
the fund
Tech Leaders Income 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 TLF and are RRSP, DPSP, RRIF, RESP and TFSA eligible.

Investment objeCtIves and strategIes
The Fund’s investment objectives are to provide unitholders with (i) stable monthly cash distributions; (ii) the opportunity for capital 
appreciation; and (iii) lower overall volatility of portfolio returns than would otherwise be experienced by owning securities of technology 
companies directly. The Fund seeks to achieve the investment objectives by investing in an approximately equally weighted portfolio comprised 
of large-capitalization North American listed technology companies and by writing covered call options on up to 33% of the portfolio. To be 
considered for inclusion in the portfolio, at the time of investment and at the time of each periodic reconstruction and/or rebalancing, each 
technology company must have a market capitalization of at least US$10 billion. Each such qualifying technology company will be evaluated 
based on the following metrics (among others): (i) growth; (ii) value; (iii) profitability; (iv) liquidity; and (v) balance sheet strength. The Fund 
may also invest up to 25% of total assets in technology-related companies or non-North American listed technology companies. The portfolio 
is rebalanced and reconstituted at least annually but may be reconstituted and/or rebalanced more frequently at the Manager’s discretion.

Management Report of Fund Performance

March 12, 2019

This annual management report of fund performance for Tech Leaders Income ETF (the “Fund”) contains financial highlights but does not contain 
the audited annual financial statements of the Fund. The audited annual financial statements follow this report. You may obtain a copy of the 
audited annual or unaudited interim financial statements, at no cost, by calling 1-866-642-6001 or by sending a request to Investor Relations, 
Brompton Funds, Bay Wellington Tower, Brookfield 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 figures 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.
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The Fund’s holdings at December 31, 2018 included:

Accenture PLC  CDW Corporation  Mastercard Incorporated 
Adobe Inc.  Cisco Systems Inc. Microsoft Corporation
Alphabet Inc. Crown Castle International Corp. Motorola Solutions Inc.
Amazon.com Inc. Fiserv Inc. Oracle Corporation 
Amphenol Corporation Intel Corporation  Verizon Communications Inc.
Apple Inc. Keysite Technologies Inc. Visa Inc. 

reCent developments

Conversion to Exchange-Traded Fund

At a special meeting of unitholders held on February 28, 2018, unitholders of the Fund approved the conversion (“ETF Conversion”) of the 
Fund from a closed-end investment fund into an exchange-traded fund (“ETF”). On April 3, 2018, the Fund was renamed “Tech Leaders 
Income ETF” and unitholders received one unit in the ETF for each unit of the Fund held prior to the ETF Conversion. The investment strategies 
of the Fund are substantially similar, before and after the ETF Conversion. All costs of the ETF Conversion, including with respect to the 
special meeting, were borne by the Manager. The ETF structure has provided better trading liquidity with reduced bid/ask spreads. Following 
the ETF Conversion, the Manager has waived a portion of the management fee and/or reimbursed the Fund to ensure that the management 
expense ratio is limited to approximately 0.95% (inclusive of GST/HST) from that time on. In March 2019, the Fund’s name will be amended 
to Brompton Tech Leaders Income ETF.

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 for the year ended December 31, 2018 totalled $0.65 per unit, reflecting monthly payments of $0.054 per unit, 
the same as in 2017. Since inception, the Fund has paid total cash distributions of $4.93 per unit. In connection with the ETF Conversion, the 
Fund’s dividend reinvestment plan was amended effective April 17, 2018 to permit the plan agent to only make market purchases. Pursuant to 
the previous distribution reinvestment plan, 1,152 units were acquired from treasury at an average price of $11.44 per unit. All distributions 
are automatically reinvested on each unitholder’s behalf, commission free, in additional units of the Fund at the election of each such unitholder, 
except in the case of non-resident unitholders who will continue to receive distributions in cash. During 2018, 8,205 units were acquired in 
the market at an average price of $12.11 per unit.

Changes in Net Assets from Operations (see Financial Highlights)

The Fund received revenue of $0.13 per unit during 2018 compared to $0.10 per unit in 2017 due to portfolio rebalancing and weighting 
to higher-dividend-paying securities. Premiums from writing call options, which are included in the realized and change in unrealized gains 
(losses), amounted to $0.02 per unit in 2018, compared to $0.12 per unit in 2017. The Fund utilizes the premiums from covered call options 
to help fund the monthly cash distribution target. Expenses in 2018 were $0.17 per unit, down from $0.20 per unit in 2017, reflecting the cap 
of approximately 0.95% on the management expense ratio.

Net Asset Value

The Net Asset Value per unit of the Fund was $10.77 at December 31, 2018 compared to $10.92 at December 31, 2017, a 1.4% decrease. The 
aggregate Net Asset Value of the Fund was $31.4 million at December 31, 2018, down $6.2 million from $37.7 million at December 31, 2017 
as net realized and unrealized gains in the portfolio of $2.2 million were offset by $5.4 million for redemptions, $2.0 million in distributions, 
$0.9 million for unit repurchases and a net loss of $0.1 million.

Investment Portfolio

At December 31, 2018, the Fund’s investments included 18 technology companies in five main sectors: semiconductors and semiconductor 
equipment, software and IT services, hardware and IT equipment, communications services and technology-related. Portfolio weighting 
(excluding cash and short-term investments) is shown in the following pie chart, and a detailed listing of the Fund’s security holdings is provided 
in the financial statements. As a result of rebalancing in December 2018, the Fund acquired positions in CDW Corporation, Crown Cast 
International Corp., Keysight Technologies Inc., Motorola Solutions Inc., and Verizon Communications Inc. and removed Applied Materials 
Inc., Cognizant Technology Solutions Corporation, Facebook Inc., Netflix Inc., and Texas Instruments Incorporated. The Fund’s portfolio 
recorded a net realized and a change in unrealized gain of $2.2 million in 2018. The largest gains were made in the software and IT services 
sector and the technology-related sector.
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Part of the Fund’s investment strategy is to write covered call options on the portfolio to contribute to the payment of monthly distributions. 
During 2018, the Fund wrote covered call options on the underlying securities in the portfolio and generated premiums of $0.05 million. The 
realized gain on option writing was $6,590, which represented the premium received, less the amount paid to close out the options at expiry. 
The average notional value of the option contracts was approximately 13.8% of the Fund’s portfolio. There were 18 outstanding option 
contracts at December 31, 2018, with a notional value representing 20.8% of the portfolio.

The Fund’s portfolio is comprised of US-dollar-denominated securities. At December 31, 2018, the Fund’s exposure to the US dollar of 
US$23.6 million was substantially hedged through its foreign currency forward contract of US$25.0 million notional value. The Fund had a 
realized loss of $1.6 million on the close-out of certain contracts, which offset the Fund’s foreign currency losses in its portfolio.

Portfolio Sectors

Net Gains (Losses) by Sector (millions)   Realized  Unrealized  Total

Software and IT services   $ 3.4 $ (1.1) $ 2.3
Technology-related    2.1  —  2.1
Hardware and IT equipment    1.1  (0.7)  0.4
Semiconductors and semiconductor equipment  0.5  (0.5)  —
Communication services     0.2  0.6  0.8
Options     —  —  —
Foreign currency forward contracts   (1.8)  (1.6)  (3.4)

Total   $ 5.5 $ (3.3) $ 2.2

Liquidity
To provide liquidity for unitholders, units of the Fund are listed on the TSX under the symbol TLF. Prior to the ETF Conversion, the Fund’s 
normal course issuer bid program allowed it to purchase up to approximately 10% of its units for cancellation if they traded below Net Asset 
Value per unit. As a result, purchases under the issuer bid program were accretive to the Net Asset Value per unit. In 2018, prior to the ETF 
Conversion, 79,700 units were purchased under this program at an average price of $11.60 per unit. After the ETF Conversion, the issuer 
bid program was terminated. As an ETF, the Fund has a designated broker who has an active bid/ask offer approximating Net Asset Value 
per unit to provide significant daily trading liquidity for the Fund’s units. Investors also may redeem their units in accordance with the Fund’s 
redemption provisions. In 2018, 450,000 units were redeemed by the designated broker at an average price of $12.03 per unit.

related party transaCtIons
Related party transactions consist of services provided by the Manager pursuant to a management agreement. As an ETF, the Fund has a 
designated broker who has an active bid/ask offer to provide significant trading liquidity for the Fund’s units. 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. After the ETF Conversion, the Manager waived a portion of 
the management fees and/or reimbursed the Fund to ensure that the management expense ratio is limited to approximately 0.95% (inclusive 
of GST/ HST). For the period ended December 31, 2018, the Manager waived $0.08 million. Prior to absorption, management fees were 
$0.31 million. Prior to the ETF Conversion, the Fund also paid to the Manager a service fee equal to 0.50% per annum of the Net Asset Value 
of the Fund. The service fee was, in turn, paid by the Manager to investment dealers based on the proportionate number of units held by 
clients of each dealer at the end of the calendar quarter. To conform to standard ETF practice, the Fund discontinued the payment of service 
fees beginning April 1, 2018. In the period prior to the discontinuation of service fees, service fees amounted to $0.04 million.

