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SPACtacular Valuations

For the better part of a year, there has consistently been news
about companies going public via a SPAC (special purpose
acquisition company) and the sky-high valuations that come
along with the transaction. This trend, which began to gain some
traction in 2019, has since exploded into a full-blown blitz of
activity, with transaction values increasing to record levels. In
2020 alone, according to SPACInsider, the total SPAC transaction
value was US$83 billion. So far in 2021, that amount is already
US$98 billion! This is compared to the US$331.3 billion raised in
2020 via the conventional IPQ route, according to PwC Global (up
from US$199 hillion in 2019). As this continues to gain steam, it's
worthwhile taking a little time to understand what exactly a SPAC
is, their attributes and their risks.

What is a SPAC? How does it work?

A SPAC is, like the name implies, a company whose sole purpose
is to acquire businesses. Also known as a “blank cheque fund,”
SPACs are financed by a group of investors, are publicly traded
(more on this later) and have the ability to raise a /ot of money for
the purpose of making a purchase within two years.

What makes these entities so unique is how easily they can
access the public market. Typically, if you're a company that is
looking to IPQ, there is a very involved due diligence process
that looks at your historical financials, business viability, legal
standing, etc. In the case of a SPAC, however, this process is
significantly less intensive since the SPAC is, essentially, just a
pot of cash waiting to be spent. Because of this, the common IPO
process that could take the better part of a year is significantly
reduced and costs a lot less to do.

Here's where it gets very interesting (and dubious). When a SPAC
goes and acquires a private company, that private company is
essentially made public as part of the amalgamation with the
SPAC. However, unlike other private companies that go public,
there is no IPO process. There is not the same level of required
due diligence or regulatory scrutiny applied to the acquired
business. In essence, they get to skip many (mostly necessary)
hurdles that other businesses must face in order to be allowed
access to public markets. A lot of these provisions, designed
to inform and protect public market shareholders, receive less
daylight.

One gap in oversight, which is currently receiving increased
scrutiny, is the difference in what type of information investors
get regarding the company. In a typical IPO, due diligence on the
company focuses a lot on historical financials in order to give

an accurate assessment of how the business has done. The law
prohibits companies from disclosing forward-looking details that
might favourably colour investors’ perception of the business,

as those forecasts could very well not play out. However, with a
SPAC, forward-looking projections are fair game. This feature by
itself presents a significant risk for investors, but combined with
the speed with which this type of transaction has grown and the
brand name association for some (from venture capitalist Chamath
Palihapitiya to former NFL quarterback Colin Kaepernick), there is
reason to be wary.

Putting it All Together

There are many legitimate reasons for a SPAC, and many
legitimate practitioners of the corporate structure making
reasonable investment decisions. The reality of the situation
at this point is that there are still significant regulatory gaps
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designed to protect everyday investors. | imagine that, as the
dollar values continue to climb, SPACs will come under increased
scrutiny and (hopefully) more adequate safeguards will be put in
place.

As always, I'm happy to chat anytime and can be reached
by phone or email if you have any questions or concerns
regarding the markets or your investments.

Sincerely,

KWAME BOATENG, CFA
Associate Portfolio Manager, Investment Advisor

Tel 250-861-8173
Toll Free 1-800-788-5677
kboateng@odlumbrown.com

Odlum Brown respects your time and your privacy. If you no longer wish us to retain and use your
personal information preferring to have your name removed from our mailing list, please contact Kwame
Boateng at 250-861-8173 or kboateng@odlumbrown.com. If you are currently a client of another Odlum
Brown Investment Advisor, accept my apology as it is not my intent to contact existing clients. For more
information on our Privacy Policy, please visit our website at odlumbrown.com.

PLEASE READ OUR ODLUM BROWN LIMITED

DISCLAIMER AND DISCLOSURE - IT IS IMPORTANT!

Odlum Brown Limited is an independent, full-service investment firm focused on providing professional
investment advice and objective research. We respect your right to be informed of relationships with
the is-suers or strategies referred to in this report which might reasonably be expected to indicate
potential conflicts of interest with respect to the securities or any investment strategies discussed

or recommended in this report. We do not act as a market maker in any securities and do not

provide investment banking or advisory services to, or hold positions in, the issuers covered by our
research. Analysts and their associates may, from time to time, hold securities of issuers discussed or
recommended in this report because they personally have the conviction to follow their own research,
but we have implemented internal policies that impose restrictions on when and how an Analyst may
buy or sell securities they cover and any such interest will be disclosed in our report in accordance
with regulatory policy. Our Analysts receive no direct compensation based on revenue from investment
banking services. We describe our research policies in greater detail, including a description of our
rating system and how we disseminate our research, on the Odlum Brown Limited website at
www.odlumbrown.com.

This report has been prepared by Odlum Brown Limited and is intended only for persons resident and
located in all the provinces and territories of Canada, where Odlum Brown Limited's services and
products may lawfully be offered for sale, and therein only to clients of Odlum Brown Limited. This report
is not intended for distribution to, or use by, any person or entity in any jurisdiction or country including
the United States, where such distribution or use would be contrary to law or regulation or which would
subject Odlum Brown Limited to any registration requirement within such jurisdiction or country. As no
regard has been made as to the specific investment objectives, financial situation, and other particular
circumstances of any person who may receive this report, clients should seek the advice of a registered
investment advisor and other professional advisors, as applicable, regarding the appropriateness of
investing in any securities or any investment strategies discussed or recommended in this report.

This report is for information purposes only and is neither a solicitation for the purchase of securities

nor an offer of securities. The information contained in this report has been compiled from sources

we believe to be reliable, however, we make no guarantee, representation or warranty, expressed or
implied, as to such information’s accuracy or completeness. All opinions and estimates contained in this
report, whether or not our own, are based on assumptions we believe to be reasonable as of the date

of the report and are subject to change without notice. Please note that, as at the date of this report,
the Research Analyst responsible for the recommendations herein, associates of such Analyst and/or
other individuals directly involved in the preparation of this report hold securities of some of the issuer(s)
referred to directly or through derivatives. No part of this publication may be reproduced without the
express written consent of Odlum Brown Limited.
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