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MESSAGE TO UNITHOLDERS 2018

The bond market experienced a small gain of 0.19% in the first quarter. Interest rates declined modestly in longer
term bonds only to be offset by slight increases in mid-term bonds. Corporate bonds modestly outperformed the
overall index by 9 basis points due to the higher yields. The Canadian stock market did well as the S&P/TSX
returned 4.51%. The U.S. central bank and the Bank of Canada raised overnight rates in the first quarter by 25 basis
points. The target range of Fed Funds went to 1.5%-1.75% and in Canada to 1.25%.

In the second quarter stocks and bonds rose together but with further interest rate hikes being telegraphed by the

central banks, equites outperformed by a wide margin. The bond market returned 0.51% while Canadian equities

charged ahead by 6.77%. Economic growth remained firm, and the unemployment rate continued to fall. The U.S.
central bank raised rates again by 25 basis points, while the Bank of Canada remained on hold.

During the third quarter, the Bank of Canada raised rates 25 basis points to 1.5% and the U.S. central bank also
raised rates 25 basis points to a new range of 2%-2.25%. The bond market finally capitulated and interest rates on
bonds rose in sympathy, dragging the index down 0.96%. The equity market took the rate increases in stride and
ended the third quarter with a positive return of 0.95%

The bond market bounced back strongly in the fourth quarter as the equity market sold off sharply. Given the
systematic quarterly interest rate increases by the U.S. central bank in 2018 and global growth concerns brewing, the
market entered a period of high volatility where 3%-4% daily moves in the major equity indices were the norm.
Expectations were for four interest rate increases in 2019 but that abruptly changed at the final Federal Open Market
Committee meeting of the year in December. The statement from Chairman Powell indicated an abrupt change in
forward guidance, essentially walking back previous expectations of further increases in interest rates going forward.
This led to a rebalancing of equities into bonds, where Canadian equities lost 10.11% in the quarter as investors sold
holdings in an attempt to lock in some gains from prior quarters. The demand, and subsequent pricing out of further
interest rate increases, provided the bond index with a solid return of 1.76% in the final quarter. The Canadian central
bank also raised interest rates another 25 basis points to 1.75% in December, although that was largely priced in and
Canadian bonds followed the path of their counterpart south of the border. Government bonds were the top
performer in Q4 at 2.82%, and the weakest sector was the communications sector at 0.21%.

We remain constructive on the Canadian corporate bond market given reduced supply, low growth and modest
inflation.



Ridgewood Canadian Investment Grade Bond Fund
For the year ended December 31, 2018

Management Report on Fund Performance

This Management Report on Fund Performance has been prepared in accordance with National Instrument 81-106
(Investment Fund Continuous Disclosure) and contains the financial highlights of Ridgewood Canadian Investment Grade
Bond Fund (the “Fund”) for the year ended December 31, 2018. The annual audited financial statements of the Fund are
also attached behind this report.

Copies of the Fund’s quarterly portfolio disclosure may be obtained by visiting our website at www.ridgewoodcapital.ca or

by calling-1-888-789-8957 toll free or by writing to the Fund at Investor Relations, 55 University Avenue, Suite 1020,
Toronto, Ontario, M5) 2H7.

Investment Objectives and Strategies

The Fund will seek to achieve the following investment objectives:

e to provide unitholders with monthly cash distributions, initially targeted to be 5.25% per annum on the original issue
price of $12.00 per unit; and
e to maximize total returns for unitholders while preserving capital in the long term.

The portfolio of securities of the Fund (the “Portfolio”) will be invested primarily in Investment Grade Bonds issued by
Canadian issuers available to domiciled investors. Investment Grade Bonds means debt securities and term loans that are
generally rated at or above BBB- from S&P, or Baa3 or higher from Moody’s Investor Services Inc., or a similar rating from a
qualified rating agency. Currently, the Fund may invest up to 35% of the Portfolio in Investment Grade Bonds issued by
non-Canadian issuers. As at June 30 and December 31 of each year (each a “Determination Date”), at least 90% of the
Portfolio will be invested in securities denominated in Canadian dollars.

Risk

The Fund invests primarily in liquid Canadian federal and provincial government securities, and those of Canadian
corporations rated investment grade or better by the Dominion Bond Rating Service Limited or other recognized rating
agencies. The Fund may also invest to a limited extent in comparable fixed income securities of foreign issuers. Investors
should be aware that the primary risk associated with the Fund is interest rate risk. The Bank of Canada has an easing
bias as inflation is low and growth is slowing down. Fixed income markets should benefit in this environment as rates will
likely stay low for the foreseeable future. However, in a rising interest rate environment, bond prices will move down and
the income generated by bonds may not be greater than the decrease in the price.

Summary of Investment Portfolio

The summary of the Fund’s investment portfolio may change due to ongoing portfolio transactions of the Fund. A quarterly
update will be available on our website at www.ridgewoodcapital.ca.

The following table shows a summary of the Fund’s investment portfolio as at December 31, 2018.
Asset Mix
December 31, 2018

% of Net Asset Value % of Net Asset Value

Corporate Bonds 110.0 Asset-Backed Securities 43.2


http://www.ridgewoodcapital.ca/
http://www.ridgewoodcapital.ca/

Ridgewood Canadian Investment Grade Bond Fund
For the year ended December 31, 2018

Top 25 Holdings

1.  Enbridge Inc., 5.375%, 2027/09/27
2. Aroundtown SA, 4.625%, 2025/09/18
3.  Cameco Corp., 5.09%, 2042/11/14
4.  Laurentian Bank of Canada, 4.25%, 2027/06/22
5.  Shaw Communications Inc., 6.75%, 2039/11/09
6.  TransAlta Corp., 7.30%, 2029/10/22
7.  Coast Capital Savings, 5.25%, 2030/10/29
8.  Coast Capital Savings, 5.00%, 2028/05/03
9.  Brookfield Property Finance ULC, 4.346%, 2023/07/03
10. Fairfax Financial Holdings Ltd., 4.25%, 2027/12/06
11. REALT, Class 'D', Series '2016-1', 3.64%, 2026/05/12
12. Teranet Holdings LP., 6.10%, 2041/06/17
13. George Weston Ltd., 6.69%, 2033/03/01
14. Institutional Mortgage Securities Canada Inc., 2013-4, 4.49%, 2023/11/12
15. Transalta Corp, 6.90%, 2030/11/15
16. Fairfax Financial Holdings Ltd., 4.70%, 2026/12/16
17. REALT 2016-2D, 3.6175%, 2026/05/12
18. SmartREIT, 3.44%, 2026/08/28
19. Brookfield Asset Management Inc., 5.95%, 2035/06/14
20. Capital Power Corp., 4.284%, 2024/09/18
21. Institutional Mortgage Securities Canada Inc., 2012-2 D (Restricted), 4.65%, 2022/07/12
22. REALT Class C, 2018-1, 4.25%, 2028/05/12
23. Institutional Mortgage Securities Canada Inc., 2016-7 D, 3.77%, 2026/10/12
24.  MCAP Commercial LP, 5.0%, 2022/12/14
25. Allied Properties REIT, 3.636%, 2025/04/21
Total

