Annual Financial Statements of

MATCO FIXED INCOME FUND
For the year ended December 31, 2019

INDEPENDENT AUDITORS’ REPORT
To the Unitholders/Shareholders of:
Matco
Matco
Matco
Matco
Matco

Fixed Income Fund
Balanced Fund
Canadian Equity Fund
Small Cap Fund
Global Equity Fund (collectively, “the Funds”)

Opinion
We have audited the financial statements of the Funds which comprise:

•

the statements of financial position as at December 31, 2019 and December 31, 2018;

•

the statements of comprehensive income (loss) for the years then ended;

•

the statements of changes in net assets attributed to holders of redeemable units/shares for the years then
ended;

•

the statements of cash flows for the years then ended;

•

and notes to the financial statements, including a summary of significant accounting policies.

(hereinafter referred to as the “financial statements”).
In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of
the Funds as at December 31, 2019 and 2018, and their financial performance and their cash flows for the years then
ended in accordance with International Financial Reporting Standards.

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 “Auditors’ Responsibilities for the Audit of the Financial
Statements” section of our auditors’ report.
We are independent of the Funds in accordance with the ethical requirements that are relevant to our audit of the
financial statements in Canada and we have fulfilled our other ethical responsibilities in accordance with these
requirements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Other Information
Management is responsible for the other information. Other information comprises the information contained in the
Funds’ Management Reports of Fund Performance to be filed with the relevant Canadian Securities Commissions.
Our opinion on the financial statements does not cover the other information and we do not and will not express any
form of assurance conclusion thereon.
In connection with our audits of the financial statements, 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
or our knowledge obtained in the audits and remain alert for indications that the other information appears to be
materially misstated.
We obtained the Funds’ Management Reports of Fund Performance to be filed with the relevant Canadian Securities
Commissions as at the date of this auditors’ report. If, based on the work we have performed on this other
information, we conclude that there is a material misstatement of this other information, we are required to report
that fact in the auditors’ report.
We have nothing to report in this regard.
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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
International Financial Reporting Standards, 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 Funds’ 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 Funds or to cease operations, or has no realistic
alternative but to do so.
Those charged with governance are responsible for overseeing the Funds’ financial reporting process.

Auditors’ 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 auditors’ 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 the 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 Funds' 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 Funds’ ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditors’ 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 auditors’ report. However, future
events or conditions may cause the Funds 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.
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•

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.

Chartered Professional Accountants
Calgary, Canada
March 19, 2020
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MATCO FIXED INCOME FUND
Statements of Financial Position
As at December 31,
As at
Assets
Investments, at fair value (Note 5)
Cash
Receivable for units purchased
Interest receivable

2019
$

136,062,384
2,190,123
88,100
626,988
138,967,595

Liabilities
Management fees payable (Note 8)
Payable for units redeemed
Distributions payable
Other accrued liabilities
Net assets attributable to holders of redeemable units
Net assets attributable to holders of redeemable units
Series A
Series F
Series N
Series O
Redeemable units outstanding (Note 7)
Series A
Series F
Series N
Series O
Net asset value attributable to holders of redeemable units
Series A
Series F
Series N
Series O

$

$

1,642
59,568
61,210
138,906,385

1,562
2,742,754
136,162,069

2018
$

$

$

152
268,367
13,283,280
$

10.26
10.22
10.25

129,511,814
9,007,850
512,843
139,032,507
500
1,716
14
51,546
53,776
138,978,731

1,516
842,290
1,499
138,133,426
151
84,378
151
13,811,660

$

10.04
9.98
9.93
10.00

On behalf of the Board of Matco Financial Inc., as Manager

“signed”
William K. Dickie

Director

“signed”
Jason N. Vincent

Director

The accompanying notes are integral to these financial statements.
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MATCO FIXED INCOME FUND
Statement of Comprehensive Income
For the years ended December 31,
2019
Income
Investment income
Interest for distribution purposes
Realized gain (loss) on sale of investments
Unrealized appreciation (depreciation) of investments
Total investment income
Interest income
Total income
Expenses
Valuation fees
Legal and filing fees
Administrative fees
Custody fees
Audit fees
Securityholder reporting costs
Management fees (Note 8)
HST/ GST expense
Trustee fees
Independent review committee fees and expenses
Transaction costs (Note 6)
Total operating expenses
Absorbed operating expenses
Net operating expenses
Increase in net assets attributable to holders of redeemable units
Increase in net assets attributable to holders of redeemable units
Series A
Series F
Series N
Series O
Weighted average number of redeemable units outstanding
Series A
Series F
Series N
Series O
Increase in net assets attributable to holders of redeemable units per unit
Series A
Series F
Series N
Series O

$

3,669,944
737,246
2,963,114
7,370,304
61,651
7,431,955

33,019
26,109
23,821
23,199
17,511
16,363
12,651
8,316
5,019
3,782
1,024
170,814
(19,274)
151,540
7,280,415

$

$

$

2018

$

2,945,850
(475,717)
(247,000)
2,223,133
40,253
2,263,386

34,470
31,460
11,521
30,334
19,431
16,890
4,764
7,680
5,057
3,921
643
166,171
(5,219)
160,592
2,102,434

