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INDEPENDENT AUDITORS’ REPORT
To the Unitholders of Heward Income Fund
We have audited the accompanying financial statements of Heward Income Fund, which comprise
the statements of financial position as at December 31, 2017 and December 31, 2016, the statements
of comprehensive income, changes in net assets attributable to holders of redeemable units and cash
flows for the year ended December 31, 2017 and the 61-day period ended December 31, 2016, and
notes, comprising a summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on our judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, we consider internal control relevant to the entity’s
preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to
provide a basis for our audit opinion.

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
("KPMG International"), a Swiss entity.
KPMG Canada provides services to KPMG LLP.
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Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of
Heward Income Fund as at December 31, 2017 and December 31, 2016, and its financial
performance and its cash flows for the year ended December 31, 2017 and the 61-day period ended
December 31, 2016, in accordance with International Financial Reporting Standards.

March 28, 2018
Montréal, Canada

*CPA auditor, CA, public accountancy permit No. A120220

Heward Income Fund
Statements of Comprehensive Income
For the years ended December 31, 2017
2017
Income
Interest available for distribution
Dividends
Net realized gain (loss) on sale of investments
Net change in unrealized appreciation in value of investments
Other income
Net realized gain on foreign exchange

$

1,070,672
497,146
495,051
364,965
165
–

Increase in Net Assets Attributable to Holders of Redeemable Units per Series
Series A
Series F
Series O

128,974

65,764
55,211
20,908
12,001
10,853
5,419
2,555
–

4,620
8,468
–
2,000
1,704
5,871
427
11,737

172,711

34,827

2,255,288

$

94,147

$

–
14,585
2,240,703

$

–
442
93,705

$

2,255,288

$

94,147

1
38,632
4,180,529

$

* For the period from the commencement of operations, November 1, 2016 to December 31, 2016.

The accompanying notes are an integral part of these financial statements.
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59,809
26,016
(13,542)
54,018
550
2,123

$

Weighted Average of Redeemable Units Outstanding During the Year
Series A
Series F
Series O

Increase in Net Assets Attributable to Holders of Redeemable Units per Unit
Series A
Series F
Series O

$

2,427,999
Expenses
Management and advisory fees (Note 7)
Accounting and recordkeeping fees
Operating costs
Custodian fee
Interest, bank charges and other
Audit
Fund transaction processing fees
Offering costs

Increase in Net Assets Attributable to Holders of Redeemable Units

2016*

–
0.38
0.54

1
32,040
1,640,090

$

–
0.01
0.06

Heward Income Fund
Statements of Changes in Net Assets Attributable to Holders of Redeemable Units
For the years ended December 31, 2017
Net assets
attributable to
holders of
redeemable units,
beginning of year
2017
Series A
Series F
Series O

$

$

Proceeds from
redeemable units
issued

13 $
381,436
25,621,990
26,003,439 $

Net assets
attributable to
holders of
redeemable units,
beginning of period
2016*
Series A
Series F
Series O

$

$

– $
–
–
– $

Redemption of
redeemable units

– $
100,000
40,913,182
41,013,182 $

Proceeds from
redeemable units
issued

– $
(1,000)
(4,489,068)
(4,490,068) $

Redemption of
redeemable units
– $
–
(254,861)
(254,861) $

13 $
381,848
25,834,789
26,216,650 $

Increase in net
assets attributable
to holders of
redeemable units
– $
14,585
2,240,703
2,255,288 $

Increase in net
assets attributable
to holders of
redeemable units
– $
442
93,705
94,147 $

* For the period from the commencement of operations, November 1, 2016 to December 31, 2016.

The accompanying notes are an integral part of these financial statements.
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Distribution to
unitholders of
redeemable units
– $
(10,001)
(1,851,641)
(1,861,642) $

Distribution to
unitholders of
redeemable units
– $
(854)
(51,643)
(52,497) $

Net assets
attributable to
holders of
redeemable units,
end of year
13
485,020
62,435,166
62,920,199

Net assets
attributable to
holders of
redeemable units,
end of period
13
381,436
25,621,990
26,003,439

Heward Income Fund
Statements of Cash Flows
For the years ended December 31, 2017
2017
Cash provided by (used in):
Operating Activities
Increase in Net Assets Attributable to Holders of Redeemable Units
Adjustments for non-cash items
Net change in unrealized appreciation in value of investments
Net realized (gain) loss on sales of investments
Net realized gain on foreign exchange
Change in non-cash balances
Increase in interest and dividends receivable
Decrease (increase) in prepaid expenses
Increase in accrued liabilities
Increase in management and advisory fees payable
Proceeds from sale of investments
Purchase of investments

