
THE FUND

Brompton Flaherty & Crumrine Investment Grade Preferred ETF is an exchange-traded investment fund managed by Brompton Funds Limited 
(the “Manager”). The units of the Fund trade on the Toronto Stock Exchange (“TSX”) under the symbol BPRF and are RRSP, DPSP, RRIF, 
RESP and TFSA eligible.

INVESTMENT OBJECTIVES AND STRATEGIES

Brompton Flaherty & Crumrine Investment Grade Preferred ETF is designed to provide unitholders with (i) stable monthly cash distributions 
and (ii) a stable Net Asset Value. The Fund seeks to achieve its investment objectives by investing in an actively managed portfolio consisting 
primarily of preferred and income-producing corporate securities, including traditional preferred stock, trust preferred securities, hybrid 
securities that have characteristics of both equity and debt securities, contingent-capital securities, subordinated debt, and senior debt of North 
American issuers or of Canadian or US-dollar-denominated securities of global issuers. The portfolio will primarily invest in securities of issuers 
that are rated investment grade; however, the portfolio may also invest in securities that are not rated investment grade if after investment in 
such securities at least 75% of the portfolio (by market weight, as measured at the time of investment) consists of securities of issuers that are 
rated investment grade. 

Management Report of Fund Performance

March  12, 2019

This annual management report of fund performance for Brompton Flaherty & Crumrine Investment Grade Preferred ETF (the “Fund”) contains 
fi nancial highlights but does not contain the audited annual fi nancial statements of the Fund. The audited annual fi nancial statements follow this 
report. You may obtain a copy of the audited annual fi nancial statements, at no cost, by calling 1-866-642-6001 or by sending a request to Investor 
Relations, Brompton Funds, Bay Wellington Tower, Brookfi eld Place, 181 Bay Street, Suite 2930, Box 793, Toronto, Ontario, M5J 2T3, or by visiting 
our website at www.bromptongroup.com or SEDAR at www.sedar.com. Unitholders may also contact Brompton Funds by using one of these 
methods to request a copy of the Fund’s proxy voting policies and procedures, proxy voting disclosure record, Independent Review Committee’s 
report, or quarterly portfolio disclosure.

All fi gures in this management report of fund performance, unless otherwise noted, are based on the Fund’s Net Asset Value, which is calculated in 
accordance with the terms of the Fund’s declaration of trust.

Portfolio of preferred and income-producing corporate securities.

2 0 1 8  A N N U A L  R E P O RT 

 B R O M P T O N 
F L A H E R T Y  & 
C R U M R I N E 
I N V E S T M E N T  G R A D E 
P R E F E R R E D  E T F 

V A L U E 

I N T E G R I T Y 

P E R F O R M A N C E

–  T H E  F O U N D A T I O N  F O R  E X C E L L E N C EB P R F



2

Brompton Flaherty & Crumrine Investment Grade Preferred ETF — Annual Report 2018

RECENT DEVELOPMENTS

TSX Listing 

On October 18, 2018, the Fund began trading on the T SX under the symbol BPRF.

Special Distribution 

On January  23, 2019, the Fund declared a special notional distribution of $0.06 per unit for unitholders of record at the close of business 
on  December 31, 2018. The special notional distribution was automatically reinvested in additional units of the Fund based on the Fund’s 
Net Asset Value per unit as of December 31, 2018. Immediately following issuance of this notional distribution, the units of the Fund were 
automatically consolidated and, as a result, unitholders hold the same number of units after the special distribution as before. The adjusted 
cost base of the holder’s units was increased by the amount of the distribution reinvested in units as of December 31, 2018. The Fund declared 
this special distribution as taxable income and capital gains exceeded the regular monthly distributions paid.

RISKS

Risks associated with an investment in the units of the Fund are discussed in the Fund’s prospectus, which is available on the Fund’s website 
at www.bromptongroup.com or on SEDAR at www.sedar.com. There were no changes during the period ended December 31, 2018 that 
materially affected the risks associated with an investment in the units of the Fund as they were discussed in the Fund’s prospectus.

RESULTS OF OPERATIONS

Distributions

Cash distributions declared amounted to $0.2 5 per unit from inception to December 31, 2018, refl ecting payments of $0.12096 per unit  and 
$0.03025 per unit   paid on December 14, 2018, and $0.10417 per unit paid on January 15, 2019, respectively. The Fund adopted a distribution 
reinvestment plan that allows unitholders to purchase units by reinvesting distributions. As of December 31, 2018, no units were purchased 
pursuant to this plan.

Changes in Net Assets from Operations (see Financial Highlights)

The Fund received dividend income of $0.27 per unit from inception on October 18, 2018 to December 31, 2018. Expenses during this period 
amounted to $1.13 per unit. However,  the Manager absorbed part of the Fund’s   operating expenses to approximately 0.95% of Net Asset 
Value. After expense absorption, expenses were $0.11 per unit from inception to December 31, 2018.

Net Asset Value

The Net Asset Value per unit of the Fund was $23.83 at December 31, 2018, compared to $25.00 at inception. The $1.17 per unit or 4.7% 
decline refl ected $0.26 per unit paid in cash distributions and the Fund’s performance during the period. The aggregate Net Asset Value of the 
Fund was $4.8 million at December 31, 2018, refl ecting $4.82 million of unitholder subscriptions since inception, offset by $0.03 million of 
loss from operations and $0. 03 million of distributions. 

Investment Portfolio

At December 31, 2018, the Fund’s investments included 25 preferred securities and two corporate debt securities. The portfolio’s average 
duration at year-end 2018 was 7.1 years and the portfolio yield was 6.4%. At December 31, 2018, 44% of the portfolio was invested in 
preferred securities and debt securities, with the remaining 56% held in cash. The large cash component was due to a subscription in the Fund 
on December 21, 2018. The cash will be held while the Portfolio Manager actively seeks issuers that meet the Fund’s investment objectives. 
Portfolio weighting (excluding cash and short-term investments) is shown in the following pie charts, and a detailed listing of the Fund’s security 
holdings is provided in the fi nancial statements. The Fund’s portfolio recorded a net realized and change in unrealized gain of $21,710 from 
October 18, 2018 to December 31, 2018, with the utilities sector contributing $20,170 and banking gaining $3,670.

The Fund’s portfolio is comprised primarily of US-dollar-denominated securities. At December 31, 2018, the Fund’s exposure to the US dollar 
of US$3.6 million was hedged through its foreign currency forward contract of US$3.6 million notional. The Fund had  no realized gain s or 
losses from foreign currency forward contracts during 2018.
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Portfolio Sectors

Credit Quality by Rating Category (at December 31, 2018)    

A-          1%
B+               1%
BB+               4%
BBB- to BBB+        94%

Total         100%

        Change in

Net Gains (Losses) by Sector (000s)    Realized  Unrealized  Total

Banking   $ — $ 3.67 $ 3.67
Communications     —        0.13  0.13
Energy    —        0.91  0.91
Financial services    —        (0.31)  (0.31)
Insurance    —        (2.86)  (2.86)
Utilities    —           20.17  20.17

Total    $ — $ 21.71 $ 21.71

Liquidity

To provide liquidity for unitholders, units of the Fund are listed on the TSX under the symbol BPRF. As an ETF, the Fund has a designated 
broker who has an active bid/ask offer approximating Net Asset Value per unit to provide signifi cant daily trading liquidity for the Fund’s units. 
From October 18, 2018 to December 31, 2018, total cash subscriptions were 40,000 units at an average price of $25.00 per unit, while total 
in-kind subscriptions amounted to 160,000 units at an average price of $23.87 per unit. Investors also may redeem their units in accordance 
with the Fund’s daily redemption provisions. No units were redeemed between October 18, 2018 and December 31, 2018.

 5% Banking 
 1% Communications 
 14% Energy 
 3% Financial services 
 52% Insurance
 25% Utilities

96% Preferred securities
  4% Corporate debt
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RELATED PARTY TRANSACTIONS

Related party transactions consist of services provided by the Manager pursuant to a management agreement. See the Management Fees 
section below.

MANAGEMENT FEES 
The Manager provides investment management and administrative services to the Fund, for which it is paid a management fee equal to 0.75% per 
annum of the Net Asset Value of the Fund, plus applicable taxes. For the period from October 18, 2018 to December 31, 2018, management fees 
before absorption amounted to $2,700. At this time, the Manager has agreed to waive a portion of the management fees and/or reimburse the Fund to 
ensure that the   sum of the management fees and certain normal-course operating expenses  (inclusive of GST/HST) is limited to approximately 0.95% 
of  Net Asset Value.  For the period from October 18, 2018 to December 31, 2018, the Manager  waived $66,900 of expenses. 

FINANCIAL HIGHLIGHTS

The following tables show selected key fi nancial information about the Fund and are intended to help readers understand the Fund’s fi nancial 
performance for the fi scal periods indicated. This information is derived from the Fund’s audited annual fi nancial statements which have been 
prepared in accordance with International Financial Reporting Standards. The information in the following tables is presented in accordance 
with National Instrument (“NI”) 81-106 and, as a result, does not act as a continuity of opening and closing Net Assets per unit. The increase 
(decrease) in Net Assets from operations is based on average units outstanding during the period, and all other numbers are based on actual 
units outstanding at the relevant point in time.