$

57
69,632
79
7,210,647

6
8,006
1
2,094,421

152
175,666
151
13,816,021

7
67,721
7
12,259,699

0.38
0.40
0.52
0.52

$

0.86
0.12
0.14
0.17

The accompanying notes are integral to these financial statements.
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MATCO FIXED INCOME FUND
Statement of Changes in Net Assets Attributable to Holders of Redeemable Units
For the year ended December 31,
2019
Net assets, attributable to holders of
redeemable units, beginning of year
Increase in net assets attributable to
holders of redeemable units

Series A
$

1,516

Series F
$

842,290

Series N
$

Series O

Total Fund

1,499 $ 138,133,426 $ 138,978,731

57

69,632

79

7,210,647

7,280,415

-

3,931,445

1,032

13,197,309

17,129,786

19

34,345

-

3,385,121

3,419,485

(11)

(2,100,613)

(2,577)

(22,379,309)

(24,482,510)

8

1,865,177

(1,545)

(5,796,879)

(3,933,239)

(19)

(34,345)

(33)

(3,385,125)

(3,419,522)

-

-

-

-

-

Redeemable unit transactions:
Proceeds from redeemable units issued
Reinvestment of distributions to holders
of redeemable units
Redemption of redeemable units
Net increase (decrease) from redeemable
unit transactions
Distributions to holders of redeemable
units:
From net investment income
From realized gains
Return of capital

-

-

-

-

-

Total distributions

(19)

(34,345)

(33)

(3,385,125)

(3,419,522)

-

$ 136,162,069

$ 138,906,385

Net assets, attributable to holders of
redeemable units, end of year

Redeemable unit transactions

$

1,562

$

2,742,754

$

Series A

Series F

Series N

Series O

151

84,378

151

13,811,660

Issued

-

384,493

101

1,287,768

Reinvestment of distributions

2

3,344

-

328,505

(1)

(203,848)

(252)

(2,144,653)

152

268,367

-

13,283,280

Redeemable units, beginning of year

Redeemed
Redeemable units, end of year

The accompanying notes are integral to these financial statements.
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MATCO FIXED INCOME FUND
Statement of Changes in Net Assets Attributable to Holders of Redeemable Units (Continued)
For the year ended December 31,
2018
Net assets, attributable to holders of
redeemable units, beginning of year
Increase in net assets attributable to
holders of redeemable units

Series A
$

10

Series F
$

104,732

$

Series N

Series O

Total Fund

-

$ 90,108,478

$ 90,213,220

6

8,006

1

2,094,421

2,102,434

1,500

1,390,063

1,517

51,490,193

52,883,273

9

12,028

-

2,809,344

2,821,381

-

(660,516)

(10)

(5,563,713)

(6,224,239)

1,509

741,575

1,507

48,735,824

49,480,415

(9)

(12,023)

(9)

(2,805,297)

(2,817,338)

From realized gains

-

-

-

-

-

Return of capital

-

-

-

-

-

Total distributions

(9)

(9)

(2,805,297)

(2,817,338)

1,499

$ 138,133,426

$ 138,978,731

Redeemable unit transactions:
Proceeds from redeemable units issued
Reinvestment of distributions to holders
of redeemable units
Redemption of redeemable units
Net increase (decrease) from redeemable
unit transactions
Distributions to holders of redeemable
units:
From net income

Net assets, attributable to holders of
redeemable units, end of year

Redeemable unit transactions
Redeemable units, beginning of year
Issued

$

1,516

(12,023)
$

842,290 $

Series A

Series F

Series N

Series O

1

10,405

-

8,949,326

149

139,012

152

5,138,959

Reinvestment of distributions

1

1,204

-

280,829

Redeemed

-

(66,243)

(1)

(557,454))

151

84,378

151

13,811,660

Redeemable units, end of year

The accompanying notes are integral to these financial statements.
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MATCO FIXED INCOME FUND
Statements of Cash Flows
For the years ended December 31,
2019
Cash flow from (used in) operating activities
Increase in net assets attributable to holders of redeemable units
Adjustments for:
Realized (gain) loss on sale of investments
Unrealized (appreciation) depreciation of investments

$

7,280,415

Proceeds from sale of investments
Purchase of investments
(Increase) decrease in interest receivable
Increase (decrease) in management fees payable
Increase (decrease) in other accrued liabilities

Cash flow from (used in) financing activities:
Proceeds from issue of redeemable units
Payments on redemption of redeemable units
Distribution paid, net of reinvestments

Net (decrease) increase in cash
Cash, beginning of year
Cash, end of year

Supplementary Information:
Interest received*
Interest paid*
Dividends received*
Dividends paid

$

$

2018
$

2,102,434

(737,242)
(2,963,114)
68,688,000
(71,538,214)
(114,145)
1,142
8,022
624,864

475,717
247,000
28,641,121
(70,911,843)
(136,879)
439
21,645
(39,560,366)

15,119,398
(22,561,938)
(51)
(7,442,591)

52,226,216
(5,565,466)
46,660,750

(6,817,727)
9,007,850
2,190,923

7,100,384
1,907,466
9,007,850

3,617,450
-

$

$

2,849,224
-

* From operating activities.

