
the fund
European Dividend Growth Fund is a closed-end investment fund managed by Brompton Funds Limited (the “Manager”). The units of the 
Fund trade on the Toronto Stock Exchange (“TSX”) under the symbol EDGF.UN and are RRSP, DPSP, RRIF, RESP and TFSA eligible.

Investment objeCtIves and strategIes
The Fund’s investment objectives are (i) to provide unitholders with stable monthly cash distributions; (ii) the opportunity for capital 
appreciation; and (iii) lower overall volatility of portfolio returns than would otherwise be experienced by owning securities of European 
dividend growth companies directly. The Fund seeks to achieve the investment objectives by investing in an equal-weight portfolio consisting 
of equity securities of large-capitalization European dividend growth companies. To be considered for inclusion, at the time of investment 
and at the time of each periodic reconstitution and/or rebalancing, each European dividend growth company must (i) be a constituent of the 
STOXX Europe 600 Index; (ii) have a market capitalization of at least EUR15 billion; and (iii) have a history of dividend growth or, in the 
Manager’s view, have high potential for future dividend growth. The Fund may also invest up to 25% of the portfolio value, as measured at 
the time of investment, in companies domiciled, incorporated and/or listed in Europe that are not included in the STOXX Europe 600 Index 
but that would otherwise be European dividend growth companies. The portfolio will be rebalanced and reconstituted at least annually but 
may be rebalanced and/or reconstituted more frequently at the Manager’s discretion. The Manager may write covered calls on up to, but not 
more than, 33% of the portfolio. In addition, the Fund will hedge substantially all of its foreign currency exposure back to the Canadian dollar.

Management Report of Fund Performance

March 12, 2019

This annual management report of fund performance for European Dividend Growth 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 financial statements, or unaudited interim financial statements, at no cost, by calling 1-866-642-6001 or by sending a request 
to Investor Relations, Brompton Funds, Bay Wellington Tower, Brookfield Place, 181 Bay Street, Suite 2930, Box 793, Toronto, Ontario, M5J 2T3, 
or by visiting our website at www.bromptongroup.com or SEDAR at www.sedar.com. Unitholders may also contact Brompton Funds by using 
one of these methods to request a copy of the Fund’s proxy voting policies and procedures, proxy voting disclosure record, Independent Review 
Committee’s report, or quarterly portfolio disclosure.

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

Equal-weight portfolio of large-capitalization European dividend growth companies.
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At December 31, 2018, the Fund’s holdings included:

Adidas AG Danone SA London Stock Exchange Group PLC 
Airbus SE Diageo PLC Medtronic PLC 
AON PLC DNB ASA Novartis AG 
ASML Holding N.V. Fortum Oyj SAP SE 
AstraZeneca PLC Infineon Technologies AG Sanofi SA 
Aviva PLC Kering SA Unilever PLC 
BAE Systems PLC  Koninklijke Phillips N.V. UPM-Kymmene Oyj 
Capgemini SE LVMH Moët Hennessy Louis Vuitton SE  Vinci SA 
Compagnie Financière Richemont SA

reCent developments

Conversion to Exchange-Traded Fund

At a special meeting of unitholders held on February 14, 2019, unitholders of the Fund approved the conversion (“ETF Conversion”) of the 
Fund from a closed-end investment fund into an exchange-traded fund (“ETF”). On or about April 16, 2019, or such other date as the Manager 
may determine, the Fund will be renamed “Brompton European Dividend Growth ETF” and unitholders will receive one unit in the ETF for 
each unit of the Fund held prior to the ETF Conversion. All costs of the ETF Conversion, including with respect to the special meeting, were 
borne by the Manager. The ETF structure is expected to provide better trading liquidity with reduced bid/ask spreads. Following the ETF 
Conversion, the Manager will waive a portion of the management fee and/or reimburse the Fund to ensure that the management expense ratio 
is limited to approximately 0.95% (inclusive of GST/HST) from that time on.

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

results of operatIons
The Fund commenced operations on July 21, 2017.

Distributions

Cash distributions declared for the 12 months ended December 31, 2018 totalled $0.50 per unit compared to $0.21 per unit for the period 
from inception to December 31, 2017, reflecting regular monthly payments of $0.0416 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, the Fund issued 637 units from treasury at an average price of $9.03 per unit during the 12 months ended December 31, 
2018. During 2018, 3,938 units were acquired in the market pursuant to this plan at an average price of $9.05 per unit.

Changes in Net Assets from Operations

The Fund received dividend income of $0.31 per unit for the 12 months ended December 31, 2018 compared to $0.06 per unit from inception 
to December 31, 2017. Expenses in 2018 were $0.23 per unit compared to $0.11 per unit from inception to December 31, 2017. 

Net Asset Value

The Net Asset Value per unit of the Fund was $8.24 at December 31, 2018 compared to $9.78 at December 31, 2017 as a result of net 
realized and unrealized losses in the portfolio combined with distributions paid. The aggregate Net Asset Value of the Fund was $36.3 million 
at December 31, 2018 compared to $47.6 million at December 31, 2017, an $11.2 million decline reflecting $5.2 million of net realized and 
unrealized losses in the portfolio, $4.2 million for unit repurchases under the Fund’s normal course issuer bid program and $2.3 million of 
distributions, partially offset by $0.3 million in net income from operations.

Investment Portfolio

At December 31, 2018, the Fund’s investments included 25 securities across nine sectors and eight countries, compared to 22 securities at 
December 31, 2017. The portfolio was rebalanced and reconstituted in August 2018. As a result, 14 securities were acquired: AON PLC, ASML 
Holding N.V., Aviva PLC, BAE Systems PLC, Capgemini SE, Compagnie Financière Richemont SA, Diageo PLC, DNB ASA, Fortum Oyj, 
Koninklijke Philips N.V., London Stock Exchange Group PLC, Sanofi SA, UPM-Kymmene Oyj and Vinci SA. Eleven securities were also sold: 
AXA SA, BT Group PLC, Carnival PLC, Deutsche Post AG, Enel SpA, Henkel AG & Company, KGaA, HSBC Holdings PLC, LafargeHolcim 
Ltd., Shire PLC, UBS Group AG and PUMA SE. Portfolio weighting (excluding cash and short-term investments) is shown in the following pie 
chart, and a detailed listing of the Fund’s security holdings is provided in the financial statements. The Fund’s portfolio recorded a net realized 
and unrealized loss of $5.2 million during 2018, with the financials sector and the information technology sector accounting for $1.3 million 
and $1.1 million of the loss, respectively. Losses from foreign currency forward contracts amounted to $2.1 million. The Fund’s top performers 
were Medtronic PLC, AstraZeneca PLC, and Adidas AG.
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Part of the Fund’s investment strategy is to write covered call options on up to 33% of portfolio securities in order to earn option premiums 
and lower the overall volatility of returns associated with owning a portfolio of equity securities. During 2018, the Fund wrote call options 
on an average notional value of 4.6% of the Fund’s portfolio. The premium generated on option writing was $0.01 million. At December 31, 
2018, there were nine covered call options outstanding, representing 6.9% of the portfolio. 

At December 31, 2018, the Fund’s portfolio was comprised of US dollar, Euro, Swiss francs, British pound, and Norwegian krone-denominated 
securities. The Fund’s currency risk is substantially hedged with the use of foreign currency forward contracts. The Fund had a realized and 
unrealized loss of $2.1 million from foreign currency forward contracts during 2018.

Portfolio Sectors

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

Communication services   $ (0.5) $  0.3 $ (0.2)
Consumer discretionary    0.5  (0.3)   0.2
Consumer staples    (0.2)  —    (0.2)
Financials    (0.2)  (1.1)  (1.3)
Healthcare    0.5  0.6  1.1
Industrials    0.1  (1.0)   (0.9)
Materials    (0.4)   —  (0.4)
Information technology    0.2  (1.3)  (1.1)
Utilities     (0.1)  (0.3)  (0.4)
Options    0.1   —  0.1
Foreign currency forward contracts     (0.5)  (1.6)  (2.1)

Total    $ (0.5) $ (4.7) $ (5.2)

Liquidity

To provide liquidity for unitholders, units of the Fund are listed on the TSX under the symbol EDGF.UN. The Fund’s normal course issuer bid 
program allows it to purchase up to approximately 10% of 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, 457,400 units were 
purchased under this program at an average price of $9.15 per unit. Investors also have the right to redeem their units, beginning in 2019, in 
accordance with the Fund’s redemption provisions.