$

2016**

2,255,288 $

94,147

(364,965)
(495,051)
–

(54,018)
13,542
(2,123)

(243,501)
5,749
32,395
7,980
36,125,329
(73,320,447)

(131,105)
(6,699)
17,090
3,960
944,050
(23,233,576)

(35,997,223)

(22,354,732)

Financing Activities
Proceeds from redeemable units issued
Amount paid on redemption of redeemable units
Distribution to unitholders of redeemable units, net of reinvested distributions

41,208,182
(4,492,906)
(951,123)

26,021,650
(252,023)
–

Cash provided by financing activities

35,764,153

25,769,627

Cash used in operating activities

(Decrease) increase in cash and cash equivalents during the year
Foreign exchange gain on cash
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
Supplemental information*
Interest paid
Interest received
Dividends received, net of withholding taxes

(233,070)
–
3,417,018

3,414,895
2,123
–

$

3,183,948 $

3,417,018

$

– $
844,697
431,037

50,517
–
4,086

*Included as a part of cash flows from operating activities
** For the period from the commencement of operations, November 1, 2016 to December 31, 2016.

The accompanying notes are an integral part of these financial statements.
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Heward Income Fund
Schedule of Investment Portfolio
As at December 31, 2017
Number of
shares/units

Local
currency

Investments owned

Average
cost

Fair
value

% of net
asset value

EQUITIES
31,000
33,000
13,000
13,000
25,000
15,740
19,500
10,000
14,500
6,000
10,000
13,900
7,000
50,000

Canada
Algonquin Power & Utilities Corp.
Chartwell Retirement Residences
Emera Inc.
First Capital Realty Inc.
H&R Real Estate Investment Trust
Northland Power Inc.
Parkland Fuel Corp.
Pembina Pipeline Corp.
Power Financial Corp.
Royal Bank of Canada
The Bank of Nova Scotia
The North West Co Inc.
The Toronto-Dominion Bank
Timbercreek Financial Corp.

CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD

TOTAL EQUITIES

$

376,438 $
482,760
597,687
259,810
551,660
392,836
521,268
414,078
490,320
557,869
822,218
398,059
448,552
442,427

435,860
536,580
610,740
269,360
534,000
367,529
523,575
455,100
500,830
615,900
811,200
417,973
515,550
481,000

0.69
0.85
0.97
0.43
0.85
0.58
0.83
0.72
0.80
0.98
1.29
0.66
0.82
0.76

6,755,982

7,075,197

11.23

6,755,982

7,075,197

11.23

454,974
625,400
411,918
1,005,978
632,250
910,503
881,400
612,015
749,040
250,600
696,724

481,900
657,999
463,199
1,021,600
618,750
947,700
901,250
702,000
809,280
255,000
731,595

0.77
1.05
0.74
1.62
0.98
1.51
1.43
1.12
1.29
0.41
1.16

7,230,802

7,590,273

12.08

1,746,122
1,214,400
4,890,100
2,762,550
4,493,876
1,423,064
373,625
1,492,190
350,000
1,005,000

1,720,583
1,214,736
4,814,425
2,733,825
4,465,080
1,414,931
352,625
1,485,428
357,525
1,004,465

2.73
1.93
7.65
4.34
7.10
2.25
0.56
2.36
0.57
1.60

FIXED INCOME
PREFERRED SHARES
20,000
25,000
19,300
40,000
25,000
45,000
35,000
30,000
36,000
10,000
32,300

Canada
BCE Inc. PFD SER Q
Brookfield Asset Management Inc. PFD SER 46
Brookfield Asset Management Inc. PFD SER B
Brookfield Infrastructure Partners LP PFD SER D
Element Financial Corp. PFD SER E
Enbridge Inc. PFD SER 13
Kinder Morgan Canada Ltd. PFD SER 1
National Bank of Canada PFD SER 32
Pembina Pipeline Corp.PFD SER 3
Royal Bank of Canada PFD SER AF
TransCanada Corp. PFD SER D

CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD

BONDS
1,750,000
1,200,000
5,000,000
3,000,000
4,500,000
1,400,000
350,000
1,500,000
350,000
1,000,000

Canada
Bell Canada Inc. Due 27-Feb-24
Bell Canada Inc. Due 03-Oct-22
Canada Housing Trust No 1 Due 15-Sep-26
Canadian Government Bond Due 01-Jun-27
Canadian Government Bond Due 01-Nov-19
Canadian Natural Resources Ltd. Due 14-Aug-20
Cineplex Inc. Due 31-Dec-18
Crombie Real Estate Investment Trust Due 10-Feb-20
Fiera Capital Corp. Due 30-Jun-23
Finning International Inc. Due 29-Sep-21

CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD

The accompanying notes are an integral part of these financial statements.
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Heward Income Fund
Schedule of Investment Portfolio (continued)
As at December 31, 2017
Number of
shares/units

1,000,000
1,000,000
2,000,000
1,600,000
800,000
1,000,000
1,400,000
900,000
3,700,000
2,500,000
2,000,000
1,000,000
1,000,000
1,700,000
1,200,000
2,300,000

1,500,000

Local
currency

Investments owned (continued)
Canada (continued)
Gibson Energy Inc. Due 15-Jul-24
Hydro One Ltd. Due 30-Sep-27
HSBC Bank Canada Due 07-Jul-20
Morguard Corp. Due 18-Nov-20
NorthWest Healthcare Properties Real Estate Investment
Trust Due 31-Dec-21
Parkland Fuel Corp. Due 09-May-25
Pembina Pipeline Corp. Due 10-Nov-21
Premium Brands Holdings Corp. Due 31-Dec-23
Province of Alberta Canada Due 01-Jun-20
Province of Manitoba Canada Due 21-Nov-19
Province of Quebec Canada Due 01-Sep-26
Province of Quebec Canada Due 01-Sep-23
Royal Bank of Canada Due 20-Jan-26
Saputo Inc. Due 21-Nov-23
TELUS Corp. Due 01-Apr-24
The Toronto-Dominion Bank Due 30-Sep-25

United States
Molson Coors International LP Due 15-Jul-23

CAD
CAD
CAD
CAD

Average
cost

$

CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD
CAD

CAD

TOTAL FIXED INCOME
Total investments owned

$

Fair
value

1,003,775 $
333,000
2,006,702
1,631,820

1,010,000
371,750
1,976,520
1,626,040

1.61
0.59
3.14
2.58

811,423
1,013,000
1,411,380
919,456
3,697,336
2,508,725
1,987,255
1,076,575
1,023,557
1,713,503
1,244,510
2,351,835

830,120
1,014,375
1,430,114
1,021,455
3,642,262
2,468,650
1,992,000
1,036,630
1,016,845
1,695,121
1,221,522
2,323,909

1.32
1.61
2.27
1.62
5.79
3.92
3.17
1.65
1.62
2.69
1.94
3.69

44,484,779

44,240,936

70.30

1,494,590

1,478,730

2.35

53,210,171

53,309,939

84.73

59,966,153

60,385,136

95.96

2,535,063

4.04

62,920,199

100.00

Other assets, net
Net Assets Attributable to Holders of Redeemable Units

$

The accompanying notes are an integral part of these financial statements.
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% of net
asset value

HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

1. General Information:
The Heward Income Fund (the "Fund") is an open-ended investment trust created on
November 1, 2016 under the Laws of the province of Québec by an initial trust indenture under
an amended and restated Trust Agreement (the "Trust Agreement"). The Fund commenced
active operations on November 1, 2016. Pursuant to the Trust Agreement, TSX Trust Company
(the "Trustee") is the trustee of the Fund and Majestic Asset Management LLC (the "Manager"), a
company formed under the laws of the State of Delaware, USA, acts as the investment fund
manager of the Fund. The Manager is registered under the Commodity Exchange Act (U.S.) as a
Commodity Trading Advisor ("CTA"), and is registered with the Autorité des marchés financiers
("AMF") as an exempt marker dealer, portfolio manager and investment fund manager. The
Manager is also registered as a commodity trading manager, portfolio manager, exempt marker
dealer and investment fund manager with the Ontario Securities Commission ("OSC"). The
Manager is responsible for managing the business and affairs of the Fund. Heward Investment
Management Inc. is the investment advisor of the Fund (the "Investment Advisor") and is
responsible for the management of the Fund’s investment portfolios. The Investment Advisor
retains ownership of the Fund at all times.
The address of the Fund's registered office is 300 Saint-Sacrement Street, Suite 320, Montréal,
Québec, H2Y 1X4.
The Fund invests in a diversified basket of debt securities, preferred shares, income trusts, real
estate investment trusts, hybrid products and common shares.
2. Basis of presentation:
These financial statements have been prepared in compliance with International Financial
Reporting Standards ("IFRS") as published by the International Accounting Standard Board
("IASB"). The Fund reports under this basis of accounting as required by Canadian Securities
Legislation and Canadian Accounting Standards Board.
These financial statements have been prepared on a historical cost basis, except for financial
assets and financial liabilities at fair value through profit or loss which are presented at fair value.
The policies applied in these financial statements are based on IFRS issued and outstanding as
of March 28, 2018, which is the date on which the financial statements were authorized for issue
by the Manager.
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HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

