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The purpose of this newsletter is to ensure you are well informed. We sift through the noise and only bring you important

topics of discussion and planning points useful to you.

We believe Knowledge Pays and we want our knowledge to pay for you.

ALTERNATIVE INVESTMENTS — WHY ALL PRIVATE DEBT FUNDS ARE NOT CREATED EQUAL

The receivership of private debt manager Bridging Finance and the Ontario Securities
Commission’s allegations of fraud against its principals has dominated Canadian

business news in May. The company oversees ~S2 billion in loans, predominantly to
small- and medium-sized Canadian businesses. If the court appointed receiver cannot
realize full value for the loan portfolio, unitholders could face losses.

Since the 2007-2009 global financial crisis, central banks around the world effectively
pinned interest rates at or close to 0%, pushing fixed income investors to explore new
areas of the investment markets to achieve yields sufficient to meet financial planning
goals. Private debt is one area that had benefitted greatly and Bridging Finance was
one of the key benefactors of this 10+ year ‘reach for yield’. The opaqueness of
private markets increases the risk of fraud, at least relative to public markets.

Similar to stocks, a highly experienced financial advisory team can help reduce the
risk associated with investing in alternative investments by identifying risk factors
that may or may not be difficult to identify. Hindsight is 20/20 but there were some
red flags that increased the risk associated with investing in Bridging Finance’s funds,
including a husband and wife top management team and significant investor inflows
into a small subsector of the Canadian debt market over a short period.

Is the Alternative Investment Business Case Rational?

We ask these questions when performing due diligence on alternative investments.
e Do the past and expected returns make sense given the risks?
e Does the manager have a competitive advantage due to experience or scale?
e How has the manager dealt with bad/defaulted loans in the past?
e Are past returns durable if the industry attracts significant investor inflows?

The Assets Backing the Loans Matter

Bridging Finance is an asset-backed lender. The assets supporting their loans generally
consisted of accounts receivable, inventory and equipment. While these types of
assets have tangible value, their valuation is subjective and can be somewhat lower in
a default/liguidation scenario. At Steele Wealth Management, we prefer alternative
investments that directly hold liquid assets like stocks or real estate or hold loans
backed by easy to value and monetize assets such as real estate. That does not mean
there is not a place for other types of asset-backed lending but due to their unique
risks, these funds should not be the core of your alternative investment portfolio.

With historically high equity market valuations and historically low fixed income
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yields, a diversified set of alternative investments remains an important ingredient in a diversified portfolio.
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ECONOMIC TIDBITS US ECONOMIC/JOBS RECOVERY STALLS & CANADIAN DOLLAR HITS A SIX-YEAR HIGH

* The recovery in US employment stalled in April,
with non-farm payrolls coming in at 266,000, well
short of the 1 million expectation. The miss was
shocking considering the US economy was further
untethered from COVID-19 restrictions in April.
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Enhanced unemployment benefits, persistent

COVID-related health fears and an imbalance in job
supply/demand are key reasons for the shortfall.

e The Canadian dollar has rallied over 20% over the
past year, hitting a six-year high of $0.83 in May. |

This rally is supported by abnormal strength in many i
made-in-Canada commodities including oil, lumber, . Pl
gold, copper, nickel and others, as well as Canada oo
leading the developed world in government
spending (as a % of GDP), which is inflationary and

increases the odds of an interest rate hike in Canada.

LE JIT A “JUST-IN-TIME” RUNDOWN OF OUR CURRENT INVESTMENT THEME
COVID-19 Vaccines Are Helping Tame the Pandemic But May Be Necessary for Several Years
 Pfizer (PFE) and Johnson & Johnson (JNJ) are two ideas related to this theme.

Canadian Dollar (USD/CAD) - 18 Year Chart

e Pfizer is a leading global pharmaceutical company and developer of arguably the best COVID-19 vaccine
available today. Despite its highly competitive COVID-19 vaccine, Pfizer trades at a reasonable valuation
of ~20x trailing earnings versus the S&P 500 and US Health Care sector at ~32x and ~30x trailing earnings
respectively. Pfizer’s vaccine should provide a temporary but significant boost to earnings that many
companies will not experience in 2021. Contrary to investor expectation, Pfizer recently offered its
opinion that its vaccine will be in high demand and contribute meaningfully to earnings for several years.