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

management fees 
The Manager provides investment management and administrative services to the Fund, for which it is paid a management fee equal to 1.25% 
per annum of the Net Asset Value of the Fund for the period from inception to the second annual redemption date in July 2020 and thereafter 
equal to 0.95% of the Net Asset Value of Fund, in each case calculated and payable monthly, plus applicable taxes. The management fee is 
used by the Manager to cover its costs for administering the Fund, the cost of investment management and for profit. The Fund also pays the 
Manager for all of the expenses incurred in connection with the Fund’s operation. From inception to December 31, 2018, management fees 
amounted to $0.7 million.

 
16% Consumer discretionary
 14% Consumer staples
 16% Financials 
 24% Healthcare 
 11% Industrials
 1% Materials 
 14% Information technology 
 4% Utilities
 

 5% Finland
25% France 
12% Germany
 5% Ireland
 11% Netherlands
 4% Norway
 9% Switzerland
29% United Kingdom 
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fInanCIal hIghlIghts 
The following tables show selected key financial information about the Fund and are intended to help readers understand the Fund’s financial 
performance for the fiscal periods indicated. This information is derived from the Fund’s audited annual financial statements which have been 
prepared in accordance with International Financial Reporting Standards. The information in the following tables is presented in accordance 
with National Instrument (“NI”) 81-106 and, as a result, does not act as a continuity of opening and closing Net Assets per unit. The increase 
(decrease) in Net Assets from operations is based on average units outstanding during the period, and all other numbers are based on actual 
units outstanding at the relevant point in time.

Net Assets per Unit(1)

For the period/year ended December 31      2018  2017(2)

Net Assets per unit, beginning of period/year(3)(5)      $ 9.78   $ 9.62 
Increase (decrease) from operations:(4)   
 Total revenue      0.31   0.06 
 Total expenses      (0.23)   (0.11)
 Realized gains (losses)      (0.10)   (0.14)
 Unrealized gains (losses)      (1.01)   0.55 

Total increase (decrease) in Net Assets from operations      $ (1.03)  $ 0.36 

Distributions to unitholders:(3)   
 Return of capital     $ 0.50   $ 0.21 

Total distributions to unitholders      $ 0.50   $ 0.21 

Net Assets per unit, end of period/year(3)      $ 8.24   $ 9.78 

(1) The financial information was prepared in accordance with International Financial Reporting Standards.
(2) Period from July 21, 2017 (commencement of operations) to December 31, 2017.
(3) Net Assets per unit and distributions per unit are based on the actual number of units outstanding at the relevant time.
(4) The increase (decrease) in Net Assets from operations per unit is based on the weighted average number of units outstanding over the fiscal period.
(5) The opening Net Asset Value per unit is net of agents’ fees and issuance costs in the amount of $0.38 per unit.

Ratios and Supplemental Data (Based on Net Asset Value)

As at December 31      2018  2017

Net Asset Value (000s)      $  36,332   $ 47,580 
Number of units outstanding (000s)      4,407  4,864
Management expense ratio (“MER”)(1)      1.83%  5.78%
Trading expense ratio(2)      0.23%  0.49%
Portfolio turnover rate(3)      54.94%  n/a
Net Asset Value per unit      $ 8.24   $ 9.78 
Closing market price – units      $ 7.85   $ 9.60 

(1)  MER is based on the requirements of NI 81-106 and includes the total expenses (excluding commissions and other portfolio transaction costs) of the Fund for the stated 
period, including interest expense and issuance costs, and is expressed as an annualized percentage of the average Net Asset Value of the period. Please see the Expense 
Ratio section following this table for further discussion of the calculation.

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

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

Expense Ratio

The MER of the Fund was 1.83% for 2018 compared to 5.78% for the period from inception to December 31, 2017. MER in 2017 included 
3.88% of issuance costs and agents’ fees in connection with the Fund’s initial public offering. 
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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 were 
reinvested (at Net Asset Value per unit) in additional units of the Fund.

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

Annual Returns

(1) Period from July 21, 2017 (commencement of operations) to December 31, 2017. 

The following table shows the Fund’s compound return for each period indicated compared with the STOXX Europe 600 EUR Price Index 
(“STOXX Index”) and the S&P/TSX Composite Index (“Composite Index”). The STOXX Index is derived from the STOXX Europe Total 
Market Index (“TMI”) and contains a fixed number of 600 components representing large-, mid- and small-capitalization companies across 
17 countries of the European region: Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Luxembourg, the Netherlands, 
Norway, Poland, Portugal, Spain, Sweden, Switzerland and the United Kingdom. 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.

Compound Annual Returns

          Since 
        1-Year    Inception(1)

European Dividend Growth Fund      (11.1%)     (5.4%)
STOXX Europe 600 EUR Price Index      (13.2%)   (8.5%)
S&P/TSX Composite Index       (8.9%)  (1.3%)

(1) Period from July 21, 2017 (commencement of operations) to December 31, 2018.

The Fund outperformed the STOXX Index in 2018 as a result of stock selection and call writing strategies, and underperformed the Composite 
Index. In addition, underperformance also reflected weak performance in the consumer staples and discretionary sector as well as the financials 
sector in 2018, both of which underperformed other sectors in the Composite Index. 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       $ 36,331,557 

        % of   % of Net  
Portfolio Composition      Portfolio  Asset Value

Europe    
Finland  
Utilities      4.2%  4.3%
Materials      0.7%  0.8%

France  
Consumer discretionary      8.3%  8.5%
Healthcare      4.8%  4.9%
Consumer staples      4.5%  4.6%
Information technology      3.5%  3.6%
Industrials      3.4%  3.5%

Germany    
Information technology      7.3%  7.5%
Consumer discretionary      4.6%  4.7%

Ireland  
Healthcare      4.7%  4.9%

Netherlands  
Healthcare      3.9%  4.0%
Industrials      3.7%  3.8%
Information technology      3.5%  3.6%

Norway  
Financials      3.8%  3.9%

Switzerland   
Healthcare      5.0%  5.2%
Consumer discretionary      3.5%  3.6%

United Kingdom  
Financials      12.0%  12.3%
Consumer staples      9.1%  9.3%
Healthcare      5.1%  5.2%
Industrials      3.4%  3.5%

Total Europe      99.0%  101.7%

Cash and short-term investments      1.0%  1.0%

Total investment portfolio      100.0%  102.7%
Other net liabilities         (2.7%)

Total Net Asset Value         100.0%
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summary of Investment portfolIo (continued)

As at December 31, 2018

        % of   % of Net  
Top 25 Holdings      Portfolio  Asset Value

AstraZeneca PLC      5.1%  5.2%
Novartis AG      5.1%  5.2%
Sanofi SA      4.7%  4.9%
Medtronic PLC      4.7%  4.9%
Unilever PLC      4.6%  4.7%
Adidas AG      4.6%  4.7%
Diageo PLC       4.5%  4.6%
Danone SA      4.5%  4.6%
AON PLC      4.4%  4.5%
LVMH Moët Hennessy Louis Vuitton SE      4.3%  4.4%
Fortum Oyj      4.2%  4.3%
London Stock Exchange Group PLC      4.1%  4.2%
SAP SE      4.0%  4.1%
Kering SA      4.0%  4.1%
Koninklijke Philips N.V.      3.9%  4.0%
DNB ASA      3.8%  3.9%
Airbus SE      3.7%  3.8%
Compagnie Financière Richemont SA      3.5%  3.6%
ASML Holding N.V.       3.5%  3.6%
Aviva PLC      3.5%  3.6%
Capgemini SE      3.5%  3.6%
Vinci SA      3.4%  3.5%
BAE Systems PLC      3.4%  3.5%
Infineon Technologies AG      3.3%  3.4%
UPM-Kymmene Oyj      0.7%  0.8%

Total       99.0%  101.7%

The investment portfolio may change due to ongoing portfolio transactions of the investment fund. Quarterly updates are available on the 
Fund’s website at www.bromptongroup.com within 60 days of each quarter end.
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2018 tax InformatIon
The following information is applicable to holders who, for the purpose of the Income Tax Act (Canada), are resident in Canada and hold 
units as capital property outside of an RRSP, DPSP, RRIF, RESP or TFSA. Unitholders should receive a T3 slip from their investment dealer 
providing this information.