39%
16%
27%

6%
12%

Tech Leaders Income Fund 
Portfolio Sectors  
[data for pie chart]

Software and services   39%
Technology-related   16%
Technology hardware and equipment 27%
Semiconductors   6%
Communications   12%
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fInanCIal hIghlIghts
The following tables show selected key financial information about the Fund and are intended to help readers understand the Fund’s financial 
performance for the fiscal periods indicated. This information is derived from the Fund’s audited annual financial statements. 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 year ended December 31       2018  2017  2016  2015  2014

Net Assets per unit, beginning of year(2)      $ 10.92   $ 8.66   $ 8.63   $ 10.65   $ 9.85 
Increase (decrease) from operations:(3)      
 Total revenue      0.13   0.10   0.12   0.17   0.17 
 Total expenses      (0.17)  (0.20)  (0.19)  (0.19)  (0.17)
 Realized gains (losses)      1.76   1.85   1.43   (0.18)  1.20 
 Unrealized gains (losses)      (1.04)  1.17   (0.68)  (1.18)  0.23 

Total increase (decrease) in Net Assets from operations    $ 0.68   $  2.92   $ 0.68   $ (1.38)  $ 1.43 

Distributions to unitholders:(2)      
 Return of capital     $ 0.65   $ 0.65   $ 0.65   $ 0.65   $ 0.65 

Total distributions to unitholders      $ 0.65   $ 0.65   $ 0.65   $ 0.65   $ 0.65 

Net Assets per unit, end of year(2)      $ 10.77   $ 10.92   $ 8.66   $ 8.63   $ 10.65 

(1) Financial information was prepared in accordance with International Financial Reporting Standards.
(2) Net Assets per unit and distributions per unit are based on the actual number of units outstanding at the relevant time.
(3) The increase (decrease) in Net Assets from operations per unit is based on the weighted average number of units outstanding over the fiscal period.

Ratios and Supplemental Data (Based on Net Asset Value)

As at December 31      2018  2017  2016  2015  2014

Net Asset Value (000s)      $ 31,449   $ 37,672   $ 35,431   $ 46,151   $ 63,306 
Number of units outstanding (000s)      2,921  3,450  4,089  5,350  5,942
Management expense ratio (“MER”)(1)      1.15%  1.65%  1.71%  1.68%  1.67%
MER before expense absorption      1.37%  1.65%  1.71%  1.68%  1.67%
Trading expense ratio(2)      0.05%  0.07%  0.10%  0.12%  0.07%
Portfolio turnover rate(3)      29.57%  39.55%  73.93%  41.79%  34.90%
Net Asset Value per unit      $ 10.77   $ 10.92   $ 8.66   $ 8.63   $ 10.65 
Closing market price – units      $ 10.71   $ 10.90   $ 8.45   $ 8.49   $ 10.55 

(1)  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.

(2) The trading expense ratio represents total commissions expressed as an annualized percentage of daily average Net Asset Value of the Fund during the period.
(3)  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 MER of the Fund was 1.15% for 2018 compared to 1.65% in 2017. The MER in 2018 reflected a MER of 1.64% from January 1, 2018 
to April 2, 2018 and a MER of 0.95% from April 3, 2018 to December 31, 2018 following the ETF Conversion. The MER is expected to 
remain at approximately 0.95% going forward. MER before absorption was 1.37% for 2018 compared to 1.65% in 2017.
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past performanCe
The following chart and table show the past performance of the Fund. Past performance does not necessarily indicate how the Fund will perform 
in the future. The information shown is based on Net Asset Value per unit and assumes that distributions made by the Fund on its units in the 
periods shown were reinvested at Net Asset Value per unit in additional units of the Fund.

The bar chart shows the Fund’s return in each period since inception to December 31, 2018. The chart shows, in percentage terms, how an 
investment held on the first day of the fiscal period would have changed by the last day of the fiscal period.

Year-by-Year Returns

(1) Period from May 20, 2011 (commencement of operations) to December 31, 2011.

The following table shows the Fund’s compound return for each period indicated compared with the S&P 500 Information Technology 
Index (“Technology Index”) and the S&P/TSX Composite Index (“Composite Index”). The Technology Index, a sub-index of the S&P 500 
Index, tracks the performance of major North American technology companies on a market-weight basis. The Composite Index tracks the 
performance, on a market-weight basis, of a broad index of large-capitalization issuers listed on the TSX.

The Fund’s portfolio is comprised of technology companies and is rebalanced at least annually in accordance with the Fund’s investment 
guidelines. Since the indices contain a substantially larger number of companies, it is not expected that the Fund’s performance will mirror 
that of the indices. The benchmark indices are calculated without the deduction of management fees, fund expenses and trading commissions, 
whereas the performance of the Fund is calculated after deducting such fees and expenses.

Compound Returns

          Since 
    1-Year  3-Year  5-Year  Inception(1)

Tech Leaders Income ETF  4.0%   14.8%   8.6%   9.1%
S&P 500 Information Technology Index  (3.0%)  16.4%   14.9%  15.0%
S&P/TSX Composite Index  (8.9%)  6.4%  4.1%  3.7%

(1) Period from May 20, 2011 (commencement of operations) to December 31, 2018.

During 2018, the Fund outperformed both the Technology Index and the Composite Index due to solid stock selection combined with strong 
overall technology sector performance led by Adobe Inc. Adobe represented 5.7% of the portfolio at December 31, 2018 and increased in value 
by 29.1%. Amazon.com Inc., which represented 5.3% of the portfolio, increased in value by 28.4%, while Mastercard Incorporated, which 
accounted for 5.6% of the portfolio, increased in value by 24.6%. See the Portfolio Manager’s Report for further details.

Tech Leaders Income Fund  
Year-by-Year Returns 
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summary of Investment portfolIo
As at December 31, 2018

Total Net Asset Value        $ 31,448,755 

        % of   % of Net  
Portfolio Composition      Portfolio  Asset Value

Software and IT services      38.5%  39.5%
Hardware and IT equipment      27.5%  28.2%
Technology-related      16.0%  16.5% 
Communication services      11.8%  12.2%
Semiconductors and semiconductor equipment      5.8%  6.0%
Cash and short-term investments      0.4%  0.4%

Total investment portfolio      100.0%  102.8%
Other net liabilities          (2.8%)

Total Net Asset Value         100.0%

        % of   % of Net  
Holdings      Portfolio  Asset Value

Keysight Technologies Inc.      6.3%  6.4%
Alphabet Inc.      6.1%  6.1%
Intel Corporation      5.8%  6.0%
Verizon Communications Inc.      5.8%  5.9%
Microsoft Corporation      5.7%  5.8%
Adobe Inc.      5.7%  5.8%
Mastercard Incorporated      5.6%  5.8%
Cisco Systems Inc.      5.5%  5.7%
Visa Inc.      5.5%  5.7%
Amphenol Corporation      5.5%  5.7%
Crown Castle International Corp.      5.5%  5.7%
Fiserv Inc.      5.5%  5.6%
Amazon.com Inc.      5.3%  5.5%
Oracle Corporation      5.3%  5.5%
CDW Corporation      5.2%  5.4%
Motorola Solutions Inc.      5.2%  5.4%
Accenture PLC      5.2%  5.3%
Apple Inc.      4.9%  5.1%
Cash and short-term investments      0.4%  0.4%

Total       100.0%  102.8%

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.

     Return of   Total  
Record Date  Payment Date Capital  Distributions

January 31, 2018 February 14, 2018    $ 0.0540 $ 0.0540
February 28, 2018 March 14, 2018     0.0540  0.0540
March 29, 2018 April 2, 2018     0.0540  0.0540
April 30, 2018 May 14, 2018     0.0540  0.0540
May 31, 2018 June 14, 2018     0.0540  0.0540
June 29, 2018 July 16, 2018     0.0540  0.0540
July 31, 2018 August 15, 2018     0.0540  0.0540
August 31, 2018 September 17, 2018     0.0540  0.0540
September 28, 2018 October 15, 2018     0.0540  0.0540
October 31, 2018 November 14, 2018     0.0540  0.0540
November 30, 2018 December 14, 2018     0.0540  0.0540
December 31, 2018 January 15, 2019     0.0540  0.0540

       $ 0.6480 $ 0.6480

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.
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portfolIo manager 

Brompton Funds Limited

Brompton Funds Limited is a portfolio manager in addition to being an investment fund manager. It is the portfolio manager of six Brompton 
split share corporations, five ETFs, European Dividend Growth Fund, and Brompton Resource Class. The Brompton team oversees investments 
in large-capitalization Canadian and global equity mandates, including an active covered call writing strategy for approximately $1.4 billion 
in assets, with the goal of enhancing fund cash flow and risk-adjusted returns for investors.

portfolIo manager’s report 

Overview

Tech Leaders Income ETF invests in a portfolio of large-capitalization technology companies. We use a covered call strategy by writing options 
on the underlying positions in order to supplement the income of the Fund and reduce overall portfolio volatility. We examine implied volatilities 
and return expectations on the underlying positions to determine a target level of option writing. In periods of strong return expectations and/
or low volatility, the level of option writing is usually low. Conversely, if market expectations are poor and/or volatilities are higher, the level 
of option writing is usually higher. 

