
the fund
Blue Ribbon Income Fund is a closed-end investment trust managed by Blue Ribbon Fund Management Ltd. (the “Administrator”). 
Brompton Funds Limited (“Brompton”) is the sub-administrator of the Fund and provides administrative services to the Fund on behalf of the 
Administrator. The Fund’s portfolio is actively managed by Bloom Investment Counsel, Inc. (“Bloom” or the “Investment Manager”). The units 
of the Fund trade on the Toronto Stock Exchange (“TSX”) under the symbol RBN.UN and are RRSP, DPSP, RRIF, RESP and TFSA eligible.

Investment objeCtIves and strategIes
The Fund’s investment objectives are to provide unitholders with high monthly distributions and low management fees, together with the 
opportunity for capital appreciation.

reCent developments 
There were no recent developments to report.

Management Report of Fund Performance

March 12, 2019

This annual management report of fund performance for Blue Ribbon Income Fund (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.blueribbonincomefund.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.

Actively managed portfolio focused on higher yielding Canadian securities.
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rIsks 
Risks associated with an investment in the units of the Fund are discussed in the Fund’s 2018 annual information form, which is available 
on the Fund’s website at www.blueribbonincomefund.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.

results of operatIons 

Distributions and Changes in Net Assets from Operations

Cash distributions declared amounted to $0.60 per unit for the year ended December 31, 2018, reflecting monthly distributions of $0.05 per 
unit, unchanged from 2017. Since inception in September 1997, the Fund has paid total cash distributions of $18.78 per unit.

The Fund has a distribution reinvestment plan which allows participating unitholders to automatically reinvest monthly distributions, 
commission free, in additional units of the Fund. Pursuant to this plan, 41,365 units were acquired in the market at an average price of $9.05 
per unit and 15,855 units were issued from treasury at an average price of $8.57 per unit during the year ended December 31, 2018.

For 2018, total revenue from the Fund’s portfolio was $0.38 per unit, compared to $0.41 per unit in 2017. The decrease reflected a combination 
of dividend rate changes made by companies in the portfolio and changes in portfolio constituents. Expenses were $0.16 per unit in 2018, 
down from $0.17 per unit in 2017. 

Net Asset Value

The Net Asset Value per unit of the Fund was $7.67 at December 31, 2018 compared to $9.84 at December 31, 2017, a 22.1% decline. The 
aggregate Net Asset Value of the Fund decreased to $110.1 million at December 31, 2018 from $165.0 million at December 31, 2017. This 
$54.9 million change reflected $28.7 million in realized and unrealized losses in the portfolio, $16.2 million of redemptions, the payment 
of $9.6 million in distributions and unit repurchases of $4.1 million under the Fund’s normal course issuer bid program, partially offset by 
$3.7 million of net income from operations.

Investment Portfolio

At December 31, 2018, the Fund owned 29 equities and REITs compared to 32 holdings at December 31, 2017. During 2018, four new 
names were purchased: Cineplex Inc., Fiera Capital Corporation Class A, ShawCor Ltd., and Whitecap Resources Inc. Seven names were 
also sold: AltaGas Ltd., AltaGas Ltd. Subscription Receipts, ARC Resources Ltd., Enercare Inc., Kinder Morgan Canada Limited, Loblaw 
Companies Ltd. and Trinidad Drilling Ltd. The Fund had net realized and unrealized losses in 2018 of $28.7 million, led by losses in the oil 
and gas and consumer staples and discretionary sectors. The portfolio’s investment weighting is shown in the accompanying pie chart, and a 
detailed listing of the Fund’s security holdings is provided in the financial statements.

Portfolio Sectors

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

Consumer staples and discretionary  $ 6.6 $ (11.4) $ (4.8)
Financial     1.2  (6.1)  (4.9)
Healthcare     —  (1.2)  (1.2)
Industrial     0.4  (2.4)  (2.0)
Materials     —  (2.9)  (2.9)
Oil and gas     (9.3)   3.5  (5.8)
Pipes, power, utilities and infrastructure   1.6  (5.6)  (4.0)
Real estate     —  (2.7)  (2.7)
Communication services    —  (0.4)  (0.4)
Short-term investments    —  —  —

Total   $  0.5 $ (29.2) $ (28.7)

Liquidity and Capital Resources

To provide liquidity for unitholders, units of the Fund are listed on the TSX under the symbol RBN.UN. The Fund’s normal course issuer bid 
program allows it to purchase its units for cancellation if they trade below Net Asset Value per unit. As a result, purchases under the issuer bid 
program are accretive to the Net Asset Value per unit at the time of purchase. During 2018, 478,200 units were purchased for cancellation at 
an average price of $8.82 per unit. Investors also have the right to redeem their units in accordance with the Fund’s provisions. During 2018, 
1,956,310 units were redeemed at an average price of $8.26 per unit.

related party transaCtIons 
Related party transactions consist of services provided by the Administrator and the Investment Manager pursuant to administration and 
investment management agreements. See the Administration and Investment Management Fees section below.
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admInIstratIon and Investment management fees 
Pursuant to an administration agreement, the Administrator provides management and administrative services to the Fund, for which it is 
paid an administration fee equal to 0.50% per annum of the Net Asset Value of the Fund, plus applicable taxes. The Administrator is also 
reimbursed for all general and administrative expenses that relate to the operation of the Fund. For the year ended December 31, 2018, 
these expenses amounted to $0.2 million (2017 – $0.3 million). The administration fee is used by the Administrator to cover certain costs to 
administer the Fund and for profit. The Fund also pays to the Administrator a service fee equal to 0.40% per annum of the Net Asset Value 
of the Fund, which is in turn paid by the Administrator to the investment dealers based on the proportionate number of units held by clients 
of each dealer at the end of each calendar quarter. For the year ended December 31, 2018, administration fees amounted to $0.8 million and 
service fees were $0.5 million.