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

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

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

Record Date Payment Date Return of Capital Total Distributions

January 31, 2018 February 14, 2018 $ 0.04160  $ 0.04160
February 28, 2018 March 14, 2018 0.04160 0.04160
March 29, 2018 April 13, 2018 0.04160 0.04160
April 30, 2018 May 14, 2018 0.04160 0.04160

May 31, 2018 June 14, 2018 0.04160 0.04160
June 29, 2018 July 16, 2018 0.04160 0.04160
July 31, 2018 August 15, 2018 0.04160 0.04160
August 31, 2018 September 17, 2018 0.04160 0.04160
September 28, 2018 October 15, 2018 0.04160 0.04160
October 31, 2018 November 14, 2018 0.04160 0.04160
November 30, 2018 December 14, 2018 0.04160 0.04160
December 31, 2018 January 15, 2019 0.04160 0.04160

   $  0.49920  $  0.49920 

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

Brompton Funds Limited

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

Investment manager’s report 

European Markets Review

The global economy continued to perform well in 2018 with real GDP growth of 3.6% as of the second quarter of 2018, the latest data 
point. This was led by the U.S. where tax reform passed in late 2017 boosted growth to 3.0%. Additionally, the unemployment rate sits near 
multi-decade lows and inflation remains stubbornly low but close to the Fed’s target rate of 2%. However, this strength was partially offset 
by a moderate slowdown in Europe and emerging markets as the escalation of the trade war between the U.S. and China and the impact of 
tariffs had a negative impact on business activity along the global supply chain. The Eurozone saw real GDP growth slow to only 0.2% in the 
third quarter, while Germany, the Eurozone’s largest economy, saw its economy shrink in the third quarter. The threat of a hard Brexit also 
continues to weigh on European economies.

Central bank policies continue to dominate the markets. In Europe, the European Central Bank continued to taper its Quantitative Easing 
(“QE”) program through to the end of the year when it planned to stop new purchases altogether. However, monetary policy in Europe 
remains extremely loose and the ECB doesn’t have any plans to increase rates or shrink its balance sheet in the near term. This kept yields 
down across Europe in 2018, with 10-year yields trading at 0.24%, 0.71% and 1.28%, respectively, in Germany, France and the U.K. as of 
the end of the year.

In the U.S., the Federal Reserve hiked rates four times in 2018 and its policy rate now sits at a target range of 2.25% to 2.50%, which we 
believe is near the bottom end of most economists’ ranges for the neutral rate of about 2.5% to 3.5%. The Fed also continued with its balance 
sheet normalization program that began in the fourth quarter of 2017. Through this program, which can also be referred to as Quantitative 
Tightening (“QT”), the Fed is shrinking its balance sheet by letting certain maturing assets run off rather than reinvesting the principal proceeds. 
We believe that this program is widely misunderstood by many market participants and our view is that QT will not have a negative impact 
on the economy or markets in 2019.

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

While stocks experienced a relief rally into the end of the year after the Christmas Eve bottom, European markets finished the year in negative 
territory as the STOXX 600 was down 10.3% for the year. This was led by Germany, where the DAX was down 18.3%, while British equities 
struggled in the face of Brexit uncertainty, with the FTSE 100 down 8.8% for the year. The CAC 40 in France was the outperformer, down 
only 8.1% for 2018. In terms of European sectors, defensive sectors generally outperformed cyclical sectors for the year, while utilities, which 
were up 3.1%, and healthcare, which was up 0.3%, were the top performing sectors. The worst performing sectors were autos and parts, 
banks, construction and materials, and travel and leisure, all of which finished with double-digit losses as fears of a global slowdown and the 
impact of tariffs had a more significant impact on these areas of the market.

Looking forward, we expect the economy in 2019 to look much the same as it did in 2018, with global growth in the 3% to 4% range. In 
Europe, growth should rebound from the low levels we saw towards the end of 2018 but will likely remain stubbornly sluggish. While the 
ECB has stopped its QE program, we believe negative rates are here to stay for 2019 and will continue to support Eurozone economies. Fiscal 
stimulus in Italy and France should provide an additional benefit, and we continue to watch Germany for signs that they may loosen fiscal policy 
as well. We are also likely to see a further rebound in the event of a positive resolution to the trade war, which we believe is the most probable 
outcome. Brexit continues to be a great source of uncertainty, but increasingly it looks like the deadline may be extended and/or we may see 
a second referendum. While avoiding a hard Brexit would be positive, the continuing uncertainty is likely to weigh on business confidence.

After the selloff in the fourth quarter of 2018, we believe that European equity valuations are attractive and, given our positive outlook, 
represent excellent value for investors.
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Portfolio Review 

European Dividend Growth Fund was down 11.1% in 2018, outperforming the STOXX Europe 600 EUR Price Index, which was down 13.2%. 
The Fund benefitted from strong performance in Fortum, Medtronic and Kering, which were up 23.1%, 15.2% and 14.2%, respectively; 
however, these gains were more than offset by underperformance in Cie Financière Richemont, Infineon Technologies, and Aviva, all of which 
were down more than 20% during 2018. Fortum rallied during the first 9 months of the year on strong Nordic power prices as a result of 
the Nordic drought. Despite the drought subsiding heading into 2019, we think Nordic power price levels are well supported given new 
interconnectors with Britain and continental Europe. We also view Fortum’s move into renewables and its expansion into electric-vehicle 
charging as being supportive of sustainable earning growth. Medtronic shares gained on strong financial performance in 2018 as well as its 
purchase of Mazor Robotics, which will expand its presence in robotic-assisted surgery. Additionally, we see the company’s diabetes business 
being able to sustain strong double-digit growth for the next few years. We continue to expect healthy medical technology growth in 2019 
and we view the medical devices sector as being relatively immune to economic slowdown. Kering’s most profitable brand, Gucci, has a major 
Asian and U.S. following. The shares rallied in 2018 despite the ongoing trade war uncertainty as investors see significant upside to Kering, 
driven by the potential for expanded e-commerce sales, which currently only account for 6% of its total revenue, in addition to its luxury 
jewelry product lineup expansion. 

Cie Financière Richemont and Infineon shares were down towards the end of the year primarily due to U.S.-China trade pressure that led 
to speculation of a Chinese economic slowdown. There were also concerns about inventory build-ups at Richemont, particularly its watch 
brand Swatch. However, we see these concerns being short term in nature. Richemont’s fundamentals are still intact as the luxury watch side 
continues to gain momentum. We will continue to monitor the status of the trade war and the impact of Chinese demand on our holdings 
closely. Aviva’s shares have been a victim of headline risk; however, its leadership position in the insurance market in U.K., as well as its global 
exposure, remains attractive.

In July, the portfolio was rebalanced and reconstituted, which resulted in the removal of Carnival, Allianz, AXA, HSBC, UBS, Shire, Deutsche 
Post, Lafargeholcim and BT Group and the addition of Diageo, AON, DNB, London Stock Exchange, Philips, Sanofi, BAE Systems, ASML, 
Capgemini, UPM and Fortum. The net result was an increase from 23 total holdings to 25, increasing the Fund’s exposure to healthcare, 
industrials and information technology, and decreasing materials and communication services holdings. 