A special meeting was held on February 28, 2018, where unitholders approved the conversion of Tech Leaders Income Fund from a closed-end 
investment fund into an exchange-traded fund. On March 29, 2018, Brompton Funds Limited, the manager of the Fund, filed a final prospectus 
with the securities regulatory authorities in each province and territory in Canada relating to the Fund’s conversion to an exchange-traded 
fund. Tech Leaders Income ETF began trading on April 2, 2018, under the new TSX ticker symbol, TLF.

US Markets Review

The global economy continued to perform well in 2018 with real GDP growth of 3.6% as of the latest data point. This was led by the US 
where tax reform passed in late 2017 boosted growth to 3.0%. Additionally, the unemployment rate sits near multi-decade lows and inflation 
remains stubbornly low but close to the Fed’s target rate of 2%. However, this strength was partially offset by a moderate slowdown in Europe 
and Emerging Markets as the escalation of the trade war between the US and China and the impact of tariffs had a negative impact on business 
activity along the global supply chain. Germany, the Euro area’s largest economy, saw its economy shrink in the third quarter, while the threat 
of a hard Brexit also continues to weigh on European economies.

Central bank policies continue to dominate the markets. The Federal Reserve hiked rates four times in 2018, and its policy rate now sits at a 
target range of 2.25% to 2.50%, which we believe is near the bottom end of most economists’ ranges for the neutral rate of about 2.5% to 
3.5%. This resulted in rising interest rates across the yield curve for most of the year, before rates declined in the fourth quarter on fears of a 
global slowdown. The US 10-year yield hit a high of 3.26% in October before falling and closing the year at 2.68%, while the spread between 
the 10-year and the 2-year hit a post-financial crisis low in December before closing the year at 19 bps.

The Fed also continued with its balance sheet normalization program that began in the fourth quarter of 2017. Through this program, which 
can also be referred to as Quantitative Tightening (“QT”), the Fed is shrinking its balance sheet by letting certain maturing assets runoff rather 
than reinvesting the principal proceeds. We believe that this program is widely misunderstood by many market participants and our view is 
that QT will not have a negative impact on the economy or markets in 2019.

Despite the general strength of the economy, US and global equity markets experienced a significant uptick in volatility in 2018. After rallying 
to start the year, equity markets sold off in February before stabilizing in the second and third quarters. However, volatility returned in the 
fourth quarter as equity markets around the world sold off on fears that the escalating trade war had sparked a global growth slowdown 
and that the Fed had hiked too far and was going to cause the yield curve to invert, which has historically been a sign of a looming recession.

While US stocks experienced a relief rally into the end of the year after the Christmas Eve bottom, the market finished the year in negative 
territory as the S&P 500 Index declined by 4.4% in 2018 after a 20.2% intra-year peak to trough decline. In terms of US sectors, defensive 
sectors generally outperformed cyclical sectors for the year, while healthcare, which was up 6.5%, utilities, which were up 4.1%, and consumer 
discretionary, which was up 0.8%, were the only sectors to finish in positive territory. The worst performing sectors were energy, materials, 
industrials, financials and communication services, all of which finished with double-digit losses as fears of a global slowdown had a more 
significant impact on these areas of the market.

Looking forward, we expect the global economy in 2019 to look much the same as it did in 2018 with global growth in the 3% to 4% range. 
US growth is likely to slow in the second half of the year after the benefits of tax reform are fully baked into the economy, but growth is likely 
to remain above 2% and we expect employment to remain strong with inflation in check. We do not expect the US to enter a recession in 
2019. We believe that the Fed is on hold with respect to further interest rate hikes at least until later in 2019 and that they should be able to 
continue shrinking their balance sheet at a slow pace without disrupting the market.

After the sell-off in the fourth quarter of 2018, we believe that US equities are cheap and, given our positive outlook, represent excellent value 
for investors.
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Technology Sector Review and Outlook

According to RBC’s proprietary cloud capex tracker (which tracks the collective annual spending of the largest cloud and hyperscale providers 
in the market), overall 2018 cloud capex is expected to have increased 44% year-over-year to US$92.7 billion, while first quarter 2019 cloud 
capex is expected to grow 56.9% year-over-year. The portfolio currently holds Amazon, Cisco, Alphabet (Google), Intel, Microsoft and Oracle, 
which are all exposed to cloud growth.

In addition to the growth driven by cloud migration, advertisers are increasingly shifting from traditional advertising platforms, such as TV, 
radio and newspapers, to digital advertising. Digital advertising spending is expected to grow by 14% annually over the next 4 years. The 
portfolio currently holds Alphabet (Google), who will be able to benefit from the digital advertising revenue growth with its search engine 
display ads, and Adobe, who supplies the pre-eminent software for creative publishing. Amazon is also rapidly building out their ad business 
that we expect will start to meaningfully contribute to its growth over the coming quarters.

RBC’s proprietary telecom capex tracker (which includes the largest providers such as China Mobile, AT&T, Verizon, Deutsche Telekom and 
Nippon Telegraph) calculated that total global telecommunication capital spending is expected to fall 3.1% year-over-year to US$48.2 billion 
in fourth quarter 2018. In the US, telecom capex is estimated to have increased 4.5% year-over-year in fourth quarter 2018. RBC suggests an 
international capex expansion of 3.1% in 2019, while US capex is expected to decrease by 3.8% year-over-year. Global telecommunication 
capital spending is a proxy for broad networking equipment demand, which has had a positive impact on a portion of Cisco’s and Oracle’s 
networking revenues. We remain cautious as US demand is estimated to decrease in 2019 but note that a growing proportion of sales by Cisco 
and Oracle are being generated by cloud revenues that remain a significant longer-term opportunity. Verizon, which was added to the Fund in 
the fourth quarter, has deployed 5G in four major US cities.

According to the latest data from World Semiconductor Trade Statistics (“WSTS”), global semiconductor sales are forecasted to be US$478 billion 
in 2018, an increase of 15.9% from 2017, and are expected to grow 2.5% in 2019. Growth in 2018 was primarily driven by memory and data 
center growth, particularly due to an increase in memory demand of 33% in 2018 from artificial intelligence (“AI”), autonomous vehicles, 
cellular devices and data centers. Semiconductor growth is expected to slow in 2019 following the extraordinary growth seen in 2018. The 
portfolio currently holds Intel, a dominant player in the server and PC market also entering into higher growth end markets such as cloud and 
autonomous vehicles. Semiconductor companies serve at the upper end of the artificial intelligence value chain by providing the hardware in 
computing devices to power AI software. All the companies in our portfolio are involved at some point along the artificial intelligence value 
chain, and they should benefit, to varying degrees, as the technology proliferates across industries and becomes more ubiquitous. 

We remain positive on the long-term outlook for technology stocks, particularly those tied to secular themes based on disruptive trends (cloud, 
digital advertising, social media/messaging, e-commerce, media and the Internet of Things), demographics (millennials driving future adoption), 
artificial intelligence and the continued digitization of businesses. 

GICS Sector Changes

Effective September 28, there were several changes to GICS sectors with many of the changes impacting the information technology sector. The 
biggest change was to the old telecommunications sector, which was renamed to communication services and expanded to include companies 
that facilitate communication (traditional telecommunications companies) as well as those that offer related content through various forms 
of media, including new media companies that operate internet search and social networking businesses. As a part of these changes, media 
(previously in consumer discretionary) and internet services (previously in information technology) were moved to communication services. 
Additionally, some e-commerce companies were moved from information technology to consumer discretionary and the media industry 
group was moved out of consumer discretionary and into communication services, to be renamed media and entertainment. With these 
reclassifications, tech stocks such as Alphabet and Facebook were moved out of the information technology sector to the new communication 
services sector to join other telecommunications and media companies, such as Netflix; and Amazon and eBay are classified as consumer 
discretionary stocks. Effectively, information technology’s weighting in the S&P 500 dropped to 20.1% from 26.5% as of December 31, 2018, 
while the remaining tech giants Apple and Microsoft now represent over 35% of the information technology sector combined. 