Bloom Investment Counsel, Inc., the Investment Manager of the Fund, receives an investment management fee equal to 0.50% per annum 
of the Net Asset Value of the Fund, plus applicable taxes. For the year ended December 31, 2018, investment management fees amounted to 
$0.8 million.

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 years ended December 31     2018  2017  2016  2015  2014

Net Assets per unit, beginning of year(2)      $ 9.84   $ 10.19   $ 8.42   $ 10.61   $ 11.68 
Increase (decrease) from operations:(3)      
 Total revenue      0.38   0.41   0.44   0.49   0.61 
 Total expenses      (0.16)  (0.17)  (0.16)  (0.19)  (0.21)
 Realized gains (losses)      0.03   0.64   0.85   —  0.37 
 Unrealized gains (losses)      (1.77)  (0.64)  1.24   (1.64)  (0.96)

Total increase (decrease) in Net Assets from operations    $ (1.52)  $ 0.24   $ 2.37   $ (1.34)  $ (0.19)

Distributions to unitholders:(2)      
 From net investment income     $ 0.18   $ 0.17   $ 0.18   $ 0.24   $ 0.24 
 From capital gains       —   —  —  —  0.28
 Return of capital      0.42  0.43  0.48  0.60  0.32

Total distributions to unitholders      $ 0.60   $ 0.60   $ 0.66   $ 0.84   $ 0.84 

Net Assets per unit, end of year(2)      $ 7.67   $ 9.84   $ 10.19   $ 8.42   $  10.61 

(1)  The 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)      $ 110,078   $ 164,953   $ 194,079   $ 191,212  $ 276,561 
Number of units outstanding (000s)      14,352  16,771  19,045  22,702  26,071
Management expense ratio (“MER”)(1)      1.70%  1.73%  1.70%  1.79%  1.90%
Trading expense ratio(2)      0.05%  0.05%  0.07%  0.11%  0.04%
Portfolio turnover rate(3)      10.36%  14.55%  15.94%  33.74%  31.74%
Net Asset Value per unit      $ 7.67   $ 9.84   $ 10.19   $ 8.42   $ 10.61 
Closing market price – units      $ 7.39   $ 9.66   $ 9.82   $ 7.96   $ 10.35 

(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’s Investment Manager 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 Fund’s MER was 1.70% for the year ended December 31, 2018, down from 1.73% 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 cash distributions made by the Fund and deemed 
distributions based on the intrinsic value of the rights/warrants at approximately the exercise date of the rights/warrants 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 for the periods ended December 31, 2009 through December 31, 2018. The chart shows, in percentage 
terms, how an investment held on the first day of each fiscal period would have changed by the last day of the fiscal period.

Year-by-Year Returns 

The following table shows the Fund’s compound return for each period indicated compared with the S&P/TSX Composite Index (“Composite 
Index”). The Composite Index tracks the performance, on a market-weight basis and a total return basis, of a broad index of large-capitalization 
issuers listed on the TSX. Since the Fund is actively managed, the sector weightings differ from those of the Composite Index. In addition, the 
Fund’s portfolio contains predominantly higher-dividend-paying securities, whereas the Composite Index does not necessarily focus on this 
type of investment. For these reasons, it is not expected that the Fund’s performance will mirror that of the Composite Index. Further, the 
Composite Index is 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.

Annual Compound Returns
       Since 
   1-Year 3-Year 5-Year 10-Year Inception(1)

Blue Ribbon Income Fund   (16.6%)  3.6%   (1.2%)  8.0%   9.0%
S&P/TSX Composite Index  (8.9%)  6.4%  4.1%  7.9%  6.0%

(1) Period from September 16, 1997 (commencement of operations) to December 31, 2018.

Since its inception in September 1997, the Fund has outperformed the Composite Index on an annualized basis by 3.0%. This outperformance 
is due to a combination of factors including the value-approach and stock selection by the Investment Manager, the Fund’s focus on dividend- 
paying securities, which have generally performed better than non-dividend-paying securities, and the Fund’s overweight positions (relative to 
the Composite Index) in the pipes, power, utilities and infrastructure sector. Underperformance in the consumer staples and discretionary and 
financials sectors accounted for the Fund’s underperformance in the year as well as the negative performance in individual holdings. Please see 
the Investment Manager’s Report for more details.
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summary of Investment portfolIo 
As at December 31, 2018

Total Net Asset Value       $ 110,077,801

        % of   % of Net  
Portfolio Composition      Portfolio  Asset Value

Financial        23.1%  23.2%
Pipes, power, utilities and infrastructure        13.8%  13.8%
Industrial        13.6%  13.7%
Consumer staples and discretionary        12.6%  12.7%
Real estate        10.7%  10.7%
Materials        8.1%  8.2%
Cash and short-term investments        7.0%  7.0%
Oil and gas        6.3%  6.3%
Healthcare        2.6%  2.6%
Communication services        2.2%  2.2%

Total investment portfolio        100.0%  100.4%
Other net liabilities           (0.4%)

Total Net Asset Value         100.0%

        % of   % of Net  
Top 25 Holdings      Portfolio  Asset Value

Cash and short-term investments         7.0%  7.0%
Allied Properties Real Estate Investment Trust         5.9%  5.9%
Bank of Nova Scotia (The)         5.6%  5.6%
Manulife Financial Corporation         5.4%  5.4%
Sun Life Financial Inc.         5.4%  5.4%
Altus Group Limited         4.7%  4.8%
Toronto-Dominion Bank (The)         4.7%  4.8%
Premium Brands Holdings Corp.         4.5%  4.5%
Northland Power Inc.         4.4%  4.5%
Transcontinental Inc. Class A         4.1%  4.1%
Ag Growth International Inc.         3.8%  3.8%
Superior Plus Corp.         3.8%  3.8%
Boralex Inc.         3.7%  3.8%
Labrador Iron Ore Royalty Corp.         3.7%  3.7%
Cineplex Inc.         3.5%  3.6%
Keyera Corp.         3.3%  3.3%
TFI International Inc.         3.3%  3.3%
Intertape Polymer Group Inc.         2.9%  2.9%
Extendicare Inc.         2.6%  2.6%
Gibson Energy Inc.         2.3%  2.3%
Chemtrade Logistics Income Fund         2.2%  2.3%
Shaw Communications Inc. Class B         2.2%  2.2%
Noranda Income Fund         2.2%  2.2%
Fiera Capital Corporation Class A         2.0%  2.0%
Vermilion Energy Inc.         1.9%  2.0%

Total       95.1%  95.8%

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.