The accompanying notes are integral to these financial statements.
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MATCO FIXED INCOME FUND
Schedule of Investment Portfolio
As at December 31, 2019

Description

Number of
units/ Par value

Average Cost ($)

Fair value ($)

9,830,000
8,625,000
7,030,000
6,399,000
4,105,000
4,065,000
3,481,000
1,970,000
1,735,000

9,630,339
9,076,778
7,583,680
6,554,416
3,976,737
3,965,938
3,635,748
2,575,677
1,827,093
48,826,406

10,253,705
8,944,400
8,028,206
6,856,929
4,173,219
4,165,271
4,078,148
2,752,592
2,066,213
51,318,683

9,730,000
9,570,000
7,017,000
6,958,000
6,423,000
3,830,000
2,739,000

10,683,539
9,909,735
7,116,002
7,173,544
6,280,777
4,159,763
2,774,742
48,098,102

11,081,096
9,867,253
7,095,613
7,079,011
6,403,026
4,196,738
2,848,219
48,570,956

10,394,000
5,235,000
6,985,000
6,470,000
5,000,000

10,467,574
7,018,926
6,687,470
6,955,897
4,938,650
36,068,517

10,440,142
7,104,241
6,905,357
6,779,688
4,943,317
36,172,745

Total bonds

132,993,025

136,062,384

Total Investments

132,993,025

136,062,384

Bonds (98.0%)
Provincial Bonds (36.9%)
Province of Alberta - 2.900% Dec 01/28
Province of Quebec - 2.75% Sep 01/27
Province of Alberta - 3.450% Dec 01/43
Province of Manitoba - 3.250% Sep 05/29
Province of Alberta - 2.550% Jun 01/27
Province of British Columbia - 2.550% Jun 18/27
Province of Ontario - 3.450% Jun 02/45
Province of British Columbia - 4.950% Jun 18/40
Province of Quebec - 3.500% Dec 01/45
Total provincial bonds
Corporate Bonds (35.0%)
TELUS Corp. – 4.850% Apr 05/44
Dollarama Inc. – 3.550% Nov 06/23
Bank of Nova Scotia - 2.873% Jun 04/21
Bank of Montreal - 3.400% Apr/23/21
Royal Bank of Canada - 1.968% Mar 02/22
Enbridge Inc. – 4.570% Mar 11/44
Bell Canada Inc. - 3.550% Mar 02/26
Total corporate bonds
Federal Bonds (26.1%)
Canada Housing Trust No 1 - 2.173% Mar 15/21
Canadian Government Bond - 3.500% Dec 01/45
Canadian Government Bond - 1.500% Jun 01/26
Canadian Government Bond - 2.250% Jun 01/29
Canadian Government Bond – 0.750% Mar 01/21
Total federal bonds

2,190,123
653,878

Cash (1.6%)
Other net assets (liabilities) (0.4%)
Net assets attributable to holders of redeemable units (100%)

$

138,906,385

The accompanying notes are integral to these financial statements.
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MATCO FIXED INCOME FUND
Fund Specific Notes to Financial Statements
For the year ended December 31, 2019

A.

REPORTING ENTITY (Note 1)
The Matco Fixed Income Fund (the “Fixed Income Fund”) was established by way of a Declaration of Trust
under the laws of Alberta on June 23, 2017 and commenced operations on September 20, 2017.

B.

FINANCIAL INSTRUMENTS AND ASSOCIATED RISKS (Note 5)
The Fixed Income Fund may be exposed to a variety of financial instrument risks. The risk exposure of the
Fixed Income Fund is detailed as follows:
Financial instrument risk
The Fixed Income Fund’s investment objective is to provide an optimal level of income with some potential for
capital appreciation while preserving capital by investing primarily in Canadian dollar denominated investment
grade debt instruments. Financial risk within the Fund is mitigated by diversifying its assets and investments
across issuers, sectors, credit ratings and terms.
Currency risk
The Fixed Income Fund does not have direct exposure to foreign currency through its investment portfolio or
other net assets as at December 31, 2019 or December 31, 2018.
Interest rate risk
The Fixed Income Fund is exposed to interest rate risk through its cash and interest-bearing investments.
The table below summarizes the Fixed Income Fund’s exposure to interest rate risks, categorized by the earlier
of contractual re-pricing or maturity dates.
1-5 Years

>5 Years

Total

As at December 31, 2019

$ 2,190,123

<1 Year
$

45,828,361

$ 90,234,023

$ 138,252,507

As at December 31, 2018

$ 9,007,850

$

65,519,839

$ 63,991,975

$ 138,519,664

If the prevailing interest rate had been raised or lowered by 1%, assuming a parallel shift in yield curve, with all
other factors remaining constant, net assets for the Fixed Income Fund could possibly have decreased or
increased, respectively, by approximately $10,783,696 (December 31, 2018 - $6,233,385). The Fixed Income
Fund’s interest rate sensitivity was determined based on portfolio weighted duration. In practice, actual results
will differ from this sensitivity analysis and the difference could be material.
Other price risk
The Fixed Income Fund does not have significant exposure to price risk as its investment portfolio is comprised
of debt instruments.
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MATCO FIXED INCOME FUND
Fund Specific Notes to Financial Statements
For the year ended December 31, 2019

B.