3. Significant accounting policies:
(a) Functional and presentation currency:
The Fund's functional and presentation currency is the Canadian dollar.
(b) Basis of measurement:
The financial statements have been prepared on the historical cost basis, except for the
revaluation of certain financial instruments. Historical cost is generally based on the fair value
of the consideration given in exchange for assets.
(c) Cash and cash equivalents:
Cash and cash equivalents is comprised of cash on deposit and deposit instruments with
Canadian financial institutions that are readily convertible to cash.
(d) Valuation of redeemable units:
The value of redeemable units is determined as at the last business day in each week as well
as the last day of every month and, in any event, December 31 of each year, or such other
day as agreed from time to time by the Manager ("Valuation Day"). The value of redeemable
units on a Valuation Day is obtained by dividing the net assets attributable to holders of a
specific Series of redeemable units by the total number of units outstanding of the Series at
the close of business on the Valuation Day.
Expenses directly attributable to a Series are charged to that Series while common Fund
expenses are allocated to each Series in a reasonable manner as determined by the
manager. Other income, and realized and unrealized gains and losses are allocated to each
Series of the Fund based on that Series’ pro rata share of total net assets of the Fund.
(e) Securities transactions and income recognition:
Investment transactions are recorded on a trade-date basis. Interest income is recognized in
comprehensive income using the effective interest rate method. Dividend income on quoted
equity securities is recognized in comprehensive income on the ex-dividend date. Realized
gains and losses from security transactions and unrealized appreciation and depreciation on
investments are calculated using the average cost basis.
Distributions from royalty or income trusts that are treated as return of capital for income tax
purposes reduce the average cost of the underlying royalty or income trusts on the schedule
of investments and other net assets and are included as a reduction of "net realized gain on
sale of investments" in the statement of comprehensive income.
Distributions from royalty or income trusts that are treated as dividend income or interest
income for tax purposes are included in dividend income or interest income, as appropriate.
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HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

3. Significant accounting policies (continued):
(f) Income taxes:
The Fund qualifies as a "Mutual Fund Trust” as defined under the Canadian Income Tax Act
(the "Act"). The Fund is subject to tax under Part I of the Act on the amount of its income for
the year less the portion thereof that it claims in respect of amounts paid or payable to
unitholders in the year. It is the Fund's policy to make sufficient distributions of its taxable
income in each year so that the Fund will not be liable for income tax under Part I of the Act.
Accordingly, no provision for income taxes has been made in these financial statements.
(g) Financial instruments:
(i) Classification and measurement:
Financial assets and financial liabilities are initially measured at fair value and are
subsequently accounted for based on their classification as described below. The
classification depends on the purpose for which the financial instruments were acquired
and their characteristics. Except in very limited circumstances, the classification is not
changed subsequent to initial recognition.
Financial assets
Financial assets are classified into one of three categories:
(i) Held-to-maturity (''HTM'');
(ii) Fair value through profit or loss (''FVTPL''); and
(iii) Loans and receivables.
The Fund has no HTM nor AFS financial assets.
Financial assets at fair value through profit or loss
A financial asset is classified at fair value through profit or loss if it is classified as
held-for-trading or designated as such upon initial recognition.
Financial assets held-for-trading are those acquired principally for the purpose of selling
or repurchasing in the near future or on initial recognition they are part of a portfolio of
identified financial instruments that the Fund manages together and has a recent actual
pattern of short-term profit-taking.
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HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

3. Significant accounting policies (continued):
(g) Financial instruments (continued):
(i) Classification and measurement (continued):
Financial assets designated at FVTPL at inception are those that are managed and their
performance evaluated on a fair value basis in accordance with the Fund's investment
strategy. These instruments are accounted for at fair value with the change in the fair
value recognized in the statement of comprehensive income during the year. Attributable
transaction costs are recognized in the statement of comprehensive income when
incurred.
The Fund's investment portfolio meets the definition of held-for-trading and is therefore
classified as FVTPL.
Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted on an active market. Loans and receivables are initially
recognized at fair value and subsequently at amortized cost using the effective interest
rate method. Transaction costs incurred to acquire loans and receivables financial
instruments are included in the underlying balance. Cash and cash equivalents, interest
and dividends receivable and subscriptions receivable are classified as loans and
receivables.
Financial liabilities
Financial liabilities are classified into one of two categories:
(i) Fair value through profit or loss; and
(ii) Other financial liabilities.
The Fund has no fair value through profit or loss financial liabilities.
Other financial liabilities
Other financial liabilities are accounted for at amortized cost using the effective interest
rate method. Distributions payable, management fee payable, accrued liabilities and
redemptions payable are classified as other financial liabilities.
The Fund's obligation for net assets attributable to holders of redeemable units is
presented at the redemption amount.
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HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

