS (%) as of September 30, 2016

3Q16 YTD 1-YR 3-YR 5-YR 10-YR 25-Year
Perritt MicroCap-PRGCX 13.11% 12.32% 18.68 % 5.80% 15.66% 6.10% 9.95%
Perritt Ultra MicroCap-PREOX 11.15 12.24 18.12 7.03 13.32 5.10
Perritt Low Priced Stock-PLOWX 7.49 6.21 8.22 7.81
Russell 2000 9.05 11.46 15.47 6.71 15.82 7.07 8.06
Russell Microcap 11.24 9.37 13.46 5.84 16.37 5.50

Expense Ratio: PRCGX 1.22% PREOX 1.76% PLOWX Gross 4.36% Net 1.41%!

Median Market Median Median Median Forward

Cap ($Mil) P/R P/B P/E 2017 P/E
Perritt MicroCap-PRCGX 288.9 1.0 1.8 18.9 14.9
Perritt Ultra MicroCap-PREOX 75.2 0.9 1.8 22.3 14.1
Perritt Low Priced Stock-PLOWX 7171 1.5 1.9 19.7 13.1
Russell 2000 752.0 1.9 2.1 271 -
Russell Microcap 204.9 1.7 1.6 20.8 -

Performance data quoted represents past performance; past performance does not guarantee future results. The investment re-
turn 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 the performance quoted. Performance data
current to the most recent month end may be obtained by calling 800-331-8936. The funds impose a 2% exchange and redemp-
tion fee for shares held 90 days or less. Performance data quoted does not reflect the redemption or exchange fee. If reflected,
total return would be reduced.

Performance data quoted of the Low Priced Stock Fund for periods on or prior to 2/28/14 represents past performance of the
fund’s predecessor, a separately managed account. The fund is the successor to a separately managed account. The investment
policies, objectives, guidelines and restrictions of the fund are in all material respects equivalent to those of the predecessor, and
the predecessor’s portfolio managers are the current portfolio managers of the fund. However, the predecessor was not a registered
investment company. Had the predecessor been registered under the Investment Company Act and been subject to the provisions
of the Investment Company Act and the Internal Revenue Code to which the fund is subject, its investment performance may have
been adversely affected. The performance information reflects the gross expenses of the predecessor adjusted to reflect the higher
fees and expenses of the fund. The performance is shown net of the annual management fee of 1.00% and other expenses. The
performance was achieved by the predecessor when assets were relatively small; the same strategies may not be available, and
similar performance may not be achieved, when the fund’s assets are larger.

The MicroCap Opportunities Fund is a successor to the investment performance of the Perritt MicroCap Opportunities Fund, the Fund’s
predecessor. Performance information shown for periods on or prior to March 31, 2014 is that of the fund’s predecessor. The MicroCap
Opportunities Fund was advised by the same adviser, has the same investment objective and strategies as the predecessor fund.

The investment adviser has voluntarily agreed to waive fees and/or reimburse operating expenses (other than interest, brokerage
commissions, dividend expense on short sales, taxes, extraordinary expenses and acquired fund fees and expenses) through 2/28/2017.
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DISTRIBUTION UPDATE

The Perritt MicroCap Opportunities Fund and the Perritt Ultra MicroCap Fund paid distributions on 11/18/2016 to
shareholders of record on 11/17/2016.

The Long-Term Capital Gain distribution in the Perritt MicroCap Opportunities Fund (PRCGX) was $3.26969 per share
and $0.71032 per share in the Perritt Ultra MicroCap Fund (PREOX).

The Short-Term Capital Gain distribution in the Perritt MicroCap Opportunities Fund (PRCGX) was $0.02051 per share
and $0.02136 per share in the Perritt Ultra MicroCap Fund (PREOX).

e The Perritt Low Priced Stock Fund (PLOWX) paid no distributions.

Distribution Dates

Ex-dividend 11/18/16
Payable Date 11/18/16
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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.

Mutual Fund investing involves risk. Principal loss is possible. The Funds invest in smaller companies, which
involve additional risks such as limited liquidity and greater volatility. The Funds invest in micro-cap companies,
which tend to perform poorly during times of economic stress. The Ultra MicroCap Fund and Low Priced Stock
Fund may invest in early stage companies, which tend to be more volatile and somewhat more speculative than
investments in more established companies. Low Priced stocks are generally more volatile than higher priced
securities.

*Profitable companies are companies with a positive net income. Price/Revenue (P/R) is a valuation ratio that compares a
company's stock price to its revenues. Price/Book (P/B) is a financial ratio used to compare a company's stock price to its book
value. P/E is short for the ratio of a company's share price to its per-share earnings. Russell 2000 Index is an index that mea-
sures the performance of approximately 2,000 small-cap companies in the Russell 3000 Index, which is made up of 3,000 of
the biggest U.S. stocks. 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. Wilshire 5000 Index is
a market capitalization weighted index of the market value of all stocks actively traded in the United States. Price/Sales (P/S)
compares a company's stock price to its revenues. Ttm P/E is the trailing twelve months P/E. Breadth is a technique used in
technical analysis that attempts to gauge the direction of the overall market by analyzing the number of companies advanc-
ing relative to the number declining. Median Gain/Loss Percentage is the middle number in a sorted list of gains and losses.

Active investing has higher management fees because of the manager's increased level of involvement while
passive investing has lower management and operating fees. Investing in both actively and passively man-
aged mutual funds generally have daily liquidity. There are no guarantees regarding the performance of active-
ly and passively managed mutual funds. Actively managed mutual funds may have higher portfolio turnover than
passively managed funds. Excessive turnover can limit returns and can incur capital gains.

Click here for a current prospectus. Fund holdings and sector allocations are subject to change at any time and should not
be considered a recommendation to buy or sell any security. Click here for the Funds' top 10 holdings: PLOWX, PREOX, and
PRCGX.

Past Performance does not guarantee future results. The Perritt Funds are distributed by Quasar Distributors, LLC.
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http://www.perrittcap.com/wp-content/uploads/Perritt_Prospectus.pdf
http://www.perrittcap.com/funds/perritt-low-price-stock-fund/portfolio/
http://www.perrittcap.com/funds/perritt-ultra-microcap-fund/portfolio/
http://www.perrittcap.com/funds/microcap-opportunities-fund/portfolio/
http://www.perrittcap.com/funds/microcap-opportunities-fund/portfolio/