The Fund is overweight consumer discretionary, healthcare, and information technology. We believe that consumption, particularly among 
the affluent in high-end luxury items, will continue to benefit consumer names held in the Fund, such as LVMH, Kering and Adidas. In the 
healthcare sector, the Fund owns names that are exposed to secular growth themes in immune-oncology, cardiovascular health, diabetes and 
medical devices given an aging global population and increasingly longer life spans. For instance, Medtronic, a medical device manufacturer 
for chronic diseases like heart disease, diabetes and Parkinson’s disease, was up 8.0% since July 2018; Sanofi, a cardiovascular, cancer and 
metabolic disorder drug manufacturer, rallied 8.5% since July 2018. We continue to be overweight in the healthcare sector given the high 
growth potential within the sector, driven by product innovation and R&D productivity. Lastly, we believe information technology has strong 
secular growth in cloud, autonomous vehicles, 5G buildouts and IT consulting, which will continue to drive returns from our technology 
holdings including Infineon, SAP, ASML and Capgemini. 

The Fund is market weight consumer staples, utilities, and financials. We have a positive outlook on consumer staples against the backdrop of 
sluggish European economic growth and macro concerns heading into 2019. Within the sector, the Fund currently holds Danone, one of the 
largest global dairy food and water producers, Diageo, a global liquor producer, and Unilever, a food and personal care product manufacturer. 
We see globally recognized household brands being more immune to competitive threats and more robust in a weaker macro environment. 
Within the utilities sector, we see Fortum positioned to benefit from rising wholesale power prices in the Nordics. European financials remain 
well capitalized with strong balance sheets and dividend growth potential. The Fund holds London Stock Exchange Group, which, in our view, 
is a direct beneficiary of a rising volatility environment. 

The Fund is underweight industrials and materials given a slower growth environment in Europe. In December 2018, Eurozone PMI fell to 
51.1, a three-year low, and consumer confidence weakened. Within the industrials sector, we favor BAE Systems, as we see the company being 
a direct beneficiary of increased global defense budgets, and Vinci, for its globally diversified business and long-term cash flow visibility. The 
Fund holds no positions in energy and real estate given the small size of the sectors in Europe and our belief that capital will continue to flow 
to North America where expected returns are higher. 

Option Overlay Strategy

During 2018, our average level of overwrite was approximately 4.5% and the average strike level was approximately 105.1%. The lower 
levels of call writing reflected our positive view on European equities earlier in the year but we gradually increased call writing as volatility 
crept higher towards the end of 2018.  
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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 European Dividend Growth Fund (the “Fund”) have been prepared by Brompton Funds Limited (the ‘‘Manager” 
of the Fund) and approved by the Board of Directors of the Manager. The Manager is responsible for the information and representations 
contained in these financial statements and the other sections of the annual report.

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

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

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

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

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

March 12, 2019
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Independent audItor’s report

To the Unitholders and Trustee of European Dividend Growth 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 year ended December 31, 2018 and for the period from July 21,  
2017 (commencement of operations) to December 31, 2017 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	year	ended	December	31,	2018	and	for	the	period	from	July	21,	2017	(commencement	
of operations) to December 31, 2017; 

•	 	the	statements	of	cash	flows	for	the	year	ended	December	31,	2018	and	for	the	period	from	July	21,	2017	(commencement	of	operations)	
to December 31, 2017;  

•	 	the	statements	of	changes	in	net	assets	attributable	to	holders	of	redeemable	units	for	the	year	ended	December	31,	2018	and	for	the	period	 
from July 21, 2017 (commencement of operations) to December 31, 2017; 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      $ 36,937,268   $ 46,956,476 
Cash        223,016    110,118 
Broker margin (note 11)       157,404   — 
Unrealized gain on foreign currency forward contracts (note 10)      —   724,862 
Income receivable       131,861    49,754 

Total assets      37,449,549  47,841,210

Liabilities   
Current liabilities   
Option contracts written, at fair value (note 11)       10,318    13,222 
Unrealized loss on foreign currency forward contracts (note 10)       888,583   — 
Distributions payable to holders of redeemable units (note 7)       183,338    202,339 
Accounts payable and accrued liabilities       35,753    45,947 

Total liabilities (excluding Net Assets attributable to holders of redeemable units)     1,117,992  261,508

Net Assets attributable to holders of redeemable units      $ 36,331,557   47,579,702

Redeemable units outstanding (note 4)      4,407,152  4,863,915

Net Assets attributable to holders of redeemable units per unit     $ 8.24  $ 9.78

Approved on behalf of European Dividend Growth Fund by the Board of Directors of Brompton Funds Limited, the Manager. 

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

Christopher S.L. Hoffmann Mark A. Caranci
Director Director

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



16

European Dividend Growth Fund — Annual Report 2018

16

statements of ComprehensIve InCome 

For the years ended December 31      2018  2017(1)

Income  
 Securities lending income (note 9)      $ 5,766   $ — 
 Net gain (loss) on foreign exchange on cash       12,610    533,849 
 Net gain (loss) on investments and derivatives:   
  Dividend income       1,414,773    272,850 
  Net realized gain (loss) on sale of investments (note 8)       (15,661)   262,556 
  Net change in unrealized gain (loss) on investments       (3,092,245)   1,964,757 
  Net realized gain (loss) on options (note 8)       58,445    5,172 
  Net change in unrealized gain (loss) on options       3,758    517 
  Net realized gain (loss) on foreign currency forward contracts (note 10)      (494,451)   (1,466,287)
  Net change in unrealized gain (loss) on foreign currency forward contracts (note 10)     (1,613,445)   724,862 

 Total net gain (loss) on investments and derivatives       (3,738,826)   1,764,427 

Total income (loss), net       (3,720,450)   2,298,276 

Expenses   
 Management fees (note 6)       706,359    302,106 
 Audit fees       23,010    23,517 
 Trustee fees       5,282    1,860 
 Independent Review Committee fees (note 6)       4,087    5,315 
 Custodial fees       13,121    15,013 
 Legal fees       5,309    707 
 Unitholder reporting costs       9,869    10,702 
 Other administrative expenses       86,104    47,877 
 Interest and bank charges       1,926    7,584 
 Transaction costs       100,982    104,503 

Total expenses before withholding taxes       956,049    519,184 

Withholding taxes       136,362   3,438

Increase (decrease) in Net Assets attributable to holders of redeemable units     $ (4,812,861)  $ 1,775,654 

Increase (decrease) in Net Assets attributable to holders of redeemable units per unit(2)    $ (1.03)  $ 0.36 

(1)  For the period from July 21, 2017 (commencement of operations) to December 31, 2017.   
(2)  Based on the weighted average number of redeemable units outstanding for the year (note 4).   

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

For the years ended December 31      2018  2017(1)

Cash flows from operating activities:  
 Increase (decrease) in Net Assets attributable to holders of redeemable units     $ (4,812,861)  $ 1,775,654 
 Adjustments to reconcile net cash provided by (used in) operations:   
  Net (gain) loss on foreign exchange on cash       (12,610)   (533,849)
  Net realized (gain) loss on sale of investments (note 8)       15,661    (262,556)
  Net change in unrealized (gain) loss on investments       3,092,245    (1,964,757)
  Net realized (gain) loss on options (note 8)       (58,445)   (5,172)
  Net change in unrealized (gain) loss on options (note 11)       (3,758)   (517)
  Net change in unrealized (gain) loss on foreign currency forward contracts (note 10)     1,613,445    (724,862)
  Decrease (increase) in broker margin       (157,404)  —
  Decrease (increase) in income receivable       (82,107)   (49,754)
  Increase (decrease) in accounts payable and accrued liabilities       (10,194)   45,947 
  Purchase of investments and options (note 8)       (23,604,889)   (49,475,144)
  Proceeds from sale of investments and options (note 8)       30,575,490    4,764,892 

 Cash provided by (used in) operating activities        6,554,573    (46,430,118)

Cash flows from financing activities:   
 Proceeds from issuance of redeemable units (note 4)       —     49,250,000 
 Agents’ fees and issue costs paid on issuance of redeemable units (note 4)       49,143    (1,831,250)
 Amounts paid for repurchase of redeemable units (note 4)        (4,183,549)   (596,756)
  Distributions paid to unitholders of redeemable units (note 7)        (2,325,629)   (816,733)
 Proceeds from reinvestment of distributions to holders of redeemable units (note 7)      5,750    1,126 

