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Preferred Shares

Dividends and Capital Preservation - Both Matter
Investment advisors know that taxes can have a major impact on investment returns and look for ways to reduce
taxes for clients. We find more and more retail clients are also making better use of the tools available to Canadian
investors to minimize taxes, including earning investment income in a tax-efficient manner by allocating investments
with income taxed at higher rates (e.g. bonds) to registered accounts, and income taxed at lower rates (e.g- eligible
dividends, capital gains or ROC) in non-registered or taxable accounts.
When we talk about the Brompton Flaherty & Crumrine Investment Grade Preferred ETF (TSX:BPRF), clients and
advisors often ask if the fund pays eligible Canadian dividends. Only Canadian corporations can pay eligible Canadian
dividends, and since this ETF invests in U.S. preferred shares, it does not. Sometimes the investor response is: “why
would I want to own a preferred fund if it doesn’t pay eligible dividends?” The answer is that U.S. preferred shares offer
high after-tax income which is often comparable to Canadian preferreds and the U.S. preferred share market offers
superior diversification benefits.
Investors often use the search for “eligible dividends” as a proxy for finding the highest after-tax income and, at least in
the case of U.S. preferreds, they are not getting it exactly right. If U.S. preferred shares offered the same current yield
as Canadian preferred shares, screening for eligible dividends would be the right approach. However, U.S. preferreds
often pay higher current yields, and in many cases offer other tax credits that often improve the tax efficiency of the
income received. Currently, this means that the after-tax income from U.S. preferreds is comparable to the aftertax income from Canadian preferreds.
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Brompton Flaherty & Crumrine Investment Grade Preferred
ETF (TSX:BPRF) is an actively managed solution, that invests
primarily in U.S. dollar denominated corporate preferred
securities, with a CAD-hedged and an unhedged U.S. dollar
option.

Risk and reward in the preferred market (5-yrs)3
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Due to the sharp decline in Canadian preferred share prices
in late 2018, continuing into 2019, the Canadian Preferred
Share Index currently has a slight after-tax yield advantage
compared to U.S. Preferreds. However, when total returns
for the Canadian Preferred Share Index are considered that
advantage disappears. Tax efficiency of yield is important,
but even more important is the fact that the U.S. Preferred
Share Index has produced superior overall performance,
with much lower volatility, than the Canadian Preferred
Share Index over the past five years. In an RRSP or TFSA,
the result is even better – U.S. preferreds have higher
pre-tax current yields, making them a more attractive yield
investment than Canadian Preferreds.
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(1) As at June 30, 2019, Indicative Current Yield (dividend rate divided by market price). U.S. Preferred Index is composed of ICE BofAML 8% Constrained Core West
Preferred (62%) & Jr Subordinated Securities Index (38%) and Canadian Preferred Index is represented byS&P/TSX Preferred Share Index. Current yields are gross of all
fees and assume 15% withholding tax on US dividends. (Sources: ICE BofA ML, Standard & Poor’s, TSX, Bloomberg, Flaherty & Crumrine Inc.)
The benchmarks from ICE Data Indices, LLC (“ICE Data”) are used with permission. ICE Data, its affiliates and their respective third party suppliers disclaim any and all
warranties and representations, express and/or implied, including any warranties of merchantability or fitness for a particular purpose or use, including the indices, index
data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates nor their respective third party providers shall be subject to any damages
or liability with respect to the adequacy, accuracy, timeliness or completeness of the indices or the index data or any component there-of, and the indices and index
data and all components thereof are provided on an “as is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third party suppliers do not
sponsor, endorse, or recommend Flaherty & Crumrine Incorporated, or any of its products or services.
(2) Based on combined Federal & Provincial (Ontario) highest marginal tax rates / tax credits and US withholding tax levels (Source: KPMG Tax Facts 2018-2019).
(3) Source: Bank of America Merrill Lynch, Thomson Reuters Datastream, as at June 30, 2019. U.S. Preferred Market is represented by an equally-weighted average of
the performance of the ICE BofAML Hybrid Preferred Securities 8% Constrained Index and the ICE BofAML US Capital Securities 8% Constrained Index through June
2015 and by the BofAML 8% Constrained Core West Preferred & Jr Subordinated Securities Index from July 2015 through the present. Canadian Preferred Market is
represented by S&P/TSX Preferred Share Index.
This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The opinions contained in
this report are solely those of Brompton Funds Limited (“BFL”) and are subject to change without notice. BFL makes every effort to ensure that the information has been
derived from sources believed to reliable and accurate. However, BFL assumes no responsibility for any losses or damages, whether direct or indirect which arise from
the use of this information. BFL is under no obligation to update the information contained herein. The information should not be regarded as a substitute for the exercise
of your own judgment. Please read the prospectus before investing.
This information is of a general nature only and does not constitute legal or tax advice to any particular investor. Accordingly, investors are advised to consult their own
tax advisors with respect to individual circumstances.
Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments. Please read the prospectus before
investing. Exchange-traded funds are not guaranteed, their values change frequently and past performance may not be repeated.
Certain statements contained in this document constitute forward-looking information within the meaning of Canadian securities laws. Forward-looking information may
relate to matters disclosed in this document and to other matters identified in public filings relating to the Fund, to the future outlook of the Fund and anticipated events or
results and may include statements regarding the future financial performance of the Fund. In some cases, forward-looking information can be identified by terms such
as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “intend”, “estimate”, “predict”, “potential”, “continue” or other similar expressions concerning matters that
are not historical facts. Actual results may vary from such forward-looking information. Investors should not place undue reliance on forward-looking statements. These
forward-looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.
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