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INDEPENDENT AUDITORS’ REPORT
To the Unitholders of Healthcare Special Opportunities Fund (the “Fund”)
We have audited the accompanying financial statements of the Fund, which comprise the statements of
financial position as at December 31, 2016 and 2015, and the statements of comprehensive income,
changes in net assets attributable to holders of redeemable units and cash flows for the periods then
ended, and a summary of significant accounting policies and other explanatory information.
Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditors’ responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditors consider internal control relevant to the Fund’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide
a basis for our audit opinion.
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Fund as at December 31, 2016 and 2015, and the results of its operations and its cash flows for the
periods then ended in accordance with International Financial Reporting Standards.

Toronto, Canada
March 14, 2017

Healthcare Special Opportunities Fund
Statements of Financial Position
As at December 31,
2015

2016

Assets
Current assets
Financial assets at fair value through profit or loss (notes 3 and 12)
Cash
Accrued dividends
Accrued interest
Total assets

$

Liabilities
Current liabilities
Accrued expenses
Management fees payable
Total liabilities (excluding Net Assets attributable to holders of redeemable units)
Net Assets attributable to holders of redeemable units (note 4)

60,452,198
7,532,931
65,883
246
68,051,258

$

113,455
51,269
164,724

64,344,001
792,537
50,188
65,186,726

35,382
73,746
109,128

$

67,886,534

$

65,077,598

$
$

56,975,850
10,910,684

$
$

53,360,987
11,716,611

$
$

9.16
11.90

$
$

8.76
11.38

Net Assets attributable to holders of redeemable units per class
Class A
Class U
Net Assets attributable to holders of redeemable units per class per unit (note 4)
Class A
Class U
Approved on behalf of LDIC Inc., as manager of the Healthcare Special Opportunities Fund.

/s/Michael B. Decter

/s/Graham Scott

Michael B. Decter, Director

Graham Scott, Director

The accompanying notes are an integral part of these financial statements

Healthcare Special Opportunities Fund
Statements of Comprehensive Income
For the year ended December 31, 2016 and for the period from July 15, 2015 (commencement of operations) to December 31, 2015
2015

2016
Net gain (loss) on financial instruments
Dividend income
Interest for distribution purposes
Foreign exchange gain (loss)
Other changes in fair value on financial assets and financial liabilities at fair value through profit or loss
Net realized gain (loss) on sale of investments (note 12)
Change in unrealized appreciation (depreciation) in value of investments (note 12)
Change in unrealized appreciation (depreciation) in value of foreign exchange from currency (note 12)
Net gain (loss) on financial instruments

$

1,183,466 $
1,979
(315,143)
(1,239,821)
4,775,937
19,099
4,425,517

Expenses (note 5)
Performance fees
Management fees
Custodian fees
Audit fees
Legal fees
Valuation fees
Independent review committee fees
Transaction costs (note 7)
Filing fees
Securityholder reporting costs
Other expenses
Total operating expenses

19,476
872,405
8,950
23,772
21,967
29,841
3,338
185,861
25,497
28,565
64,972
1,284,644

Operating profit (loss)

3,140,873

518,911
172,317
(5,429,463)
1,035,269
2,093
(3,700,873)

409,989
2,096
16,794
5,914
3,474
3,338
89,270
5,753
12,016
9,776
558,420
(4,259,293)

Withholding taxes (note 6)
Increase (decrease) in Net Assets attributable to holders of redeemable
units from operations (excluding distributions)

(168,611)
$

2,972,262

$

(4,334,247)

Increase (decrease) in Net Assets attributable to holders of redeemable
units per class from operations (excluding distributions)
Class A
Class U

$
$

2,472,411
499,851

$
$

(3,578,907)
(755,340)

Average number of units outstanding for the period per class
Class A
Class U
Increase (decrease) in Net Assets attributable to holders of redeemable
units per unit from operations (excluding distributions)
Class A
Class U

The accompanying notes are an integral part of these financial statements

(74,954)

6,128,700
995,669

$
$

0.40
0.50

6,086,348
1,024,738

$
$

(0.59)
(0.74)

Healthcare Special Opportunities Fund
Statements of Changes in Net Assets Attributable to Holders of Redeemable Units
For the year ended December 31, 2016 and for the period from July 15, 2015 (commencement of operations) to December 31, 2015
2016

2015

2016

Class A
Net Assets attributable to holders of redeemable units at beginning of year