 Cash provided by (used in) financing activities        (6,454,285)   46,006,387 

Net increase (decrease) in cash       100,288    (423,731)
Net gain (loss) on foreign exchange on cash       12,610    533,849 
Cash, beginning of year       110,118   — 

Cash, end of year      $ 223,016  $  110,118 

Supplemental information:(2)    
 Dividends received, net of withholding taxes      $ 1,196,304   $ 219,658  
 Interest paid       1,926    7,584 

(1)  For the period from July 21, 2017 (commencement of operations) to December 31, 2017.
(2)  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(1)

Net Assets attributable to holders of redeemable units, beginning of year     $ 47,579,702   $ —

Operations:  
 Increase (decrease) in Net Assets attributable to holders of redeemable units       (4,812,861)   1,775,654 

Distributions to holders of redeemable units:  
 Distributions paid to holders of redeemable units (note 7)  
  Return of capital      (2,306,628)   (1,019,072)

 Total       (2,306,628)   (1,019,072)

Redeemable unit transactions:  
 Proceeds from issuance of redeemable units (note 4)      —    49,250,000 
 Agents’ fees and issue costs paid on issuance of redeemable units       49,143    (1,831,250)
 Repurchase of redeemable units issued (note 4)       (4,183,549)   (596,756)
 Reinvestment of distributions to holders of redeemable units (note 7)      5,750    1,126 

 Net increase (decrease) from redeemable unit transactions       (4,128,656)   46,823,120 

Net increase (decrease) in Net Assets attributable to holders of redeemable units      (11,248,145)   47,579,702 

Net Assets attributable to holders of redeemable units, end of year      $ 36,331,557   $ 47,579,702

(1) For the period from July 21, 2017 (commencement of operations) to December 31, 2017.  

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

 Cost Cost Carrying Value  Carrying Value  
  (Transaction  (Base Currency   (Transaction  (Base Currency  % of
As at December 31, 2018  Currency)  CAD) Currency)   CAD)  Portfolio

  No. of Units/ Europe 
 Shares Finland  

  Materials     
 8,000  UPM-Kymmene Oyj EUR  263,612   $ 398,235  EUR 177,200   $ 277,173  

          398,235          277,173  0.7%

  Utilities     
 52,500  Fortum Oyj EUR  1,130,751    1,716,935  EUR 1,002,750    1,568,479  

         1,716,935          1,568,479  4.2%

  France    

  Consumer Discretionary     
 2,300  Kering SA EUR  688,892    1,027,124  EUR 946,680     1,480,776  
 4,000  LVMH Moët Hennessy Louis Vuitton SE EUR  896,007    1,333,852  EUR  1,032,800    1,615,483  

          2,360,976          3,096,259  8.4%

  Consumer Staples     
 17,400  Danone SA EUR  1,112,371    1,641,928  EUR 1,070,274    1,674,099  

          1,641,928          1,674,099  4.5%

  Healthcare     
 30,000  Sanofi SA USD  1,307,434    1,703,099  USD  1,302,300    1,777,900  

          1,703,099          1,777,900  4.8%

  Industrials     
 11,400  Vinci SA EUR 981,029    1,485,047   EUR 821,028    1,284,234  

         1,485,047         1,284,234  3.5%

  Information Technology     
 9,500  Capgemini SE EUR  1,071,585    1,624,399   EUR 824,600    1,289,821  

        1,624,399          1,289,821  3.5%

  Germany      

  Consumer Discretionary     
 6,000  Adidas AG EUR 1,171,964    1,749,048  EUR 1,094,400    1,711,836  

         1,749,048          1,711,836  4.6%

  Information Technology     
 45,000  Infineon Technologies AG EUR 864,510    1,289,456  EUR 781,425     1,222,288  
 11,000  SAP SE  USD 1,188,624    1,503,428  USD  1,095,050   1,494,962  

         2,792,884        2,717,250  7.4%

  Ireland    

  Healthcare     
 14,200  Medtronic PLC USD  1,201,419  1,523,880  USD  1,291,632    1,763,336  

          1,523,880         1,763,336  4.8%

  Netherlands    

  Healthcare     
 30,500  Koninklijke Philips N.V. USD  1,316,964    1,726,046   USD  1,070,855    1,461,931  

         1,726,046          1,461,931  4.0%

  Industrials     
 10,600  Airbus SE EUR 763,718   1,140,780  EUR 889,976    1,392,081  

         1,140,780         1,392,081  3.8%

  Information Technology     
 6,100  ASML Holding N.V.  USD  1,326,432    1,732,585   USD  949,282    1,295,960  

         1,732,585         1,295,960  3.5%
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sChedule of Investment portfolIo (continued)

 Cost Cost  Carrying Value Carrying Value  
  (Transaction  (Base Currency    (Transaction (Base Currency  % of
As at December 31, 2018  Currency) CAD)  Currency) CAD)  Portfolio

  No. of Units/ Europe (continued) 
 Shares Norway  

  Financials     
 65,000  DNB ASA NOK  10,658,504   $ 1,696,211  NOK 8,979,750   $ 1,417,817  

          1,696,211        1,417,817   3.8%

  Switzerland   

  Consumer Discretionary     
 15,100  Compagnie Financière Richemont SA CHF  1,319,721    1,734,156   CHF 951,300    1,321,309  

         1,734,156        1,321,309   3.6%

  Healthcare     
 16,100  Novartis AG USD  1,373,543   1,722,253   USD 1,381,541    1,886,080  

          1,722,253          1,886,080  5.1%

  United Kingdom    

  Consumer Staples     
  8,700  Diageo PLC  USD  1,290,639    1,689,398   USD  1,233,660     1,684,193  
  24,000  Unilever PLC USD  1,367,982    1,715,810   USD  1,254,000    1,711,961  

          3,405,208         3,396,154  9.2%

  Financials     
  8,300  AON PLC USD  1,218,154   1,598,284   USD  1,206,488     1,647,097  
  198,000  Aviva PLC GBP  999,725    1,707,850    GBP 743,490     1,293,735  
  21,500  London Stock Exchange Group PLC GBP  975,553   1,657,520    GBP  873,330    1,519,667  

          4,963,654          4,460,499  12.1%

  Healthcare     
  36,400  AstraZeneca PLC USD  1,084,131    1,347,514   USD 1,382,472    1,887,351  

         1,347,514          1,887,351  5.1%

  Industrials     
  157,400  BAE Systems PLC GBP  1,000,942    1,693,965    GBP 722,781    1,257,699  

          1,693,965          1,257,699  3.4%

  Total Europe     38,158,803        36,937,268  100.0%

  Embedded Broker Commission    (94,047)   

  Total Investments    $ 38,064,756      $  36,937,268  100.0%
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notes to the fInanCIal statements
December 31, 2018 and 2017

1. GENERAL INFORMATION

European Dividend Growth Fund (the ‘‘Fund’’) is a closed-end investment fund created under the laws of the Province of Ontario on January 1, 
2017, pursuant to a declaration of trust. Brompton Funds Limited (the ‘‘Manager’’) is responsible for managing the affairs of the Fund and 
manages the Fund’s portfolio. TSX Trust Company is trustee of the Fund. CIBC Mellon Trust Company is the custodian of the Fund’s assets 
and prepares the daily valuations of the Fund. The Fund is listed on the Toronto Stock Exchange and commenced operations on July 21, 2017. 
The address of the Fund’s registered office is Bay Wellington Tower, Brookfield Place, Suite 2930, 181 Bay Street, Toronto, Ontario, M5J 2T3.

The redeemable units of the Fund are publicly listed on the Toronto Stock Exchange under the symbol EDGF.UN. The Fund invests in an 
approximately equal weight portfolio of European dividend growth companies and hedges substantially all of its exposure to foreign currencies 
back to the Canadian dollar.

These financial statements were approved on behalf of European Dividend Growth Fund by the Board of Directors of Brompton Funds Limited, 
the Manager, on March 5, 2019.