These changes did not have an impact on the Tech Leaders Income ETF as the Fund was designed to take a broader view of the meaning of a 
technology company. As such, we continue to own names like Amazon and Alphabet even though these companies are not formally classified 
in the information technology sector.

Portfolio Review

The Tech Leaders Income ETF was up 4.0% in 2018, outperforming the S&P 500 Information Technology Index, which was down 0.3%, and 
the S&P 500 Index, which was down 4.4%. The Fund benefitted from strong performance in Keysight, Adobe Inc. and Amazon, which were 
up 49.2%, 29.1% and 28.4%, respectively. During the year, we added Keysight in the portfolio. We view Keysight as having significant upside 
potential with its global leadership position in electronics measurement, and it is likely to capitalize on the secular growth trend in 5G and 
autonomous vehicles. Keysight has signed agreements with several leading equipment manufacturers, cell phone operators, and semiconductors 
to provide testing and measurement equipment for chipsets and other technologies that will provide 5G. The Ixia acquisition in 2017 and its 
networking-testing capabilities could be a key ingredient in pushing its 5G business as well as the Internet of Things. Adobe continues to beat 
lofty expectations especially with its Experience Cloud riding the digital advertising wave. According to research conducted by Interactive 
Advertising Bureau, digital ad spending revenue surged 23% to $49.5 billion for the first half of 2018, putting it on pace to see its first-ever 
$100 billion year. With capabilities across digital marketing, advertising and analytics, Adobe is well positioned to penetrate further into the 
digital advertising space. Amazon remains dominant in e-commerce and cloud services, and continues to explore opportunities in new markets 
such as food and drug retailing, advertising, and game streaming services. In addition to its TV and movie streaming business through Prime 
Video and music streaming services, Amazon is further enlarging its digital streaming footprint by moving into the video games streaming 
services with Twitch, a market that continues to grow at a double-digit rate.
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The Fund’s strong performance in these names more than offset weaker relative performance in Amphenol and Accenture, which were down 
6.8% and 6.2%, respectively. Both stocks sold off under the impact of the broad market sell-off in December. Amphenol, as Apple’s supplier 
for iPhone and iPad antenna and connectors, as well as metal injection molding hinges for MacBook, faces headwinds after Apple cut its 
fourth quarter revenue guidance to $84 billion from earlier estimates of a range from $89 billion to $93 billion. We believe Amphenol remains 
attractive given its strong end market diversification. Accenture reported a solid quarter, but shares were down due to softening consulting 
bookings and financial services revenue. We continue to favor Accenture for its diversity and we see additional growth potential for the company 
going forward, especially given its increased focus in cloud, security and digital services. 

In the fourth quarter, the portfolio was rebalanced and reconstituted, which resulted in the removal of Facebook, Netflix, Texas Instruments 
and Cognizant Technologies and the addition of Motorola Solutions, CDW Corporation, Crown Castle International and Verizon. Facebook 
has been under scrutiny and increased government regulations exposed Facebook to headline risks. Netflix, which was a strong performer early 
in the year, was removed due to new entrants into the streaming services market including Disney and AT&T (Warner Bros, HBO), which we 
believe will dilute Netflix’s market shares and put pressure on the stock. Texas Instruments and Cognizant Technologies were sold as they are 
more exposed to the market sentiment shift from growth to value. We have added Crown Castle and Verizon in preparation for the 5G rollout 
as well as Motorola Solutions, which we believe will lead the shift in the digitalization of public safety networks in the US. CDW owns robust 
customer data analytics and it should be able to increase penetration in local markets.

We continue to own marquee companies like Apple and Amazon, which we believe will continue to perform well over the long term. Apple 
remains a dominant provider of premium end smartphones and continues with its ecosystem expansion as it grows its services and other 
products such as Apple Music, Apple Pay, Home Pod, Apple Watch and iCloud, while investing more heavily into original content. iPhone 
demand from China remains a major headwind for Apple and we will closely monitor the impact of a slowing Chinese market heading into 
2019. We believe Amazon will continue to consolidate its power in e-commerce and cloud, while growing its total addressable market as it 
penetrates new verticals such as retail drug distribution, groceries, advertising and gaming. 

The Fund is overweight the hardware and IT equipment sector since we see secular growth trends in data centres, autonomous vehicles and 
5G. Though the progress for 5G has been slower than expected due to lack of global standards, we see increased mobile traffic poised to grow 
40% for the coming year. In connection to 5G, the Fund is also overweight real estate and integrated telecom services, since we see tower REITs 
being able to benefit from the 5G network builds, as well as telecoms able to grow as 5G network demand picks up the pace. Moreover, the 
Fund is overweight interactive media and services and internet and direct marketing retail, as we see increased spending on digital advertising 
and e-commerce. On the other hand, the Fund is underweight semiconductors and software and IT services as market sentiment transitions 
away from cyclicality and high multiple growth stocks. We favor defensive names going into 2019 given increasing market volatility and 
macro-uncertainty.

Option Overlay Strategy

During 2018, our average level of overwrite was approximately 12.4% and the average strike level was approximately 106.1%. We gradually 
increased the level of call writing activity through 2018 as volatility levels rose, particularly during the market sell-off later in the year.  

forward-lookIng statements
Some of the statements contained herein including, without limitation, financial and business prospects and financial outlook may be forward- 
looking statements which reflect 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 reflect 
management’s current beliefs and are based on information currently available to management. Forward-looking statements involve significant 
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 reflect new events 
or circumstances, except as required by law.
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management responsIbIlIty statement
The financial statements of Tech Leaders Income 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 financial statements and the other sections of the annual report.

The Manager maintains appropriate procedures to ensure that relevant and reliable financial 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 significant accounting policies applicable to the Fund are described in note 3 to the financial statements.

The Board of Directors of the Manager is responsible for ensuring that management fulfills its responsibilities for financial reporting and has 
reviewed and approved these financial 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 firm of PricewaterhouseCoopers LLP as the auditor of 
the Fund. It has audited the financial statements of the Fund in accordance with Canadian generally accepted auditing standards to enable it to 
express to unitholders its opinion on the financial statements. The auditor has full and unrestricted access to the Audit Committee to discuss 
its findings.

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

Mark A. Caranci Craig T. Kikuchi
Chief Executive Officer Chief Financial Officer 
Brompton Funds Limited Brompton Funds Limited

March 12, 2019



12

Tech Leaders Income ETF — Annual Report 2018

12

Independent audItor’s report

To the Unitholders and Trustee of Tech Leaders Income ETF (formerly known as Tech Leaders Income Fund) (the Fund)

OUR OPINION

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of the Fund as at December 31,  
2018 and 2017 and its financial performance and its cash flows for the years then ended in accordance with International Financial Reporting 
Standards as issued by the International Accounting Standards Board (IFRS).

What we have audited

The Fund’s financial statements comprise:

•	 the	statements	of	financial	position	as	at	December	31,	2018	and	2017;

•	 the	statements	of	comprehensive	income	for	the	years	then	ended;

•	 the	statements	of	cash	flows	for	the	years	then	ended;	

•	 the	statements	of	changes	in	net	assets	attributable	to	holders	of	redeemable	units	for	the	years	then	ended;	and

•	 the	notes	to	the	financial	statements,	which	include	a	summary	of	significant	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 financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient 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 financial statements in Canada. 
We have fulfilled 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 financial statements and our auditor’s report thereon, included in the annual report.

Our opinion on the financial 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 financial statements of the Fund, our responsibility is to read the other information identified above and, 
in doing so, consider whether the other information is materially inconsistent with the financial 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 financial statements in accordance with IFRS, and for such internal 
control as management determines is necessary to enable the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error.

