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INDEPENDENT AUDITOR’S REPORT

To the Unitholders of
Evolve Active US Core Equity ETF
Evolve Active Short Duration Bond ETF
Evolve Active Canadian Preferred Share ETF
Evolve Cyber Security Index ETF
Evolve North American Gender Diversity Index ETF
Evolve Automobile Innovation Index ETF
Evolve US Banks Enhanced Yield ETF
Evolve Global Healthcare Enhanced Yield ETF
Sphere FTSE Emerging Markets Sustainable Yield Index ETF
Evolve Marijuana ETF
Evolve Active Core Fixed Income ETF
Evolve Innovation Index ETF
Evolve Active Global Fixed Income ETF

(collectively, the “Funds”)

Opinion
We have audited the financial statements of the Funds, which comprise the statements of financial
position as at December 31, 2018 and 2017 (as applicable), and the statements of comprehensive
income, statements of changes in net assets attributable to holders of redeemable units and statements
of cash flows for the periods indicated in note 1, and notes to the financial statements, including a
summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Funds as at December 31, 2018 and 2017, and their financial performance and their cash
flows for the periods indicated in note 1 in accordance with International Financial Reporting Standards
(IFRSs).

Basis for Opinion
We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of the Funds in accordance with
the ethical requirements that are relevant to our audit of the financial statements in Canada, and we have
fulfilled our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Other Information
Management is responsible for the other information. The other information comprises the Management
Report of Fund Performance of the Funds. Our opinion on the financial statements does not cover the
other information and we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information,
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 Management Report of Fund Performance of the Funds prior to the date of this auditor’s
report. If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact 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 IFRSs, and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, management is responsible for assessing the Funds’ ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Funds or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Funds’ financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian generally accepted auditing standards will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

• Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

• Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Funds’ internal control.

•

•

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

Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Funds’ ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
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 Funds to
cease to continue as a going concern.



 

• Evaluate the overall presentation, structure, and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

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 Gary Chin.

March 22, 2019
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Evolve Active Global Fixed Income ETF
Statement of Financial Position
(in Canadian dollars, except for number of units)

The accompanying notes are an integral part of these financial statements. 1

Statement of Financial Position

As at (note 1)

December 31, 
2018

($)
Assets
Current assets

Investments, at fair value 9,873,785
Cash 202,166
Interest, dividends and other receivables 106,985
Derivative assets 3,259

10,186,195

Liabilities
Current liabilities

Distributions payable to holders of redeemable units 26,200
Derivative liabilities 308,466
Accrued expenses 7,592

342,258

Net assets attributable to holders of redeemable units 9,843,937

Net assets attributable to holders of redeemable units
Hedged Units 9,843,937

Net assets attributable to holders of redeemable units per unit
Hedged Units 49.22

Approved on behalf of the Board of Directors of Evolve Funds Group Inc., Manager and Trustee:

Raj Lala Elliot Johnson
Chief Executive Officer & Director Chief Operating Officer, Chief Investment 

Officer & Director



Evolve Active Global Fixed Income ETF
Statement of Comprehensive Income
(in Canadian dollars, except for number of units)

The accompanying notes are an integral part of these financial statements. 2

Statement of Comprehensive Income

For the period ended (note 1)

December 31, 
2018

($)
Income
Interest for distribution purposes 48,208
Changes in fair value of investments

Net realized gain (loss) (1,383)
Net change in unrealized appreciation (depreciation) 140,076

Changes in fair value of derivative financial instruments
Net change in unrealized appreciation (depreciation) (305,207)

Other income (loss)
Net realized gain (loss) on foreign currency translations (4,909)
Net change in unrealized appreciation (depreciation) on foreign currency translations 5,431

Total income (loss) (117,784)

Expenses
Management fees (Note 4) 9,774
Administrative fees (Note 4) 2,255
Foreign withholding taxes (Note 6) 50
Total operating expenses 12,079

Increase (decrease) in net assets attributable to holders of redeemable units from operations (129,863)

Increase (decrease) in net assets attributable to holders of redeemable units from operations
Hedged Units (129,863)

Increase (decrease) in net assets attributable to holders of redeemable units from operations per unit
Hedged Units (0.65)



Evolve Active Global Fixed Income ETF
Statement of Changes in Net Assets Attributable to Holders of Redeemable Units
(in Canadian dollars, except for number of units)

The accompanying notes are an integral part of these financial statements. 3

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

For the period ended (note 1)

December 31, 
2018

($)
Net assets attributable to holders of redeemable units - beginning of period
Hedged Units -

Net assets attributable to holders of redeemable units - beginning of period -

Increase (decrease) in net assets attributable to holders of redeemable units from operations
Hedged Units (129,863)

(129,863)

Distributions to holders of redeemable units
Net investment income

Hedged Units (26,066)
(26,066)

Return of capital
Hedged Units (134)

(134)

Redeemable unit transactions
Proceeds from sale of redeemable units

Hedged Units 10,000,050
10,000,050

Redemption of units
Hedged Units (50)

(50)
Net increase (decrease) from redeemable unit transactions 10,000,000

Increase (decrease) in net assets attributable to holders of redeemable units for the period 9,843,937

Net assets attributable to holders of redeemable units - end of period
Hedged Units 9,843,937

Net assets attributable to holders of redeemable units - end of period 9,843,937



Evolve Active Global Fixed Income ETF
Statement of Cash Flows
(in Canadian dollars, except for number of units)

The accompanying notes are an integral part of these financial statements. 4

Statement of Cash Flows

For the period ended (note 1)

December 31, 
2018

($)
Cash Flows from (used in) operating activities
Increase (decrease) in net assets attributable to holders of redeemable units from operations (129,863)
Adjustments for:

Change in unrealized foreign exchange (gain) loss on currency (2,480)
Realized (gain) loss on investments 1,383
Change in unrealized (appreciation) depreciation in the value of investments (140,076)
Change in unrealized (appreciation) depreciation in the value of derivatives 305,207
Purchases of investments and derivatives2 (10,717,169)
Proceeds from sale and maturity of investments and derivatives2 982,077
(Increase) decrease in interest, dividends and other receivables (106,985)
Increase (decrease) in accrued expenses 7,592

Net cash generated by (used in) operating activities (9,800,314)

Cash Flows from (used in) financing activities
Proceeds from sale of units2 10,000,050
Payments for units redeemed2 (50)

Net cash generated by (used in) financing activities 10,000,000
Change in unrealized foreign exchange gain (loss) on currency 2,480
Net increase (decrease) in cash 199,686
Cash (Bank overdraft) - beginning of period -

Cash (Bank overdraft) - end of period 202,166

Supplemental Information1

Interest received, net of foreign withholding taxes -

1 Included as part of Cash Flows from Operating Activities
2 Excludes in-kind transactions, if any



Evolve Active Global Fixed Income ETF
Schedule of Investment Portfolio
As at December 31, 2018

The accompanying notes are an integral part of these financial statements. 5

Schedule of Investment Portfolio

Par Value

Coupon 
Rate

(%) Maturity Date
Average Cost

($)
Fair Value

($)