2. BASIS OF PRESENTATION 

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

3. SIGNIFICANT ACCOUNTING POLICIES

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

a) Financial Instruments

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

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

b) Offsetting Financial Instruments

Financial assets and liabilities are offset and the net amount reported in the Statements of Financial Position when there is a legally enforceable 
right to offset the recognized amounts and there is an intention to settle on a net basis or 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 Manager determines the point within the bid-ask spread that is most representative of fair value based on 
the specific facts and circumstances. The Fund’s policy is to recognize transfers into and out of the fair value hierarchy levels as of the date of 
the event or change in circumstances giving rise to the transfer.

The fair value of financial assets and liabilities that are not traded in an active market, including foreign currency forward contracts, is 
determined using valuation techniques. The Fund uses a variety of methods and makes assumptions that are based on market conditions existing 
at each measurement date. Valuation techniques include the use of comparable recent arm’s length transactions, reference to other instruments 
that are substantially the same and others commonly used by market participants that make the maximum use of observable inputs. Refer to 
note 13 for further information about the Fund’s fair value measurements.
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notes to the fInanCIal statements (continued) 

December 31, 2018 and 2017

d) Cash

Cash is comprised of demand deposits with financial institutions.

e) Investment Transactions and Income and Expense Recognition

Investment transactions are accounted for on the trade date. The interest for distribution purposes shown on the Statement of Comprehensive 
Income represents the coupon interest received by the Fund accounted for on an accrual basis. The Fund does not amortize premiums paid 
or discounts received on the purchase of 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. Investment transactions are accounted 
for as of the trade date and any realized gains or losses from such transactions are calculated on an average cost basis. 

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

f) Transaction Costs

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

g) Foreign Currency Translation 

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

h) 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 currently incurs 
withholding taxes imposed by certain countries on investment income and capital gains. Such income and gains are recorded on a gross basis 
and the related withholding taxes are shown as a separate expense in the Statement of Comprehensive Income. 

i) Securities Lending

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

j) Classification of Redeemable Units by the Fund

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

k) Accounting Changes

IFRS 9, Financial Instruments

Effective January 1, 2018, the Fund retrospectively and without restatement adopted IFRS 9, Financial Instruments (“IFRS 9”). The new standard 
requires financial instruments to be either carried at amortized cost or at FVTPL or FVOCI, based on the Fund’s business model for managing 
financial instruments and the contractual cash flow characteristics of the financial instruments. IFRS 9 also introduced a new expected credit 
loss impairment model.

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 $36.9 million (December 31, 2017 – $47 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

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 annually, beginning in 2019, on the second last business day of July (“Annual 
Redemption Date”), subject to certain conditions. Unitholders whose units are redeemed on the Annual Redemption Date are entitled to receive 
a redemption price in an amount equal to 100% of the Net Asset Value per unit, less any costs and expenses associated with the redemption, 
including brokerage costs. Units may also be surrendered at any time for redemption on the last business day of each month preceding the 
Monthly Redemption Date, subject to certain conditions. Unitholders whose units are redeemed on the Monthly Redemption Date are entitled 
to receive a redemption price equal to the lesser of (i) 94% of the weighted average trading price of the units for the 10 trading days immediately 
preceding the Monthly Redemption Date, and (ii) 100% of the closing market price of the units on the applicable Monthly Redemption Date, 
less, in each case, any costs and expenses associated with the redemption, including brokerage costs. 

The Fund received approval from the Toronto Stock Exchange for a normal course issuer bid program for the period from August 1, 2017 to 
July 31, 2018, which allowed the Fund to purchase up to 460,000 of its units for cancellation. The Fund renewed the issuer bid program from 
August 1, 2018 to July 31, 2019, which allows the Fund to purchase up to 4,594,182 of its units for cancellation. The Fund may purchase 
units for cancellation at a price per unit not exceeding the most recently calculated Net Asset Value per unit immediately prior to the date of 
any such purchase of units.

Issued

        2018  2017(1)

        Number  Number  
        of Units  of Units

Redeemable units, outstanding at January 1       4,863,915   —
 Issuance of redeemable units       —   4,925,000 
 Repurchase of redeemable units       (457,400)   (61,200)
 Redeemable units issued under the distribution reinvestment plan       637    115 

Redeemable units, outstanding at December 31       4,407,152    4,863,915 

Weighted average number of redeemable units outstanding       4,656,075    4,884,005

(1) For the period from July 21, 2017 (commencement of operations) to December 31, 2017.

On July 21, 2017, the Fund completed an initial public offering for 4,600,000 units, and on August 4, 2017, the Fund completed its overallotment 
for an additional 325,000 units for total gross proceeds of $49,250,000. The Manager reimbursed the Fund for a portion of the agents’ fees 
and issue costs equal to 2% of the gross proceeds or $985,000. Net agents’ fees and issue costs paid by the Fund were $1,831,250.

During the year ended December 31, 2018, 457,400 units (period ended December 31, 2017 – 61,200) were purchased for cancellation 
pursuant to the normal course issuer bid program. 

During the year ended December 31, 2018, 637 units (period ended December 31, 2017 – 115) were issued pursuant to the distribution 
reinvestment plan (note 7). 

On December 31, 2018, the Fund’s closing market price was $7.85 per unit (December 31, 2017 – $9.60).
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notes to the fInanCIal statements (continued) 

December 31, 2018 and 2017

5. CAPITAL MANAGEMENT

The Fund’s capital is comprised of its Net Assets attributable to holders of redeemable units. The Fund’s objectives are to provide unitholders 
with (i) stable monthly cash distributions; (ii) the opportunity for capital appreciation; and (iii) lower overall volatility of portfolio returns 
than would otherwise be experienced by owning securities of European dividend growth companies directly. The Fund manages its capital 
taking into consideration the risk characteristics of its holdings. In order to manage its capital structure, the Fund may adjust the amount of 
distributions paid to unitholders, return capital to unitholders, or purchase units for cancellation.

6. RELATED PARTY TRANSACTIONS

a) Management Fees 

Pursuant to a management agreement, the Manager provides management and administrative services, including the provision of key 
management personnel, to the Fund. In consideration for these services, the Fund pays a management fee equal to 1.25% per annum of the 
Net Asset Value of the Fund, plus applicable taxes, from inception to the second Annual Redemption Date in July 2020 and thereafter equal 
to 0.95% per annum of the Net Asset Value of the Fund. These fees are calculated and payable monthly.

In connection with any purchases of units for cancellation, the Fund will also pay to the Manager the following amounts, if any, as partial 
compensation for the fees and expenses the Manager paid in connection with the Fund’s initial public offering: (i) if the purchase is made 
at a discount to the then current Net Asset Value per unit purchased that is greater than 2.25% of the Net Asset Value per unit of the units 
purchased for cancellation on or prior to the first Annual Redemption Date occurring in 2019 or 1.0% of the Net Asset Value per unit of the 
units purchased for cancellation after the first Annual Redemption Date and on or prior to the second Annual Redemption Date occurring in 
2020, plus applicable taxes (the “Market Purchase Fee”), the Fund will pay to the Manager an amount (excluding taxes) equal to the Market 
Purchase Fee, or (ii) if the purchase is made at a discount to the then current Net Asset Value per unit that is less than or equal to the Market 
Purchase Fee, the Fund will pay to the Manager an amount (excluding taxes) equal to such discount. The maximum amount that the Manager 
may be paid in respect of any market purchase is equal to the Market Purchase Fee. To the extent that a purchase is made at a price that results 
in a discount that is greater than the Market Purchase Fee, the amount of the balance will be accretive to the Net Asset Value of the Fund. 
These fees are calculated and payable monthly.

For the year ended December 31, 2018, the management fee amounted to $706,359 (period ended December 31, 2017 – $302,106), of 
which $979 was prepaid as of December 31, 2018 (December 31, 2017 – $160 payable). The Market Purchase Fee amounted to $101,711 
(period ended December 31, 2017 – $6,312), of which there was nil payable as of December 31, 2018 (December 31, 2017 – nil). The Fund 
is responsible for the payment of all expenses relating to its operations and the carrying on of its business.

b) Independent Review Committee Fees

The total remuneration paid to members of the Independent Review Committee during the year ended December 31, 2018 was $4,087 (period 
ended December 31, 2017 – $5,315) and consisted only of fees. As at December 31, 2018 and 2017, there were no Independent Review 
Committee fees payable.