Record Date Payment Date Return of Capital Eligible Dividends Total Distributions

January 31, 2018 February 14, 2018 $ 0.03527 $ 0.01473  $ 0.05 
February 28, 2018 March 14, 2018 0.03527 0.01473 0.05 
March 29, 2018 April 13, 2018 0.03527 0.01473  0.05 
April 30, 2018 May 14, 2018 0.03527 0.01473  0.05 
May 31, 2018 June 14, 2018 0.03527 0.01473  0.05 
June 29, 2018 July 16, 2018 0.03527 0.01473  0.05 
July 31, 2018 August 15, 2018 0.03527 0.01473  0.05 
August 31, 2018 September 17, 2018 0.03527 0.01473  0.05 
September 28, 2018 October 15, 2018 0.03527 0.01473  0.05 
October 31, 2018 November 14, 2018 0.03527 0.01473  0.05 
November 30, 2018 December 14, 2018 0.03527 0.01473  0.05 
December 31, 2018 January 15, 2019 0.03527 0.01473 0.05

  $ 0.42324  $ 0.17676  $ 0.60 

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.

Investment manager 

Bloom Investment Counsel, Inc.

Bloom Investment Counsel, Inc. (“Bloom”) was established in 1985 and specializes in the management of segregated investment portfolios 
for wealthy individuals, corporations, institutions, charitable foundations and trusts. In addition to its conventional investment management 
business, Bloom currently manages specialty high-yield equity portfolios comprised of dividend-paying common equity securities, income 
trusts, and real estate investment trusts. Bloom currently manages four TSX-listed, closed-end portfolios and one open-ended mutual fund.

Investment manager’s report
January 2, 2019

Canadian Economy 

The strength of the Canadian economy in the second quarter was not maintained in the most recent monthly GDP results, with Real GDP 
growing at a 2% annualized rate in the third quarter. These numbers indicate slowing growth in the Canadian economy, which now looks 
unlikely to achieve 2% growth for the second half of 2018. New risks have appeared, with a significant pullback in the price of oil. Even if 
this were to prove short term in nature, the anticipation of slowly rising interest rates will likely result in economic growth at a rate below 
2% for 2019.  

On November 21, Canada’s Finance Minister released a fiscal update. To the dismay of Albertans and the energy sector, the government opted 
for across-the-board measures instead of targeted assistance to the energy sector. An additional headwind for Canada’s energy sector is that 
the United States recently became a net exporter of energy surpassing Saudi Arabia and Russia in production. With this growing supply south 
of the border, the easing of sanctions restricting Iranian exports, and oil and gas transport issues in Canada, there does not appear to be any 
potential for a quick resolution, and it is left to OPEC+ (Saudi Arabia and Russia) to restrict supply to boost prices. 

In Canada the sectors that have historically borne the brunt of trade actions (auto, forestry, manufacturing, steel and aluminum, agriculture) 
continue to face challenges and make adjustments. Although the USMCA trade agreement was signed by US/Mexico/Canada, there is uncertainty 
around its implementation due to the recent US election resulting in a Democrat-majority Congress. If tariffs of 25% in some cases continue 
to be imposed and remain in place they will add to inflationary pressures. However, inflation has remained near a very manageable 2%. 
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Housing starts for November came in above consensus at 216,000, with a gain in the generally higher value single-detached homes. Building 
activity troughed in September but picked up in October and November. Though the plight of the indebted household sector is well known, 
Canadian banks are still guiding to mid-single digit growth in consumer lending for 2019.

New motor vehicle sales in Canada are expected to decline 9.4% over last year based on November data from auto dealers. Housing investment 
and autos are the most sensitive components of consumer spending to rate hikes. The full effect of rate hikes in 2018 will be better seen in 
2019 due to the associated lag.

In the third quarter, Canadian balance sheets unexpectedly deteriorated. Credit market debt as a proportion of disposable income ticked up to 
177.5% compared to 177.4% in the second quarter. Unlike past quarters, this was attributable to weaker income rather than higher debt levels.

As recently as October, the Bank of Canada was taking an aggressive stance signaling it was no longer likely to be gradual in raising interest 
rates. At that point it looked like two rate hikes in a row were possible. However, with the retreat in oil prices the Bank of Canada may be 
required to take a more measured approach facing the risk of raising rates too quickly. Canada’s monetary policy is very much tethered to that 
of the US Federal Reserve. With lowered rate hike expectations in the US, this may have an impact on Canada. 

The 2–10 Year Government Bond Yield Curve continues to flatten in Canada and the US. Empirically an inverted curve has proven to be a very 
reliable predictor of recessions in the last 70 years. An inversion of this part of the yield curve has preceded each of the last nine recessions dating 
back to 1955. There have been instances of curve inversions in the past without a recession occurring, but these have been very rare. Markets 
are closely watching for potential inversion in the yield curve for signs of a slowdown or trying to gauge the timing to the end of this cycle. 

Canadian Investment Markets 

After a very strong return in 2016 and one more in-line with long-run historical average in 2017, the Canadian equity market had a very 
challenging 2018. Investors experienced negative returns for the year with the S&P/TSX Composite Index struggling to make it into positive 
territory briefly in the mid part of the year. Canadian investors have justifiably been feeling left out as the domestic market has underperformed 
other markets, most notably the United States. Regretfully, Canadian markets have participated fully in the downside but had less participation 
in positive markets leading up to it. 