Asset-Backed Securities (1.9%)
30,754 Lusitano Mortgages No. 5 Public Limited Company 0.000 15-Jul-59 43,563 44,796
83,264 Ripon Mortgages PLC 1.689 20-Aug-56 143,126 144,194

186,689 188,990

Corporate Bonds (91.4%)
100,000 AIB Group PLC 1.500 29-Mar-23 149,332 153,011
100,000 Anglo American Capital PLC 3.500 28-Mar-22 160,612 166,585

50,000 Antero Resources Corporation, Callable 5.375 1-Nov-21 66,539 66,127
100,000 ASR Nederland NV, Variable, Callable 5.125 29-Sep-45 162,032 165,790
100,000 AstraZeneca PLC, Floating Rate 3.305 17-Aug-23 131,860 133,136
150,000 AT&T Inc., Floating Rate 3.956 12-Jun-24 199,087 198,780

50,000 Ball Corporation 4.375 15-Dec-20 66,668 68,687
120,000 Becton Dickinson and Company, Floating Rate 3.769 6-Jun-22 159,474 160,664
100,000 Bertelsmann SE & Company KGaA, Variable, Callable 3.000 23-Apr-75 150,084 153,139
100,000 BPCE SA 4.625 18-Jul-23 171,952 177,627
100,000 Cablevision Systems Corporation 8.000 15-Apr-20 138,444 138,568
150,000 Canadian Imperial Bank of Commerce, Floating Rate 3.439 13-Sep-23 198,711 203,241

50,000 Centene Corporation, Callable 6.125 15-Feb-24 69,162 70,052
50,000 CenturyLink Inc., Series 'S' 6.450 15-Jun-21 67,627 68,345
50,000 Chesapeake Energy Corporation 5.686 15-Apr-19 66,307 68,089
50,000 CIT Group Inc., Callable 4.125 9-Mar-21 65,991 67,407

150,000 Citigroup Inc., Floating Rate 4.168 1-Sep-23 202,766 204,996
50,000 Conagra Brands Inc., Floating Rate 3.219 22-Oct-20 66,279 68,086

100,000 Constellation Brands Inc., Floating Rate 3.209 15-Nov-21 132,412 134,940
100,000 CPUK Finance Limited, Callable 4.250 28-Feb-47 172,838 167,263
150,000 CVS Health Corporation, Floating Rate 3.487 9-Mar-21 199,735 203,193

50,000 DCP Midstream Operating Limited Partnership, Callable 4.950 1-Apr-22 66,881 67,748
100,000 de Volksbank NV, Variable, Callable 3.750 5-Nov-25 157,824 164,000
100,000 DEMIRE Deutsche Mittelstand Real Estate AG, Callable 2.875 15-Jul-22 149,894 152,508
100,000 DowDuPont Inc., Floating Rate 3.417 15-Nov-20 132,370 136,484

50,000 First Quality Finance Company Inc., Callable 4.625 15-May-21 66,175 66,383
50,000 Freeport-McMoRan Inc., Callable 6.875 15-Feb-23 69,308 70,649

100,000 Genesis Energy Limited Partnership/Finance 
Corporation, Callable

6.750 1-Aug-22 133,646 133,790

50,000 HCA Inc. 7.500 15-Feb-22 71,889 72,697
50,000 HCA Inc. 4.750 1-May-23 66,567 67,407

100,000 Hewlett Packard Enterprise Company, Floating Rate 3.059 5-Oct-21 132,397 135,385
50,000 HSBC Bank Capital Funding Sterling 2 Limited 

Partnership, Variable, Callable, Perpetual
5.862 31-Dec-49 89,627 88,987

100,000 HSBC Holdings PLC, Floating Rate 0.182 5-Oct-23 148,210 150,168
50,000 Infor (US) Inc., Callable 6.500 15-May-22 66,706 66,274

100,000 IPALCO Enterprises Inc., Callable 3.700 1-Sep-24 129,064 133,036
100,000 John Deere Capital Corporation, Floating Rate 3.316 7-Jun-23 132,931 134,379
100,000 Levi Strauss & Company, Callable 3.375 15-Mar-27 152,857 156,282
100,000 Logicor Financing SARL, Callable 1.500 14-Nov-22 149,489 154,555

50,000 Meritage Homes Corporation 7.150 15-Apr-20 68,521 69,881
150,000 Mitsubishi UFJ Financial Group Inc., Floating Rate 3.478 2-Mar-23 199,168 201,502
150,000 Morgan Stanley, Floating Rate, Callable 3.887 24-Oct-23 202,297 203,916

50,000 Nabors Industries Inc. 5.000 15-Sep-20 66,358 66,017
50,000 Navient Corporation 6.625 26-Jul-21 68,179 66,042
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Schedule of Investment Portfolio (cont’d)
As at December 31, 2018
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No. of Shares/ 
Par Value

Coupon 
Rate

(%) Maturity Date
Average Cost

($)
Fair Value

($)

Corporate Bonds (91.4%) (cont’d)
50,000 Netflix Inc. 5.500 15-Feb-22 68,013 69,113

100,000 Nexi Capital SpA, Floating Rate, Callable 3.625 1-May-23 150,248 154,854
100,000 NN Group NV, Variable, Callable 4.625 8-Apr-44 159,566 164,743

50,000 NuStar Logistics Limited Partnership 4.800 1-Sep-20 66,352 67,236
100,000 ONGC Videsh Limited 2.750 15-Jul-21 156,406 162,454

50,000 Origin Energy Finance Limited 5.450 14-Oct-21 68,737 70,949
8,000 Petrobras Global Finance BV 8.375 23-May-21 11,576 11,896

100,000 Phoenix Group Holdings 4.125 20-Jul-22 173,348 172,522
100,000 Quintiles IMS Inc., Callable 3.250 15-Mar-25 151,961 153,876
100,000 Seagate HDD Cayman, Callable 4.250 1-Mar-22 128,510 130,564

50,000 Springleaf Finance Corporation 7.750 1-Oct-21 70,076 68,772
100,000 Sprint Corporation 7.250 15-Sep-21 139,546 140,070
150,000 Sumitomo Mitsui Financial Group Inc., Floating Rate 3.189 17-Jan-23 199,007 202,325

50,000 Sunoco Limited Partnership/Sunoco Finance 
Corporation, Callable

4.875 15-Jan-23 64,876 66,724

50,000 Tenet Healthcare Corporation 6.000 1-Oct-20 67,792 69,369
100,000 Teva Pharmaceutical Finance Netherlands II BV, 

Callable
3.250 15-Apr-22 153,887 157,948

150,000 The Allstate Corporation, Floating Rate 3.433 29-Mar-23 199,279 200,709
150,000 The Bank of Nova Scotia, Floating Rate 3.406 7-Mar-22 200,076 203,847
100,000 TOTAL SA, Variable, Callable, Perpetual 2.250 31-Dec-49 152,596 158,158

50,000 Transocean Inc. 6.500 15-Nov-20 67,830 67,577
100,000 Unitymedia GmbH, Callable 3.750 15-Jan-27 157,189 160,792