Net Assets per Unit(1)

For the period ended December 31        2018(2)

Net Assets, beginning of period(3)        $ 25.00 
Increase (decrease) from operations:(4)     
 Total revenue        0.27 
 Total expenses        (0.11)

 Realized gains (losses)        0.45

 Unrealized gains (losses)        (1.00)

Total increase (decrease) in Net Assets from operations        $    (0.39) 

Distributions to unitholders:(3)     
Cash distributions:     
  Net investment income       $   0. 06   
  Capital gains         0. 19

Unit distributions:     
 From net investment income and capital gains           0. 06

Total distributions to unitholders        $ 0. 31 

Net Assets, end of period(3)       $ 23.83 

(1) The fi nancial information was prepared in accordance with International Financial Reporting Standards.
(2) Period from October 18, 2018 (commencement of operations) to December 31, 2018.
(3) Net Assets per unit and distributions per unit are based on the actual number of units outstanding at the relevant time.
(4)  The increase (decrease) in Net Assets from operations per unit is based on the weighted average number of units outstanding over the fi scal period.
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Ratios and Supplemental Data (Based on Net Asset Value)

As at December 31        2018(1)

Net Asset Value (000s)             $ 4,766 
Number of  units outstanding (000s)              200

Management expense ratio (“MER”)(2)              0.95%

MER before expense absorption              21.37%

Trading expense ratio(3)              1.17%

Portfolio turnover rate(4)              n/a

Net Asset Value per unit              $  23.83

Closing market price – units             $ 24.11 

(1)  Period from October 18, 2018 (commencement of operations) to December 31, 2018.
(2)  MER is based on the requirements of NI 81-106 and includes the total expenses (excluding commissions and other portfolio transaction costs) of the Fund for the stated 

period, including interest expense and issuance costs, and is expressed as an annualized percentage of the average Net Asset Value of the period. Please see the Expense 
Ratio section following this table for further discussion of the calculation.

(3)  The trading expense ratio represents total commissions expressed as an annualized percentage of daily average Net Asset Value of the Fund during the period.
(4)  The Fund’s portfolio turnover rate indicates how actively the Fund manages its portfolio investments. A portfolio turnover rate of 100% is equivalent to the Fund buying 

and selling all of the securities in its portfolio once in the course of the year. The higher the Fund’s portfolio turnover rate in a year, the greater the trading costs payable 
by the Fund in the year and the greater the chance of an investor receiving taxable capital gains in the year. There is not necessarily a relationship between a high turnover 
rate and the performance of the Fund. Portfolio turnover rate is calculated by dividing the lesser of the cost of purchases and the proceeds of sales of portfolio securities 
for the period, excluding cash and short-term investments maturing in less than one year, by the average market value of such investments during the period.

Expense Ratio

The annualized MER of the Fund before absorption was 21.37% for the period from October 18, 2018 to December 31, 2018. After 
absorption, the annualized MER for the period was 0.95%.  The Manager’s intention is to absorb a portion of management fees and certain 
normal-course operating expenses in each case inclusive of associated GST/HST to limit fees and expenses at approximately 0.95% of Net 
Asset Value.

PAST PERFORMANCE 
The Fund has not presented its historical performance as it commenced operations on October 18, 2018 and therefore has been in existence 
for less than one year. 

SUMMARY OF INVESTMENT PORTFOLIO

As at December 31, 2018

Total Net Asset Value       $ 4,766,402

        % of   % of Net 

Portfolio Composition      Portfolio  Asset Value

Preferred Securities:  
Insurance       22.7%  23.4%
Utilities       11.1%  11.4%
Energy      6.3%  6.5%
Banking       1.0%  1.0%
Financial services      0.7%  0.7%

        41.8%  43.0%
Corporate Debt:  
Banking       1.5%  1.6%
Communications      0.3%  0.3%

        1.8%  1.9%
Cash and short-term investments      56.4%  58.2%

Total investment portfolio      100.0%  103.1%
Currency forward contracts         (2.0%)
Other net liabilities         (1.1%)

Total Net Asset Value         100.0%
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SUMMARY OF INVESTMENT PORTFOLIO (continued)

As at December 31, 2018

        % of   % of Net 

Top 25 Holdings      Portfolio  Asset Value

Cash and short-term investments      56.4%  58.2%
TransCanada Pipelines Limited, 5.875% due August 15, 2076      3.0%  3.1%
Prudential Financial Inc., 5.625% due August 15, 2058      3.0%  3.0%
Enbridge Inc., 6.375% due April 15, 2078      2.9%  3.0%
PPL Capital Funding Inc. 5.90% due April 30, 2073      2.9%  3.0%
Axis Capital Holdings, 5.50% due December 31, 2049      2.9%  3.0%
Unum Group, 6.25% due June 15, 2058      2.9%  3.0%
Nextera Energy Capital,  9.521% due October 1, 2066      2.3%  2.4%
Arch Capital Group Ltd., 5.45% due December 31, 2049      2.1%  2.1%
W.R. Berkley Corporation, 5.75% due June 1, 2056      2.0%  2.1%
Reinsurance Group Of America, 5.75% due June 15, 2056      2.0%  2.0%
Partnerre Ltd., 7.25% due December 31, 2049      2.0%  2.0%
Torchmark Corporation, 6.125% due June 15, 2056      1.9%  1.9%
Texas Capital Bancshares, 6.50% due September 21, 2042      1.5%  1.6%
RenaissanceRe Holdings Ltd., 5.75% due December 31, 2049      1.5%  1.6%
DTE Energy Company, 6.00% due December 15, 2076      1.1%  1.1%
Algonquin Power & Utilities Corp., 6.875% due October 17, 2078      1.0%  1.1%
Aspen Insurance Holdings Ltd., 5.95% due December 31, 2049      1.0%  1.0%
Legg Mason Incorporated, 6.375% due March 15, 2056      1.0%  1.0%
Duke Energy Corporation, 5.625% due September 15, 2078      1.0%  1.0%
Nextera Energy Capital, 5.25% due June 1, 2076      1.0%  1.0%
Partnerre Ltd., 5.875% due December 31, 2049      0.9%  1.0%
Southern Company, 5.25% due October 1, 2076      0.9%  0.9%
Dominion Energy Inc., 5.25% due July 30, 2076      0.8%  0.9%
ING Groep Nv, 6.125% due December 31, 2049      0.7%  0.7%

Total       98.7%  101.7%

The investment portfolio may change due to ongoing portfolio transactions of the investment fund. Quarterly updates are available on the 
Fund’s website at www.bromptongroup.com within 60 days of each quarter end.
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2018 TAX INFORMATION

The following information is applicable to holders who, for the purpose of the Income Tax Act (Canada), are resident in Canada and hold 
units as capital property outside of an RRSP, DPSP, RRIF, RESP or TFSA. Unitholders should receive a T3 slip from their investment dealer 
providing this information.

T3 supplementary slips for holdings of the Fund will indicate Other Income (Investment Income and Non-Investment Income) in Box 26, 
Foreign Non-Business Income in Box 25, Capital Gains in Box 21 and Eligible Dividend Income in Box 49. Dividend income is subject to the 
standard gross-up and federal dividend tax credit rules.

The return of capital component is a non-taxable amount that serves to reduce the adjusted cost base of Fund units and is reported on the T3 
supplementary slips in Box 42.

The following table outlines the breakdown in the Fund’s distributions declared in 2018 on a per unit basis.

         Foreign

        Non-Business     Capital Total 

Record Date  Payment Date     Income Gains Distributions

November 30, 2018  December 14, 2018     $ 0.02976  $ 0.09120   $  0.12096  
December 10, 2018  December 14, 2018      0.00744  0.02281    0.03025 
December 31, 2018  December 31, 2018(1)      0.01476  0.04524    0.06000 
December 31, 2018  January 15, 2019       0.02562  0.07855  0.10417 

            $  0.07758 $  0.23780  $ 0.31538 

(1)  The distribution was automatically reinvested in additional units. Immediately following the issurance, the units of the Fund were automatically consolidated and, as a 
result, unitholders held the same number of units after the distribution as they held before  the distribution. The adjusted cost base of a holder’s units would be increased 
by the amount of the distributions reinvested in units.

This information is of a general nature and does not constitute legal or tax advice to any particular investor. Accordingly, investors are advised 
to consult their own tax advisors with respect to their individual circumstances.