The start of the year saw the Canadian and non-Canadian markets impacted in February by the outlook for interest rate increases and 
the return of volatility, which was very subdued throughout much of 2017. The energy sector in this country continued to face significant 
challenges. Weakness into year-end was attributable to a confluence of factors. These include geopolitical issues, concerns over nearing the end 
of the economic cycle and the effect this will have on earnings in addition to tax loss selling. While the year started with concern over rising 
interest rates, there was a shift in the fourth quarter as central bank tightening is now expected to moderate and the long end of the yield curve 
continues to flatten. 

When weakness began at the latter part of the year it was widely ascribed to trade tensions. For Canada this was evident in industries that could 
be adversely impacted by the elimination of NAFTA and its replacement with the USMCA trade deal. With significant exposure to resources, 
Canada is also heavily impacted by China and trade tariffs between it and the United States. Mixed signals between a possible truce one day 
followed by dashed hopes the next has helped sustain volatility in the market. 

Equities have not been the only asset class to have difficulty performing this year. Based on third-party research, it appears that none of the broad 
asset classes tracked are forecast to post a return of greater than 5% for 2018. Evidently, this phenomenon has not been observed since 1972.

West Texas Intermediate (“WTI”) Crude peaked for the year at over $75 at the beginning of October, but rapidly depreciated by about 39% 
by the end of December. For Canada, the greater issue was Western Canada Select’s (“WCS”) steep discount to WTI near $30 in February. 
It improved by narrowing to the $15 level mid-year, but worsened again to a level near $50 towards October due to egress (pipeline) issues. 
Developments across various pipeline projects all contributed negatively including Kinder Morgan’s Trans Mountain (being purchased by 
the Canadian government), Enbridge’s Line 3 and TransCanada’s Keystone XL in addition to untimely seasonal outages reducing demand at 
refineries in the US. Towards the end of the year Alberta’s Premier announced plans to buy rail cars to transport more crude and to curtail 
production. This caused the discount to improve and narrow back to the $15 level. 

Energy companies are working independently and with the Alberta government to build refining and petrochemical facilities; however, we do 
not believe this is a short-term solution. Foreign energy companies have sold assets and decided to invest capital elsewhere (ConocoPhillips, 
Statoil); however, on the positive side, some domestic producers are fundamentally seeing value as indicated by mergers and acquisitions. We 
find the following to be positive considerations: firstly, when prices were weak in February 2016 (WTI $27, WCS $13), a majority of Canadian 
energy stocks traded at meaningfully higher prices in most cases than they did nearing year-end 2018 with WTI at $46 and WCS at $31; and 
secondly, the $40 billion LNG Canada project in Kitimat could be a potential catalyst for the sector.   

The S&P/TSX Composite Total Return Index for the last quarter and year returned -10.1% and -8.9%, respectively. The best performing sectors 
last quarter were consumer staples (up 5.7%), communication services (up 2.0%) and materials (up 0.9%). The worst performing sectors for 
the quarter were healthcare (down 35.3%), energy (down 17.3%) and industrials (down 13.4%). The best performing sectors for all of last 
year were information technology (up 13.0%), real estate (up 2.0%) and consumer staples (up 2.0%), while the worst performing sectors for 
the year were energy (down 18.3%), consumer discretionary (down 16.0%) and healthcare (down 15.9%). 

Earnings season for the third quarter had a pronounced sensitivity, further proving how emotional the market is, punishing the stocks of those 
companies that had even modestly missed expectations and, in certain cases, that had not beat expectations by as much as people had grown 
accustomed to seeing. We have noticed that the market is also focusing on fundamentals to a far lesser degree than emotions particularly 
with selling pressure being brought to bear against small- and mid-cap stocks. This is creating numerous stock-specific opportunities on a 
fundamentally undervalued basis. Increasingly, dividend yields in many cases have become very compelling and many high income equities 
offer yields significantly above their historical averages. 
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The Canadian dollar started the year at US$0.80 (C$1.25). Nearing the end of the year it traded down towards US$0.74 – a decline of 6.6%. 
The decline in WTI oil price that is strongly correlated with the Canadian dollar has been the most significant factor for this. It is no coincidence 
that the last time the currency traded near US$0.74 (C$1.35) WTI was near current levels.

Blue Ribbon Income Fund Performance

Blue Ribbon Income Fund outperformed in the third quarter but in the last quarter and for the year underperformed the S&P/TSX Composite 
Total Return index. Correlations increased greatly in the quarter amongst weakening stocks. Therefore, stock-specific underperformance 
was not as notable. For the year, underperformance in certain individual holdings was more distinct; however, weakness in two of the five 
bottom contributors (Altus Group Ltd. and Premium Brands Holdings Corporation) was mitigated by these stocks being among the top five 
contributors in the prior year.

Positions in Noranda Income Fund, Corus Entertainment Class B, Allied Properties REIT, Northland Power Inc. and Enercare were the greatest 
contributors to performance last quarter. For the past year, the greatest contributors to performance were Enercare Inc., Allied Properties REIT, 
Trinidad Drilling Ltd., Loblaw Companies Ltd. and TFI International Inc.

Blue Ribbon Income Fund Portfolio Changes 

For the year, the largest purchases of additional shares were in Cineplex Inc., Shawcor Ltd., Whitecap Resources Inc., and Fiera Capital 
Corporation. Much of the year’s purchases consisted of new positions including all of the above mentioned stocks.  

The largest position reductions occurred in Enercare Inc. (due to it being acquired at a significant premium of 53% by Brookfield Infrastructure), 
Loblaw Companies Ltd., AltaGas Ltd., ARC Resources Ltd., Vermilion Energy Inc., Kinder Morgan Canada Ltd., Toronto-Dominion Bank, 
Corus Entertainment Inc. Class B, Trinidad Drilling Ltd. and Boralex Inc., which were either trimmed or sold outright since the beginning of 
the year. 