50,000 Universal Hospital Services Inc., Callable 7.625 15-Aug-20 66,373 67,833
38,425 US Airways 2013-1 Class B Pass Through Trust 5.375 15-May-23 51,848 54,133
50,000 Vale Overseas Limited 4.375 11-Jan-22 67,557 69,625

100,000 Virgin Media Receivables Financing Notes II DAC, 
Callable

5.750 15-Apr-23 175,282 173,247

100,000 Vodafone Group PLC, Floating Rate 3.426 16-Jan-24 130,118 133,265
100,000 Votorantim SA 6.625 25-Sep-19 135,678 139,421

50,000 Voya Financial Inc., Variable, Callable 5.650 15-May-53 65,666 64,321
84,000 Westpac Banking Corporation, Floating Rate 3.270 11-Jan-22 112,328 114,809

100,000 XLIT Limited, Series 'E', Variable, Callable, Perpetual 4.894 31-Dec-49 128,097 127,725
8,858,088 8,994,693

Short-Term Investments (7.0%)
700,000 Canadian Treasury Bill 687,481 690,102

Transaction Costs -
Total Investments (100.3%) 9,732,258 9,873,785

Derivative Assets (0.0%)* 3,259
Derivative Liabilities (-3.1%)* (308,466)
Other Assets, less Liabilities (2.8%) 275,359
NET ASSETS ATTRIBUTABLE TO HOLDERS OF 
REDEEMABLE UNITS

9,843,937
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Schedule of Investment Portfolio (cont’d)
As at December 31, 2018
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*Forward Foreign Currency Contracts (-3.1%) December 31, 2018

Counterparty
Counterparty
Credit Rating

Settlement
Date

Currency Buys
Par Value

Currency Sells
Par Value

Unrealized
Gain/(Loss)

($)

BNY Capital Markets Inc. A-1+ 30-Jan-19 EUR 86,172 CAD 82,913 3,259

Total 3,259
BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 5,255,157 USD 5,426,905 (171,748)

BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 2,652,370 EUR 2,759,111 (106,741)

BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 332,130 USD 341,753 (9,623)

BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 777,782 GBP 785,680 (7,898)

BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 155,767 EUR 161,281 (5,514)

BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 112,115 USD 115,842 (3,727)

BNY Mellon Capital Markets, LLC A-1+ 30-Jan-19 CAD 93,461 USD 96,676 (3,215)

Total (308,466)

Total unrealized gain/(loss) on forward foreign currency contracts (305,207)
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Fund Specific Notes to Financial Statements

Financial Instrument Risks (Note 3)

Other Price/Market Risk

The table below summarizes management’s estimate of the effect on net assets of a 10% change in the Fund’s value, as at December 31, 2018, with all 
other variables held constant:

Fund

Impact on Net 
Assets

December 31, 
2018

($)
Evolve Active Global Fixed Income ETF 987,379

Currency Risk

The table that follows indicates the currencies to which the Fund had significant exposure as at December 31, 2018 based on the market value of the 
Fund’s financial instruments (including cash and cash equivalents) and the underlying principal amounts of forward foreign currency contracts, as 
applicable. It also illustrates the possible impact of a +/- 5% move in the Canadian dollar on the net assets of the Fund as at December 31, 2018.

Currency

Financial 
Instruments, 

excluding 
Derivatives

($)

Forward Foreign
Currency 
Contracts

($)

Net Currency
Exposure

($)

Impact on Net 
Assets

($)

December 31, 2018
Pound Sterling 771,100 (785,680) (14,580) (729)
Euro Currency 2,788,149 (2,834,221) (46,072) (2,304)
United States Dollar 5,914,545 (5,981,175) (66,630) (3,332)

Total 9,473,794 (9,601,076) (127,282) (6,365)

Interest Rate Risk

The Fund’s short-term assets and liabilities were not subject to significant amounts of risk due to fluctuations in the prevailing level of market interest 
rates. The majority of the Fund’s investments are in interest-bearing securities. The following table indicates the Fund’s exposure to fixed-income 
securities by remaining term to maturity.

Remaining Term to Maturity

Fair Value
December 31, 

2018
($)

Less than 1 year 897,612
1-3 years 2,081,700
3-5 years 4,445,275
Greater than 5 years 2,449,198
Total 9,873,785

The table that follows indicates how investments at fair value as at December 31, 2018 would have increased or decreased had the interest rate 
decreased or increased by 100 basis points. This change is estimated using the weighted average modified duration of the fixed-income portfolio. This 
analysis assumes that all other variables remain unchanged. In practice, actual results may differ from this analysis and the difference could be material.

December 31, 
2018

($)
Impact on investments, at fair value 505,936
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Liquidity Risk

The liquidity of the Fund is managed on a day-to-day basis in order to meet expenses and handle redemption of the Fund’s redeemable units. As at 
December 31, 2018, the Fund did not have a significant amount of financial liabilities with maturities greater than three months.

Credit Risk

The majority of the Fund’s investments are in fixed-income securities. The following table summarizes the Fund’s total direct exposure to credit risk. 
Refer to the Schedule of Investment Portfolio.

Debt Securities by Credit Rating

Percentage of 
Net Asset Value

December 31, 
2018

(%)
AAA 3.4
AA 7.1
A 19.3
BBB 32.8
BB 18.1
B 11.9
Below B 0.7
NA 7.0

Total 100.3

Portfolio Concentration Risk

The Fund’s significant concentrations by industry sector are as follows:

Portfolio by Category

Percentage of 
Net Asset Value

December 31, 
2018

(%)
Equities

Asset-Backed Securities 1.9
Communication Services 12.6
Consumer Discretionary 4.0
Consumer Staples 2.7
Energy 9.5
Financials 33.7
Health Care 10.2
Industrials 2.6
Information Technology 6.5
Materials 5.9
Real Estate 1.6
Utilities 2.1

Short-Term Investments 7.0
Derivative Assets 0.0
Derivative Liabilities (3.1)
Cash and Cash Equivalents 2.1
Other Assets, less Liabilities 0.7

100.0
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Fair Value Measurements

The following is the fair value measurement hierarchy based on the inputs used as at December 31, 2018 in valuing the Fund’s financial assets and 
liabilities carried at fair value:

Financial Assets (Liabilities)

Level 1
($)

Level 2
($)

Level 3
($)

Total
($)

December 31, 2018
Debt Instruments - 9,183,683 - 9,183,683
Short-Term Investments - 690,102 - 690,102
Derivative Assets - 3,259 - 3,259
Derivative Liabilities - (308,466) - (308,466)
Total - 9,568,578 - 9,568,578

For the period ended December 31, 2018, there were no transfers of securities between Level 1 and Level 2. There were no Level 3 securities as at or 
during the period ended December 31, 2018.

Offsetting of Financial Instruments

The following table presents the gross amount of financial instruments that may be offset, or subject to enforceable master netting agreements or other 
similar agreements but that are not offset, as at December 31, 2018. The “Net” column shows what the impact on the Fund’s Statements of Financial 
Position would be if all set-off rights were exercised.