Results of Operations

Percentage of
Net Asset value

8.0%
7.8%
7.2%
6.3%
6.2%
6.0%
5.9%
5.9%
5.8%
5.7%
5.0%
4.7%
4.6%
4.4%
4.3%
4.3%
4.0%
3.9%
3.8%
3.4%
3.4%
3.3%
3.2%
3.2%
2.9%

123.2%

For the year ended December 31, 2018, the net asset value of the Fund was $13.77 compared to $14.09 per unit at
December 31, 2017.

In 2018 there were twelve distributions of $0.0530 each. The Fund will determine and announce each quarter the
distribution amounts for the following quarter, based upon the Manager’s estimate of distributable cash flow for the
quarter. The Fund may make additional distributions in any given year.

For the year ended December 31, 2018, the Fund had an annual compound return of 2.24% net of expenses of 1.89%
(including HST). The FTSE/TMX Universe Bond Index had a return of 1.41%, with corporate bonds gaining 1.10%.
Securitized bonds, real estate and financial bonds outperformed the broader index returning 2.33%, 2.19% and 1.66%
respectively. The portfolio benefited from being overweight these sectors and underweight energy bonds, the worst
performer returning just 0.10%.



Ridgewood Canadian Investment Grade Bond Fund
For the year ended December 31, 2018

Financial Highlights

The following tables show selected key financial information about the Fund and are intended to help you understand the
Fund’s financial performance for the past five years. This information for the years ended December 31 is derived from the
Fund's audited annual financial statements.

Information for the years ended December 31 is derived from the Fund's audited financial statements. For December 31,
2018, 2017, 2016, 2015 and 2014, the Net Assets included in the Net Assets per Unit table is from the Fund's audited
financial statements and are calculated using closing prices while the Net Asset Value included in the Ratios/Supplemental
Data table is for Fund pricing purposes and calculated using closing prices. All other calculations for the purposes of the

MRFP are made using Net Asset Value.
The Fund's Net Assets per Unit

Class A
Year 2018 2017 2016 2015 2014
Net assets value, beginning of year $ 14.09 $ 13.55 § 13.50 $ 1372 $ 12.51

Increase from operations:

Total revenue 1.05 0.95 1.02 1.08 1.03
Total expenses (0.26) (0.20) (0.19) (0.20) (0.24)
Realized gains (losses) 0.11) 0.37 0.33 0.31 0.44
Unrealized gains (losses) (0.37) 0.02 (0.45) (0.83) 0.59
Total increase (decrease) from operations 0.31 1.14 0.71 0.36 1.82
Distributions:
From net investment income (excluding dividends) (0.76) (0.76) (0.80) (0.92) (0.68)
From dividends - - - - -
From net realized capital gains - (0.32) (0.18) (0.44) (0.39)
From return of capital - - - - -
Total annual distributions (0.76) (1.08) (0.98) (1.36) (1.07)
Net assets value, end of Year @®) $ 13.77_$ 14.09 $ 13.55 _$ 13.50 _$ 13.72

" This information is derived from the Fund's audited annual financial statements as at December 31 of the year.

@ The net assets per security presented in the financial statements differs from the net asset value calculated for Fund pricing purposes for 2014.
An explanation of these differences can be found in the notes to the financial statements.

Net assets per security and distributions are based on the actual number of units outstanding at the relevant time. The increase (decrease) from
operations is based on the average number of units outstanding over the financial year.

@)

@ Distributions, if any, were paid in cash, reinvested in additional units of the Fund, or both.

®  The Financial Highlights are not intended to act as a continuity of the opening and closing net assets per unit.

Ratios and Supplemental Data

Class A

Year 2018 ¥ 2017 2016 2015 2014
Net asset value (000's) $ 172,952 $ 169,672 $ 104,049 $ 80,446 $ 107,992
Number of units outstanding 12,563,499 12,040,621 7,679,487 5,961,001 7,872,822
Management expense ratio 1.89% 1.39% 1.39% 1.46% 1.83%
Management expense ratio before waivers or absorptions ) 1.89% 1.39% 1.39% 1.46% 1.83%
Trading expense ratio® 0.00% 0.00% 0.00% 0.00% 0.00%
Portfolio turnover rate ) 55.82% 92.29% 138.28% 59.45% 29.55%
Closing market price $ 14.88 $ 1499 $ 14.55 $ 13.85 $ 13.73
Net asset value per unit, end of Year $ 13.77  $ 14.09 $ 13.55 § 13.50 $ 13.72




Ridgewood Canadian Investment Grade Bond Fund
For the year ended December 31, 2018

The information is provided for the year ended December 31, 2018

The inception date for Class A is December 18, 2009.

Management expense ratio is based on total expenses (excluding commissions and other portfolio transaction costs) for the stated year and is expressed
as an annualized percentage of daily average net assets during the year. Out of its management fees, the Manager pays for such services to the Fund as
portfolio manager compensation, service fees and marketing. Management expense ratio is inclusive of performance fees.

@)

(4

The Manager, at its discretion, may waive and/or absorb a portion of the fees and/or expenses otherwise payable by the Fund. The waiving and/or

absorption of such fees and/or expenses by the Manager may be terminated at any time, or continued indefinitely, at the discretion of the Manager.

®)
The Fund’s portfolio turnover rate indicates how actively the Sub-Advisor trades the Fund’s 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 period, 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
period. There is not necessarily a relationship between a high turnover rate and the performance of the Fund.

© The trading expense ratio represents total commissions and other portfolio transactions costs expressed as an annualized percentage of daily average net

asset value during the year.

Management Fees

Ridgewood Capital Asset Management Inc. (the “Manager”) is entitled to an annual management fee payable out of the
assets of the Fund. The maximum management fee is equal to 0.50% (plus applicable taxes) of the net asset value of the
Fund. The management fee is calculated on a monthly basis as of the last valuation date of each month. Services received
under the Declaration of Trust include managing or arranging for the management of the Fund’s investment portfolio and
providing or arranging for all required administrative services to the Fund.