PORTFOLIO MANAGER

Flaherty & Crumrine Incorporated 

Flaherty & Crumrine Incorporated was established in 1983, and it specializes in US-dollar-denominated preferred securities and corporate debt 
instruments. The fi rm uses intensive credit analysis, thorough analysis of securities’ terms and structures, and active portfolio management, 
exploiting pricing ineffi ciencies in the fi xed income markets to provide attractive rates of return on its funds.
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PORTFOLIO MANAGER’S REPORT 

January 2019

US Economic Conditions

The US economy in 2018 likely turned in its best annual performance since 2015, matching that year’s infl ation-adjusted gross domestic product 
(real “GDP”) growth rate of 2.9%. That would be about 0.5% better than economists expected at the beginning of the year. On a Q4-over-Q4 
basis, real GDP should be up about 3.1% in 2018, which would be the fastest pace since 2005. Economists expect continued expansion of 
2.5% in 2019 and 1.9% in 2020. Assuming the US government’s partial shutdown is resolved relatively soon, we remain broadly in agreement 
with the 2019 forecast, but we think 2020 will be a little better. 

Real GDP was paced by personal consumption expenditures (+2.6% average growth over the fi rst three quarters of 2018), which benefi tted 
from a strong labor market and lower personal income tax rates. Job growth averaged 220,000 jobs per month in 2018, average hourly 
earnings were up 3.2% and the unemployment rate touched 3.7% , its lowest level since 1969. Rising consumer demand and corporate tax 
reform drove a sizable jump in business investment (+7.5% three-quarter average), especially in the fi rst half of the year. Federal government 
spending (+3.3%) also accelerated in 2018, though state and local government spending (+1.6%) was subdued. Residential investment (-2.8%) 
fell despite strong employment growth; however, rising home prices, higher mortgage rates and new limits on deductibility of state and local 
taxes (including property taxes) combined to dampen demand for housing.

A growing economy and tighter labor market pushed infl ation up modestly in 2018. Excluding volatile food and energy prices, the consumer 
price index (“CPI”) was up 2.2% over 12 months ending in December 2018. The Federal Reserve’s preferred infl ation measure, the personal 
consumption expenditures defl ator excluding food and energy, was up 1.9% over 12 months ending in November. Those are 0.3%–0.5% higher 
than a year ago and are near the Fed’s 2% target. Looking ahead, higher wages should put upward pressure on infl ation, but lower commodity 
prices and somewhat slower economic growth push against that; we expect infl ation will rise only modestly in 2019.

In response to strong growth and faster infl ation, the Federal Open Market Committee (“FOMC”) raised the federal funds rate by 100 bp 
in 2018. Benchmark short-term rates rose even faster, with three-month LIBOR rising from 1.7% to 2.8% at the end of December 2017 
and 2018, respectively. Ten-year Treasury rates also moved up during most of the year, rising from 2.41% on December 31, 2017 to a high of 
3.24% on November 8, 2018. Higher rates were a headwind to credit market performance for much of that period. 

The Fed also trimmed reinvestment of maturing Treasury and mortgage-backed securities in its System Open Market Account (“SOMA”) to 
a maximum of $50 billion runoff per month beginning in October. SOMA is currently around $4.0 trillion, down about $500 billion since 
portfolio runoff began in October 2017. While the SOMA reduction is small relative to the size of the Treasury and agency mortgage markets – 
and, more importantly, has had no discernable impact on bank lending volume – it coincides with rising Treasury issuance needed to fi nance 
a wider budget defi cit. Investors have to make room for more low-risk assets, dampening demand for riskier assets. This shift came as signs 
of slower global economic growth began to proliferate, trade tensions widened, and political uncertainty increased. A sell-off in equities that 
began in October spread to credit markets and pushed the 10-year Treasury yield down to 2.69% as of December 31, 2018. Volatility and risk 
aversion returned with a vengeance, and lower Treasury rates did little to buoy demand for preferreds or other credit instruments.

Preferred Market Conditions

Preferred securities held up reasonably well for the fi rst three quarters of 2018. Investors continued to fi nd attractive levels of income in 
preferreds and seemed to remain hopeful that a strong US economy would carry the day – which, by most measures, proved resilient. Returns 
in the fi rst half of 2018 were slightly negative due to concerns about higher interest rates. On a relative basis, preferreds performed well during 
this period, outperforming most corporate-credit benchmarks due to modest spread tightening for preferreds. 

While higher interest rates were a headwind to returns in the fi rst two quarters, preferreds rebounded in the third quarter as interest rates moved 
sideways or lower, and preferred yields continued to look attractive. By the fourth quarter, however, worries about future global and domestic 
economic growth were added to a growing list of market concerns, and almost all markets moved materially lower, including preferreds.

US bank preferreds were the most stable sector for the year, consistent with limited supply and continued good credit quality. Tax reform was 
a positive for bank earnings, and a healthy economy combined with modestly higher interest rates further supported the outlook. Foreign 
banks were more mixed, with weakness targeted at those with country-specifi c issues, including Brexit in the UK, weak balance sheets for 
many German banks and ongoing political and economic concerns in Italy. While the economy, interest rates and consumer health will impact 
profi tability, US banks are expected to report record earnings heading into 2019.

 The energy sector faced the strongest headwinds during the year, especially in late-2018 as commodity prices moved sharply lower. Recall 
that rating agencies allow preferreds some equity credit when calculating fi nancial ratios, so many non-fi nancial issuers have an incentive to 
include preferreds in their capital structures. With energy common stock prices depressed, issuers avoided issuing common stock whenever 
possible. Instead, many companies issued preferred securities to fund capital expenditures, pushing down prices on outstanding securities. On 
a positive note, many energy issuers moved to simplify their corporate structures in 2018 – consolidating subsidiaries and eliminating rather 
high incentive distribution rights that were so common in older Master Limited Partnership (“MLP”) structures. Simplifi cation is almost always 
good for preferred investors, and these changes also improve earnings outlooks moving forward.
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The fourth quarter stood out during the year as nearly all markets (equity, credit, commodities) were lower in price. Intermediate- and 
longer-term interest rates were volatile, with rates rising sharply at the beginning of the quarter and reaching four-year highs and then moving 
materially lower by the end of the quarter in a fl ight-to-quality trade versus other markets. Even though interest rates ultimately moved lower, 
prices of credit instruments traded down and spreads widened signifi cantly. Fund fl ows (mutual funds, ETFs, etc.) were modestly negative for 
much of the year, but outfl ows accelerated in the last months of 2018.

This sell-off seems to refl ect an accumulation of factors that have been bubbling under the surface for much of the year. Top concerns include 
a global economic slowdown, widening tariffs and potential for escalating trade wars, the Federal Reserve tightening credit conditions, the 
impact of Brexit beyond the UK and Europe, and most recently, a federal government shutdown to end the year. Many of these concerns 
involve politics, which often are not aligned with investor goals and tend to heighten volatility. Investors are climbing a wall of worry and, 
more recently, choosing to wait it out by holding more cash. 

While a full discussion is beyond the scope of this letter, it is worth mentioning that changes in market structure are also likely responsible for 
the magnitude of the sell-off. Statistics abound showing the rising infl uence of robo-trading and index-based passive investment products that 
buy and sell based solely on fl ows – regardless of value. Liquidity is scarce in market sell-offs, and we all pay a price as momentum trading 
requires lower and lower prices for trade execution. This trend is not new, but it is probably fair to say it has not been fully tested by a bear 
market or under tightening fi nancial conditions.

Market corrections can be a diffi cult experience, but we remain optimistic about prospects for preferred securities. As you know, we take a 
long-term view of investing and our process is rooted in fundamental credit research – and there is much to like about preferred issuers’ credit 
quality. At the same time, preferreds offer very competitive yields (higher by 1%–2% in most cases compared to December 2017). Volatility 
likely will persist into 2019, but we believe long-term investors will be rewarded with attractive income and, from current levels, potential for 
price appreciation.

Portfolio Results

Since the Fund’s inception on October  18, 2018 through December 31, 2018, the Fund’s US-dollar-denominated investment portfolio (before 
the impact of expenses and hedging currency risk between US and Canadian dollars) underperformed the ICE BofAML 8% Constrained Core 
West Preferred & Jr Subordinated Securities Index, which tracks the US-dollar-denominated preferred securities market. In general, preferreds 
had outperformed most other fi xed-income asset classes for much of 2018 as benchmark interest rates trended upward throughout the fi rst three 
quarters. During the fourth quarter though, preferreds were unable to sidestep market volatility and experienced one of their worst performing 
quarters since the fi nancial crisis. Investors sought shelter in safer assets, pushing the 10-year Treasury rate down to February 2018 levels and 
erasing much of the rise in rates for the year. The correlation between preferreds and Treasuries broke down in the fourth quarter and credit 
spreads on preferred securities widened signifi cantly to levels last seen in 2013.

In this environment, the Fund’s portfolio underperformed the benchmark due in large part to the Fund’s mix of securities as it continues to 
deploy cash and build portfolio positions. Since inception, the Fund quickly established positions in exchange-traded preferreds, facilitating 
smaller transactions given the Fund’s initial size. These initial positions were in preferreds with longer call protection and wider reset spreads, 
limiting extension risk (the potential that a preferred may remain outstanding past its non-call period on unattractive terms). However, these 
securities underperformed as benchmark interest rates declined toward the end of 2018. Over time, the Fund portfolio will establish larger 
positions in preferreds that trade “over-the-counter” (similar to senior bonds). These preferreds will help to provide diversifi cation among 
credits and security types in the Fund portfolio.