FINANCIAL INSTRUMENTS AND ASSOCIATED RISKS (Note 5) (Continued)
Credit risk
The Fixed Income Fund was invested in debt securities with the following credit quality, expressed as a
percentage of net assets at each period end on the basis of Standard & Poor’s, Moody’s, or an equivalent
ratings scale.
Credit Rating

December 31, 2019

December 31, 2018
29.9%

AA/Aa

31.0%
17.7%

A/A

29.1%

27.4%

BBB/Bbb

20.2%

3.8%

Total

98.0%

93.2%

AAA/Aaa

32.1%

Liquidity risk
The Fixed Income Fund’s financial liabilities are not significant and are due within one year. The Fixed Income
Fund had no significant exposure to liquidity risk as at December 31, 2019 or December 31, 2018.
Concentration risk
The Fixed Income Fund is exposed to concentration risk through its portfolio investments held in Canadian
bonds at December 31, 2019 and December 31, 2018.
Fair value hierarchy
The following is a summary of financial instruments measured at fair value as at the reporting date by the levels
in the fair value hierarchy:
Quoted prices in
active markets for
identical assets
(Level 1)

Significant
observable inputs
(Level 2)

Significant
unobservable
inputs
(Level 3)

Total

December 31, 2019
Bonds

$

-

$ 136,062,384

$

-

$ 136,062,384

$

17,193,535

$ 112,318,279

$

-

$ 129,511,814

December 31, 2018
Bonds

There were no transfers between levels during the years ended December 31, 2019 and December 31, 2018.
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MATCO FIXED INCOME FUND
Fund Specific Notes to Financial Statements
For the year ended December 31, 2019

C.

MANAGEMENT FEES AND RELATED PARTY TRANSACTIONS (Note 8)
The annual management fee rates, exclusive of sales taxes, are 1.20%, 0.70% and 0.35%, as a percentage of net
asset value, for Series A, F and N, respectively. No management fees are charged directly to Series O.
Management fees are calculated daily and paid monthly.
During the year ended December 31, 2019, management fees totaled $12,651 (December 31, 2018 - $4,764).
Included in liabilities at December 31, 2019 is $1,642 (December 31, 2018 - $500) in respect of these fees.
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MATCO MUTUAL FUNDS
Generic Notes to Financial Statements
For the year ended December 31, 2019

1.

REPORTING ENTITIES
Matco Balanced Fund, Matco Fixed Income Fund, Matco Canadian Equity Fund, Matco Small Cap Fund and
Matco Global Equity Fund are trusts, established under the laws of Alberta (each a “Trust” and collectively
“Trusts” or “Trust Funds”). Matco Balanced Fund was established by a Master Trust Agreement on June 29,
2007, as amended June 23, 2017 to establish and include the Matco Fixed Income Fund, and as amended May
21, 2019 to establish and include the Matco Canadian Equity Fund, the Matco Small Cap Fund, and the Matco
Global Equity Fund.
Matco Funds Corp. (the “Corporation”) was incorporated on May 17, 2007 under the Business Corporations
Act (Alberta) and changed its name from MFi Funds Corp. on August 12, 2012 pursuant to filing articles of
amendment. The Corporation consisted of the Matco Canadian Equity Class, Matco Small Cap Class and Matco
Global Equity Class (collectively the “Corporate Class Funds”), each of which was a class of shares of the
Corporation. These Corporate Class Funds were liquidated through the conversion described below.
On August 9, 2019, the Corporate Class Funds were reorganized into separate Mutual Fund Trusts through a
tax deferred conversion whereby each Corporate Class Fund sold their portfolio of securities to the equivalent
Trust Fund in exchange for units of each Trust. Shareholders of each Corporate Class Fund then exchanged
their shares for units of the applicable Trust Fund. The Matco Canadian Equity Class, Matco Small Cap Class,
and Matco Global Equity Class (the “Terminating Funds”) reorganized into the Matco Canadian Equity Fund,
Matco Small Cap Fund, and Matco Global Equity Fund (the “Continuing Funds”), respectively. Ownership of
these funds did not change as a result of the reorganization. Results of these Funds are reported on a
continuous basis.
The Corporate Class Funds and Trust Funds are each a “Fund” and are collectively “Funds”.
The Funds’ principal place of business is Suite 350, 440-2nd Ave SW Calgary, Alberta. Matco Financial Inc.
(“Matco”) is a corporation established under the Business Corporations Act (Alberta) and is the Manager and
Portfolio Manager (“Manager”) of the Funds.
RBC Investor Services Trust (“RBC IS”) is the trustee of the Trusts, as well as custodian and record keeping
agent to the Funds.
The Funds have multiple series of redeemable shares or units as applicable for a Corporate Class Fund or Trust
Fund. Series A, F, N and O may be issued in unlimited number out of each Fund. See Note 7.

2.

BASIS OF PRESENTATION
These financial statements have been prepared in accordance with International Financial Reporting Standards
(“IFRS”) as published by the International Accounting Standards Board (“IASB”).
These financial statements were approved by the board of directors on March 19, 2020.
These financial statements are presented in Canadian dollars, which is the functional currency of the Funds.
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MATCO MUTUAL FUNDS
Generic Notes to Financial Statements
For the year ended December 31, 2019

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies set out below have been consistently applied to all periods presented in
these financial statements.
a)

Financial instruments
Financial instruments include financial assets and financial liabilities such as debt and equity securities,
investments in funds, cash, and other receivables and payables.
i.