$

Increase (decrease) in Net Assets attributable to holders of redeemable
units from operations (excluding distributions)
Redeemable unit transactions
Proceeds from redeemable units issued
Redemption of redeemable units
Class U redeemable units converted into Class A redeemable units
Issuance costs

Net Increase (decrease) in Net Assets attributable to holders of redeemable units
Net Assets attributable to holders of redeemable units at end of year

$

53,360,987

Class U

$

-

2,472,411

(3,578,907)

(116,498)
1,260,592
(1,642)
1,142,452

59,453,052
88,398
(2,601,556)
56,939,894

3,614,863

53,360,987

56,975,850

$

2015

53,360,987

$

11,716,611

$

499,851

(755,340)

(44,889)
(1,260,592)
(297)
(1,305,778)

12,831,462
(88,398)
(271,113)
12,471,951

(805,927)
$

10,910,684

-

11,716,611
$

2016

11,716,611

2015
Total

Net Assets attributable to holders of redeemable units at beginning of year

$

Increase (decrease) in Net Assets attributable to holders of redeemable
units from operations (excluding distributions)

65,077,598

$

2,972,262

Redeemable unit transactions
Proceeds from redeemable units issued
Redemption of redeemable units
Issuance costs

(4,334,247)

(161,387)
(1,939)
(163,326)

Net Increase (decrease) in Net Assets attributable to holders of redeemable units
Net Assets attributable to holders of redeemable units at end of year

The accompanying notes are an integral part of these financial statements

72,284,514
(2,872,669)
69,411,845

2,808,936
$

67,886,534

-

65,077,598
$

65,077,598

Healthcare Special Opportunities Fund
Statements of Cash Flows
For the year ended December 31, 2016 and for the period from July 15, 2015 (commencement of operations) to December 31, 2015
2016

Cash flows from (used in) operating activities
Increase (decrease) in Net Assets attributable to holders of redeemable
units from operations (excluding distributions)
Adjustments for:
Foreign exchange (gain) loss
Net realized (gain) loss on sale of investments
Change in unrealized (appreciation) depreciation in value of investments
Purchases of investments
Proceeds from sale of investments
Accrued dividends
Accrued interest
Accrued expenses
Management fees payable
Net cash from (used in) operating activities

$

Cash flows from (used in) financing activities
Issuance costs
Proceeds from redeemable units issued
Redemption of redeemable units
Net cash from (used in) financing activities
Foreign exchange gain (loss)
Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

$

2015

2,972,262

$

(4,334,247)

315,143
1,239,821
(4,775,937)
(41,993,072)
49,420,991
(15,695)
(246)
78,073
(22,477)
7,218,863

(172,317)
5,429,463
(1,035,269)
(82,836,425)
14,098,230
(50,188)
35,382
73,746
(68,791,625)

(1,939)
(161,387)
(163,326)

(2,872,669)
72,284,514
69,411,845

(315,143)
7,055,537
792,537
7,532,931 $

172,317
620,220
792,537

Supplemental Cash Flow Information:
$
Dividends received, net of withholding taxes
Interest received

The accompanying notes are an integral part of these financial statements

999,160
1,733

$
$

393,769
-

LDIC Healthcare Special Opportunities Fund
Schedule of Investment Portfolio
As at December 31, 2016
Par Value/
Number of
Shares

Description

Bonds - Canada
Corporate Bonds
100,000 Delivra Corp.
Total Bonds
Equities - Canada
Consumer Discretionary
18,800 Cineplex Inc.
20,000 Delivra Corp., Warrants
Consumer Staples
1,220,000 GreenSpace Brands Inc.
250,000 GreenSpace Brands Inc., Warrants

1,987,500
165,000
80,000
50,000
2,300,000
95,000
200,000
250,000

Maturity Date
/Expiry Date

Coupon
Rate

September 15, 2017

6.000%

March 15, 2018

February 22, 2019

Health Care
Avivagen Inc.
Canopy Health Innovations
CRH Medical Corp.
Extendicare Inc.
H-Source Holdings Ltd.
Knight Therapeutics Inc.
Merus Labs International Inc.
OrganiGram Holdings Inc.

Industrials
185,000 People Corp.
50,000 Savaria Corp.
Information Technology
6,285,900 DealNet Capital Corp.
33,900 TECSYS Inc.
Materials
1,000,000 Solegear Bioplastic Technologies Inc
250,000 Ceapro Inc., Warrants

Equities - United States
Financials
63,833 Ventas Inc.
51,700 Welltower Inc.
Consumer Staples
30,000 Procter & Gamble Co.