 Outlook for the Preferred Market

While 2018 probably represents a high point for US economic growth over the next several years, that’s not a bad thing. Given underlying 
labor force growth, 3% real GDP growth is not sustainable without higher productivity growth that the economy has been unable to muster so 
far. We still hope business investment will boost productivity and sustainable growth, but a somewhat slower pace of growth in the meantime 
reduces infl ation risk. In turn, that reduces the risk that the Federal Reserve might tighten monetary policy too aggressively and bring forward 
a recession.

Although we still expect another Fed tightening or two in 2019, risk of an even more rapid pace of tightening than in 2018 – which was very 
much on investors’ minds just a couple of months ago – has transformed into expectations of steady monetary policy, and maybe even a rate cut. 
And while US growth is likely to slow, it still should be better than most years of this recovery. That should support household and corporate 
income and balance sheets while limiting prospects for sharply higher long-term interest rates. 

Leverage at fi nancial companies has continued to decline, and most of those companies have historically strong balance sheets and rising 
earnings. US bank loan delinquencies and charge-offs are stable or falling from already-low levels and loan-loss reserves are strong. We do not 
anticipate a recession over the next two years, but major US banks appear to be well prepared if one arrives. Of course, individual companies 
will face challenges – especially among non-fi nancial companies, where leverage has increased since the fi nancial crisis – but we think credit 
fundamentals among preferred issuers remain  solid. Although volatility is likely to remain elevated for a time, we think the macroeconomic 
and credit environments are favorable for preferred securities. 
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FORWARD-LOOKING STATEMENTS 
Some of the statements contained herein including, without limitation, fi nancial and business prospects and fi nancial outlook may be forward- 
looking statements which refl ect management’s expectations regarding future plans and intentions, growth, results of operations, performance 
and business prospects and opportunities. Words such as “may,” “will,” “should,” “could,” “anticipate,” “believe,” “expect,” “intend,” 
“plan,” “potential,” “continue” and similar expressions have been used to identify these forward-looking statements. These statements refl ect 
management’s current beliefs and are based on information currently available to management. Forward-looking statements involve signifi cant 
risks and uncertainties. A number of factors could cause actual results to differ materially from the results discussed in the forward-looking 
statements including, but not limited to, changes in general economic and market conditions and other risk factors. Although the forward- 
looking statements contained herein are based on what management believes to be reasonable assumptions, we cannot assure that actual 
results will be consistent with these forward-looking statements. Investors should not place undue reliance on forward-looking statements. 
These forward-looking statements are made as of the date hereof and we assume no obligation to update or revise them to refl ect new events 
or circumstances, except as required by law.
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MANAGEMENT RESPONSIBILITY STATEMENT

The fi nancial statements of Brompton Flaherty & Crumrine Investment Grade Preferred ETF (the “Fund”) have been prepared by Brompton 
Funds Limited (the ‘‘Manager”  of the Fund) and approved by the Board of Directors of the Manager. The Manager is responsible for the 
information and representations contained in these fi nancial statements and the other sections of the annual report.

The Manager maintains appropriate procedures to ensure that relevant and reliable fi nancial information is produced. Statements have 
been prepared in accordance with International Financial Reporting Standards and include certain amounts that are based on estimates and 
judgements. The signifi cant accounting policies applicable to the Fund are described in note 3 to the fi nancial statements.

The Board of Directors of the Manager is responsible for ensuring that management fulfi lls its responsibilities for fi nancial reporting and has 
reviewed and approved these fi nancial statements. The Board carries out this responsibility through the Audit Committee, which is comprised 
of a majority of independent directors.

The Manager, with the approval of its Board of Directors, has appointed the external fi rm of PricewaterhouseCoopers LLP as the auditor of 
the Fund. It has audited the fi nancial statements of the Fund in accordance with Canadian generally accepted auditing standards to enable it to 
express to unitholders its opinion on the fi nancial statements. The auditor has full and unrestricted access to the Audit Committee to discuss 
its fi ndings.

(Signed) “Mark A. Caranci”  (Signed) “Craig T. Kikuchi”

Mark A. Caranci Craig T. Kikuchi

Chief Executive Offi cer Chief Financial Offi cer
Brompton Funds Limited Brompton Funds Limited

March  12, 2019
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INDEPENDENT AUDITOR’S REPORT

 To the Unitholders and Trustee of Brompton Flaherty & Crumrine Investment Grade Preferred ETF (the Fund)

OUR OPINION

 In our opinion, the accompanying fi nancial statements present fairly, in all material respects, the fi nancial position of the Fund as at December 31, 
2018 and its fi nancial performance and its cash fl ows for the period from October 18, 2018 (commencement of operations) to December 31, 
2018 in accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board (IFRS).

What we have audited

The Fund’s fi nancial statements comprise:

• the statement of fi nancial position as at December 31, 2018;

• the statement of comprehensive income for the period from October 18, 2018 (commencement of operations) to December 31, 2018; 

• the statement of cash fl ows for the period from October 18, 2018 (commencement of operations) to December 31, 2018; 

•  the statement of changes in net assets attributable to holders of redeemable units for the period from October 18, 2018 (commencement 
of operations) to December 31, 2018; and

• the notes to the fi nancial statements, which include a summary of signifi cant accounting policies.

 BASIS FOR OPINION

 We conducted our audit in accordance with Canadian generally accepted auditing standards. Our responsibilities under those standards are 
further described in the Auditor’s responsibilities for the audit of the fi nancial statements section of our report.

We believe that the audit evidence we have obtained is suffi cient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Fund in accordance with the ethical requirements that are relevant to our audit of the fi nancial statements in Canada. 
We have fulfi lled our other ethical responsibilities in accordance with these requirements.

OTHER INFORMATION

Management is responsible for the other information of the Fund. The other information comprises the Management Report of Fund 
Performance and the information, other than the fi nancial statements and our auditor’s report thereon, included in the annual report.

Our opinion on the fi nancial statements does not cover the other information and we do not express any form of assurance conclusion thereon.

In connection with our audit of the fi nancial statements of the Fund, our responsibility is to read the other information identifi ed above and, 
in doing so, consider whether the other information is materially inconsistent with the fi nancial statements of the Fund or our knowledge 
obtained in the audit, or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to report 
that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF MANAGEMENT AND THOSE CHARGED WITH GOVERNANCE FOR THE FINANCIAL STATEMENTS

Management is responsible for the preparation and fair presentation of the fi nancial statements in accordance with IFRS, and for such internal 
control as management determines is necessary to enable the preparation of fi nancial statements that are free from material misstatement, 
whether due to fraud or error.

In preparing the fi nancial statements, management is responsible for assessing the Fund’s ability to continue as a going concern, disclosing, as 
applicable, matters related to going concern and using the going concern basis of accounting unless management either intends to liquidate the 
Fund or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund’s fi nancial reporting process.
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the fi nancial statements as a whole are free from material misstatement, 
whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but 
is not a guarantee that an audit conducted in accordance with Canadian generally accepted auditing standards will always detect a material 
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they 
could reasonably be expected to infl uence the economic decisions of users taken on the basis of these fi nancial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise professional judgment and maintain 
professional skepticism throughout the audit. We also:

•  Identify and assess the risks of material misstatement of the fi nancial statements, whether due to fraud or error, design and perform audit 
procedures responsive to those risks, and obtain audit evidence that is suffi cient and appropriate to provide a basis for our opinion. The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal control.

•  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s internal control.

•  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made 
by management.

•  Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit evidence obtained, 
whether a material uncertainty exists related to events or conditions that may cast signifi cant doubt on the Fund’s ability to continue as a 
going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report to the related 
disclosures in the fi nancial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit 
evidence obtained up to the date of our auditor’s report. However, future events or conditions may cause the Fund to cease to continue 
as a going concern.

•  Evaluate the overall presentation, structure and content of the fi nancial statements, including the disclosures, and whether the fi nancial 
statements represent the underlying transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and signifi cant 
audit fi ndings, including any signifi cant defi ciencies in internal control that we identify during our audit.

 We also provide those charged with governance with a statement that we have complied with relevant ethical requirements regarding 
independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on our independence, 
and where applicable, related safeguards.

The engagement partner on the audit resulting in this independent auditor’s report is Derek Hatoum.

Chartered Professional Accountants, Licensed Public Accountants

Toronto, Ontario

March  12, 2019 
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STATEMENT OF FINANCIAL POSITION

As at December 31        2018

Assets

Current assets

Investments        $ 2,139,783 
Cash          2,772,122 
Income receivable         11,938  
Receivable from Manager         25,794  

Total assets        4,949,637

Liabilities  

Current liabilities  
Unrealized loss on foreign currency forward contracts (note   9)         98,387 
Distributions payable to holders of redeemable units (note  6)         20,834 

Accounts payable and accrued liabilities         64,014  

Total liabilities (excluding Net Assets attributable to holders of redeemable units)       183,235 

Net Assets attributable to holders of redeemable units       $ 4,766,402 

Redeemable units outstanding  (note  4)        200,000

Net Assets attributable to holders of redeemable units per unit        $ 23.83 

Approved on behalf of Brompton Flaherty & Crumrine Investment Grade Preferred ETF by the Board of Directors of Brompton Funds Limited, 
the Manager.

