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Fellow unit holders,

It was a tough start to 2022, with January being one of the worst months ever for broad indices and our fund.
The Pender Small Cap Opportunities Fund was down 7.8%*! in January, while large and small-cap indices were
also down: the S&P 500 Index (CAD) was down 4.7% and the Russell 2000 Index (CAD) was down 9.2%. In
Canada, the S&P/TSX Composite Index only had a mild loss of 0.4% in January, mostly buoyed up by strong
energy prices. In general, we are underexposed to the energy sector. The Fund has only two energy related
holdings of which Spartan Delta Corp. (TSX: SDE) was a top contributor to the Fund in January.

We view the current drawdown as being mainly liquidity driven and the result of multiple contractions, as
opposed to being company-specific fundamental deterioration. At this point in time, over 70% of companies in
the S&P 500 Index have reported earnings, and 77% of those have beaten analyst estimates. The S&P 500 Index
is reporting earnings growth of more than 30% for the fourth straight quarter and earnings growth of more
than 45% for the full year?. If you just look at earnings growth, you would find it hard to believe that the S&P
500 Index had such a big drawdown.

The small-cap universe was hit even harder, and many companies have not even reported earnings yet! The
tide has been out for small-cap for the most part of 2021 and now rushing water starts to accelerate. When will
the tide come back in? Short term, we do not know, but we are confident that rising tides will drive small-cap
stocks for the next three to five years. We believe the current setup is extremely favourable for small-cap
stocks. In our last commentary we talked about how valuations are disconnected from fundamentals for small-
cap stocks, and valuations for small-cap stocks remain highly attractive in both relative and absolute aspects.
The chart below shows that small-cap stocks are trading near their largest discount to large-cap stocks in the
last twenty years.

Chart 1: Small-Cap forward price/earnings (PE) ratio relative to large-cap
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Source: FactSet, Bloomberg, abrdn, September 30, 2021. Note: Excluding negative earnings. For illustrative
purposes only, Projections are offered as opinion and are not reflective of potential performance, Projections are
not guaranteed and actual events or results may differ materially.

L All Pender performance data points are for Class F of the Fund. Other classes are available. Fees and performance may
differ in those other classes.
2 https://insight.factset.com/sp-500-earnings-season-update-february-11-2022
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Technology stocks also sold off in January. The Nasdaq Index (CAD) was down 8.6% and the TSX/S&P Capped
Info Tech Index was down 12.0%. Many of our favourite ideas were negatively impacted in January including
PAR Technology Corp. (NYSE: PAR), Sangoma Technologies Corporation (TSX: STC), Dye and Durham Limited
(TSX: DND), and WeCommerce Holdings Ltd. (TSXV: WE). These are core holdings in the Pender Small Cap
Opportunities Fund and we have high convictions that these businesses are fundamentally strong in the long
term.

While we believe intrinsic value for these businesses has been increasing, share prices have been declining. As
you would expect, we took this opportunity to add to some of our core holdings including PAR and Sangoma.
We also initiated positions in three new names and completed the sale of four positions, including Farmers
Edge Inc. (TSX: FDGE), where our thesis had broken down on unsatisfactory management execution.

We are never happy to see drawdowns in the Fund, but the flip side is that we become more opportunistic as
our best ideas go on sale. We believe the current market environment has set up a very attractive long-term
opportunity for our high-conviction holdings and is reminiscent of the early 2000’s and 2009-2010. As you can
see from data below?, in the subsequent one and three years following the dot.com bubble and the great
financial recession in 2009, small-cap stocks made impressive returns. We believe now is a compelling time to
initiate exposure to small-cap stocks.

Mar 10, 2000 - Oct 9, 2002 Jun 6, 2008 - Mar 9, 2009
Russell 2000 -44% -54%
Subsequent 1-year 62% 98%
Subsequent 3-years 104% 148%

David Barr, CFA and Sharon Wang
February 22, 2022
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Commissions, trailing commissions, management fees and expenses plus applicable taxes all may be associated with mutual fund
investments. Please read the simplified prospectus before investing. The indicated rates of return are the historical annual compounded
total returns including changes in net asset value and assume reinvestment of all distributions and are net of all management and
administrative fees, but do not take into account sales, redemption or optional charges or income taxes payable by any security holder
that would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may not be
repeated. Where the performance of a particular class of a fund is displayed, other classes are available and fees and performance may
differ in those other classes. 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 Fund, or investee companies mentioned, or industry results, to be materially different from any
future results, performance or achievements expressed or implied by such forward-looking statements.
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