Offsetting of Financial Instruments

Financial Assets and Liabilities

Gross Amounts of
Recognized 

Financial
Assets/Liabilities

($)

Net Amounts
of Financial

Assets/Liabilities
Presented in the

Statements of 
Financial Position

($)

Financial 
Instruments

Eligible for Offset
($)

Net Amount
($)

December 31, 2018
Derivative Assets 3,259 3,259 - 3,259
Derivative Liabilities (308,466) (308,466) - (308,466)
Total (305,207) (305,207) - (305,207)

Unit Transactions (Note 5)

As at December 31, 2018, the Fund had no capital and non-capital loss carryforward balances.

December 31, 
2018

Hedged Units
Number of redeemable units outstanding - beginning of period -
Issued 200,001
Redeemed (1)
Number of redeemable units outstanding - end of period 200,000
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Income Taxes (Note 6)

As at December 31, 2018, the Fund had the following capital and non-capital loss carryforward balances:

As at

December 31, 
2018

($)
Capital loss carryforwards 3,417
Non-capital losses -
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Notes to Financial Statements

1. ORGANIZATION

The Evolve ETFs (each a “Fund” and collectively the “Funds”) are exchange-traded funds established on the establishment dates noted below as open-
ended mutual fund trusts under the laws of the Province of Ontario, pursuant to a master declaration of trust dated August 4, 2017 and as amended and 
restated from time to time. The units of the Funds are listed on the Toronto Stock Exchange (“TSX”) and NEO Exchange in the case of the Evolve Active 
Core Fixed Income ETF. The address of the Funds’ registered office is 161 Bay Street, Suite 2700, Toronto, Ontario, M5J 2S1.

The following list indicates the classes of units offered for sale by each of the Funds, as at the date of these financial statements:

Actively managed ETFs

Fund Name Sub-Advisor Class Ticker Symbol
Date of 

Establishment
Date of 

Commencement

Evolve Active Canadian Preferred Share 
ETF

Foyston, Gordon & 
Payne Inc.

Unhedged Units DIVS August 14, 2017 September 29, 
2017

Evolve Active Core Fixed Income ETF Foyston, Gordon & 
Payne Inc.

Unhedged Units FIXD March 21, 2018 March 29, 2018

Evolve Active Short Duration Bond ETF Nuveen Asset 
Management, LLC

Hedged Units TIME August 14, 2017 October 16, 2017

Evolve Active Short Duration Bond ETF Nuveen Asset 
Management, LLC

Unhedged Units TIME.B August 14, 2017 October 16, 2017

Evolve Active US Core Equity ETF Nuveen Asset 
Management, LLC

Hedged Units CAPS August 14, 2017 October 16, 2017

Evolve Active US Core Equity ETF Nuveen Asset 
Management, LLC

Unhedged Units CAPS.B August 14, 2017 October 16, 2017

Evolve Active US Core Equity ETF Nuveen Asset 
Management, LLC

US Dollar 
Unhedged Units

CAPS.U August 14, 2017 November 14, 
2018

Evolve Marijuana ETF Nuveen Asset 
Management, LLC

Unhedged Units SEED February 5, 2018 February 12, 2018

Evolve Active Global Fixed Income ETF Allianz Global 
Investors

Hedged Units EARN October 30, 2018 November 14, 
2018

Index-tracking ETFs

Fund Name Class Ticker Symbol
Date of 

Establishment
Date of 

Commencement

Evolve Automobile Innovation Index ETF Hedged Units CARS August 4, 2017 September 29, 
2017

Evolve Automobile Innovation Index ETF Unhedged Units CARS.B August 4, 2017 September 29, 
2017

Evolve Automobile Innovation Index ETF US Dollar 
Unhedged Units

CARS.U August 4, 2017 October 3, 2017

Evolve Cyber Security Index ETF Hedged Units CYBR August 4, 2017 September 20, 
2017

Evolve Cyber Security Index ETF Unhedged Units CYBR.B August 4, 2017 September 20, 
2017

Evolve Innovation Index ETF Hedged Units EDGE April 20, 2018 May 2, 2018
Evolve North American Gender Diversity Index ETF Hedged Units HERS August 4, 2017 September 20, 

2017
Evolve North American Gender Diversity Index ETF Unhedged Units HERS.B August 4, 2017 September 20, 

2017
Sphere FTSE Emerging Markets Sustainable Yield Index ETF Hedged Units SHZ March 30, 2016 September 29, 

2016

Each index-tracking ETF seeks to track, to the extent reasonably possible and before fees and expenses, the performance of a broad and widely quoted 
market index.
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Index-tracking ETFs with active covered call strategies

Fund Name Class Ticker Symbol
Date of 

Establishment
Date of 

Commencement

Evolve Global Healthcare Enhanced Yield ETF Hedged Units LIFE August 4, 2017 October 25, 2017
Evolve Global Healthcare Enhanced Yield ETF Unhedged Units LIFE.B August 4, 2017 October 25, 2017
Evolve US Banks Enhanced Yield ETF Hedged Units CALL August 4, 2017 October 16, 2017
Evolve US Banks Enhanced Yield ETF Unhedged Units CALL.B August 4, 2017 October 16, 2017

Each index-tracking ETF with active covered call strategies seeks to track, to the extent reasonably possible and before fees and expenses, the 
performance of a broad and widely quoted market index and in addition to provide the return of a strategy of selling call options against not more than 
33% of the equity securities of any of the portfolios with the covered call strategies.

Certain Funds offer classes of Hedged Units, Unhedged Units and US Dollar Unhedged Units. In instances where the Funds invest their assets in 
securities that are denominated in currencies other than the Canadian dollar and/or offer US Dollar Unhedged Units, the value of the portfolio will vary 
due to changes in foreign currency exchange rates. For Funds with Hedged Units, currency risk is mitigated by entering into forward foreign currency 
contracts to hedge the foreign currency exposure back to Canadian dollar and, as such, the Hedged Units do not have significant exposure to currency 
risk. For Funds with Unhedged Units and US Dollar Unhedged Units, currency risk is not mitigated, as the currency exposure is not hedged back to the 
Canadian dollar and, as such, the Unhedged Units and the US Dollar Unhedged Units have a significant exposure to currency risk. As a result, due to 
the difference in currency hedging strategies, the net asset value attributable to holders of redeemable units of each class will not be the same.

Evolve Funds Group Inc. (the “Manager”) is the trustee, manager and investment manager of the Funds.

The Schedule of Investment Portfolio for each of the Funds is as at December 31, 2018. The Statements of Financial Position of each of the Funds that 
commenced operations in 2018 are as at December 31, 2018 and for the Funds that commenced operations in years prior to 2018 are as at December 
31, 2018 and 2017. The Statements of Comprehensive Income, Statements of Changes in Net Assets Attributable to Holders of Redeemable Units, and 
Statements of Cash Flows of each of the Funds are for the years ended December 31, 2018 and 2017, except for Funds established during either 
period, in which case the information presented is for the period from the date of establishment to December 31, 2018 or 2017.

