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Stop Loss on SNC-Lavalin Group Inc.

On January 28, 2019, SNC-Lavalin Group Inc (TSX:SNC) dropped another bomb on investors. A few years ago, SNC was being
investigated for corruption and also had a failed IPO for Highway 407. This kept the valuation on SNC attractive, and the
company made some strategic acquisitions that diversified their business. My investment thesis was based on valuation and
management’s ability to regain investor confidence by diversifying their business.

| attended multiple meetings with the President and CEO Neil A. Bruce and had many calls with SNC's investor relations
department. | was under the impression that SNC was on a new path, where management was making the appropriate
changes to gain investor confidence. Boy was | wrong! On January 28, 2019 the negative news would not stop:

® SNC cuts 2018 forecast

e Serious problem with a mining contract

e SNC takes a $1.24 billion impairment charge

e SNC won’t be able to meet its 2020 profit goal
e SNC sees lower Oil & Gas revenue in 2019

To say the least, the news was exhausting. As a previous investor of SNC, | no longer have any confidence in this company.
Especially since we spoke to the company a few months ago about Saudi Arabia and the possible effect from the geo-political
risk between Canada and Saudi Arabia. The company was confident and explained to me that SNC's Kentz and Atkins
subsidiary works in Saudi Arabia and is viewed as British and would therefore not be impacted. The company is now saying
that exiting Saudi Arabia is a possibility.

SNC is now trading at a very attractive valuation versus its peers. However, | view this name as a value trap that will take many
years to regain any confidence from investors. | took the loss and moved on to better investment opportunities. When hope
becomes your only investment thesis, it is time to move on.
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Chart 1: Palos Domestic Funds versus Benchmarks (Total Returns) * FundServ NAVPS YTD Returns
Palos Income Fund L.P. PAL100 $8.46 7.19%
Palos Equity Income Fund - RRSP PAL101 $5.68 6.22%
Palos Merchant Fund L.P. (Dec 31, 2018)° PAL500 $1.82 6.59%
Palos WP Growth Fund - RRSP PAL210 $7.65 8.15%
S&P TSX Composite (Total Return with dividends reinvested) 8.30%
S&P 500 (Total Return with dividends reinvested) 7.07%
S&P TSX Venture (Total Return with dividends reinvested) 10.43%
US Government 10-Year 2.68%
Canadian Government 10-Year 1.91%
Crude Oil Spot US $54.23
Gold Spot US $1,309.90
US Gov't10-Year/Moody BAA Corp. Spread 237 bps
USD/CAD Exchange Rate Spot US S0.7604

1 Period ending Jan 30, 2019. Data extracted from Bloomberg

2 Fund is priced annually
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Disclaimer:

This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”). This publication may
be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, and/or transferred, in any form or by any
means, but only as long as it is unaltered and attributed to Palos. This publication and its contents may not be sold or licensed without Palos’
written permission. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no
representation or warranty, express or implied, is made or implied regarding accuracy or completeness. The information provided does not
constitute investment advice and it should not be relied upon on as such. If you have received this communication in error, please notify us
immediately by electronic mail or telephone. This document may contain certain forward-looking statements that are not guarantees of future
performance and future results could be materially different. Past performance is not a guarantee of future performance. “S&P” is a registered
trademark of Standard and Poor’s Financial Services LLC. “TSX” is a registered trademark of TSX Inc. The Bloomberg USD High Yield Corporate
Bond Index is a rules-based, marketvalue weighted index engineered to measure publicly issued noninvestment grade USD fixedrate, taxable,
corporate bonds. To be included in the index a security must have a minimum par amount of 250MM.
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