* Johnson & Johnson is the world’s largest healthcare company and is in the early stages of rolling out its
COVID-19 vaccine. JNJ shares trade at ~29x trailing earnings, above its historical average but below the
broader equity market and health care sector. While it is unclear whether JNJ’s vaccine will pay off
considering it, like AstraZeneca’s, is associate with rare blood clots, JNJ should experience strong demand
for health care consumables as the COVID-19 pandemic continues as well as after the pandemic when
countries push to clear surgical and diagnostic backlogs.

Key risk points: Both companies offer COVID-19 vaccines, which face long-term demand uncertainty as
well as regulatory uncertainty. Both stocks are also vulnerable to overall equity market sentiment.

JEANNINE’S TIP O’ THE MONTH Client Insights Webinar — Navigating the Longevity Economy
We invite you to register for a webinar hosted by Raymond James Ltd. featuring guest speaker Dr. Joseph
Coughlin, Director of MIT’s AgelLab. Dr. Coughlin is known for his levity so while the subject matter may be
heavy, the webinar is sure to be light! The conversation will explore how demographic trends are set to
transform how various age groups will live in the not-so-distant future and how to plan for these changes.
Click Here to Register!

M Steele Wealth Management | RAYMOND JAMES



https://www.bnnbloomberg.ca/u-s-job-growth-disappoints-in-challenge-to-economic-recovery-1.1600596
https://www.bnnbloomberg.ca/u-s-job-growth-disappoints-in-challenge-to-economic-recovery-1.1600596
https://financialpost.com/pmn/business-pmn/with-8-mln-americans-out-of-work-why-are-more-companies-not-filling-jobs-2
https://raymondjames.zoom.us/webinar/register/WN_usk0sw7GT9C6YzazZUb31w

Taking Stock with Steele | Your Monthly Newsletter

This newsletter has been brought to you by Steele Wealth Management

Brian Steele, CA, CPA, CFA | Jeannine Campbell | Laura Prust, CIM, CPCA
Kelly Edmonds | Nudrat Ahsan | Elizabeth Kernohan | Sam Ryder, CFA | Matthew Bell, CFA

Phone: (519) 883-6030 Toll-Free: 1 (877) 642-6408
Email: steelewealthmanagement@raymondjames.ca
Address: Unit 1, 595 Parkside Drive | Waterloo, Ontario | N2L 0C7
Website: www.steelewealthmanagement.com
To opt out of receiving this newsletter, please reply to this e-mail with the word “Unsubscribe” in the subject line.

If you know someone who would benefit from receiving this newsletter, please forward it to them and let them know they
can subscribe by emailing us at:

steelewealthmanagement@raymondjames.ca

Any bond, debenture or preferred share ratings listed within this newsletter are those of DBRS (Dominion Bond Rating Service).

All rates mentioned within this newsletter are as of May 12, 2021, unless otherwise stated. Rates have been sourced from Bloomberg. All stock
information has been sourced from Market-Q.

This newsletter has been prepared by Steele Wealth Management and expresses the opinions of the author and not necessarily those of Raymond
James Ltd. (RJL). Statistics, factual data and other information are from sources RJL believes to be reliable but their accuracy cannot be
guaranteed. This newsletter is furnished on the basis and understanding that RJL is to be under no liability whatsoever in respect thereof. It is for
information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities. RJL and its officers, directors,
employees and their families may from time to time invest in the securities discussed in this newsletter. This newsletter is intended for distribution
only in those jurisdictions where RJL is registered as a dealer in securities. Any distribution or dissemination of this newsletter in any other
jurisdiction is strictly prohibited. Securities-related products and services are offered through Raymond James Ltd. Member-Canadian Investor
Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian
Investor Protection Fund.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the
prospectus before investing. The indicated rates of return are the historical annual compounded total returns including changes in unit value
and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable
by any security holder that would have reduced returns. Mutual funds and other securities are not insured nor guaranteed, their values change
frequently and past performance may not be repeated.

As the investment products listed in this newsletter may not be appropriate for everyone, a recommendation would only be made following a
personal review of an individual’s portfolio and risk tolerance.
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