(Signed) “Christopher S.L. Hoffmann” (Signed) “Mark A. Caranci” 

 
Christopher S.L. Hoffmann Mark A. Caranci

Director Director

The accompanying notes are an integral part of these fi nancial statements.
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STATEMENT OF COMPREHENSIVE INCOME

For the period ended December 31        2018(1)

Income   

 Net gain (loss) on foreign exchange on cash        $ 39,973 

 Net gain (loss) on investments and derivatives: 
  Interest income for distribution purposes         68 
  Dividend income         17,919 

  Net change in unrealized gain (loss) on investments         21,708 

  Net change in unrealized gain (loss) on foreign currency forward contracts (note  9 )        (98,387)

 Total net gain (loss) on investments and derivatives          (58,692)

Total income (loss), net          (18,719)

Expenses  

 Management fees (note  7)         2,718 

 Audit fees         30,000 

 Independent Review Committee fees (note  7)         96 

 Custodial fees         481 

 Legal fees         566 
 Unitholder reporting costs         11,058 

 Other administrative expenses         25,108 
 Transaction costs          3,846  

Total expenses before recoveries from Manager         73,873 

Expenses recovered from Manager (note  7)          (66,755)  

Net operating expenses           7,118 

Increase (decrease) in Net Assets attributable to holders of redeemable units       $ (25,837)

Increase (decrease) in Net Assets attributable to holders of redeemable units per unit(2)      $ (0.39)

(1) For the period from October 18, 2018 (commencement of operations) to December 31, 2018.  
(2) Based on the weighted average number of redeemable units outstanding for the period (note  4).  

The accompanying notes are an integral part of these fi nancial statements.
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STATEMENT OF CASH FLOWS

For the period ended December 31        2018(1)

Cash fl ows from operating activities:    

 Increase (decrease) in Net Assets attributable to holders of redeemable units       $ (25,837)

 Adjustments for:  
  Net (gain) loss on foreign exchange on cash         (39,973)

   Net change in unrealized (gain) loss on investments         (21,708)

  Net change in unrealized (gain) loss on foreign currency forward contracts (note  9)       98,387 

  Decrease (increase) in income receivable         (11,938)

  Decrease (increase) in receivable from Manager         (25,794)

  Increase (decrease) in accounts payable and accrued liabilities         64,014 
  Purchase of investments (note  8)          (2,118,075) 

 Cash provided by (used in) operating activities          (2,080,924)

Cash fl ows from fi nancing activities:  

 Proceeds from issuance of redeemable units, net (note  4)         4,819,121  
 Distributions paid to unitholders, net (note  6)         (6,048) 

 Cash provided by (used in) fi nancing activities         4,813,073  

Net increase (decrease) in cash          2,732,149 

Net gain (loss) on foreign exchange on cash         39,973 

Cash, beginning of period         — 

Cash, end of period        $ 2,772,122  

Supplemental information:(2)  
 Dividends received        $ 11,023 

 Interest paid         4,974

(1)  For the period from October 18, 2018 (commencement of operations) to December 31, 2018.  
(2) Included in cash fl ows from operating activities.    

The accompanying notes are an integral part of these fi nancial statements.   
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STATEMENT OF CHANGES IN NET ASSETS ATTRIBUTABLE 
TO HOLDERS OF REDEEMABLE UNITS

For the period ended December 31         2018(1)

Net Assets attributable to holders of redeemable units at beginning of period      $ —

Operations:    

 Increase (decrease) in Net Assets attributable to holders of redeemable units            (25,837)

Distributions to holders of redeemable units:  

 Distributions paid to holders of redeemable units (note  6) 
   Net investment income          (9,565) 
   Capital gains         (29,317)

  Total          ( 38,882)

Redeemable unit transactions:  

 Proceeds from issuance of redeemable units, net (note  4)         4,819,121

 Reinvestments of distributions to holders of redeemable units (note  7)        12,000

 Net increase (decrease) from redeemable unit transactions         4,8 31,121  

Net increase (decrease) in Net Assets attributable to holders of redeemable units        4,766,402  

Net Assets attributable to holders of redeemable units at end of period       $ 4,766,402  

Distributions per unit (note  6)        $ 0.26 

(1)  For the period from October 18, 2018 (commencement of operations) to December 31, 2018.  

The accompanying notes are an integral part of these fi nancial statements.
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SCHEDULE OF INVESTMENT PORTFOLIO

  Cost  Cost   Carrying Carrying % of

As at December 31, 2018  (USD) (CAD) Value (USD) Value (CAD) Portfolio

  Shares/ 

Par Value US$ Preferred Securities

  Banking      

  1,000  ING Groep Nv, 6.125% due December 31, 2049 $  25,030   $ 32,516   $  24,910 $  34,007  

      25,030  32,516  24,910   34,007  1.6%

  Energy      

 4,500 Enbridge Inc., 6.375% due April 15, 2078   107,936    144,525   105,930    144,616 
 500 Nustar Logistics L.P., 0.00% due January 15, 2043  12,615    16,333    11,920    16,273   
$ 115,000   Transcanada Pipelines Limited, 
   5.875% due August 15, 2076    108,100  147,189    108,457   148,065  

      228,651   308,047  226,307  308,954 14.4%

  Financial Services        
  1,500   Legg Mason Incorporated, 6.375% due March 15, 2056   37,648   49,581    36,090    49,270 

       37,648   49,581    36,090    49,270   2.3%

  Insurance      

  3,637  Arch Capital Group Ltd., 
   5.45% due December 31, 2049   77,344   103,099  73,940  100,943  
  1,600 Aspen Insurance Holdings Ltd., 
   5.95% due December 31, 2049   38,211    50,384    36,208    49,431 
 5,000 Axis Capital Holdings, 5.50% due December 31, 2049  107,221    143,500    104,700    142,936 
 1,000 Enstar Group Limited, 7.00% due December 31, 2049 25,799    33,436    23,400    31,946 
 1,500 Partnerre Ltd., 5.875% due December 31, 2049  36,843    47,863    34,140    46,608 
 2,800 Partnerre Ltd., 7.25% due December 31, 2049   70,129    95,372    70,532    96,290 
 4,500 Prudential Financial Inc., 5.625% due August 15, 2058  107,030    143,345    106,380    145,230 
 3,000 Reinsurance Group Of America, 
   5.75% due June 15, 2056   73,100    97,046    70,650    96,451 
 2,500 RenaissanceRe Holdings Ltd., 
   5.75% due December 31, 2049   57,839    76,474   54,575  74,506 
 2,700 Torchmark Corporation, 6.125% due June 15, 2056  67,730  89,758  67,824   92,593 
 4,600 Unum Group, 6.25% due June 15, 2058   107,415  143,684  104,282  142,366 
  3,200   W.R. Berkley Corporation, 5.75% due June 1, 2056  72,266    96,132    71,744    97,945  

        840,927  1,120,093  818,375  1,117,245 52.2%

  Utilities      

  1,500  Algonquin Power & Utilities Corp., 
   6.875% due October 17, 2078   37,815  48,959  37,455  51,134 
 1,300 Dominion Energy Inc., 5.25% due July 30, 2076   29,796    38,708    30,004    40,961 
 1,500 DTE Energy Company, 6.00% due December 15, 2076 37,620    48,707    38,670    52,792 
 1,500 Duke Energy Corporation, 
   5.625% due September 15, 2078   35,715    46,397    35,700    48,738 
 $ 100,000 Nextera Energy Capital, 0.00% due October 1, 2066  82,250    111,872    82,750    112,970 
 1,500 Nextera Energy Capital, 5.25% due June 1, 2076   35,155    45,618    34,350    46,895 
 4,300 PPL Capital Funding Inc. 5.90% due April 30, 2073  103,571    138,904    105,866    144,528   
  1,500   Southern Company, 5.25% due October 1, 2076   33,365    43,346    32,715    44,662 

      395,287  522,511  397,510  542,680  25.4%  

  Total Preferred Securities  1,527,543   2,032,748    1,503,192  2,052,156 95.9%
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SCHEDULE OF INVESTMENT PORTFOLIO (continued)

  Cost  Cost   Carrying Carrying % of

As at December 31, 2018  (USD) (CAD) Value (USD) Value (CAD) Portfolio

Par Value US$ Corporate Debt Securities

  Banking      

  2,200  Texas Capital Bancshares, 
   6.50% due September 21, 2042 $   54,664 $  72,788 $   54,910 $  74,963   

      54,664   72,788    54,910   74,963   3.5%

  Communications       
 400   AT&T Inc., 5.625% due August 1, 2067     9,652    12,539      9,276     12,664  

       9,652     12,539    9,276    12,664 0.6%

  Total Corporate Debt Securities  64,316  85,327  64,186  87,627 4.1%

  Total Investments $ 1,591,859 $ 2,118,075 $ 1,567,378 $ 2,139,783 100.0%
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NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018 

1. GENERAL INFORMATION

Brompton Flaherty & Crumrine Investment Grade Preferred ETF (the ‘‘Fund’’) is an exchange-traded fund (“ETF”) created under the laws of 
the Province of Ontario on October 5, 2018, pursuant to the terms of the declaration of trust. Brompton Funds Limited (the ‘‘Manager’’) is 
the manager, trustee, and portfolio manager of the Fund and is responsible for managing the affairs of the Fund. CIBC Mellon Trust Company 
is the custodian of the Fund’s assets and prepares the daily valuations of the Fund. The Fund commenced operations on October 18, 2018. 
The address of the Fund’s registered offi ce is Bay Wellington Tower, Brookfi eld Place, Suite 2930, 181 Bay Street, Toronto, Ontario, M5J 2T3. 