In preparing the financial 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 financial 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 financial 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 influence the economic decisions of users taken on the basis of these financial 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	financial	statements,	whether	due	to	fraud	or	error,	design	and	perform	audit	
procedures responsive to those risks, and obtain audit evidence that is sufficient 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 significant 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 financial 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	financial	statements,	including	the	disclosures,	and	whether	the	financial	
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 significant 
audit findings, including any significant deficiencies 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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statements of fInanCIal posItIon

As at December 31      2018  2017

Assets   
Current assets   
Investments      $ 32,223,908   $ 36,727,974 
Cash        129,594    220,367 
Amounts receivable for investments sold       550,741   — 
Unrealized gain on foreign currency forward contracts (note 10)       —    975,404 
Income receivable       33,592    46,306 

Total assets      32,937,835  37,970,051

Liabilities   
Current liabilities   
Option contracts written, at fair value (note 11)       48,524    16,391 
Unrealized loss on foreign currency forward contracts (note 10)       672,700   — 
Accounts payable for redeemable units redeemed       538,318    — 
Distributions payable to holders of redeemable units (note 6)       160,435    186,276 
Accounts payable and accrued liabilities       69,103    95,439 

Total liabilities (excluding Net Assets attributable to holders of redeemable units)     1,489,080  298,106

Net Assets attributable to holders of redeemable units      $ 31,448,755   $ 37,671,945 

Redeemable units outstanding (note 4)       2,921,017   3,449,565

Net Assets attributable to holders of redeemable units per unit      $ 10.77   $ 10.92

Approved on behalf of Tech Leaders Income 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 financial statements.
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statements of ComprehensIve InCome 

For the years ended December 31      2018  2017

Income   
 Securities lending income (note 9)      $ 1,691   $ 742 
 Net gain (loss) on foreign exchange on cash       29,542    (74,451)
 Net gain (loss) on investments and derivatives:   
  Interest income for distribution purposes       —    282 
  Dividend income       409,174    397,850 
  Net realized gain (loss) on sale of investments (note 8)       7,317,065    6,557,814 
  Net change in unrealized gain (loss) on investments       (1,646,351)   3,112,073 
  Net realized gain (loss) on options (note 8)       6,590    (42,765)
  Net change in unrealized gain (loss) on options (note 11)       (16,161)   1,457 
  Net realized gain (loss) on foreign currency forward contracts (note 10)      (1,792,966)   771,962 
  Net change in unrealized gain (loss) on foreign currency forward contracts (note 10)     (1,648,104)   1,472,448 

 Total net gain (loss) on investments and derivatives       2,629,247    12,271,121 

Total income (loss), net       2,660,480    12,197,412 

Expenses   
 Management fees (note 7)       314,074    321,877 
 Service fees (note 7)       44,978    193,136 
 Audit fees       34,253    23,140 
 Trustee fees       3,278    3,196 
 Independent Review Committee fees (note 7)       4,875    4,230 
 Custodial fees       3,060    2,677 
 Legal fees       2,814    3,576 
 Unitholder reporting costs       25,188    11,923 
 Other administrative expenses       91,139    82,294 
 Transaction costs       19,074    26,386 

Total expenses before recoveries from Manager and withholding taxes      542,733    672,435 
Expenses recovered from Manager (note 7)       (84,848)  —  

Total expenses before withholding taxes       457,885    672,435 

Withholding taxes       63,747   111,014

Increase (decrease) in Net Assets attributable to holders of redeemable units     $ 2,138,848   $ 11,413,963 

Increase (decrease) in Net Assets attributable to holders of redeemable units per unit(1)    $ 0.68   $ 2.92

(1) Based on the weighted average number of redeemable units outstanding for the year (note 4).   

The accompanying notes are an integral part of these financial statements.   
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statements of Cash flows 

For the years ended December 31      2018  2017

Cash flows from operating activities:   
 Increase (decrease) in Net Assets attributable to holders of redeemable units from operations   $ 2,138,848   $ 11,413,963 
 Adjustments to reconcile net cash provided by (used in) operations:   
  Net (gain) loss on foreign exchange on cash       (29,542)   74,451 
  Net realized (gain) loss on investments (note 8)       (7,317,065)   (6,557,814)
  Net change in unrealized (gain) loss on investments       1,646,351    (3,112,073)
  Net realized (gain) loss on options (note 8)       (6,590)   42,765 
  Net change in unrealized (gain) loss on options (note 11)       16,161    (1,457)
  Net change in unrealized (gain) loss on foreign currency forward contracts (note 10)     1,648,104    (1,472,448)
  Decrease (increase) in income receivable       12,714    60,170 
  Increase (decrease) in accounts payable and accrued liabilities       (26,336)   (11,191)
  Purchase of investments and options (note 8)       (11,179,702)   (14,980,477)
  Proceeds from sale of investments and options (note 8)(2)       16,008,474    23,437,396 

 Cash provided by (used in) operating activities       2,911,417    8,893,285 

Cash flows from financing activities:   
 Amounts paid for redemption of redeemable units(2)      (57,404)   (3,430,302)
 Amounts paid for repurchase of redeemable units       (924,296)   (3,240,052)
 Distributions paid to unitholders of redeemable units (note 6)       (2,063,215)   (2,536,883)
 Proceeds from reinvestment of distributions to holders of redeemable units (note 6)     13,183    —  

 Cash provided by (used in) financing activities       (3,031,732)   (9,207,237)

Net increase (decrease) in cash       (120,315)   (313,952)
Net gain (loss) on foreign exchange on cash       29,542    (74,451)
Cash, beginning of year       220,367    608,770 

Cash, end of year      $ 129,594   $ 220,367 

Supplemental information:(1) 
 Dividends received, net of withholding taxes      $ 358,141   $ 347,006  
 Interest received       —      282

(1) Included in cash flows from operating activities.
(2) Excludes in-kind transactions.   

The accompanying notes are an integral part of these financial statements.   
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statements of Changes In net assets attrIbutable to holders  
of redeemable unIts

For the years ended December 31      2018  2017

Net Assets attributable to holders of redeemable units at beginning of year     $ 37,671,945   $ 35,430,669  

Operations:   
 Increase (decrease) in Net Assets attributable to holders of redeemable units from operations     2,138,848    11,413,963  

Distributions to holders of redeemable units:   
 Distributions paid to holders of redeemable units (note 6)   
  Return of capital      (2,037,374)   (2,502,333)

 Total       (2,037,374)   (2,502,333)

Redeemable unit transactions:   
 Redemption of redeemable units (note 4)       (5,413,551)   (3,430,302)
 Repurchase of redeemable units (note 4)       (924,296)   (3,240,052)
 Reinvestment of distributions to holders of redeemable units (note 6)      13,183   —   

 Net increase (decrease) from redeemable unit transactions       (6,324,664)   (6,670,354)

Net increase (decrease) in Net Assets attributable to holders of redeemable units      (6,223,190)   2,241,276 

Net Assets attributable to holders of redeemable units at end of year      $ 31,448,755   $ 37,671,945

The accompanying notes are an integral part of these financial statements.   
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sChedule of Investment portfolIo

        Carrying  Carrying 
    Cost  Cost  Value  Value  % of 
As at December 31, 2018    (USD)  (CAD)   (USD)  (CAD)  Portfolio

  No. of Shares  Technology Companies 
  Communication Services     
  1,384  Alphabet Inc.  $ 1,020,134   $ 1,329,338   $ 1,433,284   $ 1,956,720 
 24,383  Verizon Communications Inc.   1,407,692    1,880,324    1,370,812    1,871,433 

     2,427,826    3,209,662    2,804,096    3,828,153   11.9%

  Hardware and IT Equipment     
 16,089  Amphenol Corporation   1,039,189    1,249,605    1,303,531    1,779,580  
  7,390  Apple Inc.   879,467    1,108,544    1,165,698    1,591,412  
  30,341  Cisco Systems Inc.   938,023    1,221,859    1,314,675    1,794,795  
  23,734  Keysight Technologies Inc.   1,522,243    2,014,052    1,473,407    2,011,495  
  10,717  Motorola Solutions Inc.   1,413,032    1,887,458    1,232,884    1,683,133  

     5,791,954    7,481,518    6,490,195    8,860,415   27.5%

  Semiconductors and Semiconductor Equipment     
  29,401  Intel Corporation   1,315,098    1,673,594    1,379,789    1,883,688  

     1,315,098    1,673,594    1,379,789    1,883,688   5.8%

  Software and IT Services     
  8,719  Accenture PLC   718,333    801,822    1,229,466    1,678,467  
  5,946  Adobe Inc.   1,092,586    1,392,697    1,345,223    1,836,499  
  17,673  Fiserv Inc.   975,587    1,284,749    1,298,789    1,773,106  
  7,083  Mastercard Incorporated   272,319    293,898    1,336,208    1,824,191  
  13,289  Microsoft Corporation   774,471    1,014,399    1,349,764    1,842,697  
  27,824  Oracle Corporation   1,009,171    1,065,769    1,256,253    1,715,037  
  9,938  Visa Inc.   847,418    1,092,595    1,311,220    1,790,077  

     5,689,885    6,945,929    9,126,923    12,460,074   38.7%

  Technology-Related     
  842  Amazon.com Inc.   627,911    818,231    1,264,659    1,726,512  
  15,239  CDW Corporation   1,401,333    1,871,830    1,235,121    1,686,187  
  11,995  Crown Castle International Corp.   1,403,416    1,874,613    1,303,017    1,778,879  

     3,432,660    4,564,674    3,802,797    5,191,578   16.1%

  Total Technology Companies  $ 18,657,423   $ 23,875,377   $ 23,603,800   $ 32,223,908   100.0%

  Embedded Broker Commission     (8,168)   

  Total Investments  $ 18,657,423   $ 23,867,209   $ 23,603,800   $ 32,223,908   100.0%
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notes to the fInanCIal statements 

December 31, 2018 and 2017

1. GENERAL INFORMATION

Tech Leaders Income ETF (the “Fund”), formerly Tech Leaders Income Fund, is an exchange-traded fund (“ETF”) created under the laws of 
the Province of Ontario on March 28, 2018, pursuant to an amended and restated declaration of trust. The Fund converted from a closed-end 
investment fund into an ETF on April 3, 2018. Tech Leaders Income Fund’s units were re-designated as units of the ETF on a 1:1 basis, and the 
stock symbol changed from TLF.UN to TLF. The investment strategies of the Fund remain substantially similar before and after the conversion. 