Recent Developments

Moderating global growth, geopolitical risks and escalating trade wars were the main themes of 2018. Given the volatile
environment, investors were cautious going into the end of 2018. The FTSE/TMX Canada Universe Bond Index returned
1.41% for the year, with most of that occurring in the final month alone. The Bank of Canada and US Federal Reserve
raised rates by 25 bps multiple times last year, 75 bps and 100 bps respectively, however both have recently
communicated a slowdown in the trajectory of hikes by being data dependent. The uncertainty of NAFTA trade agreement
weighed on Canadian markets for much of 2018 and the USMCA trade agreement signed in November came with great
relief. Deteriorating oil prices in the fourth quarter, sluggish housing, CPI easing but around the Bank of Canada’s 2%
target, the US-China trade tensions and a Fed likely on pause all point to the Bank of Canada remaining patient for some
time.

Past Performance

The past performance of the Fund is set out below and indicates year-by-year returns, overall past performance and annual
compound returns.

With respect to the charts displayed below, please note the following:
e thereturn or performance information does not take into account sales, redemptions, distributions or other optional

charges orincome taxes payable that would have reduced returns or performance; and
e how the Fund has performed in the past does not necessarily indicate how it will perform in the future.

Year-By-Year Returns

The bar chart illustrates how the Fund’s annual total return in each of the past ten years has varied. The chart also shows,
in percentage terms, how much an investment made on December 18, 2009 and January 1, of each year would have
increased or decreased by the end of that fiscal year.
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Annual Total Return
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Annual Compound Returns

The following table shows the Fund’s historical annual compound total return (net of fees of 1.39%, including HST) for the
periods ended December 31 as compared to the performance of the FTSE TMX Canada Universal Bond Index.

One Three Five Ten

Year Years Years Years
Ridgewood Canadian Investment Grade Bond Fund 2.24% 5.48% 7.41% 7.17%
DEX Universe Bond Index * 1.40% 1.86% 3.54% 3.53%

* FTSE TMX Canada Universe Bond (formerly, DEX Universe Bond Index) represents a broad selection of hundreds of Canadian corporate
and government bonds including short-term, medium-term, and long-term issues.

Related Party Transactions

Ridgewood Capital Asset Management Inc. (“Ridgewood”) manages the Fund’s investment portfolio in a manner
consistent with the investment objectives, strategy and criteria of the Fund pursuant to the declaration of trust of the Fund
dated November 27, 2009, as amended and restated on December 17, 2009.

Ridgewood is the Manager and Trustee of the Fund pursuant to the Declaration of Trust dated, and, as such, is responsible
for providing or arranging for required administrative services to the Fund.



Ridgewood Canadian Investment Grade Bond Fund
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Independent Review Committee

National Instrument 81-107- Independent Review Committee for Investment Funds (“NI 81-107”) requires all publicly
offered investment funds to establish an independent review committee (“IRC”) to whom the Manager must refer conflict
of interest matters for review or approval. NI 81-107 also imposes obligations upon the Manager to establish written
policies and procedures for dealing with conflict of interest matters, maintaining records in respect of these matters and
providing assistance to the IRC in carrying out its functions.

The members of the IRC of the Fund are G. Tomlinson Gunn, Allen B. Clarke, and Marshall E. Nicholishen. Mr. Gunn serves
as the Chair of the IRC.

We confirm the Fund did not rely on any approvals or recommendation of the IRC concerning related party transactions
during the year.

Forward-Looking Statements

This report may contain forward-looking statements about the Fund. Forward-looking statements include statements that
are predictive in nature, that depend upon or refer to future events or conditions, or that include words such as “expects”,
“anticipates”, “intends”, “plans”, “believes”, “estimates” or negative versions thereof and similar expressions. In
addition, any statement that may be made concerning future performance, strategies or prospects, and possible future
Fund actions, is also forward-looking. Forward-looking statements are based on current expectations and projections
about future events and are inherently subject to, among other things, risks, uncertainties and assumptions about the

Fund and economic factors.

Forward-looking statements are not guarantees of future performance, and actual events and results could differ materially
from those expressed or implied in any forward-looking statements made by the Fund. Any number of important factors
could contribute to any divergence between what is anticipated and what actually occurs, including, but not limited to,
general economic, political and market factors, interest and foreign exchange rates, global equity and capital markets,
business competition, technology change, changes in government regulations, unexpected judicial or regulatory
proceedings, and catastrophic events.

The above-mentioned list of important factors is not exhaustive. You should consider these and other factors carefully
before making any investment decisions and you should avoid placing undue reliance on forward-looking statements.
While the Fund currently anticipates that subsequent events and developments may cause the Fund’s views to change, the
Fund does not undertake to update any forward-looking statements.
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The financial statements have been prepared by management in accordance with IFRS (International financial reporting standards) and
include certain amounts that are based on estimates and judgments. Management has ensured that the other financial information
presented in this annual report is consistent with the financial statements. The significant accounting policies which management
believes are appropriate for the Fund are described in Note 4 of the financial statements.

The Manager is also responsible for maintaining a system of internal controls designed to provide reasonable assurance that assets are
safeguarded and that accounting systems provide timely, accurate and reliable financial information.

Do

John H. Simpson Paul W. Meyer
Director Director
Ridgewood Capital Asset Management Inc. Ridgewood Capital Asset Management Inc.

March 20, 2019
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Independent Auditor’s Report

To the Unitholders of Ridgewood Canadian Investment Grade Bond Fund

Opinion

We have audited the financial statements of Ridgewood Canadian Investment Grade Bond Fund (the
“Fund”), which comprise the statements of financial position as at December 31, 2018 and December 31,
2017, and the statements of comprehensive income, changes in net assets attributable to holders of
redeemable units, and cash flows for the years then ended, and notes to the financial statements,
including a summary of significant accounting policies (collectively referred to as the “financial
statements”).

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 December 31, 2017, and its financial performance and
its cash flows for the years then ended in accordance with International Financial Reporting Standards
(“IFRS").

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards (“Canadian
GAAS"). 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 are independent of the Fund in
accordance with the ethical requirements that are relevant to our audit of the financial statements in
Canada, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Other Information
Management is responsible for the other information. The other information comprises:

e The information, other than the financial statements and our auditor’s report thereon, in the Annual
Report

Our opinion on the financial statements does not cover the other information and we do not and will not
express any form of assurance conclusion thereon. In connection with our audit of the financial
statements, our responsibility is to read the other information identified above and, in doing so, consider
whether the other information is materially inconsistent with the financial statements or our knowledge
obtained in the audit, or otherwise appears to be materially misstated.

We obtained the Annual Report prior to the date of this auditor’s report. If, based on the work we have
performed on this other information, we conclude that there is a material misstatement of this other
information, we are required to report that fact in this auditor’s report. 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
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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.