The financial statements were approved for issuance by the Manager on March 22, 2019.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of significant accounting policies followed by the Funds:

Basis of Preparation

The financial statements of the Funds have been prepared in accordance with International Financial Reporting Standards (“IFRS”) as published by the 
International Accounting Standards Board (“IASB”). The financial statements have been prepared on a going concern basis using the historical cost 
convention except for financial assets and liabilities measured at fair value through profit or loss (“FVTPL”). Each Fund is an investment entity and 
primarily all financial assets and liabilities are measured at fair value in accordance with IFRS. Accordingly, the Funds’ accounting policies for measuring 
the fair value of investments and derivatives are consistent with those used in measuring the Net Asset Value for transactions with unitholders.

Adoption of IFRS 9 Financial Instruments

Effective January 1, 2018, the Funds adopted IFRS 9, Financial Instruments (“IFRS 9”). The new standard introduced a model for classification and 
measurement of financial assets and liabilities including those carried at amortized cost; fair value, with changes in fair value recognized in FVTPL; or 
fair value through other comprehensive income (“FVOCI”) based on the entity’s business model for managing financial assets and the contractual cash 
flow characteristics of these financial assets. Assessment and decision on the business model approach used is an accounting judgment.

Upon transition to IFRS 9 from IAS 39, Financial Instruments: Recognition and Measurement (“IAS 39”), all financial assets and liabilities that had 
previously been designated as FVTPL continue to be classified as FVTPL. All financial assets and liabilities that were previously classified as financial 
assets and liabilities as loans and receivables under IAS 39 are now recorded at amortized cost. Derivative assets and derivative liabilities that were 
previously considered as held-for-trading financial instruments are now classified as FVTPL. This classification differs from the classification under the 
previous IAS 39, therefore there were changes in categorization of certain financial assets and liabilities upon transition.

There were no changes in the measurement attributes for any of the financial assets and liabilities upon transition to IFRS 9.
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In applying IFRS, management may make estimates and assumptions that affect the reported amounts of assets, liabilities, income and expenses during 
the reporting periods. Actual results may differ from such estimates.

The following is a summary of significant accounting policies followed by the Funds:

Classification and Recognition of Financial Instruments

Financial instruments include financial assets and liabilities such as debt and equity securities, and derivatives, cash and other receivables and 
payables. The Funds classify and measure financial instruments in accordance with IFRS 9. Upon initial recognition, financial assets and liabilities are 
classified as FVTPL or carried at amortized cost. The initial classification of a financial instrument depends on the contractual cash flows characteristics 
of the financial assets as well as the Funds’ business model for managing the financial assets.

All financial instruments are recognized in the Statements of Financial Position when a Fund becomes a party to the contractual requirements of the 
instrument. A financial asset is derecognized when the right to receive cash flows from the instrument has expired or the Fund has transferred 
substantially all risks and rewards of ownership. A financial liability is derecognized when the obligation under the liability is discharged, cancelled or 
expired. As such, investment purchase and sale transactions are recorded as of the trade date.

Financial instruments are subsequently measured as FVTPL with changes in fair value recognized in the Statements of Comprehensive Income.

Measurement of Financial Instruments

Financial instruments at FVTPL are recorded in the Statements of Financial Position at fair value upon initial recognition. All transaction costs such as 
brokerage commissions, incurred in the purchase and sale of securities for such instruments are recognized directly in profit or loss.

Subsequent changes in the fair value of those financial instruments (i.e., the excess/shortfall of the sum of the fair value of portfolio investments 
over/below the sum of the average cost of each portfolio investment) are recorded in unrealized appreciation (depreciation) in the value of investments. 
The applicable period change in unrealized appreciation (depreciation) of investments is included in the Statements of Comprehensive Income.

For the purposes of determining the average cost of each portfolio investment, the purchase price of portfolio investments acquired by each Fund is 
added to the average cost of the particular portfolio investment immediately prior to the purchase. The average cost of a portfolio investment is reduced 
by the number of shares sold multiplied by the average cost of the portfolio investment at the time of the sale. The average cost per share of each 
portfolio investment sold is determined by dividing the average cost of the portfolio investment by the number of shares held immediately prior to the sale 
transaction. Transaction costs incurred in portfolio transactions are excluded from the average cost of investments and are recognized immediately in 
net income and are presented as a separate expense item in the financial statements. Realized gains and losses from the sale of portfolio investments 
are also calculated based on the average costs, excluding transaction costs, of the related investment.

The net asset value (“NAV”) per unit of each Fund is calculated each day the Funds are open for business as of regularly scheduled close of regular 
trading on the respective exchange of each Fund. NAV per unit is calculated by dividing the net assets of each Fund by the number of units outstanding 
of that Fund. Units of each Fund are being issued and sold on a continuous basis and there is no maximum number of units that may be issued. In 
calculating each class of each Fund’s NAV, investments are valued under policies approved by the Board of Directors of the Manager. Equity securities 
(including preferred stock) listed or dealt in upon a stock exchange are valued at the last sale price or official closing price on the exchange or system on 
which they are principally traded when the price falls within the bid-ask spread range. In circumstances where the last traded price is not within the bid-
ask spread, the Manager determines the point that the bid-ask spread is most representative of fair value based on the specific facts and circumstances. 
Foreign currency contracts are valued based on the difference between the value of the contract on the valuation date and the value on the date the 
contract was originated.

Classification of Redeemable Units

IAS 32 Financial Instruments: Presentation, requires that securities of the Funds, which are considered puttable instruments, be classified as either 
financial liabilities or equity instruments. Under IFRS, the units of the Funds that include contractual obligation for the issuer to repurchase or redeem 
them for cash or another financial asset are classified as financial liabilities. The Funds’ outstanding units include a contractual obligation to deliver cash 
or another financial asset on the Funds’ fixed termination date, and therefore the ongoing redemption feature is not a Fund’s only contractual obligation. 
Also, redemption of units at 95% of the closing price by unitholders gives rise to a redemption value that is not substantially based on the NAV of each 
Fund. Consequently, the Funds’ outstanding redeemable units are classified as financial liabilities in accordance with the requirements.
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Fair Value Measurement

IFRS describe fair value as the price that each Fund would receive upon selling an asset or paid to transfer a liability in an orderly transaction between 
market participants as at the measurement date. It established a three-tier hierarchy of inputs to be used when determining fair value measurements for 
disclosure purposes. Inputs refer broadly to the assumptions that market participants would use in pricing the asset or liability, including assumptions 
about risk — for example, the risk inherent in a particular valuation technique used to measure fair value (such as a pricing model) and/or the risk 
inherent in the inputs to the valuation technique.

Inputs may be observable or unobservable. Observable inputs reflect the assumptions market participants would use in pricing the asset or liability. 
Observable inputs are based on market data obtained from sources independent of the reporting entity. Unobservable inputs reflect the reporting entity’s 
own assumptions about the assumptions market participants would use in pricing the asset or liability. Unobservable inputs are based on the best 
information available in the circumstances. The three-tier hierarchy of inputs is summarized in the three broad levels listed below:

Level 1 – Quoted (unadjusted) prices in active markets for identical assets or liabilities at measurement date.