July 8, 2018

Average
Cost
($)

Fair
Value
($)

% of
Net
Assets

100,000
100,000

100,000
100,000

0.1

914,810
914,810

962,936
962,936

1.4

1,239,810
54,990
1,294,800

1,537,200
81,250
1,618,450

2.4

144,015
247,500
518,024
492,530
355,600
847,100
249,620
873,100
3,727,489

248,438
247,500
573,600
494,000
471,500
1,020,300
232,000
725,000
4,012,338

5.9

773,412
424,230
1,197,642

814,000
543,500
1,357,500

2.0

3,457,245
318,151
3,775,396

3,645,822
320,694
3,966,516

5.8

150,000
150,000

150,000
62,500
212,500

0.3

4,829,424
4,583,721
9,413,145

5,351,946
4,640,437
9,992,383

14.7

3,216,656

3,382,684

5.0

LDIC Healthcare Special Opportunities Fund
Schedule of Investment Portfolio
As at December 31, 2016
Number of
Shares

277,154
26,700
14,200
13,200
500,000
6,200
35,700
37,543
20,000
26,910
23,000
35,000

Description
Health Care
Accretive Health Inc.
Aetna Inc.
Amgen Inc.
Becton Dickinson and Co.
Elite Imaging Inc.
Gilead Sciences Inc.
Johnson & Johnson
Medtronic PLC
Pfizer Inc.
Stryker Corp.
UnitedHealth Group Inc.
VCA Antech Inc.

Total Equities
Transaction costs
Total Investments

Average
Cost
($)

Fair
Value
($)

815,469
3,928,610
2,897,034
2,674,038
759,205
640,325
4,762,066
3,761,763
892,007
3,569,679
3,638,304
2,560,828
30,899,328

836,278
4,440,332
2,784,280
2,930,560
804,635
595,406
5,515,767
3,586,241
871,151
4,323,687
4,936,327
3,222,227
34,846,891

54,589,266

51.4

60,352,198

88.9

60,452,198

89.0

7,434,336

11.0

67,886,534

100.0

(48,274)
54,689,266

Other Assets, Less Liabilities
Net Assets Attributable to Holders of Redeemable Units

% of
Net
Assets

$

Healthcare Special Opportunities Fund
Notes to Financial Statements
December 31, 2016 and 2015

1.

GENERAL INFORMATION
The Healthcare Special Opportunities Fund (the “Fund”) is a closed-end investment trust established under the laws of
the Province of Ontario on June 26, 2015. LDIC Inc. (the “Manager”) is the Trustee and Manager of the Fund. The
Fund was listed on the Toronto Stock Exchange (“TSX”) and effectively commenced operations on July 15, 2015 when
it first issued units through an initial public offering. The address of the Fund’s registered office is LDIC Inc., 130
King Street West, Suite 2130, Toronto, Ontario. These financial statements were authorized for issue by the Manager
on March, 14, 2017.
The investment objective of the Fund is principally set up to provide holders of units with long-term total return through
distributions and capital appreciation of the Fund’s investment portfolio by investing in equity and debt securities of
issuers that derive a significant portion of their revenue or earnings from medical and healthcare products and/or
services.

2.

BASIS OF PRESENTATION
The financial statements of the Fund have been prepared in compliance with International Financial Reporting
Standards (“IFRS”) as published by the International Accounting Standards Board (“IASB”).
The policies applied in these financial statements are based on IFRS standards issued and outstanding as of March 14,
2017, which is the date on which the annual financial statements were authorized for issue by the Manager.
In the preparation of these financial statements, management has made judgments, estimates and assumptions that
affect the application of the Fund’s accounting policies and the reported amounts of assets, liabilities, income and
expenses. Actual results may differ from these estimates.
These financial statements have been presented in Canadian dollars, which is the Fund’s functional currency.

3.
(a)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Foreign currency translation
The Fund’s functional and presentation currency is the Canadian dollar. Foreign currency purchases and sales of
investments and foreign currency dividend and interest income and expenses are translated into Canadian dollars at the
rate of exchange prevailing at the date of the transactions.
Foreign exchange gains (losses) on purchases and sales of foreign currencies are included in the Statements of
Comprehensive Income – Foreign exchange gain (loss).
The fair values of investments and other assets and liabilities denominated in foreign currencies are translated into
Canadian dollars at the rate of exchange prevailing at the statement of financial position date.