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 GAAS 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 GAAS, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e 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.

e 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.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e 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.

e 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 Francesco (Frank)
Quatrale.

Delitte

Chartered Professional Accountants
Licensed Public Accountants
March 20, 2019
10



Ridgewood Canadian Investment Grade Bond Fund
Statements of Financial Position
As at December 31, 2018 and 2017

December 31, 2018

December 31, 2017

Assets $ $

Financial asset at fair value through profit or loss (cost 31-Dec-18 - $267,555,293; 31-Dec-17 - $243,128,450) 264,938,315 244,930,870
Cash 6,625 10,583
Accrued interest receivable 2,041,103 1,542,029
Total Assets 266,986,043 246,483,482
Liabilities

Accrued expenses 302,680 222,474
Distribution payable 665,865 638,153
Loan payable (Note 10) 93,065,492 75,950,821
Total Liabilities 94,034,037 76,811,448
Net assets attributable to holders of redeemable units 172,952,006 169,672,034
Number of units outstanding, Class A (Note 5) 12,563,499 12,040,621
Net assets attributable to holders of redeemable units per unit 13.77 14.09

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

Approved on behalf of the Board of Directors of the Manager:

LTy

Paul W. Meyer, CFA
Managing Director

John H. Simpson, CFA
Managing Director

11



Ridgewood Canadian Investment Grade Bond Fund

Statements of Comprehensive Income
For the years ended December 31, 2018 and 2017

December 31, 2018

December 31, 2017

$ $
Income
Interest for distribution purposes 12,906,811 9,751,196
Other changes in fair value on financial assets and financial liabilities at fair value through profit or loss
Net realized (loss) gain on sale of investments (1,390,526) 3,796,492
Net realized gain of foreign exchange on cash - 7,746
Net realized loss on foreign exchange - (15,829)
Net change in unrealized appreciation on foreign exchange - (1,038)
Net change in unrealized (depreciation) appreciation of investments (4,419,398) 188,806
Total operating income 7,096,887 13,727,373
Expenses
Management fees (Note 7) 902,435 786,814
Administration fees 301,174 217,573
Legal fees 25,117 15,671
Independent Review Committee fees (Note 6) 19,850 19,357
Audit fees 32,075 30,826
Total operating expenses 1,280,651 1,070,241
Operating profit 5,816,236 12,657,132
Finance cost
Interest and bank fees (Note 10) 1,976,845 943,670
Increase in net assets attributable to holders of redeemable units 3,839,391 11,713,462
Increase in net assets attributable to holders of redeemable units per unit, Class A
(based on weighted average number of units outstanding during the year -
(2018 - 12,346,510; 2017 - 10,292,767) 0.31 1.14

The accompanying notes are an integral part of the financial statements.
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Ridgewood Canadian Investment Grade Bond Fund

Statements of Changes in Net Assets Attributable to Holders of Redeemable Units

For the years ended December 31, 2018 and 2017

December 31, 2018

December 31, 2017

$ $
Net assets attributable to holders of redeemable units at beginning of year 169,672,034 104,048,649
Increase in net assets attributable to holders of redeemable units 3,839,391 11,713,462
Distributions:
From net investment income (9,332,258) (7,481,508)
From net realized capital gains - (3,810,793)
(5,492,867) 421,161
Redeemable unit transactions
Issue costs and agency fees (104,792) (180,771)
Proceeds from the issuance of units of the investment fund 7,400,980 60,758,810
Aggregate amounts paid on redemption of units of the investment fund - (2,200)
Securities issued on reinvestment of distributions 1,476,651 4,626,385
8,772,839 65,202,224
Net assets attributable to holders of redeemable units at end of year 172,952,006 169,672,034

The accompanying notes are an integral part of the financial statements.
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Ridgewood Canadian Investment Grade Bond Fund

Statements of Cash Flows
For the years ended December 31, 2018 and 2017

December 31, 2018

December 31, 2017

$ $
Cash provided by (used in) operating activities
Net increase in net assets attributable to holder of redeemable Units 3,839,391 11,713,462
Adjustments for:
Net realized loss (gain) on sale of investments 1,390,526 (3,796,492)
Net change in unrealized (appreciation) depreciation of investments 4,419,398 (188,806)
Purchase of investments (172,868,546) (291,367,322)
Proceeds from sale of investments 147,051,177 195,951,684
(Increase) in accrued interest receivable (499,074) (470,287)
Decrease in accrued expenses 80,206 62,060
(16,586,922) (88,095,701)
Cash flows from financing activities
Proceeds from the issuance of units of the investment fund 7,400,980 60,758,810
Issue costs and agency fees paid (104,792) (180,771)
Aggregate amounts paid on redemption of units of the investment fund - (271,000)
Distributions paid to unitholders (7,827,895) (6,434,776)
Change in loan payable 17,114,671 34,225,047
16,582,964 88,097,310
(Decrease) Increase in cash during the year (3,958) 1,609
Cash and cash equivalents, beginning of year 10,583 8,974
Cash and cash equivalents, end of year 6,625 10,583
Supplemental information on cash flows from operating activities
Interest received 12,407,737 9,280,909
1,879,894 886,277

Interest paid

The accompanying notes are an integral part of the financial statements.
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Schedule of Investments
As at December 31, 2018