Outlook

In what turned out to be a volatile year, 2018 performance ended up with bookend quarters. The first quarter was down mid-single digits in 
line with the market, with two low-single digit positive results in the second and third quarters with significant outperformance in the third 
quarter. The fourth and final quarter ended on a negative note along with the market.

The year 2018 ended on a down note with particular weakness in oil and natural gas stocks in addition to small- and mid-cap stocks. Common 
equity income securities that are the area of our investment focus underperformed relative to the sectors and individual securities where we are 
typically less likely to be represented, such as the financials sector which represents 34.2% of the S&P/TSX index, and also some of the more 
prominent names in the index. We seek to add value and continue to believe that investment opportunities that are potentially not yet included 
in the index due to their size have the potential for more meaningful upside.

History has proven that dividend-paying securities have significantly outperformed non-dividend payers over many years. We maintain our 
longer-term, patient stance while guiding our disciplined fundamental approach and focus on valuation. Capitalizing on such opportunities 
requires patience and resolve, as elevated volatility could continue in the near term and as imbalances in energy prices adjust. However, we 
believe our focus on dividend-paying common equities will prove to be a good strategy in such an environment.

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 Blue Ribbon Income Fund (the ‘‘Fund’’) have been prepared by Blue Ribbon Fund Management Limited (the 
‘‘Administrator’’ of the Fund) and approved by the Board of Directors of the Administrator. The Administrator is responsible for the information 
and representations contained in these financial statements and the other sections of the annual report.

The Administrator 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 Administrator 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 Administrator, 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
President Chief Financial Officer 
Blue Ribbon Fund Management Limited Blue Ribbon Fund Management Limited

March 12, 2019 
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Independent audItor’s report

To the Unitholders and Trustee of Blue Ribbon 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        $ 108,324,199   $ 161,633,574 
Cash          2,259,726    3,949,415 
Income receivable         585,866    591,961 

Total assets         111,169,791   166,174,950

Liabilities    
Current liabilities    
Distributions payable to unitholders (note 6)         717,608    838,541 
Accounts payable and accrued liabilities         374,381    383,899 

Total liabilities excluding Net Assets attributable to holders of redeemable units      1,091,989   1,222,440

Net Assets attributable to holders of redeemable units      $ 110,077,802   $ 164,952,510 

Redeemable units outstanding (note 4)       14,352,156   16,770,811

Net Assets attributable to holders of redeemable units per unit      $ 7.67   $ 9.84

Approved on behalf of Blue Ribbon Income Fund by the Board of Directors of Blue Ribbon Fund Management Ltd., the Administrator.

(Signed) “Mark A. Caranci”  (Signed) “M. Paul Bloom”

      

Mark A. Caranci M. Paul Bloom
Director Director

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



13

Blue Ribbon Income Fund — Annual Report 2018

13

statements of ComprehensIve InCome 

For the years ended December 31      2018  2017

Income
 Securities lending income (note 9)        $ 28,881   $ 35,061 
 Net gain (loss) on investments:    
  Interest income for distribution purposes         183,253    84,797 
  Dividend income         6,090,266    7,537,728 
  Net realized gain (loss) on sale of investments (note 8)        558,718    12,024,552 
  Net change in unrealized gain (loss) on investments        (29,167,054)   (12,020,287)

 Total net gain (loss) on investments         (22,334,817)   7,626,790 

Total income (loss), net         (22,305,936)   7,661,851 

Expenses    
 Administration and investment management fees (note 7)        1,610,914    2,002,788 
 Service fees (note 7)         506,128    666,201 
 Audit fees         30,877    32,095 
 Trustee fees         7,687    7,613 
 Independent Review Committee fees (note 7)         20,159    21,114 
 Custodial fees         15,442    17,004 
 Legal fees         4,540    3,622 
 Unitholder reporting costs         24,371    30,376 
 Other administrative expenses         276,440    367,843 
 Interest and bank charges         17,278    28,066 
 Transaction costs         79,900    90,958 

Total expenses         2,593,736    3,267,680 

Increase (decrease) in Net Assets attributable to holders of redeemable units     $ (24,899,672)  $ 4,394,171 

Increase (decrease) in Net Assets attributable to holders of redeemable units per unit(1)    $ (1.52)  $ 0.24

(1) Based on the weighted average number of redeemable units outstanding during 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     $ (24,899,672)  $ 4,394,171 
 Adjustments for:    
  Net realized (gain) loss on sale of investments (note 8)        (558,718)   (12,024,552)
  Net change in unrealized (gain) loss on investments        29,167,054    12,020,287 
  Decrease (increase) in income receivable         6,095    119,299 
  Increase (decrease) in accounts payable and accrued liabilities       (9,518)   (145,102)
  Purchase of investments (note 8)         (84,146,636)   (93,127,558)
  Proceeds from sale of investments (note 8)         108,847,675    117,231,136 

 Cash provided by (used in) operating activities         28,406,280    28,467,681 

Cash flows from financing activities:    
 Amounts paid for redemptions of redeemable units        (16,166,554)   (18,388,679)
 Amounts paid for repurchase of redeemable units (note 4)        (4,217,132)   (4,076,016)
 Distributions paid to holders of redeemable units (note 6)        (9,848,211)   (11,218,341)
 Proceeds from reinvestment of distributions to holders of redeemable units      135,928    48,728 

 Cash provided by (used in) financing activities         (30,095,969)   (33,634,308)

Net increase (decrease) in cash         (1,689,689)   (5,166,627)
Cash, beginning of year         3,949,415    9,116,042 

Cash, end of year      $ 2,259,726   $ 3,949,415 

Supplemental information:(1)     
 Interest paid      $ 18   $ —  
 Interest received       173,404    83,999  
 Dividends received        6,106,210    7,657,825

(1)  Included in cash flows from operating activities.    