(b)

Financial instruments
The Fund classifies its investments in debt and equity securities, or financial assets or liabilities at FVTPL. There are
two sub-categories: financial assets or financial liabilities held for trading and those designated at FVTPL at inception.
The Fund’s investments in equity securities are designated at fair value through profit or loss (“FVTPL”) at inception.
All other financial assets and liabilities are measured at amortized cost. Under this method, financial assets and
liabilities reflect the amounts required to be received or paid, discounted when appropriate, at the financial
instrument’s effective interest rate. The fair values of the Fund’s financial assets and liabilities that are not carried at
FVTPL approximate their carrying amounts due to their short-term nature.

Healthcare Special Opportunities Fund
Notes to Financial Statements
December 31, 2016 and 2015

Financial instruments classified as held for trading: Financial assets and liabilities are classified as held for trading if
they are acquired for the purpose of selling and/or repurchasing in the near term, and are acquired principally for the
purpose of generating a profit from short-term fluctuations in price.
Financial instruments designated as FVTPL through inception: All investments held by the Fund are designated as
FVTPL upon initial recognition. These financial assets are designated upon initial recognition on the basis that they
are part of a group of financial assets that are managed and have their performance evaluated on a fair value basis, in
accordance with risk management and investment strategies of the Fund, as set out in the Fund’s prospectus.
(c)

Fair value measurements
Financial instruments are valued at their fair value, which is defined as the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the measurement date. The fair
value of financial assets and liabilities traded in active markets is based on quoted market prices at the close of trading
on the reporting date. The Fund uses the last traded market price for both financial assets and financial liabilities where
the last traded price falls within that day’s bid-ask spread. In circumstances where the last traded price is not within the
bid-ask spread, the Manager determines the point within the bid-ask spread that is most representative of fair value
based on the specific facts and circumstances.
The Fund uses a three-tier hierarchy as a framework for disclosing fair value based on inputs used to value the Fund’s
investments. The hierarchy of inputs is summarized below:
Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities;
Level 2 - inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly (i.e., as prices) or indirectly (i.e., derived from prices); and
Level 3 - inputs for the asset or liability that are not based on observable market data (unobservable inputs).
Changes in valuation methods may result in transfers into or out of an investment’s assigned level.
A valuation hierarchy table has been included in Note 10, Fair Value Disclosure.

(d)

Cash
Cash comprises of deposits held at financial institutions.

(e)

Multi-class allocation
Expenses, realized and unrealized gains/losses and income generally are allocated among the classes on a pro-rata
basis.
Class-specific management fees are not allocated and do not require allocation.

(f)

Transaction costs
Transaction costs, such as brokerage commissions incurred in the purchase and sale of securities, are expensed and are
included in “Transaction costs” in the Statements of Comprehensive Income.

(g)

Investment transactions
Investment transactions are accounted for on the trade date. All income, net realized gains (losses), unrealized
appreciation (depreciation) in the value of investments and transaction costs are attributable to investments that are
deemed held for trading.

Healthcare Special Opportunities Fund
Notes to Financial Statements
December 31, 2016 and 2015

(h)

Revenue recognition
The interest for distribution purposes shown on the Statement of Comprehensive Income represents the coupon
interest received by the Fund accounted for on an accrual basis. The Fund does not amortize premiums paid or
discounts received on the purchase of fixed-income securities, except for zero coupon bonds, which are
amortized on a straight-line basis.
Dividend income is recorded on the ex-dividend date and is gross of withholding taxes.
Realized gains and losses on investments and unrealized appreciation (depreciation) in the value of
investments are calculated with reference to the average cost of the related investments.

(i)

Increase (decrease) in Net Assets Attributable to holders of redeemable units per unit
The increase (decrease) in Net Assets attributable to holders of redeemable units per unit in the Statement of
Comprehensive Income represents the net increase (decrease) in Net Assets attributable to holders of redeemable units
per unit, divided by the weighted average number of units outstanding during the period of that class of units.