7. DISTRIBUTIONS TO UNITHOLDERS OF REDEEMABLE UNITS

Distributions, as declared by the Manager, are made on a monthly basis to unitholders of record on the last business day of each month. 
The distributions are payable by the tenth business day of the following month. For the year ended December 31, 2018, the Fund declared 
total monthly distributions of $0.50 per unit (period ended December 31, 2017 – $0.21 per unit), amounting to $2,306,628 (period ended 
December 31, 2017 – $1,019,072). Under the Fund’s distribution reinvestment plan, unitholders may elect to reinvest monthly distributions 
in additional units of the Fund, which may be issued from treasury or purchased in the open market. For the year ended December 31, 2018, 
637 units (period ended December 31, 2017 – 115) were issued by the Fund pursuant to the distribution reinvestment plan. 

On January 24, 2019, the Fund declared $0.0416 per unit monthly distributions for record dates January 31, 2019, February 28, 2019 and 
March 29, 2019, respectively.
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8. INVESTMENT TRANSACTIONS

Investment transactions for the year ended December 31, 2018 and the period ended December 31, 2017 were as follows: 

        2018  2017(1)

Proceeds from sale of investments and options      $ 30,575,490   $ 4,764,892 
Less cost of investments and options sold:   
 Investments and options at cost, beginning of year       44,977,980   — 
 Investments purchased and options written during the year       23,604,889    49,475,144 
 Investments and options at cost, end of year       (38,050,163)   (44,977,980)

Cost of investments sold and options written during the year       30,532,706    4,497,164 

Net realized gain (loss) on sale of investments and options      $ 42,784   $ 267,728

(1) For the period from July 21, 2017 (commencement of operations) to December 31, 2017.

For the year ended December 31, 2018 and the period ended December 31, 2017, no soft dollar amounts were paid.

9. SECURITIES LENDING

The Fund has entered into a securities lending program with its custodian, CIBC Mellon Trust Company (and certain of its affiliates). The 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 $3.0 million (December 31, 2017 – nil) and $3.1 million (December 31, 
2017 – nil), 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 year ended December 31, 2018 and the period ended December 31, 2017, securities lending income was as follows:

        2018  2017(1)

Gross securities lending income      $ 8,235   $ — 
 Securities lending charges       (2,469)  — 

Net securities lending income received by the Fund      $ 5,766   $ — 

(1)  For the period from July 21, 2017 (commencement of operations) to December 31, 2017.

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

10. FOREIGN CURRENCY FORWARD CONTRACTS

The Fund uses foreign currency forward contracts to hedge foreign exchange risks associated with its US dollar, Euro, British pound, Norwegian 
krone, and Swiss franc investment portfolio. During the year ended December 31, 2018, the Fund realized a loss in the amount of $494,451 
(period ended December 31, 2017 – loss of $1,466,287) on the close-out of certain contracts.

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

 Canadian Dollars US Dollars         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (USD/CAD)  (CAD)

  $ 16,856,784   $ (12,600,000) January 15, 2019  0.74747   $ (339,041)

 Canadian Dollars Swiss Francs         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (CHF/CAD)  (CAD)

  $ 1,309,185  CHF  (965,000) January 15, 2019  0.73710   $ (32,239)

 Canadian Dollars Euros         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (EUR/CAD)  (CAD)

  $ 14,032,760  EUR  (9,200,000) January 15, 2019 0.65561  $ (368,273)

 Canadian Dollars British Pounds         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (GBP/CAD)  (CAD)

  $ 3,866,070  GBP  (2,300,000) January 15, 2019  0.59492  $ (137,333)

 Canadian Dollars Norwegian Kroner         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (NOK/CAD)  (CAD)

  $ 1,509,177  NOK  (9,630,000) January 15, 2019  6.38096   $ (11,697)

As at December 31, 2017:

 Canadian Dollars US Dollars         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (USD/CAD)  (CAD)

  $ 18,646,275   $ (14,500,000) January 12, 2018  0.77764   $ 481,066

 Canadian Dollars Swiss Francs         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (CHF/CAD)  (CAD)

  $ 1,896,843  CHF  (1,460,000) January 12, 2018  0.76970   $ 18,654

 Canadian Dollars Euros         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (EUR/CAD)  (CAD)

  $ 25,780,925  EUR  (17,000,000) January 12, 2018 0.65940  $ 192,692

 Canadian Dollars British Pounds         Forward Rate  Fair Value 
 Purchased (Sold) Purchased (Sold)    Maturity Date     (GBP/CAD)  (CAD)

  $ 1,880,250  GBP  (1,090,000) January 12, 2018  0.57971   $ 32,450
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11. OPTION CONTRACTS

The Fund may write covered call and cash-covered put options to generate additional income. Broker margin on the Statements of Financial 
Position represents cash collateral on European options. The Fund had the following option contracts outstanding:

As at December 31, 2018:

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

Aon PLC  14  Call January 18, 2019 USD 165.00  USD  0.00425  $ 2,402 $  (8)  $ 2,394 
ASML Holding N.V.   10  Call January 18, 2019 USD 170.00  USD  0.90000   1,885   (1,229)   656 
ASML Holding N.V.   10  Call January 18, 2019 USD 185.00  USD  0.17820   1,126   (243)  883 
Compagnie Financière Richemont SA  30  Call January 18, 2019 CHF  68.00  CHF  0.40500   1,333   (1,688)  (355)
Danone SA  25  Call January 18, 2019 EUR  68.00  EUR  0.05000   1,367   (195)   1,172 
Diageo PLC  15  Call January 18, 2019 USD  145.00  USD  1.12500   2,002   (2,304)   (302)
Kering SA  5  Call January 18, 2019 EUR  430.00  EUR  3.66000   1,090   (2,862)   (1,772)
Medtronic PLC  20  Call January 18, 2019 USD  95.50  USD  0.55000   1,338   (1,502)   (164)
Medtronic PLC  21  Call January 18, 2019 USD  100.00  USD  0.10000   2,050   (287)   1,763 

           $ 14,593   $ (10,318)  $ 4,275 

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

As at December 31, 2017:

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

Carnival PLC  30  Call January 19, 2018  $ 70.00   $ 0.18510   $ 2,751   $ (696)  $ 2,055 
Medtronic PLC  30  Call January 19, 2018   82.50    0.49500    3,212    (1,861)   1,351 
Novartis AG  30  Call January 19, 2018   85.00    0.52500    2,444    (1,973)   471 
SAP SE  15  Call January 19, 2018   115.00    0.67500    2,252    (1,268)   984 
Shire PLC  15  Call January 19, 2018   155.00    3.95000    3,080    (7,424)   (4,344)

            $ 13,739   $ (13,222)  $ 517 

(1) Each contract was written for 100 shares of the underlying security.
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December 31, 2018 and 2017

12. FINANCIAL RISK MANAGEMENT 

The Fund’s investment activities expose it to a variety of financial risks. The Schedule of Investment Portfolio presents the securities held by the 
Fund as at December 31, 2018, and groups the securities by country and market segment. The following summary represents the investment 
sectors 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 discretionary        18.5%
Consumer staples        13.6%
Financials        17.9%
Healthcare        17.5%
Industrials        10.1%
Information technology        9.1%
Materials        4.2%
Communication services        4.2%
Utilities        4.9%

Total         100.0%

The Manager attempts to minimize the potential adverse effects of these risks on the Fund’s performance by employing a professional, 
experienced investment manager. These risks are managed by diversifying the investment portfolio within the constraints of the investment 
objectives. To assist in managing risks, the Manager also maintains a governance structure that oversees the Fund’s investment activities and 
monitors compliance with the Fund’s stated investment strategy and restrictions, internal guidelines, and securities regulations.