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, beginning of year     $ 164,952,510   $ 194,078,944 

Operations:    
 Increase (decrease) in Net Assets attributable to holders of redeemable units       (24,899,672)   4,394,171 

Distributions to holders of redeemable units:    
 Distributions paid to holders of redeemable units (note 6)    
  Net investment income        (2,863,850)   (3,235,896)
  Return of capital        (6,863,428)   (7,868,742)

 Total         (9,727,278)   (11,104,638)

Redeemable unit transactions:    
 Redemption of redeemable units (note 4)         (16,166,554)   (18,388,679)
 Repurchase of redeemable units (note 4)         (4,217,132)   (4,076,016)
 Reinvestment of distributions to holders of redeemable units (note 6)      135,928    48,728 

 Net increase (decrease) from redeemable unit transactions        (20,247,758)   (22,415,967)

Net increase (decrease) in Net Assets attributable to holders of redeemable units      (54,874,708)   (29,126,434)

Net Assets attributable to holders of redeemable units, end of year      $ 110,077,802   $ 164,952,510

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

        Carrying  % of 
As at December 31, 2018    Cost  Value  Portfolio

 No. of Units/ 
 Shares Consumer Staples and Discretionary  
 154,000  Cineplex Inc.    $ 4,731,022   $ 3,917,760  
 137,300  Corus Entertainment Inc. Class B     1,451,146    653,548  
  65,800  Premium Brands Holdings Corp.     3,576,623    4,925,788  
  232,000  Transcontinental Inc. Class A     3,517,803    4,477,600  

       13,276,594    13,974,696   12.9%

  Financial   
  90,300  Bank of Nova Scotia (The)     5,543,309    6,144,915  
  192,000  Fiera Capital Corporation Class A     2,304,000    2,167,680  
  309,400  Manulife Financial Corporation     5,889,427    5,993,078  
  132,300  Sun Life Financial Inc.     5,606,570    5,991,867  
  77,100  Toronto-Dominion Bank (The)     3,578,379    5,232,006  

       22,921,685    25,529,546   23.5%

  Healthcare   
  444,000  Extendicare Inc.     4,246,844    2,819,400  

       4,246,844    2,819,400   2.6%

  Industrial   
  89,100  Ag Growth International Inc.     5,061,917    4,169,880  
  188,800  Intertape Polymer Group Inc.     4,202,016    3,194,496  
  428,500  Superior Plus Corp.     5,253,192    4,147,880  
  102,600  TFI International Inc.     1,570,220    3,621,780  

       16,087,345    15,134,036   13.9%

  Materials   
  236,800  Chemtrade Logistics Income Fund     2,606,384    2,481,664  
  170,000  Labrador Iron Ore Royalty Corp.     4,880,292    4,120,800  
  1,828,800  Noranda Income Fund     8,395,548    2,377,440  

       15,882,224    8,979,904   8.3%

  Oil and Gas    
  572,900  Bonavista Energy Corp.     9,164,606    687,480  
  211,800  Crescent Point Energy Corp.     8,191,381    876,852  
  122,900  ShawCor Ltd.     2,729,481    2,037,682  
  74,900  Vermilion Energy Inc.     1,696,861    2,154,124  
  268,400  Whitecap Resources Inc.     2,368,254    1,167,540  

       24,150,583    6,923,678   6.4%

  Pipes, Power, Utilities and Infrastructure   
  245,500  Boralex Inc.     3,432,340    4,134,220  
  136,500  Gibson Energy Inc.     2,827,158    2,549,820  
  142,500  Keyera Corp.     1,515,602    3,677,925  
  226,300  Northland Power Inc.     3,492,392    4,910,710  

       11,267,492    15,272,675   14.1%

  Real Estate   
  147,400  Allied Properties Real Estate Investment Trust     4,560,246    6,532,768  
  221,400  Altus Group Limited     5,344,162    5,240,538  

       9,904,408    11,773,306   10.9%

  Communication Services   
  98,700  Shaw Communications Inc. Class B     2,721,406    2,438,877  

       2,721,406    2,438,877   2.3%

  Short-Term Investments   
  5,505,000  TD Bankers’ Acceptance, 2.16%, due March 5, 2019     5,478,081    5,478,081  

       5,478,081    5,478,081   5.1%

  Total Investments    $ 125,936,662   $ 108,324,199   100.0%
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notes to the fInanCIal statements 
December 31, 2018 and 2017 

1. GENERAL INFORMATION 

Blue Ribbon Income Fund (the “Fund”) is a closed-end investment trust created under the laws of the Province of Ontario on July 11, 1997, 
pursuant to an amended and restated declaration of trust. The address of the Fund’s registered office is Bay Wellington Tower, Brookfield 
Place, Suite 2930, 181 Bay Street, Toronto, Ontario, M5J 2T3. Computershare Trust Company of Canada is the Trustee and Blue Ribbon 
Fund Management Ltd. (the “Administrator”) is responsible for managing the affairs of the Fund. Bloom Investment Counsel, Inc. manages 
the Fund’s portfolio. CIBC Mellon Trust Company is the custodian of the Fund’s assets and prepares the weekly valuations of the Fund. The 
Fund is listed on the Toronto Stock Exchange under the symbol RBN.UN and commenced operations on September 17, 1997. The Fund aims 
to provide a high level of monthly distributions and the opportunity to participate in capital gains by actively managing a portfolio of publicly 
listed or traded securities, including income trusts, royalty trusts, real estate investment trusts, common shares, preferred securities and debt 
instruments. 