Level 2 – Valuation techniques for which the lowest level input that is significant to the fair value measurement is directly or indirectly observable 
(including quoted prices for similar securities, interest rates, prepayment speeds, credit risk, etc.).

Level 3 – Valuation techniques for which the lowest level input that is significant to the fair value measurement is unobservable (including each Fund’s 
assumptions in determining the fair value of investments).

The inputs or methodology used for valuation are not necessarily an indication of the risk associated with investing in those investments.

The Funds have included the fair value hierarchy in the Fund Specific Notes to Financial Statements.

Securities Lending

In order to generate additional returns, the Funds are authorized to enter into securities lending agreements with borrowers deemed acceptable in 
accordance with National Instrument 81-102, Investment Funds.

Aggregate market value of all securities loaned by a Fund cannot exceed 50% of the fair value of the assets of the Fund. The Funds receive collateral 
against the loaned securities in the form of debt obligations of the Government of Canada and Canadian provincial governments. The government of the 
United States of America or the government of one of the states of the Unites States of America. The government of the sovereign state of G7 countries, 
Austria, Belgium, Denmark, Finland, Netherlands, Spain, Sweden or Switzerland; or a permitted supranational agency of Organisation for Economic Co-
operation and Development countries. The minimum allowable collateral is 102% of the fair value of the loaned securities. The aggregate closing market 
value of securities loaned, and collateral received and a reconciliation of the gross securities lending revenue to the securities lending revenue reported 
by each Fund in the Funds’ Statements of Comprehensive Income are disclosed on the Securities Lending Transactions section of the Fund Specific 
Notes.

Under a securities lending agreement, the borrower must pay the Funds a negotiated securities lending fee, provide compensation to the Funds equal to 
any distributions received by the borrower on the securities borrowed, and the Funds must receive an acceptable form of collateral in excess of the value 
of the securities loaned. Although such collateral is marked to market, each Fund may be exposed to the risk of loss should a borrower default on its 
obligations to return the borrowed securities and the collateral is insufficient to reconstitute the portfolio of loaned securities.

Forward Foreign Currency Contracts

A forward foreign currency contract (“Forward Contract”) involves an obligation to purchase or sell a specific currency at a future date, which may be any 
fixed number of days from the date of the contract agreed upon by the parties, at a price set at the time of the contract. These contracts are principally 
traded in the inter-bank market conducted directly between currency traders (usually large, commercial banks) and their customers. A Forward Contract 
generally does not require an initial margin deposit and no commissions are charged at any stage for trades. However, if a Fund is in an unrealized loss 
position on a Forward Contract, it may be required to pledge collateral (or additional collateral) to the counterparty.

Risks may arise upon entering into a Forward Contract from the potential inability of the counterparties to meet the terms of their contracts and from 
unanticipated movements in the value of foreign currencies relative to the Canadian dollar.

A Forward Contract is valued at fair value of the gain or loss that would be realized on a valuation date if the position was to be closed out. Realized and 
unrealized gains (losses) on forward foreign currency contracts are recorded in realized gain (loss) on derivatives and change in unrealized appreciation 
(depreciation) in the value of derivatives in the Statements of Comprehensive Income.
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Options Contracts

Outstanding option positions are valued at an amount equal to the current fair value that would have the effect of closing the position. Any difference 
resulting from revaluation and gains or losses realized upon expiration or exercise of the options are recognized in the Statements of Comprehensive 
Income.

Short Sales

When a Fund sells a security short, it will borrow that security from a broker to complete the sale. A Fund will incur a loss as a result of a short sale if the 
price of the borrowed security increases between the date of the short sale and the date on which a Fund closes out its short position by buying that 
security. A Fund will realize a gain if the security declines in price between those dates.

Investment Transactions and Investment Income

Investment transactions are recorded as of the date that the securities are purchased or sold (trade date). Realized and unrealized gains and losses are 
calculated on an average cost basis. The cost of investments represents the amount paid for each security and is determined using the average cost 
method, excluding commissions and transaction costs. Transaction costs, such as brokerage commissions and settlement charges incurred in the 
purchase and sale of securities, are shown as a separate line item in the Statements of Comprehensive Income and are not part of the cost of 
investments. Dividend income is recognized on the ex-dividend date, gross of any foreign taxes withheld. The interest for distribution purposes shown on 
the Statements of Comprehensive Income represent the coupon interest received by the Funds accounted for on an accrual basis. Premiums received 
from writing options are included in the Statements of Financial Position as a liability and subsequently adjusted to fair value. When a written option 
expires unexercised, the Funds will realize a gain equal to the premium received. When a written option is closed, the Funds will realize a gain or loss 
equal to the difference between the cost at which the contract was closed and the premium received. Income earned from securities lending transactions 
in the form of securities lending fees payable by the borrower and, in certain circumstances, interest paid on cash or securities held as collateral. 
Revenue, if any, earned on securities lending transactions during the period is disclosed in the Funds’ Statements of Comprehensive Income.

Foreign Currency Translation

The Funds’ functional and presentation currency is the Canadian dollar. The Canadian dollar is the currency of the primary economic environment in 
which the Funds operate. The Funds’ performance is evaluated and their liquidity is managed in Canadian dollars. Therefore, the Canadian dollar is 
considered as the currency that most faithfully represents the economic effects of the underlying transactions, events and conditions. Foreign currencies, 
as well as investment securities and other assets and liabilities denominated in foreign currencies, are translated into Canadian dollars using exchange 
rates prevailing on the respective dates of such transactions. Realized and unrealized foreign exchange gains and losses on investments are included 
as a component of net realized gain (loss) on sale of investments and change in unrealized appreciation (depreciation) of investments, respectively, on 
the Statements of Comprehensive Income. Net realized and unrealized foreign exchange gains (losses) arising from sales of foreign currencies, include: 
gains (losses) on forward foreign currency contracts, currency gains (losses) recognized between the trade and settlement dates on investment 
transactions, and the difference between the amounts of dividends and foreign withholding taxes recorded on the Funds’ books and the Canadian dollar 
equivalent of the amounts actually received or paid. These gains (losses) are included in net realized gain (loss) and/or change in unrealized 
appreciation (depreciation) on foreign currency contracts and foreign currency translations in the Statements of Comprehensive Income.

Increase (Decrease) in Net Assets Attributable to Holders of Redeemable Units from Operations per Unit

The increase (decrease) in net assets attributable to holders of redeemable units from operations per unit is calculated by dividing the increase 
(decrease) in net assets attributable to holders of redeemable units from operations by the weighted average number of units outstanding during the 
period.

Significant Accounting Judgments, Estimates and Assumptions

The preparation of the Funds’ financial statements requires management to make judgments, estimates and assumptions that affect the reported 
amounts recognized in the financial statements and disclosure of contingent liabilities. However, uncertainty about these assumptions and estimates 
could result in outcomes that could require a material adjustment to the carrying amount of the asset or liability affected in future periods.