Classification
Financial instruments may be classified and measured in the categories of: fair value through profit
or loss (“FVTPL”), fair value through other comprehensive income (“FVOCI”), and amortized cost.
To determine the appropriate classification and measurement category, an entity is required to
consider the business model for managing financial instruments and the contractual cash flow
characteristics associated with the financial instruments. The Funds’ business models are one in
which investments in equity and fixed income securities are managed with the objective of realizing
cash flows primarily through the sale of assets. Decisions are made on the basis of, and to realize
the fair value of these assets.
Financial assets and liabilities are measured through FVOCI if they are held for the purpose of
collecting contractual assets and selling financial assets, and the contractual terms of the financial
asset give rise on specified dates to cash flows that are solely payments of principal and interest on
the principal amount outstanding.
The Funds classify financial assets and financial liabilities into the following categories.
Financial assets at fair value through profit or loss:
•

Equity and equity-based securities, fixed income securities, and derivative instruments.

Financial assets at amortized cost:
•

Cash, dividends receivable, interest receivable, subscriptions receivable, other receivables.

Financial liabilities at amortized cost:
•

Management fee payable, redemptions payable and other accrued liabilities.

The Funds classify all debt and equity investments and derivative instruments at FVTPL on initial
recognition as they manage these securities on a fair value basis in accordance with their documented
investment strategies. Internal reporting and performance management of investments and the
Funds is on a fair value basis and the Manager receives management fees on the basis of the fair
values of the Funds.
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MATCO MUTUAL FUNDS
Generic Notes to Financial Statements
For the year ended December 31, 2019

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
a)

Financial instruments (Continued)
i.

Classification (Continued)
The Funds classify financial instruments issued as financial liabilities or equity instruments in
accordance with the substance of the contractual terms of the instruments. The Funds have multiple
classes of redeemable shares or units, as applicable for Corporate Class Funds or Trust Funds, that
are equally subordinate but do not have identical features and therefore, do not qualify as equity
under IAS 32, Financial Instruments. The redeemable shares or units, which are classified as financial
liabilities and measured at redemption amount, provide investors with the right to require
redemption, subject to available liquidity, for cash at a share or unit price based on the Fund’s
valuation policies at each redemption date. The shares represent the residual interest in the Fund’s
net assets and are classified as financial liabilities. There are no differences between net asset value
for accounting purposes and transaction purposes.

ii.

Recognition and initial measurement
All financial assets and financial liabilities are recognized in the Statement of Financial Position of a
Fund when it becomes a party to the contractual requirements of the instrument.
Equity and fixed income securities are initially recognized on the trade date, which is the date on
which the Fund becomes party to contractual provisions of the instrument. Other financial assets and
financial liabilities are recognized on the date on which they are originated.
Financial assets and financial liabilities at FVTPL are initially recognized at fair value, with transaction
costs recognized in profit or loss. Financial assets and financial liabilities not at FVTPL are initially
recognized at fair value plus transaction costs that are directly attributable to their acquisition or
issue and subsequently measured at amortized cost.
Financial assets and financial liabilities are derecognized when the rights to receive cash flows or the
benefits and rewards of ownership have expired or been substantially transferred.

iii.

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 in the principal or, in its absence,
the most advantageous market to which the Fund has access at that date.
When available, the Fund measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as “active” if transactions for the asset or liability
take place with sufficient frequency and volume to provide pricing information on an ongoing basis.
The Fund measures instruments quoted in an active market at the last trade price.
If there is no quoted price in an active market, the Fund uses valuation techniques that maximizes
the use of relevant observable inputs and minimizes the use of unobservable inputs. The chosen
valuation technique incorporates all of the factors that market participants would take into account
in pricing a transaction.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
a)

Financial instruments (Continued)
iii.

Fair value measurement (Continued)
There is no difference between the net asset value (“NAV”) used for pricing and NAV calculated for
accounting purposes.

iv.

Amortized cost measurement
The amortized cost of a financial asset or financial liability is the amount at which the financial asset
or financial liability is measured at initial recognition, minus principal payments, plus or minus the
cumulative amortization using the effective interest method of any difference between the initial
amount recognized and the maturity amount, minus any reduction for impairment.

v.

Impairment
An entity is required to recognize a loss allowance for expected credit losses on financial assets which
are measured at amortized cost or FVOCI. Financial assets held by the Funds which are measured
at FVTPL are not be subject to the new impairment requirements.
In determining any expected credit loss on loans and receivables, the Funds consider both historical
analysis and forward-looking information. As at the financial statement date, all loans and receivables
are due to be settled within one year or less. The Funds consider the probability of default to be
close to zero as these instruments have a low frequency of default and the counterparties are
expected to have the capacity to meet their contractual obligations in the near term. Given the
limited exposure of the Funds to credit risk, no loss allowance has been recognized as any such
impairment will not have a significant impact on the financial statements.

b)

Cash
Cash is comprised of deposits with banks and custodians.

c)

Investments in unconsolidated structured entities
IFRS 10 Consolidated Financial Statements (“IFRS 10”), generally requires that other entities over which
there is control or significant influence, such as subsidiaries, associates or joint ventures, be consolidated
into the results of a Fund. Where the Funds have been determined to meet the criteria to be defined as
“investment entities” in accordance with IFRS 10, any investments in subsidiaries, other than those which
provide services to the Funds, are accounted for with other debt and equity instruments through FVTPL.
Certain Funds invest in underlying funds or exchange-traded funds (“ETFs”) which meet the definition of
structured entities. These investments are subject to the terms and conditions of the respective
instruments, including costs and redemptions.
A Fund’s maximum exposure to potential loss arising from investments in structured products is equal to
the fair value of their investments as detailed in the Schedule of Investment Portfolio for each Fund.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
d)

Foreign currency translation:
Foreign currency amounts are translated into the Funds’ functional currency and expressed in Canadian
dollars on the following basis:
i.