Average Fair
Par Value Security Cost Value
Canadian Bonds
Corporate Bonds
5,203,000 Allied Properties REIT, Series 'C', Callable, 3.64%, 2025/04/12* 5,062,519 5,015,473
13,550,000 Aroundtown SA, Callable, 4.63%, 2025/09/18 13,459,825 13,489,288
6,000,000 Brookfield Asset Management Inc., 5.95%, 2035/06/14 6,613,097 6,638,702
10,000,000 Brookfield Property Finance ULC, Callable, 4.35%, 2023/07/03* 10,000,000 10,033,185
13,958,000 Cameco Corp., 5.09%, 2042/11/14* 13,055,368 12,456,068
6,000,000 Capital Power Corp., Callable, 4.28%, 2024/09/18 6,000,000 5,945,760
10,000,000 Coast Capital Savings, Series '2', Variable Rate, Callable, 5.25%, 2030/10/29* 10,000,000 10,230,907
10,000,000 Coast Capital Savings, Variable Rate, Callable, 5.00%, 2028/05/03 10,004,700 10,145,402
15,000,000 Enbridge Inc., Variable Rate, Callable, 5.38%, 2077/09/27* 14,946,041 13,858,602
7,250,000 Fairfax Financial Holdings Ltd., Callable, 4.70%, 2026/12/16* 7,246,313 7,420,968
10,000,000 Fairfax Financial Holdings Ltd., Callable, 4.25%, 2027/12/06* 9,999,200 9,801,286
3,300,000 George Weston Ltd., Callable, 7.10%, 2032/02/05* 4,165,500 4,069,912
6,800,000 George Weston Ltd., 6.69%, 2033/03/01* 8,522,350 8,034,958
11,000,000 Laurentian Bank of Canada, Variable Rate, Callable, 4.25%, 2027/06/22 11,018,764 10,941,561
3,000,000 Loblaw Cos. Ltd., 5.86%, 2043/06/18* 3,470,120 3,292,043
5,500,000 MCAP Commercial L.P., 5.00%, 2022/12/14* 5,490,256 5,486,377
5,000,000 Medavie Inc., Series '1', Variable Rate, Restricted, Callable, 6.00%, 2024/05/21 5,059,550 5,000,000
5,000,000 Shaw Communications Inc., Callable, 4.40%, 2028/11/02* 4,986,000 5,011,457
9,000,000 Shaw Communications Inc., Callable, 6.75%, 2039/11/09* 11,080,711 10,734,654
7,000,000 Smart REIT, Series 'P', Callable, 3.44%, 2026/08/28* 7,009,450 6,663,460
7,532,000 Teranet Holdings L.P., Callable, 6.10%, 2041/06/17* 8,435,562 8,051,080
9,500,000 TransAlta Corp., 7.30%, 2029/10/22* 10,353,180 10,447,601
7,100,000 TransAlta Corp., Step Coupon, 6.90%, 2030/11/15* 7,103,075 7.515,083
193,081,581 190,283,827
Mortgage-Backed Securities
3,034,000 Institutional Mortgage Securities Canada Inc., Class 'B', Series '2013-4', Variable Rate, 4.24%, 2023/10/12 3,033,479 2,997,592
7,667,000 Institutional Mortgage Securities Canada Inc., Class 'C', Series '2013-4', Variable Rate, 4.49%, 2023/11/12 7,490,659 7.536,661
2,422,000 Institutional Mortgage Securities Canada Inc., Class 'C', Series '2016-7', Callable, 3.60%, 2026/10/12 2,332,690 2,191,910
3,100,000 Institutional Mortgage Securities Canada Inc., Class 'D', Series '2011-1", Variable Rate, Callable, 5.28%, 2021/02/12 2,899,833 3,144,176
6,000,000 Institutional Mortgage Securities Canada Inc., Class 'D', Series '2012-2', Variable Rate, Restricited, Callable, 4.65%, 2022/07/12 5,434,200 5,789,436
2,000,000 Institutional Mortgage Securities Canada Inc., Class 'D', Series '2015-6', Variable Rate, Callable, 3.81%, 2025/03/12 1,791,000 1,804,000
6,460,000 Institutional Mortgage Securities Canada Inc., Class 'D', Series '2016-7', Variable Rate, Callable, 3.77%, 2026//10/12 5,681,760 5,555,600
3,603,000 Institutional Mortgage Securities Canada Inc., Class 'E', Series '2012-2', Variable Rate, Restricted, Callable, 4.65%, 2022/07/12 3,177,197 3,365,743
2,523,000 Institutional Mortgage Securities Canada Inc., Class 'E', Series '2016-7', Variable Rate, Callable, 3.77%, 2026/10/12 2,110,162 2,087,783
4,800,000 Real Estate Asset Liquidity Trust, Class 'C', Series '2017", Callable, 3.93%, 2027/07/12 4,379,765 4,392,000
6,114,000 Real Estate Asset Liquidity Trust, Class 'C', Series '2018-1', Variable Rate, Restricted, Callable, 4.25%, 2028/05/12 5,827,922 5,673,792
3,850,000 Real Estate Asset Liquidity Trust, Class 'D', Series '2015-1', Floating Rate, Callable, 3.66%, 2025/07/12 3,405,221 3,426,500
10,013,000 Real Estate Asset Liquidity Trust, Class 'D', Series '2016-1', Variable Rate, Callable, 3.64%, 2026/05/12 8,749,432 8,696,291
8,000,000 Real Estate Asset Liquidity Trust, Class 'D', Series '2016-2', Variable Rate, Callable, 3.62%, 2026/05/12 7,091,600 6,960,000
2,216,000 Real Estate Asset Liquidity Trust, Class 'D1', Series '2018-1', Variable Rate, Restricted, Callable, 4.33%, 2028/05/12 1,959,962 1,912,408
5,513,000 Real Estate Asset Liquidity Trust, Class 'E', Series '2016-1', Variable Rate, Callable, 3.64%, 2026/05/12 4,642,375 4,641,946
5,269,000 Real Estate Asset Liquidity Trust, Class 'E', Series '2016-2', Variable Rate, Callable, 3.62%, 2026/06/12 4,466,455 4,478,650
74,473,712 74,654,488
Total Canadian Bonds and ABS 267,555,293 264,938,315
Total Investment Portfolio 267,555,293 264,938,315
Cash and cash equivalents 6,625
Other assets less liabilities (91,992,934)
Total net assets attributable to holders of redeemable units 172,952,006

* These securities are held as collateral with Scotiabank for the loan payable or margin account (Note 9)
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Ridgewood Canadian Investment Grade Bond Fund

Notes to the Financial Statements
December 31, 2018

1. ESTABLISHMENT OF THE FUND

Ridgewood Canadian Investment Grade Bond Fund (the
“Fund”) is a closed-end investment fund established
under the laws of the Province of Ontario pursuant to the
Declaration of Trust dated November 27, 2009, as
amended and restated. Ridgewood Capital Asset
Management Inc. (“Ridgewood” or the “Manager”) is the
Manager and Trustee of the Fund. The Fund’s principal
office is 55 University Avenue, Suite 1020, Toronto,
Ontario M5) 2H7. The fiscal year end of the Fund is
December 31.

Ridgewood is also the investment manager of the Fund.
CIBC Mellon Trust Company is the custodian and
registrar and AST is the transfer agent of the Fund, and,
as such, they perform certain valuation and other
services for the Fund. The Fund commenced operations
on December 18, 2009. The Fund has a fixed termination
date of December 31, 2019, recently extended from
December 31, 2014. Prior to the termination date, the
Trustee may present a proposal to extend the term of the
Fund subject to unitholders approval. The financial
statements were authorized for issuance by Ridgewood
Capital Asset Management Inc. on March 20, 2019.