The redeemable units of the Fund are publicly listed on the Toronto Stock Exchange under the symbol BPRF. The Fund invests in an actively 
managed portfolio consisting primarily of preferred and income-producing corporate securities, including traditional preferred stock, trust 
preferred securities, hybrid securities that have characteristics of both equity and debt securities, contingent-capital securities, subordinated 
debt, and senior debt of North American issuers or of Canadian- or US-dollar-denominated securities of global issuers. The Fund will primarily 
invest in securities of issuers that are rated investment grade; however, the Fund may also invest in securities that are not rated investment grade 
if, after investment in such securities, at least 75% of the Fund’s portfolio (by market weight, as measured at the time of investment) consists 
of securities of issuers that are rated investment grade.

These fi nancial statements were approved on behalf of Brompton Flaherty & Crumrine Investment Grade Preferred ETF by the Board of 
Directors of Brompton Funds Limited, the Manager, on March   5, 2019. 

2. BASIS OF PRESENTATION

These fi nancial statements have been prepared in compliance with International Financial Reporting Standards (“IFRS”) as issued by the 
International Accounting Standards Board (“IASB”). The fi nancial statements have been prepared under the historical cost convention, as 
modifi ed by the revaluation of fi nancial assets and fi nancial liabilities (including derivative fi nancial instruments) at fair value through profi t 
or loss.

3. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of the fi nancial statements are set out below. These policies have been consistently 
applied.

a) Financial Instruments

 The  Fund’s portfolio of  investments is managed, and performance is evaluated on a fair value basis. The Fund is primarily focused on fair 
value information and uses that information to assess the assets’ performance and to make decisions. The Fund has not taken the option to 
irrevocably designate any equity securities as fair value through other comprehensive income (“FVOCI”). The contractual cash fl ows of the 
Fund’s debt securities that are solely principal and interest  are neither held for the purpose of collecting contractual cash fl ows nor held both 
for collecting contractual cash fl ows and for sale. The collection of contractual cash fl ows is only incidental to achieving the Fund’s business 
model’s objective. Consequently, all investments  are measured at fair value through profi t or loss (“FVTPL”). Derivative  a ssets and liabilities 
are also measured at FVTPL.

The Fund’s obligation for Net Assets attributable to holders of redeemable units is measured assuming the redemption of units at Net Asset 
Value on the valuation date. All other fi nancial assets and liabilities are measured at amortized cost. Under this method, fi nancial assets and 
liabilities refl ect the amounts required to be received or paid, discounted when appropriate, at the fi nancial instrument’s effective interest 
rate. The Fund’s accounting policies for measuring the fair value of its investments and derivatives are identical to those used in measuring its 
published Net Asset Value. The carrying values of the Fund’s fi nancial assets and liabilities that are not carried at FVTPL approximate their 
fair values due to their short-term nature.

b) Offsetting Financial Instruments

Financial assets and liabilities are offset and the net amount reported in the Statement of Financial Position when there is a legally enforceable 
right to offset the recognized amounts and there is an intention to settle on a net basis or to realize the asset and settle the liability simultaneously. 
The legally enforceable right must not be contingent on future events and must be enforceable in the normal course of business and in the event 
of default, insolvency or bankruptcy of the Fund or the counterparty.

c) Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date. The fair value of fi nancial assets and liabilities traded in active markets (such as publicly traded marketable securities) 
is based on quoted market prices at the close of trading on the measurement date. The Fund uses the last traded market price for both fi nancial 
assets and fi nancial liabilities where the last traded price falls within that day’s bid-ask spread. In circumstances where the last traded price is 
not within the bid-ask spread, the Manager determines the point within the bid-ask spread that is most representative of fair value based on 
the specifi c facts and circumstances. The Fund’s policy is to recognize transfers into and out of the fair value hierarchy levels as of the date 
of the event or change in circumstances giving rise to the transfer. 
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The fair value of fi nancial assets and liabilities that are not traded in an active market, including over-the-counter derivatives, is determined 
using valuation techniques. The Fund uses a variety of methods and makes assumptions that are based on market conditions existing at each 
measurement date. Valuation techniques include the use of comparable recent arm’s length transactions, reference to other instruments that 
are substantially the same and others commonly used by market participants that make the maximum use of observable inputs. Refer to 
note 1 1 for further information about the Fund’s fair value measurements.

d) Cash

Cash is comprised of demand deposits with fi nancial institutions.

e) Investment Transactions and Income and Expense Recognition

Investment transactions are accounted for on the trade date. The interest for distribution purposes shown on the Statement of Comprehensive 
Income represents the coupon interest received by the Fund accounted for on an accrual basis. The Fund does not amortize premiums paid 
or discounts received on the purchase of fi xed income securities except for zero coupon bonds, which are amortized on a straight line basis. 

Net realized gain (loss) on sale of investments and unrealized gain (loss) on investments are determined on an average cost basis. Average cost 
does not include amortization of premiums or discounts on fi xed income securities with the exception of zero coupon bonds. Dividend income 
is recognized on the ex-dividend date.

f) Transaction Costs

Transaction costs directly attributable to the acquisition or disposal of an investment are expensed in the period incurred and disclosed as 
“Transaction costs” in the Statement of Comprehensive Income. 

g) Income Taxes

The Fund qualifi es as a mutual fund trust under the Income Tax Act (Canada). The Fund distributes to its unitholders suffi cient net income 
and net capital gains so that it is not subject to income taxes and, in substance, is exempt from Canadian taxes on these sources of income. 
Accordingly, the Fund does not record any Canadian income taxes. Since the Fund does not record income taxes, the tax benefi t of capital and 
non-capital losses has not been refl ected in the Statement of Financial Position as a deferred income tax asset. The Fund may incur withholding 
taxes imposed by certain countries on investment income and capital gains. Such income and gains are recorded on a gross basis and the related 
withholding taxes are shown as a separate expense in the Statement of Comprehensive Income. 

h) Foreign Currency Translation 

The Fund’s subscriptions and redemptions are denominated in Canadian dollars, which is also its functional and presentation currency. Foreign 
currency transactions are translated into the functional currency using the exchange rates prevailing at the dates that transactions occur. Foreign 
currency assets and liabilities denominated in a foreign currency are translated into the functional currency using the exchange rate prevailing 
at the measurement date. Foreign exchange gains and losses relating to cash are presented as “Net gain (loss) on foreign exchange on cash” 
and those relating to other fi nancial assets and liabilities are presented within “Net realized gain (loss)” and “Net change in unrealized gain 
(loss)” in the Statement of Comprehensive Income.

i) Securities Lending

The Fund may enter into securities lending transactions. These transactions involve the temporary exchange of securities as collateral with a 
commitment to deliver the same securities on a future date. Income is earned from these transactions in the form of fees paid by the counterparty 
and, in certain circumstances, interest paid on securities held as collateral. Income earned from these transactions is recognized on an accrual 
basis and included in the Statement of Comprehensive Income.

j) Classifi cation of Redeemable Units by the Fund

Under International Accounting Standard (“IAS”) 32, Financial Instruments : Presentation, the Fund classifi es its redeemable units as liabilities. 
The Fund’s redeemable units do not meet the criteria in IAS 32 for classifi cation as equity as the Fund has more than one contractual obligation 
to its unitholders.



22

Brompton Flaherty & Crumrine Investment Grade Preferred ETF — Annual Report 2018

 NOTES TO THE FINANCIAL STATEMENTS (continued)

December 31, 2018

 4.  EXCHANGES AND REDEMPTIONS 

Authorized

The Fund is authorized to issue an unlimited number of transferable, redeemable units of benefi cial interest, each of which represents an equal, 
undivided interest in the Net Asset Value of the Fund. Each unit entitles the holder to one vote and to participate equally with respect to any 
and all distributions made by the Fund. Unitholders may sell units on the TSX; in addition, unitholders may redeem (i) units of the Fund for 
cash at a redemption price per unit equal to 95% of the closing price for the applicable units on the TSX on the effective day of redemption, 
less any applicable Administration Fee determined by the Manager in its sole discretion, or (ii) a prescribed number of units for the constituent 
securities of the portfolio and cash, or for cash only.

Issued

          2018(1)

          Number

          of Units

Redeemable units, outstanding at October 18           — 
 Issuance of redeemable units        200,000

 Distributions through issuance of units (note  6)        504

 Consolidation of units (note  6)        (504)

Redeemable units, outstanding at December 31        200,000 

Weighted average number of redeemable units outstanding         65,600 

(1) For the period from October 18, 2018 (commencement of operations) to December 31, 2018.