The investment portfolio is primarily comprised of European exchange-listed equity securities.

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 management of securities within the parameters of the investment strategy. Except for options written, the 
maximum risk of loss resulting from financial instruments is equivalent to their fair value. There were no cash-covered put options outstanding 
as at December 31, 2018 and 2017. No additional risk is introduced by covered call options written.

The Fund is exposed to other price risk from its investment in equity securities. As at December 31, 2018, had the prices on the respective 
stock exchanges for these securities increased by 10%, with all other variables held constant, Net Assets attributable to holders of redeemable 
units would have increased by approximately $3.6 million or 10% (December 31, 2017 – $4.6 million or 9.7%). Similarly, had the prices on 
the respective stock exchanges for the securities decreased by 10.0%, with all other variables held constant, Net Assets attributable to holders 
of redeemable units would have decreased by approximately $3.7 million or 10.2% (December 31, 2017 – $4.7 million or 9.8%). In practice, 
the actual trading results may differ, and the difference could be material.

b) Credit Risk

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

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

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

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

Liquidity risk is the risk that the Fund may not be able to settle or meet its obligations on time or at a reasonable price. The Fund is exposed 
to liquidity risk through its monthly and annual redemptions. For the annual redemption, the Fund receives notice by the last business day 
in June and has up to the tenth business day in August to settle the redemptions, which gives 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 had maturities of less than three months.

d) Currency Risk

Currency risk is the risk that financial instruments that are denominated in a currency other than the Canadian dollar, which is the Fund’s 
reporting currency, will fluctuate due to changes in exchange rates. The investment portfolio of the Fund includes cash and equities that are 
primarily US-dollar and Euro denominated and to a lesser extent British pound (“GBP”), Norwegian krone (“NOK”), and Swiss franc (“CHF”) 
denominated. The Fund’s currency risk is substantially hedged with the use of foreign currency forward contracts. The tables below indicate 
the foreign currency investment holdings in the Fund and the corresponding foreign currency hedges as at December 31, 2018 and 2017 in 
Canadian dollar terms. The tables also illustrate the potential impact to the Fund’s Net Assets attributable to holders of redeemable units, 
with all other variables held constant, as a result of a 5% change in the foreign currency related to the Canadian dollar. In practice, the actual 
trading results may differ, and the difference could be material.

As at December 31, 2018:

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

British pounds $  4,094,631  $ — $  (4,003,403) $  91,228  $  4,561   0.01% 
Euros   13,647,085    118,742    (14,401,032)   (635,205)   (31,760)  (0.09%)
Norwegian kroner   1,417,817   —    (1,520,874)   (103,057)   (5,153)  (0.01%)
Swiss francs   1,319,621    9,303    (1,341,424)   (12,500)   (625)  (0.00%)
US dollars   16,605,198    102,542    (17,195,825)   (488,085)   (24,404)  (0.07%)

  $ 37,084,352   $ 230,587   $ (38,462,558)  $ (1,147,619)  $ (57,381)  (0.16%)

As at December 31, 2017:

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

British pounds $  1,911,125  $  34,115  $  (1,847,800) $  97,440  $  4,872  0.01%
Euros   24,925,174    2,383    (25,588,233)   (660,676)   (33,034)  (0.07%)
Swiss francs   1,971,169   —    (1,878,189)   92,980    4,649  0.01%
US dollars   18,135,786    41,645    (18,165,209)   12,222    611  0.00%

  $ 46,943,254   $ 78,143   $ (47,479,431)  $ (458,034)  $ (22,902)  (0.05%)



30

European Dividend Growth Fund — Annual Report 2018

notes to the fInanCIal statements (continued) 

December 31, 2018 and 2017

13. FAIR VALUE MEASUREMENT

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

Level 1: Inputs that reflect unadjusted quoted prices in active markets for identical assets or liabilities. Short-term notes included in cash and 
short-term investments are classified as level 1.

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

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

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

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

Equities  $ 36,937,268   $ —  $ —  $ 36,937,268 
Foreign currency forward contracts   —    (888,583)  —    (888,583)
Option contracts   (10,318)  —  —   (10,318)

Total    $ 36,926,950   $ (888,583)  $ —   $ 36,038,367

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

Equities  $ 46,956,476   $ —  $ — $ 46,956,476 
Foreign currency forward contracts  —   724,862   —   724,862 
Option contracts   (13,222)  —  —   (13,222)

Total    $ 46,943,254 $ 724,862 $ — $ 47,668,116

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

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

a) Equities

The Fund’s 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 during the year ended December 31, 2018 was $3,107,906 (period ended 
December 31, 2017 – gain of $2,227,313).

b) Foreign Currency Forward Contracts

The Fund may enter into foreign currency forward contracts, which are agreements between two parties to buy and sell currencies at a set 
price on a future date. The fair value of such contracts will fluctuate with changes in currency exchange rates. The forward contracts’ value is 
the value that could be realized if the forward contracts were closed out on the financial reporting date and the change in fair value recorded 
as an unrealized gain or loss. When the contract is closed, the Fund records a realized gain or loss equal to the difference between the value of 
the contract on the date it was opened and the value on the date it was closed. Foreign currency forward contracts are classified as level 2. The 
net realized and change in unrealized loss from foreign currency forward contracts during the year ended December 31, 2018 was $2,107,896 
(period ended December 31, 2017 – loss of $741,425). 

c) Option Contracts

The Fund’s option contracts written are classified as level 1, as the options are based on unadjusted quoted prices in active markets. The 
net realized and change in unrealized gain from option contracts during the year ended December 31, 2018 was $62,203 (period ended 
December 31, 2017 – gain of $5,689).
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14. OFFSETTING OF FINANCIAL INSTRUMENTS

The Fund has a foreign exchange settlement and novation netting agreement in place for its foreign currency forward contracts that does not 
meet the criteria for offsetting in the Statements of Financial Position but allows for the related amounts to be set off in certain circumstances, 
such as bankruptcy or termination of the contracts. The following tables present the Fund’s financial assets and liabilities subject to offsetting, 
enforceable master netting arrangement and similar agreements. The tables are presented by type of financial instruments, as at December 31, 
2018 and December 31, 2017.

As at December 31, 2018 Offset Not Offset

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

Gross Amounts 
of Recognized 

Financial Assets 
and Liabilities

Gross Amounts 
of Recognized 

Financial Assets and 
Liabilities Offset 

in the Statement of 
Financial Position

Net Amounts of 
Financial Assets and 
Liabilities Presented 
in the Statement of 
Financial Position

Related Amounts Not Offset  
in the Statement of  
Financial Position

Net Amount
Financial 

Instruments Cash Collateral

Derivative assets  $ —  $ —  $ — $ —  $ —  $ — 
Derivative liabilities (888,583) — (888,583) — — (888,583)

Total  $ (888,583)  $ —  $ (888,583) $ —  $ —  $ (888,583) 

As at December 31, 2017 Offset Not Offset

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

Gross Amounts 
of Recognized 

Financial Assets 
and Liabilities

Gross Amounts 
of Recognized 

Financial Assets and 
Liabilities Offset 

in the Statement of 
Financial Position

Net Amounts of 
Financial Assets and 
Liabilities Presented 
in the Statement of 
Financial Position

Related Amounts Not Offset  
in the Statement of  
Financial Position

Net Amount
Financial 

Instruments Cash Collateral

Derivative assets  $ 724,862  $ —  $ 724,862 $ —  $ —  $ 724,862 
Derivative liabilities — — — — — —

Total  $ 724,862  $ —  $ 724,862 $ —  $ —  $ 724,862 

15. INCOME TAXES

As at December 31, 2018, the Fund had $1,202,069 (December 31, 2017 – $665,590) of capital loss carry-forwards. The capital losses can 
be carried forward for an indefinite period.

The Fund also had non-capital loss carry-forwards for income tax purposes of $596,946 at December 31, 2018 (December 31, 2017 – 
$559,645). The non-capital loss carry-forwards will expire as follows:

          2018

2037         $ 559,645 
2038          37,301

          $ 596,946
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