The Fund invests in an equally weighted portfolio comprised of equity securities of technology companies.

TSX Trust Company is the Trustee and Brompton Funds Limited (the ‘‘Manager’’) is responsible for managing the affairs of the Fund.  
Brompton Funds Limited manages the Fund’s portfolio and options program. CIBC Mellon Trust Company is the custodian of the Fund’s assets 
and prepares the daily valuations of the Fund. The Fund is listed on the Toronto Stock Exchange and commenced operations on May 20, 2011. 
The address of the Fund’s registered office is Bay Wellington Tower, Brookfield Place, Suite 2930, 181 Bay Street, Toronto, Ontario, M5J 2T3.

These financial statements were approved on behalf of Tech Leaders Income ETF by the Board of Directors of Brompton Funds Limited, the 
Manager, on March 5, 2019. 

2. BASIS OF PRESENTATION 

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

3. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of the financial statements are set out below. These policies have been consistently 
applied, except as described in note 3(k).

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 flows of the 
Fund’s debt securities that are solely principal and interest are neither held for the purpose of collecting contractual cash flows nor held both 
for collecting contractual cash flows and for sale. The collection of contractual cash flows is only incidental to achieving the Fund’s business 
model’s objective. Consequently, all investments are measured at fair value through profit or loss (“FVTPL”). Derivative assets 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 financial assets and liabilities are initially recognized at fair value and subsequently measured at amortized 
cost. Under this method, financial assets and liabilities reflect the amounts required to be received or paid, discounted when appropriate, at 
the financial 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 financial 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 Statements 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 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 financial 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 reporting date. The Fund uses the last traded market price for both financial 
assets and financial 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 specific 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.

The fair value of financial assets and liabilities that are not traded in an active market including foreign currency forward contracts 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 13 
for further information about the Fund’s fair value measurements.
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December 31, 2018 and 2017

d) Cash

Cash is comprised of demand deposits with financial institutions.

e) 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 Statements of Comprehensive Income.  

f) Investment Transactions and Income and Expense Recognition

Investment transactions are accounted for on the trade date. The interest for distribution purposes shown on the Statements 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 fixed income securities except for zero coupon bonds, which are amortized on a straight line basis.  

Net realized gain (loss) on sale of investments and change in unrealized gain (loss) on investments are determined on an average cost basis. 
Average cost does not include amortization of premiums or discounts on fixed income securities with the exception of zero coupon bonds. 
Investment transactions are accounted for as of the trade date and any realized gains or losses from such transactions are calculated on an 
average cost basis. Dividend income and dividend expense on securities sold short are recognized on the ex-dividend date and interest income 
for distribution purposes is accrued as earned.

Option premiums paid or received by the Fund are, so long as the options are outstanding, reflected as an asset or liability, respectively, in the 
Statements of Financial Position and are valued at an amount equal to the current market value of an option that would have the effect of 
closing the position. Gains or losses realized upon expiration, repurchase or exercise of the options are included in net realized gains or losses 
on options.

g) Income Taxes

The Fund qualifies as a mutual fund trust under the Income Tax Act (Canada). All of the Fund’s net income for tax purposes and sufficient net 
capital gains realized in any period are required to be distributed to unitholders such that no income tax is payable by the Fund. As a result, the 
Fund does not record income taxes. The Fund distributes to its unitholders sufficient 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 benefit of capital and non-capital losses has not been reflected in 
the Statements of Financial Position as a deferred income tax asset. The Fund currently incurs 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 Statements 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 financial assets and liabilities are presented within “Net realized gain (loss)” and “Net change in unrealized gain 
(loss)” in the Statements 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 Statements of Comprehensive Income.

j) Classification of Redeemable Units by the Fund

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

k) Accounting Changes

IFRS 9, Financial Instruments

Effective January 1, 2018, the Fund retrospectively and without restatement adopted IFRS 9, Financial Instruments (“IFRS 9”). The new 
standard requires financial instruments to be either carried at amortized cost or at FVTPL or FVOCI, based on the Fund’s business model 
for managing financial instruments and the contractual cash flow characteristics of the financial instruments. IFRS 9 also introduced a new 
expected credit loss impairment model.
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Upon transition to IFRS 9, the Fund’s financial assets and financial liabilities previously designated at FVTPL at inception or classified as held 
for trading under IAS 39, Financial Instruments: Recognition and Measurement (“IAS 39”) continue to be measured as FVTPL under IFRS 9.  
As at December 31, 2018, the Fund holds equity securities of $32 million (December 31, 2017 – $37 million), which had previously been 
designated at FVTPL at inception and are mandatorily classified as FVTPL under IFRS 9. There were no changes in the measurement attributes 
for the Fund’s financial assets and financial liabilities upon transition to IFRS 9. There was no material impact on adoption from the application 
of the new impairment model.

4. EXCHANGES AND REDEMPTIONS

Authorized

The Fund is authorized to issue an unlimited number of transferable, redeemable units of beneficial 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. 

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid program for the period from June 26, 2017 to 
June 25, 2018. Pursuant to this issuer bid program, the Fund was permitted to purchase up to 393,000 of its units for cancellation. The Fund 
could purchase units for cancellation at a price per unit not exceeding the most recently calculated Net Asset Value per unit immediately prior 
to the date of any such purchase of units. The Fund’s issuer bid program was terminated as of the conversion date April 3, 2018.

Issued

        2018  2017

        Number   Number 
        of Units  of Units

Redeemable units, outstanding at January 1       3,449,565    4,089,367 
 Redemption of redeemable units       (450,000)   (311,602)
 Repurchase of redeemable units       (79,700)   (328,200)
 Redeemable units issued under the distribution reinvestment plan       1,152   — 

Redeemable units, outstanding at December 31       2,921,017    3,449,565 

Weighted average number of redeemable units outstanding       3,163,918    3,910,719

During the year ended December 31, 2018, 450,000 (year ended December 31, 2017 – 311,602) units were redeemed at a price of $12.03 
(year ended December 31, 2017 – $11.01) per unit. 

During the year ended December 31, 2018, 79,700 (year ended December 31, 2017 – 328,200) units were purchased for cancellation pursuant 
to the normal course issuer bid program.

During the year ended December 31, 2018, 1,152 (year ended December 31, 2017 – nil) units were issued pursuant to the distribution 
reinvestment plan.

On December 31, 2018, the Fund’s closing market price was $10.71 per unit (December 31, 2017 – $10.90).

5. CAPITAL MANAGEMENT

The Fund’s objectives in managing its capital are to provide unitholders with a high level of monthly distributions and the opportunity for 
capital appreciation. The Fund’s capital is comprised of its Net Assets attributable to holders of redeemable units. The Fund manages its capital 
taking into consideration the risk characteristics of its holdings. In order to manage its capital structure, the Fund may adjust the amount of 
distributions paid to unitholders, return capital to unitholders, or purchase units for cancellation.

6. DISTRIBUTIONS TO HOLDERS OF REDEEMABLE UNITS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month. The 
distributions are payable by the tenth business day of the following month. For the year ended December 31, 2018, the Fund declared total 
distributions of $0.6480 per unit (year ended December 31, 2017 – $0.6480), which amounted to $2,037,374 (year ended December 31, 
2017 – $2,502,333). Prior to the Fund’s ETF conversion date, April 3, 2018, under the Fund’s distribution reinvestment plan, unitholders 
could elect to reinvest monthly distributions in additional units of the Fund, which could be issued from treasury or purchased in the open 
market. For the year ended December 31, 2018, 1,152 units were issued from treasury by the Fund pursuant to the distribution reinvestment 
plan. Following the Fund’s conversion on April 3, 2018, the distribution reinvestment plan was amended such that the additional units are 
purchased on the open market.

On January 24, 2019, the Fund declared $0.054 per unit of 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 Service Fees 

Pursuant to a management agreement, the Manager provides investment and administrative services, including key personnel, to the Fund. In 
consideration of 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. These fees are calculated and payable monthly. The Fund paid a service fee equal to 0.50% per annum of the Net Asset Value. The service 
fee is in turn paid by the Manager to the investment dealers in proportion to the number of units held by clients of each dealer at the end of each 
calendar quarter. Following the conversion on April 3, 2018 from a closed-end investment fund into an ETF, the service fee was terminated.

Following the conversion from a closed-end investment fund into an ETF, the Manager intends to waive a portion of the management fees 
and/or to 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.