(j)

Accounting standards issued but not yet adopted
In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments which reflects all phases of the
financial instruments project and replaces IAS 39 Financial instruments: Recognition and measurement and all
previous versions of IFRS 9. IFRS 9 brings together all three aspects of accounting for financial instrument project:
classification and measurement, impairment and hedge accounting. IFRS 9 is effective for annual periods beginning
on or after January 1, 2018, with early application permitted. During 2016, the Fund is in the process of performing a
high-level impact assessment of all three aspects of IFRS 9.
IFRS 15 was issued in May 2014 and establishes a five-step model to account for revenue arising from contracts with
customers. Under IFRS 15, revenue is recognized at an amount that reflects the consideration to which an entity
expects to be entitled in exchange for transferring goods or services to a customer. The new revenue standard will
supersede all current revenue recognition requirements under IFRS and is effective for annual periods beginning on or
after January 1, 2018, when the IASB finalizes their amendments to defer the effective date of IFRS by one year. Early
adoption is permitted. Given the majority of revenue streams of the Fund, being interest, dividends and
realized/unrealized gains, fall outside of the scope of IFRS 15, preliminary impact assessments made during 2016
indicate minimal impact arising on the adoption of this standard.

(k)

Critical accounting estimates and judgments
Fair value measurements of financial instruments not quoted in an active market
The Fund may hold 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 markers. Broker quotes as obtained from the pricing sources may be
indicative and not executable or binding. When no market data is available is available, the Fund may value
positions using its own models, which are usually based on valuation methods and techniques generally, recognized
as standard within the industry.
Classification and measurement of financial instruments and application of fair value option
In classifying and measuring financial instruments held by the Fund, the Manager is required to make judgments
about the classification of financial instruments and the applicability of the fair value option to its investments that
are not held for trading. The fair value option has been applied to the Fund’s investments in equity securities as the
investments are managed on a fair value basis in accordance with the Fund’s investment strategy.

Healthcare Special Opportunities Fund
Notes to Financial Statements
December 31, 2016 and 2015

4.

UNITS OF THE FUND
The Fund is authorized to issue an unlimited number of units of each class. The Class A Units are denominated in
Canadian dollars, and the Class U Units are denominated in U.S. dollars. The Class U Units will not be listed on a
stock exchange, but are convertible into Class A Units on a weekly basis for liquidity. It is expected that liquidity for
the Class U Units will be obtained primarily by means of conversion into Class A Units and the sale of such Class A
Units on a stock exchange.
Units may be redeemed at the option of unitholders by tendering units of the Fund by the second last business day of
July for redemptions (“Annual Redemption Date”) commencing in 2017. Units must be properly surrendered for
redemption at least 30 days prior to an Annual Redemption Date in each year. Unitholders whose Units are redeemed
on the Annual Redemption Date will receive a redemption price per Unit equal to 100% of the Net Asset Value
(“NAV”) per Unit of the applicable class on an Annual Redemption Date (less any costs associated with the
redemption including brokerage costs).
In addition to the annual redemption right, Unitholders may surrender Units at any time for redemption on the second
last Business Day (a “Business Day” being a day other than a Saturday, Sunday or statutory holiday in Toronto,
Ontario or any other day the TSX is not open for trading) in a month (a “Monthly Redemption Date”), subject to
certain conditions. Unitholders surrendering a Class A Unit for redemption on a Monthly Redemption Date will
receive a redemption price equal to the lesser of (a) 95% of the “weighted average trading price” of the Class A Units
on the principal market on which the Class A Units are quoted for trading, the TSX, during the 15 trading days
preceding the applicable Monthly Redemption Date; and (b) the “closing market price” of the Class A Units on the
principal market on which the Class A Units are quoted for trading on the applicable Monthly Redemption Date (the
“Monthly Redemption Amount” less, in each case, any costs associated with the redemption, including brokerage
costs). Unitholders surrendering a Class U Unit for redemption on a Monthly Redemption Date will receive in U.S.
dollars an amount equal to the U.S. dollar equivalent of the product of (i) the Monthly Redemption Amount and (ii) a
fraction, the numerator of which is the most recently calculated NAV per Unit of a Class U Unit and the denominator
of which is the most recently calculated NAV per Unit of a Class A Unit, less any costs associated with the
redemption, including brokerage costs.
Issued
During the year ended December 31, 2016, the Fund completed a conversion of 108,500 Class U units to 140,919
Class A units. There were redemption of 4,500 Class U units and 14,798 Class A units were redeemed pursuant to the
monthly redemption right or annual redemption right during the year ended December 31, 2016.
2016
Number
Number
of Class A Units of Class U Units
Units outstanding at January 1, 2016
6,091,181
1,029,757
Redemptions of redeemable units
(14,798)
(4,500)
Class U redeemable units converted to Class A redeemable units
140,919
(108,500)
Units outstanding at December 31, 2016
6,217,302
916,757