Market value of investments, other assets and liabilities at the rate of exchange prevailing at the year
end date.

ii.

Value of investment transactions, income and expenses at the rates prevailing on the respective dates
of such transactions.
Foreign exchange gains (losses) on completed transactions are included in, and reported with, the value
of the gain or loss in respect of such transaction on the Statements of Comprehensive Income.

e)

Revenue recognition
i.

Interest recognized in profit or loss represents the coupon interest received by the Fund accounted
for on an accrual basis. Interest income received from underlying funds is recorded on the exdistribution date and allocated between income, capital gains and return of capital when the
information necessary for such an allocation becomes available.

ii.

Dividend income is recognized in profit or loss on the date on which the right to receive payment is
established. For quoted equity securities, this is usually the ex-dividend date. For unquoted equity
securities, this is usually the date on which the shareholders approve the payment of a dividend.
Dividend income may also include distributions from underlying funds or other structured products,
the nature of which is expected to be dividend income. The actual classification for tax purposes
may vary on obtaining actual annual allocation information.

iii.

Realized gains and losses on investments and unrealized appreciation (depreciation) in value of
investments are calculated with reference to the average cost of the related investments.

iv.

Securities lending and other income is recognized when earned.

f)

Transaction costs:
Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal
of an investment, which include fees and commission paid to agents, advisors, brokers and dealers, levies
by regulatory agencies and securities exchanges, and transfer taxes and duties. Transaction costs are
expensed and are included in “Transaction costs” in the Statements of Comprehensive Income.

g)

Offsetting of financial assets and financial liabilities
Financial instruments are presented at their gross amounts on the Statements of Financial Position unless
there is a legal enforceable right and intent to offset and settle such instruments on a net basis. In such
circumstances, instruments may be reported on a net basis on the Statements of Financial Position.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
h)

Net assets attributable to holders of redeemable shares/ units per share/ unit and Increase (decrease)
in net assets attributable to holders of redeemable shares/ units per share/ unit
Net assets attributable to holders of redeemable shares or units per share or unit represents the net asset
value for each series divided by the number of outstanding shares or units of that series outstanding during
the year or period. The increase (decrease) in net assets attributable to holders of redeemable shares or
units per share or unit in the statement of comprehensive income represents the increase (decrease) in
net assets from operations attributable to each series for the year or period, divided by the weighted
average number of outstanding units or shares of that series during the year or period. The weighted
average number of units or shares outstanding is calculated from the commencement of operations for
series beginning during a year or period. Each Fund pays its own operating costs. Each series is then
allocated its specific costs for management fees or other series specific costs. All other operating costs
are allocated pro-rata based on the closing net asset value of each series on a daily basis.

i)

Income taxes
The Corporation qualifies as a mutual fund corporation under the Income Tax Act (Canada) and the Alberta
Corporate Tax Act. The Corporation is taxed as a single entity. As a result, net income or realized gains
of one Corporate Class Fund may be reduced by losses in another.
Taxable dividends received from taxable Canadian corporations are subject to taxes at a rate of 38 1/3%.
Such taxes are fully refundable upon payment of sufficient taxable dividends to shareholders on a basis of
$1.15 for every $3 of dividends paid.
Interest and foreign dividends received, less applicable expenses, are taxed at Federal and Provincial
corporate rates less applicable credits for any foreign taxes paid. An excess of interest and foreign
dividends over expenses paid may result in income tax expense incurred by some or all of the Corporate
Class Funds.
Part I tax on taxable capital gains is generally refundable to the extent that it is distributed to shareholders
by way of a capital gains dividend, or through redemption of shares.
The Trust Funds each qualify as mutual fund trusts under the Income Tax Act (Canada) and, accordingly,
are not taxed on that portion of their taxable income that is paid or allocated to holders of redeemable
units. The Trust Funds pay out sufficient net income and net realized capital gains so that they will not be
subject to income taxes. Accordingly, no provision for income taxes has been made in these financial
statements.
Certain dividend and interest income received by the Funds is subject to withholding tax imposed in the
country of origin. During the year the average withholding tax rate was 15%.
Temporary differences between the tax basis of assets and liabilities and their carrying amounts may be
either taxable or deductible. Taxable temporary differences give rise to deferred tax liabilities and
deductible temporary differences give rise to deferred income tax assets. When the fair value of
investments is greater than the related tax basis, a deferred income tax liability arises and the deferred
tax liability is offset by refundable taxes generated by future payments of capital gains dividends. When
the fair value of investments is less than the related tax basis, a deferred income tax asset arises and due
to the uncertainty of such deferred income tax assets ultimately being realized, the temporary differences
are not recognized. Any unused capital and non-capital losses represent deferred tax assets to the
Corporation for which the temporary differences are not recognized as it is uncertain if they will be realized
in the future.
Income that would give rise to current income tax liabilities is distributed out to shareholders of each of
the Trust Funds.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
j)

Mergers and acquisitions
The Funds apply the acquisition method of accounting for the merger of Funds. Under this method, the
acquiring Fund is identified on the basis of the total NAV of the Continuing Fund and the Terminating
Fund as well as consideration of the key aspects of the Continuing Fund such as portfolio holdings,
investment objectives and strategies.
Funds may acquire assets of other Funds in exchange for securities.

4.