For the year ended December 31, 2018, the management fee amounted to $314,074 (year ended December 31, 2017 – $321,877), of which 
$3,045 was payable as of December 31, 2018 (December 31, 2017 – $171). The Manager absorbed $84,848 of costs. As at December 31, 
2018, there was no receivable from the Manager. The service fee amounted to $44,978 (year ended December 31, 2017 – $193,136), of which 
nil was payable as of December 31, 2018 (December 31, 2017 – $47,180). 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 year ended December 31, 2018 was $4,875 (year 
ended December 31, 2017 – $4,230) and consisted only of fees. As at December 31, 2018 and 2017, there were, respectively, $12 and nil 
Independent Review Committee fees payable.

8. INVESTMENT TRANSACTIONS

Investment transactions for the years ended December 31 were as follows:  

        2018  2017

Proceeds from sale of investments and options      $ 21,377,045   $ 23,437,396 
Less cost of investments and options sold:  
 Investments and options at cost, beginning of year       26,687,275    28,629,145 
 Investments purchased and options written during the year(1)       11,179,702    14,980,477 
 Investments and options at cost, end of year       (23,813,587)   (26,687,275)

Cost of investments sold and options written during the year       14,053,390    16,922,347 

Net realized gain (loss) on sale of investments and options      $ 7,323,655   $ 6,515,049

(1)  Includes in-kind transactions.

During the years ended December 31, 2018 and 2017, there were no soft dollar amounts paid.

9. SECURITIES LENDING 

The Fund has entered into a securities lending program with its custodian, CIBC Mellon Trust Company (and certain of its affiliates). The 
aggregate market value of all securities loaned by the Fund cannot exceed 50% of the assets of the Fund. The Fund will receive collateral 
of at least 102% of the value of the securities on loan. Collateral will generally be comprised of cash and obligations of, or guaranteed by, 
the Government of Canada or a province thereof, or the United States Government or its agencies, or a permitted supranational agency as 
defined in National Instrument 81-102. The market values of the securities on loan and the related collateral as at December 31, 2018 were 
nil (December 31, 2017 – $1.8 million) and nil (December 31, 2017 – $1.9 million), respectively.

Securities lending income reported in the Statements of Comprehensive Income is net of a securities lending charge which the Fund’s custodian, 
CIBC Mellon Trust Company (and certain of its affiliates), is entitled to receive.

For the years ended December 31, securities lending income was as follows:

        2018  2017

Gross securities lending income      $ 2,416   $ 1,080 
 Securities lending charges       (725)   (318)

Net securities lending income       1,691    762 

 Withholding taxes on securities lending income      —    (20)

Net securities lending income received by the Fund      $ 1,691   $ 742

During the year ended December 31, 2018, securities lending charges represented 30.0% (year ended December 31, 2017 – 29.4%) of the 
gross securities lending income.



23

Tech Leaders Income ETF — Annual Report 2018

10. 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 year ended December 31, 2018, the Fund realized a loss in the amount of $1,792,966 (year ended December 31, 2017 – gain of $771,962) 
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   Delivery Date     (USD/CAD)   (CAD)

 $ 33,446,000  $ (25,000,000) January 15, 2019   0.74747   $ (672,700)

As at December 31, 2017, 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   Delivery Date     (USD/CAD)   (CAD)

 $ 37,806,930  $ (29,400,000) January 12, 2018   0.77764   $ 975,404

11. OPTION CONTRACTS

The Fund writes covered call and cash covered put options to generate income. The Fund had the following option contracts outstanding:

As at December 31, 2018:

       Strike  Current 
       Price per  Price per  Premium  Fair  Unrealized 
   No. of Option  Expiration Contract Contract  Received  Value  Gain (Loss) 
Underlying Interest Contracts(1) Type  Date (USD) (USD)  (CAD)  (CAD)  (CAD)

Accenture PLC 10 Call January 18, 2019  $ 150.00   $ 0.65000   $ 939   $ (887)  $ 52 
Accenture PLC 10 Call January 18, 2019   170.00    0.00105    1,982    (1)   1,981 
Adobe Inc. 10 Call January 18, 2019   245.00    1.87500    2,369    (2,560)   (191)
Alphabet Inc. 2 Call January 18, 2019   1,100.00    6.90000    2,146    (1,884)   262 
Amazon.com Inc. 2 Call January 18, 2019   1,650.00    11.57500    2,622    (3,160)   (538)
Amphenol Corp. 30 Call January 18, 2019   90.00    0.04196    3,097    (172)   2,925 
Apple Inc. 14 Call January 18, 2019   167.50    1.58500    3,012    (3,030)   (18)
CDW Corp. 30 Call January 18, 2019   85.00    1.22500    2,818    (5,017)   (2,199)
Cisco Systems Inc. 78 Call January 18, 2019   45.00    0.45000    4,901    (4,792)   109 
Fiserv Inc. 40 Call January 18, 2019   80.00    0.13069    2,876    (714)   2,162 
Intel Corp. 60 Call January 18, 2019   50.00    0.31500    2,876    (2,581)   295 
Keysight Technologies Inc. 65 Call January 18, 2019   65.00    0.70000    5,232    (6,212)   (980)
Mastercard Inc. 15 Call January 18, 2019   200.00    1.80000    4,272    (3,686)   586 
Microsoft Corp. 25 Call January 18, 2019   108.00    0.80500    3,278    (2,747)   531 
Motorola Solutions Inc. 20 Call January 18, 2019   120.00    1.13500    2,316    (3,099)   (783)
Oracle Corp. 56 Call January 18, 2019   47.50    0.27000    3,136    (2,064)   1,072 
Verizon Communications Inc. 50 Call January 18, 2019   57.50    0.50500    2,663    (3,447)   (784)
Visa Inc. 20 Call January 18, 2019   140.00    0.90500    3,087    (2,471)   616 

           $ 53,622   $ (48,524)  $ 5,098 

(1)  Each contract was written for 100 shares of the underlying security.
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As at December 31, 2017:

       Strike  Current 
       Price per  Price per  Premium  Fair  Unrealized 
   No. of Option  Expiration Contract Contract  Received  Value  Gain (Loss) 
Underlying Interest Contracts(1) Type  Date (USD) (USD)  (CAD)  (CAD)  (CAD)

Adobe Systems Incorporated 15 Call January 19, 2018  $ 180.00   $ 1.46500   $ 4,010   $ (2,753)  $ 1,257 
Alphabet Inc. 4 Call January 19, 2018   1,100.00    1.22500    3,324    (614)   2,710 
Amazon.com Inc. 4 Call January 19, 2018   1,220.00    4.37500    5,813    (2,193)   3,620 
Amphenol Corporation 30 Call January 19, 2018   90.00    0.40000    3,017    (1,504)   1,513 
Apple Inc. 20 Call January 19, 2018   180.00    0.24000    3,411    (601)   2,810 
Applied Materials Inc. 50 Call January 19, 2018   55.00    0.22000    3,882    (1,378)   2,504 
Cognizant Technology 
 Solutions Corporation 40 Call January 19, 2018   75.00    0.03554    2,240    (178)   2,062 
Facebook Inc. 15 Call January 19, 2018   185.00    0.54000    2,463    (1,015)   1,448 
Fiserv Inc. 20 Call January 19, 2018   135.00    0.37500    1,630    (940)   690 
Intel Corporation 50 Call January 19, 2018   48.00    0.22000    4,519    (1,378)   3,141 
Visa Inc. 25 Call January 19, 2018   115.00    1.22500    3,341    (3,837)   (496)

            $ 37,650   $ (16,391)  $ 21,259 

(1) Each contract was written for 100 shares of the underlying security.

12. FINANCIAL RISK MANAGEMENT 

The Fund’s investment activities expose it to a variety of financial risks. The Schedule of Investment Portfolio presents the securities held by 
the Fund as at December 31, 2018, and groups the securities by market segment. The following summary represents the securities by market 
segments held by the Fund as at December 31, 2017. Significant risks that are relevant to the Fund are discussed below.

As at        December 31, 2017

Investment Sector         % of Portfolio 

Software IT and services        55.3%
Semiconductors and semiconductor equipment        16.5%
Hardware and IT equipment        16.7%
Technology-related        11.5%

Total         100.0%

The Manager attempts to minimize the potential adverse effects of these risks on the Fund’s performance by employing a professional, 
experienced portfolio manager. These risks are managed by diversifying the investment portfolio within the constraints of the investment 
objectives. 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, exchange-listed equity securities.



25

Tech Leaders Income ETF — Annual Report 2018

a) Other Price Risk 

Other price risk is the risk that the value of financial instruments will fluctuate as a result of changes in market prices (other than those arising 
from interest rate risk or currency risk), whether caused by factors specific 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 management of securities within the parameters of the investment strategy. Except for options written, the 
maximum risk of loss resulting from financial instruments is equivalent to their fair value. There were no cash covered put options outstanding 
as at December 31, 2018 and 2017. No additional risk is introduced by covered call options written.