These financial statements were approved on behalf of Blue Ribbon Income Fund by the Board of Directors of Blue Ribbon Fund Management 
Ltd., the Administrator, 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 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 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 are the same as 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 value amounts 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 to realize the asset and settle the liability simultaneously. 
The legally enforceable right must not be contingent on future events and must be enforceable in the normal course of business and in the event 
of default, insolvency or bankruptcy of the Fund or the counterparty.

c) Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date. The fair value of 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 measurement 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 Administrator 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 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 option pricing 
models. Refer to note 12 for further information about the Fund’s fair value measurements.
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notes to the fInanCIal statements  (continued) 

December 31, 2018 and 2017

d) Cash

Cash is comprised of demand deposits with financial institutions.

e) Transaction Costs

Transactions 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 net 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. 
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.

g) Income Taxes

The Fund qualifies as a mutual fund trust under the Income Tax Act (Canada). 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 may incur withholding 
taxes imposed by certain countries on investment income and capital gains. Such income and gains are recorded on a gross basis and the related 
withholding taxes are shown as a separate expense in the Statements of Comprehensive Income. 

h) Foreign Exchange

The financial statements are presented in Canadian dollars, which is the functional currency of the Fund. The fair values of investments and 
other assets and liabilities that are denominated in foreign currencies are translated into Canadian dollars at the 4:00 p.m. (Toronto time) rate 
of exchange on each valuation date. Investments, income and expenses denominated in foreign currencies are translated at the rate of exchange 
prevailing on the date of such transactions.

i) Security Lending

The Fund may enter into securities lending transactions. These transactions involve the temporary exchange of securities for 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) Redeemable Units

As required 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.

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 $108 million (December 31, 2017 – $162 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.
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4. REDEEMABLE UNITS OF THE FUND

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. Units may be redeemed at the option of unitholders by tendering units of the Fund by the last business 
day of October for redemption on the second last business day of November (“Redemption Valuation Date”). Redemption of tendered units is 
settled based on the Net Asset Value per unit on the Redemption Valuation Date, less associated costs of the redemption, including brokerage 
costs. Units tendered for redemption are redeemed effective the Redemption Valuation Date of each year and are settled on or before the tenth 
business day in December, subject to the Administrator’s right to suspend redemptions in certain circumstances. For purposes of calculating the 
Net Asset Value per unit, the value of the securities that make up the portfolio is equal to the weighted average trading price of such securities 
over the last three business days of November.

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid program for the period from December 5, 2017 to 
December 4, 2018. Pursuant to this issuer bid, the Fund was permitted to purchase up to 1,854,700 units for cancellation. The Fund renewed 
the issuer bid program for the period from December 5, 2018 to December 4, 2019, which allows the Fund to purchase up to 1,625,000 units 
for cancellation. The Fund may only repurchase units when the Net Asset Value per unit exceeds the trading price per unit.

Issued

        2018  2017

          Number   Number 
          of Units  of Units

Redeemable units, outstanding at January 1         16,770,811    19,044,885 
 Redeemable units issued under the distribution reinvestment plan       15,855    5,008 
 Repurchase of redeemable units         (478,200)   (420,100)
 Redemption of redeemable units         (1,956,310)   (1,858,982)

Redeemable units, outstanding at December 31       14,352,156    16,770,811 

Weighted average number of units outstanding       16,386,925    18,670,983

During the year ended December 31, 2018, 1,956,310 (year ended December 31, 2017 – 1,858,982) units were redeemed at a price of $8.26 
(year ended December 31, 2017 – $9.89) per unit. 

During the year ended December 31, 2018, 478,200 (year ended December 31, 2017 – 420,100) units were repurchased for cancellation 
pursuant to the normal course issuer bid program at an average cost of $8.82 (year ended December 31, 2017 – $9.70) per unit. 

On December 31, 2018, the Fund’s closing market price per unit was $7.39 (December 31, 2017 – $9.66).
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notes to the fInanCIal statements  (continued) 

December 31, 2018 and 2017

5. CAPITAL MANAGEMENT

The Fund’s objective in managing its capital is to seek long-term capital appreciation by investing in an actively managed portfolio consisting 
primarily of North American exchange-listed securities. The Fund’s capital is comprised of Net Assets attributable to holders of redeemable 
units and securities sold short. In order to manage its capital structure, the Fund may return capital to unitholders, increase or decrease its level 
of leverage or purchase units for cancellation.

6. DISTRIBUTIONS TO UNITHOLDERS

Distributions, as declared by the Administrator, 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 $0.60 (year ended December 31, 2017 – $0.60) per unit, which amounted to $9,727,278 (year ended December 31, 
2017 – $11,104,638). Under the Fund’s distribution reinvestment plan, unitholders may elect to reinvest monthly distributions by purchasing 
additional units of the Fund, which may be issued from treasury or purchased in the open market. For the year ended December 31, 2018, 
15,855 units were issued by the Fund pursuant to the distribution reinvestment plan (year ended December 31, 2017 – 5,008).

On January 24, 2019, the Fund declared $0.05 per unit monthly distributions for record dates January 31, 2019, February 28, 2019, and 
March 29, 2019, respectively.

7. RELATED PARTY TRANSACTIONS

a) Administration, Investment Management and Service Fees 

Pursuant to a management agreement, the Administrator provides management and administrative services to the Fund, for which it is paid 
an administration fee equal to 0.50% per annum of the Net Asset Value of the Fund, plus applicable taxes. For the year ended December 31, 
2018, the management fees amounted to $805,457 (year ended December 31, 2017 – $1,001,394), with $50,639 payable to the Administrator 
as of December 31, 2018 (December 31, 2017 – $74,478). 

The Administrator is also reimbursed for all of its general and administrative expenses that relate to the operations of the Fund. These expenses 
amounted to $172,105 and $273,641 for the years ended December 31, 2018 and 2017, respectively.