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES
The preparation of the financial statements in conformity with IFRS requires the Manager to make judgments,
estimates and assumptions that affect the application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. These estimates are based upon information available as at the date
of issuance of the financial statements. Actual results may differ materially from these estimates. Revisions
to estimates are recognized prospectively. The following discusses the most significant accounting
judgements that have been made in preparing the Funds’ financial statements.
a)

Investment entities
To determine that the Funds qualify as investment entities in accordance with IFRS 10, the Manager has
made certain assumptions including assessing the business purpose of the Funds to invest for returns from
capital appreciation, investment income, or both, and that performance is measured and evaluated on a
fair value basis. As a result, the Funds do not consolidate their investments in subsidiaries or structured
entities but measure these at FVTPL.

b)

Fair value measurement of financial instruments not quoted in an active market
The Funds may hold financial instruments where fair values are not quoted in an active market. Valuation
of such instruments requires the use of judgements and estimates by the Manager. The Manager uses
valuation techniques as outlined in Note 3 using all available data on the individual instrument and market
conditions at the date of the financial statements. Changes in these assumptions and conditions could
result in changes to the reported fair value of these financial instruments.

5.

FINANCIAL INSTRUMENTS AND ASSOCIATED RISKS
a)

Risk Management
The Funds are exposed to a variety of risks through their activities and financial instruments. These risks
include: market risk (including: currency risk, interest rate risk, and other price risk), credit risk, liquidity
risk and concentration risk. The Manager and portfolio managers minimize negative consequences of
these risks by continuous monitoring of the portfolios, market conditions and events relevant to each
portfolio. The Manager also maintains various internal oversight and investment committees to provide
additional oversight of investments and portfolio management in line with strategies and applicable
regulations.
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5.

FINANCIAL INSTRUMENTS AND ASSOCIATED RISKS (Continued)
b)

Market risk
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market prices. The Funds are exposed to market risk primarily through their investment
portfolios. The investments of the Funds are subject to normal market fluctuations and the risks inherent
in investment in financial markets. The maximum risk resulting from financial instruments held by the Funds
is determined by the fair value of the financial instruments. The Manager moderates this risk through a
careful selection of securities within specified limits and the Fund’s market price-risk is managed through
diversification of the investment portfolio. The Investment Manager monitors the Fund’s overall market
positions on a daily basis and positions are maintained within established ranges.

c)

Currency risk
Currency risk is the risk that the fair value of financial instruments denominated in currencies other than
the functional currency, will fluctuate as a result of changes in foreign exchange rates. The Funds are
exposed to currency risk through their holdings of assets and liabilities, including cash, short-term
investments, debt and equity instruments that are denominated in currencies other than the Canadian
Dollar, the functional currency.

d)

Interest rate risk
Interest rate risk is the risk that changes in market interest rates will affect the future cash flows or fair
values of interest-bearing investments. The Funds may be exposed to interest rate risk through holdings
of cash and fixed income securities.

e)

Other price risk
Other price risk is the risk that the fair value or future cash flows arising from a financial instrument will
fluctuate as a result of changes in market prices (other than from interest rate risk or currency risk).
Changes in market prices may result from factors specific to a security, its issuer, the type of instrument,
the general market or market segment of a security or securities. The Funds are generally exposed to
other price risk through holdings of equity instruments or underlying funds.

f)

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 Funds.
Financial instruments that potentially subject the Funds to a concentration of credit risk consist primarily
of cash, short-term investments, and interest-bearing investments. The Funds limit their exposure to credit
loss by placing their cash and short-term investments with high credit quality government and financial
institutions. To maximize the credit quality of its investments, the Manager performs ongoing credit
evaluations based upon factors surrounding the credit risk of investments, historical trends and other
information.
All transactions in listed securities are settled upon delivery using approved brokers. The risk of default is
considered minimal, as delivery of securities sold is only made once the broker has received payment.
Payment is made on a purchase once the securities have been received by the broker. The trade will fail if
either party fails to meet its obligation.
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5.

FINANCIAL INSTRUMENTS AND ASSOCIATED RISKS (Continued)
g)

Liquidity risk
The Funds are exposed to liquidity risk through daily cash redemptions of shares or units. The Funds’
investments are primarily in active markets and are therefore considered readily realizable and highly
liquid, minimizing this risk. Additionally, the Funds aim to have sufficient cash on hand to discharge
liabilities as they become due.
The Funds may, from time to time, invest in securities that are not traded in an active market or become
illiquid. Investments in such positions are kept to a minimum to ensure adequate liquidity to settle
upcoming liabilities and potential redemptions.

h)

Concentration risk
Concentration risk arises from a concentration of exposures to financial instruments with the same
underlying characteristics whether: geographic, asset type, sector or counterparty.

i)

Capital risk management
The shares or units outstanding of a Corporate Class Fund or Trust Fund, respectively, represent the
capital of a Fund. Capital is redeemable at the option of shareholders or unitholders, respectively. The
Manager has internal policies and procedures in place to monitor each Fund’s capital in accordance with
its objectives and strategies, to manage the outlined risks and maintain distributions as per the most recent
Simplified Prospectus for the Funds or additionally per the Amended and Restated Trust Agreement for
the Trust Funds. The Funds do not have specific capital requirements other than minimum subscription
requirements.

j)