2. INVESTMENT OBJECTIVE OF THE FUND

The investment objective of the Fund is to maximize total
returns for unitholders while preserving capital in the
long term. The portfolio of securities of the Fund (the
“Portfolio”) will be invested primarily in Investment
grade bonds issued by Canadian issuers available to
domiciled investors. Investment grade bonds means
debt securities and term loans that are generally rated at
or above BBB- from S&P, or Baa3 or higher from Moody’s
Investor Services Inc., or a similar rating from a qualified
rating agency. Currently, the Fund may invest up to 25%
of the Portfolio in investment grade bonds issued by
non-Canadian issuers. As at June 30 and December 31
of each year (each a “determination date”), at least 90%
of the Portfolio will be invested in securities
denominated in Canadian dollars.

3. BASIS OF PRESENTATION AND ADOPTION OF
IFRS

These financial statements have been prepared in
compliance with International Financial Reporting
Standards (“IFRS”).

16

4., SUMMARY OF
POLICIES

SIGNIFICANT ACCOUNTING

Financial instruments

Financial instruments include financial assets and
liabilities such as debt and equity securities, open-
ended investment funds and derivatives, cash and other
trade receivable and payables. All financial assets and
liabilities are recognized in the Statement of Financial
Position when the Fund becomes a party to the
contractual requirements of the instrument. Financial
instruments are derecognized when the right to receive
cash flows from the instrument has expired or the Funds
have transferred substantially all risks and rewards of
ownership.

IFRS 9 Financial Instruments (“IFRS 9”)

On January 1, 2018, the Fund adopted IFRS 9 Financial
Instruments (“IFRS 9”) retrospectively. IFRS 9 requires
assets to be carried at amortized cost or fair value, with
changes in fair value recognized in profit and loss or
other comprehensive income, based on the entity’s
business model for managing financial assets and the
contractual cash flow characteristics of the financial
assets.

Upon adoption of IFRS 9, the Fund’s financial assets and
liabilities previously classified as at fair value through
profit or loss (“FVTPL”) and amortized cost under IAS 39
“Financial Instruments: Recognition and Measurement”,
continued to be classified at FVTPL and amortized cost.

a) Classification and Measurement

The Fund classifies its investments in debt and equity
securities and open-ended investment funds based on
its business model for managing those financial assets
and the contractual cash flow characteristics of the
financial assets.

These financial assets are managed and their
performance is evaluated on a fair value basis. The Fund
also manages these financial assets with the objective
of realizing cash flows through sales.

Financial assets and financial liabilities at amortized
cost

The financial assets and liabilities measured at
amortized cost include loans payable, accrued interest
receivable, cash, accrued expenses and distribution
payable.

IFRS 9 replaced the incurred loss model in IAS 39 with
the expected credit loss model (“ECL”), as the new
impairment model for financial assets carried at
amortized cost. The Fund’s financial assets measured at



Ridgewood Canadian Investment Grade Bond Fund

Notes to the Financial Statements
December 31, 2018

amortized cost consist of trade receivables with no
financing component and which have maturities of less
than 12 months, as such, it has chosen to apply the
simplified ECL approach, whereby any loss allowance is
recognized based on the lifetime ECLs. Given the short-
term nature of the trade receivables and high credit
quality, this amendment has not had a material impact
on the financial statements and these trade receivables
are not considered impaired.

Financial assets and liabilities are offset and the net
amount reported in the Statement 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. In the normal course of
business, the Fund enters into various master netting
agreements or similar agreements that do not meet the
criteria for offsetting in the Statement of Financial
Position but still allow for the related amounts to be set
off in certain circumstances, such as bankruptcy or
termination of the contracts.

Capital Disclosures

The Fund’s objectives, policies and processes for
managing capital are described in Note 2. Information
on the Fund’s capital structure is described in Note 5
and Note 8. The Fund does not have any externally
imposed capital requirements.

Valuation of Investments

Investments are recorded in the financial statements at
their fair value which is determined as follows:

Bonds are valued at the mean of bid/ask prices
provided by recognized investment dealers. Unlisted
convertible debentures are valued at cost, if the
underlying security is less than the conversion price; or
if the underlying security is greater than the conversion
price, at the market value of the underlying security
multiplied by the number of shares to be received.

Short-term notes and treasury bills are stated at
amortized cost, which approximates fair value, are
included in the Schedule of investments.

Cash is comprised of cash on deposit.

Investment Transactions and Income Recognition

Investment transactions are recorded on trade date.
Interest income from investments in bonds and short-
term investments are accrued daily. Realized gains and
losses from investment transactions are calculated on a
weighted average cost basis.
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Income Recognition

Interest income for distribution purposes resulting from
investments in bonds is recognized on an accrual basis
based on the bond coupon rate.

Financial Instruments — Disclosures

The Fund classifies fair value measurements within a
hierarchy that prioritize the inputs to valuation
techniques used to measure fair value. The hierarchy
gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (level 1
measurement) and the lowest priority to unobservable
inputs (level 3 measurement). The three levels of the fair
value hierarchy are as follows.

Level 1 Inputs that reflect unadjusted quoted prices in
active markets for identical assets or liabilities
that the Investment Manager has the ability to
access at the measurement date.

Level 2 Inputs other than quoted prices that is
observable for the asset or liability either
directly or indirectly, including inputs in
markets that are not considered to be active.
Level 3 Inputs that are unobservable. There is little if
any market activity. Inputs into the
determination of fair value require significant
management judgment or estimation.

All fair value measurements above are recurring. The
carrying values of cash, subscriptions receivable,
interest receivable, payable for investments purchased,
redemptions payable, distributions payable, accrued
liabilities and the Fund’s obligation for net assets
attributable to holders of redeemable units
approximates 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, instruments are
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) Bonds and short-term investments

Bonds include primarily government and corporate
bonds. Short-term notes and treasury bills are stated at
amortized cost plus accrued interest, which
approximates fair market value. The inputs that are
significant to valuation are generally observable and
therefore the Fund’s bonds and short-term investments
have been classified as Level 2.

Please see Note 12 for these disclosures.
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Foreign currency
a) Functional and presentation currency

Items included in the annual financial statements of the
Fund are measured in the currency of the primary
economic environment in which the Fund operates (the
“functional currency”). The annual financial statements
of the Fund are presented in CAD which is the Fund’s
functional currency.

b) Foreign currency translation

Transactions in currencies other than the functional
currency are recorded at the rates of exchange prevailing
on the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such
transactions and from the translation at period end
exchange rates of monetary items and non-monetary
assets and liabilities that are denominated in foreign
currencies are recognized in profit or loss in the period
in which they arise. Foreign exchange gains and losses
on financial assets and financial liabilities at fair value
through profit or loss are recognized together with other
changes in fair value.