3. Significant accounting policies (continued):
(g) Financial instruments (continued):
(ii) Determination of fair value:
The fair value of a financial instrument 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 investments) are based on quoted market prices at the
close of trading on the Valuation Day, being the last business day in each week, or such
other day as agreed from time to time by the Manager. 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 circumstances. The Fund's policy is
to recognize transfers into and out of fair value hierarchy levels as of the date of the
event or change in circumstances giving rise to the transfer.
The Fund currently holds no financial assets or liabilities that are not traded in active
markets.
(h) Impairment of financial assets:
At each reporting date, the Fund assesses whether there is objective evidence that financial
assets not carried at fair value through profit or loss are impaired. If such evidence exists, the
Fund recognizes an impairment loss as the difference between the amortized cost of the
financial asset and the present value of the estimated future cash flows, discounted using the
instrument's original effective interest rate. Impairment losses on financial assets at amortized
cost are reversed in subsequent periods if the amount of the loss decreases and the
decrease can be related objectively to an event occurring after the impairment was
recognized.
(i) Increase in net assets attributable to holders of redeemable units per unit per Series:
Increase in net assets attributable to holders of redeemable units per unit per Series is based
upon the increase in net assets attributable to holders of redeemable units divided by the
weighted average number of units outstanding during the year.
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HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

3. Significant accounting policies (continued):
(j) Foreign currency translation:
Assets and liabilities denominated in foreign currencies are translated into Canadian dollars
at the exchange rates prevailing at each valuation date. Purchases and sales of investments
and income and expense transactions denominated in foreign currencies are translated into
Canadian dollars at the rates of exchange prevailing on the respective dates of such
transactions. Foreign currency translation gains and losses on the sale of investments and
foreign currencies are included in the statement of comprehensive income.
(k) New standards and interpretations not yet adopted:
Information on new standards, amendments and interpretations that are expected to be
relevant to the Fund's financial statements is provided below. Certain other new standards
and interpretations have been issued but are not expected to have a material impact on the
Fund’s financial statements.
IFRS 9 Financial Instruments
IFRS 9 amends the requirements for classification and measurement of financial assets,
impairment, and hedge accounting. IFRS 9 introduces an expected loss model of impairment
and retains but simplifies the mixed measurement model and establishes three primary
measurement categories for financial assets: amortized cost, fair value through profit or loss,
and fair value through other comprehensive income. The basis of classification depends on
the entity's business model and the contractual cash flow characteristics of the financial
asset. IFRS 9 will replace IAS 39 - Financial Instruments: Recognition and Measurement
("IAS 39") in its entirety. The effective date for IFRS 9 is January 1, 2018. The Fund's
Manager is currently in the process of evaluating the potential effect of this standard. The
standard is not expected to have a significant impact on the financial statements since the
Fund's financial assets are currently measured at fair value or amortized cost.
IFRS 15 Revenue from Contracts with Customers
IFRS 15 is based on the core principle to recognize revenue to depict the transfer of goods or
services to customers in an amount that reflects the consideration to which the entity expects
to be entitled in exchange for those goods or services. IFRS 15 focuses on the transfer of
control. IFRS 15 replaces all of the revenue guidance that previously existed in IFRSs. The
effective date for IFRS 15 is January 1, 2018.
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HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

3. Significant accounting policies (continued):
(k) New standards and interpretations not yet adopted (continued):
Amendments to IAS 1 presentation of financial statements
The amendments to IAS 1 are a part of a major initiative to improve disclosure requirements
in IFRS financial statements. The amendments clarify the application of materiality to note
disclosure and the presentation of line items in the primary statements provide options on the
ordering of financial statements and additional guidance on the presentation of other
comprehensive income related to equity accounted investments. The effective date for these
amendments is January 1, 2016. The Fund has adopted these amendments which have had
no material impact on these financial statements.
4. Critical accounting estimates and judgments:
The preparation of financial statements requires management to use judgment in applying its
accounting policies and to make estimates and assumptions about the future. The following
discusses the most significant accounting judgments and estimates that the Fund has made in
preparing its financial statements.
Classification and measurement of investments and application of the fair value option
In classifying and measuring financial instruments held by the Fund, the Manager is required to
make significant judgments about whether or not the business of the Fund is to invest on a total
return basis for the purpose of applying the fair value option for financial assets under IAS 39,
Financial Instrument - Recognition and Measurement. The most significant judgments made
include the determination that the investment portfolio of the Fund is held-for-trading and the fair
value option can therefore be applied to the all holdings of the portfolio.
5. Redeemable units:
The Fund is permitted to issue an unlimited number of units of Series A, F and O units with no par
value.
The number of units issued, redeemed and outstanding is summarized as follows:

2017
Series A
Series F
Series O

Redeemable
units, beginning
of year

Redeemable
units
issued

−
35,665
2,073,668

−
9,141
3,250,580

13

Redeemable
units
redeemed
−
(92)
(354,403)

Redeemable
units,
end of year
−
44,714
4,969,845

HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

5. Redeemable units (continued):

2016

Redeemable
units, beginning
of period

Series A
Series F
Series O

Redeemable
units
issued

−
−
−

Redeemable
units
redeemed

−
35,665
2,094,395

Redeemable
units,
end of period

−
−
(20,727)

−
35,665
2,073,668

6. Net realizable gain on sale of investments:
2017
Proceeds on sale of investments

$ 36,125,329

Cost of investment sold:
Investments at cost, beginning of year
Purchases
Less: investments at cost, end of year

Net realized gain (loss) on sale of investments

$

2016
$

2,726,232

22,275,984
73,320,447
(59,966,153)

−
26,315,758
(23,575,984)

35,630,278

2,739,774

495,051

$

(13,542)

7. Related party transactions:
Management and advisory fees
The Manager is responsible to manage, supervise and administer the day-to-day investment
operations of the Fund consistent with the investment objectives, strategy and policies of the
Fund. For its services, the Manager receives a management fee determined as follows:
Series A: The unitholder is charged an annual advisory fee equal to 2% of the net asset value of
the Units held by the subscriber. The advisory fees are accrued weekly and are paid
monthly at 1/12 of 2%. In addition, the Manager will charge the Fund an annual
Management Fee of up to 0.10% of the net asset value of the Fund. The Management
Fees are accrued weekly and are paid monthly at 1/12 of 0.10%.
Series F: The unitholder is charged an annual advisory fee of 1%. In addition, the Manager will
charge the Fund an annual Management Fee of up to 0.10% of the net asset value of
the Fund. The Management Fees are accrued weekly and are paid monthly at 1/12 of
0.10%.
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7. Related party transactions (continued):
Management and advisory fees (continued)
Series O: The unitholder must enter into an agreement with the Manager which identifies the
advisory fee negotiated with the subscriber and payable by the subscriber to the
Manager. In addition, the Manager will charge the Fund an annual Management Fee
of up to 0.10% of the net asset value of the Fund. The Management Fees are
accrued weekly and are paid monthly at 1/12 of 0.10%.
Expenses
The Fund is responsible for the payment of its expenses. The Fund may reimburse the Manager
for incidental expenses incurred with respect to the operation of the Fund. The Trustee's fee for
providing trustee services to the Fund is paid by the Fund and will be as agreed between the
Trustee and the Manager.
8. Financial instruments:
The following table provides an analysis of financial instruments that are measured subsequent to
initial recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair
value is observable:
Level 1: fair value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities;
Level 2: fair value measurements are those derived from inputs other than quoted prices included
within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices); and
Level 3: fair value measurements are those derived from valuation techniques that include inputs
for the asset or liability that are not based on observable market data (unobservable
inputs).
2017
Level 1
Investments:
Equities
Bonds
Preferred shares

$

7,075,197
−
7,590,273

$ 14,665,470

Level 2

Level 3

Total

−
45,719,666
−

$

−
−
−

$

$ 45,719,666

$

−

$ 60,385,136

$
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8. Financial instruments (continued):
2016
Level 1
Investments:
Equities
Bonds
Preferred shares