Fair value hierarchy
A three-tier hierarchy is used as a framework for disclosing fair value based on inputs used to value the
Fund’s investments in accordance with IFRS 13 Fair value measurement with the highest priority given to
unadjusted quoted prices and the lowest priority given to unobservable inputs. The hierarchy of inputs is
summarized below:
•

Level 1: Unadjusted quoted prices in active markets for identical instruments;

•

Level 2: Inputs other than quoted prices included in Level 1 that are observable for instruments,
either directly (i.e., as price) or indirectly (i.e., derived from prices). This category includes
instruments valued using: quoted market prices in active markets for similar instruments; quoted
prices for identical or similar instruments in markets that are considered less than active; or other
valuation techniques in which all significant inputs are directly or indirectly observable from
market data; and

•

Level 3: Inputs for the instruments that are not based on observable market data (unobservable
inputs). This category includes all instruments for which the valuation technique includes inputs
not based on observable data and the unobservable inputs have a significant effect on the
instrument’s valuation. This category includes instruments that are valued based on the quoted
prices for similar instruments but of which significant unobservable adjustments or assumptions
are required to reflect differences between the instruments.
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5.

FINANCIAL INSTRUMENTS AND ASSOCIATED RISKS (Continued)
j)

Fair value hierarchy (Continued)
Changes in valuation methods may result in transfers into or out of an investment’s assigned level. The
Fund recognizes transfers between levels of the fair value hierarchy as at the end of the reporting period
during which the change occurred.
The carrying values of other financial instruments including: cash, interest receivable, dividends receivable,
subscriptions receivable, other receivables, management fees payable, redemptions payable, and other
accrued liabilities, approximate their fair values due to the short-term nature of these instruments.
For financial instruments that trade infrequently and have little price transparency, fair value may be less
objective and require varying degrees of judgement depending on liquidity, uncertainty of market factors,
pricing assumptions and other risks affecting the specific instrument.
The Manager has an established control framework with respect to the measurement of fair values. This
framework includes a portfolio valuation function, which is independent of front office management.

6.

TRANSACTION COSTS
Transaction costs include brokerage commissions and other portfolio transaction costs incurred to acquire,
issue or dispose of financial assets or liabilities. These costs are costs of operations and are included as an
expense in the Statements of Comprehensive Income. Commissions may be paid to brokerage firms for order
execution or to cover the cost of certain investment research, analysis or related goods or services provided
to the Manager for the purpose of portfolio management of the Funds.

7.

REDEEMABLE SHARES AND UNITS
The Funds may issue an unlimited number of shares or units for Corporate Class Funds or Trust Funds,
respectively, of each series.
The authorized capital of each Fund consists of an unlimited number of redeemable shares or units, each
representing an equal undivided interest in the net assets of the Fund. Currently, there are four series
outstanding, Series A, Series F, Series N, and Series O. Each series ranks equally with respect to dividends,
distributions, and return of capital in the event of liquidation, dissolution or winding up based on their
respective series’ net asset values. Each series pays its own fees and expenses. The general expenses that are
not series specific are allocated in proportion to the weighted average shares or units of each series for a year
or period.
Series A are available to all investors and sold under the front-end sales charge option. A commission of up to
6% may be paid by the investor to the dealer.
Series F and Series N are sold without commission and are available to investors who participate in a fee-for
service or wrap program with their advisor or dealer.
Series O are sold without commission and are available to certain investors at the Manager’s discretion. If
investors cease to be eligible for Series O they may be switched to Series F or Series A, as applicable to their
situation.
A 2% redemption fee may be charged if the shares are redeemed in the first 90 days. A switch fee of up to 2%
may be payable upon an exchange of redeemable shares within 90 days of original purchase.
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7.

REDEEMABLE SHARES AND UNITS (Continued)
The attributes attached to the redeemable shares are as follows:
The shares may be redeemed daily at the net asset value per share of the respective series;
Redeemable shares have no voting rights except as required by applicable securities regulations in relation to
changes impacting the nature of a Fund or series of shares or units such as: fees, investments objectives,
restructuring or change in manager; and
The holders of redeemable shares are entitled to receive all dividends declared by the Corporate Class Funds.
Each series will rank equally with respect to the distributions based on their respective series net asset values.

8.

MANAGEMENT FEES AND RELATED PARTY TRANSACTIONS
The Manager earns management fees in exchange for the provision of: portfolio management, general
management, and administrative services to the Funds and is therefore a related party.
All fees and expenses applicable to the administration and operation of each Fund, including but not limited
to: recordkeeping and communication costs, custodian fees, legal and filing fees, audit, trustee, Investment
Review Committee (“IRC”) fees and expenses, applicable sales and income taxes, and bank charges are
payable by each Fund.
The Manager may, at its discretion and from time to time, waive some or all of its management fee, or pay for
or absorb expenses of a Fund or series during a financial period. The Manager may discontinue such waiver
or absorption without notice.

9.

SECURITIES LENDING
The Funds have entered into a securities lending program with its custodian, RBC IS, in order to earn additional
revenue. The aggregate market value of all securities loaned by a Fund will not exceed 50% of the fair value of
the assets of the Fund. The Fund will receive collateral of at least 102% of the fair value of the securities on
loan. Collateral held is generally comprised of cash and securities of, or guaranteed by, the Government of
Canada or a province thereof. Securities lending income reported in the Statements of Comprehensive Income
is net of a securities lending charge which the Fund’s custodian, RBC IS, is entitled to receive.
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