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 the financial statements:

a) Fair value measurement of derivatives and securities
not quoted in an active market

The Fund holds financial instruments that are not quoted
in active markets. Fair values of such instruments are
determined using valuation techniques and may be
determined using reputable pricing sources (such as
pricing agencies) or indicative prices from market
makers. Broker quotes as obtained from the pricing
sources may be indicative and not executable or
binding.

b) Classification and measurement of investments and
application of the fair value option

In classifying and measuring financial instruments held
by the Funds, the Manager is required to make
significant judgments about whether or not the business
of the Funds is to manage its portfolio of investments
and evaluate performance on a fair value basis and that
the portfolio of investments is neither held to collect
contractual cash flows nor held both to collect
contractual cash flows and to sell financial assets. The
most significant judgments made include assessing and
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determining the appropriate business model that
enables the decision that the Funds' investments are
classified as FVTPL.

5. REDEEMABLE UNITS

Each unitholder in the Fund acquires redeemable units,
which represent an undivided interest in the net assets
of the Fund. All redeemable units are of the same class
with equal rights and privileges. Each redeemable unit
is entitled to one vote at any meeting of unitholders and
to equal participation in any distributions made by the
Fund. Fractional units are not entitled to voting
privileges. Each redeemable unit is redeemable at the
option of the unitholder in accordance with the Trust
Agreement. The units of the Fund are fully paid when
issued.

Following are the redeemable unit transactions during
the year:

December 31, 2018

2018
Units outstanding,
Beginning of year 12,040,621
Redeemable units issued for cash 522,878
Redeemable units redeemed -
Units issued on
reinvestment of distributions -
Units outstanding, end of year 12,563,499
December 31, 2017
2017
Units outstanding,
Beginning of year 7,679,487
Redeemable units issued for cash 4,361,134
Redeemable units redeemed -
Units issued on
reinvestment of distributions -
Units outstanding, end of year 12,040,621

6.  RELATED PARTY TRANSACTIONS

The Fund’s investment activities are managed by
Ridgewood.

Management fees

Under the terms of the management agreement dated
November 27, 2009 as amended and restated on
December 17, 2009, the Fund appointed the Manager to
provide management services. The Manager receives a
fee based on the NAV of the Fund’s units, accrued daily
and payable monthly out of the assets of the Fund. The
maximum management fee is equal to 0.50% (excluding
HST) of the net asset value of the Fund. Services
received under the Declaration of Trust include
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managing or arranging for the management of the
Fund’s investment portfolio and providing or arranging
for all required administrative services to the Fund. Total
Management fees for the year ended December 31,
2018 amounted to $902,435 (2017 - $786,814).

Independent Review Committee fees

The total remuneration paid to members of the
Independent Review Committee during the year ended
December 31, 2018 was $19,850 (2017 - $19,357).

7.  MANAGEMENT FEES AND EXPENSES

Ridgewood is responsible for providing, or causing to be
provided, management and administrative services and
facilities to the Fund, and may delegate certain of its
powers to third parties.

The Fund also pays for all expenses incurred in
connection with its operations and administration,
including, without limitation, mailing and printing
expenses for periodic reports to unitholders and other
unitholder communications including marketing and
advertising expenses; fees payable to the Custodian, the
registrar and transfer agent, the valuation Agent, prime
broker and/or other parties engaged by the Fund for
performing certain financial, record keeping, reporting
and general administrative services are charged to the
Fund; any reasonable out-of-pocket expenses incurred
by the Manager or its agents in connection with their
ongoing obligations to the Fund; any additional fees
payable to the Manager for performance of extraordinary
services on behalf of the Fund; fees payable to the
auditors and legal advisors; regulatory filing, stock
exchange and licensing fees; any expenditures incurred
upon the termination of the Fund; and fees payable to
the members of the independent review committee of
the Fund. Such expenses will also include expenses of
any action, suit or other proceedings in which or in
relation to which the Manager or any other party is
entitled to indemnity by the Fund. The Fund also is
responsible for any taxes payable by the Fund or to
which the Fund may be subject, interest expenses on
borrowing, its costs of portfolio transactions and any
extraordinary expenses which it may incur from time to
time.

8. BROKERAGE COMMISSIONS

The Fund uses some of the commissions generated from
transactions with the brokerage industry for goods and
services used in the investment decision making
process and order executions.

9.  DISTRIBUTIONS

Net income and net realized capital gains of the Fund
may be declared payable to unitholders of the Fund from
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time to time at the discretion of Ridgewood, provided
that in each year sufficient net income and net realized
capital gains will be made payable to unitholders so that
the Fund will not be liable for income tax thereon, except
to the extent that any tax payable on net realized capital
gains retained by the Fund would be immediately
refundable to it.

Net income and net realized capital gains payable to
unitholders of the Fund will be automatically reinvested
in additional units of the Fund as of the valuation date of
payment unless the unitholder otherwise requests in
writing.

10. LOAN PAYABLE INTEREST AND BANK FEES

The Fund has a margin account held at Scotiabank
which requires collateral against loans (see Schedule of
Investments). The Fund can borrow an amount up to
35% of the total assets of the Fund.

Loan Payable

As at December 31, 2018, the balance of the account
was $93,065,492 (2017 - $75,950,821). During the
year, the maximum amount borrowed was
$125,946,585 (2017 - $95,487,012) and the minimum
amount borrowed was $72,759,466 (2017
$34,029,829).

Interest and Bank Fees

Total interest and bank fees on the account were
$1,976,845 for the year (2017 - $943,670). The account
is charged interest based on Bloomberg Ticker Reference
plus 70bps on debit spread or minus 25 bps on credit
spread. If interest rates had increased/decreased by
100 basis points, interest expense would have changed
by approximately $972,059 (2017 - $695,158).

11. INCOME TAXES

The Fund qualifies as a "mutual fund trust" under the
Income Tax Act (Canada). The Fund uses the “capital
gains refund mechanism” which allows a mutual fund
trust to retain some capital gains without paying any tax
thereon. As a result, the Fund may not distribute all of
its net capital gains. The net income and net capital
gains of the Fund that would otherwise be taxable in the
Fund are either paid or payable to unitholders in each
calendar year. Accordingly, no income tax is paid or
payable by the Fund. Such income is taxable in the
hands of the unitholders.

As at December 31, 2018 taxation year-end, the Fund
had $1,358,726 capital losses and no non-capital
losses available for carryforward (2017 — Nil).
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12. FINANCIAL
MANAGEMENT

INSTRUMENTS AND RISK

The Fund’s financial instruments consist of bonds,
asset-backed securities, liabilities for securities
redeemed, cash and loan payable. As a result, the Fund
is primarily exposed to interest rate risk and credit risk.

These risks and related risk management practices
employed by the Fund are discussed below:

Interest Rate Risk

The Fund’s interest-bearing financial assets expose it to
risks associated with the effects of fluctuations in the
prevailing levels of market interest rates on its financial
position and cash flows. Since the loan payable is a
short-term obligation the interest rate sensitivity is
minimal.