Level 2

Level 3

Total

$

2,357,755
−
2,792,120

$

−
17,180,127
−

$

−
−
−

$

$

5,149,875

$ 17,180,127

$

−

$ 22,330,002

2,357,755
17,180,127
2,792,120

There were no significant transfers between the Level 1 and 2 in either the current or
corresponding period.
The carrying values of the Fund's remaining financial assets and liabilities approximate their fair
values due to their short-terms to maturity.
Risk management
The Fund is exposed to a variety of risks arising from financial instruments as a result of its
activities. The Fund applies a risk management approach seeking to minimize potential adverse
effects on the Fund's performance while maximizing returns in the context of tolerable risk levels.
The Fund's main risks are described hereafter:
Credit risk
Credit risk is the risk that the counterparty to a financial instrument will fail to discharge an
obligation or commitment that it has entered into with the Fund. The Fund's credit risk arises
principally from cash held with custodians and from investments in debt securities. The Fund
limits its exposure to credit loss by lodging its cash with an approved, reputable custodian and by
holding high quality investments. The Fund's manager performs ongoing credit evaluations based
upon factors surrounding the credit risk of issuers, historical trends and other information.
The Fund invests in financial assets, which have an investment grade as rated primarily by DBRS
and S&P Global Rating.
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8. Financial instruments (continued):
Risk management (continued)
Credit risk (continued)
The table below summarizes the credit ratings of the fixed income investments including
preferred shares, held by the Fund:
2017
Rating:
AAA
AA
A
BBB
BB
Unrated

22.6%
13.8
17.3
20.1
12.7
13.5
100%

2016

−%
17
34
38
3
8
100%

All transactions in listed securities are settled upon delivery using approved brokers. The risk of
default is considered minimal, as delivery of securities sold is only made once the broker has
received payment. Payment is made on a purchase once the securities have been received by
the broker. The trade will fail if either party fails to meet its obligation.
Liquidity risk
The Fund is exposed daily to redemptions of units for cash. The units of the Fund are redeemed
on demand at the current net asset value per unit at the option of the unitholder. Liquidity risk is
managed by investing the majority of the Fund’s assets in investments that are traded in an active
market and can be readily disposed. In addition, the Fund aims to retain sufficient cash and cash
equivalent positions to maintain liquidity. The Fund’s liabilities are short-term in nature and
investments are considered readily realizable and highly liquid, therefore the Fund’s liquidity risk
is considered minimal.
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8. Financial instruments (continued)
Risk management (continued)
Liquidity risk (continued)
The table hereunder categorizes the Fund's liabilities based on their contractual maturities, based
on undiscounted cash flows:

2017
On
demand
Accrued liabilities
Management fees payable
Distributions payable
Redeemable units

Less than
3 months

−
−
−
62,920,199

$

49,485
11,940
963,016

$ 62,920,199

$

1,024,441

$

Total
$

49,485
11,940
963,016
62,920,199

$ 63,944,640

2016
On
demand
Accrued liabilities
Management fees payable
Distributions payable
Redemptions payable
Redeemable units

Less than
3 months

Total

−
−
−
−
26,003,439

$

17,090
3,960
52,497
2,838
−

$

$ 26,003,439

$

76,385

$ 26,079,824

$

17,090
3,960
52,497
2,838
26,003,439

Redeemable units are redeemable on demand at the holder's option. However, the Manager
does not expect that the contractual maturity disclosed above will be representative of the actual
cash outflows, as holders of these instruments typically retain them for a longer period.
Market risk
The Fund's investments are exposed to market risk comprised of interest rate risk, foreign
currency risk and other price risk, as explained hereafter:
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8. Financial instruments (continued):
Risk management (continued)
Interest rate risk
The value of fixed income securities will generally rise if interest rates fall and fall if interest rates
rise. Changes in interest rates may also affect the value of equity securities. Effective duration, a
commonly used measure of interest rate risk, incorporates a security’s yield, coupon, final
maturity, call features and other embedded options into one number expressed in years that
indicates how price-sensitive a security or portfolio of securities is to changes in interest rates.
The effective duration of a security or portfolio of securities indicates the approximate percentage
change in fair value expected for a one percent change in interest rates. The longer the duration,
the more sensitive the security portfolio is to changes in interest rates. The manager of the Fund
manages the effective duration and level of investment in fixed income securities. The effective
duration of the portfolio’s interest bearing securities is 3.45 years at December 31, 2017 (2016 5.4 years). Interest rate risk is reduced by the fact that the Fund’s fixed rate investments consist
of balances from a large number of issuers.
The table below summarizes the Fund’s exposure to interest rate risk categorized by the earlier of
contractual re-pricing or maturity dates.
2017
Less than
1 year