In the process of applying the Funds’ accounting policies, management has made the following judgments, which have the most significant effect on the 
amounts recognized in the financial statements:

Classification and Measurement of Investments

In classifying and measuring financial instruments held by the Funds, the Manager has assessed the Funds’ business model for managing their 
respective portfolios of investments and evaluating the performance on a fair value basis and concluded that these financial assets and liabilities should 
be measured at FVTPL in accordance with IFRS 9.



Notes to Financial Statements (cont’d)
As at and for the periods as disclosed in the financial statements (Note 1) December 31, 2018

17

Assessment as investment entity

Entities that meet the definition of an investment entity within IFRS 10, Consolidated Financial Statements are required to measure their subsidiaries at 
FVTPL rather than consolidate them. The criteria which define an investment entity are, as follows:


 an entity that obtains funds from one or more investors for the purpose of providing those investors with investment services;
 an entity that commits to its investors that its business purpose is to invest funds solely for returns from capital appreciation, investment 

income or both; and
 an entity that measures and evaluates the performance of substantially all of its investments on a fair value basis.

The Funds’ prospectuses detail the objective of providing investment management services to investors, for the purpose of returns in the form of 
investment income and capital appreciation.

The Funds report to their investors via semi-annual investor information, and to their management via internal management reports, on a fair value 
basis. All investments are reported at fair value to the extent allowed by IFRS in the Funds’ financial statements. The Funds have a clearly documented 
exit strategy for all of their investments.

The Manager has also concluded that the Funds meet the additional characteristics of an investment entity, in that they have more than one investment; 
the investments are predominantly in the form of equities and similar securities; they have more than one investor; and their investors are not related 
parties.

These conclusions will be reassessed on an annual basis, if any of these criteria or characteristics change.

3. FINANCIAL INSTRUMENT RISKS

The Funds’ activities may expose them to a variety of financial risks associated with financial instruments, including concentration risk, market risk 
(which includes currency risk, interest rate risk and other price/market risk), liquidity risk and credit risk. The Manager seeks to minimize potential 
adverse effects of these risks on the Funds’ performance by employing professional, experienced portfolio managers, by daily monitoring of the Funds’ 
position and market events, and by diversifying the investment portfolio within the constraints of the investment objective.

Details of the Funds’ exposure to financial instrument risks are available in the Fund Specific Notes to Financial Statements, as applicable.

Concentration Risk

Concentration indicates the relative sensitivity of the Funds’ performance to developments affecting a particular industry or geographical location. 
Concentrations of risk arise when a number of financial instruments or contracts are entered into with the same counterparty, or where a number of 
counterparties are engaged in similar business activities, or activities in the same geographical region, or have similar economic features that would 
cause their ability to meet contractual obligations to be similarly affected by changes in economic, political or other conditions.

Currency Risk

Currency risk arises from financial instruments that are denominated in foreign currencies. The Funds are exposed to the risk that the value of securities 
denominated in foreign currencies will fluctuate due to changes in exchange rates. When the value of the Canadian dollar falls in relation to foreign 
currencies, then the value of foreign investments rises. When the value of the Canadian dollar rises, the value of foreign investments falls.

The Funds hold securities denominated in Canadian dollars during the reporting period. The Funds may hedge their foreign currency exposures by 
entering into Forward Contracts to reduce currency risk.

Interest Rate Risk

Interest rate risk is the risk that the market value of a Fund’s interest-bearing financial instruments will fluctuate due to changes in market interest rates. 
Prices of longer-term fixed-income securities will generally fluctuate more in response to interest rate changes than would shorter-term securities. 
Generally, the fair value of fixed income securities will vary inversely in relation to a change in interest rates. As interest rates rise, the fair value of fixed 
income securities falls and vice versa. The magnitude of the fall and rise will generally be greater for long-term fixed income securities than for short-
term fixed income securities.
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Other Price/Market Risk

Other price/market risk is the risk that the fair values or future cash flows of financial instruments will fluctuate as a result of changes in market prices 
(other than those arising from interest rate risk or currency risk), whether caused by factors specific to an individual investment or its issuer, or all factors 
affecting all instruments traded in a market or market segment. All securities are exposed to other price/market risk. The maximum risk is equivalent to 
the financial instruments’ fair value.

Liquidity Risk

Liquidity risk is the possibility that investments in a Fund cannot be readily converted into cash when required. The Funds generally maintain sufficient 
liquidity to meet expenses and redemption of units by investing primarily in liquid securities. However, unexpected heavy demand for redemptions of 
units could result in the Funds having to dispose of investments at a time when it is not optimal in order to meet such redemption requests. To manage 
the Funds’ overall liquidity and enable the Funds to meet their obligations, the assets of the Funds are invested primarily in securities that are traded on 
active markets and that the Manager believes can be readily disposed of through market facilities under normal circumstances.

Credit Risk

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment that it has entered into with the Funds. 
To help manage the credit risk of the Funds, the Manager carefully monitors the creditworthiness and operational robustness of counterparties that 
conduct transactions on behalf of the Funds. Generally, the greater the credit rating of a security, the lower the probability of the issuer defaulting on its 
obligations.

Credit ratings for preferred shares are obtained from Dominion Bond Rating Services and Standard & Poor’s. A rating of P1 is of superior credit quality 
and is supported by entities with strong earnings and balance sheet characteristics. P2 is of satisfactory credit quality. Protection of dividends and 
principal is still substantial, but earnings, the balance sheet and coverage ratios are not as strong as P1 rated companies. P3 is of adequate credit 
quality. While protection of dividends and principal is still considered acceptable, the issuing entity is more susceptible to adverse changes in financial 
and economic conditions, and there may be other adverse conditions present which detract from debt protection.

For those Funds that invest in fixed-income securities, credit ratings are obtained from Standard & Poor’s Global Ratings, Moody’s and Finch Ratings. A 
rating of AAA indicates the highest of quality with minimal risk, whereas AA rating suggests high quality with very low credit risk. Obligations rated A 
considered upper-middle-grade and are subject to low credit risk. Obligations rated BBB possesses moderate credit risk. They are considered medium-
grade. Although considered investment grade, they may possess speculative characteristics.

Offsetting Financial Instruments

A Fund’s risk of loss from counterparty credit risk on over-the-counter derivatives is generally limited to the aggregate unrealized gain netted against any 
collateral held by the Fund. The Fund attempts to mitigate counterparty risk by only entering into agreements with counterparties that it believes have the 
financial resources to honour their obligations and by monitoring the financial stability of those counterparties. For financial reporting purposes, financial 
assets and financial liabilities are offset when there is a legally enforceable right to offset the recognized amounts and there is an intention to settle on a 
net basis or realize the asset and settle the liability simultaneously. The Funds enter into various master netting agreements or similar agreements that 
do not meet the criteria for offsetting in the Statements of Financial Position.

In order to better define their contractual rights and to secure rights that will help the Funds mitigate their counterparty risk, the Funds may enter into an 
International Swaps and Derivatives Association, Inc. Master Agreement or similar agreement with their counterparties.