Units, outstanding at January 1, 2015
Issuance of redeemable units
Class U redeemable units converted to Class A redeemable units
Units, outstanding at December 31

2015
Number
Number
of Class A Units of Class U Units
6,080,797
1,037,757
10,384
(8,000)
6,091,181
1,029,757

On December 31, 2016, the Fund’s closing market price was $8.69 per unit (2015 - $7.49 per unit).

Healthcare Special Opportunities Fund
Notes to Financial Statements
December 31, 2016 and 2015

5.

RELATED PARTY TRANSACTIONS
As at December 31, 2016, the Manager of the Fund and certain directors and officers of the Manager held a total of
294,328 (2015: 294,328) Class A units of the Fund.
Management fees, performance fees and operating expenses
The Manager provides investment and administrative services to the Fund. In consideration for these services, the
Manager receives a 1.25% fee per annum based on a percentage of the Net Assets of the Fund calculated daily and
payable monthly.
The Manager is entitled be paid a performance fee (the “Performance Fee”) from the Fund in respect of investments in
the private equity investments (the “Private Portfolio”) including, for the purpose of calculating the Performance Fee,
securities of private issuers in the Private Portfolio that have become publicly traded and public securities received on
the disposition of securities of a private issuer in the Private Portfolio. The amount of the Performance Fee shall be
determined as of the date of disposition (the “Determination Date”) for cash proceeds of each such investment.
The Performance Fee in respect of each investment will be equal to 20% of the amount by which the cash proceeds of
disposition exceed 106% of the Threshold Amount calculated on a cumulative annual basis plus applicable taxes.
The Performance Fee shall be calculated and accrue daily and be paid upon each Determination Date; however, no
Performance Fee shall be paid in respect of any dispositions of securities of private issuers in the Private Portfolio
unless on the Determination Date the proceeds of disposition of the investment exceed 107% of the original book
value of the investment (the “Threshold Amount”). The Fund earned $19,476 of performance fee on the disposition of
International Cannabis Corp.
The Fund is responsible for the payment of all expenses relating to its operations and the carrying on of its business.
These expenses include, but are not limited to, administration and accounting costs, the costs of any back-office
service provider retained by the Manager, transaction costs, audit and legal fees, custodian fees, the costs of preparing
and distributing annual and semi-annual financial statements, unitholder reports and investor communications. At
certain times, the Manager may pay a portion of the expenses otherwise payable by the Fund.

6.

TAXATION OF THE FUND AND ALLOCATION TO UNITHOLDERS
The Fund qualifies as a mutual fund trust as defined in the Income Tax Act (Canada) (the “Act”). Pursuant to the terms
of the Declaration of Trust, the Fund pays or makes payable in the calendar year to the unitholders all the net income
and such portion of the net capital gains that will result in the Fund paying no tax under the current provisions of the
Act. As a result, under existing tax legislation, the net income and net capital gains are taxable in the hands of the
unitholders of the Fund. Accordingly, no provision for Canadian income taxes has been made in these financial
statements.
The Fund currently incurs withholding taxes imposed by certain countries on investment income and capital gains.
Such income and gains are recorded on a gross basis and the related withholding taxes are shown separately in the
Statements of Comprehensive Income.
The Fund has accumulated capital loss carryforwards as of December 31, 2016 of $7,119,695, which may be applied
against future years’ capital gains and can be carried forward indefinitely. As of December 31, 2016, there was a
$525,015 in non-capital loss available in the Fund, which can be carried forward for 20 years.

Healthcare Special Opportunities Fund
Notes to Financial Statements
December 31, 2016 and 2015

7.

TRANSACTION COSTS
Commissions and other transaction fees paid for portfolio transactions for the year ended December 31, 2016 were
$185,861 (2015 - $89,270).

8.

SOFT DOLLAR COMMISSIONS
In addition to covering brokerage services on security transactions, commissions paid to certain brokers may also
cover research services provided to the Manager. The value of the research services included in the commissions paid
by the Fund to those brokers for years ended December 31, 2016 and 2015 was nil and nil, respectively.

9.