The table summarizes the Fund’s exposure to interest
rate risks, categorized by the earlier of contractual re-
pricing or maturity dates

As at December 31, 2018:

Less than 1 3 months -1
month 1-3 months year
Loan payable $ $ $
Interest Rate Exposure - 93,065,492
Less than 1
year 1-3 years 3-5 years More than 5
years
Investments $ $ $ $
Interest Rate Exposure - 3,144,176 35,208,995 226,585,144
Non Total
Interest
bearing
$ $
Interest Rate Exposure - 264,938,315

As at December 31, 2017:

Less than 1 3 months -1
month 1-3 months year
Loan payable $ $ $

Interest Rate Exposure - 75,950,821 -

Less than 1
year 1-3years  3-5years More than 5
years
Investments $ $ $ $
Interest Rate Exposure - 10,351,554 25,159,001 209,420,315
Non Total
Interest
bearing
$ $
Interest Rate Exposure - 244,930,870

At December 31, 2018, should interest rates have
decreased by 100 basis points with all other variables
remaining constant, the increase in net assets for the
year would amount to approximately $11.7 million
(2017 - $12.1 million), arising from the increase in
market values of debt securities. Conversely, if interest
rates had risen by 100 basis points, the decrease in net
assets would amount to approximately $11.7 million
(2017 - $12.1 million).

Credit Risk

Financial instruments that potentially subject the Fund
to a concentration of a credit risk consist primarily of
cash and investments. The Fund limits its exposure to
credit loss by placing its cash with high quality
government and financial institutions. To maximize the
credit quality of its investments, the Fund’s managers
perform ongoing credit evaluations based upon factors
surrounding the credit risk of customers, historical
trends and other information. The Fund also measures
credit risk and lifetime ECL related to the accrued
interest receivables using historical analysis and
forward looking information.

The Fund’s main credit risk concentration is spread
between A/A and BBB/Baa rated securities.

The Fund invests in financial assets, which have an
investment grade as rated by well-known rating agencies
such as Dominion Bond Rating Service Limited and
Canadian Bond Rating Service Limited.
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Portfolio by rating category
December 31, 2018

As a % of

Net

Rating Assets
AAA/Aaa -
AA/Aa 1.73%
A/A 15.28%
BBB/Baa 126.95%
Below BBB 6.33%
Unrated 2.89%
Total 153.18%
Portfolio by rating category
December 31, 2017

As a % of

Net

Rating Assets
AAA/Aaa -
AA/Aa 5.75%
A/A 13.23%
BBB/Baa 115.26%
Below BBB 7.12%
Unrated 2.99%
Total 144.35%

All transactions in listed securities are settled for 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 obligations.

Currency Risk

Currency risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of
changes in foreign exchange rates. The Fund holds
securities that are denominated in currencies other than
the Canadian dollar. It is therefore exposed to currency
risk.

As at December 31, 2018, the Fund held Nil (December
31, 2017 - Nil) of its assets in foreign securities. As a
result, the Fund does not have significant currency risk.
In practice, actual results may differ from this sensitivity
analysis and the difference may be material.

Liguidity Risk
Liquidity risk is the risk that a Fund will encounter

difficulty in meeting obligations associated with its daily
cash redemption of units. Liquidity risk is managed by
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investing the majority of the Fund’s assets in
investments that are traded in an active market and
which can be readily disposed of. The tables below
analyze the Fund’s financial liabilities as at December
31, 2018 and December 31, 2017.

As at December 31, 2018:

1-3 months > 3 months Total
$ $ $
Accrued expenses 302,680 - 302,680
Distribution payable 665,865 - 665,865
Loan payable 93,065,492 - 93,065,492
Total liabilities 94,034,037 - 94,034,037

As at December 31, 2017:

1-3 months > 3 months Total
$ $ $
Redemptions payable - - -
Accrued expenses 222,474 - 222,474
Distribution payable 638,153 - 638,153
Loan payable 75,950,821 - 75,950,821
Total liabilities 76,811,448 - 76,811,448

Concentration risk

Concentration risk arises as a result of the concentration
of exposures within the same category, whether it is
geographical location, product type, industry sector or
counterparty type. The following is a summary of the
Fund’s concentration risk as a percentage of net assets
attributable to holders of redeemable units.

Market segments December 31, 2018
Canadian Corporate Bonds 110.02%
Mortgage-Backed Securities 43.16%
Total 153.18%
Market segments December 31, 2017
Canadian Corporate Bonds 109.79%
Provincial Government and Guaranteed 2.93%
Mortgage-Backed Securities 31.63%
Total 144.35%
13. Financial Instruments — Disclosures

Fair Value Disclosure

The Fund’s financial assets and liabilities recorded at
fair value have been categorized based upon a fair value
hierarchy described in Note 4. The following fair value
hierarchy table presents information about the Fund’s
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assets measured at fair value on a recurring basis as of
December 31, 2018 and December 31, 2017.

Financial Assets and Liabilities at fair value
as of December 31, 2018

Level 1 Level 2 Level 3 Total

$ $ $ $
Bonds - 190,283,827 - 190,283,827
Mortgage-backed securities - 74,654,488 - 74,654,488
Cash 6,625 - 6,625
Loan payable - 93,065,492 - 93,065,492
Total 6,625 358,003,807 - 358,010,432

Financial Assets and Liabilities at fair value
as of December 31, 2017

Level 1 Level 2 Level 3 Total

$ $ $ $
Bonds - 191,255,319 - 191,255,319
Mortgage-backed securities - 53,675,551 - 53,675,551
Cash 10,583 - 10,583
Loan payable - 75,950,821 - 75,950,821
Total 10,583 320,881,691 - 320,892,274

There were no significant transfers made between Levels
1 and 2 as a result of changes in the availability of
quoted market prices or observable market inputs
during the years ended December 31, 2018 and 2017.

In addition, there were no investments or transactions
classified in Level 3 for the years ended December 31,
2018 and 2017.

14, Subsequent Events

On February 7, 2019 the Fund closed its private
placement of the Fund’s trust units for gross proceeds of
approximately $14 million. The private placement
consisted of 996,469 units at a price of $14.05 per unit.
In addition on February 27, 2019 the Fund closed the
offering (the “Offering”) of the Fund’s trust units for
aggregate gross proceeds of approximately $7.3 million.
The Offering consisted of 492,720 Units at an offering
price of $14.75 per unit (the “Offering Price”), which is
not dilutive to the most recently calculated net asset
value per unit of the Fund prior to determining the
Offering Price.
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