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FUNDS Cost of Sitting on the Sidelines

Fund in focus: Brompton North American Low Volatility Dividend ETF (BLOV)

In our March 2020 Brompton Insights piece, The Cost of Panic Selling, we reviewed trading data for the S&P 500 Index from
2000-2019. We concluded that investors who “sat out” of the market only had to miss the 20 best returns days over this 20 year
period, an average of one day per year, to see their returns over the period go to 0% and begin to turn negative. We revisited this
analysis, broadening the scope to include Canadian as well as U.S. equities and looking at returns missed by investors who opted
for saving instead of investing in 2020.

As noted in the chart below in the blue line, U.S. savings accounts saw an increase of US$2 trillion since February of 2020.
This was primarily due to reduced consumer spending during the pandemic — particularly in the services sector — along with
unprecedented stimulus/relief from the federal government, which included direct cash payments to individuals. This pushed the
household savings rate in the U.S. to record levels, with savings hitting a peak of 33.7% of disposable income in April. Additionally,
many investors increased their cash position as markets sold off in the first quarter and as volatility remained elevated through the
year. For market investors, concerns about volatility and their desire to save to offset the uncertainty of the pandemic is certainly
understandable; however, holding cash in a savings account ended up being an investment mistake in 2020 for those that could
have stayed invested either in whole or in part. The red line in the graph below shows the year-over-year change in deposits.
As the economy recovers from periods of recession, the red line starts a process of dropping and surplus cash flows back into
economy by way of consumer spending, capital investment and equity market deployment. As capital flows back into the system,
corporate profits benefit from the additional demand and economic growth moves higher. Equity markets will benefit from greater
profits.
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Source: Scotiabank GBM Portfolio Strategy, FRED, as of December 24, 2020.

Looking back at 2020 with all the volatility we experienced, it ended up being a profitable year in the markets. Staying invested in
the S&P 500 through the peaks and troughs would have resulted in a total return of 18.3% for the year. Investors who remained
invested in the S&P/TSX Composite Index saw smaller but still positive total returns of 5.6%. However, missing only the 2 best
return days for the S&P 500 Index, or only the single best return day for the S&P/TSX Composite Index, took returns from positive
to negative for 2020. Of note, the best return days for both indices were in March 2020, a time when market fear was at its peak
and many investors had exited the market.


https://www.bromptongroup.com/wp-content/uploads/2020/03/Brompton-Insights-Cost-of-Panic-Selling.pdf
https://www.bromptongroup.com/product/brompton-north-american-low-volatility-dividend-etf/
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Source: Refinitiv Datastream, as of December 31, 2020.

We reiterate our conclusion from March 2020 that exiting the equity market and sitting on the sidelines can come with a significant
cost. Forinvestors that are looking for an entry point, but are nervous about certain sectors of the market being over-heated which
may contribute to future volatility, Brompton North American Low Volatility Dividend ETF (BLOV) offers a lower risk approach to
investing in equities. BLOV is designed to produce equity returns with lower volatility through investing in a diversified portfolio
of North American large capitalization equities. Our Portfolio Management team employs quantitative analysis with an active
fundamental overlay to construct a portfolio with lower overall volatility than the market. The PM team also overlays an options
strategy with the goal of further lowering volatility, while also aiming to increase distributable cash and total returns.

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 or annual information form before investing.

There are ongoing fees and expenses associated with owning shares or units of an investment fund. An investment fund must prepare disclosure documents that
contain key information about the fund. You can find more detailed information about the fund in the public filings available at www.sedar.com. Investment 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 Funds, to the future outlook of the Funds and
anticipated events or results and may include statements regarding the future financial performance of the Funds. 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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