On October 18, 2018, the Fund issued 40,000 units at a price of $25.00 per unit for total proceeds of $1,000,000. 

On December 20, 2018, the Fund issued an additional 160,000 units at a price of $23.87 per unit for total proceeds of $3,819,121.

Following the notional distributions paid on December 31, 2018, 504 units were issued and subsequently consolidated.

At December 31, 2018, 80% of the Fund’s units are held by an investment  fund managed by the Manager.

 On December 31, 2018, the Fund’s closing market price per unit was $24.11.

 5.  CAPITAL MANAGEMENT

The Fund’s capital is comprised of its Net Assets attributable to holders of redeemable units, which may change signifi cantly subject to the 
amount and frequency of subscriptions and redemptions at the discretion of unitholders. The Fund’s objectives in managing its capital are 
to provide unitholders with (a) stable monthly cash distributions; and (b) a stable Net Asset Value. The Fund manages its capital taking into 
consideration the risk characteristics of its holdings.

 6.  DISTRIBUTIONS TO UNITHOLDERS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of the Fund. The Fund does not have a fi xed distribution 
amount. The amount of distributions, if any, will be set at the Manager’s sole discretion and may be based on the Manager’s assessment of 
the prevailing market conditions, the Fund’s ability to generate suffi cient levels of distributable cash and any other factors that the Manager, 
at its discretion, may deem relevant. 

 For the period ended December 31, 2018, the Fund declared total monthly distributions of $0.32 per unit. This included a special unit 
distribution of $0.06 per unit. Total distributions amounted to $38,882. Total distributions included a notional distribution of $12,000 paid 
on December 31, 2018. Notional distributions are paid in additional units and subsequently consolidated so the number of units outstanding 
after the consolidation is identical to the number of units before the distribution. They are reported as taxable distributions and increase each 
unitholder’s adjusted cost base for their units. Neither the number of units held by the unitholder nor the Net Asset Value per unit of the Fund 
change as a result of the notional distributions. 

Under the Fund’s distribution reinvestment plan, unitholders may elect to reinvest monthly distributions by purchasing additional units of the 
Fund, which may be purchased from the open market. For the period ended December 31, 2018, no units were issued by the Fund pursuant 
to the distribution reinvestment plan. 

On January  24, 2019, the Fund declared $ 0.10417 per unit monthly distributions for record dates January 31, 2019, February 28, 2019 and March 29, 
2019, respectively.
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 7.  RELATED PARTY TRANSACTIONS

a) Management and Advisor Fees

Pursuant to a management agreement, the Manager provides management, administrative and advisory services, including key management 
personnel, to the Fund. In consideration for these services, the Fund pays a management fee equal to 0.75% per annum of the Net Asset Value 
of the Fund, plus applicable taxes. The Net Asset Value of the Fund is determined by taking the total assets of the Fund and deducting the 
Fund’s liabilities. This fee is calculated and payable monthly. 

The Manager may, at its discretion, waive a portion of the management fees and/or reimburse the Fund to ensure that the sum of management 
fees and certain normal-course operating expenses is limited to 0.95% of Net Asset Value.

The Manager shall also pay an investment sub-advisory fee in consideration of the duties performed by the Sub-Advisor, equal to 50% of the 
following amount: (a) 0.75% per annum of the Net Asset Value of the Fund , minus (b) any part of the management fee waived by the Manager 
and any amount paid or absorbed by the Manager that would otherwise have properly been fund expenses of the Fund, in each case as made at 
the discretion of the Manager, in order to limit the management fee and operating expenses, including applicable taxes, to 0.95% of Net Asset 
Value per annum , minus (c) any fee waivers or expense contributions made by the Manager to the Flaherty & Crumrine Investment Grade 
Preferred Income Fund (“FFI”), in order to offset management fees and operating expenses related to FFI’s portfolio holdings of the  Fund.

For the period ended December 31, 2018, the management fee amounted to $2,718, of which nil was payable as of December 31, 2018. The 
Manager absorbed $66,755 of costs. As at December 31, 2018, $25,794 was receivable from the Manager. The Fund is responsible for the 
payment of all expenses relating to its operations and the carrying on of its business.

b) Independent Review Committee Fees

The total remuneration paid to members of the Independent Review Committee during the period ended December 31, 2018 was $96 and 
consisted only of fees. As at December 31, 2018, there was $721 prepaid in Independent Review Committee fees.

 8.  INVESTMENT TRANSACTIONS 

Investment transactions for the period ended December 31, 2018 were as follows:

          2018(1)

Proceeds from sale of investments        $ — 

Less cost of investments sold:  
 Investments at cost, beginning of period        —

 Investments purchased during the period        2,118,075 

 Investments at cost, end of period         (2,118,075)

Cost of investments sold during the period         — 

Net realized gain (loss) on sale of investments         $ —

(1) For the period from October 18, 2018 (commencement of operations) to December 31, 2018.

For the period ended December 31, 2018, there were no soft dollar amounts paid.  

 9.  FOREIGN CURRENCY FORWARD CONTRACTS

The Fund uses foreign currency forward contracts to hedge foreign exchange risks associated with its US dollar investment portfolio. During 
the period ended December 31, 2018, the Fund did not realize any gains or losses on the close-out of certain contracts.

At December 31, 2018, the Fund had entered into the following foreign currency forward contracts with a Canadian chartered bank with a 
DBRS rating of AA:

 Canadian Dollars  US Dollars         Forward Rate  Fair Value 

 Purchased (Sold)  Purchased (Sold)    Maturity Date     (USD/CAD)  (CAD)

 $ 1,000,000    $ (771,099)   January 15, 2019       0.77110   $ (52,356) 

   3,747,968     (2,780,000)   January 15, 2019       0.74174      (46,031) 

 $ 4,747,968   $ (3,551,099)           $ (98,387)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

December 31, 2018

1 0.  FINANCIAL RISK MANAGEMENT 

The Fund’s investment activities expose it to a variety of fi nancial risks. The Schedule of Investment Portfolio presents the securities held by 
the Fund as at December 31, 2018 and groups the securities by asset type and market segment. Signifi cant risks that are relevant to the Fund 
are discussed below.

The Manager attempts to minimize the potential adverse effects of these risks on the Fund’s performance by employing a professional, 
experienced portfolio manager, by diversifying the investment portfolio within the constraints of the investment objectives, and by using 
fi nancial instruments to hedge certain risk exposures. Securities purchased by the Fund are primarily rated investment grade at the time of 
investment. To assist in managing risks, the Manager also maintains a governance structure that oversees the Fund’s investment activities and 
monitors compliance with the Fund’s stated investment strategy and restrictions, internal guidelines, and securities regulations.

The investment portfolio is primarily comprised of US-dollar-denominated corporate debt and preferred securities. It is the Manager’s intention 
to hedge substantially all of the US-dollar foreign exchange exposure at all times.

a) Interest Rate Risk

Interest rate risk arises on interest-bearing fi nancial instruments such as corporate debt and preferred securities. The Fund is exposed to the 
risk that the value of interest-bearing fi nancial instruments will fl uctuate due to changes in the prevailing levels of market interest rates. Due to 
the negative effect that rising long-term interest rates can have on the value of a long-term duration portfolio, the Fund may employ a safety 
net hedge strategy to help mitigate this impact. 

The Fund is also exposed to interest rate risk on its variable interest rate loans. Fluctuations in interest rates have a direct impact on the interest 
payments the Fund makes on its loans.

The table below summarizes the Fund’s exposure to interest rate risk by remaining term to maturity.

    Less Than         Greater Than  

As at December 31, 2018  1 Year  1–3 Years  3–5 Years  5 Years  Total

Preferred securities and corporate debt  $  —   $  — $ — $ 2,139,783 $  2,139,783 

As at December 31, 2018, had prevailing interest rates increased by 1%, assuming a parallel shift in the yield curve, with all other variables 
held constant, Net Assets would have decreased by approximately $0.2 million or 3.3% of Net Asset Value. Similarly, had prevailing interest 
rates decreased by 1%, assuming a parallel shift in the yield curve, with all other variables held constant, Net Assets would have increased by 
$0.1 million or 2.8% of Net Asset Value. The Fund’s sensitivity to interest rate changes was estimated using the weighted average duration 
of the portfolio and the impact on annual interest expense for the loans payable. In practice, the actual trading results may differ, and the 
difference could be material.
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b) Currency Risk

Currency risk is the risk that fi nancial instruments that are denominated in a currency other than the Canadian dollar, which is the Fund’s 
reporting currency, will fl uctuate due to changes in exchange rates. The investment portfolio is comprised primarily of US-dollar-denominated 
corporate debt and preferred securities. The Fund’s exposure to US dollar currency was substantially hedged through its US-dollar-
denominated foreign currency forward contracts and loans. The table below indicates the foreign currency investment holdings in the Fund 
and the corresponding foreign currency hedges as at December 31, 2018 in Canadian dollar terms. The table also illustrates the potential 
impact to the Fund’s Net Assets attributable to holders of redeemable units, with all other variables held constant, as a result of a 5% change 
in the foreign currency related to the Canadian dollar. In practice, the actual trading results may differ, and the difference could be material.