1-5
years

Greater than
5 years

Total

Assets
Financial assets
held-for-trading:
Bonds

$

−

$ 21,910,971

$ 23,808,695

$ 45,719,666

2016
Less than
1 year

1-5
years

Greater than
5 years

Total

Assets
Financial assets
held-for-trading:
Bonds

$ 2,010,265

$ 4,984,000
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8. Financial instruments (continued):
Risk management (continued)
Interest rate risk (continued)
A 25 basis point increase or decrease is used when reporting interest rate risk internally to key
management personnel and represents management's assessment of a reasonably possible
change in interest rates.
As at December 31, 2017, should interest rates have increased or decreased by 25 basis points
with all other variables remaining constant, the Fund's net assets attributable to holders of
redeemable units would have been an approximate increase or decrease of 0.86% (2016 1.35%).
In accordance with the Fund's policy, the Investment Manager monitors the Fund's overall
interest sensitivity on a daily basis; the Board of Directors reviews it on a quarterly basis.
Foreign currency risk
The Fund may be exposed to foreign currency risk arising from holding investments and cash
denominated in currencies other than the Canadian dollar. As at December 31, 2017 and 2016,
the Fund does not hold significant amounts of investments and cash in foreign currencies and
therefore the exposure to foreign currency risk is considered minimal.
The Fund does not enter into arrangements to hedge its foreign currency risk.
Other price risk
Other price risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices. The investments of the Fund are subject to normal
market fluctuations and the risks inherent in investment in financial markets. The maximum risk
resulting from financial instruments held by the Fund is determined by the fair value of the
financial instruments. The Manager moderates this risk through a careful selection of securities
within specified limits and the Fund’s market price risk is managed through balanced investments
in various income and equity securities derived from the global marketplace. The Manager
monitors the Fund’s overall market positions on a daily basis and positions are maintained within
established ranges.
The maximum market risk arising from financial instruments held is equivalent to the carrying
value of those instruments.
If stock prices had increased or decreased by 5% as at December 31, 2017, with all other
variables remaining constant, this would have increased or decreased the net assets attributable
to holders of redeemable units by approximately 2.33% (2016 - 0.99%).
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8. Financial instruments (continued):
Risk management (continued)
Concentration risk
The Fund's concentration risk arises from concentrations of exposures of holdings within the
same geographic sectors. As at December 31, 2017 and 2016, all of the Fund’s investments were
in Canadian bonds, equities and preferred shares.

9. Capital risk management:
Units issued and outstanding are considered to be the capital of the Fund. The Fund does not
have any specific capital requirements on the subscription and redemption of units, other than
certain minimum subscription requirements. Unitholders may require the Fund to redeem all or
any part of such Unitholder's Units at a redemption amount equal to the Series Net Asset Value
of a unit, next determined after receipt by the Trustee of a request for redemption in such form as
the Trustee shall reasonably determine from time to time. The units are redeemable for cash
equal to a pro rata share of the Fund's net asset value.

10. Increase in net assets attributable to holders of redeemable units per unit:
The increase in net assets attributable to holders of redeemable units per unit for the year ended
December 31, 2017 and 2016 is calculated as follows:

2017

Increase
in net assets
attributable
to holders of
redeemable units
per series

Weighted
average of
redeemable
units
outstanding
during
the year

−
14,585
2,240,703

1
38,632
4,180,529

Series A
Series F
Series O

$
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Increase
in net assets
attributable
to holders
of redeemable
units per unit
$

−
0.38
0.54

HEWARD INCOME FUND
Notes to the financial statements
Year ended December 31, 2017

10. Increase in net assets attributable to holders of redeemable units per unit (continued):

2016

Increase
in net assets
attributable
to holders of
redeemable units
per series

Series F
Series O

$

442
93,705

Weighted
average of
redeemable
units
outstanding
during
the period
$

32,040
1,640,090

Increase
in net assets
attributable
to holders
of redeemable
units per unit
$

0.01
0.06

11. Comparison of net asset value Trading NAV per unit and net asset attributable to holders
of redeemable units IFRS:
The primary reason for the difference between "Trading NAV" per unit and the Net Asset
attributable to holders of redeemable units per unit IFRS is due to offering costs including the
initial organization costs of the Fund which have been expensed for financial reporting purposes
and amortized over five years for the purpose of calculating the trading NAV.

Net
asset value
Trading NAV
per unit

2017
Series A
Series F
Series O

$
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11.32
10.85
12.56

Unamortized
offering cost
adjustment
per unit
$

(0.00)
(0.00)
(0.00)

Net
asset value
IFRS
per unit
$

11.32
10.85
12.56
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11. Comparison of net asset value Trading NAV per unit and net asset attributable to holders
of redeemable units IFRS (continued):

Net
asset value
Trading NAV
per unit

2016
Series A
Series F
Series O

$

11.17
10.70
12.36

Unamortized
offering cost
adjustment
per unit
$

(0.00)
(0.00)
(0.00)

Net
asset value
IFRS
per unit
$

11.17
10.70
12.36

12. Filing exemption:
The Fund is relying on the exemption pursuant to Section 2.11 of National Instrument 81-106 not
to file its financial statements with the applicable Provincial Securities Commission.
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