FINANCIAL RISK MANAGEMENT
In the normal course of operations, the Fund’s activities expose it to a variety of financial risks: credit risk, liquidity
risk and market risk (which includes interest rate risk, currency risk and other price risk). The value of investments in a
Fund’s portfolio can fluctuate on a daily basis as a result of changes in interest rates, economic conditions and market
news related to specific securities in the portfolio. The level of risk depends on the Fund’s objectives and the type of
securities that it holds. In order to mitigate risk, depending on conditions, the Manager diversifies the portfolio based
on criteria such as asset class, country, industry and currency. Significant risks that are relevant to the Fund are
discussed below. “Net Assets” below is defined as Net Assets attributable to unitholders.

(a) Other price risk
Other price risk represents the risk that the value of financial instruments will fluctuate as a result of changes in market
prices (other than those arising from interest rate risk or currency risk), whether caused by factors specific to an
individual investment, its issuer, or all factors affecting all instruments traded in a market or market segment.
The Fund is exposed to other price risk from investments in equities. As at December 31, 2016, approximately 88.9%
(2015 - 98.87%) of the Fund’s Net Assets were held directly in equities. If equity prices on the exchanges increased or
decreased by 5% as at December 31, 2016, the Net Assets of the Fund would have increased or decreased by
approximately $3,017,610, or 4.4% (2015 - $3,217,200, or 4.9%), with all other factors remaining constant. In
practice, the actual results may differ and the difference could be material.
(b)

Currency risk
Currency risk is the risk that the fair value of financial instruments denominated in currencies other than the Canadian
dollar, which is the Fund’s reporting currency, will fluctuate because of changes in foreign exchange rates.

U.S. dollar

December 31, 2016
Currency
Percentage of
Exposure ($)
Net Assets (%)
50,159,879
73.9

December 31, 2015
Currency
Percentage of
Exposure ($)
Net Assets (%)
60,028,787
92.2

As at December 31, 2016, if the Canadian dollar had strengthened or weakened by 5% in relation to all foreign
currencies represented in the portfolio, with all other variables remaining constant, Net Assets would have decreased
or increased by approximately $2,507,994 (2015 - $3,001,439). In practice, the actual results may differ and the
difference could be material.
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(c)

Interest rate risk
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. Interest rate risk arises on interest-bearing financial instruments.
As at December 31, 2016 and 2015, the Fund’s direct exposure to debt instruments by maturity was as follows:

Interest rate exposure

December 31, 2016
December 31, 2015

Less than
1 year ($)
-

1 - 5 years
($)
100,000
-

More than
5 years ($)
-

Total ($)
100,000
-

As at December 31, 2016, should interest rates have decreased or increased by 0.25% with all other variables
remaining constant, the increase or decrease in Net Assets for the year would amount to approximately $177. In
practice, the actual trading results may differ, and the difference could be material.
(d)

Credit risk
Credit risk represents the potential loss that the Fund would incur if counterparties failed to perform in accordance
with the terms of their obligations to the Fund. The Manager only trades with approved counterparties and monitors
reporting that includes approved counterparty listings, trade volumes and exposure reports. The risk of default is
considered minimal, as delivery of securities sold is only made once the Fund has received payment. Payment is made
on a purchase once the securities have been received by the Fund. The trade will fail if either party fails to meet its
obligation. The Fund maintains all of its cash and cash equivalents at the custodian or in overnight deposits with
approved counterparties and ensures that appropriate collateral is received.
As at December 31, 2016 and 2015, the Fund had directly invested in debt instruments with the following Standard &
Poor’s credit ratings:

Portfolio by rating category
NR

(e)

As a % of Net Assets
Decemebr 31, 2016
Decemebr 31, 2015
0.1%
-

Liquidity risk
Liquidity risk is the risk that the Fund will encounter difficulty in meeting its obligations associated with its financial
liabilities. The Fund’s primary exposure to liquidity risk relates to its unitholders’ rights to redeem their units on any
valuation date. Liquidity risk is managed by retaining sufficient cash and cash equivalent positions and investing the
majority of the Fund’s assets in portfolio investments that are traded in an active market and can be readily disposed
of. There can be no assurance that an active trading market for the investments will exist at all times, or that the prices
at which the securities trade accurately reflect their values.
Thin trading in a security could make it difficult to liquidate holdings quickly. The Manager considers market depth
and the relationship between liquidity and size of the position as part of the criteria for approval of a new investment
and in its periodic re-evaluation of the investment.
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(f)

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.
Investment Sector
Corporate Bonds
Consumer Discretionary
Consumer Staples
Financials
Health Care
Industrials
Information Technology
Materials
Net Other Assets
Total

10.