4. RELATED PARTY TRANSACTIONS

Administrative Fees

Each Fund will pay the Manager an Administrative Fee as set forth in the table below based on the average daily NAV of the units of the Funds to pay 
for expenses incurred during the day-to-day operating of the Funds. The fees specified below are the same for all classes per Fund where applicable. 
The Administrative Fees, plus applicable taxes, will be accrued daily and paid monthly in arrears. Administrative Fees are the same for all classes on a 
fund level.

Fund Name

Administrative Fee
(annual rate)

(%)

Evolve Active US Core Equity ETF 0.15% of NAV
Evolve Active Short Duration Bond ETF 0.15% of NAV
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Fund Name

Administrative Fee
(annual rate)

(%)

Evolve Active Canadian Preferred Share ETF 0.15% of NAV
Evolve Cyber Security Index ETF 0.15% of NAV
Evolve North American Gender Diversity Index ETF 0.15% of NAV
Evolve Automobile Innovation Index ETF 0.15% of NAV
Evolve US Banks Enhanced Yield ETF 0.15% of NAV
Evolve Global Healthcare Enhanced Yield ETF 0.15% of NAV
Sphere FTSE Emerging Markets Sustainable Yield Index ETF 0.25% of NAV
Evolve Marijuana ETF 0.25% of NAV
Evolve Active Core Fixed Income ETF 0.15% of NAV
Evolve Innovation Index ETF 0.15% of NAV
Evolve Active Global Fixed Income ETF 0.15% of NAV

Management Fees

Each Fund will pay the Manager a management fee as set forth in the table below based on the average daily NAV of the units of the Funds. 
Management Fees are the same for all classes on a fund level. The Manager, in its capacity as manager of the Funds, manages the day-to-day 
business of each Fund, including negotiating contractual agreements with service providers and preparing reports to unitholders and securities 
regulatory authorities. The management fee, plus applicable taxes, will be accrued daily and paid monthly in arrears. The Manager may, from time to 
time in its discretion, waive all or a portion of the management fee charged at any given time. Expenses payable to the Manager and receivable on 
expenses waived by the Manager are disclosed in the Statements of Financial Position.

Fund Name

Management Fee
(annual rate)

(%)

Evolve Active US Core Equity ETF 0.70% of NAV
Evolve Active Short Duration Bond ETF 0.70% of NAV
Evolve Active Canadian Preferred Share ETF 0.65% of NAV
Evolve Cyber Security Index ETF 0.40% of NAV
Evolve North American Gender Diversity Index ETF 0.40% of NAV
Evolve Automobile Innovation Index ETF 0.40% of NAV
Evolve US Banks Enhanced Yield ETF 0.45% of NAV
Evolve Global Healthcare Enhanced Yield ETF 0.45% of NAV
Sphere FTSE Emerging Markets Sustainable Yield Index ETF 0.54% of NAV
Evolve Marijuana ETF 0.75% of NAV
Evolve Active Core Fixed Income ETF 0.45% of NAV
Evolve Innovation Index ETF 0.40% of NAV
Evolve Active Global Fixed Income ETF 0.65% of NAV

5. REDEEMABLE UNITS

Each Fund is authorized to issue an unlimited number of redeemable, transferable units, each of which represents an equal, undivided interest in the net 
assets of that Fund.

All units of each Fund have equal rights and privileges. Each whole unit is entitled to one vote at all meetings of unitholders and is entitled to participate 
equally with respect to any and all distributions made by each Fund to unitholders, other than management fee distributions, but including distributions of 
net income and net realized capital gains and distributions upon the termination of each Fund. Any special distributions payable in units of each Fund will 
increase the aggregate adjusted cost base of a unitholder’s units. Immediately following payment of such a special distribution in units, the number of 
units of each Fund outstanding will be automatically consolidated such that the number of units that each unitholder will hold after such distribution will 
be equal to the number of units held by such unitholder immediately prior to such distribution, except in the case of a non-resident unitholder to the 
extent tax is required to be withheld in respect of the distribution. Capital gains distributions are automatically reinvested in additional units of each Fund, 
which are immediately consolidated so that the NAV per unit remains unchanged. Units are issued only as fully paid and are non-assessable.
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On any trading day, unitholders may exchange the prescribed number of units (or an integral multiple thereof) for baskets of securities and/or cash at a 
redemption price per unit equal to 95% of the closing price for the applicable units on the TSX (or the applicable exchange the units of the Fund being 
redeemed is trading on), subject to a maximum redemption price per unit equal to the NAV per unit on the effective day of redemption. The right to 
redeem units of the Funds may be suspended with the approval of the Canadian Securities Administrators.

Transactions in units for the Funds are disclosed in the Fund Specific Notes to Financial Statements. The consideration for the purchase of creation 
units of the Funds generally consists of the in-kind contribution of a designated portfolio of equity securities constituting a portfolio sampling 
representation of the securities included in the relevant Funds’ underlying index and an amount of cash. Investors purchasing and redeeming creation 
units may be charged a purchase transaction fee and a redemption transaction fee to offset transfer and other transaction costs associated with the 
issuance and redemption of creation units.

Units issued and outstanding are considered to be capital of the Funds. The Funds are not subject to externally imposed capital requirements and have 
no legal restrictions on the issue, repurchase or resale of redeemable shares beyond those included in the Funds’ prospectuses. The capital received by 
each Fund is managed to achieve the investment objective of each Fund while maintaining liquidity to satisfy unitholder redemptions.

The changes in issued and outstanding units of the Funds can be found in the statement of Changes in Net Assets Attributable to Holders of 
Redeemable Units.

6. INCOME TAXES

The Funds, except for Evolve Active Short Duration Bond ETF and Evolve Global Healthcare Enhanced Yield ETF, qualify or intends to qualify as mutual 
fund trusts, under the provisions of the Income Tax Act (Canada) (“Act”). As at December 31, 2018, the Evolve Active Short Duration Bond ETF and the 
Evolve Global Healthcare Enhanced Yield ETF are considered to be financial institutions under the “Act” and are therefore subject to the mark-to-market 
rules with respect to their investments that qualify as 'mark to market property' under the Act. As a result, all realized gains and losses, and changes in 
unrealized gains and losses, with respect to mark-to-market property are taxed as income on a yearly basis.

Capital losses and non-capital losses available in the Funds are presented in the Fund Specific Notes to Financial Statements, as applicable. Capital 
losses may be carried forward indefinitely and used to reduce future realized capital gains. Non-capital losses may be used to reduce future net income 
and capital gains for up to 20 years. The Funds may incur withholding taxes imposed by certain countries on investment income and capital gains. Such 
income and gains are recorded on a gross basis and the related withholding taxes are shown as a separate expense in the Statements of 
Comprehensive Income.

Occasionally, distributions by the Funds will exceed the net investment income and taxable capital gains realized by the Funds. To the extent that the 
excess is not designated by the Funds to be income for Canadian tax purposes and taxable to holders of redeemable units, this excess distribution is a 
return of capital and is not immediately taxable to unitholders.
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