As at  December 31, 2018:

Investments

Cash and 

Other 

Receivables

Foreign 

Currency 

Forward 

Contracts 

(note    9) Loans

Total

Currency

Exposure

Impact on

Net Assets

Impact on 

Net Assets 

(%)

US dollars  $       2,139,783  $     2,726,196   $        (4,846,355)  $                  —  $            19,624    $               981  (0.02%)

 $       2,139,783   $     2,726,196   $        (4,846,355) $                  —  $            19,624   $               981 (0.02%)

c) Credit Risk

Credit risk is the risk that a counterparty to a fi nancial instrument will fail to discharge an obligation or commitment that it has entered into 
with the Fund. The Fund’s greatest concentration of credit risk is in debt securities such as corporate debt, preferred securities and derivatives. 
The fair value of corporate debt, preferred securities and derivatives includes consideration of the creditworthiness of the issuer. The carrying 
amount of investments, as presented on the Schedule of Investment Portfolio, represents the maximum credit risk exposure as at December 31, 
2018. The carrying amount of the Fund’s other assets also represents the maximum credit risk exposure, as they will be settled in the short term.

All transactions in securities are settled/paid for upon delivery using approved brokers. The risk of default is considered minimal as delivery of 
securities sold is only made once the Fund has received payment. The trade will fail if either party fails to meet its obligation. 

Credit risk arising on debt and preferred securities is mitigated by investing in investment grade securities at the time of purchase. The Portfolio 
Manager evaluates the credit quality of the securities prior to purchase and performs ongoing monitoring of the credit quality of the securities. 
The Fund would not invest more than 10% of its total assets in the securities of any one issuer at the time of purchase in accordance with 
investment restrictions. 

As at December 31, 2018, the Fund invested in debt and preferred securities with the following credit ratings. Credit ratings represent the best 
rating of Standard & Poor’s, Moody’s or Fitch Ratings.

         2018

Portfolio by Rating Category        % of Portfolio

A-           1%
B+           1%
BB+         4%
BBB- to BBB+        94%

Total         100.0%

The Fund is also exposed to credit risk for the amount of unrealized gains under the foreign currency forward contracts (note  9) with a Canadian 
chartered bank with a DBRS rating of AA.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

December 31, 2018

d) Price Risk

Price risk is the risk that the value of fi nancial instruments will fl uctuate as a result of changes in market prices (other than those arising from 
interest rate risk or currency risk), whether caused by factors specifi c to an individual investment, its issuer, or all factors affecting all instruments 
traded in a market or market segment. All securities present a risk of loss of capital. The Portfolio Manager attempts to moderate this risk 
through the careful selection of securities and other fi nancial instruments within the parameters of the investment strategy. The maximum 
risk of loss resulting from fi nancial instruments is equivalent to their fair value.

The Fund is exposed to price risk from its investment in debt and equity securities. As at December 31, 2018, had the prices on the respective 
stock exchanges for these debt and equity securities increased or decreased by 10%, with all other variables held constant, Net Assets would 
have increased or decreased by approximately $0.2 million or 4.5% of total Net Assets. In practice, the actual results may differ, and the 
difference could be material.

e) Liquidity Risk

Liquidity risk is the risk that the Fund may not be able to settle or meet its obligations on time or at a reasonable price. The Fund is subject to 
the potential daily net redemptions of units. The Fund invests its Net Assets in securities that are traded on public exchanges and expects that 
the securities may be sold on a timely basis although there may not be suffi cient time to sell the securities at a reasonable price. In addition, the 
Fund expects that most redemptions will be in-kind, which allows the Fund to deliver securities to meet its redemption obligations.

The table below lists the Fund’s fi nancial liabilities by relevant maturity groupings based on the remaining year between the fi nancial statement 
date and the contractual maturity date.

    Less Than  3 Months  Greater Than

As at December 31, 2018  3 Months  to 1 Year  1 Year  Total

Unrealized loss on foreign currency forward contracts  $  98,387   $ — $ — $   98,387  
Accounts payable and accrued liabilities  64,014    —  —  64,014 
Distributions payable to unitholders   20,834   —  —   20,834 

Total    $ 183,235 $ — $ — $ 183,235

1 1.  FAIR VALUE MEASUREMENT

The Fund’s assets and liabilities recorded at fair value have been categorized within a hierarchy which gives the highest priority to unadjusted 
quoted prices in active markets for identical assets or liabilities (level 1) and the lowest priority to unobservable inputs (level 3). The 
three levels of the fair value hierarchy are:

Level 1: Inputs that refl ect unadjusted quoted prices in active markets for identical assets or liabilities. 

Level 2: Inputs, other than quoted prices, that are observable for the asset or liability, either directly or indirectly, including inputs in markets 
that are not considered to be active. 

Level 3: Inputs that are unobservable. There is little if any market activity. Inputs into the determination of fair value require signifi cant 
management judgement or estimation. 

A fi nancial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is signifi cant to the fair value 
measurement. 

Assets and liabilities at fair value as at December 31, 2018  Level 1  Level 2  Level 3  Total

Preferred securities   $ 1,791,121    $ 261,035  $ — $ 2,052,156 
Corporate debt  87,627   —  —  87,627
Foreign currency forward contracts (losses)  —    (98,387)  —  (98,387)

Total    $ 1,878,748    $ 162,648  $ — $ 2,041,396 

There were no transfers of fi nancial assets and liabilities between the levels during the period ended December 31, 2018.

All fair value measurements above are recurring. The carrying values of cash, income receivable, receivable from Manager, distributions payable, 
and accounts payable and accrued liabilities approximate their fair values due to their short-term nature. Fair values are classifi ed as level 1 
when the related security or derivative is actively traded and a quoted price is available. If an instrument classifi ed as level 1 subsequently ceases 
to be actively traded, it is transferred out of level 1. In such cases, the instrument is reclassifi ed into level 2, unless the measurement of its fair 
value requires the use of signifi cant unobservable inputs, in which case it is classifi ed as level 3.
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a) Preferred Securities and Corporate Debt

The Fund’s preferred securities are classifi ed as level 1 when the security is actively traded and a reliable price is observable. Certain of the 
Fund’s preferred securities do not trade frequently and therefore observable prices may not be available. In such cases, fair value is determined 
using observable market data (e.g., transactions for similar securities of the same issuer) and the fair value is classifi ed as level 2. Corporate 
debt includes corporate bonds, which are valued at the mean of the bid/ask price provided by recognized investment dealers. These prices are 
generally observable and therefore the Fund’s corporate debt has been classifi ed as level 2. The net realized and net change in unrealized gain 
from preferred securities and corporate debt during the period ended December 31, 2018 was $21,708.

b) Foreign Currency Forward Contracts

The Fund may enter into foreign currency forward contracts, which are agreements between two parties to buy and sell currencies at a set price 
on a future date. The fair value of such contracts will fl uctuate with changes in currency exchange rates. The forward contracts’ value, which is 
based on current forward rates, is the value that could be realized if the forward contracts were closed out on the fi nancial reporting date and 
the change in fair value is recorded as an unrealized gain or loss. When the contract is closed, the Fund records a realized gain or loss equal to 
the difference between the value of the contract on the date it was opened and the value on the date it was closed. Foreign currency forward 
contracts are classifi ed as level 2. The net realized and net change in unrealized loss from derivatives during the period ended December 31, 
2018 was $98,387.  

1 2.  OFFSETTING OF FINANCIAL INSTRUMENTS

The Fund has a foreign exchange settlement and novation netting agreement in place for its foreign currency forward contracts that does not 
meet the criteria for offsetting in the Statement of Financial Position but allows for the related amounts to be set off in certain circumstances, 
such as bankruptcy or termination of the contracts. The following table presents the Fund’s fi nancial assets and liabilities subject to 
offsetting, enforceable master netting arrangement and similar agreements. The table is presented by type of fi nancial instruments as at 
December 31, 2018.

As at December 31, 2018:

Offset Not Offset

A B C = A - B D E = C - D

 Gross Amounts 

of Recognized 

Financial Assets 

and Liabilities

Gross Amounts 

of Recognized 

Financial Assets 

and Liabilities 

 Offset in the 

Statement of 

Financial Position

 Net Amounts of 

Financial Assets 

and Liabilities 

Presented in the 

Statement of 

Financial Position

 Related Amounts Not  Offset 

in the Statement of 

Financial Position

 Net Amount

 Financial 

Instruments  Cash Collateral

Derivative assets  $ —  $ —  $ —  $ —  $ —  $  — 
Derivative liabilities  (98,387) —   (98,387)   — —    (98,387)

Total  $ (98,387)  $ —  $ (98,387)  $ —  $ —  $ (98,387)

1 3.  INCOME TAX

The Fund had no accumulated capital and non-capital losses  as at December 31, 2018.  
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