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CONTINUAL MONITORING OF DEVELOPMENTS AROUND THE DEAL

Deal Announced

When an announcement is made, we
screen the deal against our criteria to
see if it qualifies for an investment by
the Fund.

Evaluation

We look closely through the details
of the deal ensuring it is a definitive
agreement and understanding

the terms and clauses within

the agreement. This includes
assessing the strategic rationale
behind the deal and the benefits

to both parties. We also review

the legal documentation, paying
close attention to the valuation and
whether there is potential for the
offer to be increased, for a counter-
offer from another competitor and,
crucially, whether shareholders are
likely to accept the deal.

Return Analysis

With this analysis we are trying to
answer the question: Is this likely to
be a good investment for the Fund?
Here we are looking at the factors
that will generate our Internal Rate
of Return on the investment, in
particular the spread from where the
target stock is currently trading to
the proposed bid price.

Risk Analysis

This is a stringent part of the
process in which we analyze several
scenarios to stress test our thesis.
We assign probabilities to a checklist
of weighted risks and issues (key
elements from this checklist

are included in the chart below).
These include financial, antitrust,
regulatory, credibility and approval
factors. We also assess the risks of
the deal being extended or broken
off, and the risks specific to the
deal such as foreign jurisdictional
considerations.

Position Size
Optimization

Using our return and risk analysis
we determine a range of outcomes
and assign probabilities to those
scenarios. With this information we
can optimize the position size to
generate our highest risk-adjusted
return. Positions are sized with

the goal to minimize drawdowns in
individual positions as well as at the
portfolio level.

Execution

Trade cost analysis including the
potential borrow cost to hedge a
deal with stock consideration is
undertaken, aimed at locking in
a targeted merger arb spread.
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Risk Analysis Checklist

Risk analysis is an integral part of our investment process. Each position is evaluated through a multiple step process
when considering an investment. Risk factors are assigned a score which acts as a gating factor impacting the
investability and position size of a deal.

_ REGULATORY APPROVAL RISK
_ FINANCING CERTAINTY
ANTITRUST RISK
— OTHER APPROVAL RISK
— DEAL EXTENSION RISK
' DOWNSIDE ON DEAL-BREAK

v DEAL-BREAK ASSESSMENT
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Commissions, trailing commissions, management fees and expenses plus additional taxes all may be associated with mutual fund investments. Please read the simplified prospectus before investing. Mutual
funds are not guaranteed, their values change frequently and past performance may not be repeated. This communication is intended for information purposes only and does not constitute an offer to buy or
sell our products or services nor is it intended as investment and/or financial advice on any subject matter and is provided for your information only. Every effort has been made to ensure the accuracy of its
contents. Certain of the statements made may contain forward-looking statements, which involve known and unknown risk, uncertainties and other factors which may cause the actual results, performance or

achievements of the Company, or industry results, to be materially different from any future results, performance or achievements expressed or implied by such forward-looking statements.
© PenderFund Capital Management Ltd. All rights reserved. September 2021
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