The Fund is exposed to other price risk from its investment in equity securities. As at December 31, 2018, had the prices on the respective stock 
exchanges for these securities increased by 10%, with all other variables held constant, Net Assets would have increased by approximately 
$2.9 million or 9.4% (December 31, 2017 – $3.4 million or 9.1%). Similarly, had the prices on the respective stock exchanges for these 
securities decreased by 10%, with all other variables held constant, Net Assets would have decreased by approximately $3.2 million or 10.1% 
(December 31, 2017 – $3.7 million or 9.7%). In practice, the actual trading results may differ, and the difference could be material.

b) Credit Risk

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment that it has entered into 
with the Fund. The Fund did not have significant credit risk exposure as at December 31, 2018. The carrying amount of income receivable 
represents the maximum credit risk exposure as it will be settled in the short term.

All transactions in securities are settled/paid for upon delivery. 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. 

The Fund has entered into a securities lending program with its custodian; see note 9. Credit risk associated with these transactions is considered 
minimal as all counterparties have a sufficient, approved credit rating and the value of cash or securities held as collateral must be at least 
102% of the fair value of the securities loaned.

The Fund is also exposed to credit risk for the amount of unrealized gains under the foreign currency forward contracts (note 10) with a 
Canadian chartered bank with a DBRS rating of AA.

The Fund generally transacts in exchange-traded options; therefore, credit risk is considered minimal.

c) 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 sufficient 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. As at 
December 31, 2018 and 2017, all the Fund’s financial liabilities had maturities of less than three months.

d) Currency Risk

Currency risk is the risk that financial instruments that are denominated in a currency other than the Canadian dollar, which is the Fund’s 
reporting currency, will fluctuate due to changes in exchange rates. The investment portfolio is comprised primarily of US-dollar-denominated 
debt and equity securities and cash and short-term investments. The Fund’s exposure to US dollar currency was substantially hedged through 
its US-dollar-denominated foreign currency forward contracts. The tables below indicate the foreign currency investment holdings in the Fund 
and the corresponding foreign currency hedges as at December 31, 2018 and 2017 in Canadian dollar terms. The tables also illustrate the 
potential impact to the Fund’s Net Assets attributable to holders of redeemable units, 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:

      Foreign  Total 
  Investments  Cash and Other  Currency Forward  Currency   Impact on  Impact on 
  and Options  Receivables  Contracts (note 10)  Exposure  Net Assets Net Assets (%)

US dollars $ 32,175,384   $ 101,102   $ (34,118,700)  $ (1,842,214)  $ (92,111) (0.29%)

   $ 32,175,384   $ 101,102   $ (34,118,700)  $ (1,842,214)  $ (92,111) (0.29%)

As at December 31, 2017:

      Foreign  Total 
  Investments  Cash and Other  Currency Forward  Currency   Impact on  Impact on 
  and Options  Receivables  Contracts (note 10)  Exposure  Net Assets Net Assets (%)

US dollars  $ 36,711,583   $ 111,773   $ (36,831,526)  $ (8,170)  $ (409) 0.00%

  $ 36,711,583   $ 111,773   $ (36,831,526)  $ (8,170)  $ (409) 0.00%
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13. 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 l: Inputs that reflect 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 significant 
management judgement or estimation.

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is significant to the fair value 
measurement. 

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

Equities  $ 32,223,908   $ —   $ —   $ 32,223,908
Foreign currency forward contracts  —   (672,700)  —    (672,700)
Option contracts   (48,524)   —    —    (48,524)

Total     $ 32,175,384   $ (672,700)  $ —   $ 31,502,684 

Assets and liabilities at fair value as at December 31, 2017  Level 1  Level 2  Level 3  Total

Equities  $ 36,727,974 $ — $ — $ 36,727,974 
Foreign currency forward contracts  —   975,404    —   975,404 
Option contracts   (16,391)  —   —   (16,391)

Total    $ 36,711,583   $ 975,404  $ — $ 37,686,987

There were no transfers of financial assets and liabilities between the levels during the years ended December 31, 2018 and 2017.

All fair value measurements above are recurring. The carrying values of cash, amounts receivable for investments sold, income receivable, 
accounts payable for redeemable units redeemed, distributions payable and accounts payable and accrued liabilities approximate their fair 
values due to their short-term nature. Fair values are classified as level 1 when the related security or derivative is actively traded and a quoted 
price is available. If an instrument classified as level 1 subsequently ceases to be actively traded, it is transferred out of level 1. In such cases, 
the instrument is reclassified into level 2, unless the measurement of its fair value requires the use of significant unobservable inputs, in which 
case it is classified as level 3.

a) Equities

The Fund’s equity positions are classified as level 1 when the security is actively traded and a reliable price is observable. The net realized  
and change in unrealized gain from equity securities during the year ended December 31, 2018 was $5,670,714 (year ended December 31, 
2017 – gain of $9,669,887).

b) Option Contracts

The Fund’s option contracts written are classified as level 1, as the options are based on unadjusted quoted prices in active markets. The net 
realized and change in unrealized loss from option contracts during the year ended December 31, 2018 was $9,571 (year ended December 31, 
2017 – loss of $41,308).

c) 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 fluctuate with changes in currency exchange rates. The forward contracts’ value is 
the value that could be realized if the forward contracts were closed out on the financial reporting date and the change in fair value 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 classified as level 2. The 
net realized and change in unrealized loss from foreign currency forward contracts during the year ended December 31, 2018 was $3,441,070 
(year ended December 31, 2017 – gain of $2,244,410). 
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14. 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 Statements of Financial Position but still allows for the related amounts to be set off in certain 
circumstances, such as bankruptcy or termination of the contracts. The following tables present the Fund’s financial assets and liabilities subject 
to offsetting, enforceable master netting arrangement and similar agreements. The tables are presented by type of financial instruments as at 
December 31, 2018, and 2017.

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 (672,700) —  (672,700) — —  (672,700)

Total  $ (672,700)  $ —  $ (672,700)  $ —  $ —  $ (672,700)

As at December 31, 2017 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  $ 975,404  $ —  $ 975,404  $ —  $ —  $ 975,404 
Derivative liabilities — — — — — —

Total  $ 975,404  $ —  $ 975,404  $ —  $ —  $ 975,404 

The details of the securities lending arrangement are disclosed in note 9 and as such have not been included in the offsetting table above.

15. INCOME TAX

As at December 31, 2018, the Fund had non-capital loss carry-forwards for income tax purposes of $336,376 (December 31, 2017 – 
$1,681,914). The non-capital loss carry-forwards will expire as follows:

          2018

2032        $ 336,376

          $ 336,376

The Fund had no capital loss carry-forwards as at December 31, 2018 (December 31, 2017 – $1,247,890).



Tech Leaders Income ETF — Annual Report 2018

Corporate  
InformatIon

Independent Review Committee

Patricia Meredith, BMath, MBA, PhD, 
FCPA/FCA

Arthur R.A. Scace, QC, CM 

Ken S.Woolner, BSc, PEng

 

Directors and Officers of the 
Manager

Mark A. Caranci, BComm, CPA, CA 
Director, President and  
Chief Executive Officer

Christopher S.L. Hoffmann, LLB, MS 
Director

Craig T. Kikuchi, BA, CPA, CA, CFA 
Director and Chief Financial Officer

Raymond R. Pether, BA, MBA  
Director

Christopher Cullen, BASc, MBA, CFA 
Senior Vice President

Laura Lau, BASc (Hons), CFA, DMS 
Senior Vice President and Senior Portfolio 
Manager

Michael D. Clare, BComm (Hons),  
CPA, CA, CFA  
Vice President and Portfolio Manager

Michelle L. Tiraborelli, BSc, MBA  
Vice President

Ann P. Wong, BA, MAcc, CPA, CA,  
CPA (Delaware), CFA 
Vice President and Controller

Kathryn A.H. Banner, BA, MA 
Vice President and Corporate Secretary

 

Trustee

TSX Trust Company

Custodian

CIBC Mellon Trust Company

Auditor
PricewaterhouseCoopers LLP

Website
www.bromptongroup.com

Mailing Address
Bay Wellington Tower, Brookfield Place 
181 Bay Street 
Suite 2930, Box 793 
Toronto, ON  M5J 2T3

Investor Relations: 416-642-6000 
General Inquiries: 416-642-9061 
Fax: 416-642-6001 
Toll Free: 866-642-6001 
Website: www.bromptongroup.com

D
e

s
ig

n
e

d
 b

y
 B

r
y

a
n

 M
il

ls
 L

t
d

. 
w

w
w

.b
r

y
a

n
m

il
ls

.c
o

m