December 31,
2016

December 31,
2015

0.1%
1.4%
7.4%
14.7%
57.3%
2.0%
5.8%
0.3%
11.0%
100.0%

6.8%
11.8%
17.8%
61.1%
1.4%
1.1%
100.0%

FAIR VALUE DISCLOSURE
The following tables illustrate the classification of the Fund’s assets and liabilities measured at fair value within the
fair value hierarchy as at December 31, 2016 and 2015.

Equities
Warrants
Bonds

Equities

Financial Assets at Fair Value as at December 31, 2016
Level 1 ($)
Level 2 ($)
Level 3 ($)
58,170,034
986,279
1,052,135
81,250
62,500
100,000
58,251,284
1,048,779
1,152,135

Total ($)
60,208,448
143,750
100,000
60,452,198

Financial Assets at Fair Value as at December 31, 2015
Level 1 ($)
Level 2 ($)
Level 3 ($)
62,527,867
1,613,634
202,500

Total ($)
64,344,001
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The following is a reconciliation of investments in which significant unobservable inputs (level 3) were used to
determine their fair value:

Balance as at December 31, 2015
Purchases
Sales
Net transfers in (out)
Realized gains (losses)
Change in unrealized appreciation on investments

$

202,500
1,106,705
(202,500)
45,430

Balance as at December 31, 2016

$

1,152,135

Net change in unrealized appreciation from investments as at December 31, 2016

$

45,430
Equities

11.

Balance as at December 31, 2014
Purchases
Sales
Net transfers in (out)
Realized gains (losses)
Change in unrealized appreciation (depreciation) on investments

$

202,500
-

Balance as at December 31, 2015
Net change in unrealized appreciation from investments as at December 31, 2015

$
$

202,500
-

CAPITAL MANAGEMENT
The Fund’s investment objective is principally set up to provide unitholders with long-term total return by investing in
equity and debt securities of issuers that derive a significant portion of their revenue or earnings from medical and
healthcare products and/or services.
The Fund’s objective when managing capital is to safeguard the Fund’s ability to continue as a going concern in order
to provide returns for unitholders, maximize unitholder value and maintain financial strength. The capital of the Fund
is divided into two classes, Class A and Class U. The units issued and outstanding represent the capital of the Fund,
and shareholders are entitled to distributions when declared.
The Fund manages its capital in accordance with the investment objectives and strategies and the risk management
practices outlined in Note 9, Financial Risk Management. The Manager actively monitors the cash position and
financial performance to ensure sufficient liquidity to meet operating expenses, distributions, and redemptions.

12.

FINANCIAL INSTRUMENTS
The Fund's equity investments are measured at FVTPL. Short-term investments, along with all other financial assets
and liabilities, are recognized initially at fair value and subsequently measured at amortized cost, which approximates
fair value due to their short-term nature.
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The following tables present the carrying amounts of the Fund’s financial assets by category as at December 31, 2016
and 2015:
December 31, 2016

Financial assets at FVTPL
Designated at
HFT
inception

Assets
Financial assets at fair value
through profit or loss
Cash
Accrued dividends
interest
Total

Total

-

$

60,452,198
-

$ 60,452,198
-

$

7,532,931
65,883
246

$ 60,452,198
7,532,931
65,883
246

$

-

$

60,452,198

$ 60,452,198

$

7,599,060

$ 68,051,258

Financial assets
at amortized
cost

Total

Financial assets at FVTPL
Designated at
HFT
inception

Assets

Total

Total

$

December 31, 2015

Financial assets at fair value
through profit or loss
Cash
Accrued dividends

Financial assets
at amortized
cost

Total

$

-

$

64,344,001
-

$ 64,344,001
-

$

792,537
50,188

$ 64,344,001
792,537
50,188

$

-

$

64,344,001

$ 64,344,001

$

842,725

$ 65,186,726

The following table presents the net gains (losses) on financial instruments designated at FVTPL by category for the
year ended December 31:
Category
Net gains (losses) on financial
instruments at FVTPL:
Held for trading
Designated at inception
Total

Net gains (losses)
2016

2015

4,425,517
4,425,517

(3,700,873)
(3,700,873)