The Fund also pays to the Administrator a service fee equal to 0.40% per annum of the Net Asset Value of the Fund. The service fee is in 
turn paid by the Administrator to the investment dealers in proportion to the number of units held by clients of each dealer at the end of each 
calendar quarter. For the year ended December 31, 2018, the service fees amounted to $506,128 (year ended December 31, 2017 – $666,201), 
with $110,053 payable as of December 31, 2018 (December 31, 2017 – $164,909).

Bloom Investment Counsel, Inc. is the Investment Manager of the Fund and is paid an investment management fee equal to 0.50% per annum 
of the Net Asset Value of the Fund, plus applicable taxes. For the year ended December 31, 2018, the investment management fees amounted 
to $805,457 (year ended December 31, 2017 – $1,001,394), with $50,639 payable to the Investment Manager as of December 31, 2018 
(December 31, 2017 – $74,478).

b) Independent Review Committee Fees

The total remuneration paid to members of the Independent Review Committee during the year ended December 31, 2018 was $20,159 (year 
ended December 31, 2017 – $21,114) and consisted only of fees. As at December 31, 2018, there were no Independent Review Committee 
fees payable (December 31, 2017 – nil). 
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8. INVESTMENT TRANSACTIONS 

For the years ended December 31      2018  2017

Proceeds from sale of investments        $ 108,847,675   $ 116,856,805 
Less cost of investments sold:  
 Investments at cost, beginning of year          150,078,983    161,783,678 
 Investments purchased during the year          84,146,636    93,127,558 
 Investments at cost, end of year         (125,936,662)   (150,078,983)

Cost of investments sold during the year         108,288,957    104,832,253 

Net realized gain (loss) on sale of investments      $ 558,718   $ 12,024,552

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 Fund 
will receive collateral of at least 105% 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. The market values of the 
securities on loan and the related collateral at December 31, 2018 were $7.4 million (December 31, 2017 – $17.1 million) and $7.8 million 
(December 31, 2017 – $17.9 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        $ 41,255   $ 50,085 
 Securities lending charges         (12,374)   (15,024)

Net securities lending income received by the Fund      $ 28,881   $ 35,061

During the year ended December 31, 2018, securities lending charges represented 30% (year ended December 31, 2017 – 30%) of the gross 
securities lending income.

10. LOAN PAYABLE 

Effective February 17, 2015, pursuant to an agreement with a Canadian chartered bank, the Fund has a 364-day renewable revolving credit 
facility. Effective March 2, 2018, the Fund reduced its maximum borrowing limit from $15.0 million to $5.0 million. The revolving credit 
facility provides funding for working capital and investment purposes. It provides for maximum borrowings of $5.0 million at either the prime 
rate of interest or the bankers’ acceptance rate plus a fixed percentage. There were no borrowings under this facility at December 31, 2018. 
The credit facility is secured by a first-priority security interest over all of the Fund’s assets. There were no amounts drawn against this facility 
in the year ended December 31, 2018 (year ended December 31, 2017 – nil).
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notes to the fInanCIal statements  (continued) 

December 31, 2018 and 2017

11. 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 presents the 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

Consumer staples and discretionary          18.3%
Financial          19.6%
Healthcare          2.5%
Industrial          11.6%
Materials          7.4%
Oil and gas          10.4%
Pipes, power, utilities, and infrastructure          19.3%
Real estate          9.1%
Communication services          1.8%

Total         100.0%

The Administrator attempts to minimize the potential adverse effects of these risks on the Fund’s performance by employing a professional, 
experienced investment manager who diversifies the investment portfolio within the constraints of the investment objectives. To assist in 
managing risks, the Administrator 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 Canadian equities.

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 Investment Manager attempts to 
moderate this risk through the careful selection of securities and other financial instruments within the parameters of the investment strategy. 
The maximum risk of loss resulting from financial instruments is equivalent to their fair value.

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 or decreased by 10%, with all other variables held constant, Net Assets would have increased 
or decreased by approximately $10.3 million or 9.3% (December 31, 2017 – approximately $16.2 million or 9.80%) of total Net Assets. In 
practice, the actual trading results may differ, and the difference could be material.

b) 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. As at December 31, 2018 and 2017, the Fund had no currency risk exposure.

c) Credit Risk

Credit risk is the risk that the counterparty to a financial instrument will fail to discharge an obligation or commitment that it has entered into 
with the Fund. The carrying amount of the Fund’s income receivable and amounts receivable for securities sold represents the maximum credit 
risk exposure as they will be settled in the short term.

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

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 sufficient, approved credit and the value of cash or securities held as collateral must be at least 105% of 
the fair value of the securities loaned.

d) 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 exposed 
to liquidity risk through its annual redemptions. For the annual redemption, the Fund receives notice at least 20 business days prior to the 
date of redemption and has up to 10 business days following the date of redemption to settle the redemptions, which provides the Investment 
Manager time to sell securities, although there may not be sufficient time to sell the securities at a reasonable price.

As at December 31, 2018 and 2017, all of the Fund’s financial liabilities, other than the redeemable units, had maturities of less than three 
months.
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12. 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 Fund classifies its investments and derivative assets/liabilities into three categories based on the nature of the inputs used to determine their 
fair value. The categories and the nature of the inputs used in each category are as follows:

Level 1: 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 judgment 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     $ 102,846,118   $ —   $ —   $ 102,846,118 
Short-term investments    —   5,478,081   —    5,478,081 

Total    $ 102,846,118   $ 5,478,081   $ —   $ 108,324,199

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

Equities   $ 161,633,574 $ — $ — $ 161,633,574

Total  $ 161,633,574 $  — $ — $ 161,633,574

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, income receivable, distributions payable to unitholders 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 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. 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.

a) Equities

The Fund’s investments in equity securities are classified as level 1 when the security is actively traded and a reliable price is observable. The net 
realized and change in unrealized loss from equity securities for the year ended December 31, 2018 was $28,608,336 (year ended December 31, 
2017 – gain of $4,265).

b) Short-Term Investments

The Fund’s short-term investments are classified as level 2.
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